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Peirce Direct / 1 

I. QUALIFICATIONS 1 

Q. Please state your name, occupation, and business address. 2 

A. My name is Susan L. Peirce.  I am a Public Utility Rate Analyst with the Minnesota 3 

Department of Commerce, Division of Energy Resources (Department or DOC).  My 4 

business address is:  85 7th Place East, Suite 500, St. Paul, Minnesota 55101. 5 

 6 

Q. What is your educational and professional background? 7 

A. My educational and professional background is summarized in DOC Ex. ___ at SLP-1 8 

(Peirce Direct). 9 

 10 

II. PURPOSE OF TESTIMONY 11 

Q. What are your responsibilities in this proceeding? 12 

A. My responsibilities are to review the apportionment of revenue responsibility and rate 13 

design recommendations proposed by Minnesota Energy Resources Corporation 14 

(MERC) in its petition for evaluation and approval of rider recovery for its Rochester 15 

Natural Gas Extension Project. 16 

 17 

Q. To which MERC witnesses do you respond? 18 

A. I address the testimony of Ms. Amber Lee on rate design. 19 

 20 

Q. Please summarize MERC’s proposal. 21 

A. MERC proposes to recover a portion of the Phase II costs of its Rochester Project 22 

through a Natural Gas Extension Project Rider (NGEP Rider) as permitted under Minn. 23 

Stat. §216B.1638.  Phase II involves reconstruction of the town border stations that   24 
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 serve Rochester and construction of the transmission infrastructure necessary to 1 

move additional capacity into the Rochester area.  Department witnesses Adam 2 

Heinen and Michael Ryan discuss the specifics of the project in more detail.  In 3 

addition, MERC proposes to charge to its ratepayers the portion of the costs charged 4 

to MERC by Northern Natural Gas (NNG) for the additional interstate pipeline capacity 5 

to the area through the NNG Purchased Gas Adjustment (PGA). 6 

 7 

Q. What direction do Minnesota Statutes provide regarding rate design? 8 

A. Minn. Stat. §216B.1638 permits gas utilities to recover costs associated with a 9 

natural gas extension project outside of a general rate case through the 10 

implementation of a NGEP Rider.  Specifically, the statute states: 11 

A public utility may petition the commission outside of a 12 

general rate case for a rider that shall include all of the 13 

utility’s customers, including transport customers, to 14 

recover the revenue deficiency from a natural gas 15 

extension project.   16 

  Minn. Stat. § 216B.1638 also limits recovery under the rider to no more than 17 

33 percent of the costs of the natural gas extension project. Minn. Stat. § 18 

216B.1638, subd. 3 (c ). 19 

 20 

Q. What is MERC’s NGEP Rider proposal? 21 

A. MERC proposed to recover one-third of the revenue deficiency associated with the 22 

upgrade of its distribution system in the Rochester area through its NGEP Rider.  23 

MERC proposed to file its annual NGEP Rider by October 1 each year with rates that 24 

MERC proposes to be effective January 1st of the following year.  Under MERC’s 25 

proposal, the filing would include the projected rider-eligible revenue deficiency and   26 
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 the proposed per therm Rider rate.  MERC proposed that the NGEP Rider rate would 1 

be calculated annually, and would include a true-up to reflect actual revenues and 2 

expenses.  MERC Ex.____ at 17 (Lee Direct). 3 

 4 

Q. How does MERC propose to apportion its Rochester Project revenue requirement 5 

among its customer classes? 6 

A. MERC proposed to recover its Rider revenue deficiency on a flat per therm basis from 7 

all customers.  Under MERC’s proposal the Rider rate would be calculated by dividing 8 

the annual revenue deficiency by total therm sales to both sales and transport 9 

customers.   10 

 11 

Q. Do you agree with this methodology? 12 

A. Not entirely.  While I do not object to a per therm basis for simplicity in the rider, I 13 

conclude that the issue is somewhat more complex than reflected in MERC’s 14 

proposal.  Instead, I recommend that MERC‘s Rider revenue deficiency first be split 15 

so that at least 50 percent of the costs recovered in the rider would be charged to 16 

ratepayers in Rochester, with the remaining amount of the costs charged to 17 

ratepayers outside of Rochester, before calculating a flat per therm charge for each 18 

group of customers    19 

 20 

Q. Why do you recommend a 50/50 or other split in the revenue requirement between 21 

Rochester and non-Rochester customers? 22 

A. The Rochester Project would most directly benefit Rochester area customers, by 23 

improving reliability and allowing for additional growth with the addition of the   24 
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 proposed Destination Medical Center.  Consequently, I recommend that Rochester 1 

customers pay for half of the NGEP Rider costs of the project.  At that same time, 2 

customers outside the Rochester area would also benefit from improved reliability on 3 

MERC’s system, as discussed in the testimony of Department Witness Michael Ryan.  4 

I note that the 50/50 split of costs refers to the amount remaining after assignment 5 

of costs to Rochester Public Utilities, per the testimony of Department Witness Adam 6 

Heinen. 7 

  I recommend that the Commission consider apportioning at least 50 percent 8 

of the costs to Rochester customers and the remaining amount of the costs to non-9 

Rochester customers.  Rochester customers represent approximately 20 percent of 10 

MERC’s total customer base, and 13.5 percent of MERC’s total sales.  MERC Ex.____ 11 

at 10 (Clabots Direct) and MERC Ex.____at ASL-1 (Lee Direct).  Apportioning half the 12 

costs to Rochester would more accurately reflect cost-causation of the Project.  In 13 

addition, because the Rochester Project will accommodate growth in sales in the 14 

Rochester area, the burden of the higher apportionment per Mcf will be reduced over 15 

time. 16 

  I request that MERC calculate the rates based on a 50/50 split and provide a 17 

bill impact analysis in Rebuttal.    18 

 19 

Q. How does MERC propose to recover NNG’s costs associated with the increase in 20 

interstate pipeline capacity? 21 

A. MERC proposes to recover the costs of increasing the capacity on NNG’s interstate 22 

pipeline through the NNG PGA, and charging the costs to all MERC customers served 23 

off NNG’s pipeline.  24 
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Q. Do you have any concerns with MERC’s proposal to recover capacity costs from all 1 

customers subject to the NNG PGA? 2 

A. I defer to Adam Heinen’s testimony on this issue. 3 

 4 

III. SUMMARY OF DEPARTMENT RECOMMENDATIONS 5 

Q. Please provide a summary of your recommendations. 6 

A. I recommend that the Commission: 7 

 Apportion at least 50 percent of the revenue deficiency to MERC’s 8 

Rochester customers and the remaining amount to MERC’s non-Rochester 9 

customers, calculated on a per therm basis for each group. 10 

 Approve the recovery of NNG pipeline capacity costs through MERC’s NNG 11 

PGA. 12 

 In addition, I request that MERC provide the rates by customer class under 13 

this recommendation and a bill impact analysis in its Rebuttal.  Specifically, I 14 

request that MERC’s analysis assume a 50/50 revenue split between Rochester 15 

and non-Rochester customers with separate per therm rates for the two groups. 16 

 17 

Q. Does this complete your Direct Testimony? 18 

A. Yes. 19 
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Ryan Direct / 1 

I. INTRODUCTION1 

Q. Would you state your name, occupation and business address?2 

A. My name is Michael Ryan.  I am employed as a Public Utilities Rates Analyst by the3 

Minnesota Department of Commerce, Division of Energy Resources (Department).4 

My business address is 85 7th Place East, Suite 500, St. Paul, Minnesota 55101-5 

2198.6 

7 

Q. What is your educational and professional background?8 

A. I received a Bachelor of Science degree in Finance and a Bachelor of Arts degree in9 

German from Saint Cloud State University in 2006.10 

I have seven and a half years’ experience in the natural gas industry in the 11 

private sector with U.S. Energy Services, Inc.  From 2009 to 2012, I worked as a Gas 12 

Operations Analyst and coordinated natural gas transportation on the major 13 

interstate pipelines in Minnesota including, but not limited to, Northern Natural Gas 14 

(NNG), Northern Border Pipeline (NBPL), Viking Gas Transmission (Viking), Alliance 15 

Pipeline (Alliance), and Great Lakes Gas Transmission (GLGT).  From 2012 until 16 

January 2016, I held the position of Retail Energy Originator.  I was responsible for 17 

delivered retail natural gas and electric supply contracts throughout North America 18 

including the establishment of timing for responses, inclusion of correct factors 19 

specific to each retail facility, and evaluation of pricing and proposals.  Specific to 20 

natural gas, I issued in excess of 75 requests for proposals (RFPs) per year.   21 

I joined the Department of Commerce as a Public Utilities Rates Analyst in 22 

February of 2016.  23 



 

 
Ryan Direct / 2 

Q. What are your responsibilities in this proceeding? 1 

A. My responsibility in this proceeding is to review the RFP conducted by Minnesota 2 

Energy Resources Corporation (MERC or the Company) to acquire the natural gas 3 

resources that are the subject of this proceeding.  I reviewed testimony provided by 4 

MERC witnesses Mr. Timothy C. Sexton, and Ms. Sarah R. Mead regarding the RFP.  5 

The purpose of this review is to determine: a) whether MERC selected the least cost 6 

alternative to meet the proposed need, consistent with the requirement of Minn. 7 

Stat. § 216B.1638 subd.3 (b) (2), and b) whether MERC met the statutory 8 

requirement to show that “project costs are reasonable and prudently incurred” in 9 

order for MERC to recover in a rider the costs of a natural gas extension project. 10 

 11 

Q. Do you address all issues associated with this Project in your testimony? 12 

A. No, I do not.  Department Witness Adam Heinen addressed the Company’s 13 

forecasted need for the project, the Company’s cost recovery proposal through the 14 

Natural Gas Extension Project rider, and the relationship of the project to the 15 

proposed Destination Medical Center.  Department Witness Sue Peirce addressed 16 

the apportionment of revenue responsibility associated with the rider proposal. 17 

 18 

II. PURPOSE AND SCOPE 19 

Q. Please provide a description of proposed Rochester Extension Project. 20 

A. On October 26, 2015, MERC filed a Petition for approval of rider recovery of costs for 21 

the extension project to serve Rochester, MN and the surrounding area (the 22 

Rochester Project or Project).  The Company has stated that the Project is necessary 23 

because the distribution system is currently at capacity and upgrading is needed to   24 
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 meet current and future demand.  As part of the upgrade, NNG will have to expand 1 

the capacity of its interstate pipeline to support the upgrade to MERC’s distribution 2 

system. MERC Ex. __ at p. 1 (MERC Petition). 3 

 4 

Q. Did the Company evaluate the pricing provided by NNG? 5 

A. Yes, MERC conducted an RFP with multiple parties to determine if the best and most 6 

cost effective option was to remain with the incumbent provider of service to 7 

Rochester, which is NNG.  The summary results of this RFP process were provided by 8 

MERC in its Highly Sensitive Trade Secret Response to DOC Information Request (IR) 9 

No. 38. Highly Sensitive Trade Secret DOC Ex. ____ at MR-1, 10 

Attachment_DOC_38_HIGHLY SENSITIVE TRADE SECRET.pdf (Ryan Highly Sensitive 11 

Trade Secret Direct).      12 

 13 

III. RFP AND NEED FOR ADDITIONAL INFRASTRUCTURE 14 

Q. Do you address whether there is a need for the project? 15 

A. No, that issue is addressed in the Direct Testimony of Adam Heinen. 16 

 17 

Q. Assuming that there is a need for new interstate pipeline capacity, did MERC 18 

demonstrate that there were no other viable options to meet this need? 19 

A. Yes, MERC witnesses addressed that the other options available to meet need of 20 

ratepayers in the Rochester Area would be: to take no action, conservation, upgrade 21 

the distribution system, realign other NNG capacity, purchasing capacity from other 22 

pipelines, and use peaking facilities on days of increased demand on the distribution 23 

system.  The Company responded to these various options as follows:    24 
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1. No action: The Company stated that it has a shortfall of delivery 1 

entitlement to the Rochester city gates and that with demand expected to 2 

grow, it will need additional capacity.  There is also no incremental 3 

capacity that can be purchased from NNG or other shippers transporting 4 

natural gas to Rochester. MERC Ex. ____ at 8 (Mead Direct). 5 

2. Conservation: MERC stated that while conservation of energy among 6 

customers in Rochester can reduce the demand growth rate somewhat, it 7 

has not been sufficient to eliminate the growth in demand. MERC Ex. ___ 8 

at 8 (Mead Direct).  The Company further explained that demand side 9 

savings are not enough to meet the anticipated customer growth and the 10 

current shortfall. MERC Ex. ___ at 9 (Mead Direct). 11 

3. Upgrading the MERC distribution system: Even with upgrades to the 12 

distribution system, there are limits based on the amount of natural gas 13 

that can be delivered to the Rochester Town Border Stations (TBS) from 14 

the upstream interstate pipeline.  Upgrades to MERC’s distribution system 15 

address only issues downstream from the two TBSs. MERC Ex. ___ at 9 16 

(Mead Direct).   17 

 To help demonstrate this point, I prepared a simple flow chart that is 18 

included as an attachment to this testimony. DOC Ex. ___at MR-2 (Ryan 19 

Direct).  It illustrates the movement of gas from extraction through the 20 

point in which it is received by MERC’s customers.  As shown in the 21 

attachment, upgrading MERC’s distribution system is downstream from 22 

the interstate pipeline and does not lessen the needs at the TBS.  Thus the 23 

constrained interstate pipeline and flow into the TBS cannot be addressed   24 
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 solely by upgrading MERC’s distribution system (although upgrades to 1 

MERC’s distribution system may also be needed). 2 

4. Realignment of other MERC-owned NNG capacity:  According to MERC, 3 

there are only two TBSs where NNG delivers natural gas to the Rochester 4 

area:  Rochester 1B and 1D MERC Ex. ___ at 7 (Sexton Direct).  While the 5 

Company has 193,423 Dekatherms (Dth)/day of firm delivery entitlement 6 

on NNG to stations that are not Rochester 1B & 1D MERC Ex. ___ at 9 7 

(Sexton Direct), the use of this capacity to deliver natural gas to Rochester 8 

would be unreasonable given that the capacity has alternative delivery 9 

paths. The Company does not carry excess capacity to the other points so, 10 

if the firm delivery entitlement were realigned to deliver natural gas to 11 

Rochester, capacity would then have to be added for multiple points to 12 

replace the capacity needed in those areas. MERC Ex. ___ at 9 and 10 13 

(Sexton Direct).  In other words, the other capacity is already needed at 14 

other delivery points.  15 

 Moreover, even if it were possible to move gas supplies intended for other 16 

areas of MERC’s system, this alternative would not address the need since 17 

it would still require NNG to expand physical delivery capability to 18 

Rochester.   19 

5. Purchase of capacity from other interstate pipelines:  No other pipelines 20 

currently serve Rochester, so this is not currently an option.  While service 21 

from other pipelines is certainly not impossible, other pipelines would have 22 

to build infrastructure to reach Rochester.  MERC Ex. ___ at 12 (Sexton 23 

Direct).  24 
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6. Use peaking facilities to address need for distribution capacity:  The Office 1 

of the Attorney General (“OAG”) requested information on peaking facilities 2 

in the Rochester area.  In its Response to OAG IR No. 176, MERC stated 3 

that it no longer has any peaking facilities on its system.  MERC also 4 

added that peaking facilities would not be a solution to serve Rochester, 5 

because the distribution system has already reached capacity.  Similar to 6 

Option 3. above, this alternative would only address the issues behind 7 

MERC’s distribution system and not the constraint on the interstate 8 

pipeline. DOC Ex. ___ at MR-3 (Ryan Direct).   9 

 10 

Q. What criteria did you use when evaluating MERC’s competitive process? 11 

A. I evaluated the RFP process to assess whether it was inclusive of potential parties 12 

and if participating parties were held to a fair process.  I also evaluated the process 13 

to determine if MERC selected the lowest cost option and ensured there were 14 

reasonable provisions to protect ratepayers. 15 

 16 

Q.  Did MERC use a competitive bidding process to address the additional pipeline 17 

capacity needs? 18 

A. Yes.  On January 5, 2015 MERC issued an RFP to NNG, NBPL, Viking, Great Lakes, 19 

and Encore. MERC Ex. ___ at 38 (Sexton Direct).  The RFP was also posted to the 20 

MERC website to allow for additional solicitation.    21 
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Q. Do you believe there were other parties that could have been included in the RFP? 1 

A. Yes.  The Alliance Pipeline travels through southern Minnesota near the Rochester 2 

Area.  I issued discovery seeking clarification as to why Alliance was not included in 3 

the RFP.  In its Response to DOC IR No. 44, MERC stated that the additional cost of 4 

building a processing plant, given that Alliance is a wet pipeline, made use of this 5 

pipeline cost prohibitive and logically impractical.  DOC Ex. ___ at MR-4 (Ryan Direct). 6 

