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On the cover

Its been said that Clint Fields

compression technician in the Enogex

Field Operations group works in

different universe than Carl Kemp

construction foreman in Power Delivery

for OGE Yet they both ply their trades

Oklahoma delivering outstanding

results for ODE Energy Corp

Clint and Carl are proven leaders

on winning teams Theyre executing

one successful project after another

working safely Together they represent

the 3400 employees we call them

members of ODE Energy and its

subsidiary companies



Were energizedby

our progresspotential

and vision

Wclveupdaedo rv o..tOGL tobetheindustry

leader with passion for helping customers developing

members and delivering shareholder value

Coming off strong performance in 2010 we have

fresh focus on the people who are relying on us to

build on our success Were energized by the progress

weve made the potential we see and the vis we

share Were energized to lead

OGtfnsrgyCcrp



Our businesses are asset-driven

power plants poles and wires pipe

lines transformers trucks We stnve

operate them safely and effecuvely

ever mindful about controltng costs

is challenging work to be sure

we have achieved long reco

of success

At the same time were planning

ahead pursuing our vision of success

We arc energized by our vision that

ocuses not on assets or operations

br renews our commitment to people

Customers sharehoders and members

or all of our stakeholders we

reed to make sure were alert as we

avigato fast-paced change in every

tf ng from technology and public

poicy to investor sentiment and

conm mer expectations

Members who execute

We celebrate 2010 as year when

we moved ahead in key areas smart

grid deployment is one example

and achieved higher earnings at both

OGE and Enogex Together they set

record $2 99 per share Looking

ahead we see 2011 as an important

year for projects that will bring us into

new phase of growth

Our members are sharply focused

on how their day-to-day activities will

enable us to successfully complete

these projects And as we execute

our strategy and make progress

toward our long-term goals were

continually preparing our workforce

for todays opportunities and tomor

rows possibilities

Positive customer experiences

As we go about our work were pursuing

key results that keep us focused on deliv

ering for our members customers and

shareholders These include working

safely controlling costs complying with

regulations satisfying customers and

growing earnings To lead our industry we

know we must continue and improve

our performance in all of these areas

Were focused on key results whether

were expanding our pipeline system

to meet customer needs or installing

new technology for more efficient and

reliable power grid We aim to create

positive customer experiences and

according to one important barometer

J.D Power and Associates were

achieving that OGE ranks highest in

overall business customer satisfaction

among midsize utitties in our region

OGE Piergy Carp
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rr ajor nfristructu expans on projects nd ot ft

stage for rr ore growth ft yea sad

2011 Work to do

Were pleased with what weve

accomplished yet we know theres

much work to do In 2011 well execute

the largest single-year capital invest

ment program in ODEs 09-year history

Projects totaling $1.4 billion are planned

new transmission lines our largest wind

farm smart grid natural gas gathering

lines and pair of new processing plants

These investment opportunities

are indicative of the work completed

to position us for growth We expect

even more growth projects in the years

ahead At Enogex we believe our strong

working relationships with natural gas

producers combined with funding for

projects from ArcLight our equity part

ner will create new avenues to expand

our midstream business

At OGE partnering with customers

our strong record of performance and

our values-based approach to busi

ness have helped create constructive

regulatory climate As we plan for new

infrastructure to better serve our cus

tomers in the years ahead the 2011

calendar brings rate cases in both

Oklahoma and Arkansas As always

we seek outcomes that fairly balance

the interests of all groups concerned

Value for shareholders

In pursuit of our vision we seek to

create great work environment for

our members at the same time provid

ing reliable service at reasonable cost

for customers and attractive returns

for investors Weve been successful

in these areas yet we have specific

plans to continue to grow earnings

and dividends even as we make record

capital investments

Well need industry-leading

performance from the 3400 men and

women who work here And we believe

based on what weve done and on

what were planning that ODE is well

prepared and strongly positioned not

only to deliver for the people who are

counting on us but to lead our industry

For this mission we are energized

Sincerely

Peter Delaney

Chairman and Chief Executive Officer

OGE Energy corp
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Sh.areholder Vaue

What we said Consistent growth in

earnings and divide.nds remain among

our core corporate objectives

ORE 2007 Annual Report page 19

What we did ORE Energy Corp

improved earnings in 2010 and increased

its dividend for the fifth year in row The

company raised the dividend by cents

per share up from 3-cent increases

in each of the prior four years In 2011

OGEs indicated dividend of $1.50 per

share would be 13 percent higher than

in 2006 reflecting OREs prospects for

continuing earnings growth In 2010 total

shareholder return was 281 percent

Expandng Transrnsson

What we said Were investing in

reliability and planning new transmission

lines to see growing regional market

and link rural wind farms with cities

hungry for renewable energy

ORE 2007 Annual Report page

What we did OGE completed the

120-mile Woodward-to-Oklahoma City

line and is working on additional high-

voltage cross-country transmission

projects totaling more than 560 miles

proceeding toward com.pletion by 2015

More than $1 billion of new transmission

line construction projects are in varying

stages of planning right-of-way acqui

sition and construction

Smart Grd

What we said OGE also seeks

to expand its smart power program

giving customers the opportunity to

reduce consumption and control

their energy costs

ORE 2008 Annual Report page

What we did OGE has installed more

than 230000 smart meters and the

work continues at rate of about 1000

per day By 2012 we expect all 783000

customers will have the new meters

served by secure communication net

work thats also being installed The

smart grid will .include equipment and

information systems to automate the

network which will reduce outages

speed repairs save energy and save

customers money

OGE Energy Corp 13
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OGE Energy Corp Common Stock Data

Diluted earnings per share

Diluted earnings per share from continuing operations

Dividends paid per sharelA

Price range

Price/earnings ratio year end

Return on equity average

Diluted average common shares outstanding lmionsl

IA Dividends were paid quarterly

$1708

423

184

91

0.92

17.3%

628

2008

$1960

845

278

143

1.54

93%

28.2

2oo9

$1205 $2239

$358 $408
139 193

61 96

0.63 1.04

13.2% 23.4%

653 575

2007 2006

$1835 $1746

810 796

292 294

162 149

1.75 1.62

12.0% 12.8%

.1 26.4

2007 2006

$2065 $2368

353 307

164 139

86 114

0.93 1.23

21.9% 26.2%

555 526

This graph shows five-year comparison of

cumulative total returns for the Companys

common stock the SP 500 Index the

SP 1500 Utilities Sector Index and the

SP 500 Electric Utilities Index The graph

assumes that the value of the investment in

the Companys common stock and each

index was $100 at Dec 31 2005 and that

all dividends were reinvested As of Dec 31

2010 the closing price of the Companys

common stock on the New York Stock

Exchange was $45.54

OGE Energy Corp

SP 500 lndea

SP 1500 Utilities

Sector Index

SP 500 Electric

Utilities Index

$0

After this year the Company will replace the SP 500 Electric Utilities Index with the 5P 1500 Utilities Sector Index which the

company believes is more representative of the utiiity industiy as whole and inciudes ODE Energy The SP 1500 Utilities Sector

Index also is used for certain esecutive compensation purposes

2010 2009

2.99 2.66

2.99 2.66

1.45 1.42

$46.1833.87 $37.79 19.70

15.3 13.9

13.1% 13.1%

99 97.2

$36.23

2008

2.49

2.49

1.39

19.56

10.3

13.1%

92.8

2007 2006

2.64 2.84

2.64 2.45

1.36 1.33

$41.30 29.12 $40.58 26.34

13.6 13.9

4.9% 17.9%

92.5 92.1

Okahoma Gas and Eectric Company

un millions except EPS
before elimination of inter-segment items

________________-
2010 2009

Operating revenues $2110 $1751

Gross margin on revenues $1110 955

Operating income 414 354

Net income 216 200

Diluted earnings per share 2.18 2.06

Return on equity average 10.3% 10.4%

Total electricity sales lmilI ens of megawatt hnursl

___________________
281 26.9

OGE Enogex HodingS LLC

un millions except EPS

before elimination of inter-segment ilerns

Operating revenues

Gross margin on revenues

Operating income

Net income

Diluted earnings per share

Return on equity average

Pipeline throughput çretu/y
ei

________________

IA On November 2010 ODE Energy distnbuted Ihe equity interests in ODE Energy Resources LLC DEN to Enogex LLC Accordingly the results of OER for 2009 and 2008 are included in Enogess results

Cl Tnllion Critish thermal units per year

Cumulative Five-Veer Total Return

$200

LI $150

$100

05 06 07 08 09 10

OGE Energy Corp 15



Board of DYecto

Peter Delaney

Ciairman and CEO

3E En 3rgy Corp ODE

CEO

iogc Holdings nogw

Okiafona Cty

Luke Corbett3

rro C.iairman rd

ThieE vcLA

Cr oco
Ha raCy

Robert Kelley

Fresiden2

cosvesrn ts-i

rdrr ore Oklahona

Robert Lorenz

Retired Managing artner

Arthur Andersen

Oklahcna City

Leroy Richie2

Counsel

Lewis Munday PC

Detoit alicoigan

James Brandi23

Managing Director

BNP ParabY Securities Corp

New Yark City New York

Wayne Bruneth3

Retired Chairman

Xcel Enemy lr

Denver Colorado

John Groendyke2

Chmrman and

Chief Executive ffiuei

Oroendyke Transport Inc

Enid Oklahoma

Kirk Humphreys3

Chairman and Manager

The umphreys Company LI

and Manager

Carlton Landing LLC

Oklahoma City

Linda Lambert

President

LASSO Corporation

and Fnertree LLC
Oklahoma City

Snior Managetrent

ODE Energy Corp

Peter Delaney

CMairmnn and CEO

OD Energy Corp OGE
CEO

Enogex Holdings Enogex

Danny Harris

President and COO

OGF nPrg/ or OD

eder

ErogexL

Sean Trauschke

Vice President and CEO

ODE Energy Corp ODE
CEO

Enogex Holdings Enogex LLC

Patricia Horn

Vice President Governance

Environmental Health Safety

Corporate Secretary

OGE Energy Corp OOE

Secretary

Enogex Holdings

Vice President Corporate Secretary

Enogex LLC

Gary Huneryager

Vice President Internal Audits

ODE Energy Corp OGE

Craig Johnston

Vice President Strategic

Planni tg
and Marketing

ODE Energy Corp OGE

Cristina McQuistion

Vice President Process and

Performance Improvement

ODE Energy Corp ODE

Stephen Merrill

Vice President Human Resources

ODE Energy Corp OGE

Reid Nuttall

Vice President

Chief Information Officer

ODE Energy Corp ODE

Paul Renf row

Vice resident Public At airs

ODE Energy Corp ODF

William Bullard

General Counsel

ODE
Assstant Ge ieral Counsel

OOE Energy Corp

Scott Forbes

ntroller and

Cnief ftccounting fice

ODE cnergy Cm OGE

MaxJ Myers

Treasurer

ODE Energy orp ODE
Enogex Holdings

Jerry Peace

Chief Risk Officer

ODE Energy Corp OGE

OGE
Jesse Langston

Vice President

Utility Commercial Operations

Jean Leger Jr

Vice President Utility Operations

Howard Motley

Vice President Regulatory Affairs

Melvin Perkins Jr

Vice President Power Delivery

Enogex LLC

Keith Mitchell

Senior Vice President and COO

Paul Brewer

Vice President Operations

Thomas Levescy

Controller and

Chief Accounting Officer

Ramiro Rangel

Vice President

Commercial Operations

ODE Energy Resources LLC

Craig Jimenez

President

Member of the aucit committee

Membe of the nominating and

corporate governance committee

Member of the compensation committee

Red number indicates committce chairman
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with the SEC on February 17 2011
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MANAGEMENTS DiSCUSSON AND ANALYSS
OF FNANClAL CONDlTON AND BESULTS OF 0PERATON-S

Forward-Looking Statements

Except for the historical statements contained herein the matters

discussed in this Annual Report inclLiding those matters discussed

in Managements Discussion and Analysis of Financial Condition and

Results of Operations are forward-looking statements that are subject

to certain risks uncertainties and assumptions Such forward-looking

statements are intended to be identified in this document by the words

anticipate believe estimate expect intend objective plan

possible potential project and similar expressions Actual results

may vary materially from those expressed in forward-looking statements

In addition to the specific risk factors discussed in Managements

Discussion ansI Analysis of Financial Condition and Results of Operations

herein factors that could cause actual results to differ materially from

the forward-looking statements include but are not limited to

General economic conditions including the availability of credit access

to existing lines of credit access to the commercial paper markets actions

of rating agencies and their impact on capital expenditures

The ability of OGE Energy Corp OGE Energy and collectively with its

subsidiaries the Company and its subsidiaries to access the capital

markets and obtain financing on favnrable terms

Prices and availability of electricity coal natural gas and natural gas

liquids CNGL each on stand-alone basis and in relation to each other

Business conditions in the energy and natural gas midstream industries

Competitive factors including the extent and timing of the entry of

additional competition in the markets served by the Company

Unusual weather

Availability and prices of raw materials for current and future construc

tion projects

Federal or state legislation and regulatory decisions and initiatives that

affect cost and investment recovery have an impact on rate structures

or affect the speed and degree to which cornpetkion enters the

Companys markets

Environmental laws and regulations that may impact the Companys

operations

Changes in accounting standards rules or guidelines

The discontinuance of accounting principles for certain types of rate-

regulated activities

Whether Oklahoma Gas and Electric Company OGE can successfully

implement its Smart Grid program to install meters for its customers

and integrate the Smart Grid meters with its customer billing and other

computer information systems

Advances in technology

Creditworthiness of suppliers customers and other contractual parties

The higher degree of risk associated with the Companys nonregulated

business compared with the Companys regulated utility business and

Other risk factors listed in the reports filed by the Company with the

Securities and Exchange Commission SEC

The Company undertakes rro obligation to publicly update or revise

any forward-looking statements whether as result of new information

future events or otherwise

ntroduction

The Company is an energy and energy services provider offering physical

delivery and related services for both
electricity

and natural gas primarily

in the south central United States The Company conducts these activities

through four business segments electric utility natural gas trans

portation and storage Ui natural gas gathering and processing and

iv natural gas marketing

The electric utility segment generates transmits distributes and

sells electric energy in Oklahoma and western Arkansas Its operations

are conducted through OGE and are subject to regutation hy the

Oklahoma Corporation Commission 0CC the Arkansas Public Service

Commission APSC and the Federal Energy Regulatory Commission

FERC OGE was incorporated in 1902 under the iaws of the Oklahoma

Territory OGE is the largest electric utility
in Oklahoma and its franchised

service territory includes the Fort Smith Arkansas area OGE sold its

retail natural gas business in 1928 and is no longer engaged in the

natural gas distribution business

OGE Enogex Holdings LLC OGE Holdings wholly-owned subsidiary

of OGE Energy and parent company of Enogex Holdings and collectively

with its subsidiaries Enogex is provider of integrated natural gas

midstream services Enogex is engaged in the business of gathering

processing transporting storing and marketing natural gas Most of

Enogexs natural gas gathering processing transportation and storage

assets are strategically located in the Arkoma and Anadarko basins of

Oklahoma and the Texas Panhandle Enogexs operations are organized

into three business segments natural gas transportation and storage

ii natural gas gathering and processing and it natural gas marketing

Prior to November 12010 OGE Energy Resources LLC OER wholly-

owned subsidiary of Enogex whose primary operations are in natural

gas marketing was directly owned by OGE Energy On November

2010 OGE Energy distributed the equity interests in OER to Enogex LLC

Accordingly the discussion that follows includes the results of CER in

Enogexs results for all periods presented Also Enogex LLC holds

50 percent ownership interest in the Atoka Midstream LLC joint venture

Afoka through Enogex Atoka wholly-owned subsidiary of Enogex

Gathering Processing LLC

On October 2010 OGE Energy entered into an agreement

pursuant to which Bronco Midstream Holdings and Bronco

Midstream Holdings II collectively the ArcLight affiliate agreed

to make an initial equity investment in Enogex Holdings Enogex

Holdings the parent company of Enogex LLC and an 86.7 percent

owned subsidiary of OGE Energy Investment Agreement in an

amount equal to $183150000 in exchange for 9.9 percent member

ship interest in Enogex Holdings As result of this transaction ArcLight

Energy Partners Fund IV L.P ArcLight acquired an indirect 9.9 percent

interest in Enogex IIC and OGE Energy retained 90.1 percent interest

18 OGE Energy Corp



in Enogex The Investment Agreement provides ArcLight the

opportunity to increase its ownership interest by providing equity fund

ing for capital expenditures associated with Enogexs business plan

The transaction closed on November 2010 As of February 2011

the ArcLight group has 13.3 percent membership interest in Enogex

Holdings See Note of Notes to Consolidated Financial Statements

for further discussion

Overview

Company Strategy

The Companys mission is to fulfill its critical role in the nations electric

utility
and natural gas midstream pipeline infrastructure and meet individ

ual customers needs for energy and related services in safe reliable

and efficient manner The Company intends to execute its vision by

focusing on its regulated electric utility business and unregulated natural

gas midstream business The Company intends to maintain the majority

of its assets in the regulated utility business however the Company

anticipates significant growth opportunities for its natural gas midstream

business The Companys financial objectives include long-term annual

earnings growth rate of five to seven percent on weather-normalized

basis maintaining strong credit rating as well as increasing the dividend

to meet the Companys dividend payout objectives The target payout

ratio for the Company is to pay out as dividends no more than 60 per

cent of its normalized earnings on an annual basis The target payout

ratio has been determined after consideration of numerous factors

including the largely retail composition of the Companys shareholder

base the Companys financial position the Companys growth targets

the composition of the Companys assets and investment opportunities

The Company believes it can accomplish these financial objectives by

among other things pursuing multiple avenues to build its business

maintaining diversified asset position continuing to develop wide

range of skills to succeed with changes in its industries providing prod

ucts and services to customers efficiently managing risks effectively

and maintaining strong regulatory and legislative relationships

OGE is focused on increased investment to preserve system

reliability and meet load growth leverage its advantageous geographic

position to develop renewable energy resources for wind generation and

transmission replace infrastructure equipment replace aging transmis

sion and distribution systems provide new products and services provide

energy management solutions to OGEs customers through the Smart

Grid program and deploy newer technology that improves operational

financial and environmental performance OGE also is promoting

demand-side management programs to encourage more efficient use

of electricity If these initiatives are successful OGE believes it may

be able to defer the construction or acquisition of any incremental

fossil fuel generation capacity until 2020

Enogexs results of operations from the transportation and storage

business are determined primarily by the volumes of natural gas trans

ported on Enogexs intrastate pipeline system volumes of natural gas

stored at Enogexs storage facilities and the level of fees charged to

Enogexs customers for such services Enogex generates majority

of its revenues and margins for its pipeline business under fee-based

transportation contracts that are directly related to the volume of natural

gas capacity reserved on its system The margin Enogex earns from its

transportation activities is not directly dependent on commodity prices

To the extent sustained decline in commodity prices results in decline

in volumes Enogexs revenues from these arrangements would be

reduced Results of operations from the gathering and processing busi

ness are determined primarily by the volumes of natural gas Enogex

gathers and processes its current contract portfolio and natural gas

and NGLs prices Because of the natural decline in production from

existing wells connected to Enogexs systems Enogexs success

depends on its ability to gather new sources of natural gas which

depends on certain factors beyond its or our control Any decrease in

supplies of natural gas could adversely affect Enogexs gathering and

processing business As result Enogexs cash flows associated with

these wells will also decline overtime To maintain or increase through

put levels on its gathering systems and the asset utilization rates at its

natural gas processing plants Enogex must continually obtain new

natural gas supplies The primary factors affecting Enogexs ability to

obtain new supplies of natural gas and attract new customers to its

assets depends in part on the level of successful drilling activity near

these systems Enogexs ability to compete for volumes from successful

new wells and Enogexs ability to expand capacity as needed

Enogexs business plan entails growing its businesses and providing

attractive financial returns through efficient operations and effective

commercial management of its assets capturing growth opportunities

through expansion projects increased utilization of
existing

assets and

through acquisitions in and around its footprint Enogex also plans to

continue to increase the percentage that fee-based processing agree

ments represent of the total processing volumes In addition Enogex

is seeking to geographically diversify its gathering processing and

transportation businesses principally by expanding into other areas that

are complementary with the Companys capabilities Enogex expects to

accomplish this diversification by undertaking organic growth projects

and through acquisitions

The Companys corporate strategy is to continue to maintain the

diversified asset position of OGE and Enogex focused on providing

competitive energy products and services to customers primarily in the

south central United States The Company will continue to focus on

growing products and services with limited or manageable commodity

price exposure The Company believes that many of the risk manage

ment activities commercial skills and market information available from

CER provide value in managing Enogexs businesses

005 Energy corp 19



Summary of Operating Results

Prior to November 2010 OER was directly owned by OGE Energy

On November 2010 OGE Energy distributed The equity interests in

OER to Enogex LEG Accordingly the discussion that follows includes

the maults of OER in Enogexs results for all periods presented

2010 compared to 2009

Net income attributable to OGE Energy was $205.3 million or $2.99

per diluted share in 2010 as compared to $258.3 million or $2.66 per

ci ure 2000 included net rrcorne stlribufahio to DOlT

Fuergy in 2010 was one-time non-cash charge 0t $11.4 million or

pc diluted allure reloted to the elirnirrabori of the tax deductior

icr tIle Federal subsidy related to certain retiree prescription drug pians

that were determined to be actuarially equivalent to the benefit provided

under Medicare Part paid to employers as part of the Medicare Act

Medicare Part subsidy discussed in Note of Notes to Consolidated

Financial Statements The increase in net income attributable to OGE

Energy of $37.0 million or 14.3 percent or $0.33 per diluted share in

2010 as compared to 2009 was primarily due to

recc -n 5-b .-.uiiu.-A-
$0.12 per diluted share of the Companys common stock due to higher

gross margin primarily due to rate increases and riders and warmer

weather in OGEs service
territory partially

offset by higher operation and

maintenance expense higher depreciation and amortization expense and

higher income tax expense mainly attributable to higher pre-tax income

and the elimination of the tax deduction for the Medicare Part subsidy

discussed in Note or Notes to Consotdated Financial Statements

An increase in net income at Enogex of $29.8 million or 48.6 percent

or $0.29 per diluted share of the Companys common stock due to

higher gross margin primarily due to higher processing spreads higher

NGL5 prices higher natural gas prices and increased volumes partially

offset by higher operation and maintenance expense and higher income

tax expense mainly aft ribLitable to higher pre-tax income and the elimi

nation of the tax deduction for the Medicare Part subsidy discussed

in Note of Notes to Consolidated Financial Statements and

An increase in the net loss at OGE Energy of $8.1 million or $0.08 per

diluted -share of the Companys common stock due to higher other

expense primarily
attributable to an increase in charitable contributions

to OGE Energys charitable
giving

foundation in 2010 and higher income

tax expense mainly attributable to the elimination of the tax deduction

for the Medicare Part subsidy discussed in Note of Notes to

Consolidated Financial Statements partially
offset by lower interest

expense primarily dLie to lower average commercial paper borrowings

and lower average interest rate in 2010

2009 compared to 2008

Net income attributable to OGE Energy was $258.3 million or $2.66

per diluted share in 2009 as compared to $231.4 million or $249 per

diluted share in 2008 The increase in net income attributable io OGE

Energy of $26.9 million or 11.6 percent or $0.17 per diluted share in

2009 as compared to 2008 was primarily due to

An increase in net income at OGE of $57.1 rntton or 40.i percent

or $052 per diluted share of the Comparrys common stock due to

higher goss no.590 pnmsniy ctua to ale .5105

aSset milder weD-her arid lower demand sad slammed isvenues hi

niormresidertial customers and higher allowance for equity turinG used

during construction AEFUDC partially offset by higher depreciation

and amortizaiion expense higher interest expense and higher income

decrease in net income at Ermogex of $35.0 million nn 36.3 percent or

$0.41 per dllLted .share of the Companys common stock due to lower

gross margin primarily due to lower processing spreads lower NGLs

prices and lower natural gas prices and higher depreciation and amortizm

tion expense partially offset by lower operation and maintenance expense

decrease in the net loss at OGE Energy of 54.5 million or 62.5 percent

or $0.06 per diluted share of the Companys common stock due to lower

operation and maintenance expense resulting
from lower transaction

costs associated with terminated transactions of $8.8 million and lower

income tax benefit
partially

offset by lower other income due to receiving

life insurance proceeds in 2008 from the death of one of the Companys

directors ui 2008 arid iiigliei depreciation and amortization expense

The Companys earnings per share EPS vvene also adversely affected

by an increase in the diluted average common shares outstanding

Recent Developments and Regulatory Matters

Global Climate Change and Environmental Concerns

It is uncertain at this time whether and in what form Congress will

adopt legislation to restrict greenhouse gas emissions lO the absence of

such legislation the U.S Environmental Protection Agency EPA has

taken steps to regulate greenhouse gas emissions Future legislation or

rules could require reductions of carbon dioxide and other greenhouse

gas emissions from generation facilities This could result in significant

changes to the Companys operations significant capital expenditures

by the Company and significant increase in the Companys cost of

conducting business The OGE service territory is in central Oklahoma

and borders one of the nations best wind resource areas Uncertainty

surrounding global climate change and environmental concerns related

to new coal-fired generation development is changing the mix of the

potential sources of new generation in the region Adoption of renewable

portfolio
standards would be expected to increaso the regions reliance

on wind generation and other renewobles The Company believes if can

leverage its advantageous geographic position to develop renewable

energy resources and transmission to deliver the renewable energy

According to tile U.S Department of Energy DOE Oklahoma ranks
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ninth among the best states for
potential wind generation with 51 6822

megawatts MW of potential installed capacity Per National

Renewable Energy Laboratory map the majority of Oklahomas wind

resources are located in the western third of the state and on the west

ern edge of OGEs service
territory Although other U.S utilities can

develop wind farms in this region OGEs close proximity to this

resource does allow it to focus more on wind generation In addition

the Southwest Power Pool SPP regional transmission organization

has begun to address the relative lack of transmission lines capable

of bringing renewable energy out of the wind resource area in western

Oklahoma the Texas panhandle and western Kansas to load centers

by planning for more transmission to be built in the area and due to the

proximity of OGEs service
territory and its transmission construction

capabilities OGE expects to benefit by building substantial portion

of this new transmission network In addition to significantly increasing

overall system reliability these new transmission resources should

provide greater access to additional wind resources that are currently

constrained due to existing transmission delivery constraints

OGE Smart Grid Project

On July 2010 the 0CC approved settlement with all
parties to

the 0CC consideration of OGEs application for pre-approval for

system-wide deployment of smart grid technology and recovery

rider The recovery rider was implemented with the first billing cycle

in July 2010 For discussion of the settlement agreement terms

related to OGEs Smart Grid program see Note 15 of Notes to

Consolidated Financial Statements

OGE Crossroads Wind Project

In July 2010 the 0CC approved settlement among all the parties to

the CCC consideration of OGEs application for pre-approval of the

197.8 MW5 of wind turbine generators and certain related balance of

plant engineering procurement and construction services associated

with OGEs Crossroads wind project in Dewey County Oklahoma

Crossroads and recovery rider For discussion of the settlement

agreement terms approved by the 0CC related to OGEs Crossroads

application see Note 15 of Notes to Consolidated Financial Statements

OGE is in the process of entering into an interconnection agreement

with the SPP for Crossroads As part of the multi-study interconnection

process the SPP conducted an interim operational study to determine

the impact Crossroads will have on the existing transmission system The

SPP verbally indicated that limited interconnection would be necessary

to address system stability limitations In order to enable full intercon

nection of Crossroads OGE put forth mitigation proposal consisting

of system protection relay system which has recently received all the

necessary SPP working group and committee approvals to be imple

mented This will allow Crossroads to interconnect at the anticipated

227.5 MW5 On December 30 2010 the SPP posted the results of its

interim operational study to reflect the SPP approval of the mitigation

strategy OGE expects final interconnection agreement to be put

in place by the second quarter of 2011

OGE Arkansas OU Spirit Application and Renewable Energy Filing

On January 19 2011 the APSC issued an order finding that OGEs
101 MW OU

Spirit wind farm in western Oklahoma OU Spirit is prudent

and is in the publics interest ii the $2.1 million of costs associated with

CU Spirit from September 2010 through June 30 2011 should be

recovered through the Energy Cost Recovery rider which is expected

to be filed with the APSC by March 15 2011 beginning July 2011

CU Spirit costs are expected to be recovered in base rates resulting

from OGEs 2010 Arkansas rate case and iii the 280 MW wind power

purchase agreements are prudent and should be recovered through the

Energy Cost Recovery rider

OGE 2010 Arkansas Rate Case Filing

On September 28 2010 OGE filed rate case with the APSC requesting

rate increase of $1 7.7 million to recover the cost of
significant

electric

system expansions and upgrades including high-voltage transmission

lines and wind energy that have been completed since the last rate

filing in August 2008 as well as rising operating costs If approved the

targeted implementation date for new electric rates is expected to be

during the third quarter of 2011 hearing in this matter is scheduled

for May 24 2011

Gathering and Processing System Expansions

Southeastern Oklahoma/East Side Expansions

Enogex has constructed new compressor station in Coal County

Oklahoma as well as 10 miles of gathering pipe and related
treating

facilities The stalion is designed to accommodate up to 6700 horsepower

of low pressure compression and is supported by five miles of 20-inch

steel pipe and five miles of 12-inch steel pipe The new compressor

station also includes the purchase of associated gas treating facilities

for the incremental gas in this area The initial 5400 horsepower at the

compressor station and the gathering pipe are currently in service

The treating facilities were placed into service in January 201 The

capital expenditures for this project were $23 million

In order to gather additional volume in southeast Oklahoma

Enogex constructed an additional low pressure compressor station in

Pittsburg County Oklahoma This station includes 5400 horsepower

of compression together with leased treating facilities The station was

fully operational in December 2010 The capital expenditures associated

with this project were $12 million

Western Oklahoma/Texas Panhandle Expansions

Enogox expanded its gathering infrastructure in the Wheeler County

Texas area with the construction of 16 miles of 10-inch steel pipe as

well as the addition of 5400 horsepower of compression which became

operational and were placed in service during the third quarter of 2010

The capital expenditures associated with this project were $14 million
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Enogex has constructed 38 miles nfl 6-inch steel pipe and five miles

of 8-inch steel pipe located in Washita and Custer counties in Oklahoma

This project will provide additional high pressure gathering capacity to

active producers in this growth area This project was constructed in

phases with all segments placed in service in December 2010 The capi

tal expenditures associated with this project were $19 million

As additional support for the strong production needs surrounding

Enogexs Clinton plant Enogex plans to build six miles of 16-inch high

pressure gathering pipe and construct new compressor station designed

in haidle 6700 horsepower of single--stage compression The initial

4000 horsepowei at the compressor station and the high pressure

gathering pipe were placed in service in Augusl 2010 with an additional

1340 horsepower available for service in December2010 and another

1340 horsepower expected to he added during 2011 The capital expen

ditures for this construction are expected to be $16 million

Enogex is in the process of constructing new 200 million cubic

feet per day MMcf/d cryogenic processing plant in Canadian County

Oklahoma The new plant which will have inlet and residue compression

and will be supported by the installation of 31 miles of 20-inch gathering

pipeline as well as 11 miles of 24-inch transmission pipeline providing

takeaway capacity from the plant tailgate is expected to be in service

by November 2011 The capital expenditures associated with this project

are expected to be $128 million

Enogex purchased 200 MMcf/d natural gas processing plant that

will be installed in Wheeler County Texas This plant will initially add

another 120 MMcf/d of processing capacity to Enogexs system with the

ability to increase to its full capacity of 200 MMcf/d with the installation

of additional residue compression facilities at later date The new plant

which will be supported by the installation of 9400 horsepower of field

compression is expected to be in service in the second quarter of 2012

Tha capital expenditures associated with this project are expected to

be $125 million

Enogex is in the process of expanding its gathering infrastructure

including the addition of low pressure compression and gathering pipe

The expansion is planned to occur in phases with the initial phase calling

for the installation of 35000 horsepower of low pressure compression

and over 120 miles of gathering pipe across three counties in western

Oklahoma This infrastructure is expected to he completed by the sec

ond quarter of 2012 The capital expenditures associated with the initial

phase of the expansion are expected to be $1 67 million

Transportation System Expansions

In order to accommodate additional deliveries to Bennington Oklahoma

Enogex added an incremental 17200 horsepower of gas turbine com

pression at its Bennington compressor station as well as other system

upgrades These projects were placed into service in December 2010

and January 2011 The capital expenditures associated with these

projects were $27 million

In August 2010 Enogex completed construction of transportation

and compression facilities necessary to provide gas delivery service to

new natural gas-fired electric generation facility near Pryor Oklahoma

Aid in Construction payments of $36.7 million received in excess of con

struction costs were recognized as Deferred Revenues on the Companys

Consolidated Balance Sheet and are being amortized on straight-line

basis of $1.2 million per year over the life of the related Firm Transportation

Service Agreement EISA under which service is expected to corn

rnence in June 2011

Cox City Plant Fire

On December 2010a lire occurred at Enogexs Cox Cily natural

gas processing plant destroying major components of one of the four

processing trains representing 120 MMcf/d of the total 180 MMcf/d of

capacity at that facility Gas volumes normally processed at the Cox

City plant were diverted to other facilities or bypassed around Enogexs

system to accommodate production and all of the impacted gathered

volumes were back online in December The 120 MMcf/d train previously

slated for installation of cryogenic processing plant at the Wheeler

County Texas location will now he installed at the existing Cox City

plant site to bring the facility back to full capacity The replacement of

the damaged train is expected to return the facility back to full service

during the third quarter of 2011 Enogex is currently developing an esti

mate of the total costs necessary to return the facility back to full service

and anticipates the majority of cost beyond the $10 million deductible

will be reimbursed by insurance As result of the fire in December

2010 Enogex recorded pre-tax loss of $3.5 million representing the

net book value of the destroyed components of the fourth train at the

Cox City plant Enogex fully expects to receive insurance proceeds

net of $10 million deductible to replace the destroyed components

and recorded $33 million pre-tax gain for insurance proceeds as the

recovery of the initial loss is considered probable Enogex will recognize

additional insurance recoveries in earnings during 2011 as the insurance

claims are resolved

2011 Outlook

The Companys 2011 earnings guidance is between $299 million and

$318 million of net income or $3.00 to $3.20 per average diluted share

Key factors and assumptions for 2011 include

Consolidated OGE Energy

Approximately 99.5 million average diluted shares outstanding

An effective tax rate of 31 percent and

projected loss at the holding company of between $2 million and

$4 million or $0.02 to $0.04 per diluted share primarily due to interest

expense relating to long and short-term debt borrowings
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OGE
The Company projects OGE to earn between $209 million and

$219 million or $2.10 to $2.20 per average diluted share in 2011

The key factors and assumptions include

Normal weather patterns are experienced for the year

Gross margin of $1105 billion to $1115 billion based on sales

growth of 0.8 percent on weather-adjusted basis

Operating expenses of $730 million to $740 million with operation

and maintenance expenses comprising 60 percent of the total

elnterest expense of $115 million to $120 million which assumes the

issuance of $300 million of long-term debt in mid-year 2011 and

$10 million reduction to interest expense due to the allowance for

borrowed funds used during construction

AEFUDC income of $35 million to $40 million and

An effective tax rate of 28 percent

OGE has significant seasonality in its earnings OGE
typically

shows

minimal earnings in the first and fourth quarters with majority of earnings

in the third quarter due to the seasonal nature of air conditioning demand

Enogex

The Company projects Enogex to earn between $90 million and

$104 million or $0.90 to $1.05 per average diluted share in 2011 net

of the noncontrolling interest The key factors and assumptions include

Total Enogex anticipated gross margin of $435 million to $460 million

The gross margin assumption includes

Transportation and storage gross margin contribution of $145 million

to $155 million of which 80 percent is attributable to the transportation

business

Gathering and processing gross margin contribution of $290 million to

$305 million of which 58 percent is attributable to the processing business

Key factors affecting the gathering and processing gross margin

forecast are

Assumed increase of five to seven percent in gathered volumes

over 2010

Assumed increase of three to five percent in processed volumes

over 201

At the midpoint of Enogexs gathering and processing assumption

Enogex has included

Processing contract mix of 41 percent percent-of-liquids POL
31 percent keep-whole and 28 percent fixed-fee

Weighted average natural gas price of $4.32 per Million British thermal

unit MMBtu in 2011

Realized weighted average NGL5
price

of $0.90 per gallon in 2011 and

Average price per gallon of condensate of $2.20 in 2011

Operating expenses of $235 million to $245 million with operation and

maintenance expenses comprising 65 percent of the total

Lost gross margins at the Cox City natural gas processing plant while

it is being repaired from the December 2010 fire will be offset by insur

ance proceeds

Interest expense of $20 million to $22 million which assumes an $8 million

reduction to interest expense due to capitalized interest

An effective tax rate of 38 percent and

ArcLight will own approximately 17 percent of Enogex Holdings by the

end of 2011

Results of Operations

The following discussion and analysis presents factors that affected

the Companys consolidated results of operations for the years ended

December31 2010 2009 and 2008 and the Companys consolidated

financial position at December31 2010 and 2009 The following infor

mation should be read in conjunction with the Consolidated Financial

Statements and Notes thereto Known trends and contingencies of

material nature are discussed to the extent considered relevant

In milions except per share data

year eeded December 31 2010 2009 2008

Operating income 593.9 491.9 462.1

Net income attributable to OGE Energy 295.3 258.3 231.4

Basic average common

shares OLltstafldiflg 973 96.2 92.4

Diluted average common

shares outstanding 98.9 97.2 92.8

Basic earnings per average common

share attributable to OGE Energy

common shareholders 3.03 2.68 2.50

Diluted earnings per average common

share attributable to OGE Energy

common shareholders 2.99 2.66 2.49

Dividends declared per common share $1.4625 $1 .4275 $1 .3975

In reviewing its consolidated operating results the Company

believes that it is appropriate to focus on operating income as reported

in its Consolidated Statements of Income as operating income indicates

the ongoing profitability of the Company excluding the cost of capital

and income taxes

In millions year ended December3 2010 2009 2008

Operating income loss by

business segment

OGE Electric Utility $413.7 $354.1 $278.3

Enogex Natural Gas Midstream Operations

Transportation and storage 72.6 85.7 67.8

Gathering and processing 123.9 60.2 117.4

MarketingA 15.0 7.5 6.4

Other operationsE 1.3 0.6 7.8

Consolidated operating income $593.9 $491.9 $462.1

On November 2010 OGE Energy distributed the equity interests in OER to Enogea LLD

Accordingly the results of OER are included in Enogexs results for all periods presented

Other Operations primarily includes the operations of the holding company and

consolidating eliminations
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The following operating income analysis by business segment

includes intercompany transactions that are eliminated in the Consolidated

Financial Statements

Doiars is millions year ended December 31 2010 2039 2008

OGE Electric Utility

Operating revenues 2109.9 $1751.2 $1959.5

Cost of_goods sold 1000.2 796.3 11 14

Gross margin on revenues 1109.7 954.9 844.6

Other opa alion and rnairltenenca 418.1 348.0 351.6

Depreciation and smonfizadon 208.7 87.7

Taxes ether than incottie 69.2 65.1 59.7

Operating income 413.7 354.1 276.3

Interest income 0.1 1.1

Allowance for equity funds used

during construction 11.4 3.1

Other income 6.5 20.4 3.6

Otherexpense 1.6 6.7 11.8

Interest expense 103.4 93.6 79.1

Income tax expense 111.0 90.0 52.4

Net income 215.7 200.4 $143.0

Operating revenues by classification

Residential 8948 717.9 751.2

Commercial 521.0 439.8 479.0

Industrial 212.5 172.1 219.8

Oilfield 162.8 132.6 151.9

Public authorities and street light 200.8 167.7 190.3

Sales for resale 65.8 53.6 64.9

Provision for rate refund 0.6 0.4

System sales revenueslAl 2057.7 1683.1 1856.7

Off-system sales revenues 21.7 31.8 68.9

Other 30.5 36.3 33.9

Ibtal operating revenues $2109.9 $1751.2 $1 .959.5

Megawatt-hour MWH sales by

classification fn millions

Residential 9.6 8.7 9.0

Commercial 6.7 6.4 6.5

Industrial 3.8 3.6 4.0

Oilfield 3.1 2.9 2.9

Public authorities and street light
3.0 3.0 3.0

Sales for resale 1.4 1.3 1.4

System sales 27.6 25.9 26.8

Oft-system salesh 0.5 1.0 1.4

Total sales 28.1 26.9 28.2

Number of customers 782558776550 770088

Average cost of energy per

Kilowatt-hour cents

Natural gas 4.638 3.696 8.455

Coal 1.911 1.747 1.153

Total fuel 3.012 2.474 3.337

Total fuel and purchased power 3.064 2.760 3.710

Degree daysCi

Heating Actual 3528 3456 3394

Heating Normal 3631 3631 3650

Cooling Actual 2328 1860 2081

Cooling Normal 1911 1.911 1912

Sales to OGEs customers

Sales to other utilities and power marketers

Degree days are calculated as tollows The legk ord loin degrees of particular dot are added

together arid then averaged If the calculated average is above 65 degrees then the difference

between the calculated average and 65 is expresses as cooling degree days with cacti degree

of difference equaling one coolisig degree day If the cslculsted average is below 55 degrees

ilien the difference between the calculaksd average aid 65x expressed as Ireahig degree nays

with each degree of difference equaling erie treating degree uay The daily calculations are tires

totaled for the particular reporting penod

2010 compared to 2009

OGEs operating income increased $59.6 million or 16.8 percent

in 2010 as corrlpared to 2009 primarily due to highet gross margin

partially
offset by higher other operation and maintenance expertse

and higher depraciatiorl arid art oitizaiiori expense as discussed below

Gross Margin

Gross margin was $1109.7 million in 2010 as compared 10 $954.9 million

si 7009 an increaee of $154.9 million rn -6.2 percent The groac maroirl

155.1 increased pilr eatily clue ic

Increased price rJariance which irlclLlcled tevenees front various rate ridyiy

including OGEs transmission line from Oklahoma City Oklahoma to

Woodward Oklahoma Windspeed rider the OU Spirit rider the

Oklahoma demand program rider and the Smart Grid rider artd higher

revenues froro the sales arid customer mix which increased lie gross

margin by $74.5 million

Warmer weather in OGEs sertjice territory resulting in 25 percent

increase in cooling degree days which increased the gross margin

by $46.8 million

Revenue from the full year effect of the August 2009 Oklahoma rate

increase which increased the gross margin by $24.1 million

Higher demand and related revenues by non-residential customers in

OGEs service territory which increased the gross margin by $6.9 million

New customer growth in OGEs service territory which increased the

gross margin by $6.7 million and

Revenues from the full year effect of the June 2009 Arkansas rate

increase which increased the gross margin by $3.5 miliioti

These increases in the gross margin were partially offset by lower other

revenues due to fewer transmission requests from others on OGEs

system which decreased the gross niargiri by $7.7 million

Coat of goods sold for OGE consists of fuel used in electric

generation purchased power sod transmission related charges Fool

expense was $771.0 million in 2010 as compared to $61 8.5 million in

2009 an increase of $152.5 million or 24.7 percent primarily due to

higher natural gas prices and increased natural gas generation due to

ongoing maintenance at some of OGEs coal-fired power plartts OGEs

electric generating capability is fairly evenly divided between coal and

natural gas and provides for flexibility to use either fuel to the best ceo

nornic advantage for the Company and its customers In 2010 OGEs

fuel mix was 55 percent coal 42 percent natural gas and three percent

wind In 2009 OGEs fuel mix was 60 percent coal 38 percent natural

gas and two percent wind Purchased power costs were $226.5 million

in 2010 as compared to $1 76.6 million in 2009 an increase of $49.9 mil

lion or 28.3 percent primarily
due to an increase in purchases in the

energy imbalance service market to meet OGEs generation load

requirements and an increase in short-term power agreements resulting

in short-term spot market purchases
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Variances in the actual cost of fuel used in electric generation and

certain purchased power costs as compared to the fuel component

included in the cost-of-service for ratemaking are passed through to

OGEs customers through fuel adjustment clauses The fuel adjustment

clauses are subject to periodic review by the 0CC the APSC and the

FERC The 0CC the APSC and the FERC have authority to review the

appropriateness of gas transportation charges or other fees OGE

pays to Enogex

Operating Expenses

Other operation and maintenance expenses were $18.1 million in 2010

as compared to $348.0 million in 2009 an increase of $70.1 million or

20.1 percent The increase in other operation and maintenance expenses

was primarily due to

An increase of $1 6.2 million in contract technical and construction

services and an increase of $5.2 million in materials and supplies expense

primarily attributable to increased spending for ongoing maintenance at

some of OGEs power plants in 2010 as compared to 2009

An increase of $1 6.2 million in employee benefits expense primarily due

to an increase in postretirement benefits due to an increase in medical

costs and changes in actuarial assumptions in 2010 reclassification

in May 2009 of 2006 and 2007 pension settlement costs to regulatory

asset as prescribed in the Arkansas rate case settlement and an increase

in pension expense due to an increase in the amount deferred as pen

sion regulatory liability in OGEs Oklahoma jurisdiction resulting from

OGEs 2009 Oklahoma rate case

An increase of $9.7 million in allocations from the holding company

primarily
due to higher contract professional services expense materials

and supplies expense and communication and media services expense

An increase of $9.1 million in other marketing and sales expense related

to demand-side management initiatives which expenses are being

recovered through rider

An increase of $7.5 million in salaries and wages expense primarily

due to salary increases in 2010

An increase of $4.8 million due to increased spending on vegetation

management related to system hardening which expenses are being

recovered through rider

an increase of $3.4 million in injuries and damages expense primarily

due to increased reserves on claims in 2010

an increase of $2.1 million in overtime expense due to the storms in

January and May 2010 and

an increase of $1.7 million in temporary labor expense

These increases in other operation and maintenance expenses were

partially offset by decrease of $3.9 million in incentive compensation

expense primarily due to lower accruals in 2010

Depreciation and arnoriizaliun expense was $208.7 million in

2010 as compared to $187.7 million in 2009 an increase of $21.0 mil

lion or 11.2 percent primarily
due to additional assets being placed into

service including OU Spirit that was placed into service in November

and December 2009 and Windspeed that was placed into service on

March 31 2010

Additional Information

Allowance for Equity Funds Used Dur/ng Construction AEFUDC was

$11.4 million in 2010 as compared to $15.1 million in 2009 decrease

of $3.7 million or 24.5 percent primarily
due to the completion of OU Spirit

in November and December 2009 and Windspeed on March 31 2010

Other Income Other income was $6.5 million in 2010 as compared

to $20.4 million in 2009 decrease of $13.9 million or 68.1 percent

The decrease in other income was primarily
due to

decrease of $10.0 million due to decreased level of gains recognized

in the Guaranteed Flat Bill GFB program in 2010 from higher than

expected usage resulting from warmer weather in addition to more

customers participating in the GFB program in 2010 and

decrease of $2.6 million related to the benefit associated with the

tax gross-up of AEFUDC

Other Expense Other expense was $1.6 million in 2010 as compared

to $6.7 million in 2009 decrease of $5.1 million or 76.1 percent

primarily due to decrease in charitable contributions in 2010

Interest Expense Interest expense was $103.4 million in 2010 as

compared to $93.6 million in 2009 an increase of $9.8 million or

10.5 percent The increase in inlerest expense was primarily due to

An $8.2 million increase related to the issuance of $250 million of

long-term debt in June 2010 and

$2.8 million increase due to lower allowance for borrowed funds

used during construction in 2010 as compared to 2009

Income Tax Expense Income tax expense was $111.0 million in 2010

as compared to $90.0 million in 2009 an increase of $21.0 million

or 23.3 percent primarily due to

Higher pre-tax income in 2010 as compared to 2009

An adjustment for the elimination of the tax deduction for the Medicare

Part subsidy discussed in Note of Notes to Consolidated Financial

Statements and

The write-off of previously recognized Oklahoma investment tax credits

primarily
due to expenditures no longer eligible for the Oklahoma invest

ment tax credit related to the change in the tax method of accounting

for
capitalization

of repair expenditures

These increases in income tax expense were partially offset by an increase

in Federal renewable energy credits in 2010 as compared to 2009
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2009 compared to 2008

