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Before the Minnesota Public Utilities Commission 

   

Comments of the Minnesota Department of Commerce 
 

Docket No. E002,E015,E017/CI-24-288 
 

 

I. INTRODUCTION  

The Minnesota Public Utilities Commission (Commission) will consider the first distributed energy 
resource (DER) reactive cost share framework. The cost share framework results from the passage of 
Laws of Minn. 2024, ch. 126, art. 4, sec. 53,1 which requires the Commission to establish generic 
standards designed to accelerate the adoption of DER by sharing distribution upgrade costs amongst a 
pool of DER developers instead of a single cost causer that pays for the benefits received by 
subsequent interconnections.  
 
The Distribution System Reactive Upgrade Process (DSRUP) were developed by a stakeholder process 
led by the Commission, and outline the rules by which reactive DER cost sharing will take place. The 
majority of the DSRUP was developed under a consensus process, however there are still several areas 
where consensus requirements were not reached, and require the Commission’s decision. 
 
The Department developed the majority of its positions with the Office of the Attorney General – 
Residential Utilities Division (OAG-RUD) and is aligned with OAG-RUD on the majority of issues. 

II. PROCEDURAL BACKGROUND   

May 4, 2024 Laws of Minn. 2024, ch. 126, art. 4, sec. 53 is passed. 
 

August 30, 2024 Commission opens the current proceeding as required by law.2 
 

September 26, 2024 Commission invites stakeholders to join the DER Cost Sharing Workgroup 
to write the DSRUP.3  
 

September 26, 2025 Commission issues its Notice of Comment Period.4 
 

 

 

1 Laws of Minn. 2024, ch. 126, art. 4, sec. 53 
2 In the Matter of a Commission Inquiry into a Framework for Proactive Distribution Grid Upgrades and Cost Allocation for 
Xcel Energy, Notice of Docket Opening, August 30, 2024, Docket No. E002,E015,E017/CI-24-288, (eDockets) 20248-209885-
01. 
3 Notice Soliciting Stakeholder Members, September 26, 2024, Docket No. E002,E015,E017/CI-24-288, (eDockets) 20249-
210501-01. 
4 Notice of Comment Period, September 26, 2025, Docket No. E002,E015,E017/CI-24-288, (eDockets), 20259-223328-01, 
(hereinafter “Notice”). 

https://www.revisor.mn.gov/laws/2024/0/126/laws.6.53.0
https://efiling.web.commerce.state.mn.us/documents/%7b909AA391-0000-C014-BC63-2CD91280AA25%7d/download?contentSequence=0&rowIndex=35
https://efiling.web.commerce.state.mn.us/documents/%7b909AA391-0000-C014-BC63-2CD91280AA25%7d/download?contentSequence=0&rowIndex=35
https://efiling.web.commerce.state.mn.us/documents/%7bF0442F92-0000-C619-80B9-D670AAC372CC%7d/download?contentSequence=0&rowIndex=33
https://efiling.web.commerce.state.mn.us/documents/%7bF0442F92-0000-C619-80B9-D670AAC372CC%7d/download?contentSequence=0&rowIndex=33
https://efiling.web.commerce.state.mn.us/documents/%7b204F8699-0000-CC17-ADC6-F3F9ADA07B1E%7d/download?contentSequence=0&rowIndex=3
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Topic(s) open for comment:  

• Notice Topic 1: What draft generic standards, outlined in Attachment A and Attachment B 
should the Commission adopt for the DSRUP? Please provide a rationale for why you support, 
oppose, or take no position on contested sections of the Standards. 

o A word document of the draft standards is available upon request 
o Staff requests commenters provide a list of all sections their organization supports, 

opposes, or takes no position on in their comments 
o If there are modifications to sections, please include a redline of changed language 

• Notice Topic 2: Do the draft standards address and accomplish the goals and requirements 
described in the Minnesota Session Laws - 2024, Regular Session, CHAPTER 126—S.F.No. 4292, 
Article 6, Section 53? 

• Notice Topic 3: Are there other issues or concerns related to this matter? 

III. DEPARTMENT ANALYSIS  

A. WHAT DRAFT GENERIC STANDARDS, OUTLINED IN ATTACHMENT A AND ATTACHMENT B 
SHOULD THE COMMISSION ADOPT FOR THE DSRUP? PLEASE PROVIDE A RATIONALE FOR 
WHY YOU SUPPORT, OPPOSE, OR TAKE NO POSITION ON CONTESTED SECTIONS OF THE 
STANDARDS. 

The Department is generally supportive of the DSRUP framework. The Department offers comments 
on each section of the DSRUP, which is included as Attachment A of the Notice, as follows. 
 

A.1. Section A. Introduction 
 
Section A. of the DSRUP covers the introduction and statutory background for the DSRUP. There are no 
subsections that require a Commission decision in this section. The Department has no comments 
about this section. 
 

A.2. Section B. Definitions 
 
Section B. of the DSRUP covers definitions. The Department refers to the definitions in this section as 
proper nouns. There are subsections that require a Commission decision in this section. The 
Department has no comments about this section. 
 

A.3. Section C. Upgrade Cost Thresholds 
 
Section C. of the DSRUP covers cost thresholds for DSRUP eligibility. The cost thresholds set a 
mandatory minimum project cost cap, and set an optional maximum cost cap. The Department does 
not take a position on the mandatory minimum cost floor, but recommends a $300,000 MWAC cost 
cap. Pursuant to Laws of Minn. 2024, ch. 126, art. 4, section 53(a)(3), the standards adopted by the 
Commission should be designed to: 

establish a minimum level of upgrade costs an expansion of hosting 
capacity must reach in order to be eligible to participate in the cost-share 
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process and below which a trigger project must bear the full cost of the 
upgrade; 

There are two subsections that require a Commission decision in this section. The first subsection 
states: 

1 must be adopted, and the Commission must choose one subpart. 

1. To qualify for the DSRUP, an Upgrade must have total project costs of: 

a. at least $250,000 

b. at least $1 

c. at least $2,500,000 

d. $100,0005 

The second subsection states: 

2 may be adopted with one subpart. If the Commission does not wish to set 
a maximum limit, it may simply not adopt 2. 

2. To qualify as an eligible Reactive Cost Share Distribution Upgrade, an 
Upgrade must cost no more than: 

a. $300,000/MWAC 

b. $600,000/MW 

c. No maximum6 

These two decision subsections both relate the project eligibility cost limits. The first decision 
subsection sets the statutorily mandated cost floor for upgrades, as required by Laws of Minn. 2024, 
ch. 126, art. 4, sec. 53(a)(3). The second decision option is not required. 
 
The Department does not take a position on the minimum cost threshold. There are advantages and 
disadvantages to higher and lower cost thresholds. A cost threshold of $2,500,000 will likely only 
involve substation upgrades and new or heavily modified feeder lines. This threshold will greatly 
reduce the potential number of projects and avoids the problem of multiple parent-child upgrade 
requirements that could be created with a smaller cost eligibility threshold.  
 
Take the simple example of a substation with 2 feeder lines. The substation requires an upgrade that 
costs $3 million, which creates 15 MWAC of new hosting capacity at a cost of $200,000 / MWAC. In order 
to utilize the full capacity of the upgrade, Feeder A requires an upgrade of $250,000 and opens 5 MWAC 

 

5 Notice Attachment A at 4. 
6 Ibid. 
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of the new capacity created at the substation, which is normalized to a cost of $50,000 / MWAC. Feeder 
B requires an upgrade of $1,250,000 and opens 10 MWAC of the new capacity created at the 
substation, at a normalized cost of $125,000 / MWAC. If the project scope does not include the feeders, 
then each project pays $200,000 / MWAC and the upgrades needed for the feeder lines will be paid 
under existing processes.  
 

If the project scope includes the feeders, then projects on Feeder A will pay $250,000 / MWAC, and 
projects on Feeder B will pay $325,000 / MWAC. If the maximum project costs are capped at $300,000 / 
MWAC, as preferred by the Department, then projects on Feeder B will exceed the cost cap, and 
projects on Feeder A will not exceed the cost cap. Alternatively, if Feeders A and B are combined with 
the substation cost, then the total cost would be $300,000 / MWAC, which does meet the Department’s 
cost cap recommendation. 
 

Now take the example of a 1 MW project on Feeder B in a dense urban area that requires a tap line 
reconductor at a cost of $300,000, which creates 2 MWAC of total hosting capacity on the tap line at a 
cost of $150,000 / MWAC. If the minimum cost threshold is $250,000, then this project would be 
eligible for the cost share program and could begin construction at a 50 percent mobilization 
threshold. If the substation project, feeder project, and tap line project are treated individually, then 
the project will pay $200,000 / MWAC plus $125,000 / MW plus $150,000 / MWAC, which totals 
$475,000 / MWAC. However, if the cost eligibility threshold is $1,000,000, then the substation project 
and feeder line project will be eligible, but not the tap line reconductor project, which raises the total 
project cost to $625,000 / MWAC, and would exceed the $600,000 / MWAC cost cap option, albeit 
outside the scope of the DSRUP. 
 

Both the scope and scale of the DSRUP will significantly impact which project costs are quantified, and 
how finely a utility must analyze the potential for additional projects. In the above example of a tap 
line reconductor project, the 1 MW project may be the only physical location open in the dense urban 
area, and if the project is mobilized at 50 percent, the remaining 50 percent may get socialized to 
ratepayers if the tap line land availability is not appropriately analyzed. As the minimum cost threshold 
decreases, the utility must engage in increasingly granular analysis of its system to ensure that hosting 
capacity is actually available, particularly for highly site-specific areas such as tap lines. Conversely, the 
higher the minimum cost threshold is set, the greater the opportunity there is for costs to go 
unaccounted for. In the tap line project example, if the cost threshold only includes the substation 
upgrade cost, then the developer would be faced with the $200,000 substation upgrade plus the 
$1,250,000 feeder upgrade plus the $300,000 tap line upgrade, for a total upgrade cost of $1,750,000. 
The total installed cost of the 1 MW project may only be $2,200,000,7 which would very likely make the 
project uneconomic. Even if the feeder and substation upgrade costs are included in the DSRUP, the 
total pro-rata would be $300,000 / MWAC, which is 13.6 percent of the total installed cost, and does 
not include the additional $300,000 to upgrade the tap line, which raises the total upgrade costs to 
$600,000, or 27.2 percent of the total installed cost.  
 

 

7 $1.7 / MW for systems larger than 1 MW. Assumed Inverted Load Ratio (ILR) of 1.3. Galen Barbose, Naïm Darghouth, Eric 
O’Shaughnessy, and Sydney Forreste. Tracking the Sun Pricing and Design Trends for Distributed Photovoltaic Systems in the 
United States 2024 Edition. Lawrence Berkeley National Laboratory (August 2024). At 36. Available at: https://eta-
publications.lbl.gov/sites/default/files/2024-10/tracking_the_sun_2024_report.pdf. 

https://eta-publications.lbl.gov/sites/default/files/2024-10/tracking_the_sun_2024_report.pdf
https://eta-publications.lbl.gov/sites/default/files/2024-10/tracking_the_sun_2024_report.pdf
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The Department does not take a position on the minimum upgrade threshold at this time. As this 
section has clearly articulated, the scope and scale of costs to be included in the final project size 
should be the most important factor to consider to avoid uneconomic projects because of costs 
outside of the project scope. 
 

The Department’s preferred cost cap of $300,000 / MWAC attempts to disqualify projects that may not 
be economically feasible in their totality. The more expensive a project upgrade becomes, the higher 
the incentive becomes to locate a project in a cheaper location, or to simply not build the project at all. 
The risk of ratepayer socialization of the unfunded outstanding costs increases with higher pro-rata 
costs, which should have a limit. Additional pressures on the cost of solar, which include the rescission 
of tax credits with the passage of the recent federal budget reconciliation bill, H.R. 1,8 and tariffs 
introduce further financial stresses on solar projects, which further necessitates cost controls on 
upgrade costs. A cost cap ensures that DSRUP projects are most likely to be used and useful. 
 