 7 

Q. What is a wet pipeline? 8 

A. When the natural gas is extracted or gathered from the natural gas field, there are 9 

additional hydrocarbon liquids and impurities that come with the natural gas.  A wet 10 

pipeline is able to transport the denser hydrocarbon mix and extract the additional 11 

hydrocarbons at the point of delivery instead of at the extraction point.  My 12 

understanding of MERC’s Response to DOC IR No. 44 is that a processing plant 13 

would have been needed at the interconnection between Alliance and MERC’s 14 

distribution system to extract the hydrocarbon liquids and allow the “dry” natural gas 15 

to flow into Rochester.  The Company’s Response to IR No. 44 also stated that a 16 

consultant for Alliance did make an inquiry based on the RFP, but no bid was 17 

received. 18 

 19 

Q. What do you conclude, based on MERC’s response? 20 

A. I continue to conclude that MERC should have included Alliance in the RFP and 21 

designed the RFP to request proposals for delivery of “dry” gas.  Such an approach 22 

would have allowed for confirmation that use of the Alliance Pipeline was cost   23 
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 prohibitive.  Nonetheless, since Alliance did not submit a bid, I conclude that this 1 

issue is reasonably addressed in this proceeding.  2 

 3 

Q. Have you had an opportunity to review the RFP? 4 

A. Yes.  MERC provided the RFP in Response to OAG IR No. 132. DOC Ex. ____at MR-5, 5 

Attachment_OAG_132_RFP.pdf (Ryan Direct). 6 

 7 

Q. Based on your review, did the RFP include sufficient guidance and data for 8 

companies to adequately respond to MERC’s needs? 9 

A. Yes.  Based on my review, the RFP documents were sufficiently detailed and included 10 

two Project sizes to allow for full Project comparison between the incumbent pipeline, 11 

NNG, and the other bidders. 12 

 13 

Q. Did the RFP allow respondents adequate time to respond? 14 

A. Yes.  The RFP requested responses two weeks after the date of issuance.  Industry 15 

practice varies considerably depending on the level of complexity and other factors, 16 

but the two week timeframe would allow responses or, at a minimum, indications of 17 

intent from potential parties. 18 

 19 

Q. Did MERC receive multiple responses? 20 

A. Yes. NNG, NBPL, and Twin Eagle responded to the RFP.  21 
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Q. Were the responses received within the requested timeframe? 1 

A. Yes.  Mr. Sexton, a consultant for MERC, stated that initial proposals were received 2 

on January 16, 2015 and, after discussion with MERC, each party that provided a 3 

proposal was able to provide an update on February 18 and 19, 2015.  MERC Ex. ___ 4 

at 41 (Sexton Direct). 5 

 6 

Q. Were there multiple bid options? 7 

A. Yes.  Given that NNG is the incumbent pipeline serving MERC in the Rochester Area, 8 

the RFP included two scenarios.  First, the request was made for 100,000 Dth/day of 9 

firm delivery entitlement to a new MERC TBS.  The second option was to work with 10 

NNG to provide an incremental 45,000 Dth/day of firm capacity to the existing 11 

Rochester TBSs in addition to the NNG capacity currently contracted for delivery to 12 

those points to get Rochester to the desired entitlement.  13 

 14 

Q. Do you address the aggregate volume and growth estimates provided by the 15 

Company? 16 

A. No, these issues are addressed in the Direct Testimony of Adam Heinen. 17 

 18 

Q. Did the Department have access to the RFP responses? 19 

A. Yes.  MERC provided the RFP responses in the MERC’s Highly Sensitive Trade Secret 20 

Supplemental Response to OAG IR No. 132. Highly Sensitive Trade Secret DOC Ex. 21 

____at MR-6, Attachment_OAG_132_Responses_HIGHLY SENSITIVE TRADE 22 

SECRET.pdf (Ryan Highly Sensitive Trade Secret Direct).   23 
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Q. Did you review MERC’s comparative evaluation of the competitive bids? 1 

A. Yes.  MERC provided its internal review of the competitive bid process in MERC’s 2 

Highly Sensitive Trade Secret Response to DOC IR No. 38.  Highly Sensitive Trade 3 

Secret DOC Ex. ____at MR-1, Attachment_DOC_38_HIGHLY SENSITIVE TRADE 4 

SECRET.pdf (Highly Sensitive Trade Secret Ryan Direct).  MERC’s document was a 5 

high level summary of the pricing provided by suppliers along with other non-6 

quantitative aspects that were factored into the Company’s decision.  All categories 7 

were weighted with Project cost holding the majority of the weight.       8 

 9 

Q. Did you have any reason to question weights MERC assigned based on the 10 

information provided in MERC’s baseline summary document of the RFP results? 11 

A. No.  The information and weights to each category appeared reasonable.  Overall, the 12 

driving component was cost and the summary data confirms the decision made by 13 

MERC. 14 

 15 

Q. Did MERC undertake any independent review of its RFP process?  16 

A. Yes.  MERC enlisted the services of Mr. Sexton to independently review the RFP 17 

process. 18 

 19 

Q. Did the Company provide the results of Mr. Sexton’s analysis and have you had an 20 

opportunity to review this analysis?  21 

A. Yes on both counts.  MERC provided Mr. Sexton’s independent evaluation in MERC 22 

Ex. ___ at TCS-3 (Sexton Direct).  Mr. Sexton’s comparison focused solely on pricing 23 

and reached the same conclusion as MERC that the results of the RFP indicate that   24 
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NNG was the most competitive option for moving forward with the Rochester Expansion.  1 

 2 

Q. Did you have any reason to question the information provided in Mr. Sexton’s 3 

independent analysis? 4 

A. No.  In reviewing Mr. Sexton’s analysis, I was able to tie his statements to the 5 

responses provided by the bidding parties and follow the calculations.  Mr. Sexton’s 6 

assumptions and additional cost component calculations are accurate. 7 

 8 

Q. Additional components were negotiated with NNG after the formal RFP process was 9 

closed.  Should the other bidders been offered the ability to offer further 10 

enhancements to their bids?  11 

A. Given that NNG was the most competitive bid based on its Proposal 3.0, and given 12 

that the enhancements “continued to show significate savings over the life of the 13 

project”, it was not unreasonable that the other bidders were not allowed to refresh 14 

proposals.  MERC Ex. ____ at 51 (Sexton Direct).  NNG Proposal 3.0 was received on 15 

February 18, 2015 with the competitive bids of the other pipelines and was the basis 16 

for negotiations and later amendments.  The amended option also offered a phased 17 

approach, enabling MERC to partially delay cost of the expansion capacity until 18 

November 2019, which, based on Mr. Sexton’s calculation, resulted in a net present 19 

value savings as compared to Proposal 3.0. MERC Ex. ____ at 45 and 46 (Sexton 20 

Direct).    21 
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Q. Did the negotiated enhancements to Proposal 3.0 create any additional obligation or 1 

cost for MERC? 2 

A. Yes.  The final Amended Negotiated Transaction with NNG increased the total cost of 3 

the Project in nominal dollars due to pushing out Phase 1 of the Project to November 4 

1, 2018 instead of November 1, 2017.  This delay resulted in an increased capital 5 

cost of approximately $2.5 million or less than 5 percent. MERC Ex. ___ at 15 (Mead 6 

Direct).  These capital cost increases did not have a material impact on the results of 7 

the RFP process; more importantly, NNG would still have prevailed relative to the 8 

other bids. 9 

 10 

Q. Were there additional components that made NNG the best option? 11 

A. In addition to NNG providing the most cost competitive bid, the incumbent interstate 12 

pipeline company was able to differentiate itself by its ability to serve Rochester at 13 

multiple points, by having the least amount of pipeline mileage dependent on one 14 

pipeline and by capping the reservation price of NNG capacity so that it does not 15 

increase if NNG files for increased tariff rates.  This information was provided in the 16 

Company’s Highly Sensitive Trade Secret Response to DOC IR No. 38. Highly 17 

Sensitive Trade Secret DOC Ex. ___at MR-1, Attachment_DOC_38_HIGHLY SENSITIVE 18 

TRADE SECRET.pdf (Highly Sensitive Trade Secret Ryan Direct).1    19 

                                                 
1 In conversation with MERC, the testimony above was deemed public.  However the supporting 
Attachment_DOC_38_HIGHLY SENSITIVE TRADE SECRET.pdf remains Highly Sensitive Trade Secret. 
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Q. What additional enhancements did MERC receive from the final Amended Negotiated 1 

Transaction, and how do these enhancements benefit MERC ratepayers?   2 

A. The negotiated enhancements added flexibility and certainty to extension rights as 3 

follows: 4 

1. Fixed delivery rates for the existing Rochester entitlement:  Instead of the rates 5 

being subject to change when NNG’s maximum tariff rates change, MERC 6 

negotiated that the existing Rochester entitlement would be fixed at the current 7 

maximum rate during the 25-year term of the agreement. MERC Ex. ___ at 47 and 8 

48 (Sexton Direct). 9 

2. Firm growth capacity rights to other MERC markets:  The negotiated agreement 10 

includes an additional 5,439 Dth/day of firm delivery to nine MERC delivery 11 

points and an additional 2,593 Dth/day of firm delivery to twenty-one MERC 12 

delivery points for Phase I and Phase II, respectively. MERC Ex. ___ at 48 (Sexton 13 

Direct).  The firm capacity will be at NNG’s maximum tariff rate. 14 

3. Flexibility to use Rochester TF entitlement to serve markets other than Rochester:  15 

MERC is allowed to direct a portion of the firm Rochester entitlement to alternate 16 

MERC delivery points within NNG market zone EF on an alternate basis at the 17 

fixed rate. MERC Ex. ___ at 49 (Sexton Direct).  The NNG market zone EF covers 18 

all of Minnesota.  MERC is able to use up to 20% of the total Rochester capacity 19 

throughout the state. MERC Ex. ___ at 22 (Mead Direct).  To clarify, ratepayers 20 

throughout the entire MERC system could benefit from MERC’s flexibility to use 21 

the Rochester entitlement unless the delivery points are physically constrained. 22 

MERC Ex. ___ at 24 (Mead Direct).  MERC provided a listing of delivery points, 23 

and included contracted capacity versus physically delivery capacity.  MERC   24 
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 defined “not physically constrained” as a TBS that has less contracted capacity 1 

than NNG’s pipeline is physically capable of delivering. DOC Ex. ___at MR-7 (Ryan 2 

Direct) (MERC Response to OAG IR No. 185- Attachment OAG 185.xlsx).  3 

4. Additional growth up to 2,000 Dth/day:  The negotiated MERC and NNG 4 

agreement may also benefit ratepayers by improving system reliability, in that it 5 

provides MERC the option to purchase up to 2,000 Dth/day of additional capacity 6 

during any odd year of the agreement.  The capacity would have a predetermined 7 

Capital Recovery Rate for NNG, but give MERC some flexibility if additional 8 

incremental capacity is needed. MERC Ex. ___ at 50(Sexton Direct). 9 

5. A one-time five-year extension right at fixed rates upon completion of the 25-year 10 

contract:  The final enhancement offered could benefit MERC ratepayers via the 11 

option to extend the contract at fixed discounted rates.  The fixed rate would offer 12 

certainty of pricing and would not be subject to the applicable tariff rates at the 13 

time of the extension. MERC Ex. ___ at 50(Sexton Direct). 14 

 15 

Q. Given your experience with gas contracts, what do you conclude?   16 

A. I conclude that MERC’s RFP process was fair and reasonable, and that MERC 17 

negotiated reasonable provisions for ratepayers not only in Rochester, but in other 18 

areas of MERC’s system as well.  19 

 20 

V. SUMMARY OF RECOMMENDATIONS 21 

Q. Based on your investigation, what do you recommend? 22 

A. Overall, I concur with Mr. Sexton’s Direct Testimony in regards to the RFP conducted 23 

by MERC.  I believe that the RFP process was a comprehensive gauge of the market   24 
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 and the potential alternatives for interstate pipeline services to the Rochester TBSs.   1 

While other pipelines may have difficulty serving Rochester, MERC made reasonable 2 

efforts to address this issue through the timing of the process and allowing other 3 

bidders the opportunity to provide competitive bids on the Project.  4 

 5 

Q. Do you have any additional recommendations? 6 

A.  No. 7 

 8 

Q. Does this conclude your Direct Testimony? 9 

A. Yes. 10 
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Table 1. Flow of Natural Gas to MERC 
Customers 

Natural Gas 
Production/ 
Extraction 

Transportation on 
Interstate Pipeline (e.g. 
NNG, NBPL, etc.)  

Town Border Station 
(“TBS”) (i.e. 
Interconnection 
Between Interstate 
Pipeline and MERC) 

Transportation on 
MERC’s Distribution 
System 

MERC Customers 
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Response by: Amber S. Lee
Title: Regulatory and Leg. Affairs Mgr.
Department: Regulatory Affairs
Telephone: 651-322-8965

OAG No. 176
State Of Minnesota

Office Of The Attorney General
Utility Information Request

Requested from:

David Kult

In the Matter of the Petition of Minnesota
Energy Resources Corporation for Evaluation
and Approval of Rider Recovery for its
Rochester Natural Gas Extension Project.

MPUC Docket No. G011/GP-15-895

By: Joseph A. Dammel Date of Request: May 6, 2016
Telephone: (651) 757-1061 Due Date: May 18, 2016

For all responses show amounts for Total Company and the Minnesota jurisdictional retail unless
indicated otherwise. Total Company is meant to include costs incurred for both regulated and
non-regulated operations.

Describe any peaking facilities (propane-air, compressed natural gas, etc.) that MERC has on its
system, specifically in the Rochester area. If there are none, explain whether MERC has
investigated building a peaking facility to serve design day demand as an alternative to the
Rochester Project. If MERC has not investigated this option, explain why.

MERC Response:

MERC no longer has any peaking facilities on its system. MERC retired or sold all of its
peaking facilities due to age, reliability concerns, and their inability to provide additional firm
capacity during peak demand times.

MERC notes that adding additional peaking facilities to the Rochester area would not be an
effective solution to serve existing and forecast firm demand. Peaking facilities do not increase
firm capacity on a system that has already reached its maximum capacity. As described
throughout the Petition and in MERC’s Direct Testimony, the distribution system in the
Rochester area is already at capacity. Solutions such as adding propane-air, compressed natural
gas will not increase capacity of the already-constrained system.
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Response by: Sarah R. Mead List sources of information:

Title: Manager of Gas Supply

Department: Gas Supply

Telephone: 920-433-7647

State of Minnesota
NonpublicDEPARTMENT OF COMMERCE

DIVISION OF ENERGY RESOURCES

Utility Information Request

Public

Docket Number: G011/M-15-895 Date of Request: 5/6/2016

Requested From: Minnesota Energy Resources Corporation Response Due: 5/18/2016

Analysts Requesting Information: Michael Ryan/Adam Heinen

Type of Inquiry: [ ] Financial [ ] Rate of Return [ ] Rate Design
[ ] Engineering [ ] Forecasting [ ] Conservation
[ ] Cost of Service [ ] CIP [ ] Other:

If you feel your responses are trade secret or privileged, please indicate this on your response.

Request
No.

44 Subject: RFP

Reference: Sexton Direct Testimony, Page 38, Line 20

In the above reference, Mr. Sexton states, “all active pipeline companies operating in the
general vicinity of Rochester, Minnesota.”

Alliance Pipeline is in not listed in Mr. Sexton’s testimony. Please clarify whether Alliance
was contacted regarding the proposed Project. Please provide information on Alliance’s
response or rationale for not including Alliance in the RFP process.

If this information has already been provided in written comments, testimony, or in response
to an earlier DOC information request, please identify the specific cite(s) or DOC information
request number(s).

MERC Response:

Alliance Pipeline is a “wet” pipe, which means it transports un-processed natural gas liquids
(NGL’s), which includes propane, ethane, butane, etc., in addition to natural gas. Alliance
Pipeline transports NGL’s from Alberta, Canada to the Chicago/Joliet area, where the NGL’s
are “processed” to strip out the propane, ethane, butane, etc. from the NGL’s producing
pipeline quality “dry” natural gas. This pipeline quality “dry” natural gas enters a number of

x

Docket No. G011/M-15-895
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Response by: Sarah R. Mead List sources of information:

Title: Manager of Gas Supply

Department: Gas Supply

Telephone: 920-433-7647

other natural gas pipelines in the Chicago/Joliet area which transport the natural gas to
various markets in the Midwest.

Transporting natural gas to Rochester, Minnesota via an interconnect with Alliance Pipeline
would require Alliance Pipeline to build a processing plant to provide pipeline quality “dry”
natural gas to the Rochester area. The expected cost of building a processing plant and
operating it in a production environment made this option cost prohibitive and logistically un-
feasible.

Alliance was not contacted directly about the project due to the additional “processing”
costs and flow characteristics they would have had to manage to provide the relatively small
volumes of pipeline quality “dry” natural gas to the Rochester area. However, the RFP was
posted on MERC’s website and was, consequently, available to Alliance if it wanted to bid.

A consultant working on behalf of Alliance Pipeline did make an inquiry to MERC about the
RFP, but Alliance Pipeline declined to bid on the project.
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RFP 9000003194
Date: 12/31/2014

Page 1 of 5

Integrys Business Support, LLC
and its affiliates

Request for Proposal (RFP) 9000003194

Project Name: Rochester Natural Gas Supply

Project Description: Provide transmission pressure natural gas to the Rochester Minnesota area.

Location of Project: Minnesota Energy Resources Company
1995 Rahncliff Ct Ste 200
Eagan, MN 55122-3401

Business Unit: MERC - Minnesota Energy Resources Company
Project Number: 0140014005
RFP number: 9000003194
Date Issued: December 31, 2014
Project Manager: Jeff Krueger
Email Address: JEKrueger@Integrysgroup.com
Phone Number: (920) 433-5505
Cell Number: (920) 680-5465
Buyer: Carrie Voskuil
Bid Due Date: January 16, 2015
Pre Bid Meeting: N / A

Docket No.G011/M-15-895
DOC Ex. ___ MR-5
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RFP 9000003194
Date: 12/31/2014

Page 2 of 5

1.0 Description of Work

Bidders shall provide the following information:

a. Overall cost associated with Scope outlined in Section 6.0 below

b. Overall schedule associated with Scope outlined in Section 6.0 below

c. Recurring operational & maintenance costs associated with Scope outlined in Section 6.0
below

It shall be the Bidder's responsibility to obtain complete information as to the regulatory filings and
fieldwork involved in order to submit a complete and comprehensive proposal. It is understood that
this proposal shall be non-binding in nature and is being used for indicative purposes and future
contracting possibilities.

