
 
 
 
September 2, 2014  
 
 
Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources 
 Docket No. G022/M-14-651 
 
Dear Dr. Haar: 
 
Attached are the Comments of the Minnesota Department of Commerce, Division of Energy Resources 
(Department) in the following matter: 
 

A Request by Greater Minnesota Gas, Inc. (Greater Minnesota or the Company) for Approval by 
the Minnesota Public Utilities Commission (Commission) of a Change in Contract Demand 
Entitlement Units Effective November 1, 2014. 

 
The filing was submitted on July 31, 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 Greater Minnesota’s proposed level of demand entitlements, subject to any possible 
changes in anticipated entitlements between the filing of these Comments and November 1, 
2014, as shown in the Company’s Petition; and 

• Allow Greater Minnesota to recover associated demand costs, subject to any possible 
changes in anticipated entitlements between the filing of these Comments and November 1, 
2014, through the monthly Purchased Gas Adjustment effective November 1, 2014. 

 
The Department also recommends that the Commission require Greater Minnesota to provide additional 
information in future demand entitlement filings, as detailed in the body of these Comments, and that 
Greater Minnesota make a supplemental filing in this docket on, or about, November 1, 2014 detailing 
final costs. 
 
The Department is available to answer any questions that the Commission may have. 
 
Sincerely, 
 
 
 
/s/ ADAM J. HEINEN 
Rates Analyst 
651-539-1825 
 
AJH/lt 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NO. G022/M-14-651 
 
 
 
I. BACKGROUND 
 
Pursuant to Minnesota Rules 7825.2910, subpart 2, Greater Minnesota Gas, Inc. (Greater 
Minnesota or the Company) filed a Petition for Approval of Changes in Contract Demand 
Entitlements (Petition) on July 31, 2014 with the Minnesota Public Utilities Commission 
(Commission).  The Company proposed that the changes in its demand entitlements be 
effective on November 1, 2014.  Greater Minnesota made its last demand entitlement filing 
(Docket No. G022/M-13-730) early, and on its own volition, in response to the Minnesota 
Department of Commerce, Division of Energy Resources’ (Department) request of other gas 
utilities that these filings be made during the summer.  The Commission subsequently 
required the Company to file future demand entitlements filings by August 1 of each year in 
Ordering Point No. 3 of its April 25, 2014 Order in Docket No. G022/M-13-730.  Greater 
Minnesota complied with this ordering point.   
 
In its Petition, Greater Minnesota requested that the Commission accept the following 
changes in the Company’s overall level of contracted capacity. 
 

Greater Minnesota’s Proposed Total Entitlement Changes 

Type of Entitlement Proposed Changes Increase (decrease) 
(Dekatherms (Dth))1 

Viking Forward Haul/Emerson 100 
 
The Company’s proposal would increase the Company’s proposed design-day (winter) 
capacity by 100 Dth/day from 9,559 Dth/day to 9,659 Dth/day. 
 
The Company did not add additional capacity specifically for non-peak periods.  Greater 
Minnesota did, however, modify the terms of its Viking Forward Haul/Emerson agreement.  
The Company first entered into this agreement for the 2013-2014 heating season, and the 
contracted demand was only available for a four-month period during the heating season.  
Greater Minnesota has modified the agreement and these volumes are now available for the   

1 Dekatherms (Dth). 
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entire calendar year; as such, the Company can call on these volumes to serve both peak 
and non-peak demand. 
 
The Department discusses the various effects of the entitlement changes on the Company’s 
rates for different customer classes below; however, Greater Minnesota’s proposal would 
increase capacity and decrease demand rates for residential heating customers by $7.66 
for customers using 101 Dth per year.2 
 
The Company describes the factors contributing to the need for changing demand 
entitlements as follows: 
 

• Insure that the Company has sufficient reserve to meet its customers’ need; and 
• Continued, expected, growth in the number of customers during the upcoming 

heating season, although not at the same level as previous heating seasons. 
 
The Department reviews Greater Minnesota’s Petition in greater detail below. 
 
 
II. THE DEPARTMENT’S ANALYSIS OF THE COMPANY’S PROPOSAL 
 
The Department’s analysis of the Company’s request includes the following sections: 
 

• the proposed overall demand entitlement level; 
• the design-day requirement; 
• the reserve margin; and 
• the PGA cost recovery proposal. 

