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Docket No. G999/CI-21-565

. INTRODUCTION

The Legislature enacted the Natural Gas Innovation Act (NGIA or the Act) in 2021.% Article 8, Section
27, directs the Minnesota Public Utilities Commission (Commission), by August 1, 2021, to initiate a
proceeding to evaluate changes to natural gas utility regulatory and policy structures needed to meet
or exceed Minnesota’s greenhouse gas emissions reductions goals. On July 23, 2021, the Commission
established this docket to address those concerns.? The Natural Gas Innovation Act also requires that
by June 1, 2022, the Commission issue an order establishing a framework to calculate lifecycle
greenhouse gas emissions intensities of each innovative resource.? The Commission opened a second
proceeding to develop the framework in Docket No. G999/Cl-21-566.4

On May 5, 2025 the Commission issued a Notice of Comment Period requesting comments related to
the free footage allowances for extensions offered by the states regulated gas utilities.> In response to
this notice numerous parties filed initial comments on July 8, 2025 and Reply comments on August 8,
2025.

In response to the Commission’s Notice of Comment Period the Minnesota Department of Commerce,
Division of Energy Resources (Department) filed comments discussing the origins of the free footage
allowance, showing the Minnesota Statues show a clear preference for reducing natural gas usage and
greenhouse gas emissions, discussing several studies, and providing data on lessons from proceedings
in other states. ® The Department concluded by recommending that the Commission eliminate the free
footage allowances for all Minnesota gas utilities. In these supplemental comments the Department
responds to various parties regarding the impacts of eliminating the free footage allowance on the
potential for a dual fuel future for Minnesota, impacts on housing costs, likely changes to the overall

! Minnesota Laws 2021, 1st Special Session, ch. 4, art. 8, §§ 20-21, 27. Minn. Stat. § 216B.2427.

2In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals.

3 Minn. Stat. § 216B.2428.

4 In the Matter of Establishing Frameworks to Compare Lifecycle Greenhouse Gas Emissions Intensities of Various Resources,
and to Measure Cost-Effectiveness of Individual Resources and of Overall Innovative Plans. Also See the Commission’s Notice
of Stakeholder Engagement Timeline and Docket Process, April 11, 2023, Docket Nos. G999/CI-21-565 and
G008,G002,G011/ClI-23-117, (eDockets) 20234-194673-01.

5 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Notice of Comment Period, May 5, 2025, Docket No. G999/CI-21-565, (eDockets) 20255-
218596-01, (hereinafter “Commission Notice”).

6 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Department, Comments, July 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20257-
220725-01 (hereinafter “Department Initial Comments”).


https://www.edockets.state.mn.us/documents/%7B30A17087-0000-C41D-97C7-3E9ABFACDA57%7D/download?contentSequence=0&rowIndex=72
https://www.edockets.state.mn.us/documents/%7BF0B9A196-0000-CCB3-9B25-60EBBF48B3A2%7D/download?contentSequence=0&rowIndex=6
https://www.edockets.state.mn.us/documents/%7BF0B9A196-0000-CCB3-9B25-60EBBF48B3A2%7D/download?contentSequence=0&rowIndex=6
https://www.edockets.state.mn.us/documents/%7BB0C1EA97-0000-C93F-9C83-9360C201C27D%7D/download?contentSequence=0&rowIndex=37
https://www.edockets.state.mn.us/documents/%7BB0C1EA97-0000-C93F-9C83-9360C201C27D%7D/download?contentSequence=0&rowIndex=37
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usage of natural gas, studies provided by other parties, heat pump uptake rates, and a public
comment. The Department maintains its position that the Commission should eliminate the free
footage allowance for all Minnesota gas utilities.

1. PROCEDURAL BACKGROUND

January 17,2025 The Commission posted a Notice of Current Scope of Docket and Timeline to bring
attention back to the specific issues identified for consideration in the Future of Gas
Docket or the instant docket. The Commission explained that subject to change, it would
issue a Notice of Comment Period on Line Extension Policy Issues in March 2025.7

May 5, 2025 The Commission posted a notice of comment period.®

May 12, 2025 The Commission posted a notice of comment period, fixing the broken links in the May
5, 2025 Notice.?

July 8, 2025 Department files initial comments with the Commission recommending elimination of
the free footage allowance for all Minnesota gas utilities.
10

August 8, 2025 Numerous parties file Reply Comments. In these comments the Department specifically
replies to or discusses the comments of LIUNA Minnesota and North Dakota (LIUNA),!
Housing First,? the Coalition of Greater Minnesota Cities,*3 Fresh Energy,* Center for

7 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Notice of Current Scope of Docket and Timeline, January 17, 2025, Docket No. G999/CI-
21-565, (eDockets) 20251-214100-01.

8 Commission Notice

% In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Notice of Comment Period, May 5, 2025, Docket No. G999/CI-21-565, (eDockets) 20255-
218789-01

10 Department Initial Comments

11 n the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, LIUNA, Reply Comments, August 11, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-
221924-01 (hereinafter “LIUNA’s Reply Comments”).

2 |n the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Housing First, Reply Comments, August 11, 2025, Docket No. G999/CI-21-565, (eDockets)
20258-221961-01 (hereinafter “Housing First’s Reply Comments”).

13 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Coalition of Greater Minnesota Cities, Reply Comments, August 6, 2025, Docket No.
G999/Cl-21-565, (eDockets) 20258-221839-01 (hereinafter “Coalition of Greater Minnesota Cities’ Reply Comments”).

1% In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Fresh Energy, Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-
221920-01 (hereinafter “Fresh Energy’s Reply Comments”) at 7-9.


https://www.edockets.state.mn.us/documents/%7B60D07494-0000-C910-A38E-69C501D122B6%7D/download?contentSequence=0&rowIndex=1
https://www.edockets.state.mn.us/documents/%7B2019C596-0000-C012-AFF3-A2DDC1866234%7D/download?contentSequence=0&rowIndex=5
https://www.edockets.state.mn.us/documents/%7B2019C596-0000-C012-AFF3-A2DDC1866234%7D/download?contentSequence=0&rowIndex=5
https://www.edockets.state.mn.us/documents/%7B20419998-0000-C614-9801-D1D67A47918E%7D/download?contentSequence=0&rowIndex=9
https://www.edockets.state.mn.us/documents/%7B20419998-0000-C614-9801-D1D67A47918E%7D/download?contentSequence=0&rowIndex=9
https://www.edockets.state.mn.us/documents/%7B10B59A98-0000-C616-AABC-B5ACB2B7B398%7D/download?contentSequence=0&rowIndex=11
https://www.edockets.state.mn.us/documents/%7B30248498-0000-C614-9F1E-1AD5BF184D69%7D/download?contentSequence=0&rowIndex=29
https://www.edockets.state.mn.us/documents/%7B90868B98-0000-CB1C-BA4E-E6E5AB7E438D%7D/download?contentSequence=0&rowIndex=24
https://www.edockets.state.mn.us/documents/%7B90868B98-0000-CB1C-BA4E-E6E5AB7E438D%7D/download?contentSequence=0&rowIndex=24
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Energy and the Environment (CEE),*° the Office of the Attorney General — Residential

Utilities Division (OAG),® Xcel Energy,'’” CenterPoint Energy,'® Great Plains Natural Gas

Co (Great Plains),’® and Minnesota Energy Resources Company (MERC).2°

Topic(s) open for comment:

e Should the Commission consider any modifications to how gas utilities calculate free footage
allowance and other costs related to gas main and service line extensions? If so, what factors or
conditions would justify changes? And how would any proposed changes affect new connecting
customers and other ratepayers?

e [If the Commission should make modifications to regulated gas utilities’ gas line extension
policies, how would rules, statutes, and Commission orders justify those modifications?

e Which proposed modifications, if any, would necessitate gas utilities to coordinate and/or
consult with electric utilities in the service territory where a gas line extension is being
contemplated?

e How should the Commission consider the results of Minnesota Energy Resource
Corporation’s Line Extension Policy Study in this matter?

e What lessons should the Commission consider from proceedings in other states related to this
matter?

e Should any distinctions be made between different customer classes when considering
modifications?

e How should the Commission consider the needs of low-income customers and other areas of
equity in this matter?

e Arethere other issues or concerns related to this matter?