OGEs operating income increased $75.8 million or 27.2 percent

in 2009 as compared to 2008 primarily due to higher gross margin

partially offset by higher depreciation and amortization expense and

higher taxes other than income as discussed below

Gross Margsi

Gross margin was $954.9 million in 2009 as compared to $844.6 million

in 2008 an increase of $110.3 million or 13.1 percent The gross margin

increased primarily due to

Increased price varianco which included revenues irom various rate

riders including OGEs 1230 MW riatLiral gas-fired combined-cycle

generation facility
in Luther Oklahoma Redbud Plant rider the storm

cost recovery rider the system hardening rider the OU Spirit rider and

the Oklahoma demand program rider and higher revenues from the sales

and customer mix which increased the gross margin by $89.5 million

The $48.3 million Oklahoma rate increase in which the majority of the

annual increase is recovered during the summer months which increased

the gross margin by $28.6 million

Revenues from the Arkansas rate increase which increased the gross

margin by $9.3 million

New customer growth in OGEs service territory which increased the

gross margin by $8.1 million and

Increased transmission revenues due to higher transmission volumes

and increased rates due to the FERC formula rate tariff
filing

which

increased the gross margin by $1.8 million

These increases in the gross margin were partially
offset by

Milder weather in OGEs service
territory which decreased the gross

margin by $18.2 million and

Lower demand and related revenues by non-residential customers in

OGEs service
territory which decreased the gross margin by $8.1 million

Cost of goods sold for OGE consists of fuel used in electric generation

purchased power and transmission related charges Fuel expense was

$618.5 million in 2009 as compared to $857.2 million in 2008 decrease

of $236.7 million or 27.8 percent primarily due to lower natural gas prices

OGEs electric generating capability is fairly evenly divided between

coal and natural gas and provides for flexibility to use either fuel to the

best economic advantage for OGE and its customers In 2009 OGEs

fuel mix was 60 percent coal 38 percent natural gas and two percent

wind In 2008 OGEs fuel mix was 68 percent coal 30 percent natural

gas and two percent wind Purchased power costs were $1 76.6 million

in 2009 as compared to $257.0 million in 2008 decrease of $80.4 mil

lion or 31.3 percent primarily due to the termination of the purchase

power agreement with the Redbud Plant following OGEs purchase of

the Redbud Plant in September 2008 as well as decrease in purchases

in the energy imbalance service market

Operating Expenses

Other operation and maintenance expenses were $348.0 million in

2009 as compared to $351.6 million in 2008 decrease of $3.6 million

or 1.0 percent The decrease in other operation and maintenance

expenses was primarily
due to

decrease of $1 3.2 million in contract technical and construction

services attributable to decreased spending on overhauls at some of

OGEs power plants in 2009 as compared to 2008 and utilization of

empioyees instead oi contracting external labor

decrease of $9.5 million due to correction of the over-capitalization

of certain payroll benefits other employee ralaied costs ard overhead

costs in previous yeare in March 2008 as discussed in Note 13 of Notes

to Consolidated Financial Statements

An increase in capitalized labor in 2009 as compared to 2008 which

decreased other operation and maintenance expenses by $7.7 million

decrease of $3.8 million in fleet transportation expense primarily due

to lower fuel costs in 2009 and

decrease of $3.2 million due to the reclassification of 2006 and 2007

pension settlement costs to regulatory asset due to the Arkansas rate

case settlement as discussed in Note of Notes to Consolidated

Financial Statements

These decreases in other operation and maintenance expenses were

partially
offset by

An increase of $11.8 million in salaries and wages expense primarily

due to salary increases in 2009 and increased incentive compensation

expense in 2009

oAn increase of $7.2 million due to increased spending on vegetation

management related to system hardening which expenses are being

recovered through rider

An increase of $5.4 million in pension expense

An increase of $3.3 million due to OGEs demand-side management

initiatives which expenses are being recovered through rider

An increase of $2.2 million in medical and dental expenses and

An increase of $2.2 million in materials and supplies expense

Depreciation and arriortization expense was $1 87.7 milton in 2009

as compared to $1 55.0 million in 2008 an increase of $32.7 million or

21.1 percent primarily due to additional assets being placed into service

including the Redbud Plant that was placed into service in September

2008 and amortization of several regulatory assets

Taxes other than income were $65.1 million in 2009 as compared

to $59.7 million in 2008 an increase of $5.4 million or 9.0 percent

primarily due to higher ad valorem taxes
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Additional Information

Interest Income Interest income was $1.1 million in 2009 as compared to

$4.4 million in 2008 decrease of $3.3 million or 75.0 percent primarily

due to interest from customers related to the fLel under recovery balance

in 2008 and interest income from short-term investments

Allowance for Equity Funds Used During Construction AEFUDC was

$15.1 million in 2009 There was no AEFUDC in 2008 The increase in

AEFUDC was primarily
due to construction costs associated with CU

Spirit
and Windspeed being constructed by OGE

Other Income Other income was $20.4 million in 2009 as compared to

$3.6 million in 2008 an increase of $16.8 million The increase in other

income was primarily due to

An increase of $9.7 million related to the benefit associated with the tax

gross-up of AEFUDC and

oAn increase of $5.9 million due to an increased level of gains recognized

in the GFB program in 2009 from more customers participating in the

GFB program in 2009 and lower than expected usage resulting from

milder weather in 2009 as compared to 2008

Other Expense Other expense was $6.7 million in 2009 as compared to

$11.8 million in 2008 decrease of $5.1 million or 43.2 percent prima

rily due to 2008 write-downs of $7.7 million for deferred costs associated

with the cancelled Red Rock power plant and $1.5 million associated

with the 2007 and 2006 storm costs partially
offset by an increase in

charitable contributions of $3.5 million

Enogex

Interest Expense Interest expense was $93.6 million in 2009 as compared

to $79.1 million in 2008 an increase of $14.5 million or 18.3 percent

The increase in interest expense was primarily due to

An increase of $29.2 million in interest expense related to the issuances

of long-term debt in 2008 and

An increase of $2.0 million in interest expense due to interest to customers

related to the fuel over recovery balance in 2009

These increases in interest expense were partially offset by

decrease in interest expense of $8.9 million related to interest on

short-term debt primarily due to lower short-term borrowings in 2009

due to the issuances of long-term debt by OGE in 2008

decrease in interest expense of $4.3 million primarily due to higher

allowance for borrowed funds used during construction for capitalized

interest and

decrease in interest expense of $2.4 million due to the settlement of

treasury lock agreements OGE entered into related to the issuance of

long-term debt by OGE in January 2008

Income Tax Expense Income tax expense was $90.0 million in 2009 as

compared to $52.4 million in 2008 an increase of $37.6 million or 71.8

percent primarily due to higher pre-tax income in 2009 as compared to

2008 lower Federal investment tax credit amortization and higher state

income tax expense

Transportation Gathering

and and

Storage ProcessingIn millioas year ended December 311 Marketing Eliminations Total

2010

Operating revenues $403.6 $1005.6 798.5 $500.0 $1707.7

Cost of goods sold 246.4 733.3 804.7 499.3 1285.1

Gross margin on revenues 157.2 272.3 6.2 0.7 422.6

Other operation and maintenance 48.9 91.5 8.4 3.5 145.3

Depreciation and amortization 21.8 505 0.1 72.4

Taxes other than income 13.9 6.4 0.3 20.6

Operating income loss 72.6 1239 15.0 2.8 184.3

2009

Operating revenues $401.0 657.5 619.9 $473.3 $1205.1

Cost of goods sold 239.9 458.8 61 7.7 468.9 847.5

Gross margin on revenues 161.1 198.7 2.2 4.4 357.6

Other operation and maintenance 40.9 87.2 9.2 4.7 132.6

Depreciation and amortization 21.3 45.8 0.1 67.2

Taxes other than income 13.2 5.5 0.4 19.1

Operating income loss 85.7 60.2 7.5 0.3 138.7

2008

Operating revenues $625.9 $103.2 $1529.4 $970.0 $2238.5

Cost of goods sold 479.78064 1509.5 965.2 1830.4

Gross margin on revenues 146.2 246.8 19.9 4.8 408.1

Other operation and maintenance 48.2 87.3 12.9 5.8 142.6

Depreciation and amortization 17.5 37.5 0.2 55.2

Taxes other than income 12.7 4.6 0.4 17.7

Operating income 67.8 117.4 6.4 1.0 192.6
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Operating Data

3nat Fedad Dvber 2010 2009 2002

Gathered volumes çrBtsd51 1.32 .26

Incremental transportation volumes 5so/d 0.40 0.54 0.41

Total i1roughpul volui ties pvicici .72 .79 .57

Ntitorsl gas processed P11555 0.82 070 0.66

NGLs sold keepwhole praise gal sO 18i

NGLs sold -purchased resole si03n gallons 470 351 222

NOLs sold POL5 Snubs gallons 31 32 23

lrtLi 467
..e

u.etI oP5/5O 688 493 475

/\eraqe sales POCO per gallon $096 $0.77 91.26Fyrealized keep-whole 5p5lSl 9574 94 12 56.15

iS 35 Shun 5ritish thermal sails per day

Bi Incremanht ti-anspodation rio/times consist of natural gas moved only on Ike transportation pipeline

Cl The estimated realized heep-whole spread is an approxanation of the spread between the

vvvighied-avewgn sales price of tim ieiairied NGL5 csmrisdltlxs and il/s purchase price of lIre

replacement natural gas shrink The spread is based on the market commodity spread less any

gains or losses realized from keep-whole hedging transacttoas The market commodity spread

is estimated its/tip his ave/age of tf is Oil Price Infon-nation Service daily at/crepe posting at the

Conway Kansas marhet for the COOs and the Inside FERC monthly index posting for Panhandle

Eastern Pipe Line Co Texas Oklahoma for the forward rnionith contract for natural gas prices

2010 compared to 2009

Enogexs operating income increased $45.6 million or 32.9 percent

in 2010 as compared to 2009 This increase was primarily due to higher

processing spreads higher NGL5 prices higher natural gas prices

increased volumes and higher gallons per million cubic toot GPM of

natural gas associated with expansion projects Additionally the fourth

quarter 2009 addition of the higher efficiency Clinton processing plant

enabled Enogex to optimize recoveries across all processing plants In

the normal course of Enogexs business the operation of its gathering

processing and transportation assets results in the creation of physical

natural gas long/short positions These physical positions cart result

from gas imbalances actual versus contractual settlement differences

fuel tracker obligations and natural gas received in-kind for compen

sation or reimbursements Enogex actively manages its monthly net

position through either selling excess gas or purchasing additional

gas needs from third parties through OER

Other operation and maintenance expense increased $12.7 million

cr9.6 percent primarily due to sa increases in 2010 increased costs

related to pipeline integrity assessments and other non-capital projects

and the 2009 reversal of reserve related to the dismissal of previously

reported natural gas measurement case partially offset by decreased

costs associated with the settlement of the November 2008 pipeline

rupture and the recognition of related insurance reimbursement as

discussed in Note 14 of Notes to Consolidated Financial Statements

Depreciation and amortization expense increased $5.2 million or

7.7 percent primarily due to additional assets placed into service in

2009 and 2010

Taxes other than incomo increasod $1.5 million or 7.9 percent

primarily due to an increase in ad valorem tax expense as result of

assets placed into service in 2009

Transportation and Storage

The transportaton and storage hLtsiness contributed $157.2 million of

Enogexs consolidated gross niargin
irt 2010 as compared to $161.1 nptl

lion in 2009 decrease of $3.9 million or 2.4 percent The transportation

operations contributed $124.3 million of Eriogexs consolidated gross

iSigifl 21 2010 as corrtpaled to $1 30.3 millort
lit

2009 The storage

uperatiorts contributed $32.9 milton of Enogox consolidated gross

margin in 2010 as compared to $30.8 million in 2009 The trsrlsportaiion

Si t4 7tSi
rIgS lInt/is m3rdifi

dslC oasfsrl primdrl5 duo to

i.nlnf Ci leViyrli.iPiS test lihit7 rvdi.lflds htbhsOGiaed
hiii

lit lease srlvireis

di isliv Midrtorrltl/lui Lxproas Plpeirirt
LLC Mi/k irtl GLI1i Ui USy.llig

capacity leases grid the firm 31 senkgres due to pipelIne ifllegilly
work

which decreased the gross n7argin by $9.2 million

Lower crosshaul volumes as fewer customers moved natural gas to

eastern markets in 2010 as there were smaller differences in natural

gas prices at various U.S market locations partially offset by customers

utilizing crosshaul services due to pipeline integrity work on an Enogex

pipeline which decreased the gross margin by $5.7 million

Lower realized margins on operational storage hedges as the restJlt

of lower transacted volumes in 2010 as compared to 2009 which

decreased the gross margin by $2.3 million

Lower storage fees due to reduction In the market value of storage

capacity which decreased the gross margin by $2.0 million and

Decreased interruptible transportation revenues due to gathering

customers shipping production through the firm capacity leases and firm

311 East side service which decreased the gross margin by $1.6 million

These decreases in the transportation and storage gross margin were

partially
offset by

Lease services under the MEP and Gulf Crossing capacity leases and

firm 311 services due to these services being available beginning in the

second quarter 2009 which increased the gross margin by $9.0 million

No adjustment of natural gas storage inventory in 2010 as compared to

$5.8 million lower of cost or market adjustment to the natural gas storage

inventory in 2009 due to lower natural gas prices

decrease in the imbalance liability net of fuel recoveries and natural gas

length positions which increased the gross margin by $1.2 million and

Higher transportation demand fees due to new contracts which began

in 2010 which increased the gross margin by $1.1 million

Other operation and maintenance expense for the transportation and

storage business was $8.0 million or 19.6 percent higher in 2010 as

compared to 2009 primarily due to salary increases in 2010 increased

costs of $3.9 million related to pipeline integrity assessments and other

non-capital projects and the 2009 reversal of $1 .5 million reserve related

to the dismissal of previously reported natural gas measurement case
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Gathering and Processing

The gathering and processing business contributed $272.3 million of

Enogexs consolidated gross margin in 2010 as compared to $198.7 mil

lion in 2009 an increase of 736 million or 370 percent The gathering

operations contributed $117.6 million of Enogexs consolidated gross

margin in 2010 as compared to $114.0 million in 2009 The processing

operations contributed $154.7 million of Enogexs consolidated gross

margin in 2010 as compared to $84.7 million in 2009

In 2010 Enogex realized higher gross margin in its gathering

and processing operations primarily as the result of continued growth in

gathered volLimes higher processing spreads higher NGL5 prices and

higher natural gas prices net of Enogexs continued effort to convert

customers from keep-whole to fixed-tee processing arrangements

Enogexs processing plants saw 17.0 percent increase in inlet volumes

an increase in NGL5 production as recent expansion projects primarily

in the Granite Wash play and CanaWoodford Shale play have added richer

natural gas to Enogexs system and the fourth quarter 2009 completion

of the new higher efficiency Clinton processing plant allowed Enogex to

optimize recoveries across all processing plants in December 2010

Ore occurred at Enogexs Cox City natural gas processing plant and gas

volumes normally processed at the Cox City plant were diverted to other

facilities by the end of December Overall the above factors resulted in

the following

Increased gross margin on keep-whole processing of $35.8 million

Increased fixed processing fees of $1 3.8 million and

Increased gross margin on NGLs retained under POL coniracts of

$11.4 million

Other factors that contributed to the increase in the gathering and

processing gross margin were

An increase in condensate revenues associated with the gathering and

processing operations as result of increased volumes associated with

new expansion projects with higher GPM of natural gas and higher con

densate prices which increased the gross margin by $11.6 million and

Increased gathered volumes associated with expansion projects which

increased the gross margin by $4.3 million

These increases in the gathering and processing gross margin were

partially
offset by

Lower volumes and realized margin on sales of physical natural gas long

short positions associated with gathering operations which decreased

the gross margin by $1.3 million net of imbalance and fuel tracker

obligations and

Increased processing fees associated with the increased utilization of

third-party processing plant for processing natural gas associated with

Atoka which decreased the gross margin by $1.2 million

Other operation and maintenance expense for the gathering and

processing business was $4.3 million or 4.9 percent higher in 2010

as compared to 2009 primarily due to an increase of $2.1 million in

non-capital project costs partially offset by decreased costs associated

with the settlement of the November 2008 pipeline rupture and the recog

nition of related insurance reimbursement as discussed in Note 14 of

Notes to Consolidated Financial Statements

Marketing

The marketing business recognized loss of $6.2 million as part of

Enogexs consolidated gross margin in 2010 as compared to gain of

$2.2 million in 2009 decrease of $8.4 million The marketing gross

margin decreased primarily due to

Smaller differences in natural gas prices at various U.S market locations

which resulted in reduced spread that OER was able to realize from

delivering gas under its transportation contracts which decreased the

gross margin by $5.5 million

Timing of the withdrawal and sale of natural gas inventory from OERs

storage contracts which decreased the gross margin by $1.9 million and

Selective deal execution to limit credit and commodity price risks in the

current market environment as well as lack of spreads and volatility
in

the natural gas commodity markets resulted in limited opportunities for

OER in its customer-focused risk management services and natural gas

marketing activities which decreased the gross margin by $i .0 million

Enogex Consolidated Information

fnterest Expense Enogexs consolidated interest expense was

$30.4 million in 2010 as compared to $36.5 million in 2009 decrease

of $6.1 million or 16.7 percent primarily due to

decrease of $7.0 million in interest expense in 2010 as compared to

2009 due to lower interest rate on long-term debt issued in 2009 as

compared to the interest rate on long-term debt that was retired in

January 2010 and

$2.8 million tender payment on the tender offer Enogex completed

in July 2009 related to the retirement of $110.8 million of senior notes

These decreases in interest expense were partially offset by decrease

of $3.8 million in capitalized interest related to lower capital expendi

tures and fewer projects qualifying for capitalized interest in 2010 as

compared to 2009

/ncome Tax Expense Enogexs consolidated income tax expense was

$57.7 million in 2010 as compared to $37.8 million in 2009 an increase

of $1 9.9 million or 52.6 percent primarily due to higher pre-tax income

in 2010 as compared to 2009 and an adjustment for the elimination of

the tax deduction for the Medicare Part subsidy discussed in Note

of Notes to Consolidated Financial Statements
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Aloncont rolling Interest Enogexs net income attributable to noncontrolling

interest was $5.1 million in 2010 as compared to $2.8 million in 2009

an increase of $2.3 million or 82.1 percent due to the equity investment

by the ArcLight group in November2010 in exchange for 9.9 percent

membership interest in Enogex Holdings

Non-recurring Items Enogex had net income of $91.1 million in 2010

which did not include any items that Enogex does not consider to be

reflective of ifs ongoing operations Enogex hart net income of $61.3 mil

lion in 2009 which includes net loss of $0.8 million for items Enogex

did not consider to be reflective of its ongoing operations This decrease

in Enogexs consolidated net income included tender payment on the

tender offer Enogex completed in July 2009 of $1.7 million after-tax for

the purchase of $110.8 million of Enogexs $400 million 8.125% senior

notes that matured on January 15 2010 which was partially offset by

the reversal of reserve of $0.9 million after-tax in 2009 related to the

dismissal of previously reported natural gas measurement case

2009 compared to 2008

Fnogexs operating income decreased $53.9 million or 28.0 percent

in 2009 as compared to 2008 The decrease was primarily due to lower

processing spreads lower NGLs prices and lower natural gas prices

The impact of the commodity price environment was partially offset

by increased volumes and higher GPM gas associated with expansion

projects the addition of the new higher efficiency Clinton processing

plant which enabled Enogex to optimize recoveries across all processing
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ated with the implementation of the new Section 311 firm service under

the MEP and Gulf Crossing capacity leases and increased capacity due

to the addition of the Bennington compressor station In the normal

course of Enogexs business the operation of its gathering processing

and transportation assets results in the creation of physical natural gas

tong/short positions These physical positions can result from gas imbal

ances actual versus contractual settlement differences fuel tracker

obligations and natural gas received in-kind for compensation or reim

bursernents Enogex actively manages its monthly net position through

either
selling excess gas or purchasing additional gas needs from third

parties through OER During 2009 higher volumes and realized margin

on physical gas long/short positions increased the gross margin by

$9.2 million net of corresponding imbalance and fuel tracker obligations

Other operation and maintenance expense decreased $1 0.0 million

or 7.0 percent primarily due to reduction in spending on non-capitalized

projects and lower employee expenses as result of cost reduction efforts

and an increase in capitalized labor associated with capital projects

Depreciation and amortization expense increased $12.0 million or

21.7 percent primarily due to additional assets placed into service in

2008 and 2009

Taxes other than income increased $1.4 million or 7.9 percent

primarily
due to an increase in ad valorem tax expense as result of

assets placed into service in 2008

Transportation and Storage

The transportation and storage business contributed $161.1 million of

Enogexs consolidated gross margin in 2009 as compared to $146.2 million

in 2008 an increase of $14.9 million or 10.2 percent The transportation

operations contributed $130.3 million of Enogexs consolidated gross

margin in 2009 as compared to $115.8 million in 2008 The storage

operations contributed $30.8 million of Enogexs consolidated gross

margin in 2009 as compared to $30.4 million in 2008 The transportation

and storage operating income increased primarily due to

New capacity lease service under the MEP and Gulf Crossing capacity

leases that were placed into service io the second quarter of 2009 that

increased transportation fees by $1 0.3 million

Implementation of the new Section 311 firm East side service during the

second quarter of 2009 that increased transportation fees by $4.2 million

Completion of the Bennington compressor station which increased take

away capacity from Enogexs system and higher demand for crosshaul

services as shippers bid up rates to move natural gas on Enogexs system

during the first half of the 2009 that increased transportation fees by

$3.0 million net of $1.6 million for potential rate refund pending the

FERC approval of Enogex rates

Higher seasonal spread values resulted in higher realized margins on

operational storage hedges in 2009 as compared to 2008 that increased

storage revenues by $2.6 million

Increased value of storage capacity due to the natural gas price volatility

and seasonal spread values that increased storage fees by $1.7 million

An 8.6 percent volume increase primarily due to volumes from gathering

expansion projects that increased transportation fees by $1.4 million and

Lower natural gas market prices and reduced injection and withdrawal

activity reduced the valuation of the storage field losses by $1.3 million

These increases in the transportation and storage gross margin were

partially offset by

Lower natural gas market prices resulting in the recognition of lower

of cost or market adjustment to the natural gas storage inventory of

$5.8 million in 2009 as compared to an adjustment of $0.7 million in

2008 which decreased the gross margin by $5.1 million

Customer operational needs and contract renegotiations resulting
in

some customers
transitioning

from firm demand to
interruptible services

which decreased transportation fees by $2.2 million and

Lower volumes and realized margin on sales of physical natural gas long/

short positions associated with transportation operations decreased the

gross margin by $1.0 million net of imbalance and fuel tracker obligations

Other operation and maintenance expense for the transportation and

storage business was $7.3 million or 15.1 percent lower in 2009 as

compared to 2008
primarily due to $6.6 million reduction in spending

for non-capitalized projects in 2009 and lower employee expenses of

$1.0 million as the result of cost reduction efforts Also contributing to

the lower operation and maintenance expenses was the 2009 reversal of

reserve of $1.5 million related to the dismissal of previously reported

natural gas measurement case
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Gathering and Processing

The gathering and processing business contributed $198.7 million of

Enogexs consolidated gross margin in 2009 as compared to $246.8 mil

lion in 2008 decrease of $48.1 million or 19.5 percent The gathering

operations contributed $114.0 million of Enogexs consolidated gross

margin in 2009 as compared to $90.9 million in 2008 The processing

operations contributed $84.7 million of Enogexs consolidated gross

margin in 2009 as compared to $155.9 million in 2008

During 2009 Enogex realized lower gross margin in its processing

operations primarily as the result of lower processing spreads lower mar

ket prices for NGLs and lower realized margins on contracts that were

converted from keep-whole contracts to POL and fixed-fee contracts in

2009 The impact of the overall market decline was partially offset by

5.5 percent increase in inlet volumes associated with gathering expansion

projects and an increase in the average GPM of gas being processed as

recent expansion projects have added richer gas to the system Additionally

completion of the new higher efficiency Clinton plant in late October 2009

allowed Enogex to optimize recoveries of gas processed at its Clinton

Cox City and Calumet processing plants increasing NGLs production

Overall these factors resulted in the following

Decreased gross margin on keep-whole processing of $58.5 million

Decreased gross margin on NGLs retained under POL contracts of

$9.5 million and

Increased fixed processing fees of $7.0 million

Other factors that contributed to the decrease in the gathering and

processing gross margin were

decrease in condensate revenues by $5.8 million associated with the

gathering and processing operations due to decreases in prices partially

offset by an increase in volumes due to several new expansion projects

with higher GPM gas

Lower natural gas market prices partially offset by 9.4 percent increase

in residue gas volumes associated with Atokas operations that decreased

the gross margin by $5.6 million and

Lower NGLs prices and an increase in utilization of third-party processing

fees that decreased the Atoka processing gross margin by $1.2 million

These decreases in the gathering and processing segment were partially

offset by

New volumes associated with gathering expansion projects that increased

overall volumes by 7.7 percent resulting in increased gathering and treat-

log
fees by $11.7 million and

Higher volumes and realized margin on sales of physical natural gas long

short positions associated with gathering operations that increased the

gross margin by $10.2 million net of imbalance and fuel tracker obligations

Other operation and maintenance expense for the gathering and

processing business was $0.1 million or 0.1 percent lower in 2009 as

compared to 2008 primarily due to overall costs reduction efforts offset

by the additional operating and maintenance expense associated with

the recent expansion projects

Marketing

The marketing business contributed $2.2 million of Enogexs consolidated

gross margin in 2009 as compared to $19.9 million in 2008 decrease

of $1 7.7 million or 88.9 percent The marketing gross margin decreased

primarily due to

Smaller differences in natural gas prices at various U.S market locations

which resulted in reduced spread that OER was able to realize from

delivering gas under its transportation contracts which decreased the

gross margin by $7.2 million

The decrease in natural gas prices as well as selective deal execution to

limit credit and commodity price risks in the 2009 market environment

resulted in limited opportunities for OER in its customer-focused risk

management services and natural gas marketing activities which

decreased the gross margin by $7.2 million and

natural gas storage contract that ended in the second quarter of 2008

resulting
in less storage capacity to manage in 2009 which decreased

the gross margin by $3.3 million

Other operation and maintenance expense for the marketing business

was $3.7 million or 28.7 percent lower in 2009 as compared to 2008

primarily due to

The receipt of $0.9 million from bankruptcy settlement in 2009 for

bankruptcy that was recorded as bad debt expense of $1 .5 million

in 2008 resulting in decrease in other operation and maintenance

expense of $2.4 million and

lower support service allocation of $1.6 million from OGE Energy and

Enogex in 2009

Enogex Consolidated Information

Interest Income Enogexs consolidated interest income was $0.2 million

in 2009 as compared to $3.7 million in 2008 decrease of $3.5 million

or 94.6 percent primarily due to lower investment levels and lower

interest rates

Interest Expense Enogexs consolidated interest expense was $36.5 million

in 2009 as compared to $33.0 million in 2008 an increase of $3.5 million

or 10.6 percent primarily due to

An increase in interest expense of $8.9 million on the $200 million of

6.875% 5-year senior notes issued in June 2009 and the $250 million

of 6.25% 10-year senior notes issued in November 2009 and

$2.8 million tender payment on the tender offer Enogex completed in

July 2009 related to the retirement of $110.8 million of senior notes

These increases in interest expense were partially
offset by

Lower interest expense of $3.9 million due to the retirement in July 2009

of $110.8 million of senior notes which is portion of Enogexs 8.125%

senior notes due January 15 2010

Lower interest expense of $2.7 million due to an increase in the amount

of construction expenditures eligible for interest capitalization in 2009 and

decrease in interest expense of $2.0 million due to decrease in credit

support fees
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income Tax Expense Enogexs consohdated income tax expense was

$37.8 million in 2009 as compared to $60.7 million in 2008 decrease

of $22.9 million or 37.7 percent primarily due to lower pre-tax income

in 2009 as compared to 2008

Nocrntrnliinp Interest Enogexs net iricorrie atiribuiohletononcontrolling

interest was $2.8 rntion in 2009 as compared to $6.0 mi$ion in 2008

decrease oi $3.2 million or 53.3 percent due to lower earnings related

rdrn-rccurr/nq items E.nogex had net income of $61.3 rrsfion in 2009

which included snot loss of $0.8 million for items Enogex did not consider

to be reflective oi its ongoing operations This decrease in Enogoxs

unsoiiJeted net coins included tender payment en the iordor offer

Enogex completed in July 2009 of $1.7 million aftertax for the purchase

uf $110.8 million of Ertugex LLCs $400 million 8.125% senior notes that

matured on JanLiary 15 2010 which was partially
offset by the reversal

of reserve of $0.9 million after-tax in 2009 related to the dismissal of

previously reported natural gas measurement case

Non-GMP Financial Measures

The Company has included in its Form 10-K the non-GAAP financial

measures of GAAP net income less charge for Medicare Part tax

subsidy Ongoing Earnings and GAAP EPS less charge for Medicare

Pad tax subsidy Ongoing EPS which remove the charge for the

loss of the Medicare Part tax subsidy as management believes this

charge will not be recurring on regular basis Management belier/es

that the presentation of Ongoing Earnings and Ongoing EPS provides

useful information to investors as it provides them Sri additional relevarif

comparison of the Companys performance across periods

Tile Company provides reconciliation of Ongohlg Earnings and

Ongoing EPS to its most directly comparable financial measures as

calculated and presented 1/1 accordance with accourrting princpies gener

ally accepted in tile tJnited States GAAP The most directly comparable

GPAP rnoeei re for Orrqning Earnirgs is GAAP net income which inch den

he impact of the charge for the Medicare Port Li tax subsidy ne moat

dtectly comparable GAAP measure for Ongoing FF3 1iAAP i-iFS which

includes the charge for the Medicare Part tax subsidy The non-GAAP

tinarcial measure of Ongoing Earnings and Ongoing EPS should riot

he cnnaidered as en alternative to GAAP net ncnma attributable to the

Company or GAAP Ongoing Earnings and Ongoing EPS are not

presentation made in accordance with GAAP end have important limits

tions as analytical tools They should not be considered in isolation or

as substitute for analysis of the Companys results as reported under

GAAP Because these rion-GAAP financial measures exclude some but

not all tems that effect net income end FPS and are defined differently

by different companies in the Companys industry the Companys defi

nition of Ongoing Earnings arid Ongoing EPS may not be comparable

to similarly
titled measure of other companies

To compensate for the limitations of these non-GAAP financial

measures as analytical tools the Company believes it is important to

review the comparable GAAP measures and understand the differences

betsaeei the ii

in mi/ens years ended 2010 2009 and 20081

Reconciliation of ongoing earnings loss to GAAP net income loss

OGE
Enogex

Holding company

Consolidated

2009 2008

2010 OAAP and GAAP and

2010 Medicare GAAP Ongoing Ongoing

Onqoing Part Net Income Net Income Net Income

Earnings ILoss Tax Subsidy Lossi

$222.7 7.0 $215.7 $200.4 $143.0

93.1 2.0 91.1 61.3 g6.3

91 2.4 11.5 3.4 7.9

$306.7 $11.4 $295.3 $258.3 $231.4

/5 There vera on nnet/rne charges in 2009 or 2008 f/role fan ongoing and GAAP net income are the scene

Medicare 2009 2008

2010 Part 2010 GAAP and GAAP ansi

in rn/foes yearn ended 20/0 2009 and 2008 Ongoing EPS Tax Subsidy GAAP EPS Ongoing EP5B Ongoing EPSS

Reconciliation of ongoing EPS to GAAP EPS

OGE 2.25 $0.07 2.18 2.06 1.54

Enogex
0.94 0.02 0.92 0.63 1.04

Holding company
0.09 002 0.11 0.03 0.09

Consolidated $3.10 $0.11 $2.99 $2.66 $2.49

fBI There were no one-ti/ne charges in 2009 ce2000 therefore aligning and SCAR EP5 are tire earns
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Financial Condition

The balance of Cash and Cash Equivalents was $2.3 million and

$58.1 million at December 31 2010 and 2009 respectively decrease

of $55.8 million or 96.0 percent See Liquidity and Capital Resources

Cash Flows for discLlssion of the changes in Cash and Cash Equivalents

The balance of Income Taxes Receivable was $4.7 million and

$157.7 million at December 31 2010 and 2009 respectively decrease

of $1 53.0 million or 97.0 percent primarily due to an income tax refund

received in February 2010 related to carry back of the 2008 tax loss

resulting from change in tax method of accounting for capitalization

of
repair expenditures

The balance of Fuel Inventories was $158.8 million and $118.5 million

at December 31 2010 and 2009 respectively an increase of $40.3 mil

lion or 34.0 percent primarily
due to higher coal balances due to higher

volumes and higher average prices at OGE and higher natural gas

inventory balance at OER due to higher volumes and average prices

The balance of Deferred Income Taxes asset was $18.7 million and

$39.8 million at December 31 2010 and 2009 respectively decrease

of $21.1 million or 53.0 percent primarily due to reclassification of the

January 2010 balance of Federal tax credits to Deferred Income Taxes

liability as result of the Company expecting to have net operating

loss in 2011
primarily due to the tax effects of bonus depreciation and

reclassification to Premium on Common Stock related to deferred

income taxes attributable to contributions by the ArcLight group in

November 2010 partially offset by an increase in deferred income taxes

from the current year provision accruals

The balance of Construction Work in Progress was $460.0 million

and $335.4 million at December 31 2010 and 2009 respectively an

increase of $124.6 million or 37.1 percent primarily due to increased

spending on various distribulion transmission and generation projects

including Crossroads at OGE as well as increases from the purchase

of compressors and natural gas processing plant at Enogex partially

offset by the costs associated with Windspeed constructed by OGE
which was placed in service on March 31 2010 being reclassified to

Property Plant and Equipment In Service

The balance of Short-Term Debt was $145.0 million and $175.0 million

at December 31 2010 and 2009 respectively decrease of $30.0 mil

lion or 17.1 percent primarily
due to proceeds received from OGEs

issuance of $250 million in long-term debt in June 2010 and proceeds

received from the equity sale of 9.9 percent membership interest in

Enogex Holdings in November2010 portion of which were used to

repay outstanding commercial paper borrowings partially
offset by an

increase in commercial paper borrowings in the first quarter of 2010 to

repay the remaining balance of Enogex LLCs $400 million 8.1 25% senior

notes which matured on January 15 2010 dividend and bond interest

payments and en increase due to daily operational needs

The balance of Long-Term Debt Due Within One Year was

$289.2 million at December31 2009 with no balance at December31

2010 due to the repayment of the remaining balance of Enogex LLCs

$400 million 8.125% senior notes which matured on January 15 2010

The balance of Customeis Deposits was $67.0 million and

$85.6 million at December31 2010 and 2009 respectively decrease

of $1 8.6 million or 21.7 percent primarily due to the reclassification of

customer deposit at Enogex to Deferred Revenues as result of com

pleting
the construction of certain transportation and compression

facilities discussed below

The balance of Fuel Clause Over Recoveries was $29.9 million and

$1 87.5 million at December31 2010 and 2009 respectively decrease

of $1 57.6 million or 84.1 percent primarily due to the fact that the amount

billed to retail customers was lower than OGEs cost of fuel OGEs
fuel recovery clauses are designed to smooth the impact of fuel price

volatility on customers bills As result OGE under recovers fuel costs

in periods of rising fuel prices above the baseline charge for fuel and

over recovers fuel costs when prices decline below the baseline charge

for fuel Provisions in the fuel clauses are intended to allow OGE to

amortize under and over recovery balances

The balance of Other Current Liabilities was $55.1 million and

$32.4 million at December 31 2010 and 2009 respectively an increase

of $22.7 million or 70.1 percent primarily due to the over recovery of

various rate riders including the Windspeed rider the OU Spirit der

and the Smart Grid rider and an increase in legal accruals at OGE
The balance of Long-Term Debt was $2362.9 million and $2088.9

million at December 31 2010 and 2009 respectively an increase of

$274.0 million or 13.1 percent primarily due to OGEs issuance of

$250 million of long-term debt in June 2010 and borrowings on Enegex

LLCs revolving Credit agreement

The balance of Deferred Income Taxes lieblity was $1434.3 mll
and $1246.6 million at December 31 2010 and 2009 respectively an

increase of $188.2 million or 15.1 percent primarily due to accelerated

Donus tax depreciation which resulted in higher Federal and state

deferred tax accruals as discussed in Note of Nlotes to Consolidated

Financial Statements

The balance of Regulatory Liabilities was $193.1 million and

$168.2 million at December31 2010 and 2009 respectively an increase

of $24.9 million or 14.8 percent primarily due to increases related to the

removal obligations and Oklahoma pension regulatory liabilities

The balance of Deferred Revenues was $36.7 million at December31

2010 with no balance at December31 2009 In August 2010 Enogex

completed construction of transportation and compression facilities nec

essary to provide gas delivery service to new natural gas-fired electric

generation facility near Pryor Oklahoma Aid in Construction payments

of $36.7 million received in excess of construction costs were recognized

as Deferred Revenues on the Companys Consolidated Balance Sheet

and are being amortized on straight-line basis of $1.2 million per year

over the life of the related EISA under which service is expected to

commence in June 2011

The balance of Noncontrolling Interest was $110.4 million and

$20.0 million at December31 2010 and 2009 respectively an increase

of $90.4 million primarily due to the equity investment in Enogex Holdings

by the ArcLight affiliate in November 2010
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OGE Railcar Lease Agreement

