
 
 
 
 
June 7, 2010 
 
 
Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: Response Comments of the Minnesota Office of Energy Security 
 Docket Nos. G007/M-09-1282, G011/M-09-1283, G011/M-09-1284, and G011/M-09-1285 

 
Dear Dr. Haar: 
 
Attached are the Response Comments of the Minnesota Office of Energy Security (OES) in the 
following matter: 
 

Requests (Petitions) submitted by Minnesota Energy Resources Corporation-PNG and 
Minnesota Energy Resources Corporation-NMU (MERC or Company) for approval of 
changes in demand entitlements on its NMU Purchased Gas Adjustment (PGA) system, 
Great Lakes Gas Transmission (Great Lakes) PGA system, Viking Gas Transmission 
(Viking) PGA system, and Northern Natural Gas (Northern) PGA system. 

 
The Petitions were filed on November 2, 2009 by: 
 

Greg Walters 
Regulatory and Legislative Affairs Manager 
Minnesota Energy Resources Corporation 
519 1st Avenue SW 
P.O. Box 6538 
Rochester, MN 55903-6538 

 
The OES filed its Comments reviewing MERC’s Great Lakes and Viking PGA system demand 
entitlement filings on March 10, 2010.  The OES later filed its Comments reviewing MERC’s 
NMU and Northern PGA system demand entitlement filings on April 2, 2010.  In these filings, 
the OES requested that MERC provide additional information in Reply Comments.  Based on its 
review of MERC’s filings, the OES concludes that a response to MERC-NMU and MERC-
PNG’s Reply Comments is necessary to establish a complete record in this matter.  As such, the 
OES requests that the Minnesota Public Utilities Commission (Commission) accept these 
Response Comments to MERC’s Reply Comments.  Given similar recommendations in each 
filing, the OES files a single set of Response Comments for all four dockets. 
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Based on its review of MERC’s Reply Comments, the OES recommends that the Commission: 
 

• require, until actual daily transportation and interruptible data is available for all 
customers, that MERC use, for all its PGA systems, the modified non-firm gas use 
method as presented in its March 22, 2010 Reply Comments for the Great Lakes PGA 
system; 

• approve the PGA recovery of costs associated with MERC-NMU’s proposed demand 
entitlement level effective November 1, 2009;  

• approve MERC-NMU’s demand entitlement level; 

• require MERC-NMU to provide in its next demand entitlement filing a full 
discussion of how MERC intends to deal with the capacity limitations currently in 
place on the Northern Natural Gas system and how it intends to charge appropriate 
rates to Northern pipeline customers on both the MERC-NMU and MERC-PNG 
Northern PGA systems; 

• approve the PGA recovery of costs associated with MERC-PNG’s proposed Great 
Lakes PGA system demand entitlement level effective November 1, 2009; 

• approve MERC-PNG’s Great Lakes PGA system demand entitlement level; 

• require MERC-PNG to refund any, and all, over-recoveries associated with the Call 
Option rate impact calculation for its Great Lakes PGA system, discussed in the 
OES’s Comments, in the Company’s September 1, 2010 true-up filing and 
accompanying true-up factor; 

• approve the PGA recovery of costs associated with MERC-PNG’s Northern PGA 
system demand entitlement level, based on FDD storage costs being included in the 
commodity cost of gas, as presented in the Company’s initial petition, Attachment 11, 
and OES Attachment 7 in its April 2, 2010 Comments effective November 1, 2009; 

• approve MERC-PNG’s Northern PGA system demand entitlement level; 

• approve the PGA recovery of costs associated with MERC-PNG’s proposed Viking 
PGA demand entitlement level effective November 1, 2009 system cost recovery 
proposal, presented in the Company’s initial petition; and 

• approve MERC-PNG’s Viking PGA system demand entitlement level.  
 

The OES is available to answer any questions that the Commission may have. 
 
