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SUBMITTED: April 24, 2006

BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON

In the Matter of the Adoption of Permanent )
Rules Implementing SB 408 Relating to )
Utility Taxes ) AR 499

REVISED STRAW PROPOSAL OF AVISTA CORPORATION
PROPERLY ATTRIBUTED AND EARNINGS TEST/EXPENSES
BETWEEN RATE CASES

Summary of Proposal
No attribution from non-Oregon regulated utility operations.
Taxes associated with non-regulated affiliate operations are grouped together.
Positive or negative tax liability of affiliate group determined.
If positive, no attribution to regulated utility operations is made.
If negative, adjustments made for deferred taxes.
Adjusted amount of negative non-regulated, affiliate group tax liability then allocated to all
regulated operations.
Allocation to regulated utility operations based on each utility operation’s share of the sum of
the positive tax liabilities of all the regulated utility operations.
Adjust for tax impact of net cost changes since last rate case and regulatory disallowances or
apply earnings test.

Introduction

The Attorney General’s Opinion dated December 27, 2005 gives the Commission
discretion to define and implement the term “properly attributed,” subject to the general policy
and specific limits expressed in chapter 845, Oregon Laws 2005, herein referred to as Senate Bill
408 (SB 408). Section 3 (12) of SB 408 requires that the “lesser of” the amount of taxes incurred
as aresult of income generated by Oregon regulated utility operations (Oregon stand-alone) or
the total amount of taxes paid by the affiliated group is the amount properly attributed to Oregon
regulated utility operations.

It is important to note up front that the proposal presented by Avista represents a
compromise by the Company in an effort to try to find some common ground among the parties
in the implementation of SB 408. We believe that Section 3 (12) (a) provides a solid foundation
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for the determination of "properly attributed" for Oregon utility operations when it identifies
taxes paid for the utility as "taxes paid that is incurred as a result of income generated by the
regulated operations of the utility." Section 3 (12) (b) then goes on to say that if the total taxes
paid by the "affiliated group" is less than that determined for the Oregon operations, the taxes
paid by customers is to be limited to the lesser amount. We believe that this language, as well as
the balance of the language in the Bill, specifies that the only time that Oregon utility customers
would pay less taxes than the amount determined based on the "income generated by the
regulated operations of the utility," is if the total taxes paid by the affiliated group is a lower
number.

In Avista's compromise proposal, the taxes attributed to Oregon regulated operations
could be lower than the amount determined based on the "income generated by the regulated
operations of the utility," and could also be lower than the total taxes paid by the affiliated group.
In Avista’s compromise proposal the tax liabilities of non-Oregon regulated utility operations are
not used to offset a negative tax liability of the non-regulated affiliate group in determining the
“lesser of” provision of Section 3 (12). Oregon regulated utility operations, non-Oregon
regulated utility operations, and non-regulated affiliate operations are each considered separately.
An attribution is made only if the tax liability of the non-regulated affiliate group is negative. In
that instance, the negative tax liability of the non-regulated affiliate group is allocated to Oregon

regulated utility operations and non-Oregon regulated utility operations.

Explanation of Proposal

In the case of a company like Avista with utility operations in other jurisdictions, Oregon
regulated utility operations cannot receive an attribution of tax benefits from regulated operations

in other jurisdictions. To do so would cause a violation of IRS normalization rules. Also, no
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amount of positive taxes paid pertaining to regulated operations in other jurisdictions can be
assigned to Oregon utility operations. To do so would violate the “lesser of” provision of
Section (3)(12).

Taxes associated with non-regulated affiliates, or a sub-group of non-regulated affiliates
with a nexus to the utility, are reviewed to determine if the combined group or sub-group of non-
regulated affiliates have a positive or negative tax liability. If the combined non-regulated
affiliates have a positive tax liability, there is no attribution of such positive tax liability to the
Oregon and non-Oregon regulated utility operations. To do so would violate the “lesser of”
provision of Section 3 (12). In this instance the Oregon stand-alone amount is the amount that is
properly attributed to Oregon regulated operations.