OGE has noncancellable operating lease with purchase options

covering 1462 coal hopper railcars to transport coal from Wyoming to

OGEs coal-fired generation units Rental payments are charged to Fuel

Expense and are recovered through OGEs tariffs and fuel adjustment

clauses On December 15 2010 OGE renewed the lease agreement

effective February 2011 At the end of the new lease term which is

February 2016 OGE has the nption to either purchase the railcars

at stipulated fair market value or renew the lease It OGE chooses

not to purcliase the railcars or renew the lease agreement and the aCtLial

fair value of the railcars is less than the stipulated fair market value

OGE would he responsible for the difference in those values up to

maximum of $24.0 million

On February 10 2009 OGE executed short-term lease agreement

for 270 railcars in accordance with new coal transportation contracts

with BNSF Railway and Union Pacific These railcars were needed to

replace railcars that have been taken out of service or destroyed The

lease agreement expired with respect to 135 rsilcars on November

2009 and was not replaced The lease agreement with respect to the

remaining 135 railcars expired on March 2010 and is now continuing

on month-to-month basis with 30-day notice required by either party

to terminate the agreement

OGE is also required to maintain all of the railcars it has under lease

to transport coal from Wyoming and has entered into agreements with

Progress Rail Services and WATCO both of which are non-affiliated

companies to furnish ths mainter.ance

Liquidity and Capital Resources

Cash Flows

in mdicns year ended December 31 2010
-_2009

2008

Net cash provided from

operating activities 782.5 654.5 625.0

Net cash used in investing
activities 846.1 808.5 1184.1

Net cash provided from financing activities 7.8 37.7 724.7

The increase of $128.0 million or 19.6 percent in net cash provided

from operating activities in 2010 as compared to 2009 was primarily
due to

An increase in cash receipts for sales at Enogex due to an increase in

natural gas prices and NGLs prices and volumes in 2010 as compared

to 2009

An income tax refund received in February 2010 related to carry back

of the 2008 tax loss resulting
from change in tax method of accounting

for capitalization of repair expenditures

cash collateral payment to counterparties of OER related to OERs

NOLs hedge positions in 2009 and

Cash received in 2010 from the implementation of rate increases and

riders at OGE

These increases in net cash provided from operating activities were

partially
offset by

An increase in payments for purchases at Enogex due to an increase in

natural gas prices and NGL5 prices and volumes in 2010 as compared

to 2009 and

Higher fuel refunds at OGE in 2010 as compared to 2009

The increase of $29.5 million or 4.7 percent in net cash provided from

operating activities in 2009 as compared to 2008 was primarily due to

Higher fuel recoveries at OGE in 2009 as compared to 2008

Gash received in 2009 from the implementation of the Redbud Plant

rider in the third quarter of 2008

Gash received in 2009 from the implementation of the Oklahoma rate

increase in August 2009

Payments made by OGE in the first quarter of 2008 related to the

December 2007 ice storm and

decrease in payments for purchases at Enogex due to decrease

in natural gas prices and volumes in 2009 as compared to 2008

These increases in net cash provided from operating activities were

partially offset by

decrease in cash receipts for sales at Enogex due to decrease

in natural gas prices and volumes in 2009 as compared to 2008 and

decrease in cash collateral posted by counterparties and held by

OER related to OERs existing
NGLs hedge positions

The increase of $37.6 million or 4.7 percent in net cash used in

investing activities in 2010 as compared to 2009 primarily related to

customers reimbursement of Enogexs costs related to the ongoing

construction of transportation pipeline in 2009 The decrease of

$375.6 million or 31.7 percent in net cash used in investing activities in

2009 as compared to 2008 primarily related to higher levels of capital

expenditures in 2008 mostly related to the purchase of the Redbud Plant

in September 2008 and various 2008 transportation gathering and pro

cessing projects at Enogex partially offset by capital expenditures in

2009 related to OU Spirit
and Windspeed being constructed by OGE

Partially offsetting
the decrease in net cash used in investing activities

was customers reimbursement of Enogexs costs related to the

ongoing construction of transportation pipeline in 2009

The decrease of $29.9 million or 79.3 percent in net cash provided

from financing activities in 2010 as compared to 2009 was primarily due to

Repayment of the remaining balance of Enogex LLCs $400 million

8.125% senior notes which matured on January 15 2010 partially offset

by the retirement of $110.8 million of senior notes related to the tender

offer Enogex completed in July 2009

Proceeds received from the issuance of $450 million of long-term debt

at Enogex in June 2009 and

decrease in the issuance of common stock in 2010

These decreases in net cash provided from financing activities were

partially offset by
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Proceeds received from the issuance of $250 million of long-term debt

at OGE in June 2010

Proceeds received from the ArcLight affiliate for the equity investment

in Enogex Holdings in November2010

Lower repayments of short-term debt borrowings in 2010

higher level of proceeds received from borrowings on Enogex LLCs

line of credit in 2010 and

higher level of repayments made on Enogex LLCs line of credit in 2009

The decrease of $687.0 million or 94.8 percent in net cash provided from

financing activities in 2009 as compared to 2008 was primarily due to

Proceeds received from the issuances of $700 million in long-term

debt by OGE in 2008

Repayments of borrowings under Enogex LLCs revolving credit

agreement in 2009

Repayments of short-term debt in 2009 and

The purchase of $110.8 million of Enogex LLCs $400 million 8.125%

senior notes related to the tender offer discussed below

These decreases in net cash provided from financing activities ware

partially offset by

Proceeds received from the issuances of $450 million in long-term debt

by Enogex LLC in 2009 and

An increase in the issuance of common stock in 2009

Future Capita P.equircments and Financing Activities

The Companys primary needs for capital are related to acquiring or

constructing new facilities and replacing or expanding existing facilities

at OGE and Enogex Other working capital requirements are expected

to be primarily related to maturing debt operating lease obligations

hedging activities fuel clause under and over recoveries and other gen

eral corporate purposes The Company generally meets its cash needs

through combination of cash generated from operations short-term

borrowings through combination of bank borrowings and commercial

paper and permanent financings

Capital Expenditures

The Companys consolidated estimates of capital expenditures for the

years 2011 through 2016 are shown in the following table These capital

expenditures represent the base maintenance
capital expenditures i.e

capital expenditures to maintain and operate the Companys businesses

plus capital expenditures for known and committed projects

Additional capital expenditures beyond those identified in the table

below including additional incremental growth opportunities in electric

transmission assets and at Enogex will be evaluated based upon their

impact upon achieving the Companys financial objectives The capital

expenditure projections related to Enogex Holdings in the table below

reflect base market conditions at February 16 2011 and do not reflect the

potential opportunity for set of growth projects that could materialize

2013 2014 2015

$20 $20

200 200 200

70 70 70

30 30 30

320 320 320

2016

20

200

70

30

320

in miHons 2011 2012

OGE base transmission 50 30

OGE base distribution 240 200

OGE base generation 95 80

OGE other 45 30

Total OGE base transmission distribution generation and other 430 340

OGE known and committed projects

Transmission projects

Sunnyside-Hugo 345 k\i 150 20

Sooner-Rose Hill 345 kV 35 15

Balanced Portfolio 3E Projects 50 170 140 30

SPP Priority ProjectsA 10 60 155 90

Total transmission projects 245 265 295 120

Other projects

Smart Grid Program 70 70 25 30 10 10

Crossroads 250 30

System Hardening 20

Total other projects 340 100 25 30 10 10

Total OGE known and committed projects 585 365 320 150 10 10

Total OGEIC
1015 705 640 470 330 330

Enogex LLC base maintenance 80 40 40 40 40 40

Enogex LLC koown and committed projects

Western Oklahoma/Texas Panhandle gathering expansion 275 115 20 90 15

Other gathering expansion 25 25 20 20 20 20

Total Enogex LLC known and committed projectsle 380 180 80 150 65 75

OGE Energy 25 25 25 25 25 25

Total capital expenditures $1420
--

$910 $745 $645 $420 $430

IA On February 2011 OBE responded to the SPP that OBE Wi construct the revised Priority Project as discussed in Note 15 of Notes to Consolidated Financial Statements
These capital expenditures are net of the Smart Grid $130 million grant approved by the DOE
The capital expenditures above exclude any environmental expenditures associated with Best Available Retrofit Technology BART requirements due to the uncertainty regarding BART costs As
discussed mi .-

Environmental Laws and Regulations below pursuant to proposed regional haze agreement OGE has agreed to install low nitrogen oxide NOX burners and related equipment at

the three affected generating stations Preliminary estimates indicate the cost will be $100 million plus or minus 30 percent For further information see Environmental Laws and Regulations below
These capital expenditures represent 100 percent of Enogex LLCs capital expenditures of which portion will be funded by the ArcLight group In February 2011 OBE Energy and the AroLight group
made contnbutions of $8.0 million and $71.6 million respectively to fund portion of Enogex LLCs 2011 capital requirements Until the ArcLight group owns SO percent of the equity of Enogex Holdings
the ArcLight group

will fund capital contributions in an amount higher than its proportionate interest Specifically the ArcLight group will fund between 50 percent and 90 percent of required capital

contributions during that period The remainder of the required capital contributions i.e between 10 percent and SO percent will be funded by DOE Holdings
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Contractl Obligations

The following table summarizes the Companys consolidated contractual

obligations at December31 2010 See additional information in the

Companys Consolidated Statements of Capitalization and Note 14 of

Notes to Consolidated Financial Statements

115 irrlliona

21111 9111 2--201 Il
20142010 After 2015 blat

iviafuritles of long-term hoot141
25.0 3000 2045.4 2370.4

Operating lease obligations

OtSa ieiicare
3.2 6.1 5.9 28.8 440

Ill air nr.efablo ape aiinp as

toOl uper5ltillp
lease ohilgatiuna

5.11 5.9 25.2 07.4

Oil 431 pLilcoase ubiigahali3 arid cortiiiitntents

iIG6 Igenerafiun capacity end fixed operation end maintenance psynients 92.5 178.0 168.1 462.1 900.7

OGE expected cogeneration energy payments
61.9 120.7 144.7 515.7 843.0

OGL ininimuni fuel purchase cararnitnients
274.8 274.7 549.5

OGE exoected wind purchase commitments 41.6 102.5 104.2 793.4 1041.7

OGE long-term service agreements
15.7 10.5 33.7 73.3 133.2

CEO Cheyenne Plains commitments 5.4 11.9 8.1 25.4

OER MEP commitments 2.1 4.2 0.9 -- 7.2

CEO other commitments
3.0 0.7

3.7

Total other purchase obligations and commitments 497.0 703.2 459.7 1844.5 3504.4

Tc.fsl contractual obligations
502.6 7353 765.6 3918.7 5922.2

Amounts recoverable through fuel adjustment clauset8t 381.5 504.0 254.8 1337.9 2478.2

Total contractual obligations net
121.1 231.3 $510.8 2580.8 3444.0

Al Maturities of Ihe Companys long-term debt during the next five years consist of $25.0 million and $300.0 million xi years 2013 and 2014 respectively There era on maturities of the Companys

tong-term debt in years 2011 2012cr 2015

Includes expected recoveries of costs incurred for OGEb raitcar operating lease obligations 05E5 cog000ration expected energy payments OGEis minimum fuel purchase
commit inents

and OGEs expected vvirid purchase cnmmitments

OGE also has 720 MWs of contracts with qualified cogeneration

facilities OF and small power production producers OF contracts

to rrleet its current and future expected customer needs OGE will

continue reviewing all of the supply alternatives to these OF contracts

that minimize the total cost of generation to its customers including

exercising its options if applicable to extend these OF contracts at

pro-determined rates

Variances in the actual cost of fuel used in electric generation

which includes tite operating lease obligations for OGEs ralicer leases

shown above and certain purchased power costs as compared to the

fuel component included in the cost-of-service for ratemaking are

passed through to OGEs customers through fuel adjustment clauses

Accnrdingiy while the cost of fuel related to operating leases and tile

vast nria.jority
of minimum fuel purchase commitments of OGE noted

above may increase capital requirements such costs are recoverable

through fuel adjustment clauses and have little it any impact on net

capital requirements and future contractual obligations The fuel adjust

ment clauses are subject to periodic review by the CCC the APSC

and the FERC

Pension and Postretirement Benefit Plans

At December 31 2010 45.0 percent of the qualified
defined benefit

retirement plan Pension Plan investments were in listed common

stocks with the balance primarily invested in bonds debentures and

notes U.S Government securities commingled fund and common

collective trust as presented in Note 12 of Notes to Consolidated

Financial Statements In 2010 asset returns on the Pension Plan were

12.2 percent due to the continued improvement in the equity market in

2010 During the same time corporate bond yields which are used in

determining the discount rate for future pension obligations have con

tinued to decline During each of 2010 and 2009 the Company made

contributions to its Pension Plan of $50 million to help ensLire that the

Pension Plan maintains an adequate fLinded status The level of funding

is dependent on returns on plan assets and future discount rates During

2011 the Company may contribute up to $50 million to its Pension Plan

The Company coLild be required to make additional contributions if the

value of its pension trust and postretirement benefit plan trust assets are

adversely impacted by major market disruption in the futute

The following table presents the status of the Companys Pension

Plan the Restoration of Retirement Income Plan and the postretirement

benefit plans at December31 2010 and 2009 These amounts have been

recorded in Accrued Benefit Obligations with the offset in Accumulated

Other Comprehensive Loss except OGEs portion which is recorded
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Postretirement

Benefit Plans

2010 2009

$337.1 $288.O

59.3 55.0

$277.8 $233.0

Common Stock Dividends

The Companys dividend policy is reviewed by the Board of Directors

at least annually and is based on numerous factors including manage

ments estimation of the long-term earnings power of its businesses

The Companys financial objective includes increasing the dividend to

meet the Companys dividend payout objectives The
target payout ratio

for the Company is to pay out as dividends no more than 60 percent

of Its normalized earnings on an annual basis The target payout ratio

has been determined after consideration of numerous factors including

the largely retail composition of the Companys shareholder base the

Companys financial position the Companys growth targets the compo

sition of the Companys assets and investment opportunities At the

Companys December 2010 Board meeting management after considering

estimates of future earnings and numerous other factors recommended

to the Board of Directors an increase in the current quarterly dividend

rate to $03750 per share from $03625 per share effective with the

Companys first quarter 2011 dividend

Security Ratings

Standard

Moodys Poors Fitchs

A2 BBB AA
Baa3 BBB BBB

Baal BBS

P2 A2 Fl

Access to reasonably priced capital is dependent in part on credit

and security ratings Pricing grids associated with the Companys credit

facilities could cause annual fees and borrowing rates to increase if an

adverse ratings impact occurs The impact of any future downgrade

could include an increase in the cost of the Companys short-term

borrowings but reduction in the Companys credit ratings would not

result in any defaults or accelerations Any future downgrade could also

lead to higher long-term borrowing costs and if below investment grade

woLild require the Company to post cash collateral or letters of credit

In the event Moodys Investors Services Moodys or Standard and

Poors Ratings Services Standard Poors were to lower the Companys

senior unsecured debt
rating to below investment grade rating at

December 31 2010 the Company would have been required to post

$1 5.7 million of cash collateral to satisfy its obligation under its financial

and physical contracts
relating to derivative instruments that are in net

liability position at December 31 2010 In addition the Company could

be required to provide additional credit assurances in future dealings

with third parties which could include letters of credit or cash collateral

On June 28 2010 Fitch Ratings Fitch downgraded OGEs

issuer default
rating from to and OGEs senior unsecured debt

rating from AA- to All other Fitch ratings at OGE Energy and Enogex

remained unchanged and with stable outlook Fitch indicated that the

downgrade at OGE eras primarily due to OGEs cash flow credit metrics

decline over its forecast horizon due to large capital expenditures and

the non-cash return for allowance for funds used during construction

AFUDC The downgrade did not trigger any collateral requirements

or change fees under the revolving credit agreement

On October 2010 Standard and Poors revised the outlook on

Enogex from stable to negative All other Standard and Poors ratings at

OGE Energy and OGE remained unchanged and with stable outlook

Standard and Poors indicated that the revised outlook at Enogex was

primarily due to the transaction with ArcLight The revised outlook did

not trigger any collateral requirements or change fees under the revolv

ing credit agreement

security rating is not recommendation to buy sell or hold securities

Such rating may be subject to revision or withdrawal at any time by the

credit rating agency and each rating should be evaluated independently

of any other rating

Future financing requirements may be dependent to varying degrees

upon numerous factors such as general economic conditions abnormal

weather load growth commodity prices levels of drilling activity acqui

sitions of other businesses and/or development of projects actions by

rating agencies inflation changes in environmental laws or regulations

rate increases or decreases allowed by regulatory agencies new legis

lation and market entry of competing electric power generators

as regulatory asset as discussed in Note of Notes to Consolidated

Financial Statements in the Companys Consolidated Balance Sheet

The amounts in Accumulated Other Comprehensive Loss and as regu

latory asset represent net periodic benefit cost to be recognized in the

Consolidated Statements of Income in future periods

Restoration of

Pension Plan Retirement Income Ran

in millions year ended December 31 2010 2009 2010
2009_-

Benef it obligations $640.9 $610.9 $1O.8 $8.3
Fair value

of_plan_assets 5740 496.3

Funded status at end of year 66.9 $1 4.6 $10.8 $8.3

OGE senior notes

Enogex LLC notes

OGE Energy senior notes

OGE Energy commercial paper
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2010 Capital Requirements Sources of Financing

and Financing Activities

Total capital requirements consisting of capital expenditures and maturities

of long-term debt were $1111.3 million and contractual obligations

net of recoverieo through fuel adjustment claLises were $1 04.4 million

resulting in total net capital requirements and contractual obligations

of $121 5.7 million in 2010 of which $27.8 million was to comply with

environmental regulations This compares to net capital requirements

of $1039.8 million and net contraciLial obligations of $104.2 rnUliun

totaling $1 44.0 million in 2009 of which $2.1 million was to comply

with environmental regulations

During 2010 the Companys sources of capital were cash generated

from operations proceeds from the issuance of long and short-term

debt and proceeds from the sales of common stock to the public

through the Companys Automatic Dividend Reinvestment and Stock

Purchase Plan DRIP/DSPP Changes in working capital reflect the

seasonal nature of the Companys business the revenue lag between

billing
and collection from customers and fuel inventories See Financial

Condition for discussion of significant changes in net working capital

requirements as it pertains to operating cash flow and liquidity

Income Tax Refunds

As discussed in Note of Notes to Consolidated Financial Statements

OGE filed request with the Internal Revenue Service IRS on

December 29 2008 for change in its tax method of accounting related

to the capitalization
of

repair expenditures On December 10 2009 OGE

received approval from the IRS for the change in accounting method in

December 2009 claim for refund was tiled to carry back the 2008 tax

loss resulting in tax refund of $81.8 million which OGE received in

February 2010 The expected refund was recorded in Income Taxes

Receivable on the Consolidated Balance Sheet at December 31 2009

As discussed in Note of Notes to Consolidated Financial Statements

the Company had Federal tax net operating loss for 2009 primarily

caused by the accelerated tax depreciation provisions contained within

the American Recovery and Reinvestment Act of 2009 ARRA ARRA

allowed current deduction for 50 percent of the cost of certain property

placed into service during 2009 This tax loss resulted in $68 million

current income tax receivable related to the 2009 tax year On November

2009 the Worker Homeownership and Business Assistance Act of 2009

was signed into law by the President This new law provided for five-

year carry back of net operating losses incurred in 2008 or 2009 This

expanded carryback period enabled the Company to carry back the entire

2009 tax loss carryback claim was filed in March 2010 and refund

of $68 million was received by the Company in April
2010

Issuance of OGE Long-Term Debt

On June 2010 OGE issued $250 million of 5.85% senior notes

due June 2040 The proceeds from the issuance were added to the

Companys general funds and were used to fund OGEs ongoing capital

expenditure program and for working capital OGE expects to issue

additional long-term debt from time to time when market conditions are

favorable and when the need arises

Potential Collateral Requirements

Derivative instruments are utilized in managing the Companys

commodity price exposures and in OERs asset management marketing

and trading activities and hedging activities executed on behalf of the

Company Agreements governing the derivative instruments may require

the Company to provide collateral in the form of cash or letter of credit

in the event mark-to-market exposures exceed contractual thresholds or

the Companys credit ratings are lowered Future collateral requirements

are uncertain and arc subject to terms of the specific agreements and

to fluctuations in natural gas and NGLs market prices

On July 21 2010 President Obama signed into law the Dodd-Frank

Wall Street Reform and Consumer Protection Act Dodd-Frank Act

While the Dodd-Frank Act is focused primarily on the regulation and

oversight of financial institutions it also provides for new regulatory

regime for derivatives including mandatory clearing of certain swaps

exchange trading margin requirements and other transparency require

ments The Dodd-Frank Act contains provisions that should exempt

certain derivatives end-users from much of the clearing requirements

It
is unclear whether end-users will be exempt from the margin require

ments The scope of the margin reqLrrem nts and the end user exemption

is uncertain and will be further defined through rulemaking proceedings

at the Commodity Futures Trading Commission and the SEC Further

although the Company may qualify for certain exemptions its derivative

counterparties may be subject to new capital margin and business

conduct requirements imposed as result of the new legislation which

may increase the Companys transaction costs or make it more difficult

to enter into hedging transactions on favorable terms The Companys

inability to enter into hedging transactions on favorable terms or at all

could increase operating expenses and put the Company at increased

exposure to risks of adverse changes in commodities prices If as result

of the rulemaking associated with the Dodd-Frank Act the Company does

not qualify for any exemptions related to clearing requirements and/or

are subject to margin requirements the Company would be subject to

higher costs and increased collateral requirements The impact of the

provisions of the Dodd-Frank Act on the Company cannot he deter

mined pending issuance of the final implementing regulations

Tax Legislation

As discussed in Note of Notes to Consolidated Financial Statements in

December 2010 the Tax Relief Unemployment Insurance Reauthorization

and Job Creation Act was signed into law which included accelerated tax

depreciation provisions allowing the Company to record current income

tax deduction for 100 percent of the cost of certain property acquired

and placed into service from September 2010 to December 31 2011

The new law will also allow the Company to record current income

tax deduction for 50 percent of the cost of certain property placed into

service from January 2012 to December 31 2012 For financial

accounting purposes the Company recorded an increase in Non

Current Deferred Income Taxes Liability at December 31 2010 on the

Companys Consolidated Balance Sheet to recognize the financial

statement impact of this new law
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Future Sources of Financing

Management expects that cash generated from operations proceeds

from the issuance of long and short-term debt and proceeds from

the sales of common stock to the public through the Companys DRIP

DSPP or other
offerings will be adequate over the next three years to

meet anticipated cash needs and to fund future growth opportunities

Additionally the Company will have an additional source of funding

for growth opportunities at Enogex through the ArcLight group The

Company utilizes short-term borrowings through combination of

bank borrowings and commercial paper to satisfy temporary working

capital needs and as an interim source of financing capital expenditures

until permanent financing is arranged

Short-Term Debt and Credit Facilities

Short-term borrowings generally are used to meet working capital

requirements The Company borrows on short-term basis as neces

sary by the issuance of commercial paper and by borrowings under

its revolving credit agreements The short-term debt balance was

$145.0 million and $175.0 million at December 31 2010 and 2009

respectively At December 31 2010 Enogex LLC had $25.0 million in

outstanding borrowings under its revolving credit agreement with no

outstanding borrowings at December 31 2009 As Enogex LLCs credit

agreement matures on March 31 2013 along with Its intent in
utilizing

its credit agreement borrowings thereunder are classified as long-term

debt in the Companys Consolidated Balance Sheets At December 31

2010 the Company had $1064.7 million of net available
liquidity under

its revolving credit agreements Also OGE has the necessary regulatory

approvals to incur up to $800 million in short-term borrowings at any time

for two-year period beginning January 2011 and ending December31

2012 At December31 2010 the Company had $2.3 million in cash

and cash equivalents See Note 11 of Notes to Consolidated Financial

Statements for discussion of the Companys short-term debt activity

Expected Issuance of OGE Long-Term Debt

OGE expects to issue between $250 million and $300 million of

long-term debt in mid-2011 depending on market conditions to fund

capital expenditures repay short-term borrowings and for general

corporate purposes

Common Stock

The Company expects to issue between $13 million and $15 million in

its DRIPDSPP in 2011 See Note of Notes to Consolidated Financial

Statements for discussion of the Companys common stock
activity

Minimum Quarterly Distributions by Enogex Holdings

As discussed in Note of Notes to Consolidated Financial Statements

pursuant to the Amended and Restated Limited Liability Agreement of

Enogex Holdings Enogex Holdings LLC Agreement Enogex Holdings

will make minimum quarterly distributions equal to the amount of cash

required to cover the members respective anticipated tax liabilities plus

$12.5 million to be distributed in proportion to each members percentage

Ownership interest As discussed previously OGE Holdings has the

option to fund between 10 percent and 50 percent of Enogex LLCs

capital expenditures which
partially or entirely offset the quarterly

distributions received

Critical Accounting Policies and Estimates

The Consolidated Financial Statements and Notes to Consolidated

Financial Statements contain information that is pertinent to Managements

Discussion and Analysis In preparing the Consolidated Financial

Statements management is required to make estimates and assump

tions that affect the reported amounts of assets and liabilities and

disclosure of contingent assets and contingent liabilities at the date

of the Consolidated Financial Statements and the reported amounts

of revenues and expenses during the reporting period Changes to

these assumptions and estimates could have material effect on the

Companys Consolidated Financial Statements However the Company

believes it has taken reasonable but conservative positions where

assumptions and estimates are used in order to minimize the negative

financial impact to the Company that could result if actual results vary

from the assumptions and estimates In managements opinion the

areas of the Company where the most
significant judgment is exercised

are in the valuation of pension plan assumptions impairment estimates

contingency reserves asset retirement obligations ARO fair value and

cash flow hedges regulatory assets and liabilities unbilled revenues for

OGE operating revenues for Enogex natural gas purchases for Enogex

the allowance for uncollectible accounts receivable and the valuation of

purchase and sale contracts The selection application and disclosure

of the following critical accounting estimates have been discussed with

the Companys Audit Committee

Consolidated including all Company segments

Pension and Postretirement Benefit Plans

The Company has Pension Plan that covers substantially all of the

Companys employees hired before December 2009 Also effective

December 2009 the Companys Pension Plan is no longer being

offered to employees hired on or after December 2009 The Company

also has defined benefit postretirement plans that cover substantially all

of its employees Pension and other postretirement plan expenses and

liabilities are determined on an actuarial basis and are affected by the

market value of plan assets estimates of the expected return on plan

assets assumed discount rates and the level of funding Actual changes

in the fair market value of plan assets and differences between the actual

return on plan assets and the expected return on plan assets could have

material effect on the amount of pension expense ultimately recognized

The pension plan rate assumptions are shown in Note 12 of Notes to

Consolidated Financial Statements The assumed return on plan assets

is based on managements expectation of the long-term return on the

plan assets portfolio The discount rate used to compute the present

value of plan liabilities is based generally on rates of high-grade corpo

rate bonds with maturities similar to the average period over which

benefits will be paid The level of funding is dependent on returns on
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plan assets and future discount rates t-ligher returns on plan assets and

so increase in discount rates will reduce funding requirements to the

Pension Plan The following table indicates the sensitivity of the Pension

Plan funded status to these variables

impact or

Change Funded Statue

5ctOF plan
ussot eturnc /- percent --/- 528.7 million

Discount ale -/- 025 percent 1- $1 7.4 million

40 million i-$1 million

ill trairi nero at ItaSrnia

The Company assesses potential impairments of assets or asset groups

when there is evidence that events or changes st circumstances require

ccnaiyhsc of the tacoverahility
of Sri asset or asset group For purposes

ot recognition and measurement ot an impairment loss long-lived

assrot or assets shall he grouped with other assets and liabilities at the

lowest level for which identifiable cash flows are largely independent of

the cash flows of other assets and liabilities Estimates of future cash

flows used to test the recoverability of long-lived asset or asset group

shs.ll include only the future cash flows cash inflows less associated

cash outflows that ate directly associated with and that are expected to

artse as direct result of the use and eventual disposition of the asset or

asset group The tair value of these assets is based on third-party evalu

ations prices for similar assets historical data and projected cash flows

An impairment loss is recognized when the sum of the expected future

rtet cash flows is less than the carrying amount of the asset The amount

of any recognized impairment is based on the estimated fair value of the

asset subject to impairment compared to the carrying amount of such

asset The Company recorded no material impairments in 2010 2009

and 2008

Commitments and Contingencies

in tim nornial uoutse of business the Company is confronted with issues

or events that may result in contingent liability These generally relate

to lawsuits clatms made by third parties environmental actions or the

action of various regulatory agencies When appropriate management

consults with legal counaol and other appropriate experts to assess the

claim If in managements opinion the Company has incurred probable

loss as set torth by GAAP an estimate is made of the loss and the appro

priate accounting entries are reflected in the Companys Consolidated

Financial Statements

Except as otherwise disclosed in the Companys Form 10-K

mariagenient after consultation with legal counsel does not currently

anticipate that liabilities arising
out of these pending or threatened law

suits claims and contingencies will have material adverse effect on

the Companys consolidated financial position results of operations or

cash flows See Note 14 of Notes to Consolidated Financial Statements

and Item of Part in the Companys Form 10-K for discussion of the

Companys commitments and contingencies

Asset Retirement Obligations

The Company has previously recorded ARO5 that are being amortized

ovet then respective lives ranging from 20 to 99 years The Company

also has certain ARO5 that have not beert recorded because the Company

deterniined that these assets primarily
related to Enogexs processing

plants arid compiession sites and OGEs power plant sites have

ndeftnile lives

Hedging Policies

Pie Company engages in cash tloe hedge nrc eactints no manage

commodity risk The Company may hedge its forward exposi ire to roan-

age the irmipact
of changes in commodity prices Hodges oh anticipated

trartsacttoris are documented as cash flow hedges and are executed

based upon msnagemertt--established price targets DLiring 2008 2009

and 2010 Enogex applied hedge accounting to account for hedges of

certain natural gas inventories contractual long/short positions natural

gas purchases and sales and keep-whole natural gas and NGLs hedges

Maturities of Enogexs cash flow hedging activity at December 31 2010

occur during 2011 Hedges are evaluated prior
to execution with respect

to the impact on the volatility of forecasted earnings and are evaluated

at least quarterly after execution for the impact on earnings

From time to time OGE and Eriogex may engage in cash tow and

fair value hedge transactions to modify the interest rate exposure and

not to modify the overall leverage of the debt portfolio

Electric Utility Segment

Regulatory Assets and Liabilities

OGE as regulated utility
is subject to accounting principles for

certain types of rate-regulated activities which provide tf tat certain actual

or anticipated costs that would otherwise be charged to expense can

be deferred as regulatory assets based on the expected recovery from

customers in future rates Likewise certain actual or anticipated credits

that would otherwise reduce expense can be deferred as regulatory

liabilities based on the expected flowback to customers in future rates

Managements expected recovery of delermed costs and flowback of

deferred credits generally results from specific decisions by regulators

granting such ratemakirig treatrrient

OGE records certain actual or anticipated costs arid obligations as

regulatory assets or liabilities it it is probable based on regulatory orders

or other available evidence that the cost or obligation will be included

in amounts allowable for recovery or refund in future rates The benefit

obligations regulatory asset is comprised of items which are probable

of future recovery that have not yet been recognized as component

of net periodic benefit cost including net loss prior service cost and

net transition obligation
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Unbilled Revenues

OGE reads its customers meters and sends bills to its customers

throughout each month As result there is significant amount of

customers electricity consumption that has not been billed at the end of

each month Unbiiled revenue is presented in Accrued Unbilled Revenues

on the Consolidated Balance Sheets and in Operating Revenues on the

Consolidated Statements of Income based on estimates of usage and

prices during the period At December 31 2010 if the estimated usage or

price used in the unbilled revenue calculation were to increase or decrease

by one percent this would cause change in the unbilled revenues recog

nized of $0.4 million At December31 2010 and 2009 Accrued Unbilled

Revenues were $56.8 million and $57.2 million respectively The estimates

that management uses in this calculation could vary from the actual

amounts to be paid by customers

Allowance for Uncollectible Accounts Receivable

Customer balances are generally written off if not collected within

six months after the final billing date The allowance for uncollectible

accounts receivable is calculated by multiplying the last six months of

electric revenue by the provision rate The provision rate is based on

12-month historical average of actual balances written off To the extent

the historical collection rates are not representative of future collections

there could be an effect on the amount of uncollectible expense recog

nized Beginning in August 2009 and going forward there was change

in the provision calculation as result of the Oklahoma rate case whereby

the portion of the uncollectible provision related to fuel will be recovered

through the fuel adjustment clause At December31 2010 if the provi

sion rate were to increase or decrease by 10 percent this would cause

change in the uncollectible expense recognized of $0.2 million The

allowance for uncollectible accounts receivable is reduction to Accounts

Receivable on the Consolidated Balance Sheets and is included in Other

Operation and Maintenance Expense on the Consolidated Statements

of Income The allowance for uncollectible accounts receivable was

$1.6 million and $1.7 million at December31 2010 and 2009 respectively

Natural Gas Transportation and Storage Gathering

and Processing and Marketing Segments

Operating Revenues

Operating revenues for gathering processing transportation storage

and marketing services for Enogex are recorded each month based on

the current months estimated volumes contracted prices considering

current commodity prices historical seasonal fluctuations and any

known adjustments The estimates are reversed in the following month

and customers are billed on actual volumes and contracted prices Gas

sales are calculated on current-month nominations and contracted prices

Operating revenues associated with the production of NGLs are estimated

based on current-month estimated production and contracted prices

These amounts are reversed in the following month and the customers

are billed on actual production and contracted prices Estimated operat

ing revenues are reflected in Accounts Receivable on the Consolidated

Balance Sheets and in Operating Revenues on the Consolidated

Statements of Income

Enogex recognizes revenue from natural gas gathering processing

transportation storage and marketing services to third parties as services

are provided Revenue associated with NGLs is recognized when the

production is sold

The Company records deferred revenue wnen it receives consideration

from third party before achieving certain criteria that must be met for

revenue to be recognized in accordance with GAAP

Enogex through OER engages in energy marketing trading risk

management and hedging activities related to the purchase and sale of

natural gas as well as hedging activity related to the sale of natural gas

and NGL5 on behalf of the Company Contracts utilized in these activities

generally include purchases and sales for physical delivery of natural

gas over-the-counter forward swap and option contracts and exchange

traded futures and options OERs transactions that qualify as derivatives

are reflected at fair value with the resulting unrealized gains and losses

recorded as Price Risk Management PRM Assets or Liabilities in the

Consolidated Balance Sheets classified as current or long-term based

on their anticipated settlement or against the brokerage deposits in Other

Current Assets The offsetting unrealized gains and losses from changes

in the market value of open contracts are included in Operating Revenues

in the Consolidated Statements of Income or in Other Comprehensive

Income for derivatives designated and qualifying as cash flow hedges

Contracts resulting in delivery of commodity are included as sales

or purchases in the Consolidated Statements of Income as Operating

Revenues or Cost of Goods Sold depending on whether the contract

relates to the sale or purchase of the commodity

Natural Gas Purchases

Estimates for gas purchases are based on estimated volumes and

contracted purchase prices Estimated gas purchases are included in

Accounts Payable on the Consolidated Balance Sheets and in Cost of

Goods Sold on the Consolidated Statements of Income

Purchase and Sale Contracts

OER utilizes energy purchases and sales for physical delivery of natural

gas and financial instruments including over-the-counter forward swap

and option contracts and exchange traded futures and options The

majority of these activities qualify as derivatives and are recorded at fair

market value OERs portfolio is marked to estimated fair market value

on daily
basis When available actual market prices are utilized in

determining the value of natural gas and related derivative commodity

instruments For longer-term positions which are limited to maximum

of 60 months and certain short-term positions for which market prices

are not available models based on forward price curves are utilized

These models incorporate estimates and assumptions as to variety of

factors such as pricing relationships between various energy commodi

ties and geographic location Actual experience can vary significantly

from these estimates and assumptions
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In nearly all cases independent market prices are obtained and

compared to the values used in determining the fair value and an over

sight group outside of the marketing organization monitors all modeling

methodologies and assumptions The recorded value of the energy

contracts may change significantly in the future as the market price for

the commodity changes but the value ot transactions not designated

as cash flow hedges is subject to mark-to market risk loss limitations

provided under the Companys risk policies Management utilizes models

to estimate the fair value of the Companys energy contracts including

derivatives that do not haJe an independent market price At December 31

2010 unrealized mark-to-market qairis were $09 million none of which

were calculated Litilizing models At December 31 2010 price movement

of one percent for prices verified by independent parties would result in

unrealized mark-to-market gains or losses of less than $0.1 million and

price movement of five percent on model-based prices would result

in Linrealized mark-to-market gains or losses of less than $0.1 million

Natural Gas Inventory

Natural gas inventory is held by Enogex through its transportation and

storage business to provide operational support for its pipeline deliveries

and through its marketing business to manage its leased storage capacity

In an effort to mitigate market price exposures Enogex may enter into

contracts or hedging instruments to protect the cash flows associated

with its inventory All natural gas inventory held by Enogex is valued using

moving average cost and is recorded at the lower of cost or market

Enogexs transportation and storage business maintains natural gas

inventory As part of its recurring marketing activity OER injects and

withdraws natural gas into and out of inventory under the terms of its

storage capacity contracts During 2010 2009 and 2008 Enogex recorded

write-downs to market value related to natural gas storage inventory of

$0.3 million $6.1 million and $6.9 million respectively The amount of

Enogexs natural gas inventory was $23.9 million and $1 7.5 million at

December 31 2010 and 2009 respectively The cost of gas associated

with sales of natural gas storage inventory is presented in Cost of Goods

Sold on the Consolidated Statements of Income

Allowance for Uncollectible Accounts Receivable

The allowance for uncollectible accounts receivable is calculated based

on outstanding accounts receivable balances over 180 days old In addi

tion other outstanding accounts receivable balances less than 180 days

old are reserved on case-by-case basis when Enogex believes the

collection of
specific amounts owed is unlikely to occur The allowance for

uncollectible accounts receivable is reduction to Accounts Receivable

on the Consolidated Balance Sheets and is included in Other Operation

and Maintenance Expense on the Consolidated Statements of Income

The aggregate allowance for uncollectible accounts receivable for the

transportation and storage gathering and processing and marketing

segments was $0.3 million and $0.7 million at December31 2010 and

2009 respectively

Accounting Pronouncement

See Notes to Consolidated Financial Statements for discussion of an

accounting pronouncement that is applicable to the Company

Commitments and Contingencies

Except as disclosed otherwise in the Companys Form 10-K management

after consultation with legal counsel does not currently anticipate that

liabilities arising out of these pending or threatened lawsuits claims

and contingencies will have material adverse effect on the Companys

corrsolidated financial position results of operations or cash flows Dee

Note 14 of Notes to Consolidated Financial Statements and bern ot

Part irr the Companys Form 10-1 for discussion of the Companys

commitments and contingencies

Environmental Laws and RaguIations

The activities of OGE and Enogex are subject to stringent and complex

Federal state and local laws and regulations governing environmental

protection including the discharge of materials info the environment

These laws and regulations can restrict or impact OGEs and Enogexs

business activities in many ways such as restricting the way it can handle

or dispose of their wastes requiring remedial action to mitigate pollution

conditions that may be caused by their operations or that are attributable

to former operators regulating future construction activities to mitigate

harm to threatened or endangered species and requiring the installation

and operation of pollution control equipment Failure to comply with these

laws and regulations may result in the assessment of administrative civil

and criminal penalties the imposition of remedial requirements and the

issuance of orders enjoining future operations

Environmental regulation can increase the cost of planning

design initial installation and operation of OGEs or Enogexs facilities

Historically
OGEs and Enogexs total expenditures for environmental

control facilities and for remediation have not been significant
in relation

to its consolidated financial position or results of operations The Company

believes however that it is reasonably likely that the trend in environ

mental legislation and regulations will continue towards more restrictive

standards Compliance with these standards is expected to increase

the cost of conducting business

Of the Companys capital expenditures budgeted for 2011 and 2012

$9.1 million and $6.9 million respectively are to comply with environ

mental laws and regulations The Companys management believes that

all of its operations are in substantial compliance with current Federal

state and local environmental standards It is estimated that the Companys

total expenditures for capital operating maintenance and other costs

associated with environmental quality will be $35.6 million during 2011

as compared to $27.8 million in 2010 Management continues to evalu

ate its compliance with existing and proposed environmental legislation

and regulations and implement appropriate environmental programs

in competitive market

42 OGE Energy corp



Air

Federal Clean Air Act Overview

OGEs and Enogexs operations are subject to the Federal Clean Air

Act as amended and comparable state laws and regulations These

laws and regulations regulate emissions of air pollutants from various

industrial sources including electric generating units natural gas

processing plants and compressor stations and also impose various

monitoring and reporting requirements Such laws and regulations may

require that OGE and Enogex obtain pre-approval for the construction

or modification of certain projects or facilities expected to produce air

emissions or result in the increase of existing air emissions obtain and

strictly comply with air permits containing various emissions and opera

tional limitations or install emission control equipment OGE and Enogex

likely
will be required to incur certain capital expenditures in the future for

air pollution
control equipment and technology in connection with obtain

ing and maintaining operating permits and approvals for air emissions

Hazardous Air Pollutants Emission Standards

On March 15 2005 the EPA issued the Clean Air Mercury Rule to limit

mercury emissions from coal-fired boilers On February 2008 the U.S

Court of Appeals for the D.C Circuit Court vacated the rule In January

2010 the EPA issued an information collection request to survey power

plant operators about their emissions of mercury and other hazardous air

pollutants The EPA has announced plans to promulgate new hazardous

air pollutants emission limitations for coal-fired and oil-fired power plants

by November 2011 Any costs associated with future regulation of mer

cury or other hazardous air pollutants are uncertain at this time

On March 2009 the EPA initiated rulemaking concerning new

hazardous air pollutant emission standards for existing reciprocating

internal combustion engines On March 2010 the EPA published final

rules on portion of its original proposed rule and established hazardous

air pollutant emission standards for three types of compression ignition

reciprocating internal combustion engines These amendments were

effective May 2010 The remaining provisions of the proposed rule

were effective October 19 2010 The current compliance deadline is

three years from their respective effective dates These regulatory actions

are expected to have
significant impact on the Company however the

precise costs the Company will incur to comply with these remaining

proposed regulations including the testing and modification of the spark

engines are uncertain at this time

Regional Haze Control Measures

On June 15 2005 the EPA issued final amendments to its 1999 regional

haze rule These regulations are intended to protect visibility in certain

national parks and wilderness areas throughout the United States In

Oklahoma the Wichita Mountains are the only area covered under the

regulation However Oklahomas impact on parks in other states must

also be evaluated Sulfates and nitrate aerosols can lead to the degra

dation of visibility

As required by the Federal regional
haze rule the State of Oklahoma

evaluated the installation of BART to reduce emissions that cause or

contribute to regional haze from certain sources within the state that

were built between 1962 and 1977 Certain of OGEs units at the

Horseshoe Lake Seminole Muskogee and Sooner generating stations

were evaluated for BART On February 18 2010 Oklahoma submitted

its state implementation plan SIP to the EPA which set forth the

states plan for compliance with the Federal regional haze rule The SIP

is subject to the EPAs review and approval If the EPA does not approve

Oklahomas SIP the EPA can issue Federal implementation plan

The Oklahoma SIP included waiver from BART requirements for

all eligible units at the Horseshoe Lake generating station based on air

modeling that showed no significant impact on visibility in nearby national

parks and wilderness areas The SIP also included requirements for

reducing emissions of NOX and sulfur dioxide S02 from OGEs

seven BART-eligible units at the Seminole Muskogee and Sooner gener

ating
stations The SIP concluded that BART for reducing NOX emissions

at all of the subject units should be the installation of low NOX burners

overfire air and flue gas recirculation was also required on two of the

units and set forth associated NOX emission rates and limits OGE

preliminarily
estimates that the total cost of installing and operating

these NOX controls on all covered units based on recent industry experi

ence and past projects will be between $70 million and $130 million

With respect to S02 emissions the SIP included an agreement

between the Oklahoma Department of Environmental Quality and OGE

that established BART for S02 control at four coal-fired units located at

OGEs Sooner and Muskogee generating stations as the continued use

of low sulfur coal along with associated emission rates and limits The

SIP specifically rejected the installation and operation of dry flue gas

desulfurization units with Spray Dryer Absorber Dry Scrubbors as

BART for SO2 control from these units because the state determined

that Dry Scrubbers were not cost effective on these units An alternative

obligation was also included in the agreement that would apply in the

event that the EPA does not approve Oklahomas SIP Under the alterna

tive obligation OGE would have two options for reducing S02 emission

rates from subject units First OGE could choose to meet the SO2

emissions limits associated with Dry Scrubbers by January 2018

Second OGE could implement fuel switching alternative whereby

OGE would have to achieve combined annual SO2 emission limit

by December31 2026 that is equivalent to the SO2 emission limits

associated with installing and operating Dry Scrubbers on two of the

BART-eligible coal-fired units and ii being at or below the SO2 emis

sions that would result from switching the other two coal-fired units

to natural gas If the EPA approves Oklahomas SIP implementation of

the BART requirements set forth in the SIP would be required within

five years of approval
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The prospect for the EPA approval of Oklahomas SIP are uncertain