Sincerely, 
 
 
 
/s/ ADAM JOHN HEINEN 
Rates Analyst 
651-296-6329 
 
AJH/ja 
Attachment 



 

 

 
 

 

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA OFFICE OF ENERGY SECURITY 

 
DOCKET NOS. G007/M-09-1282, G011/M-09-1283, G011/M-09-1284,  

and G011/M-09-1285 
 

 
 
I. BACKGROUND 

 
The following rounds of comments have been submitted to the Minnesota Public Utilities 
Commission (Commission) in Minnesota Energy Resources Corporation-NMU’s and Minnesota 
Energy Resources Corporation-PNG’s (MERC or Company) 2009-2010 demand entitlement 
filings for its NMU Purchased Gas Adjustment (PGA) system, Great Lakes Transmission (Great 
Lakes) PGA system, Viking Gas Transmission (Viking) PGA system, and Northern Natural Gas 
(Northern) PGA system: 
 

• November 1, 2009, MERC’s initial Petition in each PGA system demand entitlement 
filing; 

• March 10, 2010, Minnesota Office of Energy Security’s (OES) Comments in the 
Great Lakes and Viking PGA system demand entitlement filings; 

• March 22, 2010, MERC’s Reply Comments in the Great Lakes and Viking PGA 
system demand entitlement filings; 

• April 2, 2010, OES Comments in the NMU and Northern PGA system demand 
entitlement filings; 

• April 12, 2010, MERC’s Reply Comments in the NMU and Northern PGA system 
demand entitlement filings;1 and 

• June 7, 2010, OES’s Response Comments. 

                                                 
1 On April 28, 2010, MERC filed additional information for its NMU PGA system demand entitlement filing that 
was inadvertently omitted from the E-docketing system because of a technical issue when the Reply Comments were 
initially filed. 
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II. THE OES’S RESPONSE TO MERC’S REPLY COMMENTS 
 
A. OES RECOMMENDATIONS COMMON TO EACH OF MERC’S PGA SYSTEM 

DEMAND ENTITLEMENT FILINGS 
 
In its Comments in each of MERC’s four PGA system demand entitlement filings, the OES made 
two similar recommendations: 
 

• a full discussion detailing how MERC intends to install telemetry on its transportation 
customers and an estimate of how long it will be before it has adequate daily data to 
estimate its firm design day more accurately; and 

• a full discussion explaining why MERC uses a wind chill calculation different than 
the National Weather Service’s (NWS) wind chill calculation and what, if any, impact 
using the official wind chill calculation has on MERC’s design-day forecast(s). 

 
The OES discusses each of these recommendations separately below. 
 

1. MERC’s Telemetry Installation Plan 

 
As noted above, the OES requested that MERC provide, in its Reply Comments, a full discussion 
of how the Company intends to implement its telemetry installation plan.  In its Reply Comments, 
MERC states that, based on the current business schedules, it intends to have the installations 
completed sometime in late 2010 or early 2011.  The OES is encouraged by this response, since 
it indicates that much improved firm sales data will be available either starting sometime during 
the upcoming 2010-2011 heating season or, at the latest, during the 2011-2012 heating season.  It 
is important to note however that, based on its current design-day method, MERC will still need 
to estimate some amount of daily interruptible and transportation usage in the coming years.  For 
example, assuming MERC is able to complete its telemetry installation by November 1, 2010, 
the Company will still be using some amount of estimated interruptible and transportation usage 
data through the 2012-2013 heating season demand entitlement filings.  Thus, the 2013-2014 
heating season will be the earliest possible filing year where the Company’s design-day can be 
estimated with only firm specific daily usage. 
 
On page 3 of its MERC Northern PGA system Reply Comments, the Company includes a 
footnote noting that the Commission’s June 29, 2009 Order in Docket No. G007,011/GR-08-835 
allows MERC to require telemetry for its transportation customers.  MERC further explains that 
this Order also requires MERC to continue offering Small Volume Balancing Service to its 
interruptible customers.  According to MERC, once telemetry is in place, the Company will no 
longer need to estimate daily interruptible and transportation usage.  Based on this explanation, it 
would appear that the Small Volume Balancing Service allows MERC to monitor daily 
interruptible customer usage.   
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Based on the information provided by MERC in its Reply Comments, the OES believes that the 
Company has adequately addressed this issue.  However, as discussed above, the OES reiterates 
that MERC will have to base its design day analysis, in part, on daily usage data based on 
estimated interruptible and transportation customer usage data for, at a minimum, three more 
heating season demand entitlement cycles.  The concerns explained by the OES in its Comments 
will remain valid for the next few demand entitlement cycles but MERC is addressing the issue 
in a reasonable manner.  As such, the OES does not anticipate raising these issues in future 
demand entitlement filings. 
 

