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PREFILED TESTIMONY OF MICHAEL R. KIRKWOOD

Q. Can you detail Pascoag’s power portfolio for 2019?

A. M. Kirkwood Pascoag’s power portfolio for 2019, used in developing the Standard Offer,
Transition and Transmission rate reconciliation request, is detailed in Table 1-MRK, below:

Table 1-MRK
Pascoag Utility District 2019 Power Entitlements
Miller (Brown Bear) 2% (Hydro)
Spruce Mountain 3% (Wind)
Canton Wind 2% (Wind)
NYPA (PASNY) 17% (Hydro)
Seabrook 18% (Nuclear)
NextEra RISE 9% (virtual gas-fired)
NextEra hedge 14% (mostly fossil fuel)
PSEG Load Follow 35% (mostly fossil fuel)
100%

The total renewable/sustainable power in this portfolio is 24%. This represents mostly hydro
power (NYPA and Brown Bear Hydro) at 19%, with two wind entitlements, Spruce Mountain and Canton
Wind, estimated to contribute 5% of the District’s total annual purchased energy in 2018.

Pascoag’s total non-carbon based energy for 2019 is 42% of its requirements and includes a mix
of the previously mentioned hydro and wind power resources, together with non-carbon based nuclear
power from Pascoag's Seabrook entitlement.

The remaining 58% of Pascoag’s energy requirement is mainly fossil fuel sourced through a 3-
year contract entered into with PSEG Energy Resources & Trade LLC (“PSEG”) which commenced in
January 2018 and ends at the end of 2020, a virtual gas-fired unit transaction with NextEra Energy
Power Marketing (“NextEra RISE”) that began in June of 2013, and a two-year block energy deal with
NextEra Energy Marketing, LLC (“NextEra”) to fill out Pascoag’s energy needs in 2018 and 2019
(“NextEra hedge”) to further protect our customers from unanticipated price spike’s caused by extreme
weather or other unusual events in the wholesale markets. Testimony Exhibit 1-MRK highlights this mix
or resources in graphic form.

Pursuant to a supplemental filing Pascoag provided to the Commission on January 11, 2018,
Pascoag Utility District (“Pascoag”) provided the contract between itself and Tangent Energy Solutions
(“Tangent”) for load reducing power from a newly constructed 1.1 megawatt gas-fired peak generation
facility owned by Tangent and sited at Pascoag’s main office and operations campus at 253 Pascoag
Main Street, Pascoag, Rhode Island (“Tangent Peaker”).
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The Tangent Peaker is intended to help Pascoag reduce its peak load obligations in order to
lower both bulk system transmission charges as well as 150-New England (“ISO-NE") Forward Capacity
Market charges through the operation of the unit during peak hours of the month and/or year. The
Tangent Peaker is also able to produce occasional energy savings at times of high locational marginal
prices through the sharing arrangement as specified in the contract provisions and as described further
below. Pascoag did not include any estimates of such energy savings because of their sporadic nature,
since the energy is dispatched usually only during abnormal market conditions which manifests
themselves in high spot market prices.

The Tangent unit entered commercial operation in October 2017 after several months of
construction and commissioning.

Tangent was and is responsible for the construction, financing, operation and gas supply risk for
the implementation of this peak load facility, and Pascoag has agreed to a benefit sharing arrangement
with Tangent, with the ultimate goal for Pascoag to be able to exercise an option to purchase the facility
on or before the end of the 20-year term. The facility is able to be dispatched remotely via Tangent's
off-site operations center, and Tangent retains complete operational control and the responsibility to
assess daily system conditions to optimize the dispatch of the unit against the likely monthly and annual
New England peak loads.

The Service Fees that generate savings to Pascoag can be found in Schedule A of the Electricity
Purchase Agreement between Tangent and Pascoag (“Agreement”), attached here as Testimony Exhibit
2-MRK and such fees are comprised of the following items:

= Transmission Charge Savings Service Fee — actual verified transmission cost savings by running
the unit during the monthly I1SO-NE peak. Pascoag pays Tangent 90% of the verified savings and
retains 10% of the savings for reduction of customer costs.

= Capacity Charge Savings Service Fee — actual verified capacity cost savings by running the unit at
time of annual ISO-NE peak. Pascoag pays Tangent 90% of the verified savings and retains 10%
of the savings for reduction of customer costs.

e Energy Charge Services Fee — the payment by Pascoag to Tangent for the generation provided
by the unit each month at the hourly energy rate for ISO-NE at the Rhode Island Load Zone.

e Energy Service Fee Rebate — a rebate paid by Tangent to Pascoag which amounts to 50% of the
difference between the costs of natural gas for all kWh of the unit produced during the year vs.
the total Energy Charge Service Fees paid by Pascoag for that year.

e ISO-NE Program Service Fee Rebate — this is a catch all provision to enable the parties to enter
the generating unit into existing or new ISO-NE programs that may be available to provide
additional revenues for the project. 10% of any such savings will be used to reduce the costs to
Pascoag's customers.

