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. PROCEDURAL HISTORY

On November 2, 2021, the Minnesota Department of Commerce, Division of Energy Resources
(Department) convened a virtual stakeholder meeting to discuss major changes to the Conservation
Improvement Program (CIP) contained in the Minnesota Energy Conservation and Optimization Act of
2021 (ECO Act).!

On November 10, 2021, the Department convened a Coordinating Committee consisting of stakeholders
interested in assisting the Department in developing technical guidance related to the implementation
of the ECO Act’s statutory requirements. This committee was then divided into three topic-specific
working groups as follows: 1) Electric vehicle charging sales; 2) Efficient fuel-switching; and 3) Load
management.

On November 23 and December 8, 2021, and on January 13, 2022, the Department hosted efficient fuel-
switching working group meetings to discuss stakeholder views on efficient fuel-switching methodology
and assumptions. Working group meeting slides, notes, and comments are available on a public web

page.?

On November 30, 2021, and January 28, 2022, the Department hosted load management working group
meetings to discuss stakeholder views on load management methodology and assumptions. Working
group meeting slides, notes, and comments are available on a public web page.?

On February 18, 2022, Staff of the Minnesota Department of Commerce, Division of Energy Resources
(Staff) filed their Proposal Filing (Proposal). The Proposal contained Staff’s recommended technical
guidance concerning the Inclusion of efficient fuel-switching and load management programs in CIP, and
eligible pre-weatherization measures for low-income programs.

1 Minnesota Energy Conservation and Optimization Act of 2021

2 At Energy Conservation and Optimization (ECO) Act Implementation Web Page | The Mendota Group, LLC and
MN ECO Act Coordinating Committee - Home (sharepoint.com).
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On March 4, 2022, the Department received comments on Staff’s Proposal from Minnesota Rural
Electric Association (MREA), Energy Cents Coalition (ECC), Minnesota Power, Minnesota Energy
Resources Corporation (MERC), Center for Energy and Environment (CEE), Great River Energy (GRE), Xcel
Energy (Xcel), CenterPoint Energy (CenterPoint), Ceres Energy Optimization Workgroup (Ceres), Otter
Tail Power Company (OTP), Fresh Energy, jointly filed by Fresh Energy, Natural Resources Defense
Council (NRDC), Minnesota Housing Partnership (MHP) and Community Stabilization Project (CSP)
(collectively “Joint Filers”), Martin Kushler on behalf of CEE and American Council for an Energy Efficient
Economy (ACEEE), and NRDC.*

4 Organizations are listed in chronological order that written comments were posted on eDockets.
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1. BACKGROUND

The Minnesota Energy Conservation and Optimization Act of 2021 (ECO Act) was signed into law by
Governor Tim Walz on May 25, 2021, and was enacted the next day.®> The ECO Act primarily serves to
modernize Minnesota’s Conservation Improvement Program (CIP) to provide a more holistic approach
to energy efficiency programming. The ECO Act was the result of multiple years of stakeholder
discussion and development. Notable highlights of the ECO Act include: providing participating electric
and natural gas utilities the opportunity to optimize energy use and delivery through the inclusion of
load management® and efficient fuel switching programs;’ raising the energy savings goals for the
state’s electric investor owned utilities (I0Us);® more than doubling the low-income spending
requirement for all IOUs;® providing greater planning flexibility for participating municipal and
cooperative utilities (COUs);° and including activities to improve energy efficiency for public schools.!!

Given the significance and complexity of some of the changes brought about by the ECO Act, the
legislation instructs the Department to work with stakeholders to develop guidance in the following
matters:

e Multifamily Buildings — Guidelines for utilities to use to determine the eligibility of multifamily

buildings to participate in CIP low-income programs.!?
e Electric Vehicle Charging Sales — Methodology and assumptions to determine electric vehicle

charging sales that are not to be included in a utility’s gross annual retail energy sales.’
e Efficient Fuel Switching — Technical guidelines for utilities to use to determine if a fuel-

switching improvement meets the necessary criteria and to calculate the amount of energy
saved.'

Stakeholder Engagement

As noted in the Proposal, Staff consulted extensively with interested stakeholders prior to the filing of this
Decision. On November 2, 2021, the Department convened a virtual stakeholder meeting, outlining major
changes to CIP contained in the ECO Act, a stakeholder engagement plan, and detailed next steps in the
development of ECO Act related technical guidance. On November 10, 2021, the Department convened a
Coordinating Committee consisting of stakeholders interested in assisting the Department in developing
technical guidance. This committee was then divided into three topic-specific working groups as follows:

1) Electric vehicle charging sales; 2) Efficient fuel-switching (EFS); and 3) Load management. These working

5 Minnesota Energy Conservation and Optimization Act of 2021

6 See Minn. Stat. § 216B.241, subd. 13.

7 See Minn. Stat. § 216B.2403, subd. 8.

8 Minn. Stat. § 216B.241, subd. 1c(b).

9 Minn. Stat. § 216B.241, subd. 7(a).

10 Minn. Stat. § 216B.2403, subd. 3.

11 See Minn. Stat. §§ 216B.2403, subd 3(j) and 216B.241, subd. 2(i).

12 see Minn. Stat. § 216B.2403, subd. 5(e). Documents associated with these guidelines are filed separately at
docket # 22-41 and followed the same development and review schedule as those covered in this document.
13 Minn. Stat. § 216B.2402, subd. 10(3). Final technical guidance for electric vehicle charging sales methodology
was filed on December 30, 2021 at docket # 21-837.

14 Minn. Stat. § 216B.241 subd. 1d(e).
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groups met several times and had a series of informal comment periods to discuss applicable technical
guidance issues and possible recommendations for Staff to consider in the development of their proposal.
Meeting notes and slides were posted to a dedicated SharePoint site and to the ECO Act Implementation
process web site.?® The Commissioner joins Staff in thanking stakeholders for their work and input into the
process to date. The Commissioner would also like to acknowledge the valuable assistance received from
The Mendota Group in the coordination and facilitation of the stakeholder engagement process and in the
development of this Decision.

Decision Scope

This Decision contains technical guidance to determine if a fuel switching improvement meets required
statutory criteria and to calculate energy savings associated with such an improvement. Though not
required by statute, this Decision also provides technical guidance for the implementation of cost-
effective load management programs as described in Minn. Stat. § 216B.241, subd. 13. Further, in
accordance with Minn. Stat. §§ 216B.2403, subd. 5(g) and 216B.241, subd. 7(g), this Decision includes a
list of preweatherization measures eligible for inclusion in low-income energy conservation programs.

Technical Guidance as a Starting Point

The Commissioner agrees with Staff that “the purpose of this technical guidance is to provide a starting
point for utilities to begin implementing programs that include EFS, load management, and
preweatherization measures.”® The Commissioner acknowledges the significance and complexity of
some of the changes brought about by the ECO Act and believes that components of the methodologies
contained in this Proposal will require further development and refinement in the coming months and
years through the work of the Technical Reference Manual Advisory Committee (TRMAC) and the Cost-
effectiveness Advisory Committee (CAC). The Commissioner agrees with Staff that initial utility programs
including these types of measures will provide valuable information to inform future iterations of these
methodologies.

Municipal and Cooperative Utilities (COUs)

The Commissioner agrees with Staff that “COUs will be uniquely challenged in using this guidance”?’
given that CIP plans for 2023 are due in the coming months. Staff, therefore, are instructed to prioritize
support for COUs who intend to include EFS and load management programs in the next CIP planning
cycle. Details concerning Department support for COUs developing EFS programs for inclusion in 2023
plans can be found in the EFS section of this Decision.

Response to Stakeholder Comments

By the end of the comment period on March 4, 2022, the Department received comments on Staff’s
Proposal from Minnesota Rural Electric Association (MREA), Energy Cents Coalition (ECC), Minnesota
Power, Minnesota Energy Resources Corporation (MERC), Center for Energy and Environment (CEE),
Great River Energy (GRE), Xcel Energy (Xcel), CenterPoint Energy (CenterPoint), Ceres Energy
Optimization Workgroup (Ceres), Otter Tail Power Company (OTP), Fresh Energy, a joint filing by Fresh
Energy, Natural Resources Defense Council (NRDC), Minnesota Housing Partnership (MHP) and

15 https://mendotagroup.com/eco-act-implementation/
16 Staff’s Proposal at 4.
17 Staff’s Proposal at 4.
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Community Stabilization Project (CSP) (collectively “Joint Filers”), Martin Kushler on behalf of CEE and
the American Council for an Energy Efficient Economy (ACEEE), and NRDC.*®

The Commissioner thanks those organizations who participated in the EFS and Load Management
working groups and those that submitted written comments in a much-shortened comment period.
Given the shortened timeframe between the comment period and the Commissioner’s Decision, the
Commissioner has attempted to acknowledge, summarize, and respond to as many comments as
possible.'® The Commissioner has not been able to respond to all comments and, therefore, instructs
Staff to provide opportunities in upcoming TRMAC and CAC processes, and through individual
communications with stakeholders, to discuss and respond to such comments.

The following sections detail stakeholder comments and the Commissioner’s Decision:

. TECHNICAL GUIDANCE TO DETERMINE IF A FUEL SWITCHING IMPROVEMENT MEETS
THE REQUIRED CRITERIA AND TO CALCULATE ENERGY SAVINGS

The approved technical guidance to determine if an efficient fuel-switching improvement meets required
criteria and to calculate associated energy savings can be found at the end of this Decision in Appendix A.

A. EFFICIENT FUEL-SWITCHING TECHNICAL GUIDANCE DECISION KEY FINDINGS

The Commissioner first addresses overarching issues regarding EFS raised in Staff’s Proposal and
stakeholder comments requiring the Commissioner’s determination.

CONSIDERATION OF ALTERNATIVE METHODOLOGIES

Several stakeholders supported allowing utilities to propose alternative methodologies when developing
EFS programs. In discussing the complexity of Staff’s proposed methodology for quantifying GHG
reductions, Xcel wrote “the Company encourages the Department to allow utilities to propose
alternative methodologies when developing EFS programs, which the Department can review for
reasonableness. This would be consistent with the approach used in calculating energy savings, in which
companies can either rely on the TRM or propose an alternative calculation.”? Along similar lines,
Minnesota Power stated:

Minnesota Power recommends there be an option, especially in the early years when
utilities are subject to caps on the amount of allowed efficient fuel switching, to simply
use the hourly emissions from the approved capacity expansion plan (the baseline) rather
than requiring a second scenario that assumes a different generation mix.

OTP also supports greater flexibility, requesting that:

If the Commissioner decides to approve the Department’s multi-step approach over a
more simplified approach, Otter Tail requests the Commissioner to allow the approved

18 Organizations are listed in the chronological order that written comments were posted on eDockets.

19 To review comments in full, interested parties should go to eDockets and search for docket number 21-837.
20 Xcel Comments at 2.

21 Minnesota Power comments at 2.
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baseline capacity expansion plan to be used as an option for utilities instead of requiring
a new Capacity Expansion Plan (CEM) scenario. The Company believes using the baseline
CEM through 2026, when limits on EFS are removed, would be a reasonable approach.?

CEE also appears to support greater flexibility, suggesting that “the Department and stakeholders should
continue working to simplify the methodology used to assess the full fuel cycle greenhouse gas
emissions of electricity in ECO. The Department’s proposed methodology — with or without CEE’s
recommendations regarding how to incorporate indirect emissions — is very complicated and may be
impractical for many utilities.” %

Commissioner’s Determinations:

The Commissioner appreciates stakeholder concern regarding the complexity of the EFS methodology,
particularly for GHG emission accounting. The Commissioner also acknowledges that while Staff’s
proposed methodology is both sound and rigorous, alternative methodologies, particularly when
proposed during the period when EFS spending is limited (i.e. pre-2026), could provide great value to
the collective learning and helpfully inform future iterations of this guidance. The Commissioner,
therefore, will allow utilities to propose alternative EFS methodologies for Department review and
consideration, under the following conditions:

1. Staff’s proposed methodology, as approved later in this document, is the assumed methodology
to be used for determination of eligible EFS programs;

2. Utilities wishing to propose an alternative methodology must do so as part of the utility’s CIP
triennial plan filing or a filed CIP plan modification, allowing for stakeholder review and
comment in a manner consistent with applicable review timelines contained in Minnesota Rules
7690 et seq.;

3. Alternative methodologies must demonstrably satisfy all applicable EFS statutory requirements;
and

4. Utilities wishing to develop alternative methodologies should engage with Department Staff
prior to filing any proposed methodologies.

As with other technical aspects of the CIP program, the Commissioner expects EFS methodologies to
become simplified and more standardized as they are continually discussed and refined through the
TRM process.

Related to discussion of alternative methodologies, the Commissioner disagrees with comments
describing the GHG reduction requirement for EFS measures in statute as a pass/fail exercise. While the
Commissioner acknowledges that the statute only requires a reduction, accurately estimating GHG
emission reductions associated with EFS programs, and all CIP programs, is necessary for both the
Department’s annual CIP reporting obligations?* and for assessing progress toward Minnesota’s
statewide GHG emission reduction goals. The Commissioner will, therefore, continue to require pursuit

22 OPT Comments at 3.
23 CEE Comments at 13.
24 Minn. Stat. § 216B.241, subd. 1c(f).



of accurate GHG emission reduction estimates, even when a stage is reached where electric generation
carbon intensity is at a level where GHG emission reductions associated with an EFS measure are
indisputable.

EFFICIENT FUEL-SWITCHING SPENDING CAP CLARIFICATION

Minnesota Statutes § 216B.241, subd. 1c(g) states that “[n]otwithstanding any provision to the contrary,
until July 1, 2026, spending by a public utility subject to this section on efficient fuel-switching
improvements to meet energy savings goals under this section must not exceed 0.35 percent per year,
averaged over three years, of the public utility's gross annual retail energy sales.”

