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Q.
Are you the same Mark R. Tallman who submitted direct testimony in this docket? 

A.
Yes, I am.
Q.
What is the purpose of your rebuttal testimony?

A.
The purpose of my testimony is to rebut specific comments made by Charles Black, witness for Public Counsel, regarding: (i) the prudence of recent resource acquisitions by PacifiCorp, specifically PacifiCorp’s processes for making resource procurement decisions; (ii) PacifiCorp’s use of commodity valuation techniques; and (iii) processes which Mr. Black claims should be in place prior to implementation of the proposed Power Cost Adjustment Mechanism (PCAM), specifically; PacifiCorp’s resource decision making processes, risk management practices and employee incentive plan.  Another PacifiCorp witness, Mr. Greg Duvall, will rebut Mr. Black’s testimony concerning allocation of power costs to customers in Washington under the Revised Protocol.

Q.
What does your testimony conclude?

A.
My testimony concludes: (i) PacifiCorp has demonstrated prudence regarding recent resource decisions; (ii) PacifiCorp’s use of commodity valuation techniques are proper and, in fact, required under applicable accounting rules; and (iii) PacifiCorp meets each and every criteria set forth by Mr. Black as necessary before a PCAM can be implemented, and therefore PacifiCorp should be permitted to implement a PCAM.
PacifiCorp’s Demonstration of Prudence Regarding Recent Resource Decisions 

Q.
Do you agree with Mr. Black that a portfolio evaluation process is necessary to evaluate proposals submitted in response to an RFP for new resources?

A.
No.  Mr. Black asserts that PacifiCorp has failed to demonstrate that its recent resource decisions were prudent, because each resource was evaluated on a stand-alone basis rather than through a portfolio evaluation process.  PacifiCorp, however, has followed industry accepted processes and performed appropriate analyses to solicit and evaluate resource alternatives.

Q.
Have independent observers reached the same conclusion with respect to PacifiCorp’s resource acquisition process?

A.
Yes.  As more fully described in my direct testimony, several consulting firms have monitored PacifiCorp’s resource procurement processes.  These consultants have each reported that PacifiCorp’s evaluation techniques meet the industry standard and employ fair non-biased evaluation techniques.  For example, as stated in my direct testimony, Navigant Consulting found that:

“The criteria, tools, and types of personnel used were similar to other resource solicitations used by other investor owned and municipal utilities elsewhere.” (page 49, Exhibit No.___(MRT-12))

Navigant Consulting is a large and respected multinational consulting firm with vast experience in the area of resource procurement.  It is not reasonable to believe that Navigant would place its corporate reputation at risk by making such a statement if the issue of prudent resource procurement processes was as simple and “black and white” as Mr. Black claims.  

Q.
Does PacifiCorp’s process to evaluate responses to its RFPs result in arbitrary or biased results, as Mr. Black suggests?

A.
No.  While Mr. Black claims that the criteria PacifiCorp used to evaluate the responses to its RFP were inadequate and that PacifiCorp’s procurement processes are vulnerable to making subjective judgments and possibly arbitrary or biased decisions, he offers no evidence or argument that PacifiCorp’s evaluation process failed to produce the best result for retail customers.  PacifiCorp’s procedures in evaluating the responses to an RFP are well within the industry standard and have been scrutinized closely by independent consulting firms.  Independent external consulting firms have found that PacifiCorp’s processes were fair and unbiased and effectively identified the most cost effective resource(s) to meet the Company’s future needs.

Q.
Which consultants provided reports to PacifiCorp regarding the issue of potential bias?

A.
PacifiCorp has utilized respected consultants on three separate occasions: (1) Cap Gemini Ernst & Young reported on the September 2001 RFP, (2) Lands Energy reported on RFP 2004X, and (3) Navigant Consulting reported on RFP 2003B.  In addition, Merrimack Energy (retained by the Utah Division of Public Utilities) has testified that they “found no evidence to refute Navigant’s conclusions”. (direct testimony of Wayne Oliver in Utah PSC Docket No. 04-035-30) 
Q.
What did Cap Gemini Ernst & Young find with respect to the September 2001 RFP?

