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Section 1 — Registrant’s Business and Operations

Item 1.01 Entry into a Material Definitive Agreement.

On May 12, 2006, the Board of Directors of Avista Corporation (Avista Corp. or the Company) named Scott L. Morris as president and chief operating officer of
Avista Corp. Mr. Morris, 48, previously was Avista Corp. senior vice president and president of Avista Utilities. Gary G. Ely, 58, previously president of Avista
Corp., will remain as chairman of the board and chief executive officer. In addition, the board named senior vice president and chief financial officer Malyn K.
Malquist, 53, to the position of executive vice president and chief financial officer for the Company.

Mr. Morris received an increase in annual base compensation from $325,000 to $375,000 and a grant of 4,000 performance shares and 1,000 restricted shares.
Mr. Malquist received an increase in annual base compensation from $325,000 to $350,000 and a grant of 1,700 performance shares and 500 restricted shares.
Other benefits, compensation arrangements and incentive opportunities remain unchanged for Mr. Morris, Mr. Malquist and Mr. Ely.

The performance share awards will be issued only if the Company achieves certain relative shareholder return targets when measured against the S&P 400
MidCap Utilities Index over a three-year period ending December 31, 2008. The amount of the payment with respect to any award is determined at the end of the
three-year performance cycle based on the Company’s final average percentile ranking relative to the S&P 400 MidCap Utilities Index and is payable at the
Company’s option in either cash or Company common stock, or both. The number of performance shares paid to executive officers at the end of the three-year
cycle will range from 0 to 150 percent of the grant. No performance shares will be paid unless the Company achieves at least the 45th percentile ranking in
relative shareholder return when measured against the S&P 400 MidCap Utilities Index over the performance period. To receive 100 percent of the award, the
Company must rank at the 55th percentile among the S&P 400 MidCap Utilities Index. To receive the maximum of 150 percent of the award, the Company must
perform at or above the 85th percentile ranking. The Company uses a sliding-scale approach to indicate the percentage of potential award for varying levels of
performance above and below the targeted level. Individual awards are based on actual results using a sliding scale between threshold (45th percentile), target
(55th percentile), and exceeds (85th percentile) levels. Dividend Equivalent Rights are calculated and paid out in cash when and to the extent the performance
shares are paid.

Restricted shares vest in equal thirds each year over a three-year period and are payable in Avista Corp. common stock at the end of each year in the three-year
period if the service condition is met.

Section 5 — Corporate Governance and Management

Item 5.02 Departure of Directors or Principal Officers; Election of Directors; Appointment of Principal Officers.

See Item 1.01 for a description of changes to Avista Corp.’s executive officers. For further details, please refer to the press release filed as Exhibit 99.1 to this
Current Report, which is incorporated herein by reference.

For a description of changes to base compensation, as well as the granting of performance and restricted shares to Mr. Morris and Mr. Malquist, see Item 1.01.

Section 8 — Other Events
Item 8.01 Other Events.

At the 2006 Annual Meeting of Shareholders on May 11, 2006 (2006 Annual Meeting), the shareholders of Avista Corp. approved a proposal to proceed with a
statutory share exchange, which would change the Company’s organization to a holding company structure. The holding company, currently named AVA
Formation Corp. (AVA), would become the parent to the regulated utility Avista Corp. (Avista Utilities) and Avista Capital, which is the parent to the Company’s
non-utility subsidiaries. The statutory share exchange and the change to a holding company structure is described in the Proxy Statement-Prospectus distributed to
Avista Corp. shareholders in connection with the 2006 Annual Meeting.

Avista Corp. received approval from the Federal Energy Regulatory Commission on April 18, 2006 (conditioned on approval by the state regulatory agencies) and
has filed for approval from the utility regulators in Washington, Idaho, Oregon and Montana. If state regulatory approvals are received and if other conditions are
satisfied (including



consents under various financing agreements), the Company anticipates that the statutory share exchange could be completed and the holding company
organization could be implemented in the second half of 2006.

Pursuant to the Plan of Share Exchange, a statutory share exchange would be effected whereby each outstanding share of Avista Corp. common stock would be
exchanged for one share of AVA common stock, no par value, so that holders of Avista Corp. common stock would become holders of AVA common stock and
Avista Corp. would become a subsidiary of AVA.

