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Definitions  

Daytime Minimum Load- The smallest amount of load the feeder/transformer carries during daytime hours 
10:00-16:00.1 
 
Daytime Minimum Load Problem- The daytime minimum load problem occurs when high levels of DER 
generation during midday hours exceed local electricity demand, effectively overwhelming the distribution 
feeder with excess power that creates grid instability and fills available hosting capacity. 
 
Distributed Energy Resources Management System (DERMS)- DERMS is a control system that will provide 
improved awareness of DER impacts to power-flow on the grid. DERMS allows for the integration of DER and 
demand response with full visibility and control, and at the same time enables the Company to maximize 
localized and system-wide benefits and value for customers. 2 
 
Front -of-the-meter (FTM)- A large-scale energy storage system connected to the electricity grid on the utility 
side of the meter, before it reaches individual customer properties. 
 
Virtual Power Plant (VPP)- A virtual power plant (VPP) is a collection of small-scale energy resources that, 
aggregated together and coordinated with grid operations, can provide the same kind of reliability and 
economic value to the grid as traditional power plants.3 

 

1 2024 Hosting Capacity Program Guidebook,  Xcel Energy 2024 (Link) 
2 Integrated Distribution Plan (2020-2029), Xcel Energy 2019 (Link) 
3 Clean Energy 101: Virtual Power Plants, Rocky Mountain Institute (RMI) 2023 (Link) 

https://www.xcelenergy.com/staticfiles/xe-responsive/Working%20With%20Us/How%20to%20Interconnect/2024%20Hosting%20Capacity%20Program%20Guidebook.pdf
https://www.xcelenergy.com/staticfiles/xe-responsive/Company/Rates%20&%20Regulations/IntegratedDistributionPlan.pdf
https://rmi.org/clean-energy-101-virtual-power-plants/
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Before the Minnesota Public Utilities Commission 
   

PUBLIC Comments of the Minnesota Department of Commerce 
 

Docket No. E002/M-25-378 

I. INTRODUCTION  

On April 21, 2025, the Minnesota Public Utilities Commission (Commission) issued its Order4 in Xcel 
Energy’s (Xcel or the Company, hereinafter) 2024 Integrated Resource Plan (IRP), Docket No. E002/RP-
24-67.5 Order Point 236 in the 2024 IRP Order required Xcel to file a Distributed Capacity Procurement 
(DCP) proposal by October 3, 2025.  
 
In compliance with the 2024 IRP Order, Xcel filed the Company’s Petition for Approval of 
Capacity*Connect, a Distributed Capacity Procurement (DCP) program7 on October 3, 2025. In the 
Petition, the Company seeks approval to deploy approximately 50 MW and up to 200 MW of Company 
owned, front-of-the-meter (FTM), and distribution-interconnected Battery Energy Storage System 
(BESS) by the end of 2028. The program's proposed budget ranges from approximately $152 million for 
a 50 MW deployment to an estimated $430 million for the full 200 MW deployment. 
 
The Capacity*Connect program intends to install BESS units, ranging from 1-3 MW each, at various 
commercial, industrial, or community host sites, where they will function as a coordinated capacity 
resource within Xcel’s portfolio by developing a proprietary Distributed Energy Resources Management 
System (DERMS). To execute this, Xcel proposes to partner with Sparkfund, a Distributed Energy 
Resource (DER) deployment services firm. Sparkfund’s role would involve identifying strategic locations 
via integrated planning, procuring and installing the battery units, and operating them as a coordinated 
network. 
 
The Department recommends approval with modifications. The Petition presents a novel approach to 
grid modernization; however, the request for $430 million relies on untested assumptions regarding 
benefits and scalability. To protect ratepayers from the financial risk of a full-scale rollout while 
allowing the Company to validate operational theories, the Department recommends limiting approval 
to an initial "Learning Phase". The Department does not make a specific capacity recommendation at 
this time and will address the appropriate cap in its reply or supplemental comments. Furthermore, the 
Department recommends the Commission direct the Company to test three deployment archetypes—
Economic Arbitrage, Reliability and T&D Deferral, and DER Congestion and Hosting Capacity—to 

 

4 In the Matter of Xcel Energy’s 2024-2040 Upper Midwest Integrated Resource Plan, Order Approving Settlement 
Agreement with Modifications, April 21, 2025, Docket No. E002/M-24-67, (eDockets) 20254-217941-01, (hereinafter “2024 
IRP Order”). 
5 In the Matter of Xcel Energy’s 2024-2040 Upper Midwest Integrated Resource Plan, Xcel Energy, Petition, February 1, 
2024, Docket No. E002/RP-24-67, (eDockets) 20242-203027-01, (hereinafter “2024 IRP Petition”). 
6 2024 IRP Order, Order Point 23. 
7 In the Matter of Northern States Power Company, dba Xcel Energy, Petition for Approval of Capacity*Connect, a 
Distributed Capacity Procurement (DCP) program, Xcel Energy, Petition, October 3, 2025, Docket No. E002/M-25-378, 
(eDockets) 202510-223594-01, (hereinafter “Petition” or “Capacity*Connect” or “C*C” or “DCP program”). 

https://efiling.web.commerce.state.mn.us/documents/%7B30F45996-0000-CF1F-80E3-5E41B2F16918%7D/download?contentSequence=0&rowIndex=43
https://efiling.web.commerce.state.mn.us/documents/%7BA0BD668D-0000-C311-BA08-1136E5F66A42%7D/download?contentSequence=0&rowIndex=724
https://efiling.web.commerce.state.mn.us/documents/%7B3012AC99-0000-CA1D-8FD5-D4058854BAFF%7D/download?contentSequence=0&rowIndex=6
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generate empirical data on the true value of the project. The Department’s analysis and 
recommendations are guided by the public interest, focusing on:  

• Implementation and Cost Management: Ensuring strong implementation oversight, prudent 
cost management, and robust ratepayer protections. 

• Benefit Verification: Establishing robust measurement and verification protocols to validate all 
claimed system benefits. 

• Grid Access: Promoting fair, transparent, and non-discriminatory access to the distribution grid 
for all parties. 

• Equitable Benefits: Guaranteeing the meaningful and measurable delivery of program benefits 
to all communities, particularly environmental justice (EJ) and low-income communities. 

II. PROCEDURAL BACKGROUND  

October 3, 2025 Xcel Energy filed a Petition for approval of Capacity*Connect, a 
Distributed Capacity Procurement (DCP) program. 

October 16, 2025 The Commission posted a Notice of Comment Period8 for the Petition.  
 

The Commission's Notice invited parties to address several key topics to guide the record. The 
Commission requested comments on the following topics: 

• Should the Commission approve, modify, or deny Xcel’s proposal for Capacity*Connect Phase 
2? In your response, please address the following topics: 

o Program design, implementation, and operations 
o Delivery of system benefits 
o Reporting 
o Budget 
o Procurement process 
o Applicability of MN DIP 
o Impact on other programs, such as distribution upgrade cost-sharing 

• Does Xcel’s filing fulfill Order Point No. 23 of the Commission’s April 21, 2025 Order in Xcel’s 
2024 Integrated Resource Plan (Docket No. E002/RP-24-67)? 

• Should the Commission approve, modify, or deny Xcel’s proposed implementation of a Grid 
DERMS use case to support Capacity*Connect? In your response, please address at least the 
following topics: 

o Budget 
o Proposed use cases 

• Does Xcel’s DERMS Roadmap in Attachment D of the proposal fulfill Order Point 23 of the 
Commission’s September 16, 2024 Order in Xcel’s 2023 Integrated Resource Plan (Docket No. 
E002/M-23-452)? 

 

8 In the Matter of Northern States Power Company, dba Xcel Energy, Petition for Approval of Capacity*Connect, a 
Distributed Capacity Procurement (DCP) program, Notice of Comment Period, October 16, 2025, Docket No. E002/M-25-
378, (eDockets) 202510-224037-01, (hereinafter “Notice”). 

https://efiling.web.commerce.state.mn.us/documents/%7B4086EE99-0000-CF19-A8D6-E80CADE02711%7D/download?contentSequence=0&rowIndex=18
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• Should the Commission approve, modify, or deny Xcel’s request to seek cost recovery of 
Capacity*Connect and Grid DERMS costs through its Renewable Energy Standard (RES) Rider? 

• Are there other issues or concerns related to this matter? 
 
The following comments from the Department address the issues raised in the Notice. 

III. DEPARTMENT ANALYSIS  

The Department analyzes Xcel’s Petition by evaluating its consistency with relevant statutes, 
Commission Orders, and the broader public interest. The Department’s analysis is grounded in 
achieving a balance among constituent goals, including system reliability and resilience, affordability 
and cost-effectiveness, distribution system modernization, state clean energy and decarbonization 
mandates, market development and innovation, and equity. The Department’s comments specifically 
analyze the proposal’s compliance with the 2024 IRP Order, which established the requirement for this 
DCP filing. 

A. XCEL ENERGY’S DISTRIBUTED CAPACITY PROCUREMENT (DCP), CAPACITY*CONNECT 
PROPOSAL 

In the Petition, the Company seeks approval to deploy approximately 50 MW and up to 200 MW of 
Company-owned, FTM, and distribution-interconnected BESS across Minnesota by the end of 2028. 
The proposed capital budget for the proposed phase (Phase 2) ranges from approximately $152 million 
for a 50 MW build-out to an estimated $430 million for the full 200 MW deployment. Phase 1 of the 
C*C roadmap was approved through Xcel’s Energy Conservation and Optimization (ECO) plan and is 
underway.9 In Phase 1, Xcel will install 3-5 MW of FTM batteries at commercial customer sites to 
“evaluat[e] the feasibility and learning more about scalability and economic viability of utility-owned, 
customer-sited BESS.”10 
 
To execute this vision, the Company proposes a phased deployment strategy that begins at roughly 50 
MW and scales upward only as capabilities, siting processes, and operational tools mature. Xcel intends 
to partner with Sparkfund, a specialized DER deployment services company, to serve as the integrator 
responsible for program design refinement, host site- recruitment, and turnkey delivery of the BESS 
portfolio, including engineering, procurement, and construction. Under this partnership, Sparkfund will 
manage much of the project level development and delivery risk while Xcel retains ownership of the 
assets and ultimate responsibility for system -operations.11 
 
The Capacity*Connect program intends to install the BESS units, ranging from 1-3 MW each, at various 
commercial, industrial, or community host sites, where each project functions as part of a coordinated, 

 

9 In the Matter of Xcel Energy’s 2024-2026 Energy Conservation and Optimization Triennial Plan, Program Modification 
Request, Minnesota Department of Commerce, Assistant Commissioner’s Decision Addenda in Response to Xcel Energy’s 
Proposed Modifications to its 2024-2026 Energy Conservation and Optimization Triennial Plan, Docket Nos. E,G002/CIP-23-
92 & E002/RP-24-67, (eDockets) 20259-222675-01  
10 Petition at 7. 
11 Petition at 15. 

https://efiling.web.commerce.state.mn.us/documents/%7B80FB1099-0000-CB3B-A49C-A35F52684AB9%7D/download?contentSequence=0&rowIndex=46
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utility-controlled capacity resource. These assets are intended to charge during periods of low prices or 
surplus energy and discharge during peak or high-value hours, enabling participation in wholesale 
markets and supporting local grid needs. To operate this geographically dispersed fleet as a cohesive 
Virtual Power Plant (VPP), the Petition requests approval for a limited Grid DERMS deployment with an 
implementation budget of roughly $2.9 million, including specific use cases such as Flexible 
Interconnection and Flexible Energization to manage real-time grid constraints and optimize dispatch. 
 
The Company proposes to recover both the BESS capital costs and the Grid DERMS investment through 
the RES Rider rather than base rates, which facilitates accelerated cost recovery while ensuring a 
return on investment. In return for this ratepayer funding, Xcel asserts that Capacity*Connect will 
create stacked system benefits by combining bulk system capacity and energy market value, potential 
deferral or reduction of traditional transmission and distribution upgrades, and direct payments to 
host customers. The Company states that it will maintain ultimate control over the dispatch of the 
BESS fleet to ensure system reliability and resource adequacy, positioning distribution-level storage as 
a flexible tool that can respond quickly to changing conditions and complement larger, centralized 
resources in its 2024 IRP Petition.12 

B. SHOULD THE COMMISSION APPROVE, MODIFY, OR DENY XCEL’S PROPOSAL FOR 
CAPACITY*CONNECT PHASE 2? 

B.1. Program design, implementation, and operations 
 
The Department supports the Company’s proposal as an innovative and necessary step forward, 
consistent with the Commission’s directive in the 2024 IRP Order. The concept of utilizing distributed 
batteries as a FTM VPP to provide grid services is a critical strategy for meeting Minnesota’s clean 
energy goals. However, as currently proposed the Department has several concerns regarding the cost 
effectiveness of this resource. These concerns are discussed throughout these comments. The 
Department finds that the Company’s current request for a budget of up to $430 million to deploy 200 
MW cannot be supported without substantial commitment to both distribution system and bulk 
system benefits.  
 
The Department’s overarching recommendation is for the Commission to approve a modified version 
of the Capacity*Connect proposal. This approval should be limited to an initial "Learning Phase" and be 
contingent on the adoption of the specific modifications detailed in the following sections. These 
modifications are essential to strengthen the program, de-risk the investment, and protect ratepayer 
interests. This approach limits initial ratepayer exposure while maximizing the empirical data gathered 
from distinct applications. The modified Phase 2 aligns with the learning nature of the program and 
ensures that any future expansion is fully justified by tangible, verified, and cost-effective benefits, in 
agreement with the Petition: 

A phased approach is necessary to gain operational experience, validate 
our assumptions, and ensure we have the people, processes, and tools in 

 

12 Petition at 42. 
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place to deploy and operate a high volume of assets quickly, safely, and 
affordably – while maximizing the benefits to all customers.13 

The Department does not make a specific capacity recommendation at this time and will address the 
appropriate cap in the reply or supplemental phase once the benefits of the resource are better 
supported. Critically, this initial deployment must be structured to test specific, distinct siting 
Archetypes to determine which applications provide the greatest value to ratepayers. 

B.1.1. C*C Phase 2 as a Learning Phase 
 

The Company states that the C*C program aims to identify barriers and test potential solutions prior to 
a full-scale rollout. The Petition explicitly notes that the Company does not currently know the specific 
MW volume of BESS that can be safely integrated. Accordingly, the Petition identifies the resolution of 
operational uncertainties and the acquisition of siting logistics data as central components of the 
proposed phase.14 
 

The Company characterizes the proposal as a pilot phase and admits uncertainty regarding integration 
limits. The Petition explicitly acknowledges an inability to guarantee the deployment volume 
associated with the requested capital: 

[…] simply put, we do not yet know how many megawatts of BESS can 
install, and safely and cost-effectively integrate into our operations in this 
next phase of C*C without continuing to answer several key questions.15 

Further, the Petition characterizes the program as a developmental step intended to provide testing 
and validation of costs and scalability: 

The Phase 2 C*C program will provide important testing and validation of 
costs, benefits, operational coordination, and scalability, to develop the 
industry-leading full-scale program that we believe is achievable, we must 
proceed thoughtfully within and beyond Phase 2.16 

Xcel tempers expectations regarding the benefits mentioned in the Petition—the Company 
acknowledges that while Phase 2 of C*C will primarily seek to maximize bulk system benefits, the full 
value proposition is prospective rather than guaranteed: 

The benefits won't all be realized immediately, but we believe this 
proposal provides critical movement toward an energy future that 
optimizes the usage of all of our assets.17 

 

13 Petition at 6. 
14 Petition at 11. 
15 Petition at 3. 
16 Petition at 6. 
17 Petition at 9. 
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Additionally, the Petition frames Phase 2 not as a deployment of proven solutions, but as an 
exploratory exercise to identify hurdles: 

Phase 2 seeks to test the possibility of realizing these benefit streams 
concurrently as well as identify barriers and potential solutions to doing 
so. The learnings from this phase will be crucial to informing any future 
C*C phases.18 

The Company’s characterization of the program as a pilot intended to validate assumptions supports 
the Department’s recommendation of implementing a modified Phase 2 focused on different value-
proposition Archetype implementation and siting strategy testing. A limited Phase 2 protects 
ratepayers by ensuring the Company resolves operational uncertainties and validates value-stacking 
strategies prior to further capital commitment.  

B.1.2. Limited system benefits 
 

The Department finds that the quantified-benefit methodology rests on optimistic assumptions 
regarding asset performance, market participation, and deferral realization. The primary objective of 
Capacity*Connect is to deliver system-wide benefits by deferring or avoiding more expensive 
traditional infrastructure:  

The goal is to deliver system capacity benefits without the need for 
potentially time-consuming and costly interconnection, upgrades, and 
investment in the bulk system while bringing more locally stacked benefits 
through optimization of the distribution system.19 

Xcel asserts that distributed batteries, optimally sited, can provide capacity value and energy arbitrage 
that benefit all customers. These FTM batteries will charge during off-peak times and discharge during 
peak demand, providing capacity and energy when it is needed most. By discharging during peak 
hours, the BESS fleet could reduce Xcel’s net peak demand and potentially defer the need for new 
peaking generation or transmission upgrades. 
 

However, Capacity*Connect program’s stated benefits from its capacity/resource adequacy revenue 
strategy may be overestimated, as illustrated in Figure 1. The overestimation maybe due to a 
fundamental duration mismatch between the asset and the market's price structure. The BESS is a 4-
hour duration system, meaning it must discharge for four hours to dispatch its full energy value. Figure 
1 illustrates a market characterized by short-duration price spikes, where maximum values are 
sustained for only one to two hours. Consequently, to achieve a full discharge cycle, the BESS must 
operate during the lower-priced 'shoulder' intervals immediately preceding and following the peak. 
This mismatch significantly lowers the average realized price for its 4 MWh of energy, which suggests 
that analyses assuming the full discharge can be sold at the peak price will overstate the project's 
actual profitability. 

 

18 Petition at 11. 
19 Petition at 2. 
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Figure 1. Normalized Hourly Locational Marginal Prices (LMP), 2023-2034.20  

The Department further questions whether the Company’s chosen market participation strategy 
artificially suppresses the program's value by excluding ancillary services. In the Petition, the Company 
indicates that the CBA does not model revenue from ancillary services (such as frequency regulation) 
because it intends to register the BESS fleet as Demand Response Resources (DRR) Type 1. While the 
Company argues this pathway avoids the "onerous metering and telemetry requirements" associated 
with the Electric Storage Resource (ESR) model, it also explicitly prohibits these assets from providing 
regulation services—a function for which fast-responding batteries are uniquely suited and 
economically valuable. By prioritizing administrative simplicity over full market functionality, the 
Company may be leaving significant ratepayer value on the table. The Commission should examine 
whether the avoided costs of the DRR Type 1 model truly outweigh the forgone revenue from ancillary 
services, and whether the Company should instead be required to pursue the ESR pathway to 
maximize the return on this ratepayer investment. The Department requests that Xcel, in order to 
develop the record more fully, provide in reply comments further discussion about the various 
advantages and disadvantages of registering the C*C BESS fleet as a DRR Type 1 or Type 2, ESR, 
another resource, or a combination. The Company’s discussion should include a discussion of how each 
of these resource types may or may not interact with future FERC Order 2222 integration in MISO. 