 
A. THE COMPANY’S DEMAND ENTITLEMENT LEVEL 
 

1. Proposed Overall Demand Entitlement Level 
 
As indicated in DOC Attachment 2, the Company proposed to increase its total entitlement 
level in Dth as follows: 
 

Previous 
Entitlement 

(Dth) 

Proposed 
Entitlement 

(Dth) 

Entitlement 
Changes 

(Dth) 

% Change From 
Previous 

Year 
9,559 9,659 100 1.05 

 
The Department analyzes below the proposed changes, the proposed design day 
requirement, and proposed reserve margin.  The Department concludes that the Company’s 
proposed recovery of overall demand costs is reasonable. 
  

2 The Department notes that Greater Minnesota used an average residential customer consumption figure of 
87.1 Dth per year in last year’s demand entitlement filing. 
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2. Design-Day Requirement 
 
In last heating season’s demand entitlement filing, Greater Minnesota employed a two-part 
design-day process as the result of adding new service areas.  Given a decrease in overall 
system growth and the presence of historical data for the new service areas, the Company 
did not employ a two-part process in this analysis, but rather relied strictly upon regression 
analysis to estimate its design-day throughput.      
 
The Company used Ordinary Least Squares (OLS) regression to calculate the projected 
design day for Greater Minnesota’s service territory using four separate regression models, 
one for each area the Company serves (Mankato, Faribault, Shakopee, and Swanville), 
assuming area-specific weather parameters and Town Border Station (TBS) data.  The 
Company’s analysis was based on actual daily heating season TBS throughput and weather 
data over the period November 1, 2011 to March 31, 2014 for the Mankato, Faribault, and 
Shakopee models and actual daily TBS throughput and weather data from November 1, 
2013 to March 31, 2014 for the Swanville model.  From these four separate regression 
equations, the Company estimated baseload usage and average use per heating degree day 
(HDD).  Greater Minnesota provided a summary of its regression outputs in Attachment A, 
Page 2 of 3, of its Petition, but not its input data; these data were provided in an informal 
information request (DOC Attachment 3).  While reviewing Greater Minnesota’s model 
outputs and regression results, the Department observed two issues. 
 
First, the Department observed that two of Greater Minnesota’s regression models 
(Fairbault and Shakopee) estimate negative baseload (non-heat sensitive load).  At first 
glance, this result appears inappropriate because baseload, by definition, is a specific, 
positive amount.  However, it appears that the decision to report negative baseload is solely 
a result of the regression outputs, and not a real expectation.  When interpreting a 
regression output for gas consumption, the constant term is analogous to baseload; 
however, it is possible that a model is correctly specified, and appropriate, but still produces 
a negative constant value.   
 
When the regression output returns a negative value for the constant, it is inappropriate to 
use this term as an estimate for baseload.  The Department observed negative baseload in 
the Company’s last demand entitlement filing3 and recommended that Greater Minnesota 
use different baseload estimates when regression models produced negative figures.  As 
noted above, the Company continued to use negative baseload figures in its 2014-2015 
design-day calculations.     
 
The Department concludes that Greater Minnesota should have, instead, estimated 
baseload consumption, in this instance and any other time when the Company’s regression 
results report a negative term for the constant, by examining actual consumption data from 
the summer months.  Summer data was not used in the Company’s analysis, however, the 
Department reviewed the regression input data in DOC Attachment 3 and identified three 
days in March 2012 where zero HDDs were registered.  These days with zero HDDs allow the   

3 Docket No. G022/M-13-730. 
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Department to approximate baseload usage for the models that had negative values.  When 
the average throughput of the days with zero HDDs were included in the regression 
equations with negative baseload, the resulting calculated design-day for the upcoming 
heating season is approximately 450 Dkt/day greater than the Company’s calculation (DOC 
Attachment 4).  This result suggests that Greater Minnesota’s regression analysis under-
estimated peak-day consumption.4       
 
Second, the Department reviewed the Company’s output data from its regression models 
and compared the results to actual TBS throughput data.  Based on these data, the 
Department notes that Greater Minnesota’s regression models consistently under-estimate 
consumption.  This result raises concerns about the regression models and their ability to 
estimate design-day consumption. Further, the result is a strong indication that the 
estimated design-day throughput, based on the regression model, may be too low.  Under-
estimating consumption is a serious issue because it can put system reliability at risk if the 
reserve margin is too small.  The model bias toward under-estimation strongly suggests that 
there is a factor having an upward influence on sales that Greater Minnesota has failed to 
model.  The under-estimation of sales may be related to something simple, such as the day 
of the week, the temperature on proceeding days, or something more complex that is 
difficult to model (e.g., Greater Minnesota’s small system size). 
 
