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Section 8 – Other Events

Item 8.01 Other Events.

On May 21, 2007, the Bonneville Power Administration (BPA) notified Avista Corporation (Avista) and six other investor-owned utilities (IOUs) in the Pacific
Northwest that it is immediately suspending payments made to the IOUs pursuant to settlement agreements entered to resolve BPA’s residential exchange
program obligations. The IOUs pass these payments through to their residential and small-farm customers via a credit to their monthly electric bills.

Previously, Avista has executed settlement agreements with BPA to resolve each party’s rights and obligations related to these payments for the period October 1,
2001, through September 30, 2011. The payments that Avista receives under the agreements with BPA are passed through directly to its residential and small-
farm customers. The current BPA rate period covers the period from October 1, 2006, through September 30, 2011. Numerous parties filed Petitions for Review
in the United States Ninth Circuit Court of Appeals challenging the agreements between Avista and BPA, as well as BPA’s agreements with the other IOUs.

On May 3, 2007, the United States Ninth Circuit Court of Appeals ruled that BPA exceeded its authority when it entered into the settlement agreements with the
IOUs (including Avista) for the period from 2001 through 2011 and that those settlement agreements are inconsistent with the Northwest Power Act. BPA has
concluded that the Ninth Circuit’s decisions create substantial doubt about whether its certifying officer can certify additional payments under the settlement
agreements. As a result, BPA notified the IOUs that it is immediately suspending such payments. In its May 21, 2007, notice, BPA indicated that the suspension
of payments will continue at least until any requests for rehearing are filed and the Ninth Circuit issues final decisions on those requests for rehearing.

On May 23, 2007, Avista made filings with the Washington Utilities and Transportation Commission and the Idaho Public Utilities Commission requesting that
the credit associated with Avista’s settlement agreements with BPA be eliminated from its customers’ monthly electric bills. Assuming a mid-June 2007 effective
date, Avista estimates that it will have an over-refunded balance of approximately $5.1 million ($3.4 million in Washington and $1.7 million in Idaho). Avista
expects to ultimately recover this over-refunded balance either through a charge to customers or future payments from BPA. The over-refunded balance results
from the timing of payments received from the BPA and allocation of those funds to customers based on seasonal demand. When the existing rate credit was
established it was projected that the balancing account would reach zero at the end of the contract year (October 2007).

Avista intends to join with the other IOUs to pursue all available options necessary - judicial, administrative, or legislative - to restore the payments provided by
the settlement agreements and thus restore the corresponding credits to Avista’s customers. Since these payments are passed through to Avista’s customers as
adjustments to electric bills, the suspension of payments from BPA is not expected to have any effect on Avista’s net income. There is currently not enough
information to allow Avista to assess the probability or amount of any potential liability that may be incurred related to any issues regarding payments made to
Avista pursuant to the settlement agreements. Since 2001, Avista has passed through to its customers approximately $70 million pursuant to the settlement
agreements.
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