
January 27, 2016

VIA ELECTRONIC FILING

Daniel P. Wolf
Executive Secretary
Minnesota Public Utilities Commission
121 Seventh Place East, Suite 350
St. Paul, MN 55101

Re: Petition of Minnesota Energy Resources Corporation for Approval of a Rule
Variance to Include Kansas Storage Tax Costs in the Purchased Gas
Adjustment

Docket No. G011/M-16-___

Dear Mr. Wolf:

Minnesota Energy Resources Corporation (“MERC” or the “Company”) submits this Petition
to the Minnesota Public Utilities Commission (“Commission) for approval of a variance to the
Purchased Gas Adjustment (“PGA”) Rules to allow recovery of amounts paid for Kansas gas
storage tax and acquired by MERC from Interstate Power and Light Company (“IPL”) for the
period 2008 through April 30, 2015 and for ongoing recovery through the PGA.

Please contact me at (651) 322-8965 if you have any questions.

Sincerely,

/s/ Amber S. Lee____

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

INTRODUCTION

Pursuant to Minnesota Rule 7829.3200, Minnesota Energy Resources
Corporation (“MERC” or the “Company”) hereby petitions the Minnesota Public Utilities
Commission (“Commission”) for approval of a variance to the Purchased Gas
Adjustment Rules (“PGA Rules”), Minn. R. 7825.2390-7825.2920, to allow recovery of
Kansas gas storage tax costs through the PGA. MERC assumed these costs from
Interstate Power and Light Company (“IPL”) with the acquisition of IPL’s Minnesota
natural gas assets and operations. MERC requests approval to recover the costs
incurred from 2009 through April 30, 2015, through the commodity portion of the MERC-
Albert Lea PGA and to continue recovery of future Kansas storage tax costs associated
with the assumed IPL storage contracts through the FY2018 AAA period, to allow
recovery of applicable Kansas storage tax through December 31, 2017, at which time
MERC will incorporate all Kansas ad valorem tax expense into base rates.

The Commission recently approved Xcel Energy’s petition for approval to recover
its past Kansas gas storage tax costs through its PGA after the United States Supreme
Court denied certiorari and upheld the Kansas tax. Similar to the Petition approved for
Xcel Energy, MERC requests approval to recover a lump sum of past Kansas storage
gas costs, which taxes became due at the end of 2014. Copies of the relevant Kansas
storage tax bills are included as Attachment A to this filing.

On December 8, 2014, the Commission issued an Order Approving Sale Subject
to Conditions in Docket No. G001/011/PA-14-107, approving MERC’s acquisition of
IPL’s Minnesota natural gas assets and the transfer of IPL’s Minnesota service rights
and obligations to MERC. As part of the Asset Purchase and Sale Agreement,
executed on September 3, 2013, MERC acquired a total of $151,247 in unrecovered
Kansas storage costs for the period 2009 through April 30, 2015.
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Effective May 1, 2015, IPL’s natural gas customers of IPL were transitioned to
MERC’s rates and tariffs, but were maintained on the existing IPL customer charges
and PGA allowed under IPL’s tariff structure. The legacy IPL-PGA has since been
referred to as the “MERC- Albert Lea PGA.”

MERC now seeks approval from the Commission to recover the $151,247 in
Kansas gas storage tax expense for the period 2009 through April 30, 2015, through the
MERC-NNG-Albert Lea PGA (the lump sum for pre-acquisition expense) and to
continue to recover future Kansas gas storage tax expense through the commodity
portion of the PGA going forward. In particular, MERC requests a variance under Minn.
R. 7829.3200 to Minn. R. 7820.4000 to adjust the FYE 2016 true-up beginning balance
for MERC-Albert Lea used for the calculation of the FYE 2017 gas cost true-up factor in
order, to allow MERC to collect the $151,247 of costs incurred on behalf of legacy IPL
customers for natural gas storage for the 2009 through April 30, 2015, through the
MERC-Albert Lea PGA. We estimate the cost to an average residential customer in the
MERC-Albert Lea PGA to be approximately $8.25 annually for recovery of the lump sum
tax liability for the period 2009 through 2015.

Additionally, MERC requests authorization to continue to recover future Kansas
storage tax costs associated with the assumed IPL storage contracts through the
FY2018 AAA period, to allow recovery of applicable Kansas storage tax through
December 31, 2017. At that time, MERC would either request extension of the
variance for continued recovery of costs through the commodity portion of the PGA or
would incorporate those costs into base rates in a future rate case, as MERC has done
with its own Kansas storage tax expense.

I. Summary of Filing

Pursuant to Minn. R. 7829.1300, subp. 1, a one-paragraph summary of the filing
is included with this Petition.

