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Dear Mr. Bull:

Northern States Power Company, doing business as Xcel Energy, submits this Reply
in response to Initial Comments submitted by Parties on August 13, 2025 regarding
the proposed modifications (Joint Proposal) to the existing Shared Savings Demand-
Side Management Financial Incentive Mechanism proposed by the Department of
Commerce, Center for Energy and Environment (CEE), and Fresh Energy.
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contact me at 612-330-7974 or christopher.j.shaw(@xcelenergy.com if you have any
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INTRODUCTION

Northern States Power Company, doing business as Xcel Energy, submits this Reply
in response to Initial Comments submitted by Parties on August 13, 2025 regarding
the proposed modifications (Joint Proposal) to the existing Shared Savings Demand-
Side Management Financial Incentive Mechanism proposed by the Department of
Commerce, Center for Energy and Environment (CEE), and Fresh Energy.

The Company appreciates the thoughtful comments submitted by CenterPoint
Energy, Minnesota Energy Resources Corporation (MERC), Minnesota Power, and
Otter Tail Power. We acknowledge and value the broad support expressed for the
proposed multi-factor incentive structure, particularly the inclusion of a low-income
spending metric, which aligns with the objectives of the Energy Conservation and
Optimization (ECO) Act and reflects the evolving responsibilities of utilities. We also
note the constructive suggestion from parties to consider the addition of a demand
savings component to the incentive framework, recognizing its potential to further
enhance alignment with system value and policy goals. Based on the Comments in
record, the Company continues to support our recommendations.

The Company, along with other parties, has continued to participate in the
collaborative efforts of the Department, CEE, and Fresh Energy in developing an
updated Joint Proposal. We appreciate the continued partnership among all parties in
working toward a consensus and are optimistic that ongoing dialogue could lead to a
unified recommendation.



We continue to be cautious about the Joint Proposal’s requirement to cap individual
components of the mechanism while maintaining a steep incline in the calibration
levels. Smoothing out the calibration levels will allow all utilities to receive the same
incentive benefit regardless of lower net benefits (as a direct result of meeting
environmental policy goals). Additionally, capping components within the incentive
mechanism does not provide a flexible approach necessary to focus on declined
avoided costs and the ability to encourage good outcomes for customers. We focus
our Reply on these details.

REPLY
I. Calibration of Incentive Scales

We believe the Joint Proposal submitted by CEE, the Department and Fresh Energy,
was not intended to reduce the utilities’ incentive overall but rather maintain the
existing levels while incenting the utility to exceed in particular areas such as low
income. However, the Joint Proposal did not explicitly account for the change in
projected avoided costs. As addressed in our Comments (pages 3-6), the Company
has obsetrved a change in avoided costs as we meet and/or exceed clean energy
requirements. As these avoided costs decline, energy savings that are cost-effective
under the Minnesota Test will become harder to achieve as individual measures and
programs become less cost-effective and at any given level of energy savings, less total
net benefits will be created by utility portfolios. Minnesota Power also addressed
concerns with avoided costs noting that the percentages for energy efficiency “may
inadvertently lead to lower incentives than intended and possibly inconsistent
petrformance rewards across utilities.”!

We continue to support our proposal to place less emphasis on the first-year savings
than the Joint Proposal by reducing the savings threshold and growing the percent of
benefits awarded for first-year savings more slowly.

Specifically, the Company proposes that the first-year savings component have a
reduced achievement threshold of 1.0 percent of sales, rather 1.5 percent.?
Intermediate achievement would be calculated by interpolation, and achievement
above 2.2 percent savings would be calculated by extrapolation (rather than capped as

! Initial Comments, Minnesota Power, August 10, 2025 (pg. 11).

2 The current mechanism and the Joint Proposal use 1.5 percent of sales as the threshold, slightly below the
default energy savings goal established in statute at 1.75 percent of sales. However, the Commissioner has
statutory authority to approve an energy savings goal as low as one percent if the utility requests it and can
demonstrate its appropriateness. The Company used the lower 1.0 percent figure as a threshold on that basis.
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in the Joint Proposal). Higher levels of savings would be rewarded with higher
percentages of net benefits, subject to the overall cap of 7 percent rather than a
component requirement.