The EPA is expected to propose its action during the first quarter of 2011

lhe EPA has indicated that it may issue Federal implementation plan

requiring that OGE install and operate Dry Scrubbers to control S02

emissions from the four coal-fired generating units at OGEs Muskogoe

and Sooner generating slations OGE estimates that
installing Dry

f-cribhers on these units would cost Ihe Company more than $1.0 bil

lion The EPAs proposal will be subject to the normal administrative

process that includes public notice and comment and the
availability

of ndicial review

l.Jntil the EPA fskes final action on the Oklahoma 511 the total cost

Hi compliance including capital experirlitures cannul ha estni ated by

OGE with reasonable degree of certainty OGE expects that any

necessary expenditures for the installation of emission control equipment

will qualify as part of pre-approval plan to handle state and
federally

mandated environmental upgrades which will be recoverable in Oklahoma

from OGEs retail customers under House Bill 1910 which was enacted

info law in May 2005

Acid Rain and Sulfur Dioxide Air Duality Standards

The Federal Clean Air Act includes an acid rain program to reduce 502

emissions Reductions were obtained through program of emission

release allowances issued by the EPA to power plants covered by the

acid rain program Each allowance permits one ton of S02 to be released

from the chimney Plants may only release as much S02 as they have

allowances Allowances may be banked and traded or sold nationwide

Beginning in 2000 OGE became subject to more stringent 502 emis

sion requirements in Phase II of the acid rain program These lower limits

had no significant financial impact due to OGEs earlier decision to

burn low sulfur coal In 2010 OGEs S02 emissions were below the

allowable limits

On June 2010 the EPA released its final rule strengthening its

National Ambient Air Quality Standards NMQS for S02 The final rule

revokes the existing 24-hour and annual standards and establishes

new lower one-hour standard at level of 75 parts per billion The EPA

intends to complete attainment designations within two years of promulga

tion of the revised S02 standard which is expected by June 2012 States

with areas designated nonattainment in 2012 would need to submit SIP

to the EPA by early 2014 outlining actions that those states will take to

meet the EPAs revised standards on or before August2017 Ihe Company

will continue to monitor the EPAs attainment designation activities

Nitrogen Oxides Air Quality Standards

On January 25 2010 the EPA released rule strengthening the NAAQS

for oxides of nitrogen as measured by nitrogen dioxide which is effective

March 26 2011 The rule establishes new one-hour standard and

monitoring requirements as well as an approach for implementing the

new standard Oklahoma is
currently

in attainment with the new standard

arrd it is anticipated that Oklahoma will be designated unclassifiable

in 2012 because the new monitoring requirements will not yet be fLilly

implemented After the new monitoring network is deployed arid has

collected three years of air quality data the EPA will re-designate areas

in 2016 or 2017 based on the new data It is currently anticipated that

Oklahoma will he designated attainment at that lime

With respect to the NOX moqulations of the acid rati prograni OGE
committed to meeting 0.45 lbs/MMBtu NOX emission level in 1997 on

all coal-tired boilers As result OGE was eligihle to exercise its option

extend tire effecilve hate of the lower ammsron reqnremants iron_i

year 2000 until 2008 The regulations required thaI OGE achieve NOX

emissiol level oi 0.40 lbs/MMBtu for these boilers whicl began irr 2008

OGEs average NOX emissions from it coal-fired boilers for 2010 were

0.336 lbs/MMBtu

Particulate Matter Air Quality Standards

On September 21 2006 the EPA lowered the 24-hour fine particulate

NAAQS while retaining the annual NAAQS at its existing level and

promulgated new standard for inhalable coarse parliculates Based

on past monitoring data it appears that Oklahoma may be able to

remain in attainment with these standards However if parts of Oklahoma

do become non-attainment reductions in emissions from OGEs
coal-fired boilers could be required which may result in significant

capital and operating expenditures

Ozone Air Quality Standards

Currently the EPA has designated Oklahoma in attainment with the

NAAQS for ozone of 0.08 parts per million in March 2008 the EPA

lowered the ambient primary and secondary standards to 0.075 parts

per million Oklahoma had until March 2009 to designate any areas of

non-attainment within the state based on ozone levels in 2006 through

2008 Before the designations were complete the EPA announced that

it would reconsider the 2008 national primary and secondary ozone

standards to ensure they are scientifically
sound and protective of

human health The EPA also proposed to keep the 2008 standards

unchanged for the purpose of attainment and non-attainment area

designations and extended the deadline for promulgating initial area

designations for the NAAQS to March 12 2011

On January 2010 the EPA announced proposal to set the

primary standard for ozone at level between 0.06 and 0.07 parts

per million measured over eight hours The EPA is also proposing to sel

separate secondary standard to protect the environment especially

plants and trees The EPA has indicated that it expects to issue final

standard by July 2011 In the proposed rule the EPA set forth an accel

erated schedule for implementing revised ozone NAAQS that could

inmpose compliance deadlines ranging from 2014 to 2031 The Company

cannot predict the final outcome of this proposed revision to the ozorre

NAAQS or its affect on OGEs or Enogexs operations
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Climate Change and Greenhouse Gas Emissions

Emissions of greenhouse gases including carbon dioxide sulfur

hexafluoride and methane may be contributing to warming of the Earths

atmosphere There are various international agreements that restrict

greenhouse gas emissions but none of them have Dinding effect on

sources located in the United States The U.S Congress has not passed

legislation to reduce emissions of greenhouse gases and the future

prospects for any such
legislation are uncertain Several states have

passed laws adopted regulations or undertaken regulatory initiatives

to reduce the emission of greenhouse gases primarily through the

planned development of greenhouse gas emission inventories and/or

regional greenhouse gas cap and trade programs Oklahoma Arkansas

and Texas are not among them

In the absence of Federal legislation the EPA is taking steps to

regulate greenhouse gas emissions from stationary sources using

existing legal authority On September 22 2009 the EPA announced

the adoption of the first comprehensive national system for reporting

emissions of carbon dioxide and other greenhouse gases produced by

major sources in the United States The reporting requirements apply

to large direct emitters of greenhouse gases with emissions equal to or

greater than threshold of 25000 metric tons per year which includes

certain OGE and Enogex facilities The rule requires the collection of

data beginning on January 2010 with the first annual reports due to

the EPA on March 31 2011 For petroleum and natural gas facilities

data collection begins on January 2011 with the first annual report

due on March 31 2012 OGE already reports quarterly its carbon diox

ide emissions from generating units subject to the Federal Acid Rain

Program and is continuing to evaluate various options for reducing

avoiding offsetting or sequestering its carbon dioxide emissions

On June 2010 the EPA issued final rule that makes certain

sources subject to permitting requirements for greenhouse gas emissions

The permitting requirements will become effective in 2011 Significant new

sources and existing sources undergoing significant modifications may

have to install and operate best available control technology to control

greenhouse gas emissions Also in December 2010 the EPA entered

into an agreement to settle litigation brought by states and environmen

tal groups whereby the EPA agreed to issue New Source Pertormance

Standards for greenhouse gas emissions from certain new and modified

electric generating units and emissions guidelines for existing units over

the next two years Pursuant to this settlement agreement the EPA agreed

to issue proposed rules by July 2011 and final rules by May 2012

Another impetus for addressing climate change is litigation relating

to greenhouse gas emissions and pressure for greenhouse gas emission

reductions from investor organizations and the international community

In at least three Federal court cases nuisance-type claims have been

asserted against emitters of carbon dioxide including several utility

companies alleging that sLich emissions contribute to global warming

The Supreme Court has agreed to hear one of these cases Although

the Company is not defendant in any of these proceedings additional

litigation in Federal and state courts over these issues is possible

OGE is continuing to evaluate various options for reducing avoiding

offsetting or sequestering its carbon dioxide emissions OGE is partner

in the EPA Sulfur Hexafluoride Voluntary Reduction Program and Enogex

is partner in the EPA Natural Gas STAR Program voluntary program

to reduce methane emissions

If legislation or regulations are passed at the Federal or state levels

in the future requiring mandatory reductions of carbon dioxide and other

greenhouse gases on facilities to address climate change this could

result in significant additional compliance costs that woLild affect the

Companys future consolidated financial position results of operations

and cash flows if such costs are not recovered through regulated rates

Interstate Transport

On April 25 2005 the EPA published finding that all 50 states failed

to submit the interstate pollution transport plans required by the Federal

Clean Air Act as result of the adoption of the revised ambient ozone and

fine particle NAAQS Oklahoma submitted demonstration to the EPA

that the state does not affect air quality in downwind states Air quality

modeling conducted by the EPA indicated that the states demonstration

was not sufficient for NOX emissions On July 2010 the EPA proposed

rule that would require thirty one states and the District of Columbia

to reduce power plant emissions that contribute to ozone and fine par

ticulate pollution in neighboring states Pursuant to this proposed rule

Oklahoma is required to reduce NOX emissions from sources within

the state during ozone season May through September The EPA is

currently considering alternative approaches for achieving the reduc

tions set forth in the proposed rule including methods on how to

allocate emissions allowances The Company commented on the pro

posed rule and is monitoring its status Until final rules are issued the

impact of these proposals on the Company cannot he determined

Endangered Species

Certain federal laws including the Bald and Golden Eagle Protection

Act the Migratory Bird Treaty Act and the Endangered Species Act pro

vide special protection to certain designated species These laws and

any state equivalents provide for significant civil and criminal penalties

for unpermitted activities that result in harm to or harassment of certain

protected animals and plants including damage to their habitats If such

species are located in an area in which the Company conducts opera

tions or if additional species in those areas such as the lesser prairie

chicken become subject to protection the Companys operations and

development projects particularly transmission projects wind projects

or pipeline operations could be restricted or delayed or the Company

could be required to implement expensive mitigation measures

For additional information regarding contingencies relating to

environmental laws and regulations see Note 14 of Notes to Consolidated

Financial Statements
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QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

Market risks are in most cases risks that are actively traded in

marketplace and have been well studied in regards to quantification

Market risks include but are not limited to changes in interest rates

and commodity prices The Companys exposure to changes in interest

rates relates primarily to short-term variable-rate debt and commercial

paper The Company is exposed to commodity prices in its operatiuris

Risk Committee and Oversight

Management monitors market risks using risk committee structure

The Companys Risk Oversight Committee which consists primarily

of corporate officers is responsible for the overall development imple

mentation and enforcement of strategies and policies for all market risk

management activities of the Company This committees emphasis is

holistic perspective of risk measurement and policies targeting the

Companys overall tinancial performance Risk Oversight Committee

is authorized by arid reports quarterly to the Audit Committee of the

Companys Board ot Directors

The Unregulated Business Unit Risk Management Committee is

comprised primarily of business unit leaders within Enogex This com

mittees purpose is to develop and maintain risk policies for Enogex

to provide oversight and guidance for existing and prospective Enogex

business activities and to provide governance regarding compliance

with Enogex risk policies This group is authorized by and reports to

the Risk Oversight Committee

The Company also has Corporate Risk Management Department

led by the Companys Chief Risk Officer This group in conjunction with

the aforementioned committees is responsible for establishing and

enforcing the Companys risk policies

Risk Policies

Management utilizes risk
policies to control the amount of market risk

exposure These
policies are designed to provide the Audit Committee

01 the Companys Board of Directors and senior executives of the

Company with confidence that the risks taken on by the Companys

business activities are in accordance with their expectations for financial

returns and that the approved policies and controls related to market

risk management are being followed Some of the measures in these

policies
include value-at-risk VaR limits position limits tenor limits

and stop loss limits

Interest Rate Risk

The Companys exposure to changes in interest rates primarily relates

to short-term variable-rate debt and commercial paper The Company

manages its interest rate exposure by monitoring and limiting the effects

of market changes in interest rates The Company utilizes interest rate

derivatives to alter interest rate exposure in an attempt to reduce the

effects of these changes Interest rate derivatives are used solely to

modify interest rate exposure and not to modify the overall leverage of

the debt portfolio

The fair value of the Companys long-term debt is based on quoted

market prices and estimates of current rates available for similar issues

with similar maturities The following table shows the Companys long-

term debt maturities and the weighted-average interest rates by

maturity date

12/31/10

Total Fair ValueDollars in muons yearended December31 2011 2012 2013 2014 20l5 Thereafter

Principal amount $- $300.0 $1910.0 $2210.0 $2418.6

Weighted-average interest rate 6.25% 6.48% 6.44%

Variablerate debtle

Principal amount 25.0 135.4 160.4 160.4

Weighted-average interest rate 0.57% 0.49% 0.50%

IA Prior to or when these debt obligations nature the Company may refinance all era p00105 of ouch debt at then-existing martial eiterest rates which maybe more or less than the interest rates

on the maturing debt

151 hypothetical change sf100 basis points in the underlying variable interest rate incurred by the Company would change interest expense by $t.6 million annually
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Commodity Price Risk

The market risks inherent in the Companys commodity price sensitive

instruments positions and anticipated commodity transactions are the

potential losses in value
arising

from adverse changes in the commodity

prices to which the Company is exposed These risks can be classified

as trading which includes transactions that are entered into
voluntarily

to capture subsequent changes in commodity prices or non-trading

which includes the exposure some of the Companys assets have to

commodity prices

Trading activities are conducted throughout the year subject to

$2.5 million
daily and monthly stop loss limits set by the Risk Oversight

Committee The loss exposure from trading activities is measured prima

rily using VaR which estimates the potential losses the trading activities

could incur over specified time horizon and confidence level Currently

the Company utilizes the variance/co-variance method for calculating

VaR assuming 95 percent confidence level The VaR limit set by the

Risk Oversight Committee for the Companys trading activities is currently

$1.5 million These limits are designed to mitigate the possibility of

trading activities having material adverse effect on the Companys

operating income

sensitivity analysis has been prepared to estimate the Companys

exposure to commodity price risk created by trading activities The

value of trading positions is summation of the fair values calculated

for each net commodity position based upon quoted market prices

Commodity price risk is estimated as the potential loss in fair value

resulting from hypothetical 20 percent adverse change in quoted market

prices The result of this analysis which may differ from actual results

reflects net commodity price risk to be $0.1 million at December 31

2010 This amount represents the Companys exposure net of the

ArcLight groups proportional share

Commodity price risk is present in the Companys non-trading

activities because changes in the prices of natural gas NGL5 and

NGLs processing spreads have direct effect on the compensation the

Company receives for operating some of its assets These prices are

subject to fiuctuationa resulting from changes ri supply and demand

To
partially

reduce non-trading commodity price risk the Company

utilizes risk mitigation tools such as default processing fees and ethane

rejection capabilities
to protect its downside exposure while maintaining

its upside potential Additionally the Company hedges through the uti

lization of derivatives and other forward transactions the effects these

market fluctuations have on the Companys operating income Because

the commodities covered by these hedges are substantially the same

commodities that the Company buys and sells in the physical market no

special studies other than monitoring the degree of correlation between

the derivative and cash markets are deemed necessary

sensitivity analysis has been prepared to estimate the Companys

exposure to the commodity price risk of the Companys non-trading

activities The Companys daily net commodity position consists of

natural gas inventories commodity purchase and sales contracts finan

cial and commodity derivative instruments and anticipated natural gas

processing spreads and fuel recoveries Quoted market prices are not

available for all of the Companys non-trading positions therefore the

value of non-trading positions is summation of the forecasted values

calculated for each commodity based upon internally generated forward

price curves Market risk is estimated as the potential loss in fair value

resulting from hypothetical 20 percent adverse change in such prices

over the next 12 rrmonths The result of this analysis which may differ

from actual results reflects net commodity price risk to be $29.7 million

at December 31 2010 This amount represents the Companys expo

sure net of the ArcLight groups proportional share
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COSOe.kt i-.L3 iet r6nn 31/ti

In miltoes except per share data yeai ended December 31 2010 2009 05

Operating revenues

Electric Utility operating revenues $2109.9 $1751.2 $1 959.5

l\IatuH Gas Midstream Operations operating reenues 1607.0 1118.5 2.111

Total operating revenues 3716.9 2869.7 2070.7

Cost of goods sold exclusive of depreciation and amortization shown below

Electric Utility cost of goods sold 9526 748./ 1061.2

Natural Gas Midstream Opcradons cost ot goods sold 1234.8 809.0 756.6

Total cost of goods sold 2187.4 557 2818

tiioss margin on revenues 1529.5 1312.0 252.7

toi.SiISti rpoi.om

lthcr oporal2nurtd ainlona 549.8 fib

Ltcprac and untnriiza0om 292 2hm

axes of her than income 93A 87.6 BOo

Total
operating_expenses

935.6 820 /906

Operating income 593.9 491 462.1

Other income expense

Interest income 1.4 67

Allowance for equity Nods used during construction 1t4 15.1

Other income 137 27.5 15.4

Other expense l79 16.3 25.6

Net other income expense 7.2 27.7 3.5

rterest expense

Interest on long term debt 1.39.3 137.3 103.0

Allowance for borrowed funds used during construction 55 8.3 4.0

Interest on short-term debt and other interest charges 5.9 8.4 21.0

biterest expense ___________________ 139.7 137.4 120.0

Income before taxes 461.4 382.2 338.6

Income tax expense
_______________ _____________

161.0
19_1.1 .1912

Net income 300.4 261.1 237.4

Less net income attributable to noncontrolling interest 5.1 2.8 6.0

Net income attributable to OGE Energy 295.3 258.3 $231.4

Basic average common shares outstanding
97.3 96.2 92.4

Diluted average common shares oLltstanding
98.9 97.2 92.8

Basic earnings per average common share attributable to OGE Energy common shareholders 3.03 2.68 2.50

Diluted earnings per avei age common share attributable to OGE Energy common shareholders 2.99 2.66 2.49

Dividends declared per common share t4625 1.4275 1.3975

The accompanying Notes to Consohdated Ftnancat Statements are an mtegrat part hereof
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CONSOLIDATED STATEMENTS OF CASH FLOWS

2010

300.4

292.4

IAC

11.4

7.4

0.7

39

8.5

24.1

12.4

6.3

37.0

11.9

0.4

153.0

45.2

0.7

0.7

5.9

59.2

5.3

157.6

2009

265.7

15.1

4.1

3.3

27.8

88.7

20.2

17.5

3.5

37.7

3.3

10.2

157.7

36.1

3.0

23.7

1.4

17.2

12.9

178.9

217.9

9.2

4.3

1.9

25.9

126.9

13.0

21.9

7.8

0.8

46.3

1.3

15.2

0.5

3.3

2.2

119.6

13.8

4.4

2008

$261.1 237.4

In millions year ended December 31

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash provided from operating activities

Depreciation and amortization

Dcfcrrcd incomo taxca and invcstmcnt tax crcdits act

Allowance for equity funds used during construction

Write-down of regulatory assets

Stock-based compensation expense

Excess tax benefit on stock-based compensation

Price risk management assets

Price risk management liabilities

Regulatory assets

Regulatory liabilities

Other assets

Other liabilities

Change in certain current assets and liabilities

Accounts receivable net

Accrued unbilled revenues

Income taxes receivable

Fuel materials and supplies inventories

Gas imbalance assets

Fuel clause under recoveries

Other current assets

Accounts payable

Gas imbalance liabilities

Fuel clause over recoveries

Other current liabilities

Net cash provided fro rn operating activities

Cash flows from investing activities

Capital expenditures less allowance for equity funds used during construction

Construction reimbursement

Other investing activities

Net cash used in investing activities

Cash flows from financing activities

Proceeds from long-term debt

Contributions from noncontrolling interest partner

Proceeds from line of credit

Issuance of common stock

Excess tax benefit on stock-based compensation

Distributions to noncontrolling interest partner

Decrease increase in short-term debt

Repayment of line of credit

Dividends paid on common stock

Retirement of long-term debt

Net cash provided from financing activities

Net decrease increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

44.1 4.8 21.2

782.5 654.5 625.0

851.7 847.8 1184.5

3.3 38.8

2.3 0.5 0.4

846.1 808.5 1184.1

246.2 444.8 743.0

183.2 0.5

115.0 80.0 145.0

16.9 79.6 36.4

0.7 3.3 1.9

4.0

30.0 123.0 2.2

90.0 200.0 25.0

141.0 136.2 128.2

289.2 110.8 51.1

7.8 37.7 724.7

55.8 116.3 165.6

58.1 174.4 8.8

2.3 58.1 174A

The accompanying Notes to consolidated Financial Statements are an ntegrat pad hereof
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5CC

ir rd one December 31

Assets

Current assets

Cash and cash equivalents

Accounts receivable less reserve of $1.9 and $2.4 respectively

Accrued unbilled revenues

Income taxes receivable

Fuel inventories

Materials and supplies at average cost

Price risk management

Gas imbalances

Deferred income taxes

Fuel clause under recoveries

Other

Total current assets

Other property and investments at cost 44.9 43.7

Property plant and equipment

In service

Construction work in progress ___________

Total property plant and equipment

Less accumulated depreciation _________

Net property plant and equipment ___________

Deferred charges and other assets

Regulatory assets

Price risk management

Other

2010 2009

2.3 58.1

277.9 291.4

56.8 57.2

4.7 157.7

158.8 118.5

83.3 78.1

1.4 1.8

2.5 3.2

18.7

1.0 0.3

24.7

632.1

197

826.1

9188.0

460.0

9648.0

3183.6

6464.4

489.4

0.8

8617.8

335.4

8953.2

3041.6

5911.6

448.9

4.3

32.1

485.3

375

Total deferred charges and other assets 527.7

Total assets $7669.1 $7266.7

The accompanying Notes to Consolidated Financial Staiements are an integral part hereof
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lie millions December 31

Liabilities and stockholders equity

Current liabilities

Short-term debt

Long-term debt due within one year

Accounts payable

Dividends payable

Customer deposits

Accrued taxes

Accrued interest

Accrued compensation

Price risk management

Gas imbalances

Fuel clause over recoveries

Other

145.0 175.0

289.2

OLI
36.6 35.1

67.0 85.6

39.3 37.0

53.1 60.6

43.3 50.1

16.8 14.2

6.7 12.0

187.5

32.4

1275.7

2010 2009

Total current habilities

29.9

55.1

814.5

Long-term debt
2362.9 2088.9

Deferred credits and other liabilities

Accrued benefit obligations 372.4 369.3

Deferred income taxes 1434.8 1246.6

Deferred investment tax credits 9.4 13.1

Regulatory liabilities 193.1 168.2

Price risk management 0.1

Deferred revenues 36.7

Other 45.3 44.0

Total deferred credits and other liabilities 2091.7 1841.3

Total liabilities 5269.1 5205.9

Commitments and contingencies note 14

Stockholders equity

Common stockholders equity 969.2 887.7

Retained earnings 1380.6 1227.8

Accumulated other comprehensive loss net of tax 60.2 74.7

Total ODE Energy stockholders equity 2289.6 2040.8

Noncontrolling interest 110.4 20.0

Total stockholders equity 2400.0 2060.8

Total liabilities and stockholders equity $7669.1 $7266.7

The accompanying Notes to Oonsolidated Financial Statements are an integral part hereof
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SNSl 1PAT \TMfl Or APFi

or one Dec nNer 31
2010 2009

Stockholders equity

Common stock par value $0.0i per share authorized 125.0 shares

and outstanding 97.6 arid 97.0 shares respectively
1.0 1.0

Premium err common stock 968.2 886.1

Retained earnings
1380.6 1227.8

Accumulated other comprehensivo loss not of tax 60.2

Total OGF energy slot equity 2289.6 2040

Noncontrollrng interest
110.4 20.0

Total stockholders equfty 2400.0 2060.8

Lunq3evn tleD

Senor Niutos 008 Frrergy

J1iUfo Sensor Notes Series Duo Novarrrbc 15 2014 00.0 180

Unamortized discount 03
Senior Notes OGE

.5 ih% Senior Notes Series Due January 15 2016 rO.0 iOu

6.50% Senior Notes Series Due July 15 2017 1250 125.0

6.35% Sd nor Notes Series Due September 12018 250.0 2500

8.25% Senior Notes Series Due January 15 2019 250.0 250.0

6.65% Senior Notes Series Due July 15 2027 125.0 125.0

650% Senior Notes Series Due April 15 2028 100.0 100.0

6.50% Senior Notes Series Dire August 2034 140.0 140.0

5.75% Senior Notes Series Due January 15 2036 110.0 110.0

6.45% Senior Notes Series Due February 2038 200.0 200.0

5.85% Senior Notes Series Due June 2040 250.0

Other Bonds OGE
0.30% 0.50% Garfield Industrial Authority January 2025 47.0 47.0

0.35% 0.52% Muskogee Industrial Authority January 2025 32.4 32.4

0.33% 0.55% Muskogee Industrial Authority June 2027 56.0 56.0

Unamortized discount 5.0 3.6

Enogex

8.125% Senior Notes Series Due January 15 2010 289.2

0.57% Enogex LLC Revolving Credit Agreement Due March 31 2013 25.0

6.875% Senior Notes Series Due July 15 2014 200.0 200.0

6.25% Senior Notes Series Due March 15 2020 250.0 250.0

Unamortized discount
_____________________

2.2 2.4

Total long-term debt 2362.9 2378.1

Less long-term debt due within one year
289

Total long-term debt excluding long-term debt due within one year
________ _________________

2362.9 2088.9

Total Capitalization $4762.9 $4149

The accsirrpnying Notes to Consolidated Financial Statements are air integral part hereof
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CONSOLIDATED STATEMENTS OF CHANGES STOCKHOLDERS EQUITY

Accumulated

Other

Comprehensive

Income Loss

$81 .0

Noncontrolling

Interest Total

10.7 $1691.6

Premium on Retained

lie rnNonsl Common Stock Common Stock
Earnings

Balance at December 31 2007 $0.9 $755.3 $1005.7

Comprehensive income loss

Net income 231.4 6.0 237.4

Other comprehensive income net of tax 67.3 67.3

Comprehensive_uitome 231.4 67.3 6.0 304.7

Dividends declared on common stock 129.5 129.5

Contributions from noncontrolling interest partner 0.5 0.5

Issuance of common stock 36.4 36.4

Stock-based compensation 10.3 1t13

Balance at December 31 2008 $0.9 $802.0 $1107.6 $13.7 17.2 $1914.0

Comprehensive income loss

Net income 258.3 2.8 261.1

Other comprehensive loss net of tax 61.0 61.0

Comprehensive income loss 258.3 61.0 2.8 200.1

Dividends declared on common stock 138.1 138.1

Issuance of common stock 0.1 79.5 79.6

Stock-based compensation 5.2 5.2

Balance at December 31 2009 $1.0 $886.7 $1227.8 $74.7 20.0 $2060.8

Comprehensive income

Net income 295.3 5.1 300.4

Other comprehensive income net of tax 14.5 5.8 8.7

Comprehensive income loss 295.3 14.5 0.7 309.1

Dividends declared on common stock 142.5 142.5
Issuance of common stock 17.0 17.0

Stock-based compensation 10.4 10.4

Contributions from noncontrolling interest partner 88.1 95.1 183.2

Deterred income taxes attributable to contributions

from noncontrolling interest partner 34.0 34.0

Distributions to noncontrolling interest partner 4.0 4.0

Balance at December 31 2010 $1.0 $968.2 $1380.6 $60.2 $110.4 $2400.0

The accompanying Notes to Consolidated Financial Statemests are an integral pad hereof
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CONSOLIDATED StALbMFNTS OF COMPREHENSIVE INCOME

fnmilhons
2010 200.9 2008

Net income $300.4 $261 $237.4

Other comprehensive income loss net of tax

Defined benefit pension plan and restoration of retirement income plan

Amortization of deferred net loss net of tax of $5.6 million $2.0 million

and $16.4 million respectively 8.9 3.8 25.8

Amortization of prior service cost net of tax of $0.1 million $0.1 million

and $0.2 million respectively 0.2 0.2 0.3

Defined benefit postretirement plans

Amortization of deferred net loss net of tax of $1.8 million $3.4 million

and 81 .0 million respectively 29 5.4

Amortization of deferred net transition obligation lot of Lax of 30.1 million

$0.1 million and $0.1 million respectively 0.1 0.1 0.2

Amortization of
prior

service cost net of tax of 80 million $0.1 million

and $0.1 million respectively
0.2 0.2

Deferred commodity contracts hedging gains losses net of tax nt $1.4 million

$37.9 million and $59.5 milton respectively
2.2 59.8 93.8

Deferred hedging gains on interest rate swaps net of tax of $0.2 million

$0.2 milton and $0.2 million respectively
0.2 0.3 0.2

Other
comprehensive_income loss net of tax 8.7 61.0 67.3

Total comprehensive income
__________- _______

309.1 200.1 304.7

Less Comprehensive income attributable to noncontrolling interest for sale

of equity investment

Less Comprehensive income attributable to noncontrolling interest 5.5 2.8 6.0

Total comprehensive income attributable to OGE Energy $309.8 $197.3 $298.7

The ac.ompanying Notes consolidated Financial Statemens are an integral pad hef
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summsnj of Significant Accounting Policies

Organization

The Company is an energy and energy services provider offering physical

delivery and related services for both electricity and natural gas primarily

in the south central United States The Company conducts these activities

through four business segments electric utility ii natural gas trans

portation and storage ti natural gas gathering and processing and

iv natural gas marketing All significant intercompany transactions

have been eliminated in consolidation

The electric utility segment generates transmits distributes and

sells electric energy in Oklahoma and western Arkansas Its operations

are conducted through OGE and are subject to
regulation by the 0CC

the APSC and the FERC OGE was incorporated in 1902 under the

laws of the Oklahoma
Territory

OGE is the
largest

electric
utility

in

Oklahoma and its franchised service
territory

includes the Fort Smith

Arkansas area OGE sold its retail natural gas business in 1928 and

is no longer engaged in the natural gas distribution business

Enogex is provider of integrated natural gas midstream services

Enogex is engaged in the business of gathering processing transport

ing storing and marketing natural gas Most of Enogexs natural gas

gathering processing transportation and storage assets are strategi

cally located in the Arkoma and Anadarko basins of Oklahoma and

the Texas Panhandle Enogexs operations are organized into three

business segments natural gas transportation and storage ii natural

gas gathering and processing and iii natural gas marketing Prior to

November 2010 OER whose primary operations are in natural gas

marketing was directly owned by OGE Energy On November 2010

OGE Energy distributed the equity interests in OER to Enogex LLC

Accordingly the discussion that follows includes the results of OER

in Enogexs results for all periods presented Also Enogex LLC holds

50 percent ownership interest in Atoka The Company has consoli

dated 100 percent of Atoka in its consolidated financial statements as

Enogex acts as the managing member of Atoka and has control over

the operations of Atoka Enogex LLC is Delaware single-member

limited
liability company

On October 2010 OGE Energy entered into an Investment

Agreement with the ArcLight affiliate pursuant to which the ArcLight

affiliate agreed to make an initial equity investment in Enogex Holdings

in an amount equal to $183150000 in exchange for 9.9 percent

membership interest in Enogex Holdings As result of this transaction

ArcLight acquired an indirect 9.9 percent interest in Enogex LLC and OGE

Energy retained 90.1 percent interest in Enogex LLC The Investment

Agreement provides ArcLight the opportunity to increase its ownership

interest by providing equity funding for capital expenditUres associated

with Enogexs business plan The transaction closed on November 2010

As of February 2011 the ArcLight group has 13.3 percent member

ship interest in Enogex Holdings See Note for further discussion

The Company charges operating costs to its subsidiaries based on

several factors Operating costs directly related to specific subsidiaries

are assigned to those subsidiaries Where more than one subsidiary

benefits from certain expenditures the costs are shared between those

subsidiaries receiving the benefits Operating costs incurred for the

benefit of all subsidiaries are allocated among the subsidiaries either

as overhead based primarily upon labor costs or using the Distrigas

method The Distrigas method is three-factor formula that uses an

equal weighting of payroll net operating revenues and gross property

plant and equipment The Company adopted the
Distrigas

method in

January 1996 as result of recommendation by the 0CC Staff The

Company believes this method provides reasonable basis for allocat

ing common expenses

Basis of Presentation

In the opinion of management all adjustments necessary to fairly present

the consolidated financial position of the Company at December 31 2010

and 2009 the results of its operations and the results of its cash flows for

the years ended December 31 2010 2009 and 2008 have been included

and are of normal recurring nature except as otherwise disclosed

Accounting Records

The accounting records of OGE are maintained in accordance with

the Uniform System of Accounts prescribed by the FERC and adopted

by the 0CC and the APSC Additionally OGE as regulated utility

is subject to accounting principles for certain types of rate-regulated

activities which provide that certain actual or anticipated costs that

would otherwise be charged to expense can be deferred as regulatory

assets based on the expected recovery from customers in future rates

Likewise certain actual or anticipated credits that would otherwise

reduce expense can be deferred as regulatory liabilities based on

the expected flowback to customers in future rates Managements

expected recovery of deferred costs and flowback of deferred credits

generally results from specific decisions by regulators granting such

ratemaking treatment

OGE records certain actual or anticipated costs and obligations

as regulatory assets or liabilities if it is probable based on regulatory

orders or other available evidence that the cost or obligation will be

included in amounts allowable for recovery or refund in future rates
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The following table is summary of OGEs regulatory assets and

liabilities at

In mitions December 311 2010 2009

Regulatory assets

Current

Fuel clause under recoveries 1.0 0.3

Misceliaeous9 4.9 2.2

Total current regulatory assets 5.9 2.5

Non-current

Benefit obligations regulatory asset $365.5 $357.8

Income taxes recoverable from customers net 43.3 9.1

Deterred storm expenses 28.6 28.0

Unamortized loss on reacquired debt 15.3 16.5

Smart Grid 14.2

Deferred pension plan expenses 135 18.1

Red Rock deferred expenses 7.2 7.7

Miscellaneous 1.8 1.7

Total non-current regulatory assets $489.4 $448.9

Regulatory Liabilities

Current

Fuel clause over recoveries 29.9 $187.5

Miscellaneouslel 20.9 7.3

Total current regulatory liabilities 50.8 $194.8

Non-Current

Accrued removal obligations net $184.9 $168.2

Deferred pension plan expenses 8.2

Total non-current regulatory liabilities $193.1 $168.2

IA Included in Other current Assets on the Donsotidated Balance Sheets

151 tnclsded in Other Dsrrent Liabilities on the consolidated Balance Sheets

Fuel clause under recoveries are generated from under recoveries

from OGEs customers when OGEs cost of fuel exceeds the amount

billed to its customers Fuel clause over recoveries are generated from

over recoveries from OGEs customers when the amount billed to its

customers exceeds OGEs cost of fuel OGEs fuel recovery clauses

are designed to smooth the impact of fuel price volatility on customers

bills As result OGE under recovers fuel costs in periods of rising

fuel prices above the baseline charge for fuel and over recovers fuel

costs when prices decline below the baseline charge for fuel Provisions

in the fuel clauses are intended to allow OGE to amortize under and

over recovery balances

The benefit obligations regulatory asset is comprised of items which

are probable of future recovery and that have not yet been recognized

as components of net periodic benefit cost including net loss prior

service cost and net transition obligation For companies not subject

to accounting principles for certain types of rate-regulated activities

these charges were required to be included in Accumulated Other

Comprehensive Income However for companies subject to accounting

principles for certain types of rate-regulated activities these charges

were allowed to be recorded as regulatory asset it the utility had

historically recovered and
currently recovers pension and postretirement

bertefit plan expense in its electric rates and there was no negative

evidence that the
existing regulatory treatment will change OGE

met both criteria and therefore recorded the net loss prior service cost

and net transition obligation as regulatory asset as these expenses

are probable of future recovery It in the future the regulatory bodies

indicate change in policy related to the recovety of pension artd

postretirement benefit rian expenses Ut ID could cat iSA 119 benefit obli

gations regLilatory asset balance to he reclassified in Accumulated

Other Comprehensive Income

The following table is summary of the corrtponents of the henefit

obligations regulatory asset at

In muons December 31 2010 2009

Defined benefit pension plan and

restoration of retirement income plan

Net loss $215.0 $222.8

Prior service cost 9.7 12.5

Defined benefit postretirement plans

Net loss 135.7 114.9

Net transition obligation 5.1 7.6

Total $365.5 $357.8

The following amounts in the benefit obligations regulatory asset at

December 31 2010 are expected to be recognized as components of

net periodic benefit cost in 2011

In millions

Defined benefit pension plan and

restoration of retirement income plan

Net ions $14.5

Prior service cost
._________

2.7

Defined benefit postretirement plans

Net loss 14.4

Prior service cost 13.7

Net transition obligation
2.5

Total $20.4

Income taxes recoverable from customers which represents

income tax benefits previously used to reduce OGEs revenues are

treated as regulatory assets and liabilities and are being amortized over

the estimated remaining life of the assets to which they relate These

amounts are being recovered in rates as the temporary differences that

generated the income tax benefit turn around The income tax related

regulatory assets and liabilities are netted in Income Taxes Recoverable

from Customers Net in the regulatory assets and liabilities table above
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In accordance with the September 2008 0CC rate order OGE was

allowed to defer the Oklahoma storm-related operation and maintenance

expenses in excess of $2.7 million and will reserve for any Oklahoma

storm-related expenses less than $2.7 million OGE will recover the

deferred amounts over five-year period ending in August 2013

Unamortized loss on reacquired debt is comprised of unamortized

debt issuance costs related to the early retirement of OGEs long-term

debt These amounts are being amortized over the term of the long-term

debt which replaced the previous long-term debt The unamortized loss

on reacquired debt is not included in OGEs rate base and does not

otherwise earn rate of return

In accordance with the 0CC order received by OGE in July 2010

related to its Smart Grid project OGE was allowed to establish the

following regulatory assets

Recovery of the Smart Grid project cost shall be capped at $366.4 million

inclusive of the DOE grant award amount The Smart Grid project cost

includes the cost of system-wide deployment of smart grid technology

including implementing the Norman Oklahoma smart grid pilot program

previously authorized by the 0CC Under the terms of the settlement

the Smart Grid project cost would be deemed to represent an invest

ment that is fair just and reasonable and in the public interest and to

be prudent and will be recognized in OGEs 2013 general rate case

Beginning January 2011 OGE shall make available the smart grid

web portal to all customers having smart meter OGE shall expend

funds to educate customers regarding the best use of the infoimation

available on the portal In addition OGE shall make available to all

customers who do not have internet access the opportunity to receive

monthly home energy report This report shall be made available free

of charge to customers eligible for the Companys Low Income Home

Energy Assistance Program and/or Senior Citizen program who are

without internet service The incremental costs for web portal access

education and the providing of home energy reports free of charge are

to be accumulated as regulatory asset in an amount up to $6.9 million

and recovered in base rates beginning in 2014 and

The stranded costs associated with OGEs
existing

meters which are

being replaced by smart meters will be accumulated in regulatory

asset and recovered in base rates beginning in 2014

In accordance with the 0CC order received by OGE in December

2005 in its Oklahoma rate case OGE was allowed to recover certain

amount of pension plan expenses These deferred amounts have been

recorded as regulatory asset as OGE received an order in July 2009

allowing it to begin recovery of $16.8 million of these costs over four-

year period In accordance with the APSC order received by OGE in

May 2009 in its Arkansas rate case OGE was allowed recovery of its

2006 and 2007 pension settlement costs During the second quarter of

2009 OGE reduced its pension expense and recorded regulatory

asset for $3.2 million which is being amortized over 10-year period

as allowed in the Arkansas rate order Both the Oklahoma and Arkansas

pension plan expenses are reflected in Deferred Pension Plan Expenses

asset in the regulatory assets and liabilities table above Also in accor

dance with the 0CC order received by OGE in August 2009 in its

Oklahoma rate case OGE was allowed to recover certain amount of

pension plan expenses At December 31 2010 OGE had $8.1 million

of expenses under this level which have been recorded as Deferred

Pension Plan Expenses liability in the regulatory assets and liabilities

table above

Accrued removal obligations represent asset retirement costs

previously recovered from ratepayers for other than legal obligations

Management continuously monitors the future recoverability of

regulatory assets When in managements judgment future recovery

becomes impaired the amount of the regulatory asset is adjusted as

appropriate If the Company were required to discontinue the applica

tion of accounting principles for certain types of rate-regulated activities

for some or all of its operations it could result in writing off the related

regulatory assets the financial effects of which could be significant

Use of Estimates

In preparing the Consolidated Financial Statements management is

required to make estimates and assumptions that affect the reported

amounts of assets and liabilities and disclosure of contingent assets and

contingent liabilities at the date of the Consolidated Financial Statements

and the reported amounts of revenues and expenses during the report

ing period Changes to these assumptions and estimates could have

material effect on the Companys Consolidated Financial Statements

However the Company believes it has taken reasonable but conserva

tive positions where assumptions and estimates are used in order to

minimize the negative financial impact to the Company that could result

if actual results vary from the assumptions and estimates In manage

ments opinion the areas of the Company where the most significant

judgment is exercised are in the valuation of pension plan assumptions

impairment estimates contingency reserves AROs fair value and cash

flow hedges regulatory assets and liabilities unbilled revenues for OGE
operating revenues for Enogex natural gas purchases for Enogex the

allowance for uncollectible accounts receivable and the valuation of

purchase and sale contracts

Cash and Cash Equivalents

For purposes of the Consolidated Financial Statements the Company

considers all highly liquid debt instruments purchased with an original

maturty of three months or less to be cash equivalents These invest

ments are carried at cost which approximates fair value
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Allowance for Uncollectible Accounts Receivable

For OGE customer balances are generally written off if not collected

within six months after the final
billing

date The allowance for uncol

lectibte accounts receivable for OGE is calculated by multiplying the

last six months of electric revenue by the provision rate The provision

rate is based on 12-month historical average of actual balances written

off to the extent the historical collection rates are riot representative of

future collections there could be sri effect on the amount of uncollectible

expense recognized Beginning in August 2009 and going forward there

was change the provsion calculation as result of the Oklahoma

rate case whereby the portion of the uncollectible provision related to

fuel is being recovered through the fuel adjusfmerii clause The allowance

for uncollectible accounts receivable for Enogex is calculated based on

outstanding accounts receivable balances over 180 days old In addition

other outstanding accounts receivable balances less than 180 days old

are reserved on case-by-case basis when Enogex believes the collec

tion of specific amounts owed is unlikely to occur The allowance for

uncollectible accounts receivable was $1.9 million and $2.4 million at

December 31 2010 and 2009 respectively

For OGE new business customers are required to provide

security deposit in the form of cash bond or irrevocable letter of credit

that is refunded when the account is closed New residential customers

whose outside credit scores indicate risk are required to provide

security deposit that is refunded based on customer protection rules

defined by the 0CC and the APSC The payment behavior of all exist

ing customers is continuously monitored and if the payment behavior

indicates sufficient risk within the meaning of the applicable utility

regulation customers will be required to provide security deposit

For Enogex credit risk is the risk of financial loss to Enogex if

counterparties fail to perform their contractual obligations Enogex

maintains credit policies with regard to its counterparties that manage

ment believes minimize overall credit risk These policies include the

evaluation of potential counterpartys financial position including

credit rating if available collateral requirements under certain circum

stances the use of standardized agreements which provide for the

netting of cash flows associated with single counterparty and the

monitoring of the financial position of existing counterparties on an

ongoing basis

Fuel Inventories

OGE

Fuel inventories for the generation of electricity consist of coal natural

gas and oil OGE uses the weighted-average cost method of account

ing for inventory that is physically added to or withdrawn from storage

or stockpiles The amount of fuel inventory was $134.9 million and

$101.0 million at December 31 2010 and 2009 respectively

Enogex

Natural gas inventory is held by Enogex through ifs transportation and

storage business to provide operational support for its pipeline deliver

ies end through its marketing business to manage its leased storage

capacity In an effort to mitigate market price exposures Enogex may

enter into contracts or hedging instruments to protect the cash flows

associated with its inventory All natural gas inventory held by Eriogex

is valued using moving average cost arid is recorded at the lower of

cost or market Enogexs transportation and storage business maintains

natural gas inventory to provide oporafonal support for tn pipehra

deliveries As part ot its recurring marketing activity OER inlects and

wIt draws natural gas into and out of inventory under the tarrna of ifs

storage capacity contracts During 2010 2009 and 2008 Eriogex

recorded write-downs to market value related to natural gas storage

inventory of $0.3 million $6.1 million and $6.9 million respectively

The amount of Enogexs natural gas inventory was $23.9 million and

817.5 million at December 31 2010 and 2009 respectively The cost of

gas associated with sales of natural gas storage inventory is presented

in Cost of Goods Sold on the Consolidated Statements of Income

Gas Imbalances

Gas imbalances occur when the actual amounts of natural gas delivered

from or received by Enogexs pipeline system differ from the amounts

scheduled to be delivered or received Imbalances are due to or due

from shippers and operators and can be settled in cash or made up

in-kind depending on contractual terms Enogex values all imbalances

at an average of current market indices applicable to Enogexs opera-

tions not to exceed net realizable value

Property Plant and Equipment

OGE

All property plant and equipment is recorded at cost Newly constructed

plant is added to plant balances at cost which includes contracted

services direct labor materials overhead transportation costs and the

AFUDC Replacements of units of property are capitalized as plant For

assets that belong to common plant account the replaced plant is

removed from plant balances and the cost of such property is charged

to Accumulated Depreciation For assets that do riot belong to com

mon plant account the replaced plant is removed from plant balances

with the related accumulated depreciation and the remaining balance is

recorded as loss in the Consolidated Statements of Income as Other

Expense Repair and replacement of minor items of property are included

in the Consolidated Statements of Income as Other Operation and

Maintenance Expense
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The table below presents OGEs ownership interest in the jointly-

owned 520 MW natural gas-fired combined cycle generation facility

CMcClain Plant and the jointly-owned Redbud Plant and as disclosed

below only OGEs ownership interest is reflected in the property plant

and equipment and accumulated depreciation balances in these tables

The owners of the remaining interests in the McClain Plant and the

Redbud Plant are responsible for providing their own financing of capital

expenditures Also only OGEs proportionate interests of any direct

expenses of the McClain Plant and the Redbud Plant such as fuel

maintenance expense and other operating expenses are included in

the applicable financial statement captions in the Consolidated

Statements of Income

Total Property Net Property

Percentage Plant and Accumulated Plant and

Ownership Equipment Depreciation EquipmentIn millions December 31

2010

McClain Plant 77 $194.3 $61.9 $132.4

Redbud Facility 51 $523.1 $93551 $429.6

This amount includes plant acquisition adjustment of $t46.3 million

This amount includes accumilated amortization of the plant acquisition adjustment of $12.6 million