2. MERC’s Adjusted Heating Degree Day (HDD) Calculation Compared to the 

National Weather Service’s Wind Chill Calculation 

 
In its Comments, the OES requested that MERC provide additional information about its 
adjusted HDD calculation, why it is different than the NWS’s wind-chill calculation, and what 
impact using the NWS’s wind-chill calculation would have on the Company’s design-day 
forecasts.  In its Reply Comments, MERC provided additional information about its wind-
adjusted HDD calculation and compared this calculation to the NWS’s wind-chill calculation.   
 
MERC explains that the NWS’s wind-chill calculation is intended to compute how cold a 
specific combination of ambient temperature and wind speed feels on exposed human skin and 
how long it will take before frostbite occurs.  The Company’s wind-adjusted HDD calculation is 
a means of estimating wind’s influence on heating load which, according to MERC, has been 
indicated empirically as improving usage estimates.  Since the two calculations attempt to 
measure a similar phenomenon (wind’s impact on a living creature and wind’s impact on an 
inanimate object), MERC states that it is possible that wind chill may produce better results and, 
as such, it conducted an updated design-day analysis for each of its PGA systems using HDDs 
adjusted for wind chill instead of its wind adjusted HDD factor. 
 
As part of its analysis, MERC explained that there are two generally accepted factors that 
determine whether a regression analysis reasonably “explains” the information at hand, in this 
case natural gas consumption.  The Company states that these two metrics are the standard error 
of regression, or sigma, which measures how far a given estimate deviates from the projected 
regression line, and, a related statistic, the R-squared value, which measures how well changes in 
the dependent variable (usage) are explained by the set of independent variables (e.g., HDDs, day 
of the week, month) in the model.  For each PGA system, when comparing these metrics for the 
regression models with HDDs adjusted for wind chill as calculated by the NWS to the regression 
models using MERC’s wind-adjusted HDD factor, the Company found that its wind-adjusted 
HDD factor produced more robust regression outputs, which indicates that MERC’s wind-
adjusted HDD factor may be a better predictor of wind’s impact on heating load than the NWS’s 
wind-chill factor.  Based on MERC’s reply, the OES does not have any additional concerns 
related to this topic. 
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B. OES RECOMMENDATIONS MADE IN INDIVIDUAL PGA SYSTEM DEMAND 

ENTITLEMENT FILINGS. 

 
In addition to the recommendations that the OES made in its Comments in each PGA system 
demand entitlement filing, the OES also made specific recommendations related to individual 
PGA system filings.  The OES discusses these recommendations separately, by PGA system, 
below. 
 

1. MERC’s Response to OES Recommendations for the NMU PGA System 

 (Docket No. G007/M-09-1282) 

 
Based on concerns associated with MERC-NMU’s design-day calculations, the OES withheld 
recommendations on the Company’s demand entitlement filing until MERC provided certain 
information in its Reply Comments.  Specifically, the OES recommended that the Company 
provide the following: 
 

a) a full justification of the peak-day calculations the Company used to procure total 
entitlements for the Great Lakes and Centra pipelines; 

b) a full explanation of whether there are sufficient entitlements to serve MERC-NMU’s 
Northern pipeline firm customers on a peak day; and 

c) a full explanation of how firm entitlements shift between MERC-NMU and MERC-
PNG on the Northern pipeline system. 