Although these issues should be addressed by the Company, they may not have a significant 
impact on reliability during the upcoming heating season.  The potential impact of these 
issues can be estimated by looking at historical peak day data.  The weather conditions 
during the most recent heating season were unusually harsh and resulted in near peak day 
weather5 and, in terms of the Company, the past heating season resulted in an all-time 
system peak sendout.  At Attachment A, Page 3 of 3, in the Company’s Petition, Greater 
Minnesota stated that its peak day occurred on January 6, 2014 at 82 HDD and resulted in 
a firm sales throughput of 7,730 Dth/Day.  Since the Company’s peak day occurred at a 
temperature warmer than 90 HDD, the overall system throughput on a 90 HDD peak day 
would be higher.  Using historical throughput data from the peak day during the last heating 
season, baseload consumption based on historical data (as discussed above), and expected 
customer growth for the upcoming heating season, the Department estimated Greater 
Minnesota’s potential all-time peak day consumption (DOC Attachment 4).  The 
Department’s method results in an estimated 90 HDD peak day sendout of 9,423 Dth/day, 
which is 454 Dth/day greater than Greater Minnesota’s design-day figure.   
 
Despite the higher calculated throughput value, the Department notes that its calculation is 
still lower than Greater Minnesota’s total procured entitlement of 9,659 Dkt/day, which  
  

4 It is important to note that combining the average, actual baseload consumption with the slope value 
(weather sensitive change in consumption) of the regression equation is a rough approximation.  If a different 
base figure is included in a regression output, it is likely that the slope value will also be different; as such, the 
Department notes that its calculation in DOC Attachment 4 should not be considered a robust calculation of 
design-day usage but, rather, an illustration of the issues associated with using negative baseload in design-
day calculations. 
5 Peak day weather, in a demand entitlement filing, is typically defined as an average temperature of -25F (90 
HDD) for 24 hours. 
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suggests that, despite the issues with the Company’s design-day estimates, the Company 
has sufficient entitlements to ensure firm reliability on a peak day. 
 
The design-day issues identified above are a concern; however, the Department does not 
believe that the Company is intentionally under-estimating its design-day.  Rather, the nature 
of the Company’s system may be a significant factor in the difficulty in modeling Greater 
Minnesota’s design day.  As discussed in previous demand entitlement filings, Greater 
Minnesota is a small, relatively fast growing natural gas utility that serves smaller 
communities and areas throughout rural Minnesota.  The small size of the utility, coupled 
with higher growth rates, can make regression results unstable year-to-year because new 
customer groups can have a significant impact on estimated peak-day usage, especially 
compared to other larger utilities.   
 
Despite these shortcomings with regression analysis as it relates to the Greater Minnesota 
system, the technique still has its advantages.  One such advantage is design-day regression 
analyses are typically based on newer or updated data, while design-day analyses based 
solely on historical, mathematically based techniques (e.g., historical day modified to reflect 
current system characteristics) can become outdated and unreliable, especially if the peak-
day sendout occurred many years in the past.  There is no guarantee that any forecast 
technique will be accurate, but a way to validate, or confirm, the regression and historical 
peak-day-based methods is to regularly complete both analyses and compare the results.  If 
the results are similar, it suggests that the throughput estimate is acceptable.     
 
Based on the issues identified above, and Greater Minnesota’s system characteristics, the 
Department recommends that the Commission require Greater Minnesota to: 
 

• review its regression models and attempt to determine what factor, or factors, 
may be driving the under-estimation bias regarding consumption identified by the 
Department; 

• explore other methods to estimate baseload consumption if regression models 
calculate negative baseload; and 

• maintain, on a going-forward basis, a two-part design-day process involving both 
regression analysis and mathematical analysis based on the Company’s historical 
all-time peak day sendout. 

 
The Department is available to assist Greater Minnesota with any questions it may have 
regarding estimating its design-day through a two-part process or any other regression-
related questions. 
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3. Reserve Margin 
 
As indicated in DOC Attachment 2, the reserve margin, as proposed by the Company, is as 
follows: 
 

Total 
Entitlement 

(Dth) 

Design-day 
Estimate 

(Dth) 

Difference 
(Dth) 

Reserve 
Margin 

% 

% Change From 
Previous 

Year6 
9,659 8,969 690 7.69% 2.73% 

 
The figures in the above table include design-day estimates from the Company’s four service 
area regression models.  The reserve margin is necessary since it provides an extra cushion 
which helps ensure firm reliability on a peak day; however, carrying too great a reserve 
margin results in customers paying higher demand costs than are necessary to provide 
reasonable service.   
 
