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October 23, 2023

Mr. Will Seuffert

Executive Secretary

Minnesota Public Utilities Commission
121 7™ Place East, Suite 350

St. Paul, MN 55101

Re:  In the Matter of Commission Review of Utility Performance Incentives for
Energy Conservation
MPUC Docket No. E,G-999/CI-08-133

Dear Mr. Seuffert:

The Office of the Attorney General — Residential Utilities Division (“OAG”) respectfully
submits these comments in support of the Minnesota Department of Commerce’s (“Department’)
proposed changes to the shared-savings demand-side-management financial incentive mechanism
(“shared-savings incentive”) for 2024-2026. At a high level, the Department’s proposed changes
to the shared-savings incentive would do the following:

1. Adopt the new “Minnesota Test” cost-effectiveness test that the Department has begun
using to evaluate utility conservation-improvement programs (“CIP”);

2. Adopt the same 3.3 percent societal discount rate that the Department uses as part of
the Minnesota Test to evaluate utility CIP;

3. Lower the cap on utilities’ maximum share of net benefits (the “Net Benefits Cap”)
from 10 percent to 3.4 percent; and

4. Lower the cap that is based on a percentage of a utility’s annual CIP spending (the “CIP
Expenditures Cap”) from 30 percent to 15 percent, or 20 percent for utilities that
achieve energy savings of at least 2 percent of retail sales (electric utilities) or 1.2
percent of retail sales (gas utilities).

The Department’s proposal satisfies the criteria for conservation incentives under Minn.
Stat. § 216B.16, subd. 6¢, and the Commission should adopt it. The proposal is in the public
interest for at least three reasons. First, the Department’s proposal aligns the shared-savings
incentive with the Minnesota Test and the policy preferences embedded in it.! Second, the reduced

! See In the Matter of 2024-2026 CIP Cost-Effectiveness Methodologies for Electric and Gas Investor-Owned Utilities,
Docket No. E,G-999/CIP-23-46, Deputy Commissioner’s Decision at 89-90 (Mar. 31, 2023) (cataloguing impacts
included in Minnesota Test, including societal impacts).
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Net Benefits Cap and CIP Expenditures Cap will help ensure that utilities do not receive a windfall
purely due to the impact of a new cost-effectiveness test. Third, the cap adjustments will bring
utilities’ incentives in line with (and generally slightly below) the incentives they have received in
recent years. A modest reduction in incentives is reasonable because Minnesota’s incentives are
higher than those of other states with high-performing energy conservation programs, and past
reductions to shared-savings incentives have not led to reduced performance by utilities.

First, it is reasonable to align the cost-effectiveness test and discount rate used in the
shared-savings incentive with the primary cost-effectiveness test and discount rate that the
Department uses in evaluating utilities’ CIP. Doing so will help ensure that utilities do not receive
mixed messages about what kinds of conservation improvements, demand response, and efficient
fuel switching Minnesota regulators wish to prioritize.

Second, if the Commission agrees that it is appropriate to adopt the cost-effectiveness test
the Department uses to evaluate CIP, the Net Benefits Cap and CIP Expenditures Cap will also
need to be adjusted. There are at least two reasons for this. First, the Minnesota Test, unlike the
“Utility Cost Test” previously used to determine net benefits, assigns a monetary benefit to
greenhouse-gas emissions reductions, among other societal impacts. Second, the 3.3 percent
societal discount rate used with the Minnesota Test is much lower than the utility-specific discount
rates previously used with the Utility Cost Test. All else equal, these two changes would more
than double the total amount of financial incentive awarded in a given year’>—without requiring a
utility to achieve any additional energy savings. It would be unreasonable to award utilities more
money for no additional performance, and the Department rightfully proposes reductions to both
the Net Benefits Cap and the CIP Expenditures Cap to avoid this result.

Finally, the Department’s specific reductions to the Net Benefits Cap and CIP Expenditures
Cap are reasonable. The existing Net Benefits Cap is 10 percent, while the existing CIP
Expenditures Cap is 30 percent. The new cap levels selected by the Department are calibrated to
bring utilities’ incentives slightly below the incentives they earned under the previous iteration of
the incentive mechanism, on an absolute and dollars-per-unit-of-energy-saved basis.> A 10
percent share of net benefits calculated under the Utility Cost Test is equivalent to about a 4
percent share of net benefits calculated under the Minnesota Test.* And an 8.5 percent share of
Utility-Cost-Test net benefits is equivalent to about a 3.4 percent share of Minnesota-Test net
benefits.> Thus, a 3.4 percent Net Benefits Cap, combined with adopting the Minnesota Test,
should yield a modest reduction in shared-savings incentives.

A modest reduction in incentives is appropriate because Minnesota’s incentives have
historically been, and remain, higher than those awarded in states with similarly strong utility
conservation programs.® The Commission has been gradually ratcheting down the shared-savings

2 Department Comments at 21 (Sept. 1, 2023).

3 See id. at 24 (stating that “[o]n an incentives per first-year unit of energy saved basis, the average incentives paid
goes down from $0.039 per first-year kWh saved in the 2020-2022 period to $0.031 per first-year kWh saved in the
2024-2026 triennial period for electric utilities” and from $4.215 to $3.518 per dekatherm for gas utilities); id. at 25
fig.11, 26 fig.12 (comparing electric and gas utilities’ average annual incentives in 2020-2022 to their predicted
average annual incentives in 2024-2026).

41d. at 22.

S1d.

6 See id. at 35-39 (comparing Minnesota’s incentive to other states’).
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incentive since its inception, yet this has not negatively impacted utilities’ performance.’
Therefore, the Department’s proposal will ensure that the incentive continues to encourage utility
investment in cost-effective energy conservation—and will protect ratepayers from overpaying for
that investment.

For the foregoing reasons, the Commission should adopt the Department’s proposed
changes to the shared-savings incentive mechanism.

Sincerely,
/s/ Peter G. Scholtz

PETER G. SCHOLTZ
Assistant Attorney General

(651) 757-1473 (Voice)
(651) 296-9663 (Fax)
peter.scholtz@ag.state.mn.us

7Seeid. at 6 fig.1, 11 fig.5 (showing electric and gas savings increasing over 2006-2022 at the same time as incentives
decreased).



CERTIFICATE OF SERVICE
Re:  In the Matter of Commission Review of Utility Performance Incentives for
Energy Conservation
MPUC Docket No. E,G-999/CI-08-133
I, JUDY SIGAL, hereby certify that on the 23rd day of October, 2023, I e-filed with
eDockets a Letter of the Minnesota Office of the Attorney General—Residential Utilities
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s/ Judy Sigal
JUDY SIGAL
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