A.
Cap Gemini Ernst & Young found:

“In summary, CGEY feels that the entire RFP process and the methodologies used to choose those offers ultimately selected was done fairly and applied evenly. PacifiCorp went out of its way to prevent bias through a blinding process – a practice that exceeds the common standards of the industry. Finally, PacifiCorp’s practices both in determining credit worthiness as well as evaluation of the specific responses uses practices that are both common and accepted by the industry.” (Cap Gemini Ernst & Young, Section 4.4 of “Review of PacifiCorp’s REQUEST FOR PROPOSAL process”, emphasis added)
Q.
What did Lands Energy conclude with respect to RFP 2004X?

A.
Lands Energy concluded:

“The spreadsheet model employed by PacifiCorp for comparing alternatives against the Leasco NBA was appropriate, reasonable, and did not result in any undue bias in favor of Leasco.” (page 6 of  “LANDS ENERGY CONSULTING’S FINAL REPORT ON PACIFICORP’S RFP 2004-X”, December 28, 2004, emphasis added)

Q.
What did Navigant Consulting conclude with respect to RFP 2003A?

A.
In addition to reporting that PacifiCorp’s RFP process was not biased, and as stated in my direct testimony, Navigant Consulting found:

“PacifiCorp executed a fair and consistent process throughout the RFP to identify the most cost effective resources for meeting its projected supply needs. “(page 49, Exhibit No.___(MRT-12)).

Additionally, as stated above, Merrimack Energy found no evidence to refute Navigant’s conclusions.

Q.
Based on this and other information, what do you conclude regarding Mr. Black’s assertions of potential bias or the validity of stand alone analyses?

A.
Neither Navigant Consulting, Merrimack Energy, Lands Energy, nor Cap Gemini Ernst & Young found that PacifiCorp’s procurement process was subjective, arbitrary or biased.  In addition, none of these entities found that PacifiCorp’s evaluation techniques were inadequate.  In fact, these entities found that PacifiCorp’s analysis techniques were common and accepted by the industry, appropriate and reasonable, and identified the most cost effective resources. Finally, as my direct testimony describes, the Utah Public Service Commission examined RFP 2003A closely during a certification process and found that the process demonstrated that no better resource was available.  Whether or not PacifiCorp’s actions are under review by a respected consulting firm, PacifiCorp’s procurement process is intent on finding the resource that provides the best cost/risk balance.  Mr. Black is simply incorrect in his conjecture and fails to offer any evidence that such undesirable aspects were present in any resource acquisition taken by PacifiCorp and its Board of Directors.
Q.
Is a production cost model, as advocated by Mr. Black, an effective way to evaluate responses to an RFP?

A.
PacifiCorp agrees that a production cost model can be an effective way to evaluate responses to an RFP.  In fact, PacifiCorp’s currently filed supply-side RFP process is designed to utilize just such a model.  However, PacifiCorp disagrees that it is the only valid way to perform such evaluations, as evidenced by my testimony.  

Q.
Mr. Black claims that PacifiCorp’s analytical process makes it more difficult to “clearly document” the basis for its decision.  (CJB-1T, page 12, line 21.)  Do you agree with this statement?

A.
No.  To the contrary, the analytical process employed by PacifiCorp can be audited.  In contrast, PacifiCorp routinely receives complaints that production cost models employed are “black boxes” making it difficult to understand how they work and to justify the results.  Indeed, in contradiction, even Mr. Black acknowledges that PacifiCorp’s GRID production cost model is highly elaborate.  The judgments made by PacifiCorp using a “stand alone” evaluation process are no more or less subjective than the judgments which must be made when entering resource information into a production cost model.

