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Summary: The purpose of Mr. Lamont's testimony is to discuss the Department’ s proposed
adjustments to the Company’ s power costs and to calculate a provisional
disalowance using the Board’' s Docket 5983 methodology .
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Prefiled Testimony
of
David F. Lamont

Please state your name and occupation.

My name is David F. Lamont, and | am a Power Supply Planner for the Vermont
Department of Public Service (Department or DPS). My business address is 112 State
Street, Montpelier, Vermont.

Please summarize your professiona background and experience.

| have worked for the Department since 1986 in various capacities, both asa DSM
analyst and in my present position as a Power Supply Planner. Prior to that, | worked for
the Vermont State Energy Office where | was involved in the numerous energy efficiency

programs and in reviewing the energy efficiency of new construction under Act 250.

Have you ever testified before the Vermont Public Service Board before?
| have testified in Docket Nos. 5270, 5329, 5370, 5428, 5483, 5491, 5533,
5630/5632, 5656, 5695, 5810/5811/5812, 5823 and others as well as before the District

Environmenta Commissions and the Environmental Board in numerous Act 250 cases.

What is the purpose of your testimony?
The purpose of my testimony is to make appropriate adjustmentsto GMP's
projected power costs as filed in this Docket.
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Have you looked at GMP's projections of capacity purchases and salesin the NEPOOL
ICAP (Installed Capacity) market?

Yes. GMP has assumed that they would have to buy capacity from this market
when they were deficient in ICAP, due primarily to the HQ buyback. GMP has aso
proformed an opportunity purchase to essentially replace the energy bought by HQ. The
price of this opportunity purchaseis based on GMP's average cost of opportunity energy
in the test year. These test year opportunity purchases included capacity as well as
energy, even though many of the terms of the contracts were structured on aMWh basis.
If one is assuming the opportunity market is essentially unchanged from the test year, as
we are in this case, assuming an additional capacity purchase on top of this“energy” price
is double counting. Technically, the projected opportunity energy costs should be reduced
from test year actuals by an appropriate amount to reflect the fact that sellers will be able
to get some revenues from ICAP capacity sales and therefore can be more competitive
with energy only prices. A straight forward and equivalent alternative would be to reduce
the assumed $520,000 HQ option capacity replacement costs on line 10 of attachment D
Schedule 1, page 1 to $0.

Should the Board not accept your recommendation, do you have any adjustments to
propose?

Yes. GMP s estimate of its purchases used rounded numbersin projecting its
ICAP purchase. Since ICAP purchases through the 1SO are “automatic” and no capacity
can be withheld, the exact amount of ICAP needed will be purchased and all the excess
will be sold. Eliminating the rounding results in a decrease of $17,000 in anticipated

expenses.
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Do you have any other issues to raise regarding GMP' s treatment of its salesin the ICAP
market?

Yes. GMP has assumed that it would receive no revenues from I SO-NE capacity
sales in months when they are excessin ICAP. Since |SO-NE rules expressly prohibit
participants from withholding capacity from this market, it will be sold by default. The
first month (April) of the ICAP market produced a clearing price of $4.00/kW month.
The price for May was $2.00/kW-month and for June was $1.50/kW-month. Thispriceis
expected to be lower in the off peak months and higher in the peak months. If one
assumes $2.00/kW-month as an average annual value, these ICAP salesresult in a

projected revenue increase of $684,000.

Have you looked at GMP s representation of the Package B call option?
Yes. | have several reservations concerning GMP' s forecast of itsimpacts on test

year costs.

Please explain the option.

GMP s third HQ sellback includes an option for HQ to purchase energy and
capacity from GMP in two blocks. Thefirst block consists of up to 80 MW and up to
52,500 MWH in any year, with a maximum of 900,000 MWh over the remaining life of
the contract. The structure of this block makes it necessary to take the entire block in
each year to be able to reach the maximum alowed take. The second block consists of up
to 80 MW and up to 200,000 MWh per year with a maximum of 600,000 MWh over the
remaining life of the contract.

In the test year HQ has taken all of the 52,500 Mwh from the first block, and it is
reasonable to assume they will continue to take this amount in the adjusted test year. On
the other hand, they have not taken any deliveries of the second block. It is not known

and measurable whether they will choose to take any in the adjusted test year. The terms
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of the second block make it much more flexible than the first block. It isnot auseit or

lose it Situation asis the first block.

What is your recommendation?

| recommend that GMP include in its power costs those costs associated with a
52,500 Mwh purchase by HQ, but remove from its costs those costs associated with the
second block of the option. | estimate, based on Mr. Kings exhibit RIK-3 that this would
result in a net reduction in power costs of roughly $500,000. Further, if the Board
chooses not to accept my recommendation regarding capacity purchases stated above,
anticipated capacity replacement costs should be reduced by $250,000, reflecting the fact
that a reduced amount of replacement capacity will be needed.

What about their Y ankee outage forecast?

Vermont Y ankee had alonger than expected outage in 1997 and GMP should put
any remaining amortizations of the full costs of that outage into itsrates. However, itis
unreasonabl e to assume those events will happen again. A reasonable assumption is 7
weeks. | estimate amortized replacement energy costs will be reduced by roughly
$30,000.

Have you reviewed the basis of GMP' s ACE calculations?

Yes. | am commenting here only on the dollar values used to calculate the avoided
power costs. Others will testify regarding the appropriateness of the savings estimates.
As ordered by the Board order in Docket 5983, for its avoided energy values, GMP has
used actual historical margina energy costs, and, for projected months, has mirrored the
costs for the corresponding historical month as projected values. This seems reasonable.

For capacity values, GMP has assumed, contrary to the Board order in Docket 5983, a
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capacity value of $0 for those months prior to the opening of the ISO-NE ICAP market,
and $4.70 in those months after the market opened. | disagree with these values.

Why do you disagree with the values for capacity proposed by GMP?

The value for those months prior to the opening of the market should be higher
than zero for two reasons. First, in docket 5983, the Board ordered GMP to use the
Department’ s recommended value of $0.35/kW-Month. Secondly, the market demand for
capacity represented by the $4.70 sale price from the ISO didn’t appear overnight. The
fact that ICAP istrading at a price above $0 indicates that some utilities or power
marketers are in need of capacity to meet their needs. Thiswas likely the case in March of
1998 prior to the market opening as well asin April of 1998 when the actual price
reflected that demand. GMP could have been and should have been in the market selling

its excess capacity.

Do you have a recommended price that GMP should use for the months prior to April
19987

Yes. While the opening of the ISO-NE ICAP market did not create the demand
for capacity, it certainly made that market much easier in which to participate, and much
more efficient. So while GMP could not have been reasonably expected to capture all the
value for its capacity, they certainly should be able to capture some of that value. For that
reason, | propose that GMP use a value of 50% of the ISO market value for its ACE
calculations or $ 2.35/kW-month for those months prior to March 1998.

Aren’'t you doing the same type of double counting that GMP did in its capacity purchase
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estimates which you have disagreed with?

No. Aceis calculated using the marginal energy values resulting from the dispatch of all

of GMP s sources. Only in those hours when the marginal is from a source that includes
capacity in its energy price would capacity charges be included in the energy price. This
could have an effect, but it is likely small.

Provisional Disallowance

Q.
A.

Are you familiar with the provisional disallowance imposed by the Board in Docket 59837?

Yes.

Can you apply the methodol ogy to the circumstances in this case.

Yes. Exhibit DFL-1 uses the same methodology to develop a disallowance for this
case, using the facts and dollar amounts from this case. | calculate this amount to be
$7.595 million.

Does that conclude your testimony?

Yes.



