
    
                   
 
 

 

January 22, 2026 

  

Sasha Bergman, Executive Secretary  

Minnesota Public Utilities Commission  

121 7th Place East, Suite 350  

St. Paul, MN 55101 

 

RE: Proposed Modification in the Matter of a Commission Review of Utility Performance 

Incentives for Energy Conservation  

 

Docket No. E,G999/CI-08-133 

 

 

Dear Ms. Bergman: 

 

The Minnesota Department of Commerce, Division of Energy Resources (Department), Center 

for Energy and Environment (CEE), and Fresh Energy, as the “Joint Commenters,” respectfully 

submit this letter to the Minnesota Public Utilities Commission (Commission) regarding the Joint 

Commenters’ Proposal for a 2027-2029 Demand-Side Management (DSM) Financial Incentive 

Mechanism for implementation beginning in 2027. 

The Joint Commenters recommend several minor modifications to the proposed 2027-2029 ECO 

incentive mechanism in response to the recent ECO Technical Reference Manual (TRM) Version 

5.0 decision, filed January 9, 2026.1 The Assistant Commissioner’s decision increases the 

residential TRM furnace baseline from 80 percent AFUE to 90 percent AFUE and the Joint 

Commenters believe the resulting impact to the first-year savings and net benefits generated by 

gas utility ECO portfolios merits a slight recalibration of the proposed 2027-2029 ECO incentive. 

 

I. SUMMARY OF THE TRM FURNACE BASELINE CHANGE 

On October 29, 2025, the Department of Commerce released a proposed decision for the ECO 

TRM Version 5.0, which included an increase in the residential TRM furnace baseline from 80 

 
1 Department’s January 9, 2026 Decision. Docket Number E,G999/CIP-18-694. 
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percent AFUE to 90 percent AFUE.2 The furnace baseline change was ultimately approved on 

January 9, 2026. The Assistant Commissioner’s decision also clarified that, “in cases where a 

utility can verify the existing furnace being replaced is non-condensing, the utility could propose 

using the federal minimum standard of 80 percent AFUE as the measure baseline.”3 

During several rounds of comments, stakeholders emphasized that the change in furnace 

baseline would result in significant decreases in per-measure savings for key measures, namely 

high-efficiency furnaces, which currently make up a large share of each gas utility’s residential 

programming. Insulation and air sealing, air source heat pumps (ASHPs), and other measures 

would also see a decrease in per-measure savings, although not as severe as that anticipated 

for high-efficiency furnaces. Essentially, if gas utilities made no changes to their ECO portfolios 

but recalculated per-measure savings using the updated furnace baseline of 90 percent AFUE, 

portfolio-wide first-year savings and net benefits would decrease significantly.  

The Joint Commenters recognize that the ECO financial incentive proposal for the 2027-2029 

Triennial was developed in collaboration with utilities and other stakeholders without 

accounting for a potential change to the TRM furnace baseline. The metrics included in the 

proposed gas incentive were calibrated using 2024 portfolio achievements and the 2018 

Minnesota Energy Efficiency Potential Study4, which assumed an 80 percent AFUE furnace 

baseline when calculating energy savings, and were designed to set challenging yet realistic 

goals for utility performance. To account for the new baseline assumptions and ensure that the 

goals set by the incentive mechanism remain obtainable, the Joint Commenters recommend 

making several modifications to the proposed 2027-2029 gas incentive mechanism.  

The Joint Commenters emphasize that the modifications proposed herein are intended as a 

recalibration to account for the TRM Version 5.0 furnace baseline update. The Joint 

Commenters anticipate that the ECO financial incentive mechanism will continue to evolve, as it 

has in every triennial cycle to date, to reflect new technologies, baseline energy assumptions, 

potential study analysis, state policy goals, and the balance of overall incentive levels with 

utility ECO performance. 