Q.
What general factors does PacifiCorp include in its evaluation of new resources?

A.
Mr. Black claims that PacifiCorp did not analyze specific resources on the basis of cost, risk, reliability, environmental impacts, or other objectives for its overall portfolio.  This is incorrect.  Each of PacifiCorp’s evaluations has taken these and other factors into account by virtue of the robust IRP portfolio evaluation process and the subsequent stand alone evaluations.  For example, PacifiCorp takes environmental impacts (such as CO2 assumptions and assumptions regarding the costs and benefits associated with wind resources) into account by utilizing underlying assumptions that are consistent with the assumptions previously utilized in the IRP process.  PacifiCorp did not evaluate the responses to a particular RFP, as Mr. Black claims, solely on the basis of price and non-price factors.  (CJB-1T, page 16, lines 13/14).  PacifiCorp also incorporated a risk assessment in each resource decision for the protection of retail customers.   

Q.
Did PacifiCorp solicit only standard commodity products through its RFPs?

A.
No.  Mr. Black states that PacifiCorp solicited standard commodity products via its RFPs (CJB-1T, page 10, line 18/19).  To the contrary, each RFP identified minimum criteria that bidders must respect.  Bidders were not required to offer standard commodity products and they were not prevented from doing so as long as the minimum criteria were met. 

Q.
Has Mr. Black presented any analyses to support his positions?

A.
No.  Mr. Black has not offered any analysis to show that PacifiCorp processes resulted in acquisition of a resource that was not in the best interest of retail customers.

Q.
Does Mr. Black provide any evidence to support his positions?

A.
No.  Mr. Black appears to merely be offering his opinion.

Q.
Does Mr. Black propose any adjustments to PacifiCorp’s filings?

A.
No.
PacifiCorp’s Use of Commodity Valuation Techniques is Proper

Q.
Mr. Black criticizes PacifiCorp for using commodity valuation techniques to evaluate, compare and solicit specific resources and infers entities that use mark-to-market techniques tend to be engaged in speculative activities.  Does PacifiCorp misuse commodity valuation techniques in evaluating resource alternatives?

A.
No. PacifiCorp appropriately performs commodity valuations and has not misused those techniques.  As a threshold matter, simply because an entity performs mark-to-market evaluations does not mean that entity is involved in speculative trading of forward contracts.  As described more fully below, as part of PacifiCorp’s risk management activities, the Company enters into forward contracts for hedging purposes.  PacifiCorp does not enter into these transactions speculatively (e.g., with the intent to profit from a change in the price). 
Q.
What does PacifiCorp use mark-to-market evaluations for? 

A.
PacifiCorp and other utilities with derivative contracts are required to calculate and report the mark-to-market value of such contracts pursuant to Financial Accounting Standard (FAS) No. 133 (“Accounting for Derivative Instruments and Hedging Activities”).  If the entity is part of an international company, as PacifiCorp currently is, International Accounting Standard (IAS) No. 39 would also apply.  While PacifiCorp performs mark-to-market analysis for financial disclosure purposes, PacifiCorp does not rely solely on mark-to-market evaluations in making resource procurement decisions.  As discussed above, PacifiCorp takes numerous other factors into consideration.  

Satisfaction of the Criteria for a Power Cost Adjustment Mechanism

Q.
Mr. Black identifies three key processes that should be in place before PacifiCorp should be allowed to implement a PCAM.  Can you discuss whether PacifiCorp has adopted these key processes?

A.
Yes. Mr. Black identifies:

 “three key resource decision-making processes – IRP, resource acquisition, and energy risk management – that should be addressed before implementing a PCAM”. (CJB-1T, page 51, lines 9-11).

Finally, Mr. Black asserts that employee incentives should be structured such that employees do not have an incentive to take actions that involve unnecessarily large risks.  Mr. Black mistakenly declares that PacifiCorp performs only one of these three processes well.  In reality, PacifiCorp has already adopted each of the three “key resource decision-making processes” and currently has an incentive plan for its commercial employees that satisfies Mr. Black’s criteria. 