The Department has generally used a 5 percent reserve margin as an indicator of an 
adequate reserve margin, and the Company proposed a reserve margin that is above 5 
percent.  However; for Greater Minnesota, the Department has recommended, in previous 
demand entitlement filings, that the Commission accept higher reserve margins given the 
system dynamics, the higher level of growth experienced by this utility, and the fact that 
Greater Minnesota is a small utility with limited operational history.  In addition, as noted in 
the previous section of these Comments, the Department identified potential issues with 
Greater Minnesota’s design-day analysis which may understate peak day consumption and 
result in a lower effective reserve margin than calculated by Greater Minnesota.  The 
Department estimated a peak day consumption figure of approximately 9,423 Dkt/day in 
the previous section.  When this figure is compared to the Company’s proposed total 
entitlement level, it results in a reserve margin of 2.51 percent.  This revised amount is 
below the 5 percent rule-of-thumb; however, as noted above, the Department concludes that 
Greater Minnesota’s total entitlement level should ensure firm deliverability on a peak day.  
As such, the Department concludes that the Company’s proposed reserve margin is 
acceptable in this proceeding.      
 
 4. The Company’s PGA Cost Recovery Proposal 
 
The demand entitlement amounts listed in DOC Attachment 1 represent the demand 
entitlements for which the Company’s firm customers will pay.  In Attachment D Page 1 of 5 
to its Petition, the Company compared its November 2013 Purchased Gas Adjustment 
(PGA), assuming no demand entitlement changes, to its November 2014 PGA with the 
Company’s proposed changes as a means of calculating the bill impact of its proposed 
changes.  According to the Company, Greater Minnesota’s demand entitlement proposal 
would result in the following annual rate impacts: 
  

6 As shown on DOC Attachment 2, the Company’s average reserve margin since 1996 is 13.48 percent. 
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• Annual bill decrease of $7.66, or approximately 1.53 percent, for the average 
Residential customer consuming 101.1 Dth annually; and 

• Annual bill decrease of $229.51, or approximately 1.53 percent, for the average 
Commercial and Industrial Firm customer consuming 3,031.8 Dth annually. 

 
Subject to possible changes in anticipated entitlements between now and November 1, 
2014, the Department recommends that the Commission allow recovery of associated 
demand costs effective November 1, 2014.  Given the possibility of changes in final 
entitlements, and costs, the Department also recommends that Greater Minnesota make a 
supplemental filing on November 1, 2014 with final demand costs.  
 
 
III. THE DOC’S RECOMMENDATIONS 
 
The Department recommends that the Commission: 
 

• Approve Greater Minnesota’s proposed level of demand entitlements, subject to 
any possible changes in anticipated entitlements between the filing of these 
Comments and November 1, 2014, as shown in the Company’s Petition; and 

• Allow Greater Minnesota to recover associated demand costs, subject to any 
possible changes in anticipated entitlements between the filing of these 
Comments and November 1, 2014, through the monthly Purchased Gas 
Adjustment effective November 1, 2014. 

 
The Department also recommends that the Commission require Greater Minnesota to 
undertake the following prior to its next demand entitlement filing and detail its findings in 
its next demand entitlement filing: 
 

• review of its regression models and attempt to determine what factor, or factors, 
may be driving the under-estimation bias regarding consumption identified by the 
Department; 

• explore other methods to estimate baseload consumption if regression models 
calculate negative baseload; and 

• maintain, on a going-forward basis, a two-part design-day process involving both 
regression analysis and mathematical analysis based on the Company’s historical 
all-time peak-day sendout. 

 
Given the possibility of changes in final entitlements, and costs, the Department also 
recommends that the Commission require Greater Minnesota to make a supplemental filing 
on, or about, November 1, 2014 detailing final demand entitlements and costs.  
 
 
/lt 





























































CERTIFICATE OF SERVICE 
 

I, Linda Chavez, hereby certify that I have this day served copies of the following document on 
the attached list of persons by electronic filing, e-mail, or by depositing a true and correct copy 
thereof properly enveloped with postage paid in the United States Mail at St. Paul, Minnesota. 
 
MINNESOTA DEPARTMENT OF COMMERCE – COMMENTS 
 
Docket Nos.   G022/M-14-651 
 
Dated this 2nd day of September, 2014. 
 
 
/s/Linda Chavez 
_____________________________ 
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