In the Proposal, Staff highlight that this appears to be a spending cap on EFS improvements, but instead
of the cap being calculated as a percentage of utility gross operating revenues (GOR), as is historically
typical for CIP spending requirements or caps, the statute refers to the utility’s gross annual retail
energy sales. Staff also noted the belief that this was a typographical error. Xcel highlights this issue in
its comments stating that:

... the Department’s reading of the statutory language is different from the one that the
Company and other parties understood during negotiation of the ECO bill, which was that
the language was placing a limit on utility spending on EFS. Indeed, the provision was
regularly referred to in discussions as a “spending cap.”?*

Commiissioner’s Determinations:

The Commissioner, Xcel, and Staff agree that this is an IOU spending cap on EFS. The Commissioner
addresses two issues here: 1) how the spending cap is to be calculated, and 2) to whom the spending
cap applies:

1. Spending Cap Calculation - Consistent with other CIP spending caps and requirements, spending
on EFS improvements must not exceed 0.35 percent per year, averaged over three years, of the
IOU’s gross operating revenue from non-exempt customers. EFS spending in IOU plans is to be
prorated for January 1 - June 30, 2026.

2. Utilities Subject to EFS Spending Cap - This spending cap applies to electric IOUs implementing
electric end use EFS improvements through Minn. Stat. § 216B.241, subd. 11 and natural gas
IOUs implementing electric end use EFS improvements through Minn. Stat. § 216B.241, subd.
12.

MUNICIPAL AND COOPERATIVE UTILITIES (COUs)

As noted above, the Commissioner agrees with Staff that COUs will be uniquely challenged in using this
guidance. MREA spoke specifically to these challenges:

We appreciate the recognition by Department staff that electric cooperatives face many
important challenges to ECO implementation, including but not limited to, limited

25 Xcel Comments at 4.



resources. One of our biggest concerns with the recent draft guidance is the substantial
administrative burden it would place on rural electric cooperatives as they develop their
efficient fuel switching plans and programs. We hope that adjustments can be made to
reduce unnecessary burden to allow co-ops to dedicate resources to ECO implementation
— helping co-op members reduce their overall energy burden.?®

GRE shared MREA'’s concerns regarding administrative burden:

Efficient fuel switching evaluations analyzed at the measure level provides such a high
hurdle that it prohibits the required electrification of end uses needed to meet
Minnesota’s goals. Great River Energy appreciates the need for accuracy and verifiability
in the methods, and Great River Energy believes there are equally accurate and
measurable paths that do not require each measure to be evaluated on its own. These
alternate methods avoid the additional resources required in the Department’s proposed
methodology. The current methodology in the Department’s Proposed Decision has the
potential to create significant additional work and verification that may make utilities,
especially consumer owned utilities, reluctant to pursue EFS and load management
programs to the level envisioned in the ECO Act. The EFS approach needs to be
streamlined and barriers need to be removed, otherwise consumer owned utilities may
be unable to achieve the energy policy goals both explicit and implicit in the ECO Act.?

Commissioner’s Determinations:

The Commissioner thanks MREA and GRE for their comments. The Commissioner agrees that, especially
in relation to COUs, ECO guidance must balance the need for accuracy and verifiability with utility
usability. The Commissioner believes that this balance must be achieved to ensure that COUs are able to
leverage the ECO Act in a manner intended by statute and that methodology complexity is not seen as a
barrier to this. Staff, therefore, are instructed to prioritize support for COUs who intend to include EFS
and load management programs in the next CIP planning cycle. This support should include:

- Working with COUs to propose and develop a simplified EFS methodology. This simplified
methodology should provide COUs with a less burdensome pathway for establishing compliance
with EFS statutory requirements.

- Working with COUs to discuss a practical level for which cost-effectiveness should be evaluated
(e.g. measure, program, segment, or portfolio).

- Extending the submission date for COU 2021 results and 2023 (and beyond) plans from June 1,
2022 to August 1, 2022, to provide COUs and the Department with an extended planning period.

26 MREA Comments at 2.
27 GRE Comments at 2.



B. COMMENTS IN RESPONSE TO STAFF’S PROPOSED TECHNICAL GUIDANCE TO
DETERMINE IF AN EFFICIENT FUEL-SWITCHING IMPROVEMENT MEETS REQUIRED
CRITERIA AND TO CALCULATE ASSOCIATED ENERGY SAVINGS

The approved technical guidance to determine if an efficient fuel-switching improvement meets required
criteria and to calculate associated energy savings can be found at the end of this Decision in Appendix A.

STEP 1 — CONFIRM STARTING FUEL TO ENDING FUEL TYPE AND UTILITY ELIGIBILITY

Starting Fuel Definition

In the Proposal, Staff proposed that eligible fuels serving as the starting fuel for efficient fuel-switching
improvements be guided by Minn. Stat. § 216B.2402, subd. 8, which includes “electricity, propane,
natural gas, heating oil, gasoline, diesel fuel, or steam, consumed by a retail utility customer.” Allowing
for some possible flexibility, Staff proposed utilities be allowed to propose additional fuel types on a
custom basis.

Comments

MERC disagreed with this interpretation, preferring, instead, “to include any form of energy that is
consumed by a retail utility customer.”?® Further, MERC argued that restricting the starting fuel to only
those listed is not fuel-neutral and therefore not supported by the statute.”?

Commissioner’s Determinations:

The Commissioner agrees with Staff that the fuels listed in statute are the appropriate starting fuels for
efficient fuel-switching improvements. The Commissioner also recognizes that Staff provide an
opportunity for utilities to propose additional fuel types for Department consideration on a custom
basis. This approach should adequately cover the range of possible starting fuels.

Eligible Ending Fuels and Implementing Utilities

In the Proposal, Staff recognized electricity and natural gas as eligible ending fuels for efficient fuel-
switching improvements. Staff proposed permitting electric and gas utilities (I0Us and COUs) to offer
EFS measures and programs with an electric ending fuel type because these scenarios are explicitly
permitted in statute.3? 31 32 Staff proposed that utilities interested in implementing natural gas EFS
measures and programs do so on a custom basis for Department consideration as the statute is less
clear on the eligibility of this approach. Staff also proposed allowing for EFS improvements to include
both electric and natural gas components, such as back-up natural gas heating to supplement an air
source heat pump, “with the expectation that electricity is the primary ending fuel.”3*

28 MERC Comments at 2.

2 MERC Comments at 2.

30 Minn. Stat. § 216B.241, subd. 11.
31 Minn. Stat. § 216B.241, subd. 12.
32 Minn. Stat. § 216B.2403, subd. 8.
33 Staff’s Proposed Decision at 8.

34 MERC Comments at 2.
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Comments

Several commenters took issue with whether a natural gas IOU should be permitted to implement
natural gas EFS improvements. CEE stated, “[t]he statute does not include language permitting public
utilities that provide natural gas service to propose programs to install natural gas technologies to
reduce the consumption of electricity or any other fuel.”*® Fresh Energy echoed CEE concerns, “[f]or
natural gas 10Us, it is difficult to envision how a natural gas EFS project could comply with the statutory
requirements in Minnesota Statutes 216B section 241, subdivision 12.”3¢ NRDC stated that “switching
from electricity to gas should be explicitly prohibited - even inefficient electric resistance heating or
water heating - because it would be preferable from a climate perspective to upgrade to more efficient
electric service (e.g. cold climate heat pumps).”?’

CenterPoint and MERC also expressed concern about the Proposal’s statement that EFS improvements
that use both electricity and natural gas should be allowed “with the expectation that electricity is the
primary ending fuel.” MERC points to the ECO statute “which states that EFS improvements should ‘be
measured on a fuel-neutral basis’” and indicates that the statute does not distinguish between primary
and secondary fuels.®® CenterPoint agreed with MERC, stating that “‘Primary’ has not been defined in
the guidance document or assigned to another process such as the TRMAC for definition.”>°

Commiissioner’s Determinations:

The Commissioner agrees with Staff’s proposal that electric and gas utilities (IOUs and COUs) offering
EFS measures and programs with an electric ending fuel type are explicitly permitted in statute. 40 41 42

The Commissioner also agrees that the statute does not explicitly permit natural gas I0Us to implement
EFS improvements with natural gas ending fuels. The Commissioner agrees with Staff’s approach,
however, requiring interested utilities (including natural gas I0Us) to propose EFS improvements with
natural gas ending fuels on a custom basis and that such proposals must demonstrate that the measure
or project is statutorily permissible and meets the necessary requirements of these guidelines. Utilities
wishing to propose EFS measures with natural gas ending fuels must do so as part of the utility’s CIP
triennial plan filing or filed CIP plan modification, allowing for stakeholder review and comment.

Regarding Staff’s statement that “EFS improvements may use electricity and natural gas with the
expectation that electricity is the primary ending fuel,” the Commissioner agrees with MERC and
CenterPoint that the “primary ending fuel” should be removed from the guidance to read “EFS
improvements may use a combination of electricity and natural gas.”

35 CEE Comments at 3.

36 Fresh Energy Comments at 3.

37 NRDC Comments at 1.

38 MERC Comments at 3.

39 CenterPoint Comments at 5.

40 Minn. Stat. § 216B.241, subd. 11.
41 Minn. Stat. § 216B.241, subd. 12.
42 Minn. Stat. § 216B.2403, subd. 8.
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STEP 2 - DETERMINE EFFICIENT FUEL-SWITCHING IMPROVEMENT, BASELINE TECHNOLOGY, AND
BASELINE COMPARISON

Baselines

In the Proposal, Staff indicated the importance of establishing the baseline technologies to which an
efficient fuel-switching improvement should be compared to enable determinations of changes in
energy use and greenhouse gas emissions and to assess the cost-effectiveness of such improvements.
Applying a similar approach to that used for evaluating energy conservation measures, Staff
recommended that baseline determinations be handled through the TRM process or on a custom basis.
The Proposal also set requirements for baseline information that utilities should collect from customers,
specified how efficient fuel-switching improvements in new construction should be handled, and
indicated that EFS improvements “should produce a similar level of quality or level of service as the
identified baseline technology.”

Comments

Although no commenters expressed concerns about establishing baselines through the TRM or custom
process, Xcel took issue with Staff’s requirement that EFS improvements “should produce a similar level
of quality or level of service as the identified baseline technology” and recommended removing this
language. In relation to these concerns, Xcel wrote “the creation of this requirement does not appear to
be necessary. Establishment of a reasonable baseline is a standard part of assessing measures under CIP.
It is not clear how the ‘similar level of service’ requirement is different and additional to the
Department’s proposal that EFS baselines and assumptions be established in the TRM process or (in the
interim) proposed and reviewed on a custom basis.”*?

CenterPoint, however, supports the similar level of quality or level of service requirement but recommended
revising the language to read:

This can be demonstrated by explaining how the EFS technology provides a comparable
(or higher) level of service and/or output and technical assumptions used to
demonstration [sic] ‘similar level of quality’ should be the basis for the criteria for an EFS
improvement as a part of TRM development or as filed by a utility on a custom basis.**

Xcel raised concern about Staff’'s recommended reporting requirements related to baselines, stating,
“[t]he Company agrees that there is value in collecting baseline information when feasible as part of the
normal course of delivering programs to customers. However, the Company does not believe that
reporting the baseline as part of the annual status report is likely to be meaningful.”* CenterPoint
supports this position and indicates that “collecting and providing data on the baseline technology will
not necessarily indicate any issues or concerns, or identified effective practices.”4®

Two commenters (CEE and CenterPoint) were confused by Staff’s discussion of EFS improvements in
new construction and one disagreed (Ceres) with the requirements. Ceres recommended removing the
language while CEE recommended “that the Department consider all energy efficient actions taken in
new construction to be energy conservation, with the exception of efficient electric measures

4 Xcel Comments at 7.

44 CenterPoint Comments at 6.
45 Xcel Comments at 6.

46 CenterPoint at 6.
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implemented by natural gas utilities. Efficient electric technologies incentivized or otherwise funded by
natural gas utilities for new construction should be considered and subject to the requirements of
efficient fuel switching.”*’

Commiissioner’s Determinations:

Regarding the requirement that an EFS technology provide a comparable (or higher) level of service as
the baseline technology, the Commissioner agrees with commenters that this language should be
revised to refer to the TRM’s method of determining comparable technologies through reasonable
replacement. The Commissioner adds, however, that EFS related modifications to the TRM should more
clearly define what constitutes a reasonable replacement.

In response to Staff’s proposed requirement for utilities to collect and report baseline information, the
Commissioner also agrees that this is better handled through future research studies.

Regarding the discussion of EFS improvements as they apply to new construction, the Commissioner
agrees that the requirements should be removed but recommends that consideration of EFS
improvements in new construction (in particular, building electrification) be handled through the TRM
and/or custom proposals.

STEP 3 — ENERGY CHANGE ANALYSIS, SOURCE ENERGY CONSUMPTION, AND GHG (CO>)
EMISSIONS

Staff’s proposed Step 3 generated the most comments, likely because it is the step that is both crucial
for qualifying EFS improvements and also the most complex. As indicated above in Section Ill. A. of this
Decision, the Commissioner will allow utilities to propose alternative EFS methodologies for Department
review and consideration, guided by the listed conditions.

In the following paragraphs, the Commissioner references comments regarding key areas of concern
related to Step 3 and then provides the Commissioner’s determinations.

Step 3.1 - Site and Source Energy Change Analysis

Step 3.1 of Staff’s Proposal provides guidance for determining whether an EFS improvement results in a
net increase in electricity or natural gas use and whether there is an overall net decrease in energy
consumption when incorporating sources that produced the energy consumed on site.

