Exhibit IV, Demand-Side Resources RFP — Proposal Cost Detail and
Calculation of Conservation Cost Effectiveness

IV.1. Description of Tests

Puget Sound Energy will evaluate the cost effectiveness of proposals using a standard Utility Cost
Test and a Total Resource Cost Test.

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 Conservation Cost Effectiveness Standard, see
below) and other savings benefits, exceed total costs including those incurred by PSE, the
Respondent, the customer, and any other contributing party. The benefits and costs not directly
associated with electrical energy efficiency 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 Conservation Cost Effectiveness Standard),
exceed the costs incurred by the utility.

Conservation Cost Effectiveness Standard (CCES) shows the full “avoided cost” to PSE of the
energy saved, for the Type of Savings (defined by end use load shape and customer class) and
life of the energy savings, or Measure Life. The CCES is based on the market costs projected by
a power costing model, which would otherwise be incurred to provide energy from a generation
source either directly or by contract plus credits for transmission and distribution system benefits,
environmental externalities, and line losses. This value is expressed as the levelized value per
kWh saved of future energy savings over the life of the measure. The CCES is based on Aurora
forecast power costs at Mid-Columbia, and adds 10% for environmental credits, 7.4% Residential
and 5.6% Commercial/Industrial 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 that define Type of Savings. Each Type of Savings has
a CCES, or a value per kWh per Measure Life, up to 30 years. The values for the CCES used to
evaluate PSE’s 2004 - 2005 programs are shown in Table IV-A.

Cost effectiveness of projects will allow for PSE administrative costs. PSE’s costs are expected to
vary, depending upon the proposal content. At a minimum, PSE costs include some project
management activities, coordination with customer data, and conducting customer satisfaction
surveys for the respondents program activity.

IV.2. Calculation Methodology

Puget Sound Energy’s determination that an energy efficiency project is cost-effective is a two-step
process.

Step 1: The Total Resource Cost test determines that the value of all benefits of doing the project
(energy savings plus other benefits like maintenance savings, improved productivity, etc.) is greater
than the total projects costs. (Note: If the value of the energy benefits alone exceed the total cost,
the equation is satisfied without need of quantifying further benefits.)

Total benefits ($) > Total costs ($)
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Step 2: IF Step 1 is satisfied, OR

IF: Total costs < 150% of value of energy benefits, AND there are documented additional benefits
which cannot easily be quantified (e.g. improved indoor air quality), then the utility funding is limited
by the Utility Cost Test

Utility benefits ($) > Utility costs ($),

also expressed as:

Value of kWh Savings (for measure life) > Utility funding (customer incentives + PSE
administrative costs + Respondent costs.

IV.3. Data Requirements

Puget Sound Energy requires the following data elements from the respondent to effectively consider
cost effectiveness of the Proposal. These data elements are listed with short descriptions below.

Exhibit | Table 3, 'Proposal Cost Effectiveness Input Sheet', is a template for providing the following
information. Enter the information in the appropriate Column, based on the Type of Savings. All
respondents must include this table in the Program Summary section at the beginning of each
proposal.

e Type of Savings. Refer to customer segment and major end-use classification, as shown in
column headers in Table IV-A, IV-B and Exhibit | Table 3. Where a proposal may include more
than one measure, involving more than one Type of Savings, each of the following items is
required for each Type of Savings.

o Number of Units .Show the appropriate basis for reporting participation, expressed as the total
number of units of an efficiency measure to be installed. In some cases, units may equal number
of customers. In programs targeting a specific measure(s), units should equal number of
measures to be installed. Respondents shall provide a unit definition as well as the projected
number of units for each type of measure being installed.

o Average Measure Life. Provide the Measure Life, in years, for the measure. Where installations
will result in varying measure lives, provide a weighted average life. Where measure lives are not
provided in Exhibit lll, or the respondent proposes a value that is different from those listed in
Exhibit Ill, rationale and justification of the measure life should be attached.

e Annual kWh Savings per unit. Provide the average, one-full-year of kWh savings from the
proposed unit; to be itemized for each proposed measure. (Average) Annual kWh savings per
unit, times the Number of Units should result in the anticipated savings from all of the installations
of this specific measure.

e Measure Cost per unit. Provide the known and measurable costs borne by all parties of
purchasing and installing a unit energy-efficient measure at the customer’s facility, not to include
incentives, implementation costs, administrative costs, or ongoing operation and maintenance
costs. Where the Measure Cost is expected to vary considerably across installations, provide an
"average" measure cost such that the unit Measure Cost times the Number of Units represents
the total costs of all measures installed.

e Operation & Maintenance (O&M) Costs. Provide_the periodic or ongoing costs to ensure proper
performance of a measure over its useful life; to be itemized on a unit basis for each proposed
measure type.

e Incentive Amount: Provide the unit amount of grant or rebate paid to customers, vendors, or other
identified parties, as an incentive to sell, purchase and/or install energy efficient measures.