2.0 Schedule

The following milestone schedule shall apply to the work:

a. Natural Gas Transportation Capacity must be available no later than August 1, 2017

3.0 Applicable State Sales and Use Tax

Minnesota sales/use tax notice - -Do not bill sales/use tax. This purchase order covers material and/or
labor which will enter into the construction, alteration, repair or improvement of real property.
Minnesota sales or use tax for these materials is the responsibility of the contractor at the time of
purchase by the contractor.

4.0 Special Requirements

N/A

5.0 Supplements, Standards, References and Drawings

Unless otherwise shown or specified, the work shall conform to the latest issue of all applicable
standards and references.

• OSHA Safety and Workplace Standards

• United States Army Corps of Engineers

• Minnesota Public Utility Commission

• Minnesota Dept. of Environmental Quality

• Minnesota Dept. of Transportation

• Minnesota Administrative Code

• Olmstead County, MN County Administrative Codes

• City of Rochester MN Administrative Codes

• API Standard 1104 - Standard for Welding Pipelines, latest edition as approved by 49 CFR 192

• 49 CFR 192 - Code of Federal Regulations, Title 49, Part 192 Transportation of Natural & Other
Gas by Pipeline

Docket No.G011/M-15-895
DOC Ex. ___ MR-5
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RFP 9000003194
Date: 12/31/2014

Page 3 of 5

• ACI Standard 318 - American Concrete Institute - Building Code Requirements, latest edition

• ASTM D 448 – Standard Classification for Aggregate Sizes for Road and Bridge Construction.

6.0 Scope of Work

An outline of the work is provided in the following:

• OPTION 1:

• Construct a Natural Gas Transmission pipeline that connects to a natural gas supply location of
the bidders choosing and inter-connects to a new MERC TBS located on the northwest side of
Rochester, Minnesota. Approximate location of the new MERC TBS is south of Hwy 14 but no
further than 2,500 feet south of Country Club Road (CR-34) and 70th Ave SW.

• Bid to include all inter-connection and routing design, easement acquisitions, regulatory and
permitting requirements.

• Construct the new pipeline for 100,000 Dth/day of firm capacity at 600psig minimum.

• MERC to pay for the project over a minimum 25 year period in an agreed upon monthly rate.

• OPTION 2:

• Work with the existing Natural Gas supply firm (Northern Natural Gas) to connect to their
existing system at a location(s) of the bidders and NNG’s choosing and inter-connects to the
existing MERC Town Border Stations. TBS 1D is located on the northwest side of Rochester,
Minnesota and TBS 1B is located on the Southeast of Rochester, Minnesota.

• Bid to include all inter-connection and routing design, easement acquisitions, regulatory and
permitting requirements.

• Construct the inter-connections to allow for an overall incremental 45,000 Dth/day capacity at
600psig minimum over and above what is in service today. The split will be 80% of the new
capacity (approx. 36,000Dth/day) to TBS 1D and 20% of the new capacity (approx. 9,00Dth/day)
to TBS 1B.

• MERC to pay for the project over a minimum 25 year period in an agreed upon monthly rate.

• All inter-connect costs to be included in bid price.

• Bidder will own and operate the newly constructed pipeline(s).

• In both Options, MERC will provide and operate the regulation and odorization facilities for the
gas into the distribution systems.

Docket No.G011/M-15-895
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RFP 9000003194
Date: 12/31/2014
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7.0 Proposal Price

Indicative price (+/- xx%) for complete work covered by these Bid Documents
unless exceptions are specifically listed and identified as such in the proposal.

Without limitation, it is understood that this price is indicative and is not subject
to a Contract whether actual or assumed. This Request is being used for indicative
purposes and possible future contracting needs.

%

8.0 Price Breakdown

Provide a breakdown of the indicative price for the following items (pricing breakdown is for evaluation
and cost accounting only and cannot be used as a basis for adjustment in total indicative bid).

Material Labor

Option 1 $ $

Option 2 $ $

Totals $ $

9.0 Price Adjustment

What is the error margin being used for the above prices? (+ / - xx%)

10.0 Change in the Work

As the project progresses, it may be necessary to include items of work not covered, or delete items
covered, by this Indicative Bid. At no time will the Indicative Bid be subject to these additions or
deletions. The Indicative Bid is a non-binding, one-time, stand-alone price (+/- xx%) being used for
planning and future contracting possibilities.

11.0 Non Price Proposal Data

Is Bidder's price based on performing the work in accordance with the completion date set forth in the
specification? (Answer Yes or No)
If answer above is no, Bidder shall indicate the schedule his proposal is based on.

Anticipated on-site construction period from mobilization to completion. (How many months)

12.0 Subcontractor Work

Bidder shall list any and all portions of the work to be subcontracted. Attention is specifically directed to the
requirements set forth in the Agreement and Instructions to Bidders relative to subcontractors.
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RFP 9000003194
Date: 12/31/2014

Page 5 of 5

List Name of Subcontractor and Type of Work:

•

•

13.0 Safety Information

Safety Performance Information is required with submittal of this document and include information for
subcontractors if applicable.

14.0 Conformity with Bid Documents

Bidder shall list all addendums that have been included in this proposal.

List Addendum Number and Date Issued:

•

•

Bidder hereby certifies that he agrees to all provisions of the Bid Documents and Addendums unless
exceptions are specifically and clearly listed in a separate attachment to the proposal and identified as
exceptions. Bidder's printed terms and conditions are not considered specific exceptions. Are any exceptions
listed in Bidder proposal? (Answer Yes or No)

Signature of Bidder:

Print Name and Title of Bidder:

Bidding Company Name:

Date of Bid: Bid Validity Date:

Docket No.G011/M-15-895
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Response by Lindsay K. Lyle
Title Engineering Manager
Department Engineering
Telephone (651) 322-8909

OAG No. 185
State Of Minnesota

Office Of The Attorney General
Utility Information Request

Requested from:

David Kult

In the Matter of the Petition of Minnesota
Energy Resources Corporation for Evaluation
and Approval of Rider Recovery for its
Rochester Natural Gas Extension Project.

MPUC Docket No. G011/GP-15-895

By: Joseph A. Dammel Date of Request: May 6, 2016
Telephone: (651) 757-1061 Due Date: May 18, 2016

For all responses show amounts for Total Company and the Minnesota jurisdictional retail unless
indicated otherwise. Total Company is meant to include costs incurred for both regulated and
non-regulated operations.

Re: Mead Direct, at 24.

MERC states that “upgrading Rochester’s infrastructure and providing additional capacity on the
NNG system helps free up capacity that can be used by customers at other delivery points on the
system, that are not physically constrained.” Explain what is meant by the term “not physically
constrained.” Provide a list of TBSs that are not physically constrained as well as a list of TBSs
that are physically constrained. Include the total capacity for firm delivery at each TBS, the
amount of capacity available to MERC at each TBS, and whether the TBS is located “in the
path” according to the PA with NNG for the new capacity (i.e., whether the alternate TBS is
within the primary receipt and delivery points).

MERC Response:

The phrase “not physically constrained” refers to a TBS that has contracted capacity less than its
physical delivery capacity. Please see Attachment OAG 185.xlsx for the remainder of the
information requested.
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Heinen Direct / 1 

I. INTRODUCTION 1 

Q. Please state your name, occupation, and business address. 2 

A. My name is Adam J. Heinen.  I am a Public Utilities Rates Analyst with the Minnesota 3 

Department of Commerce, Division of Energy Resources (Department or DOC).  My 4 

business address is 85 7th Place East, Suite 500, Saint Paul, Minnesota, 55101. 5 

 6 

Q. What is your education and professional background? 7 

A. A complete summary of my educational and professional background is presented in 8 

DOC Ex. ____ at AJH-1 (Heinen Direct).  I have been a Public Utilities Rates Analyst 9 

with the Department since January 2007.  10 

 11 

II. PURPOSE AND SCOPE OF TESTIMONY 12 

Q. What are your main responsibilities in this proceeding? 13 

A. My responsibilities in this proceeding include analyzing Minnesota Energy Resources 14 

Corporation’s (MERC or Company) proposed project and its associated need 15 

including its estimate of sales and peak demand, methods for mitigating potential 16 

excess capacity costs, and potential availability of other funding to offset the amount 17 

of the cost of the project to be charged to MERC’s ratepayers.  I respond to the 18 

testimony of Mr. Clabots and Ms. Lee. 19 

 20 

Q. Do you address the Request for Proposal (RFP) process used by MERC when 21 

selecting its preferred project? 22 

A. No.  The review of the reasonableness of the RFP process is discussed in the Direct 23 

Testimony of Department Witness Michael Ryan. 24 
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Q. Do you address the apportionment of revenue responsibility associated with the 1 

Company’s rider proposal, both in Rochester and outside of Rochester? 2 

A. No.  Department Witness Sue Peirce addresses the apportionment of revenue 3 

responsibility associated with the rider proposal.  However, in assessing the need for 4 

the project, I identify certain needs within Rochester and recommend how to address 5 

those circumstances. 6 

 7 

Q. Did the Commission provide guidance as to the issues it wants reviewed in 8 

testimony? 9 

A. Yes.  In its February 8, 2016 Order and Notice of Hearing (Order) the Commission 10 

listed three issues that it wanted parties to address. DOC Ex. ____ at AJH-2 (Heinen 11 

Direct).  In relevant part the Commission stated the following: 12 

1. Are the Rochester Project investments prudent, 13 
reasonable, and necessary to provide service to 14 
MERC’s Rochester service area, taking into account 15 
the City of Rochester’s announced goal of using 16 
100% renewable energy by 2031? 17 

 18 
2. Is it reasonable to recover the Rochester Project 19 

costs from all of MERC’s ratepayers? 20 
a. If so, on what basis; 21 
b. If not, what other allocation method would be 22 

more reasonable? 23 
 24 

3. What other funds may be available to cover the 25 
project costs? 26 

 27 
The Commission will defer any decision on the accuracy 28 
of MERC’s revenue-deficiency calculation until the 29 
Company seeks approval of an NGEP rider to recover that 30 
revenue deficiency. 31 

 32 

Q. Please summarize how your testimony is organized. 33 
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A. My testimony is arranged as follows: 1 

• Project Background and Description; 2 

• Summary of MERC’s Need Forecast Methodology; 3 

• Department’s Review of MERC’s Need Analysis; 4 

o Concerns With MERC’s Need Analysis; 5 

o DOC Alternative Analysis 6 

• Project Eligibility for Rider Recovery; 7 

• Mitigation of Capacity Costs; 8 

• Ratepayer Recovery; 9 

• Other Funding Available for this Project; and 10 

• Summary, Recommendations, and Conclusions. 11 

 12 

III. PROJECT BACKGROUND AND DESCRIPTION 13 

Q. Please summarize and describe the nature of MERC’s proposed Project. 14 

A. The Company’s project (Rochester Project or Project) involves upgrading MERC’s 15 

local distribution network in the Rochester Area,1 improvements to Northern Natural 16 

Gas’ (NNG) interstate pipeline delivery capacity to the Rochester Area, reconstruction 17 

of the Town Border Stations (TBS) that serve Rochester, and construction of 18 

transmission infrastructure to deliver additional capacity to the Rochester distribution 19 

system.  MERC’s project is split into two phases.  Phase I has already been 20 

constructed and its recovery is included in the Company’s pending general rate 21 

                                                 
1 The Rochester Area can be defined as the City of Rochester and associated Town Border Stations in 
Southeast Minnesota served by MERC. 
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(Docket No. G011/GR-15-736 or 2015 Rate Case).  Phase I involves upgrades to 1 

deliverability on MERC’s distribution system in the Rochester Area.   2 

  Phase II involves reconstruction of the TBSs that serve Rochester and 3 

construction of the transmission infrastructure necessary to move additional capacity 4 

into the Rochester area.  The costs associated with Phase II are proposed by MERC 5 

to be eligible for rider recovery authorized by the Natural Gas Expansion Project 6 

Statute.2  7 

 8 

Q. When did MERC first notify the Department of its intention to pursue expansion of 9 

natural gas service in the Rochester Area? 10 

A. MERC did so on or about October 22, 2014.  In its Response to DOC Information 11 

Request (IR) No. 48, MERC provided all documents and presentations that it has 12 

made to parties regarding the need to expand service in the Rochester Area. DOC Ex. 13 

____at AJH-5 (Heinen Direct).  This information shows that the Department was first 14 

notified of the need for expansion in Rochester on, or about, October 22, 2014. 15 

 16 

Q. Is the Project as currently proposed similar to the initial project plans discussed by 17 

MERC on October 22, 2014? 18 

A. The goals of the Project have not changed since the October 2014 presentation; 19 

however, the Company’s current plan to increase capacity is different than the 20 

potential projects shown to the Department in the planning phase.  For example, in 21 

its October 2014 presentation, MERC anticipated total project costs upwards of 22 

$170 million, not including contingencies, which is significantly greater than the 23 

                                                 
2 Minnesota Statute Section 21B.1638. 



Heinen Direct / 5 

approximately $60 million in projected Northern Natural Gas project costs noted by 1 

the Company in this Docket. DOC Ex. ____at AJH-5 (Heinen Direct) and MERC Ex. 2 

____at 2 (Lee Direct).  Through discussions with the Department and other state 3 

agencies, MERC worked over time to streamline and improve its proposed project, 4 

including issuing an RFP and negotiating with counterparties to lower construction 5 

and capacity costs, as discussed further in Department witness Michael Ryan’s 6 

testimony.  The efforts of MERC, the Department, and other state agencies prior to 7 

the filing of this proposal have already saved ratepayers millions of dollars in project 8 

costs.  These negotiations also resulted in improved terms and better flexibility for 9 

MERC and its ratepayers, as discussed further in Michael Ryan’s testimony.  10 

 11 

Q. How does this Project differ from past natural gas expansion projects intended to 12 

increase capacity in a given geographic area? 13 

A. From an operational standpoint, this Project is not meaningfully different apart from 14 

its relative size.  However, the Company’s proposed rate recovery mechanism is 15 

different.  MERC proposes to recover part of the construction costs as authorized by 16 

Minnesota Statute section 216B.1638, which is titled the Recovery of Natural Gas 17 

Extension Project Costs (NGEP).  This filing marks the first time that a gas utility has 18 

sought rate recovery under this new Statute, which was enacted in 2015. 19 

 20 

Q. Please explain how Minnesota Statute section 216B.1638 treats cost recovery. 21 

A. If the proposing utility can show that costs are reasonable and prudent, this Statute 22 

allows a gas utility to recover up to 33 percent of annual project costs through a 23 

rider.  Those costs in the rider are then “rolled” into rate base, along with the other 24 
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67 percent of costs, in a future general rate case.  The costs in the rider are 1 

associated with extending, or expanding, service to an “unserved or inadequately 2 

served area,” which is defined as: “an area in this state lacking adequate natural gas 3 

pipeline infrastructure to meet the demand of existing or potential end use 4 

customers.”  Minnesota Statute section 216B.1638, subd.1 (i).  The Statute also 5 

states that the rider “shall include all of the utility’s customers, including transport 6 

customers, to recover the revenue deficiency from a natural gas extension project.”  7 

As discussed further below, I note that this aspect of cost recovery is important to 8 

avoid giving MERC’s large customers an undue incentive to switch to transportation 9 

service solely to avoid the costs of this Project. 10 

 11 

IV. SUMMARY OF MERC’S NEED FORECAST METHODOLOGY 12 

Q. Please summarize the process MERC used to forecast need in this proceeding. 13 

A. MERC used a two-stage process to forecast need for its Project.  The Company first 14 

used historical data over the period January 2007 to July 2015 to forecast sales and 15 

customer counts, by individual rate class, from August 2015 through December 16 

2025.  MERC next used heating season data (December through February) over the 17 

period from December 2012 to February 2015 to estimate firm peak load at each of 18 

the TBSs in the Rochester Area.   19 

  The Company then applied the retail growth rate calculated in the firm sales 20 

models to estimate growth in firm peak load into the forecasting period.  In other 21 

words, the expected growth in firm peak demand was driven by the results of the firm 22 

rate class sales forecasts.  MERC Ex. ____ Attachments C8 through C18. (Initial 23 

Filing). 24 
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 1 

Q. Which Company witness addresses the Company’s forecasting method in this 2 

proceeding? 3 

A. MERC’s need forecast is presented in the Direct Testimony of Company Witness Mr. 4 

David Clabots.  This testimony includes a discussion of MERC’s sales forecasting 5 

approach and peak demand forecasting approach.  MERC Ex. ____at 4-7 (Clabots 6 

Direct). 7 

 8 

Q. Before delving into the specifics of the Company’s various regression models, do 9 

natural gas utilities typically produce medium to long-range forecasts? 10 

A. From a regulatory standpoint, no they do not.  Unlike electric utilities in Minnesota, 11 

which are required by Minnesota Statute section 216B.2422 and Minnesota Rules 12 

Chapter 7842 to regularly file integrated resource plans, Minnesota regulated natural 13 

gas utilities are not subject to Commission review of their long-range expansion 14 

plans, procurement plans, or expected growth.  This marks the first time that a gas 15 

utility has filed a long-range sales forecast during my tenure at the Department.  This 16 

fact points to another reason why the Project is unusual, as I discuss further below. 17 

 18 

Q. Please briefly explain how MERC estimated sales in this proceeding. 19 

A. MERC used Ordinary Least Squares (OLS) to estimate use per customer (UPC) or 20 

sales for its various rate classes.  The Company used heating degree days (HDD), 21 

monthly factors, trend factors, autoregressive terms, and economic and demographic 22 

data, dependent upon the individual rate classes, to estimate UPC or sales.  For the 23 