 

20 The data used to generate the normalized price curves in Figure 1 is retrieved from two sources. Historical and current 
data (2023-2025) are based on MISO LMP averages. The future price projections (2026, 2029, and 2034) are derived from 
data provided by Xcel Energy in Attachment D of the Petition. 
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B.1.3. Cost-Benefit Analysis (CBA) 
 

The Department identifies significant limitations regarding the cost-benefit analysis (CBA) in the 
Petition. The thin benefit-cost ratio (BCR) (0.96 for the full 200 MW deployment and [PROTECTED 
DATA HAS BEEN EXCISED] for the 50 MW scenario21) suggests minimal, if any, net ratepayer benefit 
under the Company's own assumptions. The narrow BCR suggests that even modest deviations from 
assumed performance or cost parameters could materially affect the program’s overall economic 
viability. The limited BCR underscores the importance of the Department's recommendation to limit 
the initial deployment and verify benefits. Table 1 compares the BCR across four potential deployment 
scenarios, that range from 50 MW to the Company’s full 200 MW request.  
 

Table 1. C*C Phase 2 Benefit-to-Cost Comparison ($ millions NPV)22 

 C*C Phase 2 Benefit-to-Cost Comparison ($ millions NPV) 
Deployment Capacity 50 MW 100 MW 150 MW 200 MW 

Benefits 
Production Cost Savings 

[PROTECTED DATA HAS BEEN EXCISED 

$39.28 
Capacity / Resource 

Adequacy $289.00 

Avoided Distribution 
Benefit $41.69 

Avoided Transmission 
Line Loss $7.07 

Avoided Transmission 
Benefit $62.53 

Total Benefits $439.56 
Costs 

Capital Expenses 

 

$288.58 
O&M Expenses $252.35 

ITC $(82.88) 
Total Costs $458.05 

Benefit/Cost Ratio 0.96 
 
The Department acknowledges the low BCR for the 50, 100, and 150 MW scenarios but finds it is not—
on its own—a sufficient reason to reject a limited learning phase. The low ratio is due to applying a CBA 
model designed to value a large-scale system capacity resource to what is fundamentally a small-scale 
learning-phase pilot. The model fails to quantify the primary benefit of a limited learning phase: the 
significant value of learning, data acquisition, and de-risking a much larger, future investment. The 
purpose of this limited deployment would be to empirically test the theoretical assumptions in the 

 

21 The Department conducted the CBA for a 50, 100, 150 MW deployment scenario. See Attachment B. 
22 Assuming the batteries are sited within utility-owned sites (by assuming rent payments to be 0), the BCR ratio slightly 
increases to 1.02 in the 200 MW deployment scenario and to [PROTECTED DATA HAS BEEN EXCISED]in the 50 MW 
deployment scenario. 
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Company's 200 MW CBA before committing ratepayers to the full, and potentially imprudent, $430 
million deployment. Therefore, the Department views the [PROTECTED DATA HAS BEEN EXCISED] 
ratio not as a failure of the pilot, but as a clear justification for why a prudent, limited cost "Learning 
Phase" is the only responsible path forward. 
 

Furthermore, the Department is particularly concerned about the sensitivity of the analysis to several 
key assumptions. The quantified benefits rely heavily on the full realization of avoided generation 
capacity, distribution upgrade deferrals, and federal ITC. These assumptions presume optimal siting, 
timely deployment, consistent operational performance, and successful accreditation of battery 
storage capacity under MISO resource adequacy frameworks. Each of these factors introduces 
uncertainty. For example, if the actual distribution deferral opportunities are fewer or less costly than 
estimated, or if ITC benefits are not fully realized, then the overall program benefits would be 
significantly reduced. Further, the cost assumptions appear optimistic given current supply chain 
constraints, labor costs, and permitting timelines associated with BESS. 
 
Given these factors, the Department recommends that the Commission approach the CBA results with 
caution. The narrow benefit margin underscores the importance of ongoing oversight, independent 
verification of realized benefits, and periodic updates to the CBA as deployment progresses. The 
Department recommends the Commission require Xcel to submit supplemental analyses, including 
sensitivity testing and site-specific cost-benefit updates, prior to full-scale implementation. Such 
measures would provide greater confidence that the Capacity*Connect program delivers genuine and 
measurable value to ratepayers, while aligning with broader reliability and decarbonization objectives. 
 

B.2. Additional Distribution-side Benefits 
 

The Petition proposes economic arbitrage as the major lever to gain bulk system benefits. In addition 
to economic arbitrage, the Department identifies a few more significant and valuable value streams 
that provide significant benefit and use-cases for the DCP project.  

B.2.1. Addressing the Daytime Minimum Load problem 
 

There is a ‘non-wires’ benefit of the DCP program: using the batteries to mitigate distribution 
constraints. In areas with high DER penetration, the grid can experience a Daytime Minimum Load 
(DML) problem,23 where excess daytime generation overwhelms the feeder and fills the available 
hosting capacity. The Company acknowledges that, absent specific operational constraints, “the 
addition of Capacity*Connect BESS may ultimately impact the hosting capacity on certain areas of the 
distribution system.”24 However, the Department argues that this impact can be positive rather than 
negative. By strategically siting a Capacity*Connect BESS on such a feeder and using the new DERMS 
platform to charge it during these periods, the battery effectively soaks up this excess solar generation: 

 

23 See Definitions. 
24 Xcel’s response to DOC IR 3, see Attachment A.1 
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the storage systems also relieve distribution system congestion or increase 
grid capacity, that may support future deployment of solar, including DSES 
projects.25 

While the Company states the program is “designed to provide value to the bulk system,”26 prioritizing 
DML mitigation resolves voltage issues and increases the feeder’s hosting capacity. This aspect of C*C 
would direct benefit other programs, as new third-party solar projects could then potentially 
interconnect on that feeder without triggering the expensive and time-consuming system impact 
studies previously required for grid upgrades. 

B.2.2. Complying with the Distributed Solar Energy Standards 
(DSES) Legislative Mandate 

 
The Company “envision[s] that solar could be deployed as part of the C*C program starting in Phase 3, 
and the Company would intend to maximize efficiency and customer value by ensuring any new solar 
deployed through C*C also counts toward DSES compliance.”27  
 
The Department identifies a unique opportunity to align the DCP program with the Company’s 
compliance requirement for the DSES.28 The Department notes the Company’s difficulty in meeting 
DSES targets via competitive solicitations—the Company’s 2024 RFP, which sought 200 MW of 
distributed solar to meet the DSES goals, received only 24 MW of actionable bids from two 
developers.29 Xcel acknowledges that the “projects fall significantly short of our 200 MW target in our 
initial RFP,” and explore “the inclusion of additional resource options – such as distributed storage – 
could provide important flexibility to optimize the use of distributed solar resources across our 
system.”30 The shortfall suggests that the current approach cannot deliver the necessary volume that 
Xcel requires to comply by the DSES statute.  
 
The Department recommends the Commission direct Xcel to evaluate a ‘Solar + Storage’ Archetype for 
Phase 3 of the program. Specifically, Xcel should analyze feeders where DML currently prevents new 
solar installations and determine if co-locating DCP batteries can unlock hosting capacity for to meet 
DSES goals.  
 
  

 

25 Petition at 47. 
26 Xcel’s response to DOC IR 3, see Attachment A.1 
27 Petition at 47. 
28 Minn. Stat. § 216B.1691, Subd. 2h. (hereinafter “DSES Statute”) 
29 In the Matter of the Implementation of the New Distributed Solar Energy Standard Pursuant to 2023 Amendments to 
Minnesota Statutes, Section 216B.1691, Xcel Energy, RFP Update—Shortlisted Bids, October 17, 2025, Docket No. 
E002,E015,E017/CI-23-403, (eDockets) 202510-224071-01 (hereinafter “Xcel’s DSES RFP (2025).”) 
30 Xcel’s DSES RFP (2025). 

https://www.revisor.mn.gov/statutes/cite/216B.1645#stat.216B.1645.2a
https://efiling.web.commerce.state.mn.us/documents/%7B40BDF399-0000-C21D-90DE-149C4CDA4C42%7D/download?contentSequence=0&rowIndex=1
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B.3. Modified Phase 2 Implementation Archetypes 
 
A more structured learning phase is required because the Company’s current siting strategy, focused 
broadly on "system capacity," lacks the specificity needed to rigorously test the multiple non-wires 
alternative (NWA) value streams these assets could provide. A successful phase must be designed to 
test specific, measurable value streams to inform all future distributed investments. The Company 
emphasizes the importance of siting, admitting that the hardware alone is insufficient without precise 
geographic placement: 

Realizing the full value of C*C depends not only on the underlying assets 
themselves, but also on the ability to strategically site and effectively 
integrate them into the Company’s grid planning and operations.31 

The Petition outlines a significant capital investment but currently lacks a structured approach to 
testing specific battery use cases. By not clearly distinguishing between competing operational goals—
such as mitigating local voltage constraints versus maximizing market revenue—the plan risks 
overlooking distinct value streams. The Department, therefore, recommends the Commission modify 
the program design to require the initial learning phase deployment be allocated across three specific 
siting archetypes (see Department Table 2, below), with distinct measurement and verification for 
each. These categories will allow for a targeted evaluation of how storage addresses specific 
distribution grid challenges. 
 
This modified approach allows the Company to gain critical operational experience while protecting 
ratepayers from the risk of a full-scale 200 MW deployment. Most importantly, it ensures that the data 
gathered from this Phase will be targeted and specific, enabling the Commission to make a fully 
informed decision about which benefit streams are most valuable and whether future expansion of the 
program is in the public interest. 
 
Additionally, the Company states that siting will “balance system needs and benefits with EJ 
considerations.”32 The Department is concerned that without specific siting Archetypes, system needs 
will overshadow equity considerations. The Company explicitly notes that “it would be premature to 
set specific targets prior to feeder selection.”33 This uncertainty underscores the need for the 
Department’s proposed Archetypes. By dedicating a specific portion of the pilot (e.g., within Archetype 
3) to feeders in underserved areas that require congestion relief, the Commission ensures that EJ 
benefits are structurally built into the program design rather than left to a balancing test during 
implementation. 
  

 

31 Petition at 42. 
32 Xcel’s Response to DOC IR 4, see Attachment A.2 
33 Id. 
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Table 2. Summary table of different Archetypes proposed by the Department 

Archetype Focus Modification 
Archetype 1 Economic Arbitrage The Department recommends directing the 

Company to site a portion of C*C BESS in locations 
selected to maximize energy market arbitrage 
value, based on nodal LMP. 

Archetype 2 Reliability and T&D Deferral The Department recommends directing the 
Company to site the remaining portion of C*C 
BESS to address specific, identified distribution 
reliability issues or to defer planned T&D 
investments. 

Archetype 3 DER Congestion and Hosting 
Capacity 

The Department recommends directing the 
Company to site a portion of C*C BESS in locations 
with documented high penetrations of DERs, that 
are experiencing grid congestion, such as Daytime 
Minimum Load (DML) issues. 

 
Archetype 1 (Economic Arbitrage): The Company’s CBA identifies energy arbitrage as a key benefit. 
This archetype would test that value stream by placing batteries where the spread between off-peak 
(charging) and on-peak (discharging) energy prices is greatest. This siting prioritization should provide a 
direct, monetizable revenue stream than can be used to offset (and hopefully exceed) program costs 
for the benefit of all ratepayers. 
 
Archetype 2 (Reliability and T&D Deferral): Archetype 2 aligns with the Company’s primary stated 
NWA goal. It would test the BESS’s value as a traditional NWA, where discharging the battery during 
local peak demand can alleviate stress on a specific substation or feeder, improving local reliability and 
deferring a specific, budgeted infrastructure upgrade. This archetype is particularly relevant to equity 
goals, as it offers a mechanism to improve service quality in historically under-invested areas that 
suffer from lower reliability, which ensures that grid modernization benefits reach the most vulnerable 
ratepayers. 
 
Archetype 3 (DER Congestion and Hosting Capacity): On circuits with high solar generation, excess 
daytime power can create power flow and voltage issues, filling the available ‘hosting capacity’ and 
blocking new third-party DER interconnections. By siting batteries in these specific locations and using 
the new DERMS platform to charge them during peak solar hours, the Company can soak up the excess 
generation. This siting prioritization would solve the DML problem and demonstrably increase the 
feeder’s hosting capacity, potentially deferring costly upgrades and enabling more third-party solar. 
This archetype would directly test the ‘Flexible Interconnection’ use case proposed for the DERMS. 
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B.4. Reporting 
 
The Department recommends the Commission direct Xcel to file a DCP Phase 2 Evaluation Plan within 
180 days of Order issuance. The plan must detail the specific methodology the Company will use to 
measure and verify the performance of the three siting archetypes listed below: 
 
To ensure continuous oversight, the Department recommends the Commission direct the Company to 
file quarterly program status reports. These reports must include, at a minimum: 

• Deployment & Budget: Current deployment status (MW and sites operational) and a detailed 
breakdown of budget expenditures (Capital and O&M). 

• Archetype Performance: Specific performance data and benefit calculations for each of the 
three siting archetypes, including Measurement and Verification (M&V) data validating claimed 
benefits (for example, realized energy arbitrage revenue, confirmed T&D deferrals, and 
reduction in reverse power flow). 

• Grid DERMS Efficacy: Operational performance data for the Grid DERMS platform, specifically 
demonstrating the successful execution. 

• Interconnection & Hosting Capacity: Documentation of the interconnection studies and 
distribution upgrades required for each site, along with a specific tracking of how each FTM 
battery installation impacts the available hosting capacity on its respective feeder. 

• Labor Standards Compliance: Auditable reporting on compliance with the labor standards 
outlined in the Petition, specifically quantifying prevailing wage and apprenticeship utilization 
rates. 

• Equity Progress: Tracking of the specific, quantifiable equity metrics (detailed in Section C.1. 
below), including the percentage of subcontracting dollars awarded to MWBE and status of 
host community consultations. 

 
The Department recommends the Commission direct Xcel to conduct a Comprehensive Third-Party 
Evaluation34 after 20 MW of capacity is operational or after 2 years of Commission approval, whichever 
comes first. The Department proposed third-party evaluation replaces the Company’s proposed 
Interim Program Assessment and must be filed for Commission and stakeholder review. This evaluation 
must include: 

• Benefit Verification: Independent verification of the costs and realized benefits of the initial 20 
MW deployment. 

• Future Market Models: A specific analysis of potential models for a future "Phase 3" that 
incorporates third-party owned resources and competitive solicitations. 

• DSES Pathway: An analysis of how future phases could be structured to incorporate solar 
generation to aid compliance with the DSES. 

• DERMS Interoperability: A technical detailed confirmation that the DERMS platform has been 
designed with an open architecture capable of integrating with third-party aggregators and 
managing third-party-owned FTM DERs. 
 

 

34 Hereinafter, “Department proposed third-party evaluation” 
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B.5. Budget 

 
The Department offers no recommendation regarding the budget at this time.  
 

B.6. Procurement process 
 
The Department has concerns with the selection of a single implementation partner through a non-
competitive, sole-source process. For a ratepayer-funded program with a proposed budget of up to 
$430 million, the failure to use a competitive procurement process to select the primary 
implementation partner introduces substantial and unnecessary financial risks. Xcel, through an 
Information Request, provided clarification on the details of the implementation partnership with 
Sparkfund. Sparkfund’s role is expected to include: aspects of program design; site evaluation, 
selection, and engagement; procurement and contracting; project delivery; and operations and 
maintenance.35  
 
The Department acknowledges the Company’s rationale that this approach leverages a partner with 
pioneering experience in the DCP model to accelerate this first-of-its-kind pilot program. However, the 
market for DER program implementation and management is robust and includes numerous qualified 
firms that provide services comparable to those offered by Sparkfund. By forgoing a competitive 
process, the Company has failed to demonstrate that its partnership with Sparkfund represents the 
most cost-effective option for ratepayers. The proposed structure, in its current form, necessitates a 
high degree of transparency and utility oversight to ensure these downstream procurements are 
managed fairly, achieve market-based pricing, and protect the financial interest of all ratepayers.  
 
The Department requests that Xcel provide in its reply comments information on mechanisms to 
ensure transparency and accountability, as well as market-rate justification for the costs associated 
with Sparkfund’s role, including but not limited to engineering, procurement, and construction 
services.  
 

B.7. Applicability of MN DIP 
 
The Minnesota Distributed Energy Resource Interconnection Process (MN DIP) is the standard 
procedure that third-party DER developers must follow to interconnect generation (up to 10 MW) to 
the distribution grid. A key question is whether Xcel’s utility-owned BESS installation under 
Capacity*Connect must adhere to MN DIP requirements. In the Petition, Xcel argues: 

[MN DIP] do[es] not necessarily contemplate the C*C concept: FTM, utility-
owned and -controlled, dispatchable DER, strategically deployed to serve 
as bulk system assets that are not functionally different from the 
Company’s distribution system. So, while we will perform necessary 

 

35 Xcel’s response to DOC IR 7. 
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studies to assess impact of the C*C BESS on the system, C*C assets akin to 
bulk system resources are not subject to MN DIP.36 

Footnote [8] notes in the Petition:  

As part of the Company’s distribution system, the assets differ from a BESS 
that is part of a DER subject to MN DIP, which applies to DER “… 
interconnecting to, and operating in parallel with, an Area [Electric Power 
System] distribution system…” (MN DIP 1.1.1) 37 

Xcel commits to perform equivalent system impact studies and adhere to safety/technical standards 
for each interconnection: 

In order to maintain a safe, reliable system, we will need to conduct system 
impact studies for each site, similar to studies conducted under MN DIP.38 

Xcel states it will avoid any deployments that trigger significant distribution upgrades. The Department 
does not see the necessity for Xcel to go through the administrative steps of MN DIP for each site, 
which would undercut the value proposition of the DCP—quick deployment. However, the Department 
wants to underscore that technical due diligence and grid protection principles embodied in MN DIP 
must be upheld.  
 
Xcel should coordinate DCP additions with its hosting capacity analysis, even if not in MN DIP, as the 
addition of 3 MW of injection on a feeder will consume hosting capacity. Depending on the specific 
deployment, the C*C BESS could consume hosting capacity available to other DERs or, as with 
Archetype 3, potentially increase it. Consequently, Xcel should not be permitted to ‘skip the line’ in a 
manner that creates an anticompetitive environment. Even if utility-owned assets are not technically 
subject to the full interconnection application process, they must functionally respect the queue to 
ensure that the presence of a utility BESS does not inadvertently block or complicate pending third-
party interconnections. 
 
The Department recommends the Commission direct Xcel to document, in its quarterly reports or IDP 
updates, the interconnection studies and any distribution upgrades required for each site. This will 
ensure no compromise to safety or reliability. Furthermore, to address potential inequities in capacity 
allocation, the Department supports alignment with the MN DIP where applicable.  
 

B.8. Impact on other programs, such as distribution upgrade cost-sharing 
 

The primary impact of the C*C program on other programs relates directly to distribution upgrade 
cost-sharing and hosting capacity. Xcel states its vision: 

 

36 Petition at 18. 
37 Petition at 18. 
38 Id. 
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The vision of this program is one that provides capacity and energy 
benefits for customers without the need for potentially time-consuming 
and costly interconnection, upgrades, and investment in the bulk system, 
while bringing more locally stacked benefits through optimization of the 
distribution system.39 

By design, the Capacity*Connect program, intends to function as an NWA to defer or avoid traditional 
T&D upgrades: 

By siting BESS as a part of the distribution system, C*C assets avoid 
transmission upgrade/interconnection costs associated with utility-scale 
generation resources.40 

However, this benefit must be balanced against the program's consumption of finite hosting capacity, 
as discussed in B.3. The Department recommends the Commission order Xcel to clarify in its annual 
Integrated Distribution Plan (IDP) filings how these NWA investments are being coordinated with 
traditional distribution planning and how hosting capacity impacts are being managed to ensure third-
party DER programs are not negatively affected. 

C. DOES XCEL’S FILING FULFILL ORDER POINT NO. 23 OF THE COMMISSION’S APRIL 21, 
2025 ORDER IN XCEL’S 2024 INTEGRATED RESOURCE PLAN (DOCKET NO. E002/RP-24-
67)? 

