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m COMMERCE
DEPARTMENT
Before the Minnesota Public Utilities Commission

PUBLIC Comments of the Minnesota Department of Commerce

Docket Nos. G999/CI-21-135 and G011/M-21-611

. INTRODUCTION

The Minnesota Department of Commerce, Energy Division (Department) appreciates the opportunity
to provide comments on Minnesota Energy Resources Corporation’s (MERC, the Company) annual
compliance filing submitted August 1, 2024, for these two dockets. These two dockets can be thought
of as two aspects of the Commission’s response to the costs associated with the February 2021 Pricing
Event (PE). Docket no. GO11/CI-21-611 focused primarily on the recovery of the costs resulting from
the February 2021 Pricing Event. Docket no. G999/CI-21-135 was more concerned with MERC's efforts
to improve its ability to mitigate the risk of price spikes on a forward-looking basis.?

MERC’s 2024 Annual Compliance Filing (ACF) introduced a new twist compared to the Company’s 2023
ACF. Natural gas wholesale prices spiked across Minnesota and the Upper Midwest on January 13t
through the 16%™ 2024 (January 2024 Pricing Event). This event triggered a reporting requirement that
was included in the Commission’s February 17, 2023, Order related to rapid price increases.?

The Company estimated its weighted average cost of gas (WACOG) for its Consolidated (CON) system
to be $2.582/Dth in its January 2024 Purchase Gas Adjustment (PGA) filing.> MERC paid $16.215/Dth
for 3,000 Dth/day at Emerson for daily gas during the January 2024 pricing event and $16.295/Dth for
daily gas at the Centra-Spruce location between January 13" and 16".# The average cost of gas for
those two transactions was $16.240/Dth and was 6.3 times higher than the Company’s monthly PGA
estimate.

! The Commission requirement for annual compliance filings for these two dockets was included in its ORDER REQUIRING
ACTIONS TO MITIGATE IMPACTS FROM FUTURE NATURAL GAS PRICES SPIKE, SETTING FILING REQUIREMENTS AND
INITIATING A PROCEEDING TO ESTABLISH GAS RESOURCE PLANNING REQUIREMENTS, issued February 17, 2023, at Order
pt. 15 (February 17t Order).

2 |bid at Order Pt. 3. If a gas utility in this docket pays prices on the daily spot market that exceed five times the average
price of gas in the utility’s filed purchased-gas adjustment for the current month when the gas was purchased, the utility
shall make a filing to the Commission within 14 days identifying: A. Its costs for procuring gas for Minnesota customers
while gas prices were inflated above this amount, B. What actions the utility took to account for or mitigate those costs,
and C. Justifications for why its actions were prudent.

3 MERC’s service area is divided into two systems, the Northern Natural Gas (NNG) system and the Consolidated system
(CON). The NNG system serves customers in southern and central Minnesota. The CON system serves customers in
northern Minnesota.

4 Compliance filing, January 26, 2024, at p 2.
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MERC made that filing on January 26, 2024. Perhaps the most interesting aspect of MERC’s January
2024 Compliance filing was the statement “there were no daily purchases on the MERC NNG system”.>
The Department will review this development in a later section.

The Commission identified several reporting requirements to be included in each utility’s annual
compliance filings. For clarity, the Department separated those reporting requirements into two
timeframes, short-term (up to 5 years) and long-term (beyond 5 years). The Department then further
divided those reporting requirements into those related to the supply and those related to the demand
of natural gas respectively for the different time periods.

The short-term supply related reporting requirements are primarily focused on the review of
operational changes to the gas supply function that could provide ratepayers with better protection
against short-term price spikes.? The topics included are: 1) Availability and cost of contracting,
hedging, and supply options to mitigate the risk of short-term price spikes; 2) Utilization of baseload
purchases; 3) Optimization of Company-owned and third-party storage facilities; 4) Optimization of
peak shaving facilities; 5) Potential for improvement of interstate pipeline supplier diversity; and 6) A
monthly forecast of the upcoming winter heating season which includes demand minimum, average
and maximum load requirements and the Company’s planned mixed of baseload, spot supply and
storage by day.” The short-term demand-related reporting requirements include: 1) Development of
interruptible tariffs that contain an economic curtailment provision; and 2) Research and development
concerning voluntary conversation efforts directed at the general public.?

The Commission didn’t identify any long-term supply or demand reporting requirements. Rather, the
Commission initiated a Gas Integrated Resource Plan (IRP) process that combined long term supply and
demand issues.’®

Regarding the questions included in the Commission’s Notice of Comment in this proceeding, they
include the following:

e Does the natural gas utilities annual compliance filings comply with the Commission’s Orders?
e Should the compliance filings be accepted and approved?

e Should the Commission make any changes to future compliance filing requirements?

e Are there otherissues or concerns related to this matter?

5 January 2024 Compliance filing filed January 26, 2024, at p. 2.

% |bid at Order Pts. 5, 6, 7, 11, 12, and 14.

7 Topics 5 and 6 are to be filed in a company’s demand entitlement and annual hedging filings respectively.
8 |bid at Order Pt. 2 and 11.

°Ibid at Order Pt. 16.
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L. PROCEDURAL BACKGROUND?*?

February 12 through 22,
2021

February 23, 2021

March 2, 2021

March 10, 2021

March 22 through July

19, 2021

August 30, 2021

September 20, 2021,
through May 24, 2022

October 19, 2022

February 17, 2023

August 1, 2023, through
July 30, 2024

A combination of significant disruptions in natural gas supply combined
with a sharp rise in natural gas demand, led to an extraordinary increase
in natural gas spot market prices in Minnesota. The effects of the price
spike were amplified by the closure of the wholesale natural gas markets
for the three-day Presidents Day holiday weekend (February 2021 Pricing
Event).

The Commission held a Planning Meeting regarding the recent pricing
event (PE) and authorized an investigation in Docket No. GO08/CI-21-
135.

The Commission issued an Order Opening Investigation into the Impact
of Severe Weather in February 2021 on Impacted Minnesota Natural Gas
Utilities and Customers in Docket No. G999/CI-21-135.

The Commission issued a request for initial filings and notice of
comments period with an initial date of April 9, 2021, in Docket No.
G999/M-21-135.

The Commission solicited comments from affected utilities and
interested parties on the procedural, cost-recovery and policy issues
identified in the wake of the February 2021 PE.

The Commission issued its ORDER GRANTING VARIANCES AND
AUTHORIZING MODIFIED COST RECOVERY SUBJECT TO PRUDENCE
REVEW, AND NOTICE OF AND ORDER FOR HEARING. This Order created
Docket No. G011/CI-21-611.

The Office of Administrative Hearings (OAH) held a contested case
hearing on the issue and provided its report on findings of fact,
conclusions of law and recommendation.

The Commission issued its ORDER DISALLOWING CERTAIN NATURAL GAS
COSTS AND REQUIRING FURTHER ACTION.

The Commission issued its ORDER REQUIRING ACTIONS TO MITIGATE
IMPACTS FROM FUTURE NATURAL GAS PRICE SPIKES, SETTING FILING
REQUIREMENTS, AND INITIATING A PROCEEDING TO ESTABLISH GAS
RESOURCE PLANNING REQUIREMENTS.

MERC filed its 2023 ACF. The Department provided comments on that
filing. The Commission issued an order accepting and approving the
Company’s 2023 Annual Compliance Filing.

10 Attachment 1 provides a more detailed procedural background for this proceeding. The Department truncated this
section of its comments for editorial purposes. This proceeding has been active for three and a half years and included a
contested case hearing with four utilities and numerous interested parties participating. A complete table delineating the
procedural background would take several pages.
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January 26, 2024 MERC submitted a compliance filing on the cost impacts due to extreme
market conditions.
August 2024 MERC filed its 2024 ACF. The Commission issued a notice of comment

period for MERC’s 2024 Annual Compliance Filing.

1l. DEPARTMENT ANALYSIS

The Department’s analysis begins with its responses to the Commission’s questions included in its
Notice of Comment (NOC) in this proceeding dated August 29, 2024. Next, the Department
summarizes MERC's Initial Comments (IC) filing. This filing discussed the Company’s plans for
modifying its internal processes to mitigate the risk of short-term price spikes. That filing and those
made by the other affected gas utilities along with the filings and comments from the various parties in
the proceeding formed the basis for the Commission’s reporting requirements required in MERC's
annual compliance filing.*!

Next, the Department reconciles the information in the Company’s 2024 ACF with the ACF reporting
requirements included in the Commission February 17, 2023, Order. The Department summarizes an
analysis MERC completed that attempted to estimate the value of MERC’s efforts to mitigate the short-
term price spike resulting from the January 2024 PE relative to the Company’s efforts during the
February 2021 PE.