At such time, if any, that Pascoag exercises its right to purchase the facility in accordance with
the Termination/Buyout Schedule as determined in Schedule B of the Agreement, all savings thereafter
would accrue 100% to Pascoag's customers.
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Q. Please provide an update on Pascoag’s power purchase agreements entered into recently in
order to hedge the rest of Pascoag’s requirements in 2019 through 2020.

A. M. Kirkwood Based on the extreme spot market pricing experienced in New England during
the winter 2013/14 Polar Vortex, Pascoag was concerned that the main driver of volatile pricing,
especially in the winter months for several more years, will be the lack of adequate natural gas pipeline
capacity. This inadequate gas infrastructure has not only lead to volatile prices in the natural gas spot
market, especially in winter, but also in the electricity spot markets in New England (Day Ahead and Real
Time) which are driven by natural gas-fired generating units which set the ISO-NE clearing prices a
majority of the time. Pascoag and its power supply advisor, Energy New England (ENE), thought it would
be best to protect Pascoag’s remaining open power supply position, and so first put in a three year load
following deal for the period 2015 through 2017 to fill in most of the remainder of our customer energy
needs during that period. In December of 2016, Pascoag and ENE decided to go out to the market for
another load following deal for the 2018 through 2020 period while forward prices looked favorable.
ENE on Pascoag’s behalf received several bids for the period 2018 through 2020, and Pascoag was able
to secure a load following deal with PSEG Energy Resources & Trade LLC (“PSEG”) for a very favorable
rate of $0.04575/ kWh for all hours (see Testimony Exhibit 3-MRK attached). Pascoag and ENE did leave
approximately 7-8% room in Pascoag’s overall power supply portfolio unhedged for the period starting
in 2018 to allow Pascoag to further query the market should prices continue to improve. In July of 2017,
ENE and Pascoag again queried the market for the remaining position for 2018 and 2019, and NextEra
Energy Marketing, LLC (“NextEra”) quoted the most favorable price at $0.0390/kWh for 2018 and
$0.0388/kWh for 2019. Pascoag filled the remainder of its open position for that period with this
hedging instrument and such values are included in our 2019 projection in this filing (see Testimony
Exhibit 4-MRK attached).

Q. Was Pascoag successful in obtaining a competitive supply to hedge its remaining open
positions for the upcoming periods?

A. Yes, as stated above Pascoag and ENE ran solicitations for the 2018-2020 time period by seeking
competitively supplied wholesale power. The load following deal with PSEG struck in December 2016
has a structure similar to our expired 2012-2014 agreement with Exelon and our expired 2015-2017
agreement with TransCanada in that it follows our hourly load profile after taking into consideration the
other contractual commitments we have in place. The block energy deal with NextEra then fills in a
baseload portion of our load curve to bring us close to 100% for 2018 and 2019, all of this at very
competitive prices. Further, Pascoag after being offered, through ENE, a deal being put together for a
consortium of Massachusetts public power entities together with Pascoag in Rhode Island, executed a
transaction in late 2017 with NextEra Energy Marketing, LLC (“NextEra EM Seabrook”) that will
commence on January 1, 2020. As such, it is not included in our 2019 portfolio but will be included in
our projections when we file our 2020 Standard Offer reconciliation late next year. The transaction with
NextEra EM Seabrook is for a firm supply of 0.5 MW each hour from this carbon-free nuclear facility, and
includes associated Nuclear-based Emissions Free Energy Certificates (“EFECs”). The price for all power
under this transaction in 2020 shall be $40.87/MWh delivered to the Mass. Hub(see Testimony Exhibit
5-MRK attached) .
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Q. Has Pascoag done anything else that would improve its fiscal position and rate stability?

A. M. Kirkwood The District has, over the past few years, negotiated a number of EEl Master
Power Purchase and Sales Agreements. Pascoag already had in place EEI Master Agreements with PSEG,
Shell, TransCanada, NextEra Energy, Exelon/Constellation Energy and Macquarie Energy. In late 2017,
Pascoag further broadened the list by negotiating and signing an EEl Master Agreement with Dynegy
Marketing and Trade, LLC (“Dynegy”). These documents improved Pascoag’s position in contract
negotiations by streamlining the negotiation process with those it has signed EEl Master Agreements
with and by ensuring Pascoag’s and potential partners’ credit worthiness prior to Pascoag requesting
bids. In fact, it was the use of EE| Master Agreements which allowed the competitive solicitations that
resulted in the previously beneficial Load Following energy deals with Exelon/Constellation, Shell,
TransCanada and now PSEG as well as the recent block energy deal with NextEra as well as the recent
NextEra EM Seabrook deal. These EEl Master Agreements allow the parties to transact quickly based on
market conditions at the time the transactions are priced.