The Department has reviewed the Company’s filing and finds that Xcel has procedurally filed the 
requirements of Order Point No. 23 in the 2024 IRP Order by providing the required evaluations and 
discussions. The Department’s analysis of each sub-point, along with recommendations, is provided 
below. 
 
The Company submitted the Petition in compliance with the 2024 IRP Order, which states: 

Xcel must file a Distributed Capacity Procurement (DCP) proposal by 
October 3, 2025. The filing must include:  

a. An evaluation of how the Distributed Capacity Procurement 
program could be used to improve equity.  

b. A discussion of how the proposal impacts the Five-Year Action 
Plan approved in this order, how it impacts the IRP forecasted 
annual distributed generation solar additions, and whether the 
DCP could be used to advance compliance with the distributed 
solar energy standard.  

 

39 Petition at 2. 
40 Petition at 38. 
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c. An evaluation of a costs and benefits comparison between a 
utility-owned and managed DCP model and alternative models 
allowing participation from customer-owned and third-party-
owned resources.  

d. An evaluation of the labor standards utilized by Xcel and third-
party solar installers.  

C.1. Equity 
 

The 2024 IRP Order required ‘An evaluation of how the Distributed Capacity Procurement program 
could be used to improve equity.’ The Company provided an evaluation in Section X of its Petition, 
outlines strategies to advance equity. These include targeting some battery deployments in 
underserved communities, providing direct financial benefits (host payments) to a diverse range of 
sites including non-profits or public facilities in EJ communities, and prioritizing diverse hiring and 
contracting in program implementation. 
 
The Department finds the Company has procedurally met the requirement by providing the evaluation. 
The Department supports these commitments as a positive step. However, these commitments require 
refinement and transparent, quantifiable tracking to ensure that the program’s benefits are 
measurably and equitably shared with Minnesota’s EJ and low-income communities. While the 
Department finds the Company has procedurally met the completeness requirement, we caution 
against the presumption that siting infrastructure within an EJ area is inherently a benefit. 
 
Historically, disadvantaged communities have borne a disproportionate share of the state’s industrial 
and energy infrastructure. The Department is concerned that targeting these areas for large-scale BESS 
deployment, without robust community consent, risks reinforcing the stigma of these neighborhoods 
serving as industrial hubs rather than residential communities. A large BESS brings could potentially 
raise concerns regarding noise, visual aesthetics, and fire safety perceptions.  
 
Therefore, the Department recommends the Commission direct the Company to refine its approach. 
Tracking progress must go beyond counting the megawatts sited in EJ areas—a metric that could 
perversely incentivize overburdening these communities. Instead, the company should track and 
report on specific, quantifiable equity metrics in its program reports. Quantifiable equity metrics could 
include the percentage of subcontracting dollars awarded to MWBE and evidence that host 
communities in EJ areas have been actively consulted regarding site aesthetics and safety, ensuring the 
project is viewed as a community asset.  

 
C.2. Impact on the Five-Year Action Plan 

 
The 2024 IRP Order requires “A discussion of how the proposal impacts the Five-Year Action Plan 
approved in this order […].” The Company’s filing discusses how Capacity*Connect is a core component 
of executing Five-Year Action Plan approved in the IRP. Specifically, the 200 MW of distributed storage 
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will contribute directly toward the IRP’s approved target of adding 600 MW of battery storage by the 
end of 2030. 
The Department finds that the Company has adequately addressed this requirement. The proposal 
clearly aligns with the 2024 IRP Order’s objective to “advance innovative new carbon free generating 
technology, including a virtual power plant.” This program represents a foundational step in meeting 
the 600 MW storage mandate set forth in the approved plan. The Department recommends the 
Commission find that Xcel has fulfilled this filing requirement. 

 
C.3. Impact on IRP forecasted annual distributed generation solar additions 

 
The 2024 IRP Order required a discussion of “how the [DCP] impacts the IRP forecasted annual 
distributed generation solar additions […].” The Company notes that Phase 2 of the Capacity*Connect 
program is focused exclusively on battery storage, not solar generation. Therefore, the program does 
not directly impact or change the IRP’s forecasted annual additions for distributed solar.  
 
The Department finds this discussion procedurally fulfills the filing requirement by directly addressing 
the question. The Department also note that, as discussed previously, the indirect impact of the 
program could be beneficial to future solar additions. By strategically siting these batteries to mitigate 
grid constraints (e.g., Daytime Minimum Load issues), the program could increase hosting capacity on 
certain feeders, thereby enabling more distributed solar to interconnect in the future a lower cost. 
 
The Department finds the Company has fulfilled this filing requirement. 

 
C.4. Using DCP as compliance with DSES 

 
The 2024 IRP Order required a discussion of “whether the DCP could be used to advance compliance 
with the distributed solar energy standard.” The Company clarifies that because Phase 2 of the DCP is 
battery-only, it cannot be used directly for compliance with the DSES, which is specific to solar 
generation. However, the Company states that the DCP framework is flexible and could be expanded in 
future phases to include solar or solar-plus-storage procurements, which could then potentially be 
used to advance DSES compliance.  
 

The Department finds this to be a reasonable and complete response. The Department, in section B.4 
(Table 2), proposed a potential implementation pathway to meet DSES goals within the modified Phase 2.  
 

The Department recommends the Commission find that Xcel has fulfilled the filing requirement. The 
Department further recommend the Commission direct Xcel to include in the Department proposed 
third-party evaluation a specific analysis of how a future phase of the DCP could be structured to 
incorporate solar or solar-plus-storage to help meet the state’s DSES goals. 

 

C.5. Cost-Benefit Analysis 
 

The 2024 IRP order requires the Petition to have ‘An evaluation of a costs and benefits comparison 
between a utility-owned and managed DCP and alternative models allowing participation from 
customer-owned and third-party owned resources.’  
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C.5.1. Baseline CBA 

The Petition is the utility-owned and managed model. The CBA, provided in Attachment C, quantifies 
the primary value streams for the utility-owned and operated model, including system capacity value, 
energy arbitrage, and the deferral of T&D infrastructure. 

C.5.2. Different Ownership Models 
 
In compliance with the 2024 IRP Order, the Company provided a comparative evaluation in Section E of 
the Petition. The Company argues that a utility-owned model is necessary to ensure strategic 
deployment and full operational control. Xcel asserts that third-party ownership introduces distinct 
"safety risks for [its] employees and the public" and potential "cybersecurity risks," arguing that 
anything less than full utility visibility compromises system reliability.41 The Company further 
distinguishes the Capacity*Connect program as a VPP designed to meet system-wide needs, 
contrasting it with customer-owned behind-the-meter resources which are used primarily for 
individual customer resilience. 
 
While the Company notes that third parties may still participate as vendors for equipment 
procurement and construction, it concludes that utility ownership is required to strictly align asset 
operation with market signals and equity objectives. 
 
The Department acknowledges the Company’s position that utility ownership facilitates a more 
streamlined deployment for this initial phase. However, the Department cautions against accepting the 
Company’s assertion that third-party ownership inherently creates unmanageable safety or 
cybersecurity risks. While the Department accepts the utility-owned model for this specific pilot to 
accelerate learning, the "safety" and "complexity" arguments should not serve as a permanent 
justification to exclude third-party ownership in future phases. As noted in the Department's 
recommendations, this pilot should inform, not preclude, future competitive solicitations. 
 
The Department finds that the Company has procedurally fulfilled the Commission's directive by 
performing and presenting this comparative evaluation. The Department further recommends the 
Commission state in its Order that learnings from Phase 2 should be used to inform the development 
of future competitive programs. The Department recommends directing the Company to include in the 
Department proposed third-party evaluation a discussion of potential models for a "Phase 3" that 
could incorporate third-party owned resources and competitive solicitations. This ensures the pilot 
serves as a foundation for, and not a barrier to, a future competitive DER market, consistent with the 
trend of FERC Order 2222. 
 

C.6. Evaluation of the labor standards  
 

The 2024 IRP Order requires the DCP Petition to include "an evaluation of the labor standards utilized by 
Xcel and third-party solar installers." The Company provided this evaluation in the "Labor Standards" in 
Section VI of the Petition.42 Xcel confirms that all construction within the Capacity*Connect program will 

 

41 Petition at 42. 
42 Petition at 48. 
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comply with labor requirements to maximize federal Investment Tax Credits (ITC) under the Inflation 
Reduction Act (IRA). Additionally, the Company highlights its use of collective bargaining agreements and 
contrasts this with the variable labor standards of third-party installers, noting that while some programs 
like Community Solar Gardens have statutory prevailing wage requirements, others may not absent 
specific contracts. 
 

The Department finds that the Company has provided a thorough evaluation that directly addresses 
the 2024 IRP Order. The Company sufficiently detailed its own standards and provided a reasonable 
comparison to the general market, noting that third-party standards vary significantly where not 
mandated by statute or contract. The Department recommends the Commission find that Xcel has 
fulfilled the filing requirement. To ensure these stated standards are realized in practice, the 
Department recommends that the Commission direct the Company to include auditable reporting on 
its compliance with these labor standards (specifically regarding prevailing wage and apprenticeship 
utilization) in its quarterly program updates. 

D. SHOULD THE COMMISSION APPROVE, MODIFY, OR DENY XCEL’S PROPOSED 
IMPLEMENTATION OF A GRID DERMS USE CASE TO SUPPORT CAPACITY*CONNECT? 

The Department recommends that the Commission approve the Company’s proposed implementation 
of a limited Grid DERMS, subject to the modifications detailed below. 
 

The Grid DERMS investment is a foundational and necessary component for the technical success of 
the Capacity*Connect program. Xcel states that: 

the integration of Grid DERMS (GDERMS) with Aggregator DERMS 
(ADERMS) represents a critical component of our long-term strategic 
vision to enable dynamic resource optimization and enhanced grid 
flexibility. This integration is contingent upon a comprehensive 
understanding of relevant uses, development of technical requirements, 
and the evolution of technology, and industry standards. 43 

However, this approval must be conditioned on ensuring the platform is designed with an open 
architecture that supports future interoperability. This condition ensures the DERMS investment, 
which is funded by all ratepayers, serves as ‘platform’ for future innovation rather than a barrier to 
entry for third-party participation in the FTM distributed services market. 
 

D.1. Budget 
 

The Company requests a budget of approximately $2.9 million for this initial, limited Grid DERMS 
deployment. The proposed cost is included within the total program budget cap. 
 

The Department finds this $2.9 million budget to be reasonable and believes that the investment is not 
merely an ancillary component, but rather an essential operating system required to manage, dispatch, 
and optimize the fleet of distributed batteries for bulk system benefits. Without this platform, the 

 

43 Xcel’s response to DOC IR 6, see Attachment A.3. 
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Company cannot safely, reliably, or effectively coordinate the assets to provide system-wide capacity, 
which is the program’s primary objective. Therefore, the Department supports this budget as a 
prudent and necessary investment to enable the core functionality of the Capacity*Connect program. 
The Department recommends that the Commission approve the Company’s proposed $2.9 million 
implementation of a limited Grid DERMS, subject to a critical modification. 
 

D.2. Proposed use cases 
 

The Company has proposed three initial use cases for this DERMS deployment: 1) Flexible 
Interconnection (FI), 2) Flexible Energization (FE), and 3) Distributed Capacity Procurement (DCP)--
Capacity*Connect. The Department finds these use cases to be appropriate and strategically important 
for the future of the grid. 
 

The DCP use case is the (current or first) primary justification, enabling the aggregation and dispatch of 
the Company’s FTM battery fleet to meet system needs. The FI and FE use cases are equally critical. 
They serve as pilots for advanced grid management functions that will be necessary to manage a grid 
with high penetration of distributed resources. Specifically, the FI use case is designed to test a 
framework for managing grid constraints, which could ultimately lower interconnection costs and 
timelines for all DER developers. 
 

While the Department supports these use cases, the implementation of foundational, ratepayer 
funded control platform raises significant long-term market considerations. The Commission’s 2024 IRP 
Order explicitly required the Company to evaluate alternative ownership models, and the Commission 
has a clear interest in fostering a competitive DER market, consistent with the direction of federal 
policy in FERC 2222. 
 

The primary concern is that the current version of DERMS, if designed as a ‘closed’ or proprietary 
system, could become a significant technical barrier to entry. The closed DERMS design could 
effectively prevent third-party FTM resources or aggregators from participating in future distribution-
level service markets. Even if the Company does not plan to allow third-party aggregation in this Phase, 
the technology being deployed must not be allowed to preclude this possibility in the future. The 
architecture of this system must not create a monopoly for the Company over all future FTM 
distributed capacity services of this nature. 
 

Therefore, the Department’s approval is contingent on ensuring this platform is built for future 
interoperability. This system must be technically capable of integrating with and managing third-party 
FTM assets and VPPs, not just the Company’s own resources. This contingency ensures the investment 
in DERMS today serves as true platform for innovation, rather than a technical barrier to a competitive 
market. 
 
The Department recommends the Commission approve, with modifications, the Company’s request to 
implement the limited Grid DERMS use cases. The Department recommends: 

• Approval of the $2.9 million Grid DERMS implementation budget as a reasonable and necessary 
investment for the operation of the Capacity*Connect program. 
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• Approve the proposed initial use cases, as critical to the Phase’s success and to inform future 
grid management strategies. 

• Modify the approval to require that the Company, as a condition of cost recovery, affirm that 
the DERMS platform is designed with an open architecture. This architecture must be 
technically capable of integrating with third-party aggregators and managing third-party-owned 
FTM DERs. The Company should be required to detail this capability and its plan for enabling 
such future integration in the Department proposed third-party evaluation. 

E. DOES XCEL’S DERMS ROADMAP IN ATTACHMENT D OF THE PROPOSAL FULFILL ORDER 
POINT 23 OF THE COMMISSION’S SEPTEMBER 16, 2024 ORDER IN XCEL’S 2023 
INTEGRATED DISTRIBUTION PLAN (DOCKET NO. E002/M-23-452)? 

The Department has reviewed Attachment D, the Company’s DERMS Roadmap, and finds that it fulfills 
the directives of Order Point 23 from 2023 IDP Order.44 The Department finds that the Company has 
adequately addressed each of the eight sub-questions from the 2023 IDP Order. 
 
The Department concurs with Commission staff that the broader, system-wide implications of this 
roadmap are best deferred to the Company’s 2025 IDP proceeding.45 For the purposes of this docket, 
the roadmap filing is sufficient to support the limited, $2.9 million Grid DERMS deployment requested 
specifically to enable the Capacity*Connect program. The 2023 IDP Order states: 

Xcel shall file a detailed roadmap for DERMS deployment that addresses 
the questions provided below. Xcel must adequately address these 
questions before any DERMS investments will be approved. The roadmap 
and answered questions shall be filed in Xcel’s 2025 IDP, or at the time of 
request for certification or cost recovery for any DERMS investments, 
whichever is sooner. 

Questions to address: 

A) What are the alternatives to DERMS? 

B) What are the specific use cases for which DERMS will be utilized and 
who are the intended beneficiaries? 

C) Will participation in DER Management be voluntary or required? Will 
requirements vary based on resource size, resource type, program 
participation, market participation, or other factors? Will it be available 
for load interconnections (e.g., EV charging hubs) or interconnections 
utilizing limited import/export control systems? 

 

44 In the Matter of Xcel Energy’s 2023 Integrated Distribution Plan, Xcel Energy, Order Accepting 2023 Integrated 
Distribution Plan and Modifying Reporting Requirements, September 16, 2024, Docket No. E002/M-23-452, (eDockets) 
20249-210223-01, (hereinafter “2023 IDP Order”). 
45 Notice at 2. 

https://efiling.web.commerce.state.mn.us/documents/%7B90BDFB91-0000-C212-9EBA-FEC602C284D2%7D/download?contentSequence=0&rowIndex=37
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D) How will communications be established between Xcel’s DERMS and 
customer DER? Who will bear the ongoing cost for any necessary 
communications infrastructure? 

E) How will capacity be allocated across new and existing managed and 
unmanaged interconnectors? How will capacity upgrades be justified 
and from whom will upgrade costs be recovered? 

F) How will prospective applicants understand the impact of DER 
management on the economics of their project? What information will 
be provided to prospective interconnectors related to expected 
curtailment and existing and expected grid conditions?  

G) What are the expected deployment and integrations costs for DERMS? 
What is the expected ongoing licensing, operating, and infrastructure 
costs to execute and maintain DERMS functionality? From whom will 
these costs be recovered? 

H) How are equity and energy justice principles being incorporated within 
the use cases, process design, and cost allocation? 

The Company’s roadmap addresses the specific questions from the 2023 IDP Order, as follows: 
 

A) What are the alternatives to DERMS? 
The roadmap discusses alternatives, such as relying on the existing Advanced Distribution 
Management System (ADMS) or using more manual processes. The Company concludes, and the 
Department finds it reasonable, that these alternatives are insufficient to manage the speed, scale, and 
complexity of actively dispatching a fleet of distributed resources. 
 

B) What are the specific use cases for which DERMS will be utilized and who are the intended 
beneficiaries? 

The roadmap identifies the three specific, limited use cases proposed in the Petition: 1) Flexible 
Interconnection (FI), 2) Flexible Energization (FE), and 3) Distributed Capacity Procurement (DCP)—
Capacity*Connect. The Company identifies the beneficiaries for each: the C*C optimization (a VPP) 
benefits all customers by providing system capacity and reliability; the FI benefits DER developers by 
potentially avoiding upgrade costs; and the FE benefits new large load customers (like EV charging 
hubs) by allowing for quicker interconnection in constrained areas. 
 

C) Will participation in DER Management be voluntary or required? Will requirements vary based 
on resource size, resource type, program participation, market participation, or other factors? 
Will it be available for load interconnections (e.g., EV charging hubs) or interconnections 
utilizing limited import/export control systems? 

The roadmap clarifies that participation in DERMS-managed programs, such as FI, will be voluntary for 
customer-owned DERs.  
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D) How will communications be established between Xcel’s DERMS and customer DER? Who will 
bear the ongoing cost for any necessary communications infrastructure? 

The Company explains that communications between the DERMS platform and the distributed assets 
will be established using internet or cellular networks. The roadmap indicates that the participating 
DER owner would generally be responsible for bearing the cost of maintain their side of the 
communication link. 
 

e) How will capacity be allocated across new and existing managed and unmanaged 
interconnectors? 

The roadmap addresses this question in the context of the new Flexible Interconnection framework. 
This framework is the proposed method for managing and allocating capacity on the distribution 
system. It is designed to allow more interconnectors (both new and existing, managed and 
unmanaged) to share finite grid capacity, thereby deferring or avoiding costly upgrades. 
 

f) How will prospective applicants understand the impact of DER management on the economies 
of their project? 

The Company’s roadmap states that information on expected grid conditions and potential curtailment 
levels for a given location would be provided to applicants during the interconnection study process.   
This information is intended to allow prospective developers to understand the potential economic 
impact of opting for flexible, managed interconnection and to make informed project decisions. 
 

g) What are the expected deployment and integration costs for DERMS? From whom will these 
costs be recovered? 

The roadmap provided the expected deployment cost for this initial, limited functionality, which is the 
$2.9 million requested in this Petition. It also discusses ongoing licensing and operational costs. For 
cost recovery, the Company identifies potential pathways, including the RES Rider as proposed in the 
Petition or other mechanism, such as the Energy Conservation and Optimization (ECO) budget. 
 

h) How are equity and energy justice principles being incorporated? 
The roadmap confirms that the Company has incorporated equity principles into its DERMS design. 
This includes stakeholder engagement and specific considerations within the use cases, such as 
prioritizing outreach for flexible interconnection to developers serving low-income or EJ communities. 
The Company also notes its intent to apply workforce development criteria and give higher scoring to 
WMBE during DERMS implementation. 
 