If the combined non-regulated affiliates have a negative tax liability, then the tax
liabilities of the Oregon and non-Oregon regulated operations and the tax liabilities of the non-
regulated affiliates within the group or nexus sub-group are adjusted for deferred income taxes.
It is necessary to make adjustments for deferred income taxes before making attribution
calculations since income tax liabilities for regulated utility operations may be negative before
adjusting for deferred taxes. Negative regulated utility tax liabilities would primarily be caused
by accelerated tax depreciation and deferred power or purchased gas costs. Also, adjusting for
accelerated tax depreciation related deferred taxes eliminates any potential normalization
violation. Deferred tax adjustments to non-regulated affiliate tax liabilities are necessary to
reflect book/tax timing differences that reverse in subsequent periods. To not recognize those
deferred tax adjustments could attribute tax benefits, but not attribute the corresponding tax costs
in subsequent periods due to the one-way nature of the “lesser-of” provision of Section (3)(12).

Once the adjustments for deferred taxes are made, the net negative tax liability of the non-
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regulated affiliate group is allocated to Oregon and non-Oregon regulated utility operations

based on their shares of the sum of the positive tax liabilities of the regulated utility operations.

Application of Proposal

Deferred Tax
Tax Return Adjustments Adjusted Attribution Attributed

Regulated Oregon Utility Operations $100 $50 $150 -$83 $67
Regulated Non-Oregon Utility Operations
Utility Operation 1 -50 150 100 -56 44
Utility Operation 2 10 100 110 -61 49
Total Non-Oregon Utility Operations -40 250 210 -117 93
Affiliate X 50 10 60 -60 0
Affiliate Y -280 20 -260 260 0
Total Affiliates -230 30 -200 200 0
Total Consolidated -$170 $330 $160 $0 $160

The example above shows how the proposal would work. The amounts are tax liability
amounts. The first column shows amounts from the tax return. The second column shows
adjustments for deferred taxes and the third column reflects the sum of the tax return amounts
and the deferred tax adjustments. The fourth column labeled ‘Attribution’ shows how the -$200
net negative tax liability of the non-regulated affiliate group is allocated to Oregon and non-
Oregon regulated utility operations based on their shares of the sum of the positive tax liabilities
of the regulated utility operations. The attribution to regulated Oregon utility operations is
calculated as follows: -$200 x $150/($150+210) =-$83. The final column shows the result after
attributing the -$200 net negative tax liability of the non-regulated affiliate group to regulated
Oregon and non-Oregon utility operations. It is important that each of the regulated utility
operations receive its share of the negative tax liability of the non-regulated group, as shown in

this example.
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Earnings Test/Expenses Between Rate Cases and Regulatory Disallowances

As stated earlier, the Attorney General’s Opinion dated December 27, 2005 gives the
Commission discretion to define and implement the term “properly attributed.” Avista believes
that it is within the discretion of the Commission to allow adjustments for the income tax impacts
of net cost changes (revenues and expenses) since the last rate case and for regulatory
disallowances. It would not be fair to pass-through the income tax benefit of net costs incurred
by the utility that are not borne by ratepayers. In the case of a disallowed utility cost, it would
not be fair to deny the utility the recovery of the cost and, in addition, require the utility to pass-
through the tax benefit of the disallowed cost. Adjustments need to be made to the amount of
taxes paid that are properly attributed to Oregon regulated utility operations to remove the taxes
associated with net cost changes since the last rate case and for regulatory disallowances.

An alternative to removing taxes associated with net costs changes since the last rate case
is to have an earnings test where a SB 408 income tax rebate would not be made if the utility
earned less than its authorized return, and where a SB 408 income tax surcharge would not be
made if the utility earned more than its authorized return. If a utility earns less than its
authorized return, most likely, its costs have increased since the last rate case. The increased
costs are offset by lower income taxes with the net result being lower after-tax earnings. Again,
it would not be fair to pass-through the income tax benefit of net costs incurred by the utility that
are not borne by ratepayers. The earnings test would keep this from happening. Likewise, the
earnings test would keep SB 408 income tax surcharges from happening where the increased

income taxes were caused by reduced costs/increased earnings since the last rate case.
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DATED: this 24th day of April 2006

Respectfully submitted,
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Kelly Norwood
Vice President State and Federal Regulation
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