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Section 8 – Other Events
 

Item 8.01 Other Events.

Washington Electric and Natural Gas General Rate Case

On September 15, 2008, Avista Corporation (Avista Corp. or the Company) and other parties entered into a settlement stipulation with respect to its general rate
case that was filed with the Washington Utilities and Transportation Commission (WUTC) in March 2008. Other parties to the settlement stipulation are the Staff
of the WUTC, Northwest Industrial Gas Users, and the Energy Project. The recommendations of these parties to approve the settlement are not binding on the
WUTC. The Industrial Customers of Northwest Utilities joined in portions of the settlement. This settlement stipulation is subject to approval by the WUTC. The
Public Counsel Section of the Washington Attorney General’s Office did not join in the settlement stipulation.

As agreed to in the settlement, base electric rates for the Company’s Washington customers would increase by an average of 9.1 percent, which is designed to
increase annual revenues by $32.5 million. Base natural gas rates for the Company’s Washington customers would increase by an average of 2.4 percent, which is
designed to increase annual revenues by $4.8 million. If approved by the WUTC, the new electric and natural gas rates would become effective on January 1,
2009.

The Company’s original request in March 2008 was for base electric rate increases averaging 10.3 percent, which was designed to increase annual revenues by
$36.6 million. In July 2008, the Company filed an update to its demonstrated need for an electric rate increase, primarily to reflect an increase in natural gas fuel
costs. Although the update justified an electric revenue requirement of $47.4 million compared to the Company’s original request of $36.6 million, the Company
did not revise its original revenue increase request. In March 2008, the Company’s original request was to increase base natural gas rates by an average of 3.3
percent, which was designed to increase annual revenues by $6.6 million.

The settlement is based on an overall rate of return of 8.22 percent with a common equity ratio of 46.3 percent and a 10.2 percent return on equity. The
Company’s original request was based on a proposed overall rate of return of 8.43 percent with a common equity ratio of 46.3 percent and a 10.8 percent return
on equity.

The Energy Recovery Mechanism (ERM) is an accounting method used to track certain differences between actual power supply costs and the amount included
in base retail rates for the Company’s Washington customers. Based upon the settlement stipulation, the ERM would be adjusted for the sharing level for the
annual power supply cost variance in the $4.0 million to $10.0 million band. The adjustment would result in a 75 percent customers/25 percent Company sharing
when actual power supply expenses are lower (rebate to customers) than the amount included in base retail rates within this band. The 50 percent customers/50
percent Company sharing would be maintained when actual power supply expenses are higher (surcharge to customers) than the amount included in base retail
rates within this band.

The following is a summary of the revised ERM:
 

Annual Power Supply
Cost Variability   

Deferred for Future
Surcharge or Rebate

to Customers   
Expense or Benefit

to the Company  
+/- $0 - $4 million   0% 100%
+ between $4 million - $10 million   50% 50%
- between $4 million - $10 million   75% 25%
+/- excess over $10 million   90% 10%

The settlement also provides for recovery of lease payments to the state of Montana for the use of the riverbeds of the Clark Fork River, as well as deferred
accounting for future recovery (including the accrual of carrying charges) of certain expenses including costs to relicense the Company’s hydroelectric generating
facilities on the Spokane River.
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