Comments

Comments on this step requested clarifications and some modifications to Staff’s Proposal. CEE and
NRDC requested that Staff clarify its use of the term “marginal” in describing the source energy values
that utilities should use to calculate changes in source energy use associated with EFS improvements.

CEE believes this section requires clarification for electrification measures. In Step 3.2 of
the Proposed Decision, ‘marginal’ refers to the relative change in emissions, on an hourly
basis, between a baseline capacity expansion model scenario and a high-electrification
capacity expansion model scenario. However, the relative change in the average heat rate

47 CEE at 5.
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of each hour between the two capacity expansion model scenarios would not render a
meaningful figure.*

CEE recommends “that utilities determine the source energy of electrification measures using the heat
rates associated with the high-electrification scenario capacity expansion model.”*® In its comments
about Staff’s proposal, NRDC said:

Conceptually, this appears to align with our recommendation for using long-run marginal
rather than short-run marginal energy source values. However, it would be much better
to say that explicitly here and in Step 3.2, including an explanation of the difference, so
that users of the guide are able to distinguish between the two.°

Some commenters also questioned whether the load shapes for baseline measures against which EFS
improvements are compared for purposes of assessing source energy changes and GHG impacts should
be assumed to mirror those of the EFS Improvements. Ceres wrote, “we have concerns with the
Proposal’s assumption that baseline technologies and their associated EFS improvements will have the
same load shape. Indeed, baseline load shape research, including monitoring initiatives conducted in
Massachusetts, suggest strongly otherwise. As such, we recommend removal of this language.”>!

As discussed further in Step 3.2, Xcel Energy raised concerns about the ability to produce the type of
hourly marginal analysis Staff proposes, for use with source energy and GHG calculations. “The Company
has attempted CEM modeling, similar to what the Department describes in the Proposed Decision. Our
experience thus far does not give us confidence that EnCompass is currently capable of accommodating
the type of hourly marginal analysis described in the Department’s approach.”>?

Commiissioner’s Determinations:

The Commissioner agrees with CEE and NRDC that Staff’s Proposal should clarify how source energy
values should be calculated for electrification EFS improvements, and that such estimates should be
based on the utility’s capacity expansion plan that includes the appropriate electrification scenario.
These values should be based on long-run marginal values which, in this case, refers to the marginal
generator serving the load for each hour of the expansion plan.

The Commissioner also agrees that the Proposal should not assume that baseline measures will have the
same load shapes as EFS improvements.

Finally, regarding Xcel’s concern about the ability to produce hourly estimates to conform to Staff’s
Proposal, it seems that these clarifications will resolve the issue because the CEMS modeling can
produce hourly source energy values.

Step 3.2 - Calculate Greenhouse Gas (GHG) Emissions Savings

Step 3.2 of Staff’s Proposal provides guidance for determining whether an EFS improvement will result
in a net reduction in statewide GHG emissions, as defined in Minnesota Statutes § 216H.01, subd. 2,

48 CEE Comments at 6.

2 d.

50 NRDC Comments at 2.
51 CERES Comments at 2.
52 Xcel Comments at 10.
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based on the utility’s hourly emissions profile. Staff’s proposal allows COUs that do not possess hourly
profiles to obtain this information from the Department.

Comments

Comments on Staff’s proposal for this step focus on the proposed methodologies for estimating direct
(combustion emissions) and indirect (upstream emissions) source energy greenhouse gases and the
complexity of Staff’s proposed approach.

Regarding estimates of direct GHGs from EFS improvements, CEE supports Staff’s proposed approach
but cautioned “that sophisticated modeling methodologies require significantly more technical oversight
and validation than what was discussed in the ECO stakeholder process.”>® Xcel observed that its CEMS
model may not be able to reliably produce hourly values associated with the Proposal’s approach to
estimating direct GHGs. They recommend that “the Proposed Decision for calculating site-to-source and
emissions factors remain high-level at this time.”>* Further, Xcel does not believe that Staff’s
methodology captures the changes to its system generation mix attributable to aggregate EFS loads.
Related to this point, they recommend developing a “proxy plant” which “represents the system load
(MWh and peak MW) shifted to a different generation mix after EFS is introduced to the system. The
source energy, avoided revenue requirements (ARR), and GHG emissions of the Proxy Plant should be
blended with the EFS specific source, ARR, and GHG impacts to capture the whole impact of EFS.”>®

Minnesota Power and OTP state a preference for using the resource mix associated with their most
recently approved expansion plans to estimate greenhouse gas emissions impacts of EFS improvements.

Minnesota Power . .. recommends an option be included for utilities to use the approved
expansion (plan) when it can reasonably be assumed that the anticipated electrification
would not be likely to require a change in the resource mix or when there is uncertainty
around when the added load will occur such that a new expansion is unlikely to be more
accurate than the approved plan.>®

OTP raised concerns about the complexity of Staff’s approach and requested “a more streamlined and

practical approach for determining a reduction in GHG emissions”,*’ stating further that:

Otter Tail’s preferred approach would be that if an electric utility is decarbonizing and
continually meeting Minnesota’s Renewable Energy Standard or the utility is making
progress towards goals of its generation resources being over 95 percent carbon free by
2050 then any added EFS measures should be considered a move towards reducing GHG
emissions.>®

53 CEE Comments at 8.

54 Xcel Comments at 11.

55 Xcel Comments at 12.

56 Minnesota Power Comments at 2.
57 OTP Comments at 2.

58 OTP Comments at 2.
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If the Department does not agree with its simplified approach, OTP requested that the Commissioner
allow utilities to (through 2026) use “the approved baseline capacity expansion plan ... as an option for
utilities instead of requiring a new Capacity Expansion Plan (CEM) scenario.”*®

Regarding estimates of indirect GHG emissions from EFS improvements (which, together with direct
GHG emissions constitute a full fuel-cycle analysis), both Xcel and CEE prefer a higher-level approach
than embodied in the Proposal and question the use of a Lifecycle Emissions Multiplier (LEM). Xcel
believes a LEM is a flawed approach for two reasons:

First, developing the LEM using combustion-only emissions would not properly account
for nuclear generation which has upstream emissions associated with fuel mining,
processing, and transport, but zero downstream combustion emissions.

Second, calculating an LEM by dividing lifecycle emissions from GREET by combustion
emissions from eGRID or EIA data is unnecessarily complex and introduces a potential
source of error in using different data sets.®

CEE stated that it:

Doles] not believe it is useful to develop a lifecycle ratio for fuels that are not used for
electric generation. Estimating the full fuel cycle greenhouse gas emissions of fuels that
are used directly in end-use technologies can be done by simply multiplying the fuel
consumption of those technologies by the full fuel cycle emissions factor of the fuel. The
full fuel cycle emissions factor can be determined through the GREET model, as proposed
by Staff.”®!

CEE also expressed concern about “the correlation between the ‘marginal’ emissions levels, as
determined in Step B of the proposal, and the specific fuels operating in each hour.%? Both CEE and Xcel
recommend further study of the topic as an alternative to adopting Staff’s proposed approach. Xcel
wrote that:

As with the approach proposed for cost-effectiveness calculations, we recommend an
advisory committee be developed for this specific topic. In the interim, the Department
can review utility proposals for reasonableness with respect to their treatment of GHG. If
necessary, the Department could allow utilities to use its methodology if utilities do not
feel they have the resources to develop a reasonable alternative.%

CEE provided an alternative methodology that they believe is more straightforward than Staff’'s and “is
less susceptible than the Department’s proposal to unintended errors that may skew emissions results
and then EFS emission testing.”%*

5 OTP Comments at 3.
60 Xcel Comments at 13.
61 CEE Comments at 10.
62 4.

63 Xcel Comments at 13.
64 CEE Comments at 12.
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Several organizations expressed concerns about the complexity of Staff’s proposed approach to
estimating direct greenhouse gas impacts associated with efficient fuel-switching improvements. GRE
and MREA state that the proposed approach will pose challenges for their cooperative utility members.
“In lieu of the more complex method proposed by the Department, Great River Energy and its member
owners request an alternative approach which realizes that certain measures provide sufficient societal
benefit and do not require the additional, detailed analysis proposed by the Department.”® MREA
expressed a similar view.

Another important area where administrative burden on electric cooperatives can be
reduced is with regard to the greenhouse gas emissions methodology proposed in the
draft guidance. We are concerned that the proposed methodology is much too
complicated and complex. Requiring multiple, detailed modeling runs, with intricate hour
by hour comparative analyses seems designed to calculate how much better an
electrification measure would be than an existing fossil-fuel application. However, the
test in the ECO statue is simply whether or not an electrification measure reduces
greenhouse gas emissions — a much simpler pass/fail exercise than is contemplated by
the proposed methodology.®

Although Fresh Energy supports Staff’s proposed “use of marginal emission rates for electrification
proposals, as the term is used in this context to describe ‘the incremental emissions impact that EFS
measures have on the electricity generation mix and its dispatch’”, the organization states that “ . . . it
will be important to work toward the simplification of the assumptions that underpin the GHG emissions
calculations going forward.”®” CEE, too, “believes that the Department and stakeholders should continue
working to simplify the methodology used to assess the full fuel cycle greenhouse gas emissions of
electricity in ECO.” As they write, “[t]he Department’s proposed methodology — with or without CEE’s
recommendations regarding how to incorporate indirect emissions — is very complicated and may be
impractical for many utilities.” %

CEE expressed a perspective similar to MREA in supporting a pass/fail approach to authorizing EFS
improvements.

“CEE believes it is possible to conduct an analysis that predicts, with reasonable accuracy
and precision, whether electrification measures pass both the emissions test and the
source energy test in ECO based on a utility generation mix. In other words, it is possible
to use a measure-specific load curve, paired with known hourly and seasonal production
curves for different electric generation resources, to determine what generation mix
thresholds must be met for specific electrification measures to qualify for inclusion as an
EFS measure through ECO.”®

5 GRE Comments at 3.

5 MREA Comments at 2.

57 Fresh Energy Comments at 4.
58 CEE Comments at 13.

%9 CEE Comments at 14.
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Commiissioner’s Determinations:

The Commissioner appreciates the detailed and thoughtful comments from stakeholders on calculating
greenhouse gas emissions associated with efficient fuel-switching improvements. Continuing active
stakeholder engagement will be critical to refining the guidance that utilities will use to assess and
develop efficient fuel-switching measures and programs. It is understood that parties prefer simplicity
over complexity in terms of the methodologies that will be used to assess and qualify EFS improvements
that can be included in utility programs. However, it is also important to balance the desire for simplicity
with the need to reliably, accurately, and at the level of detail required by the ECO Act, estimate
greenhouse gas impacts from EFS measures. Recognizing that Staff’s proposed approaches to estimating
both direct and indirect emissions may be complex, the Proposal also includes alternative pathways
depending on utility capabilities and available information.

The Commissioner generally supports Staff’s proposed approaches, with some limited changes, and
considers this to be the default approved approach. Utilities, though, are permitted to propose
alternative methodologies for Department review, either as program modifications or as part of their
triennial filings. Utilities are encouraged to consult Department staff prior to filing formal proposals.

STEP 4 - IMPROVE UTILITY SYSTEM LOAD FACTOR

Step 4 of Staff’s Proposal requires that utilities determine whether an EFS Improvement is operated in a
manner that serves to improve the utility’s system load factor.

Comments

The Department received a limited set of comments on Step 4. Martin Kushler recommended an
alternative approach to Staff’s observation that the ECO Act’s phrase “relative to the fuel being
displaced” is problematic because, for most efficient fuel-switching improvements, the fuel being
displaced will be natural gas and comparing natural gas to electric technology load factors is not
useful.”® He recommended that this phrase “be operationalized as ‘relative to the load shape under the
‘pre-EFS condition.”””! Using this approach, Kushler suggests that the “first component (much improve
system load factor) does not have to be ignored (and should not be), if the above operationalization is
used.””?

Commissioner’s Determinations:

The Commissioner generally supports Staff’s proposed approach for assessing whether an EFS measure
improves utility system load factor but agrees with proposed modifications from Martin Kushler
regarding operationalizing the phrase “relative to the fuel being displaced.”

70 “A fyel-switching improvement is deemed efficient if, applying the technical criteria established ... the
improvement, relative to the fuel being displaced: (4) is installed and operated in a manner that improves the ...
utility's system load factor.” Minn. Stat. §§ 216B.2403, subd. 8(a) and 216B.241, subd. 11(d).

7 Martin Kushler Comments at 18.

2 d.
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STEP 5 — INTEGRATION OF RENEWABLE ENERGY INTO THE ELECTRIC SYSTEM

Step 5 of Staff’s Proposal concerns, for IOU EFS improvements that deploy electric technologies,
whether the measure can be operated to facilitate the integration of variable renewable energy.

Comments

The Department received one comment related to the ECO Act’s requirement that the Department
consider, when evaluating IOU-proposed electric EFS technologies, whether the measure can be
operated to facilitate integration of renewable energy. GRE points out that some of the EFS criteria may
function at cross-purposes. “For example, electric thermal storage systems pass all the tests except for
reducing source energy. Operating these programs at off-peak times to ensure that the load factor,
renewable integration, and cost effectiveness criteria are met might come at the cost of reducing source
energy.””® Although GRE does not propose changes to Step 5, it noted that “efficient fuel switching
programs must be manageable for utilities, contractors, consumers, and the Department to understand
and implement.” 74

Commiissioner’s Determinations:

The Commissioner supports Staff’s proposed approach for considering whether IOU electrification EFS
improvements can be operated to facilitate integration of variable renewable energy.

