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BACKGROUND

Pursuant to paragraph 119 of the Multiparty Settlement Agreement approved in Dockets
UE-170033 and UG-170034 (consolidated), Puget Sound Energy (“PSE”) submits this
Annual Colstrip Report on Decommissioning and Remediation. The intent of this report
is to provide the third annual update to the Commission on Colstrip’s status, provide the
most recent estimates for retirement dates, and the amount of decommissioning and
remediation (“D&R”) expenditures for the Colstrip units along with an update to the
estimated future D&R costs. The annual report also provides a detail of the sufficiency
of the retirement account established pursuant to RCW 80.84.020 to cover the
estimated D&R costs of Units 1&2. Additionally, this report will provide updates
regarding the sufficiency of the depreciation rates for Colstrip Units 3&4 to cover D&R
costs for those units and the amount spent on D&R costs. In those years where an IRP
is filed, the report will also include information regarding replacement power costs.

DEFINITIONS

In an effort to provide clarity and mutual understanding, PSE will refer back to
definitions used in previous proceedings to set a level of understanding as to how the
terms D&R are used.

Decommissioning — In the 2017 PSE general rate case, PSE shared its interpretation
of “decommissioning” generally as the estimate of costs to suspend operations, and
remove some or all of the above grade structures associated with Colstrip Units 1&2,
followed by reasonable restoration in these areas.

Remediation — In the “Written Comments of Puget Sound Energy on the issues
Identified and Addressed in the Nine Questions Presented in the Commission Notice,
Dated July 21, 2015”, PSE defines remediation as, “additional requirements (state or
federal) associated with soil or groundwater. These requirements may be a function of
(i) environmental laws or regulations not yet promulgated, (ii) amendments to existing
laws or regulations that require greater stringency for certain constituents associated
with the operation of Colstrip Units 1&2, (iii) accidental leaks or spills that have not yet
been identified, (iv) litigation, and/or (v) state or federal negotiated or mandated
requirements.”

PSE continues to use the above definitions in providing information for this report and
considers these same definitions to apply to Colstrip Units 3&4. Essentially,
decommissioning is related to the above grade structures of Colstrip. Remediation
relates to addressing the legal requirements of the environmental impact related to
Colstrip operation.
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Decommissioning —

There are currently no laws or regulations related to the shut down or removal of the
physical structures of Colstrip. However, in practical terms the retirement of a coal
generating unit needs to address the physical safety of the structures and protect
human health and the environment.

In this report PSE will discuss its updated estimates for decommissioning below in
question iii.

Remediation —

An Overview of How the Remediation Process Generally Works

Remediation projects, whether they are managed within the Federal Superfund program
or a State led program, follow a set process that was originally developed as part of the
Federal Superfund program. The core of the program and process are the Remedial
Investigation (“Investigation”), Feasibility Study (“Study”) and Engineering & Remedial
Design (“Design”) phases. During the Investigation phase, the nature and extent of
contamination is determined through the performance of soil and groundwater
investigations. The information obtained through those investigations is used to identify
cleanup criteria based on the chemicals of concern, the areas and medium affected by
those chemicals, the concentrations of the chemicals and any existing or potential
receptors that could be impacted by the chemicals. The Study phase builds upon the
information developed as part of the Investigation phase and identifies technologies that
are capable of addressing the contamination as well as the potential costs with the
ultimate goal of identifying a Preferred Alternative that is agreed upon by the regulatory
agency. At this point, the level of design is typically 5 to 10% which results in the cost
estimates being high level and subject to change. Upon the completion of the
Investigation and Study phases, the agency will typically direct the performing party to
proceed with the next step which is the Engineering & Remedial Design. During this
stage, the primary focus is the engineering and design of the Preferred Alternative as
well as identification and completion of potential additional investigation needed in
support of the design stage. Final design, permitting and contracting eventually provide
greater clarity as to what the final cost will be.

The Process of Remediation as it Relates to Colstrip

Remediation work at Colstrip is driven by two regulations, the Federal Environmental
Protection Agency’s (“EPA”) Coal Combustion Residuals Rule and the Montana
Administrative Order on Consent.
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CCR (Federal)

The CCR was published by EPA on April 17, 2015 and became effective October 19,
2015. In 2016 the U.S. Senate passed legislation amending the Rule. The Rule’s intent
is to regulate coal combustion residuals under the Resource Conservation and
Recovery Act, Subtitle D. The CCR rule addresses the risks from coal ash disposal and
sets out recordkeeping and reporting.