15 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, CEE, Reply Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-
221919-01 (hereinafter “CEE’s Reply Comments”) at 2.

16 |n the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Office of the Attorney General — Residential Utilities Division, Reply Comments, August 8,
2025, Docket No. G999/CI-21-565, (eDockets) 20258-221889-02 (hereinafter OAG’s Reply Comments”) at 1-4.

17 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Xcel Energy, Reply Comments, August 8, 2025, Docket No. G999/Cl-21-565, (eDockets)
20258-221904-02 (hereinafter “Xcel Energy’s Reply Comments”)

18 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, CenterPoint Energy, Reply Comments, August 8, 2025, Docket No. G999/CI-21-565,
(eDockets) 20258-221911-01 (hereinafter “CenterPoint Energy’s Reply Comments”)

1% In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Great Plains Natural Gas Co, Reply Comments, August 8, 2025, Docket No. G999/CI-21-
565, (eDockets) 20258-221917-01 (hereinafter Great Plains’ Reply Comments”)

20 |n the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Minnesota Energy Resources Company, Reply Comments, August 8, 2025, Docket No.
G999/Cl-21-565, (eDockets) 20258-221900-01 (hereinafter MERC’s Reply Comments”)


https://www.edockets.state.mn.us/documents/%7B10922C93-0000-CA3F-9721-C0F5763A2D3A%7D/download
https://efiling.web.commerce.state.mn.us/documents/%7B20848B98-0000-C435-8B89-987B8416F9F0%7D/download?contentSequence=0&rowIndex=28
https://efiling.web.commerce.state.mn.us/documents/%7B20848B98-0000-C435-8B89-987B8416F9F0%7D/download?contentSequence=0&rowIndex=28
https://www.edockets.state.mn.us/documents/%7BD0168A98-0000-C811-90C7-22489D57EAA4%7D/download?contentSequence=0&rowIndex=15
https://www.edockets.state.mn.us/documents/%7B80298B98-0000-C215-9AAF-493AF420F11D%7D/download?contentSequence=0&rowIndex=18
https://www.edockets.state.mn.us/documents/%7B501C8B98-0000-C010-9493-6614C7290C20%7D/download?contentSequence=0&rowIndex=20
https://www.edockets.state.mn.us/documents/%7B207F8B98-0000-C01A-B42B-32732C8EA851%7D/download?contentSequence=0&rowIndex=22
https://www.edockets.state.mn.us/documents/%7B000B8B98-0000-CE1B-8DD7-268EDE4F782F%7D/download?contentSequence=0&rowIndex=16
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The Department provides supplemental comments below in response to other parties August 8, 2025
reply comments.

1l. DEPARTMENT ANALYSIS

Several parties provided responses to the Department’s recommendations and analysis. The
Department provides responses to LIUNA, Housing First, the Coalition of Greater Minnesota Cities, and
several of natural gas utilities that provided responses on similar topics. Additionally, the Department
discusses a study provided by CEE on electrifying space heating in Quebec, Canada. Finally, the
Department provides some additional data showing evidence of increased uptake of electric heat
pumps and highlights one public comment that compares a similar service and how Minnesota
Statutes treat it. The Department also reviewed the comments of all other parties and believes that
parties are developing a robust record for the Commission to consider.

A. RESPONSE TO LIUNA

In its August 11, 2025 reply comments, LIUNA Minnesota and North Dakota took issue with a number
of the Department’s positions, or perceived positions.?! The Department disagrees with LIUNA’s
positions or interpretations of the Department’s positions and responds in this section.

First, the Department clarifies that its recommendation in this docket is only to remove the free
footage allowance—not to disallow service extensions or to directly incentivize electric space heating.
While the Department supports electric space heating, the Department makes no recommendations to
the Commission of this sort here, as it is outside the scope of this discussion. The Department instead
notes that the current systems in place, including the free footage allowance, actively incentivizes
natural gas expansion. Furthermore, elimination of the free footage allowance does not prevent
Minnesotans from choosing to pursue a dual fuel future. The Department’s brief reference to the CEE
and Great Plains Institute study?? was simply to demonstrate that a future with no line extensions
would, in time, result in a drop in overall natural gas usage.

LIUNA also points out that 15 percent of Minnesota households that use delivered fuels? for heating,
with the implication that removal of the free footage extension would prevent these customers from
receiving natural gas service, and that natural gas is far cleaner than the fuels they are currently using.
While natural gas is indeed cleaner than the other delivered fuels, as discussed in great detail in Fresh
Energy’s reply comments,?* this analysis completely ignores why these customers might be using
alternative fuels. Indeed, LIUNA’s Reply Comments even hint at the answer by noting that 13 to18

21 LIUNA’s Reply Comments

22 see, Decarbonizing Minnesota’s Natural Gas End Uses, Center for Energy and the Environment and Great Plains institute,
last accessed July 6, 2025 at https://e2linitiative.org/wp-content/uploads/2021/07/Decarbonizing-NG-End-Uses-
Stakeholder-Process-Summary.pdf.

23 Approximately 10.5 percent use propane, 2 percent use fuel oil, and 2.4 percent use wood per LIUNA’s Reply Comments.
2 Fresh Energy’s Reply Comments at 7-9.



https://e21initiative.org/wp-content/uploads/2021/07/Decarbonizing-NG-End-Uses-Stakeholder-Process-Summary.pdf
https://e21initiative.org/wp-content/uploads/2021/07/Decarbonizing-NG-End-Uses-Stakeholder-Process-Summary.pdf
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percent of households in northern counties use wood as the primary heating fuel while also noting that
delivered fuels cost roughly three times more than natural gas.?> The most likely reason for the use of
alternative fuels in these areas is that natural gas service is simply not available there. The price factor
alone should serve as a large motivator to switch to natural gas service—if it were available.

Minn. Stat. § 216B.1638 allows the extension of natural gas service to unserved areas and the
establishment of a new area surcharge to recover the costs of the expansion. Despite this allowance
some areas of the state are yet unserved by natural gas, because it would simply not be cost effective
for new customers. Even in a dual fuel future, these customers would likely continue to use their
current delivered fuel as a backup instead of natural gas. A 2018 study found that, at the time,
interstate pipelines cost about $214,000 per mile per inch of diameter; this high price point increased
the level of demand necessary to justify expansion, even with less costly distribution lines.?® Further, in
a future where natural gas is the backup heat source, we would expect natural gas usage to drop
compared to scenarios where it is the primary heat source, and the price per unit to therefore increase
to pay for the infrastructure. To expand the system to these areas while also experiencing usage drops
would only serve to exacerbate this issue. Simply put, it is unlikely that natural gas service will expand
to many of these areas because it is simply not cost effective for the utilities to do so—and the
continuation of the free footage allowance is unlikely to overturn this economic fact.

Finally, LIUNA also discusses the impacts of the free footage allowance on the costs of new house
construction. As several other parties also discussed this issue, the Department will instead respond to
that discussion below.

