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ATTORNEY GENERAL OF WASHINGTON

March 18, 2016 800 Fifth Avenue #2000 » Seattle WA 98104-3188 .
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FILED via ABC LMI

Ms. Linda Myhre Enlow, County Clerk
Thurston County Superior Court

2000 Lakeride Drive, S.W., Bldg No. 2
Olympia, WA 98502

RE:  Washington State Attorney General's Office, Public Counsel Unit v. Washington UtfMies
& Transportation Commission

5 Hd 81 WyN 910z

LNV o

Dear Ms. Enlow:

Enclosed for filing, please find the original copy of the Petition for Judicial Review, a Case
Information Cover Sheet, and Proof of Service.

Also included is a voucher in the amount of $240.00 for the filing fee of this Petition. A
self-addressed stamped envelope is provided for your convenience in returning the signed
voucher.

Please contact me if there are any discrepancies or further information required to process this
filing. Thank you.

Smcerely,

Ao

LISA W. GAFKEN
Assistant Attorney General
Public Counsel Unit

(206) 464-6595

LWG:kb

Enclosures
cc: Steven King, Executive Director, Washington Utilities and Transportation Commission

Sally Brown, Senior Assistant Attorney General, WUTC Staff

Pat Oshie, Assistant Attorney General, WUTC Staff (via E-mail only)

David J. Meyer, Chief Counsel, Avista Corporation

Kelly O. Norwood, Vice President, State & Federal Regulation, Avista Corporation
Jesse E. Cowell, Attormey for ICNU

Ed Finklea, Executive Director, Northwest Industrial Gas Users (NWIGU)

Chad M. Stokes & Tommy Brooks, Attorneys for NWIGU

Shawn Collins, Executive Director, The Energy Project

Ronald Roseman, Attorney for The Energy Project
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PROOF OF SERVICE
I certify that I served a copy of March 18, 2016, Cover Letter signed by Lisa Gafken,
Case Information Cover Sheet, and Petition for Judicial Review with Attachments A and B on
all parties or their counsel of record on the date below as follows:

[X] Sent copies via Hand Delivery/ABC Legal Messenger Process Service:
Washington Utilities & Office of the Attorney General:
Transportation:

. Sally Brown, Sr. AAG

Chairman Steven King Utilities and Transportation Division
Washington Utilities & 1400 S. Evergreen Park Drive S.W.
Transportation Commission P.O. Box 40128
P.O. Box 47250 Olympia, WA 98504-0128
Olympia, WA 98504-0128 E-mail: sbrown@utc.wa.gov
E-mail: sking@utc.wa.gov

X Sent copies via U.S. Mail Postage Prepaid:
AVISTA CORP: AVISTA CORP:
David J. Meyer Kelly O. Norwood
VP and Chief Counsel for Regulatory Vice President, State and Federal
and Governmental Affairs Regulation
Avista Corporation Avista Corporation
P.O. Box 3727 P.0O.Box 3727

1411 E. Mission Ave., MSC-27 1411 E. Mission Ave., MSC-27
Spokane, WA 99220-3727 Spokane, WA 99220-3727
E-mail: david.meyer@avistacorp.com E-mail: kelly.norwood@avistacorp.com

E-mail: AvistaDockets@avistacorp.com
ICNU: - ICNU:
Industrial Customers of NW Utilities  Jesse E. Cowell
818 S.W. 3™ Avenue, Suite 266 Davison Van Cleve, P.C.
Portland, OR 97204 333 S.W. Taylor, Suite 400
Portland, OR 97204
E-mail: jec@dvclaw.com
PROOF OF SERVICE 1 ATTORNEY GENERAL OF WASHINGTON

PETITION FOR JUDICIAL REVIEW
CASE NO.

PUBLIC COUNSEL UNIT

800 5™ AVE., SUITE 2000

SEATTLE, WA 98104-3188
(206) 464-7744
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NWIGU: NWIGU:
Ed Finklea, Executive Director Chad M. Stokes
Northwest Industrial Gas Users Tommy A. Brooks
545 Grandview Drive Cable Huston, L.L.P.
Ashland, OR 97520 1001 S.W. Fifth Avenue, Suite 2000
E-mail: efinklea@nwigu.org Portland, OR 97204-1136
Email: cstokes@cablehuston.com
Email: tbrooks@cablehuston.com
THE ENERGY PROJECT: THE ENERGY PROJECT:
Shawn Collins Ronald Roseman
The Energy Project 2011 14" Avenue East
3406 Redwood Avenue Seattle, WA 98112
Bellingham, WA 98225 E-mail: ronaldroseman(@comcast.net
E-mail: shawn_collins@oppco.org :
XSent courtesy copy electronically to e-mail addresses above.
1 certify under penalty of perjury under the laws of the state of Washington that the
foregoing is true and correct. . '
DATED this 18" day of March 2016, at Seattle, WA.
Legal Assistant
PROOF OF SERVICE 2 ATTORNEY GENERAL OF WASHINGTON
PETITION FOR JUDICIAL REVIEW PUBLIC COUNSEL UNIT
CASE NO. 800 5™ AVE., SUITE 2000

SEATTLE, WA 98104-3188
(206) 464-7744
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(0 EXPEDITE
No hearing sct
[] Hearing is set
Date:

Time:
Judge/Calendar:

£G:1 Hd 81 UVHIIOZ

STATE OF WASHINGTON
THURSTON COUNTY SUPERIOR COURT

THE WASHINGTON STATE

ATTORNEY GENERAL'S OFFICE,

PUBLIC COUNSEL UNIT,
Appellant,

V.

WASHINGTON UTILITIES AND
TRANSPORTATION COMMISSION,

Respondent.

NO.

PUBLIC COUNSEL'S PETITION
FOR JUDICIAL REVIEW

COMES NOW the petitioner, the Public Counsel Unit of the Washington Attorney

General’s Office (Public Counsel), by and through Assistant Atiorncy General,

Lisa W. Gafken, and petitions pursuant to chapter 34.05 RCW for judicial review of ageney

action by the respondent, the Washington Utilities and Transportation Commission

(Commission), taken in Order 05 and Order 06 in Commission Docket Nos. UE-150204 and

UG-150205 (consolidated). In support of this petition, the petitioner respectfully shows the

following as required by RCW 34.05.546:

(1) NAME AND MAILING ADDRESS OF PETITIONER:

Public Counsel Unit

Washington State Office of the Attorney General

800 5™ Avenue, Suitc 2000
Seattle, WA 98104-3188

PUBLIC COUNSEL'S PETITION
FOR JUDICIAL REVIEW

ATTORNEY GENERAL OF WASHINGTON
PUBLIC COUNSEL
800 FIETH AVENUE, SUITE 2000 .
SEATTLE, WA 98104-3 (88
(206) 464-7744
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) NAME AND MAILING ADDRESS OF PETITIONER'S ATTORNEYS:
Lisa W. Gafken, Assistant Attorney General
Public Counsel Unit
Washington State Office of the Attorney General

800 5™ Avenue, Suite 2000
Seattle, WA 98104-3188

3 l\IS%llv,I]% AND MAILING ADDRESS OF AGENCY WHOSE ACTION IS AT
ISSUE:

Washington Ultilities and Transportation Commission
1300 S. Evergreen Park Dr. S.W.

P.O. Box 47250
Olympia, WA 98504-7250

)] IDENTIFICATION OF THE AGENCY ACTION AT ISSUE:
At issue is Order 05 in Commission Docket Nos. UE-150204 and UG-150205.

Order 05 is the final order entered. by the Commission in consolidated rate setting dockets in
which Avista Corporation, d/b/a Avista Utilities, sought rate increases for its electric and
natural gas services. Order 05 was served on Public Counsel on January 6, 2016, and a irue
and accurate copy is attached to this petition as Attachment A. Also at issue is Order 06 from
the same consolidated dockets. Order 06 was served on Public Counsel on February 19, 2016,
and disposed of several post-order motions, which are described in more detail below. A true
and accurate copy of Order 06 is attached to this petition as Attachment B. Together, Order 05
and Order 06 constitute the final orders in Avista's general rate case.

Public Counsel seeks judicial review of five aspects of Order 05 and Order 06. First,
the Commission exceeded its statutory authority by setting rates for Avista’s naﬁral gas and
electric services that include amounts for utility plant and facilities (“rate base™) that are not
being used to provide utility service to customers. Such rate base is not “used and useful,” as
required by RCW 80.04.250. Second, the Commission arbitrarily and capriciously disregarded

PUBLIC COUNSEL'S PETITION 2 ATTORNEY GENERAL OF WASHINGTON
FOR JUDICIAL REVIEW PUBLIC COUNSEL
: ' 800 FIFTH AVENUE, SUITE 2000
SEATTLE, WA 98104-3188
(206) 464-7744
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its newly articulated standard regarding attrition adjustments’ when it granted an attrition
adjustment for Avista’s electric operations after finding that the Company did not meet the new
standard. Third, the Commission erroneously applied the “end results test”™ to set rates for
Avista’s electric operations that are not supported by the record. Fourth, the Commission
arbitrarily and capriciously refused to correct its calculation of Avista’s electric rates after
significant errors were brought to the agency’s attention. Fifth, the Commission’s calculation
of Avista’s electric rates lacks substantial evidence.

&) IDENTIFICATION OF PARTIES IN ADJUDICATIVE PROCEEDINGS THAT
LED TO AGENCY ACTION:

Washington Utilities and Transportation Commission, complainant beiow
Avista C.orporation d/b/a Avista Utilities (Avista), respondent below
Washington Utilities and Transportation Commission Staff (Staff)’
Public Counsel Unit of the Washington State Attorney General’s Office
Industrial Customers of Northwest Ultilities (JCNU), intervenor
Northwest Industrial Gas Users (NWIGU), intervenor

‘The Energy Project, intervenor

/1

Iy

! An attrition adjustment is a special form of rate incrcasc designed to offset a company’s alleged future
carnings erosion. It is effectively an add-on to the rate increase amount that standard rate-setting analysis would
produce.

% The end results test requires that rates be just and reasonable, although regulatory commissions are not
bound to use any particular rate-setting methodology.

> In UTC adjudicative proceedings such as these, the Commission’s regulatory staff functions as an
independent party with the same rights, privileges, and responsibilities as other parties to the proceeding. There is
an “ex parfe wall” separating the Commissioners, the presiding Administrative Law Judge. and the
Commissioners’ policy and sccounting advisors from all parties, inciuding regulatory stafl. Order 05 §3, n.l
(citing RCW 34.05 .455).

PUBLIC COUNSEL'S PETITION 3 ATTORNEY GENERAL OF WASHINGTON
FOR JUDICIAL REVIEW PUBLIC COUNSEL
800 FIFTH AVENUE, SUITE 2000
SEATTLE, WA 98104-3188
(206) 464-7744
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(6) JURISDICTION AND VENUE:

(a)  This is an aclion seeking judicial review of the Commission’s final- orders in
Docket Nos. UE-150204 and UG-150205. This court has jurisdiction pursuant to Part V of the
Washington Administrative Procedure Act, RCW 34.05.510 through RCW 34.05.598.

(b)  Venue is appropriatc in Thurston County pursuant to RCW 34.05.514(1)(a).

(¢) As required by RCW 34.05.534, Public Counsel has éxhausted its
administrative remedies. Order 05 was issued by the Commission as its final order, exhausting
administrative remedies. Certain parties filed motions for clarification and reconsideration
with the Cnfnmission within the time limits provided in WAC 480-07-835 (clarification) and
WAC 480-07-850 (reconsideration).” The post-order motions tolled the time for judicial
review, and the Commission issued Order 06 on February 19, 2016, disposing of the motions.
Public Counsel files this Petition for . Judicial Review within the time limits of
RCW 34.05.542(2).

(d)  Public Counsel and the Avista ratepayers it represents are and will continue to
be adversely affected by Order 05 and Order 06, as described in this petition. Ratepayer
interests were among those that the Commission was required to consider. A judgement in
favor of Public Counsel in this review would eliminate or redress the prejudice caused by the
Commission’s action, and Public Counsel has standing to obtain judicial review under

RCW 34.05.530.

* Public Counsel and the Industrial Customers of Northwest Utilities (JCNU) filed a Joint Motion for
Clarification. Commission Staff filed a Motion for Reconsideration. Both motions were filed on
January 19, 2016. Commission Staff also filed a Motion to Reopen on February 4, 2016, and Avista filed a
Motion/Petition for a Waiver of Rules to Allow for an Answer to ICNU and Public Counsel's Motion for
Clarification and Commission Staff's Motion 10 Reconsider on January 28, 2016. Order 06 disposed of all
post-order motions.

¥ WAC 480-07-835; WAC 480-07-850.

PUBLIC COUNSEL'S PETITION 4 ATTORNEY GENERAL OF WASHINGTON
FOR JUDICIAL REVIEW PUBLIC COUNSEL
800 FIFTH AVENUE, SUITE 2000
SEATTLE, WA 98104-3188
(206) 464-7744
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(7) FACTS DEMONSTRATING THAT THE PETITIONER IS ENTITLED TO
OBTAIN JUDICIAL REVIEW:

(a) Petitioner Public Counsel, a division in the Washington State Attorney
General’s Office, represents the people of the state of Washington before the Commission.®
Pursuant to this statutory authority, Public Counsel advocates on behalf of residential and
small business customers of Washington’s regulated electric and natural gas utilities,
including Avista’s electric and natural gas customers.