UPC models, MERC estimated customer counts using trend factors and 24 
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autoregressive terms.  Generally, MERC used a method similar to the one it used for 1 

the short-term sales forecast in the Company’s 2015 Rate Case. 2 

 3 

Q. Above you mentioned peak forecasts.  Did MERC conduct a peak demand forecast in 4 

any recent regulatory filings? 5 

A. Yes.  The Company estimated firm peak demand for its Purchased Gas Adjustment 6 

(PGA) systems in its most recent annual demand entitlement filings (Docket Nos. 7 

G011/M-15-723, G011/M-15-724, and G011/M-15-724).  These filings focus on the 8 

amount of existing pipeline capacity to reserve to serve the gas-supply needs of firm 9 

sales customers.  In these filings, the Company used daily data for the 2012, 2013, 10 

and 2014 heating seasons to determine the relationship between weather (defined 11 

as adjusted HDDs or AHDDs) and firm throughput.  MERC then used the results of 12 

these regression analyses to predict firm throughput on a day with AHDDs similar to 13 

the coldest day experienced on the MERC system.  The Company concluded this 14 

analysis by applying statistical-based risk factors to each regression models to better 15 

estimate peak day throughput.   16 

  The planning objective in demand entitlement proceedings is ensuring that 17 

MERC can provide service in the coldest 24-hour average wind adjusted HDD (AHDD) 18 

day for each regression area.  For the Rochester area, the coldest AHDD day occurred 19 

in 1996 and it was 101 AHDD, or approximately an average daily adjusted 20 

temperature of minus 36 degrees Fahrenheit. 21 

 22 

Q. What is peak demand? 23 
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A. In simple terms, peak demand represents the maximum daily natural gas throughput 1 

on a utility’s system.  However, peak demand as it relates to this docket and to 2 

demand entitlement filings is slightly different.  As noted above, when a utility 3 

estimates peak demand for demand entitlement purposes, it focuses only on 4 

throughput for firm sales customers.  It does not include interruptible load in this 5 

analysis because interruptible customers receive the benefit of lower non-gas 6 

margins knowing that they will be interrupted if load must be curtailed to maintain 7 

system integrity.  Transportation load is also not included in estimates of peak day 8 

demand for demand entitlement purposes because these customers procure their 9 

entitlement level through a third-party vendor, not the gas utility.   10 

 11 

Q. Why is peak demand different in this proceeding? 12 

A. MERC’s proposal in this proceeding is different because it proposes to change the 13 

existing capacity of the pipeline that serves the Rochester area, which means there is 14 

a different category of costs to consider – the costs that NNG will charge MERC to 15 

change the capacity serving the Rochester area, regardless of the type of customer 16 

that uses the incremental capacity.  I discuss this issue further below. 17 

 18 

Q. Please briefly explain how MERC estimated peak demand in this proceeding. 19 

A. In the demand entitlement filing, the Company estimated peak demand for the 20 

Rochester area using a single regression model. DOC Ex. ___at AJH-6 (Heinen Direct).  21 

To assess need in this proceeding, MERC conducted individual regression models for 22 

each TBS in the Rochester Area and then used the coldest day planning objective 23 

and risk adjustments to determine current, or base, firm peak demand.  MERC 24 
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provided the results of its peak demand analysis for this proceeding in its response 1 

to DOC IR No. 16.  DOC Ex. ____at AJH-7 (Heinen Direct). 2 

 3 

Q. Did MERC use the same basic estimation methodology for its peak demand forecast 4 

in this proceeding that it employed in its most recent demand entitlement filings? 5 

A. Yes and no.  Both analyses used OLS regression and daily heating season throughput 6 

data over the period from December 2012 to February 2015; however, the model 7 

specifications are not the same.  8 

 9 

Q. How did MERC specify weather in the forecasting period? 10 

A. The Company specified and normalized weather in the forecasting period differently 11 

for the sales and peak demand forecast.  This difference is not surprising given the 12 

design and purpose of the two analyses.  The Company assumed normal weather in 13 

its UPC and sales models.  MERC calculated and defined normal weather in the same 14 

manner as it did in the rate case, which was based on average monthly HDDs, for the 15 

Rochester area weather station, over the 20-year period from January 1995 to 16 

December 2014.  I reviewed these normal weather data and confirmed that the data 17 

agreed with what was provided in the 2015 Rate Case.  As noted above, for the peak 18 

day analysis, MERC used the coldest daily AHDD value for the Rochester area as its 19 

planning objective.  In a basic sense, the sales forecast attempted to remove the 20 

impacts of non-normal weather, while the peak demand model attempted to 21 

determine throughput on the day with the most impact from weather. 22 

 23 
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Q. How did the Company account for the Mayo Clinic Destination Medical Center (DMC) 1 

in its sales and demand forecasts? 2 

A. MERC’s sales and demand projections did not explicitly account for potential growth 3 

associated with the DMC.  The Company’s sales and demand projections generally 4 

assumed that the DMC would not exist in the future period because the projections 5 

relied upon historical data, without adjustments in the forecasting period, to estimate 6 

future sales and load.  MERC Ex. ____ at 13(Clabots Direct).  The impacts of the DMC 7 

would only be implicit because the Company included regional demographic and 8 

economic factors when it estimated and forecast sales for certain rate classes.  As 9 

discussed further in Section V below, the demographic data included in the 10 

forecasting period appeared to account, at least in part, for expected growth in the 11 

Rochester area during the forecasting period. 12 

 13 

Q. What are the final results of MERC’s need forecast? 14 

A. The results of the Company’s forecast need were provided in its responses to DOC IR 15 

Nos. 16 and 18.  DOC Ex. ____at AJH-7 and AJH-8 (Heinen Direct).  16 

 17 

Q. Are you aware of any other information regarding drivers for the need for this project 18 

within Rochester? 19 

A. Yes.  I reviewed the City of Rochester’s Proclamation along with the “2015 Update of 20 

the [Rochester Public Utility] RPU Infrastructure Study” published in June 2015 by 21 

Burns and McDonnell for RPU (RPU Infrastructure Report). DOC Ex. ____at AJH-3 and 22 

AJH-4 (Heinen Direct).   23 



Heinen Direct / 12 

  The Proclamation, which was issued by Mayor Ardell Brede on October 12, 1 

2015, and does not appear to be binding, requests that the City of Rochester apply 2 

for funding to develop a comprehensive energy plan.  As part of this energy plan, the 3 

Proclamation envisions analysis about the feasibility of using renewable electricity, 4 

among other things, for heating, cooling, and the transportation sector.   5 

  The RPU Infrastructure Report discusses renewable generation but places 6 

significant emphasis on the importance of natural gas for electric generation, 7 

potentially including the replacement of existing generating facilities in the Rochester 8 

Area.  As discussed in greater detail below, the Rochester area is capacity-9 

constrained in terms of natural gas.  Given this fact, along with RPU’s plan to use 10 

increasingly more natural gas for electric generation, and the importance of ensuring 11 

reliable natural gas and electric service, I note that RPU’s needs are an important 12 

factor to consider in this proceeding.   13 

  Finally, it is unclear how RPU intends to procure service, but it was announced 14 

recently that RPU plans to rebuild its Westside Energy Station and use natural gas as 15 

its fuel source.  DOC Ex. ____ AJH-25 (Heinen Direct). 16 

 17 

Q. What information does the RPU Infrastructure Report indicate about RPU’s possible 18 

use of natural gas in the future? 19 

A. The RPU Infrastructure Report indicates that RPU: a) already has a shortfall to meet 20 

electric capacity needs, b) already switched to natural gas to meet the steam 21 

contract with Mayo, c) is considering developing a combined heat and power facility 22 

powered by natural gas and d) expects to need a combined cycle natural gas facility 23 

in the future.  The RPU Infrastructure Report further observed the following: 24 
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Historically, natural gas-fired power plants were 1 
dispatched during the summer to meet increased 2 
demand due to air conditioning needs, when there is 3 
little competition for natural gas supply and deliveries.  4 
However, with the increased coal-fired power plant 5 
retirements, more natural gas-fired generation is going 6 
to be required during winter months when increased 7 
natural gas demand is prevalent due to residential and 8 
commercial heating needs.  As such, many of the 9 
independent system operators are evaluating the overall 10 
reliability of the bulk electric system, especially during 11 
winter months, with increased reliance on natural gas-12 
fired power plants.  If firm natural gas deliveries are 13 
required for power generators, it could increase the cost 14 
of production significantly. 15 

DOC Ex. ____at AJH-4, p. 3-2 and 3-3 (Heinen Direct) 16 

 17 

V. DEPARTMENT REVIEW OF MERC’S NEED ANALYSIS 18 

Q. Were you able to review and verify the Company’s model outputs for the sales and 19 

peak demand models? 20 

A. Yes.  I was able to replicate MERC’s regression results using its input data and model 21 

specifications. 22 

 23 

Q. Did you observe any issues or concerns with MERC’s forecast methodology? 24 

A. Yes.  I observed several issues with the Company’s methodology to estimate need in 25 

this proceeding.  These issues may call into question the validity of the Company’s 26 

underlying need for this project.  Since the Company’s estimation of need was 27 

sequential (e.g., firm peak demand contingent upon projected firm sales), I identify 28 

and address each of these issues separately below and in the order they occurred in 29 

MERC’s analysis. 30 

 31 
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Q. Given these issues, did you attempt to independently verify the reasonableness of 1 

the Company’s proposed need? 2 

A. Yes.  I discuss this independent analysis in greater detail in Section IV.B below. 3 

 4 

A. CONCERNS WITH MERC’s NEED ANALYSIS 5 

Q. What is the first issue, or area of concern, you identified in the Company’s analysis? 6 

A. As noted above, MERC’s estimates of sales growth for the Residential and Small 7 

Commercial/Industrial rate classes were based on use per customer (UPC) models.  8 

The use of UPC models required MERC to forecast customer growth into the 9 

forecasting period.  While analyzing the Company’s customer count forecasts, I 10 

observed that MERC used trend factors and autoregressive terms to estimate 11 

customer counts in the forecast period.  The results of the Company’s Residential 12 

customer growth model are plotted in Graph 1 below. 13 

  14 
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Graph 1: Residential Customer Count Forecast for the Rochester Area 1 
 2 

 3 

  4 
  The results of the Company’s customer count forecast suggested that growth 5 

would increase significantly, over time, into the forecast period.  For example, 6 

MERC’s forecast assumed annual Residential customer count growth in the 7 

Rochester Area of approximately 2.26 percent. DOC Ex. ____at AJH-9 (Heinen Direct). 8 

 9 

Q. How did these projected customer count figures compare to other growth projections 10 

for the area? 11 

A. MERC provided population forecasts from the Rochester-Olmsted Council of 12 

Governments (ROCG) in its Direct Testimony. MERC Ex. ____at DWC-2, p. 7 of 14 13 

(Clabots Direct).  The ROCG population forecast data did not anticipate growth at the 14 

level projected by the Company.  In fact, the highest average annual population 15 
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growth assumed by ROCG for Olmsted County was approximately 1.50 percent, which 1 

is significantly lower than the average customer count forecast used by MERC. 2 

 3 

Q. Are population growth estimates and customer count estimates entirely comparable? 4 

A. No.  Population looks at the number of people in a given area, while customer counts 5 

look, ostensibly, at the number of utility meters in an area.  In many respects, 6 

customer counts for a utility are analogous to the number of households in an area. 7 

 8 

Q. Do household data exist for the Rochester area? 9 

A. Yes.  The United States Census Bureau (Census Bureau) and Minnesota State 10 

Demographic Center (MN Demographer) collect and publish household data. DOC Ex. 11 

____at AJH-10 (Heinen Direct).  These data are compiled on a decadal or annual 12 

basis and make it possible to analyze the appropriateness of the Company’s 13 

forecasting results relative to other growth forecasts.   14 

 15 

Q. Please explain how you compared the results of MERC’s residential customer count 16 

forecast to historical household data. 17 

A. First, I used historical household data for Olmsted County Minnesota over the period 18 

from 1970 to 2010 from the 2010 Census and household data over the period from 19 

1990 to 2014 from the MN Demographer to estimate historic household growth for 20 

the Rochester Area. DOC Ex. ____AJH-11 (Heinen Direct).  Second, I compared 21 

historical household counts during this period to historical population numbers to 22 

determine whether a consistent relationship existed between households and 23 

population in the Rochester Area.  Third, I compared historical household growth in 24 
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Olmsted County, on an annual percentage basis, to the average annual customer 1 

count growth during the forecast period that was used by MERC in its Residential rate 2 

class UPC forecast. 3 

 4 

Q. Were you able to calculate average household growth in the Rochester Area? 5 

A. Yes.  Using historical data for Olmstead County, I estimated average annual 6 

household growth since 1990. DOC Ex. ____ at AJH-11 (Heinen Direct).  The average 7 

growth rate is approximately 1.65 percent; however, there has been a downward 8 

trend in household growth over this period.  Household growth since 1990 is shown 9 

in Graph 2 below. 10 

 11 
Graph 2: Olmsted County Household Growth (1990-2014) 12 

 13 

 14 

 15 

Q. Why is it necessary to analyze the historical relationship between household size and 16 

population? 17 
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A. If underlying changes in demographic data such as death rates or birth rates occur, 1 

they can impact the relative size of an average household.  If this occurs, then it will 2 

be difficult to compare population and customer count forecasts because population 3 

will not effectively match household size, which is comparable to a utility customer. 4 

 5 

Q. Based on your review of historical demographic data, has average household size 6 

changed in the Rochester Area? 7 

A. No, average household size has remained relatively constant at approximately 2.5 8 

individuals per household since 1970. DOC Ex. ____ at AJH-10 (Heinen Direct).  This 9 

fact means that it is reasonable to compare the RCOG’s population growth estimates 10 

in DWC-2 to the Company’s customer count forecast shown in Graph 1 above.   11 

 12 

Q. How did MERC’s customer count growth figures compare to historical household 13 

growth in the Rochester Area? 14 

A. The average growth rate from MERC’s forecast was comparable to household growth 15 

in the 1990s for the Rochester Area but noticeably higher than household growth 16 

over the past 10 years. DOC Ex. ____ AJH-11 (Heinen Direct).  In other words, the 17 

Company’s Residential customer count projections assumed significant increases in 18 

population and household growth, above current conditions.  The Company’s 19 

customer count forecast compared to historical household growth is illustrated in 20 

Graph 3 below. 21 

  22 
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Graph 3: Comparison of Historical Household Growth to MERC’s Customer Count Forecast 1 
 2 

 3 

 4 

Q. What did the increase in projected customer growth relative to current conditions 5 

suggest? 6 

A. I note that, since the burden of proof is on MERC to demonstrate the need for the 7 

project, it will be up to MERC to explain this assumed increase.  However, I also note 8 

that the Company’s over-forecasting in this regard could be considered, at least 9 

temporarily, to be a placeholder for MERC’s lack of inclusion of the DMC as 10 

discussed above.  Moreover, as discussed above, there may be a need for increased 11 

use of firm natural gas to produce electricity, which MERC’s forecast may 12 

encompass.  I recommend that MERC address these issues in its Rebuttal Testimony.   13 

 14 

Q. Do you believe that MERC’s growth assumptions were reasonable? 15 

A. Notwithstanding my response above, I am somewhat concerned that the Company’s 16 

expected growth rate was noticeably greater than the RCOG population growth rate, 17 
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considering the fact that the RCOG’s forecast likely assumes implementation of the 1 

DMC.  In addition, the current trend in household growth has been fairly long lasting, 2 

nearly 10 years, during a period of economic growth in the region,3 and the overall 3 

success of the DMC and its implementation is still unclear.  If the DMC does not 4 

come to fruition, is implemented slower than expected, or implemented in a manner 5 

different than currently envisioned, it is likely that MERC customer growth anticipated 6 

for the region will be lower than forecasted. 7 

 8 

Q. What conclusions did you reach regarding the Company’s projected customer growth 9 

forecasts and their impact on MERC’s sales forecast? 10 

A. Based on my analysis, I conclude that the Company’s customer count projections 11 

may be considered at least temporarily as a placeholder for the lack of inclusion of 12 

the DMC as discussed above.  While I recommend that MERC address this issue in 13 

their Rebuttal Testimony, for purposes of my analysis I assumed that MERC’s 14 

projections represented the higher range of expected growth for the Rochester Area.  15 

This conclusion is supported further in Section V.B of this Direct Testimony.   16 

 17 

Q. What is the second area of concern you identified in MERC’s analysis? 18 

A. The second area of potential concern was the Company’s decision to use the growth 19 

rate from its sales forecast as the growth factor in its peak demand analysis.  This 20 

decision assumed that changes in peak day usage, and expected changes in peak 21 

day usage, were the same or comparable to sales growth.   22 

                                                 
3 The general health of the Rochester area economy relative to the State of Minnesota as a whole is discussed 
in the Direct Testimony of MERC Witness Clabots. MERC Ex. ____at 10-13 (Clabots Direct). 
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Q. Based on your review, did the Company provide data that confirmed that peak day 1 

usage and sales growth exhibited the same, or a similar, trend? 2 

A. No, it did not.  The only potential support was MERC’s assumption that system 3 

design-day growth will be 1.5 percent, which was the same as the growth rate 4 

determined in the sales forecast.  MERC Ex. ____ 25 (Mead Direct).  This result could 5 

be considered to be confirmation because it appeared that MERC assumed the 6 

system design-day growth rate and did not explain how it derived this growth rate. 7 

