Service Date: September 14, 2017

BEFORE THE WASHINGTON
UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Petition of DOCKET UE-170327

DOCKET UG-170328
AVISTA CORPORATION,

ORDER 01

Petitioner,
For An Accounting Order Authorizing ORDER GRANTING AMENDED
Deferred Accounting Treatment related to PETITION
Advanced Metering Infrastructure and
Approval of Depreciation Rate
BACKGROUND

On May 1, 2017, Avista Corporation (Avista or Company) filed with the Washington
Utilities and Transportation Commission (Commission) a petition requesting an order
authorizing deferred accounting treatment of both the remaining net book value of its
existing natural gas communicating modules and the revenue requirement related to the
future deployment of its Advanced Metering Infrastructure (AMI) (Petition). Avista also
requests that the Commission approve a depreciable life of 12.5 years for the software
component of the meter data management system of its AMI project, with a depreciation
rate of 8.0 percent.

Auvista plans to deploy advanced metering to approximately 250,000 electric and 160,000
natural gas customers, encompassing all of its Washington service area. Avista intends to
begin its rollout of the advanced meters and new gas communication modules by 2018,
and expects to complete the full implementation by 2021. Avista estimates Washington’s
share of the full project capital expenditure costs to be $165.4 million.

Following discussions with Commission staff (Staff) and other stakeholders, Avista filed
an Amended Petition on September 7, 2017, that narrowed the scope of its request for
deferred accounting treatment.* In summary, the Amended Petition:

1 0On September 7, 2017, Avista filed an Amended Petition, accompanied by Attachment B, which
revises its original Petition. That same day, Avista filed a replacement page, Substitute Page 1, to
Attachment B. References to Avista’s “Amended Petition” incorporate both revisions.
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a) No longer requests deferral of the full revenue requirement for AMI, but instead
more narrowly requests deferral of only the depreciation expense and carrying
costs;

b) Requires the Company to provide a comprehensive project status report
containing a detailed analysis using actual operational data of the AMI system’s
costs and benefits relative to each customer rate class;

c) Requests that the undepreciated net book value of existing gas communicating
modules be deferred consistent with the authorized deferral of existing electric
meters;?

d) Requests a depreciable life of 12.5 years for its meter data management system
software; and

e) Specifies that a prudence determination of the AMI project will be made in a
future general rate case.

Both Public Counsel and the Industrial Customers of Northwest Utilities (ICNU) filed
comments related to the Amended Petition. Public Counsel raised concerns that Avista is
“attempting to set up a process in these dockets that will allow for piecemeal prudence
determination.”® Public Counsel argues that “piecemeal prudence” is problematic because
AMI is a costly investment and Avista should be required to first demonstrate that the
costs of the entire investment are outweighed by benefits that are realized, or very likely
to be realized. Public Counsel further notes that the Company’s proposed project status
report does not alleviate its concerns regarding “piecemeal prudence.”

Public Counsel also recommends the Commission reject Avista’s proposed depreciation
schedule for its software because the Company did not present a depreciation study or
any evidence that 12.5 years is the appropriate depreciation schedule for the AMI
software.

Finally, Public Counsel notes that it has no objection to the proposed natural gas
retirements being treated the same as the electric retirements of existing infrastructure.

ICNU supports the Company’s Amended Petition, and places significant importance on
the proposed comprehensive reporting, which will provide a granular analysis of AMI
costs and investments. ICNU further expresses its appreciation that the Amended Petition
notes in multiple places that both prudence and cost recovery will be addressed in future

2 Deferral of the Company’s existing electric meters was authorized in Docket UE-160100.
3 Public Counsel’s Second Comments, p. 3 (September 11, 2017).
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proceedings, and that no prudence determinations are being requested at this time.

At the Commission’s regularly scheduled open meeting on September 14, 2017, Public
Counsel argued that AMI is a costly investment for which benefits will not be realized
until the meters are fully deployed, and that shareholders, not ratepayers, should bear the
risk of that investment.

Staff reviewed the Company’s filing and recommends the Commission approve the
Amended Petition for several reasons. First, the Amended Petition is consistent with the
Commission’s practice to allow deferral of certain expenses rather than the Company’s
full revenue requirement, as originally proposed. Second, the comprehensive project
status report will describe how AMI is being used and quantify any known costs and
benefits. Finally, the revised Petition preserves the opportunity for the Company to
recover AMI depreciation expenses and carrying costs without guaranteeing recovery of
such costs.

DISCUSSION

We agree with Staff’s recommendation and grant Avista’s Amended Petition for the
reasons set out below.

First, as the Company’s AMI project is deployed, certain components will begin to serve
customers prior to full build-out, which creates an important distinction from most major
plant additions — such as generation assets — that are not typically useful until fully
constructed. The nature of the technology at issue here, which will become used and
useful on a rolling basis, is distinguishable, and does not lend itself to traditional
accounting treatment. Granting the Company’s Amended Petition, which allows for
deferral of only depreciation and carrying charges, will appropriately mitigate regulatory
lag for a project that provides incremental benefits to customers.

