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January 27, 2011

Mr. David W. Danner o
Executive Director and Secretary

Washington Utilities & Transportation Commission

PO Box 47250

Olympia, WA 98504

Subject: Docket UG-920781 (WNG)
Docket UE-911476 (PSP&L)
Docket UE-070724 (PSE)
Docket UE-072060 (PSE)
Docket UE-081016 (PSE)

Environmental Report for the quarter ending December 31,2010

Pursuant to the WUTC Order entered on 10/8/08, PSE now operates both its electric and gas
deferred environmental accounting programs with a blanket authorization that does not
require additional deferred accounting petitions, provided the requisite criteria is met. This
Order was issued under the following Docket Numbers: UE-070724, UE-072060, and UE-
081016. In short, the electric deferred system now operates much like the PSE gas deferred
accounting order.

FORMER WNG SITES

A. Tacoma Gas Company Site (Upland Source Control)

PSE continues to work with the Washington Department of Ecology (WDOE) on developing the
Remedial Investigation/Feasibility Study (RI/FS) documents for addressing portions of the site under
the 1-705 overpass.

Actual cost balance 9/30/10 $784,929
Add: Costs incurred in 4th Qtr $0
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/09 $784,929

Estimate: $1,100,000 (No Change)
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B. Thea Foss Waterway

On November 16", 2007 the Commencement Bay Natural Resource Trustees delivered the revised
Natural Resource Damage (NRD) Settlement Proposal Report to the PRPs. Since then, PSE has
continued to participate as part of the steering committee that was formed to represent the greater
PRP group and was tasked to coordinate with the Trustees on the identification and development of a
restoration project or projects that will satisfy the NRD demand. The PRP group submitted a
settlement offer to the Trustees in the second quarter of 2010 and is actively engaged in negotiations
with the Trustees.

PSE and PacifiCorp initiated a lawsuit against Washington Department of Transportation (WSDOT)
to recover damages for the State’s actions that we allege contributed to contamination in the
Waterway. The judge rendered a decision in early February 2009 that was favorable to the Utilities.
WSDOT filed a motion for reconsideration which was denied. In July, 2009, the Court entered a
judgment against DOT and granted the Utilities a recovery of attorney’s fees and costs. DOT has
appealed the judge’s rulings. Briefing in the appeal is completed and we are awaiting a hearing date.

In April, 2010 the Utilities completed site inspections and sediment sampling near the head of the
waterway as part of the requirements of the EPA approved Operation and Monitoring Plan (OMMP).
The collected data continue to show that the Ultilities” remedy is functioning as intended and that the
recontamination source remains storm water. EPA completed its mandated five year review of the
Thea Foss remedy. This review addressed the storm-water recontamination issue, and did not require
further remedial action by PSE. The next Utilities' remedy monitoring round is scheduled for May
2011, based on the current OMMP monitoring schedule.

Actual cost balance 9/30/10 $4,011,864
Add: Costs incurred in 4th Qtr ($28,293)
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $3,983,571
Estimate: $10,000,000 (No Change)

C. Everett, Washington

The remedy implemented was a containment wall with groundwater monitoring at both ends. PSE
continues regular monitoring of the results of the remediation already performed. Annual
groundwater sampling performed continues to show the remedy is containing contaminated
groundwater.

Actual cost balance 9/30/10 $1,383,403
Add: Costs incurred in 4th Qtr $4,831
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $1,388,234

Estimate: $4,500,000 (No Change)
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D. Chehalis, Washington

PSE is conducting remedial actions under WDOE’s Voluntary Cleanup Program and submitted a
draft remedial investigation/feasibility study (RI/ES) report in 2009. WDOE issued an opinion letter
in June 2009 stating that the proposed cleanup action, an asphalt cap, meets the substantive
requirements of the Model Toxics Control Act (MTCA) and achieves the cleanup objectives. The
opinion letter further states that no further action, other than groundwater monitoring, will likely be
necessary upon completion of the remedial action.