II. Service on Other Parties

Pursuant to Minn. R. 7829.1300, subp. 2, MERC has served a copy of this
petition on the Department of Commerce, Division of Energy Resources and the Office
of the Attorney General, Residential Utilities and Antitrust Division. A summary of this
filing has been served on all parties on the attached service list.

III. General Filing Information

Pursuant to Minn. R. 7829.1300, MERC provides the following information:

A. Name, Address, and Telephone Number of Utility

Minnesota Energy Resources Corporation
1995 Rahncliff Court, Suite 200
Eagan, MN 55122
(651) 322-8901
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B. Name, Address, and Telephone Number of Utility Attorney

Kristin M. Stastny
Briggs and Morgan, P.A.
2200 IDS Center
80 South 8th Street
Minneapolis, MN 55402
(612) 977-8400

Koby Bailey
WEC Energy Group, Inc.
200 East Randolph Street
Suite 2300
Chicago, IL 60601
(312) 240-4081

C. Date of Filing and Proposed Effective Date

The date of this filing is January 27, 2016. MERC respectfully requests that the
Commission authorize the requested variances to allow MERC to adjust the FYE 2016
MERC-Albert Lea PGA true-up beginning balance used for calculation of the FYE 2017
true up factor to allow MERC to recover the acquired Kansas tax liability from legacy
IPL customers through the MERC-Albert Lea PGA prior to consolidation of the MERC-
Albert Lea PGA with the MERC-NNG PGA, which MERC has proposed to be effective
July 1 following implementation of final rates in Docket No. G011/GR-15-736
(presumably July 1, 2017).

D. Statute Controlling Schedule for Processing the Filing

Minn. Stat. § 216B.16, subd. 7, governs the recovery of costs through energy
cost adjustment clauses. The requested variance the PGA Rules falls within the
definition of a Miscellaneous Tariff Filing under Minn. R. 7829.0100, subp. 11. This
Petition constitutes a miscellaneous filing because no determination of the Company’s
general revenue requirement is necessary. Minn. R. 7829.1400, subp. 1, permits initial
comments on miscellaneous filings to be made within 30 days of filing with reply
comments 10 days thereafter.

E. Signature and Title of Utility Employee Responsible for the Filing

____________________________
Amber S. Lee
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Regulatory and Legislative Affairs Manager
1995 Rahncliff Court, Suite 200
Eagan, MN 55122
(651) 322-8965

F. Service List

Pursuant to Minn. R. 7829.0700, MERC requests the following persons representing
MERC be placed on the Commission’s official service list for this proceeding:

Kristin M. Stastny
Briggs and Morgan, P.A.
2200 IDS Center
80 South 8th Street
Minneapolis, MN 55402

Amber S. Lee
Minnesota Energy Resources Corporation
1995 Rahncliff Court, Suite 200
Eagan, MN 55122

Koby Bailey
WEC Energy Group, Inc.
200 East Randolph Drive
Chicago, IL 60601

IV. Description and Purpose of Filing

MERC requests approval of a variance under Minn. R. 7829.3200 to Minn. R.
7825.2400, subp.12 (defining the “cost of purchased gas”) and Minn. R. 7825.2700
(providing the computation of automatic adjustment of charges and requiring a true-up
address only costs and credits arising within the relevant reporting year)to allow
recovery of Kansas storage gas tax amounts incurred by IPL for the period 2009
through 2015 and paid by MERC to IPL for the acquisition of IPL’s Minnesota natural
gas asset through the MERC-Albert Lea PGA. As discussed in this filing, MERC meets
the requirements for a variance from the PGA rules in order to adjust its FYE 2016 true-
up beginning balance and recover these Kansas storage gas costs for past periods and
for a variance to authorized continued recovery of Kansas storage gas costs through
the commodity portion of the PGA on a going-forward basis.

A. Background

A full history of the Kansas property tax on natural gas stored in the State of
Kansas was outlined in Xcel Energy’s Petition for Approval of a Rule Variance to
Include a State of Kansas Storage Tax in the Purchased Gas Adjustment filed February
6, 2015, in Docket No. G002/M-15-149.
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The State of Kansas has had a property tax on underground storage of natural
gas for many years. Originally, the tax was assessed against interstate natural gas
pipelines; however, in 2004, Kansas enacted legislation to tax owners of natural gas
commodities stored in Kansas for resale in others states. The 2004 legislation was
overturned by the Kansas Supreme Court in 2007. In 2009, the Kansas legislature
modified the tax legislation for the collection of tax from public utilities located outside of
Kansas. That legislation was appealed to the Kansas Supreme Court and to the United
States Supreme Court, which denied certiorari on October 6, 2014, and upheld the tax.
Effective October 2014, taxes for the period 2009-2014 became due to the Kansas
counties where gas is stored.

