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Program Cost Effectiveness

Puget Sound Energy (the Company) has proposed conservation program energy savings
targets and budgets for the period January 1, 2006 through December 31, 2007. The company
estimates the cost effectiveness of these programs using a Utility Cost Test and a Total
Resource Cost Test.

The attached pages provide for each of the proposed Puget Sound Energy (the Company)
programs, and compare them to the Company’s Conservation Cost Effectiveness Standards
(CES) for gas and electric energy savings projected for the period January 1, 2006 through
December 31, 2007. This analysis includes cost and energy savings estimates for measures
funded under electric and gas schedule numbers 200 though 270. Energy savings and costs for
measures funded by the Bonneville Power Administration (BPA) Conservation and Renewables
Discount are not subject to Puget Sound Energy’s cost effectiveness standard, but are deemed
cost effective by BPA at prescribed funding levels.

The Utility Cost (UC) Test insures that the Company’s costs are less than the value of the
energy savings benefits received. Except for some exploratory pilots, all programs must pass
the Utility Cost Test with the ratio CES/UC>1.0. Also with the exception of some exploratory
pilots, all programs pass the TRC using one of the three methods described below in the
definition of terms and calculation. Pilot programs, particularly those that are seeking to explore
potential but yet undeveloped markets, are not expected to be cost effective in the short term.

Definitions of Terms and Calculations

Total Resource Cost Test (TRC Test) measures the net value of energy efficiency programs to
society as a whole. The TRC Test is a cost-effectiveness calculation which demonstrates if the
total benefits, including electricity (defined by the Cost Effectiveness Standard, see below) and
other savings benefits, exceed total costs including those incurred by PSE, the customer, and
any other contributing party. The benefits and costs not directly associated with electrical
energy efficiency (Non-Energy Benefits) in this calculation may be difficult to quantify.

Utility Cost Test (UC Test) measures the net value of energy efficiency programs to the
sponsoring utility. The UC Test is a cost-effectiveness calculation which demonstrates that the
utility electricity savings benefits (defined by the Cost Effectiveness Standard), exceed the costs

incurred by the utility.

kWh and therm savings are expressed as first year savings values based on projected program
activity for the two-year period, January 1 2006 through December 31, 2007.

Type of Savings determines the appropriate Cost Effectiveness Standard for the analyses,
based on load shape of the end-use as shown in the gas and electric Cost Effectiveness
Standard tables. A program may have more than one type of savings. In such cases, a type is
selected to be representative. Each Type of Savings has a CES, or a value per kWh per
Measure Life, up to 30 years. The values for the CES used to evaluate PSE’s 2006 - 2006
programs are shown in exhibits IV and V by type of savings and measure life.
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Measure Life of Savings is the number of years to be expected for the measure or measures.
Where multiple measures or measure types are involved, a weighted average measure life
value is used for the program.

Utility Cost (UC) is Puget Sound Energy’s cost of administering programs, including funding
specific to the conservation measures, program implementation, research and evaluation.

Customer Cost is the Company’s best estimate of the installed measure cost paid by the
customer (beyond any utility incentive contribution). Estimates are based on historical program
data, and trade ally information.

Quantified Non-Energy Benefits are based on information where available and able to be
generalized. Though Quantified Non-Energy Benefits can be used in calculating the benefit/cost
ratio for the Total Resource Cost test, they are not included in this analysis of 2006-2007
programs.

Total Resource Cost (TRC) is the summation of Utility Cost, Customer Cost, and Non-Energy
Benefits if quantified.

Cost Effectiveness Standard (CES) shows the full value to the Company of the energy saved,
per KWh or therm, for the type of savings (by load shape and customer class) and life of the
savings. To levelize the value of future savings, the Company uses an after tax discount rate
equal to 7.01%. The CES is calculated as follows for Electricity and Natural Gas.

Electricity: The Company has agreed to use Aurora forecast power costs at Mid-Columbia, and
to add 10% for conservation credits, 68.8% for avoided transmission and distribution losses, and
$35.32/kW-year distribution benefit. Load factors from a power cost model used by the
Regional Technical Forum are used for end-use load shapes/applications.

Natural Gas: Forecast gas commodity market prices, consistent with those used in the Aurora
electric model were used. A 10% conservation credit, $0.405/Dth for avoided pipeline capacity
demand charges, $0.04/Dth for avoided variable pipeline charges, avoided pipeline fuel and
loss of 2.8% of sales volume, and a distribution capacity benefit of $0.1648/Dth are applied to
distinct natural gas load shapes.