B. RESPONSE TO HOUSING FIRST AND THE COALITION OF GREATER
MINNESOTA CITIES

In addition to LIUNA, both Housing First?” and the Coalition of Greater Minnesota Cities?® submitted
reply comments that address the potential impact of the elimination of the free footage allowance on
housing prices. The Coalition of Greater Minnesota Cities states that, according to a survey of its
member cities, Greater Minnesota is facing a housing market failure, with the cost of housing
construction being higher than what new construction can be sold or rented for, and that removing the
free footage allowance will serve to worsen this issue.?® Housing First similarly states that the line
extension costs could be significant for construction in suburban and rural developments and could
exacerbate the issue of a shortage of attainable homes for first-time and moderate-income buyers.3°

25 LIUNA Reply Comments at 5.

26 Information Brief, Research Department of the Minnesota House of Representatives, November 2018,
https://www.house.mn.gov/hrd/pubs/natgasmn.pdf

27 Housing First’s Reply Comments

28 Coalition of Greater Minnesota Cities’ Reply Comments

29 Coalition of Greater Minnesota Cities’ Reply Comments at 2

30 Housing First’s Reply Comments at 1-2.



https://www.house.mn.gov/hrd/pubs/natgasmn.pdf
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While the Department notes and laments the housing market failures in rural and other areas of
Minnesota, those market failures exist already under the current free footage extension. To the extent
that elimination of the free footage allowance worsens this issue, it will likely be minor. As the
Coalition of Greater Minnesota Cities states this is a market failure where the cost of home
construction is greater than the housing price. This price mismatch implies that demand is not high
enough to meet the minimum price for these homes. Fresh Energy discussed this issue in reply
comments as well: housing prices are not set based on the cost of new construction, but by supply and
demand.3! Additionally, if new housing uses cheaper electric heating, even if it is not for the entire year
(with dual fuel heat pumps), then those long-term energy savings might nonetheless lessen the energy
burden on households.3?

Finally, multiple parties suggest that the cost to install electric heating in new construction might be
less than attempting to decarbonize later,?? including Xcel Energy.3* In other words, removal of the
free footage allowance could possibly raise the upfront costs of construction, but it might ultimately
lower the overall ownership costs to buyers.

The concern about housing affordability is a real issue, but the current costs of new housing make new
construction often unaffordable for first-time or moderate-income buyers as is, with new construction
homes being estimated at costing $300,000 to $500,000.3 The Department does not disagree that the
cost and availability of housing are real issues, but the marginal impact on these prices from the
elimination of the free footage allowance will not change the underlying market dynamics of the
housing market.

C RESPONSE TO NATURAL GAS UTILITIES

Four natural gas utilities filed reply comments that generally support a dual fuel future, where natural
gas serves as a backup heating resource, and that opposing the elimination of the free footage

allowance. Reply comments were provided by Xcel Energy,3¢ CenterPoint Energy,3” Great Plains,3® and
MERC.3° The Department discussed the potential for a dual fuel future above—and that elimination of

31 Fresh Energy’s Reply Comments at 12

321d. at 12

33 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, CEE, Reply Comments, July 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20257-
220769-01 (hereinafter “CEE’s Initial Comments”) at 7-8.

34 In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Xcel Energy, Reply Comments, July 8, 2025, Docket No. G999/CI-21-565, (eDockets)
20257-220741-01 (hereinafter “Xcel Energy’s Initial Comments”) at 5.

35 How Much Does it Cost to Build a House in Minnesota in 20257, Aastha Sigh, July 18, 2025,
https://www.houzeo.com/blog/how-much-does-it-cost-to-build-a-house-minnesota,

36 Xcel Energy’s Reply Comments

37 CenterPoint Energy’s Reply Comments

38 Great Plains’ Reply Comments

39 MERC’s Reply Comments



https://www.edockets.state.mn.us/documents/%7B50E1EB97-0000-C41E-90E1-17752488460C%7D/download?contentSequence=0&rowIndex=60
https://www.edockets.state.mn.us/documents/%7B50E1EB97-0000-C41E-90E1-17752488460C%7D/download?contentSequence=0&rowIndex=60
https://www.edockets.state.mn.us/documents/%7B0087EB97-0000-C31E-9FA1-F406FE85E421%7D/download?contentSequence=0&rowIndex=47
https://www.houzeo.com/blog/how-much-does-it-cost-to-build-a-house-minnesota/
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the free footage allowance does not prevent Minnesotans from installing dual-fuel heat systems. The
Department responds to several other issues raised by these utilities below.

MERC*® and Xcel Energy*! state that existing customers benefit from the additional of new customers
through the free footage allowance by spreading the costs among more customers. The Department
agrees that increased volumetric sales spread fixed costs among more ratepayers, but notes that this
phenomenon occurs regardless of whether the new customers pay a contribution in aid of construction
(CIAC) or not. The utilities imply that the benefit to existing customers outweigh the costs of expansion
and that the free footage allowance is necessary to entice new customers to join the natural gas
system. However, as discussed by numerous parties, fuels other than electricity are more expensive
than natural gas, so there is already an incentive to switch fuels if it is available.*? While the free
footage allowance potentially reduces initial cost barriers, the incentive to switch remains, regardless
of the free footage allowance.

Further, multiple parties submitted comments discussing how natural gas utilities tend to
underestimate the payback times*? of extensions and overestimate the benefits,** or even harm
existing customers.* There appear to be legitimate concerns that these benefits are far less than
suggested, if they even exist at all. It is possible that payback times might lengthen when electric
heating becomes more commonly used and natural gas consumption begins to fall, in which case the
cost per unit of natural gas will rise to cover the costs of natural gas infrastructure. This scenario will
impact all customers and disincentivize other customers to connect to the natural gas system.

Xcel Energy highlights the potential impact on low-income customers of the removal of the free
footage allowance, which it argues creates an additional barrier for these customers to switch heating
methods.*® The Department agrees that this barrier is a concern, however, it is likely that even the cost
of converting heating equipment—ignoring the costs of a service extension—is likely too expensive for
many low income customers. Moreover, because many low-income ratepayers rent rather than own
their homes, the decision to switch to natural gas service may not even be many low-income
households’ to make.*” A Minnesota Housing Partnership report found that, in 2024, 80 percent of
low-income MN residents and 20 percent of home owners were cost-burdened, which is defined as

40 MERC’s Reply Comments at 8.

41 Xcel Energy’s Reply Comments at 3.

42 LIUNA’s Reply Comments at 5.

43 OAG’s Reply Comments at 1-4.

44 CUB’s Reply Comments at 5-9.

4 Fresh Energy’s Reply Comments at 17 and Attachment A.

46 Xcel Energy’s Reply Comments at 14-15.

47 Examining Minnesota’s Current Homeownership Gap, Twin Cities Habitat for Humanity, February 2, 2024,
https://www.tchabitat.org/blog/examining-minnesotas-current-homeownership-gap



https://www.tchabitat.org/blog/examining-minnesotas-current-homeownership-gap
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spending more than 30 percent of income on housing costs.*® These cost burdens and the landlord-
tenant agency problem affect both connections to the gas system and heating electrification.

D. CEE AND THE HYDRO-QUEBEC STUDY

In its Reply Comments*?, CEE highlights information on both electrification and dual fuel pathways. CEE
explains that dual fuel applications will be essential for reducing natural gas use from an emissions and
cost standpoints.>°

CEE stated the following, in part:>*

[...] both electrification and dual fuel pathways must be pursued
simultaneously to achieve state policy goals regarding emission
reductions, affordability, and reliability.

[...] In addition, CEE affirms that electrifying significant portions of the
economy is critical to meeting the state’s greenhouse gas emission
reduction goals under Minn. Stat. § 216H.02, particularly as electric
utilities decarbonize under the Carbon Free Standard provisions in Minn.
Stat. § 216B.1691.

