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October 23, 2023

Mr. Will Seuffert

Executive Secretary

Minnesota Public Utilities Commission
121 East Seventh Place, Suite 350
St. Paul, MN 55101-2147

RE: Commission Review of Utility Performance Incentives for Energy Conservation
Docket No. U-999/CI-08-133

Comments

Dear Mr. Seuffert:

CenterPoint Energy Resources Corp.’s, d/b/a CenterPoint Energy Minnesota Gas (“CenterPoint
Energy” or the “Company”) respectfully submits the following Comments regarding the
Minnesota Department of Commerce, Division of Energy Resources’ (the “Department’)
Proposal for Modifications to the Shared Savings Demand-Side Management (“DSM”) Financial
Incentive Mechanism for Implementation Beginning in 2024 (“Proposal”), filed on September 1,
2023. The Company appreciates the time and effort expended by Department Staff in the
preparation of the Proposal.

In the Proposal, the Department recommends that the Commission approve a Shared Savings
DSM financial incentive mechanism (“financial incentive mechanism”) for utility Energy
Conservation and Optimization (“‘ECO”) plans for the 2024-2026 ECO triennial period.
Specifically, the Department recommends for the calculation of the incentive that it use:

e The new Minnesota Cost-effectiveness Test (“MN Test”) as the basis for calculating net
benefits for the shared savings incentive.

¢ An expenditures cap of 15 percent with a maximum of 20 percent if gas utilities exceed
energy savings of 1.2 percent of retail sales.

e A shared savings incentives of 1.9 percent starting at energy savings of 0.7 percent of
retail sales and scaling linearly to the net benefits (“NB”) cap at 1.2 percent of retail sales
for gas utilities.

e Use a NB cap of 3.4 percent.



On September 13, 2023, Minnesota Public Utilities Commission (“PUC”) Staff issued a notice of
comment period with the following topics:
o Do the proposed modifications to the 2024-2026 Shared Savings Financial Incentive
Mechanism serve the public interest?
o Are there other issues or concerns parties may have related to this matter?

CenterPoint Energy disagrees that the NB cap proposed by Department Staff is in the public
interest as the Proposal is not aligned with incentivizing utilities to treat energy efficiency as a
least cost resource to meet customers’ needs. The Company agrees with the Department that
the goal of the financial incentive is to incentivize the creation and delivery of cost-effective
energy efficiency programs. The Company does not believe that the Proposal achieves this and
is concerned that it may actively discourage utilities from pursuing maximization of NB of its
energy efficiency programs through year-to-year program implementation improvements and
longer-term program design innovation.

The following Comments focus particularly on natural gas utility energy efficiency. The
Company has not undertaken a careful consideration of the same topics regarding electric

utilities.

Recent Achievements and Future Estimates

CenterPoint Energy has exceeded its CIP portfolio-wide energy savings goals for fourteen
consecutive years.! This successful track record can be attributed to innovative program design,
customer and trade ally incentives that help drive program participation, and robust partnerships
with trade allies (e.g., dealers, distributors, and contractors), third-party program implementers,
other utilities, and local governments across CenterPoint Energy’s Minnesota service territory.
Every year the Company seeks to meet and exceed its goals.

Minnesota Statutes § 216B.241, subd. 1c, states that utilities are required to propose energy
savings goals of at least one percent of gross annual retail energy sales. Leading up to the
2021-2023 triennial, CenterPoint Energy proposed goals of 1.23 percent of sales for 2021 (and
achieved savings of 1.26 percent) and 1.26 percent for 2022 (1.35 percent achieved).? For
years 2024, 2025, and 2026, the Company has proposed goals of 1.26 percent, 1.28 percent,
and 1.34 percent of retail sales, respectively.?

' See In the Matter of Natural Gas Conservation Improvement Program 2022 Status Report & Associated
Compliance Filings, Docket No. G-008/CIP-20-478 (May 1, 2023).