Construction of the remedy was completed in October 2010. Next steps are to prepare a report
documenting the construction activities and submit it to WDOE

Actual cost balance 9/30/10 $3,716,903
Add: Costs incurred in 4th Qtr $23,321
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $3,740,224
Estimate: $4,250,000 (No Change)

E. Gas Works Park

The cleanup action, consisting of a soil cap, a groundwater remediation system, and monitored natural
attenuation, was implemented in 2001. Operation, maintenance and monitoring activities, including
groundwater monitoring, maintenance of the soil cap, mitigation of exposed tar, and the groundwater
remediation system, are the responsibility of the City of Seattle, pursuant to an agreement with PSE.
The groundwater remediation system was shutdown in late 2006 by the City of Seattle.

In response to comments from EPA, WDOE hired an independent consultant to compile Gas Works
Park characterization data, prepare a remedial investigation report including a human health and
ecological risk assessment and identify if data gaps exist. The draft RI is scheduled to be complete in
December 2010.

The City of Seattle began investigating potential upland sources of sediment recontamination in 2009.
Sampling initially focused on storm drains and catch basins and later surface soil. Results indicate
elevated levels of contaminants in surface soils and solids entering storm drains in the northeast
corner of GWP. The City of Seattle performed supplemental sampling and storm drain video surveys
to evaluate storm water sources of sediment contamination; the results of these investigations are
under review. Remedial actions for these soils are the responsibility of the City of Seattle pursuant
their agreement with PSE. Upland remedial actions for the bank area adjacent to the shoreline will be
evaluated in the RI/FS for Lake Union sediment.

Actual cost balance 9/30/10 $2,651,382
Add: Costs incurred in 4th Qtr $0
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $2,651,382

Estimate: $4,000,000 (No Change)
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F. Quendall Terminals

On December 23, 2010, PSE received a 104e Information Request from the EPA. EPA requested
information regarding PSE’s past ownership and operation of the manufactured gas plant that was
operated on the site now know as Gas Works Park. PSE sold tar from Gas Works to the Quendall
facility and did not transport it or dispose of it as a waste. EPA listed Quendall Terminals as an NPL
(i.e., Superfund) Site on April 19, 2006.

Actual cost balance 9/30/10 $0
Add: Costs incurred in 4th Qtr $0
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $0
Estimate: $1,000,000 — $3,500,000 (No Change)

G. Lake Union Sediments

PSE is conducting an RI/FS under the Agreed Order between WDOE, PSE and the City of Seattle
executed on March 18, 2005. PSE submitted a Draft RI/FS report for the Eastern Study Area offshore
of Gas Works Park to WDOE on March 31, 2006. The City of Seattle is conducting an RI/FS in the
adjacent Western Study Area and submitted their draft RI/FS report to WDOE in May 2007.

PSE and the City of Seattle are working with WDOE to address EPA and stakeholder concerns
regarding the RI/FS. EPA submitted additional comments on the RI/FS and uplands (Gas Works
Park Site) in June 2009. PSE and the City of Seattle have resumed meeting with EPA and WDOE to
refine the conceptual site model and address other EPA and stakeholder comments. As part of this
effort, PSE and the City of Seattle completed a supplemental hydrogeologic investigation this fall.
Results of this investigation will be used to refine the conceptual site model and support the
development of a site-wide groundwater flow model. PSE and the city also reevaluated potential
chemicals of concern and performed human health and ecological risk assessments. Results of these
assessments have been submitted to WDOE.

PSE is continuing to work with the Washington Department of Natural Resources to gain access and
obtain a long-term easement for remediation and monitoring of state-owned aquatic land

Actual cost balance 9/30/10 $10,323,857
Add: Costs incurred in 4th Qtr $575,763
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $10,899,620

Estimate: $35,000,000 - $45,000,000 (No Change)
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H. Tacoma Tar Pits

PSE submitted the results of a groundwater update to EPA in May 2009 using the groundwater
optimization model requested by EPA. The updated results were consistent with PSE’s evaluation of
data collected as part of the long-term groundwater monitoring program. PSE continues to operate
and monitor the groundwater pump and treat system. Maintenance of site facilities and monitoring of
ground water quality continues.