 
MERC provided a response to each issue in its April 12, 2010 Reply Comments.2 
 

a) Total entitlements for the Great Lakes and Centra pipelines 

 
In its Reply Comments, MERC provides a detailed discussion of its peak-day calculations for its 
Centra and Great Lakes pipeline systems.  The Company begins its discussion by stating that it 
appears that the deficient entitlement levels on these two systems are indicative of the need to 
incorporate daily metering from all non-firm customers into the process of forecasting peak-day 
demand on the system.  MERC further states that, based on usage graphs, the deficient 
entitlement days on the Centra and Great Lakes pipelines are likely the result of non-heating, or 
process-driven load, as evidenced by demand placed on the system during those days by 
interruptible or transportation customers.  Based on calculations and graphs, MERC states that it 
is possible that this high non-firm load may have exceeded the non-firm usage estimates used by 
the Company and the OES in their analyses.  As a result, MERC concludes that use of actual 
non-firm loads in the calculation would mean that firm entitlements were reasonably calculated. 

                                                 
2 Based on a technical error, MERC was unable to file all of the information in its Reply Comments.  This additional 
information was filed with the Commission on April 28, 2010. 
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The OES appreciates MERC’s response and, based on this response, the OES is confident that 
the Company is committed to firm reliability and is attempting to estimate peak-day use in the 
best way available based on the data available at this time.  Further, the OES is aware that MERC 
is in the process of installing telemetry for non-firm customers.  However, despite firm 
entitlements being reasonably estimated, over-stated estimates of usage by non-firm customers 
can still negatively impact firm reliability on a peak day.  As such, while these issues will not be 
an issue in the near future, as long as estimated non-firm usage is included in the Company’s 
peak day calculations, the non-firm usage concerns discussed in this proceeding are still relevant.  
In addition, it is important for MERC to enforce its interruptible and transportation tariffs, and 
interrupt customers as needed, so that non-firm usage does not impact firm reliability of a peak 
day. Given the issues identified in this proceeding, and the relatively short period of time before 
MERC’s current analysis will become obsolete given non-firm telemetry, the OES does not 
recommend any further action on this issue. 
 

b) Entitlements to serve MERC-NMU’s Northern pipeline firm customers; and 

c) How firm entitlements shift between MERC-NMU and MERC-PNG on the Northern 

system 

 
MERC also provides a full discussion in its Reply Comments responding to the OES’s concerns 
related to peak day reliability on MERC’s Northern pipeline system and how the Company 
transfers entitlements between MERC-PNG’s Northern PGA system and MERC-NMU’s 
Northern pipeline system.  In its discussion, MERC notes that Attachment 5 in its Northern PGA 
system initial filing (Docket No. G011/M-09-1284) indicates that MERC-PNG Northern has a 
large positive reserve margin of 13.62 percent and MERC-NMU Northern has a negative reserve 
margin of -4.33 percent.  MERC further states that capacity is allocated between MERC-PNG 
and MERC-NMU based upon contractual delivery points and, even though Attachment 5 
indicates that MERC-NMU has a negative reserve margin, excess capacity from MERC-PNG 
can be used to meet design-day requirements on MERC-NMU.  Therefore, there is sufficient firm 
capacity to ensure reliability on the MERC-NMU Northern pipeline in the event of a peak day. 
 
Since MERC can transfer capacity between the MERC-PNG and MERC-NMU PGA system on 
its Northern pipeline system, and based on its design-day analysis in the Northern PGA system 
docket, the OES believes that there is sufficient capacity to ensure peak-day reliability for firm 
customers served by the Northern pipeline.  However, the OES is concerned that MERC is 
carrying demand capacity on its Northern PGA system to account for design-day use by firm 
customers on the NMU PGA system.  This is a concern since it appears that customers on the 
Northern PGA system are paying higher rates to subsidize NMU PGA customers and that 
customers on the MERC-NMU PGA system are paying demand rates that are lower than what is 
appropriate.  MERC states in its Reply Comments that Northern Natural Gas does not have 
additional space available in the NMU region to allow the Company to shift capacity between 
MERC-PNG and MERC-NMU.  Given this limitation, the OES recommends that MERC provide 
a full discussion in its next demand entitlement filing explaining how MERC intends to deal with  
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this limitation imposed by Northern Natural Gas and how MERC intends to charge appropriate 
rates to Northern pipeline customers on both the MERC-NMU and MERC-PNG Northern PGA 
systems. 
 