CEE also explains in its comments that, with the implementation of dual fuel systems, significant
concerns about infrastructure costs and rate design arise. According to CEE, because gas infrastructure
costs are largely recovered through volumetric rates that rely on natural gas sales, and because natural
gas sales are expected to decline with electrification, rates experience upward pressure to recover the
infrastructure costs.>?

CEE addresses the challenges of declining gas sales and paying for gas infrastructure costs by describing
the Hydro-Quebec/Energir Model being implemented in Quebec.%3 In this model, dual fuel customers
heat primarily with electricity switching automatically to natural gas based on a switchover
temperature. While Hydro-Quebec is a winter peaking electric utility (Energir is the gas distribution
utility in Quebec), natural gas is expected to be used on days when the temperature is below the
switchover temperature threshold.>

48 2024 State of the State’s Housing Profile with Key Minnesota Findings and Trends, Minnesota Housing Partnership, 2024,
https://mhponline.org/wp-content/uploads/2024 State Profile Findings FINAL.pdf

49 CEE’s Reply Comments at 2.

50 CEE Reply Comments at 9.

511d., at 3-4.

521d., at 10-11.

53 1d., at 2, 11-20.

54 Ibid.
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The dual fuel offering was approved in two stages: the first stage of Energir and Hydro-Quebec’s dual
fuel proposal was approved in May 2022; and the second stage in May 2023.>° The dual fuel model
requires electric space and water heating equipment to complement existing gas systems. It includes a
distinct rate design structure that incentivizes electricity use above a switchover temperature (e.g., -12
or -15 degrees Celsius) and natural gas use below it.>°

According to CEE, there were two phases of implementation with the first dual fuel offering available
to residential customers in June 2022 and the second dual fuel offering available to “commercial and
institutional” customers in November 2023.>” One key aspect of this model is that Hydro-Quebec
makes an annual payment to Energir, known as the Greenhouse Gas (GHG) Contribution. This payment
partially compensates Energir for the natural gas capacity benefits it provides to Hydro-Quebec,
attempts to ease the impacts on Energir's ratepayers, and appears to reward Energir for its role in
potentially reducing GHG emissions. The payment is proportional to the customer's reduced natural
gas consumption. That is, the actual “GHG Contribution” may be less if the decrease in natural gas
consumption is lower than expected, or more if it is higher than expected.>®

CEE also stated that with this model both utilities experience negative financial impacts. CEE stated the
following:>°

Under both scenarios, the financial impacts experienced by Hydro-Quebec

and Energir result in rate increases. To calculate the rate impacts, the

utilities use their most recently approved revenue requirements as a

baseline. The estimated net financial impact for each scenario is divided by

the baseline revenue requirement to produce the percent change to the

revenue requirement over time and, as a result, the impact on rates.*

As shown above in Table 2, Energir customers are projected to experience
a cumulative rate increase of 5 percent between 2022 and 2033 under the
full electrification scenario, but only a 4.5 percent increase under the dual
fuel scenario. Hydro-Quebec customers are projected to experience a
cumulative rate increase of 3 percent under the full electrification
scenario, but only a 0.9 percent increase under the dual fuel scenario.*®

To summarize, rate impacts will be lower for both utilities under the dual
fuel scenario, but the difference between the two scenarios is much more
significant for Hydro-Quebec. Energir will still see significant rate impacts
under the dual fuel scenario despite providing essential capacity for Hydro

55 1d., at 20.

56 Ibid.

57 Ibid.

%8 Ibid.

59 CEE Reply Comments at 17-18.,
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Quebec during winter peaks, which, in turn, greatly reduces Hydro-
Quebec’s rate impacts. [citations omitted].

CEE then goes on to describe the applicability of the model in Minnesota, noting the similarity that
both Quebec and Minnesota are in cold climates with decarbonization goals.®® However, CEE also goes
on to describe certain key differences between Quebec and Minnesota as discussed below.

D.1. Heating Sources.

In Quebec, the vast majority of homes heat primarily with electricity, with only about 6 percent relying
on heating primarily with natural gas. Whereas in Minnesota, two out of every three homes heat
primarily with natural gas.®! Thus, “decarbonizing building heat is therefore a smaller-scale task in
Quebec than in Minnesota”.

D.2.  Utility Ownership and Generation Sources.

Quebec utilities also have different ownership models and generation mixes than Minnesota utilities.
Hydro-Quebec is provincially owned and relies almost entirely on hydropower. Minnesota's largest
utilities are investor-owned. CEE states the following:®?

Hydro-Quebec is owned by the provincial government, while Minnesota’s
largest utilities are investor-owned. Hydro-Quebec provides about 99
percent of Quebec’s hydropower, which makes up 94 percent of the
province’s electricity generation, creating an abundance of carbon-free
electricity.®® Energir is a privately-owned company, with 81 percent of its
ownership held by the Caisse de Depot et Placement du Quebec (CDPQ),
which manages Quebec’s pension plans, and 19 percent held by the Fonds
de Solidarite FTQ, a labor investment fund.®’” Energir has committed to
reaching net zero emissions as a company by 2050 using renewable natural
gas, energy efficiency, and the dual fuel agreement.®® [citations omitted].

D.3.  Administrative Burden

According to CEE, the administrative burden of coordination is lower in Quebec compared to
Minnesota. CEE states the following:®3

Finally, with Hydro-Quebec serving most of Quebec and Energir providing
most of the province’s natural gas needs, the administrative burden of

60 CEE Reply Comments at 20-22.
61 CEE Reply Comments at 22.

52 Ibid.

53 Ibid.
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coordinating between electric and gas utilities is lower compared to that
of Minnesota utilities, which sometimes overlap with many other utilities.

Note that in Minnesota not only do many electric service territories overlap with gas utilities, but also
only some utilities are rate-regulated by the Commission. Thus, CEE appears to question how effective
the Hydro-Quebec/Energir Model would be if that particular model approach were to be applied to
Minnesota; the Department shares that concern.

E. ENERGY CONSERVATION AND OPTIMIZATION (ECO) HEAT PUMP DATA

A number of parties have provided information in initial and reply comments about the growth in
demand for heat pumps and related electric heating technologies in Minnesota. The Department’s ECO
unit also observed this growth in its review of CenterPoint’s Natural Gas Energy Conversation and
Optimization 2024 Status Report & Associated Compliance Filings® and discussed it in the
Department’s Proposed Decision.?> Table 1 below shows that CenterPoint’s air source heat pump
rebate activity for existing homes and its Efficient Fuel Switching programs have greatly surpassed its
approved goals. The high demand for these programs demonstrates that the public has a strong
appetite for heating fuel switching if provided with adequate incentives.

Table 1: CenterPoint’s 2024 ECO Heating Electrification Program Performance

Spending Savings Participants

Program and % of % of % of
Segment °° °° o
Approved | Actual ST Approved | Actual Approved Approved | Actual Approved

Home

Efficiency
Rebates
Program $476,400 | $2,700,497 | 567% 7,837 43,473 | 555% 300 1,661 554%

Efficient Fuel-
Switching
Market
Segment Total | $608,338 | $2,755,947 | 453% 8,540 43,548 | 510% 689 1,786 259%

F. PUBLIC COMMENT

The Department notes a public comment by Jason Willett, former Metropolitan Council’s
Environmental Services (MCES) Finance Director, who observes that connections to the metro

84 Natural Gas Energy Conservation and Optimization 2024 Status Report & Associated Compliance Filings, CenterPoint
Energy, 2024 ECO Status Report and Associated Compliance Filings, May 1, 2025, Docket No. GO08/CIP-23-95, (eDockets)
20255-218452-01.