The Department finds that Attachment D provides a comprehensive response to all eight questions 
posed in the 2023 IDP Order. The Department recommends the Commission find that Xcel has satisfied 
the compliance requirement of Order Point 23. The Department agrees with Commission Staff’s 
guidance that the broader, system-wide implications of the full DERMS roadmap are best reviewed in 
the 2025 IDP Docket.  
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F. SHOULD THE COMMISSION APPROVE, MODIFY, OR DENY XCEL’S REQUEST TO SEEK COST 
RECOVERY OF CAPACITY*CONNECT AND GRID DERMS COSTS THROUGH ITS RENEWABLE 
ENERGY STANDARD (RES) RIDER? 

Xcel requests the Commission allow the C*C program Phase 2, specific costs to be recovered through 
the RES Rider. The Company asserts that C*C Phase 2 and the associated limited Grid DERMS 
deployment help satisfy the carbon-free requirements of Minn. Stat. § 216B.1691 by integrating 
renewables, providing capacity that displaces fossil resources, and advancing research into how 
storage can improve future renewable projects.46 

 

The RES rider statute, Minn. Stat. § 216B.1645, subd. 2a, only allows RES rider recovery of costs to 
satisfy the renewable-energy standards in Minn. Stat. § 216B.1691. Xcel cites Minn. Stat. § 216B.1645, 
subd. 2a(a)(3) as authorizing cost recovery for storage expenses that advance research and 
understanding of how storage devices may improve renewable energy projects.47 However, the 
Department finds that Phase 2's benefits are not “directly related to a renewable project” as required 
by the statutory provision. Therefore, the Department does not believe the C*C – Phase 2 in the 
Petition satisfies this requirement. 
 
In addition, Minn. Stat. § 216B.16, subd. 7e, paragraphs (b)48 and (c)49 contemplate a new rate 
schedule specifically for energy storage system pilot projects. 
 
However, the Department recognizes that there are downsides to creating additional cost recovery 
filings for a single, pilot storage project. It would not be efficient from a regulatory perspective and 
could also potentially make customer bills more confusing. For these reasons, and consistent with our 
recommendation in Docket E002/M-23-119,50 the Department proposes the same practical 
compromise. 
 

 

46 Xcel’s response to DOC IR 10, see Attachment A.5. 
47 Id. 
48 Minn. Stat. § 216B.16, subd. 7e, paragraph (b) states that a utility may petition the Commission to approve a rate 
schedule that provides for the automatic adjustment of charges to recover prudently incurred investments, expenses, or 
costs associated with energy storage system pilot projects approved by the commission under this subdivision. Paragraph 
(b) also provides certain filing requirements: “the elements listed in section 216B.1645, subdivision 2a, paragraph (b), 
clauses (1) to (4), and must describe the benefits of the pilot project.” The referenced elements are: (1) a description of the 
facilities for which costs are to be recovered; (2) an implementation schedule for the facilities; (3) the utility's costs for the 
facilities; (4) a description of the utility's efforts to ensure that costs of the facilities are reasonable and were prudently 
incurred; and (5) a description of the benefits of the project in promoting the development of renewable energy in a 
manner consistent with this chapter. 
49 Paragraph (c) of the same statute states the Commission may approve such a rate schedule. Paragraph (c) also states the 
rate schedule may include the elements listed in section 216B.1645, subdivision 2a, paragraph (a), clauses (1) to (5). 
50 The Commission approved a rate schedule for recovering prudently incurred storage-pilot costs under Minn. Stat. § 
216B.16, subd. 7e. However, Xcel was allowed to incorporate these costs into its RES rider petitions and add them to its RES 
adjustment factor without extra filings or line items on customer bills, as outlined in the Department’s May 5, 2023, 
comments. 
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For regulatory-review purposes, Xcel shall include prudent C*C and Grid DERMS costs in its annual RES 
Rider petitions and add these costs into the RES Adjustment Factor, creating a successor Adjustment 
Factor that operates identically to the current one except that it also includes approved C*C costs. At 
the same time, Xcel shall establish a new rate schedule pursuant to Minn. Stat. § 216B.16, subd. 7e. 
This approach would satisfy the statutory requirement for a separate schedule while imposing no 
additional regulatory filings and no additional line items on customer bills. 
 
The Department requests that Xcel include the required tariff language and successor Adjustment 
Factor proposal in its Reply Comments or specifically identify where all elements required by Minn. 
Stat. § 216B.16, subd. 7e(b) are already provided in the record. 
 
In summary, the Department recommends the Commission authorize future cost recovery of the C*C 
Program Phase 2 through the RES Rider, subject to Commission review and approval of specific costs to 
be presented by the Company in a future petition.  

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

The Department has no other issues or concerns related to this matter at this time. 

IV. DEPARTMENT RECOMMENDATIONS  

Based on analysis of the Petition 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. XCEL ENERGY’S DISTRIBUTED CAPACITY PROCUREMENT (DCP), CAPACITY*CONNECT 
PROPOSAL 

B. SHOULD THE COMMISSION APPROVE, MODIFY, OR DENY XCEL’S PROPOSAL FOR 
CAPACITY*CONNECT PHASE 2? 

• The Department’s overarching recommendation is for the Commission to approve a modified 
version of the Capacity*Connect proposal. 

• B.1. The Department does not make a specific capacity recommendation at this time and will 
address the appropriate cap in the reply or supplemental phase once the benefits of the 
resource are better supported. 

• B.1.2. The Department recommends the Commission require Xcel to submit supplemental 
analyses, including sensitivity testing and site-specific cost-benefit updates, prior to full-scale 
implementation. 

• B.2.2. The Department recommends the Commission direct Xcel to evaluate a ‘Solar + Storage’ 
Archetype for Phase 3 of the program. 

• B.3. The Department recommends the Commission modify the program design to require the 
initial learning phase deployment to be allocated across three specific siting archetypes, with 
distinct measures and verification for each. 



Docket No. E002/M-25-378 PUBLIC DOCUMENT 
Analyst(s) assigned:  Bhavin Pradhan, Peter Teigland, Cuong Ngo,  

 Steve Rakow, and Andrew Bahn 
 
 
 

27 

o Archetype 1- The Department recommends directing the Company to site a portion of 
C*C BESS in locations selected to maximize energy market arbitrage value, based on 
nodal LMP. 

o Archetype 2- The Department recommends directing the Company to site the remaining 
portion of C*C BESS to address specific, identified distribution reliability issues or to 
defer planned T&D investments. 

o Archetype 3- The Department recommends directing the Company to site a portion of 
C*C BESS in locations with documented high penetrations of DERs that are experiencing 
grid congestion, such as Daytime Minimum Load (DML) issues. 

• B.4. The Department recommends the Commission direct Xcel to file a DCP Phase 2 Evaluation 
Plan within 180 days of Order issuance.  

• B.4. The Department recommends the Commission direct the Company to file quarterly 
program status reports. These reports must include: deployment progress, budget expenditures 
(including capital and O&M), specific performance data and benefit calculations for each of the 
three siting archetypes, M&V data validating claimed benefits, performance data for the Grid 
DERMS platform, and, quantifiable equity metrics. 

• B.4. The Department recommends the Commission direct Xcel to conduct a Comprehensive 
Third-Party Evaluation after 20 MW of capacity is operational or after 2 years of Commission 
approval, whichever comes first.  

• B.6. The Department requests that Xcel provide in its reply comments information on 
mechanisms to ensure transparency and accountability, as well as market-rate justification for 
the costs associated with Sparkfund’s role, including but not limited to engineering, 
procurement, and construction services. 

• B.7. The Department recommends the Commission direct Xcel to document, in its quarterly 
reports or IDP updates, the interconnection studies and any distribution upgrades required for 
each site. 

• B.8. The Department recommends the Commission order Xcel to clarify in its annual Integrated 
Distribution Plan (IDP) filings how these NWA investments are being coordinated with 
traditional distribution planning and how hosting capacity impacts are being managed to 
ensure third-party DER programs are not negatively affected. 

C. DOES XCEL’S FILING FULFILL ORDER POINT NO. 23 OF THE COMMISSION’S APRIL 21, 
2025 ORDER IN XCEL’S 2024 INTEGRATED RESOURCE PLAN? 

• C.1. The Department recommends the Commission direct the Company to refine its approach. 
Tracking progress must go beyond counting the megawatts sited in EJ areas—a metric that 
could perversely incentivize overburdening these communities. Instead, the company should 
track and report on specific, quantifiable equity metrics in its program reports. 

• C.4. The Department recommends the Commission direct Xcel include in the Department 
proposed third-party evaluation a specific analysis of how a future phase of the DCP could be 
structured to incorporate solar or solar-plus-storage to help meet the state’s DSES goals. 

• C.5.2. The Department finds that the Company has procedurally fulfilled the Commission's 
directive by performing and presenting this comparative evaluation. The Department further 



Docket No. E002/M-25-378 PUBLIC DOCUMENT 
Analyst(s) assigned:  Bhavin Pradhan, Peter Teigland, Cuong Ngo,  

 Steve Rakow, and Andrew Bahn 
 
 
 

28 

recommends the Commission state in its Order that learnings from Phase 2 should be used to 
inform the development of future competitive programs. The Department recommends 
directing the Company to include in the Department proposed third-party evaluation a 
discussion of potential models for a "Phase 3" that could incorporate third-party owned 
resources and competitive solicitations. 

• C.6. The Department recommends that the Commission direct the Company to include 
auditable reporting on its compliance with these labor standards (specifically regarding 
prevailing wage and apprenticeship utilization) in its quarterly program updates. 

D. SHOULD THE COMMISSION APPROVE, MODIFY, OR DENY XCEL’S PROPOSED 
IMPLEMENTATION OF A GRID DERMS USE CASE TO SUPPORT CAPACITY*CONNECT? 

• The Department recommends that the Commission approve the Company’s proposed 
implementation of a limited Grid DERMS. 

• D.1. The Department recommends that the Commission approve the Company’s proposed $2.9 
million implementation of a limited Grid DERMS, subject to a critical modification. 

• D.2. The Department recommends the Commission: 
o Approve the $2.9 million Grid DERMS implementation budget as a reasonable and 

necessary investment for the operation of the Capacity*Connect program. 
o Approve the proposed initial use cases as critical to the pilot's success and to inform 

future grid management strategies. 
o Modify the approval to require that the Company, as a condition of cost recovery, affirm 

that the DERMS platform is designed with an open architecture. This architecture must 
be technically capable of integrating with third-party aggregators and managing third-
party-owned FTM DERs.  

E. DOES XCEL’S DERMS ROADMAP IN ATTACHMENT D OF THE PROPOSAL FULFILL ORDER 
POINT 23 OF THE COMMISSION’S SEPTEMBER 16, 2025 ORDER IN XCEL’S 2023 
INTEGRATED DISTRIBUTION PLAN? 

• The Department finds that Attachment D provides a comprehensive response to all eight 
questions posed in the 2023 IDP Order. 

• The Department recommends the Commission find that Xcel has satisfied the compliance 
requirement of that Order. 

F. SHOULD THE COMMISSION APPROVE, MODIFY, OR DENY XCEL’S REQUEST TO SEEK COST 
RECOVERY OF CAPACITY*CONNECT AND GRID DERMS COSTS THROUGH ITS RENEWABLE 
ENERGY STANDARD (RES) RIDER? 

• The Department recommends the Commission authorize future cost recovery of the C*C 
Program—Phase 2 through the RES Rider, subject to Commission review and approval of 
specific costs to be presented to the Company in a future petition. 
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• Xcel shall include C*C and Grid DERMS costs in its annual RES Rider petitions and add these 
costs into the RES Adjustment Factor, creating a successor Adjustment Factor that operates 
identically to the current one except that it also includes approved C*C costs. 

• Xcel shall establish a new rate schedule pursuant to Minn. Stat. § 216B.16, subd. 7e. 
• The Department requests that Xcel include the required tariff language and successor 

Adjustment Factor proposal in its Reply Comments or specifically identify where all elements 
required by Minn. Stat. § 216B.16, subd. 7e(b) are already provided in the record. 

G. ARE THERE OTHER ISSUES OR CONCERNS RELATED TO THIS MATTER? 
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Xcel Energy  Information Request No. 3 
Docket No.: E002/M-25-378 
Response To:  Minnesota Department of Commerce 
Requestor: Bhavin Pradhan, Andrew Bahn, Steve Rakow, Cuong Ngo 
Date Received: October 29, 2025 

__________________________________________________________________ 
Question: 
Topic:  
Reference(s):  
 
Please explain how Xcel Energy will ensure that Capacity*Connect asset deployment 
does not negatively impact hosting capacity available for other customer-sited or 
third-party-owned Distributed Energy Resources (DER) projects on the same 
distribution circuits. 
 
Response: 
By siting and operating the Capacity*Connect assets strategically, we aim to minimize 
negative impact on hosting capacity, which is largely determined by solar photovoltaic 
(PV) generation today. That said, as always, we must plan and operate the system 
safely and reliably, and there is a maximum amount of generation and load that can be 
added to existing feeders and substations. In the future, the addition of 
Capacity*Connect BESS may ultimately impact the hosting capacity on certain areas 
of the distribution system.1 The extent of this potential impact will depend on how we 
account for these sites in our system planning and DER interconnection studies, and 
how we are able to operate the assets for various use cases.  
 
Capacity*Connect is designed to provide value to the bulk system, and by siting the 
assets strategically, we will seek to realize distribution benefits as well. Unlike third-
party-owned DER, which have not to-date been planned or located for the benefit of 
our customers as a whole, the resources in the Capacity*Connect program will be 
planned by the Company and procured by the Company for the benefit of the overall 
system and our customers. Through this program, the Company is seeking to more 
fully utilize DER to increase the value to the distribution and bulk systems and Xcel 
Energy customers. Capacity*Connect is an important step as the Company seeks to 
better optimize the locational value of DER.  

 
1 Existing DER customers who already have an interconnection agreement should remain unaffected by 
Capacity*Connect. 



 

2 

 
Likewise, we aim to operate the batteries in ways that help reduce negative impacts. 
For example, charging during off-peak hours and discharging in ways that avoids 
overloading feeders/substations in reverse direction. DERMS has capabilities to 
support this kind of operation. As the Company gains experience deploying and 
operating these assets, we will learn more about the impact to and benefits on the 
system. 
 
In summary, there are planning and operational strategies we can leverage to mitigate 
these impacts. 
 
__________________________________________________________________ 
 
Preparer: Brenda McDermott  
Title: Sr. Director  

  
 

Department: Distribution System Planning  
Telephone: (763) 493-1513  
Date: November 12, 2025  
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Xcel Energy  Information Request No. 4 
Docket No.: E002/M-25-378 
Response To:  Minnesota Department of Commerce 
Requestor: Bhavin Pradhan, Andrew Bahn, Steve Rakow, Cuong Ngo 
Date Received: October 29, 2025 

__________________________________________________________________ 
Question: 
Topic:  
Reference(s):  
Please state whether Xcel Energy has adopted any quantifiable targets for siting or 
contracting Capacity*Connect projects in designated Environmental Justice (EJ) 
communities, specifically the number of sites, MW capacity, and total host payment 
percent. If yes, list them and the underlying criteria; if no, explain the rationale. 
 
Response: 
While benefits to EJ communities are a priority, as discussed in the Petition, the 
Company has not established specific quantitative targets for siting or contracting 
Capacity*Connect projects in EJ communities. The siting of Capacity*Connect assets 
will balance system needs and benefits with EJ considerations, and it would be 
premature to set specific targets prior to feeder selection. After feeders are identified 
through the process discussed in Section III.A of the Petition, we will prioritize 
outreach and marketing to potential site hosts in EJ areas, minority- and women-
owned business enterprises, and/or nonprofits, community centers, or similar 
organizations, where such information is publicly available.  
 
The Company also intends to be responsive to customer, community, and stakeholder 
feedback throughout the process. As the feeder identification and site host outreach 
begins and progresses, we will learn more about how customers – including those in 
EJ communities – view Capacity*Connect and how it could benefit them. We may 
find we need to make adjustments to our approach to outreach, host payments, or 
other elements of the Capacity*Connect program design. 
__________________________________________________________________ 
Preparer: Karin Haas Jessica Kelleher 
Title: Regulatory Policy Specialist Manager 
Department: NSPM Regulatory Commercialization 
Telephone/E-mail: (612) 216-5690 jessica.a.kelleher@xcelenergy.com 
Date: November 10, 2025 November 10, 2025 
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Xcel Energy  Information Request No. 6 
Docket No.: E002/M-25-378 
Response To:  Minnesota Department of Commerce 
Requestor: Bhavin Pradhan, Andrew Bahn, Steve Rakow, Cuong Ngo 
Date Received: October 29, 2025 

__________________________________________________________________ 
Question: 
Topic:  
Reference(s):  
 
Please:  
 

A. describe all [BEGIN TRADE SECRET  
 END TRADE SECRET] associated with linking the limited Grid 

DERMS with the Aggregated DERMS and transitioning to the full Enterprise 
DERMS as described in Attachment D; and  

B. provide [BEGIN TRADE SECRET  
 END TRADE SECRET] for the 

anticipated costs and integration tasks associated with linking the limited Grid 
DERMS with the Aggregated DERMS and transitioning to the full Enterprise 
DERMS as described in Attachment D.  

 
Response: 
 
A. As outlined in Attachment D of our Petition, the integration of Grid DERMS 

(GDERMS) with Aggregator DERMS (ADERMS) represents a critical component 
of our long-term strategic vision to enable dynamic resource optimization and 
enhanced grid flexibility. This integration is contingent upon a comprehensive 
understanding of relevant use cases, development of technical requirements, and 
the evolution of technology, and industry standards.  The Company will adopt a 
phased approach to ensure grid safety and reliability while systematically managing 
risks associated with emerging technologies and evolving business models.  
 
Due to the ongoing development of these foundational elements, the cost 
components associated with the DERMS software model, including the full-scale 
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integration between GDERMS and ADERMS, have not yet been fully defined or 
quantified. 
 
To support successful integration of GDERMS and ADERMS, we have identified 
the following key tasks: 

• Use Case Development – Define and validate specific operational 
scenarios that require and can benefit from coordination between 
GDERMS and ADERMS. 

• Standards Alignment – Monitor and incorporate emerging industry 
standards to ensure interoperability and compliance. 

• Interface Specification – Design and document the communication 
protocols and data exchange formats between systems. 

• System Architecture Design – Develop a scalable and secure architecture 
that supports integration across diverse DER platforms. 

• Testing and Validation Framework – Establish procedures for functional 
testing, performance benchmarking, and reliability assessment. 

• Cost Modeling and Impact Analysis – Create a detailed cost model to 
evaluate software licensing, integration expenses, and long-term operational 
impacts. 

 
B.  Enterprise DERMS is not an off-the-shelf system; rather, we use “Enterprise 

DERMS” as a broad term used to describe a future system and portfolio that 
would also include the people and new processes needed to enable a system. The 
Enterprise DERMS effort would include items such as linking ADERMS and 
GDERMS, and also the integration of other business systems. Just as utilization of 
DER changes over time with higher penetration levels and more sophisticated use 
cases, so would the development and evolution of an enterprise DERMS. The 
technical requirements, new processes and people resources are still capabilities 
that need to be examined and prioritized. We expect the cost components for 
linking GDERMS with ADERMS and transitioning to Enterprise DERMS will fall 
into the following categories: 

• Requirements & Use Case Development 
• Software Development & Integration 
• Hardware & Infrastructure 
• Organizational Change Management 
• Testing & Commissioning 
• Cost Modeling and Impact Analysis 
• New Resources 
• Training and Change Management 
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At this time, the Company does not have cost estimates or specific timing for the 
integration of GDERMS and ADERMS, nor the ultimate Enterprise DERMS, as 
these depend on several foundational activities that are in progress.  