The Department recommends the Commission adopt C.2.a. 
 

A.4. Section D. Pro Rata Cost Calculation 
 

Section D. of the DSRUP covers the calculation of Pro Rata costs. This section addresses Laws of Minn. 
2024, ch. 126, art. 4, sec. 53(a)(4), which states the standards adopted by the Commission must: 

establish a distributed generation facility's pro rata cost-share amount as 
the utility's total cost of the upgrade divided by the incremental capacity 
resulting from the upgrade, and multiplying the result by the capacity of 
the distributed generation facility seeking interconnection; 

Subsection D.1 addresses the statutory requirement. 
 

There are no subsections that require a Commission decision in this section. 
 

The Department notes that subsections D.3, and D.4 are not statutorily required, but these subsections 
represent important ratepayer protections. Subsections E.3 and E.4 state: 

3. Final Reactive Cost Share Contributions shall not exceed 125% of the 
estimated Reactive Cost Share Contribution assigned to a Reactive Cost 
Share Customer in an executed interconnection agreement. 

4. Final total costs of an Upgrade in excess of 125% of the estimated total 
Upgrade cost shall be borne by Utility shareholders rather than recovered 
through rates.9 

Subsection D.3 ensures that developers are not responsible for unlimited cost increases, and limits the 
liability of developers to absorb unplanned costs. As discussed in the previous section, it is important 
to provide some level of cost insulation for Reactive Cost Share Participants to prevent projects from 

 

8 Public Law 119-21. 
9 Notice Attachment A at 5. 
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becoming uneconomical. High Reactive Cost Share Contributions risk ratepayer money if the 
outstanding costs of the project are not recovered after construction due to unfavorable economics. 
Subsection D.4 directs cost overages above 125 percent of the estimated upgrade cost to be borne by 
utility shareholders instead of ratepayers. Per the DSRUP, utilities will earn a return on capital 
expenditures, and should therefore bear some of the risk. In addition, the risk of utility shareholder 
liability strongly incentivizes utilities to ensure that cost estimates are accurate. 
 

A.5. Section E. Interconnection Processes 
 
Section E. of the DSRUP covers the process by which projects are initiated under the DSRUP, as well as 
how interconnection and payments are handled. The Department does not take a position in this 
section. This section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(7), which requires the 
standards adopted by the Commission must be designed to: 

prohibit owners of distributed generation facilities from using any 
unsubscribed capacity at an interconnection that has undergone an 
upgrade without the distributed generation owners paying the distributed 
generation owner's pro rata cost of the upgrade; 

The entire section covers rules that prevent projects from being constructed without a Reactive Cost 
Share Contribution. 
 
There is one subsection that requires a Commission decision in this section. The subsection states: 
 

The Commission must choose either subpart 4a or 4b. 
 

4. An Interconnection Application with a nameplate rating more than 40 
kWac is eligible to participate in an active Mobilization Window: 

a. Once its Interconnection Application has completed a System 
Impact Study and, if necessary, a Facilities Study as required by MN 
DIP. 

OR 

b. After all applicable MN DIP studies have been completed.10 

The Department does not take a position on this decision subsection. Reactive Cost Share Participants 
and utilities are in the best position to advocate for their preferred positions. 
 

A.6. Section F. Mobilization Threshold and Window 
 
Section D. of the DSRUP covers the mobilization threshold and duration that is used to trigger 
construction of a project. The Department recommends an 80 percent Mobilization Threshold. This 

 

10 Id., at 6. 
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section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(5), which requires the standards 
adopted by the Commission must: 

establish a minimum proportion of the total upgrade cost that a utility 
must receive from one or more distributed generation facilities before 
initiating constructing an upgrade; 

There is one subsection that requires a Commission decision in this section. The subsection states: 
 
The Commission must choose one subpart of 1. 
 
1. The Mobilization Threshold for an individual Upgrade is set at: 

a. 25 percent of total Upgrade costs. 
b. 80 percent of total Upgrade costs. 
c. The Mobilization Thresholds shall be tiered based on cost per 
MW of capacity added by the Upgrade as follows: 

▪ $1/MW - $149,999/MW: 30% 
▪ $150,000/MW - $249,999/MW: 45% 
▪ $250,000/MW - $349,999/MW: 60% 
▪ $350,000/MW - $449,999/MW: 75% 
▪ $450,000/MW - $600,000/MW: 80%11 

 
The Mobilization Threshold is an important feature of the DSRUP, as it is directly related to ratepayer 
risk. The Mobilization Threshold determines the percentage of the total reactive upgrade project cost 
that must be paid for before a project can begin construction. A high Mobilization Threshold would 
require that there is significant interest in a project such that the project is almost fully subscribed 
before construction may commence. By nature of the high subscription rate, it is more likely that the 
final Outstanding Costs will be paid for within the Payback Period. Conversely, a low Mobilization 
Threshold allows a small percentage Reactive Cost Share Participants to make a Reactive Cost Share 
Contribution before construction begins. A low mobilization threshold increases the risk that 
mobilization is only economically feasible for a small number of Reactive Cost Share Participants due to 
a competitive edge, which means that unmobilized capacity costs will be passed onto ratepayers. 
Examples of a competitive edge could include: 
 

A. Cheap land that is otherwise inaccessible to other projects 
B. Unique access to unconstrained feeder or tap lines 
C. Discounted equipment costs due to a reduction or cancellation of a separate project’s scope 

and liquidation of its assets 
  

 

11 Id., at 7. 
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The Commission can effectively mitigate this risk by selecting a capacity cost cap, such that upgrade 
costs do not provide challenging economics for the majority of projects. 
 
In isolation, the Mobilization Threshold would be a highly impactful measure for ratepayer protection. 
However, the Mobilization Threshold does not act in isolation, and works in conjunction with the 
Annual Ratepayer Cost Cap to limit the total ratepayer liability to rate base unrecovered project costs. 
The Annual Ratepayer Cost Cap—which is addressed by Section J of the DSRUP and later discussed in 
Section III.A.10 of these comments—is the most important measure of ratepayer protection because 
the limit establishes the maximum cost that ratepayers must pay. The combination of the Mobilization 
Threshold with the Annual Ratepayer Cost Cap yields the total spending available for construction. The 
Mobilization Threshold is best conceptualized as a ratio. If there is a $1,000,000 project, and the 
Mobilization Threshold is 50 percent, then $500,000 will be insured by ratepayers and $500,000 will be 
paid by Reactive Cost Share Participants. The ratio of ratepayer money to Reactive Cost Share 
Participant money is 1:1 at a 50 percent mobilization threshold. At 25 percent, ratepayers insure 
$750,000 and Reactive Cost Share Participants pay $250,000, which is a ratio of 1:0.33. This ratio 
means that every ratepayer dollar is backed by $0.33 of Reactive Cost Share Participant money. 
Conversely, at 80 percent, the ratio is 1:4, which means that every ratepayer dollar is backed by 4 
dollars of Reactive Cost Share Participant money. A high Mobilization Threshold means that many 
more projects will get built compared to a low Mobilization Threshold, provided that there is sufficient 
interest from Reactive Cost Share Participants to reach the Mobilization threshold up to the Annual 
Ratepayer Cost Cap. 
 
The Mobilization Threshold also interacts with the capacity cost cap, which is displayed in Table 1 
below. At a $25,000,000 Annual Ratepayer Cost Cap and a $100,000 / MWAC capacity cost, the total 
potential capacity upgrade at a 25%, 50%, and 80% Mobilization Threshold is 333.3, 500, and 1,250 
MWAC, respectively. Holding the Annual Ratepayer Cost Cap constant, there is an additional 916.7 
MWAC of capacity available in the 80 percent Mobilization Threshold compared to the 25 percent 
Mobilization Threshold. If the cost of capacity reaches the Department’s preferred maximum capacity 
cost of $300,000 / MWAC, then the available capacity is reduced by a factor of 3, which results in 111.1, 
116.7, and 416.7 MWAC of capacity available at the 25%, 50% and 80% Mobilization Thresholds, 
respectively. If the cost of capacity reaches the proposed $600 / MWAC, limit, the capacity is cut in half 
again, which results in 55.5, 83.3, and 208.3 MWAC of capacity available at the 25%, 50% and 80% 
Mobilization Thresholds, respectively. The Department notes that the limits presented would be the 
minimum capacity available, because the potential capacity cost caps are the maximum cost, while 
average costs could be significantly lower at each proposed cost cap level. These examples illustrate 
how the capacity cost cap works in unison with the Annual Ratepayer Cost Cap and Mobilization 
Threshold to deliver more capacity at a lower risk to ratepayers. 
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Table 1: Summary of the Potential Hosting Capacity Upgrade Available by Cost Cap, Mobilization 
Threshold, and Capacity Cost 

Capacity Cost = $100,000 / MWAC 
  Mobilization Threshold 
Cost Cap 25% 50% 80% 

$5,000,000  66.7 100.0 250.0 
$25,000,000  333.3 500.0 1,250.0 

$100,000,000  1,333.0 2,000.0 5,000.0 
Capacity Cost = $300,000 / MWAC 

  Mobilization Threshold 
Cost Cap 25% 50% 80% 

$5,000,000  22.2 33.3 83.3 
$25,000,000  111.1 166.7 416.7 

$100,000,000  444.3 666.7 1,666.7 
Capacity Cost = $600,000 / MWAC 

  Mobilization Threshold 
Cost Cap 25% 50% 80% 

$5,000,000  11.1 16.7 41.7 
$25,000,000  55.5 83.3 208.3 

$100,000,000  222.2 333.3 833.3 
 
A lower Mobilization Threshold reduces the time and administrative burden of leaving projects open to 
collect cost share fees. Notably, however, the Pro Rata cost does not change with the Mobilization 
Threshold, and therefore a lower mobilization percentage does not spare Reactive Cost Share 
Participants from the Pro Rata cost amount. All things being equal, a lower Mobilization Threshold will 
result in projects reaching construction quicker compared to a high Mobilization Threshold. However, 
as discussed previously, there will be far fewer projects that reach construction at a lower Mobilization 
Threshold compared to a high Mobilization Threshold. 
 
Section J. also covers the situation where the Annual Ratepayer Cost Cap is reached. Subsection J.5 
states: 

Once the Annual Ratepayer Cost Cap is reached, the Mobilization 
Threshold for all pending Upgrades is set to 100 percent until the total 
amount recoverable from ratepayers drops below the cap. As available 
space opens up within the cost cap, projects transitioning back to the 
standard Mobilization Threshold shall follow existing prioritization 
processes.12 

 

12 Id., at 13. 
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Subsection J.5 requires that the Mobilization Threshold be set to 100 percent once the Annual 
Ratepayer Cost Cap is reached, and therefore Reactive Cost Share Participants must pay 100 percent of 
the costs before construction can begin, once the Annual Ratepayer Cost Cap is reached.  
Finally, a lower Mobilization Threshold may be counter-productive to accelerate the creation of hosting 
capacity. For example, the Minnesota Distributed Energy Resources Interconnection Procedures (MN 
DIP) states: 

Under the Traditional Security method, the Interconnection Customer 
shall provide reasonable adequate assurances of credit, including a letter 
of credit or personal guaranty of payment and performance from a 
creditworthy entity acceptable under the Area EPS Operator credit policy 
and procedures for the unpaid balance of the estimated amount shown in 
Interconnection Agreement for the totality of all anticipated work or 
expense incurred by the Area EPS Operator associated with the 
Interconnection Application. The payment for these estimated costs shall 
be as follows: 

5.6.4.1.1 1/3 of estimated costs shall be due no later than when the 
Interconnection Customer signs the Interconnection Agreement. 