AOC (State)

The AOC addresses impacts to groundwater from Colstrip. It was entered into in 2012
by Talen Montana (“Talen”) ' as operator of Colstrip and the Montana Department of
Environmental Quality (“DEQ”). It provides an extensive process for determining
groundwater impact and assessing previous work to address impacts, as well as, laying
out standards for addressing contamination and evaluating options for ultimate clean-
up. The Order provides a process for investigation and for the development of reports
and plans necessary for the remediation of Colstrip. The Order requires that
investigations are overseen by the DEQ and it is the DEQ that will ultimately review and
approve all reports and plans. The AOC splits Colstrip environmental impact into the
following three areas for working purposes:

1. the Plant Site (includes the area near the physical plant structures, some of
which are common structures for Units 1-4),

2. Units 1&2, and

3. Units 3&4.

The vast majority of the costs for CCR are encompassed in the AOC. Therefore, the
AOC reports are used as the basis for amounts disclosed in this annual report.

A synopsis of the process from the DEQ website
(http://deq.mt.gov/DEQAdmin/mfs/ColstripSteamElectricStation) is provided below.

e Step 1: First, Talen must prepare “Site Characterization Reports” for each of
the three areas that describe the existing conditions, including the extent of
the contamination. The reports must also describe what has been done so far
to address the contamination, and how effective those measures have been
in remediating the contamination.

1 The original operator of the Colstrip plant was Montana Power Company. In 1999, PPL purchased the
Montana Power Company ownership portion of Colstrip and took over the operator role. In 2015 PPL
restructured their assets and created Talen Energy which then assumed the operator role at Colstrip.
Talen Energy has since had an ownership change but still remains operator at Colstrip in the form of
Talen Montana (“Talen”).
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e Step 2: Next, Talen will prepare Cleanup Criteria and Risk Assessment
Reports. These reports will identify the standards that Talen will have to
achieve in its remediation of the contamination.

e Step 3: Finally, Talen must prepare Remedy Evaluation Reports, which will
evaluate different options for remediation of the contamination.

DEQ will use the Remedy Evaluation Reports to select a remediation plan for
Talen, who will be required to submit final designs based on that plan. After DEQ
approves the final plans, Talen will be required to implement the selected
remediation.

Currently, all three steps have been completed for the Plant Site Area, the Units 1&2
and Units 3&4 areas; although, final designs have not been developed nor submitted
with the DEQ at this point.

The Remedy Evaluation Report for the Plant Site area has received approval from DEQ.
The Remedy Evaluation Report for Units 1&2 was split into two phases in late 2019, by
agreement with DEQ. The Department has conditionally approved both Parts 1 and 2 of
Units 1&2 Remedy Evaluation both of which were ultimately consolidated into the Units
1&2 Remedy Evaluation Integrated Report. The content of each of the two parts is
discussed in detail in response to question iii, below. The Units 3&4 Remedy Evaluation
Report was conditionally approved by DEQ in February of this year.

The plan submission is as follows —

Report Based On DEQ Review Status
Plant Site Remedy Alternative 4 Approval October 2018
Evaluation

Units 1&2 Remedy Alternative 10 Conditional approval
Evaluation Integrated November 2020
Report

Units 3&4 Remedy Alternative 4 Conditional approval
Evaluation February 2020

As previously discussed, the above reports are used as the basis for the amounts
discussed in the detailed reporting sections below.

Colstrip Reporting Requirements

PSE provides the following responses to the specific questions outlined in paragraph
119 of the Multiparty Settlement Agreement approved in Dockets UE-170033 and UG-
170034 (consolidated) (“2017 GRC Settlement”):
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(i) [T]lhe most recent estimate of the actual retirement date for Colstrip Units 1&2
and Colstrip Units 3 and/or 4.

PSE and Talen are 50 percent partners in Units 1&2 and ceased operating the units in
January 2020. The units were retired on PSE’s books in December 2019.

Under the Washington Clean Energy Transformation Act (“CETA”), Washington utilities
will be required to eliminate coal-fired resources from their allocation of electricity by
December 31, 20252. Units 3&4 are jointly owned by six independent entities and the
Units 3&4 Ownership & Operating (“O&0”) Agreement is largely silent on the project’s
retirement process. Under ongoing operations each owner must provide their share of
coal to run the units as long as one owner requests generation from the Units. Further,
the term of the agreement runs as long as the project is capable of providing electricity.
Finally, the only direct reference to the cessation of the project is when it is no longer
capable of producing electricity; however, no criteria or process is set out to determine
when that point occurs. Consequently, past interpretation of the agreement has been
that all owners must unanimously agree to the final retirement dates of Units 3&4.
Accordingly, given these complex circumstances, Colstrip Units 3&4 do not have an
identified retirement date at this time.