Enogex

All property plant and equipment is recorded at cost Newly constructed

plant is added to plant balances at cost which includes contracted

services direct labor materials overhead transportation costs and

capitalized interest Replacements of units of property are capitalized as

plant For assets that belong to common plant account the replaced

plant is removed from plant balances and charged to Accumulated

Depreciation For assets that do not belong to common plant account

the replaced plant is removed from plant balances with the related

accumulated depreciation and the remaining balance is recorded as

loss in the Consolidated Statements of Income as Other Expense

Repair and removal costs are included in the Consolidated Statements

of Income as Other Operation and Maintenance Expense

On December 2010 fire occurred at Enogexs Cox City natural

gas processing plant destroying major components of one of the four

processing trains representing 120 MMcf/d of the total 180 MMcf/d of

capacity at that
facility Gas volumes normally processed at the Cox

City plant were diverted to other facilities or bypassed around Enogexs

system to accommodate production and all of the impacted gathered

volumes were back online in December As result of the fire in

December 2010 Enogex recorded pre-tax loss of $3.5 million repre

senting the net book value of the destroyed components of the fourth

train at the Cox City plant Enogex fully expects to receive insurance

proceeds net of $10 million deductible to replace the destroyed

components and recorded $3.5 million pre-tax gain for insurance pro

ceeds as the recovery of the initial loss is considered probable Enogex

will recognize additional insurance recoveries in earnings during 2011 as

the insurance claims are resolved Enogex expects the fourth train to

return the facility back to full service during the third quarter of 2011

OGE Energy Consolidated

The Companys property plant and equipment and related accumulated

depreciation are divided into the following major classes at

Total Property Net Property

Plant and Accumulated Plant and

Equipment Depreciation EquipmentIn millions December 311

2010

OGE Energy holding company

Property plant and equipment $111.1 77.5 33.6

OGE Energy property

plant and equipment 111.1 77.5 33.6

OGE
Distribution assets 2833.4 897.4 1936.0

Electric generation assets 3047.1 1164.6 1882.5

Transmission assets 1221.3 325.6 895.7

Intangible plant 26.5 20.7 5.8

Other property and equipment 243.4 86.1 157.3

OGE property

plant and equipment 7371.7 2494.4 4877.3

Enogex

Transportation and storage assets 924.7 250.0 674.7

Gathering and processing assets 1230.8 354.6 876.2

Marketing assets 9.7 7.1 2.6

Enogex property

plant and equipment 2165.2 611.7 1553.5

Total property

plant and equipment $9648.0 $3183.6 $6464.4

2009

OGE Energy holding company

Property plant and equipment 107.4 75.8 31.6

OGE Energy property

plant and equipment 107.4 75.8 31.6

OGE
Distribution assets 2676.2 861.1 1815.1

Electric generation assets 2878.2 1141.5 1736.7

Transmission assets 1071.6 310.1 761.5

Intangible plant 29.7 22.6 7.1

Other property and equipment 227.9 80.7 147.2

OGE property

plant and equipment 6883.6 2416.0 4467.6

Enogex

Transportation and storage assets 873.1 228.8 644.3

Gathering and processing assets 1081.8 31 4.0 767.8

Marketing assets 7.3 7.0 0.3

Enogex property

plant and equipment 1962.2 549.8 1412.4

Total property

plant and equipment $8953.2 $3041.6 $5911.6
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Depreciation and Amortization

OGE

The provision for depreciation which was 3.0 percenf and 2.9 percent

respectively of the average depreciable utility plant for 2010 and 2009

is provided on straight--line
method over the estimated eerjice life of

the
utility assets Depreciation is provided al the unit level for produc

lion
plant

arid at the or subaccount evel for all other plant ansI

is based on the average life group method In 2011 the provision for

depreciation is prnlected to be 3.0 percent of the average depreciable

Aruoriuaiun 01 oiuqirrcr in aninporeS uninq iOn ormolu

lIne method Cf the remaining amorlisable intangible plant balance at

31 2010 57_s parasol will be amotized over three years

with 42.7 percent of tire ernaining amortizable intangible plant
balance

at December 31 2010 being amortized over their respective lives ranging

from four to 25 years Amortization of plant acquisition adjustments is

provided on straight-line basis over the estimated remaining service life

of the acquired asset Plant acquisition adjustments include $148.3 mil

lion for the Redbud Plant which are being amortized over 27-year life

and $3.1 million certain substation facilities in OGEs service territory

which are being amortized over 26 to 59-year period

Enogex

For Enogex depreciation is computed principally on the straight-line

method using estimated useful lives of three to 83 years for transporta

tion and storage assets three to 30 years for gathering and processing

assets and three to 10 years for general plant assets Amortization of

intangibles other than debt costs is computed using the
straight-line

method over the respective lives of the
intangibles ranging up to 20 years

Asset Retirement Obligations

The Company has previously recorded ARCs that are being amortized

over their respective lives ranging from 20 to 99 years The Company

also has certain ARO5 that have not been recorded because the

Company determined that these assets primarily related to Enogexs

processing plants and compression sites and OGEs power plant

sites have indefinite lives

Impairment of Assets

The Company assesses potential impairments of assets or asset groups

when there is evidence that events or changes in circumstances require

an analysis of the recoverability of an asset or asset group For purposes

of recognition and measurement of an impairment loss long-lived

asset or assets shall be grouped with other assets and liabilities at the

lowest level for which identifiable cash flows are largely independent of

the cash flows of other assets and liabilities Estimates of future cash

flows used to test the recoverability of
long-lived

asset or asset group

shall include only the future cash flows cash inflows less associated

cash outflows that are directly
associated with arid that are expected

to arise as direct result of die use and eventual disposition of the

asset or asset group The fair value of these assets is based on third-

party evaluations prices for similar assets historical data and projected

cash flcrws An impairment loss is recognized when the sum of the

expected future net cash flows is iess than the carrying amount of the

asset The amount of any recognized impairment is based on the esti

rriafed fair value of the asset subject to enpairment compared to the

carrying amount of such asset The Company recorded no rnatenal

inlnrirmr-rrrt 2011 2009 nor_i 200ft

Allowrru_sr for Ounds Used During Corrstructiorr

For OGE AFUDC is calculated according to the FERC pronouncements

for the imputed cost of equity and borrowed funds AFUDC non-cash

item is reflected as credit in the Consolidated Statements of Income

and as charge to Construction Work in Progress in the Consolidated

Balance Sheets AFUDC rates compounded semi-annually were 8.89 per

cent 7.99 percent and 3.58 percent for the years 2010 2009 and 2008

respectively The increase in the AFUDC rates in 2010 was primarily due

to the lack of short-term borrowings in conjunction with high level 01

capital spending

Collection of Sales Tax

In the course of its operations OGE collects sales tax from its

customers OGE records current liability for sales taxes when it bills

its customers and eliminates this liability when the taxes are remitted

to the appropriate governmental authorities OGE excludes the sales

tax collected from its operating revenues

Revenue Recognition

OGE

Generaf OGE reads its customers meters and sends bills to its

customers throughout each month As result there is
significant

amount of customers electricity consumption that has riot been billed

at the end of each month Unbilled revenue is presented in Accrued

Unbilled Revenues on the Consolidated Balance Sheets and in Operating

Revenues on the Consolidated Statements of Income based on estimates

of usage and prices during the period The estimates that management

uses in this calculation could vary from the actual amounts to be paid

by customers

SPP Purchases and Sates OGE participates in the 5FF energy

imbalance service market in dual role as load serving entity and as

generation owner The energy imbalance service market requires cash

settlements for over or under schedules ot generation and load Market

participants including OGE are required to submit resource plans

and can submit offer curves for each resource available for dispatch
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function of interchange accounting is to match participants MWH

entitlements generation plus scheduled bilateral purchases against

their MWH obligations load plus scheduled bilateral sales during every

hour of every day If the net result during any given hour is an entitle

meat parLiciperiL is credited with spot-market sale to the SPP at

the respective market price for that hour if the net result is an obliga

tion the participant is charged with spot-market purchase from the

SPP at the respective market price for that hour The SPP purchases

and sales are not allocated to individual customers OGE records the

hourly sales to the SPP at market rates in Operating Revenues and

the hourly purchases from the SPP at market rates in Cost of Goods

Sold in its Consolidated Financial Statements

Enogex

Operating revenues for gathering processing transportation storage

and marketing services for Enogex are recorded each month based on

the current months estimated volumes contracted prices considering

current commodity prices historical seasonal fluctuations and any

known adjustments The estimates are reversed in the following month

and customers are billed on actual volumes and contracted prices

Gas sales are calculated on current-month nominations and contracted

prices Operating revenues associated with the production of NGLs

are estimated based on current-month estimated production and con

tracted prices These amounts are reversed in the following month and

the customers are billed on actual production and contracted prices

Estimated operating revenues are reflected in Accounts Receivable on

the Consolidated Balance Sheets and in Operating Revenues on the

Consolidated Statements of Income Errogexs key natural gas producer

customers in 2010 included Chesapeake Energy Marketing Inc Apache

Corporation Devon Energy Production Company L.P BP America

Production Company and Samson Resources Company During 2010

these five customers accounted for 19.7 percent 13.1 percent 11.3 per

cent 4.6 percent and 3.8 percent respectively of Enogexs gathering

and processing volumes During 2010 Enogexs top 10 natural gas

producer customers accounted for 66.6 percent of Enogexs gathering

and processing volumes

Enogex recognizes revenue from natural gas gathering processing

transportation storage and marketing services to third parties as services

are provided Revenue associated with NGL5 is recognized when the

production is sold Enogex depends on third-party facilities to transport

and fractionate NGLs that it delivers to the third party at the tailgates of

its processing plants Additionally the third party purchases 50 percent

of the NGL5 delivered to its system which accounted for $279.8 million

46.0% $170.0 million 49.5% and $250.2 million 49.5% respectively

of Enogexs total NGL5 sales in 2010 2009 and 2008 If this third-partys

pipeline or other facilities become partially or fully unavailable Enogexs

revenues and cash flows could be adversely affected

The Company records deferred revenue when it receives consideration

from third party before achieving certain criteria that must be met for

revenue to be recognized in accordance with GAAR

Enogex through OER engages in energy marketing trading risk

management and hedging activities related to the purchase and sale

of natural gas as well as hedging activity related to the sale of natural

gas and NGLs on behalf of the Company Contracts utilized in these

activities generally include purchases and sales for physical delivery of

natural gas over-the-counter forward swap and option contracts and

exchange traded futures and options OERs transactions that qualify as

derivatives are reflected at fair value with the resulting unrealized gains

and losses recorded as PRM Assets or Liabilities in the Consolidated

Balance Sheets classified as current or long-term based on their antici

pated settlement or against the brokerage deposits in Other Current

Assets The
offsetting unrealized gains and losses from changes in the

market value of open contracts are included in Operating Revenues in

the Consolidated Statements of Income or in Other Comprehensive

Income for derivatives designated and qualifying as cash flow hedges

Contracts resulting in delivery of commodity are included as sales

or purchases in the Consolidated Statements of Income as Operating

Revenues or Cost of Goods Sold depending on whether the contract

relates to the sale or purchase of the commodity

Estimates for gas purchases are based on estimated volumes and

contracted purchase prices Estimated gas purchases are included in

Accounts Payable on the Consolidated Balance Sheets and in Cost of

Goods Sold on the Consolidated Statements of income

Normal purchases and normal sales contracts are not recorded

in PRM Assets or Liabilities in the Consolidated Balance Sheets and

earnings recognition is recorded in the period in which physical delivery

of the commodity occurs Management applies normal purchases and

normal sales treatment to commodity contracts for the purchase arid

sale of natural gas used in or produced by its operations and
ii com

modity contracts for the sale of NGLs produced by Eriogexs gathering

and processing business

Fuel Adjustment Clauses

Variances in the actual cost of fuel used in electric generation and

certain purchased power costs as compared to the fuel component

in the cost-of-service for ratemaking are passed through to OGEs
customers through fuel adjustment clauses which are subject to

periodic review by the 0CC the APSC and the FERC

Accrued Vacation

The Company accrues vacation pay by establishing liability for vacation

earned during the current year but not payable until the following year
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Accumulated Other Comprehensive income Loss

The following table summarizes the components of accumulated other

comprehensive loss at December 31 2010 and 2009 attributable to

OGE Energy At both December 31 2010 and 2009 there was no accu

mLllated other comprehensive loss related to Enogexs noncontrolling

interests in Atoka

In millions December 31 2010 2009

Defined benefit pension plan and

restoration of retirement income plan

Net loss 871.1 .340.0

Prior service cost 0.5 0.7

Defined benefit postretirernent plans

Net loss 13.6 10.7

Net transition obligation 0.3 0.4

Deferred commodity contracts hedciing losses 19.5 21.7

Deferred hedging losses on interest rate swaps 1.0 1.2

Jotal accumulated other comprehensive loss 66.0 74.7

Less Other comprehensive loss attributable

to noncontrolling interest 5.8

Total accumulated other comprehensive loss

attributable to OGE Energy $60.2 $74.7

Of the deferred hedging losses at December 31 2010 $1 9.5 million

are expected to be recognized into earnings during 2011

Defined Benefit Pension Plan Restoration of

Retirement Income Plan and Postretirement Plans

The amounts in accumulated other comprehensive loss at December 31

2010 that are expected to be recognized as components of net periodic

benefit cost in 2011 are as follows

In millions

Defined benefit pension plan and restoration

of retirement income plan

Net loss

Prior service cost

Defined benefit postretirement plans

Net loss

Net transition obligation ___________

Total

Environmental Costs

Accruals for environmental costs are recognized when it is probable

that liability
has been incurred and the amount of the liability can be

reasonably estimated Costs are charged to expense or deferred as

regulatory asset based on expected recovery from customers in future

rates if they relate to the remediation of conditions caused by past

operations or if they are not expected to mitigate or prevent contamina

tion from future operations Where environmental expenditures relate to

facilities currently in USC such as pollution control equipment the costs

may be capitalized and depreciated over the future service periods

Estimated remediation costs are recorded at undiscounted amounts

independent of any insurance or rate recovery based on prior experi

ence assessments and current technology Accrued obligations are

regularly adjusted as environn3enfal assessments and estimates are

revised and reniediation efforts proceed For sites where OGE or

Enogex have been designated as one of several
potentially responsible

parties the amount accrued represents OGEs or Enogexs estimated

share of cost The Company has less than million in accruenl

environmental liabilities at both December 31 2010 and 2009

Reclassifications

Certain prior year amounts have been reclassified on the Consolidated

Statements of Income Consolidated Balance Sheet and Consolidated

Statement of Cash Flows to conform to the 2010 presentation primarily

related to the presentation of regulatory assets and liabilities

Investment Agreement with ArcLight

On October 2010 OGE Energy entered into an Investment Agreement

with the ArcLight affiliate pursuant to which the ArcLight affiliate agreed

to make an initial equity investment in Enogex Holdings in an amount

equal to $183150000 in exchange for 9.9 percent membership interest

in Enogex Holdings This transaction was accounted for as an equity

transaction for entities under common control and no gain or loss was

recognized in the Companys Consolidated Statement of Income OGE

Energy continues to consolidate 100 percent of Enogex Holdings in its

consolidated financial statements as OGE Energy has controlling

financial interest over the operations of Enogex Holdings The ArcLight

groups ownership interest is presented as noncontrolling interest in

the Companys Consolidated Financial Statements

The transaction closed on November 2010 OGE Energy and the

ArcLight affiliate have agreed to indemnify each other for breaches of

$2.0
representations warranties and covenants contained in the Investment

0.2

Agreement and in the case of OGE Energy for certain tax matters

2.7
related to the Company in each case subject to customary thresholds

0.2
and survival periods

$51 Pursuant to the Enogex Holdings LLC Agreement OGE Holdings

and the ArcLight groups rights to designate directors to the Board of

Directors of Enogex Holdings will be determined by percentage owner

ship OGE Holdings will initially be entitled to designate three directors

and the ArcLight group will initially be entitled to designate one director

The ArcLight group will also be entitled at various ownership thresholds

to certain special board approval rights with respect to certain significant

actions taken by Enogex Holdings
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Until the ArcLight group owns 50 percent of the equity of Enogex

Holdings the ArcLight group will fund
capital contributions in an amount

higher than its proportionate interest Specifically the ArcLight group will

fund between 50 percent and 90 percent of required capital contributions

during period Tine remainder of the required capitai contributions

i.e between 10 percent and 50 percent will be funded by OGE Holdings

In February 2011 OGE Energy and the ArcLight group made contribu

tions of $8.0 million and $71.6 million respectively to fund portion

of Enogex 2011
capital requirements Also on February 2011

OGE Energy sold an additional 0.1 percent membership interest in

Enogex Holdings to the ArcLight affiliate for $1.9 million As result of

these transactions the ArcLight group has 13.3 percent membership

interest in Enogex Holdings Until the beginning of 2012 the per unit

equity price to be paid will be equal to the initial price that had been paid

by ArcLight under the Investment Agreement On and after January

2012 the equity price per unit will be based on the equity value of

Enogex Holdings Subject to certain adjustments including for material

acquisitions equity valLie will be calculated as 9.0 or 9.5 times trailing

12-month Earnings before Interest Taxes Depreciation and Amortization

depending on the ArcLight groups ownership interest and whether the

project has already been identified by Enogex Holdings

Pursuant to the Enogex Holdings Agreement Enogex Holdings

will make minimum quarterly distributions equal to the amount of cash

required to cover the members respective anticipated tax liabilities pius

$12.5 million to be distributed in proportion to each members percent

age ownership interest As discussed previously OGE Holdings has

the option to fund between 10 percent and 50 percent of Enogex

capital expenditures which partially or entirely offset the quarterly

distributions received

Under the terms of the Enogex Holdings Agreement each

member and its affiliates are prohibited from independently pursuing

transaction in which portion of the relevant assets are located in

designated core operating area subject to certain exceptions In addi

tion each member and its affiliates are prohibited from independently

pursuing transaction in which portion of the relevant assets are

located in designated area of mutual interest unless in the case

of the Arc group the collective ownership interest of the Arc
group is less than five percent the transaction falls within defined

category of passive financial investments UI the proposed transaction

has been disapproved by Enogex Holdings or iv the fair market value

of the assets located in the area of mutual interest constitutes less than

50 percent of the total fair market value of the assets involved in the

transaction member permitted to pursue transection independently

pursuant to the foregoing is not required to offer the assets associated

with such transaction to Enogex Holdings

Accounting Pronouncement

In January 2010 the Financial Accounting Standards Board issued

Fair Value Measurements and Disclosures Improving Disclosures

about Fair Value Measurements which required new disclosures and

ciarified existing disclosure requirements aPout fair value measurement

as set forth in previously issued accounting guidance in this area The

Company adopted the relevant provisions of this new standard effective

January 2010 and included the required disclosures beginning in the

Companys Form 10-0 for the quarter ended March 31 2010 The new

standard also required additional disclosures related to presenting sep

arate information about purchases sales issuances and settlements

on gross basis in the reconciliation for fair value measurements using

significant unobservable inputs Level These additional disclosures

were effective for interim and annual reporting periods beginning after

December 15 2010 The Company adopted these additional provisions

effective January 2011 and will include the required disclosures

beginning with the Companys Form 10-0 for the quarter ended

March 31 2011

Fair Value Measurements

The classification of the Companys fair value measurements requires

judgment regarding the degree to which market data are observable or

corroborated by observable market data GAAP establishes fair value

hierarchy that prioritizes the inputs used to measure fair value based

on observable and unobservable data The hierarchy categorizes the

inputs into three levels with the highest priority given to quoted prices

in active markets for identical unrestricted assets or liabilities Level

and the lowest priority given to unobservable inputs Level Financial

assets and liabilities are classified in their
entirety based on the lowest

level of input that is significant to the fair value measurement The three

levels defined in the fair value hierarchy and examples of each are

as follows

Level inputs are quoted prices in active markets for identical

unrestricted assets or liabilities that are accessible at the measurement

date Instruments classified as Level include natural gas futures swaps

and option transactions for contracts traded on the New York Mercantile

Exchange NYMEX and settled through NYMEX clearing broker

Level inputs are inputs other than quoted prices in active markets

included within Level that are either directly or indirectly observable at

the reporting date for the asset or liability for substantially the full term

of the asset or liability Level inputs include quoted prices for similar

assets or liabilities in active markets and quoted prices for identical or

similar assets or liabilities in markets that are not active Instruments

classified as Level include over-the-counter NYMEX natural gas swaps

natural gas basis swaps and natural gas purchase and sales transactions

in markets such that the pricing is closely related to the NYMEX pricing
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Level inputs are prices or valuation techniques for the asset

or liability that require inputs that are both significant to the fair value

measurement and unobservable i.e supported by little or no market

activity Unobservable inputs reFlect the reporting entitys own assump

ions about the assumptions that market participants
would use in pricing

the asset or liability including assumptions about risk Instruments

classified as Level include NGLs oplions

Company utilizes the market approach in deterrrtinng the lair

value of its derivative posihons by using either NYMEX published market

indcperidutit brokor pnc drtCt or ttoke/dealrnvuna6one The

uaiuations of clerivatves with pl icing hasad on NYMEX puhhshed market

prices rrlay
be considerec L_evei ii they arc notilod through NYMLX

clearing
broker account with daily margining Over-the-counter derivatives

with NYMEX based prices are considered Level due to the impact of

counterparty credit risk Valuations based on independent broker pricing

or broker/dealer valuations may be classified as Level only to the

exient they rosy he validated by an additional source of independent

market data for an identical or closely related active market In certain

less liquid markets or for longer-term contracts forward prices are not

as readily available in these circumstances NGL5 options contracts are

valued using internally developed methodologies that consider historical

relationships among various commodities that result in managements

best estimate of fair value These contracts are classified as Level

The impact to the fair value of derivatives due to credit risk is

calculated using the probability of default based on Standard Poors

and/or internally generated ratings The fair valLie of derivative assets is

adjusted for credit risk The fair value of derivative liabilities is adjusted

for credit risk only if the impact is deemed material

Contracts with Master Netting Arrangements

Fair value amounts recognized for forward interest rate swap option

and other conditional or exchange contracts execLited with the same

count.erparty under master netting arrangement may be offset The

reporting entitys choice to offset or not must be applied consistently

master netting arrangement exists if the reporting entity has inciltiple

contracts whether for the same type of conditional or exchange con

tract or for different types of contracts with single counterparty that

are subject to contractual agreement that provides for the net settle

ment of all contracts through single payment in single currency in

the event of default on or termination of any one contract Offsetting the

fair values recognized for forward interest rate swap option and other

conditional or exchange contracts outstanding with single couoterpsrty

results in the net fair value of the transactions being reported as an

asset or liability in the Consolidated Balance Sheets The Company

has presented the fair values of its derivative contracts under master

netting agreements using net fair value presentation

The following tables summarize the Companys assets and liabilities

that are measured affair value on recurring basis at December 31 2010

and 2009 as well as reconcile the Companys corrimodity contracts fair

value to PPM Assets arid Liabilities on the Companys Consolidated

Balance Sheets at December 31 2010 and 2009

Comrnoctly Coiracts Gas iinbalasces

iii
millions Derxichiir 31 Assots Liahikiies Assets Lixbiliiias

2010

t.lrictid Tnhi hut

note/mt ritarkeito

iiientemlaaerdiL.eveli 620.6 $202

Significant oilier observable

inputs i.eve 2.7 30.7 f..5 2.8

Significant unobservable

slpuis Love 13.3

fntal fair value 36.6 50.9 2.5 2.8

Netting adjustments 34.4 341
Total 2.2 16.8 $2.5 $2.8

2009

Quoted inarket prices

in active market for

identical assets Level 16.1 $13.3

Significant other observable

inputs Level 6.2 49.8 3.2 8.0

Significant
unobservable

inputs Level 49.0 14.7

Total fair value 71.3 77.8 3.2 8.0

Netting adjustments 65.2 63.5 --

Total 6.1 $14.3 $3.2 $8.0

The Company uses the market approsch to fe /aloe Is gas
mhvlanre assets and liabilities

using an average of the Inside PERC Gas Marlset Raped for Panhandle Easten Pipe Line cc

Texas Oklahoma Mainline ONEOK Olilahoma and ANR Pipeline Oklahonia indices

19 Gas nnbalance liabilities exclude fuel reserves for over retained fuel due to shippers of $3.9 million

and $4.0 million at December 31 2010 and 2009 respectively which fuel reserves are based

on the value of natural gas at the time the imbalance was created and which are not subject

10 revaluation at fair market value

The following table summarizes the Corn .ponys assets and liabilities

that are measured at fair value on recurring basis using significant

unobservable lnputs Level

in millions

Balance at January

Total gains or losses

Included in other

comprehermsive income

Settlements

Balance at December 31

Amount of total gains or

losses included in earnings

attnibLitahle to the change in

unrealized gains or losses

elating to assets and liabilities

held at December 31 repoiterl

in Operating Revenues
.-

Commodity Contracts

Assets Liabirmies

2010 2009 2010 2009

$49.0 $121.2 $14.7

10.0

25.7

13.3

54.0

18.2

49.0

14.7

14.7

$14.7
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The following table summarizes the fair value and carrying amount

of the Companys financial instruments including derivative contracts

related to the Companys PRM activities at

In millions December 31

Price risk management assets

Energy derivative contracts 2.2 2.2 6.1 6.1

Price risk management liabilities

Energyderivativecontracts 16.8 16.8 14.3 14.3

Long-term debt

OGE senior notes $1655.0 $1831.5 $1406.4 $1492.1

OGE Energy senior notes 99.6 106.4 99.5 102.6

OGE industrial

authority bonds 135.4 135.4 135.4 135.4

Enogex LLC senior notes 447.8 480.7 736.8 746.7

Enogex LLC revolving

credit agreement 25.0 25.0

The carrying value of the financial instruments on the Consolidated

Balance Sheets not otherwise discussed above approximates fair value

except for long-term debt which is valued at the carrying amount The

valuation of the Companys energy derivative contracts was determined

generally based on quoted market prices However in certain instances

where market quotes are not available other valuation techniques or

models are used to estimate market values The valuation of instruments

also considers the credit risk of the counterparties The fair value of the

Companys long-term debt is based on quoted market prices and esti

mates of current rates available for similar issues with similar maturities

Stock-Based Compensation

In 2008 the Company adopted and its shareowners approved the 2008

Stock Incentive Plan Under the 2008 Stock Incentive Plan restricted

stock stock options stock appreciation rights
and performance units

may be granted to officers directors and other key employees of the

Company and its subsidiaries The Company has authorized the issuance

of up to 2750000 shares under the 2008 Stock Incentive Plan

The following table summarizes the Companys pre-tax compensation

expense and related income tax benefit for the years ended December 31

2010 2009 and 2008 related to the Companys performance units and

restricted stock

In millions December 31 2010 2009 2008

Performance units

Total shareholder return 6.8 $4.4 $3.2

EPS 2.5 1.4 1.2

Total performance units 9.3 5.8 4.4

Restricted stock 0.9 0.9 0.3

Total compensation expense $10.2 $6.7 $4.7

Income tax benefit 3.9 $2.7 $1.8

During 2010 the Company converted 105103 performance units

based on payout ratio of 120.69 percent of the target numberof

performance units granted in February 2007 which were settled in

the Companys common stock

2009 The Company issues new shares to satisfy stock option exercises

and payouts of earned performance units In 2010 2009 art 2008 there

were 230233 shares 324651 shares and 875434 shares respectively

of new common stock issued pursuant to the Companys stock incen

tive plans related to exercised stock options and payouts of earned

performance units Cash received from exercised stock options and the

income tax benefit realized for the tax deductions from exercised stock

options for the years ended December 31 2010 2009 and 2008 are

shown in the following table

In millions December 31 2010 2009 2008

Cash received from

stock options exercised $3.2 $3.5 $15.0

Income tax benefit realized

for the tax deductions from

exercised stock options $1.0 $0.7 3.3

Performance Units

Under the 2008 Stock Incentive Plan the Company has issued

performance units which represent the value of one share of the

Companys common stock The performance units provide for accel

erated vesting if there is change in control as defined in the 2008

Stock Incentive Plan Each performance unit is subject to forfeiture if

the recipient terminates employment with the Company or subsidiary

prior to the end of the award cycle which with the exception of one

award of performance units to new officer in 2009 is three years

for any reason other than death disability or retirement In the event

of death disability or retirement participant will receive prorated

payment based on such participants number of full months of service

during the award cycle further adjusted based on the achievement

of the performance goals during the award cycle

The performance units granted based on total shareholder return are

contingently awarded and will be payable in shares of the Companys

common stock subject to the condition that the number of performance

units if any earned by the employees upon the expiration of an award

cycle i.e three-year cliff vesting period other than for one award which

had two-year cliff vesting period is dependent on the Companys

total shareholder return ranking relative to peer group of companies

The performance units granted based on EPS are contingently awarded

and will be payable in shares of the Companys common stock based

on the Companys EPS growth over an award cycle i.e three-year cliff

vesting period other than for one award which had two-year cliff

vesting period compared to target set at the time of the grant by the

Compensation Committee of the Companys Board of Directors All of

the Companys performance units are classified as equity If there is

no or only partial payout for the performance units at the end of the

award cycle the unearned performance units are cancelled

2010

Carrying Fair

Amount Value

Carrying

Amount
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Performance Units Total Shareholder Return

The fair value of the performance units based on total shareholder

return was estimated on the grant date using lathce-based valuation

model that factors in information including the expected dividend yield

expected price volatility risk-free interest rate and the probable outcome

of the market condition over the expected life of the performance units

Compensation expense for the performance units is fixed amount

determined at the grant date fair value and is recognized over the award

cycle typically three years regardless of whether performance units

are awarded at the end of the award cycle Dividends are not accrued

or paid during the performance period and therefore are not included

in the fair value calculation Expected price volatility is based on the

historical volatility
of the Companys common stock for the past three

years and was simulated using the Geometric Brownian Motion process

The risk-free interest rate for the performance unit grants is based on

the three-year U.S Treasury yield curve in effect at the time of the grant

The expected life of the units is based on the non-vested period since

inception of the award cycle There are no post-vesting restrictions

related to the Companys performance units based on total shareholder

return The number of performance units granted based on total share

holder return and the assumptions used to calculate the grant date fair

value of the performance units based on total shareholder return are

shown in the following table

2010 2009 2008

Number of units granted 214750 316513 181892

Expected dividend yield 3.9% 4.5% 3.8%

Expected price volatility 34.0% 31.0% 18.7%

Risk-free interest rate 1.42% 1.25% 2.21%

Expected life of units in years 2.87 2.88 2.84

Fair value of units granted 39.43 25.55 33.62

summary of the activity for the Companys performance units based

on total shareholder return at December 31 2010 and changes during

2010 are shown in the following table Following the end of the perform

ance period payout of the performance units based on total shareholder

return is determined by the Companys total shareholder return for such

period compared to peer group and payout requires the approval of the

Compensation Committee of the Companys Board of Directors Payouts

if any are all made in common stock and are considered made when

the payout is approved by the Compensation Committee

IDollars in millionsl

___________ _______________ __________

Units outstanding at 12/31/09

GrantedBl

Converted

Forfeited
_________

Units outstanding at 12/31/10
________ ___________ ________

Units fully vested at 12/31/10

summary of the activity for the Companys non-vested perform

ance units based on total shareholder return at December 31 2010 and

changes during 2010 are shown in the following table

Weighted-

Average

Number Grant Date

of Units Fair Value

Units non-vested at 12/31/09 467470 $28.27

Grantedlcl 214750 $39.43

Vested 162922 $33.62

Forfeited 12144 $27.99

Units non-vested at 12/31/1OIDI 507154 $31.40

At December 31 2010 there was $7.0 million in unrecognized

compensation cost related to non-vested performance units based

on total shareholder return which is expected to be recognized over

weighted-average period of 1.68 years

Performance Units EPS

The fair value of the performance units based on EPS is based on

grant date fair value which is equivalent to the price of one share of

the Companys common stock on the date of grant The fair value of

performance units based on EPS varies as the number of performance

units that will vest is based on the grant date fair value of the units and

the probable outcome of the performance condition The Company

reassesses at each reporting date whether achievement of the perform

ance condition is probable and accrues compensation expense if and

when achievement of the performance condition is probable As result

the compensation expense recognized for these performance units can

vary from period to period There are no post-vesting restrictions related

to the Companys performance units based on EPS The number of

performance units granted based on EPS and the grant date fair value

are shown in the following table

2010 2009 2008

Number of units granted 71585 105504 60611

Fair value of units granted 32.44 20.02 29.22

summary of the activity for the Companys performance units

Aggregate
based on EPS at December 31 2010 and changes during 2010 are

Intrinsic shown in the following table Following the end of the performance
Value

period typically three years payout of the performance units based

on EPS growth is determined by the Companys growth in EPS for

4.1 such period compared to target set at the beginning of the period by

________ the Compensation Committee of the Companys Board of Directors and

payout requires the approval of the Compensation Committee Payouts

if any are all made in common stock and are considered made when

approved by the Compensation Committee

ICI Represents target number of units granted Actual number of units earned if any is dependent

upon performance and may range from percent to 200 percent of the target

101 Of the 507 t54 performance units not vested at December 31 2010 443521 performance

units are assumed to vest at the end of the applicable vesting period

Number

of Units

546467

214750

78997

12144

670076

162922

Stock

Conversion

Ratio IAI

11

11

11

11

11

11

Al One performance unit one share of the Companys common stock

IBI Represents target number of units granted Actual number of units earned if any is dependent

upon performance and may range from percent 10200 percent of the target
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Dollars in millions

Units outstanding at 12/31/09

Grantedl5 71585 11

Converted 26.279 11 0.5

Forfeited 4047 11

Units outstanding at 12/31/10 223345 11 $15.9

Units fully vested at 12/31/10 54291 11 3.6

summary of the activity for the Companys non-vested performance

units based on EPS at December 31 2010 and changes during 2010

are shown in the following table

Units non-vested at 12/31/09

Granted Ic

Vested

Forfeited

Units non-vested at 12/31/1QD

Represents target number of units granted Actual number of units earned if any is dependent

upon performance and may range from percent to 200 percent of the target

01 Of the t69054 performance units not vested at December 3t 20 10 14784 performance

wilts are assumnd to vest at the end of the applicable vesting period

At December 31 2010 there was $1.9 million in unrecognized

compensation cost related to non-vested performance units based

on EPS which is expected to be recognized over weighted-average

period of 1.69 years

Stock Options

The Company recorded no compensation expense in 2010 2009 or

2008 as all stock options are fully vested summary of the activity

for the Companys stock options at December 31 2010 and changes

during 2010 are shown in the following table

weighted-

Average

Aggregate Remaining

Intrinsic contractual

Value TermDollars in millions

Options Outstanding

at 12/31/09 246744 $21.98

Exercised 146400 $21.83 $2.5

Options outstanding

at 12/31/10 100344 $22.19 $2.3 2.32 years

Options fully vested and

exercisable at 12/31/10 100344 $22.19 $2.3 2.32 years

the Company issued restricted stock to certain exist ng non-officer

employees as well as other executives upon hire to attract and retain

Indlvidusis to be competitive in the marxetpiace Toe restricted stock

vests in one-third annual increments Prior to Vesting each share of

restricted stock is subject to forfeiture if the recipient ceases to render

substantial services to the Company or subsidiary for any reason

other than death disability or retirement These shares may not be sold

assigned transferred or pledged and are subject to risk of forfeiture

The fair Value of the restricted stock was based on the closing market

price of the Companys common stock on the grant date Compensation

expense for the restricted stock is fixed amount determined at the grant

date fair value and is recognized as services are rendered by employees

over three-year vesting period Also the Company treats its restricted

stock as multiple separate awards by recording compensation expense

separately for each tranche whereby substantial portion of the expense

is recognized in the earlier years in the requisite service period Dividends

are accrued and paid during the vesting period and therefore are included

in the fair value calculation The expected life of the restricted stock is

based on the non-vested period since inception of the three-year award

cycle There are no post-vesting restrictions related to the Companys

restricted stock The number of shares of restricted stock granted and

forfeited and the grant date fair value are shown in the following table

2010 2009 2008

Shares of restricted stock granted 26653 6226 56798

Shares of restricted stock forfeited 1297 2915

Fair viue of restricted stock granted 40.78 $33.38 30.84

At December 31 2010 there was $0.9 million in unrecognized

compensation cost related to non-vested restricted stock which is

expected to be recognized over weighted-average period of 2.13 years

Derivative Instruments and Hedging Activities

The Company is exposed to certain risks relating to its ongoing business

operations The primary risks managed using derivatives instruments

are commodity price risk and interest rate risk The Company is also

exposed to credit risk in its business operations

Commodity Price Risk

The Company primarily uses forward physical contracts commodity

price swap contracts and commodity price option features to manage

the Companys commodity price risk exposures Commodity derivative

instruments used by the Company are as follows

NGLs put options and NGLs swaps are used to manage Enogexs

NGL5 exposure associated with its processing agreements

Natural gas swaps are used to manage Enogexs keep-whole natural

gas exposure associated with its processing operations and Enogexs

natural gas exposure associated with operating its gathering trans

portat ion and storage assets

Stock

Number Conversion

of Units Ratio Al

182086 11

Aggregate Restricted Stock
Intrinsic

Value Under the 2008 Stock Incentive Plan and in 2008 2009 and 2010

IA One performance unit one share of the Companys common stock

Represents target number of units granted Actual number of units earned if any is dnoendent

upon performance and may range from percent to 200 percent of the target

Number

of Units

155807

71585

54291

4047

169054

Weighted-

Average

Grant Date

Fair Value

$23.19

$32.44

$29.22

$22.52

$25.26

Weighted-

Average

Number ot Exercise

Options Price
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Natural gas futures and swaps and natural gas commodity purchases

and sales are used to manage OERs natural gas exposure associated

with its storage and transportation contracts and

Natural gas futures and swaps natural gas options end natural gas

commodity purchases and sales are used to manage OERs marketing

and trading activities

Normal purchases and normal solos contracts arc nut rocordod in PRM

Assets or Liabilities in the Consolidated Balance Sheets and earnings

recognition is recorded in the period irr which physical delivery of the

commodity occurs Management applies normal purchases and rlomrnai

ashes treatment to commodity contracts for the purchase arid sale

of natural gas used in or produced by its operations ii commodity

contracts fur the sale of NGLs produced by Enogexs gathering and

processing business fi electric pnwer cnntrects by 00SF and iv

fuel procurement by OGE
The Company recognizes its non-exchange traded derivative

instruments as PRM Assets or Liabilities in the Consolidated Balance

Sheets at fair value with such amounts classified as current or long-term

based on their anticipated settlement Exchange traded transactions

are settled on net basis daily through margin accounts with clearing

broker and therefore are recorded at fair value on net basis in Other

Current Assets in the Consolidated Balance Sheets

Interest Rate Risk

The Companys exposure to changes in interest rates primarily
relates

to short-term variable-rate debt and commercial paper The Company

ooo opitniro ord Iirritir th offoto-e. .---v.---.-y
of market changes in interest rates The Company utilizes interest rate

derivatives to alter interest rate exposure in an attempt to reduce the

effects of these changes Interest rate derivatives are used solely to

rriodify interest rate exposure arid riot to rriodify the overaf leverage

of the debt portfolio

Credit Risk

The Company is exposed to certain credit risks relating to its ongoirrg

business operations Credit risk includes the risk that counterparties

that owe the Company money or energy will breach their obligations If

the counterpadies to these arrangements fail to perform the Company

may be forced to enter into alternative arrangements In that event the

Companys financial results could be adversely affected and the

Company could incur losses

Cash Flow Hedges

For derivatives that are designated and
qualify as cash flow hedge

the effective portion of the change in fair value of the derivative instru

ment is reported as component of Accumulated Other Comprehensive

Income and recognized into earnings in the same period during which

the hedged transaction affects earnings The ineffective portion of

derivatives change in fair value or hedge components excluded from

the assessment of effectiveness is recognized currently in earnings

The Company measures the ineffectiveness of commodity cash flow

hedges using the change in fair value method whereby the change in

the expected future cash flows designated as the hedge transaction

are compared to the change in fair value of the hedging instrument

Forecasted transactions which are designated as the fiedged transac

tiori in cash Flow hedge are regularly
evaluated to assess whether

they conlinue to be probable of occurring If the forecasted transactions

are no longer probable of occurring hedge accounting will cease on

prospective basis ard all future chanqes in the fair value of lbs

dedvative will be recognized ctirectly
in earninqs

The Company designates as cash flow hedges derivatves riced

to manage commodity price
risk exposure for Enogexs NGL5 volumes

and corresponding keep-whole natural gas resulting
from its natural

gas processing contracts processing hedges and rratunai gas positions

resulting frurn its natural gas gathering and processing pipeline and

storage operations operational gas hedges The Company also

designates as cash flow hedges certain derivatives used to manage

natural gas commodity exposure for certain natural gas storage inven

tory positions Maturities of Enogexs cash flow hedging activity at

December 31 2010 occur during 2011

Fair Value Hedges

For derivative instruments that are designated and qualify as fair value

hedge the gain or loss on the derivative as well as the offsetting loss or

gain on the hedged item attributable to the hedge risk are recognized

currently in earnings The Company includes the gain or loss on the

hedged items in Operating Revenues as the offsetting loss or gain on

the related hedging derivative

At December 31 2010 and 2009 the Company had no derivative

instruments that were designated as fair value hedges

Derivatives Not Designated As Hedging Instruments

Derivative instruments not designated as hedging instruments are

utilized in OERs asset management marketing and trading activities

For derivative instruments not designated as hedging instruments

the gain or loss on the derivative is recognized currently in earnings

Quantitative Disclosures Related to Derivative Instruments

At December 31 2010 the Company had the following derivative

instruments that were designated as cash flow hedges

un muionsl 201

Gross Notional Volume5

Enogex processing hedges

NGLs sales 1.3

Natural gas purchases 5.2

Enogex marketing hedges

Natural gas sales 2.3

Natwal gas
Ml Vista NOLs en barrels
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At December 31 2010 the Company had the following derivative The fair value of the derivative instruments that are presented in