Finally by way of important information regarding Pascoag’s fiscal health, Standard and Poor’s
re-affirmed the District’s “A-“credit rating in 2015 based on the results of their periodic review and
rating of our company. Pascoag has maintained an A- rating with S&P from 2008 to the present.

Q. The Pascoag entitlement with Miller Hydro expired in May of 2016. Please describe the

extension to this contract that was negotiated in order to replace this beneficial renewable energy
entitlement.

A. M. Kirkwood Pascoag’ energy advisor ENE, on behalf of Pascoag and sixteen of the public
power project participants, was able to negotiate an extension to the Miller Hydro agreement, now
known as Brown Bear Hydro.

The key terms of the extended contract for the going-forward period of the agreement are as
follows:

Price for Facility Energy and Ancillary Services:
06/01/2018 - 05/31/2019 @ $49.94/MWh
06/01/2019 - 05/31/2020 @ $50.94/MWh
06/01/2020 - 05/31/2021 @ $51.96/MWh

Pascoag was extremely pleased to be able to extend the contract from this excellent facility at these low
prices, especially since the project is a renewable energy project which helps Pascoag to retain a high
percentage of its portfolio mix in renewable energy.

Q. Has Pascoaq looked at other opportunities for its power portfolio?

A. M. Kirkwood Yes, Pascoag has been in discussion with several solar energy farm developers
during the past few years, and reached an agreement with ISM Solar Development LLC (“ISM Solar”) and
National Grid in July of 2016. The agreement, together with the filing before the Rhode Island Public
Utilities Commission (“PUC”"), and the subsequent PUC approval in May, 2017 can all be found in Docket

a
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No. 4636. In summary, the agreement allows for ISM Solar, which is on the border of our service
territory, to interconnect and sell energy directly to National Grid, in return for a monthly payment from
ISM Solar to Pascoag of $3,300 ($39,600 annually) to compensate the Pascoag customers for lost
benefits of power directly from a solar farm, namely potential reductions to transmission and capacity
charges. The ISM Solar facility has recently commenced construction, and we expect the facility to be
operational in the 3" or 4" quarter of 2019. Pascoag continues to negotiate with other solar developers
for a possible future agreement for a solar farm in its service territory.

Q. Does Pascoag wish to ask for consideration of a different rate treatment for its leqal expenses
that are associated with power supply matters, such as its general power supply contract negotiations
and specific negotiations with New York Power Authority for St. Lawrence and Niagara hydropower,
or pleadings at FERC that are intended to help keep power supply prices as cost-effective as possible
through just and reasonable power/transmission rates?

A. M. Kirkwood Yes, Pascoag is currently involved with a consortium of several Massachusetts
public power utilities in three cases currently before the Federal Energy Regulatory Commission
(“FERC”) related to 1SO-NE’s requested waiver of the Mystic Station (owned by Exelon) retirement bid.
Exelon had submitted a retirement request to ISO-NE during the FCA-13 retirement request process, but
ISO-NE desires to prevent Mystic’s retirement due to fuel security and reliability issues. ISO-NE filed a
request for a waiver with FERC from the normal rules in order to keep Mystic from retiring. A second
related case before FERC was filed by Exelon based on the I1SO-NE requested waiver and desire to retain
the Mystic units, with Exelon requesting cost-of-service treatment in place of revenues from the
Forward Capacity Market should they be required to continue to operate the Mystic units per ISO-NE’s
request. A third related case involves Exelon’s filing to include the costs of the associated Distrigas LNG
terminal in its Mystic cost-of-service. Distrigas is the sole provider of natural gas to the Mystic units in
guestion. Exelon is in the process of acquiring this LNG terminal from its current owner, Engie. Pascoag
and several Massachusetts utilities retained the Washington D.C. based legal firm, Duncan and Allen, to
represent public power’s interest in these proceedings in order to minimize any unjust and
unreasonable cost impacts to our applicable customers. These cases are cost-intensive from both a
legal and financial consulting perspective. Pascoag believes it is doing the right thing by fighting for
reduced costs which will be enjoyed by our customers through lower Standard Offer rates should we
prevail at FERC, but is concerned that it is paying for such legal and financial services through its base
rate revenues, which usually remain static for several years until a new rate case if filed. Pascoag points
out that it works very hard to avoid base rate increases, and in fact has not requested a base rate
change since 2013. Pascoag would like permission from the Commission to isolate legal expenses that
are related to power supply matters, and collect such expenses through its annual power cost
reconciliation process through its Standard Offer and Transmission rates. Pascoag's rationale is that
cases such as the Mystic cases involve the company trying to optimize and protect our power portfolio
by preventing costs that are not just and reasonable from being passed on to our customers. We
believe it would be appropriate that instead of the legal expenses related to these cases or power
supply matters in general being funded from base rate revenues, that they instead be funded asa fixed
cost component in our purchased power or transmission reconciliations. Pascoag hereby respectively































































































































































































































































































