A. RESPONSES TO COMMISSION’S QUESTIONS

The Department provides its responses to the Commission’s questions follow in the order presented in
the NOC.
A.1. Does the natural gas utilities annual compliance filings comply with the
Commission’s Orders?

The Department concludes that MERC’s 2024 Annual Compliance Filing complies with the
Commission’s Orders related to this proceeding.

A.2. Should the compliance filings be accepted and approved?
The Department recommends the Commission accept and approve MERC’s 2024 ACF.
A.3. Should the Commission make any changes to future compliance filing requirements?

The Department did not identify any changes that it recommends the Commission implement
regarding future compliance filing requirements.

1 MERC’s IC was filed on September 15, 2022, in this proceeding.

4
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A.4. Are there other issues or concerns related to this matter?

The Department did not identify any issues or concerns at this time.
B. SUMMARY OF XCEL’S GAS PRACTICES COMMENTS

During its review of the prudency of the four utilities seeking the recovery of extraordinary gas costs in
August 2022, the Commission required the gas utilities to file a plan that addressed the question of
how those same utilities were modifying their practices to protect ratepayers from future
extraordinary gas prices spikes.?

MERC listed six supply-side and three demand-related modifications it had implemented since the
February 2021 PE.13

B.1. Modifications Implemented since the February 2021 PE
The supply-related changes included:

1) Gas contracting — the Company issued a Request for Proposals (RFP) for call options priced at
the First of Month index rather than daily pricing. MERC noted this product would provide it
with the ability to call on gas supplies when needed without the having exposure to the daily
market prices. Unfortunately, the Company didn’t receive any cost-effective bids for the
requested product.

2) Gas Purchasing — MERC has added baseload supply priced at FOM index and decreased planned
daily purchases thereby reducing its exposure to the daily market.

3) Storage —the Company increased its ANR storage by 5,000 Dth/day and continues searching for
other potential storage options.

4) Hedging — MERC continues to use financial futures and call options, while simultaneously
researching new products or services that could help mitigate hedge price risk.

5) Transportation tariff modifications — tailoring the Company’s imbalance penalties such that
they are consistent with the imbalance penalties included in the interstate pipelines’ tariffs.

6) Market reform - advocating for changes to the North American Energy Standards Board
(NAESB) standard contract for gas purchasing;

12 5ee Commission Notice of Comments issued August 23, 2022, in Docket Nos. G999/CI-21-135, GO08/M-21-138, G004/M-
21-235, G002/ClI-21-610 and G011/CI-21-611.
3 MERCIC at p. 2-5
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The demand-related changes included:

1) A continuation of the Communication Plan it filed on November 1, 2021, in this proceeding.'*

2) An economic curtailment proposal the Company formulated with the three other rate-
regulated gas utilities.®®

3) Improvements to its daily forecasting protocols for transportation customers, in part by
reclassifying its largest electric generation customer.

These modified practices then formed the basis for the ACF reporting requirements.
B.2. Natural Gas IRP

The Company discussed Gas IRP in some detail. Given the amount of attention the Commission has
given this process over the year or two, the Department doesn’t see much value in summarizing
MERC's discussion of this topic in this proceeding.

C UPDATE ON MERC’S EFFORTS TO MITIGATE THE RISK OF SHORT-TERM
NATURAL GAS PRICE SPIKES

The Department reconciles the Commission’s ACF reporting requirements with the information the
Company included in its 2024 ACF filed August 1, 2024. The Department then reviews the Company’s
performance during the January 2024 Pricing Event to determine if MERC's modifications to lower
ratepayers’ risk from short-term price spikes has been successful.

C.1. Gas Contracting

Consistent with the discussion in its Initial Comments, MERC noted that it had continued to pursue the
use of call options priced at the first-of-month (FOM) index, not daily pricing. This financial instrument
provides the Company with the flexibility to call on gas supplies when needed, minimizing the exposure
to the volatility of the daily market. MERC noted that it had had some success in negotiating what it
called “Supply Call Options” for the 2024-2025 heating season.

The Department asked in IR #85 asked how the Company modified its gas supply processes to be able
to avoid purchasing any daily natural gas on NNG during the January 2024 Pricing Event.'® The
Company responded:

For the 2023-2024 winter heating season, MERC issued several requests
for proposals (RFPs) as part of an Asset Management Agreement (AMA)
that includes capacity releases as well as call options that have traditionally
been based on daily prices but were requested to be based on first-of-

14 Ibid at p. 6. The Company noted the difficulties associated with voluntary conservation efforts during price spikes.
15 Ipid at p. 5 — 6.
16 Attachment 2 includes Department IR #85 and the Company’s response.

6
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month pricing. Despite there being minimal interest by counterparties to
offer FOM calls in past years, MERC was able to execute an agreement that
includes FOM call supply at several different Northern Border Pipeline and
Northern Natural Gas interconnects. The other RFP was at a different
supply basin (NNG Ventura) which resulted in no suppliers submitting
responses.

In this instance, MERC managed to mitigate the risk of short-term price spikes on NNG cost-effectively.
That result is one the Department would like to see generalized to all Minnesota’s gas utilities.

Unfortunately, it is the Department’s impression that the Company’s ability to secure these FOM call
options was due to the decentralized nature of the wholesale natural gas market and system and
perhaps some contract anomalies. Hence, the Department doesn’t believe that MERC’s approach can
be generalized and used by other gas utilities serving Minnesota. The lack of responses to the
Company’s RFP for the same product for the NNG-Ventura supply basis appears to support this
conclusion.

As noted earlier, MERC has similar agreements in place for the current heating season (2024-2025) so
its ratepayers served by NNG will continue to have that protection from short-term price spikes for
another heating season.

C.1.1. Geographic Diversity of Supply

The Department asked about this topic in Department IR #78 requesting a narrative that discussed the
Company efforts since the February 2021 PE.Y” MERC responded:

MERC ensures that it procures its gas supply at the locations that are
identified as the primary receipt location on their transportation service
agreements (aka capacity). This is to maximize the reliability of gas
deliveries, as using capacity at a location other than the contractual
primary locations will likely result in some gas not being delivered. The
other opportunity that would allow for more geographic diversity is for
when new pipeline capacity purchases are made. Since 2021, MERC has
made several capacity purchases to meet its peak day requirements.

MERC then listed transportation service agreements in its response.

17 Attachment 3 includes Department IR #78 as well as the Company’s response.

7
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C.1.2. Pipeline Transportation Capacity

The Department in IR #82 asked about the Company’s efforts to use transportation capacity on
interstate or in-state pipelines to mitigate the risk of short-term price spikes during the winter heating
season.'® The Company explained:

There have not been any meaningful options to utilize the Company’s
transportation capacity on the interstate pipelines differently to mitigate
the risk of short-term price spikes. Further, the pipelines have not offered
any service changes that could allow for the transportation capacity to be
used any differently to mitigate the risk of short-term prices.

The Department included this discussion to highlight the minimal actions the interstate pipelines have
offered to help their customers mitigate the risk of short-term price spikes.

C.2. Gas Purchasing

Department IR #79 asked for the Company’s annual winter supply plans by PGA area beginning in the
2020-2021 through the 2024-2025 heating seasons.

Charts 1 through 3 (following pages) summarize MERC'’s winter heating season procurement strategies
for 2020-2021 through 2024-2025 in percentage terms for daily, monthly and storage gas supplies.
Chart 1 provides the information for the Company’s NNG PGA area. Chart 2 provides the same
information for MERC’s Consolidated PGA area. Chart 3 provides a total Company perspective.

MERC purchased a little over 25% of its winter needs via daily gas supply for the 2020-2021 heating
season. After the February 2021 PE, the Company began to lower that percentage to lessen its
exposure to price spikes in the daily market. For the 2024-2025, MERC forecasted it would only
purchase around 10% of its winter heating season needs via daily contracts. The percentage of the
winter heating season requirements purchased by way of monthly contracts increased during this
same period from 34% to 51% for the same reasons the percentage of the daily contracts sourced
declined. The percentage of the winter heating season needs supplied by storage remained constant,
declining from 40% to 39%. The difficulty of securing new storage facilities likely contributed to this
result.

18 Attachment 4 includes Department IR #82 as well as the Company’s response.

8
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Chart 1 - Comparison of Forecasted Purchases for 2020-2021 through 2024-2025 Winter Heating
Seasons for its NNG System?®
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Daily Monthly Storage

Chart 2 (following page) compares 2020-2021 through 2024-2025 winter heating season plans for
MERC’s Consolidated PGA area.

