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Multiparty Settlement - Cost of Capital
Washington - Natural Gas System

Exhibit No. __(EMA-7)

Proposed Cap Structure
Capital Weighted
Component Structure Cost Cost
Total Debt 51.50% 5.20% 2.68%
Common 48.50% 9.50% 4.61%
Total ~100.00% O 7129%
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Exhibit No. __(EMA-7)

Revenue Conversion Factor
Washington -Natural Gas System
Twelve Months Ended December 31, 2014

Line
No. Description Factor
1 Revenues 1.000000
Expense:
2 Uncollectibles 0.005354
3 Commission Fees 0.002000
4 Washington Excise Tax 0.038314
5 Total Expense 0.045668
6 Net Operating Income Before FIT 0.954332
7 Federal Income Tax @ 35% 0.334016
8 REVENUE CONVERSION FACTOR 0.62032
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Exhibit No. __(EMA-7)

Avista Proposed Based on Staff Methodology for 2007-2014

2007 2008 2009 2010 2011 2012 2013 2014
Net Plant after DFIT 145,500 154,054 173,806 177,901 183,553 195,287 207,759 225,901
0 1 2 3 4 5 6 7
Net Plant after DFIT 145,500 154,054 173,806 177,901 183,553 195,287 207,759 225,901
Net Plant after DFIT
240,000
230,000 @
220,000 y=280.18x* + 8,769.98x + 147,371.96¢ e
210,000 R®=098 e e
200000 e
--------- ®
190,000 e
-------- ®
180,000 o i PART
170000 T e
160,000 e
150,000 ¢
140,000
0 1 2 3 4 5 6 7 8
X C
Derivative of Quadratic (below) 560.36 8,770
x=7 (2014 is year 7) 3922.52
Sum (x and C) 12692.5
rate (1-year) 5.62%
rate (2-year) | 11.24%|Escalation factor (to 2016)
As Proposed by Staff per CRM-3 2009 2010 2011 2012 2013 2014
Net Plant after DFIT 173,806 177,901 183,553 195,287 207,759 225,901
0 1 2 3 4 5
Net Plant after DFIT 173,806 177,901 183,553 195,287 207,759 225,901
X C
Derivative of Quadratic (below) 3482.6 1630
x=7 (2014 is year 7) 17413
Sum (x and C) 19043
rate (1-year) 8.43%
rate (2-year) | 1 s.as%l Escalation factor (to 2016)
Net Plant after DFIT
230,000 |
]
220,000 .
o0 PRt
200,000 e
T
190,000 - e y = 1741.3x2 + 1630x + 173997
......... P R2=0.9991
180000 PR
. ...............
170,000 |
160,000 -
0 1 2 3 4 5 6
@ NetPlant after DFIT ~ «eeeeeeees Poly. {Net Plant after DFIT }
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Exhibit No. __(EMA-7)

Avista Proposed Based on Staff Methodology for 2007-2014

2007 2008 2009 2010 2011 2012 2013 2014

Depreciation/Amortization 7,413 7,752 8,456 9,127 9,778 10,692 12,173 13,304
0 1 2 3 4 5 6 7

Depreciation/Amortization 7,413 7,752 8,456 9,127 9,778 10,692 12,173 13,304

Depreciation/Amortization (Natural Gas)