STEP 6 — COST EFFECTIVENESS CALCULATIONS

Several comments were received pertaining to the EFS cost-effectiveness approach in the Proposal.
Regarding Staff’s proposal to allow utilities to propose, on a custom basis, ways of assessing EFS cost-
effectiveness until the Department has adopted a specific approach, Xcel responded that “[t]he
Company supports this approach and looks forward to working with the Department through the TRM
process and CAC to refine the cost-benefit analysis framework.”’®

Ceres and NRDC raised concerns about assessing EFS cost-effectiveness at the measure level. Ceres
stated “[w]here practical, screening efficiency/EFS investments at a higher level than at the measure
level will support the development and implementation of programs that are more comprehensive for
addressing customer needs.””® NRDC shared similar concerns:

While we support the notion of making the societal test the primary test, we believe there
needs to be flexibility in applying it to a package of measures, rather than only by a
measure-by-measure basis. Our reasoning is that we would not want to preclude full
electrification of the home and if multiple electrification measures are being considered
and one is found to be not cost-effective, we would not want to discourage that measure
from taking place, especially if it would be the last end use need to fully electrify the
home.”’

73 GRE Comments at 4.
74 GRE Comments at 3.
7> Xcel Comments at 7.
76 Ceres Comments at 3.
77 NRDC Comments at 4.
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Ceres also “support[s] efforts to better incorporate public health, climate, and other inputs and the use
of an appropriate discount rate into cost effectiveness protocols.””® These efforts are detailed further in
Ceres comments.”®

MERC also provides comments on EFS cost-effectiveness. Specifically:

MERC believes that all utilities should include cost-effectiveness evaluations for individual
EFS measures based on the Societal Test, the Utility Test, the Participant Test, and the
Ratepayer Impact Test. Although the ratepayer perspective is specifically mentioned as
part of the technical criteria for natural gas utilities in 216B.241 subd. 12(b), it appears to
be absent from the criteria for electric utilities. It is not clear from the statute why a
different set of criteria should be applied to EFS improvements based on the utility,
especially for cost-effectiveness.?°

Commiissioner’s Determinations:

The Commissioner largely agrees with Staff’s proposed approach regarding EFS cost-effectiveness.
However, regarding EFS cost-effectiveness review, the Commissioner agrees with NRDC and Ceres that
program design and comprehensiveness benefits may be impeded when reviewing and approving EFS
cost-effectiveness at the measure level. The Commissioner, therefore, requires that EFS cost-
effectiveness be reviewed and approved at the program level, that for inclusion in CIP the program must
be found to be cost-effective from the societal perspective, and that utilities report EFS cost-
effectiveness results at the measure level in annual status reports. The Commissioner hopes that this
will provide utilities with greater program design flexibility while also providing the Department and
stakeholders more granular, measure level cost-effectiveness information.

Regarding MERC’s request that both electric and natural gas IOUs be subject to same EFS cost-
effectiveness evaluation tests, the Commissioner agrees that it is unclear in statute why natural gas IO0Us
are required to determine ratepayer cost-effectiveness® while electric IOUs and COUs are not®?.
However, while the reasoning for this distinction is unclear, the perspectives to be considered by each
utility type are clearly enumerated. The Commissioner, therefore, will not require electric utilities to use
the ratepayer test for EFS purposes.

ADDITIONAL CONSIDERATIONS

Reporting Efficient Fuel-Switching Improvement Savings

Staff provided guidance on how utilities should report efficient fuel-switching improvements.

78 Ceres Comments at 3.

7 1d.

80 MERC Comments at 3.

81 Minn. Stat. § 216B.241, subd. 12(a)(2).

82 See Minn. Stat. §§ 216B.241, subd. 11(d)(3) and 216B.2403, subd. 8(a)(3).
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Comments

Several parties commented on Staff’s Proposal related to how utilities will claim and report savings from
efficient fuel-switching improvements. CenterPoint and MERC focus their comments on how savings for
individual utilities will be claimed and reported, particularly given that electric EFS improvements for
natural gas I0Us are considered energy conservation. The distinction between the designation as energy
conservation as opposed to EFS is relevant because Minn. Stat. § 216B.241, subd. 12(a) allows natural
gas |IOUs to implement EFS improvements that switch from gas to electric and count associated energy
savings toward the energy savings goal under section § 216B.241, subdivision 1c. MERC provides an
example of a switch from a natural gas furnace to an air source heat pump (ASHP) to show, for reporting
purposes, “that a portion of the net reduction in energy consumption may be claimable under CIP or
EFS.”® MERC then “requests that Staff consider this example and provide further clarification.”?*

CenterPoint raises a different concern related to “ambiguity in the dividing line between the types of
energy savings utilities can claim” and states that “there is the potential for duplicative energy savings
claims because both utilities can provide CIP funds for the same EFS improvement.”®> CenterPoint
recommends the following for how gas and electric utilities can claim savings:

Utilities can claim energy savings for an energy conservation improvement that uses their
fuel, installed with an EFS improvement (e.g., gas back-up with an ASHP). These energy
savings would be associated with a highly-efficient measure (e.g., a gas utility offering a
rebate for a 96% efficient furnace).

Utilities can claim EFS energy savings associated with reducing the use of their fuel by
installing equipment that uses a fuel other than their own. Energy savings would be
associated with an EFS improvement and can only be claimed up to code for the
equipment (e.g., a gas utility offering a rebate for an ASHP of SEER 14 and HSPF 8.2).
Utilities offering CIP for energy conservation improvements (e.g., an electric utility
offering a rebate for an ASHP of SEER 15 and HSPF 9) associated with the EFS
improvement from the other utility would claim energy savings based on the high-
efficient pieces of equipment.®®

Martin Kushler observes that Staff’s requirement that utilities report “site-based” savings for EFS
measures may be incorrect. As he states, it “[s]eems like that should be ‘source energy savings’. That is
clearly what is called for in the legislation. If you additionally would like reporting on site-based savings,
at least make clear the requirement for source energy analysis and reporting.”?’

Kushler comments further on the information that Staff recommends utilities include in their Annual
Reports. In addition to the requested information, Kushler states that “it would be very helpful to have
information about the types of EFS improvements accomplished, information on associated costs,

83 MERC Comments at 5.

8 1d.

85 CenterPoint Comments at 3.

86 1d.

87 Martin Kushler Comments at 22.
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etc.”®8 He also says, “[i]t would be really useful to also report energy savings in source energy units
(natural gas, propane, etc.) to help observers visualize the impacts.”®

Commiissioner’s Determinations:

The Commissioner generally agrees with Staff’s Proposal with the following modifications, some of
which are intended to clarify the guidance. In particular, the Commissioner appreciates MERC and
CenterPoint’s requests to clarify EFS improvements as they apply to natural gas IOUs. Regarding MERC's
comments regarding how natural gas and electric utilities would claim savings from EFS projects, it is
anticipated that evaluations of EFS measures (for cost effectiveness and savings claims) will generally
use the same baselines as would be the case if the measure were energy conservation or energy
efficiency. The relevant test, as discussed in Step 2, is whether the new measures is a comparable
technology to the baseline technology. Savings claims for the same EFS measure should not be different
whether an electric or a gas utility is implementing it.

CenterPoint requests clarification related to whether savings from individual EFS measures should be
parsed into “conservation” and “EFS” elements. The Commissioner believes this request complicates
reporting and that that EFS improvements should be designated as EFS improvements; however, natural
gas |IOUs are permitted to report savings from electric EFS improvements as part of conservation
savings. This is relevant to natural gas utilities because, per Minn. Stat. § 216B.241, subd. 1c, goals are
set based on energy conservation improvements and, therefore, natural gas I0Us are permitted to claim
savings from EFS improvements toward these goals while electric IOUs are not. For natural gas IOUs,
energy savings from an EFS improvement will be “double counted” as it is categorized as both EFS
savings and energy conservation savings. Natural gas IOU reports should clearly call this out and the
revised guidance includes this requirement.

CenterPoint also raises a concern about double counting savings between electric and gas utilities which
may be able to incentivize the same measures and how programs targeting the same measure will be
handled. The Commissioner understands this concern and directs overlapping electric and gas utilities to
coordinate programmatic efforts in order to reduce customer confusion, limit “incentive competition”
and eliminate double counting of savings.

In response to Martin Kushler’s comments, the Commissioner affirms Staff’s request that utilities report
site-based savings. Reporting on source-based savings would complicate other aspects of EFS programs
such as how EFS measures are evaluated for cost effectiveness. Cost effectiveness evaluations will use
site-based savings (with adjustments for line losses). Importantly, the ECO Act qualifies EFS
improvements for inclusion in utility programs based on source-based savings as discussed in Step 3.1
and uses source-based greenhouse gas emissions in Step 3.2. However, consistent with energy
conservation and energy efficiency savings, EFS improvements should be reported on site-based savings.
The Guidance, however, should be updated to include a request for reporting on source-based as well as
site-based savings so that this information is publicly available.

88 Martin Kushler Comments at 23.
89 1d.
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Martin Kushler also requested that utilities include additional information in their reports related to EFS
improvements. The Commissioner will encourage but not require utilities to include these elements as
the information can be helpful in giving a more complete picture of the impacts from EFS improvements.

Combined Heat and Power (CHP)

CenterPoint and NRDC submitted comments in response to Staff’s proposal that CHP projects be
considered an energy conservation measure, not an efficient fuel switching measure. CenterPoint agrees
with this clarification.®® NRDC wrote:

Combined Heat and Power (CHP) is arguably efficient fuel-switching given that it is an
increase in gas consumption at the site that then results in less electricity consumption
from the grid. This paragraph parses out CHP into two parts: 1) generation of electricity
on site, 2) the use of waste heat from such on-site generation to displace gas that would
otherwise be used for heating. However, it would never be cost-effective to do the former
without the latter. The cost-benefits of CHP are in having these two parts of the system
function as a package, and as a package that intentionally uses extra gas on-site to reduce
electricity consumption from the grid.*

Commiissioner’s Determinations:

The Commissioner agrees with Staff’s classification of CHP as an energy conservation measure and not a
EFS measure. As noted by Staff, Minn. Stat. § 216B.2402, subd. 6 defines “waste heat that is recovered
and converted into electricity or used as thermal energy” as “energy conservation.” Further, Minn. Stat.
§ 216B.2402, subd. 22 defines “waste heat recovered and used as thermal energy” as “capturing heat
energy that would be exhausted or dissipated to the environment from machinery, buildings, or
industrial processes, and productively using the recovered thermal energy where it was captured or
distributing it as thermal energy to other locations where it is used to reduce demand-side consumption
of natural gas, electric energy, or both.” Therefore, the Commissioner agrees with Staff that CHP
projects are permitted within CIP as an energy conservation measure in a manner consistent with Minn.
Stat. §§ 216B.241, subd. 1c(d) and 216B.2403, subd. 2(a)(4).

V. TECHNICAL GUIDANCE TO DETERMINE IF A LOAD MANAGEMENT MEASURE MEETS
NECESSARY COST-EFFECTIVENESS REQUIREMENTS

Regarding the inclusion of load management programs in CIP, Staff proposed the following:*?

The ECO Act places a new emphasis and urgency on load management programs in CIP.
Specifically, Minn. Stat. Section § 216B.2401(a) now reads:

[T]he legislature finds that optimizing the timing and method used by energy consumers
to manage energy use provides significant benefits to the consumers and to the utility
system as a whole. The legislature further finds that cost-effective energy savings and
load management programs should be procured systematically and aggressively in order
to reduce utility costs for businesses and residents, improve the competitiveness and

%0 CenterPoint Comments at 9.
%1 NRDC Comments at 7.
92 Staff’s Proposed Decision at 24-25.
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profitability of businesses, create more energy-related jobs, reduce the economic burden
of fuel imports, and reduce pollution and emissions that cause climate change.®

(emphasis added.) Minn. Stat. § 216B.2402, subd. 15 defines “load management” as “an
activity, service, or technology that changes the timing or the efficiency of a customer's
use of energy that allows a utility or a customer to: (1) respond to local and regional
energy system conditions; or (2) reduce peak demand for electricity or natural gas. Load
management that reduces a customer's net annual energy consumption is also energy
conservation.”

Unlike EFS, the ECO Act does not require the Department to issue technical guidance
related to load management activities. However, Staff believe it is important to provide
stakeholders with information pertaining to the expanded role of load management
activities in CIP and detail anticipated next steps in the development of a regulatory
framework from which the Department will review proposed load management
programs.

Utility Load Management Programs

For IOUs, Minn. Stat. § 216B.241, subd. 13(a) provides that “[a] public utility may include
in the utility's plan required under subdivision 2 programs to implement load
management activities, or combinations of energy conservation improvements, fuel-
switching improvements, and load management activities. For each program the public
utility must provide a proposed budget, cost-effectiveness analysis, and estimated net
energy and demand savings.”

Although the ECO Act does not provide the same level of detail related to consumer-
owned utility load management programs, Staff propose, given the heavy emphasis
placed on load management programs in § 216B.2401(a), that language relating to public
utility load management programs (other than sections discussing shareholder incentive
plans) also be applied to consumer-owned utility load management programs.

Load Management Program Cost-Effectiveness

Ultimately, load management program cost-effectiveness determines eligibility for
inclusion in CIP. Minn. Stat § 216B.241, subd. 13(a) states that ‘[tJhe commissioner may
approve a proposed program if the commissioner determines the program is cost-
effective, considering the costs and benefits to ratepayers, the utility, participants, and
society.” Cost-effectiveness methodologies for CIP have historically been developed with
assistance from the Cost-effectiveness Advisory Committee (CAC), a group consisting of
Department, utility, and stakeholder representatives. Staff propose that a detailed
methodology for load management program cost-effectiveness be developed as part of
the CAC’s work. This approach will help ensure that cost-effectiveness approaches for
energy conservation, EFS, and load management programs share consistencies where
possible.