IPL, which has contracted for natural gas from the NNG pipeline to serve its
Minnesota natural gas customers, began receiving invoices from Kansas counties for its
2009-2014 natural gas storage tax expense in the fall of 2014. In December 2014, the
Commission issued an Order approving MERC’s acquisition of IPL’s natural gas assets
and the transfer of IPL’s Minnesota service rights and obligations to MERC. Included in
the final closing purchase price was $151,247 of unrecovered Kansas gas storage tax
costs.1

B. The Kansas Tax on Storage Volumes is a Cost of Gas

Recently, in Docket No. G002/M-15-149, the Commission approved Xcel
Energy’s request to recover a lump sum of past Kansas ad valorem tax expense for gas
storage costs through its PGA, as well as to recover its current year assessed Kansas
natural gas storage tax costs, finding it reasonable to allow recovery of those costs
through the PGA. Storage is a prudent natural gas resource strategy that provides
significant benefits for customers such that the costs – including the volumetric tax costs
– should appropriately be borne by customers through the PGA as a cost of natural gas
service.

MERC is requesting similar treatment for recovery of the Kansas storage tax
expense. In particular, MERC is requesting recovery of the Kansas storage tax
expense for the period 2009-2015 through the MERC-Albert Lea PGA, and
authorization to continue to recover the Kansas storage tax expense associated with
storage contracts acquired from IPL for expense through the FY2018 AAA period, to
allow recovery of applicable Kansas storage tax through December 31, 2017. At that
time, MERC would either request extension of the variance for continued recovery of
costs through the commodity portion of the PGA or would incorporate those costs into
base rates in a future rate case, as MERC has done with its own Kansas storage tax
expense.

1
This amount includes actuals through December 31, 2014 and $6,102.17 for the estimated tax liability

for the period January 1, 2015 through April 30, 2015.
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Costs Incurred Proposed Recovery
Mechanism

Proposed Recovery
Timeframe

IPL Kansas Storage Tax,
Incurred from 2009 through
April 2015 (approximately
$151,000)

MERC Albert Lea PGA via
the FYE17 true-up (ACA)
factor

September 1, 2016,
through June 30, 2017
(assuming PGA
consolidation is approved
effective July 1, 2017)

Kansas Storage Tax
Incurred on Legacy IPL
Storage Contracts (May
2015 going-forward)

The commodity portion of
the MERC Albert Lea PGA
and MERC NNG PGA (if
PGA consolidation is
approved in GR-15-736)

MERC Albert Lea PGA
from July 1,2016, through
June 30, 2017, and the
MERC NNG PGA from July
1, 2017 through December
31, 2017 (assuming PGA
consolidation is approved in
Docket No. G011/GR-15-
736, effective July 1, 2017).

C. The Requested Variance Satisfies the Variance Standard

MERC must obtain Commission approval of a variance from Minn. R. 7825.2400,
supb.12, in order to recover the Kansas gas storage tax expense acquired from IPL
through the PGA. Minn. R. 7825.2400, subp. 12, defines the cost of purchased gas as
the cost of gas defined by the Minnesota uniform system of accounts, including specific
accounts set forth by the Federal Energy Regulatory Commission (“FERC”); and defines
“demand delivered gas cost” as the portion of the cost of purchased gas “other than the
commodity-delivered gas costs,” including “associated costs incurred to deliver the gas
to the utility’s distribution system.” Additionally, MERC must obtain a variance from
Minn. R. 7825.2700, subpart 7, which requires that a true-up address only costs and
credits arising within the relevant reporting year.

Minn. R. 7829.3200 provides that the Commission may grant a variance to its
rules if it finds that:

1. Enforcement of the rule would impose an excessive burden upon the
applicant or others affected by the rule;

2. Granting the variance would not adversely affect the public interest; and
3. Granting the variance would not conflict with standards imposed by law.

1. Enforcement of the Rule Would Impose an Excessive Burden on MERC and
Its Customers

Not allowing MERC to recover the Kansas gas storage tax costs through the
PGA would impose an excessive burden on the Company. The tax is a prudently-
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incurred cost that was acquired as part of MERC’s acquisition of IPL’s Minnesota
natural gas assets. The costs are directly related to the provision of natural gas service
in Minnesota. To require MERC to absorb these costs would unfairly penalize the
Company for a cost over which it has no control.

2. The Public Interest is Not Adversely Affected by Varying the Rule

Additionally, the public interest is not adversely affected by granting the
requested variance. The legacy-IPL customers have received a benefit from the gas
storage contracts for storage in Kansas and the costs associated with the Kansas
storage tax are a direct cost for the natural gas delivered to those customers. The
Commission has previously approved recover of costs related to Kansas’ storage tax for
Xcel Energy and, in so doing, found that such action would not adversely affect the
public interest.