Chart 2 demonstrates a similar pattern to Chart 1. MERC planned to purchase 32% of its winter
heating season supply via the daily market during the 2020-2021 heating season. That percentage has
declined each year since then. For the upcoming 2024-2025 season, the Company planned to purchase
approximately 14% of its needs for the CON system using daily contracts. The percentage of monthly
contracts increased from a little more than 32% in 2020-2021 to almost 52% for the upcoming heating
season (2024-2025). Storage increased from around 26% during the 2020-2021 season to almost 35%
for the upcoming 2024-2025 heating season. MERC was able to secure additional storage for this
portion of its service area through a contract for 5,000 Dth of incremental storage delivery from ANR-
5.20

1% Attachment 5 includes Department IR #79 as well as the Company’s response.
20 |nitial Comments filed September 15, 2022, at p. 4.
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Chart 2 - Comparison of Forecasted Purchases for 2020-2021 through 2024-2025 Winter Heating
Seasons for its Consolidated System??

60.0%

50.0% /\

40.0%

30.0% \
20.0% \

10.0%

0.0%
2020 2021 2022 2023 2024

s Dajly e Monthly Storage

Chart 3 compares 2020-2021 through 2024-2025 winter heating season plans for MERC's entire service
area.

Chart 3 - Comparison of Forecasted Purchases for 2020-2021 through 2024-2025 Winter Heating
Seasons for MERC Total Company??
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This chart also demonstrates a decrease in daily contracts and increase in monthly contracts and
storage remains constant during that five-year period.

21 See Attachment 5.
222024 ACF, filed August 1, 2024, at p. 6.
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Order Point 6 of the Commission’s February 17, 2023, Order requires affected utilities to discuss plans
to incorporate more baseload purchases. The Department concludes that MERC has complied with
that reporting requirement.

C.3.  Storage

Order Point 7 of the Commission’s February 17, 2023, Order addressed the topic of MERC “exploring
modifications to storage inventory management that could preserve withdrawal capabilities for later in
the winter”. MERC provided a detailed discussion of its reasoning for using NNG’s Three-Step Firm
Deferred Delivery (FDD) Service Withdrawal Option in its 2024 ACF of its NNG-served service area.?3
The Department found this passage interesting.

Prior to the 2022-2023 winter, MERC explored options for greater
withdrawal capabilities for later in the winter. MERC reviewed the NNG
tariffs for storage service and was able to amend its firm storage contract
to go from a 4-step storage service to a 3-step storage service. In a 4-step
storage service, which MERC had during the 2020-2021 winter, MERC’s
maximum storage withdrawal capability drops by 23% on February 1, and
then drops again on March 1 by another 25%. A 3-step storage service
does not reduce its maximum storage withdrawal capability until February
15, extending MERC'’s full withdrawal rights, which covers MERC for the
highest statistical chance of realizing a peak demand day.

The Department considers MERC’s approach to be reasonable. During a conference call with the
Company in October 2024, the Department asked about MERC's efforts to expand third-party
underground storage volumes. The Company responded that it continues efforts to secure additional
third-party storage.

The Department notes MERC’s efforts and concludes the Company complied with the reporting
requirement in the Commission’s February 17, 2023, Order at Order Point 7.

C.4. Hedging

Regarding hedging, MERC’s most recent filing on this topic was in Docket no. G011/M-20-833. The
Commission approved the Company’s filing while requiring several reporting requirements. The rule
variances necessary to allow the Company to continue its hedging program were approved and this
approval will lapse on June 30, 2025.24 MERC’s hedging program is consistent with Xcel’s and

232024 Annual Compliance filing filed August 1, 2024, at p. 6.
24 Commission Order dated April 9, 2021, in Docket No. G011/20-833.

11
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CenterPoint’s. The Company didn’t report any significant changes in any of the compliance filings it
submitted during the past several months.

The Department concludes that the Company has complied with Order point #5 in its 2024 ACF.
C.5. Transportation Tariff Modifications

While the Company didn’t reference transportation tariff modifications, it did note that it notified its
transportation customers well in advance of the January 2024 PE, reminding them of their
requirements per the Company’s tariff. MERC also was in contact with the marketer for several of the
Company’s large transportation customers regarding the nominations on behalf of those customers.
This helped MERC manage its Supply Reserve Margin.?®

C.6. Market Reform — Modifications to the North American Energy Standard Board’s
(NAESB) Gas Purchasing Contract

This reporting requirement is included in Order Point 4. MERC pursued beneficial reforms to the
document but was unsuccessful in its efforts.?® Specifically, a weighted vote by NAESB’s participants
rejected a proposal sponsored by MERC and several other participants. The Department notes MERC's
efforts and concludes the Company complied with the reporting requirement in the Commission’s
February 17, 2023, Order at Order Point 4.

C.7. Other Reporting Requirements — Peak Shaving, Supply Mix across Different Load
and Weather Conditions

MERC doesn’t have specific reporting requirements regarding peak shaving, unlike CenterPoint and
Xcel. This absence of reporting requirements is reasonable since MERC doesn’t have any peaking
facilities in Minnesota. That situation could change, however, since the Company noted in its 2024 ACF
that it had identified the Farmington area as a potential site for a new peak shaving facility. The
Company discussed this possibility in its most recent Contract Demand Entitlement filing for its NNG
service area.?’ In IR #81, the Department also asked about this topic, particularly about cost estimates
and location. The Company explained it had not developed a cost estimate as MERC is currently
scoping the project.?®

The Department notes MERC’s efforts in developing a peak-shaving facility in Minnesota. This reporting
requirement may become applicable at some point in the future.

25 Compliance filing submitted January 26, 2024 at p. 3.

26 2024 ACF, filed August 1, 2024, at p. 3.

27 Docket No. G011/M-23-359.

28 Attachment 6 includes Department IR #81 and MERC’s response.

12
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Order Point #10 of the February 17, 2023, Order addresses supply across different load and weather
conditions. MERC didn’t provide any information on this topic in its 2024 ACF. That is likely because
the reporting requirement is tied to a gas utility’s “relevant annual, forward-looking gas planning or
hedging filing”. The Commission doesn’t currently require MERC to make that type of filing annually.
Once it does, the Department assumes MERC will provide that information in that filing or in its

upcoming hedging filing.
C.8. Update on Customer Communications

The February 17, 2023, Order addresses this topic at Order point #11. The Department notes that
MERC did make a compliance filing on this topic on November 1, 2021, consistent with the
Commission’s August 30, 2021, Order Granting Variances and Authorizing Modified Cost Recovery
Subject to Prudence Review and Notice of and Order for Hearing (the “August 2021 Order).?® The
Company developed protocols for customer outreach using multiple means of communication. MERC
also completed a study on the topic of how customers responded to call for voluntary conservation.
The study concluded that a high percentage of residential customers were willing to lower their
thermostats at the Company’s request during periods of high gas prices. Commercial and Industrial
customers were not as willing to voluntarily conserve. MERC’s conclusion was that a call for
conservation of C&lI firm sales customers “may not achieve a significant reduction in natural gas
usage.”30

The Company didn’t initiate a call for voluntary conservation during the January 2024 PE. MERC
explained its reasoning as the following:

MERC’s exposure to price increases in the daily market during January 11
to January 18, 2024, were limited to the Consolidated Purchased Gas
Adjustment (PGA) and the amount of needed daily purchases on the
Consolidated system were minimal. As such, the Company did not classify
the event as requiring a call for conservation from customers, nor did the
Company classify the event as requiring a call for economic curtailment of
interruptible customers per Section 5 of MERC's Commission-approved
tariffs.

C.9. Interruptible Customers Curtailment

MERC participated in the Joint Utilities Economic Dispatch Proposal (EDP) that was filed on September
15, 2022. The Commission rejected the Joint Utilities EDP in its February 17, 2023, Order at Order
point #1. The Commission then included a requirement that all the affected utilities file updates to

2 Docket Nos. G999/ClI-21-135 and G011/CI-21-611.
30 2024 ACF, filed August 1, 2024, at p. 9.

13
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their existing interruptible tariffs to address economic interruptions at Order point #2. The
Commission also noted the affected utilities could also propose new or alternative interruptible
tariffs.3!

It is the Department’s understanding that the Company will update its interruptible tariffs in its next
general rate case. It is also the Department’s understanding that MERC has not completely complied
with the Commission’s reporting requirement on this topic, but functionally the Company is using gas
commodity prices as an input into its protocol for curtailing interruptible customers.

Turning to the January 2024 PE, MERC noted that it didn’t initiate interruptible curtailment for
economic purposes.

Department information request #77 asked the Company for an estimate of the avoided gas costs if
MERC had elected to curtail its interruptible customers during the January 2024 PE. The Company’s
response was:

MERC'’s decision not to economically curtail was due to the market prices
being in the $4-S7/Dth range at Emerson at the time the decision was
needed to be made to conduct daily spot purchases (which was by 8:15
a.m. the day before the flow date) which is below the price (520/Dth) at
which MERC would consider economically curtailing interruptible.