5.6.4.1.2 An additional 1/3 of estimated costs shall be due prior to initial 
energization of the Generation System with the Area EPS Operator. 

5.6.4.1.3 Remainder of actual costs, incurred by Area EPS Operator, shall 
be due within 30 days from the date the bill is mailed by the Area EPS 
Operator after project completion.13 

If the Annual Ratepayer Cost Cap is reached, then two thirds of the required Reactive Cost Share 
Payment shall be outstanding before energization. The duration between construction and final 
payment could be years, particularly if the upgrades required involve substation equipment with multi-
year lead times. While individual projects may reach construction sooner, when the Mobilization 
Window is combined with construction, it is likely that a higher Mobilization Threshold will deliver a 
larger amount of capacity. Therefore, a low Mobilization Threshold could have the opposite of the 
intended effect to speed up hosting capacity expansion because the total number of projects is 
significantly lower with a low Mobilization Threshold. Due to the favorable ratepayer protection and 
greater project funding available at the 80 percent Mobilization Threshold, the Department’s preferred 
Mobilization Threshold is 80 percent. 
 
The Department recommends the Commission adopt F.1.b. 
  

 

13 In the Matter of Updating the Generic Standards for the Interconnection and Operation of Distributed Generation 
Facilities Established Under Minn. Stat. § 216B.161125-26, Distributed Energy Resources Interconnection Process (MN DIP) 
v.2.4, April 28, 2025, Docket No. E999/CI-16-521, (eDockets) 20254-218213-01, at 25-26. 

https://efiling.web.commerce.state.mn.us/documents/%7bB07D7D96-0000-CD16-828E-12CE44C9ABEB%7d/download?contentSequence=0&rowIndex=8
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A.7. Section G. Upgrade Prioritization 
 

Section F. of the DSRUP covers the process by which projects are prioritized if there are more projects 
than available funding. There are no subsections that require a Commission decision in this section. 
The Department has no comments about this section. 
 

A.8. Section H. Payment Details 
 

Section H. of the DSRUP covers process of how payments are handled under the DSRUP. The 
Department recommends to disallow refunds of Reactive Cost Share payments once a project has 
reached construction. This section is a mandatory process that is required to implement the DSRUP. In 
addition, this section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(6), which states the 
standards adopted by the Commission must be designed to: 

allow trigger projects and any other distributed generation facilities to pay 
a utility more than the trigger project's or distributed generation facility's 
pro rata cost-share amount only if needed to meet the minimum threshold 
established in clause (5) and to receive refunds for amounts paid beyond 
the trigger project's or distributed generation facility's pro rata share of 
expansion costs from distributed generation projects that subsequently 
interconnect at the applicable location, after which pro rata payments are 
paid to the utility for distribution to ratepayers; 

Subsections H.7, H.8 and H.9 address the statutory requirement. 
 

There is one subsection that requires a Commission decision in this section. The subsection states: 

The Commission must select 4 or 5. 

4. Reactive Cost Share Participants may withdraw after all Interconnection 
Agreements for all Reactive Cost Share Participants that are participating 
in an Upgrade are countersigned by the Utility but shall not receive a 
refund of their Reactive Cost Share Contribution. 

OR 

5. Reactive Cost Share Participants are not allowed to withdraw after all 
Interconnection Agreements for all Reactive Cost Share Participants that 
are participating in an Upgrade are countersigned by the Utility and shall 
be assessed a penalty by the Utility if they do. 

The Department supports the ability for Reactive Cost Share Participants to withdraw their application 
for interconnection that is contingent upon a yet unrealized mobilization threshold. There is the 
potential for mobilization windows to stay open for months or years, and Reactive Cost Share 
Participants should not be forced to pay for upgrades that may never materialize. 
 

This decision subsection does not cover the aforementioned scenario. Instead, the decision relates to 
withdrawal from the DSRUP after mobilization has occurred. Subsectio E.6 of the DSRUP states that 
“Interconnection Agreements for Reactive Cost Share Participants shall not be tendered for signature 



Docket No. E002,E015,E017/CI-24-288 
Analyst assigned: Ari Zwick 
 
 
 

12 

until after the Mobilization Threshold has been met and any applicable cluster studies have been 
completed.”14 Subsection E.9 and related subparts describe that once all interconnection agreements 
are signed and countersigned, the project shall update its status to “Cost Share Upgrade In Progress,” 
where design and construction begin.15 These requirements clearly outline that Reactive Cost Share 
Contributions will not be paid until the mobilization threshold has been met, which happens just 
before construction begins. Therefore, a withdrawal after the Mobilization Threshold has been met 
would constitute a violation of the Mobilization Threshold requirement, and adds additional risk that 
the Outstanding Costs will be rate based. Because Reactive Cost Share Participants are given ample 
time to withdraw before the Mobilization Threshold is reached, the Department concludes that it is 
inappropriate to allow a Reactive Cost Share Participant to receive any refund until the full cost of the 
upgrade has been recovered. 
 

The Department recommends the Commission adopt H.4. 
 

A.9. Section I. Payback Period 
 
Section I. of the DSRUP covers how long Reactive Cost Share payments must be collected before the 
final outstanding costs are rate based. The Department recommends a ten-year payback period. 
 

There are two subsections that require a Commission decision in this section. The first subsection 
states: 

The Commission must choose one of the subpart of 1. 

1. The Payback Period shall remain open once the Mobilization Threshold 
is reached and remains open for: 

a. A minimum of five years from the Upgrade’s in-service date 

i. If at least 75% of the costs of the Reactive Distribution 
Upgrade have not been recovered after five years, the 
Payback Period is automatically extended by an additional 
three years. 

b. A minimum of ten years from the Upgrade’s in-service date. 

c. Until 100% of Upgrade costs are recovered from Interconnection 
Customers. 

d. No more than ten years from the Upgrade’s in-service date.16 
 

The second subsection states: 

The Commission must choose one of the subpart of 2. 

2. The Payback Period shall end if: 

 

14 Id. at 7. 
15 Ibid. 
16 Id. at 11-12. 
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a. The Hosting [Capacity] created by the Upgrade is fully utilized by 
Reactive Cost Share Participants and all over-payers have been fully 
refunded the amounts above their Reactive Cost Share 
Contribution. 

b. The duration of the Payback Period defined in I.1 has elapsed.17 
 
The first decision subsection pertains to the duration that Reactive Cost Share payments are collected. 
A longer Payback Period allowed for payments to be collected serves two purposes. First, a Payback 
Period allows for all Outstanding Costs to be recovered and thus avoids passing costs onto ratepayers. 
Second, a longer Payback Period prevents Reactive Cost Share Participants from attempting to game 
the system by waiting until the Payback Period has ended to receive the full benefit of the new 
capacity without payment. Conversely, a shorter Payback Period is less administratively burdensome 
for utilities to continue to track costs, and would give utilities additional opportunities to earn a return 
on the capitalized Outstanding Costs that are put into rates. While the Department is aware of the 
administrative burden of a longer payback period, the best balance between administrative burden 
and ratepayer protection is achieved with a payback period of at least ten years. 
 
The Department recommends the Commission adopt I.1.b. 
 
The second decision subsection pertains to when the Payback Period ends. Subpart 2.a would allow for 
the payback period to end after the upgrade is fully paid, and after all Reactive Cost Share Participants 
have been charged their final project cost. This subpart is a reasonable place to end a project that has 
been fully utilized. Subpart 2.b would allow for the Payback Period to end after the payback period 
selected in Subsection 1. This subpart would be utilized when a project has not recovered all of the 
Outstanding Costs, which means that the Outstanding Costs will be put into rates. Both of these 
subparts are complementary, because Subpart 2.a allows a project to end early if it is paid early, and 
Subpart 2.b allows a project to end in coordination with Subsection 1. Furthermore, neither subpart is 
fully comprehensive without the other, and thus both subparts are necessary. 
 
The Department recommends the Commission adopt I.2.a and I.2.b. 
 

A.10. Section J. Annual Ratepayer Cost Cap 
 
Section J. of the DSRUP covers the maximum amount of ratepayer money that can be used to fund the 
DSRUP. The Department recommends that the threshold be set in tariff filings. This section addresses 
Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(8), which states the standards adopted by the 
Commission must: 

establish an annual limit or a formula for determining an annual limit for 
the total cost of upgrades that are not allocated to owners of participating 

 

17 Id. at 12. 
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generation facilities and may be recovered from ratepayers under section 
216B.16, subdivision 7b, clause (6). 

Subsections J.1 and J.2 address the statutory requirement. 
 
There is one subsection that requires a Commission decision in this section. The subsection states: 

The Commission must choose either 1 or 2. If it chooses two, it must select 
either 2.a or 2.b. 

1. The Commission shall decide the Annual Ratepayer Cost Cap for Utility 
in a tariff filing upon approval of that Utility’s DSRUP. 

OR 

2. The Annual Ratepayer Cost Cap shall not exceed _____ % of the annual 
average of the 

Utility’s forecasted 5-year distribution capital budget from its most recent 
Integrated Distribution Plan. 

a. 2 Percent 

OR 

b. 11 Percent; or a percent that will equal $95 million for Xcel.18 

The Department opposes flat budget percentages for several reasons. A flat percentage of costs 
between utilities, while well intentioned, will yield vastly different available budget amounts between 
utilities. For example, 2 percent of the Dakota Electric Association (DEA),19 Otter Tail Power’(OTP),20 
Minnesota Power (MP),21 and Xcel Energy (Xcel)22 distribution budgets would yield an Annual 
Ratepayer Cost Cap of $347,520, $467,726, $1,578,400, and $15,600,000, respectively. The available 
budgets for DEA and OTP may be so small that a reactive cost share budget could be almost 
meaningless, particularly if the Mobilization Threshold is set to a low percentage. Furthermore, when 
utilities like OTP incur large expenses, such as OTP did in 2023 and 2024 with a $62 million grid 
modernization project, its budget could be temporarily inflated and allow for more funding over the 5-
year average than is typical for the utility. If the 2023-2027 budget forecast was used instead of the 
2025-2027 budget cited previously, then OTP’s budget would increase to $695,318, which is 49 percent 

 

18 Ibid. 
19 2023-2027 estimated budget of $17,376,000. In the Matter of Distribution System Planning for Dakota Electric 
Association, Dakota Electric Association, Integrated Distribution Plan, November 1, 2023, Docket No. E-111/CI-23-420, 
(eDockets) 202311-200124-01, at 127. 
20 2025-2027 estimated budget of $23,386,316 that excludes a large grid modernization project in 2023-2024. In the Matter 
of the Distribution System Planning for Otter Tail Power Company, Otter Tail Power Company, Integrated Distribution Plan, 
November 1, 2023, Docket No. E017/M-23-380, (eDockets) 202311-200138-02, at 38. 
21 2023-2027 estimated budget of $78,920,000. In the Matter of Minnesota Power’s Integrated Distribution Plan, Minnesota 
Power, Integrated Distribution Plan, November 1, 2023, Docket No. E015/M-23-258, (eDockets) 202310-199614-01, at 37. 
22 2023-2027 actual and estimated budget of $780,000,000. In the Matter of Xcel Energy’s 2025 Integrated Distribution 
Plan, Xcel Energy, Integrated Distribution Plan Preview Slides, August 19, 2025, Docket No. E002/M-25-142, (eDockets) 
20259-223185-01, at 32. 

https://efiling.web.commerce.state.mn.us/documents/%7bD0358C8B-0000-C110-AB7E-BEC4B8C5691C%7d/download?contentSequence=0&rowIndex=26
https://efiling.web.commerce.state.mn.us/documents/%7b60878C8B-0000-C822-A63A-96229EF3FC77%7d/download?contentSequence=0&rowIndex=29
https://efiling.web.commerce.state.mn.us/documents/%7b0084398B-0000-CB14-8871-CA705F9DFB1A%7d/download?contentSequence=0&rowIndex=55
https://efiling.web.commerce.state.mn.us/documents/%7b00866399-0000-CC17-BA5B-462A655FEA5E%7d/download?contentSequence=0&rowIndex=1
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higher than the 2025-2027 estimate. It is more important to set the Annual Ratepayer Cost Cap based 
on the actual grid need than to base the amount on a proportion of total costs. While DEA and OTP and 
similar budgets, the need for upgrades in DEA’s territory is potentially much higher, because DEA is 
currently experiencing much higher levels of DER adoption than OTP. Instead, the Department 
supports considering the cost cap for each utility in a tariff filing where rate impacts of the proposed 
costs can be better evaluated.  
 
