m COMMERCE
DEPARTMENT
August 25, 2020

Will Seuffert

Executive Secretary

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

St. Paul, MN 55101

RE: CenterPoint Energy Annual Incentive Compensation Compliance Filing Pursuant to Minnesota
Public Utilities Commission Order (Reply Letter)
Docket No. GO08/GR-17-285

Dear Mr. Seuffert:

On April 15, 2020 (revised on April 28, 2020) CenterPoint Energy Resources Corp., d/b/a CenterPoint
Energy Minnesota Gas (CenterPoint Energy or the Company) filed its annual incentive compensation
compliance report for the year 2019 (Report) in compliance with the following Minnesota Public
Utilities Commission (Commission) orders: Findings of Fact, Conclusions of Law and Order dated June 3,
2016 in Docket No. GO08/GR-15-424 (2016 Order) and Order Accepting and Adopting Agreement
Setting Rates dated July 20, 2018 in Docket No. GO08/GR-17-285 accepting the Offer of Settlement
dated March 7, 2018.1

On June 5, 2020 (revised on June 8, 2020), the Minnesota Department of Commerce, Division of Energy
Resources (Department) filed comments recommending that the Commission accept CenterPoint
Energy’s annual incentive compensation compliance report for the year 2019 as being compliant with
the Commission’s Order. However, because CenterPoint did not pay its employees as much in short-
term incentives as reflected in base rates, the Department also recommended that the Commission
require the Company to refund to its customers $1,047,041, plus interest.

On June 19, 2020, CenterPoint Energy filed a reply letter to the Department’s June 8, 2020 Revised
Letter regarding the Company’s Short-Term Incentive Compensation compliance filing for 2019,
disputing the Department’s recommendation. The Company requests that the Commission either
require no refund or require a smaller refund than the Department recommends.

The Department provides its response below.

L In the Matter of the Application of CenterPoint Energy Resources Corp., d/b/a CenterPoint Energy Minnesota Gas for the
Authority to Increase Rates for Natural Gas Utility Service in Minnesota, Docket No. GO08/GR-17-285, Rebuttal Testimony of
Randolph H. Sutton, page 7:3-10 (CenterPoint Energy, Feb. 5, 2018).
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In its reply letter at page 2, the Company stated “In general, the Department’s analysis fails to correctly
apply the 2015 Rate Case Order, which requirements were carried through in the 2017 Rate Case.”

Further, in its reply letter at page 2, the Company stated “The Department, without explanation, did
not incorporate the “Total Company Results” component, which is applied to reflect Center Point’s
performance on the STI performance metrics. This component can either increase payout above 100%
of target or reduce payout to less than target. The Total Company Results component has been
included in the actual payout calculation since 2016.”

However, to the contrary, the Department’s recommendations directly follow the requirements of the
June 3, 2016 Findings of Fact, Conclusions and Order (2015 Rate Case Order), and as modified to reflect
the 2017 Rate Case Order.

First, as to CenterPoint’s argument that no refund is due, the Commission’s Order in the 2015 Rate
Case stated:

10. The Service Company’s short-term incentive plan test year amount
shall be adjusted to reflect a 100% payout target.

12. CenterPoint Energy shall refund to ratepayers all incentive
compensation amounts approved by the Commission and included in
base rates that are not paid out to employees under the program. The
Company’s short-term incentive _compensation plan refund shall
include the amounts of unpaid Service Company incentive
compensation built into rates unless it shows that corporate
allocations to Minnesota jurisdictional utility operations are the reason
for lower payout. (Emphasis added)

CenterPoint made no such showing; as a result, the amounts that were not paid under the Service
Company Incentive must be refunded to ratepayers.

Second, regarding the amount of the refund, in its reply letter at page 4, the Company stated “In the
event the Commission determines that a refund is required due to the underpayment of STl specific to
corporate allocations instead of looking at the total, the Company contends that the amount of the
refund due is $52,994, as calculated in the revised Attachment A, rather than the $147,212 referenced
in the Department’s June 8 Letter.”