MERC also noted the holiday weekend required it to purchase gas for the following Saturday through
Tuesday (January 13t-17t) and to have purchased that gas by 8:15 a.m. on Friday January 12™. Given
the timing of events, the Company estimated the actual avoided gas costs associated with curtailing its
interruptible customers during the January 2024 PE to be $0. MERC did include a theoretical estimate
of avoided gas costs in its response as well. That amount was equal to $141,292.3?

The Company’s success in mitigating short-term price risk in the daily market for natural gas for both
its NNG and Consolidated PGA areas allowed it the flexibility not to have to curtail interruptible
customers for economic purposes during the January 2024 PE.

While the Department understands the economic reasoning for the Company not curtailing its
interruptible customers in this case, there is also a process argument that suggests the more often a
gas utility curtails its customers, the more accustomed the customers will become to being curtailed.
MERC missed an opportunity to reinforce that mechanism by not curtailing any interruptible customers
during the January 2024 PE.

31 February 17, 2023, Order at Order Pt. 2.

32 attachment 7 includes Department IR #77 as well as the Company’s response. The Department also notes that the Office
of the Attorney General’s Residential Utilities Division (OAG-RUD) in OAG IR #13 in Docket no. G999/CI-21-135 asked a
series of questions regarding the specifics of the Company’s interruptible program during the January 2024 PE. That IR is
included as Attachment 8 to the Department’s Comments.
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C.10. Supply Margin Reserve

This issue was initially discussed in the Direct Testimony of Matthew J. King from GDS Associates on
behalf of the Department.33 Mr. King noted that it is a typical practice for a gas utility to hold sufficient
firm transportation rights and local resources to meet the utility’s usage on the historically coldest day
it has recorded and the corresponding forecasted demand on its distribution system. The difference
between the supply and demand is defined as the Supply Reserve Margin. In its February 17, 2023,
Order, the Commission included a requirement that utilities focus on improving their supply reserve
margin efforts to minimize those quantities.

MERC discussed its efforts to develop a more accurate forecast in its transportation customers in its
IC.3* The Company had had some issues with that forecast during the February 2021 PE which
affected its supply reserve margin. The Company discussed this topic in its 2024 ACF revisiting its
earlier discussion about the improvements to the transportation forecast.?> The small amount of extra
gas commodity costs MERC incurred during the January 2024 PE suggests that the Company’s efforts to
improve it supply reserve margin have been successful.

The Department notes the Company’s efforts and concludes MERC complied with the reporting
requirement in the Commission’s February 17, 2023, Order at Order Point 8.

C.11. Gas IRP Update

The Department didn’t identify any specific information regarding this topic in the Company’s 2024
ACF. The Company had discussed this topic in Initial Comments.3®¢ MERC suggested pursing that issue
in Docket No. G999/Cl-21-565, also known as “the future of gas” docket.

D. COMPARISON OF MERC’S RESPONSES TO THE JANUARY 2024 AND
FEBRUARY 2021 PRICING EVENTS

D.1. Gas Delivered During the January 2024 Pricing Event - Volumes and Prices

In response to the reporting requirement in the Commission’s February 17, 2023 Order at Order point
3.A, MERC listed two purchases the Company had made during the January 2024 PE that met the
Commission’s threshold criterion of exceeding five time the gas commodity cost included in the
Company’s current monthly PGA.3” The Department’s preliminary estimate of total costs MERC

33 Direct Testimony of Matthew J. King — Revised, Docket No. G002/CI-21-610, filed February 14, 2022, at p. 17.
34 Initial Comments, September 15, 2022, at p.7.

352024 ACF, filed August 1, 2024, at p. 8.

36 |C filing submitted September 15, 2022, at p. 10 -11.

37 Compliance filing in Docket No. G011/CI-21-611, filed January 26, at p. 2.
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incurred during the four-day event for contracts that met the “five times” criterion is $285,832 and the
total volume purchased is 17,600 Dths. The Company verified the Department’s estimated cost in its
response to Department IR #88.38

The two contracts MERC noted in its January 26, 2024, Compliance filing was:

e A Supply Call Option for 3,000 Dth/day for January 13t through the 17t at $16.215/Dth at the
Emerson hub to flow to the Viking pipeline to MERC’s Consolidated PGA service area.

e A Supply Call Option for 1,400 Dth/day for January 13%" through the 17t at $16.295/Dth at the
Centra-Spruce location to flow to the Centra pipeline on the Company’s Consolidated PGA
service area.>®

The Company also noted that both contracts were priced on the Platt’s Gas Daily Midpoint Gas Daily
Emerson Viking GL index.

The results of MERC's efforts to mitigate short-term price spike during the January 2024 PE relative to
its efforts during the February 2021 PE are notable. Table 1 summarizes this information.

Table 1 — Comparison of MERC’s Gas Commodity Costs for the February 2021 and January 2024
Pricing Events

Cost/Recovery Percentage Feb
Event Mechanism |Amount ($) |2021 PE Costs (%)
Feb. 2021 PE

AAA S 13,625,525 18.0%

Extraordinary

Gas Costs S 61,975,882 82.0%

Total S 75,601,407 100.0%
Jan. 2024 PE

Dailiy Gas Cost

greater than 5x

PGA S 285,832 0.378%

While the Department recognizes the February 2021 and January 2024 pricing events were far from
identical, and that company-specific differences in the location of interstate pipeline interconnections
and numerous other factors influence the costs, the difference in the magnitude of the costs for the
two events is notable.

38 Attachment 9 includes Department IR #88 and the Company’s response.
39 See January 26, 2024, compliance filing at p. 2.
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Table 2 provides some additional context regarding the magnitude of the February 2021 and the
January 2024 pricing events on Minnesota ratepayers served by the three of the four affected
companies.*°

Table 2 — Comparison of MERC’s Gas Commodity Costs for the February 2021 and January 2024
Pricing Events to CenterPoint, and Great Plains Natural Gas’ Gas Commodity Costs

% of Feb 2021 PE

Company Event Description Amount ($) Costs
Great Plains [Feb. 2021 [Total S 12,608,301 |NA

Jan. 2024 |Gas Cost greater than 5x PGA S 778,880 6.18%
MERC Feb. 2021 |Total S 75,601,407 [NA

Jan. 2024 |Gas Cost greater than 5x PGA S 285,832 0.38%
CenterPoint Feb. 2021 |Total S 466,100,182 [NA

Jan. 2024 |Gas Cost greater than 5x PGA S 46,975,064 10.08%
Feb 2021 Total S 554,309,890
Jan 2024 Total S 48,039,776 8.67%

The Company’s efforts to mitigate short-term price risk during the January 2024 PE were impressive.
Given the somewhat fluid nature of the wholesale natural gas market, the Department hopes that
MERC will be able to secure an adequate quantity of Supply Call Options to mitigate this risk in the
future.

D.2. Stress Test Analysis

Department IR #86 referenced a filing in the Gas IRP proceeding that included the following description
of an analysis the intervenor thought necessary: “stress test the resource portfolios performance and
costs with, at a minimum, the following conditions:

1) A winter storm screening: an analysis that tests portfolios during the conditions and gas prices
like those experienced during Winter Storm Uri (February 2021 PE)”.%!

The Department asked the Company to complete this analysis using MERC’s 2024 supply portfolio, gas
prices and weather conditions like those experienced during the February 2021 PE. The Department
believed an analysis of those factors would be useful as a point of comparison for the differences
between the two pricing events.

MERC did complete that analysis.*’> The Company considered three difference scenarios using
historical information from the February 2021 PE:

40 Xcel’s information is classified as TRADE SECRET.

41 Docket No. G999/Cl-23-117, Citizens Utility Board Integrated Resource Planning Proposal, filed October 24, 2023, at p. 33.
42 The Department also asked CenterPoint, Xcel, and Great Plains to perform this same analysis. All three companies
declined for various reasons.

17



Docket Nos. G999/CI-21-135 and G011/CI-21-611 PUBLIC DOCUMENT
Analyst(s) assigned: John Kundert

a) Highest Price Scenario — The highest indices occurred on February 17t". A comparison of the
2021 portfolio versus the January 2024 portfolio using this information calculated a decrease in
costs of $13,603,903.

b) Coldest Day Scenario —the coldest day in MERC’s service territory was February 13, A
comparison of the 2021 portfolio versus the January 2024 portfolio using this information
calculated a decrease in costs of $15,118,417.

c) 2024 Design Day Scenario — This scenario was a combination of the highest prices and the
Company Design Day demand. A comparison of the 2021 portfolio versus the January 2024
portfolio using this information calculated a decrease in costs of $15,830,851. 43

The Department’s conclusion after reviewing this analysis is that MERC’s January 2024 portfolio relied
more on storage and baseload purchases and much less on spot or daily gas purchases than they did in
the Company’s February 2021 portfolio. These differences would have resulted in cost savings around
$13 to $16 million in the February 2021 PE for ratepayers if similar conditions to the February 2021
pricing event would have occurred in January 2024.

