
 

January 3, 2012 

 
 
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. G011/M-11-1082 
 
Dear Dr. Haar: 
 
Attached are the comments of the Minnesota Department of Commerce, Division of Energy 
Resources (DOC or Department) in the following matter: 
 

A request by Minnesota Energy Resources Corporation-PNG (MERC-PNG, MERC, or 
Company) for approval by the Minnesota Public Utilities Commission (Commission) of a 
change in demand rates on its Great Lakes Transmission (GLGT or Great Lakes) Purchased 
Gas Adjustment (PGA) system effective November 1, 2011. 

 
The filing was submitted on November 1, 2011.  The petitioner is: 
 

Gregory J. Walters 
Minnesota Energy Resources Corporation 
3460 Technology Drive NW 
Rochester, MN 55901 

 
Based on its investigation, the DOC recommends that the Commission: 
 

• accept the peak day analysis; 

• accept the Company’s proposed level of demand entitlement; 

• allow the proposed recovery of associated demand costs effective November 1, 2011; 
and 

• require MERC to file its annual demand entitlement filing by August 1 on a going-
forward basis.   

 
The Department also recommends that MERC provide in their reply comments a response to 
Interstate’s proposed procedure for demand entitlement filings. 



Burl W. Haar 
January 3, 2012 
Page 2 
 
 
 
The DOC is available to answer any questions that the Commission may have. 
 
Sincerely, 
 
 
 
/s/ MARK A. JOHNSON 
Financial Analyst 
 
MAJ/jl 
Attachment 
 

 



 

 

 
 
 

 

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE, DIVISION OF ENERGY 

RESOURCES 
 

DOCKET NO. G011/M-11-1082 
 

 
 
I. SUMMARY OF COMPANY’S PROPOSAL 
 
Pursuant to Minnesota Rules 7825.2910, subpart 2, Minnesota Energy Resources Corporation-
PNG (MERC-PNG, MERC, or Company) filed a change in demand entitlement petition 
(Petition) on November 1, 2011 for its Great Lakes Transmission (GLGT or Great Lakes) 
Purchased Gas Adjustment (PGA) system.   In its Petition, MERC requested that the Minnesota 
Public Utilities Commission (Commission) accept the following changes in the Company’s 
overall level of contracted capacity. 
 

MERC-PNG’s Proposed Total Entitlement Changes 
Type of Entitlement Proposed Changes increase (decrease) (Dkt)1 

  

FT0016 (206) 
FT0075 (1,973) 
FT0155(12) (1,036) 
FT0155(5) (100) 
FT8466 (1,500) 
FT15782 3,464 
  
Total Entitlement Changes (1,351) 

  

 
The Company’s proposal would decrease MERC-PNG’s proposed total entitlement level (winter 
capacity) by 1,351 Dekatherms (Dkt).  In addition, the Company’s proposal would decrease 
MERC’s proposed design-day requirement by 136 Dkt per Day. 

                                                 

1 Dekatherms (Dkt). 
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The DOC discusses the various effects on the Company’s rates for different customer classes 
below, but notes that MERC-PNG’s proposal would decrease demand rates for General Service 
customers by $0.1630 per Dkt or approximately $16.30 per year for customers using 100 Mcf.  
The Company requests that the Commission allow recovery of the associated demand costs in its 
monthly PGA effective November 1, 2011. 
 
The Company stated that it made the following changes to non-capacity items in the November 
2011 PGA compared to the October 2011 PGA: 
 

As shown in Attachment 6, MERC-PNG-GLGT terminated the 
Nexen PSO and replaced it with AECO Storage.  To deliver the 
supply from storage to MERC-NMU’s markets, MERC entered in 
an AECO/Emerson swap.  MERC sells gas at the storage point 
(AECO) to a supplier and MERC buys an equivalent volume at 
Emerson/Spruce, which MERC then transports to its PNG-GLGT, 
PNG-VGT and NMU (GLGT, VGT and Centra) customers.  The 
swap substituted the need to contract for firm transport on 
TransCanada Pipeline (TCPL) to transport the gas from AECO to 
Emerson/Spruce.  The cost of TCPL would have been 
approximately $927,919 compared to the $417,042 to swap the 
gas. 