5 Natural Gas Energy Conservation and Optimization 2024 Status Report & Associated Compliance Filings, Department ECO
Unit, Proposed Decision, June 23, 2025, Docket No. GO08/CIP-23-95, (eDockets) 20256-220157-01.
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wastewater systems are very similar to the extension of natural gas service but are treated completely
differently.®® Under Minn. Stat. § 473.517, subp. (3) and § 444.075, subp. (3) new customers must pay
to be connected to the system and also pay for the capacity needed in the pipes and wastewater
treatment plants to accommodate them. Mr. Willett states:

Wastewater treatment clearly is a public good, yet, the state requires, in
some cases (like MCES) and in other cases allows charging new customers
for connection charges AND availability in the existing system. Natural gas
extension should require both too.%’

The Department agrees that the connection to the wastewater treatment system is similar to the
process of extending natural gas service, but customers face the full cost of receiving this service. The
implementation of free footage allowances was due to natural gas being perceived as a public good
and expansion of the service was in line with State goals and Statutes. As discussed in the
Department’s initial comments, the State’s goals and Statutes have changed in the thirty years since
the implementation of the free footage allowances in 1995.%8 The treatment of wastewater system
connections demonstrates that even public goods do not necessarily need subsidies like those given for
natural gas service connections.

V. DEPARTMENT RECOMMENDATIONS

The Department maintains its recommendation from its initial comments that the Commission
eliminate the free footage allowance for all Minnesota gas utilities.

% In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State
Greenhouse Gas Reduction Goals, Jason Willett, Public Comments, August 26, 2025, Docket No. G999/CI-21-565, (eDockets)
20258-222479-01.

57 1d.

58 Department’s Initial Comments at 5-8.
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September 9, 2025





Mike Bull 
Interim Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota 55101-2147  





RE:	Supplemental Comments of the Minnesota Department of Commerce

	Docket No. G999/CI-21-565 





Dear Mr. Bull: 



Attached are the supplemental comments of the Minnesota Department of Commerce (Department) in the following matter:

In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals

The Investigation was initiated by the Minnesota Public Utilities Commission (Commission) on July 23, 2021.



The Department recommends eliminating the free footage allowance and is available to answer any questions the Minnesota Public Utilities Commission may have.





Sincerely,





/s/ Dr. SYDNIE LIEB 

Assistant Commissioner of Regulatory Analysis  





MZ/ad

[Document title]
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Before the Minnesota Public Utilities Commission

		Comments of the Minnesota Department of Commerce



Docket No. G999/CI-21-565 



[bookmark: _Toc174055957]INTRODUCTION 

The Legislature enacted the Natural Gas Innovation Act (NGIA or the Act) in 2021.[footnoteRef:2] Article 8, Section 27, directs the Minnesota Public Utilities Commission (Commission), by August 1, 2021, to initiate a proceeding to evaluate changes to natural gas utility regulatory and policy structures needed to meet or exceed Minnesota’s greenhouse gas emissions reductions goals. On July 23, 2021, the Commission established this docket to address those concerns.[footnoteRef:3] The Natural Gas Innovation Act also requires that by June 1, 2022, the Commission issue an order establishing a framework to calculate lifecycle greenhouse gas emissions intensities of each innovative resource.[footnoteRef:4] The Commission opened a second proceeding to develop the framework in Docket No. G999/CI-21-566.[footnoteRef:5]   [2:  Minnesota Laws 2021, 1st Special Session, ch. 4, art. 8, §§ 20-21, 27. Minn. Stat. § 216B.2427.]  [3: In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals. ]  [4:  Minn. Stat. § 216B.2428.]  [5:  In the Matter of Establishing Frameworks to Compare Lifecycle Greenhouse Gas Emissions Intensities of Various Resources, and to Measure Cost-Effectiveness of Individual Resources and of Overall Innovative Plans. Also See the Commission’s Notice of Stakeholder Engagement Timeline and Docket Process, April 11, 2023, Docket Nos. G999/CI-21-565 and G008,G002,G011/CI-23-117, (eDockets) 20234-194673-01.  ] 




On May 5, 2025 the Commission issued a Notice of Comment Period requesting comments related to the free footage allowances for extensions offered by the states regulated gas utilities.[footnoteRef:6]  In response to this notice numerous parties filed initial comments on July 8, 2025 and Reply comments on August 8, 2025. [6:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Notice of Comment Period, May 5, 2025, Docket No. G999/CI-21-565, (eDockets) 20255-218596-01, (hereinafter “Commission Notice”).] 




In response to the Commission’s Notice of Comment Period the Minnesota Department of Commerce, Division of Energy Resources (Department) filed comments discussing the origins of the free footage allowance, showing the Minnesota Statues show a clear preference for reducing natural gas usage and greenhouse gas emissions, discussing several studies, and providing data on lessons from proceedings in other states. [footnoteRef:7] The Department concluded by recommending that the Commission eliminate the free footage allowances for all Minnesota gas utilities. In these supplemental comments the Department responds to various parties regarding the impacts of eliminating the free footage allowance on the potential for a dual fuel future for Minnesota, impacts on housing costs, likely changes to the overall usage of natural gas, studies provided by other parties, heat pump uptake rates, and a public comment. The Department maintains its position that the Commission should eliminate the free footage allowance for all Minnesota gas utilities. [7:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Department, Comments, July 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20257-220725-01 (hereinafter “Department Initial Comments”).] 




[bookmark: _Toc174055958]PROCEDURAL BACKGROUND 



		January 17, 2025

		The Commission posted a Notice of Current Scope of Docket and Timeline to bring attention back to the specific issues identified for consideration in the Future of Gas Docket or the instant docket. The Commission explained that subject to change, it would issue a Notice of Comment Period on Line Extension Policy Issues in March 2025.[footnoteRef:8] [8:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Notice of Current Scope of Docket and Timeline, January 17, 2025, Docket No. G999/CI-21-565, (eDockets) 20251-214100-01.] 






		May 5, 2025

		The Commission posted a notice of comment period.[footnoteRef:9]  [9:  Commission Notice] 






		May 12, 2025

		The Commission posted a notice of comment period, fixing the broken links in the May 5, 2025 Notice.[footnoteRef:10]  [10:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Notice of Comment Period, May 5, 2025, Docket No. G999/CI-21-565, (eDockets) 20255-218789-01] 






		July 8, 2025

		Department files initial comments with the Commission recommending elimination of the free footage allowance for all Minnesota gas utilities.

[footnoteRef:11] [11:  Department Initial Comments] 




		August 8, 2025

		Numerous parties file Reply Comments. In these comments the Department specifically replies to or discusses the comments of LIUNA Minnesota and North Dakota (LIUNA),[footnoteRef:12] Housing First,[footnoteRef:13] the Coalition of Greater Minnesota Cities,[footnoteRef:14] Fresh Energy,[footnoteRef:15] Center for Energy and the Environment (CEE),[footnoteRef:16] the Office of the Attorney General – Residential Utilities Division (OAG),[footnoteRef:17] Xcel Energy,[footnoteRef:18] CenterPoint Energy,[footnoteRef:19] Great Plains Natural Gas Co (Great Plains),[footnoteRef:20] and Minnesota Energy Resources Company (MERC).[footnoteRef:21] [12:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, LIUNA, Reply Comments, August 11, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221924-01 (hereinafter “LIUNA’s Reply Comments”).]  [13:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Housing First, Reply Comments, August 11, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221961-01 (hereinafter “Housing First’s Reply Comments”).]  [14:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Coalition of Greater Minnesota Cities, Reply Comments, August 6, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221839-01 (hereinafter “Coalition of Greater Minnesota Cities’ Reply Comments”).]  [15:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Fresh Energy, Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221920-01 (hereinafter “Fresh Energy’s Reply Comments”) at 7-9.]  [16:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, CEE, Reply Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221919-01 (hereinafter “CEE’s Reply Comments”) at 2.]  [17:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Office of the Attorney General – Residential Utilities Division, Reply Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221889-02 (hereinafter OAG’s Reply Comments”) at 1-4.]  [18:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Xcel Energy, Reply Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221904-02 (hereinafter “Xcel Energy’s Reply Comments”)]  [19:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, CenterPoint Energy, Reply Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221911-01 (hereinafter “CenterPoint Energy’s Reply Comments”)]  [20:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Great Plains Natural Gas Co, Reply Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221917-01 (hereinafter Great Plains’ Reply Comments”)]  [21:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Minnesota Energy Resources Company, Reply Comments, August 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-221900-01 (hereinafter MERC’s Reply Comments”)] 








[bookmark: _Toc174055959]Topic(s) open for comment: 



Should the Commission consider any modifications to how gas utilities calculate free footage allowance and other costs related to gas main and service line extensions? If so, what factors or conditions would justify changes? And how would any proposed changes affect new connecting customers and other ratepayers?