EPA completed its Superfund mandated 5 year review. The overall purpose of the review is to assess
whether the remedy implemented at the site is still protective of human health and the environment.
The five year review concluded that the remedy is still protective.

Actual cost balance 9/30/10 $37,908,839
Add: Costs incurred in 4th Qtr $110,889
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $38,019,728
Estimate Future Cost $3,250,000

I. Swarr Station

Lead and petroleum-contaminated soil was removed from the site in 2003. However, arsenic-
contaminated groundwater remains beneath the site. PSE is continuing to collect and evaluate data to
determine whether the arsenic plume requires active remediation or if it can be managed by the
ongoing groundwater monitoring activities.

Actual cost balance 9/30/10 $265,702
Add: Costs incurred in 4th Qtr $4,290
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $269,992

Estimate: $350,000 to $500,000
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J. Bay Station

In the early 1900’s, PSE’s predecessors owned and operated an MGP in Seattle along the waterfront
now known as Elliot Ave. PSE was contacted by the current property owners regarding possible
contamination in the subsurface at this location. Initial subsurface sampling has detected the presence
of contamination that appears to be associated with the former MGP.

On June 23, 2010 PSE purchased the property and will be using the site as a material storage yard in
support of PSE operations while PSE remediates the site. A preliminary site investigation was
performed in August. The analytical results of soil samples have been received and confirmed the
presence of contamination consistent with MGP releases. A report is being prepared documenting the
results of this investigation.

Actual cost balance 9/30/10 $202,478
Add: Costs incurred in 4th Qtr $26,931
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $229,409
Estimate: $ 1,500,000 - $ 4,000,000

K. Olympia (Columbia Street)

From 1908 to approximately 1924, an MGP was located at this property in Olympia. In late 2006,
PSE received a letter from a firm representing the owners at that time stating that contamination
found in soil and groundwater was attributable to PSE’s predecessors’ ownership and operation on
this site. In response to the owners' request, PSE conducted an initial investigation of environmental
conditions beneath the property in 2008. The initial investigation identified impacts likely
attributable to MGP operations in the upper soil profile. Some groundwater impacts exist beneath the
property, including elevated arsenic concentrations. PSE has entered WDOE’s Voluntary Cleanup
Program and received agency comments on the initial investigation in February 2009.

PSE conducted further investigation on the property to satisfy comments by WDOE and the property
owner, and to obtain remedial design information. The results of this investigation indicate that
MGP-related impacts extend to, and possibly beyond, the property boundaries. PSE is currently
performing off-site investigations in an attempt to delineate the lateral extent of contamination.

Actual cost balance 9/30/10 $382,247
Add: Costs incurred in 4th Qtr $45,345
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $427,592

Estimate: $1,000,000 - $2,500,000
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L. Verbeek Autowrecking

On January 16" 2009 Verbeek Properties filed a lawsuit against PSE and the City of Seattle.
Verbeek has asserted that contaminated soil from Gas Works Park (GWP) in Seattle was transported
to its property. PSE agreed to conduct an investigation to characterize the nature and extent of the
contamination. A preliminary investigation of soil and groundwater beneath a portion of the Verbeek
site was completed in April 2009 that was supplemented with additional testing in September 2009.
The supplemental testing indicated a larger volume of GWP soils are present than the volume
estimated using the preliminary characterization data.

An interim remedial action plan (IRAP) was prepared by PSE's consultants to cleanup the GWP soil.
The IRAP was reviewed and approved by the site owner's consultants and WDOE. In July, PSE
began the field activities described in the IRAP. The remedial work was completed in October 2010
and a remedial construction report is being prepared for submittal to the property owner and WDOE.
Remaining work includes preparation of the report and working with the owner and Ecology to obtain
a property specific No Further Action designation for the property.