The Department recommends the Commission adopt J.1. 
 

A.11. Section K. Cost Recovery 
 
Section K. of the DSRUP covers the cost recovery. The Department recommends that utilities collect 
carrying costs for the full project duration at the long-term cost of debt. This section addresses Laws of 
Minn. 2024, ch. 126, art. 4, sec. 53(a)(8), which states the DSRUP should: 

establish an annual limit or a formula for determining an annual limit for 
the total cost of upgrades that are not allocated to owners of participating 
generation facilities and may be recovered from ratepayers under section 
216B.16, subdivision 7b, clause (6). 

Subsection K.5 addresses the statutory requirement referenced by the law, which pertains to Minn. 
Stat. 216B.16, Subd. 7b, paragraph (b), clause 6. 
 
There are three subsections that require a Commission decision in this section. The first subsection 
states: 

If the Commission chooses 1, it must also choose 2 or 3. If the Commission 
chooses 3, it must choose 3a or 3b. 3c is optional. 

1. Outstanding costs will not be eligible for rate recovery for the first five 
years of the Payback Period. After five years, the remainder of the 
outstanding costs shall be eligible for cost recovery. 

AND 

2. The Utility will not accrue carrying costs during the first five years of the 
Payback Period. 

OR 

3. The utility will accrue carrying costs during the first five years of the 
Payback Period. The percentage rate for calculating carrying costs shall be 
the ______. 

a. utility’s authorized Weighted Average Cost of Capital from the 
most recently approved rate case 

OR 

b. utility’s long-term cost of debt 
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c. Carrying costs shall not be capitalized. Carrying costs may be 
recovered through the Utility’s Transmission Cost Recovery rider 
petition.23 

The second subsection states: 

The Commission must choose at least one of the options under 5. 

5. A Utility may petition to recover outstanding costs through any or all of 
the following (but without any double recovery): 

a. Through a general rate case. 

b. Through its Transmission Cost Recovery Rider pursuant to Minn. 
Stat. 216B.16, Subd. 7b, paragraph (b), clause 6. 

c. Through deferred accounting. 

d. Through invoices for DER projects.24 

The subsection states: 

The Commission must choose 6a or 6b 

6. All Reactive Cost Share Contributions collected from Reactive Cost Share 
Participants shall be collected during the Payback Period and shall be: 

a) Returned to ratepayers as an offset to the revenue requirements of 
Reactive Cost Share Distribution Upgrade. 

OR 

b) Used to offset the rate base amount of the Upgrade until the upgraded 
assets are fully paid down, or the Payback Window closes.25 

The first subsection relates to how utilities can recover costs. If the DSRUP is successful, then utilities 
will never be required to recover program costs from ratepayers. In this scenario, utilities must still pay 
for the full cost of construction, which includes the Reactive Cost Share payments and the Outstanding 
costs. During the Payback Period, utilities will collect additional Reactive Cost Share payments until the 
project is fully paid for or reaches the end of the Payback Period. Per the Department’s 
recommendation in Section I. Payback Period, up until costs are discharged, utilities may need to back 
the Outstanding Costs for a period of the construction timeline plus ten years. It is not reasonable to 
expect utilities to pay for these costs and not have any compensation for these expenditures. The 
Department is not aware of any situation in which utilities are asked to hold funding without any 
compensation. For this reason, the Department supports subsection K.3. 
 
The rate of return under subsection K.3 must also be decided. By nature of the timing of three separate 
payments in the MN DIP, utilities are guaranteed to earn a return on the project because the utility 

 

23 Notice Attachment A at 13-14. 
24 Id., at 14. 
25 Ibid. 
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must pay for project construction before the full Reactive Cost Share payment is received, even if the 
project has reached 100 percent mobilization. This payment is representative of the allowance for 
funds used during construction (AFUDC). AFUDC costs should be included in the project cost estimate, 
which passes on the construction carrying costs to Reactive Cost Share Participants.  
 
After construction is complete, the DSRUP does not allocate carrying costs to Reactive Cost Share 
Participants, which is not covered in Section D., and would require additional language to add carrying 
costs to the Final Reactive Cost Share Contributions that references the variable carrying time. In 
practice, Reactive Cost Share Participants that interconnect after construction would have to pay more 
than their Pro Rata cost share amount to avoid ratepayers covering carrying costs. Instead, the Final 
Reactive Cost Share payment is based on only the final construction cost. Unless 100 percent of the 
DSRUP projects reach 100 percent mobilization by the end of construction, ratepayers will have to pay 
for the DSRUP through carrying charges. 
 
The Department favors the lower carrying cost estimate for several reasons. If utilities earn the 
weighted average cost of capital (WACC) for carrying costs, then carrying costs equal rate-based costs. 
The difference in the final ratepayer cost is how quickly the asset is paid off and by whom. If none of 
the outstanding costs are paid for by Reactive Cost Share Participants, then total ratepayer costs would 
be higher because rate-based costs depreciate and thus lower the rate base, while carrying costs are 
fixed. Conversely, if a project is fully paid off before the Payback Period, then total ratepayer costs 
would be substantially lower because the accrual time for the WACC charged for carrying costs instead 
of rates is shorter, and the component of depreciation is offset by the Reactive Cost Share payments. If 
the DSRUP works as intended, then carrying costs are preferrable to rates in every circumstance. 
However, ratepayer costs will increase substantially if Outstanding Costs are not paid for quickly. For 
example, a 4 percent return on a $25 million Annual Ratepayer Cost Cap is $1 million / yr. Because the 
DSRUP is a rolling program, it can be reasonably expected that some fraction of the Annual Ratepayer 
Cost Cap will be paid for by ratepayers every year. While it is possible for ratepayers to benefit from 
the DSRUP, it should not be assumed that the full value of the DSRUP will be passed onto ratepayers. 
Therefore, the cost impact to ratepayers should be kept to a minimum. In addition, if carrying costs are 
charged using the long-term cost of debt instead of the WACC, then even if none of the Outstanding 
Costs are paid during the Payback Period, ratepayers will be impacted significantly less for the failure 
of the DSRUP to pay for the full capacity created. 
 
In addition to these considerations, the Department favors subsection K.1 to limit the impact of the 
DSRUP to customer rates. Subsection K.1 ensures that Outstanding Costs do not impact rates for the 
first five years after construction. If all costs are paid before this five-year period, then ratepayers will 
only bear, the carrying cost charge, and not the carrying cost plus outstanding costs charged to their 
rates. 
 
The Department recommends the Commission adopt K.1. and K.3.b. 
 
The subsection relates to the method of cost recovery. The Department prefers that utilities recover 
costs in a general rate case, because these costs are subject to a more detailed review for 
reasonableness. However, the Department recognizes the statutory requirement to allow for cost 
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recovery through the Transmission Cost Recovery rider, and also supports this option. There is no 
reason to allow for cost recovery by any other means, because the two methods of cost recovery are 
sufficient. 
 
The Department recommends the Commission adopt K.5.a. and K.5.b. 
 
The third subsection relates to how Reactive Cost Share Payments impact rates. It is preferrable for 
Reactive Cost Share payments to be treated the same as a contribution in aid of construction (CIAC), 
which offsets the rate base, rather than revenue requirements. The offsetting of the rate base should 
occur when the costs payments are made and reduces the rate base earlier in the process resulting in 
overall lower rates. While an offset to the revenue requirement results in a longer carrying charge 
period and results in unnecessary higher costs for ratepayers. Also, when actual costs impact rates 
sooner, it represents less exposure of ratepayers to carrying costs and Outstanding Costs. 
 
The Department recommends the Commission adopt K.6.b. 
 

A.12. Section L. Cost Allocation 
 

Section L. of the DSRUP covers cost allocation. The Department recommends cost allocation to the 
large commercial and industrial class whenever possible, as well as protections for under-resourced 
customers. 
 
There is one subsection that requires a Commission decision in this section. The subsection states: 

1 and 2 are alternatives. 3 can be adopted with either combination. 

1. Costs recovered from ratepayers shall be treated consistent with the 
most recently approved rate case allocators and established revenue 
requirement procedures. Parties to a Utility’s rate case or other cost 
recovery proceeding may request that the Commission establish a 
different cost allocation and procedures for DSRUP Upgrades. 

OR 

2. For Reactive Cost Share Distribution Upgrades primarily serving large 
commercial and/or industrial customers, Upgrades shall be tracked 
separately from other rate-base assets and costs not paid for by Cost Share 
Contributions shall be allocated to the large commercial and industrial 
classes contributing to the need for or benefiting from the Upgrade. For all 
Upgrades that do not primarily serve large commercial and/or industrial 
customers, costs will be allocated according to the most recently approved 
rate case allocators and revenue requirement procedures. Parties to a 
Utility’s rate case may request that the Commission establish a different 
cost allocation and procedures for DSRUP Upgrades. 
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3. To the extent that DSRUP Upgrade costs are allocated to ratepayers, the 
Utility shall identify and mitigate adverse bill impacts on under-resourced 
customers and/or small businesses.26 

The Department prefers a cost allocation methodology that is cost causative, whenever practicable. If 
one customer class is the primary beneficiary of an upgrade, but costs are passed onto all customer 
classes equally, then the primary beneficiary will receive a subsidy from the other customer classes. 
The Department understands that it may be difficult, or impractical to delineate which customer 
classes benefit from each project. However, there are circumstances in which the large commercial 
and industrial customer classes could receive a disproportional benefit compared to other classes. The 
Department recommends that when it is possible to identify that a majority of load belongs to the 
large commercial and industrial class, that DSRUP fees be allocated to that class to the extent possible, 
to ensure a better matching of costs and benefits. 
 
Similarly, the Department does not want DSRUP fees to be passed onto the most vulnerable 
ratepayers, who stand the least chance to benefit from the DSRUP. Therefore, the Department favors 
protection mechanisms for under-resourced customers and/or small businesses. 
 
The Department recommends the Commission adopt L.2 and L.3. 
 

A.13. Section M. Publication of DSRUP Information and Data 
 
Section M. of the DSRUP covers how data is communicated about the DSRUP to the public in order to 
participate in the DSRUP. There are no subsections that require a Commission decision in this section. 
The Department has no comments about this section. 
 

A.14. Section N. Reporting and Process Evaluation 
 
Section N. of the DSRUP covers reporting and process evaluation. There are no subsections that 
require a Commission decision in this section. The Department has no comments about this section. 
 

A.15. Section O. Dispute Resolution 
 
Section O. of the DSRUP covers dispute resolution. There are no subsections that require a Commission 
decision in this section. The Department has no comments about this section. 
 

A.16. Section P. Tariff Implementation   
 
Section P. of the DSRUP covers reporting and process evaluation. There are no subsections that require 
a Commission decision in this section. The Department has no comments about this section. 

 

26 Id., at 14-15. 
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B. DO THE DRAFT STANDARDS ADDRESS AND ACCOMPLISH THE GOALS AND 
REQUIREMENTS DESCRIBED IN THE MINNESOTA SESSION LAWS - 2024, REGULAR 
SESSION, CHAPTER 126—S.F.NO. 4292, ARTICLE 6, SECTION 53? 