 

II. ESTIMATED PORTFOLIO IMPACTS 

Three portfolio metrics — portfolio-wide first-year energy savings, insulation and air sealing 

first-year energy savings, and portfolio-wide MN Test net benefits — will be impacted by the 

 
2 Department’s October 29, 2025 Proposed Decision. Docket Number E,G999/CIP-18-694. 
3 Page 67 of the Department’s January 9, 2026 Decision. Docket Number E,G999/CIP-18-694. 
4 Center for Energy and Environment, et al. Minnesota Energy Efficiency Potential Study: 2020–2029. Prepared for 
Minnesota Department of Commerce, Division of Energy Resources, 4 Dec. 2018. 
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change in furnace baseline and have a direct influence on the outcome of the utility incentive 

under the mechanism proposed by the Joint Commenters. When preparing for the possibility of 

a change in the furnace baseline, CenterPoint and MERC provided CEE with estimates of the 

expected impact to these metrics if they were recalculated using a 90 percent AFUE furnace 

baseline rather than an 80 percent AFUE baseline. CEE estimated the impact on Xcel’s metrics 

using Xcel’s technical assumptions and by applying the anticipated decrease in net benefits 

provided by CenterPoint.5 Table 1 summarizes these estimated changes.  

Table 1: Anticipated Changes to ECO Achievements due to the TRM Furnace Baseline Change 

 Estimated Reduction (% change) 

Utility 
Portfolio-Wide First-

Year Savings (Dth) 

Insulation and Air Sealing 

First-Year Savings Net Benefits 

CenterPoint 

Energy -9.5% -11% -20% 

Xcel Energy -7.5% -11% -20% 

MERC -7.1% -4.7%6 -13.3% 

 

Importantly, the estimates in Table 1 do not account for the possibility that utilities will propose 

to use an 80 percent AFUE baseline when the furnace being replaced is verifiably non-

condensing. This approach was proposed by CEE in initial comments on the TRM furnace 

baseline and supported in the Assistant Commissioner’s January 9, 2026 decision.7 If this 

approach is approved and implemented, the total decline in first-year savings and net benefits 

may not be as severe as estimated in Table 1. 

The estimates also do not account for the fact that utilities will likely adapt their portfolios in 

response to the baseline change and may offset some of the decline in first-year energy savings, 

net benefits, and insulation and air sealing first-year savings by increasing investment in less-

affected measures or introducing new areas of programming. As a result, the estimates above 

may overestimate the actual decline in savings and net benefits that will occur.  

The Joint Commenters anticipate that utilities will respond to the furnace baseline update by 

evolving their ECO portfolios toward measures with durable long-term value, including 

insulation and air sealing, air-source heat pumps, and income-qualified programs. The proposed 

 
5 The estimates for Xcel Energy’s first-year savings do not account for potential impacts to ASHP measures. 
6 MERC predicts a smaller decrease in insulation and air sealing savings due to a portion of these savings being 
classified as commercial savings, a segment that will not be impacted by the residential TRM furnace baseline 
change. 
7 Page 67 of the Department’s January 9, 2026 Decision. Docket Number E,G999/CIP-18-694. 
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incentive recalibration is intended to maintain appropriate performance incentives as portfolios 

adjust. 

 

III. PROPOSED MODIFICATIONS TO THE GAS INCENTIVE 

Modification 1: Insulation and Air Sealing First-Year Savings Threshold and Goal 

The Joint Commenters recommend adjusting the achievement threshold and goal for the 

insulation and air sealing metric to account for the estimated 11 percent decline in per-measure 

savings for insulation and air sealing measures. The Joint Commenters used the program 

potential savings for insulation and air sealing measures from the 2018 Minnesota Energy 

Efficiency Potential Study to inform the achievement threshold and goal of the insulation and 

air sealing metric. The 2018 Potential Study assumes an 80 percent AFUE furnace baseline, as 

this was the furnace baseline in place at the time, meaning the program potential savings from 

the study do not reflect the same assumptions that will be used during the 2027-2029 Triennial. 

The Joint Commenters recommend recalibrating the insulation and air sealing threshold and 

goal to reflect the 11 percent reduction anticipated for insulation and air sealing measures to 

ensure the metric sets realistic and accurate goals for utility performance. Table 2 shows the 

proposed modifications to the achievement threshold and goal.8 

Table 2: Modified Insulation and Air Sealing Achievement Threshold and Goal (First-Year 

Savings as a % of Average Residential Retail Sales)9 

Utility Achievement Threshold Achievement Goal 

MERC 0.06% 0.05% 0.18% 0.16% 

CenterPoint Energy 0.11% 0.10% 0.32% 0.29% 

Xcel Energy 0.11% 0.09% 0.32% 0.28% 

 

Since each utility’s insulation and air sealing savings will also decrease, the Joint Commenters 

do not anticipate a major change in incentive outcomes following this adjustment. However, it 

will ensure that the achievement threshold and goal for this metric remain realistic and 

attainable. 