Actual cost balance 9/30/10 $1,687,557
Add: Costs incurred in 4th Qtr $314,716
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $2,002,273
Estimate: $ 2,200,000 - $ 2,500,000

FORMER PUGET POWER SITES

A. Duwamish Waterway (Terminal 117 & Georgetown Steam Plant)

On December 21, 2005, PSE received a demand letter regarding the Malarkey Asphalt plant at
Terminal 117 on the Duwamish waterway. Used transformer oil, containing PCBs, was burned by the
operators as a boiler fuel. PSE has denied involvement at the site, and to date, no evidence linking
PSE to the site has been discovered. Litigation involving other parties has been resolved without
PSE’s involvement.

On January 29" 2009, PSE received a 104e Information Request from the EPA as part of the Lower
Duwamish Waterway Superfund Site. EPA requested information regarding PSE’s past ownership
and operation of the Georgetown Steam Plant and nearby facilities. PSE has completed its responses
to these requests and submitted them to EPA at the end of July, 2009. It is expected that EPA or other
responsible parties will begin seeking the involvement at the site from other parties, potentially
including PSE however, no further requests or notices have been received from EPA.
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The range of costs shown below reflects the activities responding to the 104e request and the
uncertainty pertaining to the exposure that PSE may receive in the Duwamish River.

Actual cost balance 9/30/10 $79,592
Add: Costs incurred in 4th Qtr $0
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $79,592
Estimate: $200,000 - $3,000,000

B. White River/Buckley Phase I1 Burn Pile and Wood Debris

Groundwater and restored vegetation are continuing to be monitored to evaluate the effectiveness of
the cleanup and site rehabilitation activities. Arsenic concentrations in groundwater do not appear to
be substantially declining, however, the lateral extent of the plume does not appear to be currently
expanding or approaching the White River.

Actual cost balance 9/30/10 $2,004,708
Add: Costs incurred in 4th Qtr $6,175
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $2,010,883
Future Estimated Cost: $250,000 - 1,500,000 (No Change)

C. Lower Baker Power Plant

In 1965 a landslide destroyed PSE's Lower Baker powerhouse facility. It is believed that a number of
oil-containing devices remain buried beneath the slide. A petroleum-like sheen was discovered in
water discharging from a metal pipe extending from the concrete wall of the former powerhouse that
remains in place. PSE evaluated the sheen and installed a water treatment system to eliminate the
sheen. The specific source(s) and extent of contamination in the landslide area has not been
identified.

Actual cost balance 9/30/10 $265,745
Add: Costs incurred in 4th Qtr $0
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $265,745

Estimate: $700,000 - $7,000,000 (No Change)
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D. Puyallup Garage

PSE expects to perform remediation at this site in the future, but is presently only monitoring the
property. Contaminated soil remains beneath the former garage building.

Actual cost balance 9/30/10 $453,028
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $453,028
Estimate: $468,000 - $600,000 (No Change)

E. Electron Flume

A wooden flume is used to convey water from the diversion dam to the Electron Powerhouse. The
flume is approximately 10 miles long and is located on the southwest slope of the Puyallup River
valley. PSE historically replaced portions of the flume during routine maintenance and repair
activities. The removed wood was typically placed on the ground surface at the location of the repair.
This produced piles of wood debris that remain along the flume alignment today. Based on historical
information, some of this wood was treated with chemical preservatives.

In late 2006, PSE sent a letter in response to WDOE inquiries to begin a project to remove the debris
immediately adjacent to the flume. Characterization has shown this debris to be a mix of both treated
and untreated wood of similar properties to the debris piles formerly located at the Buckley
Headworks and qualifies for the arsenical-treated wood exclusion. Due to the complexity of gaining
access to this material and the specialized equipment needed to transport this material,

Actual cost balance 9/30/10 $491,040
Add: Costs incurred in 4th Qtr $41,260
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $532,300
Estimate: $800,000 - 1,500,000

F. Snoqualmie Hydro Generation (Power Plant)

PSE has begun construction to upgrade electrical generation facilities associated with both power
plants located at the Snoqualmie Generation facility. These construction activities will involve the
excavation of a significant quantity of soil and rock. In preparation of this activity PSE performed a
site characterization to assist in identifying if any hazardous substances are present in the area where
soil is expected to be excavated.
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Subsurface explorations have identified that soil and groundwater beneath a portion of the Power
Plant I site contain hazardous substances exceeding state cleanup levels. Cleanup activities began in
2010 and are anticipated to continue through 2011.