Both those changes are consistent with the Commission’s directives in these dockets and provided
benefits to ratepayers in the January 2024 PE.

The Department notes that it was required to use previously submitted information provided in this
proceeding to develop an analysis of the cost savings resulting from changes to the gas purchasing
portfolios for CenterPoint and Xcel due to those companies unwillingness to complete the analysis
requested in Department IR #86. The Department didn’t perform that analysis in this docket due to
MERC’s completing the requested analysis.

D.3. Curtailment of Interruptible Customers and Voluntary Conservation Efforts
The Department reviewed MERC’s efforts regarding these two topics in a previous section. The

Department does note that MERC didn’t curtail interruptible customers or initiated a customer
communication effort during the January 2024 PE.

E. EXTRAORDINARY GAS COST-RECOVERY AND MISCELLANEOUS

E.1. Recovery of Extraordinary Gas Costs

The Department provided an update on the Company’s efforts to recover the Extraordinary Gas Costs
(EGCs) resulting from the February 2021 PE in its comments on MERC’s 2023 ACF. The Department
thought it wise to include a similar update for the Company’s 2024 ACF.

43 TRADE SECRET of Attachment 10 includes additional detail on the actual calculations regarding MERC’s response to
Department IR #86..
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On April 1, 2024, MERC filed its quarterly report related to the recovery of costs associated with
February gas market conditions. In Attachment A of that filing, the Company noted that it had
recovered $61,166,064 of the Commission approved amount of $61,975,882 of Extraordinary Gas
Costs in this docket. The under-recovery balance for this account was $809,818.

The Company also stated that consistent with its tariff, MERC would seek approval from the
Commission of that under-recovered balance via the Annual Automatic Adjustment (AAA) Report that
was to be filed September 1, 2024.

In Department IR #87 the Department asked if MERC had requested recovery of the $809,818 under-
recovery in the 2024 AAA Report.** The Company confirmed that it had.*

The Department has no concerns relative to this matter. MERC's proposal appears to be consistent
with the Commission’s directions. Assuming the Company’s 2024 AAA is approved with that cost
included in the PGA True-up, the Company will have completely recovered the gas commodity costs
resulting from the February 2021 pricing event.

E.2. Recovery of January 2024 PE Gas Costs

The Department assumes that MERC will propose to recover the $285,832 of additional gas commodity
costs incurred during the January 2024 pricing event in the Company’s September 2024 AAA Report as
well. The basis for this conclusion is that MERC has not requested a variance to the PGA rules that
would allow it to employ an approach like that which it used for the February 2021 PE.

V. RECOMMENDATIONS

Based on analysis of MERC’s 2024 ACF and the information in the record, the Department has prepared
recommendations, which are provided below. The recommendations correspond to the subheadings
of Section Ill above.

A. RESPONSE TO COMMISSION QUESTIONS

The Department recommends the Commission:

e A.l.- conclude MERC’s 2024 ACF complies with the Commission’s Orders in this proceeding.
e A.2.—accept and approve MERC’s 2024 ACF.
e A.3.—not make any changes to future compliance filing requirements.

e A.4 - conclude no issues or concerns at this time.

B. SUMMARY OF MERC’S GAS PRACTICES COMMENTS

4 Docket No. G999/AA-24-138.
4 Attachment 11 contains a copy of Department IR #87 and MERC'’s response.
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The Department has no recommendations regarding this section.

C. UPDATE ON MERC’S EFFORTS TO MITIGATE THE RISK OF SHORT-TERM
NATURAL GAS PRICE SPIKES

The Department recommends the Commission accept the Company’s 2024 Annual Compliance filing as
being compliance with the Commission’s reporting requirements regarding that filing included in its
February 17, 2023, Order.

D. COMPARISON OF MERC’S RESPONSES TO THE JANUARY 2024 AND
FEBRUARY 2021 PRICING EVENTS

The Department notes that its comparison of the Company’s purchasing strategies during the two
pricing events suggests that changes to MERC’s contracting and purchasing strategies, including supply
call options, as well as increased use of storage products, mitigated some of the short-term risk of price
spikes.

The Department has no recommendations regarding this section.
E. EXTRAORDINARY GAS COST RECOVERY AND MISCELLANEOUS

The Department has no recommendations regarding this section.
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Attachment 1 — Detailed Procedural Background for Docket No. G011/CI-21-611

February 12 through
22,2021

February 19, 2021

February 23, 2021

March 2, 2021

March 10, 2021

May 13, 2021

May 19, 2021

May 20, 2021

June 9, 2021

June 14, 2021

July 6 - 16, 2021

July 19, 2021

A combination of significant disruptions in natural gas supply
combined with a sharp rise in natural gas demand, led to an
extraordinary increase in natural gas spot market prices in
Minnesota. The effects of the price spike were amplified by the
closure of the wholesale natural gas markets for the three-day
Presidents Day holiday weekend (February 2021 Pricing Event) .
CenterPoint filed a letter with the Commission in Docket No.
G008/M-21-138 noting the severity of its gas cost under-recovery
and indicating a concern that the existing Annual Automatic
Adjustment (AAA) might be inadequate to address an under-
recovery of this magnitude.

The Commission held a Planning Meeting regarding the February
2021 Pricing Event (PE) and authorized an investigation into the PE
in Docket No. G999/CI-21-135.

The Commission issued an Order Opening Investigation into the
Impact of Severe Weather in February 2021 on Impacted
Minnesota Natural Gas Utilities and Customers in Docket No.
G999/CI-21-135.

The Commission issued a request for initial filings and notice of
comments period with an initial date of April 9, 2021, in Docket No.
G008/M-21-135.

The Commission discussed procedural issues regarding the two
dockets at its weekly Agenda Meeting.

The Commission issued a notice of comment period which included
questions related to the prudency and potential recovery of costs
associated with the February 2021 PE.

MERC filed reply comments to Commission Notice dated April 1,
2021. Many other parties filed reply comments as well.

The OAG-RUD filed a letter requesting an extension for filing
comments until July 8, 2021 in response to the Commission’s May
19, 2021 notice of comment.

The Commission issued a notice of extension variance for
comments on prudence but maintaining previous comment periods
for other topics until July 6, 2021.

CUB/ECC, CenterPoint, City of Minneapolis (Minneapolis) and OAG-
RUD filed comments. The Gas Utilities (CenterPoint, Great Plains,
MERC and Xcel) filed joint comments in response to the
Commission’s May 10" NOC.

MERC, CUB/ECC, the Department, the Gas Utilities, the Suburban
Rate Authority (SRA), and Minneapolis filed reply comments.



August 2, 2021

August 30, 2021

September 20, 2021
October 22, 2021
November 1, 2021

December 22, 2021
January 21, 2022
February 11, 2022
February 17, 18, and
23,2022

March 15, 2022

March 25, 2022
May 24, 2022

June 3 and 6 2022
August 23, 2022
September 15, 2022

October 14, 2022
October 19, 2022

February 17, 2023

August 1, 2023
October 6, 2023

November 1, 2023
November 13, 2023
January 26, 2024

March 28, 2024
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Page 2 of 3
OAG-RUD filed a letter correcting the disallowances it had
proposed.
The Commission issued its ORDER GRANTING VARIANCES AND
AUTHORIZING MODIFIED COST RECOVERY SUBJECT TO PRUDENCE
REVEW, AND NOTICE OF AND ORDER FOR HEARING. This Order
created Docket No. G002/CI-21-611.
The OAH issued its first prehearing Order.
CenterPoint, Xcel, and the Joint Gas Utilities filed direct testimony.
CPE, Great Plains, MERC and Xcel filed a joint communication plan
compliance filing.
CUB, the Department, and OAG-RUD filed direct testimony.
CenterPoint, Xcel and the Joint Utilities filed rebuttal testimony.
CUB, the Department and OAG-RUD filed surrebuttal testimony.
OAH held evidentiary hearings.

CenterPoint, CUB, the Department, the Joint Utilities, and OAG-
RUD filed briefs.

CenterPoint, the Department and OAG-RUD filed reply briefs.
OAH filed its report on findings of fact, conclusions of law and
recommendation.

CPE, CUB, the Department, LIUNA/Minnesota/North Dakota and
Minneapolis filed exceptions to the Administrative Law Judges
Report

The MPUC issued a notice of comment on forward-looking issues.
Joint Commenters filed comments.

CUB, the Department and the OAG-RUD filed reply comments.
The Commission issued its ORDER ADOPTING SETTLEMENT in this
docket. The Commission also issued a second order that day -
ORDER DISALLOWING CERTAIN NATURAL GAS COSTS AND
REQUIRING FURTHER ACTION.