As the next CAC review process will not likely be completed until the beginning of 2023
(in preparation for 10U 2024-2026 triennial plan development), Staff propose allowing

9 Minnesota Statutes § 216B.2401 (a).
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utilities to use an interim custom process for evaluating load management program cost
effectiveness. In this context, custom process means that COUs and I0Us can propose to
the Department for review and approval their proposed load management programs and
associated methods of estimating cost-effectiveness. When proposing custom cost-
effectiveness methodologies for load management programs, Staff recommend that the
utilities follow the demand response cost-effectiveness guidance described in Chapter 7
of the National Standard Practice Manual (NSPM).%* Staff expect that the custom
approaches utilities use as part of this custom process will help inform CAC discussions on
the topic.

Staff propose issuing the following guidance for utilities wishing to submit load
management programs with custom cost-effectiveness approaches:

1. Utilities should assess and file for approval stand-alone load management programs using
custom versions of the Societal (primary), Utility, Participant, and Ratepayer Impact cost-
effectiveness tests.

2. For programs that combine load management features with other features (“multi-
feature” — energy conservation, EFS, etc.), to the greatest degree possible, the cost-
effectiveness analysis should combine the components into a program-based cost-
effectiveness evaluation for approval.

3. For reporting purposes, utilities should aim to separate the energy and demand savings
for load management, EFS, and energy conservation embedded within multi-feature
programs, but not double-count results.

4. Like energy conservation measures, load management program cost-effectiveness will be
reviewed at the program level and approved as part of a cost-effective segment
(residential, commercial, industrial, etc.)

A. COMMENTS REGARDING COST-EFFECTIVE LOAD MANAGEMENT PROGRAMS

Comments in response to Staff’s proposed guidelines for the inclusion of cost-effective load
management programs in CIP were filed by GRE, MERC, OTP, and Xcel.

Comments from GRE focused on concerns that Staff’s guidance could create significant additional work
for COUs to an extent that may dissuade COUs from pursuing load management programs.®® GRE’s
concerns are addressed above in the EFS section of this Decision.

MERC appreciated the load management guidance in Staff’s Proposal and looks forward to working with
the CAC to develop a detailed methodology.%

OTP was supportive of Staff’s proposed approach and reiterated the importance to “include all ‘multi-
feature’ benefits in the cost-effective analysis but be sure to not double count results when reporting for
conservation, EFS, or load management reporting.”%’

Xcel provided the following comments concerning Staff’s Proposal for cost-effective load management
programs:

9 NSPM-DERs _08-24-2020.pdf (https://www.nationalenergyscreeningproject.org).
% GRE Comments at 2.

% MERC Comments at 5.

%7 OTP Comments at 3-4.
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The Proposed Decision proposes that a detailed methodology for cost effectiveness be
addressed as part of the CAC group. We also believe that this approach will help ensure
cost-effectiveness approaches for all of CIP will share consistency and we look forward to
determining more diverse metrics for future load management to account for the
changing conditions noted above.

Further, the Company appreciates the guidance from the Department for moving forward
quickly on programs and efforts currently being planned as we approach development of
our 2024-2026 Triennial and looks froward to incorporating this guidance as part of our
ongoing planning process to grow demand response resources.*®

Commissioner’s Determinations:

The Commissioner thanks Staff for their thoughtful proposal regarding cost-effective load management
programs and appreciates those comments submitted by stakeholders. The Commissioner approves
Staff’s proposal as written and instructs Staff to work with stakeholders as part of the CAC process to
develop cost-effectiveness methodologies for load management programs. Staff will work with the CAC
throughout 2022 with the primary task of reviewing and modifying a variety of CIP related cost-
effectiveness approaches to be incorporated in 2024-2026 I0U triennial CIP plans.

V. PROPOSED LIST OF PREWEATHERIZATION MEASURES ELIGIBLE FOR INCLUSION IN
LOW-INCOME ENERGY CONSERVATION PROGRAMS.

Regarding a list of preweatherization measures eligible for inclusion in low-income energy conservation
programs, Staff wrote the following: %

Utilities participating in CIP are required to spend a certain percentage of residential gross
operating revenue on programs designed specifically for low-income customers.?° Minn.
Stat. §§ 216B.2403, subd. 5(f) and 216B.241, subd. 7(f) now provide that “[ulp to 15

percent of a . . . utility's spending on low-income programs may be spent on
preweatherization measures. A.. . . utility is prohibited from claiming energy savings from
preweatherization measures toward the . . . utility's energy savings goal.” In addition,

“[t]he commissioner must, by order, establish a list of preweatherization measures
eligible for inclusion in low-income programs no later than March 15, 2022.”101

Staff note that spending on preweatherization measures is based on a percentage of the
utility’s total spending on low-income programs. Therefore, Staff propose that the total
allowable amount of pre-weatherization spending be calculated as a percentage of the
utility’s total annual planned low-income spending. As part of pre-weatherization
spending, utilities may also contribute money to the Healthy AIR (Asbestos Insulation
Removal) account.®? Requirements for contributing money to this account are detailed
in Minn. Stat. §§ 216B.2403, subd. 5(h) and 216B.241, subd. 7(h). Money contributed to

% Xcel Comments at 8.

9 Staff’s Proposed Decision at 26-27.

100 See Minn. Stat. §§ 216B.2403, subd. 5(a) and 216B.241, subd. 7(a).
101 Minn. Stat. §§ 216B.2403, subd. 5(g) and 216B.241, subd. 7(g).

102 5ee Minn. Stat. §§ 216B.2403, subd. 5(h) and 216B.241, subd. 7(h).
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the Healthy Air account is also counted toward the utility’s 15 percent cap on
preweatherization measures.%

Staff propose the following list of preweatherization measures, when delivered in
conjunction with the federal weatherization assistance program, be eligible for inclusion
in low-income energy conservation programs:

e Remediation of vermiculite and presumed asbestos containing materials. This
includes attic insulation, siding, HVAC-, or pipe-wrap
e Mold and moisture related:
o Structural repair (foundation, roofing, windows/doors, repair or
replacement)
Grading for seepage control
Gutters/downspouts repair, replacement, or addition
Sump pumps — repair, replacement, or addition
o Black mold removal
e Radon mitigation
e Structural repair or replacement (non-moisture related) — foundation, roofing,
windows/doors
e Plumbing leaks / sewer problems.
e Major electrical upgrading — replace K/T, upgrading panel, etc.
e Inaccessible crawl spaces
e Remediation of excessive clutter or hoarding
e Chimney liners
e Integrated pest management (bugs and vermin remediation and blocking)

O O O

Comments in response to Staff’s proposed list of preweatherization measures were submitted by CEE,
Ceres, CenterPoint, ECC, Joint Filers, MERC, OTP and Xcel.

A. COMMENTS REGARDING PREWEATHERIZATION MEASURES BEING ELIGIBLE FOR
INCLUSION IN LOW-INCOME PROGRAMS WHEN “DELIVERED IN CONJUNCTION WITH
THE FEDERAL WEATHERIZATION ASSISTANCE PROGRAM”

Staff proposed that “the following list of preweatherization measures, when delivered in conjunction
with the federal weatherization assistance program, be eligible for inclusion in low-income energy
conservation programs. . . .”1% Stakeholders commenting in response to this language overwhelmingly
disagreed with this distinction. ECC stated the following:

For several reasons, ECC believes this phrase should be eliminated from Staff’s proposed
preweatherization guidance. First, the pre-weatherization language in the CIP statute
applies to utility programs, not to the federal Weatherization Assistance Program (WAP).
Second, utilities should not be required to install CIP pre-weatherization measures
contingent upon the requirements of a federal program. Third, pre-weatherization
measures installed through utility CIP programs can remove significant barriers to treating

103 ld
104 staff’s Proposed Decision at 26 (emphasis added).
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homes with CIP program funds. Finally, restricting CIP pre-weatherization funds to WAP
funded projects undermines the recent Department Decision approving
preweatherization measures in CenterPoint Energy’s low-income CIP programs, including
the Company’s Low Income Weatherization, Low Income Rental Efficiency and Non-Profit
Affordable Housing programs.1%
CEE commented further that “[w]hile there are several utility low-income conservation programs
that leverage federal weatherization funds, there are many that do not. Restricting pre-
weatherization measure funding in utility CIPs to programs that also utilize federal weatherization
funds is too restrictive and will result in continued barriers to weatherization services for low-
income Minnesotans.” 106

Commiissioner’s Determinations:

The Commissioner agrees with stakeholder comments objecting to Staff’s proposed requirement that
preweatherization measures be allowed only in conjunction with the federal weatherization assistance
program. Upon review of the applicable statutory provisions, no explicit or implicit requirement appears
to exist applying preweatherization measures exclusively to the federal weatherization assistance
project. Language pertaining to this proposed requirement will be removed from the final guidance.

B. COMMENTS REGARDING THE PROPOSED LIST OF PREWEATHERIZATION MEASURES

Stakeholders also provided comments on the list of preweatherization measures eligible for inclusion in
low-income energy conservation programs. Generally, these comments involved either agreeing with
Staff’s proposed list, proposing additional detail to Staff’s list, or proposing additional items to Staff’s
list. Comments from the Joint Filers proposed language clarifying the purpose of the list:

This list is meant to be comprehensive but not exhaustive, and utilities may propose
additional measures for the Department to consider, including other health and safety
related repairs that are preventing energy efficiency upgrades or installations. If utilities
are uncertain whether their proposed pre-weatherization projects are eligible under this
proposed list, please contact the Department of Commerce to ensure eligibility.1%’

Commiissioner’s Determinations:

The Commissioner appreciates comments submitted by stakeholders in response to the proposed list.
The Commissioner will include clarifying language similar to that proposed by Joint Filers. The
Department will host stakeholder meetings this spring to discuss the possibility of a low-income financial
incentive and to discuss preweatherization measures. This will provide an additional opportunity to
discuss the approved list and determine if additional measures or clarifications are required.

The following list of preweatherization measures are eligible for inclusion in low-income energy
conservation programs:

e Ventilation repairs or replacement

105 ECC Comments at 2.
106 CEE Comments at 15.
107 Joint Filers Comments at 3.
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e Remediation of vermiculite and presumed asbestos containing materials related to the energy
efficiency upgrade
e Mold and moisture related mitigation
o Structural repair (foundation, walls, roofing, windows/doors, repair or replacement)
o Grading for seepage control
o Gutters/downspouts repair, replacement, or addition
o Sump pumps —repair, replacement, or addition
o Black mold removal
e Radon mitigation
e Structural repair or replacement (non-moisture related) — foundation, roofing, windows/doors,
walls
e Plumbing leaks/sewer problems, including red-tagged plumbing
e Major and minor electrical repair and upgrading related to the energy efficiency upgrade
o Replace knob and tube wiring, upgrading panel, etc.
o Upgrading electrical panel, outlets, junction boxes
o Repairing loose and damaged wiring
e Inaccessible crawl spaces
e Remediation of excessive clutter or hoarding
e Addressing improper or ineffective HVAC venting (e.g., chimney liners)
e Integrated pest management (bugs and vermin remediation and blocking)
e Carbon monoxide and smoke detectors
e Repairing or replacing unsafe dryer venting
e Flue repair
e Gas valve repair
e Sensor repair

This list is meant to be comprehensive but not exhaustive, and utilities may propose additional
measures for the Department to consider, including other health and safety related repairs that are
preventing energy efficiency upgrades or installations. If utilities are uncertain whether their proposed
pre-weatherization projects are eligible under this proposed list, please contact Department of
Commerce CIP Staff to ensure eligibility.

C. ADDITIONAL COMMENTS REGARDING PREWEATHERIZATION MEASURES

Spending Cap for Healthy AIR Account

The Joint Filers propose limiting preweatherization spending that may be transferred to the Healthy AIR
account. Specifically:

Creating a structure for or limiting the amount of allowed pre-weatherization spend that
a utility may transfer to the Healthy AIR account — While we understand the flexibility
provided to utilities to meet their “low-income” spending requirement via investment
into the Healthy AIR account, we want to ensure that funds do not inadvertently
accumulate in this account and lessen funding for other, more immediate pre-
weatherization needs to help facilitate energy efficiency and weatherization directly,
particularly as funds placed into the Healthy AIR account may not be deployed in the year
they are transferred. We are interested in discussing with other parties the potential for

29



a cap on how much of a utilities’ limited pre-weatherization spending can be transferred
into the Healthy AIR Account in a given year or triennial, when those dollars can be
transferred, or other structures to address this concern. There should be guidance to
ensure best efforts are made to spend the dollars on pre-weatherization measures first. 18

Commissioner’s Determinations:

The parameters regarding preweatherization spending and utility contributions to the Healthy AIR
account are well established in statute for both IOUs and COUs. For IOUs, “Up to 15 percent of a public
utility's spending on low-income programs may be spent on preweatherization measures.”% Identical
language exists for COUs.'? In addition:

A public utility may elect to contribute money to the Healthy AIR account under section
216B.2403, subdivision 5, paragraph (h), to provide preweatherization measures to
households eligible for weatherization assistance under section 216C.264. Remediation
activities must be executed in conjunction with federal weatherization assistance
program services. Money contributed to the account counts toward: (1) the minimum
low-income spending requirement in paragraph (a); and (2) the cap on preweatherization
measures under paragraph ().