 
8 The insulation and air sealing achievement threshold and goal are calculated as a percentage of average 
residential retail sales (2022-2024). To recalibrate the threshold and goal, the Joint Commenters reduced the 
program potential Dth savings for each utility by 11 percent and recalculated the percentages.  
9 In reply comments, the Joint Commenters adopted a recommendation from MERC to use the utility-specific 
program potential values for the insulation and air sealing threshold and goals, rather than the utility-wide 
average. Table 2 reflects this change for each utility. 
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Modification 2: Net Benefits Scale 

The Joint Commenters propose that the minimum percentage of net benefits, awarded when 

utilities perform at the achievement threshold in each metric, and the net benefits cap be 

slightly increased. With this adjustment, the utilities would earn a slightly higher percentage of 

net benefits for reaching each achievement level. This adjustment would not alter the 

achievement threshold or goal for any of the metrics, but by increasing the percentage of net 

benefits awarded for each achievement level, would acknowledge that maintaining or 

exceeding past performance levels will become more challenging for utilities, especially in the 

first several years following the implementation of the 90 percent AFUE furnace baseline. As a 

reminder, the ECO financial incentive mechanism will be reevaluated and updated ahead of the 

2030-2032 Triennial. 

As initially proposed, the incentive-wide net benefits scale, which encompasses all three 

metrics, begins at 1.9 percent and is capped at 5 percent. For the proposed modification, the 

Joint Commenters recommend raising the incentive-wide net benefits minimum and maximum 

by 0.5 percent, resulting in a minimum of 2.4 percent and a maximum of 5.5 percent. The 

additional 0.5 percent of net benefits should be distributed between the three metrics 

according to the existing metric weights (i.e. 60 percent of the total net benefits for first-year 

energy savings, 20 percent for insulation and air sealing, and 20 percent for low-income 

spending). 

Table 3 shows the modified gas incentive structure compared to the original, including the 

proposed changes to both the net benefits minimum and the insulation and air sealing metric. 

In Table 3, the total net benefits awarded for first-year energy savings, insulation and air sealing 

savings, and low-income spending increased by 0.3 percent, 0.1 percent, and 0.1 percent, 

respectively, totaling a 0.5 percent increase across the board.  
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Table 3: Overview of Proposed Modifications to Gas Incentive Mechanism 

First-Year Energy Savings (% of Retail Sales) % of Total Net Benefits Awarded 

0.70% (threshold)10 1.14% 1.44% 

0.80% 1.51% 1.81% 

0.90% 1.88% 2.18% 

1.00% 2.26% 2.56% 

1.10% 2.63% 2.93% 

1.20% (goal)11 3.0% 3.3% (cap) 

Insulation and Air Sealing First-Year Energy Savings (% of 

Residential Sales) 

% of Total Net Benefits Awarded MERC CenterPoint Xcel Energy 

0.06% 0.05% 

(threshold) 

0.11% 0.10% 

(threshold) 

0.11% 0.09% 

(threshold) 
0.38% 0.48% 

0.08% 0.07% 0.15% 0.14% 0.15% 0.13% 0.50% 0.60% 

0.11% 0.10% 0.19% 0.17% 0.19% 0.17% 0.63% 0.73% 

0.13% 0.12% 0.24% 0.21% 0.24% 0.21% 0.75% 0.85% 

0.16% 0.14% 0.28% 0.25% 0.28% 0.24% 0.88% 0.98% 

0.18% 0.16% 

(goal) 

0.32% 0.29% 

(goal) 

0.32% 0.28% 

(goal) 
1.0% 1.10% (cap) 

Low-Income Spend (% of Residential GOR) % of Total Net Benefits Awarded 

1.0% (threshold) 0.38% 0.48% 

1.2% 0.50% 0.60% 

1.4% 0.63% 0.73% 

1.6% 0.75% 0.85% 

1.8% 0.88% 0.98% 

2.0% (goal) 1.0% 1.10% (cap) 

 

 

IV. ESTIMATED INCENTIVE IMPACTS 

The Joint Commenters tested several scenarios to first understand the estimated impact of the 

90 percent AFUE furnace baseline on each utility’s incentive outcome and then understand how 

 
10 The achievement threshold refers to the achievement level a utility must reach before they can begin earning an 
incentive for a given metric. 
11 The achievement goal refers to the achievement level that aligns with the maximum percentage of net benefits a 
utility can earn for a given metric. 
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much the proposed modifications would mitigate this impact. To do so, the Joint Commenters 

estimated the incentive outcomes by plugging actual 2024 program achievements into the 

unmodified incentive mechanism and then adjusting the 2024 program achievements to reflect 

the anticipated decrease in first-year energy savings, insulation and air sealing energy savings, 

and net benefits following the furnace baseline change. The Joint Commenters then 

incorporated the proposed modifications to the insulation and air sealing metric and net 

benefits scale as outlined in this filing, essentially testing how much these modifications would 

mitigate the anticipated decrease in the incentive outcomes.  