2 See In the Matter of CenterPoint Energy’s 2021-2023 Natural Gas Conservation Improvement Program
Triennial Plan, Docket No. G-008/CIP-20-478, Compliance Filing (Jan. 20, 2021).

3 See In the Matter of CenterPoint Energy’s 2024-2026 Natural Gas Energy Conservation and
Optimization Triennial Plan, Docket No. G-008/CIP-23-95, Compliance Filing (June 30, 2023). Please
note that as with every triennial plan, changes in equipment codes the energy savings potential in 2024-
2026 decreased.



For the past decade, CenterPoint Energy’s CIP expenditures relative to lifetime energy savings
achieved have been well below $2.00 per dekatherm (“Dth”). Notably, these costs fell below
$1.00 per Dth in 2017, as illustrated in Figure 1 below. These low costs-to-savings ratios are
one reason why the Company’s CIP has been cost-effective. However, the Company’s 2024-
2026 cost-to-savings ratios are forecast to be higher during the 2024-2026 triennial. The
reasons include inflation, higher spending on low-income programs, new investments in the
Minnesota Efficient Technology Accelerator with no associated energy savings expected for
2024-2026, building code and equipment standard updates resulting in fewer savings that can
be claimed. Another factor is an anticipated decrease in commercial and industrial (“C&I”)
projects due to higher interest rates, which may discourage some customers from investing in
larger energy efficiency projects.

Figure 1: Cost ($) Per Lifetime Energy Savings (Dth), 2007-2026
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In CenterPoint Energy’s 2024-2026 triennial plan filing,* among other program changes it
proposed code compliance support programs, simplified rebate offerings, higher rebates for
residential weatherization and heating measures, and commercial rebates. Specifically for

4 See In the Matter of CenterPoint Energy’s 2024-2026 Natural Gas Energy Conservation and
Optimization Triennial Plan, Docket No. G-008/CIP-23-95, Compliance Filing (June 30, 2023).



residential heating systems, new efficient fuel-switching (“EFS”) air source pumps were added.
New and modified low-income programs were proposed, accounting for low-income spending
above 69 percent of the requirement by 2026. Along with recent changes to the Company’s
multi-family building program, the portfolio is focused on reducing the cost of energy efficiency
measures and energy for residential customers. The proposed EFS improvements are intended
to provide new pathways to help customers save energy, money, and reduce greenhouse gas
emissions. The Company’s proposed new and modified low-income programs and services
would help ensure that income-eligible customers have access to energy conservation
measures, in addition to meeting and exceeding its statutory low-income minimum spending
requirement.®

In the upcoming 2024-2026 triennial, CenterPoint Energy’s ECO programs, especially its C&l
programs and new construction market, will likely continue to be affected by market forces.
Factors that may affect ECO programs in the next few years include but are not limited to
continued lead times in supply chain, high interest rates, inflation, high building material and
construction costs, and ongoing labor shortages (particularly a shortage of skilled trades
professionals like auditors and HVAC installers). All these factors can affect customer energy
use decisions; thus, the Company has tried to factor these into its proposed triennial plan along
with supportive policy changes like the Inflation Reduction Act. For example, the Company has
already proposed higher rebates in its commercial foodservice and C&l heating and water
heating rebate programs to respond to these market changes.

CenterPoint Energy is closely monitoring these developments and will adjust implementation or
propose new programs and/or program modifications during the next triennial to adapt market
changes with the goal to achieve performance of ECO programs above plan. The Company is
consistently coming up with new and innovative ways to achieve higher energy savings more
cost-effectively, including through process improvements in CIP implementation. For example,
in recent years the Company has been piloting new programming such as point-of-sale rebates
for weatherization and innovation in reducing customer burdens for low-income verifications.
With regards to marketing, the Company has pursued innovative marketing strategies to reach
customers such as the use of public data on rental license lists to reach multi-family property
owners or C&l equipment data to customers who may need new energy efficient equipment.