Taking into consideration the key tasks outlined in Part A above, the Company’s 
Enterprise DERMS should provide for managing all flexible DER resources in a 
unified view. The integration is not just technical – it involves organizational 
transformation, market coordination, and risk management. This will involve the 
evaluation of whether existing software solutions can support DER portfolio 
management or if custom development is required for enterprise-level DERMS 
integration. Further, the Company must develop change management plans to 
align people, processes, and technology. Including training distribution operations 
staff for new workflows and integrating workflows with market operations.  

We do not have specific timing for transitioning to Enterprise DERMS, but anticipate 
the tasks above to take at least five years for full implementation. Cost recovery 
mechanism(s) would depend on the final scope, use cases, and timing.  
__________________________________________________________________ 

Preparer: Zach Pollock Yashar Kenarangui 
Title: Director Engineering Consultant 
Department: Grid Strategy & Emerging Technologies Distribution Electric Engineering 
Telephone: (914) 584 -6470 (817) 456-3938
Date: November 12, 2025 November 12, 2025
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    ☐ Not-Public Document – Not For Public Disclosure 
    ☒ Public Document – Not-Public Data Has Been Excised 
    ☐ Public Document 
 
Xcel Energy  Information Request No. 7 
Docket No.: E002/M-25-378 
Response To:  Minnesota Department of Commerce 
Requestor: Bhavin Pradhan, Andrew Bahn, Steve Rakow, Cuong Ngo 
Date Received: October 29, 2025 

__________________________________________________________________ 
Question: 
Topic: 
Reference(s): 
Provide a detailed cost structure summary of Sparkfund's services, identifying each fee 
component for:  
[BEGIN TRADE SECRET  

  
 

  
  

 
 

 END TRADE SECRET] 
 
 Response: 
As noted in our Petition, the Company and Sparkfund are in the process of finalizing 
commercial agreements. As such, the cost structure, fee components, and fee 
calculations remain subject to negotiation and refinement. As described on page 15 of 
the Petition, Sparkfund’s role is expected to include aspects of program design; site 
evaluation, selection, and engagement; procurement and contracting; project delivery; 
and operations and maintenance.  

 
The Company notes that the budget estimate for Phase 2 set forth in the Petition 
includes separate estimated costs for program management (including implementation 
partner fees) and BESS operations and maintenance.  

 
Lastly, we note that the proposed reporting set forth in the Petition provides quarterly 
program implementation reporting and an Interim Program Assessment filing within 
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two years. We anticipate that some of the program reporting will include details 
related to actual spending and cost categories, as the information is available.  
__________________________________________________________________ 

Preparer: Jessica Kelleher 
Title: Manager 
Department: Commercialization 

jessica.a.kelleher@xcelenergy.com E-mail: 
Date: November 10, 2025 



 

1 

    ☐ Not-Public Document – Not For Public Disclosure 
    ☐ Public Document – Not-Public Data Has Been Excised 
    ☒ Public Document 
 
Xcel Energy  Information Request No. 10 
Docket No.: E002/M-25-378 
Response To:  Minnesota Department of Commerce 
Requestor: Bhavin Pradhan, Andrew Bahn, Steve Rakow, Cuong Ngo 
Date Received: November 10, 2025 

__________________________________________________________________ 
Question: 
Topic: Cost recovery mechanism. 
Reference(s): Petition, pages 50-51. 
 
The RES rider statute, Minn. Stat. § 216B.1645, subd. 2a only allows RES rider 
recovery of costs to satisfy the RES (Minn. State. § 216B.1691). Please provide a 
detailed legal analysis justifying why Capacity*Connect-related costs qualify for 
recovery through the RES Rider, including: 

a. Specific statutory language and subsections supporting BESS as a "renewable 
energy" cost. 

b. How Grid DERMS costs tie directly to RES compliance rather than general 
grid operations. 

c. Comparison to alternative recovery mechanisms, including their advantages and 
disadvantages. 

 
Response: 
a-b. Minn. Stat. § 216B.1645 Subd. 2a allows the Commission to approve rider 

recovery of prudently incurred costs and investments for facilities procured by 
the utility to satisfy the requirements of Minn. Stat. § 216B.1691. Under Minn. 
Stat. § 216B.1691, the Company must generate at least 55 percent of its total 
retail electric sales from renewable energy by 2035, and must generate 80, 90, 
and 100 percent of its total retail electric sales from carbon-free sources by 
2030, 2035, and 2040 respectively. 

 
Section (3) of Minn. Stat. § 216B.1645 Subd. 2a “allows recovery of other 
expenses incurred that are directly related to a renewable energy project, 
including expenses for energy storage provided that the utility demonstrates to 
the commission's satisfaction that the expenses improve project economics, 
ensure project implementation, advance research and understanding of how 
storage devices may improve renewable energy projects, or facilitate 
coordination with the development of transmission necessary to transport 
energy produced by the project to market.” 
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As explained in the Company’s Petition, C*C is designed to support a carbon-
free system as required by Minn. Stat. § 216B.1691 by supporting integration, 
reliability, and optimization of renewable energy resources on the Company’s 
system. Specifically, the Company explained that the C*C BESS projects will be 
deployed and operated as system assets that can meet energy and capacity 
needs that may otherwise need to be met with non-renewable, carbon-emitting 
resources. Moreover, deploying and operating these BESS projects to further 
the goals of the RES will require limited deployment of a grid DERMS. The 
DERMS itself will not support general grid operations; rather, the limited grid 
DERMS deployment will enable dispatch of the C*C BESS assets, which, as 
explained above, furthers RES goals.  

 
Further, as explained in the Company’s Initial Petition, the Company aims to 
grow the operational capabilities of C*C over time to support future integration 
of distributed solar. The ability to grow these operational capabilities requires 
an initial deployment of storage facilities and a DERMS, as contemplated by 
C*C, so that the Company can learn and better understand how these storage 
devices may improve renewable energy projects.  This will offset the need for 
carbon-emitting resources and advance research and understanding of how 
storage devices—in this case, distributed storage devices—may improve 
renewable energy projects. As a result, the storage and DERMS expenses 
contemplated in C*C are intended to satisfy the requirements of Minn. Stat. § 
216B.1691 and are therefore appropriate for rider recovery under Minn. Stat. §  
216B.1645. 

 
c. Recovery of C*C costs and investments through the RES Rider is preferable to 

other potential recovery mechanisms because it is aligned with Minn. Stat. § 
216B.1645, provides transparency for stakeholders and the Company, and is 
aligned with the State’s clean energy and carbon-free objectives. As explained in 
the Company’s Initial Petition, all C*C related costs that are proposed for RES 
Recovery will be: 

 
• Submitted with supporting documentation, including cost breakdowns and 

specific activities;  
• Reviewed and approved by the Commission, ensuring that only reasonable 

and prudent costs are passed on to customers; and  
• Tracked and reported in each Petition, with updates to the rider rate based 

on actual expenditures and forecasted needs. 
 
This provides ongoing oversight of these projects to ensure that they are 
prudent and achieving reasonable benefits for customers, while providing 
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timely recovery to the Company of expenses incurred to meet Minnesota’s RES 
goals. 
 
Alternatively, the Company could seek recovery of the C*C costs and 
investments through a general rate case, which may require adjustments in 
spend to match up with rate case timing.  
 

__________________________________________________________________ 
 
Preparer: Ian Dobson   
Title: Lead Assistant General Counsel   
Department: Legal Services   
E-mail: ian.m.dobson@xcelenergy.com   
Date: November 20, 2025   
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Docket No. E002/M-25____
Petition – DCP Program

Attachment C -Tab: SUMMARY Inputs 

Optimistic Scenario

MISO Energy Value 

MISO Capacity Value 

Capacity Revenue Availability 

Cycle Count 

Capacity Value Escalation 

Social Carbon Value 

Regulatory Cost of Carbon

Regulatory Cost of CO Beginning Year

Avoided Transmission Benefits 

Transmission Benefit Applicability 

Distribution Benefit Value 

Inflation Applied to Sparkfund Fees

Distribution Benefit Applicability 

BESS CapEx (1 MW / 4 MWh) 

BESS O&M 

Lease Payments 

Line Loss Benefits 

[TRADE SECRET INFORMATION HAS BEEN EXCISED]
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Attachment C -Tab: SUMMARY  

2026 2027 2028 2029 2030 2031

# of Battery Site Deployments Total

PHASE II

PHASE II

Total

Cost Sensitivity

Cost/MWh

Capacity

Discharge Length

Total Cost/Battery

Cycles/Year

CapEx
Total Capital Costs: Benefits

d. Production Cost Savings (NPV)

PVRR: g. Capacity / Resource Adequacy

Capital f. Avoided Distribution Benefit (NPV)

O&M h. Avoided Transmission Line Loss (NPV)

ITC's i. Avoided Transmission Benefit (NPV)

Total Costs
a. Capital Expenses (NPV)

b. O&M Expenses (NPV)

c. ITC's (NPV)

Production Cost Savings: Benefit/Cost Ratio

Avoided Distribution Benefit: ($MM)

Costs

($MM)

[TRADE SECRET INFORMATION HAS BEEN EXCISED]
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Attachment C -Tab: SUMMARY  

Capacity Market Revenue: ($MM)

Avoided Transmission Line Loss: ($MM)

Avoided Transmission Benefit: ($MM)

Benefits

[TRADE SECRET INFORMATION HAS BEEN EXCISED]
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Attachment C -Tab: SUMMARY  

2026 2027 2028 2029 2030 2031

# of Battery Site Deployments Total

PHASE II

PHASE II

Total

Cost Sensitivity

Cost/MWh

Capacity

Discharge Length

Total Cost/Battery

Cycles/Year

CapEx ($MM)

Total Capital Costs: Benefits
d. Production Cost Savings (NPV)

PVRR: PVRR ($MM) g. Capacity / Resource Adequacy

Capital f. Avoided Distribution Benefit (NPV)

O&M h. Avoided Transmission Line Loss (NPV)

ITC's i. Avoided Transmission Benefit (NPV)

Total Costs
a. Capital Expenses (NPV)

b. O&M Expenses (NPV)

c. ITC's (NPV)

Production Cost Savings: Benefit/Cost Ratio

Avoided Distribution Benefit: ($MM)

Costs

($MM)

[TRADE SECRET INFORMATION HAS BEEN EXCISED]
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Attachment C -Tab: SUMMARY  

Capacity Market Revenue: ($MM)

Avoided Transmission Line Loss: ($MM)

Avoided Transmission Benefit: ($MM)

Benefits

[TRADE SECRET INFORMATION HAS BEEN EXCISED]



 
CERTIFICATE OF SERVICE 

 
I, Sharon Ferguson, hereby certify that I have this day, served copies of the 
following document on the attached list of persons by electronic filing, certified 
mail, e-mail, or by depositing a true and correct copy thereof properly enveloped 
with postage paid in the United States Mail at St. Paul, Minnesota. 
 
Minnesota Department of Commerce 
Public Comments 
 
Docket No. E002/M-25-378 
 
Dated this 10th day of December 2025 
 
/s/Sharon Ferguson 
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Sasha Bergman
Minnesota Public Utilities Commission
121 7th Place East, Suite 350
St. Paul, Minnesota 55101-2147





RE:	PUBLIC Comments of the Minnesota Department of Commerce

	Docket No.  E002/M-25-378





Dear Ms. Bergman,



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

In the Matter of Northern States Power Company, dba Xcel Energy, Petition for Approval of Capacity*Connect, a Distributed Capacity Procurement (DCP) program

The Petition was filed by Xcel Energy on October 3, 2025.



The Department recommends approval with modification 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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[bookmark: _Toc215566005]Acronyms and Abbreviations



		ADMS

		Advanced Distribution Management System



		BCR

		Benefit-Cost Ratio



		BESS

		Battery Energy Storage System



		BTM

		Behind-the-Meter



		C*C

		Capacity*Connect



		CBA

		Cost-Benefit Analysis



		DCP

		Distributed Capacity Procurement



		DER

		Distributed Energy Resource



		DERMS

		Distributed Energy Resource Management System



		DML

		Daytime Minimum Load



		DSES

		Distributed Solar Energy Standard



		EJ

		Environmental Justice



		FE

		Flexible Energization



		FERC

		Federal Energy Regulatory Commission



		FI

		Flexible Interconnection



		FTM

		Front-of-the-Meter



		IDP

		Integrated Distribution Plan



		IRP

		Integrated Resource Plan



		IRP

		Integrated Resource Plan



		ITC

		Investment Tax Credits



		ITC

		Investment Tax Credit



		LMP

		Locational Marginal Price



		MISO

		Midcontinent Independent System Operator



		MNDIP

		Minnesota Distributed Energy Resource Interconnection Process



		MW

		Megawatt



		MWBE

		Minority and Women-Owned Business Enterprises



		MWh

		Megawatt-hour



		NPV

		Net Present Value



		NSPC

		Northern States Power Company



		NWA

		Non-Wires Alternative



		O&M

		Operations and Maintenance



		RES

		Renewable Energy Standard



		T&D

		Transmission and Distribution



		VPP

		Virtual Power Plant

























[bookmark: _Toc215566006]Definitions 

Daytime Minimum Load- The smallest amount of load the feeder/transformer carries during daytime hours 10:00-16:00.[footnoteRef:2] [2:  2024 Hosting Capacity Program Guidebook,  Xcel Energy 2024 (Link)] 




Daytime Minimum Load Problem- The daytime minimum load problem occurs when high levels of DER generation during midday hours exceed local electricity demand, effectively overwhelming the distribution feeder with excess power that creates grid instability and fills available hosting capacity.



Distributed Energy Resources Management System (DERMS)- DERMS is a control system that will provide improved awareness of DER impacts to power-flow on the grid. DERMS allows for the integration of DER and demand response with full visibility and control, and at the same time enables the Company to maximize localized and system-wide benefits and value for customers. [footnoteRef:3] [3:  Integrated Distribution Plan (2020-2029), Xcel Energy 2019 (Link)] 




Front -of-the-meter (FTM)- A large-scale energy storage system connected to the electricity grid on the utility side of the meter, before it reaches individual customer properties.



Acronyms, Abbreviations and Definitions

			



Virtual Power Plant (VPP)- A virtual power plant (VPP) is a collection of small-scale energy resources that, aggregated together and coordinated with grid operations, can provide the same kind of reliability and economic value to the grid as traditional power plants.[footnoteRef:4]  [4:  Clean Energy 101: Virtual Power Plants, Rocky Mountain Institute (RMI) 2023 (Link)] 
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Before the Minnesota Public Utilities Commission

		

PUBLIC Comments of the Minnesota Department of Commerce



Docket No. E002/M-25-378

[bookmark: _Toc215566007]INTRODUCTION 

On April 21, 2025, the Minnesota Public Utilities Commission (Commission) issued its Order[footnoteRef:5] in Xcel Energy’s (Xcel or the Company, hereinafter) 2024 Integrated Resource Plan (IRP), Docket No. E002/RP-24-67.[footnoteRef:6] Order Point 23[footnoteRef:7] in the 2024 IRP Order required Xcel to file a Distributed Capacity Procurement (DCP) proposal by October 3, 2025.  [5:  In the Matter of Xcel Energy’s 2024-2040 Upper Midwest Integrated Resource Plan, Order Approving Settlement Agreement with Modifications, April 21, 2025, Docket No. E002/M-24-67, (eDockets) 20254-217941-01, (hereinafter “2024 IRP Order”).]  [6:  In the Matter of Xcel Energy’s 2024-2040 Upper Midwest Integrated Resource Plan, Xcel Energy, Petition, February 1, 2024, Docket No. E002/RP-24-67, (eDockets) 20242-203027-01, (hereinafter “2024 IRP Petition”).]  [7:  2024 IRP Order, Order Point 23.] 




In compliance with the 2024 IRP Order, Xcel filed the Company’s Petition for Approval of Capacity*Connect, a Distributed Capacity Procurement (DCP) program[footnoteRef:8] on October 3, 2025. In the Petition, the Company seeks approval to deploy approximately 50 MW and up to 200 MW of Company owned, front-of-the-meter (FTM), and distribution-interconnected Battery Energy Storage System (BESS) by the end of 2028. The program's proposed budget ranges from approximately $152 million for a 50 MW deployment to an estimated $430 million for the full 200 MW deployment. [8:  In the Matter of Northern States Power Company, dba Xcel Energy, Petition for Approval of Capacity*Connect, a Distributed Capacity Procurement (DCP) program, Xcel Energy, Petition, October 3, 2025, Docket No. E002/M-25-378, (eDockets) 202510-223594-01, (hereinafter “Petition” or “Capacity*Connect” or “C*C” or “DCP program”).] 




The Capacity*Connect program intends to install BESS units, ranging from 1-3 MW each, at various commercial, industrial, or community host sites, where they will function as a coordinated capacity resource within Xcel’s portfolio by developing a proprietary Distributed Energy Resources Management System (DERMS). To execute this, Xcel proposes to partner with Sparkfund, a Distributed Energy Resource (DER) deployment services firm. Sparkfund’s role would involve identifying strategic locations via integrated planning, procuring and installing the battery units, and operating them as a coordinated network.



The Department recommends approval with modifications. The Petition presents a novel approach to grid modernization; however, the request for $430 million relies on untested assumptions regarding benefits and scalability. To protect ratepayers from the financial risk of a full-scale rollout while allowing the Company to validate operational theories, the Department recommends limiting approval to an initial "Learning Phase". The Department does not make a specific capacity recommendation at this time and will address the appropriate cap in its reply or supplemental comments. Furthermore, the Department recommends the Commission direct the Company to test three deployment archetypes—Economic Arbitrage, Reliability and T&D Deferral, and DER Congestion and Hosting Capacity—to generate empirical data on the true value of the project. The Department’s analysis and recommendations are guided by the public interest, focusing on: 

· Implementation and Cost Management: Ensuring strong implementation oversight, prudent cost management, and robust ratepayer protections.

· Benefit Verification: Establishing robust measurement and verification protocols to validate all claimed system benefits.

· Grid Access: Promoting fair, transparent, and non-discriminatory access to the distribution grid for all parties.

· Equitable Benefits: Guaranteeing the meaningful and measurable delivery of program benefits to all communities, particularly environmental justice (EJ) and low-income communities.

[bookmark: _Toc215566008]PROCEDURAL BACKGROUND 

		October 3, 2025

		Xcel Energy filed a Petition for approval of Capacity*Connect, a Distributed Capacity Procurement (DCP) program.



		October 16, 2025

		The Commission posted a Notice of Comment Period[footnoteRef:9] for the Petition.  [9:  In the Matter of Northern States Power Company, dba Xcel Energy, Petition for Approval of Capacity*Connect, a Distributed Capacity Procurement (DCP) program, Notice of Comment Period, October 16, 2025, Docket No. E002/M-25-378, (eDockets) 202510-224037-01, (hereinafter “Notice”).] 








The Commission's Notice invited parties to address several key topics to guide the record. The Commission requested comments on the following topics:

· Should the Commission approve, modify, or deny Xcel’s proposal for Capacity*Connect Phase 2? In your response, please address the following topics:

· Program design, implementation, and operations

· Delivery of system benefits

· Reporting

· Budget

· Procurement process

· Applicability of MN DIP

· Impact on other programs, such as distribution upgrade cost-sharing

· Does Xcel’s filing fulfill Order Point No. 23 of the Commission’s April 21, 2025 Order in Xcel’s 2024 Integrated Resource Plan (Docket No. E002/RP-24-67)?

· Should the Commission approve, modify, or deny Xcel’s proposed implementation of a Grid DERMS use case to support Capacity*Connect? In your response, please address at least the following topics:

· Budget

· Proposed use cases

· Does Xcel’s DERMS Roadmap in Attachment D of the proposal fulfill Order Point 23 of the Commission’s September 16, 2024 Order in Xcel’s 2023 Integrated Resource Plan (Docket No. E002/M-23-452)?