 8 

Q. Did the Company provide any discussion related to why it decided to tie these two 9 

analyses together? 10 

A. Not specifically; however, the Company did provide extensive discussion regarding 11 

the data issues that MERC has regarding older data.  In earlier rate case filings, the 12 

Department and other state agencies raised concerns regarding the appropriateness 13 

and validity of older data that was collected by MERC’s predecessor company.  As a 14 

result, the Company agreed to only use data beginning in January 2007. MERC Ex. 15 

____at 5 (Clabots Direct).  Since the Company’s all-time peak day (101 AHDD) 16 

occurred in 1996, MERC did not have data available to estimate firm throughput 17 

from when the peak day occurred.  In addition, the Company did not have firm 18 

specific, daily data available prior to the 2012 heating season because telemetry was 19 

not required of interruptible customers before this time.  For these reasons, it 20 

appears that the Company tied the analyses together because of a lack of peak day 21 

data and the only ready means to estimate peak day growth was to use the results of 22 

the sales forecast. 23 

 24 
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Q. Did you examine past regulatory filings to determine whether the Company’s 1 

assumed 1.5 percent design-day growth assumption was reasonable? 2 

A. My analysis was complicated by the consolidation of MERC PGAs in July 2013, but I 3 

did examine historical MERC design-day filings to validate the Company’s growth 4 

assumption. DOC Ex. ____at AJH-12 (Heinen Direct).  Based on the information in the 5 

2015 and 2012 demand entitlement filings, it was unclear if MERC’s 1.5 percent 6 

growth rate was reasonable.  In particular, it appeared that since 2010 growth in the 7 

design-day decreased on an annual basis.  Prior to this time, it appeared that MERC’s 8 

system exhibited relatively consistent design-day growth; however, during the current 9 

time frame growth rates have moderated and become more volatile.  Based on 10 

current design-day growth trends, it appeared that a growth figure closer to 1.0 11 

percent may be more appropriate.   12 

 13 

Q. What did you conclude regarding the design-day growth figure? 14 

A. I conclude that the Company did not provide evidence in this record supporting the 15 

reasonableness of its design-day growth figure.  Therefore, without a reasonable 16 

estimate of design-day growth, I could not conclude that MERC’s reserve margin 17 

analysis in Ms. Mead’s Direct Testimony was representative of expected conditions 18 

during the forecasting period. MERC Ex. ____at 25 (Mead Direct).  Given these 19 

concerns, I conducted an alternative reasonable margin analysis, which is presented 20 

in Section V.B below. 21 

 22 

Q. What was the third  area of concern you identified in the Company’s analysis? 23 
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A. The third issue I identified was the presence of two separate peak demand forecasts.  1 

As noted above, MERC conducted a peak demand forecast in its annual demand 2 

entitlement filing and in this proceeding.  Although the Company did not conduct a 3 

long range peak demand forecast in the annual demand entitlement filing, the peak 4 

demand analysis that was conducted in the demand entitlement filing was analogous 5 

to the base forecast MERC estimated in this proceeding.  The presence of two peak 6 

demands being produced by the Company raises the question of which forecast is 7 

most appropriate for determining need in this proceeding. 8 

 9 

Q. As noted above, the demand entitlement filing is meant to determine the appropriate 10 

amount of capacity to serve demand on a peak day for a given PGA area.  If that is 11 

the case, then would the peak day forecast in the demand entitlement be different 12 

than the peak day forecast in this proceeding because the forecast in this proceeding 13 

is limited strictly to the Rochester area? 14 

A. Not in this case.  When estimating peak demand in its demand entitlement filing, 15 

MERC used separate regression models, by area, to determine peak demand for the 16 

NNG PGA area; in the demand entitlement filing one of the regions used was 17 

Rochester. DOC Ex. ____at AJH-6 (Heinen Direct).  I examined the Rochester Area 18 

regression model in the demand entitlement filing and confirmed that the peak day 19 

planning objective of 101 AHDD, the same regression adjustments were used, and 20 

the input data was consistent between the two analyses.  As such, it was possible to 21 

compare the expected results associated with both analyses. 22 

 23 

Q. Are the results of the two forecasts the same? 24 
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A. No, they are not.  The analysis used to determine need in this filing has different 1 

independent factors than the Rochester area regression analysis used in the 2 

Company’s 2015 demand entitlement filing. 3 

 4 

Q. What was the difference in expected peak day demand between the two forecasts? 5 

A. The demand entitlement forecast appeared to be approximately 16,800 Dkt/day 6 

greater than the Company’s projected peak demand forecast in this docket.  7 

Inclusive of regression adjustments, MERC projected peak demand in the demand 8 

entitlement filing is 106,050 Dkt/day and 89,251 Dkt/day in this proceeding.  DOC 9 

Ex. ____ AJH-6 and AJH-7 (Heinen Direct) 10 

 11 

Q. Did this difference have a significant impact on expected need for the proposed 12 

project? 13 

A. Because the estimated base peak demand in the 2015 demand entitlement filing 14 

was greater than the base forecast in this proceeding, there is not a concern that the 15 

project as proposed by MERC in this proceeding is oversized. 16 

 17 

Q. Did you attempt to independently verify base peak demand? 18 

A. Yes.  I used OLS regression to conduct a peak demand analysis using data over the 19 

period from January 2007 to February 2015.  This analysis was based, in part, on the 20 

maximum daily AHDD for each month to estimate maximum daily peak load, on a 21 

monthly basis, for all of the TBSs in the Rochester area. The results of the regression 22 

analysis were then used to estimate peak load on a peak day, 101 AHDD, and 23 

adjusted to remove non-firm usage.  This analysis resulted in a base peak 24 
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consumption of approximately 90,000 Dkt/day, which was comparable to the 1 

estimate filed by the Company in this proceeding. DOC Ex. ____at AJH-13 (Heinen 2 

Direct).  Despite the fact that MERC estimated two peak days, the result of this 3 

independent estimation confirm that base peak consumption used by MERC to 4 

establish need for this project was not unreasonable. 5 

 6 

Q. Did you identify any additional concerns or issues that you wish to address? 7 

A. No, I did not.  8 

 9 

B. DOC ALTERNATIVE ANALYSIS 10 

Q. Please explain why you offer an alternative analysis of need. 11 

A. As noted in Section V.A above, I observed that the customer count forecast used by 12 

MERC in its need forecast may be too high.  Given this concern, it was necessary to 13 

investigate customer growth in greater detail. 14 

 15 

Q. Why are customer counts so important when determining need for this project? 16 

A. The importance of customer counts is two-fold.  First, the methodology used by 17 

MERC, as described above, underscored the importance of customer counts in the 18 

forecasting period.  Second, firm consumption on a design-day or peak day, on a per 19 

customer basis, had been trending downward over time, so it was reasonable to 20 

assume that customer growth was the only factor driving the need for increased 21 

capacity; therefore, the reasonableness of customer counts in the forecasting period 22 

was unquestionable. 23 

 24 
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Q. Please explain in greater detail why the customer count forecast was important in 1 

terms of MERC’s methodology. 2 

A. As described above, the Company’s methodology used the estimated growth rate 3 

from its sales forecast to increase demand consumption in the forecasting period.  4 

When forecasting sales or use per customer, the market standard is to assume 5 

normal weather in the forecasting period; in other words, weather is held constant in 6 

the forecasting period so that sales are approximated based on normal, or 7 

representative, weather conditions.  I reviewed the Company’s sales forecasting 8 

results and MERC employed a normal weather methodology.  The Company’s normal 9 

weather assumption resulted in constant use per customer in the forecasting period. 10 

MERC Ex. ____at Attachment C1 (Initial Filing).  Since use per customer remained 11 

constant, increases in customer counts were the driver of forecasted sales growth.  12 

Therefore, if the growth in customer counts was too high, this would call into question 13 

whether the size of the proposed project was overstated.  14 

 15 

Q. How did you conduct your alternative customer count forecast? 16 

A. I used OLS regression analysis as the basis for forecasting firm customer counts in 17 

the Rochester area.  My analysis used monthly factors over the period from January 18 

2007 to July 2015 and autoregressive terms to forecast Rochester area customer 19 

counts from August 2015 through December 2025. DOC Ex. ____at AJH-14 (Heinen 20 

Direct). 21 

 22 

Q. What were the results of your customer count forecast? 23 
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A. My forecast results suggested an increase in retail customer counts of approximately 1 

0.75 percent per year in the forecasting period, which was approximately 1.14 2 

percent less than the Company’s projections of 1.89 percent.  The difference 3 

between the two forecasts is illustrated in Graph 4 below. 4 

 5 

Graph 4: Comparison of DOC Residential Customer Count and MERC  6 
Residential Customer Count Forecasts 7 

 8 

 9 

 10 

Q. What reasons may have driven the difference in results between your customer 11 

count forecast and the Company’s customer count forecast? 12 

A. The results of my forecast were based solely on historical MERC operations and only 13 

included a single autoregressive term.  MERC’s forecast, on the other hand, included 14 

several different autoregressive terms and a trend factor.  Since the Company’s trend 15 

factor had a positive value, it is possible that the trend factor was putting 16 

unnecessary upward bias on customer count growth.      17 
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Q. Were your customer counts reasonable despite the fact that they do not factor in 1 

potential growth factors such as the Destination Medical Center? 2 

A. Yes.  The full implementation of the DMC is currently speculative.  It is unclear when, 3 

or to what level, the DMC or other developments may impact future growth in the 4 

Rochester Area.  The results of my forecast, however, were not speculative and were 5 

rooted firmly in current trends for the Rochester Area since January 2007.  My 6 

forecast results were also supported when compared to the average historical 7 

customer growth in the Rochester Area, as presented by the Company, and recent 8 

household growth figures for the Rochester Area. MERC Ex. ____at 10 (Clabots 9 

Direct) and DOC Ex. ____at AJH-11 (Heinen Direct). 10 

 11 

Q. After comparing the Company’s customer count forecast and your customer count 12 

forecast, what were your conclusions regarding these customer count projections? 13 

A. Based on the assumptions inherent in both my customer count forecast and the 14 

Company’s customer count forecast, it can be inferred that both forecasts were 15 

potentially acceptable but for different reasons.  In the event that the DMC is 16 

implemented as planned or there is a greater need for natural gas to produce 17 

electricity, it is more likely that the Company’s growth projections will happen, while, 18 

on the other hand, if the DMC is delayed or does not materialize, it is more likely that 19 

my forecast of growth will occur.  Therefore, I conclude that it is reasonable to see my 20 

forecast as a status quo forecast or a lower bound projection, while MERC’s 21 

projected growth represents an optimistic or upper bound forecast.  This conclusion 22 

is further supported by the fact that the RCOG anticipates future population growth in 23 
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Olmsted County of between 1.00 percent and 1.50 percent on an annual basis. 1 

MERC Ex. ____at DWC-2, p. 7 of 14 (Clabots Direct). 2 

 3 

Q. Since your forecast likely represented the lower bound for reasonable growth, did you 4 

conduct additional analysis to determine whether the project, as proposed, was 5 

reasonable at your forecast? 6 

A. Yes.  I used my customer count forecast results and applied those to the Company’s 7 

UPC results to estimate future sales.  I then used these results to estimate firm 8 

growth in the forecast period.  Specifically, I used a growth figure of approximately 9 

0.77 percent to estimate increased growth in the Company’s base peak demand 10 

forecast instead of the 1.5 percent growth figure used in MERC’s Direct Testimony.  11 

This revised peak demand forecast for the Rochester Area is shown in DOC Ex. 12 

____at AJH-15 (Heinen Direct). 13 

 14 

Q. What was the next step in your need analysis? 15 

A. After estimating peak demand for the forecasting period, I re-created the reserve 16 

margin analysis shown in Ms. Mead’s Direct Testimony to assess what impact the 17 

lower growth rate will have on Rochester Area and MERC-NNG system reserve 18 

margins. MERC Ex. ____at 25 (Mead Direct). 19 

 20 

Q. Did you make any modifications to the Company’s reserve margin analysis? 21 

A. Yes.  As noted in Sub-Section A above, it did not appear that the Company’s 22 

assumption of 1.5 percent design-day growth was reasonable.  I reviewed recent 23 

demand entitlement filings for the MERC-NNG and MERC-Northern PGA and 24 
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concluded that recent trends in design-day growth have been less than 1.5 percent 1 

on an annual basis. DOC Ex. _____at AJH-12 (Heinen Direct).  Based on information 2 

from these recent demand entitlement filings, it appeared that a 1.0 percent design-3 

day growth rate was more reasonable. 4 

 5 

Q. What were the results of your reserve margin analysis? 6 

A. My analysis and calculations are provided in DOC Ex. ____at AJH-16 (Heinen Direct) 7 

and are summarized in Table 1 below. 8 

 9 
Table 1: Comparison of Excess Capacity 10 

 11 
System Excess Capacity 

Year MERC Excess Capacity (Dkt/day) DOC Excess Capacity 
(Dkt/day) (Preferred Case) 

2019 29,017  30,886  
2020 44,874  49,965  
2021 40,970  47,413  
2022 37,007  44,836  
2023 32,985  42,233  
2024 28,902  39,604  
2025 24,759  36,948  
2026 20,553  34,266  
2027 16,284  31,557  
2028 11,950  28,821  
2029 7,552  26,058  
2030 3,088  23,267  
2031 856  20,448  
2032 

 
17,601  

2033 
 

14,725  
2034 

 
11,821  

2035 
 

8,771  
2036 

 
8,013  

2037 
 

7,249  
2038 

 
6,479  

2039 
 

5,703  
2040 

 
4,921  

 12 
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Q. What conclusions do you draw from your reserve margin analysis? 1 

A. The analysis showed that my updated growth assumptions result in slower peak day 2 

capacity growth in the Rochester Area and on the MERC system as a whole.  This 3 

slower growth increased, and prolonged, the reserve margin concerns discussed by 4 

the Company in its Direct Testimony. MERC Ex. ____at 25 (Mead Direct).  Instead of 5 

the excess capacity from the project being used in approximately 2030 as calculated 6 

by the Company, my analysis showed that some level of excess capacity will exist 7 

until the end of the forecasting period in 2040. 8 

 9 

Q. Were you able to estimate the costs associated with this excess capacity? 10 

A. Yes.  Using the estimated annual capacity costs, provided in the Company’s initial 11 

filing, I calculated the costs of excess capacity associated with the proposed project. 12 

MERC Ex. ____at 102 (Initial Filing).  The costs of excess capacity are provided, on an 13 

annual and total basis in Table 2 below.  I have also included the supporting 14 

calculations as an attachment to this Direct Testimony. DOC Ex. _____at AJH-16 15 

(Heinen Direct). 16 

  17 
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Table 2: Comparison of Cost of Excess Capacity 1 
 2 

 
Year MERC Cost of Excess Capacity DOC Cost of Excess Capacity 

(Preferred Case) 
2019 $2,192,622 $2,333,898 
2020 $5,783,419 $6,439,545 
2021 $5,250,738 $6,076,514 
2022 $4,696,232 $5,689,694 
2023 $4,144,245 $5,306,131 
2024 $3,579,281 $4,904,504 
2025 $3,046,498 $4,546,377 
2026 $2,501,582 $4,170,707 
2027 $1,960,861 $3,800,089 
2028 $1,417,554 $3,418,740 
2029 $889,595 $3,069,372 
2030 $359,757 $2,710,459 
2031 $99,719 $2,382,066 
2032 $0 $2,050,388 
2033 $0 $1,715,394 
2034 $0 $1,377,050 
2035 $0 $1,021,813 
2036 $0 $933,472 
2037 $0 $844,449 
2038 $0 $754,740 
2039 $0 $664,339 
2040 $0 $573,242 
Total $35,922,104 $64,782,983 

  3 

  As shown in Table 2 above, the excess capacity cost associated with the 4 

Department’s forecast was approximately $30 million greater, through 2040, than 5 

MERC’s filed forecast.  6 

 7 

Q. If under your growth assumptions, which can be considered a low-growth scenario, 8 

excess capacity exists throughout the entire forecasting period, is it possible that a 9 

smaller project could satisfy the proposed need? 10 
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A. Potentially.  However, the construction of a smaller project includes the risk that 1 

growth will be higher than expected and future expansions will likely be required.  2 

That being said, I did conduct a similar reserve margin analysis assuming the 3 

addition of 25,000 Dkt/day of incremental capacity and 35,000 Dkt/day of 4 

incremental capacity to Rochester.  These results are provided in DOC Ex. ____at 5 

AJH-17 and AJH-18 (Heinen Direct) and are summarized in Tables 3 and 4 below. 6 

 7 

Table 3: Comparison of Excess Capacity (25,000 Dkt/day Scenario) 8 
 9 

Year MERC Excess Capacity (Dkt/day) DOC Excess Capacity (Dkt/day) 
(Preferred Case Assumptions) 

2019 19,654 17,752 
2020 13,931 13,931 
2021 11,823 11,379 
2022 10,619 8,802 
2023 9,410 6,199 
2024 8,196 3,570 
2025 6,976 914 
2026 5,752 0 
2027 4,523 0 
2028 3,289 0 
2029 2,050 0 
2030 806 0 
2031 0 0 
2032 0 0 
2033 0 0 
2034 0  0  
2035 0  0  
2036 0  0  
2037 0  0  
2038 0  0  
2039 0  0  
2040 0  0  

 10 

  11 
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Table 4: Comparison of Excess Capacity (35,000 Dkt/day Scenario) 1 
 2 

Year MERC Excess Capacity (Dkt/day) DOC Excess Capacity (Dkt/day) 
(Preferred Case Assumptions) 