CenterPoint Energy notes that current market conditions create significant uncertainty in
program planning because some projects, particularly large custom-designed C&l projects, can
take years of planning and design work by customers with support from the Company before
coming to fruition. Specifically, some of these projects that started pre-Covid are only being
commissioned in 2023. This is reflected in the Company’s history of program performance. For
example, a project with unusually high energy savings was completed in 2017 after about 5
years of planning and development. This project is why 2017 was a high-water mark for the

5 Minnesota Statutes § 216B.241, subd. 7 requires natural gas utilities to spend at least 1.0 percent of
their most recent three-year average annual gross operating revenue from residential customers in the
state on conservation programs that directly serve the needs of low-income customers.



Company’s energy efficiency programs. If the net economic benefits to customers from this
project are excluded from Minnesota natural gas utilities’ 2017 total net benefits to customers,
2017 becomes a relative lower point for natural gas utilities’ CIP performance, as the graph
below in Figure 2 shows.

Figure 2: Minnesota Natural Gas Utilities’ Utility Cost-Effectiveness Test Net Benefits to
Customers (After Subtracting Utility Performance Incentives)®
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Energy Efficiency in the National Context

In Section VI of the Proposal, the Department outlines Minnesota’s current standing in the
American Council for an Energy Efficient Economy (“ACEEE”) annual State Energy Efficiency
Scorecard (“Scorecard”). CenterPoint Energy is proud of Minnesota’s placement on the 2022
Scorecard and the role the Company played in gas energy efficiency performance. In the
Scorecard, Minnesota received the highest score possible for 2021 natural gas savings by
achieving 1 percent or greater savings as a percent of sales. Only three other states (California,
Michigan, and Massachusetts) achieved this fully awarded points score.’

A robust performance incentive mechanism is needed to justify the pursuit of significant energy
efficiency programs.8 ACEEE has identified one of the main impediments in improving efficiency
in the Investor-Owned Utility sector to be a lack of incentive to spend money on programs to

8 Modified based on Department Workpapers for Fig 9, 10. The C&I project consisted of 897,618 Dth, a
$2,000,000 rebate, $83,603,148 of net benefits, and -$2,081,401 lower financial incentive.

7" ACEEE. 2022 State Energy Efficiency Scorecard. 2022. pg. 36. Retrieved on October 19, 2023, from:
https://www.aceee.org/research-report/u2206.

8 ACEEE. Beyond Carrots for Utilities: A National Review of Performance Incentives for Energy
Efficiency. 2015. Retrieved on October 19, 2023, from https://www.aceee.org/research-report/u1504.




improve customer energy efficiency as compared to making investments in new utility facilities
and equipment. The ACEEE publication Beyond Carrots for Utilities: A National Review of
Performance Incentives for Energy Efficiency concluded that shareholder incentives influence
utility behavior and are correlated with higher per person investment in efficiency programs by
utilities.

CenterPoint Energy has several concerns with the Department’s comparisons between
Minnesota and other states in the Proposal. In the Proposal, a selection of states and utilities
are used to compare average performance incentives. This selection includes utilities from
Connecticut, Rhode Island, Massachusetts, Colorado, and California. The Company notes that
Midwest states such as lllinois and Michigan achieved comparable scores comparable score for
2021 incremental natural gas and fuel savings. However, utilities from these potentially more
applicable states were not considered in the Proposal.

In its state scorecard report, ACEEE offers a reminder that comparing the effectiveness of
energy efficiency programs of different states is a complex undertaking. The report states on pg.
171 that “the wide diversity of measurement approaches across states makes comparison less
than straightforward. Also, several states require program administrators to pursue all cost-
effective efficiency. Although some states have prioritized low acquisition costs and encouraged
maximizing the degree of cost effectiveness, promoting larger amounts of marginally cost-
effective energy savings is also another valid approach. We also did not adjust savings for
variations in avoided costs of energy across states, as there are examples of achieving deep
energy savings in both high- and low-cost states.™

A review of the final state scores in the 2022 State Scorecard shows that Minnesota is ranked
fourth in the country when only accounting for the utility and public benefits section of the
Scorecard. Other states selected by the Department achieved higher overall standing in the
Scorecard through scoring additional points based on transportation policies and building
energy codes, rather than just energy efficiency programs. The various states provide energy
efficiency performance incentives to utilities in a variety of forms and requirements.
o Some states do not set a minimum threshold for utilities to receive an incentive
(California).
e States use different metrics to determine the amount such as net benefits, net savings,
lifetime savings, and segment participation.
e Payout caps on incentives with varying metrics for different customer segments. This
includes states that provide unequal portions of the total potential incentive based on
C&l performance and Residential performance.