(b) Respondent Washington Utilities and Transportation Commission is an agency
of the State of Washington established under RCW 80.01.010. The Legislature conferred
upon the Washington Utilities and Transportation Commission the duty and power to regulate
in the public interest the rates, services, facilities, and practices of all businesses supplying
any utility service or commodity in the state for compensation.” The Commission must ensure
that the rates charged by electric and natural gas companies are fair, just, reasonable,

sufficient, and otherwise consistent with the law.?

The Comission must consider the
consumers’ interest in paying the lowest réasonablc rate for utility service that is also
sufficient to cover the utility’s prudently incurred and lawful costs and to allow the utility an
opportunity for a reasonable return on investment.

(c) Avista is a “public service company,” an “electrical company,” and a “gas
company,” as those terms are defined in RCW 80.04.010 and used in Title 80 RCW. Avista is

engaged in the business of supplying electric and natural gas utility service to the public for

compensation in Washingilon. Avista’s principal place of business is in Spokane, Washington.

5 RCW 80.01.100; RCW 80.04.510.
7RCW 80.01.040(3).
8 RCW 80.01.040, RCW 80,28.010(1); RCW 80.28.020.

PUBLIC COUNSEL'S PETITION 5 ATTORNEY GENERAL OF WASHINGTON

FOR JUDICIAL REVIEW PUBLIC COUNSEL
800 FIFTH AVENUE, SUITE 2000
SEATTLE, WA 98104-3188
(206) 464-7744
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Avista provides service to approximately 243,000 electricity and 153,000 natural gas
customers in eastern Washingion.

(d)  Overview of Order 05, On February 9, 2015, Avista filed a general rate case
requesting rate increases for both its electric and natural gas operations.- On rebuttal, Avista
reduced its requested increases to $3.6 million for electric and $10 million for natural gas.’

Avista calculated its asserted need for a rate increase based on an “attrition” methodology,
rather than on the Commission’s standard ratemaking methodology. The Commission’s standard
ratemaking methodology is the “modified historical test year” approach, which is an analysis
based on the actual costs incurred by the utility. Under'the modified historical test year approach,
the Commission determines the need for a rate increase based on the utility’s recent acfual costs,
as well as any “known and measurable” changes to those recent historical costs. '’

By contrast, alirition analysis is a departure from the standard method of setting utility
rates. Adttrition analysis is based on less reliable projected costs (rather than actual costs) and a
projection of the revenues needed to offset alleged future earnings erosion. Because its basis is
less reliable, attrition-based increases (i.e., “attrition adjustments’™) have historically only been

allowed by the Commission in extraordinary circumstances. ™!

° Avista initially requested an increase of $33 million for its electric operations and $12 million for its
nalural gus operations. The reductions in Avista’s initial requests were the result of a multiparty partial settloment
and changes made to Avista’s calculation in its rebuttal filing.

19 “Known and measurable” is one of the standards by which the Commission measures an cxpensc or
rate base item for inclusion in raies. To be known and measurable, an event that causes changes to historical
expense, rate base, or revenue must have occwred during or shortly after the test period and will affect the period
when new rates go into effect. Also, the amount of change must be measurable and not an estimate or projection.
WUTC v. Avista Corp. d/b/a Avista Utif’s, Docket UE-090134 and UG-090135, Order 10 § 46
(December 22, 2009); WUIC v. Pacific Power & Light Con., Docket UE-140762, Order 08 1 167
{(March.25, 2015).

1 Until recently, the Commission had not authorized an attrition adjustment for any Washington utility since
the mid-1980s. Some atmition adjustments were allowed in the 1970s and 1980s due to identified extraordmary
circumstances, usually very high rates of inflation or unusual levels of capital investment.

PUBLIC COUNSEL'S PETITION 6 - ATTORNEY GENERAL OF WASHINGTON
FOR JUDICIAL REVIEW PUBLIC COUNSEL
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No pa.rtf supported Avista’s request for a rate increase for its electric service, either as o
the amount requested or the methodology used by Avista to calculate its request. Public Counsel
and the Industrial Customers of Northwest Utilities (ICNU) challenged Avista’s attrition analysis
and presented evidence that electric rates should be substantialty reduced using the
well-established modified historical test year approach. Public Counsel recommended a
$30 million reduction and ICNU recommended a $25 million reduction.”?  Additionally,
undisputed evidence showed that Avista had over-earned in 2013 and 2014, and would possibly
over-earn in 2015."

Commission Staff calculated Avista’s rates using both an attrition method and the
standard ratemaking method. Commission Sta.ff rejected Avista’s attrition methodology and
instead offered its own attrition analysis. Based on its attrition analysis, Commission Staff

recommended a reduction in rates of $6.46 million,'*

Commission Staff also presented an
analysis based on the modified historical test year that resulted in a reduction of $21 million."®
Responding to the evidence presented by the other parties, Avista abandoned its original
attrition analysis and adopted the Commission Staff’s attrition model. Avista recalculated its rate
request using the Staff model to be an increase of $3.6 million. Avista was the only party

recommending an increase [or electzic rates.

12 public Counse! and ICNU’s recommendations did not include Avista’s power cost update. Avista had
agreed during the case that the final rate determination would take into account its latest power costs, and those

‘were filed with the Commission in October 2015, during the pendency of the case and afier the evidentiary

hearing,

% Order 05 § 105. “Over-earning” occurs when a utility earns a rate of return ip excess of that authorized
by the Commission as a reasonable return for its investors. The rate of return is a component in calculating rates
charged to customets.

“ During the post-order process, Commission Staff updated its recommendation to a reduction of
$19.6 million, pursuant to its attrition analysis as adopted with modifications by the Commnission in Order 05.

15 Neither of Stall's analyses included Avista's power cost update provided after the hearing.

PUBLIC COUNSEL'S PETITION 7 ATTORNEY GENERAL OF WASHINGTON
FOR JUDICIAL REVIEW PUBLIC COUNSEL
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After an evidentiary bearing «nd briefing by parties, the Commission issued Order 05 as
its fina) order. In Order 05, the Commission confirmed that it was departing from prior decades
of precedent and would no longer treat an attrition adjustment as an “extraordinary remedy.”
Instead, the Commission articulated a new standard. Under the new standard, a utility does not
have to show extraordinary circumstances, as required in Commission decisions prior to 2012, but
a utility must show that the alleged causes of attrition are beyond its control.'® In other words, the
Commission will allow rate increases based on attrition if a utility can show that costs (operating
coéts or capital expenditures) are beyond its control and are projected to outpace revenues such
that the utility would have no opportunity to ear its authorized rate of return.

In Order 05, the Commission applied its new standard to Avista’s evidence and concluded
that Avista did not ﬁleet the test with respect to Avista’s electric service.!” The Commission
concluded that Avista had not established that the capital expenditures were outside of its control,
or that they were required for safe or efficient operation of its system.'®

Notwithstanding this finding, the C@mnﬁssion concluded that Avista was entitled to a
$28.3 million attrition adjustment. The Commission offset this amount against other evidence
showing the need for a $36.4 million rate reduction to yield a net rate reduction for electric service

of $8.1 million.'® Order 05 required Avista to lower its electric rates by $8.1 million.*’

16 The Commission stated in Avista’s 2012 general rate case that extraordinary circumstances were not
necessary. ‘That case was resolved through a multiparty settlement, opposed by Public Counsel, so the
Commission was not called upon to determine the standards or methodologies to apply when a utility seeks an
attrition adjusument. WUTC v. Avista Corp. d/b/a Avista Util’s, Docket Nos. UE-120436 and 1JG-120437,
Order 09 ]]1] 21, 70-78 (December 26, 2012).

¥ For Avista’s natural gas service, the Commission held that Avista had met the standard and showed
that its capital investments were driven by reasons beyond its control, Order 05 Y 121, 124,

18 Order 05 9y 125-127.

19 Order 05 § 140.

PUBLIC COUNSEL'S PETITION 8 ATTORNEY GENERAL OF WASHINGTON
FOR JUDICIAL REVIEW PUBLIC COUNSEL
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Even though the Commussion held that Avista failed to meet the newly articulated
standard, the Commission granted Avista's attrition adjustment relying on the U.S. Supreme
Court decisions in Hope” and Bluefield™™ These decisions generally stand for the proposition
that a regulator must set rates that are just and reasonable, and if the “end result” is just and
reasonable, a regulator is not constitutionally required to usc a particular methodology to reach the
resutt. In Order 05, the Commission determined that the larger rate reductions supported by the
record absent the $28.3 million attrition adjustment would not meet the standard of Hope and
Bluefield®* Public Counsel argues in this appeal that the Commission has misapplied these
Supreme Court authorities.

(e) Overview of post-order motions and Order 06. Shortly aftcr Order 05 was

issued, parties begah questioning the basis of the Commission’s calculations of the authorized
rates. Avista requested thal (he Commission hold an order conference the day Order 05 was
issued to discuss the Commission’s calculation of Avista’s electric revenue requirement.
ICNU and Public Counsel filed a Joint Motion for Clarification on January 19, 2016,
seeking clarification regarding an apparent error in the Commission’s calculation of Avista’s
electric rates. Based on the Commission’s adoption of Commission Staff’s attrition model
with modifications, ICNU and Public Counsel calculated that Avista's electric rates should

have been reduced by $19.8 million instead of $8.] million as ordered by the Commission.

%0 Avista filed revised tariffs to implement the rates approved in Order 05, and the Commission accepted
the revised tariffs. Rates went into effect on Janmary 11, 2016, and are cuerently being paid by Avista customers.
>! Fed, Power Comm’n v. Hope Natural (Gas Co., 320 U.S. 591, 64 S. Ct. 281, 88 L. Ed. 333 (1944).
. 2 Bluefield Water Works & Imp. Co. v. Public Serv. Comm’n, 262 U.S, 679, 43 S. Ct, 675, 67 L. Ed.
1176 (1923).
2 Order 05 1§ 132-135.
2 Order 05 § 132.
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The largest impact resulted from the Commission’s faiture 1o properly account for Avista’s
updated power costs,”> which reduced Avista’s revenue requirement by $12.3 miltion.

Commission Staff also filed a Motion for Reconsideration on January 19, 2016. Like
Public Counsel and ICNU, Staff found the Commission’s calculation of Avista*s electric
revenue requirement to be in crror, pointing out that the Commission had misapplied Staff’s
attrition model and improperly accounted for the lower power cost. Commission Staff
concluded that the correct calculation was a rate decrease of $19.6 million.”® Additionally,
Commission Staff asked the Commission to reconsider its interpretation of Hope and
Bluefield, stating that the result was not supported by the record.

The Commission requested additional information and workpapers regarding Staff’s
Motion for Reconsideration and conducted a second order conference with the parties, Afier
the order confer-cnccs, Commission Staff filed a Motion to Reopen, in which it provided
detailed instructions for the Commission on how to correctly calculate Avista’s rates using the
power cost update and the Staff attrition model as adopted by the Commission in Order 05.%

In Order 06, the Commussion denicd Public Counsel and ICNU’s Joint Motion for

Clarification and Staff’s Motion for Reconsideration, disagreeing that it had improperly

B Avista had agreed during the case that the final rate determination would takc Into account its latest
power costs, and those werc filed with the Commission in Octeber 2015, during the pendency of the case and after
the evidentiary hearing.

%¢ Staff’s Motion for Reconsideration initially stated that the correct rate reduction for Avista’s electric
service was $27.4 million. During the post-order process, an error was identified, and Staff corrected its error
before the Commission issued Order 06. After making corrections, Staff concluded that the rate reduction shouid
have been $19.6 million, similar to the amount calculated by Public Counsel and ICNU.

2" Even without reopening the record as requested by Staff, the- Commission could have corrected its
mistake based on testimony and exhibits from the Company at the evidentiary hearing, or even based on the
power cost update itself. Each of those Hlems discussed or illustrated the power cost update being correctly
applied in conjunction with the Staffs attrition model, which Avista adopted on rebuttal.

PUBLIC COUNSEL'S PETITION 10 ATTORNEY GENERAL OF WASHINGTON
FOR JUDICIAL REVIEW PUBLIC COUNSEL
800 FIFTH AVENUE, SUITE 2000
SEATTLE, WA 98104-3188
(206) 464-7744




& ¢ N A W N e

— et et et jees
B WN -

16
17
18
19
20
21
22
23
24
25
26

calculated Avista’s rates.® ‘I'he Commission also denied Staff’s Motion to Reopen, again
denying that any mistake was made. The Commission erroneously concluded that Avista
could have been prejudiced by the Commission reopening the record to accept instructions
regarding how to correctly use the Staff*s attrition model.