Second, the Company’s comprehensive project status report will allow Staff an
opportunity, outside the context of a contested proceeding, to engage in informal
discussions with the Company. Moreover, as ICNU notes, the report will benefit all
interested parties because it will provide an update on Avista’s AMI deployment process
that includes actual data related to the costs and benefits of the project.

Third, we approve the Company’s proposed treatment of its natural gas communicating
modules consistent with the treatment previously approved for retirement of the



14

15

16

17

18

DOCKETS UE-170327 and UG-170328 PAGE 4
ORDER 01

Company’s electric meters.

Finally, we approve the Company’s proposed 12.5 year depreciation schedule for its AMI
software. As the Company noted, this schedule is consistent with industry standards for
the retirement of such a system. The Commission, however, retains the discretion to
modify the depreciation schedule in the context of a future regulatory proceeding if such
a modification is supported by evidence in the record.

We share Staff’s concerns about the potential for double recovery of certain costs. For
example, certain expenses related to existing electric meters would be deferred when the
new meters are installed while remaining in current rates. Avista’s Amended Petition,
however, allows for a more detailed examination of exactly which AMI costs should be
recovered in a future proceeding when actual costs and benefits are known.

Although we understand Public Counsel’s concerns related to “piecemeal prudence”
determinations, our decision in no way constitutes a preapproval of the Company’s AMI
investment, and the Commission makes no finding regarding the prudency of the
investment. Avista’s Amended Petition expressly recognizes that a determination of
prudence and the eligibility for recovery of any costs associated with the Company’s
AMI investment will be addressed in a future regulatory proceeding.

Further, approving the Company’s Amended Petition does not create an expectation of
recovery of the deferred amounts. As the Commission stated in Order 01 in Docket UE-
160100, related to Avista’s Petition to defer undepreciated amounts for changed-out
electric meters, “the Federal Energy Regulatory Commission’s Uniform System of
Accounts guidance on the recording of ‘regulatory assets’ does not provide any guarantee
that amounts recorded in a regulatory asset account will be recoverable in a future
period.”* Accordingly, as we stated in that proceeding, no party should interpret our
decision here to imply that amounts deferred under the Company’s Amended Petition
will be granted full cost recovery in a future general rate case.

Overall, we find that the Amended Petition provides a fair and reasonable solution that
mitigates the effects of regulatory lag without eliminating it entirely. Accordingly, we
find that the Company’s Amended Petition is in the public interest and should be granted.

4 Order 01, Order Granting Amended Accounting Petition Subject to Conditions, In the Matter of
the Petition of Avista Corp., Docket UE-160100, 1 7 (Mar. 15, 2016).
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1)

()

(3)

(4)

(5)

(6)

(")

FINDINGS AND CONCLUSIONS

The Commission is an agency of the State of Washington vested by statute with
the authority to regulate the rates, rules, regulations, practices, accounts,
securities, transfers of property and affiliated interests of public service
companies, including electric companies.

Auvista is an electric company and a public service company subject to
Commission jurisdiction.

WAC 480-07-370(1)(b), allows companies to file petitions, including the Petition
and Amended Petition Avista filed in these dockets.

Staff has reviewed the Petition and the Amended Petition in Dockets UE-170327
and UG-170328, including related work papers.

Staff recommends the Commission grant Avista’s Amended Petition because it
reasonably resolves the issue of regulatory lag for the Company’s multi-year AMI
project.

This matter came before the Commission at its regularly scheduled meeting on
September 14, 2017.

After reviewing Avista’s Petition filed in Docket UE-170327 on May 1, 2017, as
revised on September 7, 2017, and giving due consideration to all relevant matters
and for good cause shown, the Commission finds that Avista’s Amended Petition
is consistent with the public interest and should be granted.

ORDER

THE COMMISSION ORDERS:

1)

Avista Corporation’s Petition seeking deferred accounting treatment related to its
investment in Advanced Metering Infrastructure as described in Attachment B to
its Petition, as amended on September 7, 2017, and replacement page to

Attachment B, Substitute Page 1, also amended on September 7, 2017, is granted.
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2 This Order shall not affect the Commission’s authority over rates, services,
accounts, valuations, estimates, or determination of costs on any matters that may
come before it. Nor shall this Order Granting Amended Petition be construed as
an agreement to any estimate, determination of costs, valuation of property
claimed or asserted or to the possible recovery of, or return on, the amounts
deferred to the regulatory asset.

(3) The Commission retains jurisdiction over the subject matter and Avista
Corporation to effectuate the provisions of this Order.

DATED at Olympia, Washington, and effective September 14, 2017.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

DAVID W. DANNER, Chairman

ANN E. RENDAHL, Commissioner

JAY M. BALASBAS, Commissioner