9 ACEEE. 2022 State Energy Efficiency Scorecard. 2022. Pg 171. Retrieved on October 19, 2023, from:
https://www.aceee.org/research-report/u2206.

0 For example, Rhode Island sets a payout cap that results in the C&I segment accounting for over 70
percent of the potential maximum performance incentive.



¢ Northeastern states such as Massachusetts and Connecticut include unregulated fuels
savings in their energy efficiency programs as the region has a sizeable number of
customers using fuel oil or propane for heating.

CenterPoint Energy gathered data from the past three Scorecards published by ACEEE in
Figure 3 below for program years 2019-2021. The bubble chart posted below contains a state
comparison on average Energy Efficiency performance by state along with CenterPoint Energy
broken out in its own dataset. This dataset contains the states selected for comparison in the
Proposal, along with several midwestern states selected by CenterPoint Energy."!

Figure 3: 2019-2021 Average Energy Efficiency Performance of Natural Gas Utilities,
Average Annual Dth Savings (bubble size)'?
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An issue with state comparisons, besides the differences in policy, is that they can conflate

“over rewarding” with “underperformance.” Taking 2019-2021 statewide gas spending divided
by 2019-2021 statewide natural gas savings results in the $/Dth number shown on the bubble
chart’s x-axis. Many states included in Table 9 of the Proposal spend a higher amount per Dth

" llinois, lowa, Michigan, New Jersey, New York, South Dakota, and Wisconsin data added by
CenterPoint Energy

12 ACEEE applies a net-to-gross (“NTG”) factor of 0.906 to all states reporting only gross natural gas
savings. For the most recent report, these states included Connecticut, Massachusetts, Wisconsin, and
several other states not included in this comparison.



saved, with states like Massachusetts and Rhode Island spending around 3 times more per Dth
saved than Minnesota. Massachusetts ($209), Rhode Island ($144), and Connecticut ($96)
spent the most $ per residential customer in 2021 according to the ACEEE 2022 Scorecard
report. Meanwhile, Minnesota spent about $44 per residential customer in 2021. California is the
only state higher than Minnesota on the y-axis on the above chart due to an outlier year in 2020
when the state achieved energy savings over 2 percent of sales. In 2019 and 2021, California
gas utilities achieved energy savings of 1.05 percent and 1.22 percent of sales, respectively.

Historically, the financial incentive has been a major contributor to the highly cost-effective
energy savings achievements in Minnesota. Other than Michigan, Minnesota overperforms
other Midwestern states in part because of the strong policy framework incentivizing utilities to
pursue energy efficiency. These achievements have resulted in the state’s high standing in the
annual ACEEE scorecard. This cost-effective approach to energy savings is preferable to the
high-cost high savings states such as Connecticut and Rhode Island and the low-cost low
savings states such as Wisconsin and lllinois. However, the Department’s Proposal is likely to
significantly reduce the benefits to the utility to attempt performance above its proposed triennial
plan.

Assessment of the Department’s Financial Incentive Mechanism Proposal

In reviewing the Department’s Proposal, CenterPoint Energy is primarily concerned with the
Department’s reliance on historic performance as the basis for its analysis and design of the
financial incentive mechanism. While historic performance is an important consideration in
design of the Company’s triennial plan, the Company argues that its own 2024-2026 ECO
Triennial Plan proposal would not be robust without consideration of other factors as
summarized in those plans and the “Recent Achievements and Future Estimates” section of
these Comments.