The other outstanding securities of Avista Corp. would not be affected by the statutory share exchange, with limited exceptions for stock options and other
securities outstanding under equity compensation and employee benefit plans.

In connection with the proposed statutory share exchange, the Rights Agreement relating to the Preferred Share Purchase Rights appertaining to Avista Corp.’s
common stock was amended to provide that the Rights will expire upon the earlier of the effective time of the statutory share exchange or March 31, 2009 (the
originally scheduled expiration date).

Avista Corp. expects that, after the effective time of the statutory share exchange when AVA becomes the sole holder of Avista Corp. common stock, Avista Corp.
will transfer to AVA all outstanding shares of Avista Capital stock. This transfer would effect the structural separation of Avista Corp.’s non-utility businesses
from the regulated utility business.

Section 9 — Financial Statements and Exhibits
Item 9.01 Financial Statements and Exhibits.

(d) Exhibits
10.1 Avista Corporation Base Compensation Table

10.2 Avista Corporation Performance and Restricted Shares Grant Table

99.1 Press release dated May 15, 2006.

Neither the filing of any press release as an exhibit to this Current Report nor the inclusion in such press releases of a reference to the Internet address of Avista
Corp. or its subsidiaries shall, under any circumstances, be deemed to incorporate the information available at such Internet addresses into this Current Report.
The information available at the Internet address of Avista Corp. or its subsidiaries is not part of this Current Report or any other report furnished or filed by
Avista Corp. with the Securities and Exchange Commission.



SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.

AVISTA CORPORATION
(Registrant)

Date: May 17, 2006 /s/ Malyn K. Malquist

Malyn K. Malquist
Executive Vice President and Chief Financial Officer



Exhibit 10.1

Avista Corporation
Base Compensation Table

Previous Base New Base
Name and Principal Position Compensation Compensation*
Scott L. Morris $ 325,000 $ 375,000
President and Chief Operating Officer (1)
Malyn K. Malquist $ 325,000 $ 350,000

Executive Vice President and
Chief Financial Officer (2)

(1) Named president and chief operating officer on May 12, 2006. Previously senior vice president of Avista Corporation and president of Avista Utilities.

(2) Named executive vice president and chief financial officer on May 12, 2006. Previously senior vice president and chief financial officer of Avista
Corporation.

* Effective May 15, 2006



Exhibit 10.2

Avista Corporation
Performance and Restricted Shares Grant Table

Name and Principal Position Performance Shares Restricted Shares
Scott L. Morris 4,000 1,000
President and Chief Operating Officer (1)

Malyn K. Malquist 1,700 500
Executive Vice President and
Chief Financial Officer (2)

(1) Named president and chief operating officer on May 12, 2006. Previously senior vice president of Avista Corporation and president of Avista Utilities.

(2) Named executive vice president and chief financial officer on May 12, 2006. Previously senior vice president and chief financial officer of Avista
Corporation.

The table above shows information regarding performance shares and restricted shares granted to Scott L. Morris and Malyn K. Malquist under the Company’s
Long-Term Incentive Compensation Plan as approved by the Board of Directors on May 12, 2006. In February 2006, Mr. Morris and Mr. Malquist each received
grants of 11,500 performance shares and 3,000 restricted shares. As such, Mr. Morris has received a total grant of 15,500 performance shares and 4,000 restricted
shares for the 2006-2008 cycle. Mr. Malquist has received a total of 13,200 performance shares and 3,500 restricted shares for the 2006-2008 cycle.

The performance share awards will be issued only if the Company achieves certain relative shareholder return targets when measured against the S&P 400
MidCap Utilities Index over a three-year period ending December 31, 2008. The amount of the payment with respect to any award is determined at the end of the
three-year performance cycle based on the Company’s final average percentile ranking relative to the S&P 400 MidCap Utilities Index and is payable at the
Company’s option in either cash or Company common stock, or both. The number of performance shares paid to executive officers at the end of the three-year
cycle will range from 0 to 150 percent of the grant. No performance shares will be paid unless the Company achieves at least the 45th percentile ranking in
relative shareholder return when measured against the S&P 400 MidCap Utilities Index over the performance period. To receive 100 percent of the award, the
Company must rank at the 55th percentile among the S&P 400 MidCap Utilities Index. To receive the maximum of 150 percent of the award, the Company must
perform at or above the 85th percentile ranking. The Company uses a sliding-scale approach to indicate the percentage of potential award for varying levels of
performance above and below the targeted level. Individual awards are based on actual results using a sliding scale between threshold (45th percentile), target
(55th percentile), and exceeds (85th percentile) levels. Dividend Equivalent Rights are calculated and paid out in cash when and to the extent the performance
shares are paid.