2019 19,654 17,752  
2020 21,931 21,931  
2021 19,379 19,379  
2022 16,802 16,802  
2023 14,199 14,199  
2024 11,570 11,570  
2025 8,914 8,914  
2026 6,232 7,340  
2027 4,523 6,633  
2028 3,289 5,920  
2029 2,050 5,201  
2030 806 4,477  
2031 0 3,747  
2032 0 3,012  
2033 0 2,271  
2034 0 1,524  
2035 0 771  
2036 0 13  
2037 0 0  
2038 0 0  
2039 0 0  
2040 0 0  

 3 

Q. What conclusions did you reach after analyzing these incremental capacity 4 

additions? 5 

A. The incremental capacity additions resulted in smaller amounts of excess capacity, 6 

and associated revenues that must be recovered from ratepayers, both for the 7 

Rochester area and the whole MERC-NNG system. DOC Ex. ____at AJH-17 and AJH-8 

18 (Heinen Direct).  However, it is important to note that these incremental 9 

alternatives were only viable under lower growth scenarios.  If growth in the 10 

Rochester Area is closer to the Company’s forecast, if overall system peak demand 11 

grows at MERC’s forecasted rate, if increased natural gas is needed by RPU or any 12 
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other electric utility, or if the base peak demand in the Company’s demand 1 

entitlement filing was more representative of peak demand, then the Company will 2 

be required to purchase additional capacity and, likely, invest in additional upgrades 3 

to serve customers in the Rochester Area. 4 

 5 

Q. What were the potential costs of additional upgrades? 6 

A. As noted in MERC’s supplemental response to DOC IR No. 37, the total costs 7 

associated with an incremental approach to adding capacity , or future capacity 8 

upgrades, will likely result in higher total costs to ratepayers than the project as 9 

proposed.  In addition, the Company noted that limiting expansion capacity to 30,000 10 

Dkt/day instead of the proposed 45,000 Dkt/day resulted in a Net Present Value $1 11 

million higher than the costs of the proposed project. DOC Ex. ____at AJH-19 (Heinen 12 

Direct).  Given this analysis by the Company, it is reasonable to assume that a future 13 

upgrade to serve Rochester area customers will result in additional, significant costs 14 

to MERC ratepayers.   15 

 16 

Q. Do you consider the excess capacity costs associated with the various scenarios 17 

above significant or unreasonable? 18 

A. Although the excess capacity costs appear large, especially the approximately $65 19 

million amount over the 22 year period associated with my preferred or base growth 20 

scenario, it is important to put these costs into the context of annual demand and 21 

commodity costs.  On an annual basis, MERC purchases approximately $24 million of 22 

demand and approximately $120 million commodity costs, while the average amount 23 

of excess capacity may cost approximately $3 million, which means that excess 24 
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capacity costs may approach 2.5 percent of total PGA costs incurred, based on 1 

current prices, for the MERC-NNG PGA system.4  For additional perspective, MERC-2 

NNG ratepayers have been assessed the Bison Pipeline contract since November 3 

2010, which is recovered through the commodity portion of the PGA and has only 4 

been used at levels far below the full contracted capacity to deliver supplies to MERC 5 

ratepayers. DOC Ex. ____at AJH-20 (Heinen Direct).  In the Company’s Response to 6 

DOC IR No. 36, MERC stated that the average costs of the Bison Contract for 7 

Residential customers is $38.09 per year, while total capacity costs for the 8 

Rochester project will reach $32.16 per year for Residential customers. DOC Ex. 9 

____at AJH-21 (Heinen Direct).  The excess capacity costs for this project are 10 

embedded in the $32.16 figure, so, for comparative purposes, the excess costs of 11 

the not fully used Bison Contract, which ratepayers have been assessed for several 12 

years, are likely greater than the potential excess capacity costs associated with the 13 

Rochester project. 14 

 15 

Q. Based on your reserve margin analysis and analysis of incremental capacity 16 

alternatives, what were your final conclusions regarding need? 17 

A. I concluded that the size of MERC’s proposed Project was reasonable.  Although 18 

smaller alternatives may be able to meet need in the Rochester Area, this outcome 19 

would only be possible if growth in the Rochester Area, and on the MERC system as a 20 

whole, remain relatively constant despite known upward pressure on throughput 21 

such as the DMC.  In the event that growth increases, there is tangible risk that 22 

                                                 
4 These cost figures are taken from the Company’s 2015 Annual Fuel Report for its NNG PGA filed in Docket 
No. G011/AA-15-803. 
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ratepayers would be required to invest in significant future upgrades that may have 1 

similar, or greater, costs to the proposed project.  Any excess costs associated with 2 

the project as proposed by MERC were relatively small on an annual basis and were 3 

comparable to insurance against the potential costs of future system upgrades.  I 4 

discuss in greater detail in Section VII below methods through which MERC may be 5 

able to mitigate the costs of excess capacity going forward.   6 

 7 

VI. PROJECT ELIGIBILITY FOR RIDER RECOVERY 8 

Q. What is the purpose of this section of your testimony? 9 

A. In this section, I address whether the Company’s proposed project meets the 10 

requirements of the NGEP Statute (Minnesota Statute 216B.1638) and if the costs 11 

associated with it are eligible for recovery through the rider.  As detailed in Section V 12 

above, there is need for the proposed project to serve the Rochester area; however, it 13 

is necessary to fully analyze whether the circumstances in the Rochester area match 14 

the requirements set forth in Minnesota Statutes for rider recovery. 15 

 16 

Q. Did MERC provide testimony supporting its conclusion that this project is eligible for 17 

rider recovery? 18 

A. Yes.  The Company provided extensive testimony supporting the project’s eligibility 19 

for rider recovery in its initial filing and Direct Testimony. MERC Ex. ____at 36-38 20 

(Initial Filing) and MERC Ex. ____at 17-26 (Lee Direct).   21 

 22 

Q. What is the relevant part of Minnesota Statute that speaks to whether a project is 23 

eligible for rider recovery? 24 
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A. For ease of reference, I have included the full language of the NGEP Statute 1 

(Minnesota Statute section 216B.1638) with this testimony. DOC Ex. ____at AJH-22 2 

(Heinen Direct).  The relevant portion of Minnesota Statute  section 216B.1638 is 3 

subdivision 3, which states as follows: 4 

Subd. 3. Review; approval.   5 
(a) The commission shall allow for comment on the 6 

petition. 7 
(b) The commission shall approve a public utility’s 8 

petition for a rider to recover the costs of a natural 9 
gas extension project if it determines that: 10 

(1) the project is designed to extend natural gas service 11 
to an unserved or inadequately served area; and 12 

(2) project costs are reasonable and prudently incurred. 13 
(c) the commission must not approve a rider under this 14 

section that allows a utility to recover more than 33 15 
percent of the costs of a natural gas extension 16 
project. 17 

(d) the revenue deficiency from a natural gas extension 18 
project recoverable through a rider under this section 19 
must include the currently authorized rate of return, 20 
incremental income taxes, incremental property 21 
taxes, incremental deprecation expenses, and any 22 
incremental operation and maintenance costs.  23 

 24 

Q. Based on your review, does the project extend natural gas service to an unserved or 25 

inadequately served area? 26 

A. Yes.  I reviewed the Company’s load data for Rochester, and the TBSs in the 27 

surrounding area, and confirmed that firm usage is at, or above, currently deliverable 28 

entitlement levels.  DOC Ex. ____ AJH-7 (Heinen Direct).  In addition, given expected 29 

growth, even at a baseline level, it is unlikely that MERC will be able to adequately 30 

serve existing, or expected, end-use customers on a going-forward basis.  31 

 32 
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Q. Do you believe that the proposed project costs are reasonable and prudently 1 

incurred? 2 

A. Whether or not individual costs are reasonable or prudently incurred cannot be fully 3 

determined until actual costs occur.  The costs provided in this record were estimates 4 

and it will not be until a future rider filing or rate case when actual costs can be 5 

reviewed to determine final reasonableness.  The cost estimates provided by the 6 

Company were used as a guide to determine reasonableness and prudency in future 7 

regulatory filings.  8 

 9 

Q. Did the Company provide an estimate of total project costs it anticipates being 10 

eligible for rider recovery? 11 

A. Yes.  In its Direct Testimony, the Company estimated the costs of its upgrades at 12 

approximately $5.6 million for Phase I, which involved improvements to MERC’s 13 

delivery system in the Rochester Area and has already been installed, and upgrade 14 

costs of approximately $44 million for Phase II, which involves reconstruction of the 15 

TBSs that serve Rochester and construction of new transmission lines to deliver gas 16 

to Rochester. MERC Ex. ____at 15-16 (Lee Direct).   17 

 18 

Q. How did these costs differ from the capacity costs you discussed in Section V above? 19 

A. The proposed costs that are potentially eligible for rider recovery relate to MERC- 20 

owned upgrades in the Rochester Area necessary to serve its customers.   These 21 

costs will be recovered either through the rider or via the Company’s base rates and 22 

be charged to all customers.  The capacity costs discussed in Section V above related 23 

to the recovery of costs associated with NNG’s construction costs that it will incur to 24 
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facilitate the expansion of available capacity to the Rochester Area.  These NNG 1 

related costs will be recovered through the monthly PGA. 2 

 3 

Q. Does the Department have a general goal or policy as it relates to cost caps for large 4 

utility project? 5 

A. Yes.  The Department has maintained that reasonable cost estimates, and fulfilling 6 

these costs estimates, are necessary so that ratepayers are not liable for 7 

unreasonable costs or cost overruns that have no limit.  Generally speaking, the 8 

Department has typically addressed concerns regarding costs caps in the rider filing 9 

or general rate case proceeding in which cost recovery from retail ratepayers is first 10 

requested.  Thus, there will be subsequent cost recovery proceedings regarding 11 

MERC’s various expenditures during a given year or period between regulatory filings.  12 

However, providing some clarity on expected costs at this point is important and is 13 

consistent with the Commission’s approach regarding cost recovery in past 14 

Certificate of Need (CN) proceedings which are, in many respects, similar to the 15 

Company’s current filing for the proposed project.  In these past rulings, the 16 

Commission has limited recovery in riders only to the amount of costs that the utility 17 

proposed in its petition.  Further, the utility would have the burden of proof to show 18 

that any costs above the approved level are prudent and why it would be reasonable 19 

to recover such costs from ratepayers. 20 

 21 

Q. Do you believe it is important for the Commission to hold utilities accountable for 22 

large project costs? 23 
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A. Yes.  Utility cost estimates are used extensively throughout the regulatory process 1 

and are relied upon by the Commission, particularly when considering alternatives to 2 

a proposed project.  Further, approval of projects, and their subsequent cost recovery 3 

mechanism, should not constitute a blank check for cost recovery in the rider to the 4 

extent that actual costs are greater than the estimated costs relied upon in 5 

regulatory proceedings.  Absent cost recovery caps tied to the evidentiary record in 6 

which the project was selected and approved, utilities have little incentive to expend 7 

the effort needed to accurately report project costs in regulatory proceedings, nor to 8 

ensure that the actual costs are as reasonable as possible. 9 

 10 

Q. How does the Commission hold Minnesota rate-regulated utilities accountable for 11 

their project cost estimates in similar proceedings? 12 

A. The transmission cost recovery (TCR) riders for Minnesota electric utilities illustrate 13 

how the Commission holds utilities accountable for cost estimates.  In these riders, 14 

the Commission holds utilities subject to their jurisdiction accountable for their 15 

transmission CN cost estimates by capping in the utilities’ riders the amount 16 

approved for recovery from ratepayers through the TCR.  Utilities are allowed to 17 

request recovery of cost overruns in subsequent rate cases in the same way that they 18 

always have been able to do, but cost overruns are typically not allowed to be 19 

recovered in the extraordinary riders. 20 

 21 

Q. Do you have examples of such decisions to limit recovery of cost overruns in riders? 22 

A. Yes, there are many.  For example, in Xcel Energy’s TCR Rider filing in Docket No. 23 

E002/M-09-1048, the Commission decided the following regarding Xcel’s recovery of 24 
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transmission project costs on a going-forward basis in its April 7, 2010 Order in the 1 

Xcel Energy docket: 2 

…the Commission finds that TCR project cost recovery 3 
through the rider should be limited to the amount of the 4 
initial cost estimates at the time the projects are 5 
approved as eligible projects, with the opportunity for 6 
[Xcel Energy] to seek recovery of excluded costs on a 7 
prospective basis in a subsequent rate case. A request 8 
to allow cost recovery for project costs above the 9 
amount of the initial estimate may be brought for 10 
Commission review only if unforeseen or extraordinary 11 
circumstances arise on a project. 12 

 13 
The Commission also applied this same approach to Otter Tail Power, in Otter Tail 14 

Power’s 2013 Transmission Cost Recovery Rider (Docket No. E015/M-13-103).  The 15 

Commission stated in its March 10, 2014 Order that in the Otter Tail docket: 16 

 17 
Accordingly, the Commission continues to believe that 18 
project costs included in the TCR rider should be capped 19 
at certificate of need levels, and concurs with the 20 
Department that the appropriate cap for the Bemidji 21 
project is $74 million. The TCR rider mechanism gives 22 
Otter Tail the extraordinary ability to charge its 23 
ratepayers for facilities prior to the ordinary timing (the 24 
first rate case after the project goes into service) and 25 
without undergoing the full scrutiny of a rate case. 26 
Holding [Otter Tail] to its initial estimate is an important 27 
tool to enforce fiscal discipline. 28 
 29 
Further, imposition of a cap protects the integrity of the 30 
certificate of need process, in which it is critical that the 31 
cost estimates for the alternatives being compared are 32 
as reliable as possible. And, capping costs at the 33 
certificate of need levels is consistent with the 34 
Commission’s actions in similar cases involving other 35 
utilities’ riders. 36 
 37 
[Otter Tail] is recovering the cost of these transmission 38 
facilities through a rider, a unique regulatory tool 39 
essentially designed to enable utilities to begin 40 
recovering the prudent and reasonable costs of critically 41 
needed capital investments between rate cases. The 42 
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rate 1 case remains the primary vehicle for determining 1 
prudence and reasonableness. 2 
 3 
In the absence of a rate case, the best available proxy 4 
for determining prudence and reasonableness is the 5 
cost determination made on the record of a certificate of 6 
need or cost recovery eligibility proceeding. Here, the 7 
relevant proceeding is a certificate of need case. Otter 8 
Tail should continue recovering the costs it sponsored in 9 
its certificate of need case unless and until it 10 
demonstrates in a rate case that higher costs are 11 
prudent and reasonable. (footnotes omitted) 12 

 13 

Q. What do you recommend regarding potential cost caps for this project? 14 

A. I recommend that the Commission find that the appropriate cap for this project is 15 

$44,006,607, as detailed in its Direct Testimony. MERC Ex. ____at 16, Table 1 (Lee 16 

Direct).  I do note, however, that MERC included a $7,341,321 contingency factor in 17 

its costs estimates. MERC Ex. ____at Attachment D (Initial Filing).   I am unclear if this 18 

contingency factor is reasonable or comparable to similar project; and, for this 19 

reason, I recommend that the Company address this issue in its Rebuttal Testimony.  20 

In the event that costs are greater than this cap, it is the Company’s burden to show 21 

that these additional costs are reasonable. 22 

 23 

Q. Does your recommendation mean that MERC has “carte blanche” to recover any, and 24 

all, costs up to the cap level? 25 

A. No.  MERC continues to bear the burden of proof in future rider filings and general 26 

rate case proceedings to show that individual expenditures are just and reasonable.  27 

For example, it is possible that MERC has included, or intends to include, certain 28 

costs in the rider that should not be included in the rider.  In the event that this 29 
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occurs, the Company would not be able to recover up to the cap level because 1 

certain costs were deemed unreasonable. 2 

 3 

Q. In terms of the amount of costs from the project, did MERC propose to recover more 4 

than 33 percent of these costs through the rider? 5 

A. No.  In accordance with the NGEP Statute, MERC did not propose to recover greater 6 

than 33 percent of project costs through the rider. MERC Ex. ____at 17 (Lee Direct). 7 

 8 

Q. Did MERC provide discussion in this record regarding its revenue deficiency 9 

associated with the proposed project? 10 

A. Yes.  MERC provided discussion and illustrative numbers in its initial filing. MERC Ex. 11 

____at 29-34 (Lee Direct). 12 

 13 

Q. Does this filing represent the last time that parties, or the Commission, can raise 14 

questions regarding the reasonableness of certain costs?  15 

A. No, it does not.  The Commission will have the opportunity to review costs in future 16 

rider reviews and in subsequent general rate cases.  In addition, the Commission’s 17 

February 8, 2016 Order stated that the Commission will defer any decision on the 18 

accuracy of MERC’s revenue-deficiency calculation until the Company seeks approval 19 

of an NGEP rider to recover that revenue deficiency. DOC Ex. ____at AJH-2 (Heinen 20 

Direct).   21 

 22 
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Q. The Commission will defer judgment on the reasonableness of the revenue 1 

deficiency until a later filing, but did the Company include any items, or categories, in 2 

its rider recovery examples that may be questionable? 3 

A. Based on a review of Attachment D to the initial filing and Ms. Lee’s Direct Testimony, 4 

it was unclear if MERC intended to include only incremental costs in its rider recovery 5 

proposal. MERC Ex. ____at Attachment D (Initial Filing) and MERC Ex. ____ at 18 (Lee 6 