(ii) [I]n the event of an estimated retirement date earlier than July 1, 2022, for
Colstrip Units 1&2, and upon the determination by PSE of an estimated retirement
date for Colstrip Units 3 and/or 4, a discussion and evaluation of consequences
to customers arising from those estimated retirement dates.

As noted above Colstrip Units 1&2 ceased operating in January 2020 and have
therefore been retired.

As a result of the 2017 GRC Settlement, PSE is able to utilize production tax credits
(“PTCs”) and hydro-related Treasury Grants to offset the unrecovered plant balances as
well as D&R costs for Units 1&2. Both the plant balance and the treasury grant balances
are already included in current rates. Pursuant to the 2017 GRC Settlement, the
unrecovered plant balance at retirement became a regulatory asset that is allowed rate
base treatment — mirroring the treatment of the existing plant balance — which results in
similar treatment whether the unrecovered plant balance is held in plant accounts or in
regulatory asset accounts. Additionally, monetized PTCs accrue interest at PSE’s
authorized rate of return in order to simulate rate base treatment until they can be
incorporated into rates. Therefore, since all forms of plant balance, regulatory asset and
PTCs are provided rate base treatment or its equivalent, PSE does not consider there to
be an impact to customers related to the plant balances for the earlier retirement date.
PSE will be filing a Power Cost Only Rate Case shortly after the submission of this
annual report, in which it will request to incorporate into rates the conversion of the
unrecovered plant balance to a regulatory asset that is fully offset by PTCs.

2 RCW 19.405.030(1)(a)
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Regarding Colstrip Units 3&4, as stated above, PSE cannot unilaterally determine a
retirement date for these units. Therefore, it is premature for PSE to discuss and
evaluate the consequences of the retirement of these units.

(iii) [D]lecommissioning and remediation expenditures associated with Colstrip
Units since the time of the last report and updated estimates of future costs.

Item (iii) in paragraph 119 of the 2017 GRC Settlement requires reporting of costs since
the last report. However, paragraph 429 in Order No. 08 in Docket UE-190529 requires
PSE to include all D&R expenditures in the Annual Colstrip Reports. Therefore,
beginning with this annual report, amounts provided in this section represent all D&R
costs from inception through the cutoff date of the report, which in this case is
September 30, 2020.

As of September 30, 2020, there have been $12.7 million of decommissioning costs
incurred for Colstrip Units 1&2 which were offset by the treasury grant funding allowed
pursuant to Chapter 80.84 RCW. The maijority of the work has been to bring the
physical structures of these units into a state so they can be left safely until demolition
at a later date. Work includes demolition of selected accessory structures that are no
longer needed due to the cessation of generation. These included the cooling towers,
clarifier tanks and some conveyors. Also main transformers and other parts and tools
unique to the facilities were removed or are in the process of being removed from the
site. Additionally, processes such as fluid drainage, electrical disconnection, universal
and hazardous waste identification and removal were completed.

The main portions of Colstrip Units 1&2 will remain intact until the retirement and
disposition of Units 3&4. PSE and Talen may choose to do selected demolition on some
out-buildings and equipment in the future but little, if any, demolition will occur until Units
3&4 cease operation. There is no estimate of this cost at this time.

Life to date remediation expenditures recorded for Units 1&2 are $11.7 million which
were offset by previously collected legal cost of removal or by the treasury grant funding
allowed pursuant to Chapter 80.84 RCW.

Pursuant to paragraphs 768 and 769 in the Commission’s Final Order 8 of Docket
UE-19529 et al, all remediation expenditures for Colstrip 3&4 have been moved to a
regulatory asset account. This account contains all life to date remediation costs and
totals $16.4 million. It is anticipated that these costs will be recovered through
depreciation rates for Units 3&4 as further discussed below.

To date there have been no decommissioning expenditures for Units 3&4.

The following addresses PSE’s current estimates of future D&R costs for the Colstrip
Units.
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Decommissioning —

There will be continuing decommissioning costs to keep Units 1&2 in a safe, dark, cold
and dry condition including monitoring of the structures for security and safety purposes.
This includes, but is not limited to, maintenance and lighting of the stacks, periodic
walks through the generator building to monitor for issues like pest control and safety
hazards, and maintenance of storm water systems.

Given the fact there is no identified retirement date for Colstrip Units 3&4 there has
been no estimate for decommissioning of the physical structures of that portion of the
facility. An assumed amount of non-legal cost of removal totaling $40/KW is included in
depreciation rates for Colstrip Units 3&4.

