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July 31, 2014 PUBLIC DOCUMENT

Burl W. Haar

Executive Secretary

Minnesota Public Utilities Commission
121 7th Place East, Suite 350

St. Paul, Minnesota 55101-2147

RE: PUBLIC Comments of the Minnesota Department of Commerce, Division of Energy
Resources
Docket No. PL6580/M-14-578

Dear Dr. Haar:

Attached are the PUBLIC Comments of the Minnesota Department of Commerce, Division of
Energy Resources (Department) in the following matter:

A Petition by Greater Minnesota Transmission, LLC (GMT or the Company) for
Approval by the Minnesota Public Utilities Commission (Commission) of a Firm Gas
Transportation Agreement (Agreement) with West Central Ag Services (West Central).

The filing was submitted on July 2, 2014. The petitioner is:
Kristine A. Anderson
Corporate Attorney
Greater Minnesota Gas, Inc.
202 South Main Street, P.O. Box 68
Le Sueur, Minnesota 56058
The Department recommends that the Commission approve the Agreement as filed.

The Department is available to answer any questions that the Commission may have.

Sincerely,

/s/ ADAM J. HEINEN
Rates Analyst
651-539-1825
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MINNESOTA DEPARTMENT OF

COMMERCE

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION

PUBLIC COMMENTS OF THE
MINNESOTA DEPARTMENT OF COMMERCE
DIVISION OF ENERGY RESOURCES

DOCKET NoO. PL6580/M-14-578

l. BACKGROUND

On July 2, 2014, Greater Minnesota Transmission, LLC (GMT or the Company) filed a Petition
for a Firm Gas Transportation Agreement (Agreement) with West Central Ag Services (West
Central) with the Minnesota Public Utilities Commission (Commission). The Agreement
encompasses, and sets forth, the terms of service, including costs and cost recovery
mechanisms, between GMT and West Central to provide natural gas service to West
Central’s operations near the community of Ulen, Minnesota. The planned project governed
by the Agreement involves the construction of 10.5 miles of new transmission line from
GMT’s soon-to-be-constructed Hawley Town Border Station (TBS) to an agreed-upon
interconnection with West Central’s operations near Ulen, Minnesota.

GMT stated that approval of the project will decrease propane demand by West Central,
which will free up propane supplies for others in the area. Specially, GMT stated that West
Central anticipates that approval of the project will free up between [TRADE SECRET DATA
HAS BEEN EXCISED] gallons of propane for use in the local market.

Under the terms of the Agreement, West Central will purchase its own natural gas and
arrange transport to GMT’s soon-to-be-constructed Hawley TBS with the Viking pipeline.1
From the Hawley TBS, GMT would accept delivery of West Central’s gas and transport the
gas to the agreed-upon interconnection with West Central’s facilities. The Agreement allows
for the transport of up to [TRADE SECRET DATA HAS BEEN EXCISED] Dekatherms (Dth) per
day at a minimum operating pressure of [TRADE SECRET DATA HAS BEEN EXCISED] pounds
per square inch (psi) over a 15-year period.

1 The Hawley TBS will be built as part of the recently approved Barnesville extension that will be constructed by
GMT (Docket No. PL6580/M-14-386).
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The cost recovery mechanism in the Agreement is set up in manner standard for an
intrastate pipeline which, pursuant to Minnesota Statute § 216B.045, Subd. 4, requires
Commission approval of a contract establishing the rates, terms, and conditions of service
and facilities. The rate negotiated by GMT and West Central involves a monthly demand
charge of [TRADE SECRET DATA HAS BEEN EXCISED] and a volumetric charge of [TRADE
SECRET DATA HAS BEEN EXCISED].

The Minnesota Department of Commerce, Division of Energy Resources (Department)
provides its analysis of the Petition below.

Il. THE DEPARTMENT’S ANALYSIS OF THE COMPANY’S PROPOSAL

The Department’s analysis is divided into the following sections: 1) the statutory
requirements of an intrastate natural gas pipeline; and 2) cost recovery associated with the
Agreement.

A. REQUIREMENTS OF MINNESOTA STATUTES AND RULES
Minn. Stat. §216B.045, subd. 1 states:

For the purposes of this section “intrastate pipeline” means a
pipeline wholly within the state of Minnesota which transports
or delivers natural gas received from another person at a point
inside or at the border of the state, which is delivered at a point
within the state to another, provided that all the natural gas is
consumed within the state. An intrastate pipeline does not
include a pipeline owned or operated by a public utility, unless a
public utility files a petition requesting that a pipeline or a
portion of a pipeline be classified as an intrastate pipeline and
the commission approves the petition.

As an intrastate pipeline, GMT must comply with the provisions of Minn. Stat. §216B.045.
The Department notes that GMT is not a public utility since it does not furnish retail natural
gas service.?2 As such, the Company is not subject to the same Minnesota Rules as
regulated distribution companies such as Xcel Energy or CenterPoint Energy. The
Commission has not promulgated rules applicable to intrastate pipelines under Minnesota
Statute § 216B.045; as such, there appear to be no Minnesota Rules that specifically apply
to GMT’s provision of intrastate wholesale transportation service.

2 West Central is not considered a public utility.
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Minnesota Statute §216B.045 requires that intrastate pipeline provide service under the
following three conditions:

e Contract at rates that are just and reasonable and do not unreasonably
discriminate among customers receiving like or contemporaneous services
(Minnesota Statute §216B.045, subd. 2);

e Offer services by contact on an open access, nondiscriminatory basis (Minnesota
Statute §216B.045, subd. 3); and

e Obtain Commission approval for each contract to be effective (Minnesota Statute
§216B.045, subd. 4).