Based on its analysis, the OES recommends that the Commission: 
 

• approve the PGA recovery of costs associated with MERC-NMU’s proposed demand 
entitlement level effective November 1, 2009;  

• approve MERC-NMU’s demand entitlement level; and 

• require MERC-NMU to provide in its next demand entitlement filing a full discussion 
of how MERC intends to deal with the capacity limitations currently in place on the 
Northern Natural Gas system, and how MERC intends to charge appropriate rates to 
Northern pipeline customers on both the MERC-NMU and MERC-PNG Northern 
PGA systems. 

 
2. MERC’s Response to OES Recommendations for the Great Lakes PGA System 

(Docket No. G011/M-09-1283) 

 
Based on concerns associated with MERC’s Great Lakes PGA system design-day calculations, 
the OES withheld recommendations on the Company’s demand entitlement filing until MERC 
provided certain information in its Reply Comments.  Specifically, the OES recommended that 
the Company provide the following: 
 

• a full discussion explaining how the Company arrived at its estimates of use by 
interruptible and transportation customers that MERC incorporates into its design-day 
analysis; 

• a full discussion of whether MERC-PNG is examining other techniques to improve its 
interruptible customer usage estimates; 

• a full discussion explaining why it chose the 97.5 percent confidence level that it uses 
in its design-day analysis; 

• a full analysis, including supporting calculations, comparing demand costs at the 97.5 
percent confidence level and at the 99.9 percent confidence level in its volume risk 
adjustment; and 

• a full discussion explaining the circumstances surrounding the peak-day sendout 
during the 2008-2009 heating season. 

 
MERC provided a response to each of these requests in its March 10, 2010 Reply Comments. 
 
In its Reply Comments, MERC provided a detailed, step-by-step explanation of its current 
estimates of energy use by interruptible and transportation customers as requested by the OES in 
its Comments.  Based on the Company’s explanation, the OES concludes that MERC used a  
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reasonable approach to estimate non-firm peak-day use.  However, the OES notes that in 
MERC’s discussion of the circumstances surrounding the 2008-2009 heating season peak day, 
which is evaluated below, the Company, after further analysis, decided to use an improved means 
to estimate energy use by non-firm customers in its 2008-2009 peak-day estimate.  Given the 
telemetry installations and small volume interruptible balancing service, as discussed in Section 
A above, the OES notes that estimating non-firm usage will be significantly easier in the near 
future and, given MERC’s explanation in Reply Comments, the OES does not have any further 
concerns related to this issue. 
 
The Company provides a thorough discussion of its volume risk adjustment and decision to use a 
97.5 percent confidence level instead of a 99.9 percent confidence level in its Reply Comments.  
MERC states that its decision to choose the 97.5 percent was based on the premise of striking a 
reasonable balance between the probability of design-day weather resulting in requirements 
higher than the forecast and the incremental cost of providing additional peak-day supply and 
capacity.  Further, the Company’s decision to select the 97.5 percent confidence level has some 
support from the practices of other natural gas local distribution companies (LDC). 
 
In addition, MERC provides, in its Reply Comments, an estimate of the additional volumes 
needed to serve firm customers at the 99 percent confidence level and the additional costs that 
firm customers would pay.  Using its peak-day analysis, modified with a 99 percent confidence 
level, MERC estimates that it would need to add an incremental 478 Mcf/day of capacity to serve 
Great Lakes firm customers.  Assuming procurement of additional twelve month capacity at 
$3.548 per Mcf, MERC calculates incremental costs of approximately $19,835 which when 
divided by the number of firm customers (6,068) translates into roughly $3.27 a year per firm 
customer. 
 
While the incremental cost of using a 99 percent confidence level is relatively small, the OES 
does not believe this additional amount of capacity is necessary.  Based on information in the 
OES’s Comments, Attachment 3, it does not appear that, even with the additional 478 Mcf/day of 
capacity needed to reach this confidence level, firm customers would be at significant risk of 
reliability issues on a peak day.  Given the information in the record, the OES believes that 
MERC’s 97.5 percent confidence level is reasonable and, as such, the OES no longer has any 
concerns with this issue. 
 