The Department’s comments in the previous section cover the statutory compliance of Laws of Minn. 
2024, ch. 126, art. 4, sec. 53(a)(3-8). The previous section does not address Laws of Minn. 2024, ch. 
126, art. 4, sec. 53(a)(1) and (2), which states the DSRUP process should be designed to: 

(1) accelerate the expansion of hosting capacity at multiple points on a 
utility's distribution system by ensuring that the cost of upgrades is shared 
fairly among owners of distributed generation projects seeking 
interconnection on a pro rata basis according to the amount of the 
expanded capacity utilized by each interconnected distributed generation 
facility;  

(2) reduce the capital burden on owners of trigger projects seeking 
interconnection;  

These first two sections relate to the general purpose of the DSRUP. Compared to the status quo, any 
implementation of the DSRUP accomplishes the first two goals of Laws of Minn. 2024, ch. 126, art. 4, 
sec. 53. The DSRUP allows for hosting capacity upgrade costs to be distributed amongst more than a 
single cost causer, which will have the effect of reducing the capital burden of trigger projects. The 
lower capital requirement will make uneconomic projects economical, which will accelerate the 
expansion of hosting capacity.  
 
With these additional comments, the DSRUP accomplishes the goals and requirements as described in 
Laws of Minn. 2024, ch. 126, art. 4, sec. 53. 

C. ARE THERE OTHER ISSUES OR CONCERNS RELATED TO THIS MATTER? 

The Department has no additional comments. 

IV. DEPARTMENT RECOMMENDATIONS  

Based on analysis of the DSRUP and the information in the record, the Department has prepared 
recommendations, which are provided below. The recommendations correspond to the subheadings 
of Section III above. 

A. WHAT DRAFT GENERIC STANDARDS, OUTLINED IN ATTACHMENT A AND ATTACHMENT B 
SHOULD THE COMMISSION ADOPT FOR THE DSRUP? PLEASE PROVIDE A RATIONALE FOR 
WHY YOU SUPPORT, OPPOSE, OR TAKE NO POSITION ON CONTESTED SECTIONS OF THE 
STANDARDS.  

• A.1. The Department recommends the Commission adopt C.2.a, F.1.b, H.4, I.1.b, I.2.a, I.2.b, J.1, 
K.1., K.3.b, K.5.a., K.5.b, K.6.b, L.2 and L.3. 
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November 7, 2025





Sasha Bergman
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota 55101-2147  





RE:	Comments of the Minnesota Department of Commerce

	Docket No. E002,E015,E017/CI-24-288





Dear Ms. Bergman,



Attached are the comments of the Minnesota Department of Commerce (Department) in the following matter:

In the Matter of Establishing Tariffs for Distribution System Cost Sharing for Interconnection in Constrained Areas

The commission investigation was initiated by the Commission on August 30, 2024.



The Department recommends approval of the Reactive DER Upgrade Cost Sharing Standards, and is available to answer any questions the Minnesota Public Utilities Commission may have.





Sincerely,







/s/ Dr. SYDNIE LIEB                                                     

Assistant Commissioner of Regulatory Analysis   
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Before the Minnesota Public Utilities Commission

		

Comments of the Minnesota Department of Commerce



Docket No. E002,E015,E017/CI-24-288





[bookmark: _Toc174055957]INTRODUCTION 

The Minnesota Public Utilities Commission (Commission) will consider the first distributed energy resource (DER) reactive cost share framework. The cost share framework results from the passage of Laws of Minn. 2024, ch. 126, art. 4, sec. 53,[footnoteRef:2] which requires the Commission to establish generic standards designed to accelerate the adoption of DER by sharing distribution upgrade costs amongst a pool of DER developers instead of a single cost causer that pays for the benefits received by subsequent interconnections.  [2:  Laws of Minn. 2024, ch. 126, art. 4, sec. 53] 




The Distribution System Reactive Upgrade Process (DSRUP) were developed by a stakeholder process led by the Commission, and outline the rules by which reactive DER cost sharing will take place. The majority of the DSRUP was developed under a consensus process, however there are still several areas where consensus requirements were not reached, and require the Commission’s decision.



The Department developed the majority of its positions with the Office of the Attorney General – Residential Utilities Division (OAG-RUD) and is aligned with OAG-RUD on the majority of issues.

[bookmark: _Toc174055958]PROCEDURAL BACKGROUND  

		May 4, 2024

		Laws of Minn. 2024, ch. 126, art. 4, sec. 53 is passed.





		August 30, 2024

		Commission opens the current proceeding as required by law.[footnoteRef:3] [3:  In the Matter of a Commission Inquiry into a Framework for Proactive Distribution Grid Upgrades and Cost Allocation for Xcel Energy, Notice of Docket Opening, August 30, 2024, Docket No. E002,E015,E017/CI-24-288, (eDockets) 20248-209885-01.] 






		September 26, 2024

		Commission invites stakeholders to join the DER Cost Sharing Workgroup to write the DSRUP.[footnoteRef:4]  [4:  Notice Soliciting Stakeholder Members, September 26, 2024, Docket No. E002,E015,E017/CI-24-288, (eDockets) 20249-210501-01.] 






		September 26, 2025

		Commission issues its Notice of Comment Period.[footnoteRef:5] [5:  Notice of Comment Period, September 26, 2025, Docket No. E002,E015,E017/CI-24-288, (eDockets), 20259-223328-01, (hereinafter “Notice”).] 










Topic(s) open for comment: 

Notice Topic 1: What draft generic standards, outlined in Attachment A and Attachment B should the Commission adopt for the DSRUP? Please provide a rationale for why you support, oppose, or take no position on contested sections of the Standards.

· A word document of the draft standards is available upon request

· Staff requests commenters provide a list of all sections their organization supports, opposes, or takes no position on in their comments

· If there are modifications to sections, please include a redline of changed language

Notice Topic 2: Do the draft standards address and accomplish the goals and requirements described in the Minnesota Session Laws - 2024, Regular Session, CHAPTER 126—S.F.No. 4292, Article 6, Section 53?

Notice Topic 3: Are there other issues or concerns related to this matter?

Department analysis 

[bookmark: _Toc174055960]What draft generic standards, outlined in Attachment A and Attachment B should the Commission adopt for the DSRUP? Please provide a rationale for why you support, oppose, or take no position on contested sections of the Standards.

The Department is generally supportive of the DSRUP framework. The Department offers comments on each section of the DSRUP, which is included as Attachment A of the Notice, as follows.



Section A. Introduction



Section A. of the DSRUP covers the introduction and statutory background for the DSRUP. There are no subsections that require a Commission decision in this section. The Department has no comments about this section.



Section B. Definitions



Section B. of the DSRUP covers definitions. The Department refers to the definitions in this section as proper nouns. There are subsections that require a Commission decision in this section. The Department has no comments about this section.



Section C. Upgrade Cost Thresholds



Section C. of the DSRUP covers cost thresholds for DSRUP eligibility. The cost thresholds set a mandatory minimum project cost cap, and set an optional maximum cost cap. The Department does not take a position on the mandatory minimum cost floor, but recommends a $300,000 MWAC cost cap. Pursuant to Laws of Minn. 2024, ch. 126, art. 4, section 53(a)(3), the standards adopted by the Commission should be designed to:

establish a minimum level of upgrade costs an expansion of hosting capacity must reach in order to be eligible to participate in the cost-share process and below which a trigger project must bear the full cost of the upgrade;

There are two subsections that require a Commission decision in this section. The first subsection states:

1 must be adopted, and the Commission must choose one subpart.

1. To qualify for the DSRUP, an Upgrade must have total project costs of:

a. at least $250,000

b. at least $1

c. at least $2,500,000

d. $100,000[footnoteRef:6] [6:  Notice Attachment A at 4.] 


The second subsection states:

2 may be adopted with one subpart. If the Commission does not wish to set a maximum limit, it may simply not adopt 2.

2. To qualify as an eligible Reactive Cost Share Distribution Upgrade, an Upgrade must cost no more than:

a. $300,000/MWAC

b. $600,000/MW

c. No maximum[footnoteRef:7] [7:  Ibid.] 


These two decision subsections both relate the project eligibility cost limits. The first decision subsection sets the statutorily mandated cost floor for upgrades, as required by Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(3). The second decision option is not required.



The Department does not take a position on the minimum cost threshold. There are advantages and disadvantages to higher and lower cost thresholds. A cost threshold of $2,500,000 will likely only involve substation upgrades and new or heavily modified feeder lines. This threshold will greatly reduce the potential number of projects and avoids the problem of multiple parent-child upgrade requirements that could be created with a smaller cost eligibility threshold. 



Take the simple example of a substation with 2 feeder lines. The substation requires an upgrade that costs $3 million, which creates 15 MWAC of new hosting capacity at a cost of $200,000 / MWAC. In order to utilize the full capacity of the upgrade, Feeder A requires an upgrade of $250,000 and opens 5 MWAC of the new capacity created at the substation, which is normalized to a cost of $50,000 / MWAC. Feeder B requires an upgrade of $1,250,000 and opens 10 MWAC of the new capacity created at the substation, at a normalized cost of $125,000 / MWAC. If the project scope does not include the feeders, then each project pays $200,000 / MWAC and the upgrades needed for the feeder lines will be paid under existing processes. 



If the project scope includes the feeders, then projects on Feeder A will pay $250,000 / MWAC, and projects on Feeder B will pay $325,000 / MWAC. If the maximum project costs are capped at $300,000 / MWAC, as preferred by the Department, then projects on Feeder B will exceed the cost cap, and projects on Feeder A will not exceed the cost cap. Alternatively, if Feeders A and B are combined with the substation cost, then the total cost would be $300,000 / MWAC, which does meet the Department’s cost cap recommendation.



Now take the example of a 1 MW project on Feeder B in a dense urban area that requires a tap line reconductor at a cost of $300,000, which creates 2 MWAC of total hosting capacity on the tap line at a cost of $150,000 / MWAC. If the minimum cost threshold is $250,000, then this project would be eligible for the cost share program and could begin construction at a 50 percent mobilization threshold. If the substation project, feeder project, and tap line project are treated individually, then the project will pay $200,000 / MWAC plus $125,000 / MW plus $150,000 / MWAC, which totals $475,000 / MWAC. However, if the cost eligibility threshold is $1,000,000, then the substation project and feeder line project will be eligible, but not the tap line reconductor project, which raises the total project cost to $625,000 / MWAC, and would exceed the $600,000 / MWAC cost cap option, albeit outside the scope of the DSRUP.



Both the scope and scale of the DSRUP will significantly impact which project costs are quantified, and how finely a utility must analyze the potential for additional projects. In the above example of a tap line reconductor project, the 1 MW project may be the only physical location open in the dense urban area, and if the project is mobilized at 50 percent, the remaining 50 percent may get socialized to ratepayers if the tap line land availability is not appropriately analyzed. As the minimum cost threshold decreases, the utility must engage in increasingly granular analysis of its system to ensure that hosting capacity is actually available, particularly for highly site-specific areas such as tap lines. Conversely, the higher the minimum cost threshold is set, the greater the opportunity there is for costs to go unaccounted for. In the tap line project example, if the cost threshold only includes the substation upgrade cost, then the developer would be faced with the $200,000 substation upgrade plus the $1,250,000 feeder upgrade plus the $300,000 tap line upgrade, for a total upgrade cost of $1,750,000. The total installed cost of the 1 MW project may only be $2,200,000,[footnoteRef:8] which would very likely make the project uneconomic. Even if the feeder and substation upgrade costs are included in the DSRUP, the total pro-rata would be $300,000 / MWAC, which is 13.6 percent of the total installed cost, and does not include the additional $300,000 to upgrade the tap line, which raises the total upgrade costs to $600,000, or 27.2 percent of the total installed cost.  [8:  $1.7 / MW for systems larger than 1 MW. Assumed Inverted Load Ratio (ILR) of 1.3. Galen Barbose, Naïm Darghouth, Eric O’Shaughnessy, and Sydney Forreste. Tracking the Sun Pricing and Design Trends for Distributed Photovoltaic Systems in the United States 2024 Edition. Lawrence Berkeley National Laboratory (August 2024). At 36. Available at: https://eta-publications.lbl.gov/sites/default/files/2024-10/tracking_the_sun_2024_report.pdf.] 