Nm/lions Purchases Sales

Gross Notional VolumeA

Natural gas5

PhysicallGo 21.4 51 .6

Fixed Swaps/Futures 32.8 31.5

Options 25.0 25.3

Bask Swaps 10.8 7.5

Suture gas in MMBtu NGL5 in barrels

99 percent of the natural gas contracts have durations of one year or less six percent have

durations of more than sos year and lens than two years and hve percent have durations of

more than two yearn

IC Of the natural
gas physical purchases and sales volumes net designated as hedges the

majority are priced based on monthly or daily index and the fair value is subject to little

or no marhet price risk

ID Natural
gas physical sales volumes exceed natural gas physical purchase volumes due to the

marheling of natural
gas

volumes purchased via Enogexs processing contracts which are not

derivative instruments and are excluded from the table above

Fair value

Balance Sheet

un millions Instrument Location Assets Liabilities

Derivatives designated

as hedging instruments

NGLs

Financial options Current PPM $13.3

Natural gas

Financial futures/swaps Current PRM 28.8

Other Current Assets 0.6 0.3

Total $13.9 $29.1

Derivatives not designated

as hedging instruments

Natural gas

Financial futures/swaps Current PRM 0.1

Other Current Assets 20.0 19.8

Physical purchases/sales Current PRM 1.4 1.2

Non-Current PRM 0.8

Financial options Other Current Assets 0.5 0.7

Total $22.7 $21.8

Total gross derivativen5 $36.6 $50.9

Fair value

Balance Sheet

In millions Instrument Location Assets Liabilities

Derivatives designated

as hedging instruments

NGL5

Financial options Current PRM $16.4

Non-Current PRM 23.4

Financial futures/swaps Current PRM 6.1

Natural gas

Financial futures/swaps Current PRM 14.8

Non-Current PRM 19.7

Other Current Assets 4.6 1.2

Total $44.4 $41.8

Derivatives not designated

as hedging instruments

NGLs

Financial futures/swapsAl Current PPM 9.2 8.6

Natural gas

Financial futures/swapslB Current PPM 3.6 12.3

Non-Current PPM 0.1

Other Current Assets 11.8 13.6

Physical purchases/sales Current PRM 0.8 0.6

Non-Current PRM 0.6

Financial options Other Current Assets 0.9 0.8

Total $26.9 $36.0

Total gross derivativeslC $71.3 $77.8

The entire fair value of Financial Futures/Swaps NGLs not designated as hedging instruments

csnsists of denvatives that were previously designated as hedging instruments and subsequently

de-designated with offsetting dedvatives to close the hedge positions

The fair value of Financial Futures/Swaps Natural Gas not designated as hedging instruments

inclvdeu derivatives that were previously designated as hedging instruments and subsequently

dc-designated with offsetting derivatives to close the hedge positions The referenced denvatives

had fair value as presented in the table above in current Assets of $2.9 million and Current

Liabilities of $11.7 million

See reconciliation of the Companys total derivatives fair value to the Companys Consolidated

Balance Sheet at Oecember 31 2009 see Note

Income Statement Presentaton Related to Derivative Instruments

The following table presents the effect of derivative instruments on

the Companys Consolidated Statement of Income for the year ended

December 31 2010

Amount

Reclassified

from

Amount Accumulated

Recognized OCI into

in Gd IncomeIn millionsi

Derivatives in cash flow

hedging relationships

NGLs financial options 9.7 1.2

NGL5 financial futures/swaps 1.7 3.7

Natural gas financial futures/swaps 14.9 25.9 0.2

Total $22.9 $28.4 $0.2

The estimated net amount of gains or losses included in Accumulated Other Comprehensive

Income at December 31 20t0 that is expected to be reclassified into income within the next

12 months is loss of $29.9 million

instruments that were not designated as hedging instruments the Companys Consolidated Balance Sheet at December 31 2009

are as follows

Balance Sheet Presentation Related to Derivative Instruments

The fair value of the derivative instruments that are presented in

the Companys Consolidated Balance Sheet at December 31 2010

are as follows

See reconciliation of the Companys total derivatives fair value to the Companys Consolidated

Balance Sheet at Oecember 3t 20t0 see Note Amount

Recognized

in Income
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Amount

Kilcogs /d

millions Income

Dcrivatives not dcsignatod

as hedging instruments

Natural gas physical purchases/sales

Natural gus financial futures/swaps

Total

The following table presents the effect of derivative instruments ort

the Cal riuii ConoutJated Stolen ci of 001 10 101 nu your ecdud

Deco uber 2009

Derivatives in cash flow

hedging relationships

NGL5 financial options

NGL5 financial futures/swaps

Natural gas financial fLitures/swaps

Total

Amou

ii.1

ror

Ainoun Accurnu sled

Flecogn ned 001 ii to

in 001 incorre

56.4 1.7

33.7 12.6

19.8 26.5 0.2

$109.9 $12.2 $O.2

Amount

Recognized

In Ill orni in Income

Derivatives not designated as hedging instruments

Natural gas physical purchases/sales $24.3

Natural gas financial futures/swaps 17.7

NGLs financial futures/swaps 0.2

Total 6.8

For derivatives designated as cash flow hedges in the tables above

amounts reclassified from Accumulated Other Comprehensive Income

into income effective portion and amounts recognized in income ineffec

five portion for the years ended December 31 2010 and 2009 if any are

reported in Operating Revenues For derivatives not designated as hedges

in the tables above amounts recognized in income for the years ended

December 31 2010 and 2009 if any are reported in Operating Revenues

Credit-Risk Related Contingent Features in Derivative Instruments

In the event Moodys or Standard Poors were to lower the Companys

senior unsecured debt rating to below investment grade rating at

December 31 2010 the Company would have been required to post

$1 5.7 million of cash collateral to satisfy ifs obligation under its financial

and physical contracts relating to derivative instruments that are in net

liability position at December 31 2010 In addition the Company could

be required to provide additional credit assurances in future dealings

with third parties which could include letters of credit or cash collateral

tn ym dun bnr 2010 2009 2008

Non-cash investing

off instinino sc8itte

rower pleor long lerm scrvice rgieer1si 2.1

FLitule nrstallmen payments to

wind farm developei 2.3

Supplemental cash flow information

Cash paid during the period for

lnterest net of interest capitalized

of $8.1 $14.7 $7.6 144.6

lrtcome taxes net of incorre tax refunds 139.5

Income Taxes

The items comprising income tax expense are as follows

in mu Ins year ended Oecen ben 11

Provision benefit for

current income taxes

Federal

State

Total provision benefit

for current income taxes

Provision for deferred

income taxes net

Federal

State

Total provision for deferred

income taxes net

Deferred federal investment

tax credits nei

Income taxes relating to other

income and deductions

Total income tax expense

Ihe Company files consolidated income tax returns in the U.S

Federal
jurisdiction

and various state jurisdictions With few exceptions

the Company is no longer subject to U.S Federal tax examinations by

tax authorities for years prior to 2007 or state and local tax examinations

by tax authorities for years prior to 2002 Income taxes are generally

allocated to each conrparry in the affiliated group based on its stand

alone taxable income or loss Federal investment tax credits previously

Supplemental Cash Flow Information

The following table discloses information about investing and financing

activities that affocted recognized assets and liabilities but which did

not result iii cash receipta or payments Also disclosed in tho table is

$i 1.7 cash paid for intorest net of interest capitali7ed and cash paid for

3.2

income laxes net of income tax refunds

8.5

In urn

101111

Recognized

incoir

3.5

3.9

$1 25.8 $122.3

2.0

2010 2009 2008

15.8 $145.3 18.2

2.3 4.8 1.2

18.1 150.1 19.4

134.5 256.7 126.2

9.3 8.1 1.9

143.8 264.8 128.1

3.7 4.2 4.6

28 10.6 2.9

$161.0 $121.1 $101.2
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claimed on electric utility property have been deferred and are being

amortized to income over the life of the related property OGE earns

both Federal and Oklahoma state tax credits associated with the

production from its wind farms In addition OGE and Enogex earn

Oklahoma state tax credits associated with their investments in electric

generating and natural gas processing facilities which further reduce

the Companys effective tax rate The following schedule reconciles

the statutory Federal tax rate to the effective income tax rate

Year ended December 31

Statutory Federal tax rate

Medicare Pert subsidy

State income taxes net of Federal

income tax benefit

Amortization of net unfunded

deferred taxes

Qualified production activities

Income attributable to

noncontrolling interest

401k dividends

Federal investment tax credits net

Federal renewable energy creditlA

Other

2010 2009 2008

350% 35.0% 350%

2.6 1.1 0.3

Effective income tax rate 34.9%

These are credits associated with the production rrom OGEis wind rarms

OGE filed request with the IRS on December 29 2008 for

change in its tax method of accounting related to the capitalization of

repair expenditures The accounting method change was for income

tax purposes only and would allow the Company to record cumulative

tax deduction For financial accounting purposes the only change was

recognition of the impact of the cash flow generated by accelerating

income tax deductions On December 10 2009 OGE received approval

from the IRS for the change in accounting method In December 2009

claim for refund was filed to carry back the 2008 tax loss resulting in

tax refund of $81.8 million which OGE received in February 2010

The expected refund was recorded in Income Taxes Receivable on the

Consolidated Balance Sheet at December 31 2009

At December 31 2010 and 2009 the Company had no material

unrecognized tax benefits related to uncertain tax positions The Company

recognizes interest related to unrecognized tax benefits in interest expense

and recognizes penalties in other expense

The deferred tax provisions set forth above are recognized as costs

in the ratemaking process by the commissions having jurisdiction over

the rates charged by OGE The components of Deferred Income Taxes

at December 31 2010 and 2009 respectively were as follows

hi millions December 31 2010 2009

Current deferred income tax assets

Accrued liabilities 8.2 4.7

Accrued vacation 6.1 7.0

Derivative instruments 1.0 8.9

Uncollectible accounts 0.6 0.9

Federal tax credits 7.3

Other 2.8 2.6

Total current deferred income tax assets 18.7 41.4

Current accrued income tax liabilities

Other .6

Total current accrued income tax liabilities 1.6

Current deferred income tax assets net 18.7 39.8

Non-current deferred income tax liabilities

Accelerated depreciation and other property

related differences $1071.4 $1325.6

Investment in Enogex Holdings 376.1

Company pension plan 71.4 51.3

Derivative instruments 22.4

Regulatory asset 17.2 0.2

Income taxes refundable to customers net 16.8 7.4

Bond redemption-unamortized costs 4.8 5.2

Total non-current deferred income tax liabilities 1580.1 1389.7

Non-current deferred income tax assets

Regulatory liabilities 43.7 51 .1

Postretirement medical and life insurance benefits 39.0 52.5

State tax credits 35.5 29.9

Federal tax credits 21.5

Deferred Federal investment tax credits 3.6 5.1

Derivative instruments 3.4

Other 2.0 1.1

Total non-current deferred income tax assets 145.3 143.1

Non-Current deferred income tax liabilities net $1434.8 $1246.6

The Company had Federal tax net operating toss for 2009 primarily

caused by the accelerated tax depreciation provisions contained within

the ARRA ARRA allowed current deduction for 50 percent of the cost

of certain property placed into service during 2009 This tax loss resulted

in $68 million current income tax receivable related to the 2009 tax

year On November 2009 the Worker Homeownership and Business

Assistance Act of 2009 was signed into law by the President This now

law provided for five-year carry back of net operating losses incurred

in 2008 or 2009 This expanded carryback period enabled the Company

to carry back the entire 2009 tax loss carryback claim was filed in

March 2010 and refund of $68 million was received by the Company

in April 2010

1.7 1.0 0.2

0.7 0.70.7

0.2

0.4

0.6

0.8

3.4

0.3

0.7

1.1

2.2

0.1

31.7%

0.8

1.4

2.7

0.8

29.9%
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In June 2010 new legislation was passed in Oklahoma that created

moratorium from July 2010 through June 30 2012 on 30 income

tax credits For income tax purposes credits affected by the moratorium

may not be claimed tor any event transaction investment expenditure

or other act For which the credits would otherwise be allowable During

this two-year window affected credits generated by the Cnrnpany are

being deterred and will he utilized at time after Os noratoburii expires

For tinancial accounting purposes the Company will raceiva the benefits

in the future because the credits do not expire if they are not utilized in

In September 2010 the Small Business Job-s and Credit Act of 2010

was sigi ad into law which included accelerated tax Jeprecatoc provi

sions allowing the Company to record current income tax deduction

for 50 percent of the cost of certain property placed into service from

January 2010 to September 2010 For financial accounting purposes

the Company recorded an increase in Non-Current Deferred Income

Texes Liability at September 30 2010 on the Companys Consolidated

Balance Sheet to recognize the -financial statement impact of this new

law In December 2010 the Tax Relief Unemployment Insurance

Reauthorization and Job Creation Act was signed into law which

included accelerated tax depreciation provisions allowing the Company

to record current income tax deduction for 100 percent of the cost

of certain property acquired and placed into service from September

2010 to December 31 2011 The new law will also allow the Company

to record current income tax deduction for 50 percent of the cost of

certain property placed into service from January 2012 to December

31 2012 For financial accounting purposes the Company recorded an

increase in Non-Current Deterred Income Taxes Liability at December

31 2010 on the Companys Consolidated Balance Sheet to recognize

the financial statement impact of this new law

Medicare Part Subsidy

The Patient Protection and Affordable Care Act of 2009 and Health

Care and Education Reconciliation Act of 2010 collectively Health

Care Reform Acts effectively change the tax treatment of Federal

subsidies paid to sponsors of retiree health benefit plans that provide

prescription drug benefits that are at least actuarially equivalent -10 the

corresponding benefits provided under Medicare Part

The Federal subsidy paid to employers was introduced as part of

the Medicare Prescription Drug Improvement and Modernization Act of

2003 Medicare Act The Company has been recognizing the Federal

subsidy since 2005 related to certain retiree prescription drug plans that

were determined to be
actuarially equivalent to the benefit provided under

Medicare Part Under the Medicare Act the Federal subsidy does not

reduce an employers income tax deduction for the costs of providing

such prescription dog plans nor is it subject to income tax individually

Under the Health Care Reform Acts beginning in 2013 an employers

income tax deduction for the costs of providing Medicare Part D-

equivalent prescription drug benefits to retirees will he reduced by -the

amount of the Federal subsidy Under GAAP any impact from change

in tax law must be recognized in earnings in the period enacted regard

less of the effective date As retiree healthcare liabilities and related tax

impacts are already reflected in the Comnpe.riys Consohdaled iriericial

Statements the Company recogrnzed orie-tinie non-cash charge

of $11.4 million or $0 -M per diluted share during the quarter ended

31 2010 1w lbs wrii-rifi uf trw/Irs isiS rs.onniserl tax benefits

relating to Medicare Part sLhsdies to retleul the chancle in the tax

Frmatment of th Fedora subsidy

Other

The Company had Federal renewable energy tax credit carryover from

2009 of $1 7.2 million with en additional $1 5.5 million in credits being

generated during 2010 The Company currently believes that $11.2 mil

lion of these Federal tax credit amounts will be utilized in the 2010 tax

year with $21.5 million being carried over to 2011 and later tax years

In addition the Company has an Oklahoma tax credit carryover from

2009 of $44.1 million During 2010 additional Oklahoma tax credits

of $24.2 million were generated or purchased by the Company The

Company currently believes that $16.0 million of these state tax credit

amounts will be utilized in the 2010 tax year with $52.3 million being

carried over to 2011 and later tax years These Federal and state tax

credits will begin to expire in 2019 however the Company expects that

all Federal and state tax credits will be futy utilized prior to expiration

Common Equity

Automatic Dividend Reinvestment and Stock Purchase Plan

The Company issued 346456 shares of common stock under its DRIP

DSPP in 2010 and received proceeds of $13.8 million The Company

may from time to time issue additional shares under its DRIPDSPP to

fund capital requirements or working capital
needs At December 31

2010 there were 2646288 shares of unissued common stock reserved

for issuance under the Companys DRIP/DSPP

Shareowners Rights Plan

The Shareowners Rights Plan expired by its terms on December 11 2010

fhe Companys Restated Certificate of Incorporation permits the

issuance of new series of preferred stock with dividends payable

other than quarterly
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EPS

Outstanding shares for purposes of basic and diluted EPS were

calculated as follows

iiuiis ynur ended Decemoer 31 2015__- 2035 SUUS

Average common shares outstanding

Basic average common shares outstanding 97.3 96.2 92.4

Effect of dilutive securities

Employee stock options and

unvested stock grants 0.1

Contingently issuable shares

performance units 1.6 1.0 0.3

Diluted average common

shares outstanding 98.9 97.2 92.8

Anti-dilutive shares excluded

from EPS calculation

10 Long-Term Debt

summary of the Companys long-term debt is included in the

Consolidated Statements of Capitalization At December 31 2010

the Company was in compliance with all of its debt agreements

OGE has tax-exempt pollution control bonds with optional

redemption provisions that allow the holders to request repayment

of the bonds at various dates
prior to the maturity The bonds which

can be tendered at the option of the holder during the next 12 months

are as follows

Amount

Series Date Due In miiions

0.30% 0.50% Garfield Industrial Authority January 2025 47.0

0.35% 0.52% Muskogee Industrial Authority January 2025 32.4

0.33% 0.55% Muskogee Industrial Authority June 2027 56.0

Total redeemable during next 12 months $135.4

All of these bonds are subject to an optional tender at the request

of the holders at 100 percent of the principal amount together with

accrued and unpaid interest to the date of purchase The bond holders

on any business day cart request repayment of the bond by delivering

an irrevocable notice to the tender agent stating the principal amount of

the bond payment instructions for the purchase price and the business

day the bond is to be purchased The repayment option may only be

exercised by the holder of bond for the
principal amount When tender

notice has been received by the trustee third party remarketing agent

for the bonds will attempt to remarket any bonds tendered for purchase

This process occurs once per week Since the original issuance of these

series of bonds in 1995 and 1997 the remarketing agent has success

fully remarketed all tendered bonds If the remarketing agent is unable

to remarket any such bonds OGE is obligated to repurchase such

unremarketed bonds As OGE has both the intent and ability to refi

nance the bonds on long-term basis and such ability is supported by

an ability to consummate the refinancing the bonds are classified as

long-term debt in the Companys Consolidated Financial Statements

OGE believes that it has sufficient
liquidity to meet these obligations

Long-Term Debt Maturities

Maturities of the Companys long-term debt during the next five years

consist of $25.0 million and $300.0 million in years 2013 and 2014

respectively There are no maturities of the Companys long-term debt

in years 2011 2012 or 2015

The Company has previously incurred costs related to debt

refinancings Unamortized debt expense and unamortized loss on reac

qLnred debt are classified as Deferred Charges and Other Assets and

the unamortized premium and discount on long-term debt is classified

as Long-Term Debt respectively in the Consolidated Balance Sheets

and are being amortized over the life of the respective debt

Issuance of OGE Long-Term Debt

On June 2010 OGE issued $250 million of 5.85% senior notes

due June 2040 The proceeds from the issuance were added to

the Companys general funds and were used to fund OGEs ongoing

capital expenditure program and for working capital OGE expects

to issue additional long-term debt from time to time when market

conditions are favorable and when the need arises

11 Short-Term Debt and Credit Facilities

The Company borrows on short-term basis as necessary by the

issuance of commercial paper and by borrowings under its revolving

credit agreements The short-term debt balance was $145.0 million

and $175.0 million at December 31 2010 and 2009 respectively

at weighted-average interest rate of 0.34 percent and 0.27 percent

respectively The following table provides information regarding the

Companys revolving credit agreements and available cash at

December 31 2010

Weighted-

Aggregate Amount Average

in mihonnl commitment Outstanding inierest Rate Maturity

Revolving credit agreements

and available cash

OGE Energyln

OGE
Enogex LLCIEI

Cash 2.3 N/A

Total $1237.3

596.0 $145.0

389.0 0.3

250.0 25.0

235.0 170.3

N/A

$170.3

12/6/12

12/6/12

3/31/13

Q34%lDl

Q33%lDl

Q57%D

0.38%

N/A

0.38%

Includes direct borrowings under the revolving credit agreements commercial paper borrowings

and letters of credit at December 31 2010

This bank facility is available to backup ODE Energys commercial paper borrowings and to

provide revolving credit borrowings Tkis bank facility can also be used as letter of credit facility

At December 31 2010 there was $145.0 million in outstanding commercial paper borrowings

This bank facility is available to back up DOSES commercial paper borrowings and to provide

revolving credit borrowings This bank facility can also be used as letter of credit facility At

December 31 2010 there was $0.3 million supporting letters of credit

ID Represents the weighted-average interest rate for the outstanding borrowings under the revolving

credit agreements commercial
paper borrowings and letters of credit

IF This bank facility is available to provide revolving credit borrowings for Enoges LLC As Enogex

LLCIs credit agreement matures on March 3t 2013 along with its intent in utilizing its credit

agreement borrowings thereunder are classified as long-term debt in the Companyk

consolidated Balance Sheets
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OGE Energys and OGEs ability to access the commercial paper

market could be adversely impacted by credit ratings downgrade or

major market disruptions Pricing grids associated with the Companys

credit facilities could cause annual tees and borrowing rates to increase

if an adverse ratings impact occurs The impact of any future downgrade

could include an increase in the cost of the Companys short-term

borrowings but reduction in the Companys credit ratings would not

result in any defaults or accelerations Any future downgrade of the

Company could also lead to higher long-term borrowing costs and

ii below investment grade woLlu require the Company to post cash

collateral or letters of credit

Unlike OGE Energy and Enogex OGE must obtain regulatory

approval from the FERC in order to borrow on short-term basis OGE

has the necessary regulatory approvals to incur up to $800 million in

short-term borrowings at any one time for two-year period beginning

January 2011 and ending December 31 2012

The Company provides Restoration of Retirement Income Plan to

those participants in the Companys Pension Plan whose benefits are

subject to certain limitations under the Internal Revenue Code of 1986

the Code The benefits payable under this Restoration of Retirement

Income Plan are equivalent to the amounts that would have been payable

under the Pension Plan but for these limitations The Restoration of

Retirement lnccmme Plan is intended to be an unfunded plan

The following table presents the status of the Companys Pension

Plan and Restoration of Retirement Income Plan at December 31 2010

and 2009 These amounts nave bean recorded mm Accrued Benefit

Obligations with the offset in Accumulated Other Comprehensive Loss

except OGEo portion which is recorded as regulatory asset as

discLissed in Note in the Companys Consolidated Balance Sheet

The amounts in Accumulated Other Comprehensive Loss and as

regulatory asset represent net periodic benefit cost to he recognized

in the Consolidated Statements of Income in future periods

12 Retirement Plans and Postretirement Benefit Plans

Defined Benefit Pension Plan and Restoration

of Retirement Income Plan

In October 2009 the Companys Pension Plan and the Companys

qualified
defined contribution retirement plan 401k Plan were

amended effective January 2010 to provide eligible employees

choice to select future retirement benefit combination from the

Companys Pension Plan and the Companys 401k Plan

Employees hired or rehired on or after December 2009 do not

participate in the Pension Plan but are eligible to participate
in the 401k

Plan where for each pay period the Company contributes to the 401k

Plan on behalf of each participant 200 percent of the participants

contributions up to five percent of compensation

It is the Companys policy to fund the Pension Plan on current

basis based on the net periodic pension expense as determined by

the Companys actuarial consLiltants During each of 2010 and 2009

the Company made contributions to its Pension Plan of $50 million to

help ensure that the Pension Plan maintains an adequate funded status

Such contributions are intended to provide not only for benefits attrib

uted to service to date but also for those expected to be earned in the

future During 2011 the Company may contribute up to $50 million to

its Pension Plan The expected contribution to the Pension Plan during

2011 would be discretionary contribution anticipated to be in the

form of cash and is not required to satisfy
the minimum regulatory

funding requirement specified by the Employee Retirement Income

Security Act of 1974 as amended The Company could be required

to make additional contributions if the value of its pension trust and

postrebrement benefit plan trust assets are adversely impacted by

major market disruption in the future

In mIrons Oecember 31 2010 2009

Benefit obligations $640.9 $610.9

Fair value of plan assets 574.0 496.3

Funded status at end of year 66.9 $1 14.6

The following table summarizes the benefit payments the

Company expects to pay related to its Pension Plan and Restoration

of Retirement Income Plan These expected benefits are based on the

same assumptions Lised to measure the Companys benefit obligation

at the end of the year and include benefits attributable to estimated

future employee service

in mOlons Proected Benefit Payments

2011

2012

2013

2014

2015

2016 and beyond

$59.5

Plan Investments Policies and Strategies

The Pension Plan assets are held in trust which follows an investment

policy and strategy designed to maximize the long-term investment

returns of the trust at prudent risk levels Common stocks are used as

hedge against moderate inflationary conditions as well as for partici

pation in normal economic times Fixed income investments are utilized

for high current income and as hedge against deflation The Company

has retained an investment consultant responsible for the general invest

ment oversight analysis monitoring investment guideline compliance

and providing quarterly reports to certain of the Companys members

and the Companys Investment Committee

Restoration of

Pension Plan Retsement income Pins

2010 2009

$10.8 $8.3

$1 0.8 $ft3

63.6

79.7

79.0

72.7

308.8
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The various investment managers used by the trust operate within

the general operating objectives as established in the investment policy

and within the specific guidelines established for their respective portfolio

The table below shows the target asset allocation percentages for each

major category of Pension Plan investments

The portfolio is rebalanced on an annual basis to bring the asset

allocations of various managers in line with the target asset allocation

listed above More frequent rabalancing may occur if there are dramatic

price movements in the financial markets which may cause the trusts

exposure to any asset class to exceed or fall below the established

allowable guidelines

To evaluate the progress of the portfolio investment performance is

reviewed quarterly It is however expected that performance goals will

be met over full market cycle normally defined as three to five year

period Analysis of performance is within the context of the prevailing

investment environment and the advisors investment style The goal

of the trust is to provide rate of return consistently from three to five

percent over the rate of inflation as measured by the national Consumer

Price Index on fee adjusted basis over typical market cycle of no

less than three years and no more than five years Each investment

manager is expected to outperform its respective benchmark Below

is list of each asset class utilized with appropriate comparative

benchmarks each manager is evaluated against

________ comparative Benchmarklsl

Barclays Capital Aggregate Index

Standard and Poors 500 Index

Russell 1000 Value Index Short-term

Standard and Poors 500 Index Long-term

Russell 1000 Growth Index Short-term

Standard and Poors 500 Index Long-term

Standard and Poors 400 Midcap Index

Russell 2000 Index

Morgan Stanley Capital International Europe

Australia and Far East Index

The fixed income manager is expected to use discretion over the

asset mix of the trust assets in its efforts to maximize risk-adjusted per

formance Exposure to any single issuer other than the U.S government

its agencies or its instrumentalities which have no limits is limited to

five percent of the fixed income portfolio as measured by market value

At least 75 percent of the invested assets must possess an investment

grade rating at or above Baa3 or BBB- by Moodys Standard Poors

or Fitch The portfolio may invest up to 10 percent of the portfolios

market value in convertible bonds as long as the securities purchased

meet the
quality guidelines The purchase of any of the Companys

equity debt or other securities is prohibited

The domestic value equity managers focus on stocks that the

manager believes are undervalued in price and earn an average or less

than average return on assets and often pays out higher than average

dividend payments The domestic growth equity manager will invest

primarily in growth companies which consistently experience above

average growth in earnings and sales earn high return on assets and

reinvest cash flow into existing business The domestic mid-cap equity

portfolio manager focuses on companies with market capitalizations

lower than the average company traded on the public exchanges with

the following characteristics price/earnings ratio at or near the Standard

and Poors 400 Midcap Index small dividend yield return on equity at

or near the Standard and Poors 400 Midcap Index and an EPS growth

rate at or near the Standard and Poors 400 Midcap Index The domes

tic small-cap equity manager will purchase shares of companies with

market capitalizations lower than the average company traded on the

public exchanges with the following characteristics price/earnings ratio

at or near the Russell 2000 small dividend yield return on equity at or

near the Russell 2000 and an EPS growth rate at or near the Russell

2000 The international global equity manager invests primarily in

non-dollar denominated equity securities Investing internationally diver

sifies the overall trust across the global equity markets The manager

is required to operate under certain restrictions including regional con

straints diversification requirements and percentage of u.S securities

The Morgan Stanley Capital International Europe Australia and Far East

Index is the benchmark for comparative performance purposes The

Morgan Stanley Capital International Europe Australia and Far East

Index is market value weighted index comprised of over 1000 com

panies traded on the stock markets of Europe Australia New Zealand

and the Far East All of the equities which are purchased for the inter

national portfolio are thoroughly researched Only companies with

market capitalization in excess of $100 million are allowable No more

than five percent of the portfolio can be invested in any one stock at

the time of purchase All securities are freely traded on recognized

stock exchange and there are no 144-A securities and no overthe

counter derivatives The following investment categories are excluded

options other than traded currency options commodities futures

other than currency futures or currency hedging short sales/margin

purchases private placements unlisted securities and real estate

but not real estate shares

Asset class

Domestic all-cap equity

Domestic equity passive

Domestic mid-cap equity

Domestic small-cap equity

International equity

Fixed income domeslic

Target Allocation Meimum Maximum

20% 25%

10% 60%

10% 10%

10% 10%

15% 15%

35% 30% 70%

Asset class

Fixed income

Equity index

Value equity

Growth
equity

Mid-cap equity

Small-cap equity

International equity
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Level Level
For all domestic oquity investment managers no more than eight

percent five percent for mid-cap and small-cap equity managers can

be invested in any one stock at the time of pLirchase and no more than

16 percent 10 percent for mid cap and small-cap equity managers

after accounting for price appreciation minimum of 95 percent of the

total assets of an equity managers portfolio
must be allocated to the

equity markets Options or financial futures nay cot be purchased unless

prior approval of the Companys Investment Committee is received The

purchase of securities on margin is prohibited as is securities lending

ivdle pidcei 1511 Ci ventu capital lay ia be purchased All storast

end dividond payments must be swept on daily
basis into short

term money maiket fund for re-deployment he purchase of dny of the

Companys equity debt or other securities is prohibited The purchase

of equity or debt issues of tile portfolio managers organization is also

prohibited The aggregate positions in any company may not exceed

one percent of the fair market value of ifs outstanding stock

Plan Investments

in millions Oecember 31 2010

Common stocks

U.S common stocks $189.0

Foreign common stocks 75.9

Bonds debentures and notes5

Corporate fixed income and

other securities 105.5

Mortgage-backed securities 26.5

U.S Government obligations

Mortgage-backed securities 76.5

U.S treasury notes and bondsl 35.7

Other securities 2.4

Commingled tundli 37.7

Common collective trust 23.1

Foreign government bonds 2.6

Mutual funds

U.S equity mutual funds 34

Foreign equity mutual fund 1.0

U.S municipal bonds 4.3

Preferred stocks foreign 0.7

Commitment to purchase securities 3.7

Interest-bearing_cash ___________
0.2

Total Plan investments $588.2

Receivable from broker for securities sold 5.5

Interest and dividends receivable 2.8

Payable_to broker for securities purchased 22.5

Total Plan assets 574.0

In rn lions Decer ibm 11
2009

Common stocks

U.S common stocks $152.7

Foreign common stocks 57.2

Bonds debentures and notesl5l

Corporate fixed income and

other securities 119.1

Mortgage-backed securities 8.6

Government obligations

Mortgage backed securities 72.3

iS treasury notes and bonds 22.2

Oilier .botdi itls 4.5

Commingled lund

Common r.ollective rust 15

Foieign government bonds

Mutual funds

roreign equity mutual funds 2.0

U.S bond mutual funds 0.8

U.S municipal bonds 2.5

Preferred stocks foreign 0.9

interest-bearing cash 0.4

Forward contracts 0.1

Total Plan investments $496.9

Receivable from broker for securities sold 5.4

Interest and dividends receivable 2.5

Payable to broker for securities purchased 8.5

Total Plan assets $496.3

The three levels defined in the fair value hierarchy are as follows

Level inputs are quoted prices in active markets for identical

unrestricted assets or liabilities that are accessible by the Pension Plan

and postretirement benefit plans at the measurement date

Level inputs are inputs other than quoted prices in active markets

included within Level that are either directly or indirectly observable at

the reporting date for the asset or liability
for substantially the full term

of the asset or liability Level inputs include quoted prices for similar

assets or liabilities in active markets and quoted prices for identical or

similar assets or liabilities in markets that are not active

Level inputs are prices or valuation techniques for the asset or

liability
that require inputs that are both significant to the fair value

measurement and unobservable i.e supported by little or no market

activity Unobservable inputs reflect the Pension Plan and postretire

ment benefit plans own assumptions about the assumptions that

market participants would use in pricing the asset or liability including

assumptions about risk

$152.7

57.2

119.1

8.6

72.3

22

32.2

8.9

5.1

2.0

0.8

2.5

0.9

04

_________
0.1

$236.2 $260.7The following tables summarize the Pension Plans investments that

are measured at fair value on recurring basis at December 31 2010

and 2009 There were no Level investments held by the Pension Plan

at December 31 2010 and 2009

Level Level
15 This category primarily iepiesevts U.S corysrats bonds with an invistment grade rating

at or above Bead or BBB- by Moodyb Standard Pooris or Filch

lB This categoiy represents u.S treasury notes and bonds with Moodyb rating of Aaa and

$189.0 Government Agency Bonds with Moodyb rating of At or higher

759 This category represents units of participation in certain commingled hind that primaiily incest

no sloctis and bonds of US companies

ID This category represents units cit participation in an investment poor which primarily invests in

commercial papes repurchase agreements and U.S treasury notes and bonds and ceflihcates

105.5 of deposit

26.5

76.5

2.4

37.7

23.1

2.6

4.3

3.7

$282.3

35.7

3.4

1.0

0.7

0.2

$305.9
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Postretirement Benefit Pans

In addition to providing pension benefits the Company provides certain

medical and life insurance benefits for eligible retired members Regular

full-time active employees hired prior to February 2000 whose age

and years ot credited service total or exceed 80 or have attained age

55 with 10 years of vesting service at the time of retirement are entitled

to postretirement medical benefits while employees hired on or after

February 2000 are not entitled to postretirement medical benefits

Effective January 2010 the age for dependents to participate in the

Companys Medical Plan was increased to age 21 and if the dependent

is full-time student to age 26 Effective July 2010 the age for depend

ents to participate in the Companys Medical Plan was increased to age

26 regardless of whether or not the dependent is full-time student

All regular full-time active employees whose age and years of credited

service total or exceed 80 or have attained age 55 with three years of

vesting service at the time of retirement are entitled to postretirement

life insurance benefits Eligible retirees must contribute such amount as

the Company specifies from time to time toward the cost of coverage

for postretirement benefits The benefits are subject to deductibles

co-payment provisions and other limitations OGE charges to expense

the postretirement benefit costs and includes an annual amount as

component of the cost-of-service in future ratemaking proceedings

At the beginning of January 2011 the Company adopted several

amendments to the retiree medical plan Effective January 2012

medical costs for pre-65 aged eligible retirees will be fixed at the 2011

level and the Company will cover future annual medical
inflationary

cost increases up to five percent Increases in excess of five percent

annually will be covered by the pre-65 aged retiree in the form of pre

mium increases Also effective January 2012 the Company will

supplement Medicare coverage for Medicare-eligible retirees providing

them fixed stipend based on the Companys expected average 2011

premium for medical and drug coverage and allow those Medicare-

eligible retirees to acquire coverage from Company-provided third-party

administrator The effect of these plan amendments will be reflected

in the Companys March 31 2011 Consolidated Balance Sheet as

reduction to the postretirement benefit obligation of $91.3 million an

increase in other comprehensive income of $16.9 million and reduc

tion to OGEs benefit obligations regulatory asset of $74.4 million

Plan Investments

The following tables summarize the postretirement benefit plans

investments that are measured at fair value on recurring basis at

December 31 2010 and 2009 There were no Level investments held

by the postretirement benefit plans at December 31 2010 and 2009

0.8

Total Plan investments $55.0

The postretirement benefit plans Level investment includes an

investment in group retiree medical insurance contract The unobservable

input included in the valuation of the contract includes the approach for

determining the allocation of the postretirement benefit plans pro-rata

share of the total assets in the contract

The following table summarizes the postretirement benefit plans

assets that are measured at fair value on recurring basis using signifi

cant unobservable inputs Level

un miflions year ended December 31 2010 2009

Group retiree medical insurance contract

Balance at January $49.3 $55.1

Actual return on plan assets relating to

investments held at the reporting date 3.9 5.8
Balance at December 31 $53.2 $49.3

The following table presents the status of the Companys

postretirement benefit plans at December 31 2010 and 2009 These

amounts have been recorded in Accrued Benefit Obligations with the

offset in Accumulated Other Comprehensive Loss except OGEs portion

which is recorded as regulatory asset as discussed in Note in the

Companys Consolidated Balance Sheet The amount in Accumulated

Other Comprehensive Loss and as regulatory asset represents net

periodic benefit cost to be recognized in the Consolidated Statements

of Income in future periods

in miflions December 31 2010 2009

Benefit obligations $337.1 $288.0
Fair value of plan assets 59.3 55.0

Funded status at end of year $277.8 $233.0

The assumed health care cost trend rates have
significant effect on

the amounts reported for postretirement medical benefit plans Future

health care cost trend rates are assumed to be 8.99 percent in 2011

with the rates trending downward to five percent by 2020 one-

percentage point change in the assumed health care cost trend rate

would have the following effects

in milLions December 31

Group retiree medical

insurance contractiA

U.S equity mutual funds

Money market fund

Total Plan investments

2010 Level Levei in miiions year ended December 311

One-percentage point increase

$53.2
Effect on aggregate of the service and

interest cost components

Effect on accumulated postretirement

$53.2
benefit_obligations

One-percentage point decrease

Effect on aggregate of the service and

interest cost components

Effect on accumulated postretirement

benefit_obligations

$3.1 2.4 2.2

0.7 40.3 28.3

$2.5 1.9 18

in miiiions December 31

Group retiree medical

insurance contractrt

U.S equity mutual funds

Cash

2009 Level Levoi

$49.3

4.9 4.9

0.8

$5.7

$49.3

$49.3

IA This category represents group retiree medicai /nsurance contract which invests in poet of

mutual funds bonds and money market accounts of which signihcant portion is comprised

of mortgagmbacked securities

$53.2

5.5 5.5

0.6 0.6

$59.3 $6.1

2010 2009 2008

1.6 32.9 23.4
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Medicare Prescription Drug Improvement

and Modernization Act of 2003

On December 2003 President Bush signed into law the Medicare

Act which expanded Medicare to include for the first time coverage

for prescription drugs The following table summarizes the gross benefit

payments the Company expects to pay related to its postretirement ben

efit plans including prescription drLig benefits and the Federal subsidy

receipts the Company expects to receive provided by the Medicare Act

The Company received $1.4 million in Federal subsidy receipts in 2010

Gross Proiecled Expected Net Projected

Postretirement Medicare Postreiirernent

Benelit Part Beriefli

in miiiions Payments Subsidies Payments

2011 $14.2 $2.2 $12.0

2012 14.9 14.9

2013 15.6 15.6

2014 16.2 16.2

2015 16.9 16.9

2Ol6andBeyond 91.1 91.1

Obligations and Funded Status

The following table presents the status of the Companys Pension Plan

the Restoration of Retirement Income Plan and the postretirement ben

efit plans for 2010 and 2009 The benefit obligation for the Companys

Pension Plan and the Restoration of Retirement Income Plan represents

the projected benefit obligation while the benefit obligation for the

postretirement benefit plans represents the accumulated postretirement

benefit obligation APBO The APBO for the Companys Pension Plan

and Restoration of Retirement Income Plan differs from the projected

benefit obligation in that the former incltides no assumption about

future compensation levels The APBO for the Pension Plan and the

Restoration of Retirement Income Plan at December 31 2010 was

$601.4 million and $8.7 million respectively The APBO for the Pension

Plan and the Restoration of Retirement Income Plan at December 31

2009 was $558.3 million and $6.4 million respectively The details of

the funded status of the Pension Plan the Restoration of Retirement

Income Plan and the postretirement benefit plans and the amounts

included in the Consolidated Balance Sheets are as follows

in millions December 31

Change in benefit obligation

Beginning obligations

Service cost

Interest cost

Plan amendments

Plan curtailments

Participants contributions

Medicare subsidies received

Actuarial gains losses

Benefits paid

Ending obligations
__________

Change in plans assets

Beginning fair value

Actual return on plans assets

Employer contributions

Participants contributions

Medicare subsidies received

Benefits paid
______

Ending fair value

Funded status at end of year

Restoration ot Postretirement

Pension Pun Retirement ncome Plus Benefit Pians

2010 2009 2010 2009 2010 2009

$610.9 $547.0 8.3 $7.3 $288.0 $234.3

16.7 18.1 0.9 0.7 4.3 3.3

31.8 31.4 0.5 0.4 17.0 14.1

10.2 0.5

0.4

15.9 39.3 1.5 0.1

34.4 34.7 0.4 0.5

$640.9 $610.9 $10.8 $8.3

7.3 6.8

1.4

36.6 45.2

17.5 15.7

$337.1 $288.0

496.3 389.9 55.0 57.0

62.1 91.1 6.0 7.3

50.0 50.0 0.4 0.5 7.1 14.2

.- 7.3 6.8

1.4

34.4 34.7 0.4 0.5 17.5 15.7
-.