The Department’s Proposal assumes that historic performance is predictive of future
performance. However, each triennial period occurs under different market and policy conditions
as well as new minimum codes and standards that reduce energy savings potential.
CenterPoint Energy would also argue that if one were considering recent history, inflation has
also reduced the valued the financial incentive to the utility by about 14 percent since 2021."3

In the Department’s analysis, Table 7 summarizes adjustment factors to be applied to the
Company’s 2024-2026 Triennial Plans to calculate forecasted “actual” performance. In the
Department’s Proposal on pg. 25, it states, “However, the triennial filings are not accurate most
of the time: more specifically, utilities’ estimates about their future energy savings and net
benefits reported in their triennial plans end up being much lower than their actual energy
savings and net benéefits, respectively.” The Company notes that the Department points to
utilities’ overperformance to argue for a reduction of the NB cap in part based on the
expectation that further reductions to the financial incentive will not have significant effects on

13 See U.S. Labor Statistics CPI Inflation Calculator for Jan. 2021 to Jan. 2023.



energy savings as based on the utilities’ historical performance. However, recent changes in
interest rates and cost inflation have negative effects on large multi-year C&l projects and long-
term development of innovative programming.'

An example showing the problems with reliance on historic performance is highlighted by
examining what underlies the Company’s actual performance as compared to planned
performance used in the Department’s analysis in Table 7 to produce the adjustment factors. In
the Department’s analysis of performance from 2017-2022, the Department compared actual
program performance to originally filed triennial plans rather than final approved plans.'® This is
an important distinction because the Company filed a program modification in 2017 to adjust
budget and energy savings goals to account for a very large C&I project that had its completion
delayed from 2016 to 2017."® This single project required about 5 years of effort by the
customer and utility staff support (including CIP spending) to complete the project, pay a $2
million rebate, and claim over 800,000 Dths of energy savings in 2017. The Company calculates
that with this one single program modification the difference between 2017-2019 triennial plan
energy savings and net benefits compared to actuals decreases the Department’s calculated 15
percent to 6 percent for energy savings and 28 percent to 13 percent for net benefits.'” In terms
of use in forecasting, the Company is unaware of a project of this magnitude in the next three
years. Also, due to current market conditions and high interest rates the Company believes it is
unlikely that C&l projects of this size are going to be as common in the next few years.'8

Therefore, CenterPoint Energy disagrees with the Department’s characterization of its triennial
plan and performance as “not accurate” and would characterize it as the intentional result of the
financial incentive mechanism encouraging utilities to continually improve their programming
beyond the filed plan and encourage engagement with multi-year projects. The company notes
that part of its overachievement is based on actions taken by the utility based on the financial
incentive. The Company is concerned the Department’s Proposal makes similar achievements
less likely in the future. The Company frequently seeks out new and innovative ways to improve
its programs’ cost-effective energy savings to deliver benefits to customers and financial
incentive for the Company. The Company is concerned the Department’s analysis takes these
innovation efforts for granted and are a reason to reduce the Company’s incentive. The
Company believes this approach to analyze the historic record of the Company’s
overperformance is counter to the spirit of why the financial incentive is offered. The
Department’s approach effectively disincentivizes utilities from innovating to achieve energy

4 That is, investments in developing programming (e.g., audit programming and project financing)
sometimes take several years to have an energy savings payoff.

'S That is, it did not account for approved program modifications.

6 See In the Matter of CenterPoint Energy’s 2013-2016 and 2017-2019 CIP Plan Budget Modification
Request, Docket No. G-008/CIP-16-119, (Feb. 17, 2017).

7 Please note that if all approved plans are used from 2017-2022, the Company’s results would change
slightly.

'8 CenterPoint Energy does have multi-year projects in the pipeline, but completion dates are uncertain
with some projects from 2019/2020 only completing this year.



savings higher than its filed plan on the basis it may be used to support lower financial
incentives in the future.