The Department does not take a position on the minimum upgrade threshold at this time. As this section has clearly articulated, the scope and scale of costs to be included in the final project size should be the most important factor to consider to avoid uneconomic projects because of costs outside of the project scope.



The Department’s preferred cost cap of $300,000 / MWAC attempts to disqualify projects that may not be economically feasible in their totality. The more expensive a project upgrade becomes, the higher the incentive becomes to locate a project in a cheaper location, or to simply not build the project at all. The risk of ratepayer socialization of the unfunded outstanding costs increases with higher pro-rata costs, which should have a limit. Additional pressures on the cost of solar, which include the rescission of tax credits with the passage of the recent federal budget reconciliation bill, H.R. 1,[footnoteRef:9] and tariffs introduce further financial stresses on solar projects, which further necessitates cost controls on upgrade costs. A cost cap ensures that DSRUP projects are most likely to be used and useful. [9:  Public Law 119-21.] 




The Department recommends the Commission adopt C.2.a.



Section D. Pro Rata Cost Calculation



Section D. of the DSRUP covers the calculation of Pro Rata costs. This section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(4), which states the standards adopted by the Commission must:

establish a distributed generation facility's pro rata cost-share amount as the utility's total cost of the upgrade divided by the incremental capacity resulting from the upgrade, and multiplying the result by the capacity of the distributed generation facility seeking interconnection;

Subsection D.1 addresses the statutory requirement.



There are no subsections that require a Commission decision in this section.



The Department notes that subsections D.3, and D.4 are not statutorily required, but these subsections represent important ratepayer protections. Subsections E.3 and E.4 state:

3. Final Reactive Cost Share Contributions shall not exceed 125% of the estimated Reactive Cost Share Contribution assigned to a Reactive Cost Share Customer in an executed interconnection agreement.

4. Final total costs of an Upgrade in excess of 125% of the estimated total Upgrade cost shall be borne by Utility shareholders rather than recovered through rates.[footnoteRef:10] [10:  Notice Attachment A at 5.] 


Subsection D.3 ensures that developers are not responsible for unlimited cost increases, and limits the liability of developers to absorb unplanned costs. As discussed in the previous section, it is important to provide some level of cost insulation for Reactive Cost Share Participants to prevent projects from becoming uneconomical. High Reactive Cost Share Contributions risk ratepayer money if the outstanding costs of the project are not recovered after construction due to unfavorable economics. Subsection D.4 directs cost overages above 125 percent of the estimated upgrade cost to be borne by utility shareholders instead of ratepayers. Per the DSRUP, utilities will earn a return on capital expenditures, and should therefore bear some of the risk. In addition, the risk of utility shareholder liability strongly incentivizes utilities to ensure that cost estimates are accurate.



Section E. Interconnection Processes



Section E. of the DSRUP covers the process by which projects are initiated under the DSRUP, as well as how interconnection and payments are handled. The Department does not take a position in this section. This section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(7), which requires the standards adopted by the Commission must be designed to:

prohibit owners of distributed generation facilities from using any unsubscribed capacity at an interconnection that has undergone an upgrade without the distributed generation owners paying the distributed generation owner's pro rata cost of the upgrade;

The entire section covers rules that prevent projects from being constructed without a Reactive Cost Share Contribution.



There is one subsection that requires a Commission decision in this section. The subsection states:



The Commission must choose either subpart 4a or 4b.



4. An Interconnection Application with a nameplate rating more than 40 kWac is eligible to participate in an active Mobilization Window:

a. Once its Interconnection Application has completed a System Impact Study and, if necessary, a Facilities Study as required by MN DIP.

OR

b. After all applicable MN DIP studies have been completed.[footnoteRef:11] [11:  Id., at 6.] 


The Department does not take a position on this decision subsection. Reactive Cost Share Participants and utilities are in the best position to advocate for their preferred positions.



Section F. Mobilization Threshold and Window



Section D. of the DSRUP covers the mobilization threshold and duration that is used to trigger construction of a project. The Department recommends an 80 percent Mobilization Threshold. This section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(5), which requires the standards adopted by the Commission must:

establish a minimum proportion of the total upgrade cost that a utility must receive from one or more distributed generation facilities before initiating constructing an upgrade;

There is one subsection that requires a Commission decision in this section. The subsection states:



The Commission must choose one subpart of 1.



1. The Mobilization Threshold for an individual Upgrade is set at:

a. 25 percent of total Upgrade costs.

b. 80 percent of total Upgrade costs.

c. The Mobilization Thresholds shall be tiered based on cost per MW of capacity added by the Upgrade as follows:

▪ $1/MW - $149,999/MW: 30%

▪ $150,000/MW - $249,999/MW: 45%

▪ $250,000/MW - $349,999/MW: 60%

▪ $350,000/MW - $449,999/MW: 75%

▪ $450,000/MW - $600,000/MW: 80%[footnoteRef:12] [12:  Id., at 7.] 




The Mobilization Threshold is an important feature of the DSRUP, as it is directly related to ratepayer risk. The Mobilization Threshold determines the percentage of the total reactive upgrade project cost that must be paid for before a project can begin construction. A high Mobilization Threshold would require that there is significant interest in a project such that the project is almost fully subscribed before construction may commence. By nature of the high subscription rate, it is more likely that the final Outstanding Costs will be paid for within the Payback Period. Conversely, a low Mobilization Threshold allows a small percentage Reactive Cost Share Participants to make a Reactive Cost Share Contribution before construction begins. A low mobilization threshold increases the risk that mobilization is only economically feasible for a small number of Reactive Cost Share Participants due to a competitive edge, which means that unmobilized capacity costs will be passed onto ratepayers. Examples of a competitive edge could include:



A. Cheap land that is otherwise inaccessible to other projects

B. Unique access to unconstrained feeder or tap lines

C. Discounted equipment costs due to a reduction or cancellation of a separate project’s scope and liquidation of its assets






The Commission can effectively mitigate this risk by selecting a capacity cost cap, such that upgrade costs do not provide challenging economics for the majority of projects.



In isolation, the Mobilization Threshold would be a highly impactful measure for ratepayer protection. However, the Mobilization Threshold does not act in isolation, and works in conjunction with the Annual Ratepayer Cost Cap to limit the total ratepayer liability to rate base unrecovered project costs. The Annual Ratepayer Cost Cap—which is addressed by Section J of the DSRUP and later discussed in Section III.A.10 of these comments—is the most important measure of ratepayer protection because the limit establishes the maximum cost that ratepayers must pay. The combination of the Mobilization Threshold with the Annual Ratepayer Cost Cap yields the total spending available for construction. The Mobilization Threshold is best conceptualized as a ratio. If there is a $1,000,000 project, and the Mobilization Threshold is 50 percent, then $500,000 will be insured by ratepayers and $500,000 will be paid by Reactive Cost Share Participants. The ratio of ratepayer money to Reactive Cost Share Participant money is 1:1 at a 50 percent mobilization threshold. At 25 percent, ratepayers insure $750,000 and Reactive Cost Share Participants pay $250,000, which is a ratio of 1:0.33. This ratio means that every ratepayer dollar is backed by $0.33 of Reactive Cost Share Participant money. Conversely, at 80 percent, the ratio is 1:4, which means that every ratepayer dollar is backed by 4 dollars of Reactive Cost Share Participant money. A high Mobilization Threshold means that many more projects will get built compared to a low Mobilization Threshold, provided that there is sufficient interest from Reactive Cost Share Participants to reach the Mobilization threshold up to the Annual Ratepayer Cost Cap.



The Mobilization Threshold also interacts with the capacity cost cap, which is displayed in Table 1 below. At a $25,000,000 Annual Ratepayer Cost Cap and a $100,000 / MWAC capacity cost, the total potential capacity upgrade at a 25%, 50%, and 80% Mobilization Threshold is 333.3, 500, and 1,250 MWAC, respectively. Holding the Annual Ratepayer Cost Cap constant, there is an additional 916.7 MWAC of capacity available in the 80 percent Mobilization Threshold compared to the 25 percent Mobilization Threshold. If the cost of capacity reaches the Department’s preferred maximum capacity cost of $300,000 / MWAC, then the available capacity is reduced by a factor of 3, which results in 111.1, 116.7, and 416.7 MWAC of capacity available at the 25%, 50% and 80% Mobilization Thresholds, respectively. If the cost of capacity reaches the proposed $600 / MWAC, limit, the capacity is cut in half again, which results in 55.5, 83.3, and 208.3 MWAC of capacity available at the 25%, 50% and 80% Mobilization Thresholds, respectively. The Department notes that the limits presented would be the minimum capacity available, because the potential capacity cost caps are the maximum cost, while average costs could be significantly lower at each proposed cost cap level. These examples illustrate how the capacity cost cap works in unison with the Annual Ratepayer Cost Cap and Mobilization Threshold to deliver more capacity at a lower risk to ratepayers.




Table 1: Summary of the Potential Hosting Capacity Upgrade Available by Cost Cap, Mobilization Threshold, and Capacity Cost

		Capacity Cost = $100,000 / MWAC



		 

		Mobilization Threshold



		Cost Cap

		25%

		50%

		80%



		$5,000,000 

		66.7

		100.0

		250.0



		$25,000,000 

		333.3

		500.0

		1,250.0



		$100,000,000 

		1,333.0

		2,000.0

		5,000.0



		Capacity Cost = $300,000 / MWAC



		 

		Mobilization Threshold



		Cost Cap

		25%

		50%

		80%



		$5,000,000 

		22.2

		33.3

		83.3



		$25,000,000 

		111.1

		166.7

		416.7



		$100,000,000 

		444.3

		666.7

		1,666.7



		Capacity Cost = $600,000 / MWAC



		 

		Mobilization Threshold



		Cost Cap

		25%

		50%

		80%



		$5,000,000 

		11.1

		16.7

		41.7



		$25,000,000 

		55.5

		83.3

		208.3



		$100,000,000 

		222.2

		333.3

		833.3







A lower Mobilization Threshold reduces the time and administrative burden of leaving projects open to collect cost share fees. Notably, however, the Pro Rata cost does not change with the Mobilization Threshold, and therefore a lower mobilization percentage does not spare Reactive Cost Share Participants from the Pro Rata cost amount. All things being equal, a lower Mobilization Threshold will result in projects reaching construction quicker compared to a high Mobilization Threshold. However, as discussed previously, there will be far fewer projects that reach construction at a lower Mobilization Threshold compared to a high Mobilization Threshold.



Section J. also covers the situation where the Annual Ratepayer Cost Cap is reached. Subsection J.5 states:

Once the Annual Ratepayer Cost Cap is reached, the Mobilization Threshold for all pending Upgrades is set to 100 percent until the total amount recoverable from ratepayers drops below the cap. As available space opens up within the cost cap, projects transitioning back to the standard Mobilization Threshold shall follow existing prioritization processes.[footnoteRef:13] [13:  Id., at 13.] 


Subsection J.5 requires that the Mobilization Threshold be set to 100 percent once the Annual Ratepayer Cost Cap is reached, and therefore Reactive Cost Share Participants must pay 100 percent of the costs before construction can begin, once the Annual Ratepayer Cost Cap is reached. 