 

 

II. THE DOC’S ANALYSIS OF THE COMPANY’S PROPOSAL 
 
The DOC’s analysis of the Company’s request includes the following sections: 
 

• the proposed overall demand entitlement level; 

• the changes to non-capacity items; 

• the design-day requirement; 

• the reserve margin;  

• the PGA cost recovery proposal; and 

• the DOC’s inquiries regarding annual demand entitlement filings. 
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A. THE COMPANY’S DEMAND ENTITLEMENT LEVEL 

 
1. Proposed Overall Demand Entitlement Level 

 
As shown in DOC Attachment No. 1, the Company proposed to decrease its total entitlement 
level in Dkt as follows: 
 

Previous 
Entitlement 

(Dkt) 

Proposed 
Entitlement 

(Dkt) 

Entitlement 
Changes 

(Dkt) 

% Change From 
Previous 

Year 
11,500 10,149 (1,351) (11.75) 

 
 
In contrast to the changes shown above, the Company stated on page 13 of its Petition that it was 
not changing the firm transportation capacity available to MERC-PNG-GLGT customers during 
winter peak periods.  The Department asked MERC (via email) to explain this statement.  MERC 
replied that this statement was incorrect and that it should have read that the Company decreased 
its firm transportation capacity by 1,351 Dkt.2 
 
The Department also asked MERC to explain why it was reducing its total entitlements by 1,351.  
MERC replied that: 
 

MERC decreased the level of firm transportation to address a large 
positive reserve margin that was filed in the previous year’s 
Demand Entitlement filing.  MERC’s design day for the 2010/11 
design day was calculated at 9,440 Dth, which was a decrease of 
1,362 Dth year-over-year.  Historically, the design day 
requirements has been in the 9,400 – 9,600 range, as indicated in 
Schedule 1, page 3 of 3, with the exception of 08/09 and 09/10 
years.  MERC believes the historically [sic] design day range is the 
level that is more indicative of MERC’s projected firm peak day 
load.  MERC had capacity that was expiring October 31, 2011, 
which presented the opportunity to reduce the amount of firm 
capacity for customers served off of GLGT (PNG and NMU).3 

 
Finally, the Department asked MERC why it was re-allocating some of its capacity to FT15782 
as shown on Attachment 3 of the Petition.  MERC replied that: 
 

MERC decreased the total firm capacity from 27,946 Dth to 26,368 
Dth (PNG and NMU).  A total reduction of 1,578 Dth.  As stated in 
previous paragraph, MERC had capacity that was expiring on 

                                                 

2 Per MERC’s email response to DOC questions.  See DOC Attachment No. 2.  
3 Per MERC’s email response to DOC questions.  See DOC Attachment No. 2. 



Docket No. G011/M-11-1082 
Analyst assigned:  Mark A. Johnson 
Page 4 
 
 
 

 

October 31, 2011.  MERC consolidated volumes that were 
previously on contracts FT0017 (4,105 Dth), FT0075 (1,973 Dth) 
and FT8466 (4,500 Dth) into FT15782 (9,000 Dth).4 

 
The Department reviewed MERC’s overall entitlement level.  Based on its review, the 
Department concludes that Company’s proposed recovery of overall demand costs is reasonable. 
The DOC analyzes below the Company’s proposed design-day requirement and proposed reserve 
margin.   
 

2. Changes to Non-Capacity Items 

 
In its Petition, MERC discussed a storage contract change and associated swap that have the 
effect of decreasing non-capacity costs.  The Department does not oppose MERC’s proposal.   
 
The Commission has not yet determined whether storage costs are more appropriately recovered 
through the commodity or through the demand portion of MERC’s PGA.  The DOC notes that it 
has advocated in several recent demand entitlement filings5 that demand costs associated with 
storage costs should be recovered through the commodity portion of the PGA since all 
customers, not just firm customers, benefit from storage gas.  The Department continues to hold 
this view and recommends that the Commission determine that all customers, not just firm 
customers, should pay for costs of storage gas. 
 

3. Design-Day Requirement 
 
MERC included as part of it initial filing significant discussion regarding its design-day 
calculation.  The Department notes that the Company’s design-day analysis is substantively 
similar to the process that it has used in prior demand entitlement filings.  The Department notes 
that, in its Petition, MERC included additional weather variables in its design-day regression 
calculations.  The Department does not necessarily oppose the inclusion of these additional 
variables; however, the Department notes that some of this data is taken from a propriety source.  
When a utility uses proprietary data in its analysis, the Department is unable to verify the 
calculation of the data and whether it is reasonable.  Given this situation, although it appears that 
MERC’s analysis allows for sufficient firm entitlements on a peak day, the Department cannot 
fully verify that these results are correct.   
 

                                                 

4 Per MERC’s email response to DOC questions.  See DOC Attachment No. 2. 
5 For example, please see the Department’s July 2, 2008 comments in G011/M-07-1405. 
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4. Reserve Margin 
 
As indicated in DOC Attachment 1, the reserve margin is as follows: 
 

Total 
Entitlement 

(Dkt) 

Design-day 
Estimate 

(Dkt) 

Difference 
(Dkt) 

Reserve 
Margin 

% 

% Change From 
Previous 

Year6 
10,149 9,304 845 9.08 (12.74) 

 
MERC-PNG’s proposed reserve margin of 9.08 percent for its Great Lakes PGA system 
represents a significant decrease over last year’s reserve margin.  Based on this information and 
the DOC’s analysis of the Company’s design-day analysis, the DOC concludes that the reserve 
margin appears to be reasonable at this time. 
 