Again, identical language exists for COUs.!'2 The Commissioner appreciates the Joint Filers concerns
regarding the effective distribution of utility preweatherization and Healthy AIR account related
spending. However, the Commissioner will not consider “a cap on how much of a utilities’ limited pre-
weatherization spending can be transferred into the Healthy AIR Account in a given year or triennial.”
On this point, the statute is clear—up to 15% of a utility’s spending on low-income programs may be
spent on preweatherization measures and a utility may elect to contribute some or all of that spending
to the Healthy AIR account. Therefore, it is for the utility to decide whether and how it will allocate
spending to preweatherization measures. The Commissioner suggests engaging utilities directly to
discuss optimal distribution of preweatherization spending and reviewing and commenting on
preweatherization measures included in utility CIP plans and status reports.

Reporting Preweatherization Spending

The Joint Filers also highlighted the importance of tracking utility spending on preweatherization
measures:

Reporting on pre-weatherization spending — as low-income CIP spending from utilities
increases, tracking how funds are spent and for whom will be important to help advocates
and other parties better able to identify and mitigate potential inequities or gaps in the
program outcomes. How this data is reported will be determined in the spring workshops,
but could include examples from other utilities providing similar reporting for their own
energy efficiency programs, such as ComEd. Such tracking will be critical to understanding
which of the pre-weatherization measures proposed here are being addressed with “low-
income” CIP spending, where funds are going (e.g. geographically and by housing type),

108 Joint Filers’ Comments at 4-5.

109 Minn. Stat. § 216B.241, subd. 7(f).
110 Minn. Stat. § 216B.2403, subd. 5(f).
111 Minn. Stat. § 216B.241, subd. 7(h).
112 Minn. Stat. § 216B.2403, subd. 5(h).
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and why measures are or are not having funds spent on them.*3

Commiissioner’s Determinations:

As outlined in the Commissioner’s January 31, 2022, Decision in the Matter of CenterPoint Energy’s
2021-2023 CIP Modification Request, Staff should work with Fresh Energy, the utilities, and other
stakeholders to map out the CIP 2024-2026 financial incentive process, including what data would be
most helpful to inform the consideration of a low-income shared-savings mechanism and what data
would be useful to obtain related to implementation of preweatherization measures.

VI. DECISION

The Commissioner supports Staff’s analysis and appreciates their efforts in drafting the recommended
ECO technical guidance. The Commissioner also acknowledges and appreciates the efforts of
stakeholders participating in the ECO working groups and developing detailed and thoughtful written
comments.

The Commissioner approves the following technical guidance for the inclusion of efficient fuel-switching,
load management, and preweatherization measures in CIP. Additionally, information regarding specific
next steps and future TRMAC and CAC meetings will be distributed by Staff in the coming weeks.

A. TECHNICAL GUIDANCE TO DETERMINE IF A FUEL-SWITCHING IMPROVEMENT MEETS THE
REQUIRED CRITERIA AND TO CALCULATE ENERGY SAVINGS

Commissioner determinations regarding the inclusion of efficient fuel-switching improvements in CIP
have been incorporated into the technical guidance in Appendix A of this Decision. The Commissioner
also issues the following decisions concerning alternative EFS methodologies, the IOU spending cap, and
COU involvement in EFS improvements:

Consideration of Alternative Methodologies

The Commissioner acknowledges that while Staff’s proposed methodology is both sound and rigorous,
alternative methodologies, particularly when proposed during the period when EFS spending is limited
(i.e. pre-2026), could provide great value to the collective learning and helpfully inform future iterations
of this guidance. The Commissioner, therefore, will allow utilities to propose alternative EFS
methodologies for Department review and consideration, under the following conditions:

1. The approved methodology in Appendix A is the assumed methodology to be used for the
determination of eligible EFS programs;

2. Utilities wishing to propose an alternative methodology must do so as part of the utility’s CIP
triennial plan filing or a filed CIP plan modification, allowing for stakeholder review and
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comment in a manner consistent with applicable review timelines contained in Minnesota Rules
7690 et seq.;

3. Alternative methodologies must demonstrably satisfy all applicable EFS statutory requirements;
and

4. Utilities wishing to develop alternative methodologies should engage with Department Staff
prior to filing any proposed methodologies.

Efficient Fuel-Switching Spending Cap

Minnesota Statutes § 216B.241, subd. 1c(g) states that “[n]otwithstanding any provision to the contrary,
until July 1, 2026, spending by a public utility subject to this section on efficient fuel-switching
improvements to meet energy savings goals under this section must not exceed 0.35 percent per year,
averaged over three years, of the public utility's gross annual retail energy sales.”

The Commissioner has determined that this is an IOU spending cap on EFS:

1. Spending Cap Calculation - Consistent with other CIP spending caps and requirements, spending
on EFS improvements must not exceed 0.35 percent per year, averaged over three years, of the
IOU’s gross operating revenue from non-exempt customers. EFS spending in IOU plans is to be
prorated for January 1 - June 30, 2026.

2. Utilities Subject to EFS Spending Cap - This spending cap applies to electric IOUs implementing
electric end use EFS improvements through Minn. Stat. § 216B.241, subd. 11 and natural gas

IOUs implementing electric end use EFS improvements through Minn. Stat. § 216B.241, subd.
12.

Municipal and Cooperative Utilities (COUs)

The Commissioner instructs Staff to prioritize support for COUs who intend to include EFS and load
management programs in the next CIP planning cycle. This support should include:

- Working with COUs to propose and develop a simplified EFS methodology. This simplified
methodology should provide COUs with a less burdensome pathway for establishing compliance
with EFS statutory requirements.

- Working with COUs to discuss a practical level for which cost-effectiveness should be evaluated
(e.g. measure, program, segment, or portfolio).

- Extending the submission date for COU 2021 results and 2023 (and beyond) plans from June 1,
2022 to August 1, 2022, to provide COUs and the Department with an extended planning period.

B. TECHNICAL GUIDANCE TO DETERMINE IF A LOAD MANAGEMENT MEASURE MEETS NECESSARY
COST-EFFECTIVENESS REQUIREMENTS

The Commissioner approves Staff’s load management guidance as summarized below and instructs Staff
to work with stakeholders as part of the CAC process to develop cost-effectiveness methodologies for
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load management programs. Staff will work with the CAC throughout 2022 with the primary task of
reviewing and modifying a variety of CIP related cost-effectiveness approaches to be incorporated in
2024-2026 10U triennial CIP plans.

Utility Load Management Programs

For IOUs, Minn. Stat. § 216B.241, subd. 13(a) provides that “[a] public utility may include in the utility's
plan required under subdivision 2 programs to implement load management activities, or combinations
of energy conservation improvements, fuel-switching improvements, and load management activities.
For each program the public utility must provide a proposed budget, cost-effectiveness analysis, and
estimated net energy and demand savings.”

Given the heavy emphasis placed on load management programs in § 216B.2401(a), language relating to
public utility load management programs (other than sections discussing shareholder incentive plans)
will also be applied to consumer-owned utility load management programs.

Load Management Program Cost-Effectiveness

Ultimately, load management program cost-effectiveness determines eligibility for inclusion in CIP. A
detailed methodology for load management program cost-effectiveness will be developed as part of the
CAC’s work.

As the next CAC review process will not likely be completed until the beginning of 2023 (in preparation
for IOU 2024-2026 triennial plan development), however, utilities can use an interim custom process for
evaluating load management program cost effectiveness. In this context, custom process means that
COUs and I0Us can propose to the Department for review and approval their proposed load
management programs and associated methods of estimating cost-effectiveness. When proposing
custom cost-effectiveness methodologies for load management programs, utilities shall follow the
demand response cost-effectiveness guidance described in Chapter 7 of the National Standard Practice
Manual (NSPM). 114

In summary, for utilities wishing to submit load management programs with custom cost-effectiveness
approaches:

1. Utilities should assess and file for approval stand-alone load management programs
using custom versions of the Societal (primary), Utility, Participant, and Ratepayer
Impact cost-effectiveness tests.

2. For programs that combine load management features with other features (“multi-
feature” — energy conservation, EFS, etc.), to the greatest degree possible, the cost-
effectiveness analysis should combine the components into a program-based cost-
effectiveness evaluation for approval.

3. Forreporting purposes, utilities should aim to separate the energy and demand
savings for load management, EFS, and energy conservation embedded within
multi-feature programs, but not double-count results.

114 NSPM-DERs_08-24-2020.pdf (https://www.nationalenergyscreeningproject.org).
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4. Like energy conservation measures, load management program cost-effectiveness
will be reviewed at the program level and approved as part of a cost-effective
segment (residential, commercial, industrial, etc.)

C. LIST OF PREWEATHERIZATION MEASURES ELIGIBLE FOR INCLUSION IN LOW-INCOME ENERGY
CONSERVATION PROGRAMS

The Commissioner approves the following list of preweatherization measures as eligible for inclusion in
low-income energy conservation programs:

e Ventilation repairs or replacement
e Remediation of vermiculite and presumed asbestos containing materials related to the energy
efficiency upgrade
e Mold and moisture related mitigation
o Structural repair (foundation, walls, roofing, windows/doors, repair or replacement)
o Grading for seepage control
o Gutters/downspouts repair, replacement, or addition
o Sump pumps — repair, replacement, or addition
o Black mold removal
e Radon mitigation
e Structural repair or replacement (non-moisture related) — foundation, roofing, windows/doors,
walls
e Plumbing leaks/sewer problems, including red-tagged plumbing
e Major and minor electrical repair and upgrading related to the energy efficiency upgrade
o Replace knob and tube wiring, upgrading panel, etc.
o Upgrading electrical panel, outlets, junction boxes
o Repairing loose and damaged wiring
e Inaccessible crawl spaces
e Remediation of excessive clutter or hoarding
e Addressing improper or ineffective HVAC venting (e.g., chimney liners)
e Integrated pest management (bugs and vermin remediation and blocking)
e Carbon monoxide and smoke detectors
e Repairing or replacing unsafe dryer venting
e  Flue repair
e Gas valve repair
e Sensor repair

This list is meant to be comprehensive but not exhaustive, and utilities may propose additional
measures for the Department to consider, including other health and safety related repairs that are
preventing energy efficiency upgrades or installations. If utilities are uncertain whether their proposed
preweatherization projects are eligible under this proposed list, they should contact Department of
Commerce CIP Staff to ensure eligibility.

The Department will host stakeholder meetings this spring to discuss the possibility of a low-income
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financial incentive and also to discuss preweatherization measures. This will provide an additional
opportunity to discuss the approved list and determine if additional measures or clarifications are
required.

The Commissioner thanks Staff and stakeholders for their important contributions to this technical
guidance.

BY ORDER OF THE COMMISSIONER

e s

Grace Arnold

Dated: March 15, 2022

Commissioner
Minnesota Department of Commerce
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APPENDIX A: TECHNICAL GUIDANCE TO DETERMINE IF AN EFFICIENT FUEL-SWITCHING

IMPROVEMENT MEETS REQUIRED CRITERIA AND TO CALCULATE ASSOCIATED ENERGY
SAVINGS

The Technical Guidance provides a statutory summary relating to efficient fuel-switching (EFS) elements
of the ECO Act, a discussion of general concepts related to EFS, step-by-step guidance to utilities to
assess and qualify EFS improvements, and additional considerations.

A. STATUTORY SUMMARY

The ECO Act provides specific qualifying criteria for EFS programs to be implemented by electric 10Us,®
natural gas I0Us,® and COUsY,

EFFICIENT FUEL-SWITCHING DEFINITION

Minn. Stat. § 216B.2402 subd. 4 defines an “efficient fuel-switching improvement” to mean a project
that:

e replaces a fuel used by a customer with electricity or natural gas delivered at retail by a utility
subject to section 216B.2403 or 216B.241;

e results in a net increase in the use of electricity or natural gas and a net decrease in source
energy consumption on a fuel-neutral basis;

e otherwise meets the criteria established for consumer-owned utilities in section 216B.2403,
subdivision 8, and for public utilities under section 216B.241, subdivisions 11 and 12; and

e requires the installation of equipment that utilizes electricity or natural gas, resulting in a
reduction or elimination of the previous fuel used.

EFFICIENT FUEL-SWITCHING AND ELECTRIC IOUS

Minn. Stat. § 216B.241 subd. 11 provides that an EFS improvement is deemed efficient for an electric
IOU if, applying the technical criteria established under section 216B.241, subdivision 1d, paragraph (e),
the improvement meets the following criteria, relative to the fuel that is being displaced:

e results in a net reduction in the amount of source energy consumed for a particular use,
measured on a fuel-neutral basis;

e results in a net reduction of statewide greenhouse gas emissions as defined in section 216H.01,
subdivision 2, over the lifetime of the improvement. For an EFS improvement installed by an
electric utility, the reduction in emissions must be measured based on the hourly emission
profile of the electric utility, using the hourly emissions profile in the most recent resource plan
approved by the commission under section 216B.2422;

e s cost-effective, considering the costs and benefits from the perspective of the utility,
participants, and society; and

e isinstalled and operated in a manner that improves the utility's system load factor.

115 Minn. Stat. § 216B.241 subd. 11
116 Minn. Stat. § 216B.241 subd. 12
117 Minn. Stat. § 216B.2403, subd. 8
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EFFICIENT FUEL-SWITCHING AND NATURAL GAS I0Us

For natural gas I0Us, Minn. Stat. § 216B.241 subd. 12 provides that a public utility that provides natural
gas service to Minnesota retail customers may propose one or more programs to install electric
technologies that reduce the consumption of natural gas by the utility's retail customers as an energy
conservation improvement. The Commissioner may approve a proposed program if the Commissioner,
applying the technical criteria developed under section 216B.241, subdivision 1d, paragraph (e),
determines that:

e the electric technology to be installed meets the criteria established under section 216B.241,
subdivision 11, paragraph (d), clauses (1) and (2); and

e the program is cost-effective, considering the costs and benefits to ratepayers, the utility,
participants, and society.