Assessment of the Department’s Analysis for PUC Ordering Point 4

The PUC’s December 9, 2020, Order point 4 required the Department to evaluate ways of
improving the financial incentive mechanism. The Department’s Proposal provided analysis on
the topics of:

e Incorporation of lifetime energy savings into the financial incentive mechanism

¢ Incorporation of an incentive for utilities that achieve permanent peak reduction

o Comparing alternative mechanisms to the cost-of-service model

¢ Opportunities to support increased load flexibility

CenterPoint Energy disagrees with the conclusions of the Department’s analysis addressing
Ordering Point 4 part c." On pg. 33 of the Proposal, the Department states, “The fact that
ratepayers are still paying an amount close to or often higher than the NPV RR [net present
value revenue requirements] indicates that the Shared Benefits Financial Incentive Mechanism
currently in place is extremely generous and lucrative for the utilities.” The Company has
recreated a version of the Department’s figure 18 using the data the Company submitted to the
Department but presents the information using lifetime energy savings. The underlying data is
submitted as Exhibit A.2° The Company believes it is important to note that the costs (capital or
CIP programs) per Dth saved for the Nominal RR and NPV RR bars are scaled based on the
2022 cost recovery bar and financing through the cost-of-service model (NPV RR and Nominal
RR) and discounting of costs (NPV RR).

'® The Company notes that there are other potential ways to approach this analysis that could be
explored, but it intends to focus on the analysis as provided. For example, an underlying assumption of
this analysis is that energy efficiency expenditures scale linearly with energy savings, which is unlikely to
be true in practice.

20 The Company appreciates the correction issued by the Department on September 26, 2023.
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Figure 4. Comparison of 2022 CIP Model to Cost-of-Service Model
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CenterPoint Energy does not believe the comparison the Department makes between 2022 CIP
Performance and the NPV RR provides information about the comparable value to customers or
financial awards to the utility of these options. The chart does not demonstrate whether a more
conservative or generous financial incentive will maximize energy savings because all three
bars are based on scaling the energy savings using average costs (i.e., Dths per dollar spent).
A higher (or lower) incentive potentially encourages higher (or lower) energy savings and
therefore even if those additional Dths saved are marginally more costly the overall per Dth
saved would remain stable. However, the total energy savings would have increased and
secured more benefits for customers.

CenterPoint Energy notes that it is by happenstance that customers are paying the same
between the NPV RR finance model and “2022 Cost Recover + Shared Benefits PIM.” By
design the Department’s analysis scaled energy savings based on program costs, so that was
an underlying assumption of the analysis and not a conclusion that can be drawn. With regards
to the reward for utilities, the Company believes, if anything, the revised chart leads to the
opposite conclusion if one were aiming to incentivize energy efficiency investments in a manner
comparable to infrastructure investments.

CenterPoint Energy agrees with the Department’s assessment that the current financial
incentive mechanism and the Proposal incorporate long-term energy savings into its design
(Order Point 4 part a). However, the Company would note that the relationship between lifetime
energy savings and net benefits also means there is a relationship between an increasing
incentive level and how it encourages utility focus on long-term energy savings.

CenterPoint Energy has not proposed a load management program, so it is neutral on the
Department’s analysis (Order Point 4 parts b and d). That said, the Company does not currently
have concerns with the overall net benefits approach to incorporating lifetime energy savings or
load management.
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CenterPoint Enerqy’s Recommendations

CenterPoint Energy disagrees that the Department’s analysis supports decreasing the NB cap.
The Company believes that further reductions in the financial incentive utilities earn will
potentially move utilities in the long-term to decreasing annual energy savings where risks are
minimized, and long-term innovation is limited. The Company finds:

e Using historic performance to develop a financial incentive mechanism has important
detrimental limitations.

e Using utility efforts to innovate in their program implementation and program
development to exceed triennial plan goals as a baseline for assuming future
performance under a reduced mechanism runs counter to the goals of the financial
incentive mechanism.

e State comparisons of financial incentives that may represent underperformance in
achieving cost-effective energy savings do not provide strong support that Minnesota
has a “high” financial incentive mechanism.

¢ Comparisons of the financial incentive mechanism to a cost-of-service model as the
basis for reducing the incentive is not demonstrated.

