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Section 8 – Other Events

Item 8.01 Other Events.

Washington Electric and Natural Gas General Rate Cases

On October 19, 2012, Avista Corporation (Avista Corp. or the Company) and certain other parties filed a settlement agreement with the Washington Utilities and
Transportation Commission (WUTC) with respect to Avista Corp.’s electric and natural gas general rate cases. Parties to the settlement agreement include the
staff of the WUTC, Northwest Industrial Gas Users, Industrial Customers of Northwest Utilities and The Energy Project, a low-income customer advocacy group.
The Public Counsel Section of the Washington Office of the Attorney General and the Northwest Energy Coalition did not join in the settlement agreement. This
settlement agreement is subject to approval by the WUTC.

The settlement agreement proposes that, effective January 1, 2013, Avista Corp. be authorized to implement base rate changes designed to increase its annual
revenues from Washington electric customers by $13.6 million (or 3.0 percent on average), and from Washington natural gas customers by $5.3 million (or 3.6
percent on average). The settling parties agree that a one-year credit of $4.4 million would be returned to electric customers from the existing Energy Recovery
Mechanism (ERM) deferral balance such that the net overall electric rate increase impact to customers in 2013 will be 2.0 percent. The credit to customers from
the ERM balance would not impact the Company’s net income.

Further, the settlement proposes that, effective January 1, 2014, Avista Corp. be authorized to implement additional base rate changes designed to increase its
annual revenues from Washington electric customers by an additional $14.0 million (or 3.0 percent on average), and from Washington natural gas customers by
$1.4 million (or 0.9 percent on average). The settling parties agree that a one-year credit of $9.0 million would be returned to electric customers from the then-
existing ERM deferral balance, if such funds are available, such that the average bill impact to customers effective January 1, 2014 would be 2.0 percent.

Also included in the settlement agreement is a provision that Avista Corp. will not file a general rate case in Washington seeking new rates to take effect before
January 1, 2015. Avista Corp. could, however, make a filing prior to January 1, 2015, but new rates resulting from the filing would not take effect prior to
January 1, 2015.

The Company’s original request filed with the WUTC in April 2012 was for an electric rate increase of 9.0 percent, which was designed to increase annual
revenues by $41.0 million. The Company also requested to increase natural gas rates by an average of 7.0 percent, which was designed to increase annual
revenues by $10.1 million. The electric and natural gas filings reflected a proposed rate of return on rate base of 8.25 percent with a common equity ratio of 48.4
percent and a 10.9 percent return on equity. The settlement agreement provides for an authorized return on equity of 9.8 percent and an equity ratio of 47 percent.

As part of the general rate case, the Company asked the WUTC to address the delay between the time when costs are incurred and the time when new rates are
reviewed and approved by the WUTC and go into effect. This delay is referred to as regulatory lag. The Company contracted with a consultant to develop an
attrition study to determine the annual revenue short-fall related to regulatory lag. The Company proposed an attrition adjustment in this general rate case filing,
based on the attrition study, which was designed to eliminate the annual revenue short-fall related to regulatory lag. The Company believes the settlement
agreement would provide the opportunity to reduce regulatory lag in Washington in 2013 and 2014.

As part of the original general rate case filing, the Company proposed certain changes to the ERM. As part of the settlement agreement, the parties have agreed
that there will not be any changes to the current ERM $4.0 million deadband or sharing bands when the power supply cost variance is between $4.0 million and
$10.0 million, or in excess of $10.0 million.

As part of the settlement agreement, the parties have agreed that the deferral mechanism related to certain generation plant maintenance costs at the Company’s
Coyote Springs 2 natural gas-fired generation plant and its 15 percent ownership interest in Units 3&4 of the Colstrip generation plant will terminate on
December 31, 2012. The deferral balance at December 31, 2012 will continue to be amortized over a four-year period, consistent with a prior general rate case
settlement.
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