Direct).  In particular, the Company included line items for Operations and 7 

Maintenance (O&M) expenses, which can include total costs if not properly 8 

accounted for.  The NGEP Statute is clear that incremental costs associated directly 9 

with the project are the only amount eligible for rider recovery. MERC is at risk of cost 10 

disallowance if it includes unapproved costs in its rider recovery proposal.  In 11 

addition, I reiterate that certain costs, even if they are incremental in nature, that 12 

were incurred prior to the implementation of the NGEP Statute (e.g., 2014 costs) 13 

should not be included in the rider and the Department is likely to recommend that 14 

these costs be disallowed in future regulatory filings. 15 

 16 

Q. What are your conclusions regarding the eligibility of MERC’s proposed project for 17 

rider recovery? 18 

A. Based on my review, Rochester and the surrounding area meet the definition of an 19 

“unserved or inadequately served area” in the NGEP Statute.  The reasonableness or 20 

prudency of any costs incurred will be reviewed in future rider or rate case filings; 21 

however, to the extent that these costs are found reasonable, it appears that they 22 

would be eligible for rider recovery.  The Department will fully review costs in future 23 

filings and recommends that the Commission hold MERC to its current total cost 24 
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estimate as a guide, or soft cap as explained above, to reasonable costs for the 1 

proposed project. 2 

 3 

VII. MITIGATION OF CAPACITY COSTS 4 

Q. In Section V you have extensive discussion regarding excess capacity costs 5 

associated with the Rochester project.  Under MERC’s proposal, who would be 6 

responsible for these costs? 7 

A. MERC’s proposal would recover these costs from MERC-NNG ratepayers through the 8 

monthly PGA.  If these capacity costs were flowed solely through the demand portion 9 

of the PGA, then the Company’s firm ratepayers will be responsible for the entire 10 

amount of the capacity costs.  If these capacity costs were instead flowed through 11 

the commodity portion of the monthly PGA, then all of the Company’s firm and 12 

interruptible customers would be responsible for capacity costs, including excess 13 

capacity costs. 14 

 15 

 16 

Q. Returning to the topic of excess capacity costs, do you believe that the expected 17 

excess capacity costs for the Company’s project were significant? 18 

A. As noted in Section V above, I do not believe the excess capacity costs are significant 19 

when compared to annual commodity costs but these costs should not be ignored by 20 

the Company.  These costs will be recovered from MERC ratepayers and it is 21 

important that the Company take whatever steps are necessary to lower costs if 22 

reasonable means exist to do so. 23 

 24 
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Q. What means, if any, does MERC have to mitigate excess capacity costs? 1 

A. The most likely means of mitigating cost is capacity release.  The Company provided 2 

a discussion of capacity release in its response to DOC discovery.  DOC Ex. ____ at 3 

AJH-23 (Heinen Direct).  Capacity release is the act of placing unneeded capacity on 4 

the open market for other parties to purchase to satisfy their natural gas needs.  In 5 

general, capacity release occurs on a short-term basis.  6 

 7 

Q. Did you request any additional information regarding capacity release? 8 

A. Yes.  In the Company’s Response to DOC IR No. 26, MERC provided detailed 9 

information regarding its historical capacity releases since January 2007.  DOC Ex. 10 

____ AJH-23 (Heinen Direct).  These data show that, on average, MERC has received 11 

approximately $625,000 in capacity release credits each year since 2007. 12 

 13 

Q. Does capacity release provide significant value to ratepayer?  14 

A. Since capacity release is generally on a short-term, as needed basis, the revenue 15 

associated with these releases is typically small compared to the original purchase 16 

price of the capacity.  Granted, there is some relief to ratepayers but it should not be 17 

considered a significant tool to mitigate costs. 18 

 19 

Q. Do longer-term capacity release agreements exist? 20 

A. Yes.  In my experience, I have seen other Minnesota utilities that have engaged in 21 

longer term capacity release contracts.  These are generally less flexible because a 22 

given amount of capacity is released for a longer period of time (e.g., two years), and 23 

it typically is non-recallable, but the revenues received from the agreement are much 24 
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greater than standard capacity release.  For MERC, since there is a relatively large 1 

amount of excess capacity for an extended period of time, it is possible that longer-2 

term capacity release agreements may be beneficial to ratepayers. 3 

 4 

Q. Did you request that MERC provide analysis on this topic? 5 

A. Yes.  In its Response to DOC IR No. 26, MERC stated that it will consider longer term 6 

capacity release agreements on a case-by-case basis.  DOC Ex. ____ AJH-23 (Heinen 7 

Direct).  8 

 9 

Q. Are there any other ways MERC can deal with this excess capacity and associated 10 

costs? 11 

A. Yes.  Although the Company is limited to 20 percent deliverability of the total 12 

Rochester Area capacity without penalty, MERC stated in its Response to DOC IR No. 13 

23 that it can move additional capacity but at the maximum rate.  DOC Ex. ____ AJH-14 

26 (Heinen Direct).  The maximum rate is significantly higher than the negotiated 15 

rate; however, it is possible that paying the maximum rate for any volumes above 20 16 

percent may be cheaper than procuring additional entitlements to serve need in 17 

other parts of the MERC system.  At a time when additional capacity is needed in 18 

other parts of MERC’s system, I would anticipate that the Department will revisit this 19 

issue to determine whether MERC ratepayers received the lowest priced entitlements 20 

possible. 21 

 22 

Q. Do you have any additional discussion on this topic? 23 

A. No, I do not. 24 
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VIII. RATE RECOVERY 1 

Q. Please explain the purpose of this section of your testimony. 2 

A. In its February 8, 2016 Order, the Commission requested that the parties analyze 3 

whether recovery of the Rochester Project from all MERC ratepayers is reasonable 4 

and, if so, on what basis.  Further, if it is found that recovery from all ratepayers is 5 

unreasonable, then what other allocation method would be more reasonable.  This 6 

section addresses this request by the Commission in part.  Ms. Peirce addresses the 7 

issue of apportioning the non-PGA revenue requirements to ratepayers in Rochester 8 

and the rest of MERC’s system; I address recovery of costs in the PGA. 9 

 10 

Q. You mentioned in Section III above that there is a different type of cost to consider in 11 

this proceeding than in a demand entitlement proceeding.  Please explain. 12 

A. I noted above that the Project deals with costs of expanding the capacity of NNG’s 13 

system.  Such costs need to be considered carefully to avoid unintended 14 

consequences.   15 

  16 

Q. Why is it important to consider the incremental costs of expanding NNG’s capacity? 17 

A. These costs are unusual and significant, so it is important to ensure that rates 18 

appropriately reflect costs.  Cost-causation is an important consideration not just for 19 

fairness purposes, but also to avoid creating an inappropriate incentive for some of 20 

MERC’s large customers that would unduly and inappropriately harm other MERC 21 

customers.  Since the costs of expanding NNG’s capacity will be charged to MERC, 22 

and since such capacity will be used to serve MERC’s sales customers and its 23 

transportation customers, it is important to ensure that costs of expanding NNG’s 24 
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capacity are appropriately charged to both sales and transportation customers, as 1 

required by the NGEP Statute.  Further, as discussed below, all Rochester ratepayers 2 

are expected to benefit from the Project, the costs need to be charged to all 3 

customers – firm and interruptible, sales and transportation. 4 

 5 

Q. Why should costs of expanding NNG’s capacity be charged to all of MERC’s 6 

customers? 7 

A. This Project is being built to increase the capacity on NNG’s system for natural gas to 8 

be delivered, regardless of the supplier (MERC or a third party).  Thus, both sales and 9 

transportation customers need to pay their fair share, as suggested by the NGEP 10 

Statute.  Further, expanding the capacity of NNG’s system makes it less likely, all else 11 

equal, that interruptible customers will be interrupted.  Because expansion of NNG’s 12 

capacity affects all of MERC’s ratepayers, both firm and interruptible customers 13 

should pay their fair share.   14 

  Moreover, charging only sales customers for the costs of the Project would 15 

give an incentive to sales customers to switch to transportation service solely to 16 

avoid paying for costs to expand the capacity to deliver natural gas to the Rochester 17 

area.  Firm customers similarly would have an inappropriate incentive to switch to 18 

interruptible service and unduly benefit from avoiding costs of a system that is being 19 

built to serve them, correspondingly harming other ratepayers. 20 

 21 
IX. OTHER FUNDING POTENTIALLY AVAILABLE FOR THIS PROJECT 22 

Q. Please explain the purpose of this section. 23 
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A. In its February 8, 2016 Order, the Commission requested that parties investigate 1 

other funding sources that are available to MERC in regards to the Rochester project.  2 

This request is likely the result of the proposed DMC in Rochester and the associated 3 

State Infrastructure Aid (SIA) program authorized by Minnesota Statute section 4 

469.47.  These state funds are available for approved public infrastructure once 5 

private investment in the DMC area reaches a set threshold.  For ease of reference, I 6 

have included the entirety of the DMC statutes as an attachment to this testimony.  7 

DOC Ex. _____ AJH-28 (Heinen Direct). 8 

 9 

Q. What is the Destination Medical Center? 10 

A. The Destination Medical Center, or DMC, is a long-term vision and development plan 11 

by the Mayo Clinic and other parties in the Rochester Area to grow the area and 12 

make it a leading center for medical treatment and research.  The DMC Statutes 13 

(Minnesota Statutes sections 469.40 through 469.47) were created to aid in the 14 

implementation of the DMC and create various state and local funding streams to 15 

facilitate this implementation. 16 

 17 

Q. What institutions or funding streams were authorized by the DMC Statutes? 18 

A. First, the DMC Statutes created the Destination Medical Center Corporation (DMCC) 19 

whose mission is to prepare and implement the development plan for the DMC.  The 20 

DMCC is also charged with approval of projects before they are forwarded to the City 21 

of Rochester for final approval.  Second, the DMC Statutes authorized the creation of 22 

a development plan outlining the various goals and planned projects for the DMC.  23 

Third, the DMC Statutes authorized the creation of various state and local funding 24 
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streams for implementation of the DMC.  These funding streams included city and 1 

county taxes and a State Infrastructure Aid program.  The state aid is available in 2 

different sources for public infrastructure and transit once private investment in the 3 

DMC has reached a defined threshold. 4 

 5 

Q. Is the development plan referenced above available to the public? 6 

A. Yes.  A draft of the DMC development plan is available on the DMC website.5   7 

 8 

Q. Have you had an opportunity to review the DMC development plan? 9 

A. Yes.  I have reviewed the entirety of the DMC development plan. 10 

 11 

Q. How does the DMC, the DMC development plan, and the DMC Statutes as a whole 12 

relate to MERC’s Rochester project? 13 

A. First, the Rochester project relates to the DMC because implementation of the DMC, 14 

in my opinion, is extremely difficult  if not impossible, if MERC does not make the 15 

upgrades associated with the proposed project.  Since the Rochester area is capacity 16 

constrained in terms of natural gas, the planned construction and expansions in the 17 

DMC development plan will not have access to sufficient natural gas supplies.  This 18 

would likely complicate development and require incremental growth to rely fully on 19 

the local electric utility to supply various needs such as space heating.   20 

  Second, the Rochester project clearly meets the standard definition of a 21 

public infrastructure project.  Public infrastructure is defined as infrastructure that is 22 

                                                 
5 Given the voluminous nature of this plan, I have not attached it to my testimony, but it can be found at the 
following link: http://dmc.mn/press-materials/#devPlan. 

http://dmc.mn/press-materials/#devPlan
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owned by the public or for public use, of which, utility and energy infrastructure is 1 

generally included.   In addition, Minnesota Statute  section 469.40 includes a 2 

definition of “public infrastructure project” which is, in many ways, a starting point for 3 

what projects may be eligible for funds through SIA.  The definition of public 4 

infrastructure for DMC purposes is as follows: 5 

 6 
Subd. 11.Public infrastructure project. 7 
(a) "Public infrastructure project" means a project 8 

financed in part or in whole with public money in 9 
order to support the medical business entity's 10 
development plans, as identified in the DMCC 11 
development plan. A public infrastructure project 12 
may: 13 
(1) acquire real property and other assets 14 

associated with the real property; 15 
(2) demolish, repair, or rehabilitate buildings; 16 
(3) remediate land and buildings as required to 17 

prepare the property for acquisition or 18 
development; 19 

(4) install, construct, or reconstruct elements of 20 
public infrastructure required to support the 21 
overall development of the destination 22 
medical center development district including, 23 
but not limited to, streets, roadways, utilities 24 
systems and related facilities, utility 25 
relocations and replacements, network and 26 
communication systems, streetscape 27 
improvements, drainage systems, sewer and 28 
water systems, subgrade structures and 29 
associated improvements, landscaping, 30 
façade construction and restoration, 31 
wayfinding and signage, and other 32 
components of community infrastructure; 33 
(bold added for emphasis) 34 

(5) acquire, construct or reconstruct, and equip 35 
parking facilities and other facilities to 36 
encourage intermodal transportation and 37 
public transit; 38 

(6) install, construct or reconstruct, furnish, and 39 
equip parks, cultural, and recreational 40 
facilities, facilities to promote tourism and 41 
hospitality, conferencing and conventions, 42 
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and broadcast and related multimedia 1 
infrastructure; 2 

(7) make related site improvements including, 3 
without limitation, excavation, earth retention, 4 
soil stabilization and correction, and site 5 
improvements to support the destination 6 
medical center development district; 7 

(8) prepare land for private development and to 8 
sell or lease land; 9 

(9) provide costs of relocation benefits to 10 
occupants of acquired properties; and 11 

(10) construct and equip all or a portion of one or 12 
more suitable structures on land owned by 13 
the city for sale or lease to private 14 
development; provided, however, that the 15 
portion of any structure directly financed by 16 
the city as a public infrastructure project must 17 
not be sold or leased to a medical business 18 
entity. 19 

(b) A public infrastructure project is not a business 20 
subsidy under section 116J.993. 21 

(c) Public infrastructure project includes the planning, 22 
preparation, and modification of the development 23 
plan under section 469.43. The cost of that 24 
planning, preparation, and any modification is a 25 
capital cost of the public infrastructure project. 26 

 27 
  The current capacity constraint in the Rochester Area clearly shows that 28 

MERC’s natural gas infrastructure is needed to facilitate growth of the DMC.  The 29 

bolded section above also shows that the type of utility work MERC envisions is 30 

classified by Statute as public infrastructure. 31 

 32 

Q. Do Minnesota Statutes provide any additional guidance on how an infrastructure 33 

project may be eligible for SIA funding? 34 

A. Yes.  The DMC Statutes also make reference to a DMC development district.  35 

Minnesota Statute section 469.40, Subd. 5 defines the development district as: “a 36 

https://www.revisor.mn.gov/statutes/?id=116J.993
https://www.revisor.mn.gov/statutes/?id=469.43
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geographic area in the city identified in the DMCC development plan in which public 1 

infrastructure projects are implemented.” 2 

 3 

Q. Does the current DMCC development plan define the boundaries of the development 4 

district? 5 

A. Yes.  The map below, taken from the development plan, outlines the general location 6 

of the development district. 7 

Map 1: Current Destination Medical Center Boundaries and Sub-districts 8 
 9 

 10 

 11 
  The district, as currently defined, is generally located in the downtown 12 

Rochester Area in, and around, the Mayo Clinic Campus. 13 

 14 

Q. Is the DMCC development plan, and corresponding development district, static or 15 

can it be changed? 16 
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A. The development plan and development district boundaries can be modified.  1 

Minnesota Statute section 469.43, Subds. 4 and 5 allow for modification of the 2 

development plan and, conceivably, the development district.  These subdivisions 3 

state the following: 4 

Subd. 4.Modification of development plan. 5 
 6 
The corporation may modify the development plan at any 7 
time. The corporation must update the development 8 
plan not less than every five years. A modification or 9 
update under this subdivision must be adopted by the 10 
corporation upon the notice and after the public hearing 11 
and findings required for the original adoption of the 12 
development plan, including approval by the city. 13 

Subd. 5.Medical center development districts; creation; 14 
notice; findings. 15 

As part of the development plan, the corporation may 16 
create and define the boundaries of medical center 17 
development districts and subdistricts at any place or 18 
places within the city. Projects may be undertaken within 19 
defined medical center development districts consistent 20 
with the development plan. 21 

 22 

Q. Has MERC applied for SIA funds to help with the construction of its project? 23 

A. Yes.  The Company included its application for funding in the Direct Testimony of Ms. 24 

Lee.  MERC Ex. ____ ASL-2 and ASL-3 (Lee Direct).  MERC has requested $5 million 25 

to aid in the construction of the Rochester project. 26 

 27 

Q. Based on your review of the draft DMC development plan and the DMC Statutes, do 28 

you believe the Company’s project can be considered a public infrastructure project 29 

in terms of eligibility for SIA? 30 
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A. Although the project clearly meets the definition of a public infrastructure project, in 1 

the regular sense, and will help facilitate the implementation of the DMC by relieving 2 

natural gas constraints in the Rochester Area, it does not appear that MERC’s project 3 

meets the definition in the DMC Statutes.  The primary reason is that the planned 4 

work by the Company does not occur within the DMC development district, which was 5 

confirmed in MERC’s Response to DOC IR No. 28.  DOC Ex. ____ AJH-29 (Heinen 6 

Direct).  Without a modification to the DMC development boundaries, it is unclear 7 

how successful MERC’s application, as provided in Ms. Lee’s Direct Testimony, for 8 

SIA funding will be  or whether it is possible given how the DMC Statutes are written. 9 

 10 

Q. Do you believe the Company may have potential access to SIA funding in the future? 11 

A. Yes.  To the extent the private spending threshold is met, I do believe the Company 12 

may have access to SIA funding for certain future work.  Although the DMCC and City 13 

of Rochester have final say on what public infrastructure projects are eligible for 14 

funds, if MERC undertakes projects within the DMC development area, I see no 15 

reason why the Company would not have a legitimate reason to access SIA funds.  16 