Table 1 below shows this recalibration level, noting that it could be extrapolated
above the 4 percent if achievements exceeded the amount noted in the table.

Table 1: Incentive Functions for First-Year Savings

First-year Energy Savings % of Non-EFS Benefits

(% of retail sales) Awarded

1.0% (threshold) 0.5%

1.5% 1.96%

1.6% 2.25%

1.7% 1.98%

1.8% 2.49%

1.9% 2.99%

2.0% 3.49%

2.10% 3.71%

2.2% (goal) 4.0%

We support efforts to refine the framework, however, we continue to see value in
elevating expectations at the lower levels. This approach is not driven by a belief that
first-year energy savings should be lower, but rather by the potential impact of
achieving our environmental goals—particularly in terms of avoided costs. By raising
the bar earlier, we aim to lessen the steep incline of collaboration required in later
stages.

II.  Design of Net Benefit Caps

The Company maintains our position to raise the overall net benefits caps and
remove component caps so that net benefits can be achieved from any individual
component in the mechanism for both the electric and natural gas mechanism. As
noted in our Comments, this is particularly important as a result of future avoided
costs on the electric side, but also important as noted further below around the
teasibility of each of the individual components.

An overall cap would not have a negative impact on any of the individual components
as long as the Commission approves our suggestion that utilities should not be eligible
for any incentive in a year in which they fall below the minimum achievement
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thresholds for both first-year savings and low-income spending. With this stakeholder
concern addressed, we believe that an overall cap would address utility concerns
regarding the individual components. We address these specifically below:

o Electric Energy Savings: As addressed above as avoided costs decline, less total net
benefits will be created by utility portfolios. The Company has suggested a total
net benefit cap of seven percent for the electric incentive (alongside a change in
the calibration) to address these inevitable changes.

o _Allowances to excel in certain components: While stakeholders have noted concern in
a focus on one over another component, caps at the individual level also fail to
encourage the utility to excel in one component if there is an ability to do so.

o Ability to achieve the maximum thresholds of a particular component: The thresholds
outlined for low-income are set at a level for which exceeds historical
achievement. While we appreciate the intent of this direction and provide no
changes to the low-income thresholds, we do acknowledge these are stretch
goals. However, rather than adjust the calibration of the metric, as suggested by
Otter Tail Power3, removing the caps at these levels would achieve the same
result.

III. Feasibility of the Weatherization Metric

We agree with MERC’s concerns regarding the Joint Proposal’s air sealing and
weatherization metric.* While we agree with the natural gas incentive generally, we
continue to suggest the removal of the individual caps by component; in this case, we
are open to this component of the mechanism. The Company also finds this metric
out of alignment with what achievement is possible in the next Triennial.

The Company achieved 29,706 Dth savings that would have been applicable to this
metric in 2024. The Joint Proposal sets a minimum threshold of 38,549 Dth or a 30
percent increase above our current achievement. The high calibration is set at 115,649
Dth or a 289 percent increase above current achievement. We agree with MERC in
that these calibrations do seem to be unaligned with what could be achieved in the
next triennium.

The Company is supportive of verifying that components can be adjusted towards an
overall net benefit percentage alongside the methodology suggested in the Joint
Proposal but otherwise does not support a mechanism that includes possibly

3 Initial Comments, Otter Tail Power Company, August 10, 2025 (pg 3).
4 Initial Comments, MERC, August 10, 2025 (pg. 3).
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unachievable results.

CONCLUSION

We appreciate the opportunity to provide these Reply Comments and remain
committed to working collaboratively with stakeholders and the Commission to refine
the Shared Savings Demand-Side Management Financial Incentive Mechanism. We
believe the proposed adjustments—particularly those related to incentive calibration,
the inclusion of a demand savings component, and the removal of individual metric
caps—will better align utility performance incentives with evolving policy goals,
system value, and feasibility across utilities.

We are encouraged by the progress made through stakeholder engagement and
believe that continued dialogue will support the development of a consensus
framework that is equitable, achievable, and responsive to Minnesota’s clean energy
objectives. We look forward to reviewing the updated Joint Proposal anticipated by
CEE, the Department, and Fresh Energy, and remain committed to supporting a
mechanism that drives meaningful outcomes.

Dated: September 15, 2025

Northern States Power Company
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