· Should the Commission approve, modify, or deny Xcel’s request to seek cost recovery of Capacity*Connect and Grid DERMS costs through its Renewable Energy Standard (RES) Rider?

· Are there other issues or concerns related to this matter?



The following comments from the Department address the issues raised in the Notice.

[bookmark: _Toc215566009]DEPARTMENT ANALYSIS 

The Department analyzes Xcel’s Petition by evaluating its consistency with relevant statutes, Commission Orders, and the broader public interest. The Department’s analysis is grounded in achieving a balance among constituent goals, including system reliability and resilience, affordability and cost-effectiveness, distribution system modernization, state clean energy and decarbonization mandates, market development and innovation, and equity. The Department’s comments specifically analyze the proposal’s compliance with the 2024 IRP Order, which established the requirement for this DCP filing.

[bookmark: _Toc215566010]Xcel Energy’s Distributed Capacity Procurement (DCP), Capacity*Connect Proposal

In the Petition, the Company seeks approval to deploy approximately 50 MW and up to 200 MW of Company-owned, FTM, and distribution-interconnected BESS across Minnesota by the end of 2028. The proposed capital budget for the proposed phase (Phase 2) ranges from approximately $152 million for a 50 MW build-out to an estimated $430 million for the full 200 MW deployment. Phase 1 of the C*C roadmap was approved through Xcel’s Energy Conservation and Optimization (ECO) plan and is underway.[footnoteRef:10] In Phase 1, Xcel will install 3-5 MW of FTM batteries at commercial customer sites to “evaluat[e] the feasibility and learning more about scalability and economic viability of utility-owned, customer-sited BESS.”[footnoteRef:11] [10:  In the Matter of Xcel Energy’s 2024-2026 Energy Conservation and Optimization Triennial Plan, Program Modification Request, Minnesota Department of Commerce, Assistant Commissioner’s Decision Addenda in Response to Xcel Energy’s Proposed Modifications to its 2024-2026 Energy Conservation and Optimization Triennial Plan, Docket Nos. E,G002/CIP-23-92 & E002/RP-24-67, (eDockets) 20259-222675-01 ]  [11:  Petition at 7.] 




To execute this vision, the Company proposes a phased deployment strategy that begins at roughly 50 MW and scales upward only as capabilities, siting processes, and operational tools mature. Xcel intends to partner with Sparkfund, a specialized DER deployment services company, to serve as the integrator responsible for program design refinement, host site‑ recruitment, and turnkey delivery of the BESS portfolio, including engineering, procurement, and construction. Under this partnership, Sparkfund will manage much of the project level development and delivery risk while Xcel retains ownership of the assets and ultimate responsibility for system ‑operations.[footnoteRef:12] [12:  Petition at 15.] 




The Capacity*Connect program intends to install the BESS units, ranging from 1-3 MW each, at various commercial, industrial, or community host sites, where each project functions as part of a coordinated, utility‑controlled capacity resource. These assets are intended to charge during periods of low prices or surplus energy and discharge during peak or high‑value hours, enabling participation in wholesale markets and supporting local grid needs. To operate this geographically dispersed fleet as a cohesive Virtual Power Plant (VPP), the Petition requests approval for a limited Grid DERMS deployment with an implementation budget of roughly $2.9 million, including specific use cases such as Flexible Interconnection and Flexible Energization to manage real‑time grid constraints and optimize dispatch.



The Company proposes to recover both the BESS capital costs and the Grid DERMS investment through the RES Rider rather than base rates, which facilitates accelerated cost recovery while ensuring a return on investment. In return for this ratepayer funding, Xcel asserts that Capacity*Connect will create stacked system benefits by combining bulk system capacity and energy market value, potential deferral or reduction of traditional transmission and distribution upgrades, and direct payments to host customers. The Company states that it will maintain ultimate control over the dispatch of the BESS fleet to ensure system reliability and resource adequacy, positioning distribution‑level storage as a flexible tool that can respond quickly to changing conditions and complement larger, centralized resources in its 2024 IRP Petition.[footnoteRef:13] [13:  Petition at 42.] 


[bookmark: _Toc215566011]Should the Commission approve, modify, or deny xcel’s proposal for Capacity*Connect Phase 2?

[bookmark: _Toc215566013]Program design, implementation, and operations



The Department supports the Company’s proposal as an innovative and necessary step forward, consistent with the Commission’s directive in the 2024 IRP Order. The concept of utilizing distributed batteries as a FTM VPP to provide grid services is a critical strategy for meeting Minnesota’s clean energy goals. However, as currently proposed the Department has several concerns regarding the cost effectiveness of this resource. These concerns are discussed throughout these comments. The Department finds that the Company’s current request for a budget of up to $430 million to deploy 200 MW cannot be supported without substantial commitment to both distribution system and bulk system benefits. 



The Department’s overarching recommendation is for the Commission to approve a modified version of the Capacity*Connect proposal. This approval should be limited to an initial "Learning Phase" and be contingent on the adoption of the specific modifications detailed in the following sections. These modifications are essential to strengthen the program, de-risk the investment, and protect ratepayer interests. This approach limits initial ratepayer exposure while maximizing the empirical data gathered from distinct applications. The modified Phase 2 aligns with the learning nature of the program and ensures that any future expansion is fully justified by tangible, verified, and cost-effective benefits, in agreement with the Petition:

A phased approach is necessary to gain operational experience, validate our assumptions, and ensure we have the people, processes, and tools in place to deploy and operate a high volume of assets quickly, safely, and affordably – while maximizing the benefits to all customers.[footnoteRef:14] [14:  Petition at 6.] 


The Department does not make a specific capacity recommendation at this time and will address the appropriate cap in the reply or supplemental phase once the benefits of the resource are better supported. Critically, this initial deployment must be structured to test specific, distinct siting Archetypes to determine which applications provide the greatest value to ratepayers.

C*C Phase 2 as a Learning Phase



The Company states that the C*C program aims to identify barriers and test potential solutions prior to a full-scale rollout. The Petition explicitly notes that the Company does not currently know the specific MW volume of BESS that can be safely integrated. Accordingly, the Petition identifies the resolution of operational uncertainties and the acquisition of siting logistics data as central components of the proposed phase.[footnoteRef:15] [15:  Petition at 11.] 




The Company characterizes the proposal as a pilot phase and admits uncertainty regarding integration limits. The Petition explicitly acknowledges an inability to guarantee the deployment volume associated with the requested capital:

[…] simply put, we do not yet know how many megawatts of BESS can install, and safely and cost-effectively integrate into our operations in this next phase of C*C without continuing to answer several key questions.[footnoteRef:16] [16:  Petition at 3.] 


Further, the Petition characterizes the program as a developmental step intended to provide testing and validation of costs and scalability:

The Phase 2 C*C program will provide important testing and validation of costs, benefits, operational coordination, and scalability, to develop the industry-leading full-scale program that we believe is achievable, we must proceed thoughtfully within and beyond Phase 2.[footnoteRef:17] [17:  Petition at 6.] 


Xcel tempers expectations regarding the benefits mentioned in the Petition—the Company acknowledges that while Phase 2 of C*C will primarily seek to maximize bulk system benefits, the full value proposition is prospective rather than guaranteed:

The benefits won't all be realized immediately, but we believe this proposal provides critical movement toward an energy future that optimizes the usage of all of our assets.[footnoteRef:18] [18:  Petition at 9.] 


Additionally, the Petition frames Phase 2 not as a deployment of proven solutions, but as an exploratory exercise to identify hurdles:

Phase 2 seeks to test the possibility of realizing these benefit streams concurrently as well as identify barriers and potential solutions to doing so. The learnings from this phase will be crucial to informing any future C*C phases.[footnoteRef:19] [19:  Petition at 11.] 


The Company’s characterization of the program as a pilot intended to validate assumptions supports the Department’s recommendation of implementing a modified Phase 2 focused on different value-proposition Archetype implementation and siting strategy testing. A limited Phase 2 protects ratepayers by ensuring the Company resolves operational uncertainties and validates value-stacking strategies prior to further capital commitment. 

Limited system benefits



The Department finds that the quantified-benefit methodology rests on optimistic assumptions regarding asset performance, market participation, and deferral realization. The primary objective of Capacity*Connect is to deliver system-wide benefits by deferring or avoiding more expensive traditional infrastructure: 

The goal is to deliver system capacity benefits without the need for potentially time-consuming and costly interconnection, upgrades, and investment in the bulk system while bringing more locally stacked benefits through optimization of the distribution system.[footnoteRef:20] [20:  Petition at 2.] 


Xcel asserts that distributed batteries, optimally sited, can provide capacity value and energy arbitrage that benefit all customers. These FTM batteries will charge during off-peak times and discharge during peak demand, providing capacity and energy when it is needed most. By discharging during peak hours, the BESS fleet could reduce Xcel’s net peak demand and potentially defer the need for new peaking generation or transmission upgrades.



However, Capacity*Connect program’s stated benefits from its capacity/resource adequacy revenue strategy may be overestimated, as illustrated in Figure 1. The overestimation maybe due to a fundamental duration mismatch between the asset and the market's price structure. The BESS is a 4-hour duration system, meaning it must discharge for four hours to dispatch its full energy value. Figure 1 illustrates a market characterized by short-duration price spikes, where maximum values are sustained for only one to two hours. Consequently, to achieve a full discharge cycle, the BESS must operate during the lower-priced 'shoulder' intervals immediately preceding and following the peak. This mismatch significantly lowers the average realized price for its 4 MWh of energy, which suggests that analyses assuming the full discharge can be sold at the peak price will overstate the project's actual profitability.
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[bookmark: _Toc214996672]Figure 1. Normalized Hourly Locational Marginal Prices (LMP), 2023-2034.[footnoteRef:21]  [21:  The data used to generate the normalized price curves in Figure 1 is retrieved from two sources. Historical and current data (2023-2025) are based on MISO LMP averages. The future price projections (2026, 2029, and 2034) are derived from data provided by Xcel Energy in Attachment D of the Petition.] 


The Department further questions whether the Company’s chosen market participation strategy artificially suppresses the program's value by excluding ancillary services. In the Petition, the Company indicates that the CBA does not model revenue from ancillary services (such as frequency regulation) because it intends to register the BESS fleet as Demand Response Resources (DRR) Type 1. While the Company argues this pathway avoids the "onerous metering and telemetry requirements" associated with the Electric Storage Resource (ESR) model, it also explicitly prohibits these assets from providing regulation services—a function for which fast-responding batteries are uniquely suited and economically valuable. By prioritizing administrative simplicity over full market functionality, the Company may be leaving significant ratepayer value on the table. The Commission should examine whether the avoided costs of the DRR Type 1 model truly outweigh the forgone revenue from ancillary services, and whether the Company should instead be required to pursue the ESR pathway to maximize the return on this ratepayer investment. The Department requests that Xcel, in order to develop the record more fully, provide in reply comments further discussion about the various advantages and disadvantages of registering the C*C BESS fleet as a DRR Type 1 or Type 2, ESR, another resource, or a combination. The Company’s discussion should include a discussion of how each of these resource types may or may not interact with future FERC Order 2222 integration in MISO.

Cost-Benefit Analysis (CBA)



The Department identifies significant limitations regarding the cost-benefit analysis (CBA) in the Petition. The thin benefit-cost ratio (BCR) (0.96 for the full 200 MW deployment and [PROTECTED DATA HAS BEEN EXCISED] for the 50 MW scenario[footnoteRef:22]) suggests minimal, if any, net ratepayer benefit under the Company's own assumptions. The narrow BCR suggests that even modest deviations from assumed performance or cost parameters could materially affect the program’s overall economic viability. The limited BCR underscores the importance of the Department's recommendation to limit the initial deployment and verify benefits. Table 1 compares the BCR across four potential deployment scenarios, that range from 50 MW to the Company’s full 200 MW request.  [22:  The Department conducted the CBA for a 50, 100, 150 MW deployment scenario. See Attachment B.] 




[bookmark: _Toc214992933]Table 1. C*C Phase 2 Benefit-to-Cost Comparison ($ millions NPV)[footnoteRef:23] [23:  Assuming the batteries are sited within utility-owned sites (by assuming rent payments to be 0), the BCR ratio slightly increases to 1.02 in the 200 MW deployment scenario and to [PROTECTED DATA HAS BEEN EXCISED]in the 50 MW deployment scenario.] 


		

		C*C Phase 2 Benefit-to-Cost Comparison ($ millions NPV)



		Deployment Capacity

		50 MW

		100 MW

		150 MW

		200 MW



		Benefits



		Production Cost Savings

		[PROTECTED DATA HAS BEEN EXCISED

		$39.28



		Capacity / Resource Adequacy

		

		$289.00



		Avoided Distribution Benefit

		

		$41.69



		Avoided Transmission Line Loss

		

		$7.07



		Avoided Transmission Benefit

		

		$62.53



		Total Benefits

		

		$439.56



		Costs



		Capital Expenses

		

		$288.58



		O&M Expenses

		

		$252.35



		ITC

		

		$(82.88)



		Total Costs

		

		$458.05



		Benefit/Cost Ratio

		

		0.96







The Department acknowledges the low BCR for the 50, 100, and 150 MW scenarios but finds it is not—on its own—a sufficient reason to reject a limited learning phase. The low ratio is due to applying a CBA model designed to value a large-scale system capacity resource to what is fundamentally a small-scale learning-phase pilot. The model fails to quantify the primary benefit of a limited learning phase: the significant value of learning, data acquisition, and de-risking a much larger, future investment. The purpose of this limited deployment would be to empirically test the theoretical assumptions in the Company's 200 MW CBA before committing ratepayers to the full, and potentially imprudent, $430 million deployment. Therefore, the Department views the [PROTECTED DATA HAS BEEN EXCISED] ratio not as a failure of the pilot, but as a clear justification for why a prudent, limited cost "Learning Phase" is the only responsible path forward.



Furthermore, the Department is particularly concerned about the sensitivity of the analysis to several key assumptions. The quantified benefits rely heavily on the full realization of avoided generation capacity, distribution upgrade deferrals, and federal ITC. These assumptions presume optimal siting, timely deployment, consistent operational performance, and successful accreditation of battery storage capacity under MISO resource adequacy frameworks. Each of these factors introduces uncertainty. For example, if the actual distribution deferral opportunities are fewer or less costly than estimated, or if ITC benefits are not fully realized, then the overall program benefits would be significantly reduced. Further, the cost assumptions appear optimistic given current supply chain constraints, labor costs, and permitting timelines associated with BESS.



Given these factors, the Department recommends that the Commission approach the CBA results with caution. The narrow benefit margin underscores the importance of ongoing oversight, independent verification of realized benefits, and periodic updates to the CBA as deployment progresses. The Department recommends the Commission require Xcel to submit supplemental analyses, including sensitivity testing and site-specific cost-benefit updates, prior to full-scale implementation. Such measures would provide greater confidence that the Capacity*Connect program delivers genuine and measurable value to ratepayers, while aligning with broader reliability and decarbonization objectives.



[bookmark: _Toc215566014]Additional Distribution-side Benefits



The Petition proposes economic arbitrage as the major lever to gain bulk system benefits. In addition to economic arbitrage, the Department identifies a few more significant and valuable value streams that provide significant benefit and use-cases for the DCP project. 

Addressing the Daytime Minimum Load problem



There is a ‘non-wires’ benefit of the DCP program: using the batteries to mitigate distribution constraints. In areas with high DER penetration, the grid can experience a Daytime Minimum Load (DML) problem,[footnoteRef:24] where excess daytime generation overwhelms the feeder and fills the available hosting capacity. The Company acknowledges that, absent specific operational constraints, “the addition of Capacity*Connect BESS may ultimately impact the hosting capacity on certain areas of the distribution system.”[footnoteRef:25] However, the Department argues that this impact can be positive rather than negative. By strategically siting a Capacity*Connect BESS on such a feeder and using the new DERMS platform to charge it during these periods, the battery effectively soaks up this excess solar generation: [24:  See Definitions.]  [25:  Xcel’s response to DOC IR 3, see Attachment A.1] 


the storage systems also relieve distribution system congestion or increase grid capacity, that may support future deployment of solar, including DSES projects.[footnoteRef:26] [26:  Petition at 47.] 


While the Company states the program is “designed to provide value to the bulk system,”[footnoteRef:27] prioritizing DML mitigation resolves voltage issues and increases the feeder’s hosting capacity. This aspect of C*C would direct benefit other programs, as new third-party solar projects could then potentially interconnect on that feeder without triggering the expensive and time-consuming system impact studies previously required for grid upgrades. [27:  Xcel’s response to DOC IR 3, see Attachment A.1] 


Complying with the Distributed Solar Energy Standards (DSES) Legislative Mandate



The Company “envision[s] that solar could be deployed as part of the C*C program starting in Phase 3, and the Company would intend to maximize efficiency and customer value by ensuring any new solar deployed through C*C also counts toward DSES compliance.”[footnoteRef:28]  [28:  Petition at 47.] 




The Department identifies a unique opportunity to align the DCP program with the Company’s compliance requirement for the DSES.[footnoteRef:29] The Department notes the Company’s difficulty in meeting DSES targets via competitive solicitations—the Company’s 2024 RFP, which sought 200 MW of distributed solar to meet the DSES goals, received only 24 MW of actionable bids from two developers.[footnoteRef:30] Xcel acknowledges that the “projects fall significantly short of our 200 MW target in our initial RFP,” and explore “the inclusion of additional resource options – such as distributed storage – could provide important flexibility to optimize the use of distributed solar resources across our system.”[footnoteRef:31] The shortfall suggests that the current approach cannot deliver the necessary volume that Xcel requires to comply by the DSES statute.  [29:  Minn. Stat. § 216B.1691, Subd. 2h. (hereinafter “DSES Statute”)]  [30:  In the Matter of the Implementation of the New Distributed Solar Energy Standard Pursuant to 2023 Amendments to Minnesota Statutes, Section 216B.1691, Xcel Energy, RFP Update—Shortlisted Bids, October 17, 2025, Docket No. E002,E015,E017/CI-23-403, (eDockets) 202510-224071-01 (hereinafter “Xcel’s DSES RFP (2025).”)]  [31:  Xcel’s DSES RFP (2025).] 




The Department recommends the Commission direct Xcel to evaluate a ‘Solar + Storage’ Archetype for Phase 3 of the program. Specifically, Xcel should analyze feeders where DML currently prevents new solar installations and determine if co-locating DCP batteries can unlock hosting capacity for to meet DSES goals. 






[bookmark: _Toc215566015]Modified Phase 2 Implementation Archetypes



A more structured learning phase is required because the Company’s current siting strategy, focused broadly on "system capacity," lacks the specificity needed to rigorously test the multiple non-wires alternative (NWA) value streams these assets could provide. A successful phase must be designed to test specific, measurable value streams to inform all future distributed investments. The Company emphasizes the importance of siting, admitting that the hardware alone is insufficient without precise geographic placement:

Realizing the full value of C*C depends not only on the underlying assets themselves, but also on the ability to strategically site and effectively integrate them into the Company’s grid planning and operations.[footnoteRef:32] [32:  Petition at 42.] 


The Petition outlines a significant capital investment but currently lacks a structured approach to testing specific battery use cases. By not clearly distinguishing between competing operational goals—such as mitigating local voltage constraints versus maximizing market revenue—the plan risks overlooking distinct value streams. The Department, therefore, recommends the Commission modify the program design to require the initial learning phase deployment be allocated across three specific siting archetypes (see Department Table 2, below), with distinct measurement and verification for each. These categories will allow for a targeted evaluation of how storage addresses specific distribution grid challenges.



This modified approach allows the Company to gain critical operational experience while protecting ratepayers from the risk of a full-scale 200 MW deployment. Most importantly, it ensures that the data gathered from this Phase will be targeted and specific, enabling the Commission to make a fully informed decision about which benefit streams are most valuable and whether future expansion of the program is in the public interest.