(8) REASONS WIIY RELIEF SHOULD BE GRANTED:

The Commission committed reversible error in Order 05 and Order 06. In particular,
the Commission acted outside of its statutory authority, arbitrarily and capriciously, and
without substantial evidence. As a reéult; Avista’s customers are not receiving the benefit of
lower rates due to Avista’s reduced power cost, a benefit of approximately $12 million, and
Avista’s shareholders are receiving a windfall. Accordingly, rates set in Order 05 and

confirmed in Order 06 are not fair, just, and reasonable.
ASSIGNMENTS OF ERROR

(a) The Commission’s Decision exceeds its Statutdry Authority because Avista’s
Electric and Natural Gas Rates were Set Based on Projected Values of Utility

Plant and Facilifies Not Providing Service to Customers.
RCW 34.05.570(3)(b).

Under RCW 80.04.250(1), the Commission may include in rates the value of property
that is “used and useful” to provide utility service in Washington. To be used and useful, an
asset must be used to provide utility service in this state, and the utility must demonstrate
quantifiable benefits to ratepayers for each asset to be included in ratcs® The capital
investment must also be “known and measurable.” To be known and measurable, the capital

investment must be known to have occurred during the test year or reasonably soon thereafter,

? The Commission granted Avista’s Motion/Petition and allowed Avists to respond 1o the motions.
B WUTC v. Pacific Power & Light Co., Docket UE-140762, Order 08 § 166 (March 25, 2015).
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and the cost must be actually incurred by the utility.”® Rates set in Ordetr 05 and those
confirmed in Order 06 include amounts for capital investments that are not used and useful or
known and measurable. |

Public Counsel assigns error to the following paragraphs in Order 05: % 5, 62 (with
respect to attrition adjustment), 63, 64, 67, 68, 70, 71, 72, 74, 77, 80, 93, 94, 95, 97, 100, 101,
102, 103, 104, 109, 110, 111, 114, 116, 119 (with respect to capital expenditures), 120, 121,
122, 124, 127 (with respect to Mr. Kelly O. Norwood’s testimony al hearing), 128, 131, 132,
133, 134, 140, 141 (with respect to granting attrition adjustment), 256 (td the extent it
incorporates paragraphs assigned error herein), 267, 268, 269, 283, 284, 285, 286 (to the extent
it incorporates paragraphs assigned error herein), 296, 310 (excluding the Settlement), 311,
312, 316, and 317.

Public Counsel assigns error to the following paragraphs in Order 06: 19 8, 9, 10, 12,
and 37.

(b) The Commission’s Decision to Allow an Attrition Adjustment for Avista’s Electric

Rates Is Arbitrary and Capricious.
RCW 34.05.570(3)(i).

After articulating its new standard for attrition adjustments in Order 05, and finding
that Avista had not met the standard because its projected capital investments were not
beyond its control, the Commission arbitrarily and capriciously granted Avista a $28.3 million
attrition adjustment.

Public Counsel assigns error to the following paragraphs in Order 05: 9 5, 78, 79, 80,

100, 101, 115, 127 (with respect to Mr. Norwood’s testimony at hearing), 128, 129, 130, 131,

®1d 7167
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132, 133, 134, 135, 136 (with respect to authorizing rates based on the attrition methodology
proposed by Staff), 137, 138, 139, 140, 141 (with respect to granting attrition adjustment), 256
(to the extent it incorporates paragraphs assigned etror herein), 267, 269, 283, 284, 285, 286
(to the extent it incorporates paragraphs assigned error herein), 296, 297, 310 (excluding the
Settiement), 311, 312, 316, and 317.

Public Counsel assigns error to the following paragraphs in Order 06: 91 8, 9, 12, 10,
and 37.

(¢) The Commission erroneously interpreted and applied the law when it used Hope

and Bluefield to justify an end result that is not supported by the record and is

inconsistent with other rulings made in Order 05.
RCW 34.05.570(3)(d).

The Commission misapplied the U.S. Supreme Court cases of Hope and Bluefield in
two instances. First, the Commission misapplied Hope and Bluefield when it used these
authorities to justify its use of an attriion adjustment to sct Avista’s electric rates, even
though the Commission determined that Avista failed to meet the newly articulated standard
for attrition. Second, the Commission misapplied the cases when it held that the larger rate
decreases for Avista’s electric operations supported by the record would not meet the standard
of Hape and Bluefield. The Commission is not granted unfettered discretion under Hope and
Bluefield, but must set just and reasonable rates. Order 05 and Ordcr 06 fail to set just and
reasonable rates.

Public Counsel assigns error 1o the following paragraphs in Order 05: 4% 129, 132,
133, 134, 135, 140, 256 (to the extent it incorporates paragraphs assigned etror herein), 267,
269, 283, 284, 285, 286 (to the extent it incorporates paragraphs assigned error herein), 296,
297, 310 (excluding the Settlement), 311, 312, 316, and 317. |
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Public Counsel assigns error to the following paragraphs in Order 06: 9Y 8, 9, 12, 16,
17, 18 (with respect to Staff seeking only clarification and not reconsideration), 23, 27, 28, and
37.
(d) The Commission’s Refusal te Correct its Calenlation Mistake with Respect to

Avista’s Electric Service Rates is Arbitrary and Capricious.
RCW 34.05.570(3)(i).

In setting rates for Avista’s electric service, the Commission madc a material
$12 miltion mistake in its calculations. This calculation error harms customers and provides an
unjust windfall to Avista. Despile being made aware of its mistake through post-order motions
and information filed by Public Counsel, ICNU, and Commission Staff, the Commission
refused to correct the calculaﬁoﬁ. This refusal to correct the calculation mistake was arbitrary
and capricious.

Public Counsel assigns error to the following paragraphs in Order 06: Y 8, 9, 11, 12,
15, 16, 19 (with respect to conclusion on whether it is appropriate to run the power cost update
outside the model), 23, 24, 25, 27, 28, 30, 31, 32, 33, 34, 35, 36, 37, 38, and 39,

(e) The Commission’s Calculation of Avista’s Electric Rates Is Not Supported by

Substantial Evidence.
RCW 34.05.570(3)(e).

Order 05 lacked sufficient evidence with respect to the $8.1 million reduction in
electric rates because the cumulative effect of the Commission’s rulings should have resulted
in a rate reduction of $19.8 million. The Commission was madc aware of the calculation
mistake through motions brought by the Commission’s Staff, and by Public Counsel and
ICNU. Moreover, Commission Staff provided the Commission with detailed instructions on

how to run Avista’s power cost update with the attrition model as adopted by the Commission.

PUBLIC COUNSEL'S PETITION 14 ATTORNEY GENERAL OF WASHINGTON
FOR JUDICIAL REVIEW PUBLIC COUNSEL
$00 FIFTH AVENUE, SUITE 2000
SEATTLE, WA 98104-3188
(206) 464-7744




L =2 - B N VS B oV R

[ T
bW N = o

16
17
18
19
20
21
22
23
24
25
26

The Commission refused to accept the detailed instructions and correct its calculation, and the
electric rates resulting from Order 05 and Order 06 are not supported by the record.
Public Counsel assigns error to the following paragraphs in Order 05: 97 5, 127 (with

respect to Mr, Norwood’s testimony at hearing), 129, 130, 131, 132, 133, 134, 135, 136 (with

respect to authorizing rates bascd on thc attrition methodology proposed by Staff), 140, 256 (1o

the extent it incorporates paragraphs assigned error herein), 267, 296, 297, 269, 283, 284, 285,
286 (1o the extent it incorporates paragraphs assigned error herein), 296, 310 (excluding the
Settlement), 311, 312, 316, and 317.

Public Counsel assigns error to the following paragraphs in Order 06: 9§ 3 (with
respect to resolving the issues based on the record), 9, 10, 11, 12, 15, 16, 23, 24, 25, 27, 28, 31,
32,33, 34, 35, 36, 37, 38, and 39.

(9) PETITIONER’S REQUEST FOR RELIEF:

Pursuant to RCWs 34.05.570 and 34.05.574, Public Counsel respectfully requests relief
as follows:

1. For an entry of judgment vacating or sciting aside p(_)rtions of the Commission’s
Order 05 and Order 06 in fotal;

2. Identifying the errors contained in Order 05 and Order 06;

3. Finding that the rates approved in Order 05 and reaftirmed in Order 06 are
unlawful and not fair, just, and reasonable;

4. Remanding this matter to the Commission for further proceedings consistent
with these rulings, including a determination of Avista’s revenue requirement for electric and

natural gas services;
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5. IFinding that ratepayers are entitled to refunds; and
6. For such other relief as the Court deems just and appropriate.
RESPECTFULLY SUBMITTED this 18" day of March, 2016.

ROBERT I'CRGUSON
ATTORNEY GENERAL

A —

LISA W. GAFKEN
WSBA No. 31549
Assistant Attorney General
Public Counsel
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R WASHINGTON UTILITIES AND ) DOCKETS UE-150204 and
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Complainant, ) ORDER 05
)
V. -)}* FINAL ORDER RRJECTING TARIFF
: ) FILING, ACCEPTING PARTIAL
AVISTA CORPORATION dba ) 'SETTLEMENT STIPULATION, -
AVISTA UTILITIES, } AUTHORIZING TARIFF FILINGS
) .
‘Respondent. )
)
................................ )

Synopsis: The Commission rejects the revised tariff sheets Avista Corporation dba -
Avista Utilities (Avista or Company) filed on February 9, 2015, that would have
increased rates for the Company’s eléctric customers by 6.7 percent, raising $33.2

. million in additional revenue for Avista, and its tariff sheets that would have increased
rates for Avista’s natural gas customers by 6.9 percent, raising $12 million in addmonal
revenue for. the Compary, if either had been approved by the Commzsszan

The Commission approves and accepts the partial, multiparty setﬂement stipulation filed
on May 1, 2015, including the proposed capital structure of 9.5 percent return on equzty
7.29 percent rate of return, and 48.5 percent equity component '

Based on the evidence presented, the Commission authorizes and requires the Company
to file revised tariff sheets with natural gas rates that will recover $10.8 million, for a 6.3
percent increase in rates. Fi urther after full consideration of the record, the Commission
authorizes and requires Avista to file revised tariff sheets.with electric rates that will

_ recover $8.1 million less in revenue, for a 1.63 percent rate decrease.

Paragraph 6 of the Settlement, “Electric Rate Spread/Rate Design,” only provides
electric rate spread and rate design provisions for a revenue requirement increase. As we
order a decrease in Avisia’s electric rates, this provision of the Settlement is moot.

* Instead, the Commission adopts an equitable approdch to electric rate spread and rate

- design that apportions a uniform perceriage rate decrease across szvta s rate schedules
and schedule blocks. '



DOCKETS UE-150204 and UG-150205 (consobidated) ST . PAGE2,
ORDER 05 :

The Commission finds Staff’s methodology for electric pro forma plant additions well
principled and audited and accepis the pro forma plant additions as Staff has propa&ed
We also approve Steffs adjustment updating the test year to reflect the results of the
2014 Commission Basis Report. '

With regard to the (,ompany 's claims of attrition eroding its earnings for both its natural
gas and electric operations, the Commission recognizes that Avista has.been :
. underearning in its natural gas operations for meny years. The Company has engaged in
rapid replacement and improvement of gas distribution infrastructure, driven largely by

safety and reliability concerns as well as. cémpliance wirh Cénimission orders and
policies supporting replacement of pipe that has a high risk of failure. We acknowlédge
_ that Avista is likely 10 experzence atirition in its natural gas operations in the rate year,
and therefore accept .S’ra]jr s attrition methodology, with a slight change in the escalation
“rate for the period 2007 fo 2014, for the purposes of setting rates for Avista’s natural gas )
operations. The Commzsszon allows a natural gas atirition ad]ustment in rhe amount of
56.8 mzllwn. . - :

Although the Company has shown a recent balanced financial position on its electric
operations, we are concernéd this will not continue for the foreseeable future and, absent
an attrition adjustment, that the Company may not have an opportunity fo achieve
earnings on electric operations at or near authorized levels. Thus, we grant an attrition
adms'tment to the modified test year amounts ﬁ:r Avista’s electrzc service. We make two
modifications to Staff’s attrition analysis to arrive at the attrition adjustment we '
authorize today. Similar to the methodology for attrition for naiwral gas, we modify the
escalation rate applied to the 2007-20] 4 time period. Further, we reduce to zero the
escalation rate for distribution plant capital investments and expenses. After these -
changes to the methodolo;gy based on the facts and circumstances of this case, we find the
revenue requirement for Avista's electric service should be reduced by $8.1 million,
based upon the results of @ modified historical test year with known and measurable pro
Jorma adjustments, including an attrition adjustment of $28.3 million.