Using Exhibit | Table 4, 'Proposal Cost Summary Sheet', provide an itemized breakdown of the

following project cost elements:

o |nstalled Measure Costs. Show all costs associated with the purchase and installation of
measures at PSE-customer facilities.

e Program Implementation Costs. Detail the respondent’s cost to field the proposed program
excluding direct measure installation costs and administrative.
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e Administrative Costs. Itemize, as shown in Table IV-C. the respondent’s remaining costs to
administer the proposed program, not included elsewhere, such that the total costs included in
the proposal have been captured when summing Administrative, Program Implementation and
Installed Measure Costs, for inclusion in PSE's cost-effectiveness analysis.

e Total Respondent Costs. This line shows are the totals of Installed Measure Costs, Program
Implementation Costs, and Administrative Costs and should equal the total proposal bid amount,
per Section 5.7.4.

e O&M Costs. Include O&M costs that can be expected to maintain the installed measure in
efficient operation over its measure life.

e Customer Costs. Indicate the portion of Measure Cost incurred by the customer, net of any
Incentive Amount paid to the customer,

e Third-Party Contribution. Show funding contributions obtained from a party other than Puget
Sound Energy or the participating customer.

e Quantifiable Non-Energy Savings Cost (Benefit). Provide the dollar value of non-energy costs
(benefits) to the customer or society. Like annual energy savings, these costs (benefits) may
recur on an annual or other periodic basis over the life of the program. Quantified Non-Energy
Cost (Benefit) must be clearly described as well as quantified.