Remediation —

Plant Site

The Plant Site Remedy Evaluation Report Alternative 4 was approved by the DEQ in
2018. Talen filed an update with the DEQ in November 2020 on the status of the plan
removing costs associated with actions undertaken and completed and updates on
future financial projections. The updated total estimated cost of work to be completed in
2021 and forward for the Remedy Evaluation report for the Plant site is $92.3 million in
2018 dollars. PSE’s estimated share of the obligation is $34.7 million and of that $23.2
million is allocated to Units 1&2 and $11.5 million is related to Units 3&4. When adjusted
for inflation, PSE’s share of the estimated costs total $49.4 million, with $32.6 million
and $16.8 million allocated to Units 1&2 and Units 3&4, respectively. Attachment A to
this report provides the breakdown by year of these cost estimates.

Units 1&2

In 2019 DEQ requested a split of Units 1&2 SOEP/STEP? Remedy Evaluation Report
into two parts. Part 1 of the Revised Remedy Evaluation Report was conditionally
approved by DEQ in June 2020. Part 1 addressed existing groundwater contamination
from pond seepage and included activities that were required regardless of which final
integrated alternative DEQ would ultimately approve in Part 2. Part 2 was submitted in
September 2020 to the DEQ. In November 2020, DEQ conditionally approved the
remaining activities outstanding in Part 2 and issued an Integrated Unit 1 and 2 Remedy
Evaluation Report, Alternative 10, which includes costs originally reflected in Part 1.

In the prior year report, PSE provided an estimated range of remediation costs for Units
1&2 that correlated with the “Part 1” Remedy Alternatives provided to DEQ for review,
but without the remaining “Part 2” estimates, as these had not yet been prepared.

The final Integrated Remedy Evaluation Report filed by Talen proposed four options,
with the preferred choice being Alternative 11, but with the DEQ choosing Alternative 10
based on cost estimates determined by DEQ as discussed in more detail below. The

3 Abbreviations stand for Stage One Evaporation Pond (“SOEP”) and Stage Two Evaporation Pond (“STEP”)
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final estimate for PSE’s share of the Integrated Remedy Evaluation Alternative 10
based on the report filed by Talen is $95.5 million in 2020 dollars. When adjusted for
inflation, PSE’s share of these estimated costs total $117.9 million. The final estimate
for PSE’s share of the Integrated Remedy Evaluation Alternative 11 based on the report
filed by Talen is $73.9 million in 2020 dollars. When adjusted for inflation, PSE’s share
of the estimated costs total $90.2 million.

Ultimately, however, when conditionally approving the Integrated Remedy Evaluation
Report, the DEQ commissioned their own estimates of the cost to complete the work
proposed in Alternative 10. PSE’s share of DEQ’s estimated cost is $142.7 million
before any adjustments for inflation. Data to allow adjustment of this amount for inflation
was not provided by DEQ. PSE and Talen are still exploring options, regarding the
DEQs selection of and valuation of Alternative 10 of the Integrated Remedy Evaluation
Report. The options being explored include invoking dispute resolution under the AOC
which must be filed by December 17, 2020.

Units 3&4

The Units 3&4 Remedy Evaluation Report was conditionally approved by DEQ in
February 2020. Alternative 4 was chosen by DEQ to meet the necessary clean up
criteria. Similar to the Plant Site report, an update was filed with the DEQ in November
2020 which shows the status of the plan removing costs associated with actions
undertaken and completed and updates on future financial projections. The updated
total estimated cost of work to be completed in 2021 and forward is $33.5 million in
2018 dollars. When adjusted for inflation, PSE’s share of the estimated costs total $49.8
million.

The following tables summarize PSE’s estimated future remediation costs associated
with Units 1&2 and Units 3&4 based on the conditionally approved DEQ alternatives to
date or alternatives which PSE may further advocate for with the DEQ. The inflation
adjustment of 2.5% used in this report comes from PSE’s 2017 IRP report. In light of the
current CPI, this remains a reasonable estimate. The increase in the estimated costs
for Units 1&2 compared to last year’s report is due to the DEQ’s issuance of their
conditional approval of the Units 1&2 Integrated Remedy Evaluation Report which
incorporates estimates for Part 2 of the report for which there was no estimate provided
in last year’s report. The change in estimated costs since last year’s report for Units 3&4
is due to the conditional approval of the Colstrip Units 3&4 Remedy Evaluation Reports
Alternative 4 by DEQ.
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Summary of Units 1&2 Decommissioning & Remediation Estimate PSE's Share

Alternative 10 (Talen Valuation) Alternative 11 (Talen Valuation)
Current Dollars * Inflation Adj. @2.5% Current Dollars *  Inflation Adj. @2.5%
Decommissioning? $ 12,688,343 $ 12,688,343 $ 12,688,343 $ 12,688,343
Plant Site Remedy Eval? 23,227,636 32,598,923 23,227,636 32,598,923
1&2 Integrated Remedy Eval® 95,527,000 117,893,065 73,913,000 90,209,552
Total $131,442,979 $163,180,331 $108,828,979 $135,496,818

* Plant Site costs are in 2018 Dollars, Unit 1&2 Remedy Eval costs are in 2020 Dollars. Valuation of PSE’s share of Alternative
10 by DEQ is $142.7 million versus Talen’s valuation of $95.5 million. Information is not available to inflation adjust DEQ's
valuation at this time.

