
 

85 7th Place East, Suite 500, St. Paul, MN 55101-2198 
Main:  651.539.1500 
Fax:  651.539.1549 

 
mn.gov/commerce/energy 

 

 
 
October 3, 2013  
 
 
Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources  
 Docket No.  G011/M-13-670 
 
Dear Dr. Haar: 
 
Attached are the comments of the Minnesota Department of Commerce, Division of Energy 
Resources (Department) in the following matter: 
 

A request by Minnesota Energy Resources Corporation (MERC or the Company) for 
approval by the Minnesota Public Utilities Commission (Commission) of a change in 
demand entitlement for its customers served off of the Northern Natural Gas Company 
(NNG) system effective in the Purchased Gas Adjustment (PGA) on November 1, 2013. 

 
The filing was submitted on August 1, 2013.  The petitioner is: 
 

Gregory J. Walters 
Minnesota Energy Resources Corporation 
3460 Technology Drive NW 
Rochester, MN 55901 
 

Based on its investigation, the Department recommends that the Commission:   
 

 allow MERC to recover storage gas costs through the commodity portion of the PGA, 
rather than the demand portion; 

 accept MERC-NNG’s peak-day analysis with the caveat that the Department cannot 
fully verify the results of MERC’s analysis as mentioned herein; 

 accept MERC-NNG’s proposed level of demand entitlement; and 
 allow the proposed recovery of associated demand costs effective November 1, 2013. 
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The Department requests that MERC confirm in Reply Comments, the change in TFX5 Max and 
Discount demand levels.  The Department requests that MERC explain in Reply Comments the 
differences in FDD storage contract reservation and capacity amounts shown in DOC 
Attachment 1. 
 
The Department is available to answer any questions that the Commission may have. 
 
Sincerely, 
 
 
 
/s/ MICHELLE ST. PIERRE /s/ SACHIN SHAH 
Financial Analyst Rates Analyst 
 
MS/SS/ja 
Attachment 
 



 

 

 
 
 
 

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NO. G011/M-13-670 
 
 
 
I. SUMMARY OF COMPANY’S PROPOSAL 
 
Pursuant to Minnesota Rules 7825.2910, subpart 2, Minnesota Energy Resources Corporation- 
(MERC or the Company) filed a change in demand entitlement petition (Petition) on August 1, 
2013 for its customers served off of the Northern Natural Gas Co. (NNG) system.1  In its 
Petition, MERC requested that the Minnesota Public Utilities Commission (Commission) accept 
the following changes in the Company’s overall level of contracted capacity.2 
 

Table 1 
 

The Company’s Proposed Total Entitlement Changes 
Type of Entitlement Proposed Changes: increase (decrease) (Dkt)3 

TF 12 Base and Variable 763 
TF5 (763) 

TFX5 (Max Rate) 199 
TFX5 (Discount Rate) (199) 

NNG Zone Gas Daily Delivery (GDD) Call Option 20,000 
Total Entitlement Net Change 20,000 

  
                                                
1 In its July 1, 2013 rearrangement/consolidation of its four Purchased Gas Adjustment (PGA) systems, MERC 
named the PGA for the NNG customers “MERC-NNG.”  MERC’s other PGA systems were combined and named 
“MERC-Consolidated.”  On August 1, 2013, MERC filed a demand entitlement request for MERC-Consolidated in 
Docket No. G011/M-13-669. 
2 MERC noted in its August 1, 2013 cover letter that any updated information will be provided with its November 1, 
2013 filing. 
3 Dekatherms (Dkt). 
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MERC proposed to increase the 12-month capacity by 763 Dkt, reduce the five-month capacity 
by the same amount and purchase a NNG Zone GDD Call Option of 20,000.4  MERC indicated 
that the demand entitlement increased primarily due to purchasing a NNG Zone Delivery Call 
Option (20,000 Dkt) which was not part of the petition in 2012/13. 5 
 
Further, the Minnesota Department of Commerce, Division of Energy Resources (Department or 
DOC) compared MERC-NNG’s Attachment 4, page 2 to MERC-NNG’s August 2013 PGA6 and 
found that MERC increased TFX5 (5-month) at the maximum rate from 57,172 to 57,371 Dkt or 
by 199 Dkt and reduced TFX5 at the discount rate from 1,999 to 1,800 Dkt or by 199 Dkt.  The 
Department recommends that MERC confirm in Reply Comments, the change in TFX5 Max and 
Discount demand levels since there was no discussion in the Petition.   
 