Q.
Please explain how PacifiCorp meets Mr. Black’s IRP requirement.

A.
Mr. Black concedes that PacifiCorp has satisfactorily adopted the first key process – Integrated Resource Planning (IRP).  Mr. Black praises PacifiCorp’s IRP process and does not identify any deficiencies.  In his testimony, Mr. Black states “PacifiCorp has been doing good work . . .  in its recent IRPs”.  (CJM-1T, page 52, line 11).  PacifiCorp agrees with Mr. Black that its IRP processes are adequate to support the usage of a PCAM.   
Q.
Please describe Mr. Black’s second requirement before a PCAM should be implemented.
A.
With regard to the second key process – long term resource acquisition – Mr. Black indicates that PacifiCorp must: (1) more clearly acknowledge that it has a fundamental responsibility to limit variability in its net power costs; (2) demonstrate how its IRP, resource acquisition, and energy risk management processes are designed to meet the needs for PacifiCorp’s retail customers, including limiting excessive variability in its net power cost; and (3) make its resource decisions more transparent, including subjecting them to external review and scrutiny to verify that proper consideration was given to meeting customer needs, including limiting variability in PacifiCorp’s net power costs.  

Q.
Please explain how PacifiCorp meets the second of Mr. Black’s requirements.
A.
PacifiCorp acknowledges a responsibility to limit variability in net power costs and our actions bear this out.  In order to satisfy this responsibility, PacifiCorp has implemented: (i) a robust IRP planning process (which the Commission has acknowledged in the past and Mr. Black supports); (ii) robust risk management policies and procedures (described in more detail below); and (iii) a long-term resource procurement process that meets Mr. Black’s criteria.  Each of the processes adopted by the Company and referenced by Mr. Black (IRP, resource acquisition and energy risk management) is designed to meet the needs of retail customers and is intended to limit excessive variability in net power cost as follows:  

· IRP - The underlying purpose of PacifiCorp’s IRP is to “provide a framework of future actions to ensure PacifiCorp continues to provide reliable, least cost service with manageable and reasonable risk to customers.” (Page 1, PacifiCorp 2004 IRP, emphasis added).  Indeed, the IRP identifies the preferred portfolio on the basis of cost and risk, including a stochastic analysis of risks including, but not limited to, commodity price risk. 

· Risk Management – PacifiCorp deploys robust risk management policies, in line with Mr. Black’s criteria, including: daily evaluation of portfolio positions (expected surpluses and/or deficits); ongoing analysis of portfolio risk exposures (potential variability in surpluses and deficits); and portfolio hedging strategies (forward power purchases to fill deficits) from more than a short-term perspective.  PacifiCorp performs each of the criteria as suggested by Mr. Black in his testimony (CJB-1T, Page 49, lines 11-21) for the express purpose of limiting variability of net power costs.  In fact, PacifiCorp actively hedges on a forward looking basis over the next two years, which is the time period specified by Mr. Black in his testimony.  

· Resource Acquisition - Finally, as I describe below, PacifiCorp’s current Request for Proposal (RFP) process is designed to meet the exact criteria set forth by Mr. Black in terms of limiting excessive net power cost variability as well as the espoused transparency criteria. 

Q.  
Please describe how PacifiCorp’s RFP process meets the third of Mr. Black’s three requirements.

A.
Mr. Black argues that PacifiCorp’s resource decisions should be made more transparent, including subjecting them to external review and scrutiny to verify that proper consideration was given to meeting customer needs, including limiting variability in net power costs.  As discussed below, PacifiCorp’s currently filed supply-side RFP process meets each and every criteria that Mr. Black asserts is necessary in a resource procurement process, including the use of a production cost model.  PacifiCorp’s currently designed RFP process is highly transparent, open to public comment, subject to external review and scrutiny before a final resource decision is made, and is intentionally designed to limit variability in the Company’s net power costs.  A copy of the most recently designed supply-side RFP has been filed with the Commission and has been assigned Docket No. UE-050605.