Finally, a lower Mobilization Threshold may be counter-productive to accelerate the creation of hosting capacity. For example, the Minnesota Distributed Energy Resources Interconnection Procedures (MN DIP) states:

Under the Traditional Security method, the Interconnection Customer shall provide reasonable adequate assurances of credit, including a letter of credit or personal guaranty of payment and performance from a creditworthy entity acceptable under the Area EPS Operator credit policy and procedures for the unpaid balance of the estimated amount shown in Interconnection Agreement for the totality of all anticipated work or expense incurred by the Area EPS Operator associated with the Interconnection Application. The payment for these estimated costs shall be as follows:

5.6.4.1.1 1/3 of estimated costs shall be due no later than when the Interconnection Customer signs the Interconnection Agreement.

5.6.4.1.2 An additional 1/3 of estimated costs shall be due prior to initial energization of the Generation System with the Area EPS Operator.

5.6.4.1.3 Remainder of actual costs, incurred by Area EPS Operator, shall be due within 30 days from the date the bill is mailed by the Area EPS Operator after project completion.[footnoteRef:14] [14:  In the Matter of Updating the Generic Standards for the Interconnection and Operation of Distributed Generation Facilities Established Under Minn. Stat. § 216B.161125-26, Distributed Energy Resources Interconnection Process (MN DIP) v.2.4, April 28, 2025, Docket No. E999/CI-16-521, (eDockets) 20254-218213-01, at 25-26.] 


If the Annual Ratepayer Cost Cap is reached, then two thirds of the required Reactive Cost Share Payment shall be outstanding before energization. The duration between construction and final payment could be years, particularly if the upgrades required involve substation equipment with multi-year lead times. While individual projects may reach construction sooner, when the Mobilization Window is combined with construction, it is likely that a higher Mobilization Threshold will deliver a larger amount of capacity. Therefore, a low Mobilization Threshold could have the opposite of the intended effect to speed up hosting capacity expansion because the total number of projects is significantly lower with a low Mobilization Threshold. Due to the favorable ratepayer protection and greater project funding available at the 80 percent Mobilization Threshold, the Department’s preferred Mobilization Threshold is 80 percent.



The Department recommends the Commission adopt F.1.b.




Section G. Upgrade Prioritization



Section F. of the DSRUP covers the process by which projects are prioritized if there are more projects than available funding. There are no subsections that require a Commission decision in this section. The Department has no comments about this section.



Section H. Payment Details



Section H. of the DSRUP covers process of how payments are handled under the DSRUP. The Department recommends to disallow refunds of Reactive Cost Share payments once a project has reached construction. This section is a mandatory process that is required to implement the DSRUP. In addition, this section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(6), which states the standards adopted by the Commission must be designed to:

allow trigger projects and any other distributed generation facilities to pay a utility more than the trigger project's or distributed generation facility's pro rata cost-share amount only if needed to meet the minimum threshold established in clause (5) and to receive refunds for amounts paid beyond the trigger project's or distributed generation facility's pro rata share of expansion costs from distributed generation projects that subsequently interconnect at the applicable location, after which pro rata payments are paid to the utility for distribution to ratepayers;

Subsections H.7, H.8 and H.9 address the statutory requirement.



There is one subsection that requires a Commission decision in this section. The subsection states:

The Commission must select 4 or 5.

4. Reactive Cost Share Participants may withdraw after all Interconnection Agreements for all Reactive Cost Share Participants that are participating in an Upgrade are countersigned by the Utility but shall not receive a refund of their Reactive Cost Share Contribution.

OR

5. Reactive Cost Share Participants are not allowed to withdraw after all Interconnection Agreements for all Reactive Cost Share Participants that are participating in an Upgrade are countersigned by the Utility and shall be assessed a penalty by the Utility if they do.

The Department supports the ability for Reactive Cost Share Participants to withdraw their application for interconnection that is contingent upon a yet unrealized mobilization threshold. There is the potential for mobilization windows to stay open for months or years, and Reactive Cost Share Participants should not be forced to pay for upgrades that may never materialize.



This decision subsection does not cover the aforementioned scenario. Instead, the decision relates to withdrawal from the DSRUP after mobilization has occurred. Subsectio E.6 of the DSRUP states that “Interconnection Agreements for Reactive Cost Share Participants shall not be tendered for signature until after the Mobilization Threshold has been met and any applicable cluster studies have been completed.”[footnoteRef:15] Subsection E.9 and related subparts describe that once all interconnection agreements are signed and countersigned, the project shall update its status to “Cost Share Upgrade In Progress,” where design and construction begin.[footnoteRef:16] These requirements clearly outline that Reactive Cost Share Contributions will not be paid until the mobilization threshold has been met, which happens just before construction begins. Therefore, a withdrawal after the Mobilization Threshold has been met would constitute a violation of the Mobilization Threshold requirement, and adds additional risk that the Outstanding Costs will be rate based. Because Reactive Cost Share Participants are given ample time to withdraw before the Mobilization Threshold is reached, the Department concludes that it is inappropriate to allow a Reactive Cost Share Participant to receive any refund until the full cost of the upgrade has been recovered. [15:  Id. at 7.]  [16:  Ibid.] 




The Department recommends the Commission adopt H.4.



Section I. Payback Period



Section I. of the DSRUP covers how long Reactive Cost Share payments must be collected before the final outstanding costs are rate based. The Department recommends a ten-year payback period.



There are two subsections that require a Commission decision in this section. The first subsection states:

The Commission must choose one of the subpart of 1.

1. The Payback Period shall remain open once the Mobilization Threshold is reached and remains open for:

a. A minimum of five years from the Upgrade’s in-service date

i. If at least 75% of the costs of the Reactive Distribution Upgrade have not been recovered after five years, the Payback Period is automatically extended by an additional three years.

b. A minimum of ten years from the Upgrade’s in-service date.

c. Until 100% of Upgrade costs are recovered from Interconnection Customers.

d. No more than ten years from the Upgrade’s in-service date.[footnoteRef:17] [17:  Id. at 11-12.] 




The second subsection states:

The Commission must choose one of the subpart of 2.

2. The Payback Period shall end if:

a. The Hosting [Capacity] created by the Upgrade is fully utilized by Reactive Cost Share Participants and all over-payers have been fully refunded the amounts above their Reactive Cost Share Contribution.

b. The duration of the Payback Period defined in I.1 has elapsed.[footnoteRef:18] [18:  Id. at 12.] 




The first decision subsection pertains to the duration that Reactive Cost Share payments are collected. A longer Payback Period allowed for payments to be collected serves two purposes. First, a Payback Period allows for all Outstanding Costs to be recovered and thus avoids passing costs onto ratepayers. Second, a longer Payback Period prevents Reactive Cost Share Participants from attempting to game the system by waiting until the Payback Period has ended to receive the full benefit of the new capacity without payment. Conversely, a shorter Payback Period is less administratively burdensome for utilities to continue to track costs, and would give utilities additional opportunities to earn a return on the capitalized Outstanding Costs that are put into rates. While the Department is aware of the administrative burden of a longer payback period, the best balance between administrative burden and ratepayer protection is achieved with a payback period of at least ten years.



The Department recommends the Commission adopt I.1.b.



The second decision subsection pertains to when the Payback Period ends. Subpart 2.a would allow for the payback period to end after the upgrade is fully paid, and after all Reactive Cost Share Participants have been charged their final project cost. This subpart is a reasonable place to end a project that has been fully utilized. Subpart 2.b would allow for the Payback Period to end after the payback period selected in Subsection 1. This subpart would be utilized when a project has not recovered all of the Outstanding Costs, which means that the Outstanding Costs will be put into rates. Both of these subparts are complementary, because Subpart 2.a allows a project to end early if it is paid early, and Subpart 2.b allows a project to end in coordination with Subsection 1. Furthermore, neither subpart is fully comprehensive without the other, and thus both subparts are necessary.



The Department recommends the Commission adopt I.2.a and I.2.b.



Section J. Annual Ratepayer Cost Cap



Section J. of the DSRUP covers the maximum amount of ratepayer money that can be used to fund the DSRUP. The Department recommends that the threshold be set in tariff filings. This section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(8), which states the standards adopted by the Commission must:

establish an annual limit or a formula for determining an annual limit for the total cost of upgrades that are not allocated to owners of participating generation facilities and may be recovered from ratepayers under section 216B.16, subdivision 7b, clause (6).

Subsections J.1 and J.2 address the statutory requirement.



There is one subsection that requires a Commission decision in this section. The subsection states:

The Commission must choose either 1 or 2. If it chooses two, it must select either 2.a or 2.b.

1. The Commission shall decide the Annual Ratepayer Cost Cap for Utility in a tariff filing upon approval of that Utility’s DSRUP.

OR

2. The Annual Ratepayer Cost Cap shall not exceed _____ % of the annual average of the

Utility’s forecasted 5-year distribution capital budget from its most recent Integrated Distribution Plan.

a. 2 Percent

OR

b. 11 Percent; or a percent that will equal $95 million for Xcel.[footnoteRef:19] [19:  Ibid.] 


The Department opposes flat budget percentages for several reasons. A flat percentage of costs between utilities, while well intentioned, will yield vastly different available budget amounts between utilities. For example, 2 percent of the Dakota Electric Association (DEA),[footnoteRef:20] Otter Tail Power’(OTP),[footnoteRef:21] Minnesota Power (MP),[footnoteRef:22] and Xcel Energy (Xcel)[footnoteRef:23] distribution budgets would yield an Annual Ratepayer Cost Cap of $347,520, $467,726, $1,578,400, and $15,600,000, respectively. The available budgets for DEA and OTP may be so small that a reactive cost share budget could be almost meaningless, particularly if the Mobilization Threshold is set to a low percentage. Furthermore, when utilities like OTP incur large expenses, such as OTP did in 2023 and 2024 with a $62 million grid modernization project, its budget could be temporarily inflated and allow for more funding over the 5-year average than is typical for the utility. If the 2023-2027 budget forecast was used instead of the 2025-2027 budget cited previously, then OTP’s budget would increase to $695,318, which is 49 percent higher than the 2025-2027 estimate. It is more important to set the Annual Ratepayer Cost Cap based on the actual grid need than to base the amount on a proportion of total costs. While DEA and OTP and similar budgets, the need for upgrades in DEA’s territory is potentially much higher, because DEA is currently experiencing much higher levels of DER adoption than OTP. Instead, the Department supports considering the cost cap for each utility in a tariff filing where rate impacts of the proposed costs can be better evaluated.  [20:  2023-2027 estimated budget of $17,376,000. In the Matter of Distribution System Planning for Dakota Electric Association, Dakota Electric Association, Integrated Distribution Plan, November 1, 2023, Docket No. E-111/CI-23-420, (eDockets) 202311-200124-01, at 127.]  [21:  2025-2027 estimated budget of $23,386,316 that excludes a large grid modernization project in 2023-2024. In the Matter of the Distribution System Planning for Otter Tail Power Company, Otter Tail Power Company, Integrated Distribution Plan, November 1, 2023, Docket No. E017/M-23-380, (eDockets) 202311-200138-02, at 38.]  [22:  2023-2027 estimated budget of $78,920,000. In the Matter of Minnesota Power’s Integrated Distribution Plan, Minnesota Power, Integrated Distribution Plan, November 1, 2023, Docket No. E015/M-23-258, (eDockets) 202310-199614-01, at 37.]  [23:  2023-2027 actual and estimated budget of $780,000,000. In the Matter of Xcel Energy’s 2025 Integrated Distribution Plan, Xcel Energy, Integrated Distribution Plan Preview Slides, August 19, 2025, Docket No. E002/M-25-142, (eDockets) 20259-223185-01, at 32.] 




The Department recommends the Commission adopt J.1.



Section K. Cost Recovery



Section K. of the DSRUP covers the cost recovery. The Department recommends that utilities collect carrying costs for the full project duration at the long-term cost of debt. This section addresses Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(8), which states the DSRUP should:

establish an annual limit or a formula for determining an annual limit for the total cost of upgrades that are not allocated to owners of participating generation facilities and may be recovered from ratepayers under section 216B.16, subdivision 7b, clause (6).