In its Comments, the OES asked that MERC provide an explanation discussing the circumstances 
surrounding the peak-day sendout during the 2008-2009 heating season.  The OES requested this 
information since peak-day usage during the 2008-2009 heating season was significantly higher 
than during the same day in the 2007-2008 heating season.  In its Reply Comments, MERC states 
that it does not have daily usage capabilities for all of its interruptible and transportation 
customers; therefore, the Company has to estimate these customers’ use before determining firm 
peak day usage.  While reviewing its peak-day calculations, MERC observed that its original 
peak-day calculation was probably not the best way to estimate actual non-firm volumes.  The  
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Company now believes that a more reasonable approach is to subtract actual usage by 
interruptible and transportation customers where available from total actual peak-day throughput, 
and then subtract out the estimates of non-firm usage for those customers where actual daily data 
is unavailable.  Based on this new calculation, MERC determined that actual firm peak-day usage 
during the 2008-2009 heating season was 8,064, not 9,777 Mcf as originally estimated.  In 
addition, based on this modified approach, MERC believes that its original firm peak-day usage 
calculation for the 2007-2008 heating season was inaccurate.  Using its new approach, MERC 
calculates a 2007-2008 heating season peak day firm usage of 8,127 Mcf.3  After reviewing 
MERC’s discussion and explanation, the OES no longer has concerns associated with peak-day 
use during the 2008-2009 heating season. 
 
Based on MERC’s Great Lakes PGA System Reply Comments, the OES recommends that the 
Commission: 
 

• approve MERC’s Great Lakes demand entitlement level; 

• approve MERC’s proposed cost recovery proposal as presented in the Company’s 
initial petition; and 

• require, until actual daily transportation and interruptible data is available for all 
customers, that MERC use the modified non-firm gas use method as presented in its 
March 22, 2010 Reply Comments for the Great Lakes PGA system. 

 
3. MERC’s Response to OES Recommendations for the Northern PGA System (Docket 

No. G011/M-09-1284) 

 
Based on concerns associated with MERC’s Northern PGA system design-day calculations, the 
OES withheld recommendations on the Company’s demand entitlement filing until MERC 
provided certain information in its Reply Comments.  Specifically, the OES recommended that 
the Company provide:  
 

• an updated design-day analysis, and all supporting models and data, that corrects the 
data error referenced by the Company in its discussions with the OES;   

• a discussion clarifying whether the TFX contract included in the Company’s 
November 2009 PGA filing should be a seven-month or a twelve-month contract; and 

• a full discussion justifying the large reserve margin on its Northern PGA system. 

                                                 
3 These modified calculations are incorporated into a revised OES Attachment 4.  This revised attachment is 
included as OES Attachment R-1 to these Response Comments. 
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The OES also recommended that, on a going-forward basis, MERC conduct its design-day 
analysis using weather data from the following weather stations:  Cloquet, MN; Minneapolis-St. 
Paul, MN; Rochester, MN; and Worthington, MN.  MERC discussed these issues in its April 12, 
2010 Reply Comments. 
 
As discussed in the OES’s Comments, MERC incorrectly calculated its Northern PGA system 
design day and was directed by the OES to update this analysis in its Reply Comments.  MERC 
corrected this data error, and made adjustments to its non-firm usage estimates based on 
unexpected sales in December 2008, and calculated a revised design-day estimate of 206,333 
Mcf/day.  This revised design-day estimate represents a small increase compared to MERC’s 
originally calculated design-day figure; however, it is important to note, that this increase does 
not bring MERC’s design-day figure above the Company’s total entitlement estimate.  Using 
information and peak-day calculations provided by MERC in its Reply Comments, the OES 
conducted further peak-day analyses to determine whether the Company will have sufficient 
capacity on a peak-day to serve firm customers.  Based on the OES’s analysis, it appears that 
MERC has contracted for sufficient capacity to ensure firm reliability on a day with conditions 
similar to the Company’s all-time peak day sendout (OES Attachment R-2).  Therefore, the OES 
does not have any further concerns related to this issue. 
 