¢ Non-quantifiable, Non-Energy Savings Cost (Benefit): List and describe all Non-Energy Savings
costs (benefits) of undertaking energy efficiency improvements that can be identified but not
guantified.
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Table IV-A
ELECTRIC CONSERVATION COST EFFECTIVENESS STANDARD — 2006 — 2007 ($/kWh)
Measure Life | Residential | Residential | Residential | Residential | Residential Com./Ind. Com./Ind. Com./Ind Com./Ind.
Space Heat | Space Heat | Water Heat Lighting Appliances Existing New Lighting Process &
Existing New HVAC/Shell | HVAC/Shell Other
1 $ 0.074 | $ 0.078 | $ 0.065 | $ 0.061 | $ 0.059 | $ 0.059| $ 0.058| $ 0.057| $ 0.053
2 $ 0.074 | $ 0.077 | $ 0.065 | $ 0.061 | $ 0.059 | $ 0.059| $ 0.059| $ 0.057| $ 0.054
3 $ 0.072 | $ 0.076 | $ 0.064 | $ 0.060 | $ 0.058 | $ 0.058| $ 0.057| $ 0.056| $ 0.053
4 $ 0.070 | $ 0.074 | $ 0.062 | $ 0.058 | $ 0.056 | $ 0.056| $ 0.056| $ 0.054| $ 0.051
5 $ 0.069 | $ 0.073 | $ 0.061 | $ 0.057 | $ 0.055 | $ 0.055| $ 0.054| $ 0.053| $ 0.049
6 $ 0.068 | $ 0072 | $ 0.060 | $ 0.056 | $ 0.055 | $ 0.054| $ 0.054| $ 0.053| $ 0.049
7 $ 0.069 | $ 0.073 | $ 0.061 | $ 0.057 | $ 0.055 | $ 0.055| $ 0.054| $ 0.053| $ 0.049
8 $ 0.070 | $ 0.074 | $ 0.062 | $ 0.057 | $ 0.056 | $ 0.055| $ 0.055| $ 0.054| $ 0.050
9 $ 0.071 | $ 0.075 | $ 0.063 | $ 0.058 | $ 0.057 | $ 0.056| $ 0.056| $ 0.054| $ 0.051
10 $ 0.072 | $ 0.076 | $ 0.064 | $ 0.059 | $ 0.058 | $ 0.057| $ 0.056| $ 0.055| $ 0.051
11 $ 0072 | $ 0.076 | $ 0.064 | $ 0.060 | $ 0.058 | $ 0.058| $ 0.057| $ 0.056| $ 0.052
12 $ 0.073 | $ 0.077 | $ 0.065 | $ 0.060 | $ 0.059 | $ 0.058| $ 0.057| $ 0.056| $ 0.052
13 $ 0.074 | $ 0.078 | $ 0.065 | $ 0.061 | $ 0.059 | $ 0.059| $ 0.058| $ 0.057| $ 0.053
14 $ 0.074 | $ 0.079 | $ 0.066 | $ 0.062 | $ 0.060 | $ 0.059| $ 0.059| $ 0.058| $ 0.054
15 $ 0.075 | $ 0.079 | $ 0.067 | $ 0.062 | $ 0.060 | $ 0.060| $ 0.059| $ 0.058| $ 0.054
16 $ 0.076 | $ 0.080 | $ 0.067 | $ 0.063 | $ 0.061 | $ 0.061| $ 0.060| $ 0.059| $ 0.055
17 $ 0.077 | $ 0.081 | $ 0.068 | $ 0.063 | $ 0.062 | $ 0.061| $ 0.061| $ 0.059| $ 0.055
18 $ 0.077 | $ 0.082 | $ 0.069 | $ 0.064 | $ 0.062 | $ 0.062| $ 0.061| $ 0.060| $ 0.056
19 $ 0.078 | $ 0.083 | $ 0.070 | $ 0.065 | $ 0.063 | $ 0.063| $ 0.062| $ 0.061| $ 0.056
20 $ 0.079 | $ 0.084 | $ 0.070 | $ 0.066 | $ 0.064 | $ 0.063| $ 0.063| $ 0.062| $ 0.057
21 $ 0.080 | $ 0.084 | $ 0.071 | $ 0.066 | $ 0.065 | $ 0.064| $ 0.063| $ 0.062| $ 0.058
22 $ 0.081 | $ 0.085 | $ 0.072 | $ 0.067 | $ 0.065 | $ 0.065| $ 0.064| $ 0.063| $ 0.058
23 $ 0.081 | $ 0.086 | $ 0.073 | $ 0.068 | $ 0.066 | $ 0.065| $ 0.065| $ 0.064| $ 0.059
24 $ 0.082 | $ 0.087 | $ 0.073 | $ 0.068 | $ 0.066 | $ 0.066| $ 0.065| $ 0.064| $ 0.060
25 $ 0.083 | $ 0.087 | $ 0.074 | $ 0.069 | $ 0.067 | $ 0.066 | $ 0.066 | $ 0.065| $ 0.060
26 $ 0.083 | $ 0.088 | $ 0.075 | $ 0.069 | $ 0.068 | $ 0.067| $ 0.066 | $ 0.065| $ 0.061
27 $ 0.084 | $ 0.089 | $ 0.075 | $ 0.070 | $ 0.068 | $ 0.068| $ 0.067| $ 0.066| $ 0.061
28 $ 0.085 | $ 0.089 | $ 0.076 | $ 0.071 | $ 0.069 | $ 0.068| $ 0.067| $ 0.066 | $ 0.062
29 $ 0.085 | $ 0.090 | $ 0.076 | $ 0071 | $ 0.069 | $ 0.069| $ 0.068| $ 0.067| $ 0.062
30 $ 0.086 | $ 0.091 | $ 0.077 | $ 0072 | $ 0.070 | $ 0.069| $ 0.068| $ 0.067| $ 0.063
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Table IV-B
GAS CONSERVATION COST EFFECTIVENESS STANDARD - 2006 — 2007 ($/kWh)
Measure Life | Space Heat | Space Heat | Water Heat |Process Heat
Existing New
1 $ 0948 | $ 099 | $ 0856 | $ 0.766
2 $ 0923 | $ 0970 | $ 0836 | $ 0.746
3 $ 0894 | $ 0943 | $ 0807 | $ 0.717
4 $ 0874 | $ 0922 | $ 0787 | $ 0.696
5 $ 0854 | $ 0903 | $ 0.766 | $ 0.673
6 $ 0848 | $ 0897 | $ 0760 | $ 0.667
7 $ 0849 | $ 0.899 | $ 0760 | $ 0.667
8 $ 0.856 | $ 0.907 | $ 0.768 | $ 0.673
9 $ 0.867 | $ 0918 | $ 0779 | % 0.684
10 $ 0877 | $ 0928 | $ 0789 | % 0.692
11 $ 0879 | $ 0931 | $ 0790 | $ 0.693
12 $ 0882 | $ 0935 | $ 0793 | $ 0.695
13 $ 0891 | & 0944 | $ 0801 | $ 0.702
14 $ 0902 | $ 0955 | $ 0812 | % 0.712
15 $ 0915 | $ 0969 | $ 0824 | % 0.724
16 $ 0928 | $ 0982 | $ 0836 | $ 0.735
17 $ 0940 | $ 099 | $ 0848 | $ 0.746
18 $ 0952 | $ 1.007 | $ 0859 | $ 0.756
19 $ 0963 | $ 1018 | $ 0869 | $ 0.765
20 $ 0973 | & 1.029 | $ 0946 | $ 0.774
21 $ 0983 | $ 1.039 | $ 0967 | $ 0.782
22 $ 0977 | $ 1034 | $ 0987 | $ 0.777
23 $ 0988 | $ 1.046 | $ 1.007 | $ 0.787
24 $ 0999 | $ 1.057 | $ 1.026 | $ 0.796
25 $ 1.010 | $ 1.068 | $ 1.046 | $ 0.805
26 $ 1.020 | $ 1079 | $ 1.065 | $ 0.814
27 $ 1.029 | $ 1.089 | $ 1.085 | $ 0.822
28 $ 1.039 | § 1.098 | $ 1105 | $ 0.830
29 $ 1.048 | $ 1108 | $ 1124 | $ 0.837
30 $ 1.056 | $ 1117 | $ 1144 | $ 0.845
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