Table 4 summarizes the incentive outcomes expected for each utility in these three scenarios 

(i.e. using the baseline 2024 achievements, using the reduced 2024 achievements, and using 

the reduced 2024 achievements with the proposed modifications to the incentive mechanism). 

These estimates all rely on the estimated impacts summarized in Table 1, which were either 

provided by the utilities or estimated by CEE. 

Table 4: Estimated Impact of TRM Furnace Baseline Change and Proposed Modifications on 

the DSM Incentive  

 

Although the Joint Commenters recognize that the modifications do not bring the incentive 

outcomes entirely back to the baseline scenario, it is important to note that the scenarios in 

 
12 MERC provided CEE with updated insulation and air sealing estimates that include commercial savings. The 
estimated incentive outcomes reflect these updated values and therefore differ from previous filings. 
13 The baseline scenario represents the estimated incentive outcomes expected if the utilities’ 2024 performance 
levels (which assumed an 80 percent AFUE furnace baseline) were input into the unmodified, proposed 2027-2029 
mechanism. These values are equivalent to those in the Joint Commenters’ Reply Comments but reflect MERC’s 
updated 2024 insulation and air sealing savings.  

 Estimated Incentive Outcome 
% Change from Baseline 

Scenario 

Scenario CenterPoint Xcel (Gas) MERC12 
Center-

Point 
Xcel 
(Gas) MERC 

Unmodified Mechanism 
+ Actual 2024 
Achievements (Baseline 
Scenario)13 $7,435,872  $4,031,320  $1,063,343  -- -- -- 
Unmodified Mechanism 
+ Reduced 2024 
Achievements $5,755,998  $3,224,230 $844,696  -23% -20% -21% 
Modified Mechanism + 
Reduced 2024 
Achievements $6,368,994  $3,556,393 $1,009,428  -14% -12% -5% 
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Table 4 do not account for possible changes in utility performance and programming and 

instead rely on 2024 achievements as inputs.  

Importantly, only MERC met the achievement threshold for the insulation and air sealing metric 

in the scenarios above. If the utilities met or surpassed the achievement threshold for the 

insulation and air sealing metric, they would unlock an additional share of net benefits, and the 

mitigating effect of the modifications would be stronger across the utilities. Increasing the 

minimum percentage of net benefits places additional value on meeting the achievement 

threshold in each metric, meaning utilities would earn a larger reward than originally proposed 

when they first unlock a metric. 

If the proposed modifications were adopted and CenterPoint and Xcel managed to meet the 

achievement threshold for the insulation and air sealing metric, CenterPoint would only see a 

0.3 percent decrease in its incentive compared to the baseline scenario and Xcel would only see 

a 2.0 percent decrease. So long as the insulation and air sealing metric is adjusted to account 

for the 11 percent decrease in insulation and air sealing savings, meeting the achievement 

threshold for this metric will continue to be an attainable goal. The utilities can further increase 

their incentive outcomes by earning above the minimum achievement threshold for insulation 

and air sealing savings and by investing more in low-income programs to increase their low-

income spending incentive. Increased investment in insulation and air sealing and low-income 

programs represent key pathways for utilities to sustain incentive performance while advancing 

equity and affordability objectives.  

The scenarios represented in Table 4 also do not account for the possibility that utilities will 

propose to use an 80 percent AFUE furnace baseline for measures that replace verifiable non-

condensing furnaces, an approach supported by the Assistant Commissioner’s January 9, 2026 

decision. If utilities can capture the full savings from these measures, the anticipated decrease 

in total first-year savings and net benefits may not be as extreme as predicted, meaning the 

incentive would also not decline as dramatically. The estimates used to generate the incentive 

outcomes in Table 4 assume that all affected measures will use a 90 percent AFUE furnace 

baseline.  