Restricted shares vest in equal thirds each year over a three-year period and are payable in Avista Corp. common stock at the end of each year in the three-year
period if the service condition is met.



Exhibit 99.1
A

~IVISTA
Corp.

Contact:

Media: Linda Jones (509) 495-2372 linda.jones@avistacorp.com
Investors:  Jason Lang (509) 495-2930 jason.lang@avistacorp.com
Avista 24/7 Media Access (509) 495-4174

Avista Corp. Names Scott L. Morris as President and Chief Operating Officer, Malyn K. Malquist named Executive Vice President

SPOKANE, Wash. — May 15, 2006, 4:00 a.m. PDT: Avista Corp. (NYSE:AVA) chairman of the board and chief executive officer Gary Ely announced today
that Scott L. Morris has been named president and chief operating officer of Avista Corp. Morris previously served as Avista Corp. senior vice president and
president of Avista Utilities. In addition, Ely announced that senior vice president and chief financial officer (CFO) Malyn K. Malquist has been named executive
vice president and CFO for the corporation.

“As a board, we have been very intentional and strategic in our leadership development and succession planning over the past few years,” said Ely. “Our decision
to move Scott and Malyn into these key roles will give Avista the kind of vision and leadership we need to take the company to the next level of performance and
service.”

In his role as president and chief operating officer of Avista Corp., Scott Morris will have responsibility for overseeing operations for Avista Utilities, as well as
for the overall corporation. “The change in title recognizes the increasing responsibility taken on by Scott over the past five years,” said Ely. “He will continue to
be responsible for Avista Utilities and will have expanded operational involvement with other areas throughout the corporation.”

Morris joined Avista Utilities in 1981 in its marketing division. He has held a variety of leadership roles within the company, including serving as general
manager for Avista’s Oregon and California utility business, and he has been president of Avista Utilities since August 2000. Morris holds undergraduate and
master’s degrees from Gonzaga University, and he has completed coursework at the Stanford Business School Financial Management Program and the Kidder
Peabody School of Financial Management. Morris is actively involved in local and regional activities, including service as chairman of the Washington Economic
Development Commission, Sacred Heart Medical Center board of directors, ReliOn board of directors, Gonzaga University board of trustees, Spokane Regional
Area Chamber of Commerce board of directors and past chairman, and Spokane Regional Economic Development Council board of directors.

Malquist joined Avista Corp. in September 2002 as chief financial officer. He also served as treasurer for the corporation from March 2004 through January 2006.
In his role as executive vice president and CFO, Malquist will continue as the chief financial officer for the corporation



and will have strategic oversight for Avista Corp’s unregulated subsidiaries including Avista Advantage and Avista Energy. Prior to joining Avista, Malquist was
general manager of Truckee Meadows Water Authority in Reno, Nev. Previously, Malquist was chief financial officer, then chief executive officer and chairman
of the board of directors for Sierra Pacific Resources in Reno. Malquist serves on the board of directors for Daybreak Spokane, an organization that assists teens
with overcoming substance abuse problems, as well as on the board of directors for the Business Development Corporation of Eastern Washington that provides
financing to small local businesses.

Avista Corp. is an energy company involved in the production, transmission and distribution of energy as well as other energy-related businesses. Avista Utilities
is a company operating division that provides service to 338,000 electric and 297,000 natural gas customers in three western states. Avista’s non-regulated
subsidiaries include Avista Advantage (www.avistaadvantage.com) and Avista Energy (www.avistaenergy.com). Avista Corp.’s stock is traded under the ticker
symbol “AVA.” For more information about Avista, please visit www.avistacorp.com.

Avista Corp. and the Avista Corp. logo are trademarks of Avista Corporation.
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To unsubscribe from Avista’s news release distribution, send reply message to debbie.simock@avistacorp.com



