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Exhibit No. __(MKM-2)

AVISTA CORPORATION

Capital Structure and Overall Rate of Return

PRO FORMA
Cost of Capital as of Percent of
December 31, 2008 Amount Total Capital Cost Component
Total Debt (1) $1,149,158,000 53.70% 6.38% 3.43%
Common Equity 990,683,000 46.30% 10.80%|(2) 5.00%
TOTAL  $2,139,841,000 100.00% 8.43%
EMBEDDED
Cost of Capital as of | ) Percent of
December 31, 2007 Amount Total Capital Cost Component
Total Debt (1) $1,075,395,583 53.45% 7.88% 4.21%
Common Equity 936,501,238 46.55% 10.40% 4.84%
TOTAL  $2,011,896,821 100.00% 9.05%

(1) Includes short term debt

(2) Proposed Return on Common Equity - See Avera testimony
See supporting documentation

All costs are shown before tax

Assumptions

1. Started with 12-31-2007 actual

2. Proforma through 12-31-2008

3. The forecasted equity and debt numbers come from forecast DEC6 model run

4. Equity is adjusted for Other Comprehensive Income and capital stock expense of $21,921,000
5. Forecasted issuance of $12.5 million of additional equity through different company programs
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