July 11, 2016

VIA ELECTRONIC FILING

Daniel P. Wolf

Executive Secretary

Minnesota Public Utilities Commission
121 Seventh Place East, Suite 350
St. Paul, MN 55101

Re: Reply Comments of Minnesota Energy Resources Corporation, 2014-
2015 Annual Automatic Adjustment Reports and Gas Utility PGA True-
Up Filings

Docket Nos. G999/AA-15-612, GO01/AA-15-801, G011/AA-15-802,
and G011/AA-15-803

Dear Mr. Wolf:

On July 1, 2016, the Minnesota Department of Commerce, Division of Energy
Resources (“Department”) submitted comments in the above-referenced dockets
regarding its review of Minnesota Energy Resources Corporation’s (‘“MERC’s”)
2014-2015 Annual Automatic Adjustment Reports, concluding that MERC’s 2015
annual automatic adjustment reports are complete with respect to Minnesota Rules
7825.2390 through 7825.2920 and recommending that the Minnesota Public Utilities
Commission (“*Commission”):

e accept MERC-NNG's true-up filing in Docket No. GO11/AA-15-803;

e allow MERC-NNG to implement its true-up, as shown in Department
Attachment G8;

e accept MERC-CON's true-up filing in Docket No. GO11/AA-15-802;

e allow MERC-CON to implement its true-up, as shown in Department
Attachment G9;

e accept MERC-AL’s true-up filing in Docket No. GO11/AA-15-801; and

e allow MERC-AL to implement its true-up, as shown in Department Attachment
G8a.

Additionally, the Department requested that MERC submit Reply Comments

addressing how the Company could achieve more accurate recovery of Bison and
Northern Border Pipeline costs on a going-forward basis. MERC thanks the
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Department for its thorough analysis and review and submits these Reply
Comments to respond to the additional request of the Department.

With respect to MERC-NNG, the Department noted that its analysis showed MERC
over-recovered its total gas costs on its NNG system by $2,743,525, or
approximately 1.90 percent during the reporting period. Additionally, the
Department’'s comments conclude that MERC over-recovered its demand costs for
the MERC-NNG system by $9,108,591, or approximately 38.58 percent, with the
over-recoveries occurring largely during October 2014 through May 2015. MERC
explained that the over collection of demand costs was predominantly caused by the
cost recovery of Bison and Northern Border Pipeline costs being shifted from the
demand rate factor to the commodity rate factor per Docket No. GO07/M-10-1166
and G011/M-10-1168 dated January 26, 2015. Based on its review of MERC’s
analysis of the over and under recoveries, the Department concluded that MERC-
NNG’s over-recovery of demand costs appears to be reasonable for this time period,
but requested that MERC address in its reply comments how the Company could
achieve more accurate recovery of the Bison and Northern Border pipeline costs on
a going-forward basis.

MERC hopes this discrepancy will be alleviated going forward through
synchronization of the time period used to recover the costs via the MERC-NNG
PGA system monthly filings and the time period used in subsequent MERC-NNG
PGA Annual Automatic Adjustment (“AAA”) filings. As mentioned above, orders
issued in Docket Nos. GO07/M-10-1166 and G011/M-10-1168 approved shifting the
future recovery of Bison and Northern Border Pipeline costs from the demand rate
factor to the commodity rate factor effective with the February 2015 monthly PGA
filing and approved shifting the recovery of the Bison and Northern Border Pipeline
costs for the entire June through July AAA period in the upcoming AAA filing. The
going-forward recovery of costs via the PGA and the “retroactive” shifting of costs for
the entire true-up period created a one-time over-recovery of approximately
$9,000,000 of demand costs and a similar one-time under-recovery of commodity
costs. The time period used to recover the Bison and Northern Border pipeline
costs, via the commodity rate factor, will be the same time period in future PGA and
AAA filings, resulting in a more accurate recovery of these costs.

This issue with the timing of the recovery of the Bison and Northern Border pipeline
costs does not similarly affect MERC-Consolidated. The Bison and Northern Border
pipeline costs are not allocated to the MERC-Consolidated PGA system and
therefore not recovered from MERC-Consolidated PGA system customers. The
Bison and Northern Border pipeline costs are assigned only to the MERC-NNG PGA
system and recovered only from MERC-NNG PGA system customers. The reasons
for MERC’s demand cost over-recovery on the Consolidated PGA, including



capacity release and curtailment penalty revenues, and actual costs being less than
projected, were addressed in MERC'’s filing and summarized in the Department’s
Comments and the over-recovery is not attributable to the change in allocation of
Bison and Northern Border pipeline costs on MERC’s NNG PGA.

MERC thanks the Department for its review of this matter and agrees with the
recommendations to accept MERC’s AAA and true-up filings. Please contact me at
(651) 322-8965 if you have any questions or require additional information.

Sincerely yours,

[s/ Amber S. Lee

Amber S. Lee
Regulatory and Legislative Affairs Manager
Minnesota Energy Resources Corporation

CccC: Service List
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