MERC provides an explanation in its Reply Comments clarifying the contract length for a TFX 
contract discussed in the OES’s Comments.  MERC states in its Reply Comments that the OES 
was correct when it noticed that this contract was incorrectly labeled as TFX7 when it is a 
TFX12 contract.  The Company further states that the OES correctly designated this capacity in 
its attachments.  Given this explanation, the OES does not have further concerns related to this 
TFX contract. 
 
In its Comments, the OES noted that MERC proposes a 13.62 reserve margin for its Northern 
PGA system.  This level represented an issue for the OES since it was a significant increase in 
the reserve margin from the last heating season and was above the five percent threshold that the 
OES generally considers an adequate reserve margin.  Given this observation, the OES 
recommended that MERC provide a discussion justifying the large reserve margin in its Reply 

Comments.  MERC states in its Reply Comments that its total Northern firm entitlement figure 
includes an agreement with LS Power for an option to call on capacity for up to 20 days between 
December and February.  The Company further states that it pays $392,022 on an annual basis to 
procure this option.  If MERC were to contract for a five percent reserve margin, it would be 
required to terminate its LS Power contract and instead procure seasonal capacity which, in 
MERC’s analysis, would mean approximately 8,839 Mcf/day of TFX5.  Based on current 
Northern tariff rates, according to the Company, this approach would result in an annual cost of 
$669,687, which is approximately $277,665 greater that current demand costs with the LS Power 
contract.  Given the significant cost savings, the OES concludes that, for the circumstances 
surrounding this PGA system, MERC’s reserve margin is reasonable and, as such, the OES does 
not have any additional concerns related to this issue.  
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In its Reply Comments, MERC agrees with the OES’s recommendation that the Company use 
weather data from Worthington, MN in its design-day calculations.  The OES appreciates the 
Company’s agreement on this issue.  On a matter related to future rate case sales forecasts, it may 
be productive for MERC to conduct its future rate case sales forecasts with weather data 
collected from Worthington, MN instead of Sioux Falls, South Dakota.  The OES will not, 
however, make a specific recommendation on this issue at this time, since it is not clear if 
Worthington, MN has sufficient data to complete a robust test year sales forecast.  The OES 
would appreciate hearing from MERC on this matter prior to when MERC files its next rate case. 
 
Based on MERC’s Northern PGA System Reply Comments, the OES recommends that the 
Commission: 
 

• approve MERC’s Northern PGA system demand entitlement level; and 

• approve MERC’s proposed cost recovery proposal, based on FDD storage costs being 
included in the commodity cost of gas, as presented in the Company initial petition, 
Attachment 11, and OES Attachment 7 in its April 2, 2010 Comments. 

 
4. MERC’s Response to OES Recommendations for the Viking PGA System (Docket 

No. G011/M-09-1285) 

 
Based on concerns associated with MERC’s Viking PGA system design day calculations, the 
OES withheld recommendations on the Company’s demand entitlement filing until MERC 
provided certain information in its Reply Comments.  Specifically, the OES recommended that 
the Company provide:  
 

• a detailed explanation justifying the reasonableness of its design-day calculations for 
its Viking PGA system; 

• a full discussion explaining why it chose the 97.5 percent confidence level that it uses 
in its design day analysis; and 

• a full analysis, including supporting calculations, comparing demand costs at the 97.5 
confidence level and at the 99.9 percent confidence level in its volume risk 
adjustment.   

 
In its March 10, 2009 Comments, the OES voiced concern that, based on its calculations, 
MERC’s Viking PGA system design day calculations may not be sufficient to ensure firm peak 
day reliability.  As stated in MERC’s March 22, 2010 Reply Comments, the Company contacted 
the OES seeking clarification of the OES’s calculations and, based on this conversation, the OES 
noticed that it had an error in its calculation of MERC’s estimated peak day throughput.  After 
correcting this error, the OES’s new calculation only has one date where estimated peak day use 
exceeded total entitlements on the Viking PGA system (OES Attachment R-3).  These 
calculations indicate that peak day firm reliability is likely not endangered by MERC’s design  
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day analysis.  Given the calculations in OES Attachment R-3, the OES concludes that MERC’s 
design-day analysis is acceptable and, as such, the OES does not have further concerns at this 
time. 
 