For operations and maintenance expenses at all thermal plants except Colstrip and
Coyote Springs 2, we authorize Avista to use lest year actual expenses as the test year
expenses are sufficiently reﬂecnve of historical data for use in setting rates. With regard
f6 major maintenance at Colstrip and Coyote Springs 2, we find Staff’s proposal to
normalize major maintenance expenses a reasonable approach to allow Avista to recover
these costs.
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ORDER 05 '

The Commission al.s'o resolves several contested adjustments, including Project Compass
' We reject Staff’s recommended disallowance of $12.7 million of Project Compass’
capital costs relating io the extended timeline and the Project Compass bonus plan.
Avista demonstrated that it acted prudently in retaining its contractor to implement
Project Compass. The Company considered switching to a different contractor and
decided against it since this would have resulted in an extended timeline for the project
that would have been more costly. Further, the Commission finds that Avista carried its
burden to show that the Project Compass bonus plan was used to motivate emplayees to
complete an essential project and that the bonuses were approved through appropnate
channels. :

‘We decline to rule on the _prudéncy of Aﬁis{a ‘s proposed advanced metering
infrastructure in this case because the issue is not ripe for Commission determination.
Should the Company choose to do so, it may file an dccounting petition requesting
deferred accounting treatment of metering costs.” '

The Commission approves the Company’s adjustment increasing 2014 wages and 2015 -
union wages, but we reject the 2015 non-union increase and the 2016 increases as they
are not known and measurable expenses. We reject Avista’s proposal io adjust the
amount of time its executives allocate to Washingtan utility work because these
projections are s:mzlarly not kmown and measurable.

The Commzssran approve.s' aplan consistent with Avista's five-year plan to increase
funding for the Low-Income Rate Assistance Program by seven percent or twice the
percentage increase in the residential electric and natural gas base rates as reasonable.
Inits tfqmpliance tariff filing, Avista is directed to increase funding for Schedule 92 by 7
percent and Schedule 192 by twice the percentage base rate increase for Schedule 101 |
customers, or 12.6 percent, as well as identify each assistance service available to its

" customers and their efigibility requirements.



" DOCKETS UE-150204 and UG-150205 (com'olrdated) ' . PAGE 4
ORDER 05

'TABLE OF CONTENTS

SUMMARY ...t eetttraemrerersarse e cvenseassasseserssmamams siamase sassesssssatsssesess smematesastsbnasbess sesmnssrssssnsss 5
- MEMORANDUM ....cooorcrerrnianes ervesiennmneneranns ctmsmnenesssnrane reemer ety ass anss saemerer s st eets 6
I  Background and Procedural FStOTY .....o.ereevvcemvremeoeee eeeesete s apeee et ees 6
IL - Settlement SHPUIAHON. ..vuuvuerrssmsereemsseseasermmesessssssressesressioseepissstsatsmcrmssessomsemsssesessoss 8
A. Terms and Conditions o eenmeeuraseemseseasmtentemeooetssheabeessesirenrene s beme e e bt bt gobnaR e et 8
1. Summary.... seareeieesenarnne one nreseresssanaeerrsnres 8
2. Joint T esﬁmonym Suppoxt of Settlcment rerrmeneeaea s e e soananecamemns e retecs O
~ B. " Discussion/DeciSIOn. ...c.ousunmerecreceremcsmsmasssiirnsacens e e s 11
II. Contested ISEUES.....umrmersriasracssresssemtssesesrmrcrem s rs e sea s oo saccorsuasines 13
A. Pro Fommna Plant AJditions.....ccucemeesesessercivemeec e rernserre e e atabstas 13
E3 SN w111 ) o FOR OO OSSO SO 18
1. Historical Conlext.......crer--. eeesessneses et eee s s s nren eeaeurerererernaan 19
2. DPositions of the Parties................... everressoncsee e rmeais sser e araners derermvmemseeenesaanas 27
3:  Discussion and IDECISIOM ...rruere . eeeeeremeveonirsssncseneeseissers s ssassesssssssesssenss 37
. C.  Generation Plant Operations and Mamtenance .............. ereen s tee et reansesrassennes 53
D.. Project COMPASS. ....ocovrerecomsneersncssssarsssessmssrensens rerrreeiteb b srbesasa s er e emsebes 57
E. Advanced Metering Infrastmcture .................................. crenermsemesrsanrte s seereeesens 63
F. Labor Expenses.......cocuo.... crrererisananannness ieseraersasssreeserarennts reaeeatanens .71

1. NOD-EXECUHVE WEZES «.covuereneoeeeecremeseesesinisemresesseesssissessssansseenesas s snsemnessns 71
2.  BXECUNVE COMPENSANON ...ovvevvveemeemermaresesseses seemsssssmssssssssesessssensessrcnsssasinssess 13

G. Low-Income Rate AsSiStance PIOGIAIN. ... ..cccoceieveinercicarer i cseracssnsanescercomenss 76

H. Miscellaneous Expenses.......... e secn romsmem e ene e bbb e s aasenen Lrememeascssasasesnes 80
FINDINGS OF FACT.....ccccceiiiienenns SN yrossonerns resmsersarasrsessenns eremenenenresmenantatans 87
CONCLUSIONS OF LAW ..o eeeeetateaareseane e e canenasen ercarea arebase sensemreemrranan 90
‘ORDER.....recrise reseeenareseernen s asaRr bRt e s e menReessete e ar e et batb e e rereserre 93
APPENDIX Ao ccisinssastsssnsm s e g smme e s besa s e s be s b e e ems e ssss s s 3 st emee 95
TABLE Al eeticeerinisemssassersesssiascrosmssessssnss s smanenassssesess et ssasasss sissasmenmesrmsessensssesassatsans 96
TABLE A2 criceeciansmemsanssesssssasarmens sstsssmsssse sere smresi scasstes ot ensascosssesesassnsnns sims sseanessnssas 97
APPENDILIX B....ucovotiininrressseserrsimssessssmsassssenssssoraseesssasesamssser sesssrosss sense sossssssanms sesassassmssssatse 98
TABLE Bl oiiecoicimrremnerotemer e sssassssonssssssss sanesrsasevsasasmestasssmsosesesmsassss soecemeamtesestseessssraseses 99
TABLE B2 .. sesnssseissin e sesersssssassnsanses 100




DOCKETS UE-156204 and UG-150205 (consoltdated) - .  PAGES
ORDER 05 :

PROCEEDINGS: On Febrmary 9, 2015, Avista Corporation d/b/a Avista Utilities

{(Avista or Company) filed with the Washington Utilities and Transportation Corumission |
(Commission) revisions fo its currently effective Tariff WN U-28, Electric Service. The ' |
Company requested authority 1o increase charges and rates for electricservice by _
approximately $33 2 million or 6.7 percent in billed rates. This matter has been '
designated by the Comnnssmn as Docket UE-150204 . o '

Also o F ebruary 9, 2015, Avista ﬁled revisions to its currently effective Tanﬁ WN U—
29, Natural Gas Service. In this filing, Avista seeks to increase rates for natural gas
service by approximatcly $12 million or 6.9 percent in billed rates. This matter has been
designated as Docket UG-150205. In Order 01, Complaint and Order Suspending Tariff
Revisions and Order of Consolidation, the Commission suspended these tanff revisions
and consolidated Dockets UE-150204 and UG-150203. for hearing.

PARTY REPRESENTATIVES: David J. Meyer, Vicé President and Chief Counsel for

- Regulatory and Governmental Affairs, Spokane, Washington, represents Avista. Lisa W. :
Gafken, Assistant Attomey Genetal, Seattle, Washington, represents the Public Counsel : _ '
, Division of the Washington State Attorney General’s Office (Public Counsel). Patrick J.
Oshie Jennifer Cameron-Rulkowski, Christopher Casey, and Brett P. Shearer, Assistant
Aftorneys General Olympia, Washmgton represent the Commission’s regulatory staff

. (Staff).l . .
Melinda Davison and Jesse E. Cowell, Davison Van Cleve, P.C., Portland, Oregon,
represent the Industrial Customers of Northwest Utilities (ICNU). Chad M. Stokes and
Tommy A. Brooks, Cable Huston, Portland, Oregon, represent the Northwest Industrial
Gas Users (NWIGU). Ronald L. Roseman, attorney, Seattle, Washmgton represents The
Energy Project.

! In formal proceedings, such as this, the Commission’s regulatory staff participates 1ike any other
party, while the Commissioners make the decision. To assure fairness, the Commissioners, the
presiding administrative law judge, and the Commissioners’ policy and accounting advisors do
not discuss the merits of this proceeding with the regnlatory staff, or any other party, without
glvmg notice and opportumty for all parties to parttmpate See, RCW 34 05.455.
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COMMISSION DETERMINATIONS: The Commuission aathorizes Avista to file
revised tariff sheets reflecting an electric rcvcnpé requirement decrease of $8.1 million or
1.63 percent and a natyral gas revenue requirement increase of $10.8 million or-6.3
percent. The Commission approves and accepts the partial, multiparty setflement
stipulation (Sctﬂement), including the 7.29 percent Tate of return (ROR), the 9.5 pcrccnt
return on equity (ROE), and the 48.5 percent common equity capital structure. The
Commission finds that patagraph 6 of the Settlement, which addresses electric rate spread
and rate design for an increase in the revenue requirement, is moot. We adopt an
equitable approach 1o the Company’s electric rate spread and rate design that apportions a
uniform percentage rate decrease across rate schedules and schedule blocks.

MEMORANDUM

I. Background and Procedural History

On February 9, 2015, Avista filed revisions 10 its currently effective Tariff WN U-28,

Electric Service, and Tariff WN U-29, Gas Service. The Company requested authority to

increase charges and rates for electric service by approxm:ately $33.2 million, or 6.7
_ perce:nt in billed rates. The Company also requested a natural gas tate increase of $12

million, or 6.9 percent in billed rates. The Commission suspended operatlon of the tariffs '

and consolidated the dockets for hearing.

Avista based its initial request on a test year from October 1, 2013, through September
30, 2014. The filing included proposals for the following:

- An overall ROR of 7.46 perccnt.2
e  AnROEof99 percent.®

e A capital structure consisting of 48.0 percent equity and 52.0 percent
debtt

*  Anaftdtion adjustment for both its electric and xiatural gas qperaﬁons.'

2 Morris, Exh. No. SLM-1T at 3:4-5 and 3:20-21.
bId.
i
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On March 12, 2015, the Commissioﬁ cumiuctcd a prehearing conference before

- Administrative Law Judge Marguerite B. Friedlander. On May 1, 2015, Avista, Staff,
. Public Counsel, NWIGU, and ICNU filed a partial, multiparty settlement stipulation

(Settlement), which is attached to, and incorporated as Appendix C to this order.’ The
Settling Parties filed testimony in support of the Settlement on Fuly 24, 2015. -

Staff, NWIGU, ICNU, The Energy Project, and Public Counsel filed response t;cslimony

and exhibits regarding the remaining issues.on July 27, 2015. On September 4, 2015, the
Company filed rebuttal testimony and exhibits, while Staff, ICNU, and Public Counsel
filed cross-answering tcstimony and exhibits on select issnes. The Commission held
public comment hearings in both Spokane, and Spokane Valley, Weshington, on
September 15, 2015, and September 16, 2015, respectively. In total, the Commission and
Public Counsel received 105 comments regarding the proposed rate increases from '
Washington customers, with 97 comments opposing the increases, no comments
supporting the increases, and 8 comments neither supporting nor opposing.’

On October 5-6, 2015,-thc Commission convened an evidentiary hearing at its -
headquarters in Olympia, Washington, to address the remaining confested issues outside
of the Settlement. Chairman David W. Danner, Commissioner Philip B. Tones, and
Commissioner Ann E. Rendahl were assisted at the bench by Judge Friedlander.
Altogether, the record includes more than 250 exhibits admitted during the evidentiary .
hearing. The transcript of this proceeding exceeds 600 pages in length.

On November 4, 2015, Avista, The Energy Project, NWIGU, ICNU, Staﬁ and Public
Counsel filed post hearing brjefs.”

3 See Appendix C following this Order. The Energy Project did not join in the Seftlement;
however, The Energy Pro_] ect did not file testimony in opposition to the Scttlement.

6 Exh. No. 6.

7 Staff filed a Mation for Leave to Flle Supplemental Argtiment on Brief (Motlon) on December
4, 2015. This Motion was denied on December 8, 2015, by Order 04
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IL Settlement Stipulition
A. Terms.and Conditions .

1. Summary _ ' L

On May 1, 20'15, Avista, Staff, Public Counsel, JCNU, and NWIGU fled a Setﬂement to
resolve cerfain issucs pertaining to the Company’s cost of capital, power supply, rate
spread, and rate design.® The effect of the Settlement reduced Avista’s requested electric
revenue requirement from $33.2 million to $17 million and its rec.luested patural gas
revenue requirement from $12 million to $11.3 million. ® The Scttlemcnt piovided fora
9.5 percent ROE and an overall ROR of 7.29 percent.!® The Company agreed to file an
updated power supply adjustment two months prior to pew electric rates from this
proceeding going into effect. 1 The Company’s update to the power supply adjustment
was filed on October 29, 2015, and reduced the electric revenue requirement by $ 12.3
million.™

The Settlemegt also provided for a further reduction in power supply costs by $1.5
million at the time that the Company provided its update.’* The Energy Recovery -
Mechanism trigger remained at $30 million, and the methodology as well as the proper .
name for the Retail Revemie Adjustment would not change.'* The Settlement provided
for an equal percentage of revenuc increase for pmposes of spreading the electnc and
natural gas revenue requirements. :

¥ Settlement, 13.
 Joint Motion for an Order Approving Settlemenf, g2.
1 1d, §4.