The net change to the design-day capacity is an increase of 20,000 Dkt.  As discussed further 
below, MERC’s projected 2013-2014 design-day requirements (overall needs of its firm 
customers on a design day) increased by 19,995 Dkt (or approximately 8.85 percent) from the 
previous year.   
 
MERC stated that it “proposes no change in TFX Apr. and TFX Oct. and no change in Firm 
Deferred Delivery (FDD storage) in other pipeline entitlements that are not included in peak day 
deliverability.”7  However, it appears that MERC made changes to its FDD storage contracts.8  
See DOC Attachment 1, page 2, last column.  The Department requests that MERC explain in 
Reply Comments the differences in FDD storage contract reservation and capacity amounts 
shown in DOC Attachment 1, page 2.  
 
The Department does not oppose any of MERC’s proposed changes.  In discussions with 
Company personnel on October 1, 2013, the Department understands that updated information 
will be provided by MERC on or about November 1, 2013.  Thus, the Department will discuss 
the effect of the proposed demand changes on rates in subsequent Response Comments.   
  

                                                
4 The NNG Zone GDD Call Option is discussed further in MERC’s March 22, 2012 Reply Comments in Docket 
No. G011/M-11-1084.  The call option is a delivered service, meaning MERC’s supplier uses their own firm NNG 
transportation to deliver supply to MERC’s Zone EF delivery point when called on.  Thus, the Department does not 
consider the NNG Zone GDD call option a financial hedge. 
5 Petition page 2.  The Department notes that there are no page numbers on the Petition. 
6 Docket No. G011/AA-13-662. 
7 Petition, page 15. 
8 For years prior to 2013-14, the Department notes that MERC’s Attachment 10 shows only MERC-PNG’s NNG 
entitlement levels rather than MERC’s combined NNG levels.  Moreover, the Company provided no schedule that 
added together the previous NNG entitlement levels for MERC-PNG and MERC-NMU to arrive at the Company’s 
proposed MERC-NNG system levels.  The Department prepared Attachment 1 to show the detail for prior years for 
MERC-PNG’s and MERC-NMU’s NNG system entitlement levels as well as totals for the combined NNG system 
levels. 
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II. THE DEPARTMENT’S ANALYSIS OF THE COMPANY’S PROPOSAL 
 
The Department analyzed the following components of the Company’s request: 
 

 storage costs allocated to commodity costs; 
 changes to capacity; 
 design-day requirement; and 
 reserve margin. 
  

A. STORAGE COSTS 
 
The Department has advocated in several recent demand entitlement filings9 that demand costs 
associated with storage contracts be recovered through the commodity portion of the PGA since 
all customers, not just firm customers, benefit from stored gas. The Commission has not yet 
determined whether storage-related costs are more appropriately recovered through the 
commodity or through the demand portion of MERC’s PGAs.  
 
The Department notes that the Commission allowed CenterPoint Energy to allocate a portion of 
its storage costs to commodity costs in CenterPoint Energy’s PGA.10  Similarly, the Department 
recommends that the Commission allow MERC to recover storage gas costs through the 
commodity portion of the PGA, rather than the demand portion. 
 
While the Department has been recommending this rate design change since MERC’s 2007 
demand entitlement dockets, the Department is aware that it would be problematic to implement 
such changes retroactively; as a result, the Department recommends that the Commission address 
this question of rate design and implement the change on a going-forward basis. 
 
B. MERC’S PROPOSED CHANGES 
 

1. Capacity 
 
As indicated in DOC Attachments 1 and 2, the Company proposed to increase its total 
entitlement level in Dkt as follows: 
  

                                                
9 See the Commission’s February 6, 2008 Order in Docket No. E,G999/AA-06-1208, for more background. 
10 See the Commission’s February 28, 2012 Order in Docket No. G008/M-07-561. 
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Table 2 
 

Previous 
Entitlement 

(Dkt) 

Proposed 
Entitlement 

(Dkt) 

Entitlement 
Changes 

(Dkt) 

Change From 
Previous 

Year (%)11 
233,485 253,485 20,000 8.57% 

 
As indicated in the current filing, MERC purchased a NNG Zone Delivery Call Option of 20,000 
Dkt.  As discussed below, the design day increased by 19,995 Dkt.  As also discussed below, 
MERC-NNG’s reserve margin is reasonable.  Therefore, the Department concludes that MERC-
NNG’s proposed level of demand entitlement is reasonable and recommends acceptance of the 
proposed level of capacity. 
 