B. 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 would pay.  In its Petition, the Company compared its 
October 2011 PGA to its November 2011 PGA as a means of highlighting its changes in demand 
costs (the Company’s Attachment 4, page 1 of 4).  The Company’s demand entitlement proposal 
would result in the following annual rate impacts: 
 

• Annual bill decrease of $13.69 related to demand costs, or approximately 19.36 
percent, for the average General Service customer consuming 84 Dkt annually;7 and 

• There are no demand charge impacts related to MERC’s other rate classes. 
 
Based on its analysis, the DOC recommends that the Commission allow the recovery of 
associated demand costs effective November 1, 2011. 
 
C. DEPARTMENT INQUIRIES REGARDING ANNUAL DEMAND ENTITLEMENT 

FILINGS 

 
The Department issued discovery to each regulated Minnesota gas utility requesting input 
regarding the annual demand entitlement filing timeline and the reasonableness of acquiring 
capacity contracts for the upcoming heating season in excess of the amount estimated by the 
design-day analysis.    Utility responses to the Department’s inquiry are discussed below. 
 

                                                 

6 As shown on DOC Attachment 1, the Company’s average reserve margin since the 1999-2000 heating season is 
5.07 percent. 
7 The bill impacts recommended by the Company do not take into account a shift in storage costs from the demand 
portion of the monthly PGA to the commodity portion of the monthly PGA. 
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1. Timeline 

 
Based on the discovery responses by each utility, there is universal agreement that the demand 
entitlement filings could be filed in the summer rather than in the fall.  In particular, the utilities 
stated that they could make their filings either on July 1st or August 1st of each year.  The 
Department prefers the utilities’ suggested earlier timeline because it would enable any reliability 
issues to be identified and possibly resolved prior to the start of the heating season.  Therefore, 
the Department recommends that the Commission require MERC-PNG to file its annual demand 
entitlement filing on August 1 on a going-forward basis. 
 
On the topic of the demand entitlement filing timeline, Interstate’s response to the Department’s 
information request (see DOC Attachment No. 3) also discussed the possibility of making a 
follow-up demand entitlement filing on November 1st of each year, which would include final 
cost estimates and a discussion of any changes in entitlements since the summer filing.  Interstate 
also stated that it envisions the focus of this second filing to be relatively narrow.  The 
Department believes that there is merit to Interstate’s proposal.  A supplemental November 1 
filing to a July 1 or August 1 initial filing would allow the Department and the Commission to 
analyze the Company’s proposed design-day expeditiously while ensuring that ratepayers are 
charged the most up-to-date costs.  The Department requests that MERC-PNG provide a 
response in their reply comments to Interstate’s proposed procedure for demand entitlement 
filings.  
 

2. Excess Capacity 

 
The Department also requested that each utility provide a discussion regarding the level of 
capacity procurement as it relates to the demand entitlement filing.  In particular, the Department 
requested that the utilities comment on the practice of acquiring capacity contracts in excess of 
the amount estimated by the design-day analysis for the upcoming heating season.  The utilities 
generally stated that the nature of the interstate pipeline business requires these pipelines to sell 
capacity in larger blocks so that they are able to fully recover capital costs.  The Department 
acknowledges this fact, but is concerned that local distribution companies do not, in general, 
provide design-day analyses for future heating seasons when requesting cost recovery of 
additional entitlements above the amount estimated for the upcoming heating season.  The 
Department suggests that, if utilities want to include additional capacity above a standard reserve 
margin calculated for the upcoming heating season, the utilities should provide information 
substantiating that these additional volumes will be necessary in future heating seasons and 
provide justification for recovering the corresponding costs from ratepayers in the current heating 
season, prior to the time when such capacity is needed. 
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III. THE DOC’S RECOMMENDATIONS 

 
Based on its investigation, the DOC recommends that the Commission: 
 

• accept the Company’s peak-day analysis; 

• accept the Company’s proposed level of demand entitlement; 

• allow the proposed recovery of associated demand costs effective November 1, 2011; 
and 

• require MERC to file its annual demand entitlement filing on August 1, on a going-
forward basis. 

 
The Department also recommends that MERC provide in their reply comments a response to 
Interstate’s proposed procedure for demand entitlement filings. 
 
 
 
/jl 















CERTIFICATE OF SERVICE 
 

I, Sharon Ferguson, hereby certify that I 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  
Comments 
 
Docket No. G011/M-11-1082 
 
 
Dated this 3rd of January, 2012 
 
 
/s/Sharon Ferguson 
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