For example, if MERC is required to upgrade its infrastructure or install additional 17 

equipment to serve a new customer within in the development area, especially if it 18 

involves replacing equipment that still have remaining life, it would be reasonable 19 

and prudent to petition the DMCC for SIA funds.  I believe it would be unreasonable 20 

to require MERC ratepayers to pay for these types of costs when other means of 21 

recovery exist. 22 

 23 
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Q. What are you recommendations and conclusions regarding funding from other 1 

sources? 2 

A. Based on my analysis of the Company’s project and the DMC Statutes, I conclude 3 

that it is unlikely that MERC’s project will qualify for state aid since the project will 4 

occur outside of the DMCC development district.  To the extent that future work by 5 

the Company occurs within the development district, I recommend that MERC 6 

petition the DMCC for SIA funds since utility infrastructure is generally considered 7 

public infrastructure and it is meant to promote implementation of the DMC.  I also 8 

recommend that the Company include a discussion and supporting data, as part of 9 

its annual rider filing, detailing any, and all, utility work done throughout the previous 10 

year within the development district, the number of applications made to the DMCC, 11 

and the amount of state aid received.  12 

 13 

X. SUMMARY, RECOMMENDATIONS, AND CONCLUSIONS 14 

Q. Please summarize your conclusions regarding the Company’s proposed need for this 15 

project. 16 

A. Based on my review of the Company proposal and supporting analysis, I identified 17 

potential issues with MERC’s estimate of customer count growth which is a driving 18 

factor in the Company’s need forecast.  In response, I conducted an independent 19 

analysis of MERC’s need proposal.  Based on this analysis, I conclude that the 20 

Rochester Area is constrained and that the size of the project, as proposed by the 21 

Company, is reasonable and represents the best means of meeting current and 22 

expected need in the Rochester Area.  Although excess capacity exists, I do not 23 
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believe these costs are significant and I provided discussion of methods available to 1 

mitigate these costs.  2 

 3 

Q. Please summarize your conclusions and recommendations regarding the eligibility of 4 

this project for NGEP rider recovery. 5 

A. I reviewed the Company’s proposed project and compared it to the requirements set 6 

forth in the NGEP Statute.  Based on my analysis, I concluded that the Company’s 7 

proposed project is eligible for rider recovery under Minnesota Statute 216B.1638, 8 

the NGEP Statute.  In addition, I also recommend that the Commission hold MERC to 9 

its cost estimate provided in this testimony.  Specifically, I recommend that the 10 

Commission find that the appropriate cost cap for this project is $44,006,607.  I also 11 

noted that the Department will fully review costs in future regulatory filings. 12 

 13 

Q. Please summarize your conclusions and recommendations regarding methods to 14 

mitigate capacity costs. 15 

A. I concluded that the excess capacity costs associated with this project are not 16 

significant; however, these costs are noticeable and MERC should take steps to 17 

mitigate cost increases to its ratepayers where possible.  I noted that capacity 18 

release is a method available to MERC; however, this is generally a short-term 19 

solution and is not typically of high value to ratepayers.  I did, however, recommend 20 

that MERC explore options for long-term capacity release, which, when available, 21 

return more revenues to ratepayers.  I also concluded that the Company may be able 22 

to mitigate capacity costs by actively attempting to move interruptible customers to 23 

firm service, who will benefit from firm service, and to also be proactive in finding 24 
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potential purchasers of firm capacity from the electric industry as natural gas 1 

becomes a more attractive generation source.  Finally, I concluded that the Company 2 

may be able to mitigate future prices by using available excess capacity to avoid 3 

purchasing other, more expensive, capacity to serve other parts of the MERC-NNG 4 

PGA system. 5 

 6 

Q. Please summarize your conclusions regarding ratepayer recovery. 7 

A. I noted, first, that Ms. Peirce addresses the issue of recovering costs from ratepayers 8 

in Rochester and elsewhere on MERC’s system, along with the method of recovery.  I 9 

also noted that this Project is being built to increase the capacity on NNG’s system 10 

for natural gas to be delivered, regardless of the supplier (MERC or a third party).  11 

Thus, I recommended that both sales and transportation customers pay for the 12 

Project, as suggested by the NGEP Statute.  Further, since expanding the capacity of 13 

NNG’s system makes it less likely, all else equal, that interruptible customers will be 14 

interrupted, I recommended that the costs of the Project be recovered from both firm 15 

and interruptible customers.   16 

 17 

Q. Please summarize your conclusions and recommendations regarding funding from 18 

other sources. 19 

A. In its February 8, 2016 Order, the Commission requested that parties analyze the 20 

availability of other funding sources to offset the cost of the project.  Given this 21 

directive, I analyzed the Destination Medical Center Statutes to determine whether 22 

MERC’s project is available for State Infrastructure Aid funding which was authorized 23 

with in these Statutes.  Based on my analysis, I concluded that the Company’s project 24 
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can be considered public infrastructure in the general sense; however, since the work 1 

being done by MERC does not occur with in the development district required in the 2 

DMC Statutes, it is unlikely that the proposed project is considered a public 3 

infrastructure project for SIA funding purposes.  As such, I concluded that it is unlikely 4 

that MERC is eligible for public funding at this time.  However, I did conclude that to 5 

the extent the Company undertakes work within the district in the future, there does 6 

not appear to be a reason to prevent MERC from seeking funding.   I recommended 7 

that MERC petition the DMCC for SIA funds when it conducts work inside the DMCC 8 

district.   Utility infrastructure is generally considered public infrastructure and work 9 

done within the district will clearly be to the benefit of implanting the DMCC 10 

development plan.  I also recommend that the Company include a discussion and 11 

supporting data, as part of its annual rider filing, detailing any, and all, utility work 12 

done throughout the previous year within the development district, the number of 13 

applications made to the DMCC, and the amount of state aid received. 14 

 15 

Q. Does this conclude your Direct Testimony? 16 

A. Yes. 17 
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	Table of Contents
	36TI. INTRODUCTION
	36TA. No, I do not.  36TDepartment Witness Adam Heinen addressed the Company’s forecasted need for the project, the Company’s cost recovery proposal through the Natural Gas Extension Project rider, and the relationship of the project to the proposed D...
	36TII. PURPOSE and scope
	36TQ. 36TPlease provide a description of proposed Rochester Extension Project.
	36TA. On October 26, 2015, MERC filed a Petition for approval of rider recovery of costs for the extension project to serve Rochester, MN and the surrounding area (the Rochester Project or Project).  The Company has stated that the Project is necessar...
	36T meet current and future demand.  As part of the upgrade, NNG will have to expand the capacity of its interstate pipeline to support the upgrade to MERC’s distribution system. MERC Ex. __ at p. 136T (36TMERC Petition).
	36TQ. Did the Company evaluate the pricing provided by NNG?
	A. Yes, MERC conducted an RFP with multiple parties to determine if the best and most cost effective option was to remain with the incumbent provider of service to Rochester, which is NNG.  The summary results of this RFP process were provided by MERC...
	36TIII. rfp and NEED for additional infrastructure
	36TQ. Do you address whether there is a need for the project?
	36TA. 36TNo, that issue is addressed in the Direct Testimony of Adam Heinen.
	36TQ. Assuming that there is a need for new interstate pipeline capacity, did MERC demonstrate that there were no other viable options to meet this need?
	36TA. Yes, MERC witnesses addressed that the other options available to meet need of ratepayers in the Rochester Area would be: to take no action, conservation, upgrade the distribution system, realign other NNG capacity, purchasing capacity from othe...
	36T1. UNo actionU: The Company stated that it has a shortfall of delivery entitlement to the Rochester city gates and that with demand expected to grow, it will need additional capacity.  There is also no incremental capacity that can be purchased fro...
	36T2. UConservationU: MERC stated that while conservation of energy among customers in Rochester can reduce the demand growth rate somewhat, it has not been sufficient to eliminate the growth in demand. MERC Ex. ___ at 8 (Mead Direct).  The Company fu...
	36T3. UUpgrading the MERC distribution systemU: Even with upgrades to the distribution system, there are limits based on the amount of natural gas that can be delivered to the Rochester Town Border Stations (TBS) from the upstream interstate pipeline....
	36T To help demonstrate this point, I prepared a simple flow chart that is included as an attachment to this testimony. 36TDOC Ex. ___at MR-2 (Ryan Direct). 36T It illustrates the movement of gas from extraction through the point in which it is receiv...
	36T solely by upgrading MERC’s distribution system (although upgrades to MERC’s distribution system may also be needed).
	36T4. URealignment of other MERC-owned NNG capacityU:  According to MERC, there are only two TBSs where NNG delivers natural gas to the Rochester area:  Rochester 1B and 1D MERC Ex. ___ at 7 (Sexton Direct).  While the Company has 193,423 Dekatherms (...
	36T Moreover, even if it were possible to move gas supplies intended for other areas of MERC’s system, this alternative would not address the need since it would still require NNG to expand physical delivery capability to Rochester.
	36T5. UPurchase of capacity from other interstate pipelinesU:  No other pipelines currently serve Rochester, so this is not currently an option.  While service from other pipelines is certainly not impossible, other pipelines would have to build infra...
	36T6. UUse peaking facilities to address need for distribution capacity:U  The Office of the Attorney General (“OAG”) requested information on peaking facilities in the Rochester area.  In its Response to OAG IR No. 176, MERC stated that it no longer ...
	36TQ. What criteria did you use when evaluating MERC’s competitive process?
	36TA. I evaluated the RFP process to assess whether it was inclusive of potential parties and if participating parties were held to a fair process.  I also evaluated the process to determine if MERC selected the lowest cost option and ensured there we...
	36TQ.  Did MERC use a competitive bidding process to address the additional pipeline capacity needs?
	36TA. Yes.  On January 5, 2015 MERC issued an RFP to NNG, NBPL, Viking, Great Lakes, and Encore. MERC Ex. ___ at 38 (Sexton Direct).  The RFP was also posted to the MERC website to allow for additional solicitation.
	36TQ. Do you believe there were other parties that could have been included in the RFP?
	36TA. Yes.  The Alliance Pipeline travels through southern Minnesota near the Rochester Area.  I issued discovery seeking clarification as to why Alliance was not included in the RFP.  In its Response to DOC IR No. 44, MERC stated that the additional ...
	36TQ. What is a wet pipeline?
	36TA. When the natural gas is extracted or gathered from the natural gas field, there are additional hydrocarbon liquids and impurities that come with the natural gas.  A wet pipeline is able to transport the denser hydrocarbon mix and extract the add...
	36TQ. What do you conclude, based on MERC’s response?
	36TA. I continue to conclude that MERC should have included Alliance in the RFP and designed the RFP to request proposals for delivery of “dry” gas.  Such an approach would have allowed for confirmation that use of the Alliance Pipeline was cost
	36T prohibitive.  Nonetheless, since Alliance did not submit a bid, I conclude that this issue is reasonably addressed in this proceeding.
	36TQ. Have you had an opportunity to review the RFP?
	36TA. Yes.  MERC provided the RFP in 36TResponse to OAG IR No. 132. DOC Ex. ____at MR-5, Attachment_OAG_132_RFP.pdf (Ryan Direct).
	36TQ. Based on your review, did the RFP include sufficient guidance and data for companies to adequately respond to MERC’s needs?
	36TA. Yes.  Based on my review, the RFP documents were sufficiently detailed and included two Project sizes to allow for full Project comparison between the incumbent pipeline, NNG, and the other bidders.
	36TQ. Did the RFP allow respondents adequate time to respond?
	36TA. Yes.  The RFP requested responses two weeks after the date of issuance.  Industry practice varies considerably depending on the level of complexity and other factors, but the two week timeframe would allow responses or, at a minimum, indications...
	36TQ. Did MERC receive multiple responses?
	36TA. Yes. NNG, NBPL, and Twin Eagle responded to the RFP.
	36TQ. Were the responses received within the requested timeframe?
	36TA. Yes.  Mr. Sexton, a consultant for MERC, stated that initial proposals were received on January 16, 2015 and, after discussion with MERC, each party that provided a proposal was able to provide an update on February 18 and 19, 2015.  MERC Ex. __...
	36TQ. Were there multiple bid options?
	36TA. Yes.  Given that NNG is the incumbent pipeline serving MERC in the Rochester Area, the RFP included two scenarios.  First, the request was made for 100,000 Dth/day of firm delivery entitlement to a new MERC TBS.  The second option was to work wi...
	36TQ. Do you address the aggregate volume and growth estimates provided by the Company?
	36TA. 36TNo, these issues are addressed in the Direct Testimony of Adam Heinen.
	36TQ. Did the Department have access to the RFP responses?
	36TA. Yes.  MERC provided the RFP responses in the MERC’s Highly Sensitive 36TTrade Secret Supplemental Response to OAG IR No. 132. 36THighly Sensitive 36TTrade Secret DOC Ex. ____at MR-6, Attachment_OAG_132_Responses_HIGHLY SENSITIVE TRADE SECRET.pdf...
	36TQ. Did you review MERC’s comparative evaluation of the competitive bids?
	36TA. Yes.  MERC provided its internal review of the competitive bid process in MERC’s Highly Sensitive Trade Secret Response to DOC IR No. 38.  Highly Sensitive Trade Secret DOC Ex. ____at MR-1, Attachment_DOC_38_HIGHLY SENSITIVE TRADE SECRET.pdf (Hi...
	36TQ. Did you have any reason to question weights MERC assigned based on the information provided in MERC’s baseline summary document of the RFP results?
	36TA. No.  The information and weights to each category appeared reasonable.  Overall, the driving component was cost and the summary data confirms the decision made by MERC.
	36TQ. Did MERC undertake any independent review of its RFP process?
	36TA. Yes.  MERC enlisted the services of Mr. Sexton to independently review the RFP process.
	36TQ. Did the Company provide the results of Mr. Sexton’s analysis and have you had an opportunity to review this analysis?
	36TA. Yes on both counts.  MERC provided Mr. Sexton’s independent evaluation in MERC Ex. ___ at TCS-3 (Sexton Direct).  Mr. Sexton’s comparison focused solely on pricing and reached the same conclusion as MERC that the results of the RFP indicate that
	36TNNG was the most competitive option for moving forward with the Rochester Expansion.
	36TQ. Did you have any reason to question the information provided in Mr. Sexton’s independent analysis?
	36TA. No.  In reviewing Mr. Sexton’s analysis, I was able to tie his statements to the responses provided by the bidding parties and follow the calculations.  Mr. Sexton’s assumptions and additional cost component calculations are accurate.
	36TQ. Additional components were negotiated with NNG after the formal RFP process was closed.  Should the other bidders been offered the ability to offer further enhancements to their bids?
	36TA. Given that NNG was the most competitive bid based on its Proposal 3.0, and given that the enhancements “continued to show significate savings over the life of the project”, it was not unreasonable that the other bidders were not allowed to refre...
	36TQ. Did the negotiated enhancements to Proposal 3.0 create any additional obligation or cost for MERC?
	36TA. Yes.  The final Amended Negotiated Transaction with NNG increased the total cost of the Project in nominal dollars due to pushing out Phase 1 of the Project to November 1, 2018 instead of November 1, 2017.  This delay resulted in an increased ca...
	36TQ. Were there additional components that made NNG the best option?
	36TA. In addition to NNG providing the most cost competitive bid, the incumbent interstate pipeline company was able to differentiate itself by its ability to serve Rochester at multiple points, by having the least amount of pipeline mileage dependent...
	36TQ. What additional enhancements did MERC receive from the final Amended Negotiated Transaction, and how do these enhancements benefit MERC ratepayers?
	36TA. The negotiated enhancements added flexibility and certainty to extension rights as follows:
	36T1. UFixed delivery rates for the existing Rochester entitlement:U  Instead of the rates being subject to change when NNG’s maximum tariff rates change, MERC negotiated that the existing Rochester entitlement would be fixed at the current maximum ra...
	36T2. UFirm growth capacity rights to other MERC markets:U  The negotiated agreement includes an additional 5,439 Dth/day of firm delivery to nine MERC delivery points and an additional 2,593 Dth/day of firm delivery to twenty-one MERC delivery points...
	36T3. UFlexibility to use Rochester TF entitlement to serve markets other than Rochester:U  MERC is allowed to direct a portion of the firm Rochester entitlement to alternate MERC delivery points within NNG market zone EF on an alternate basis at the ...
	36T defined “not physically constrained” as a TBS that has less contracted capacity than NNG’s pipeline is physically capable of delivering. DOC Ex. ___at MR-7 (Ryan Direct) (MERC Response to OAG IR No. 185- Attachment OAG 185.xlsx).
	36T4. UAdditional growth up to 2,000 Dth/day:U  The negotiated MERC and NNG agreement may also benefit ratepayers by improving system reliability, in that it provides MERC the option to purchase up to 2,000 Dth/day of additional capacity during any od...
	36T5. A one-time Ufive-year extension right at fixed rates upon completion of the 25-year contract:U  The final enhancement offered could benefit MERC ratepayers via the option to extend the contract at fixed discounted rates.  The fixed rate would of...
	36TQ. Given your experience with gas contracts, what do you conclude?
	36TA. I conclude that MERC’s RFP process was fair and reasonable, and that MERC negotiated reasonable provisions for ratepayers not only in Rochester, but in other areas of MERC’s system as well.
	36TV. Summary of Recommendations
	36TQ. Based on your investigation, what do you recommend?
	36TA. Overall, I concur with Mr. Sexton’s Direct Testimony in regards to the RFP conducted by MERC.  I believe that the RFP process was a comprehensive gauge of the market
	36T and the potential alternatives for interstate pipeline services to the Rochester TBSs.   While other pipelines may have difficulty serving Rochester, MERC made reasonable efforts to address this issue through the timing of the process and allowing...
	36TQ. Do you have any additional recommendations?
	36TA.  No.
	36TQ. Does this conclude your Direct Testimony?
	36TA. Yes.
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	Table 1. Flow of Natural Gas to MERC Customers
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