2. Design-Day Requirement 
 
As indicated in DOC Attachment 2, the Company proposed to increase its total design day in Dkt 
as follows: 
 

Table 3 
 

Previous 
Design Day 

(Dkt) 

Proposed 
Design Day 

 (Dkt) 

Design Day 
Changes 

(Dkt) 

Change From 
Previous 
Year (%) 

225,883 245,878 19,995 8.85% 
 
MERC provided significant discussion regarding its design-day calculation.  The Department 
notes that the Company’s design-day analysis is similar to the process that it has used in prior 
demand entitlement filings.  MERC once again explored the use of additional weather variables 
in its review of other design-day regression models but did not use the variables in the 
Company’s final design-day analysis.  The Department does not oppose MERC’s evaluation of 
other weather determinants in its efforts to produce the most robust design-day estimates 
possible; however, the Department notes that some of these additional data were taken from a 
proprietary source as was discussed in the Department’s January 3rd,  10th , and March 12th,  2012 
Comments in Docket Nos. G011/M-11-1082, G011/M-11-1083, and G011/M-11-1084 
respectively.  When a utility uses proprietary data in its analysis, the Department cannot fully 
verify that the results of the analysis are correct. 
 
In addition, the issue of autocorrelation was discussed in the Department’s March 4th, 2013 
Comments in Docket Nos. G011/M-12-1192, G011/M-12-1193, G011/M-12-1194 and G011/M-
12-1195 wherein the Department requested that, in future demand entitlement filings, MERC  
  

                                                
11 The Department combined MERC’s historical NNG data in DOC Attachment 2 beginning with the fiscal year 
2006-07.  
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check the regression models it ultimately uses for autocorrelation and correct the model if 
autocorrelation is present.  The Department notes that MERC corrected its models for 
autocorrelation in the present docket. 
 
The Department recommends that the Commission accept MERC-NNG’s peak-day analysis with 
the caveat that the Department cannot fully verify the results of MERC’s analysis as mentioned 
above. 
 

3. Reserve Margin 
 
As indicated in DOC Attachment 2, the proposed reserve margin is 3.09 percent or 7,607 Dkt as 
follows: 

Table 4 
 

Total 
Entitlement 

(Dkt) 

Design-day 
Estimate 

(Dkt) 
Difference 

(Dkt) 
Reserve 
Margin 

% 

% Change From 
Previous 

Year 
253,485 245,878 7,607 3.09% -0.28% 

 
The proposed reserve margin of 3.09 percent represents a decrease of 0.28 percent over last 
year’s reserve margin of 3.37 percent.12  Generally, a reserve margin up to five percent is not 
unreasonable.  Based on this information and the Department’s analysis of the Company’s 
design-day analysis, the Department concludes that the reserve margin appears to be reasonable 
at this time.   
 
The proposed changes in the Petition would increase demand costs by an insignificant amount.  
Therefore, the Department recommends that the Commission allow the proposed recovery of 
demand costs effective November 1, 2013.   
 
 
III. THE DEPARTMENT’S RECOMMENDATIONS 
 
Based on its investigation, the Department recommends that the Commission:  
 

 allow MERC to recover storage gas costs through the commodity portion of the PGA, 
rather than the demand portion; 

 accept MERC-NNG’s peak-day analysis with the caveat that the Department cannot 
fully verify the results of MERC’s analysis as mentioned above; 

 accept MERC-NNG’s proposed level of demand entitlement; and 
 allow the proposed recovery of associated demand costs effective November 1, 2013. 

  

                                                
12 MERC’s Attachment 3. 
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The Department requests that MERC confirm in Reply Comments, the change in TFX5 Max and 
Discount demand levels.  The Department requests that MERC explain in Reply Comments the 
differences in FDD storage contract reservation and capacity amounts shown in DOC 
Attachment 1.   
 
 
/sm 









CERTIFICATE OF SERVICE 
 

I, Sharon Ferguson, hereby certify that I have this day, served copies of the 
following document on the attached list of persons by electronic filing, certified 
mail, e-mail, or by depositing a true and correct copy thereof properly enveloped 
with postage paid in the United States Mail at St. Paul, Minnesota. 
 
Minnesota Department of Commerce 
Comments 
 
Docket No. G011/M-13-670 
 
Dated this 3rd day of October, 2013 
 
/s/Sharon Ferguson 
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