1 1d, 4 5. The statutory eﬁ'ectlve date of Avmta’s general rate’ request in these combined dockets
is January 11,2016.

'121’d

13 S-ettlcment, 1 5(c).
M d, 9§ 5(d) and (s).
15 14, 97 6(a) and 7(a).
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The settling parties proposed an electric rate design to address any revenue requirement
increase thc Commission may approve. However, the Settlement did not offer a proposal
in the event of an electric revenue requirement decrease. As for the natural gas rate
design, the Settlement recommends the following:

e ' Natural Gas Schedule 101: The Basic Charge would remain at $9.00 per
month, and the revenue spread to the volumetnc rates on a umform '
percentage basis. ¢

. Natural Gas Schedule 146: The Basic Charge would increase from $500 to
$525 per month, and the remaining revenue increase spread on a uniform
pexcentage across all blocks.!”

. Natural Gas Schedules 111: The monthly Minimum Charge based on
Schedule 101 rates {breakeven at 200 therms) would increase and a
uniform percentage increase spread to all blocks.'®

. Natural Gas Schedules 121: The monthly Minimum Cliarge based on
Schedule, 101 rates (breakeven at 500 therms) would increase and a-
uniform percentage increase spread to all blocks. " '

o Natural Gas Schedule 131: A uniform percentage increase spread to all
blocks.??

2. Joint Testmmny in Support of Sett]ement

Avista, Staff, Public Counse], NWIGU, and ICNU filed Toint Testimony in Support of

- the Settlement (Joint Testimony).on July 24, 2015. The Company states that the

Settlement balances its interests and the interests of its customers on cost of capital,
power cost, and rate spread and rate design isses.?! Staff asserts that the 7.29 percent

6 1d, § 7(oXD).
1 14, 9 7(b)Gi).
19 14, 7(b) ).
19 Id

4]

21 Norwood, Exh. No. 2 at 13:7-8.
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- ROR is reasonable because it is nearly identical fo the 7.30 percent ROR the Commission

authotized in Docket UE-140762 for Pacific Power & Light Company.? Staff siates that
the testimony of Avista witness Adrien McKenzie is the only ROR testimony in the
record, and it supports the settled capital structure.”® Staff notes that the Seftlement’s debt
level is near the upper end of the proxy group of 20 comparison utilities provided by Mr.
McKenzie, which indicates that the equity percentage in the Setilemeut is not overly
generous. 24 According 16 Staff, the 7.29 percent ROR recommended by the Scitlement is
only slightly lower than the ROR set in Avista’ s last general rate case.?

Staff is particularly sausﬁed with the modeling corrections and assumption updates to the
power supply component of the Settlement, as wejl as the continvation of the Energy

- Recovery Mechanism in its present farm. 26 While the partics do not agree on a specific

cost of service methodology, the Settlement maintains the electric residential basic charge
at $8.50 per month, which Staff asserts is consistent with the Commission’s preference -
for basic charges to reflect only “direct customer costs.”’

Public Counsel contends that the Settlement amounts reflect a trend toward declining ..
ROR. and ROE for regulated utilities.?8 Public Counsel asserts that the agreement
“represents a fair assignment of revenue responsibility for all customer classes "%
Additionally, Public Counsel points out that the Settlement provides no increases to
residential basic charges for electric and natural gas customers despite Avista’s initial
filing proposing a substantial increase to both.3"

~ 2 McGuire, Exh. No. 2 at 15:15-17.
| B at15:16-19.
2 1d at 16:6-10.

25 I 8116:18-17:2
26 14 at 17:10-12.

27 Id. at'18:10-15 (citing WUTC v. Pac;ﬁc Power & Light Company, Docket UE-140762, Order
08, 216 (Mar. 21, 2015) [PPL Order 08].

* 28 Johnson, Exh. No. 2 at 22:11-12.

®1d at 23:89.
30 I1d at 23: 12-15.
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NWIGU supports the Settiement bccausc “he’ agrcemcnt reached on capltal costs is -
consistent with the cost of capital approved for other dual fue] utilities in the region.”™!
ICNU argues that the agreement is a reasonable outcome that “allows the Commission to -

devote its full attention to still contested issues.”32 ICNU insists that the proposed
reductions to Avista’s authorized ROE and ROR are appropriate.®

B. Discussion/Decision

Pursuant to WAC 480—07—730(3), a multxparty settlement is an agreement by some, but
not all, partlcs on one or more issues that is offered as their position in the proceeding

- along with the evidence that they believe supports it. The Commission’s rules allow non-
_ settling parties, in this instance, The Energy Project, to offer evidence and argument in

opposiﬁon to the agreement.** The Energy Proj ect, the sole non-settling party, has chosen
not to avail itself of this opportunity or even to ra.tse an objccuon to the terms and
conditions of the Setﬂcment

The Commission wﬂl approve setﬂements when doing so is lawful, the settlement terms
are supparted by an appropriate record, and when the result is consistent with the Iﬁublic
interest in light of all the information available to the Comniission. Ultimately, in
settlements, as in fully-litigated rate cases, the Commlsswn must determine that the
resulting rafes are fair, just, reasonable, and suf.ﬁclent as required by state law,

Thus, the Commissian considers the individual components of the settlement under a
thrcc~part inquiry. We ask:

e . Whether any aspect of the proposal is contrary to law,
. ththcr any aspect of the proposal offends public policy.

. Whether the evidence supports the proposed elements of the settlcmcnt as
a reasonable resolution of the issues at hand.

3! Finklea, Exh. No. 2 at 28:2-4.

3 Mullius, Exh. No. 2 at 25:18-19.
3 Id: ‘at 26:6-8.

34 WAC 480-07-730(3).
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The Commission must reach one of three possible results:
* " Acceptthe proposed settlernent withoﬁt condition.
. Accept the proposed settlement subject to one or more cqnditions.
. Reject the proposed settlement. |

We find that the terms and conditions of the Settlement are lawful, supported by.an
appropriate record, dnd consistent with the public interest in light of all the information
available to the Commission. The capital structure as proposed in the Settlementis
balanced in treatment of both the Company and ratepayers. Likewise, the ROE and ROR
are within the range of reasonable outcomes and supported by testimony in the :
evidentiary rocord.

" The agreement allowed for cotrection of erroneous power supply expenses caused by an

enhancement of the AUROR Axae model that inadvertently reversed the signs s0 thata '
gain was reflected as aloss and vice versa. Avista agreed to adjustments to several power
supply expenscs that resulted in significantly lowering the overall power supply expenses
it requested. '

With regard to the electric rate design, the settling parties arrived at an approach that
would spread any revenue increase across the various block rates uniformly, with some
additional increases in various schedule’s basic charges. The settling parties did not, .

‘however, provide for rate spread or rate design schemes in the event of an electric

revenue decrease. No party addressed this issue during the hearing or on brief. Thus,
under the circumstances and g_ivén the upproaching statutory effective date, we find the
reasonable and equitable approach is a uniform perecntage electric rate decrease across
classes and then a uniform percentage decrease across energy blocks within each class.
The Commission will entertain a motion to reopen the record in this proceeding for thirty
days following the effective date of the rates resulting from this Order, assuming all

" parties arrive at a stipulated settlement on a modified rate spread and mte design plan.

Otherwise, the Company has indicated it plans to file another request for rate relief early-
in 2016. Any disagreement with the Commission’s approved electric rate spread and rate
design may be handled in that proccadmg : '
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L Contested Issues
A. Pro Forma Plant Additions®

The Company does not present a revenue requirement built on pro forma plant additions
to the iest year. 3 Instead, it proposes an attrition adjustment supported in part by its
“cross-check™ study, which is a budget-based projection of plent additions in the year
2016 on an average-of-monthly-averages (AMA) basis.”” On rebuttal, the Company
adjusts its test year ending September 30, 2014, to include booked plant addmons
through December 31, 2014,

Staff, Public Counsel, and ICNU present pro forma plant additions beyond the test year,
Public Counset and ICNU make revenue requirement recommendations using only the
modified test year without an attrition study.*® Staff adjusts the test year to reflect booked
plant additions through December 31, 2014. Using this adjusted test year, Staff constmcts
a modified tcst year with pro forma plant additions and then presents an attrition
adjusiment developed from its attrition study. NWIGU does not develop plant additions
to the test year, recommending no gas rate increase. We examine each party’s pro forma

. plant additions in turn. |

© 351n jis initial case, Avista proposed a pro forma adjustment for Operations and Maintenance

(O&M) costs that would be reduced or eliminated in the post-test year period spanning from

. October 1, 2014, through December 31, 2016. Schuh, Exh, No. KKS-1T at 25:7-9. Avista

identified $139,000 in additional Q&M offsets after it established its final revenue requirement in
this case. Smith, Exh. No. JSS-1T at n.18. These offsets are discussed in detail in the Company’s
business cases provided as support for its proposed capital additions. Schuh, Exh. No. KKS-1T at
4:18-20. They include, for example, O&M savings related to securing a well water supply for the
Kettle Falls Generating Facility, reducing ash abrasion in the facility’s ash collector, reducing
transmission line losses, and allocating O&M costs for additional parking at the Central Office to -
all services and jurisdictions. On response, Staff supports the inclusion of these additional O&M
offscts in its recommended O&M offsets adjustment. Hancock, Exh. No. CSH- 1T at 29:17-19.
Consistont with Commission preotice and Staff’s recommiended pro forma cepital additions as
approved herein, the Commission accepts Staff’s recommended O&M offsets adjustment.

3 Norwood, Exh. No. KON-1T at 28:7-12.

37 1d, at 28:7-15.

38 JCNU and Public Counse] use the electric plant additions on au AMA basis for test year ending
September 30, 2014, while Public Counsel recommends natural gas plant additions on an end-of—
period (EOP) basis for the test year endmg September 30. 2014.
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M. Christopher Hancock, testifying for StaFf, provides a comprehensive review of the
Commission rulings on pro forma plant additions and sets forth four criteria for its

- review.3? According to his epproach, plant additions moust be:

. major and discrete, _
. known and measurable Wﬂh any offsetting factors included,
.'. vsed and useful, and '
. prudently incﬁfré:d.

Mr. Hancock propo ses;W;ashingtun-allocaléd electric pro forma plani additions of $56.7
million and natural gas pro forina plant additions of $16.2 million.*® Staff also contests -
the prudence of $12 million in Project Compass expenses, as discussed later in this Order.

_ For a definition of a major plant addition, Mzr. Hancock relies on the recent order

resolving Pacific Power & Light Company’s geperal rate case in which the Commission
referenced the definition of “major” found in the Commission’s rule on budgets.*! That-
rule defines “major” as 0.5 percent of net utility plant in service,”? Using this definition,
Staff defines major plant additions as electric plant additions larger than $6.3 rmillion and
natural gas plant additions larger than $1.2 million. Staff applies this criterion to the
Company’s Expenditure Requests (ERs) and selects 14 ERs as meeting the major plant -
addition threshold.*? Staff provides extensive review of these projects using a J une 30,
2015, cutoff date, not as a bright-line cutoff, but rather because the procedural schedule
prevents Staff from auditing book entries beyond June 30.# Staff includes in its pro
fo_z:ma plant additions booked amounts less then the dollar threshold of the major plant -
addition. :

- ¥ Ha.ncock relies on the Commlssu'm 5 Order in the 2014 Pac]:ﬁCorp general rate case for

guidance for these criterion. PPL Order 08, 11 150, 170.

40 Hancock, Exh. No. CSH-IT at 21 (Table 4).

41 Id

42 Id. at 12:1-21. The formula in the WAC is 0.5 parcent of Washmgton—a]located net utility plant-

" in service. WAC 480-140-040.

43 Gomez, Bxh, No. DCG-1T at 13:1-8, These 14 ERs comprise $276.7 inillion (almost 62
percent) of Avista’s total estimate of its as-filed system-level cepital additions for 2015. Hancock,
Exh. No. CSB-1T at 13:4-17.

4 1d. at 21:8-23:15.
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- its inclusion as a measure to address the consistent undérearnings for Avista’s natural gas
. operations.*’ In cross answering testimony, Mr. Hancock clarifies that Staff supports the

- excluding plant additions if the booked amounts are below $10 million.’? Staff criticizes

DOCKE'LS UE-150204 and UG-150205 {(cornsolidated) . ' PAGE i5

On behalf of Public Counsel, Ms. Donna Ramas accepts an increase of approximately
$56 million in electric plant and $17.24 million in natoral gas plant for the pro forma .
addition of three capital projects that are in service by May 31, 2015.% Due to the on-
going nature of the Aldyl-A pipe replacement project, Ms, Ramas states that the
Commission could inchude costs after her cut-off date of May 31, 201 3, provided they are
fully supported by the Company.*6 Aclcnowledgmg that the pipe rcplacemcnt project does
not technically meet her definition of a “discrete” major plant addition, she recommends

inclusion of Aldyl-A pipe replacement because it is known and measurable, used and
useful, prudent, and major, rather than es a mechsmism to alleviate attrition.*8 -

Mr. Bradley Moullins, testifying for ICNU, recommends only one pro forma plant
addition, Project Compass. He discusses and rejects five other projects for a combination
of reasons. First, Mr. Mullins defines major plant as projects with $10 million in planned
costs, stating that it is “a natural threshold in the Company’s filing **Mr. Mullins further

Tomits pro forma adjustments by excluding what he labels “blanket” capital additions

consisting of many unrelated projects that are not a single discrete project. *° He rejects - .
pro forma additions where the Company’s updates of the project costs have considerable -
varigbility.*! Finally, Mr. Mullins applies the $10 million threshold to booked amounts, _ !