1 Actual life to-date spend on Units 1&2 Decommissioning. No estimates of future costs to demolish have been completed at
this time

2Based on Plant Site Remedy Evaluation, Alternative 4, updated 11/10/2020

3 Based on the specific alternative from the Units 1&2 Integrated Remedy Evaluation

Summary of Units 3&4 Decommissioning & Remediation Estimate PSE's Share

Estimated Costs*

Current Dollars Inflation Adj. @2.5%
Decommissioning* $14,800,000 $17,163,463
Plant Site Remedy Eval2 11,473,557 16,799,255
3&4 Remedy Eval® 33,508,675 49,777,212
Total $59,782,232 $83,739,930

* Decommissioning Costs are in 2019 Dollars. Remediation costs are in 2018 Dollars

1 Based on an assumption of $40/MW as built into decommissioning costs in the Depreciation Study
approved in PSE’s general rate case in Docket UE-190529 and inflated to 2025.

2 Based on Plant Site Remedy Evaluation, Alternative 4, updated 11/10/2020

3 Based on Units 3&4 Remedy Evaluation, Alternative 4, updated 11/10/2020

(iv) [A]n evaluation of the sufficiency of the retirement account established
pursuant to Chapter 80.84 RCW to fund and recover decommissioning and
remediation activities for Colstrip Units 1&2.

The retirement account established was funded by $95.9 million of Treasury Grants
available to address Colstrip Units 1&2 D&R activities. At this time, estimated D&R
costs for Units 1&2 on a nominal basis are $108.8 or $131.4 million, depending on
whether alternative 11 or 10 is utilized based on Talen’s valuation. Alternative 10 based
on DEQ’s valuation is $47.2 million higher on a nominal basis resulting in a $178.6
million estimate before adjusting for inflation. Of these estimates that can be adjusted
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for inflation, estimated D&R costs for Units 1&2 on an inflation adjusted basis are
$135.5 million or $163.2 million, depending on whether alternative 11 or 10 is utilized
based on Talen’s valuation. These estimated amounts, if realized, would lead to a
deficiency of approximately $39.6 or $67.3 million, respectively. While past reports did
not have all DEQ reports available to enable a full picture for whether the retirement
account was sufficient, as noted above, all Remedy Evaluation Report estimates are
now conditionally approved and updated, leading to a $58.3 or $80.4 million increase in
known estimated costs for Units 1&2 Remedy Evaluation, depending on the alternative
selected.

(v) [A]n evaluation of the sufficiency of existing depreciation rates for Colstrip
Units 3&4 to cover decommissioning and remediation costs for those units.

Under traditional ratemaking, depreciation rates are designed to recover both the cost of
the asset as well as the cost of removal. The currently approved depreciation rates, if
left in effect through December 2025, are calculated to recover approximately $42.2
million in D&R costs. These rates were approved in PSE’s last general rate case,
Docket UE-190529 and became effective October 15, 2020. Based on the inflated cost
of Alternative 4, conditionally approved by DEQ in February 2020, approximately $41.5
million in projected D&R will not be covered by existing depreciation if current
depreciation rates continue through 2025.

The difference in amounts collected through rates and estimated costs is due to
updated remediation estimates being received after the filing of PSE’s last general rate
case and normal regulatory lag* in getting depreciation rates implemented.

(vi) [F]or years in which PSE issues an Integrated Resource Plan, updated
replacement power costs.

PSE did not issue an IRP as determined in UE-180607 and UG-180608 in 2020, so
replacement power costs are not applicable in this Annual Report.

4 Aside from the regular lag inherent in depreciation studies (PSE’s study was performed as of December 2018 but
was not to be implemented until May 2020), PSE’s electric rates from Docket UE-190529 were implemented five
and a half months after the originally adopted procedural schedule due to additional time requested by the
Company as well as time required for legal actions sought by the Company resulting in depreciation rates
implemented almost two years after the time period on which they were studied.

ANNUAL COLSTRIP REPORT ON DECOMMISSIONING AND REMEDIATION PAGE 11