Due to the reasons outlined above, the Joint Commenters find the proposed recalibration to be 

reasonable, despite not mitigating the entire anticipated decrease in incentive outcomes.  

 

V. CONCLUSION  

The Department, CEE, and Fresh Energy appreciate the opportunity to propose two 

modifications to the incentive mechanism to account for the anticipated impact of the furnace 

baseline change approved by the Assistant Commissioner on January 9, 2026.  
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To capture these proposed modifications, the Department, CEE, and Fresh Energy propose the 

following changes to Recommendation B from our September 15, 2025 reply comments,14 with 

the changes shown in red and underlined for emphasis.15 

B. For natural gas utilities: 

a. Allow utilities to begin collecting an incentive for each metric when they 

reach the following performance levels: 

i. First-year energy savings of 0.7 percent of weather-normalized 

average retail sales, at which the utility can collect 1.44 percent of 

portfolio net benefits. 

ii. Insulation and air sealing first-year energy savings equal to one-third 

of the utility’s average 2027-2029 insulation and air sealing first-year 

energy savings program potential (calculated using the 2018 

Minnesota Energy Efficiency Potential Study and recalibrated for a 90 

percent AFUE furnace baseline), at which the utility can collect 0.48 

percent of portfolio net benefits. 

iii. Low-income spending of 1.0 percent of residential gross operating 

revenue (GOR), at which the utility can collect 0.48 percent of 

portfolio net benefits. 

b. Set metric-specific net benefit caps at: 

i. 3.3 percent of portfolio net benefits for first-year energy savings, 

awarded for an achievement of 1.2 percent of weather-normalized 

average retail sales or higher. 

ii. 1.1 percent of portfolio net benefits for insulation and air sealing first-

year energy savings, awarded for an achievement equal to the utility’s 

insulation and air sealing first-year energy savings program potential 

(calculated using the 2018 ECO Potential Study and recalibrated for a 

90 percent AFUE furnace baseline). 

iii. 1.1 percent of portfolio net benefits for low-income spending, 

awarded for an achievement of 2 percent of average residential Gross 

Operating Revenue or higher. 

c. Use linear interpolation to award the appropriate percentage of net benefits 

for performance levels between the achievement threshold and net benefits 

cap. 

 
14 Department, CEE, and Fresh Energy’s September 15, 2025 Joint Reply Comments. 
15 The Revised Attachment A file submitted with this modification request shows the incentive mechanism revised 
according to the proposed modifications and with 2024 achievement levels adjusted to reflect anticipated 
decreases in first-year energy savings, insulation and air sealing energy savings, and net benefits. 
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d. Set a total Net Benefits Cap equal to 5.5 percent of portfolio net benefits. 

The total Net Benefits Cap corresponds with maximum achievement in all 

three metrics. 

e. Set an Expenditures Cap of 20 percent of total portfolio expenditures, which 

increases to 25 percent if the utility achieves first-year energy savings of 1.2 

percent of weather-normalized average retail sales or higher. 

Thank you for considering our comments. Please contact me at myatsuhashi@mncee.org with 

any questions. 

 

 

Sincerely,  

  

/s/ Mariko Yatsuhashi 

Regulatory Policy Advocate 

Center for Energy and Environment 

 

/s/ Ashly McFarlane 

Senior Manager of Market Transformation 

Regulatory Policy & Forecasting  

Center for Energy and Environment 

 

/s/ Will Nissen 

Director of Policy  

Center for Energy and Environment 

 

 

 

 

 

 

 

 

 

 

 

 

 

/s/ Dr. Sydnie M. Lieb 

Assistant Commissioner of Regulatory 

Analysis 

Minnesota Department of Commerce  

 

/s/ Anthony Fryer 

Director, Energy Conservation & 

Optimization 

Minnesota Department of Commerce 

 

/s/ Caitlin Eichten 

Director, Building Energy Transition 

Fresh Energy 

mailto:myatsuhashi@mncee.org
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I, Mariko Yatsuhashi, hereby certify that on this 22nd day of January 2026, I served Proposed 
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_X_ placing such filing in envelopes, properly addressed, and depositing the same in the 

Post Office at the City of Minneapolis, for delivery by the United States Post 

Office as directed by said envelopes. 

 

_X_ electronic filing 

 

 

 /s/ Mariko Yatsuhashi 

 Mariko Yatsuhashi 

 

 

 

 

 


