EFFICIENT FUEL-SWITCHING AND ELECTRIC AND NATURAL GAS COUs

For electric and natural gas COUs, Minn. Stat. § 216B.2403 subd. 8 provides that a fuel-switching
improvement is deemed efficient if, applying the technical criteria established under section 216B.241,
subdivision 1d, paragraph (e), the improvement, relative to the fuel being displaced:

e results in a net reduction in the amount of source energy consumed for a particular use,
measured on a fuel-neutral basis;

e results in a net reduction of statewide greenhouse gas emissions, as defined in section 216H.01,
subdivision 2, over the lifetime of the improvement. For an EFS improvement installed by an
electric COU, the reduction in emissions must be measured based on the hourly emissions
profile of the consumer-owned utility or the utility's electricity supplier, as reported in the most
recent resource plan approved by the commission under section 216B.2422. If the hourly
emissions profile is not available, the Commissioner must develop a method consumer-owned
utilities must use to estimate that value;

e s cost-effective, considering the costs and benefits from the perspective of the COU,
participants, and society; and

e isinstalled and operated in a manner that improves the COU’s system load factor.

ADDITIONAL CONSIDERATIONS

e The ECO Act places limits on the percentage of a utility’s spending (through 2026) and a
consumer-owned utility’s net energy savings goal that can be met through EFS improvements.

e Natural gas IOU EFS programs are considered energy conservation for the purposes of the CIP
program.!®® Therefore, gas IOU EFS program energy savings count directly toward the energy
savings goal under section 216B.241, subdivision 1c.

e The ECO Act defines “fuel” as “energy, including electricity, propane, natural gas, heating oil,
gasoline, diesel fuel, or steam, consumed by a retail utility customer.”

118 Minn. Stat. § 216B.241, subd. 12(a).
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B. PROCESS FOR QUALIFYING, EVALUATING AND REPORTING EFFICIENT FUEL-SWITCHING
MEASURES

Utilities shall use the following step-by-step approach to assess measures and projects for qualification
as EFS improvements.

Step 1 — Confirm Starting Fuel to Ending Fuel Type and Utility Eligibility

Subject: EFS eligibility based on starting and ending fuel types.

Statutory reference: According to Minn. Stat. § 216B.2402 subd. 4, an “efficient fuel-switching
improvement" means a project that:

(1) replaces a fuel used by a customer with electricity or natural gas delivered at retail by a utility
subject to section 216B.2403 or 216B.241;

(4) requires the installation of equipment that utilizes electricity or natural gas, resulting in a
reduction or elimination of the previous fuel used.

Minn. Stat. § 216B.2402, subd. 8, defines fuel to mean “energy, including electricity, propane, natural
gas, heating oil, gasoline, diesel fuel, or steam”

Instructions and Guidance:

e Allowing EFS programs in ECO that are detailed for electric 10Us,! natural gas 10Us,'* and
COUs'? and have an electric ending fuel type.
e  Utilities wishing to propose EFS programs with a natural gas ending fuel type may do soon a

custom basis'??

and must demonstrate that the measure or project is statutorily permissible and
meets the necessary requirements of these guidelines. These custom proposals shall be
proposed as part of the utility’s CIP triennial plan filing or filed CIP plan modification, and allow
for stakeholder review and comment.

e EFS Improvements may include both electricity and gas components (e.g., gas supplemental
heating for an air source heat pump).

e Only the fuels listed in § 216B.2402 subd. 8. should be included as eligible starting source fuels.
Programs involving additional fuel types should be considered by the Department on a custom

basis if a utility proposes such a scenario.

119 Minn. Stat. § 216B.241 subd. 11

120 Minn. Stat. § 216B.241 subd. 12

121 Minn. Stat. § 216B.2403, subd. 8

122 For purposes of this Guidance, Custom basis is defined similar to that applied to CIP Program Administrators
proposing approaches that are either not covered in or deviate from the Technical Reference Manual. Program
Administrators should submit such proposals for Department approval, either as part of their Triennial Plans or in
program modification filings.
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Process for applying this criterion: As a first step, utilities should confirm that the EFS improvement
meets the starting fuel and ending fuel eligibility requirements. This can be included in the measure or
project’s description, clearly outlining the starting fuel and the ending fuel. The description must also
describe how the technology either reduces or eliminates the starting fuel.

Step 2 — Determine efficient fuel-switching improvement, baseline technology, and baseline comparison

Subject: Establishing baselines against which EFS improvements can be compared.
Statutory reference: No specific statutory reference.
Instructions and Guidance:

e Development of EFS improvement baselines and assumptions to be carried out as part of the
Technical Reference Manual (TRM) development process, starting with TRM version 4.0. While
these baselines and assumptions are being developed, utilities may, in the interim, propose
baselines and assumptions on a custom basis (as described above).

e The Department encourages development of studies to collect baseline and EFS technology
information, measure and verify EFS savings, and evaluate EFS program processes.

e EFSimprovements should use the TRM method of determining comparable technologies based
on a reasonable replacement; however, the TRM should also more clearly define what
constitutes a reasonable replacement.

Process for applying this criterion: It is anticipated that the TRM process will provide general
assumptions for EFS measures that are deemed for utilities to include in CIP portfolios. In the interim,
utilities should include either as part of their triennial plan filings or in program modifications,
explanations of proposed EFS improvements to a sufficient level of detail for the Department to assess
the appropriateness of selected baselines. Utilities should also establish processes to collect the
information identified above for publication in annual reports.

Step 3 — Energy change analysis, source energy consumption, and GHG (CO.) emissions

Step 3.1 - Site and Source Energy Change Analysis

Subject: This step establishes whether an EFS improvement results in a net increase in electricity or
natural gas use and whether there is an overall net decrease in energy consumption when incorporating
sources that produced the energy consumed on site.

Statutory references: Minn. Stat. § 216B.2402, sub. 4(2) requires that the EFS project “results in a net
increase in the use of electricity or natural gas and a net decrease in source energy consumption on a
fuel-neutral basis.”

Both Minn. Stat. §§ 216B.2403, subd. 8(b) and 216B.241, subd. 11(e) state that “[f]or purposes of this
subdivision, "source energy" means the total amount of primary energy required to deliver energy
services, adjusted for losses in generation, transmission, and distribution, and expressed on a fuel-
neutral basis.”
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For technologies such as electric vehicles, the baseline energy use would use a standardized, average
factor based on BTU/gallon or BTU/therm.

Instructions and Guidance:

e To determine whether an EFS improvement results in a net increase in the use of electricity or
natural gas, utilities should use these steps:

o Identify the EFS technology, along with any ancillary components (such as back up
heating for an air source heat pump) that enable it to meet the comparable technology
requirement discussed in Step 2 (designate the EFS technology as either electric or
natural gas based on the predominant fuel of the EFS project).

o Estimate the energy use (electricity, natural gas, or some combination) of the baseline
technology in kWh, therms.

o Estimate the energy use (electricity, natural gas, or some combination) of the post-
condition using the EFS technology.

o Compare the change in electricity, natural gas, or combination between the baseline
technology and the post condition incorporating the EFS technology.

o For electric EFS technologies, determine if the project results in a net increase in the use
of electricity relative to the baseline technology. For natural gas EFS technologies,
determine if the project results in a net increase in the use of natural gas relative to the
baseline technology.

e  Utilities should strive to use hourly EFS improvement load shape data. If this is not available, the
utility should use another reasonably accurate estimate of the EFS improvement’s time-based
energy use. It is assumed that the baseline technology has the same load shape as the EFS
Improvement.

e In calculating source energy impacts, particularly as relates to electrification EFS improvements,
utilities should use hourly forecasted electricity generation data (or another reasonably accurate
estimate of forecasted electricity generation) over the measure lifetime.

e The source energy impacts should be based on, to the extent available, hourly heat rate values
using the electricity generation mix that corresponds to the expansion plan with a sufficient
amount of electrification load to generate a new expansion plan (this is specifically applicable to
electricity as the ending fuel).'?3

e Recognizing that not all generation and transmission entities may have access to Integrated
Resource Planning (IRP) Capacity Expansion Models (CEMs) that calculate emissions (and, have
hourly heat rates derived using the method in Step 3.2) on an hourly (8,760) basis, the following
should apply based on capabilities:

o Option 1 (Utility with IRP and CEMS with hourly emissions) — Utility develops hourly heat
rates over the forecasted time horizon based on the method described in Section 3.2.

o Option 2 (Utility or generation and transmission entity with IRP but without capability to
produce hourly emissions) - The Department will provide heat rate factors that the
utility can use to complete this step.

o Option 3 (Utilities that receive electricity from an entity that does not have capabilities
described in Option 1 or 2) — The Department will provide heat rate factors that the
utility can use to complete this step.

o Option 4 (Natural gas utilities that do not have access to electricity data) — The
Department will provide heat rate factors applicable to the utility’s service territory.

123 See Step 3.2.

40



e Heat rates associated with electricity generation for individual primary energy sources should be
based on the utility’s most current data, noting that the following primary energy resources
shall use a conversion rate of 3,412 BTU/kWh — solar, wind, hydro, nuclear.

e The following heat rates may be used for other baseline fuels (utilities can provide alternative
estimates): 1%

Propane: 100,000 BTU/therm or 91,542 BTU/gallon

Gasoline: 120,286 BTU/gallon

o
o Diesel fuel or heating oil: 137,381 BTU/gallon
o Source to site losses associated with transmission and distribution of electricity and

natural gas are utility-specific and should be included in utility triennial plan filings and
program modifications.
e Utilities are permitted to propose alternative methodologies for Department review, either as
program modifications or as part of their Triennial filings.

Process for applying this criterion: Utilities shall submit with triennial plan filings or program
modifications descriptions of the methodology used to determine if an EFS improvement meets Step

3.1, along with any other technical assumptions.

Step 3.2 — Calculate Greenhouse Gas (GHG) Emissions Savings

Subject: This step assesses whether an EFS improvement results in a net reduction in statewide GHG
emissions, as defined in Minnesota Statutes Section 216H.01, based on the utility’s hourly emissions
profile. If an hourly profile is not available, COUs can use a method developed by the Department.

Statutory references:

e For COUs. Minn. Stat. § 216B.2403 subd. 8(a) provides that a fuel-switching improvement is
deemed efficient if, applying the technical criteria established under section 216B.241,
subdivision 1d, paragraph (e), the improvement, relative to the fuel being displaced:

0 (2) results in a net reduction of statewide greenhouse gas emissions, as defined in
section 216H.01, subdivision 2, over the lifetime of the improvement. For an EFS
improvement installed by an electric consumer-owned utility, the reduction in emissions
must be measured based on the hourly emissions profile of the consumer-owned utility
or the utility's electricity supplier, as reported in the most recent resource plan
approved by the commission under section 216B.2422. If the hourly emissions profile is
not available, the commissioner must develop a method consumer-owned utilities must

use to estimate that value;

124 https://www.eia.gov/energyexplained/units-and-calculators/british-thermal-units.php. Gasoline heat content,
for example, can vary significantly based on ethanol content. Therefore, utilities may want to propose their own

factors.
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For IOUs: Minn. Stat. § 216B.241 subd. 11(d) provides that a fuel-switching improvement is
deemed efficient if, applying the technical criteria established under section 216B.241,
subdivision 1d, paragraph (e), the improvement meets the following criteria, relative to the fuel
that is being displaced:

0 (2) results in a net reduction of statewide greenhouse gas emissions as defined in
section 216H.01, subdivision 2, over the lifetime of the improvement. For an EFS
improvement installed by an electric utility, the reduction in emissions must be
measured based on the hourly emission profile of the electric utility, using the hourly
emissions profile in the most recent resource plan approved by the commission under
section 216B.2422;

Minn. Stat. § 216B.241, subd. 2(k): “A public utility filing a conservation and optimization plan
that includes an efficient fuel-switching program to achieve the utility's energy savings goal
must, as part of the filing, demonstrate by a comparison of greenhouse gas emissions between
the fuels that the requirements of subdivisions 11 or 12 are met, as applicable, using a full fuel-
cycle energy analysis.”

Minn. Stat. § 216B.2403, subd. 3(l): “A consumer-owned utility filing a conservation and
optimization plan that includes an efficient fuel-switching program to achieve the utility's energy
savings goal must, as part of the filing, demonstrate by a comparison of greenhouse gas
emissions between the fuels that the requirements of subdivision 8 are met, using a full fuel-
cycle energy analysis.”