If the Commission should make modifications to regulated gas utilities’ gas line extension policies, how would rules, statutes, and Commission orders justify those modifications?



Which proposed modifications, if any, would necessitate gas utilities to coordinate and/or consult with electric utilities in the service territory where a gas line extension is being contemplated?



[bookmark: _bookmark0]How should the Commission consider the results of Minnesota Energy Resource

Corporation’s Line Extension Policy Study in this matter?

What lessons should the Commission consider from proceedings in other states related to this matter?

Should any distinctions be made between different customer classes when considering modifications?

How should the Commission consider the needs of low-income customers and other areas of equity in this matter?

Are there other issues or concerns related to this matter?

The Department provides supplemental comments below in response to other parties August 8, 2025 reply comments.

DEPARTMENT ANALYSIS 

Several parties provided responses to the Department’s recommendations and analysis. The Department provides responses to LIUNA, Housing First, the Coalition of Greater Minnesota Cities, and several of natural gas utilities that provided responses on similar topics. Additionally, the Department discusses a study provided by CEE on electrifying space heating in Quebec, Canada. Finally, the Department provides some additional data showing evidence of increased uptake of electric heat pumps and highlights one public comment that compares a similar service and how Minnesota Statutes treat it. The Department also reviewed the comments of all other parties and believes that parties are developing a robust record for the Commission to consider. 

Response to LIUNA

In its August 11, 2025 reply comments, LIUNA Minnesota and North Dakota took issue with a number of the Department’s positions, or perceived positions.[footnoteRef:22] The Department disagrees with LIUNA’s positions or interpretations of the Department’s positions and responds in this section. [22:  LIUNA’s Reply Comments] 




First, the Department clarifies that its recommendation in this docket is only to remove the free footage allowance—not to disallow service extensions or to directly incentivize electric space heating. While the Department supports electric space heating, the Department makes no recommendations to the Commission of this sort here, as it is outside the scope of this discussion. The Department instead notes that the current systems in place, including the free footage allowance, actively incentivizes natural gas expansion. Furthermore, elimination of the free footage allowance does not prevent Minnesotans from choosing to pursue a dual fuel future. The Department’s brief reference to the CEE and Great Plains Institute study[footnoteRef:23] was simply to demonstrate that a future with no line extensions would, in time, result in a drop in overall natural gas usage.  [23:  See, Decarbonizing Minnesota’s Natural Gas End Uses, Center for Energy and the Environment and Great Plains institute, last accessed July 6, 2025 at https://e21initiative.org/wp-content/uploads/2021/07/Decarbonizing-NG-End-Uses-Stakeholder-Process-Summary.pdf.] 




LIUNA also points out that 15 percent of Minnesota households that use delivered fuels[footnoteRef:24] for heating, with the implication that removal of the free footage extension would prevent these customers from receiving natural gas service, and that natural gas is far cleaner than the fuels they are currently using. While natural gas is indeed cleaner than the other delivered fuels, as discussed in great detail in Fresh Energy’s reply comments,[footnoteRef:25] this analysis completely ignores why these customers might be using alternative fuels. Indeed, LIUNA’s Reply Comments even hint at the answer by noting that 13 to18 percent of households in northern counties use wood as the primary heating fuel while also noting that delivered fuels cost roughly three times more than natural gas.[footnoteRef:26] The most likely reason for the use of alternative fuels in these areas is that natural gas service is simply not available there. The price factor alone should serve as a large motivator to switch to natural gas service—if it were available.  [24:  Approximately 10.5 percent use propane, 2 percent use fuel oil, and 2.4 percent use wood per LIUNA’s Reply Comments.]  [25:  Fresh Energy’s Reply Comments at 7-9.]  [26:  LIUNA Reply Comments at 5.] 




Minn. Stat. § 216B.1638 allows the extension of natural gas service to unserved areas and the establishment of a new area surcharge to recover the costs of the expansion. Despite this allowance some areas of the state are yet unserved by natural gas, because it would simply not be cost effective for new customers. Even in a dual fuel future, these customers would likely continue to use their current delivered fuel as a backup instead of natural gas. A 2018 study found that, at the time, interstate pipelines cost about $214,000 per mile per inch of diameter; this high price point increased the level of demand necessary to justify expansion, even with less costly distribution lines.[footnoteRef:27] Further, in a future where natural gas is the backup heat source, we would expect natural gas usage to drop compared to scenarios where it is the primary heat source, and the price per unit to therefore increase to pay for the infrastructure. To expand the system to these areas while also experiencing usage drops would only serve to exacerbate this issue. Simply put, it is unlikely that natural gas service will expand to many of these areas because it is simply not cost effective for the utilities to do so—and the continuation of the free footage allowance is unlikely to overturn this economic fact.  [27:  Information Brief, Research Department of the Minnesota House of Representatives, November 2018, https://www.house.mn.gov/hrd/pubs/natgasmn.pdf ] 




Finally, LIUNA also discusses the impacts of the free footage allowance on the costs of new house construction. As several other parties also discussed this issue, the Department will instead respond to that discussion below.

Response to Housing First and the Coalition of Greater Minnesota Cities

In addition to LIUNA, both Housing First[footnoteRef:28] and the Coalition of Greater Minnesota Cities[footnoteRef:29] submitted reply comments that address the potential impact of the elimination of the free footage allowance on housing prices. The Coalition of Greater Minnesota Cities states that, according to a survey of its member cities, Greater Minnesota is facing a housing market failure, with the cost of housing construction being higher than what new construction can be sold or rented for, and that removing the free footage allowance will serve to worsen this issue.[footnoteRef:30] Housing First similarly states that the line extension costs could be significant for construction in suburban and rural developments and could exacerbate the issue of a shortage of attainable homes for first-time and moderate-income buyers.[footnoteRef:31]  [28:  Housing First’s Reply Comments]  [29:  Coalition of Greater Minnesota Cities’ Reply Comments]  [30:  Coalition of Greater Minnesota Cities’ Reply Comments at 2]  [31:  Housing First’s Reply Comments at 1-2.] 




While the Department notes and laments the housing market failures in rural and other areas of Minnesota, those market failures exist already under the current free footage extension. To the extent that elimination of the free footage allowance worsens this issue, it will likely be minor. As the Coalition of Greater Minnesota Cities states this is a market failure where the cost of home construction is greater than the housing price. This price mismatch implies that demand is not high enough to meet the minimum price for these homes. Fresh Energy discussed this issue in reply comments as well: housing prices are not set based on the cost of new construction, but by supply and demand.[footnoteRef:32] Additionally, if new housing uses cheaper electric heating, even if it is not for the entire year (with dual fuel heat pumps), then those long-term energy savings might nonetheless lessen the energy burden on households.[footnoteRef:33]  [32:  Fresh Energy’s Reply Comments at 12]  [33:  Id. at 12] 




Finally, multiple parties suggest that the cost to install electric heating in new construction might be less than attempting to decarbonize later,[footnoteRef:34] including Xcel Energy.[footnoteRef:35] In other words, removal of the free footage allowance could possibly raise the upfront costs of construction, but it might ultimately lower the overall ownership costs to buyers.  [34:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, CEE, Reply Comments, July 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20257-220769-01 (hereinafter “CEE’s Initial Comments”) at 7-8.]  [35:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Xcel Energy, Reply Comments, July 8, 2025, Docket No. G999/CI-21-565, (eDockets) 20257-220741-01 (hereinafter “Xcel Energy’s Initial Comments”) at 5.] 