The Company provides a thorough discussion of its volume risk adjustment and decision to use a 
97.5 percent confidence level instead of a 99.9 percent confidence level in its Reply Comments.  
MERC states that its decision to choose the 97.5 percent was based on the premise of striking a 
reasonable balance between the probability of design-day weather resulting in requirements 
higher than the forecast and the incremental cost of providing additional peak-day supply and 
capacity.  Further, the Company’s decision to select the 97.5 percent confidence level has some 
support from the practices of other natural gas LDCs, as noted above. 
 
In addition, MERC provides, in its Reply Comments, an estimate of the additional volumes need 
to serve firm customers at the 99 percent confidence level and the additional costs that firm 
customers would pay.  Using its peak-day analysis, modified with a 99 percent confidence level, 
MERC estimates that it would need to add an incremental 199 Mcf/day of capacity to serve Great 
Lakes firm customers.  Assuming procurement of additional twelve months of capacity at 
$3.4671 per Mcf, MERC calculates incremental costs of approximately $8,279 which when 
divided by the number of firm customers (4,408) translates into roughly $1.88 a year per firm 
customers. 
 
Even though the incremental cost of using a 99 percent confidence level is relatively small, the 
OES does not believe it is necessary.  Based on information in Attachment R-3, it does not 
appear that, even with the additional 199 Mcf/day of capacity needed to reach this confidence 
level, firm customers are at significant risk of reliability issues on a peak day.4  Further, based on 
MERC’s discussion, it appears that the Company is using an industry standard approach, in terms 
of the risk adjustment, for estimating a design day.  Given the information in the record, the OES 
believes that MERC’s 97.5 percent confidence level is reasonable and, as such, the OES no 
longer has any concerns with this issue. 
 
Based on the MERC’s Viking PGA System Reply Comments, the OES recommends that the 
Commission: 
 

• approve MERC’s Viking PGA system demand entitlement level; and 

• approve MERC’s proposed Viking PGA system cost recovery proposal, presented in 
the Company initial petition. 

                                                 
4 Even with the additional 199 Mcf/day, there is no change in final results in OES Attachment R-3. 
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III. THE OES’S CONCLUSION AND RECOMMENDATIONS 
 
Based on its review of MERC’s Reply Comments, the OES recommends that the Commission: 
 

• require, until actual daily transportation and interruptible data is available for all 
customers, that MERC use, for all its PGA systems, the modified non-firm gas use 
method as presented in its March 22, 2010 Reply Comments for the Great Lakes PGA 
system; 

• approve the PGA recovery of costs associated with MERC-NMU’s proposed demand 
entitlement level effective November 1, 2009;  

• approve MERC-NMU’s demand entitlement level; 

• require MERC-NMU to provide in its next demand entitlement filing a full discussion 
of how MERC intends to deal with the capacity limitations currently in place on the 
Northern Natural Gas system and how it intends to charge appropriate rates to 
Northern pipeline customers on both the MERC-NMU and MERC-PNG Northern 
PGA systems; 

• approve the PGA recovery of costs associated with MERC-PNG’s proposed Great 
Lakes PGA system demand entitlement level effective November 1, 2009; 

• approve MERC-PNG’s Great Lakes PGA system demand entitlement level; 

• require MERC-PNG to refund any, and all, over-recoveries associated with the Call 
Option rate impact calculation for its Great Lakes PGA system, discussed in the 
OES’s Comments, in the Company’s September 1, 2010 true-up filing and 
accompanying true-up factor; 

• approve the PGA recovery of costs associated with MERC-PNG’s Northern PGA 
system demand entitlement level, based on FDD storage costs being included in the 
commodity cost of gas, as presented in the Company’s initial petition, Attachment 11, 
and OES Attachment 7 in its April 2, 2010 Comments effective November 1, 2009; 

• approve MERC-PNG’s Northern PGA system demand entitlement level; 

• approve the PGA recovery of costs associated with MERC-PNG’s proposed Viking 
PGA demand entitlement level effective November 1, 2009 system cost recovery 
proposal, presented in the Company’s initial petition; and 

• approve MERC-PNG’s Viking PGA system demand entitlement level. 
 
 
/ja 
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