The Commission issued its ORDER REQUIRING ACTIONS TO
MITIGATE IMPACTS FROM FUTURE NATURAL GAS PRICE SPIKES,
SETTING FILING REQUIREMENTS, AND INITIATING A PROCEEDING
TO ESTABLISH GAS RESOURCE PLANNING REQUIREMENTS.

MERC filed its 2023 annual compliance filing.

Commission issued a notice of comments on MERC’s annual
compliance filing.

The Department filed comments.

MERC filed reply comments.

MERC filed compliance on cost impacts due to extreme market
conditions.

Commission approved MERC’s 2023 compliance filing.



July 30, 2024

August 1, 2024
August 29, 2024
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Commission issued order accepting and approving MERC’s 2023
Annual Compliance Filing.
MERC filed its 2024 Annual Compliance Filing (ACF).
Commission issued a notice of comment period for MERC’s 2024
ACF.
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SEND RESPONSE VIA EMAIL TO: Utility.Discovery@state.mn.us as well as the assigned analyst(s).
Assigned Analyst(s): John Kundert
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Request Number: 85

Topic: Estimate of extraordinary gas costs for January 2024 pricing event
Reference(s): None

Request:

1. Did MERC purchase any gas on NNG during the January 2024 pricing event that met the Commission’s
definition of “Extraordinary Gas Costs’ developed for this proceeding?

2. If not, please explain how the Company modified its gas supply processes to be able to avoid purchasing for
any natural gas gas on NNG during the January 2024 pricing event.

3. Did MERC purchase any gas on the Centra, Great Lakes or Viking pipelines during the January 2024 pricing
event that met the Commission’s definition of “Extraordinary Gas Costs’ developed for this proceeding?

4. What was the total cost of daily gas purchased on those three pipelines during the January 2024 pricing event?

MERC Response:
1. No.

2. Forthe 2023-2024 winter heating season, MERC issued several requests for proposal (“RFPs”) as part
of an Asset Management Agreement (“AMA”) that includes capacity releases and call options that
have traditionally been based on daily prices, but were requested to be based on first-of-month
(“FOM”) pricing. Despite there being minimal interest by counterparties to offer FOM call products in
past years, MERC was able to execute an agreement that includes FOM call supply at several Northern
Border Pipeline and Northern Natural Gas interconnects. The other RFP was at a different supply
basin (NNG Ventura) which resulted in no suppliers submitting responses. MERC will continue to
explore physical products that contribute to protecting customers from daily price spikes.

To be completed by responder

Response Date: 11/12/2024

Response by: Joshua J Fieber

Email Address: Joshua.fieber@wecenergygroup.com
Phone Number: 920-433-1805
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Additionally, since the 2020-2021 winter season, MERC has increased its baseload volumes in an
effort to minimize its exposure to daily prices. Further protection from daily prices will be attained
with the re-contracting of a monthly-priced supply call. While MERC has been successful in reducing
the exposure to daily prices, it continues to look at variations of supply mix that minimize exposure to
daily prices while also contracting for a volume of supply that ensures adequate, reliable supply to
meet the Company’s demand . Overall, MERC has been consistently able to reduce its exposure to
daily prices, as can be seen in the below table:

MERC Total Supply Mix 2020-21 2021-22 2022-23 2023-24 2024-25

Daily Priced 27% 21% 17% 11% 11%
Monthly Priced 35% 42% 45% 51% 51%
Storage 38% 38% 38% 38% 38%

Additionally, MERC converted its NNG Storage Service from a 3-Step service to 4-Step service. By
doing this MERC, was allowed (in February) to max withdraw gas during the first half of the month at
the same max withdrawal rate as November through January, but then a lesser max withdrawal rate
during the second half of February. Whereas in the 3-Step Service, the max daily withdrawal rate for
the full month of February is set at a level less than the November through January rate but above
max withdrawal rate than the second half of February in the 4-Step Service. A 4-Step service gives
MERC a higher rate of withdrawal during the first of half February when the chances of an extreme
cold condition is more likely to occur. See the below tables for 3-Step vs 4-Step Services withdrawal
rights (listed under the header “Daily Maximum Withdrawal (FDQ)".

To be completed by responder

Response Date: 11/12/2024

Response by: Joshua J Fieber

Email Address: Joshua.fieber@wecenergygroup.com
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3-Step Service

4-Step Service

Withdrawal Period

Withdrawal Period

. Daily Maxinmum Daily Maximuim .
Loried Withdrawal FDO Injection FDQ Period
November 104,402 24,184 November
December 104,402 24,184 December
January 104,402 24,184 January
February 80642 24,184 February 1-14
March 54,721 24,184 February 15-28
April 32.401 12,092 March
May Owverrun Owerrun .
. April
(Interruptible) (Interruptible)
May

Daily Maximum Daily Maximum

Withdrawal FDQ Injection FDQ
104,402 24,184
104,402 24,184
104,402 24,184
104,402 24,184

34,721 24,184
54,721 24,184
32,401 12,092
Overrun Overrun

(Interruptible) (Interruptible)

Lastly, MERC was able to enhance its forecasting practice by isolating the large electric generation
demand from the overall system demand. This allows for less uncertainty of Transportation deliveries and
the impact of the electric generation demand. Eliminating this variability allows MERC to better align
supplies to demand forecasts and minimize the potential need to purchase daily priced gas during price

spike periods.

3. Inits August 30, 2021 Order in the above-referenced docket, the Commission stated “The
Commission....finds it reasonable to define extraordinary costs for purposes of these dockets as the
margin between $20/Dth and the actual average daily price experienced by the utilities during the
February Event.” MERC understands this as being the Commission’s definition of extraordinary costs.
MERC paid $16.215/Dth for 3,000 Dth/day of gas at the Emerson hub to flow to the Viking pipeline on
the Consolidated system, and paid $16.295/Dth for 1,400 Dth/day at the Centra-Spruce location to
flow to the Centra pipeline on the Consolidated System. Both of these purchases were below

$20/Dth.
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4. Total cost of daily purchases on the three pipelines of Centra, Great Lakes and Viking was $214,374
during January 13", 14" and 15™. The cost of daily purchases on the NNG pipeline during the January
2024 price event was SO.
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Request Number: 78

Topic: Geographic Diversity of Supply
Reference(s): None

Request:

1. Please provide a narrative that explains the Company’s efforts since 2021 to increase the geographic diversity
of its gas supply contracting and purchasing efforts.
2. If applicable, please include estimates of the costs and benefits of that effort to ratepayers.

MERC Response:

1. MERC ensures that it procures its gas supply at the locations that are identified as the primary receipt location
on their transportation service agreements (aka capacity). This is to maximize the reliability of gas deliveries,
as using capacity at a location other than the contractual primary locations will likely result in some gas not
being delivered.

The other opportunity that would allow for more geographic diversity is for when new pipeline capacity
purchases are made. Since 2021, MERC has made several capacity purchases to meet its peak day
requirements. Below is a summary of each of those instances:

a) 2021 Centra Pipeline: Increased contracted volumes from 9,600 dth/day to 9,800 dth/day. There is
currently not another liquid location that would provide another reliable supply source for the incremental
capacity.

b) 2022 Viking Pipeline: Increased contracted volumes from 1,500 dth/day to 2,600 dth/day. This was at the
Chisago receipt location, which provides some diversity from the large majority of the supply being
sourced from Emerson, which is a supply basin that primarily gets gas sourced from Canada.
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c)

d)

f)

h)

2022 Centra Pipeline: Increased contracted volumes from 9,800 dth/day to 9,900 dth/day. There is
currently not another liquid location that would provide another reliable supply source for the incremental
capacity.

2023 NNG Pipeline: Capacity purchase of 1,709 dth/day via the Ventura North Generally Available Open
Season. The NNG Ventura North Generally Available Open Season only allowed for Ventura as the receipt
location, therefore there were no other available options presented when bidding into the Open Season.
2023 Viking Pipeline: Capacity purchase of 3,100 dth/day via a Viking Open Season. Viking Gas
Transmission’s Open Season limited the receipt point of the capacity to only the Emerson location,
therefore no other options were available.

2024 Centra Pipeline: Increase of contracted volumes from 9,900 dth/day to 10,108 dth/day. There is
currently not another liquid location that would provide another reliable supply source for the incremental
capacity.

2024 Great Lakes Gas Transmission: Capacity purchase of 2,202 dth/day via a GLGT Open Season. GLGT’s
Open Season limited the receipt point of the capacity to only the Emerson location, therefore no other
options were available.