The proposed recovery will also not result in significant rate impact on MERC’s
Albert Lea PGA. The projected rate impact for an average residential customer is
projected to be $0.69 per month or $8.25 during the course of the year. The table
below provides a summary of average rate impact by customer class for recovery of the
lump sum costs for the period 2009 through April 30, 2015.

Average
Annual
Therms

Average
Annual Bill

Impact

Average
Monthly
Therms

Average
Monthly Bill

Impact

General Service - Residential 889 $8.25 74.1 $0.69
General Service - Small
Commercial & Industrial 763 $7.08 63.6 $0.59
General Service - Large
Commercial & Industrial 6,254 $58.04 521.2 $4.84

Small Volume Interruptible 53,753 $498.83 4479.4 $41.57

Large Volume Interruptible 196,779 $1,826.11 16398.3 $152.18

3. The Proposed Variance Would Not Conflict with Standards Imposed by Law

The proposed variance does not conflict with any standards imposed by law.
The Commission recently approved a variance to allow Xcel Energy to recover these
same types of costs in Docket No. G002/M-15-149. The Commission has therefore
previously determined such variance to the PGA rules not to conflict with standards
imposed by law.

D. Term of the Variance

Minn. R. 7829.3200, subp.3 provides that “unless the Commission orders
otherwise, variances automatically expire in one year.” MERC requests Commission
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approval for a variance to recover ongoing Kansas gas storage costs through the
commodity portion of the PGA until such tax expense can be included in base rates in
MERC’s next rate case filing, which is anticipated to be filed with a 2018 test year.

V. Effect on MERC’s Revenue

The requested variance would allow recovery of the costs of the Kansas gas
storage tax liability acquired from IPL from the legacy IPL retail natural gas customers
through the PGA. The additional revenue would be offset by the costs incurred for
Kansas storage tax liability and would have no net impact on MERC’s earnings.

VI. Conclusion

MERC respectfully requests that the Commission grant the requested variance to
allow MERC to recover the acquired Kansas gas storage tax costs through the MERC-
NNG-Albert Lea PGA. Additionally, MERC requests authorization to continue to recover
future Kansas storage tax costs associated with the assumed IPL storage contracts
through the FY2018 AAA period, to allow recovery of applicable Kansas storage tax
through December 31, 2017. At that time, MERC would either request extension of the
variance for continued recovery of costs through the commodity portion of the PGA or
would incorporate those costs into base rates in a future rate case, as MERC has done
with its own Kansas storage tax expense.

DATED: January 27, 2016 Respectfully Submitted,

/s/ Kristin M. Stastny

Kristin M. Stastny
Briggs and Morgan, P.A.
2200 IDS Center
80 South 8th Street
Minneapolis, MN 55402

Attorney for Minnesota Energy
Resources Corporation
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SUMMARY OF FILING

SUMMARY OF FILING

Please take notice that on January 27, 2016, Minnesota Energy Resources
Corporation (“MERC”) submitted to the Minnesota Public Utilities Commission
(“Commission”) a Petition for of a variance to the Purchased Gas Adjustment Rules
(“PGA Rules”), Minn. R. 7825.2390-7825.2920, to allow recovery of Kansas storage gas
costs that were assumed from Interstate Power and Light Company (“IPL”) with MERC’s
acquisition of IPL’s Minnesota natural gas assets and operations for the period 2009
through April 30, 2015 through the MERC-Albert Lea PGA and to continue to recover
future Kanas storage tax costs associated with the assumed IPL storage contracts
through the FY2018 AAA period, to allow recovery of applicable Kansas storage tax
through December 31, 2017. Please note that this filing is available through the
eDockets system maintained by the Minnesota Department of Commerce and the
Minnesota Public Utilities Commission. You can access this document by going to
eDockets through the websites of the Department of Commerce or the Public Utilities
Commission or going to the eDockets homepage at
https://www.edockets.state.mn.us/EFiling/home.jsp. Once on the eDockets homepage,
this document can be accessed through the Search Documents link and by entering the
date of the filing.

https://www.edockets.state.mn.us/EFiling/home.jsp
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CERTIFICATE OF SERVICE

I, Kristin M. Stastny, hereby certify that on the 27th day of January, 2016, on
behalf of Minnesota Energy Resources Corporation (MERC), I electronically filed a
true and correct copy of the enclosed Petition on www.edockets.state.mn.us. Said
documents were also served via U.S. mail and electronic service as designated on
the attached service list.

Dated this 27th day of January, 2016.

/s/ Kristin M. Stastny
Kristin M. Stastny

http://www.edockets.state.mn.us/
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