Mr. Mullin’s approach as a double appllcatmn of the major plant definition and as the
$10 ‘millicn threshold having no relationship to the size of the I.Itﬂlt)

A Ramas Exh. No. DMR-ICT at 57:17-58:5. These pro forma plant additions mclude Clark Fork
Protection, Mitigation and Enhanccment, Project Compass and Aldyl-A pipe replacement.

4 Id. at 60:15-61:3.
41 Id. at 60:18-61:3.
 Hancock, Exh. No. CSH 9T at 4:16-5: 7.
4 Mullins, Exh. No. BGM-ICT at 24:4-10.

% Id. at 25:22-26:3. Mr. Mullins provides an example of 2 b]anket capital item: Technology
Refresh to Sustain Business Process is “for routine replacements of and upgrades to existing
applications and hardware.” Id at 25:2-3.

S Id, at 26:4-11.

3 Id. at 27:3-1.
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Testifying for NWIGU, Mr. Michael Gorman concludes that no change in natural gas
rates is justified and therefore does not support any pro forma capital additions to the test
year.

On rebuttal Avista witness Mz, Kelly Narwood does not add:ess the standards the
intervenors use for determining pro forma plant additions. Instead, he claims mtervenors
had ample time to audit the planned plant additions through 2016.%2 In rejecting
intervenors’ modified test year, Mr. Norwood stresses that the modified test year with .
limited pro forma adjustments will not provide a sufficient revenue requiremnent.  He
contrasts the revenue requirement developed with pro- forma plant additions to Avista’s
cross-check study that nses projected budget amounts to produce a considerably higher
level of capital addition in the 2016 rate year.>® Mr. Norwood also supports this
conclusion based on the preponderance of the Company’s testimony that demonstrates - -
attrition, including citing to Staff's testimony that the Company is suffering attrition. %

Decision. The Commission® s ldng-stan&ing Ppractice is to set rates using a modified
historical test year with post-test year adjustments following the used and useful and
known and measurable standards while excrcising the considerable discretion these

. standards allow in the context of individual cases.”’” We do not waiver from that approach

now. In a rate proceeding with claims of attrition-related earnings erosion, it is necessary
lo first develop a modified test year upon which the addition of an atirition adjustment
may be considered.

The post-est year plant additions proposed by Staff, Public Counsel, and ICNU are based
upon known and measurable plant additions that occurred during, or reasonably soon
afier, the test year. Betwcen the test year resulis and post-test year plant additions, these
parties’ pro forma studies provide a ﬁrm ground for determining the level of revenue
reqm.rement '

“Unlike the Company 8 cross-check study, the plant addmons proposed by other parties

are not an estimate, projection, budget forecast, or some similar exercise of judgment —

- even informed judgment. We decline to rely on broad budget proj cctions. The

unreliability of the Company’s badget projections is evidenced by the large difference

% Norwood, Exh. No. KON-1T at 12:3-11..

S Id at2:20:27.

55 Id, at 28:7-29:12.

36 Id at 2001 -/23.'

51 See WUTC. v. Pacific Power & Light Co., Docket UE-130043, Order 05, § 198 (Dec. 4, 2013).
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between the Company’s pro_;cdmns for fouILh quarter 20 14 and the pla.nt adetmns
actually booked in the fourth quarter. :

- In establishing revenue requirements for electric and gas operations, our first step will be
" to'use a modified historical fest year to construct rates. This serves as the benchmark, or

for cross-checking purposes, if the Commission chooses to exercise its discretion to apply
an attrition adjustment beyond the modified test year amounts. We continue to rely on &
modified historical test year because it provides known and measurable costs and rate
base amounts to which the attrition adjusunent can be added in proportxon to the level of
attrition the Company is expected o experience.

Staff adjusts the test year ending September 30, 2014, to reflect tﬁe booked plant

" additions for the fourth quarter 2014, as reported in the Company’s Commission Basis

Report. In the context of seiting rates under conditions of attrition or regulatory Iag, this )
approach is useful in prowdmg known and measurable information in formulating a
revenue requirement.

Staff’s proposed threshold for major plant additions relies on an established rule, albeit
one established ina somgwhat different setting. It has, however, the advantage of being

* proportional to the size of the Company’s rate base and therefore relevant to the issue of

the financial impact on the Company in the setting of ratcs. We find it reasonable to set
the threshold in proportion to-a company’s rate base. In the instant case, we find it
reasonable to use the one-half of one percent threshoid.

The parties disagree over a consistent, usable definition of a disurele plant addition.
Public Counsel ciiticizes Staff’s pro forma addition of Information Technology Refrosh
to Sustain Business Process as consisting of multiple, separate projects.”® We heed Public

. Counsel’s caution regarding the use of non-discrete, blanket capital projects as pro forma

plant additions. However, Public Counsel jtself recommends an exception to allow the -
pro forma plant addition of the blauket Aldyl-A pipe replacement project, albeit to ‘
address chronic under earning, It is that very task the Commission is faced with here in
setting rates. Staff’s reliance on and careful auditing of the Company’s ERs meet our
purpose of providing results for a modified test year that are knowu and measurable. |

StafP’s definition of major plant results in the inclusion of a mgmﬁcant fumber of
projects representing a large portion of the total plant additions after the test year. Staff
proposes to include $56.7 million of electric plant additions and $16 million of natural

%8 Ramas, Exh. No, DMR-26T at 14:1-16:9.
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gas plant additions, comprising approximately 41 and 47.5 percenf; respectively, of
AVJSta’ s projected major 2015 plant additions.” .

ICNU’s proposed $10 million dollar thteshold is not supported by any dlst,ermble
principle. ICNU does not define what it means by “natural,” and we do not find a
compelling reason to adopt its threshold. Ms. Ramas does not propose a threshold in :
conjuncnon with her proposed major plagt additions. NWIGU proposes no plant
additions. :

Staff uses Junc 30, 2015, as a practical cutoff date in this procecding, which we find to be
reasonable given the circumstances of this case. The rigor with which Staff audited the
post-test year plant additions provides us confidence in the known and measurable nature
of the plant additions Staff recommends allowing. The rigor of Stafl’s audits should not

. be compromised in an effort to reach a cutoff farther past the test year.

For each of its identified major plant additions, Staff includes in rate base the dollar
amount of plant Avista placed in service as of June 30 even if the amount is below Staff’s
$6.3 million electric or $1.2 million natural gas threshold for its definition of major plant
additions. ICNU argues that projects should not qualify as major plant additions unless

" the proposed project and the amount placed in service is above the threshold. We do not

find such a double application necessary in the citcumstances of this case. The booked -
amounts, thoroughly sudited, provide that basis for our purposes in this proceeding.

Accordingly, we find Staff’s method for pro forma plant additions for both electric and

gas operations to be well principled and appropriately audited. We accept the booked

amounts for inchusion in rates, namely $56.7 miltion for electric and $16 milkion for gas

operations. We also approve Staff’s adjustment updating thc test year to reflect the results :
of the 2014 Commission Basis Report. - ' i

B. Attrition

- Of all the issues Avista raises and to which the other parties responded in this pfoceeding,

none has more direct bearing on consumer rates than the Company’s proposal to include
adjustments for attrition to its electric and gas operations. As we discuss further below,
attrition occurs when the test-period relationship between rate base, expenses ahd
revenues does not hold under conditions in the rate effective period, such that a utility’s
expenses or rate base grows more quickly than revenues, and a utility would likely have

** Hancock, Exh. No. CSH-1T at 20:9-21:6.
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no reasonable opportumty to eamn its allowed rate of return. An attrition adJushnent isa

‘when it determines atfiition is present.%

The primary issues we must resolve concerning attrition in this case are 1) the appropriate
ctiteria for determining whether an attrition adjustment is warranted; 2) the appropriate
methodology for an attrition study; and 3) whether Avista has met its burden of proof to
Jjustify granting an attrition adjustment for both electric and natural gas rates.

Arich hisi:ory_,of Commission orders dating back to the late 1970°s provides useful i
examples and severel criteria for whether to gfant attrition adjustments. In addition, this :
case presents us with the most extensive record of testimony and evidence conceming

attrition adjustments since the early 1990°s, inchuding detailed discussion of methodolo gy

and criterig. We first discuss the history of atfrition decisions before tuming to the

- parties’ presentations and arguments.

1. Historical Context
a. Attrition Adjustments Prior fo 2011

From 1978 to 1993, the Commission received and considered requests for attrition _
adjustments from all electric investor-owned utilities and several natural gas distribution
companies in the state. In a number of these cases, the Commission stated that aifrition
adjustments are designed to address vastly different rates of growth in revenues,
cxpenses, and rate base.5! While inflation was the single most common rationale for the
approval of attrition adjustments during that ti]_ne peri(.)d,é_2 the Commission also relicd on

~ . % When developing an attrition adjustment, parties first provxde a revenue requirement analysis

based on 2 modified historical test year. Parties then perform an atfrition study to determine the

" - utility’s revenue requirement in the rate year, The atirition adjustment is the diffcrence between

the revenue requircment provided by the modified historical test vear and the revenue
mquummt pravided by the attrition study.

6 See e.g., WUTC v. Washington Natural Gas, Docket UG-920840, 4¢h Supp. Order at 29 (Sept.
217, 1993); WUIC'v. Washington Water Fower, Cause U-82-10/11, 2nd Supp. Order, at 31 (Dec.
29. 1985); WUICv. Pacific Power and Light, Cause U-83-33, 2nd Supp. Order, at 29 (Feb. 9,
1984); WUIC'v. Washington Water Power, Cause U-84-28, 2nd Supp. Order at 19-20 (Jan. 10, -
'1985); WUTC v. Pacific Power and Light, Cause T-86-02, 2nd Supp Order at 32-33 (Sept- 19,

' 1986).

52 WUTC v. Washington Natural Gas, Canse No. U-80-111, 3rd Supp. Order (Sept. 24, 1981);
WUIC v. Puget Sound Power and Light, Ceuse No. U-81-41, 20d Supp. Order (Mar. 12, 1582);
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the followmg criteria or bases, in part or in whole, in deciding whether to grant atirition
adjushnents

. Severe challenges to the utility’s financial iui.egrity,@ |

. An cxccpuonally large amount of productmn plant construchon,
. Increasing cxpenses and decreasmg sales

.. Higher costs of future secuntns issues, and

e The lack of a-reasonable opportunity for a ut:hty to earn its allowed rate of
retarn 67

In 1993, in the last case in which the Commission addressed attrition until 2012, the
Commission rejected Washington Natural Gas’ request for an aftrition adjustment in its
general rate case, stating that attrition adjustments should only be madc in extraordmary
circurnstances” when “without such an adjustinent, the company would have no
reasonable opportunity to earn its authorized rate of return.”

WUIC'v. Pacific Power and Light, Cause U-§2-12/35, 4th Supp. Order (Feb. 2, 1983); WUTC v.
Washington Water Power, Cause U-84-28, 2nd Supp. Order (Tan. 10, 1985);, WUTC v. Pacific
Power and Light, Cauie U-84-65, 4th Supp. Order (Aug. 2, 1985); WUTIC v. Pacific Power and
Light, Canse U-86-02, 2nd Supp. Order (Sept. 19, 1986); WUIC v. Washington Natural Gas
Docket UG-920840, 4th Supp. Order (Sept. 27, 1993).

S WUTC v. Washington Water Power, Cause U-81-15/16, 2nd Supp. Oxder (MNov. 25, 1981);
WUTC'v. Puget Sound Power and Light, Cause U-82-38, 3rd Supp. Order (July 22, 1983)

4 WUTC'v. Washington Water Power, Canse U-81-15/ 16 2nd Supp. Order (Nov. 25, 1981);
WUIC v. Washington Water Power, Cause U-82-10/11, 2nd Supp. Order (Dec. 25. 1985); wurC

v. Puget Sound Power and Light, Canse U-82-38, 3rd Supp. Order, at 29 (July 22, 1983); WUTC
v. Washington Water Power, Cause U-84-28, 2nd Supp. Order (Jan. 10, 1985).

 WUTC v. Washington Natural Gas, Cause U-82-22/37, 3rd Supp. Order (Dee. 29, 1982')..

5 WUTC v, Washingfan Water Power, Cause U-81-15/16, 2nd Supp. Order (Nov. 25, 1981); .
WUTC v. Pacific Power and Light, Cause U-81-17, 2nd Supp. Order (Dec. 16, 1981); HUTC .
Puget Sound Power and Light, Canse U-81-41, 2nd Supp. Order (Mar. 12, 1982).