2024 NNG Pipeline: Two capacity purchases totaling 4,777 dth/day via two NNG Open Seasons. 4,000
dth/day was purchased as part of the 2024 Ventura North Generally Available Open Season, which only
allowed for a receipt location of Ventura. The remaining 777 dth/day purchase was via the 2024 West Leg
Generally Available Open Season that only allowed for a receipt location of NBPL/NNG Welcome.

2. None of the above capacity purchases had options for considering alternate supply locations, due to the
pipeline locations. All purchases were done at the Tariff Rates with the benefits to MERC customers being
realized by providing adequate peak day plus reserve margin entitlement.
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Request Number: 82

Topic: Pipeline Capacity Contracts
Reference(s): None

Request:

1. Please provide a narrative that explains the Company’s efforts since 2021 to use its transportation capacity on
interstate or in-state pipelines (gas purchased during the heating season using different contract terms) to
mitigate the risk of short-term price spikes.

2. Please include an estimate of the costs and benefits of the Company’s effort referenced in (1) to ratepayers.

MERC Response:

1. There have not been any meaningful options to utilize the Company’s transportation capacity on the interstate
pipelines differently to mitigate the risk of short-term price spikes. Further, the pipelines have not offered any
service changes that could allow for the transportation capacity to be used any differently to mitigate the risk
of short-term price spikes.

2. n/a
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Request Number: 79

Topic: Annual Winter Season Supply Plan by PGA Area

Reference(s): Customer Protection Plan filed September 15, 2022, at p. 3. August 1, 2024 Compliance filing
atp. 6

Request:

1. Please complete the following tables 1 and 2.
Table 1 - NNG PGA Area

NNG 2020-2021 2021- 2022 2022-2023 2023-2024 2024-2025

Winter Plan Winter Plan Winter Plan Winter Plan Winter Plan

Line
No. Purchases Dth Percent Dth Percent Dth Percent Dth Percent Dth Percent

1. |Daily 71,661 | 25.5%| 58,635| 20.7%| 50,000 17%
. |Monthly 96,060 | 34.2%| 111,000 | 39.3%| 128,000 44%
3. |Storage 113,075 | 40.3%| 113,075 | 40.0%| 113,075 39%

Total System
4. |[Purchases 280,796 100%| 282,710 [ 100%| 291,075 100%

Transport
5. |(3rd Party) - - - - - - - -

Total System
6. |Supply 280,796 282,710 291,075 - - - - -

(Continued on next page)
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11/12/2024

Table 2 - CON PGA Area

CON 2020-2021 2021-2022 2022-2023 2023-2024 2024-2025
Winter Plan Winter Plan Winter Plan Winter Plan Winter Plan
Line N Purchases DTH |Percent| DTH |Percent| DTH Percent DTH |Percent| DTH Percent
1. [Daily 18,481 | 32.4%| 13,000 | 22.3% 9,600 17%
2. |Monthly 23,500 | 41.2%| 30,100 | 51.7%| 27,500 48%
3. |Storage 15,084 | 26.4%| 15,084 | 25.9%| 20,086 35%
Total System
4. |Purchases 57,065 100%| 58,184 | 100%| 57,186 100%
Transport
5. |(3rd Party) - - - - -
Total System
6. |[Supply 57,065 58,184 57,186 - -

MERC Response:

To be completed by responder
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NNG 2020-2021 2021-2022 2022-2023 2023-2024 2024-2025
Winter Plan Winter Plan Winter Plan Winter Plan Winter Plan
Line
MNo. Purchases Dth Percent Dth Percent Dth Percent Dth Percent Dth Percent
1. |Daily 71,661 25.5% 58,635 20.7% 50,000 17% 30,000 10.3% 30,000 10.3%
. |Monthly 96,060 34.2% 111,000 39.3% 128,000 A4% 147,900 50.8% 147,883 50.8%
3. |Storage 113,075 40.3% 113,075 40.0% 113,075 39% 113,075 38.9% 113,075 38.9%
Total System
4, |Purchases 280,796 100% 282,710 100.0% 291,075 100% 290,975 100.0% 290,958 100%
Transport ¥
5. |(3rd Party) 200,266 208,652 205,604 201,110 201,110
Total System
6. |Supply 481,062 491,362 496,679 492,085 492,068

1/: Winter's 2020-24 Transport volumes are the observed actual Transport volumes. Winter 2024-25 Volumes reference Winter 2023-2024 Transport Volumes.

CON 2020-2021 2021-2022 2022-2023 2023-2024 2024-2025
Winter Plan Winter Plan Winter Plan Winter Plan Winter Plan
Line
MNo. Purchases Dth Percent Dth Percent Dth Percent Dth Percent Dth Percent
1. |Daily 18,481 32.4% 13,000 22.3% 9,600 17% 8,800 15.1% 7,900 13.6%
. |Monthly 23,500 41.2% 30,100 51.7% 27,500 48% 29,200 50.2% 30,110 51.8%
3. |Storage 15,084 26.4% 15,084 25.9% 20,086 35% 20,127 34.6% 20,072 34.6%
Total System
4. |Purchases 57,085 100% 58,184 100.0% 57,186 100% 58,127 100.0% 58,082 100%
Transport >
5. |(3rd Party) 35,495 35,077 37,749 35,660 35,660
Total System
6. |Supply 92,560 97,261 94,935 93,787 93,742

1/: Winter's 2020-24 Transport volumes are the observed actual Transport volumes. Winter 2024-25 Volumes reference Winter 2023-2024 Transport Volumes.
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Request Number: 81

Topic: Peak Shaving

Reference(s): 2024 Annual Compliance Filing, filed August 1, 2024, at p.6.
Request:

1. Doesthe Company have a preliminary cost estimate or estimates for the potential peak shaving facility
that would be located near Farmington, Minnesota?
2. What would be the likeliest in-service date for that facility?

MERC Response:

1. MERCisin the planning stages of scoping out the size and capabilities of a potential peak shaving facility.
There is currently not a cost estimate known until the final size and capabilities have been determined.

2. There is currently no planned in-service date as MERC is still in the process of scoping out a potential
project.
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Request Number: 77

Topic: Interruptible Customer Curtailment
Reference(s): January 26 Compliance Filing, page 2
Request:

The Company stated:

“MERC paid $16.215/Dth for 3,000 Dth/day of gas at the Emerson hub to flow to the Viking pipeline on the
Consolidated system. MERC also paid $16.295/Dth for 1,400 Dth/day at the Centra-Spruce location to flow to
the Centra pipeline on the Consolidated System.”

1. Whatis the weighted average cost of gas when those two purchases are combined?

2. Assuming the weighted average cost of gas is approximately $16.240/Dth., please provide an estimate of the
avoided gas costs that would have occurred it MERC's had curtailed the interruptible customers on the CON
system on January 14, 15, and 16%.

MERC Response:

1. The weighted average cost of gas (“WACOG”) when the two purchases are combined is $16.2405/Dth.

2. MERC’s decision not to economically curtail was due to the market prices being in the $4-S7 range at Emerson
at the time the decision was needed to be made to conduct daily spot purchases (which was by 8:15 a.m. the
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day before the flow date), which is below the price ($20 / dth) in which MERC would consider economically
curtailing interruptible.?

If MERC requested interruptible customers to curtail 100% of their load over the January 14, 15t and 16t
period, it would not have impacted the volumes MERC purchased on the daily spot market due to MERC being
required to make that purchase decision by 8:15 a.m. the day before. Therefore, in actuality, the avoided gas
costs would be SO.

When mathematically computing reducing MERC’s interruptible customer load over the January 14%, 15, and
16™ period to zero (i.e. 100% curtailment and assuming customers comply 100% for the entire time period),
assuming MERC was able to forecast their load with 100% accuracy to the customers’ actual usage, the
decreased load would have resulted in a decrease in purchases down (from 4,400 dth/day) to 1,500 dth/day.
The 2,900 dth/day reduction in purchases, based on the WACOG of $16.2405/dth provided in 1) above,
amounts to $141,292.

1 n its August 30, 2021 Order in the above-referenced docket, the Commission stated “The Commission....finds it reasonable
to define extraordinary costs for purposes of these dockets as the margin between $20/Dth and the actual average daily price
experienced by the utilities during the February Event.”
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Reference: Minnesota Energy Resources Corporation August 1, 2024 Compliance Filing in

Docket No. G-999/CI1-21-135

Request:

A. State whether the utility called on its interruptible customers to curtail at any point

during gas days January 11 through January 18, 2024;

B. If the response to part A above is affirmative, state the following:
1. The specific dates and times the curtailment order(s) was effective;
2. For each curtailment order, the length of the curtailment order.
3. For each curtailment order, the number of interruptible customers asked to curtail;
4. For each curtailment order, the number of interruptible customers that complied

with the curtailment order; and

5. For each curtailment order, the approximate amount of avoided purchases of daily
spot gas due to the curtailment order provided in both Dekatherms and dollar

amounts.

