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DISPOSITION: STIPULATIONS ADOPTED

BACKGROUND

On October 12, 2007, Avista Corporation, dba Avista Utilities (Avista),
filed revised tariff schedules (Advice No. 07-09-G) with the Public Utility Commission
of Oregon (Commission). The revised tariff schedules, if approved, would increase
Avista’s Oregon revenue requirement by approximately $2,975,000, resulting in a 2.3
percent rate increase for Avista’s Oregon retail natural gas customers. Avista proposed a
November 21, 2007 effective date for the new rates.

On November 20, 2007, the Commission found good and sufficient cause
to investigate the propriety and reasonableness of the revised tariff schedules pursuant to
ORS 757.210 and 757.215, and suspended the tariff schedules for a period not to exceed
nine months from November 21, 2007. See Order No. 07-511.

A prehearing conference was held on November 29, 2007, to establish a
procedural schedule. In addition to the Commission Staff (Staff) and Avista, the
Citizens’ Utility Board of Oregon (CUB) and the Northwest Industrial Gas Users
(NWIGU) participated as parties in this docket.

The general public was provided the opportunity to attend two public
comment open houses to learn about and comment on Avista’s proposed rate increase.
These open houses were held in La Grande on March 10, 2008, and Medford on
March 13, 2008.

The parties held settlement conferences on December 11, 2007,
January 10, 2008, and February 12, 2008. During the course of these settlement
discussions, the parties were able to resolve all of the issues raised by Avista’s proposed
rate increase. The parties filed two stipulations setting forth the terms of their settlement
agreement: (1) on December 20, 2007, the parties filed the Partial Stipulation regarding
Cost of Capital (the First Stipulation), attached as Appendix A; and (2) on February 22,
2008, the parties filed the Stipulation Resolving All Remaining Revenue Requirement
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and Rate Spread/Rate Design Issues (the Second Stipulation), attached as Appendix B.
The parties filed joint testimony supporting the stipulations on February 27, 2008.

STIPULATIONS

Overview

The parties state that the two stipulations represent a comprehensive
settlement of all of the issues in this docket and result in a fair, just, and reasonable
outcome. The stipulations result in an overall increase in Avista’s Oregon revenue
requirement of approximately $2,283,000 and an overall increase in the rates for Avista’s
retail natural gas customers of approximately 1.82 percent.

The rate increase becomes effective in two stages. The first stage results
in an overall increase of approximately 0.7 percent, effective April 1, 2008. The
second stage results in an additional increase of approximately 1.1 percent, effective
November 1, 2008. The details of the rate increase, including stipulated adjustments to
revenue requirement and rate spread, are set forth in detail in the two stipulations and
described briefly below.

Cost of Capital

The parties agree to the following capital structure:

RATIO COST WEIGHTED COST

Long-term Debt 45.00% 6.40% 2.88%
Trust Preferred Securities 5.00% 6.57% 0.33%
Preferred Stock 0.00% 0.00% 0.00%
Common Equity 50.00% 10.00% 5.00%
TOTAL 8.21%

Revenue Requirement

In the initial filing, Avista’s proposed revenue requirement included costs
for a capital project that does not meet the standard in ORS 757.355 because it is not
currently “used and useful.” The capital project is the East Medford Reinforcement
Project. The project is expected to be completed after April 2008, but before November 1,
2008. The parties therefore agree that the capital cost for this project should not be
included in Avista’s revenue requirement until November 1, 2008.

To accomplish this result, the parties agree that Avista will implement its
rate increase in two stages. In the first stage, effective April 1, 2008, Avista’s revenue
requirement will increase by $866,000. This amount reflects the following stipulated
adjustments to Avista’s proposed revenue requirement:
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• Deduction of revenue requirement for the East Medford Reinforcement
Project;

• Removal of administrative and general costs that the parties agree were either
incorrectly allocated to Oregon or were inconsistent with the Commission’s
ratemaking policies;

• Removal of expenses related to promotional advertising or customer retention;

• Adjustment of expenses related to bonuses and incentives, out-of-period labor
adjustments, and wage and salary expenses;

• Adjustments to reflect Staff’s changes to Avista’s weather normalization
model;

• Adjustment of property taxes from a test year estimate to actual expenses; and

• Reduction of the income tax benefit of interest expense using the stipulated
cost of debt.

In the second stage, effective on or after November 1, 2008, Avista may
increase its revenue requirement to include the capital costs of the East Medford
Reinforcement Project, as well as the Jackson Prairie Storage Project, which is also
expected to be placed in service by November 1, 2008. The parties agree that Avista
must submit a compliance filing on or before November 1 that (1) includes a certificate
of completion attesting that the projects are in service and used and useful, and (2) adjusts
base rates coincident with Avista’s purchased gas adjustment to reflect the lower of the
actual costs of the capital improvements or the cost estimates used in the Second
Stipulation.

Rate Spread and Rate Design

The parties agree that the April 1 increase in revenue requirement and the
portion of the November 1 increase in revenue requirement attributable to the East
Medford Reinforcement Project will be spread among Avista’s various service schedules
based on cost of service considerations. The parties agree to several adjustments to
Avista’s schedules to reflect the results of cost of service studies prepared in this docket.
These adjustments are set forth in detail in the Second Stipulation.

The parties further agree that the portion of the November 1 revenue
requirement increase attributable to the Jackson Prairie Storage Project will be spread
among Avista’s service schedules based on the methodology adopted by the Commission
for Northwest Natural Gas Company’s allocation of its underground storage costs for the
Mist facility. This methodology reflects an estimate of the use of underground storage
for the mitigation of gas commodity costs, as well as pipeline balancing. This results in


























