Subsection K.5 addresses the statutory requirement referenced by the law, which pertains to Minn. Stat. 216B.16, Subd. 7b, paragraph (b), clause 6.



There are three subsections that require a Commission decision in this section. The first subsection states:

If the Commission chooses 1, it must also choose 2 or 3. If the Commission chooses 3, it must choose 3a or 3b. 3c is optional.

1. Outstanding costs will not be eligible for rate recovery for the first five years of the Payback Period. After five years, the remainder of the outstanding costs shall be eligible for cost recovery.

AND

2. The Utility will not accrue carrying costs during the first five years of the Payback Period.

OR

3. The utility will accrue carrying costs during the first five years of the Payback Period. The percentage rate for calculating carrying costs shall be the ______.

a. utility’s authorized Weighted Average Cost of Capital from the most recently approved rate case

OR

b. utility’s long-term cost of debt

c. Carrying costs shall not be capitalized. Carrying costs may be recovered through the Utility’s Transmission Cost Recovery rider petition.[footnoteRef:24] [24:  Notice Attachment A at 13-14.] 


The second subsection states:

The Commission must choose at least one of the options under 5.

5. A Utility may petition to recover outstanding costs through any or all of the following (but without any double recovery):

a. Through a general rate case.

b. Through its Transmission Cost Recovery Rider pursuant to Minn. Stat. 216B.16, Subd. 7b, paragraph (b), clause 6.

c. Through deferred accounting.

d. Through invoices for DER projects.[footnoteRef:25] [25:  Id., at 14.] 


The subsection states:

The Commission must choose 6a or 6b

6. All Reactive Cost Share Contributions collected from Reactive Cost Share Participants shall be collected during the Payback Period and shall be:

a) Returned to ratepayers as an offset to the revenue requirements of Reactive Cost Share Distribution Upgrade.

OR

b) Used to offset the rate base amount of the Upgrade until the upgraded assets are fully paid down, or the Payback Window closes.[footnoteRef:26] [26:  Ibid.] 


The first subsection relates to how utilities can recover costs. If the DSRUP is successful, then utilities will never be required to recover program costs from ratepayers. In this scenario, utilities must still pay for the full cost of construction, which includes the Reactive Cost Share payments and the Outstanding costs. During the Payback Period, utilities will collect additional Reactive Cost Share payments until the project is fully paid for or reaches the end of the Payback Period. Per the Department’s recommendation in Section I. Payback Period, up until costs are discharged, utilities may need to back the Outstanding Costs for a period of the construction timeline plus ten years. It is not reasonable to expect utilities to pay for these costs and not have any compensation for these expenditures. The Department is not aware of any situation in which utilities are asked to hold funding without any compensation. For this reason, the Department supports subsection K.3.



The rate of return under subsection K.3 must also be decided. By nature of the timing of three separate payments in the MN DIP, utilities are guaranteed to earn a return on the project because the utility must pay for project construction before the full Reactive Cost Share payment is received, even if the project has reached 100 percent mobilization. This payment is representative of the allowance for funds used during construction (AFUDC). AFUDC costs should be included in the project cost estimate, which passes on the construction carrying costs to Reactive Cost Share Participants. 



After construction is complete, the DSRUP does not allocate carrying costs to Reactive Cost Share Participants, which is not covered in Section D., and would require additional language to add carrying costs to the Final Reactive Cost Share Contributions that references the variable carrying time. In practice, Reactive Cost Share Participants that interconnect after construction would have to pay more than their Pro Rata cost share amount to avoid ratepayers covering carrying costs. Instead, the Final Reactive Cost Share payment is based on only the final construction cost. Unless 100 percent of the DSRUP projects reach 100 percent mobilization by the end of construction, ratepayers will have to pay for the DSRUP through carrying charges.



The Department favors the lower carrying cost estimate for several reasons. If utilities earn the weighted average cost of capital (WACC) for carrying costs, then carrying costs equal rate-based costs. The difference in the final ratepayer cost is how quickly the asset is paid off and by whom. If none of the outstanding costs are paid for by Reactive Cost Share Participants, then total ratepayer costs would be higher because rate-based costs depreciate and thus lower the rate base, while carrying costs are fixed. Conversely, if a project is fully paid off before the Payback Period, then total ratepayer costs would be substantially lower because the accrual time for the WACC charged for carrying costs instead of rates is shorter, and the component of depreciation is offset by the Reactive Cost Share payments. If the DSRUP works as intended, then carrying costs are preferrable to rates in every circumstance. However, ratepayer costs will increase substantially if Outstanding Costs are not paid for quickly. For example, a 4 percent return on a $25 million Annual Ratepayer Cost Cap is $1 million / yr. Because the DSRUP is a rolling program, it can be reasonably expected that some fraction of the Annual Ratepayer Cost Cap will be paid for by ratepayers every year. While it is possible for ratepayers to benefit from the DSRUP, it should not be assumed that the full value of the DSRUP will be passed onto ratepayers. Therefore, the cost impact to ratepayers should be kept to a minimum. In addition, if carrying costs are charged using the long-term cost of debt instead of the WACC, then even if none of the Outstanding Costs are paid during the Payback Period, ratepayers will be impacted significantly less for the failure of the DSRUP to pay for the full capacity created.



In addition to these considerations, the Department favors subsection K.1 to limit the impact of the DSRUP to customer rates. Subsection K.1 ensures that Outstanding Costs do not impact rates for the first five years after construction. If all costs are paid before this five-year period, then ratepayers will only bear, the carrying cost charge, and not the carrying cost plus outstanding costs charged to their rates.



The Department recommends the Commission adopt K.1. and K.3.b.



The subsection relates to the method of cost recovery. The Department prefers that utilities recover costs in a general rate case, because these costs are subject to a more detailed review for reasonableness. However, the Department recognizes the statutory requirement to allow for cost recovery through the Transmission Cost Recovery rider, and also supports this option. There is no reason to allow for cost recovery by any other means, because the two methods of cost recovery are sufficient.



The Department recommends the Commission adopt K.5.a. and K.5.b.



The third subsection relates to how Reactive Cost Share Payments impact rates. It is preferrable for Reactive Cost Share payments to be treated the same as a contribution in aid of construction (CIAC), which offsets the rate base, rather than revenue requirements. The offsetting of the rate base should occur when the costs payments are made and reduces the rate base earlier in the process resulting in overall lower rates. While an offset to the revenue requirement results in a longer carrying charge period and results in unnecessary higher costs for ratepayers. Also, when actual costs impact rates sooner, it represents less exposure of ratepayers to carrying costs and Outstanding Costs.



The Department recommends the Commission adopt K.6.b.



Section L. Cost Allocation



Section L. of the DSRUP covers cost allocation. The Department recommends cost allocation to the large commercial and industrial class whenever possible, as well as protections for under-resourced customers.



There is one subsection that requires a Commission decision in this section. The subsection states:

1 and 2 are alternatives. 3 can be adopted with either combination.

1. Costs recovered from ratepayers shall be treated consistent with the most recently approved rate case allocators and established revenue requirement procedures. Parties to a Utility’s rate case or other cost recovery proceeding may request that the Commission establish a different cost allocation and procedures for DSRUP Upgrades.

OR

2. For Reactive Cost Share Distribution Upgrades primarily serving large commercial and/or industrial customers, Upgrades shall be tracked separately from other rate-base assets and costs not paid for by Cost Share Contributions shall be allocated to the large commercial and industrial classes contributing to the need for or benefiting from the Upgrade. For all Upgrades that do not primarily serve large commercial and/or industrial customers, costs will be allocated according to the most recently approved rate case allocators and revenue requirement procedures. Parties to a Utility’s rate case may request that the Commission establish a different cost allocation and procedures for DSRUP Upgrades.

3. To the extent that DSRUP Upgrade costs are allocated to ratepayers, the Utility shall identify and mitigate adverse bill impacts on under-resourced customers and/or small businesses.[footnoteRef:27] [27:  Id., at 14-15.] 


The Department prefers a cost allocation methodology that is cost causative, whenever practicable. If one customer class is the primary beneficiary of an upgrade, but costs are passed onto all customer classes equally, then the primary beneficiary will receive a subsidy from the other customer classes. The Department understands that it may be difficult, or impractical to delineate which customer classes benefit from each project. However, there are circumstances in which the large commercial and industrial customer classes could receive a disproportional benefit compared to other classes. The Department recommends that when it is possible to identify that a majority of load belongs to the large commercial and industrial class, that DSRUP fees be allocated to that class to the extent possible, to ensure a better matching of costs and benefits.



Similarly, the Department does not want DSRUP fees to be passed onto the most vulnerable ratepayers, who stand the least chance to benefit from the DSRUP. Therefore, the Department favors protection mechanisms for under-resourced customers and/or small businesses.



The Department recommends the Commission adopt L.2 and L.3.



Section M. Publication of DSRUP Information and Data



Section M. of the DSRUP covers how data is communicated about the DSRUP to the public in order to participate in the DSRUP. There are no subsections that require a Commission decision in this section. The Department has no comments about this section.



Section N. Reporting and Process Evaluation



Section N. of the DSRUP covers reporting and process evaluation. There are no subsections that require a Commission decision in this section. The Department has no comments about this section.



Section O. Dispute Resolution



Section O. of the DSRUP covers dispute resolution. There are no subsections that require a Commission decision in this section. The Department has no comments about this section.



Section P. Tariff Implementation  



Section P. of the DSRUP covers reporting and process evaluation. There are no subsections that require a Commission decision in this section. The Department has no comments about this section.

Do the draft standards address and accomplish the goals and requirements described in the Minnesota Session Laws - 2024, Regular Session, CHAPTER 126—S.F.No. 4292, Article 6, Section 53?

The Department’s comments in the previous section cover the statutory compliance of Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(3-8). The previous section does not address Laws of Minn. 2024, ch. 126, art. 4, sec. 53(a)(1) and (2), which states the DSRUP process should be designed to:

(1) accelerate the expansion of hosting capacity at multiple points on a utility's distribution system by ensuring that the cost of upgrades is shared fairly among owners of distributed generation projects seeking interconnection on a pro rata basis according to the amount of the expanded capacity utilized by each interconnected distributed generation facility; 

(2) reduce the capital burden on owners of trigger projects seeking interconnection; 

These first two sections relate to the general purpose of the DSRUP. Compared to the status quo, any implementation of the DSRUP accomplishes the first two goals of Laws of Minn. 2024, ch. 126, art. 4, sec. 53. The DSRUP allows for hosting capacity upgrade costs to be distributed amongst more than a single cost causer, which will have the effect of reducing the capital burden of trigger projects. The lower capital requirement will make uneconomic projects economical, which will accelerate the expansion of hosting capacity. 



With these additional comments, the DSRUP accomplishes the goals and requirements as described in Laws of Minn. 2024, ch. 126, art. 4, sec. 53.

Are there other issues or concerns related to this matter?

The Department has no additional comments.

[bookmark: _Toc174055968]DEPARTMENT RECOMMENDATIONS 

Based on analysis of the DSRUP and the information in the record, the Department has prepared recommendations, which are provided below. The recommendations correspond to the subheadings of Section III above.

[bookmark: _Toc174055969]What draft generic standards, outlined in Attachment A and Attachment B should the Commission adopt for the DSRUP? Please provide a rationale for why you support, oppose, or take no position on contested sections of the Standards. 

[bookmark: _Hlk213415679]A.1. The Department recommends the Commission adopt C.2.a, F.1.b, H.4, I.1.b, I.2.a, I.2.b, J.1, K.1., K.3.b, K.5.a., K.5.b, K.6.b, L.2 and L.3.
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