67 WUTC v. Washington Water Power, Canse U-82-10/11, 2nd Supp. Order at31 (Dec. 29.
1985).

% See WUIC v. Wash. Natural Gm, Docket No. UG-920840, 4th Supp Order at 30 (Scpt 27,
1993).
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b Contemporary Treatment of Atirition

The Cormission did not address attrition again n the confext of a general rate case until
2012. While Puget Sound Energy (PSE) did not request an attrition adjustment in its 2011 -

- general rate case, Staff raised the issue and snggested that PSE should have prepared an

attrition-study to support an attrition adjustment. The Commission observed that attrition

* adjustments were “available to utilities during the eatly 1980°s in an environment of

exceptional inflation and high interest rates [, and are] equally available today if shownio -
be a needed response to the challenges posed by PSE’s current intensive capital
investment program to replace aging mﬁ'astmcturc 6% The Commission further noted i

’ its order that:

Earnings attrition is not an issue new to regulation nor are vatious regulatory
sohrtons to the problem. The phenomenon is well documented and examined i in
regulatory texts. It has been addressed variously by state utility commissions
since the early 1960s. The formal definition of “attrition™ in the context of utility
ratemsaking is limited to circumstances in which key assumptidns that underlie
ratemaking theory fail to hold in reality. Regardless whether an historical or
budgeted test-period is used, the relationship between rate base, expenses and

_ Tevenucs is used to represent the fiture and to set prospective rates-adequate to

- allow a reasonable return. Ratemaking rests on the key assuthption that the test-

. period relationships will accurately represeﬁt relationships in the future. If this

- assumption fails, cost of service may increase more rapidly than revennes and the
rates approved based on test period conditions may not be adequate to achieve the
allowed level ot return under future conditions.”

The Commission has since d1scussed the issue of eamnings attrition and how 10 address it
in the last two generzl rate cases brought by Avista,

T Avista’s 2012 gencrel rate proceeding, a central element of the Company’s proposed

increase to rates was, largely, its contention that it was umable-to achieve its authorized

% See WUTC v, Puget Sound Energy, Dockets UB-111048/UG-111049, Ordsr 08, 1489 (May 7,
2012) [PSE Order 08]. :

™ PSE Order 08 at § 490 (original footnotes omitted).
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rate of return as a result of atirition.” In joint testimony supporting a settlement of all
contested issues in that case, the Company and Staff speéiﬁcally stated that the _
settlement’s revenue requirement for electric and nafuzal gas operations were based on
attrition.” The settiement also cs!n'bhshed a multi-year rate plan.

Inits order approving the settlement the Commission stated:

The Commission finds, on the basis of the evidence presente(L that consideration
of attrition in setting rates for 2013 is appropriate. However, the attrition is
caused substanﬁa]ly by Avista’s ongoing capital investment program, and we

* have no absolute assurance that Avista will complete the projects described in its
plan for 2013.7

While we find the arguments of some of the settling parties persuasive that
attrition will continue into the very near future, inchuding the 2014 calendar year,
we are basing our temporary approval of the 2014 rates on the Company’s
representations of these continued capital investments.”

The record evidence supports a finding of atirition in the near term; ‘however', we
refuse to endorse cither of the different attrition methodologies employed in this
case. Instead, we will take the issue up ina subsequent inquiry to explore the
issue further. The Commission accepts the remainder of the Multi-Party
Settlement Stipulation (Settlement), including the stipulated return on equity
(ROE) and capital structure; noting, however, that the ovcrall trend for ROEs has
“been edging downward.”>

Although the Commission approved the agreement including its inherent elements
reflecting the Cumpany s and Staff’s position on attrition, the Commlssmn was also |
cauhous n explaining its approval no’ung'

Tt See WUTC'v. Avista Corp, Dockets UE-120436 and UG-120437 (consolidated), Order. 09 and

Dockets UE-110876 and UG-110877 (consolidated), Order 14, (Dec 26,2012) [Atha Orders (9
& 14].

72 Although other parties, including Public Counsel and ICNU, supported the settlement they dld
not specifically concede to whether the agreed—upon revemue requirements account for the effects
of atirition. .

7 Avista Orders 09 & 14, 1[10
"I g1

™ 1d, 12
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Historically, the Commission bas approved atfrition adjustments in the context of
litigated rate cases, although the Commission has not ruled on such an ad;ugtnent
in recent years. Such a context permits a thorongh review of the evidence -
necessary for an appropriate adjustment. In the context of this Settloment,
however, we have not had the opportunity either to articulate the appropriate
standards by which to assess a proposed atfrition adjustment nor evaluate
thoroughly the evidence in support of such an adjustment. Here, both the
Company and Staff perfomied attrition studies to project 2013 ratcs, We agree
with the Company. and Staﬂ’ that the proposed 2013 rate increase is based
slgm:ﬁcanﬂy on attntlon -

Much of the aitrition is based on continued caplial investment by Avista. The

Company has put forth its 2013 capital construction plan, and its representation

that it will continue to make such needed investments in upcoming

years, However, we deem it desirable to monitor the Company’s progress in

achieving its plan for capital expenditures so that the rlepayers can be assured -

that the rate increase designed to assist the Company in ma]cmg those mvcshncnts
. can continue to be justified.”

- While the Company and Staff have each submitted attrition studies that justify the
2013 increase, they did not submit such studies for the 2014 increase, which also
is justified substantialty on anticipated contioued attrition. Rather, they argue that -
the trends of attrition from 2013 will cortine through 2014, thereby justifying a
further rate increase. For the pmposes of this Settlement, we accept the trending
analysis from both Staff and Avista. However, we make clear that the. testimony

" and irending data offered in support of the proposed rate increase for 2014 are
substantially less precise than we would require in a fully-litigated rate case.”®

Notwithstaoding its decision to approve a settlement that intrinsically addressed some -
parties’ perspective on an adjustment for attrifion, the Commission articulated caution
about any express or implied endorsement of a particular basis, such as use of budgeted
capital expenditurcs or expense escalation rates, beyond the test year as a3 means of
support, in whole or in part, for projécted atirition claims. In particular, while considering

6 1., £ 70.
", 71
™ Id., ¥ 72 (emphasis added).
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attrition claims beyond the first year ofa mulu—year rate plan and the inherent opacity of .
approving a settlement, the Commission noted: :

In conditionally approving the Settlement, we are not endorsing the specific
attrition methodologies, assumptions, or inputs used in-this case. Tndeed,
" Commission Staff witness Kathryn Breda cautioned us about uéi.ng her analysis as

the model for future attrition decisions. Though we agree with Commission Staff

. that an attrition adjustment should not be limited to circumstances where the
utility can demonstrate extreme financial distress, as advocated by Public _
Coupsel, we intend to clarify the conditions wherein attrition should be
considered when setting rates. As noted above, the Settlement has hm1ted our
opportunity to do so here.”

57 Subsequent to Avista’s 2012 general rate proceeding and implementation of a multi-year
rate plan, the Commission authorized PSE to implement a decoupling mechanism and
rate plan that included. an 1mp11c1t attrition ad_]ustment There the Commission noted:

Asinthe Avista case, we determine that the trending analysm on which PSE bases
_ the rate plan escalation factors supports their approval as an appropriate measure
fo address earnings aftrition going forward. That is, PSE’s apalysis of actnal
historical trénds in the growth rates of revenues, expenses, and rate base to
. estimate the erosion jn rate of return caused by disparate growth in these
categoncs that PSE will expencnce absent application of these escalation factors
supports the adJustments

Finally, again as in Av1sta, there are other factors that support the “end result” in
terms of rates that will be established, in part, based on the rate plan escalation
factors. The rate plan provides a degree of relative rate stability, or at least
predictability, for customers for several years. The rate plan is an innovative
approach that will provide incentives to PSE to cut costs in order fo earn its
authorized rate of return. Moreover, the lack of annual rate filings will provide the
Company, Staff, aud other participants in PSE’s general rate proceedings with a
resp1te from the burdens and costs of the current pattern of almost continnous rate
cases with one general rate case filing following quickly after the resolution of
another, 20

#Id.,§ 73. (original footnotes omitted).

8 W UTC v. Puget Sound Energy, Dockets UE-121 697/UG»121705 & UE-130137/UG-130138
(consolidated), Order 07, 1§ 149-150 (Fune 25, 2013) (footuotes omxtted) [PSE Order 07].
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The Comunission contmucd

The use of ﬁxed annual escalation factors o adjust PSE’s ratesis a viable.
approach to reduce the impacts of regulatory lag and attrition during a multi-year
general rate case stay-out period. The-escalation facters provide PSE an improved
opportunity to earn its authorized return, but are set at levels that will requires

" PSE to improve the efficiency of its operations if it is to actually eam its
authorized retum. This is a critically important consideration underlying our
approval of the rate plan.!

Avista initiated a general rate proceeding in 2014 that also hinged in pattonthe -
Company’s attrition claims. As before, and despite contemporaneous implementation of
a multi-year rate plan intended to ameliorate claimed earnings deficiencies, Avista
maintained that it was experiencing attrition and that the decline ip eamings was expected
to be an ongoing condition beyond its control. In support of its claim, the Company

prepared an attrition study that produced an historical trend of its expenses, revenue and

rate base and the impact of that trend on its earnings to derive its alleged revenue
deficiency.

In response testimony in that proceeding, Staff adopted a similar trending method

* identifying projected expénse levels that Staff proposed the Commission use to set rates.

Public Counsel strongly opposed Avista and Staff’s trending methodologies, suggesting
that the atirition studies’ results are due to the Company’s own internal decisions to

accelerate capital expenditures. ICNU also opposed the use of attrition by pointing out |
that (be Commissionhad not approved a methodology nor had the Company safisfied its

- burden necessary to justify a change in the Commission’s normal practice of setting

Tevenue requirements.

Presér_rted with a full settlement that did not resolve all contested issues, the Commission

reached no conclusion regarding attrition:

. Since the parties dp not agree that an attrition adjustment is included within the -
Seitlement or whether an atfrition adjustment is appropriate at all, we do not
deliberate on the merits of any position on the issue presented in this case.2

s 171,

82 See WUTC v. Avista Corp., Dockets UE-140188 and UG-140189 (consolidated), Order 05
(Nov. 25, 2014).

B Id,149.
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_ ¢ Commission Treatment of Attrition

From the discussion above, it is clear that, historically, the two most common sources of
earnings attrition in Washington are abnormal or excesswe inflation and exceptional and
prolonged levels of plant additions. A discrete attrition adfustment, in the mammer offered
by the Company and Staff, is but one of a number of possible methods the Commission |
could authorize to address a demonstrated trend of under eaming. Outside of the context
of a discrete attrition adjustment, the Commission has been open to and employed other . .
rmechanisms to address: regulated utility contentions of earnings deﬁclency Such

_ mcchamsms include:

. Pro-forma ad_]usiments of test-year data to reflect known and measurable
changes in conditions or costs incurred subsequent to the end of the test-
year. ‘

. Use of plant accounts (rate base) measured at the end, ox éubsequent to the
end of the test-year rather than the test-year average.

° Inclusion of constructlon work in progress (CWIP) in ratc base providing
a return on investment prior to when the new plant goes into service.

»  Upward adjusimént to the equity share in the capital-structure,

Notwithstanding these means to address the test year relationship of costs and revenues

into the future for purposes of setting rates, the Commission has, both directly and
indirectly, approved attrition adjustments in previous rate proceedings including multi-
year rate plans, considering the specific circumstances of those cases.

Tn the PSE’s 2011 rate proceeding, the Commission providéd & reasoned path for a utility

to pursue an explicit atrition adjustment whete there isa clear and well-established
demonstration that atfrition exists for reasons clearly beyond the direct control of a
company, In 2013, the Commission approved a proposal by PSE to implement
decoﬁpling, an expedited rate filing and a rate plan that included an escalation factor
characterized as an attrition adjustment.* The Commission did so recognizing that
aftrition and rate plans would remain a central element of subsequent rate proceedings.

In both the 2012 and 2014 Avista rate proceedings, the parties were able to reach some

agreement on rates. In those proceedings, the Commission was not required to endorse

% PSE Order 07, T 146, 149-150.
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any specific methodology for establishing rates using an atirition adjustment. Although
we are presented with a multiparty partial Settlement on other issues in this proceeding, it
is clear there is no agreement on the extent to which Avista suffers from attrition in either

* ifs electric or gas operations, nor is there consensus between the Company and Staff on

the exact method for determining the extent of any reasonsble atirition adjustment. Asa
result, and untike the recent rate proceedings, we must conduct a closer examination of
the evidentiary record in detemunmg whether and how to authorize an attrition
adjustment,

With that background and context in oaind, we turn to the facts and circumstances of this

- proceeding in considering whether any adjustment for the effects of affrition is warranted

at this time.
2. Positions of the Parties

a. Avisia

In direct testimony, Mr. Scott Mortis leads Avista’s ]j;:rcsentation of its need for an
attrition adjustment. He states that the primary reason the Company requests a rate
increase in this case is becanse jts growth in net plant investment and operating expenses

. 6i1tpaces jts growth in revenue.® He presents trends showing the growth of the combined

electric and natural gas actual and forecasted spending for plant additions and operating
expenses over a 14-year period.® He argues that net plant is growing at a much faster
pace than sales, thus creating a mismatch between the ratio of plant investment to
revenues in the test period and the ratio of plant investment to revenues in future years.’
Mr. Morris asserts that Avista’s “obligation fo serve customers with safe, reliable service,
and maintaiy a high level of customer satisfaction demands continued investment in
facilities, as well as utility operating expenses necessary to accomplish these
objectives.”®

& Morris, Exh. No. SLM-1T at 10:12-14.
% *Id at11.