Q.
Does Mr. Black’s testimony reveal whether or not he has reviewed PacifiCorp’s most recently designed supply-side RFP process or if Mr. Black is personally involved in the current resource procurement docket in Washington?

A.
No.  It is not possible to tell from Mr. Black’s testimony.  Based on his testimony, it appears probable that he was not aware of PacifiCorp’s supply-side RFP process that is currently on file with the Commission and I am not aware of his participation in the current resource procurement docket at the Commission.
Q.
Mr. Black indicates he needs more information to determine whether PacifiCorp’s energy risk management processes are adequate.  Can you provide additional information on this topic?

A.
Yes.  Mr. Black admits that he needs more information to determine whether PacifiCorp’s energy risk management processes are adequate.  PacifiCorp currently has, and has had, robust energy risk management policies and procedures that are specifically designed to limit excessive variability in net power cost over a rolling 24-month period (the exact time period suggested by Mr. Black at CJB-1T, Page 49, line 12).  The Company monitors and audits the implementation of these policies and procedures through an independent Risk Management organization.  PacifiCorp deploys each and every hedging strategy that Mr. Black describes at CJB-1T, page 49, lines 12-16.  PacifiCorp evaluates its position daily, identifies portfolio risk exposures on an ongoing basis, and enters into forward transactions (24-months forward or longer) to fill deficits and dispose of surpluses.

Q.
How Does PacifiCorp measure its commodity price risk during this 24-month period?

A.
As reported in PacifiCorp’s September 30, 2005 quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934, PacifiCorp’s exposure to market risk due to commodity price change is primarily related to its fuel and electricity commodities, which are subject to fluctuations due to unpredictable factors, such as weather, electricity demand and plant performance, that affect energy supply and demand.  PacifiCorp measures the market risk in its electricity and natural gas portfolio daily, utilizing a historical Value-at-Risk (“VaR”) approach and other measurements of net position. VaR is determined on the portfolio positions scheduled to settle within the following 24-months.  PacifiCorp’s manages against established VaR limit procedures.  An excerpt from the above referenced quarterly report is provided as Exhibit No.___(MRT-21).

Q.
You have explained how PacifiCorp meets all three of the criteria set forth by Mr. Black before a PCAM should be implemented.  Please describe how PacifiCorp’s incentive plan is aligned with the interests of its retail customers.

A.
PacifiCorp’s incentive program for its wholesale commercial employees is properly aligned with the needs and interests of PacifiCorp’s retail electric customers.  Mr. Black suggests that in an appropriate incentive program, employees would not receive bonuses for disposing of surplus power.  (CJB-1T, page 54, line 1).  PacifiCorp does not award bonuses for merely disposing of surplus power.  Contrary to Mr. Black’s concern, PacifiCorp’s incentive program closely aligns employee incentives with the needs and interests of retail customers by rewarding employees for: (i) complying with risk limits (which include minimizing commodity price exposure, maintaining acceptable net position exposure limits, reducing counterparty credit risk, and maintaining reliability by meeting operating reserve requirements); (ii) developing systems to enhance the ability to manage the portfolio; (iii) making resource decisions that are prudent and recoverable; (iv) implementing the IRP action plan for long-term electric resources; (v) procuring natural gas supply on a forward basis; (vii) pursuing cost effective commercial negotiations; and/or (vii) actively managing PacifiCorp’s capacity position and hedging PacifiCorp’s energy position

Q.
Does PacifiCorp satisfy all of the requirements Mr. Black believes should be in place before a PCAM is authorized?

A.  
Yes, as discussed above, PacifiCorp meets all criteria identified by Mr. Black.  His testimony fails to provide a basis for rejecting the Company’s request to implement a PCAM and, for the reasons discussed by other PacifiCorp witnesses, the Company’s proposed PCAM should be approved in this proceeding.

Q.
Does this conclude your rebuttal testimony?

A.  
Yes.
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