Instructions and Guidance:

GHG emissions refer to emissions of carbon dioxide (CO3), methane (CH4) and nitrous oxides
(NOx). These three gases will be converted to carbon dioxide-equivalent (CO,e) emissions. In the
context of this Guidance, life-cycle CO.e emissions are defined as the total CO,e emissions over
the measure lifetime of the EFS measure technology.
Utilities with the capability to do so, calculate downstream GHG impacts from electricity
production based on a four-step process:
o Step A -- Increased load from EFS measures (MWh). Using a CEM, the utility adds a new
load using an appropriate annual electrification load shape for each year of the planning
horizon and reruns the CEM to obtain the new expansion plan and hourly (8760)
outcomes that characterize the new scenario. This added load is used to reevaluate the

generation needed in the CEM and rerun the CEM to obtain a new expansion plan with

new hourly GHG emissions values.1?>

125 Dye to limitations in IRP modeling software, small changes in load may not yield accurate expansion results.
Therefore, a significantly high enough increase in load may be required to induce a reallocation of generation
resources (including procurement of new resources) due to the load increase. See the Department’s October 15,
2021 comments in Docket No. E002/RP-19-368 at pages 15-18 for a discussion of EnCompass’ modeling limits.
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Step B-- Utility-Specific Marginal GHG Emissions Factors (Ibs./MWh). The hourly CO,e
emissions associated with Step A (adjusted for imports and exports) would then be

compared to the hourly CO,e emissions for the most recently approved (baseline)
expansion plan (adjusted for imports and exports). The resulting change in hourly
emissions (lbs.) would then be divided by the hourly additional load (MWHh) to derive an
hourly emissions factor (lbs./MWh) for each year of the expansion plan’s time horizon.
Step C — Including Upstream Emissions. The hourly marginal emissions factor calculated

in Step B includes information about the marginal fuel source serving load during each
specific hour. In general, the highest marginal emission factors occur when coal plants
operate, natural gas plants have intermediate marginal emission factors, and
renewables have the lowest marginal emission factors. Keeping this observation in
mind, the lifecycle multiplier for coal will be applied for hourly marginal emission factor
from Step B (from combustion) above a certain threshold. Similarly, if the hourly
marginal emission factor is within an intermediate range, the lifecycle multiplier for
natural gas will be applied. And if the hourly marginal emission factor is within the
lowest range, a lifecycle multiplier of 1 will be applied. Each of these threshold ranges
should be wide enough to accommodate different types of power plant technologies
that might operate using the same fuel source. Lifecycle multipliers for each fuel source
should be calculated as the ratio of the lifecycle emission factor of that resource
(obtained from GREET) and the combustion emission factor of that resource (obtained
from eGRID or EIA). The Department will periodically update multiplier values and the
threshold ranges and provide them to utilities.

Step D — The utility would then multiply the hourly lifecycle CO,e Ibs./MWh factor from
Step C with the hourly EFS improvement’s load shape over the measure’s lifetime and

subtract the baseline measure fuel’s hourly CO,e factor. A positive number indicates
that the EFS reduces GHGs while a negative number indicates that the EFS increases
GHGs. A negative result means the measure would not pass Step 3.2.

e Recognizing that not all generation and transmission entities may have access to CEMs that

calculate emissions on an hourly (8,760) basis, the following should apply based on capabilities:

O

Option 1 (Utility with IRP and CEMS with hourly emissions) — Utility develops marginal
hourly emissions over the forecasted time horizon based on the method described
above;

Option 2 (Utility or generation and transmission entity with IRP but without capability to
produce hourly emissions) - The Department will provide marginal emissions factors
that the utility can use to complete this step;

Option 3 (Utilities that receive electricity from an entity that does not have capabilities
described in Option 1 or 2) — The Department will provide marginal emissions factors
that the utility can use to complete this step;

Option 4 (Natural gas utilities that do not have access to electricity data) — The
Department will provide marginal emissions factors applicable to the utility’s service
territory.

e The full fuel-cycle natural gas factor that utilities shall use is 145.86 Ibs./Dth.
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e The Department will engage a consultant or research entity to derive lifecycle multipliers and
thresholds (described in Step C) for other fuels to include gasoline, diesel fuel, propane, and fuel
oil. In the interim, utilities wishing to propose EFS improvements that use these beginning fuels
can propose factors using the custom process described in previous sections.

e Utilities are permitted to propose alternative methodologies for Department review, either as
program modifications or as part of their Triennial filings.

Process for applying this criterion: Utilities shall submit with their triennial plan filings or program
modifications descriptions of the analysis used to determine if the EFS improvement meets Step 3.2,
along with relevant assumptions.

STEP 4 - IMPROVE UTILITY SYSTEM LOAD FACTOR

Subject: This step requires that utilities determine whether an EFS Improvement is operated in a
manner that serves to improve the utility’s system load factor.

Statutory references: A fuel-switching improvement is deemed efficient if, applying the technical
criteria established ... the improvement, relative to the fuel being displaced: (4) is installed and operated
in a manner that improves the ... utility's system load factor.'?®

Instructions and Guidance:

e Utilities proposing EFS Improvements for Department approval should include an analysis of
how the measure or (EFS-focused) program affects the utility’s system load factor (whether the
utility is winter or summer peaking) and how the measure can be operated in a manner that
improves the utility’s system load factor; and

e Utilities should describe what elements they have incorporated into the EFS improvement
offering to improve the utility’s system load factor relative to the electricity system without the
EFS improvement.

Process for applying this criterion: Utilities shall submit with their triennial plan filings or program
modifications descriptions of the elements incorporated into the EFS improvement offering or program
that meets Step 4, along with relevant assumptions.

STEP 5 — INTEGRATION OF RENEWABLE ENERGY INTO THE ELECTRIC SYSTEM

Subject: This step directs the Department to consider, for EFS improvements that deploy electric
technologies, whether the measure can be operated to facilitate the integration of variable renewable
energy. This provision only applies to public utilities.

Statutory references: Minn. Stat. § 216B.241, subd. 11(b). “For fuel-switching improvements that
require the deployment of electric technologies, the Department must also consider whether the fuel-
switching improvement can be operated in a manner that facilitates the integration of variable
renewable energy into the electric system.”

126 Minn. Stat. § 216B.2403, subd. 8(a) and § 216B.241, subd. 11(d).
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Instructions and Guidance:
e Utilities in their triennial (and other relevant) filings should describe features that have been

incorporated with EFS electrification Improvements that serve to increase the integration of
renewable energy into the electric system.

Process for applying this criterion: Utilities shall include in triennial plan filings or program modifications
descriptions of the way the EFS electrification measures can be operated to increase the integration of
renewable energy into the electric system.

STEP 6 — COST EFFECTIVENESS CALCULATIONS

Subject: This step requires that electric and gas utilities perform cost-effectiveness evaluations of EFS
improvements and determine whether the measure is cost-effective based on a number of traditional
energy efficiency cost-effectiveness tests.

Statutory references: (electric utilities) “A fuel-switching improvement is deemed efficient if ... relative
to the fuel being displaced ... (the improvement) is cost-effective, considering the costs and benefits
from the perspective of the ... utility, participants, and society.”?’

(natural gas utilities) “[A] public utility that provides natural gas service to Minnesota retail customers
may propose one or more programs to install electric technologies that reduce the consumption of
natural gas by the utility's retail customers as an energy conservation improvement. The commissioner
may approve a proposed program if the commissioner ... determines that ... the program is cost-
effective, considering the costs and benefits to ratepayers, the utility, participants, and society.” 1%

Instructions and Guidance:

e EFS cost-effectiveness will be reviewed and approved at the program level.

e Electric and natural utilities, in proposing EFS improvements for Department approval, should
include cost-effectiveness evaluations based on the Societal Test, the Utility Test, and the
Participant Test (natural gas utilities shall also include the Ratepayer Impact Test in their
evaluations).

e The primary cost-effectiveness determinant regarding whether an EFS measure is deemed
“efficient,” according to the ECO Act, will be whether it passes the Societal Test, unless or until
the Department updates the primary test Minnesota utilities will use to evaluate demand-side
programs.'?’

e For natural gas utilities that do not have access to relevant electric information or an electric
cost-effectiveness model, the Department will provide the requisite information and tools to
enable the utility to conduct EFS cost-effectiveness testing for switches to electricity measures.

127 Minn. Stat. § 216B.2403, subd. 8(a)(3) and Minn. Stat. § 216B.241, subd. 11(d)(3).

128 Minn. Stat. § 216B.241, subd. 12(a)(2).

129 gpecial attention must also be paid to the costs to consumers through the participant test. Marketing EFS
measures to consumers without them knowing that their costs may increase is unfair to the consumer and could
undermine the public’s trust in investing in other EFS measures.
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e Utilities implementing an EFS improvement for customers whom they do not provide either the
beginning or the ending fuel shall, nonetheless, include the avoided (and increased supply as
may be the case) costs for the non-served fuel in their cost-effectiveness calculations.

e  Utilities should strive to use up-to-date measure load shapes for EFS improvements to help
improve the accuracy of cost-effectiveness and other program-related estimates.

e Itis anticipated that specific measure-based inputs to cost-effectiveness tests will be considered
as part of revisions to the TRM, particularly for EFS Improvements that will be implemented
numerous times.

e Utilities may include other features, such as load management, in their cost-effectiveness
calculations, although such combinations should incorporate costs and benefits associated with
the additional features.

e Until such time as the Department has adopted a revised approach for utility cost-effectiveness
testing as part of the CAC, utilities may propose, on a custom basis, ways of assessing EFS
Improvements based on the cost-effectiveness tests described herein.

In this context, custom process means that utilities can propose to the Department for review and
approval EFS improvements and associated methods of estimating cost-effectiveness. When submitting
a proposed custom EFS improvement that has an electric ending fuel, it is recommended that utilities
follow the electrification cost-effectiveness guidance described in Chapter 10 of the National Standard

Practice Manual (NSPM).130

Process for applying this criterion: Utilities shall submit with their triennial plan filings or program
modifications descriptions of the elements incorporated into the EFS improvement offering or program
that meets this step, along with relevant assumptions.

C. ADDITIONAL CONSIDERATIONS

This section discusses issues associated with the EFS aspects of the ECO Act that are not prescribed by
statute but are, nonetheless, an important part of this Guidance.

REPORTING EFFICIENT FUEL-SWITCHING IMPROVEMENTS

Subject: How should utilities report EFS improvements?

Instructions and Guidance:
e Utilities implementing EFS measures shall create an EFS segment within their CIP portfolios.

Utilities can opt to bundle EFS measures into programs. Similarly, these programs can be
included in the CIP segment that the utility deems most appropriate. However, to ensure that
EFS improvements can be assessed and tracked separately from other aspects of utilities’ CIP
programming, utilities will also, as part of their CIP plans and annual reports, present efficient
fuel-witching improvements separately.

130 NSPM-DERs 08-24-2020.pdf (https://www.nationalenergyscreeningproject.org).
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e Savings for EFS measures shall be reported for site-based savings by converting the individual
measure/project BTU savings to electric or gas savings (applicable to the reporting utility — dual-
fuel utilities will report savings based on the primary ending fuel) using standard kwh/BTU and
therms/BTU conversions. First-year savings are based on first year, while lifetime savings will be
based on annualized BTU savings multiplied times the kWh/BTU for each year of the EFS’s
Measure lifetime.

e Electric and gas utilities shall use the same baseline and savings estimations for EFS measures
that both may offer in overlapping service territories and, as discussed in Step 2, such savings
estimates should be based on comparable technology (and reflected, where applicable, in the
TRM).

e To reduce customer confusion and “incentive competition”, electric and utilities offering the
same or similar EFS measures in overlapping service territories should coordinate offerings and
aim for consistency in terms of incentive levels and other features.

e |0Us that opt to count net benefits, from EFS improvements that are part of programs that have
energy efficiency as their primary purpose and effect, shall identify in their triennial plans (or
other appropriate filings) those programs for which they plan to count net benefits, along with
how the net benefits will be estimated. In turn, the utility should provide in its annual report the
resulting net benefits and how the estimation method was consistent with the proposed
approach.3!

e In Annual Reports, utilities should report, at a minimum, the following:

o Number of EFS improvements during the program year.

o Number of EFS customer participants during the program year.

o Increases of electricity energy consumption (kWh) and demand (kW) from EFS
improvements during the program year (this reporting requirement applies to both
electric and natural gas utilities).3?

o Overall reductions in both site and source energy use, in BTUs and in the relevant fuel
denominations (kWh, therms, gallons [gasoline, diesel], etc.) from EFS during the
program year.

o Overall reductions in GHGs from EFS during the program year.

e To help inform the public about EFS programs, their impacts and ways utilities are continuously
improving their EFS programs, utilities should also consider including in their Annual Reports
other useful information, such as: the types of EFS improvements incentivized by category (e.g.
water heating; space heating/cooling, EVs, etc.); learnings from any recent reports or analyses
related to EFS; changes to EFS offerings during the year, or mechanisms/features incorporated
to broaden customer access and participation.

131 See Minn. Stat. §216B.241, Subd. 11(b).
132 See Minn. Stat. §216B.241, Subd. 1c(f).

47



PROGRAM DESIGN CONSIDERATIONS

Subject: Utilities should design programs that incorporate EFS measures to maximize customer
participation, and customer and system benefits.

Instructions and Guidance:

e In designing programs, utilities should consider ways to package EFS improvements with other
energy efficiency measures (such as shell improvements and other EE upgrades), demand
response features and complementary rate designs that can serve to maximize the measure’s
benefits to customers and utility systems.

e  Utilities should consider ways to design and deliver programs to maximize customer
participation and per-measure contributions to GHG reductions, improve system efficiency and
enhance the measure’s ongoing benefits.

e Utilities should give strong consideration to equity as it relates to EFS improvements, such as
ensuring that all customers have access to EFS improvement opportunities and can directly
benefit from EFS improvements that would lower energy bills.

e Utilities should incorporate into their program designs ways to periodically measure and verify
that program results are consistent with expectations and to facilitate revisions to programs to
maximize program benefits.

COMBINED HEAT AND POWER

Combined heat and power projects are not considered efficient fuel-switching. Minn. Stat. §216B.2402
subd. 6 defines “waste heat that is recovered and converted into electricity or used as thermal energy”
as “energy conservation.” Further, Minn. Stat. § 216B.2402 subd. 22 defines “waste heat recovered and
used as thermal energy” as “capturing heat energy that would be exhausted or dissipated to the
environment from machinery, buildings, or industrial processes, and productively using the recovered
thermal energy where it was captured or distributing it as thermal energy to other locations where it is
used to reduce demand-side consumption of natural gas, electric energy, or both.” CHP projects are
permitted within CIP as an energy conservation measure in a manner consistent with Minn. Stat. §§
216B.241 subd. 1c(d) and 216B.2403 subd. 2(a)(4).

/ar
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