574.0 496.3 59.3 55.0

66.9 $114.6 $10.8 $8.3 $277.8 $233.0

Net Periodic Benefit Cost
Restoration of Postretirement

Pension Pian Retirement income Pian Benefit Pians

fn millions year ended December 31 2010 2009 2008 2010 2009 2008 2010 2009 2008

Service cost 16.7 18.1 19.0 $0.9 $0.7 $0.8 4.3 3.3 3.7

Interest cost 31.8 31.4 31.4 0.5 0.4 0.4 17.0 14.1 13.4

Expected return on plan assets 42.4 33.0 43.7 6.9 6.5 6.5

Amortization of transition obligation
2.7 2.7 2.7

Amortization of net loss 21.3 23.5 9.3 0.3 0.3 0.3 12.1 5.0 4.0

Amortization of unrecognized

prior service coat 2.4 0.8 0.9 0.7 0.6 0.6 1.0 1.9

Net periodic benefit cost7nl $29.8 40.8 16.9 $2.4 $2.0 $2.1 $29.2 $19.6 $19.2

IAI tn addition to the $32.2 million $42.8 million and $19.0 mithon of net periodic benefit cost recognized in 20t0 2009 and 2008 respectively the Company recognized tire following

Air increase in pension expense
in 2010 of $8.1 million redsctisn in pension expense in 2009 sf92.2 million and an increase in pension expense in 2008 of $10.1 million to maintain the allowable

amount tube recovered for pension expense in the Oklahoma jurisdiction which are identified us Deferred Pension Plan Expenses see Note and

redsctinn in pension expense in 2009 of $3.2 million in the Arkansas srisdiction to reflect the approval of recsvery of DOSEs 2008 and 2007 pension settlement costs in the May 2009 Arkansas

rate order which are identihed as Deferred Pension Plan Expenses see Nste
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The capitalized portion of the net periodic pension benefit cost

was $6.5 million $8.4 million and $4.0 million at December 31 2010

2009 and 2008 respectively The capitalized portion of the net periodic

postretirement benefit cost was $6.5 million $4.1 million and $4.6 mu

hOD at Decembei 31 2010 2009 aud 2008 respectively

Rate Assumptions

Year ended December 311

Discount rate

Rate of return on plans assets

Compensation increases

Assumed health care cost trend

Initial trend

Ultimate trend rate

Ultimate trend year

N/A not applicable

2010

5.30%

850%

4.40%

PensEon Plan and

Restorabon of

Retnement Income Plan

2009 2008

5.30% 6.25%

8.50% 8.50%

4.50% 4.50%

Poslretirernent

Benefil Plans

2008

6.25%

8.50%

N/A

The overall expected rate of return on plan assets assumption

remained at 8.50 percent in 2009 and 2010 in determining net periodic

benefit cost The rate of return on plan assets assumption is the average

long-term rate of earnings expected on the funds currently invested and

to be invested for the purpose of providing benefits specified by the

Pension Plan or postretirement benefit plans This assumption is reex

amined at least annually and updated as necessary The rate of return

on plan assets assumption reflects combination of historical return

analysis forward-looking return expectations and the plans current and

expected asset allocation

PostEmpIoyment Benefit Plan

Disabled employees receiving benefits from the Companys Group

Long-Term Disability Plan are entitled to continue
participating in

the Companys Medical Plan along with their dependents The post-

employment benefit obligation represents the actuarial present value

of estimated future medical benefits that are attributed to employee

service rendered prior to the date as of which such information is pre

sented The obligation also includes future medical benefits expected

to be paid to current employees participating
in the Companys Group

Long-Term Disability Plan and their dependents as defined in the

Companys Medical Plan

The post-employment benefit obligation is determined by an actuary

on basis similar to the APBO The estimated future medical benefits

are projected to grow with expected future medical cost trend rates and

are discounted for interest at the discount rate and for the probability

that the
participant

will discontinue receiving benefits from the Companys

Group Long-Term Disability Plan due to death recovery from disability

or eligibility for retiree medical benefits The Companys post-employment

benefit obligation was $2.1 million and $2.2 million at December 31

2010 and 2009 respectively

Defined Contribution Retirement Plan

The Company provides 401k Plan Each regular full-time employee

of the Company or participating affiliate is eligible to participate in

the 401k Plan immediately All other employees of the Company or

participating affiliate are eligible to become participants in the 401k

Plan after completing one year of service as defined in the 401k Plan

Participants may contribute each pay period any whole percentage

between two percent and 19 percent of their compensation as defined

in the 401k Plan for that pay period Participants who have attained

age 50 before the close of year are at owed to make additional

contributions referred to as Catch-Up Contributions subject to the

limitations of the Code The 401k Plan also allows an eligible auto

matic contribution arrangement and provides for qualified default

investment alternative consistent with the U.S Department of Labor

regulations Participants may elect in accordance with the 401k Plan

procedures to have his or her salary deferral rate to be made in the

future automatically increased annually on date and in an amount

as specified by the participant in such election The 401k Plan was

amended in October 2009 as discussed previously whereby employees

were offered choice to either stay in the 401k Plan prior to it being

amended where the Company matching contributions are discussed

below or select an option whereby effective January 2010 the

Company contributes on behalf of each participant depending on the

option selected 200 percent of the participants contributions up to five

percent of compensation or 100 percent of the participants contribu

tions up to six percent of compensation In the 401k Plan prior to it

being amended the Company contributes to the 401k Plan each pay

period on behalf of each participant an amount equal to 50 percent

of the participants contributions up to six percent of compensation for

participants whose employment or re-employment date occurred before

February 2000 and who have less than 20 years of service as defined

2010

5.30%

8.50%

N/A

2009

600%

8.50%

N/A

N/A N/A N/A 8.99%

N/A N/A N/A 5.00%

N/A N/A N/A 2020

9.49%

5.00%

2018

9.00%

4.50%

2014
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in the 401k Plan and an amount equal to 75 percent ot the participants

contributions up to six percent ot compensation tar participants whose

employment or re-employment date occurred hetore February 2000

and who have 20 or more years of service as defined in the 401k Plan

For participants whose employment or re-employment date occurred

on or after February 2000 and before December 2009 under the

401 ID Plan prior to being amended the Company contributes 100

percent ot the participants contributions up tu six percent of compensa

lion Fur participants hired on or atter December 2009 the Company

cash ihufc cffcctivc January 2010 200 percent of the participants

contributions LIP to five percent of compensation No Company contribr

Lions are rriade witl respect ro participants Catch--Up Contributions

rollover contributions or with iespect to participants contrihutiuns

based on overtime payments pay--in-lieu
at overtime for exempt persom

nel special lump-sum recognition awards and lump--sum merit awards

included in compensation for determining the amount at participant

contributions Prior to January 2010 the Companys contribution

which was initially
allocated for investment to the OGE Energy Corp

Common Stock Fund was made in shares of the Companys common

stock or in cash which was used to invest in the Companys common

stock Once made the Companys contribution could be reallocated on

any business day by participants to other available investment options

The 401k Plan was amended effective January 2010 whereby the

Companys contribution may be directed to any available investment

option in the 401k Plan The Company match contributions vest over

three-year period After two years of service participants become

20 percent vested in their Company contribution account and become

fully
vested on completing three years of service In addition participants

fully vest when they are eligible for normal or early
retirement uridei

Pension Plan in the event of their termination due to death or permanent

disability or upon attainment of age 65 while employed by the Company

or its affiliates The Company contributed $11.4 million $9.3 million and

$8.6 million in 2010 2009 and 2008 respectively to the 401k Plan

Deferred Compensation Plan

The Company provides nonqualitied deferred compensation plan which

is intended to be an unfunded plan The plans primary purpose is to

provide tax-deferred capital accumulation vehicle for select group

of management highly compensated employees and non-employee

members of the Board of Directors of the Company and to supplement

such employees 401k Plan contributions as well as offering this plan

to be competitive in the marketplace

Eligible employees who enroll in the pian have the following deferral

options eligible employees may elect to defer up to maximum of

70 percent of base salary and 100 percent of annual bonus awards or

eligible employees may elect deferral percentage 01 base salary

and bonus awards based on the deferral percentage elected for year

under the 401k Plan with such deferrals to start when maximum defer

rals to the qualified 401k Plan have been made because of limitations

in -that plan Eligible directors who enroll in the plan may elect to defer

up to maximum of 100 percent of directors meeting tees and annual

retainers The Company matches employee but not non-employee

director deferrals to make up for any match lost in the 401k Plan

because of deferrals to the deterred compensation plan and to allow

for match that would have been made under the 40-i Plan on that

portion of sillier tire first six peri of total compensation or the iirsl

five percent of total compensation depending on the option the partici

part elected under the choice provided to eligible enrployees discussed

shove ilefammerl that exceeds the limits allnweci in ihmn .10_i kf Plan

Matching credits vest has-ed air veers of service with lull vesting after

six years or earlier an retiromrreai disability death change in cnnfrnl

of i.he Company or termination of-the plan In addition the Benefits

Committee may award discretionary employer contribution credits to

participant
under the plan he Company accounts for the contributions

related to the Companys executive officers in this plan as Accrued

Benefit Obligations and the Company accounts -for the contributions

related to the Companys directors in this ptan as Other Deferred Credits

and Other Liabilities in the Consolidated Balance Sheets The investment

associated with these contributions is accounted for as Other Property

arid Investments in the Consolidated Balance Sheets The appreciation

of these investments is accounted for as Other Income and the increase

in the liability under the plan is accounted for as Other Expense in the

Consolidated Statements of Income

Supplemental Executive Retirement Plan

The Company provides Supplemental Executive Retirement Plan

SERP in order to attract and retain lateral hires or other executives

designated by the Compensation Committee of the Companys Board

of Directors who may not otherwise qualify
for sufficient level of bene

fits under the Companys Pension Plan and Restoration of Retirement

Income Plan The SERP is intended to be an unfunded plan and not

subject to the benefit limits imposed by the Code

13 Report of Business Segments

The Companys business is divided into tour segments for financial

reporting purposes These segments are as follows electric utility

which is engaged in the generation transmission distribution and sale

of electric energy natural gas transportation and storage natural

gas gathering and processing and iv natural gas marketing Other

Operations primarily
included the operations of the holding company

Intersegment revenues are recorded at prices comparable to those of

unaffiliated customers and are affected by regulatory considerations In

reviewing its segment operating results the Company focuses on oper

ating income as its measure of segment profit
and loss and therefore

has presented this information below The following tables summarize

the results of the Companys business segments for the years ended

December 31 2010 2009 and 2008
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In millions
___________

2010

Operating revenues

Cost of goods sold

Gross margin on revenues

Ot her operation and maintenance

Depreciation and amortization

Taxes other than income

Operating income loss

Total assets

Capital expenditures

2009

Operating revenues

Cost of goods sold

Gross margin on revenues

Other operation and maintenance

Depreciation and amortization

Taxes other than income

Operating income loss

Total assets

Other

Markeheg Operations chmisations Total

798.5 600.7 $3716.9

804.7 597.2 2187.4

0.2 3.5 1529.5

8.4 13.6 3.5 549.8

0.1 11.3 292.4

0.3 3.6 93.4

15.0 1.3 $593.9

94.5 $2701.6 84007.5 $7669.1

2.4 14.1 2.4 851.7

61g.g 559.9 $2869.7

617.7 555.0 1557.7

2.2 4.9 1312.0

9.2 13.9 4.6 466.8

0.1 10.8 265.7

0.4 3.4 87.6

7.5 0.3 0.3 $491.9

125.2 $2685.4 $3519.8 $7266.7

10.2 0.3 847.8

14 Commitments and Contingencies

Operating Lease Obligations

The Company has operating lease obligations expiring at various dates

primarily for OGE railcar leases and Enogex noncancellable operating

leases Future minimum payments for noncancellable operating leases

are as follows

Payments for operating lease obligations were $9.4 million

$9.2 million and $7.3 million in 2010 2009 and 2008 respectively

2016 and

Beyond

Electric Transportation Oathenng and

Utility and Storage Processing

$2109.9 403.6 $1005.6

1000.2 246.4 733.3

11U
418.1 48.9 91.5

208.7 21.8 50.5

69.2 13.9 6.4

413.7 72.6 123.9

$5898.1 $2008.6 973.8

603.4 70.2 164.0

$1751.2 401.0 657.5

796.3 239.9 458.8

954.9 161.1 198.7

348.0 40.9 87.2

187.7 21.3 45.8

65.1 13.2 5.5

354.1 85.7 60.2

$5478.1 $1631.7 866.1

600.5 71.4 166.0
Capital expenditures

2008

Operating revenues $1959.5 625.9 $1053.2 $1 .529.4 51097.3 $4070.7

Cost of goods sold 1114.9 479.7 806.4 1509.5 1092.5 281 8.0

Gross margin on revenues 844.6 46.2 246.8 9.9 4.8 1252.7

Other operation and maintenanceAl 351.6 48.2 87.3 12.9 2.0 5.8 492.2

Depreciation and amortization 155.0 17.5 37.5 0.2 7.7 217.9

Taxes other than income 59.7 12.7 4.6 0.4 3.1 80.5

Operating income loss
278.3 67.8 117.4 6.4 8.8 1.0 462.1

Total assets $4851.2 $1305.0 836.9 235.1 $2469.1 53178.8 $6518.5

Capital expenditures 840.1 93.3 240.2 12.9 2.0 $1184.5

Al In 2004 the Company adopted standard costing model utilizing fatly loaded activity rate including payroll benefits other employee related costs and overhead costs to he applied to projects

eligible for capitalization or deferral In Marsh 2005 the Company determined that the application of the fully loaded activity rates had unintentionally resulted in the over-capitalization of immstenal

amounts of certain payroll benehts other employee related costs and overhead costs in prior years To correct this issue in March 2008 the Company recorded pm -Ian charge of $9.5 million

$5.8 million after las or $0.06 per basic and diluted share as an increase in Other Operation and Manitenance Espesse in the Condensed Consolidated Statements of Income for the three months

ended March 3t 2008 and coimesponding $8.6 million decrease in Construction Worli in Progress and $0.9 million decrease in Other Oeferred Charges and Other Assets related to the regulalsry

asset associated with storm costs in the Condensed Consolidated Balance Sheets as of March 31 2008

In millions year ended Decnmber 31 2011 2012 2013 2014 2015

Operating lease obligations

OGE railcars $3.2 $3.1 $3.0 $3.0 $2.9 $28.8 $44.0

Enogex noncancellable operating leases 2.4 1.0
3.4

Total operating lease obligations $5.6 $4.1 $3.0 $3.0 $2.9 $28.8 $47.4

Total
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OCE flaikar Lease Ayreeo-ieiit

OGE has noncancellable operating lease with purchase options

covering 462 coal hopper railcars to transport coal From Wyoming to

OGEs coal-fired generation units Rental payments are charged to Fuel

Expense and are recovered through OGEs tariffs and fuel adjustment

clauses On December 15 2010 OC renewed the lease agreement

effective February 2011 At fhe end of the now leasu term which in

February 2016 OGE has the option to either purchase the railcars

at stipLilatad fair markef value or renew ihe lease If OGE chooses

001 to purul ace the railr or meow the leose aoreement ri the antr at

fair value of -the railcars is less than the stipulated fair ma kef value

OGE would he responsible for the difference in those yemen up to

maximum of $24.0 million

On February 10 2009 OGE executed short-term lease agreement

br 270 ratcars in accordance with rem coal transportation contracts

with BNSF Railway and Union Pacific These rat cars were needed to

replace ratcara that have been taken out of service or des-f royed The

lease agreement expired with respect to 135 railcars on November

2009 and was not replaced The lease agreement with respect to the

remaining 135 railcars expired on March 2010 and is now continuing

on month-to-month basis with 30-day notice required by either party

to terminate the agreement

OGE is also required to maintain all of the railcars it has under

lease to transport coal from Wyoming and has entered into agreements

with Progress Rail Services and WATCO both of which are non-affiliated

companies to furnish this maintenance

Other Purchase Obligations and Commitments

The Companys other future purchase obligations and commitments

estimated for the next five years are as follows

ruuIR ULrIRV aeguratory r-OrrCY MCI Ut

At December 31 2010 OGE has OF contracts having terms of 15 to

32 years These contracts were entered into pursuant to the Pubhc Utility

Regulatory Policy Act of 1978 PURPA Staled
cjerierally PURPA anr.l

the regulations thereunder promulgated by the EEOC reqsra OGE to

purchase power generated in naoLifautunirig piscese twin OF The

rats to ouch power to be paid by OCE war aporovert by the 0CC

The rate generally consists of two comporianis one is ate ía actual

electricity purchased from thu CL by OGE the other is capncity

charge which OCfrF-- roust ccv toe ii ía havnp

However it no electrical power maria avn 00411 to era oh

of time qenenll three nIeni He tFt PAlpation rorytirr oeprrdity

cfiarqe is suspended The total coat of coqenararion payments is rocor

erable in rates from customers For the 320 MW AES--Shady Point Inc

Ff1 contiact and the -i 20 MtN PowerSmith Cogeneratiori Project Lb

OF contract OGE purchases 100 percent ot tim electricity generated

by the DEs

For the years ended December 31 2010 2009 and 2008 OGE
made total payments to cogenerators of $147.3 million $139.8 million

and $152.8 mtlion respectively of which $80.7 million $83.1 million

and $84.4 million respectively represented capacity payments All

payments for purchased power including cogeneration are included

in the Consolidated Statements of Income as Cost of Goods Sold

in msncns 2011 2012 2013 2014 2015 Total

Other purchase obligations and commitments

OGE cogeneration capacity and fixed operation

and maintenance payments 92.5 90.0 88.0 85.2 82.9 438.6

OGE expected cogeneration energy payments 61.9 60.5 60.2 87.7 77.0 327.3

OGE minimum fuel purchase commitments 274.8 134.0 140.7 -- 549.5

OGE expected wind purchase commitments 41.6 51.1 51.4 51.9 52.3 248.3

OGE long-term service agreements 15.7 1.5 9.0 25.4 8.3 59

OER Cheyenne Plains commitments 5.4 5.4 6.5 6.5 1.6 25.4

OER MEP commitments 2.1 2.1 2.1 0.9 72
OER other commitments 3.0 0.7 3.7

Total other purchase obligations and commitments $497.0 $345.3 $357.9 $237.6 $222.1 $1659.9

82 005 Energy corp



OGE Minimum Fuel Purchase Commitments

OGE purchased necessary fuel supplies of coal and natural gas for

its generating units of $352.2 million $358.8 million and $257.6 million

for the years ended December 31 2010 2009 and 2008 respectively

OGE also has coal contract for purchases from January 2011 through

December 2015 As the coal purchases in this contract for years 2013

through 2015 are valued based on an index price to be determined in

the future these amounts are not disclosed

OGE Wind Power Purchase Commitments

OGEs current wind power portfolio
includes the 120 MW Centennial

wind farm in northwestern Oklahoma ii the OU Spirit wind farm fi

access to up to 50 MW5 of electricity generated at wind farm near

Woodward Oklahoma from 15-year contract OGE entered into with

FPL Energy that expires in 2018 and iv access to up to 150 MW5 of

electricity generated at wind farm in Woodward County Oklahoma

from 20-year contract OGE entered into with CPV Keenan that

expires in 2030

OGE also received approval on January 2010 from the 0CC

for wind power purchase agreement with wind developer who is

to build new 130 MW wind farm in northwestern Oklahoma OGE
intends to add this capability to its power-generation portfolio during

the second quarter of 2011 Under the terms of the agreement Edison

Mission Energy is to build 130 MW facility in Dewey County near

Taloga The agreement is 20-year power purchase agreement under

which the developer is to build own and operate the wind generating

facility and OGE will purchase its electric output See Note 15 for

further discussion

OGE purchased wind power from FPL Energy of $3.9 million

$4.0 million and $4.4 million for the years ended December31 2010

2009 and 2008 respectively and OGE purchased wind power from

CPV Keenan of $3.8 million for the year ended December 31 2010

OGE Long-Term Service Agreements

In July 2004 OGE acquired 77 percent interest in the McClain Plant

As part of that acquisition OGE became subject to an existing long-

term parts and service maintenance contract for the upkeep of the natural

gas-fired combined cycle generation facility The contract was initiated

in December 1999 and runs for the earlier of 96000 factored-fired hours

or 4800 factored-fired starts Based on historical usage and current

expectations for future usage this contract is expected to run until 2015

The contract requires payments based on both fixed and variable cost

component depending on how much the McClain Plant is used

In September 2008 OGE acquired 51 percent interest in the

Redbud Plant As part of that acquisition OGE became subject to

an existing long-term parts and service maintenance contract for the

upkeep of the natural gas-fired combined cycle generation facility

The contract was initiated in January 2001 and runs for the earlier of

120000 factored-fired hours or 4500 factored-fired starts Based on

historical usage and current expectations for future usage this contract

is expected to run until 2025 The contract requires payments based

on both fixed and variable cost component depending on how much

the Redbud Plant is used

Agreement with Cheyenne Plains Gas Pipeline Company L.L.C

Cheyenne Plains

In 2004 OER entered into an FTSA with Cheyenne Plains who operates

the Cheyenne Plains Pipeline that provides firm transportation services

in Wyoming Colorado and Kansas for 60000 decatherms/day Dth/day

of firm capacity on the pipeline The FTSA was for 10-year term

beginning with the in-service date of the Cheyenne Plains Pipeline in

March 2005 with an annual demand fee of $7.4 million Effective March

2007 OER and Cheyenne Plains amended the FTSA to provide for OER

to turn back 20000 Dth/day of its capacity beginning in January 2008

for the remainder of the term OERs new demand fee obligations net

of this turn back and other immaterial release agreements are disclosed

in the table above

Agreement with Midcontinent Express Pipeline LLC

In December 2006 Enogex entered into firm capacity lease agreement

with MEP for primary term of 10 years subject to possible extension

that gives MEP and its shippers access to capacity on Enogexs system

The quantity of capacity subject to the MEP lease agreement is currently

272 MMcf/d with the quantity ultimately to be leased subject to being

increased by mutual agreement pursuant to the lease agreement In

addition to MEPs lease of Enogexs capacity the MEP project included

construction by MEP of new pipeline originating near Bennington

Oklahoma and terminating in Butler Alabama In support of the MEP

lease agreement Enogex constructed 43 miles of 24-inch steel pipe in

Woods and Major counties in Oklahoma and added 24000 horsepower

of electric-driven compression in Bennington Oklahoma Enogexs capital

expenditures allocated to its support of the MEP lease agreement

were $99 million
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On July 25 2008 the FERC issued its order approving the MEP

project including the approval of limited jurisdiction certificate authorizing

the Enogex lease agreement with MEP Accordingly Enogex proceeded

with the construction of facilities necessary to implement this service

On August 25 2008 protestor filed request for rehearing which the

FERC denied Enogex commenced service to MEP under the lease

agreement on June 2009 On July 16 2009 the protestor filed with

the United States Court of Appeals for the District of Columbia Circuit

petition for review of the FERCs orders approving the MEP construc

tion and the MEP lease of capacity from Enogex requesting that such

orders be modified or set aside on the grounds that they are arbitrary

capricious and contrary to law The Court of Appeals heard arguments

of the parties on October 15 2010 Enogex cannot predict what action

the court will take or the timing of that action

In 2009 OER entered into an FTSA with MEP for 10000 Dth/day

of firm capacity on the pipeline The EISA was for five-year term

beginning with the in-service date of the MEP pipeline in June 2009

with an annual demand fee of $2.1 million OERs demand fee obliga

tions are disclosed in the table above

OGE Wholesale Agreement

On May 28 2009 OGE sent termination notice to the Arkansas

Valley Electric Cooperative that OGE would terminate its wholesale

power agreement to all points of delivery where OGE sells or has sold

power to the Arkansas Valley Electric Cooperative effective November

30 2011 In December 2010 OGE and the Arkansas Valley Electric

Cooperative entered into new wholesale power agreement whereby

OGE will supply wholesale power to the Arkansas Valley Electric

Cooperative through June 2015 On January 2011 OGE submitted

this agreement to the FERC for approval OGE has requested the FERC

make this agreement effective the later of either March 2011 the

date on which agreements providing for all necessary transmission service

have been made effective or the first day of the month immediately

following the date on which the Arkansas Valley Electric Cooperative

receives approval of the agreement from the Rural Utilities Services

the division of the U.S Department of Agriculture responsible for

approving electric utility contracts

Natural Gas Commitments

In August 2010 OGE issued request for proposal REP for gas

supply purchases for periods from November 2010 through March 2011

The gas supply purchases from January through March 2011 account

for 21 percent of OGEs projected 2011 natural gas requirements The

RFP process was completed in September 2010 The contracts result

ing
from this REP are tied to various gas price market indices that will

expire in 2011 Additional gas supplies to fulfill the OGEs remaining

2011 natural gas requirements will be acquired through additional RFPs

in
early

to mid-2011 along with monthly and
daily purchases all of

which are expected to be made at market prices

Natural Gas Measurement Cases

Wi/I Price et al El Paso Natural Gas Co et al Price On

September 24 1999 various subsidiaries of the Company were served

with class action petition filed in the District Court of Stevens County

Kansas by Quinque Operating Company and other named plaintiffs

alleging the mismeasurement of natural gas on non-Federal lands On

April 10 2003 the court entered an order denying class certification

On May 12 2003 the plaintiffs now Will Price Stixon Petroleum Inc

Thomas Boles and the Cooper Clark Foundation on behalf of them

selves and other
royalty

interest owners filed motion seeking to file

an amended class action petition and the court granted the motion on

July 28 2003 In its amended petition OGE and Enogex Inc were

omitted from the case but two of the Companys other subsidiary enti

ties remained as defendants The
plaintiffs amended petition seeks

class certification and alleges that 60 defendants including two of the

Companys subsidiary entities have improperly measured the volume of

natural gas The amended
petition asserts theories of civil conspiracy

aiding and abetting accounting and unjust enrichment In their briefing

on class certification the plaintiffs seek to also allege claim for con

version The plaintiffs seek unspecified actual damages attorneys fees

costs and pre-judgment and post-judgment interest The
plaintiffs also

reserved the right to seek punitive damages

On September 18 2009 the court entered its order denying class

certification On October 2009 the plaintiffs filed for rehearing of

the courts denial of class certification On March 31 2010 the court

denied the plaintiffs request for rehearing

The Company intends to vigorously defend this action At this time

the Company is unable to provide an evaluation of the likelihood of an

unfavorable outcome and an estimate of the amount or range of poten

tial loss to the Company

Will Price et a/ El Paso Natural Gas Co et al Price II On May 12

2003 the plaintiffs same as those in the amended
petition

in Price

above filed new class action petition in the District Court of Stevens

County Kansas naming the same defendants and asserting substantially

identical legal and/or equitable theories as in the amended
petition

of

the Price case OGE and Enogex Inc were not named in this case

but two subsidiary entities of the Company were named in this case

The plaintiffs allege that the defendants mismeasured the British thermal

unit content of natural gas obtained from or measured for the
plaintiffs

In their briefing on class certification the plaintiffs seek to also allege

claim for conversion The plaintiffs seek unspecified actual damages

attorneys fees costs and pre-judgment and post-judgment interest

The plaintiffs also reserved the right to seek punitive damages

On September 18 2009 the court entered its order denying class

certification On October 2009 the plaintiffs filed for rehearing of

the courts denial of class certification On March 31 2010 the court

denied the
plaintiffs request for rehearing
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The Company intends to vigorously defend this action At this time Oxley Litigation

the Company is unable to provide an evaluation of the likelihood of an

unfavorable outcome and an estimate of the amount or range of poten

tial loss to the Company

Farris Buser Litigation

On July 22 2005 Enogex along with certain other unaffiliated

co-defendants was served with purported class action which had

been filed on February 2005 by Farris Buser and other named plain

tiffs in the District Court of Canadian County Oklahoma The plaintiffs

own royalty
interests in certain oil and gas producing properties and

allege they have been under-compensated by the named defendants

including Enogex and its subsidiaries relating to the sale of liquid

hydrocarbons recovered during the transportation of natural gas from

the
plaintiffs

wells The plaintiffs assert breach of contract implied

covenants obligation fiduciary duty unjust enrichment conspiracy and

fraud causes of action and claim actual damages plus attorneys fees

and costs and punitive damages Enogex and its subsidiaries filed

motion to dismiss which was granted on November 18 2005 subject

to the
plaintiffs right

to conduct discovery and the possible re-filing

of their allegations in the petition against the Enogex companies On

September 19 2005 the co-defendants BP America Inc and BP

America Production Company filed cross claim against Enogex

Products wholly-owned subsidiary of Enogex Products

seeking indemnification and/or contribution from Products based upon

the 1997 sale of third-party interest in one of Products natural gas pro

cessing plants On May 17 2006 the plaintiffs filed an amended petition

against Enogex and its subsidiaries Enogex and its subsidiaries filed

motion to dismiss the amended petition on August 2006 The hearing

on the dismissal motion was held on November 20 2006 and the court

denied Enogexs motion Enogex filed an answer to the amended peti

tion and BP America Inc and BP America Production Companys cross

claim on January 16 2007 Based on Enogexs investigation to date

the Company believes these claims and cross claims in this lawsuit are

without merit and intends to continue vigorously defending this case

Pipeline Rupture

On November 14 2008 natural gas gathering pipeline owned by

Enogex ruptured in Grady County near Alex Oklahoma resulting in

fire that caused injuries to one resident and destroyed three residential

structures After the incident Enogex coordinated and assisted the

affected residents Enogex resolved matters with two of the residents

and Enogex continued to seek resolution with remaining resident This

resident filed
legal

action in May 2009 in the District Court of Cleveland

County Oklahoma against OGE Energy and Enogex This matter was

resolved by the parties on April 2010 The ultimate resolution of this

incident was not material to the Company in light of previously estab

lished reserves and insurance coverage The Company now considers

this case closed

OGE has been sued by John Oxley D/B/A Oxley Petroleum et al

in the District Court of Haskell County Oklahoma This case had been

pending for more than 11 years The plaintiffs alleged that OGE breached

the terms of contracts covering several wells by failing
to purchase gas

from the plaintiffs
in amounts set forth in the contracts The plaintiffs

most recent Statement of Claim described $2.7 million in take-or-pay

damages including interest and $36 million in contract repudiation

damages including interest subject to the limitation described below

In 2001 OGE agreed to provide the
plaintiffs

with $5.8 million of con

sideration and the parties agreed to arbitrate the dispute On May 19

2010 the arbitration panel issued an arbitration award in an amount

less than the consideration previously paid by OGE and as result

OGE did not owe any additional amount The Company now considers

this case closed

Franchise Fee Lawsuit

On June 19 2006 two OGE customers brought putative class

action on behalf of all
similarly

situated customers in the District Court

of Creek County Oklahoma challenging certain charges on OGEs

electric bills The plaintiffs claim that OGE improperly charged sales

tax based on franchise fee charges paid by its customers The
plaintiffs

also challenge certain franchise fee charges contending that such

fees are more than is allowed under Oklahoma law OGEs motion for

summary judgment was denied by the trial judge In January 2007 the

Oklahoma Supreme Court arrested the District Court action until and

if the propriety of the complaint of billing practices is determined by

the 0CC In September 2008 the plaintiffs filed an application with

the 0CC asking the 0CC to modify its order which authorizes OGE to

collect the challenged franchise fee charges On December 2009 the

0CC issued an order dismissing the plaintiffs request for modification

of the 1994 0CC order which authorized OGE to collect and remit

sales tax on franchise fee charges In its December 2009 order the

0CC advised the plaintiffs that the ruling does not address the question

of whether OGEs collection and remittance of such sales tax should

be discontinued prospectively On April 19 2010 the 0CC issued

final order dismissing with prejudice the applicants claims for recovery

of previously paid taxes on franchise fees and approving the closing of

this matter On June 10 2010 the plaintiffs filed motion in the District

Court of Creek County Oklahoma asking the court to proceed with the

original class action On July 2010 hearing in this matter was held

and the court granted the plaintiffs motion to lift the stay of discovery

previously imposed by the Oklahoma Supreme Court but denied any

other specific relief pending further action by the court On August

2010 OGE filed an application to assume original jurisdiction
and

petition for writ of prohibition with the Oklahoma Supreme Court On

September 13 2010 the Oklahoma Supreme Court issued writ pro

hibiting the District Court judge from proceeding further in this case
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except to dismiss the case On September 20 2010 the
plaintiffs filed

motion to reconsider this matter with the Oklahoma Supreme Court

On December 2010 the Oklahoma Supreme Court denied the plain

tiffs motion to reconsider In compliance with the Oklahoma Supreme

Court order on December 14 2010 the District Court of Creek County

dismissed the lawsuit OGE considers this matter closed

Environmental Laws and Regulations

The activities of OGE and Enogex are subject to stringent and Complex

Federal state and local laws and regulations governing environmental

protection including the discharge of materials into the environment

These laws and regulations can restrict or impact OGEs and Enogexs

business activities in many ways such as restricting the way it can

handle or dispose of their wastes requiring remedial action to mitigate

pollution
conditions that may be caused by their operations or that are

attributable to former operators regulating future construction activities

to mitigate harm to threatened or endangered species and requiring

the installation and operation of pollution control equipment Failure to

comply with these laws and regulations may result in the assessment

of administrative civil and criminal penalties the imposition of remedial

requirements and the issuance of orders enjoining future operations

Environmental regulation can increase the cost of planning

design initial installation and operation of OGEs or Enogexs facilities

Historically OGEs and Enogexs total expenditures for environmental

control facilities and for remediation have not been significant in relation

to its consolidated financial position or results of operations The

Company believes however that it is reasonably likely that the trend

in environmental legislation and regulations will continue towards more

restrictive standards Compliance with these standards is expected to

increase the cost of conducting business

Air

Acid Rain and Sulfur Dioxide Air Quality Standards

The Federal Clean Air Act includes an acid rain program to reduce SO2

emissions Reductions were obtained through program of emission

release allowances issued by the EPA to power plants covered by the

acid rain program Each allowance is worth one ton of S02 released

from the chimney Plants may only release as much SO2 as they have

allowances Allowances may be banked and traded or sold nationwide

Beginning in 2000 OGE became subject to more stringent S02 emis

sion requirements in Phase II of the acid rain program These lower

limits had no significant financial impact due to OGEs earlier decision

to burn low sulfur coal In 2010 OGEs S02 emissions were below

the allowable limits

OGE sold 34000 banked allowances in 2010 for $2.3 million

Also during 2010 OGE received proceeds of less than $0.1 million

from the annual EPA spot year 2010 and seven-year advance year

2017 allowance auctions that were held in March 2010

Nitrogen Oxides Air Quality Standards

On January 25 2010 the EPA released rule strengthening the NAAQS

for oxides of nitrogen as measured by nitrogen dioxide which is effec

tive March 26 2011 The rule establishes new one-hour standard and

monitoring requirements as well as an approach for implementing the

new standard Oklahoma is currently in attainment with the new standard

and it is anticipated that Oklahoma will be designated unclassifiable

in 2012 because the new monitoring requirements will not yet be
fully

implemented After the new monitoring network is deployed and has

collected three years of air quality data the EPA will re-designate areas

in 2016 or 2017 based on the new data It is currently anticipated that

Oklahoma will be designated attainment at that time

With respect to the NOX regulations of the acid rain program OGE
committed to meeting 0.45 lbs/MMBtu NOX emission level in 1997 on

all coal-fired boilers As result OGE was eligible to exercise its option

to extend the effective date of the lower emission requirements from the

year 2000 until 2008 The regulations required that OGE achieve NOX

emission level of 0.40 Ibs/MMBtu for these boilers which began in 2008

OGEs average NOX emissions from its coal-fired boilers for 2010

were 0.336 lbs/MMBtu

Particulate Matter Air Quality Standards

On September 21 2006 the EPA lowered the 24-hour fine particulate

NAAQS while retaining the annual NAAQS at its existing level and

promulgated new standard for inhalable coarse particulates Based

on past monitoring data it appears that Oklahoma may be able to remain

in attainment with these standards However if parts of Oklahoma do

become non-attainment reductions in emissions from OGEs coal-

fired boilers could be required which may result in
significant capital

and operating expenditures

Ozone Air Quality Standards

Currently the EPA has designated Oklahoma in attainment with

the NAAQS for ozone of 0.08 parts per million In March 2008 the EPA

lowered the ambient primary and secondary standards to 0.075 parts

per million Oklahoma had until March 2009 to designate any areas of

non-attainment within the state based on ozone levels in 2006 through

2008 Before the designations were complete the EPA announced that

it would reconsider the 2008 national primary and secondary ozone

standards to ensure they are scientifically
sound and protective of

human health The EPA also proposed to keep the 2008 standards

unchanged for the purpose of attainment and non-attainment area

designations and extended the deadline for promulgating initial area

designations for the NAAQS to March 12 2011

On January 2010 the EPA announced proposal to set the

primary standard for ozone at level between 0.06 and 0.07 parts

per million measured over eight hours The EPA is also proposing to set

separate secondary standard to protect the environment especially
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plants and trees The EPA has indicated that it expects to issue final

standard by July 2011 In the proposed rule the EPA set forth an accel

erated schedule for implementing revised ozone NAQS that could

impose compliance deadlines ranging from 2014 to 2031 The Company

cannot predict the final outcome of this proposed revision to the ozone

NAAQS or its affect on OGEs or Enogexs operations

Climate Change and Greenhouse Gas Emissions

Emissions of greenhouse gases including carbon dioxide sulfur

hexafluoride and methane may be contributing to warming of the

Earths atmosphere There are various international agreements that

restrict greenhouse gas emissions but none of them have binding

effect on sources located in the United States The U.S Congress has

not passed legislation to reduce emissions of greenhouse gases and

the future prospects for any such legislation are uncertain Several states

have passed laws adopted regulations or undertaken regulatory initia

tives to reduce the emission of greenhouse gases primarily through the

planned development of greenhouse gas emission inventories and/or

regional greenhouse gas cap and trade programs Oklahoma Arkansas

and Texas are not among them

In the absence of Federal legislation the EPA is taking steps to

regulate greenhouse gas emissions from stationary sources using

existing legal authority On September 22 2009 the EPA announced

the adoption of the first comprehensive national system for reporting

emissions of carbon dioxide and other greenhouse gases produced by

major sources in the United States The reporting requirements apply

to large direct emitters of greenhouse gases with emissions equal to or

greater than threshold of 25000 metric tons per year which includes

certain OGE and Enogex facilities The rule requires the collection of

data beginning on January 2010 with the first annual reports due to

the EPA on March 31 2011 For petroleum and natural gas facilities

data collection begins on January 2011 with the first annual report

due on March 31 2012 OGE already reports quarterly its carbon

dioxide emissions from generating units subject to the Federal Acid

Rain Program and is continuing to evaluate various options for reduc

ing avoiding offsetting or sequestering its carbon dioxide emissions

Interstate Transport

On April 25 2005 the EPA published finding that all 50 states failed

to submit the interstate pollution transport plans required by the Federal

Clean Air Act as result of the adoption of the revised ambient ozone

and fine particle NAAQS Oklahoma submitted demonstration to the

EPA that the state does not affect air quality in downwind states Air

quality modeling conducted by the EPA indicated that the states

demonstration was not sufficient for NOX emissions On July 2010

the EPA proposed rule that would require thirty one states and the

District of Columbia to reduce power plant emissions that contribute to

ozone and fine particulate pollution in neighboring states Pursuant to

this proposed rule Oklahoma is required to reduce NOX emissions from

sources within the state during ozone season May through September

The EPA is currently considering alternative approaches for achieving

the reductions set forth in the proposed rule including methods on how

to allocate emissions allowances The Company commented on the

proposed rule and is monitoring its status Until final rules are issued

the impact of these proposals on the Company cannot be determined

EPA 2008 Information Request

In July 2008 OGE received request for information from the EPA

regarding Federal Clean Air Act compliance at OGEs Muskogee and

Sooner generating plants In recent years the EPA has issued similar

requests to numerous other electric utilities seeking to determine whether

various maintenance repair and replacement projects should have

required permits under the Federal Clean Air Acts new source review

process OGE is cooperating with the EPA and is seeking to demon

strate that OGE is in compliance with the Federal Clean Air Act and

new source review process On August 28 2008 OGE submitted

information to the EPA and submitted additional information on

October 31 2008 OGE cannot predict what if any further actions

the EPA may take with respect to this matter

Title Permits and Emission Fees

At December 31 2010 OGE had received Title permits for all of its

generating stations and intends to continue to renew these permits as

necessary Air permit fees for OGEs generating stations were $0.9 mil

lion in 2010 and for Enogexs facilities were $0.2 million in 2010

Waste

OGE has sought and will continue to seek pollution prevention

opportunities and to evaluate the effectiveness of its waste reduction

reuse and recycling efforts In 2010 OGE obtained refunds of $3.1 mil

lion from its recycling efforts This figure does not include the additional

savings gained through the reduction and/or avoidance of disposal

costs and the reduction in material purchases due to the reuse of

existing materials Similar savings are anticipated in future years

Water

Section 316b of the Federal Water Pollution Control Act of 1972 as

amended requires that the locations design construction and capacity

of any cooling water intake structure reflect the best available technol

ogy for minimizing environmental impacts Permits required for existing

facilities are to be developed by the individual states using their best

professional judgment until the EPA takes action to address several court

decisions that rejected portions of previous rules and confirmed that the

EPA has discretion to consider costs relative to benefits in developing

cooling water intake structure regulations On January 2008 OGE
submitted to the state of Oklahoma comprehensive demonstration
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study for each affected facility At OGEs request Oklahoma will not

require implementation of 316b requirements prior to the EPA develop

ing and finalizing their rules although the state has required OGE to

implement best management practices for existing water intakes as

condition to renewal of several water permits When there are final rules

implemented by the state OGE may require additional capital and/or

increased operating costs associated with cooling water intake structures

at its generating facilities

Other

In the normal course of business the Company is confronted with

issues or events that may result in contingent liability These generally

relate to lawsuits claims made by third parties environmental actions

or the action of various regulatory agencies When appropriate man

agement consults with legal counsel and other appropriate experts to

assess the claim If in managements opinion the Company has incurred

probable loss as set forth by GAAF an estimate is made of the loss

and the appropriate accounting entries are reflected in the Companys

Consolidated Financial Statements Except as otherwise stated above

in Note 15 below and in Item of the Companys Form 10-K manage

ment after consultation with legal counsel does not currently anticipate

that liabilities arising out of these pending or threatened lawsuits claims

and contingencies will have material adverse effect on the Companys

consolidated financial position results of operations or cash flows

15 Rate Matters and Regulation

Regulation and Rates

OGEs retail electric tariffs are regulated by the 0CC in Oklahoma and

by the APSC in Arkansas The issuance of certain securities by OGE

is also regulated by the 0CC and the APSC OGEs wholesale electric

tariffs transmission activities short-term borrowing authorization and

accounting practices are subject to the jurisdiction of the FERC The

Secretary of the DOE has jurisdiction over some of OGEs facilities

and operations For the year ended December 31 2010 88 percent

of 0GEs electric revenue was subject to the jurisdiction of the 0CC

eight percent to the APSC and four percent to the FERC

The 0CC issued an order in 1996 authorizing OGE to reorganize

into subsidiary of the Company The order required that among other

things the Company permit the 0CC access to the books and records

of the Company and its affiliates relating to transactions with OGE
the Company employ accounting and other procedures and controls

to protect against subsidization of non-utility activities by OGEs cus

tomers and Hi the Company refrain from pledging OGE assets or

income for affiliate transactions In addition the Energy Policy Act of

2005 enacted the Public Utility Holding Company Act of 2005 which

in turn granted to the FERC access to the books and records of the

Company and its affiliates as the FERC deems relevant to costs incurred

by OGE or necessary or appropriate for the protection of utility

customers with respect to the FERC jurisdictional rates

Completed Regulatory Matters

OGE OU Spirit Wind Power Project

As previously disclosed on November 25 2009 OGE received

an order from the 0CC authorizing OGE to recover from Oklahoma

customers the cost to construct OU Spirit with the rider being imple

mented on December 2009 In January 2008 OGE filed with the SPP

for an interconnection agreement for the OU Spirit project On May 29

2009 OGE executed an interim interconnection agreement allowing

OU Spirit to interconnect to the transmission grid subject to certain

conditions On August 27 2009 the FERC issued an order accepting

the interim interconnection agreement subject to certain conditions

which enables OU Spirit to interconnect into the transmission grid On

February 2011 the final interconnection agreement was put in place

On January 19 2011 the APSC issued an order finding thatiOU

Spirit is prudent and is in the publics interest and ii the $2.1 million of

costs associated with OU Spirit from September 2010 through June

30 2011 should be recovered through the Energy Cost Recovery ridetç

which is expected to be filed with the APSC by March 15 2011 begin

ning July 2011 OU Spirit costs are expected to be recovered in base

rates resulting from OGEs 2010 Arkansas rate case

OGE Renewable Energy Firing

In September 2009 OGE reached agreements with two developers

who are to build two new wind farms totaling 280 MWs in northwestern

Oklahoma Under the terms of the agreements CPV Keenan built

150 MW wind farm in Woodward County which was placed in service

in December 2010 and Edison Mission Energy is to build 130 MW

facility in Dewey County near Taloga which is expected to be in service

during the second quarter of 2011 The agreements are both 20-year

power purchase agreements under which the developers are to build

own and operate the wind generating facilities and OGE will purchase

their electric output On January 2010 OGE received an order from

the 0CC approving the power purchase agreements and authorizing

OGE to recover the costs of the power purchase agreements through

OGEs fuel adjustment clause OGE will continue to evaluate renew

able opportunities to add to its power-generation portfolio in the future

On January 19 2011 the APSC issued an order finding that the

280 MW wind power purchase agreements are prudent and should

be recovered through the Energy Cost Recovery rider

OGE Windspeed Transmission Line Project

The 0CC approved OGEs request to recover construction costs of

up to $218 million including AFUDC for Windspeed Construction costs

and AFUDC incurred for Windspeed were $212.3 million Windspeed

was placed into service on March 31 2010 with the recovery rider

being implemented with the first
billing cycle in

April
2010
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OGEs total project
costs eligible for recovery those costs expended orOGE Long-Term Gas Supply Agreements