However, the smaller refund would be inconsistent with decisions already made by the Commission.
The Commission’s July 20, 2018 Order Accepting and Adopting Settlement Setting Rates in the 2017
rate case (2017 Order) approved the terms of the March 7, 2018 Settlement, which stated the
following regarding recovery of short-term incentive:
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In its Application, the Company sought recovery of $3.4 million for short-
term incentive (“STI”) compensation.

In Direct Testimony, the DOC recommended capping STI compensation at
15 percent of base salary.

For purposes of this Settlement, the Parties agree that STl will be capped
at 15 percent of base salary as recommended by the DOC.? (Emphasis
added)

The term “15 percent of base salary as recommended by the DOC” means that the comparison amount
of short-term incentives for the Service Company is also 15 percent of base salary.® This fact is
evidenced by the reference in the approved Settlement at page 9 to pages 18 and 27 of my Surrebuttal
Testimony in the 2017 rate case, which stated in part:

Q. Do you continue to recommend an adjustment to the Service
Company allocations of STl costs in the test-year revenue
requirement?

A. Yes. Similar to my recommended adjustment to CPE regulated STI
expenses, | recommend that a 15 percent cap to base pay be applied
in this situation as well. Based on a 15 percent cap of base pay, my
adjustment reduces test-year Service Company STl expenses by
$438,470, as detailed in DOC Ex.___ DVL-10, Schedule 3 (Lusti Direct).

...My specific recommendations are as follows: ...
Decrease test-year Service Company STl compensation expense by

$438,000 to reflect a 15 percent cap on allowable Service Company STI
compensation as proposed by the Department. (Emphasis added)

Moreover, this language fits the Commission’s 2015 Rate Case Order, where at page 23 the
Commission described the role of the cap as follows:

2 March 7, 2018 Settlement Agreement In the Matter of the Application of CenterPoint Energy Resources Corp. d/b/a
CenterPoint Energy Minnesota Gas for the Authority to Increase Rates for Natural Gas Utility Service in Minnesota, Docket
No. GO08/GR-17-285, at 7.

3 |n other words, this approach is the same as the method that the Commission approved for Xcel Electric, specifically, “the
proper comparison for calculating whether a refund is due is between the test-year amount used to set base rates and the
amount actually paid out that is eligible for recovery from ratepayers—i.e., excluding incentive pay beyond 15% of an
individual’s base pay.”
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Short-term incentive compensation costs should continue to be recovered
from ratepayers subject to a cap of 25% of base pay. That cap continues
to strike the right balance between the interests of ratepayers and
shareholders and between the goals of rewarding solid day-to-day
financial management and protecting the long-term thinking vital to good
utility management.

The cap responds appropriately to the design of the short-term program.
While the program does tie employee compensation in part to
performance goals that directly serve ratepayers—safety and operational
efficiency—it also ties compensation substantially to Company financial
performance. Accordingly, the Commission agrees with the ALJ that the
25% cap is appropriate and should remain in place.?

Finally, the 15 percent cap is evidenced by the Commission’s September 4, 2019 Order in this docket.

In its reply letter at page 2, the Company stated “The Department’s analysis incorrectly disregards the
Commission’s most recent Order pertaining to the Company’s STI filing, which affirms the methodology
that has been used by the Company for STl payouts in 2016, 2017 and 2018.” However, to the
contrary, the Department fully incorporated the Commission’s most recent Order pertaining to the
Company’s STI Filing, whereas CenterPoint did not.

In its September 4, 2019 Order, the Commission approved CenterPoint’s 2018 incentive compensation
annual report “when modified to include CenterPoint Energy’s response to Department Information
Request No. 1104 (included to the Department’s Comments as Attachment A)” in the Department’s
June 13, 2019 Comments.”> That attachment had the same analysis as the Department used in the
instant docket. Further, page 3 of the Department’s June 13, 2019 Comments — which are attached to
the Commission’s September 4, 2019 Order, stated the following:

The Department reviewed CenterPoint Energy’s response to Department
Information Request No. 1104 and agrees that the recoverable amount of
incentive compensation paid to Service Company employees in 2018 is
$1,214,262 based on a 15% cap on individual employee base
compensation. Since the recoverable amount of incentive compensation
paid to Service Company employees in 2018 is $1,214,262, and exceeds

4 As discussed on page 4 of my Surrebuttal Testimony, which is also referenced in the Settlement, the cap was reduced
from 25 percent to 15 percent because “CenterPoint did not address the Commission’s statement on page 23 of the
Commission’s Findings that ‘Continued under-emphasis of ratepayer-oriented goals in the Company’s short-term incentive
program is cause for concern.””