C. If the response to part B above is negative, explain why it was prudent for the utility to
not call a curtailment order in light of the facts known at the time during the period of

January 11 through January 18, 2024.

MERC Response:

A. MERC did not call on its interruptible customers to curtail at any point during gas days

January 11 through January 18, 2024.

Response by: Joshua Fieber

Title: Manager Gas Supply
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C. Due to the holiday weekend, forecasting for gas days January 13 - January 16 needed to
occur on Friday, January 12, as the natural gas market was trading for the holiday and the
Supply Call contracts required notification of execution by 8:15 a.m. on January 12. The
forecast showed that MERC had a need to purchase additional gas to meet customer
requirements and sufficient supply reserve margin to manage forecast changes for the 4
day holiday weekend. As the table below shows, the 4,400 Dth/day of Supply Call gas
was needed for each day of the January 13-16 period.

MERC Consolidated Saturday Sunday| Monday| Tuesday

1/13/2024| 1/14/2024| 1/15/2024| 1/16/2024
Daily Forecast (Dth) 75,943 77,481 77,481 77,481
Reserve Margin (Dth) 4,236 2,860 1,941 946
Reserve Margin (%) 6% 4% 3% 1%

While participation in the daily gas price market is avoided as much as possible,
reliability is MERC’s number one obligation and priority. Although price was a
consideration in MERC’s final decision to purchase in the daily market, MERC’s market
information at the time of making the decision at 8:15 a.m. was that the Emerson hub was
trading in the $4-$7 range, which was in line with historical pricing. MERC was
surprised with the ultimate index price being as high as it was, which was the highest
index price for that supply hub in approximately 10 years.

At the time that purchasing decisions were being made, there was no indication of supply
disruptions impacting deliveries of supply, which would be a cause for calling a
curtailment of interruptible customers (i.e. if supply disruptions were anticipated). When
considering the price of gas as a cause for a curtailment order (i.e. an economic
curtailment), at the time MERC was making its purchase decisions, the indications of gas
prices were well under what the published index price ended up being and well below the
price point where an economic curtailment would have been reasonable. Given those two

factors, it was prudent to not call a curtailment.
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Request Number: 88

Topic: Gas Costs associated with daily contracts resulting from January 2024 pricing event on MERC’s
CON PGA service area

Reference(s): January 26 Compliance Filing, page 2

Request:

How is MERC planning on recovering the costs of the daily contracts it identified in its January 26, 2024 Compliance
filing?

MERC Response:

Please see MERC’s August 30, 2024 filing for Consolidated’s 2023-2024 Annual Automatic Adjustment (“AAA”) Report in
Docket No. G999/AA-24-138. As provided in the January 26, 2024 filing made by MERC, the Company incurred
$285,832 in daily spot market gas costs on the CON PGA system during January 13 — 16, 2024. MERC has included the
$285,832 in the 2023-2024 AAA Report and did not treat it differently from other gas purchase costs. The $285,832
daily spot market gas costs represent 1.6% of Total Purchased Gas Costs for the Consolidated PGA as shown in Schedule
C &D of the 2023-2024 AAA Report filed by the Company on August 30, 2024 in Docket G999/AA-24-138.
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Request Number: 86
Topic: Winter Storm Uri Stress Test
Reference(s): Docket No. G999/CI-23-117 CUB Integrated Resource Planning Proposal, filed October 24,

2023, at page 33.

Request:

In the filing listed, the Citizens Utilities Board recommended that the Gas Utilities stress test the resource portfolios
performance and costs with, at a minimum, the following condition;

1. A winter storm screening: an analysis that tests portfolios during the conditions and gas prices similar to those
experienced during Winter Storm Uri.

2. Please provide an analysis that tests the Company’s January 2024 supply portfolio using the weather conditions
and gas prices like those experienced during Winter Storm Uri.

MERC Response:
1. MERC ran three separate analyses that can be seen via the attached file “MERC_DOC IR 86-Attachment 1.xIs"”.

Here’s a brief explanation of the scenarios:

a) Highest Price Scenario (from Storm Uri February 2021 event) — During Storm Uri, the highest indices
occurred on February 17%. A comparison of the 2021 portfolio versus the January 2024 portfolio was
performed using the February 17th prices and demand.

b) Coldest Day Scenario (from Storm Uri February 2021 event) — During Storm Uri, the coldest temps for
MERC occurred on February 13™. A comparison of the 2021 portfolio versus the January 2024 portfolio
was performed using the February 13 prices and demand.

c) 2024 Design Day Scenario — A comparison of the 2021 portfolio versus the January 2024 portfolio was
performed using the 2024 Design Day demand and the highest Storm Uri prices.

To be completed by responder
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Requested From: Joylyn Hoffman-Maleug, MERC Date of Request: 11/1/2024
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Assigned Analyst(s): John Kundert
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please include a public copy.

2. See the file attached “MERC_DOC IR 86-Attachment 1.xIs” for details of the analysis. Row 38 of the attached
file represents the decrease in costs related to the changes to the portfolio along with other actions taken
since Storm Uri (see MERC's response to DOC IR 85 for explanation of significant actions taken). A summary to
the three scenarios described above in 1) above are:

a. Highest Price Scenario — Decrease in costs of $13,603,903.
b. Coldest Day Scenario — Decrease in costs of $15,118,417.
c. 2024 Design Day Scenario — Decrease in costs of $15,830,851.

The nonpublic version attachment “MERC_DOC IR 86 — Attachment 1.XLS” contains trade secret information that is not
generally known to and not readily ascertainable by vendors or competitors of MERC, who could obtain economic value
from its disclosure. MERC maintains this information as secret. Accordingly, this information qualifies as “Trade Secret
Data” pursuant to Minnesota Statutes section 13.37, subdivision 1(b).

To be completed by responder

Response Date: 11/12/2024
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Email Address: Joshua.fieber@wecenergygroup.com
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Requested From: Joylyn Hoffman-Maleug, MERC Date of Request: 11/1/2024
Type of Inquiry: General Response Due: 11/12/2024

SEND RESPONSE VIA EMAIL TO: Utility.Discovery@state.mn.us as well as the assigned analyst(s).
Assigned Analyst(s): John Kundert

Email Address(es): john.kundert@state.mn.us

Phone Number(s): 651-539-1740

ADDITIONAL INSTRUCTIONS:

Each response must be submitted as a text searchable PDF, unless otherwise directed. Please include the docket
number, request number, and respondent name and title on the answers. If your response contains Trade Secret data,
please include a public copy.

Request Number: 87
Topic: Extraordinary Gas Cost Recovery
Reference(s): In the Matter of the Petition of Minnesota Energy Resources Corporation for Approval of a

Recovery Process for Cost Impacts Due to February Extreme Gas Market Conditions, Docket
No. G011/CI-21-611, Order Adopting Settlement Agreement (Oct. 19. 2022) Order Point 5.
Docket No. G999/AA-24-138, MERC Initial Filing, submitted August 30, 2024.

Request:

1. Order Point 5 states: MERC must incorporate any remaining true-up into its next annual automatic AAA.
a. Does the $809,818 identified as the SWCR under-recovery roll-in the remaining true-up from the
Company’s efforts to recover the Extraordinary Gas Costs the Commission approved for MERC that
were the result of the price spike caused by Winter Storm Uri?

MERC Response:

Yes, $809,818 is the under-recovered February 2021 Storm Uri Extraordinary Gas Costs at the end of the 27-month
recovery period, which ended November 30, 2023. The $809,818 under-recovery represents 1.3% of the total February
2021 Storm Uri Extraordinary Gas Costs of $61,975,882.1

Please see MERC’s August 30, 2024 filing for NNG’s 2023-2024 Annual Automatic Adjustment Report in Docket No.
G999/AA-24-138.

In Docket No. G999/CI-21-135, the Commission ordered that “[a]ny remaining true-up be addressed in MERC’s next
annual AAA report filed after the end of the extraordinary costs’ recovery period.” Given that MERC’s extraordinary gas
cost recovery period ended November 30, 2023, and consistent with the Commission’s decision, MERC incorporated

! Total February 13-17, 2021 Extraordinary Gas Costs for MERC were $64,975,882, but via the Commission-approved
Settlement Agreement, the Company agreed to reduce Extraordinary Gas Costs by $3,000,000 to $61,975,882.

To be completed by responder

Response Date: 11/12/2024

Response by: Joylyn Hoffman Malueg

Email Address: Joylyn.hoffmanmalueg@wecenergygroup.com
Phone Number: 414-221-4208
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the under-recovered balance of $809,818 in the Annual Automatic Adjustment true-up filed on August 30, 2024, in
Docket No. GO11/AA-24-138.

To be completed by responder

Response Date: 11/12/2024

Response by: Joylyn Hoffman Malueg
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