CenterPoint Energy argues that even operating under the assumption that historic performance
is a good basis for developing a financial incentive mechanism forecast, the Department is
already proposing a substantial change. The Proposal is based on analysis of a proposed
change to model the financial incentive mechanism NBs cap on the MN Test is a significant
change for the next triennial period with unclear effects on ECO program operation and
development that are (reasonably) not substantially a part of the Department’s Proposal. The
Company believes that with other changes to cost-effectiveness, implementation of major policy
changes from ECO, and the potential need for supporting more indirect energy efficiency
programs (e.g., workforce development), it is prudent to not risk losing focus on energy
efficiency by disincentivizing utilities to push for innovative programming under these new
frameworks.

Therefore, CenterPoint Energy recommends that the PUC approve a NB cap of 4.5 percent
(response to Recommendation 1B).2! The proposed 4.5 percent MN Test NB cap is based on
the Department’s analysis indicating that 4 percent is approximately similar to the 10 percent
UCT NB cap.?? The Company agrees that based on its 2024-2026 Triennial Plan filing that
these caps are similar in terms of the financial incentive without adjustment for inflation.?® The

21 This accounts for 14 percent inflation since 2021.

22 See In the Matter of Proposal for Modifications to the Shared Savings DSM Financial Incentive
Mechanism for Implementation Beginning in 2024, Docket No. G-008/CIP-08-133, pg. 24 (Sept. 1, 2023).
23 CenterPoint Energy’s 2024-2026 Triennial Plan was designed with a 10 percent UCT in mind. The
Company would caution that while a switch to the MN Test may align utility plans with state goals in the
long-term, the Company’s 2024-2026 Triennial Plan was not developed with this policy change in mind.
CenterPoint Energy was aware of the potential switch to the MN Test for the later part of its 2024-2026
Triennial Plan program design, but this was not specific enough information to meaningfully factor into the
Company’s program design.
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Company believes that at minimum a NB cap of 4.5 percent represents relative consistency on
how the Company is incentivized during the 2024-2026 period as compared to the 2021-2023
triennial period and therefore consistency in adaption to recent policy changes. This approach
would ensure incentives to continue to innovate at current levels and maintaining the state’s
national energy efficiency standing.

CenterPoint Energy also recommends that starting at 0.7 percent of retail sales a gas utility is
awarded 2 percent of NB and for each additional 0.1 percent of retail sales that grows by 0.5
percent of NB to 4.5 percent of NB at 1.2 percent of retail sales (response to Recommendation
1F 1-4).

CenterPoint Energy believes at minimum the Department’s Proposal to use a NB cap of 3.4
percent will disincentivize utilities to focus on achieving energy savings above proposed 2024-
2026 ECO Triennial Plans and would further disincentivize focus on standing up or supporting
innovative programming for long-term energy savings achievements. This would encourage less
focus on lifetime energy savings and long-term program innovation in favor of focus on
streamlining programs and annual energy savings. Conversely, CenterPoint Energy believes an
increased NB cap of around 5.0 percent would encourage increased focus on lifetime energy
savings and long-term program innovation. A higher financial incentive would encourage
additional focus on programs and projects with potential long-term or indirect benefits such as
supporting and expanding the potential for energy efficiency in the market. 2

CenterPoint Energy notes that the Department’s Proposal for the financial incentive mechanism
incorporates an approach to calculating NBs that itself incorporates the results of the financial
incentive mechanism as a cost. The Company is neutral on this approach for calculating the
financial incentive mechanism.2®> However, if the financial incentive mechanism itself is
incorporated as a cost in the NBs calculation, the Company recommends that the PUC include
this aspect of the mechanism as part of the provisions of its order on net benefits calculations.
Furthermore, the Company recommends that if the financial incentive is counted as a cost for
the NB cap that it also be included as a cost for the expenditures cap to ensure symmetry in the
caps.

