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Section 8 – Other Events
 

Item 8.01 Other Events.

Washington Electric and Natural Gas General Rate Case

On August 24, 2010, Avista Corporation (Avista Corp. or the Company) and all other parties to the case filed a settlement agreement with the Washington
Utilities and Transportation Commission (WUTC) that would resolve all issues with respect to Avista Corp.’s general rate case. This settlement agreement is
subject to approval by the WUTC.

As agreed to in the settlement stipulation, electric rates for the Company’s Washington customers would increase by an average of 7.2 percent, which is designed
to increase annual revenues by $29.5 million. Natural gas rates for the Company’s Washington customers would increase by an average of 3.2 percent, which is
designed to increase annual revenues by $4.6 million. The new electric and natural gas rates would become effective on December 1, 2010.

The Company’s original request filed with the WUTC in March 2010 was for an electric rate increase of 13.4 percent, which was designed to increase annual
revenues by $55.3 million. The decline from the original request to the amount in the settlement agreement was due in part to an $11.7 million decrease in power
supply costs, caused primarily by the decline in natural gas fuel prices subsequent to the Company’s original filing.

The Company also requested to increase natural gas rates by an average of 6.0 percent, which was designed to increase annual revenues by $8.5 million. The
decline from the original request to the amount in the settlement agreement was due in part to the additional Jackson Prairie (JP) natural gas storage that will be
used in the Company’s utility operations beginning May 1, 2011. The revenue requirement of approximately $1.2 million associated with the additional JP natural
gas storage inventory would be deferred and recovered through the purchased gas adjustment mechanism until the costs are reflected in the next general rate case.

The settlement is based on an overall rate of return of 7.91 percent with a common equity ratio of 46.5 percent and a 10.2 percent return on equity. The
Company’s original request was based on an overall rate of return of 8.33 percent with a common equity ratio of 48.4 percent and a 10.9 percent return on equity.
These changes reduced the electric revenue requirement by $7.3 million and the natural gas revenue requirement by $1.3 million.

As part of the settlement, the parties agreed that the Company would not file a general rate case in the Washington jurisdiction before April 1, 2011.

In February 2010, the WUTC approved deferred accounting treatment for the net costs associated with the Lancaster Plant. The parties have agreed that recovery
of the deferred net costs associated with the power purchase agreement for the Lancaster Plant for 2010 would be limited to $6.8 million. These net deferred costs
would be recovered over a five-year amortization period with a rate of return on the unamortized balance. For the six months ended June 30, 2010, the Company
had deferred $7.6 million of net costs associated with the Lancaster Plant. The parties agreed that the costs for the Lancaster Plant for 2011 and going forward are
reasonable and should be recovered in rates.

As part of the settlement related to the 2010 Lancaster Plant deferrals, the parties have agreed that there would be no deferrals under the Energy Recovery
Mechanism (ERM) for 2010 in either the surcharge or rebate direction. For 2010, the Company would either absorb all of the cost or receive all of the benefit
from the amount of power supply costs in excess of or below the level in retail rates.
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