In May 2010 the 0CC approved OGEs request for waiver of the

competitive bid rules to allow OGE to negotiate desired long-term gas

purchase agreements On June 29 2010 OGE filed separate appli

cation with the 0CC seeking approval of four long-term gas purchase

agreements which would provide 12-year supply of natural gas to

OGE and account for 25 percent of its currently projected natural gas

fuel supply needs over the same time period On September 26 2010

OGE filed motion with the 0CC to dismiss this case hearing in this

matter was held on October 2010 and the administrative law judge

recommended that the case be dismissed without prejudice OGE

and the other parties to this matter continue ongoing discussions with

the 0CC Staff

Review of OGEs Fuel Adjustment Clause for Calendar Year 2008

On July 20 2009 the 0CC Staff filed an application for public hearing

to review and monitor OGEs application of the 2008 fuel adjustment

clause On September 18 2009 OGE responded by filing
the neces

sary information and documents to satisfy the OCCs minimum filing

requirement rules On May 2010 all parties to this case signed

settlement agreement in this matter stating that the various charges

or credits in OGEs fuel adjustment clause are based upon the actual

prices paid for fuel purchased power or purchased gas The parties

further stipulated that the charges collected by OGE through its fuel

adjustment clause from Oklahoma jurisdictional customers were calcu

lated properly were mathematically accurate and were collected in

accordance with the fuel adjustment clause and all applicable 0CC

rules and orders for calendar year 2008 hearing on the settlement

agreement was held on May 26 2010 and the 0CC issued an order

approving the settlement agreement on June 18 2010

OGE Smart Grid Project

Several provisions of the ARRA relate to issues of direct interest to the

Company including in particular
financial incentives to develop smart

grid technology transmission infrastructure and renewable energy

OGE received $130 million grant from the DOE to be used for the

Smart Grid program in OGEs service territory

On March 15 2010 OGE filed an application with the 0CC

requesting pre-approval for system-wide deployment of smart grid tech

nology and recovery rider including credit for the Smart Grid grant

On July 2010 the 0CC approved settlement among all parties to

the proceeding The key settlement terms were

Pre-approval for system-wide deployment of smart grid technology

and authorization for OGE to begin recovering the costs of the system-

wide deployment of smart grid technology through rider mechanism

that will become effective in accordance with the order approving the

settlement agreement

accrued by OGE prior to the termination of the period authorized bythe

DOE as eligible for grant funds shall be capped at $366.4 million inclusive

of the DOE grant award amount The Smart Grid project cost includes

the cost of implementing the Norman Oklahoma smart grid pilot program

previously authorized by the 0CC Under the terms of the settlement

the Smart Grid project cost would be deemed to represent an invest

ment that is fair just and reasonable and in the public interest and to

be prudent and will be recognized in OGEs 2013 general rate case

To the extent that OGEs total expenditure for system-wide deployment

of smart grid technology during the
eligible period exceeds the Smart

Grid project cost OGE shall be entitled to offer evidence and seek to

establish that the excess above the Smart Grid project cost was pru

dently incurred and any such contention may be addressed in OGEs

2013 rate case

Implementation of the recovery rider would commence with the first

billing cycle in July 2010

Continued utilization of return on equity previously approved by the

0CC for other various recovery riders

The recovery rider shall be designed to collect on levelized basis

the revenue requirement associated with the estimated project cost of

$357.4 million and shall be subject to true-up in 2014 after the recov

ery rider expires including true-up for project costs if any in excess

of $357.4 million but less than the Smart Grid project cost Any over

under recovery remaining will be passed or credited through OGEs

fuel adjustment clause

OGE guarantees that customers will receive the benefit of certain

operations and maintenance cost reductions resulting
from the smart

grid deployment as credit to the recovery rider

Beginning January 2011 OGE shall make available the smart grid

web
portal

to all customers having smart meter OGE shall expend

funds to educate customers regarding the best use of the information

available on the portal In addition OGE shall make available to all

customers who do not have internet access the opportunity to receive

monthly home energy report This report shall be made available free

of charge to customers eligible for the Companys Low Income Home

Energy Assistance Program andor Senior Citizen program who are

without internet service The incremental costs for web portal access

education and the providing of home energy reports free of charge are

to be accumulated as regulatory asset in an amount up to $6.9 million

and recovered in base rates beginning in 2014

The stranded costs associated with OGEs existing meters which are

being replaced by smart meters will be accumulated in regulatory

asset and recovered in base rates beginning in 2014 and

OGE will file an application with the APSC related to the deployment

of smart grid technology by the end of 2010
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On December 17 2010 OGE filed an application with the APSC

requesting pre-approval for system-wide deployment of smart grid

technology and recovery rider including credit for the Smart Grid

grant procedural schedule has not been established in this matter

OGE Crossroads Wind Project

In February 2010 OGE signed memoranda of understanding for

197.8 MW5 of wind turbine generators and certain related balance of

plant engineering procurement and construction services associated

with Crossroads On July 29 2010 the 0CC approved settlement

that would allow OGE to build own and operate the wind farm The

key settlement terms approved by the 0CC were

Authorization for OGE to begin recovering the costs of Crossroads

through rider mechanism that will be effective until new rates are

implemented after OGEs 2013 general rate case

Continued utilization of return on equity previously approved by the

0CC for other various recovery riders subject to adjustment in the

future to reflect the return on equity authorized in subsequent general

rate cases

OGEs capital costs for which it is entitled recovery for 197.8 MW

wind farm are $407.7 million

To the extent OGEs total investment in Crossroads exceeds the

amount for which it is entitled recovery OGE shall be entitled to offer

evidence and seek to establish that the excess amount was prudently

incurred and should be included in OGEs rate base and

If the three-year rolling average of Crossroads MWH5 of production

including credit for energy not produced due to curtailments or other

events caused by system emergencies force majeure events or trans

mission system issues falls below 712844 MWH5 OGE shall file

testimony demonstrating the appropriate operation of Crossroads

as part of its fuel cost recovery filing

Pursuant to the terms of the settlement OGE chose to expand

Crossroads by an additional 29.7 MW5 As result of the expansion

the amount of capital costs which OGE is entitled to recover and

the three-year rolling average of MWH production were adjusted to

$469.7 million and 819879 MWH5 respectively The total projected

cost of the 227.5 MW expanded project including AFUDC is $450 mil

lion which is below the adjusted recovery amount of $469.7 million

OGE entered into turbine supply agreement with Siemens whereby

OGE is to acquire 227.5 MWs of wind turbine generation at cost

in excess of $300 million OGE expects Crossroads to be in service

by the end of 2011

OGE is in the process of entering into an interconnection agreement

with the SPP for Crossroads As part of the multi-study interconnection

process the SPP conducted an interim operational study to determine

the impact Crossroads will have on the existing transmission system The

SPP verbally indicated that limited interconnection would be necessary

to address system stability limitations In order to enable full intercon

nection of Crossroads 0GE put forth mitigation proposal consisting

of system protection relay system which has recently received all the

necessary SPP working group and committee approvals to be imple

mented This will allow Crossroads to interconnect at the anticipated

227.5 MW5 On December 30 2010 the SPP posted the results of its

interim operational study to reflect the SPP approval of the mitigation

strategy OGE expects final interconnection agreement to be put in

place by the second quarter of 2011

Enogex 2010 Fuel Filing

Pursuant to its Statement of Operating Conditions SOC Enogex

makes an annual fuel filing at the FERC to establish the zonal fuel per

centages for each calendar year The tracker mechanism set out in the

SOC establishes prospectively the zonal fixed fuel factors expressed

as percentage of natural gas shipped in the zone for the upcoming

calendar year The collected fuel is later trued-up to actual usage based

on the value of the fuel at the time of usage

In April 2010 the FERC accepted Enogexs proposed zonal fixed

fuel percentages

Enogex Mid-Year 2010 Fuel
Filing

As Enogex anticipated over recovering fuel for the remainder of 2010

Enogex filed mid-year fuel
filing on July 2010 The proposed reduced

rates were effective August 2010 and were subject to refund pending

FERC approval Concurrently Enogex asked the FERC for authority to

change the timing of its annual
filing to February 15 and for implemen

tation of new fuel year with 12-month period of April through

March 31 If both requests are approved the reduced rates will remain

in effect until March 31 2011 at which time new rates for the period from

April 2011 to March 31 2012 will be implemented On November 23

2010 the FERC issued an order accepting Enogexs revised fuel factors

and approving revisions the timing of the annual fuel filing to February

15 and for implementation of new fuel year with 12-month period

of April through March 31 No refund was required as result of the

revised fuel percentages
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Market-Based Rate Authority

On December 22 2003 OGE and OER filed triennial market power

update with the FERC based on the supply margin assessment test

On May 13 2004 the FERC directed all utilities with pending three year

market-based reviews to revise the generation market power portion

of their three year review to address two new interim tests pivotal

supplier screen test and market share screen test On February 2005

OGE and OER submitted compliance filing to the FERC that applied

the interim tests to OGE and OER On June 2005 the FERC issued

an order finding that OGE and OER had failed the market share screen

test meant to determine whether entities with market-based rate authority

have market power in wholesale power markets Based on the failed

market share screen test the FERC established rebuttable presump

tion that OGE and OER have the ability to exercise market power in

OGEs control area On August 2005 OGE and OER informed the

FERC that they would adopt the FERC default rate mechanism for

sales of one week or less to loads that sink in OGEs control area and

ii commit not to enter into any sales with duration of between one

week and one year to loads that sink in OGEs control area OGE and

OER also informed the FERC that any new agreements for long-term

sales one year or longer in duration to loads that sink in OGEs con

trol area would be filed with the FERC and that OGE and OER would

not make such sales under their respective market-based rate tariffs

On March 21 2006 the FERC issued an order conditionally accepting

OGEs and OERs proposal to mitigate the presumption of market

power in OGEs control area First the FERC accepted the additional

information related to first-tier markets submitted by OGE and OER

and concluded that OGE and OER satisfy the FERCs generation mar

ket power standard for directly interconnected first-tier control areas

Second the FERC directed OGE and OER to make certain revisions

to its mitigation proposal and file cost-based rate tariff for short-term

sales one week or less made within OGEs control area The FERC

also expanded the scope of the proposed mitigation to all sales made

within OGEs control area instead of only to sales sinking to load

within OGEs control area As part of the market-based rate matter

OGE and OER have filed series of tariff revisions to comply with the

FERC orders and such revisions have been accepted by the FERC

Also as part of the mitigation for the failed market share screen test

discussed above on an ongoing basis OGE and OER file change of

status reports and triennial market power reports according to the FERC

orders and regulations In July 2009 OGE and OER filed triennial

market power update with the FERC which reported that there have

been no significant changes to OGEs and OERs market-based rate

authority On July21 2010 the FERC issued an order accepting OGEs

July 2009 triennial market power update and found no change from

the previous market-based rate authorizations

On October 14 2010 OER filed with the FERC Notice of

Cancellation of OERs market-based rate tariff OER does not currently

make wholesale sales pursuant to its market-based rate authorization

has not done so in several years and does not anticipate doing so in

the foreseeable future Additionally OER has no outstanding transac

tions under its market-based rate tariff so no customers will be affected

by the filing OER also requested waiver of the prior notice filing require

ment to allow termination of its market-based rate tariff effective as of

October 13 2010 On November 22 2010 the FERC issued an order

approving OERs Notice of Cancellation effective December 13 2010

On November 2010 OER filed with the FERC Notice of

Cancellation of OERs cost-based rate tariff OER does not currently

make wholesale sales pursuant to its cost-based rate authorization has

not done so in several years and does not anticipate doing so in the

foreseeable future Additionally OER has no outstanding transactions

under its cost-based rate tariff so no customers will be affected by the

filing OER also requested waiver of the prior notice filing requirement

to allow termination of its cost-based rate tariff effective as of October 13

2010 On December 15 2010 the FERC issued an order approving OERs

Notice of Cancellation effective October 13 2010

Tallgrass Joint Venture

In July 2008 OGE Energy and Electric Transmission America joint

venture of subsidiaries of American Electric Power and MidAmerican

Energy Holdings Co formed Tallgrass to construct high-capacity trans

mission line projects The Company owns 50 percent of Tallgrass

Tallgrass is intended to allow the participating companies to lead devel

opment of renewable wind energy projects by sharing capital costs

associated with transmission construction As previously disclosed

Tallgrass initial proposed projects were to include 765 kilovolt kV
lines from Woodward 120 miles northwest to Guymon in the Oklahoma

Panhandle and from Woodward 50 miles north to the Kansas border

However on April 27 2010 the 5FF approved these projects to be

constructed as 345 kV Therefore these transmission lines are expected

to be built by OGE as discussed below In conjunction with the approval

that these projects should be constructed as 345 kV lines the Company

wrote off $1.3 million in the second quarter of 2010 for costs that had

been previously incurred and deferred related to Tallgrass

Pending Regulatory Matters

OGE 2010 Arkansas Rate Case Filing

On September 28 2010 OGE filed rate case with the APSC requesting

rate increase of $1 7.7 million to recover the cost of significant electric

system expansions and upgrades including high-voltage transmission

lines and wind energy that have been completed since the last rate

filing
in August 2008 as well as rising operating costs If approved

the targeted implementation date for new electric rates is expected to

be during the third quarter of 2011 hearing in this matter is sched

uled for May 24 2011
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OGE SPP Cost Tracker

On October 2010 OGE filed an application with the 0CC seeking

recovery of the Oklahoma
jurisdictional portion of costs associated

with transmission upgrades and facilities that have been approved by

the SPP in its regional planning processes and constructed by other

transmission owners throughout the SPP that have been allocated to

OGE through the FERC-approved transmission rates and ii 5FF

administrative fees OGE requested authorization to implement cost

tracker in order to recover from its retail customers the third-party proj

ect costs discussed above and to collect its administrative SPP cost

assessment levied under Schedule 1A of the SPP open access trans

mission tariff which is currently recovered in base rates OGE also

requested authorization to establish regulatory asset effective January

2011 in order to give OGE the opportunity to recover such costs that

will be paid but not recovered until the cost tracker is made effective

On February 2011 all parties signed settlement agreement in this

matter which would allow OGE to begin recovering the incremental

transmission costs allocated to OGE by the SPP for base plan trans

mission projects built by other transmission owners in the 5FF through

recovery rider effective January 2011 OGE anticipates recovering

$1.8 million of incremental revenues in 2011 through the rider OGE

had requested the inclusion of the incremental SPP administrative fee

assessment in the recovery rider Rather than including these costs in

the recovery rider the stipulating parties agreed to allow OGE to

include the projected 2012 level of the SPP administrative fee assess

ment in its anticipated Oklahoma rate case to be filed in the summer of

2011 hearing on the settlement is scheduled for February 17 2011

OGE expects to receive an order from the 0CC in this matter during

the second quarter of 2011

OGE FERC Transmission Rate Incentive Filing

On October 12 2010 OGE submitted to the FERC revised tariff

sheets to its open access transmission tariff and to the 5FF open

access transmission tariff to implement two limited transmission rate

incentives If approved by the FERC the revised tariff sheets will

authorize recovery of 100 percent of all prudently incurred construction

work in progress in rate base for specific 345 kV Extra High Voltage

EHV transmission projects to be constructed and owned by OGE

within the SPPs region In addition if approved by the FERC the

revised tariff sheets will authorize OGE to recover 100 percent of

all prudently incurred development and construction costs if the trans

mission projects are abandoned or cancelled in whole or in part for

reasons beyond OGEs control On December 30 2010 the FERC

granted these two incentives for the Priority Projects discussed below

Also OGE plans to make filing with the FERC in February 2011

to seek the incentives for at least five other projects

5FF Transmission/Substation Projects

The SPP is regional transmission organization under the jurisdiction

of the FERC that was created to ensure reliable supplies of power

adequate transmission infrastructure and competitive wholesale prices

of
electricity

The SPP does not build transmission though the SPPs

tariff contains rules that govern the transmission construction process

Transmission owners complete the construction and then own operate

and maintain transmission assets within the SFF region When the SPP

Board of Directors approves project the transmission provider in the

area where the project is needed has the first obligation to build

There are several studies
currently

under review at the SPP including

20-year plan to address issues of regional and interregional importance

The 20-year plan suggests overlaying the SFP footprint with 345 kV

transmission system and
integrating

it with neighboring regional
entities

In 2009 the SPP Board of Directors approved new report that recom

mended restructuring the SPPs regional planning processes to focus on

the construction of robust transmission system large enough in both

scale and geography to provide flexibility to meet the SPPs future needs

OGE expects to
actively participate

in the ongoing study development

and transmission growth that may result from the SFFs plans

In 2007 the SFP notified OGE to construct 44 miles of new

345 kV transmission line which will originate at OGEs existing Sooner

345 kV substation and proceed generally in northerly direction to the

OklahomalKansas Stateline referred to as the Sooner-Rose Hill project

At the Oklahoma/Kansas Stateline the line will connect to the compan

ion line being constructed in Kansas by Westar Energy Construction of

the line is estimated to begin in mid-2011 and the line is estimated to

be in service by June 2012

In January 2009 OGE received notification from the SPP to begin

construction on 50 miles of new 345 kV transmission line and substa

tion upgrades at OGEs Sunnyside substation among other projects

In
April 2009 Western Farmers Electric Cooperative assigned to OGE

the construction of 50 miles of line designated by the SPF to be built

by Western Farmers Electric Cooperative The new line will extend from

OGEs Sunnyside substation near Ardmore Oklahoma 123.5 miles to

the Hugo substation owned by Western Farmers Electric Cooperative

near Hugo Oklahoma OGE began preliminary line routing and acqui

sition of rights-of-way in June 2009 Construction began in January 2011

When construction is completed which is expected in April 2012 the

SFF will allocate portion of the annual revenue requirement to OGE
customers according to the regional cost allocation mechanism as

provided in the SPP tariff for application to such improvements

On
April 28 2009 the SPP approved the Balanced Portfolio 3E

projects Balanced Portfolio 3E includes four projects to be built by

OGE and includes construction of 120 miles of transmission line

from OGEs Seminole substation in northeastern direction to OGEs

Muskogee substation at cost of $180 million for OGE which is

expected to be in service by December 2013 construction of 72 miles

of transmission line from OGEs Woodward District EHV substation in
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southwestern direction to the Oklahoma/Texas Stateline to compan

ion transmission line to be built by Southwestern Public Service to its

Tuco substation at cost of $120 million for OGE which is expected

to be in service by April 2014 iii construction of 38 miles of transmis

sion line from OGEs Sooner substation in an eastern direction to the

Grand River Dam Authority Cleveland substation at an estimated cost of

$65 million for OGE which is expected tc be in service by December

2012 and iv construction of new substation near Anadarko which is

expected to consist of 345/138 kV transformer and substation breakers

and will be built in OGEs portion of the Cimarron-Lawton East Side

345 kV line at an estimated cost of $15 million for OGE which is

expected to be in service by December 2011 On June 19 2009 OGE

received notice to construct the Balanced Portfolio 3E projects from

the SPP On July 23 2009 OGE responded to the SFP that OGE will

construct the Balanced Portfolio 3E projects discussed above begin

ning in early 2011

On April 27 2010 the SPP approved contingent upon approval

by the FERC of regional cost allocation methodology filed with the

FERC by the SPF set of transmission projects titled Priority Projects

The
Priority Projects consist of several transmission projects two of

which have been assigned to OGE The 345 kV projects include

construction of 92 miles of transmission line from OGEs Woodward

District EHV substation to companion transmission line to be built

by Southwestern Public Service to its Hitchiand substation in the Texas

Panhandle at cost of $180 million for OGE which is expected to be

in service by June 2014 and ii construction of 80 miles of transmission

line from OGEs Woodward District EHV substation to companion

transmission line at the Kansas border to be built by either Mid-Kansas

Electric Company or another company assigned by Mid-Kansas Electric

Company at cost of $135 million to OGE which is expected to be in

service by December 2014 On June 17 2010 the FERC approved the

cost allocation filed by the SPP and notices to construct these
Priority

Projects were issued by the SPP on June 30 2010 On September 27

2010 OGE responded to the SPP that OGE will construct the
Priority

Projects discussed above beginning in June 2012 The scope of the

Woodward District EHV substation/Kansas border
Priority Project was

subsequently revised and the SPP Board of Directors approved this

revision in October 2010 The SPP issued revised notice to construct

for this
Priority Project on November 22 2010 On February 2011

OGE responded to the SPP that OGE will construct the revised

Priority Project

The
capital expenditures related to the Sooner-Rose Hill Sunnyside

Hugo Balanced Portfolio 3E and
Priority Projects are presented in the

summary of capital expenditures for known and committed projects in

Managements Discussion and Analysis of Financial Condition and

Results of Operations Liquidity and Capital Resources Future Capital

Requirements and Financing Activities

Review of OGEs Fuel Adjustment Clause for Calendar Year 2009

On October 29 2010 the 0CC Staff filed an application for public

hearing to review and monitor OGEs application of the 2009 fuel

adjustment clause On December 28 2010 OGE responded by filing

the necessary information and documents to
satisfy

the OCCs mini

mum filing requirement rules procedural schedule was established

in this matter with hearing scheduled to begin on April 28 2011

Enogex FERC Section 311 2007 Rate Case

On October 2007 Enogex made its required triennial rate filing at the

FERC to update its Section 311 maximum
interruptible transportation

rates for Section 311 service in the East Zone and West Zone Enogexs

filing requested an increase in the maximum zonal rates and proposed

to place such rates into effect on January 2008 number of parties

intervened and some also filed protests Enogex did not place the

increased rates set forth in its October 2007 rate
filing

into effect but

rather continued to provide interruptible Section 311 service under the

maximum Section 311 rates for both zones approved by the FERC in

the previous rate case final settlement was filed with the FERC on

August 2010 and an order is pending With the
filing of Enogexs 2009

rate case discussed below the rate period for the 2007 rate case became

limited locked-in period from January 2008 through May 2009

On November 13 2007 one of the protesting intervenors filed to

consolidate the Enogex 2007 rate case with separate Enogex applica

tion pending before the FERC allowing Enogex to lease firm capacity to

MEP and with separate applications filed by MEP with the FERC for

certificate to construct and operate the new MEP pipeline and to lease

firm capacity from Enogex Enogex and MEP separately opposed this

intervenors protests and assertions in its initial and subsequent plead

ings On July 25 2008 the FERC issued an order approving the MEP

project including the approval of limited jurisdiction certificate and ii

authorizing the Enogex lease agreement with MEP Accordingly Enogex

proceeded with the construction of facilities necessary to implement

this service On August 25 2008 protestor sought rehearing which

the FERC denied Enogex commenced service to MEP under the lease

agreement on June 2009 On July 16 2009 the protestor filed with

the United States Court of Appeals for the District of Columbia Circuit

petition for review of the FERCs orders approving the MEP construc

tion and the MEP lease of capacity from Enogex requesting that such

orders be modified or set aside on the grounds that they are arbitrary

capricious and contrary to law On December 28 2010 the Court of

Appeals issued an opinion generally upholding the FERCs orders but

remanding the case for further explanation of one aspect of the FERCs

reasoning The Court of Appeals emphasized that it was not vacating

the FERCs orders and that its approval of the Enogex lease agreement

with MEP remains in effect and
legally binding On remand the FERC

must clarify that its decision was based on finding that the lease does

not adversely affect existing customers on Enogexs system Enogex

anticipates that the FERC will issue an order on remand in the first half
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of 2011 On January 21 2011 Apache Corporation filed motion ask

ing the FERC to establish procedures on remand and to either condition

the lease on Enogexs willingness to provide firm Section 311 transporta

tion service to existing customers on all portions of its system or to

establish an expedited briefing schedule On February 2011 Enogex

MEP and Chesapeake Energy Corporation filed joint answer asking

the FERC to find among other things that the reduction in the

amount of interruptible transportation capacity available due to the

MEP lease did not have an adverse affect on Apache Corporation and

to acknowledge that Apache Corporations request to condition the

lease on the provision of West Zone 311 firm transportation service

has been addressed as Enogex filed rate case on January 28 2011

proposing to implement such service effective March 2011

Enogex FERC Section 311 2009 Rate Case

On March 27 2009 Enogex filed petition for rate approval with the

FERC to set the maximum rates for its new firm East Zone Section 311

transportation service and to revise the rates for its existing East and

West Zone interruptible Section 311 transportation service In antici

pation of offering this new service Enogex had filed with the FERC

as required by the FERCs regulations revised SOC Applicable to

Transportation Services to describe the terms conditions and operating

arrangements for the new service Enogex made the SOC filing on

February 27 2009 Enogex began offering firm East Zone Section 311

transportation service on April 2009 The revised East and West Zone

zonal rates for the Section 311 interruptible transportation service

became effective June 2009 The rates for the firm East Zone Section

311 transportation service and the increase in the rates for East and

West Zone and interruptible Section 311 service are being collected

subject to refund pending the FERC approval of the proposed rates

number of parties intervened in both the rate case and the SOC filing

and some additionally filed protests On January 2010 the FERC Staff

submitted an offer proposing various adjustments to Enogexs filed cost

of service On April 27 2010 Enogex submitted comments to the FERC

Staff stating that it would agree to the offer contingent upon all parties

agreeing to support or not oppose Parties have until March 16 2011

to submit comments stating whether they support or do not oppose

the FERC Staffs offer

Enogex Storage SOC Filing

On August 31 2010 Enogex filed via eTariff with the FERC new SOC

applicable to storage services that replaced Enogexs existing storage

SOC effective July 30 2010 Among other things the new storage SOC

updates the general terms and conditions for providing storage services

FERC order is pending

Enogex FERC Section 311 2011 Rate Case

On January 28 2011 Enogex submitted new rate filing at the FERC

to set the maximum rate for new firm Section 311 transportation serv

ice in the West Zone of its system and to revise the currently effective

maximum rates for Section 311 interruptible transportation service in

the East Zone and West Zone Along with establishing the rate for

new firm service in the West Zone Enogexs filing requested decrease

in the maximum interruptible zonal rates in the West Zone and to retain

the currently effective rates for firm and interruptible services in the East

Zone Enogex reserved the right to implement the higher rates for firm

and interruptible services in the East Zone supported by the cost of

service to the extent an expeditious settlement agreement cannot be

reached in the proceeding Enogex proposed that the rates be placed

into effect on March 2011 Contemporaneous with the rate filing

Enogex submitted motion to defer the deadline for protests until April

2011 to facilitate expedited settlement negotiations The regulations

provide that the FERC has 150 days to act on the filing but also permit

the FERC to issue an order extending the time period for action No

action has yet been taken by the FERC

North American Electric Reliability Corporation

The Energy Policy Act of 2005 gave the FERC authority to establish

mandatory electric reliability rules enforceable with monetary penalties

The FERC approved the North American Electric
Reliability Corporation

NERC as the Electric Reliability Organization for North America and

delegated to it the development and enforcement of electric transmis

sion reliability rules In September 2009 OGE completed NERC

Critical Infrastructure Protection CIP spot check audit Resolution of

any audit findings is expected in early 2011 however OGE does not

expect the resolution of any audit findings to have material impact on

its operations OGE is subject to NERC compliance audit every three

years as well as periodic spot check audits The next compliance audit

is scheduled for April 2011 which will incorporate both NERC CIP and

non-CIP standards

State Legislative Initiative

House Bill 3028 became effective in May 2010 and established an

Oklahoma renewable portfolio standard with statewide goal of renew

able energy capacity on an installed electric generation capacity basis

of 15 percent by year 2015 House Bill 3028 also designated natural gas

as the preferred fuel for all new fossil fuel electric generation in Oklahoma

until year 2020 but provides that the 0CC may determine that fossil

fuel other than natural gas is in the best interest of customers By the

year 2012 OGE expects that its installed electric generation capacity

basis for wind-powered units will be 10 percent
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders

OGE Energy Corp

We have audited the accompanying consolidated balance sheets and

statements of capitalization of OGE Energy Corp as of December 31

2010 and 2009 and the related consolidated statements of income

changes in stockholders equity comprehensive income and cash flows

for each of the three years in the period ended December 31 2010

These financial statements are the
responsibility

of the Companys

management Our
responsibility

is to express an opinion on these

financial statements based on our audits

We conducted our audits in accordance with the standards of the

Public Company Accounting Oversight Board United States Those

standards require that we plan and perform the audit to obtain reasonable

assurance about whether the financial statements are free of material

misstatement An audit includes examining on test basis evidence

supporting the amounts and disclosures in the financial statements

An audit also includes assessing the accounting principles used and

significant estimates made by management as well as evaluating the

overall financial statement presentation We believe that our audits

provide reasonable basis for our opinion

In our opinion the financial statements referred to above present

fairly
in all material respects the consolidated financial position of OGE

Energy Corp at December 31 2010 and 2009 and the consolidated

results of its operations and its cash flows for each of the three years in

the period ended December 31 2010 in conformity with U.S generally

accepted accounting principles

We also have audited in accordance with the standards of the

Public Company Accounting Oversight Board United States OGE

Energy Corp.s internal control over financial reporting as of December 31

2010 based on criteria established in Internal Control-Integrated

Framework issued by the Committee of Sponsoring Organizations of

the Treadway Commission and our report dated February 17 2011

expressed an unqualified opinion thereon

44l.g

Ernst Young LLP

Oklahoma City Oklahoma

February 17 2011
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SUPPLEMENTARY DATA

Interim Consolidated Financial Information Unaudited

In the opinion of the Company the following quarterly information

includes all adjustments consisting of normal recurring adjustments

necessary to fairly present the Companys consolidated results of

operations for such periods

un milbons except per share data quarter endedl March 31 June 30 September 30 December 31 Total

Operating revenues

2010 $875.8 $887.2 $1125.4 $828.5 $3716.9

2009 $606.6 $644.1 845.3 $773.7 $2869.7

Operating income

2010 86.8 $151.5 274.2 81.4 593.9

2009 52.0 $126.4 229.7 83.8 491.9

Net income

2010 25.2 77.9 163.5 33.8 300.4

2009 17.6 70.9 137.5 35.1 261.1

Net income attributable to OGE Energy

2010 24.2 77.3 163.1 30.7 295.3

2009 16.8 70.5 136.8 34.2 258.3

Basic earnings per average common share

attributable to OGE Energy common shareholdershd

2010 0.25 0.79 1.67 0.32 3.03

2009 0.18 0.73 1.42 0.35 2.68

Diluted earnings per average common share

attributable to OGE Energy common shareholdersA

2010 0.25 0.78 1.65 0.31 2.99

2009 0.18 0.72 1.40 0.35 2.66

Due tc the impact of diluton on the EPS calculatcn quarterly EPS amounts may not add to the total

Dividends

Common Stock

Common quarterly dividends paid as declared in 2010 were $03625

each for the first three quarters of 2010 and was $03750 for the fourth

quarter of 2010 Common quarterly dividends paid as declared in 2009

were $03550 each for the first three quarters of 2009 and was $03625

for the fourth quarter of 2009 Common qLlarterly
dividends paid as

declared in 2008 were $03475 each for the first three quarters of 2008

and was $03550 for the fourth quarter of 2008

Present rate $03750

Payable 30th of January April July and October

Controls and Procedures

The Company maintains set of disclosure controls and procedures

designed to ensure that information required to be disclosed by the

Company in reports that it files or submits under the Securities Exchange

Act of 1934 is recorded processed summarized and reported within

the time periods specified in the SEC rules and forms In addition the

disclosure controls and procedures ensure that information required

to be disclosed is accumulated and communicated to management

including the chief executive officer and chief financial officer allowing

timely decisions regarding required disclosure As of the end of the

period covered by this report based on an evaluation carried out under

the supervision and with the participation of the Companys manage

ment including the chief executive officer and chief financial officer of

the effectiveness of the Companys disclosure controls and procedures

as such term is defined in Rules 13a-15e and 15d-15e under the

Securities Exchange Act of 1934 the chief executive officer and chief

financial officer have concluded that the Companys disclosure controls

and procedures are effective

No change in the Companys internal control over financial reporting

has occurred during the Companys most recently completed fiscal

quarter that has materially affected or is reasonably likely to materially

affect the Companys internal control over financial reporting as such

term is defined in Rules 3a-1 5f and 5d-1 5f under the Securities

Exchange Act of 1934
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MANAGEMENTS REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of the Company is responsible for establishing and

maintaining adequate internal control over financial reporting The

Companys internal control system was designed to provide reasonable

assurance to the Companys management and Board of Directors

regarding the preparation and fair presentation of published financial

statements All internal control systems no matter how well designed

have inherent limitations Therefore even those systems determined

to be effective can provide only reasonable assurance with respect

to financial statement preparation and presentation

The Companys management assessed the effectiveness of the

Companys internal control over financial reporting as of December 31
2010 In making this assessment it used the criteria set forth by the

Committee of Sponsoring Organizations of the Treadway Commission

in Internal Control-Integrated Framework Based on our assessment

we believe that as of December 31 2010 the Companys internal

control over financial reporting is effective based on those criteria

The Companys independent auditors have issued an attestation

report on the Companys internal control over financial reporting This

report appears on the following page

Danny Harris

President and

Chief Operating Officer

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders

OGE Energy Corp

We have audited OGE Energy Corp.s internal control over financial

reporting as of December 31 2010 based on criteria established in

Internal Control-Integrated Framework issued by the Committee of

Sponsoring Organizations of the Treadway Commission the COSO

criteria OGE Energy Corp.s management is responsible for maintaining

effective internal control over financial reporting and for its assessment

of the effectiveness of internal control over financial reporting included

in the accompanying Managements Report on Internal Control Over

Financial Reporting Our responsibility is to express an opinion on the

Companys internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the

Public Company Accounting Oversight Board United States Those

standards require that we plan and perform the audit to obtain reason

able assurance about whether effective internal control over financial

reporting was maintained in all material respects Our audit included

obtaining an understanding of internal control over financial reporting

assessing the risk that material weakness exists testing and evaluat

ing the design and operating effectiveness of internal control based

on the assessed risk and performing such other procedures as we

considered necessary in the circumstances We believe that our audit

provides reasonable basis for our opinion

companys internal control over financial reporting is process

designed to provide reasonable assurance regarding the
reliability

of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting

principles companys internal control over financial reporting includes

those policies and .prbcedures that pertain to the maintenance of

records that in reasonable detail accurately and fairly reflect the trans

actions and dispositions of the assets of the company provide

reasonable assurance that transactions are recorded as necessary to

permit preparation of financial statements in accordance with generally

accepted accounting principles and that receipts and expenditures of

the company are being made only in accordance with authorizations of

management and directors of the company and provide reasonable

assurance regarding prevention or timely detection of unauthorized

acquisition use or disposition of the companys assets that could have

material effect on the financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projections

of any evaluation of effectiveness to future periods are subject to the

risk that controls may become inadequate because of changes in condi

tions or that the degree of compliance with the policies or procedures

may deteriorate

In our opinion OGE Energy Corp maintained in all material respects

effective internal control over financial reporting as of December 31
2010 based on the COSO criteria

We also have audited in accordance with the standards of the Public

Company Accounting Oversight Board United States the consolidated

balance sheets and statements of capitalization of OGE Energy Corp as

of December31 2010 and 2009 and the related consolidated statements

of income changes in stockholders equity comprehensive income and

cash flows for each of the three years in the period ended December 31
2010 of OGE Energy Corp and our report dated February 17 2011

expressed an unqualified opinion thereon

Ernst Young LLP

Oklahoma City Oklahoma

February 17 2011

Peter Delaney

Chairman of the Board

and Chief Executive Officer

Sean Trauschke

Vice President and

Chief Financial Officer

Scott Forbes

Controller and

Chief Accounting Officer
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HISTORICAL PERFORMANCE

2010 2009 2008 2007 2006In millions except per
share data

Selected Financial Data

Operating revenues

Cost of goods sold

Gross margin on revenues

Other operating expenses

Operating income

Interest income

Allowance for equity funds used during construction

Other income

Other expense

Interest expense

Income tax expense

Income from continuing operations

Income from discontinued operations net of tax

Net income

Less net income attributable to noncontrolling interest

Net income attributable to OGE Energy

Diluted earnings per average common share

Income from continuing operations

Income from discontinued operations net of tax

Income per average common share

Long-term debt

Total assets

$3716.9

2187.4

1529.5

935.6

593.9

11.4

13.7

17.9

139.7

161.0

300.4

$2869.7

1557.7

1312.0

820.1

491.9

1.4

15.1

27.5

16.3

137.4

121.1

261.1

$4070.7

2818.0

1252.7

790.6

462.1

6.7

15.4

25.6

120.0

101.2

237.4

3797.6

2634.7

1162.9

707.6

455.3

2.1

17.4

22.7

90.2

116.7

245.2

4005.6

2902.5

1103.1

670.4

432.7

6.2

4.1

16.3

16.7

96.0

120.5

226.1

36.0

262.1

262.1

300.4 261.1 237.4 245.2

5.1 2.8 6.0 1.0

295.3 258.3 231.4 244.2

2.99 2.66 2.49 2.64 2.45

0.39

2.99 2.66 2.49 2.64 2.84

$2362.9 $2088.9 $2161.8 1344.6 1346.3

$7669.1 $7266.7 651 8.5 5237.8 4898.4

Common Stock Statistics

Dividends paid per share 1.45 1.42 1.39 1.36 1.33

Dividends declared per share 1.4625 1.4275 1.3975 1.3675 1.3375

Book value 24.95 21.06 20.28 18.31 7.56

Market price year end 45.54 36.89 25.78 36.29 40.00

Price/earnings ratio year end 15.3 13.9 10.3 13.6 13.9

Basic average shares outstanding millions 97.3 96.2 92.4 91.7 91.0

Diluted average shares outstanding millions 98.9 97.2 92.8 92.5 92.1

Actual shares outstanding millions 97.6 97.0 93.5 91.8 91.2

Number of shareowners 20942 21971 22705 23983 25198

Capitalization RatioslA

Common equity

Long-term debt

50.4% 46.4% 47.0% 55.7% 54.3%

49.6% 53.6% 53.0% 44.3% 45.7%

782558

28.1

6.5

6.6

776550

26.9

6.6

6.4

770088

28.2

6.8

6.5

42%

55%

3%

Miscellaneous Statistics

Electric customers 762234 754840

Mwh sales millions
27.1 26.4

Mw generating capability year end thousands 6.2 6.1

Mw peak demand thousands
6.3 6.5

Fuel mix generation only by kwh generated

Natural gas

Coal

Wind

Cost in kwh cents

Natural gas 4.638 3.696 8.455 6.872 6.829

Coal 1.911 1.747 1.153 1.143 1.114

Weighted average
3.012 2.474 3.337 3.173 3.003

Total gas throughput volumes trillion Btu/day 1.72 1.79 .57 1.52 1.44

Total natural gas processed trillion Btu/day 0.82 0.70 0.66 0.57 0.54

Total natural gas liquids sold million gallons 688 493 426 385 371

Average sales price per gallon 0.96 0.77 1.26 1.05 0.90

Estimated_keep-whole spreadsB 5.74 4.12 6.15 5.35 3.99

38%

60%

2%

30%

68%

2%

36%

62%

2%

33%

67%

-%

IA Capitalization ratios JStockholders equity Stockholders equity Long-term debt Long-term debt due within one year and debt Long-term debt due within one yearStockholders

equity Long-term dybh Long-term debt due within one year

The estimated realized keep-whole spread is an approximation of the spread between the weighted-average sales price of the retained natural gas liquids NGLs commodities and the purchase price

of the replacement natural gas shrink The spread is based on the market commodity spread less any gains or losses realized from keep-whole hedging transactions The market commodity spread is

estimated using the average of the Oil Price Information Service daily average posting at the Conway Kansas market for the NGLO and the Inside Federal Energy Regulatory Commission monthly index

posting for Panhandle Eastern Pipe Line Co Texas Oklahoma for the forward month contract for natural gas prices
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INVESTOR INFORMATION

Annual Meeting

The annual meeting of shareowners is scheduled for 10a.m Thursday

May 19 2011 at the National Cowboy Western Heritage Museum

1700 NE 63rd St Oklahoma City The Board of Directors will request

proxies for this meeting and statements will be mailed to shareowners

on or about March 31 2011

Ticker Symbol Information

The New York Stock Exchange lists OGE Energy Corp common stock

for trading under the symbol OGE Quotes appear in daily newspapers

where the common stock is listed as OGE Engy in the New York

Stock Exchange table

Stock Exchange Listing

New York Stock Exchange

OGE Energy Corp

Common stock

Form 10-K

copy of the Annual Report to the Securities and Exchange

Commission Form 10-K will be furnished without charge to

any shareowner upon written request by contacting

Todd Tidwell

OGE Energy Corp

Investor Relations MC 804

P.O Box 321

Oklahoma City OK 73101-0321

Shareowner Information

Shareowners with questions or in need of assistance concerning

their OGE stock accounts should contact OGEs registrar stock plan

administrator transfer agent and dividend disbursing agent

BNY Mellon Shareowner Services

P.O Box 358035

Pittsburgh PA 15252-8035

Phone toll free 1-888-216-8114

Internet account access

www.bnymellon.com/shareowner/isd

or www.oge.com

Additional Information

Shareowners analysts brokers and institutional investors

with questions or comments may contact Todd Tidwell Director

Investor Relations at 405 553-3966

Stock Purchase Plan

This plan offers convenient and economical way to purchase

OGE Energy Corp common stock Plan materials are available on

the Internet at www.oge.com or prospectus and enrollment packet

may be obtained by calling -866-353-7849 Please read the

prospectus thoroughly before enrolling in the plan

Market Price of Common Stock

The following table gives information with respect to price ranges

as reported in The Wall Street Journal as New York Stock Exchange

Composite Transactions for the periods shown

High Low

2011

First Quarter through February 28 $48.90 $44.69

2010

First Quarter $39.32 $34.92

Second Quarter 42.25 33.87

Third Quarter 41.11 35.38

Fourth Quarter 46.18 39.93

2009

First Quarter $26.80 $19.70

Second Quarter 28.55 23.19

Third Quarter 33.72 26.50

Fourth Quarter 37.79 31.66

The number of record holders of the Companys Common Stock

at February 28 2011 was 20843 The reported closing market price

of the Companys Common Stock on the New York Stock Exchange

on February 28 2011 was $48.10

Dividend Direct Deposit

Shareowners may have their dividends deposited directly into their

checking savings or money market accounts To take advantage of

this service please contact the registrar

Duplicate Annual Reports

Annual reports are typically mailed for each separate shareowner

registration To eliminate duplicate mailings please contact the registrar

Corporate Governance

All of OGE Energy Corp.s corporate governance material including

codes of conduct guidelines for corporate governance and committee

charters is available for public viewing on the OGE Energy web site at

www.oge.com under the heading Investor Relations Corporate

Governance OGE Energy Corp.s corporate governance material also is

available upon request sent to OGE Energy Corp.s Corporate Secretary

Mixed Sources

dd

FSC

Positive Energy is reistered trademark of OGE Energy Corp

OGE Energy Corp is an equal opportunity employer

OGE Energy Corp employees are consistently generous contributors to the

United Way In 2010 our cdmpanys employees pledged more than $847000

to United Way campaigns in communities where they live and work
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