CenterPoint Energy is neutral or supportive of other aspects of the financial incentive
mechanism proposal. The Company believes as stated in previous regulatory filings in this
docket that as a policy framework the use of expenditures as the basis of a financial incentive

2 For example, some potential opportunities included increasing focused on education and training
opportunities, building out more targeted community and non-profit organization engagement for market
rate customers, increased support services for new markets (e.g., real-estate) and cities looking to
decarbonize using energy efficiency. Please note that the Company is not saying that it would not
undertake these activities in the next triennial, but the level of potential financial incentive can support or
undercut the case for each effort.

25 The Company notes that it makes analysis of the financial incentive mechanism marginally more
complex and therefore less transparent.

26 Minn. Stat. § 216B.241, subd. 6c.
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mechanism cap is not well aligned with encouraging cost-effective energy savings. The
Company would note that in part this is reflected in states with low expenditures caps and high
program costs (e.g., Massachusetts, Connecticut, or Rhode Island). However, if there is going
to be an expenditures cap the Company is neutral on the gas utilities’ 15 percent cap and 20
percent cap when hitting 1.2 percent of retail sales (Recommendation 1C and 1F 5).

CenterPoint Energy supports the continuing provisions from the current financial incentive
mechanism plan (Recommendation 2A-F). The Company also supports the provisions
associated with the ECO Act, such as the inclusion of EFS measures and load management
programs into net benefits calculations for gas utilities (Recommendation 3A-E).?”

Conclusion

CenterPoint Energy appreciates the opportunity to provide Comments on the financial incentive
mechanism plan for 2024-2026. The Company also appreciates the time and effort by
Department Staff to develop the Proposal and meet with and address the Company’s questions
about the Proposal.

On the matter of “Do the proposed modifications to the 2024-2026 Shared Savings Financial
Incentive Mechanism serve the public interest?” the Company:

e |s neutral on the switch from the UCT to the MN Test (Recommendation 1A).

e Recommends a NBs cap of 4.5 percent (response to Recommendation 1B). With recent
policy changes and a shift to the MN Test, this is the cap best suited to incentivize
continuation of existing levels of long-term investments in innovative energy efficiency
programs and projects.

¢ Is neutral on the expenditures cap and the societal discount rate (Recommendation 1C-
D).

¢ Recommends changes to the implementation of the MN Test NB cap (response to

Recommendation 1F 2-3) and neutral on other elements of implementation
(Recommendation 1F 1, 4-5):

o 2) For a gas utility that achieves energy savings of at least 0.7 percent of retail
sales, the utility is awarded a share of the NBs of 2 percent.

o 3) For each additional 0.1 percent of energy savings, the gas utility achieves, the
share of NBs awarded to the ultility is increased by an additional 0.5 percent until
the utility achieves savings of 1.2 percent of retail sales.

Supports recommended provisions for gas utilities in Recommendation 2A-F and 3A-E.

On the matter of “Are there other issues or concerns parties may have related to this matter?”
CenterPoint Energy is neutral on whether the financial incentive is incorporated as a cost to

27 The Company examined the potential for including a program but did not propose one in its triennial
plan. The energy efficiency benefits of load management programs examined by the Company appear to
be minimal. The Company might consider such a program in the future for other potential customer and
system benefits.
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calculate NBs. However, the Company recommends the PUC include a provision in its order
about the financial incentive counting as a cost in NBs calculations for the purpose of calculating
the financial incentive. If the financial incentive will count as a cost in the calculation of NBs, the
Company also recommends that the financial incentive is similarly counted as a cost for the
expenditures cap as well.

Please contact me at (612) 321-4324 or ethan.warner@centerpointenergy.com with any
questions

Sincerely,

/sl Ethan S. Warner

Ethan S. Warner

Regulatory Manager, Energy Conservation and Optimization Programs

CenterPoint Energy
C: Service List
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CERTIFICATE OF SERVICE

Ethan S. Warner served the above Comments of CenterPoint Energy to all persons at the
addresses indicated on the attached list by having the document delivered by electronic filing.

[s/
Ethan S. Warner
Regulatory Manger
CenterPoint Energy
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