The concern about housing affordability is a real issue, but the current costs of new housing make new construction often unaffordable for first-time or moderate-income buyers as is, with new construction homes being estimated at costing $300,000 to $500,000.[footnoteRef:36] The Department does not disagree that the cost and availability of housing are real issues, but the marginal impact on these prices from the elimination of the free footage allowance will not change the underlying market dynamics of the housing market.  [36:  How Much Does it Cost to Build a House in Minnesota in 2025?, Aastha Sigh, July 18, 2025, https://www.houzeo.com/blog/how-much-does-it-cost-to-build-a-house-minnesota/ ] 


Response to Natural Gas Utilities

Four natural gas utilities filed reply comments that generally support a dual fuel future, where natural gas serves as a backup heating resource, and that opposing the elimination of the free footage allowance. Reply comments were provided by Xcel Energy,[footnoteRef:37] CenterPoint Energy,[footnoteRef:38] Great Plains,[footnoteRef:39] and MERC.[footnoteRef:40] The Department discussed the potential for a dual fuel future above—and that elimination of the free footage allowance does not prevent Minnesotans from installing dual-fuel heat systems. The Department responds to several other issues raised by these utilities below. [37:  Xcel Energy’s Reply Comments]  [38:  CenterPoint Energy’s Reply Comments]  [39:  Great Plains’ Reply Comments]  [40:  MERC’s Reply Comments] 




MERC[footnoteRef:41] and Xcel Energy[footnoteRef:42] state that existing customers benefit from the additional of new customers through the free footage allowance by spreading the costs among more customers. The Department agrees that increased volumetric sales spread fixed costs among more ratepayers, but notes that this phenomenon occurs regardless of whether the new customers pay a contribution in aid of construction (CIAC) or not. The utilities imply that the benefit to existing customers outweigh the costs of expansion and that the free footage allowance is necessary to entice new customers to join the natural gas system. However, as discussed by numerous parties, fuels other than electricity are more expensive than natural gas, so there is already an incentive to switch fuels if it is available.[footnoteRef:43] While the free footage allowance potentially reduces initial cost barriers, the incentive to switch remains, regardless of the free footage allowance.  [41:  MERC’s Reply Comments at 8.]  [42:  Xcel Energy’s Reply Comments at 3.]  [43:  LIUNA’s Reply Comments at 5.] 




Further, multiple parties submitted comments discussing how natural gas utilities tend to underestimate the payback times[footnoteRef:44] of extensions and overestimate the benefits,[footnoteRef:45] or even harm existing customers.[footnoteRef:46] There appear to be legitimate concerns that these benefits are far less than suggested, if they even exist at all. It is possible that payback times might lengthen when electric heating becomes more commonly used and natural gas consumption begins to fall, in which case the cost per unit of natural gas will rise to cover the costs of natural gas infrastructure. This scenario will impact all customers and disincentivize other customers to connect to the natural gas system.  [44:  OAG’s Reply Comments at 1-4.]  [45:  CUB’s Reply Comments at 5-9.]  [46:  Fresh Energy’s Reply Comments at 17 and Attachment A.] 




Xcel Energy highlights the potential impact on low-income customers of the removal of the free footage allowance, which it argues creates an additional barrier for these customers to switch heating methods.[footnoteRef:47] The Department agrees that this barrier is a concern, however, it is likely that even the cost of converting heating equipment—ignoring the costs of a service extension—is likely too expensive for many low income customers. Moreover, because many low-income ratepayers rent rather than own their homes, the decision to switch to natural gas service may not even be many low-income households’ to make.[footnoteRef:48] A Minnesota Housing Partnership report found that, in 2024, 80 percent of low-income MN residents and 20 percent of home owners were cost-burdened, which is defined as spending more than 30 percent of income on housing costs.[footnoteRef:49] These cost burdens and the landlord-tenant agency problem affect both connections to the gas system and heating electrification.  [47:  Xcel Energy’s Reply Comments at 14-15.]  [48:  Examining Minnesota’s Current Homeownership Gap, Twin Cities Habitat for Humanity, February 2, 2024, https://www.tchabitat.org/blog/examining-minnesotas-current-homeownership-gap ]  [49:  2024 State of the State’s Housing Profile with Key Minnesota Findings and Trends, Minnesota Housing Partnership, 2024, https://mhponline.org/wp-content/uploads/2024_State_Profile_Findings_FINAL.pdf ] 


CEE and the HYDRO-Quebec Study

In its Reply Comments[footnoteRef:50], CEE highlights information on both electrification and dual fuel pathways. CEE explains that dual fuel applications will be essential for reducing natural gas use from an emissions and cost standpoints.[footnoteRef:51] [50:  CEE’s Reply Comments at 2.]  [51:  CEE Reply Comments at 9.] 




CEE stated the following, in part:[footnoteRef:52] [52:  Id., at 3-4.] 


[…] both electrification and dual fuel pathways must be pursued simultaneously to achieve state policy goals regarding emission reductions, affordability, and reliability.

[…] In addition, CEE affirms that electrifying significant portions of the economy is critical to meeting the state’s greenhouse gas emission reduction goals under Minn. Stat. § 216H.02, particularly as electric utilities decarbonize under the Carbon Free Standard provisions in Minn. Stat. § 216B.1691.

CEE also explains in its comments that, with the implementation of dual fuel systems, significant concerns about infrastructure costs and rate design arise. According to CEE, because gas infrastructure costs are largely recovered through volumetric rates that rely on natural gas sales, and because natural gas sales are expected to decline with electrification, rates experience upward pressure to recover the infrastructure costs.[footnoteRef:53]  [53:  Id., at 10-11.] 




CEE addresses the challenges of declining gas sales and paying for gas infrastructure costs by describing the Hydro-Quebec/Énergir Model being implemented in Quebec.[footnoteRef:54] In this model, dual fuel customers heat primarily with electricity switching automatically to natural gas based on a switchover temperature. While Hydro-Quebec is a winter peaking electric utility (Énergir is the gas distribution utility in Quebec), natural gas is expected to be used on days when the temperature is below the switchover temperature threshold.[footnoteRef:55] [54:  Id., at 2, 11-20.]  [55:  Ibid.] 




The dual fuel offering was approved in two stages: the first stage of Énergir and Hydro-Quebec’s dual fuel proposal was approved in May 2022; and the second stage in May 2023.[footnoteRef:56]  The dual fuel model requires electric space and water heating equipment to complement existing gas systems. It includes a distinct rate design structure that incentivizes electricity use above a switchover temperature (e.g., -12 or -15 degrees Celsius) and natural gas use below it.[footnoteRef:57] [56:  Id., at 20.]  [57:  Ibid.] 




According to CEE, there were two phases of implementation with the first dual fuel offering available to residential customers in June 2022 and the second dual fuel offering available to “commercial and institutional” customers in November 2023.[footnoteRef:58] One key aspect of this model is that Hydro-Quebec makes an annual payment to Énergir, known as the Greenhouse Gas (GHG) Contribution. This payment partially compensates Énergir for the natural gas capacity benefits it provides to Hydro-Quebec, attempts to ease the impacts on Énergir's ratepayers, and appears to reward Énergir for its role in potentially reducing GHG emissions. The payment is proportional to the customer's reduced natural gas consumption. That is, the actual “GHG Contribution” may be less if the decrease in natural gas consumption is lower than expected, or more if it is higher than expected.[footnoteRef:59]  [58:  Ibid.]  [59:  Ibid.] 