5 September 4, 2019 Commission Order in Docket No. GO08/GR-17-285. Accepted CenterPoint Energy’s annual incentive
compensation compliance report for the year 2018 as being compliant with the Commission’s Order, when modified to
include CenterPoint Energy’s response to Department Information Request No. 1104 (included in the Department’s
Comments as Attachment A.
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the $1,047,041 amount of incentive compensation recovered by
CenterPoint Energy through base rates in 2018, the Department concludes
that CenterPoint Energy does not owe a refund to its ratepayers for
incentive compensation collected in 2018 related to Service Company
employees.

Thus, the amount eligible for recovery from ratepayers is the smaller of the following two calculations:
(1) the Commission approved 15 percent of base salary, and (2) the amount of STl that was paid; for
each level of STI Award Percentage, adjusted to reflect the 100 percent target. The refund ensures
that ratepayers do not pay for STl above that amount if that incentive is not paid.

Allowing the utility to recover from ratepayers more than 15% of an employee’s base pay would thwart
this goal by giving more weight to aspects of utility management that benefit shareholders at
ratepayers’ expense.

The difference between the Department’s recommended $147,212 refund and the Company’s
alternative recommendation of a $52,994 refund is $94,218. The Department’s Attachment A to this
Letter compares the Department’s calculation of the Service Company incentive eligible for recovery
and the Company’s calculation of the Service Company incentive eligible for recovery, for each of the
Service Company employee STI Award Percentage Levels. The Department’s Attachment A
demonstrates that the Company wants ratepayers to pay incentive compensation to certain employees
at a 120 percent rate of the 100 percent target, in violation of the Commission’s 15 percent cap of each
employee’s base compensation, both of which exceed the amounts the Commission allowed in the
2015 Rate Case Order and as reflected in the Commission-approved settlement in the 2017 Rate Case.

In conclusion, the Department recommends that the Commission accept CenterPoint Energy’s annual
incentive compensation compliance report for the year 2019 as being compliant with the Commission’s
Order, only upon CenterPoint Energy’s filing of a plan to refund to its customers $147,212, plus
interest. The Department would not object to the Company including the $147,212 refund as part of
any interim rate refund in the current rate case, Docket No. G-008/GR-19-524.

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

Sincerely,

/s/ DALE V. LUSTI
Financial Analyst

DVL/ja



Docket No. GO0O8/GR-17-285
DOC Attachment 1

Page 1 of 1
CenterPoint Energy
Service Company Short Term Incentive
Difference Between the DOC and CPE Calculation of
Incentive Eligible for Recovery
For the Year 2019
DOC Calculation of  CPE Calculation of
STl Award Incentive Eligible Incentive Eligible Dollar Percentage
Line  Percentage 1/ Recovery 2/ for Recovery 1/ Difference 3/ Difference 4/
(a) (b) (c) (d) (e)
1 0% - - - -

2 3% 10,107 10,107 0 0%
3 5% 91,991 91,991 0 0%
4 7% 187,913 187,913 0 0%
5 10% 161,324 161,324 0 0%
6 15% 239,279 291,654 52,375 22%
7 20% 4,206 5,047 841 20%
8 25% 125,031 150,037 25,006 20%
9 30% 22,325 26,790 4,465 20%
10 33% 2,389 2,866 477 20%
11 35% 15,453 18,544 3,091 20%
12 40% 5,973 7,167 1,194 20%
13 45% 530 636 106 20%
14 50% 10,901 13,082 2,181 20%
15 65% 12,689 15,227 2,538 20%
16 75% 9,719 11,663 1,944 20%
17 Total 8/ 899,829 994,047 94,219 10%

1/ Per Schedule 2 to the Company's April 15, 2020 Annual Incentive Compensation Compliance Filing.
2/ Per Attachment C, Page 1 of 2 to the Department's June 8, 2020 Revised Comments.

3/  Columns(c) - (b).

4/  Columns (d) / (b).
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