m COMMERCE
DEPARTMENT
June 22, 2017

Daniel P. Wolf

Executive Secretary

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

St. Paul, MN 55101

RE: Northern States Power Company D/B/A Xcel Energy’s Annual Report on the Operation
and Performance of Its 2016 Incentive Compensation Plan Pursuant to MPUC Orders
After Reconsideration
Docket Nos. E002/GR-92-1185; G002/GR-92-1186; and E,G002/M-17-429

Dear Mr. Wolf:

On May 26, 2017, Northern States Power Company D/B/A Xcel Energy (Xcel Energy or the
Company) filed its annual incentive compensation compliance report for the year 2016
pursuant to the Minnesota Public Utilities Commission’s (Commission) Order After
Reconsideration dated January 14, 1994 in Docket No. E002/GR-92-1185 and dated December
30, 1993 in Docket No. G002/GR-92-1186. The Commission’s Ordering paragraphs 2 and 3
relate to Xcel Energy’s electric and gas utilities’ incentive compensation. Ordering paragraph 3
requires that:

The Company shall file a report on or before April 1, 1995 and
annually thereafter evaluating the operation and performance of
its incentive compensation plan. The report shall include, but shall
not necessarily be limited to, an accounting of all amounts paid
under the plan, an accounting of all amounts recorded as earned
but not paid, and an evaluation of the plan’s success in meeting its
stated goals, including controlling overall compensation costs.

Ordering paragraph 2 requires that “The Company shall record for future refund all incentive
compensation payments earned under the terms of the plan and recoverable in rates under this
Order but not paid.” The Commission noted that if the Company included such costs in rates

1The Commission approved a later filing date in its March 27, 2002 Order. The Order required “that the
incentive compensation report will be due on May 31, 2002, and annually thereafter.” Xcel Energy requested
a later filing date since it changed the date that incentive compensation payments are made from February 1
to March 15.

85 7th Place East - Suite 280 - Saint Paul, MN 55101 | P: 651-539-1500 | F: 651-539-1547
mn.gov/commerce
An equal opportunity employer



Daniel P. Wolf
June 22, 2017
Page 2

but later did not make incentive payments, such circumstances would be seen “as an
inappropriate transfer of risk from shareholders to ratepayers and as inconsistent with the test
year concept on which rates are based.”?

In its filing, Xcel Energy explained that, based on performance for the year 2016, the amount of
incentive compensation paid in 2017 was more than the amount included in base rates as
identified on Attachment C to Xcel Energy’s Compliance Report. The Minnesota Department of
Commerce, Division of Energy Resources (Department) reviewed documents from the
appropriate rate cases, and verified that the incentive compensation included in current rates
for the electric utility is $19,237,706 and for the gas utility is $927,885. Thus, the Department
agrees that Xcel Energy does not have unpaid earned incentive compensation that exceeds the
amount recoverable in base rates.

In its filing, the Company also provided an evaluation of its incentive plan. According to the
Company, they continue to make improvements to the goal-setting process to strike the right
balance between setting goals (Key Performance Indicators [KPI]) that challenge their
employees, while not setting goals so difficult as to serve as a disincentive.

As explained in its filing, the Company believes that its compensation philosophy and
continuing commitment to its Incentive Compensation Plan have positively impacted the
following important parts of their business:

e Their ability to attract, retain and motivate valued employees. The incentive
compensation component is part of the employee’s total compensation and is
considered when deciding on employment either as a new recruit or in evaluating
other employment opportunities.

e Lowers the cost of their overall compensation by providing an important control that
links total compensation to business results.

¢ Incents strong employee performance and performance improvements, as
employees strive to earn incentive pay by delivering appropriate levels of customer
service, reliability, and safety results.

2 See page 7 of the Order After Reconsideration dated January 14, 1994 in Docket No. E002/GR-92-1185 and dated
December 30, 1993 in Docket No. G002/GR-92-1186.
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The Department recommends that the Commission accept the Company’s Annual Report as
being compliant with the Commission’s Order. In future annual reports, the Department will
continue to review the results of the Incentive Compensation Plan and to evaluate the plan and
the KPIs utilized.

The Department is available to answer any questions the Commission may have.
Sincerely,

/s/ DALE V. LUSTI

Financial Analyst

DVL/ja
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MN
55102

Electronic Service

No

OFF_SL_17-429_M-17-429

Scott M.

Wilensky

scott.wilensky@xcelenergy.
com

Xcel Energy

7th Floor
414 Nicollet Mall
Minneapolis,
MN
554011993

Electronic Service

No

OFF_SL_17-429_M-17-429

Samantha

Williams

swilliams@nrdc.org

Natural Resources Defense
Council

20 N. Wacker Drive
Ste 1600
Chicago,

IL
60606

Electronic Service

No

OFF_SL_17-429_M-17-429




First Name

Last Name

Email

Company Name

Address

Delivery Method

View Trade Secret

Service List Name

Joseph

Windler

jwindler@winthrop.com

Winthrop & Weinstine

225 South Sixth Street,
Suite 3500

Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_17-429_M-17-429

Cam

Winton

cwinton@mnchamber.com

Minnesota Chamber of
Commerce

400 Robert Street North
Suite 1500
St. Paul,
Minnesota
55101

Electronic Service

No

OFF_SL_17-429_M-17-429

Daniel P

Wolf

dan.wolf@state.mn.us

Public Utilities Commission

121 7th Place East
Suite 350
St. Paul,
MN
551012147

Electronic Service

Yes

OFF_SL_17-429_M-17-429

Katy

Wortel

MCCPEQ Inc.

1411 Pohl Road

Mankato,
MN
560015751

Paper Service

No

OFF_SL_17-429_M-17-429

Patrick

Zomer

Patrick.Zomer@lawmoss.c
om

Moss & Barnett a
Professional Association

150 S. 5th Street, #1200

Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_17-429_M-17-429
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