Actual cost balance 9/30/10 $666,066
Add: Costs incurred in 4th Qtr $390,267
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $1,056,333
Estimate: $ 1,500,000 - § 2,000,000

G. Bellingham South State Street MGP (formerly known as Boulevard Park)

As early as the late 1800’s, PSE’s predecessors owned and operated an MGP on Bellingham Bay.
PSE sold the property to Cascade Natural Gas which dismantled the MGP and later sold it to the City
of Bellingham who developed the site as part of Boulevard Park. PSE was notified by the City of
Bellingham of potential liability for contamination at the site.

In 2009, the City of Bellingham and WDOE completed a focused environmental site assessment of
sediments in Bellingham Bay off shore of Boulevard Park in support of a proposed over-water
walkway. PSE has entered into a cost-sharing agreement with the City of Bellingham to complete a
RI/FS for the former MGP site under an Agreed Order with the City and WDOE. The Agreed Order
was issued on April 30, 2010 by WDOE.

The RI field work, including the collection of soil, surface water and sediment samples as well as the
installation of groundwater monitoring wells was completed during August and September 2010.
Groundwater sampling as well as evaluation of the results of the sampling effort will occur through
the end of 2010. PSE and the City of Bellingham have agreed to prepare an interim Remedial
Investigation Data Report to identify any gaps in the data collected and recommend additional
sampling if needed. The remedial feasibility study is scheduled for 2011.

Actual cost balance 9/30/10 $313,869
Add: Costs incurred in 4th Qtr $349.346
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $663,216

Estimate: $1,500,000 - 8,000,000
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H. Talbot Hill Substation and Switchyard

During the investigation and remediation of a minor mineral oil release discovered in June 2009,
contamination related to historic spills from electrical equipment was encountered at the site.
Subsurface explorations identified contamination exceeding state cleanup levels beneath a portion of
the site, including structural foundations supporting towers and electrical equipment. PSE completed
an interim cleanup action that removed accessible contaminated soil from the site. Some
contaminated soil remains beneath facility structures

Actual cost balance 9/30/10 $222,809
Add: Costs incurred in 4th Qtr $0
Less: Amortization costs in 4th Qtr $0
Balance of actual costs 12/31/10 $222.809
Estimate: $350,000 - $ 750,000

I. Tenino Service Center UST

The Tenino Service Center was in operation from 1959 to 1995. Soil and groundwater beneath the
site were impacted by petroleum releases from historic fueling facilities. The fueling facilities and
most of the contaminated soil were removed from the site in 1991, except for inaccessible
contaminated soil located beneath an on-site building. The building and underlying contaminated soil
were removed from the site during November and December of 2009. PSE expects that regulatory
requirements for this site will be satisfied through groundwater monitoring.

Actual cost balance 9/30/10 $165,235
Costs incurred in 4th Qtr $248
Balance of actual costs 12/31/10 $165,483
Estimate: $250,000 - $300,000

J. Underground Storage Tanks Status

Please see the attached spreadsheet. This provides a summary of our ongoing efforts associated with
the investigation, remediation, and/or removal of underground storage tanks (UST).

This list represents current major sites PSE is investigating, monitoring, or remediating.
Sincerely,

bt

John Rork
Manager — Environmental Services

Enclosures
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Mike Main
Karl Karzmar
Eric Markell
Bert Valdman
Steve Secrist
Jeff Thomas
David Brenner
Mike Stranik
Della Cheung
John Story
Susan Free
Lorna Luebbe
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