Additionally, the Company states that siting will “balance system needs and benefits with EJ considerations.”[footnoteRef:33] The Department is concerned that without specific siting Archetypes, system needs will overshadow equity considerations. The Company explicitly notes that “it would be premature to set specific targets prior to feeder selection.”[footnoteRef:34] This uncertainty underscores the need for the Department’s proposed Archetypes. By dedicating a specific portion of the pilot (e.g., within Archetype 3) to feeders in underserved areas that require congestion relief, the Commission ensures that EJ benefits are structurally built into the program design rather than left to a balancing test during implementation. [33:  Xcel’s Response to DOC IR 4, see Attachment A.2]  [34:  Id.] 





[bookmark: _Toc214992934]Table 2. Summary table of different Archetypes proposed by the Department

		Archetype

		Focus

		Modification



		Archetype 1

		Economic Arbitrage

		The Department recommends directing the Company to site a portion of C*C BESS in locations selected to maximize energy market arbitrage value, based on nodal LMP.



		Archetype 2

		Reliability and T&D Deferral

		The Department recommends directing the Company to site the remaining portion of C*C BESS to address specific, identified distribution reliability issues or to defer planned T&D investments.



		Archetype 3

		DER Congestion and Hosting Capacity

		The Department recommends directing the Company to site a portion of C*C BESS in locations with documented high penetrations of DERs, that are experiencing grid congestion, such as Daytime Minimum Load (DML) issues.







Archetype 1 (Economic Arbitrage): The Company’s CBA identifies energy arbitrage as a key benefit. This archetype would test that value stream by placing batteries where the spread between off-peak (charging) and on-peak (discharging) energy prices is greatest. This siting prioritization should provide a direct, monetizable revenue stream than can be used to offset (and hopefully exceed) program costs for the benefit of all ratepayers.



Archetype 2 (Reliability and T&D Deferral): Archetype 2 aligns with the Company’s primary stated NWA goal. It would test the BESS’s value as a traditional NWA, where discharging the battery during local peak demand can alleviate stress on a specific substation or feeder, improving local reliability and deferring a specific, budgeted infrastructure upgrade. This archetype is particularly relevant to equity goals, as it offers a mechanism to improve service quality in historically under-invested areas that suffer from lower reliability, which ensures that grid modernization benefits reach the most vulnerable ratepayers.



Archetype 3 (DER Congestion and Hosting Capacity): On circuits with high solar generation, excess daytime power can create power flow and voltage issues, filling the available ‘hosting capacity’ and blocking new third-party DER interconnections. By siting batteries in these specific locations and using the new DERMS platform to charge them during peak solar hours, the Company can soak up the excess generation. This siting prioritization would solve the DML problem and demonstrably increase the feeder’s hosting capacity, potentially deferring costly upgrades and enabling more third-party solar. This archetype would directly test the ‘Flexible Interconnection’ use case proposed for the DERMS.




[bookmark: _Toc215566016]Reporting



The Department recommends the Commission direct Xcel to file a DCP Phase 2 Evaluation Plan within 180 days of Order issuance. The plan must detail the specific methodology the Company will use to measure and verify the performance of the three siting archetypes listed below:



To ensure continuous oversight, the Department recommends the Commission direct the Company to file quarterly program status reports. These reports must include, at a minimum:

· Deployment & Budget: Current deployment status (MW and sites operational) and a detailed breakdown of budget expenditures (Capital and O&M).

· Archetype Performance: Specific performance data and benefit calculations for each of the three siting archetypes, including Measurement and Verification (M&V) data validating claimed benefits (for example, realized energy arbitrage revenue, confirmed T&D deferrals, and reduction in reverse power flow).

· Grid DERMS Efficacy: Operational performance data for the Grid DERMS platform, specifically demonstrating the successful execution.

· Interconnection & Hosting Capacity: Documentation of the interconnection studies and distribution upgrades required for each site, along with a specific tracking of how each FTM battery installation impacts the available hosting capacity on its respective feeder.

· Labor Standards Compliance: Auditable reporting on compliance with the labor standards outlined in the Petition, specifically quantifying prevailing wage and apprenticeship utilization rates.

· Equity Progress: Tracking of the specific, quantifiable equity metrics (detailed in Section C.1. below), including the percentage of subcontracting dollars awarded to MWBE and status of host community consultations.



The Department recommends the Commission direct Xcel to conduct a Comprehensive Third-Party Evaluation[footnoteRef:35] after 20 MW of capacity is operational or after 2 years of Commission approval, whichever comes first. The Department proposed third-party evaluation replaces the Company’s proposed Interim Program Assessment and must be filed for Commission and stakeholder review. This evaluation must include: [35:  Hereinafter, “Department proposed third-party evaluation”] 


· Benefit Verification: Independent verification of the costs and realized benefits of the initial 20 MW deployment.

· Future Market Models: A specific analysis of potential models for a future "Phase 3" that incorporates third-party owned resources and competitive solicitations.

· DSES Pathway: An analysis of how future phases could be structured to incorporate solar generation to aid compliance with the DSES.

· DERMS Interoperability: A technical detailed confirmation that the DERMS platform has been designed with an open architecture capable of integrating with third-party aggregators and managing third-party-owned FTM DERs.





[bookmark: _Toc215566017]Budget



The Department offers no recommendation regarding the budget at this time. 



[bookmark: _Toc215566018]Procurement process



The Department has concerns with the selection of a single implementation partner through a non-competitive, sole-source process. For a ratepayer-funded program with a proposed budget of up to $430 million, the failure to use a competitive procurement process to select the primary implementation partner introduces substantial and unnecessary financial risks. Xcel, through an Information Request, provided clarification on the details of the implementation partnership with Sparkfund. Sparkfund’s role is expected to include: aspects of program design; site evaluation, selection, and engagement; procurement and contracting; project delivery; and operations and maintenance.[footnoteRef:36]  [36:  Xcel’s response to DOC IR 7.] 




The Department acknowledges the Company’s rationale that this approach leverages a partner with pioneering experience in the DCP model to accelerate this first-of-its-kind pilot program. However, the market for DER program implementation and management is robust and includes numerous qualified firms that provide services comparable to those offered by Sparkfund. By forgoing a competitive process, the Company has failed to demonstrate that its partnership with Sparkfund represents the most cost-effective option for ratepayers. The proposed structure, in its current form, necessitates a high degree of transparency and utility oversight to ensure these downstream procurements are managed fairly, achieve market-based pricing, and protect the financial interest of all ratepayers. 



The Department requests that Xcel provide in its reply comments information on mechanisms to ensure transparency and accountability, as well as market-rate justification for the costs associated with Sparkfund’s role, including but not limited to engineering, procurement, and construction services. 



[bookmark: _Toc215566019]Applicability of MN DIP



The Minnesota Distributed Energy Resource Interconnection Process (MN DIP) is the standard procedure that third-party DER developers must follow to interconnect generation (up to 10 MW) to the distribution grid. A key question is whether Xcel’s utility-owned BESS installation under Capacity*Connect must adhere to MN DIP requirements. In the Petition, Xcel argues:

[MN DIP] do[es] not necessarily contemplate the C*C concept: FTM, utility-owned and -controlled, dispatchable DER, strategically deployed to serve as bulk system assets that are not functionally different from the Company’s distribution system. So, while we will perform necessary studies to assess impact of the C*C BESS on the system, C*C assets akin to bulk system resources are not subject to MN DIP.[footnoteRef:37] [37:  Petition at 18.] 


Footnote [8] notes in the Petition: 

As part of the Company’s distribution system, the assets differ from a BESS that is part of a DER subject to MN DIP, which applies to DER “… interconnecting to, and operating in parallel with, an Area [Electric Power System] distribution system…” (MN DIP 1.1.1) [footnoteRef:38] [38:  Petition at 18.] 


Xcel commits to perform equivalent system impact studies and adhere to safety/technical standards for each interconnection:

In order to maintain a safe, reliable system, we will need to conduct system impact studies for each site, similar to studies conducted under MN DIP.[footnoteRef:39] [39:  Id.] 


Xcel states it will avoid any deployments that trigger significant distribution upgrades. The Department does not see the necessity for Xcel to go through the administrative steps of MN DIP for each site, which would undercut the value proposition of the DCP—quick deployment. However, the Department wants to underscore that technical due diligence and grid protection principles embodied in MN DIP must be upheld. 



Xcel should coordinate DCP additions with its hosting capacity analysis, even if not in MN DIP, as the addition of 3 MW of injection on a feeder will consume hosting capacity. Depending on the specific deployment, the C*C BESS could consume hosting capacity available to other DERs or, as with Archetype 3, potentially increase it. Consequently, Xcel should not be permitted to ‘skip the line’ in a manner that creates an anticompetitive environment. Even if utility-owned assets are not technically subject to the full interconnection application process, they must functionally respect the queue to ensure that the presence of a utility BESS does not inadvertently block or complicate pending third-party interconnections.



The Department recommends the Commission direct Xcel to document, in its quarterly reports or IDP updates, the interconnection studies and any distribution upgrades required for each site. This will ensure no compromise to safety or reliability. Furthermore, to address potential inequities in capacity allocation, the Department supports alignment with the MN DIP where applicable. 



[bookmark: _Toc215566020]Impact on other programs, such as distribution upgrade cost-sharing



The primary impact of the C*C program on other programs relates directly to distribution upgrade cost-sharing and hosting capacity. Xcel states its vision:

The vision of this program is one that provides capacity and energy benefits for customers without the need for potentially time-consuming and costly interconnection, upgrades, and investment in the bulk system, while bringing more locally stacked benefits through optimization of the distribution system.[footnoteRef:40] [40:  Petition at 2.] 


By design, the Capacity*Connect program, intends to function as an NWA to defer or avoid traditional T&D upgrades:

By siting BESS as a part of the distribution system, C*C assets avoid transmission upgrade/interconnection costs associated with utility-scale generation resources.[footnoteRef:41] [41:  Petition at 38.] 


However, this benefit must be balanced against the program's consumption of finite hosting capacity, as discussed in B.3. The Department recommends the Commission order Xcel to clarify in its annual Integrated Distribution Plan (IDP) filings how these NWA investments are being coordinated with traditional distribution planning and how hosting capacity impacts are being managed to ensure third-party DER programs are not negatively affected.

[bookmark: _Toc215566021]Does Xcel’s filing fulfill Order Point No. 23 of the Commission’s April 21, 2025 Order in Xcel’s 2024 Integrated Resource Plan (Docket no. E002/RP-24-67)?

The Department has reviewed the Company’s filing and finds that Xcel has procedurally filed the requirements of Order Point No. 23 in the 2024 IRP Order by providing the required evaluations and discussions. The Department’s analysis of each sub-point, along with recommendations, is provided below.



The Company submitted the Petition in compliance with the 2024 IRP Order, which states:

Xcel must file a Distributed Capacity Procurement (DCP) proposal by October 3, 2025. The filing must include: 

a. An evaluation of how the Distributed Capacity Procurement program could be used to improve equity. 

b. A discussion of how the proposal impacts the Five-Year Action Plan approved in this order, how it impacts the IRP forecasted annual distributed generation solar additions, and whether the DCP could be used to advance compliance with the distributed solar energy standard. 

c. An evaluation of a costs and benefits comparison between a utility-owned and managed DCP model and alternative models allowing participation from customer-owned and third-party-owned resources. 

d. An evaluation of the labor standards utilized by Xcel and third-party solar installers. 

[bookmark: _Toc215566022]Equity



The 2024 IRP Order required ‘An evaluation of how the Distributed Capacity Procurement program could be used to improve equity.’ The Company provided an evaluation in Section X of its Petition, outlines strategies to advance equity. These include targeting some battery deployments in underserved communities, providing direct financial benefits (host payments) to a diverse range of sites including non-profits or public facilities in EJ communities, and prioritizing diverse hiring and contracting in program implementation.



The Department finds the Company has procedurally met the requirement by providing the evaluation. The Department supports these commitments as a positive step. However, these commitments require refinement and transparent, quantifiable tracking to ensure that the program’s benefits are measurably and equitably shared with Minnesota’s EJ and low-income communities. While the Department finds the Company has procedurally met the completeness requirement, we caution against the presumption that siting infrastructure within an EJ area is inherently a benefit.



Historically, disadvantaged communities have borne a disproportionate share of the state’s industrial and energy infrastructure. The Department is concerned that targeting these areas for large-scale BESS deployment, without robust community consent, risks reinforcing the stigma of these neighborhoods serving as industrial hubs rather than residential communities. A large BESS brings could potentially raise concerns regarding noise, visual aesthetics, and fire safety perceptions. 



Therefore, the Department recommends the Commission direct the Company to refine its approach. Tracking progress must go beyond counting the megawatts sited in EJ areas—a metric that could perversely incentivize overburdening these communities. Instead, the company should track and report on specific, quantifiable equity metrics in its program reports. Quantifiable equity metrics could include the percentage of subcontracting dollars awarded to MWBE and evidence that host communities in EJ areas have been actively consulted regarding site aesthetics and safety, ensuring the project is viewed as a community asset. 



[bookmark: _Toc215566023]Impact on the Five-Year Action Plan



The 2024 IRP Order requires “A discussion of how the proposal impacts the Five-Year Action Plan approved in this order […].” The Company’s filing discusses how Capacity*Connect is a core component of executing Five-Year Action Plan approved in the IRP. Specifically, the 200 MW of distributed storage will contribute directly toward the IRP’s approved target of adding 600 MW of battery storage by the end of 2030.

The Department finds that the Company has adequately addressed this requirement. The proposal clearly aligns with the 2024 IRP Order’s objective to “advance innovative new carbon free generating technology, including a virtual power plant.” This program represents a foundational step in meeting the 600 MW storage mandate set forth in the approved plan. The Department recommends the Commission find that Xcel has fulfilled this filing requirement.



[bookmark: _Toc215566024]Impact on IRP forecasted annual distributed generation solar additions



The 2024 IRP Order required a discussion of “how the [DCP] impacts the IRP forecasted annual distributed generation solar additions […].” The Company notes that Phase 2 of the Capacity*Connect program is focused exclusively on battery storage, not solar generation. Therefore, the program does not directly impact or change the IRP’s forecasted annual additions for distributed solar. 



The Department finds this discussion procedurally fulfills the filing requirement by directly addressing the question. The Department also note that, as discussed previously, the indirect impact of the program could be beneficial to future solar additions. By strategically siting these batteries to mitigate grid constraints (e.g., Daytime Minimum Load issues), the program could increase hosting capacity on certain feeders, thereby enabling more distributed solar to interconnect in the future a lower cost.



The Department finds the Company has fulfilled this filing requirement.



[bookmark: _Toc215566025]Using DCP as compliance with DSES



The 2024 IRP Order required a discussion of “whether the DCP could be used to advance compliance with the distributed solar energy standard.” The Company clarifies that because Phase 2 of the DCP is battery-only, it cannot be used directly for compliance with the DSES, which is specific to solar generation. However, the Company states that the DCP framework is flexible and could be expanded in future phases to include solar or solar-plus-storage procurements, which could then potentially be used to advance DSES compliance. 



The Department finds this to be a reasonable and complete response. The Department, in section B.4 (Table 2), proposed a potential implementation pathway to meet DSES goals within the modified Phase 2. 



The Department recommends the Commission find that Xcel has fulfilled the filing requirement. The Department further recommend the Commission direct Xcel to include in the Department proposed third-party evaluation a specific analysis of how a future phase of the DCP could be structured to incorporate solar or solar-plus-storage to help meet the state’s DSES goals.



[bookmark: _Toc215566026]Cost-Benefit Analysis



The 2024 IRP order requires the Petition to have ‘An evaluation of a costs and benefits comparison between a utility-owned and managed DCP and alternative models allowing participation from customer-owned and third-party owned resources.’ 

Baseline CBA

The Petition is the utility-owned and managed model. The CBA, provided in Attachment C, quantifies the primary value streams for the utility-owned and operated model, including system capacity value, energy arbitrage, and the deferral of T&D infrastructure.

Different Ownership Models



In compliance with the 2024 IRP Order, the Company provided a comparative evaluation in Section E of the Petition. The Company argues that a utility-owned model is necessary to ensure strategic deployment and full operational control. Xcel asserts that third-party ownership introduces distinct "safety risks for [its] employees and the public" and potential "cybersecurity risks," arguing that anything less than full utility visibility compromises system reliability.[footnoteRef:42] The Company further distinguishes the Capacity*Connect program as a VPP designed to meet system-wide needs, contrasting it with customer-owned behind-the-meter resources which are used primarily for individual customer resilience. [42:  Petition at 42.] 




While the Company notes that third parties may still participate as vendors for equipment procurement and construction, it concludes that utility ownership is required to strictly align asset operation with market signals and equity objectives.



The Department acknowledges the Company’s position that utility ownership facilitates a more streamlined deployment for this initial phase. However, the Department cautions against accepting the Company’s assertion that third-party ownership inherently creates unmanageable safety or cybersecurity risks. While the Department accepts the utility-owned model for this specific pilot to accelerate learning, the "safety" and "complexity" arguments should not serve as a permanent justification to exclude third-party ownership in future phases. As noted in the Department's recommendations, this pilot should inform, not preclude, future competitive solicitations.



The Department finds that the Company has procedurally fulfilled the Commission's directive by performing and presenting this comparative evaluation. The Department further recommends the Commission state in its Order that learnings from Phase 2 should be used to inform the development of future competitive programs. The Department recommends directing the Company to include in the Department proposed third-party evaluation a discussion of potential models for a "Phase 3" that could incorporate third-party owned resources and competitive solicitations. This ensures the pilot serves as a foundation for, and not a barrier to, a future competitive DER market, consistent with the trend of FERC Order 2222.



[bookmark: _Toc215566027]Evaluation of the labor standards 



The 2024 IRP Order requires the DCP Petition to include "an evaluation of the labor standards utilized by Xcel and third-party solar installers." The Company provided this evaluation in the "Labor Standards" in Section VI of the Petition.[footnoteRef:43] Xcel confirms that all construction within the Capacity*Connect program will comply with labor requirements to maximize federal Investment Tax Credits (ITC) under the Inflation Reduction Act (IRA). Additionally, the Company highlights its use of collective bargaining agreements and contrasts this with the variable labor standards of third-party installers, noting that while some programs like Community Solar Gardens have statutory prevailing wage requirements, others may not absent specific contracts. [43:  Petition at 48.] 




The Department finds that the Company has provided a thorough evaluation that directly addresses the 2024 IRP Order. The Company sufficiently detailed its own standards and provided a reasonable comparison to the general market, noting that third-party standards vary significantly where not mandated by statute or contract. The Department recommends the Commission find that Xcel has fulfilled the filing requirement. To ensure these stated standards are realized in practice, the Department recommends that the Commission direct the Company to include auditable reporting on its compliance with these labor standards (specifically regarding prevailing wage and apprenticeship utilization) in its quarterly program updates.

[bookmark: _Toc215566028]Should the Commission approve, modify, or deny Xcel’s proposed implementation of a Grid Derms use case to support Capacity*Connect?

The Department recommends that the Commission approve the Company’s proposed implementation of a limited Grid DERMS, subject to the modifications detailed below.



The Grid DERMS investment is a foundational and necessary component for the technical success of the Capacity*Connect program. Xcel states that:

the integration of Grid DERMS (GDERMS) with Aggregator DERMS (ADERMS) represents a critical component of our long-term strategic vision to enable dynamic resource optimization and enhanced grid flexibility. This integration is contingent upon a comprehensive understanding of relevant uses, development of technical requirements, and the evolution of technology, and industry standards. [footnoteRef:44] [44:  Xcel’s response to DOC IR 6, see Attachment A.3.] 