14,000
13.000 y = 77.232x2 + 301.05x + 7431.6.-®
’ R?=0.9971 .
12,000 ¥
11,000 ‘
10,000 ™
9,000 S
8,000 Y R
’ ...' ....---
7,000
6,000
0 1 2 3 4 5 6 7 8
X C
Derivative of Quadratic (below) 154.464 301.05
x =7 (2014 is year 7) 1081.248
Sum (x and C) 1382.298
rate (1-year) 0.129283
rate (2-year) | 25.86%| Escalation factor (to 2016)
As Proposed by Staff per CRM-3 2009 2010 2011 2012 2013 2014
Depreciation/Amortization 8,456 9,127 9,778 10,692 12,173 13,304
0 1 2 3 4 5
Depreciation/Amortization 8,456 9,127 9,778 10,692 12,173 13,304
X C
Derivative of Quadratic (below) 200.72 477.99
x =5 (2014 is year 5) 1003.6
Sum (x and C) 1481.59
rate (1-year) 0.111364
rate (2-year) | 22.27%| Escalation factor (to 2016)
Depreciation/Amortization (Natural Gas, 2009 at year 0)
14,000
9
13,000
12,000 Q
11,000
_____ e y=10036x +477.99x + 8473.4
......... R? = 0.9965
10,000 e
9,000 R
..__....--'
8,000
0 1 2 3 4 5 6
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Exhibit No. __(EMA-7)

Avista Proposed Based on Staff Methodologqy for 2007-2014

2007 2008 2009 2010 2011 2012 2013 2014

Taxes (other than income) 3,541 2,961 3,728 3,834 4,317 4,592 5,191 5,523
0 1 2 3 4 5 6 7

Taxes (other than income) 3,541 2,961 3,728 3,834 4,317 4 592 5,191 5,623

Taxes (other than income)

6,000
5,500 v =35,039%2 + 89.232x + 3285.3.__i
” Rz.__clgssgq ‘
5,000 e o
4,500 o
4,000 '
: | T .
3’500 , .........................
3,000 | ™
|
2,500
0 1 2 3 4 5 6 7 8
X C
Derivative of Quadratic (below) 70.078 89.232
x=7 (2014 is year 7) 490.546
Sum (x and C) 579.778
rate (1-year) 0.104975
rate (2-year) 21.00%| Escalation factor (to 2016)
As Proposed by Staff per CRM-3 2009 2010 2011 2012 2013 2014
Taxes (other than income) 3,728 3,834 4,317 4,592 5,191 5,523
0 1 2 3 4 5
Taxes (other than income) 3,728 3,834 4,317 4,592 5,191 5,523
X C
Derivative of Quadratic (below) 56.976 238.17
x =5 (2014 is year 5) 284.88
Sum (x and C) 523.05
rate (1-year) 0.094704
rate (2-year) | 18.94%]1‘:‘scalation factor (to 2016)
Taxes (other than income)
6,000
y = 28.488x2 + 238.17x + 3674.2
5,500 R2=0.9867 ... ®
0. ..
5000 e
4,500 _.
..... .”“‘l.
4000 e
PRI [ ]
3,500
3,000
0 1 2 3 4 5 6
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Exhibit No. __(EMA-7)

Avista accepts UTC Staff’s proposed 2.17% for natural gas operations, because that is a reasonable
expectation of increases in costs for natural gas given the expectations in the 2016 rate year, and the
overall operations of the natural gas business. Use of an average based on actual 2007-2014 linear
trend plus revised 2013-2014 linear trend (removing impact of benefits) consistant with electric, would
result in a significant increase in O&M expenses above 2014 levels.

2009 2010 2011 2012 2013 2014
Adj. Operating Expense (2009-2014, excl. 2012) 24,600 26,009 27,852 31,057 31,478
Adj. Operating Expense (2012) 30,759
Adj. Operating Expense (2013-2014) 31,057 31,478
Slope Rate (1yr) Escalation
Rate (2013-2014, linear) 421.0 1.34% 2.67%
Company-proposed (2007-2014, linear) 944.3 3.00% 6.00%

Average 2.17%] 4.34%|

Adjusted Operating Expense (Natural Gas)

34,000
S2800 y=421x - 816416 e
30,000 R?=1
28,000 o
26,000 [ ]
24,000 e
22,000
20,000
2008 2009 2010 2011 2012 2013 2014 2015
@ Adj. Operating Expense (2013-2014) «===eooo Linear (Adj. Operating Expense (2013-2014))
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