CEE also stated that with this model both utilities experience negative financial impacts. CEE stated the following:[footnoteRef:60] [60:  CEE Reply Comments at 17-18.,] 


Under both scenarios, the financial impacts experienced by Hydro-Quebec and Énergir result in rate increases. To calculate the rate impacts, the utilities use their most recently approved revenue requirements as a baseline. The estimated net financial impact for each scenario is divided by the baseline revenue requirement to produce the percent change to the revenue requirement over time and, as a result, the impact on rates.45

As shown above in Table 2, Énergir customers are projected to experience a cumulative rate increase of 5 percent between 2022 and 2033 under the full electrification scenario, but only a 4.5 percent increase under the dual fuel scenario. Hydro-Quebec customers are projected to experience a cumulative rate increase of 3 percent under the full electrification scenario, but only a 0.9 percent increase under the dual fuel scenario.46

To summarize, rate impacts will be lower for both utilities under the dual fuel scenario, but the difference between the two scenarios is much more significant for Hydro-Quebec. Énergir will still see significant rate impacts under the dual fuel scenario despite providing essential capacity for Hydro Quebec during winter peaks, which, in turn, greatly reduces Hydro-Quebec’s rate impacts. [citations omitted].

CEE then goes on to describe the applicability of the model in Minnesota, noting the similarity that both Quebec and Minnesota are in cold climates with decarbonization goals.[footnoteRef:61] However, CEE also goes on to describe certain key differences between Quebec and Minnesota as discussed below. [61:  CEE Reply Comments at 20-22.] 




Heating Sources.



In Quebec, the vast majority of homes heat primarily with electricity, with only about 6 percent relying on heating primarily with natural gas. Whereas in Minnesota, two out of every three homes heat primarily with natural gas.[footnoteRef:62] Thus, “decarbonizing building heat is therefore a smaller-scale task in Quebec than in Minnesota”.	Comment by Teigland, Peter (He/Him/His) (COMM): I couldn’t find where CEE wrote this, so I dropped the quotation marks.	Comment by Shah, Sachin (COMM): Hello Peter - It's at page 22 of CEE Reply Comments, right after footnote 65. Thanks. [62:  CEE Reply Comments at 22.] 




Utility Ownership and Generation Sources.



Quebec utilities also have different ownership models and generation mixes than Minnesota utilities. Hydro-Quebec is provincially owned and relies almost entirely on hydropower. Minnesota's largest utilities are investor-owned. CEE states the following:[footnoteRef:63] [63:  Ibid.] 


Hydro-Quebec is owned by the provincial government, while Minnesota’s largest utilities are investor-owned. Hydro-Quebec provides about 99 percent of Quebec’s hydropower, which makes up 94 percent of the province’s electricity generation, creating an abundance of carbon-free electricity.66 Énergir is a privately-owned company, with 81 percent of its ownership held by the Caisse de Depot et Placement du Quebec (CDPQ), which manages Quebec’s pension plans, and 19 percent held by the Fonds de Solidarite FTQ, a labor investment fund.67 Énergir has committed to reaching net zero emissions as a company by 2050 using renewable natural gas, energy efficiency, and the dual fuel agreement.68 [citations omitted].

Administrative Burden



According to CEE, the administrative burden of coordination is lower in Quebec compared to Minnesota. CEE states the following:[footnoteRef:64] [64:  Ibid.] 


Finally, with Hydro-Quebec serving most of Quebec and Énergir providing most of the province’s natural gas needs, the administrative burden of coordinating between electric and gas utilities is lower compared to that of Minnesota utilities, which sometimes overlap with many other utilities.

Note that in Minnesota not only do many electric service territories overlap with gas utilities, but also only some utilities are rate-regulated by the Commission. Thus, CEE appears to question how effective the Hydro-Quebec/Énergir Model would be if that particular model approach were to be applied to Minnesota; the Department shares that concern.

Energy Conservation and Optimization (ECO) Heat PUmp Data

A number of parties have provided information in initial and reply comments about the growth in demand for heat pumps and related electric heating technologies in Minnesota. The Department’s ECO unit also observed this growth in its review of CenterPoint’s Natural Gas Energy Conversation and Optimization 2024 Status Report & Associated Compliance Filings[footnoteRef:65] and discussed it in the Department’s Proposed Decision.[footnoteRef:66] Table 1 below shows that CenterPoint’s air source heat pump rebate activity for existing homes and its Efficient Fuel Switching programs have greatly surpassed its approved goals. The high demand for these programs demonstrates that the public has a strong appetite for heating fuel switching if provided with adequate incentives. [65:  Natural Gas Energy Conservation and Optimization 2024 Status Report & Associated Compliance Filings, CenterPoint Energy, 2024 ECO Status Report and Associated Compliance Filings, May 1, 2025, Docket No. G008/CIP-23-95, (eDockets) 20255-218452-01.]  [66:  Natural Gas Energy Conservation and Optimization 2024 Status Report & Associated Compliance Filings, Department ECO Unit, Proposed Decision, June 23, 2025, Docket No. G008/CIP-23-95, (eDockets) 20256-220157-01.] 




Table 1: CenterPoint’s 2024 ECO Heating Electrification Program Performance



		Program and Segment

		Spending

		Savings

		Participants



		

		Approved

		Actual

		% of Approved

		Approved

		Actual

		% of Approved

		Approved

		Actual

		% of Approved



		Home Efficiency Rebates Program

		$476,400

		$2,700,497

		567%

		7,837

		43,473

		555%

		300

		1,661

		554%



		Efficient Fuel-Switching Market Segment Total

		$608,338

		$2,755,947

		453%

		8,540

		43,548

		510%

		689

		1,786

		259%







Public Comment 



The Department notes a public comment by Jason Willett, former Metropolitan Council’s Environmental Services (MCES) Finance Director, who observes that connections to the metro wastewater systems are very similar to the extension of natural gas service but are treated completely differently.[footnoteRef:67] Under Minn. Stat. § 473.517, subp. (3) and § 444.075, subp. (3) new customers must pay to be connected to the system and also pay for the capacity needed in the pipes and wastewater treatment plants to accommodate them. Mr. Willett states: [67:  In the Matter of a Commission Evaluation of Changes to Natural Gas Utility Regulatory and Policy Structures to Meet State Greenhouse Gas Reduction Goals, Jason Willett, Public Comments, August 26, 2025, Docket No. G999/CI-21-565, (eDockets) 20258-222479-01.] 


Wastewater treatment clearly is a public good, yet, the state requires, in some cases (like MCES) and in other cases allows charging new customers for connection charges AND availability in the existing system. Natural gas extension should require both too.[footnoteRef:68] [68:  Id.] 


The Department agrees that the connection to the wastewater treatment system is similar to the process of extending natural gas service, but customers face the full cost of receiving this service.  The implementation of free footage allowances was due to natural gas being perceived as a public good and expansion of the service was in line with State goals and Statutes. As discussed in the Department’s initial comments, the State’s goals and Statutes have changed in the thirty years since the implementation of the free footage allowances in 1995.[footnoteRef:69] The treatment of wastewater system connections demonstrates that even public goods do not necessarily need subsidies like those given for natural gas service connections. [69:  Department’s Initial Comments at 5-8.] 


[bookmark: _Toc174055968]DEPARTMENT RECOMMENDATIONS 

The Department maintains its recommendation from its initial comments that the Commission eliminate the free footage allowance for all Minnesota gas utilities.
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