The Department separately discusses these statutory requirements below.
1. Contract at Reasonable Rates

The Agreement contains standard language and rate design. As noted in the filing,
Minnesota Statute §216B.03 states:

Rates shall not be unreasonably preferential, unreasonably
prejudicial, or discriminatory, but shall be sufficient, equitable,
and consistent in the application to a class of customers.

The Department notes that, under most circumstances, a reasonable rate could be defined
as a being a rate based on a utility’s cost of service. This reasonableness check is generally
associated with the review of retail rate regulated utilities. In certain instances, however, a
reasonable rate may be a rate that is negotiated as part of an arm’s length transaction.
GMT incorporated this latter argument in its filing. In simple terms, one could find the rate
in this filing reasonable because all parties involved, through the negotiating process, have
agreed to the set rate. The Department is generally agreeable to the Company’s reasoning
in this Petition, because the proposed cost-recovery mechanism is for the pipeline-related
costs associated with this project, which is similar to other intrastate pipeline projects
previously proposed by the Company and its affiliate.3 Despite the negotiated rate, it is
necessary to review the various assumptions made by GMT to determine whether or not
they are reasonable. Although this project is not fully analogous to a retail utility project, the
Department believes it is important, given the current volatility in the propane market, that
the rate is fully reviewed and crafted in a way that provides reasonable benefit to West
Central while still allowing GMT an opportunity to earn an acceptable return. These issues
are discussed in greater detail in Section B below.

3 Docket Nos. PL6580/M-06-1063; PL6580/M-13-91; PL6580/M-13-94; PL6580/M-14-386; and Docket No.
G022/M-14-342.
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2. Obligation to Offer Service

As previously noted, GMT is required to offer services by contract on an open access, non-
discriminatory basis. GMT stated in the Petition that since it would willingly enter into
negotiations with other similarly situated private entities to discuss similar cooperative
agreements that would serve the public interest in other respective communities, there is no
discriminatory element to the Agreement and GMT has complied with its statutory obligation
to offer its terms on an open-access basis. In addition, the terms and conditions contained
in the Agreement are substantially similar to those approved by the Commission in previous
GMT and affiliate filings. Further, the Department notes that this project is near the City of
Barnesville, which is within the project area of a recently approved Firm Transportation
Agreement between GMT and Xcel Energy. Since the Company will offer access to the
Hawley TBS, and construct transmission line to West Central’s operations without the
involvement of Xcel Energy, the Department concludes that the Company offers service on
an open access, non-discriminatory basis.

Based on its analysis, the Department concludes that GMT is offering its services by contract
on an open-access, non-discriminatory basis which appears unlikely to unreasonably
discriminate among customers receiving like services.

3. Approval of the Agreement

GMT and West Central signed the Agreement on July 1, 2014. The Company formally
submitted the Agreement to the Commission for approval on July 2, 2014. Subject to
regulatory approval,* GMT will begin providing service beginning the later of (i) October 1,
2014 or (ii) the date when the Company has completed the construction of all necessary
facilities to effectuate the transportation of gas. If the Company does not complete
construction by October 1, 2014, the monthly demand charge will be reduced by 50 percent
during the 12-month period following the commencement of service. Since the Agreement
is subject to Commission approval, the Department concludes that the proposed effective
date is not inconsistent with Minnesota Statutes.

B. COST RECOVERY

The Department’s primary financial concern in a filing of this type is cost recovery. West
Central has contracted with GMT to build an intrastate pipeline to provide natural gas
service to its operations near Ulen, Minnesota. In the case of an intrastate pipeline, it is
important that the cost recovery is crafted in a manner that allows the Company an
opportunity to recover its cost, plus a reasonable return, while at the same time offering an
acceptable rate to the customer. In addition, since GMT owns, and operates, several other
intrastate pipeline projects, it is also necessary to verify whether construction of the project

4 See Section 7.0 of the Agreement.
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may have a negative impact on the Company’s overall financial health and, potentially, the
operation of other pipelines.

The cost recovery for the project, as proposed, is predicated on a 10 percent Rate of Return
(ROR) and, as noted earlier, the cost recovery is made up of two components, a monthly
demand, or fixed charge, and volumetric charges that vary with the amount of gas sold. The
Department reviewed the financial assumptions, and calculations used by the Company,
and the Department can confirm that if the project operates under the assumptions, and
terms, in the Agreement, GMT will earn a 10 percent ROR (DOC Attachment 1).

Since the cost recovery proposal assumes a level of volumetric consumption, the
Department reviewed three “worst case” scenarios assuming that no gas would be flowed
by the project but otherwise using the same inputs used by the Company (DOC Attachment
2). The Department’s analysis indicates that the project, even if West Central purchases
zero gas, will maintain a positive, before tax, cash flow even at cost levels approaching 50
percent above (i.e., 50 percent cost overrun) the costs assumed by GMT. These results
suggest that the Agreement is likely to result in a positive cash flow and the financial
strength of GMT, and its ability to serve other customers and projects, are unlikely to be
negatively impacted. As such, the Department recommends that the Commission approve
GMT’s cost recovery proposal.

M. THE DOC’S RECOMMENDATIONS

Based on its review, the Department recommends that the Commission approve the
Agreement as filed.

/It
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CERTIFICATE OF SERVICE
I, Sharon Ferguson, hereby certify that | have this day, served copies of the
following document on the attached list of persons by electronic filing, certified
mail, e-mail, or by depositing a true and correct copy thereof properly
enveloped with postage paid in the United States Mail at St. Paul, Minnesota.

Minnesota Department of Commerce
Public Comments

Docket No. PL6580/M-14-578
Dated this 31st day of July 2014

/s/Sharon Ferguson
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