However, this approval must be conditioned on ensuring the platform is designed with an open architecture that supports future interoperability. This condition ensures the DERMS investment, which is funded by all ratepayers, serves as ‘platform’ for future innovation rather than a barrier to entry for third-party participation in the FTM distributed services market.



[bookmark: _Toc215566029]Budget



The Company requests a budget of approximately $2.9 million for this initial, limited Grid DERMS deployment. The proposed cost is included within the total program budget cap.



The Department finds this $2.9 million budget to be reasonable and believes that the investment is not merely an ancillary component, but rather an essential operating system required to manage, dispatch, and optimize the fleet of distributed batteries for bulk system benefits. Without this platform, the Company cannot safely, reliably, or effectively coordinate the assets to provide system-wide capacity, which is the program’s primary objective. Therefore, the Department supports this budget as a prudent and necessary investment to enable the core functionality of the Capacity*Connect program. The Department recommends that the Commission approve the Company’s proposed $2.9 million implementation of a limited Grid DERMS, subject to a critical modification.



[bookmark: _Toc215566030]Proposed use cases



The Company has proposed three initial use cases for this DERMS deployment: 1) Flexible Interconnection (FI), 2) Flexible Energization (FE), and 3) Distributed Capacity Procurement (DCP)--Capacity*Connect. The Department finds these use cases to be appropriate and strategically important for the future of the grid.



The DCP use case is the (current or first) primary justification, enabling the aggregation and dispatch of the Company’s FTM battery fleet to meet system needs. The FI and FE use cases are equally critical. They serve as pilots for advanced grid management functions that will be necessary to manage a grid with high penetration of distributed resources. Specifically, the FI use case is designed to test a framework for managing grid constraints, which could ultimately lower interconnection costs and timelines for all DER developers.



While the Department supports these use cases, the implementation of foundational, ratepayer funded control platform raises significant long-term market considerations. The Commission’s 2024 IRP Order explicitly required the Company to evaluate alternative ownership models, and the Commission has a clear interest in fostering a competitive DER market, consistent with the direction of federal policy in FERC 2222.



The primary concern is that the current version of DERMS, if designed as a ‘closed’ or proprietary system, could become a significant technical barrier to entry. The closed DERMS design could effectively prevent third-party FTM resources or aggregators from participating in future distribution-level service markets. Even if the Company does not plan to allow third-party aggregation in this Phase, the technology being deployed must not be allowed to preclude this possibility in the future. The architecture of this system must not create a monopoly for the Company over all future FTM distributed capacity services of this nature.



Therefore, the Department’s approval is contingent on ensuring this platform is built for future interoperability. This system must be technically capable of integrating with and managing third-party FTM assets and VPPs, not just the Company’s own resources. This contingency ensures the investment in DERMS today serves as true platform for innovation, rather than a technical barrier to a competitive market.



The Department recommends the Commission approve, with modifications, the Company’s request to implement the limited Grid DERMS use cases. The Department recommends:

· Approval of the $2.9 million Grid DERMS implementation budget as a reasonable and necessary investment for the operation of the Capacity*Connect program.

· Approve the proposed initial use cases, as critical to the Phase’s success and to inform future grid management strategies.

· Modify the approval to require that the Company, as a condition of cost recovery, affirm that the DERMS platform is designed with an open architecture. This architecture must be technically capable of integrating with third-party aggregators and managing third-party-owned FTM DERs. The Company should be required to detail this capability and its plan for enabling such future integration in the Department proposed third-party evaluation.

[bookmark: _Toc215566031]Does Xcel’s DERMS Roadmap in Attachment D of the proposal fulfill Order Point 23 of the Commission’s September 16, 2024 Order in Xcel’s 2023 Integrated DIstribution Plan (Docket No. E002/M-23-452)?

The Department has reviewed Attachment D, the Company’s DERMS Roadmap, and finds that it fulfills the directives of Order Point 23 from 2023 IDP Order.[footnoteRef:45] The Department finds that the Company has adequately addressed each of the eight sub-questions from the 2023 IDP Order. [45:  In the Matter of Xcel Energy’s 2023 Integrated Distribution Plan, Xcel Energy, Order Accepting 2023 Integrated Distribution Plan and Modifying Reporting Requirements, September 16, 2024, Docket No. E002/M-23-452, (eDockets) 20249-210223-01, (hereinafter “2023 IDP Order”).] 




The Department concurs with Commission staff that the broader, system-wide implications of this roadmap are best deferred to the Company’s 2025 IDP proceeding.[footnoteRef:46] For the purposes of this docket, the roadmap filing is sufficient to support the limited, $2.9 million Grid DERMS deployment requested specifically to enable the Capacity*Connect program. The 2023 IDP Order states: [46:  Notice at 2.] 


Xcel shall file a detailed roadmap for DERMS deployment that addresses the questions provided below. Xcel must adequately address these questions before any DERMS investments will be approved. The roadmap and answered questions shall be filed in Xcel’s 2025 IDP, or at the time of request for certification or cost recovery for any DERMS investments, whichever is sooner.

Questions to address:

a) What are the alternatives to DERMS?

b) What are the specific use cases for which DERMS will be utilized and who are the intended beneficiaries?

c) Will participation in DER Management be voluntary or required? Will requirements vary based on resource size, resource type, program participation, market participation, or other factors? Will it be available for load interconnections (e.g., EV charging hubs) or interconnections utilizing limited import/export control systems?

d) How will communications be established between Xcel’s DERMS and customer DER? Who will bear the ongoing cost for any necessary communications infrastructure?

e) How will capacity be allocated across new and existing managed and unmanaged interconnectors? How will capacity upgrades be justified and from whom will upgrade costs be recovered?

f) How will prospective applicants understand the impact of DER management on the economics of their project? What information will be provided to prospective interconnectors related to expected curtailment and existing and expected grid conditions? 

g) What are the expected deployment and integrations costs for DERMS? What is the expected ongoing licensing, operating, and infrastructure costs to execute and maintain DERMS functionality? From whom will these costs be recovered?

h) How are equity and energy justice principles being incorporated within the use cases, process design, and cost allocation?

The Company’s roadmap addresses the specific questions from the 2023 IDP Order, as follows:



a) What are the alternatives to DERMS?

The roadmap discusses alternatives, such as relying on the existing Advanced Distribution Management System (ADMS) or using more manual processes. The Company concludes, and the Department finds it reasonable, that these alternatives are insufficient to manage the speed, scale, and complexity of actively dispatching a fleet of distributed resources.



b) What are the specific use cases for which DERMS will be utilized and who are the intended beneficiaries?

The roadmap identifies the three specific, limited use cases proposed in the Petition: 1) Flexible Interconnection (FI), 2) Flexible Energization (FE), and 3) Distributed Capacity Procurement (DCP)—Capacity*Connect. The Company identifies the beneficiaries for each: the C*C optimization (a VPP) benefits all customers by providing system capacity and reliability; the FI benefits DER developers by potentially avoiding upgrade costs; and the FE benefits new large load customers (like EV charging hubs) by allowing for quicker interconnection in constrained areas.



c) Will participation in DER Management be voluntary or required? Will requirements vary based on resource size, resource type, program participation, market participation, or other factors? Will it be available for load interconnections (e.g., EV charging hubs) or interconnections utilizing limited import/export control systems?

The roadmap clarifies that participation in DERMS-managed programs, such as FI, will be voluntary for customer-owned DERs. 



d) How will communications be established between Xcel’s DERMS and customer DER? Who will bear the ongoing cost for any necessary communications infrastructure?

The Company explains that communications between the DERMS platform and the distributed assets will be established using internet or cellular networks. The roadmap indicates that the participating DER owner would generally be responsible for bearing the cost of maintain their side of the communication link.



e) How will capacity be allocated across new and existing managed and unmanaged interconnectors?

The roadmap addresses this question in the context of the new Flexible Interconnection framework. This framework is the proposed method for managing and allocating capacity on the distribution system. It is designed to allow more interconnectors (both new and existing, managed and unmanaged) to share finite grid capacity, thereby deferring or avoiding costly upgrades.



f) How will prospective applicants understand the impact of DER management on the economies of their project?

The Company’s roadmap states that information on expected grid conditions and potential curtailment levels for a given location would be provided to applicants during the interconnection study process.   This information is intended to allow prospective developers to understand the potential economic impact of opting for flexible, managed interconnection and to make informed project decisions.



g) What are the expected deployment and integration costs for DERMS? From whom will these costs be recovered?

The roadmap provided the expected deployment cost for this initial, limited functionality, which is the $2.9 million requested in this Petition. It also discusses ongoing licensing and operational costs. For cost recovery, the Company identifies potential pathways, including the RES Rider as proposed in the Petition or other mechanism, such as the Energy Conservation and Optimization (ECO) budget.



h) How are equity and energy justice principles being incorporated?

The roadmap confirms that the Company has incorporated equity principles into its DERMS design. This includes stakeholder engagement and specific considerations within the use cases, such as prioritizing outreach for flexible interconnection to developers serving low-income or EJ communities. The Company also notes its intent to apply workforce development criteria and give higher scoring to WMBE during DERMS implementation.



The Department finds that Attachment D provides a comprehensive response to all eight questions posed in the 2023 IDP Order. The Department recommends the Commission find that Xcel has satisfied the compliance requirement of Order Point 23. The Department agrees with Commission Staff’s guidance that the broader, system-wide implications of the full DERMS roadmap are best reviewed in the 2025 IDP Docket. 



[bookmark: _Toc215566032]Should the Commission approve, modify, OR DENY XCEL’S REQUEST TO SEEK COST RECOVERY OF CAPACITY*CONNECT AND GRID DERMS COSTS THROUGH ITS RENEWABLE ENERGY STANDARD (RES) RIDER?

Xcel requests the Commission allow the C*C program Phase 2, specific costs to be recovered through the RES Rider. The Company asserts that C*C Phase 2 and the associated limited Grid DERMS deployment help satisfy the carbon-free requirements of Minn. Stat. § 216B.1691 by integrating renewables, providing capacity that displaces fossil resources, and advancing research into how storage can improve future renewable projects.[footnoteRef:47] [47:  Xcel’s response to DOC IR 10, see Attachment A.5.] 




The RES rider statute, Minn. Stat. § 216B.1645, subd. 2a, only allows RES rider recovery of costs to satisfy the renewable-energy standards in Minn. Stat. § 216B.1691. Xcel cites Minn. Stat. § 216B.1645, subd. 2a(a)(3) as authorizing cost recovery for storage expenses that advance research and understanding of how storage devices may improve renewable energy projects.[footnoteRef:48] However, the Department finds that Phase 2's benefits are not “directly related to a renewable project” as required by the statutory provision. Therefore, the Department does not believe the C*C – Phase 2 in the Petition satisfies this requirement. [48:  Id.] 




In addition, Minn. Stat. § 216B.16, subd. 7e, paragraphs (b)[footnoteRef:49] and (c)[footnoteRef:50] contemplate a new rate schedule specifically for energy storage system pilot projects. [49:  Minn. Stat. § 216B.16, subd. 7e, paragraph (b) states that a utility may petition the Commission to approve a rate schedule that provides for the automatic adjustment of charges to recover prudently incurred investments, expenses, or costs associated with energy storage system pilot projects approved by the commission under this subdivision. Paragraph (b) also provides certain filing requirements: “the elements listed in section 216B.1645, subdivision 2a, paragraph (b), clauses (1) to (4), and must describe the benefits of the pilot project.” The referenced elements are: (1) a description of the facilities for which costs are to be recovered; (2) an implementation schedule for the facilities; (3) the utility's costs for the facilities; (4) a description of the utility's efforts to ensure that costs of the facilities are reasonable and were prudently incurred; and (5) a description of the benefits of the project in promoting the development of renewable energy in a manner consistent with this chapter.]  [50:  Paragraph (c) of the same statute states the Commission may approve such a rate schedule. Paragraph (c) also states the rate schedule may include the elements listed in section 216B.1645, subdivision 2a, paragraph (a), clauses (1) to (5).] 




However, the Department recognizes that there are downsides to creating additional cost recovery filings for a single, pilot storage project. It would not be efficient from a regulatory perspective and could also potentially make customer bills more confusing. For these reasons, and consistent with our recommendation in Docket E002/M-23-119,[footnoteRef:51] the Department proposes the same practical compromise. [51:  The Commission approved a rate schedule for recovering prudently incurred storage-pilot costs under Minn. Stat. § 216B.16, subd. 7e. However, Xcel was allowed to incorporate these costs into its RES rider petitions and add them to its RES adjustment factor without extra filings or line items on customer bills, as outlined in the Department’s May 5, 2023, comments.] 




For regulatory-review purposes, Xcel shall include prudent C*C and Grid DERMS costs in its annual RES Rider petitions and add these costs into the RES Adjustment Factor, creating a successor Adjustment Factor that operates identically to the current one except that it also includes approved C*C costs. At the same time, Xcel shall establish a new rate schedule pursuant to Minn. Stat. § 216B.16, subd. 7e. This approach would satisfy the statutory requirement for a separate schedule while imposing no additional regulatory filings and no additional line items on customer bills.



The Department requests that Xcel include the required tariff language and successor Adjustment Factor proposal in its Reply Comments or specifically identify where all elements required by Minn. Stat. § 216B.16, subd. 7e(b) are already provided in the record.



In summary, the Department recommends the Commission authorize future cost recovery of the C*C Program Phase 2 through the RES Rider, subject to Commission review and approval of specific costs to be presented by the Company in a future petition. 

[bookmark: _Toc215566033]Are there other issues or concerns related to this matter?

The Department has no other issues or concerns related to this matter at this time.

[bookmark: _Toc215566034]DEPARTMENT RECOMMENDATIONS 

Based on analysis of the Petition 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: _Toc215566035][bookmark: _Hlk214260729]Xcel Energy’s Distributed Capacity Procurement (DCP), Capacity*Connect Proposal

[bookmark: _Toc215566036]Should the Commission approve, modify, or deny Xcel’s proposal for Capacity*Connect Phase 2?

The Department’s overarching recommendation is for the Commission to approve a modified version of the Capacity*Connect proposal.

B.1. The Department does not make a specific capacity recommendation at this time and will address the appropriate cap in the reply or supplemental phase once the benefits of the resource are better supported.

B.1.2. The Department recommends the Commission require Xcel to submit supplemental analyses, including sensitivity testing and site-specific cost-benefit updates, prior to full-scale implementation.

B.2.2. The Department recommends the Commission direct Xcel to evaluate a ‘Solar + Storage’ Archetype for Phase 3 of the program.

B.3. The Department recommends the Commission modify the program design to require the initial learning phase deployment to be allocated across three specific siting archetypes, with distinct measures and verification for each.

· Archetype 1- The Department recommends directing the Company to site a portion of C*C BESS in locations selected to maximize energy market arbitrage value, based on nodal LMP.

· Archetype 2- The Department recommends directing the Company to site the remaining portion of C*C BESS to address specific, identified distribution reliability issues or to defer planned T&D investments.

· Archetype 3- The Department recommends directing the Company to site a portion of C*C BESS in locations with documented high penetrations of DERs that are experiencing grid congestion, such as Daytime Minimum Load (DML) issues.

B.4. The Department recommends the Commission direct Xcel to file a DCP Phase 2 Evaluation Plan within 180 days of Order issuance. 

B.4. The Department recommends the Commission direct the Company to file quarterly program status reports. These reports must include: deployment progress, budget expenditures (including capital and O&M), specific performance data and benefit calculations for each of the three siting archetypes, M&V data validating claimed benefits, performance data for the Grid DERMS platform, and, quantifiable equity metrics.

B.4. The Department recommends the Commission direct Xcel to conduct a Comprehensive Third-Party Evaluation after 20 MW of capacity is operational or after 2 years of Commission approval, whichever comes first. 

B.6. The Department requests that Xcel provide in its reply comments information on mechanisms to ensure transparency and accountability, as well as market-rate justification for the costs associated with Sparkfund’s role, including but not limited to engineering, procurement, and construction services.

B.7. The Department recommends the Commission direct Xcel to document, in its quarterly reports or IDP updates, the interconnection studies and any distribution upgrades required for each site.

B.8. The Department recommends the Commission order Xcel to clarify in its annual Integrated Distribution Plan (IDP) filings how these NWA investments are being coordinated with traditional distribution planning and how hosting capacity impacts are being managed to ensure third-party DER programs are not negatively affected.

[bookmark: _Toc215566037]Does Xcel’s filing fulfill Order Point No. 23 of the Commission’s April 21, 2025 Order in Xcel’s 2024 Integrated Resource Plan?

C.1. The Department recommends the Commission direct the Company to refine its approach. Tracking progress must go beyond counting the megawatts sited in EJ areas—a metric that could perversely incentivize overburdening these communities. Instead, the company should track and report on specific, quantifiable equity metrics in its program reports.

C.4. The Department recommends the Commission direct Xcel include in the Department proposed third-party evaluation a specific analysis of how a future phase of the DCP could be structured to incorporate solar or solar-plus-storage to help meet the state’s DSES goals.

C.5.2. The Department finds that the Company has procedurally fulfilled the Commission's directive by performing and presenting this comparative evaluation. The Department further recommends the Commission state in its Order that learnings from Phase 2 should be used to inform the development of future competitive programs. The Department recommends directing the Company to include in the Department proposed third-party evaluation a discussion of potential models for a "Phase 3" that could incorporate third-party owned resources and competitive solicitations.

C.6. The Department recommends that the Commission direct the Company to include auditable reporting on its compliance with these labor standards (specifically regarding prevailing wage and apprenticeship utilization) in its quarterly program updates.

[bookmark: _Toc215566038]Should the Commission approve, modify, or deny Xcel’s proposed implementation of a Grid DERMS use case to support Capacity*Connect?

The Department recommends that the Commission approve the Company’s proposed implementation of a limited Grid DERMS.

D.1. The Department recommends that the Commission approve the Company’s proposed $2.9 million implementation of a limited Grid DERMS, subject to a critical modification.

D.2. The Department recommends the Commission:

· Approve the $2.9 million Grid DERMS implementation budget as a reasonable and necessary investment for the operation of the Capacity*Connect program.

· Approve the proposed initial use cases as critical to the pilot's success and to inform future grid management strategies.

· Modify the approval to require that the Company, as a condition of cost recovery, affirm that the DERMS platform is designed with an open architecture. This architecture must be technically capable of integrating with third-party aggregators and managing third-party-owned FTM DERs. 

[bookmark: _Toc215566039]Does Xcel’s DERMS RoadmaP in Attachment D of the proposal fulfill Order Point 23 of the Commission’s September 16, 2025 Order in Xcel’s 2023 Integrated Distribution Plan?

· The Department finds that Attachment D provides a comprehensive response to all eight questions posed in the 2023 IDP Order.

· The Department recommends the Commission find that Xcel has satisfied the compliance requirement of that Order.

[bookmark: _Toc215566040]Should the Commission Approve, Modify, or Deny Xcel’s Request to seek cost recovery of Capacity*Connect and Grid Derms costs through its Renewable Energy Standard (RES) Rider?

· The Department recommends the Commission authorize future cost recovery of the C*C Program—Phase 2 through the RES Rider, subject to Commission review and approval of specific costs to be presented to the Company in a future petition.

· Xcel shall include C*C and Grid DERMS costs in its annual RES Rider petitions and add these costs into the RES Adjustment Factor, creating a successor Adjustment Factor that operates identically to the current one except that it also includes approved C*C costs.

· Xcel shall establish a new rate schedule pursuant to Minn. Stat. § 216B.16, subd. 7e.

· The Department requests that Xcel include the required tariff language and successor Adjustment Factor proposal in its Reply Comments or specifically identify where all elements required by Minn. Stat. § 216B.16, subd. 7e(b) are already provided in the record.

[bookmark: _Toc215566041]Are there other issues or concerns related to this matter?
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