Benefit/Cost ratio: CES/TRC

For a program to pass the TRC Test, the value of the energy savings plus any non-energy
savings benefits realized must be greater than the total costs incurred. Because the utility
cannot always reliably determine or quantify the customers’ non-energy savings benefits, the
Company continues to use its “proxy” total resource cost test as developed and described in
workpapers which accompanied Puget Power’s 1993 Schedule 83 filing. Three methods are

used to apply the TRC test:

1) Energy Savings Benefits/Total Costs > 1.0: If the value of energy savings alone is greater
than the total program costs, the program is considered cost-effective. This is sufficient, and the

most straightforward application.

2) Energy Savings + Quantified non-energy savings Benefits/Total Costs > 1.0: If the sum of
the energy savings benefits and the quantifiable dollar value of non-energy savings benefits are
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greater than the total program costs, the program passes the test. Some non-energy savings
benefits, such as water savings or reduced maintenance costs may be reasonably
straightforward to quantify. Others, such as comfort or perceived increase in property value, are
only realized in the customer’s decision to participate.

When either condition 1) or 2) are not met, method 3) may be used.

3) Reliance on Non-quantifiable Benefits, within limits: Programs for which there are significant,
but non-quantified, non-energy savings benefits use a proxy. First, the Utility Cost test must be
satisfied. Second, non-quantifiable benefits must be documented. In some cases there are
desirable benefits to society and the utility which may include legislative or regulatory
mandates, support for regional market transformation programs and certain low income energy
efficiency, or experimental and pilot program benefits. In recognition that these non-quantified
benefits exist and are significant, PSE reviews Total Costs not to exceed 150% of the
conservation cost-effectiveness standard (CES/TRC > .667). Utility incentives for measures
with 1 >CES/TRC > .667 fall off steeply to insure utility ratepayers both, a) do not pay for non-
cost-effective measures, and b) nonetheless obtain energy savings inexpensively.

Benefit/Cost ratio: CES/UC

For a program to pass a UC Test, this ratio must be >1.0, or reasonably expected to be greater
than 1.0 over the projected life of the measure. The energy savings benefits realized must be
greater than the utility costs incurred in all cases, for all of the Puget Sound Energy’s customers

to receive benefits.
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Appendix C: Program Cost Effectiveness

Exhibit lll. Levelized Fixed Charge Rate

LEVELIZED FIXED CHARGE RATE FOR
CONSERVATION COST EFFECTIVENESS
STANDARD, 2006-2007

After Tax Discount Rate: 7.01%

Levelized Fixed
Number| Charge Rate
of Years (%)

1 107.010
2 55.317
3 38.112
4 29.529
5 24.396
6 20.986
7 18.562
8 16.753
9 15.355
10 14.244
11 13.342
12 12.597
13 11.972
14 11.441
15 10.986
16 10.593
17 10.250
18 9.948
19 9.683
20 9.447
21 9.236
22 9.048
23 8.879
24 8.727
25 8.589
26 8.464
27 8.350
28 8.247
29 8.153
30 8.067
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Appendix C: Program Cost Effectiveness

Exhibit V. Gas Cost Effectiveness Standard

Gas Conservation Cost Effectiveness Standard, 2006-2007
Based on 2005 LCP Optimization Analysis, start year 2006
(Levelized $/Therm)

Space Heat| Space Heat Process
Year Existing New Water Heat Heat
SH SHN WH PROCESS
1 0.948 0.995 0.856 0.766
2 0.923 0.970 0.836 0.746
3 0.894 0.942 0.807 0.717
4 0.873 0.922 0.787 0.696
5 0.853 0.903 0.765 0.673
6 0.847 0.897 0.760 0.667
7 0.848 0.899 0.760 0.666
8 0.856 0.907 0.768 0.673
9 0.867 0.918 0.779 0.684
10 0.877 0.928 0.789 0.693
11 0.879 0.931 0.790 0.693
12 0.882 0.935 0.793 0.695
13 0.891 0.944 0.801 0.702
14 0.903 0.956 0.812 0.713
15 0.916 0.970 0.825 0.724
16 0.929 0.983 0.837 0.736
17 0.941 0.996 0.849 0.747
18 0.953 1.009 0.860 0.757
19 0.965 1.021 0.871 0.767
20 0.975 1.031 0.946 0.776
21 0.985 1.042 0.967 0.785
22 0.979 1.036 0.987 0.779
23 0.991 1.048 1.007 0.789
24 1.002 1.060 1.026 0.799
25 1.013 1.071 1.046 0.808
26 1.023 1.082 1.065 0.817
27 1.033 1.093 1.085 0.825
28 1.043 1.103 1.105 0.834
29 1.052 1.113 1.124 0.841
30 1.061 1.122 1.144 0.849

Load Factor

21%

1. 2006 Start Year
2. Discount rate used is PSE after tax weighted cost of capital, 7.01%

Puget Sound Energy
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29%
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