¥ Id. See also pages 6, 8, and 9 showing graphs of the steady rise of inflation ndjustcd electric
plant investment, the decline in use-per-customer since the late 1970’s, and the increase in rctm[
rates that also began in the late 1970’s.

8 1d at 10:14-17.
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Based on Mr. Morris's testimony of these trends, Avista presents an atrition study for
electric and natural gas operations through the testimony of Dr. Grant Forsyth, and an
attrition adjustment to its modified test year developed in Ms. Elizabeth Andrews’

testimony.® The Company buttresses its attrition adjustment with a pro forma plant

additions “cross check analysis” presented by Ms. Jennifer Smith and Ms. Karen Schuh.”

Mr. Norwood presents Company-wide earnings from its Comrmission Basis Reports
(CBRs) over the 2008-2014 timeframe showing that, from Avista’s perspective, the
Company earned less than its authorized ROE until 2013.%! Mr. Norwood states that the
Company’s level of earned ROE for 2013 and 2014 of 9.5 and 9.9 percent respectively,

 is the result of revenue increases approved by the Commission and that the increases
reflect some recognition of attrition.’? The earned ROEs for both years were very close to

the Company’s authorized ROE of 5.8 percent.”
In support of the Company’s attrition claims, Dr. Forsyth presented a stady that develops

' arevenue requirement using normalized CBRs to determine trends in expenses and rate-

base additions after the removal of normalized net power supply costs for electric
customers and purchased gas costs for retail natural gas customers. The trends are used to |
construct escalation rates for various types of acconnts such as administrative and general
expenses, operations and maintenance (O&M) expenses, and rate base.”*

‘On diroct, Dr. Forsyth presents the use of a compounding growth rate factor (CGF) in the

attrition study.” Further, Dr. Forsyth uses 2007-2013 as the time period for determining
escalation rates. He presents data spamming 2001 to 2013, pointing out what he calls a

- “kink point” in 2007 showing an increase in the rate of plant additions.” Concluding that
~ the rate of plant additions from 2007 through 2013 is generally similar and represents the

89i‘orsyth, tixh. No. GDF-1'l; Andrews, Exh. No. EMA-IT.

. 50 Smith, Exh. No. J$8-1T; Schub, Exh. No KKS- 1T.

1 Norwood, Exh. No. KON-1T at 16:1 1-20.
%2 Jd at 15:18-22,

B

% Andrews, Bxh. No, EMA-1T at 13:12-14:1.

" "9 'However, on rebuiial Avista sbandons the use of the CGF and adopts Staff’s recommendation

fouse a least-squares linear regressmn for calculating growth trends. .
% Forsyth, Exh. No. GDF-1T at 4:1 5-5: 15.
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expected future rate of plant investment, he recommends the 2007-2013 time penod for
uge in Avista’s attrition study.”’

Based on the time pericd data that Dr. Forsyth advocates, he develops plant escalation
rates. However, rather than use the escalation rates from Dr. Forsyth’s ahalysis to escalate
plant amowunts from 2014 to 2016, Ms. Andrews uses an escalation rate based on Avista’s
projected budgéted plant additions included in its pro forma cross check study. As Ms.

Andrews explains, the Company’s budgcted rate of plant additions from 2014 to 2016 is :

higher than the annual growth rate derived from the 2007-2013 time period in the attrition.
study, requiring, in ber opinion, the use of anescalation rate based on the rate of Avista’s
planned plant additions from 2014 to 2016.

. Finally, Avista uses load projections rather than attrition derived growth rates for its

projected revenue growth. Avista’s load grouﬁh assumptions project an increase in
electric revepue growth of 1.31 percent and a decline in natuwral gas reverme growth of
0.99763 percent in 2016.%° '

b. Staff : o _ N
Staff’s witness, Mr. Christopher McGuire, testifies that Avista’s elecfric and natural gas
operations suffer from atirition that is severe enough fo require an atfrition adjustment.
Mr. McGuire presents his own attrition study, which is based on the structure of Avista’s
aftrition study submitted on direct, but includes 2 number of significant methodological
differences. M. McGuire states that the Company is experiencing attrition predominantly
due to large capital investments in distribution plant.!® While Mr. McGuire questions
whether Avista has justified its level of capital investment, Mr. McGuixe supports

¥ Id. at 4:15-5:19. On rebuttal, Avista holds to the use of this historical time period for purposes
of trending rate base and expenses forward to 2016. By the close of the case, both Avista and
Staff use historic data in their respective attrition analysss from normalized CBRs to develop
trends, or escalation factors, that are applied to restated test year amounis to escalaie expenses
and rate base to the 2016 rate year. Avista and Staff use the 2014 CBR ending December 31,
2014, to restate the test year that otherwise ends September 30, 2014, essentially using the 2014
CBR as & basis for escalating costs to 2016 levels. Avista and Staff also use load forecasts to
derive retail revenue levels for 2016. .

9% Andrews, Exh. No. EMA-1T at 20:1-32:5.
9 J4 at 32:16-17; 33:15-16.
102 McGuire, Exh. No. CRM-1T at 20:11-16.
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Avista’s need for an attrition adjustment and discusses the Commission’s decisions in
previous cases supporting an attrition adjustment.'%?

Mr. McGhuire asserts that Avista’s 1mual-atlnt10n study is gbsolete due o changes
resulting from the Settlement and the identification of significant errors. Ile states:

[Allthough the Company refers fo its case as an “attrition” case, it is in reality a
re-branded firture test year case. Rather thari perform an objective trending :
analysis to ascertain prevailing rates of growth in the business, Avista developed
future test year results for both a) net plant and b} depreciation/amortization, and
then circularly caleulates its “attrition™ growth rates to reproduce those future test
year results. Avista in no way actually uses Dr. Forsyth’s calculated attrition
growth rates for net plant and depreciation/amortization in its attrition studies. If.
Avista bad used Dr. Forsyth's (i.e. the Company’s own witness’s) growth rates
for et plant and depreciation/amortizations, the revenue requirement increases 5
are only $404,000 for electric service and $8,220,000 for natural gas service.

It’s worth emphasizing here that the Company’s entire proposed electric revemue

requirement increase is due to rejecting Dr. Forsyth’s growth rates for net plant

and depreciation/amortization and instead nsing speculatlve future tést year levels

for those two items. 102

Mr. McGuire uses the 2009-2014 time period as the basis of his attrition analysis rather
than the Company’s 2007-2014 time period. In his written testimony, Mr. McGuire
asserts that changes to weather normalization methodology made in the years 2007 and
2008 makes the data from those years incompatible with the data from 2009-2014.1%% At
hearing he concedes that the 2007-2014 time period closely represents the attrition the
Company is likely to experience from 2014 to 2016, and that there i5 very little difference
between his original time period and the Company’s 104

101 74 at 5:13-20; 20:9-33:15.

102 77 ot 45:6-19 (emphasis and undexlining in original).
18 MoGuire, Exh. No. CRM-1T at 37:19-38:2.

104 McGuire, TR 462:10-463:18; 481:9-15.
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Mr. McGuire also replacés the Company’s budget estimates for the fourth quarter of 2014
with hooked actuals from the Company’s CBR.'%* Further, Mr. McGuire rejects the -
Company’s use of a CGF and instead uses least-squares linear and quadratic regression

for calculating growth trends.!% Mr. McGuire asserts that for electric service, the data |

across the period 2009-2014 1s largely linear and CGF functions used by the Company
are in no way related to the shape of the underlying data.'”’

Staff asserts that the escalation rate from Avista’s attrition study, based on the 2009-2014
time period, is not representative of Avista’s current growth rate for O&M expenses.!®
Staff believes that Avista’s current O&M expense growth rates are lower as a result of

- cost-cutting measures instituted after 2012.% To reflect the recent chianges, Staff '

developed an escalation rate that is the arithmetic average of the one-year trend in O&M

~ - expense from 2013 fo 2014 and the Company’s O&M escalation rate of 3 percent

presented in its direct testimony.'!°

Staff’s 2013-2014 trend analysis resulted in a 1.82 percent growth rate for electric O&M
expense and a 1.34 percent growth rate for natural gas O&ZM expense.!! Averaged with

. the Company’s growth rate of 3 percent, this produces Staff’s proposed O&M expense

growth rate of 2.42 percest for electric and 2.17 percent for natural gas. 112 -

Staff’s attrition study at the time it filed responsive testimony produces an aftrition
allowance of $14.7 million for the electric revenue requirement and $5.4 million for the.
natural gas revenue requirement. !’

Mr. McGuire notes that Avista’s growth in net plant investment is driven largely by

_growth in distribution plant '™ While he does not dispute the prudence of any individual

105 \cGuire, Bxh. No. CRM-1T at 48:13-18.

196 77 at 50:6-9.

197 17 at 49:19-50:9;'51:3-4.

18 17 at 39:9-14.

19 14, at39:9-14. | '

10 14 at 40:8-17. Arithmetic average is the equal weighting of each term that is being averaged.
ML Ed gt 40:3-5, ‘ | h

12 17 gt 40:1217.

1 74 at 8:16-17; 43:14-17.

114 17 at 20:14-13, (Emphasis removed).
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distribution plant investments presentéd in this case, Mr. McGuire questions the need for
the Company to “invest heavily” in distribution plant becanse the Company has not

provided evidence supporting the need to maintain or improve relizbility. ! He raises this

issue as a policy matter, questioning whether it.is appropriate to contimue authorizing
S1gmﬁcant increases in distribution system cap:tal mmvestments year after year, for the
purposes of enhancing system reliability absent a demonstration by the Company of
quantifiable benefits to ratepayers.}6 ' :

Staff witness Mr. David Gomez argnes that Avista has not demonstrated that its growth
in capital spending is just and reasonable and results in facilities that are both efficient
and adequate."” He proposes that the Commission require expanded capital reporting for
Avista, to justify its increased capital spending and demonstrate how this spending
bencefits ratcpayers. 118 Avisrta 18 currently required to file semi-annual reports of its capital
expenditures, CWIP balances and transfers fo plant as a cond.mon of the Settlement in its
last GRC. :

Further, Stafl witness Mr. Cebulko argues that the information obtained through Avista’s
annual clectric service reliability report, !t its Voice of the Customer survey and the J.D.

" Power Customer Satisfaction Index is inadequate for Staff to determine whether Avista

provides reliable electric service.2® Mr. Cebulko reports that Staffis developing an

+ econometric model that takes into account service teritory aftributes such as population _

dcns1ty, number of Yine miles, average age of distribution infrastructure and weather
severity to determine “meaningful, company-specific [reliability] benchmarks” for -

_ Avista.!?! Staff recommends that the Commission order this study, and that it be

15 77 gt 23:4-11. _
116 77 at 20:16-20. See also Cebulko, Fxh. BTC-1T at 6:10-18. |
W Gomez, Exh. No. DCG-1TC at 61:2-4. RCW 80.28.010(2) states that a utility “shall furnish

. and supply such serviee, instrumentalities and facilities as shall be safe, adequate and eﬂ":iclent,

and-in all respects just and masonable v
18 17 at 62:10-63:18. .

11 The annual reliability report provides two metrics representing the duration and frequency of
outages, System Average Interruption Duration Index (SAIDT) and System Average Interrnption
Frequency Index (SATFY). SAIDI is calculated by dividing the total number of minutes of
customer intermption by the total number of customers. SAIFI is calculated by d1v1d.mg the total
number of customer interruptions by the total number of customers served.

120 Cebulkg, Exh. No. BTC-1T at 4:5-11; 7:1-2.
121 jd at 2:18-20; 7:22-23; §:4-14.
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expanded to include benchmarks for reliability, d{stlibﬂtiop O&M, and distriﬁution net
plant in service for all utilities.'2

. On brief, Staff argues that the Company bas prowded a narrative of its budgeting process

but does not explain why its budgets are growing at an mcreasmg rate, or demonstrate
that these increased costs are required to maintain or improve reliability. Staff argues that

- the Company’s case for incurring ever-increasing costs to replace aging infrastructure for

reliability purposes is “vague and unpersuasive.”®

c. Other Parties

Public Counsel’s witness Ms. Ramas rejects the assertion that Avista’s electric operatlons
are suffering a level of attrition requiring an attrition ad_]uslment Instead, Ms. Ramas
proposes an electric revenue requirement based on the September 30, 2014, test year-
using an AMA approach with pro forma adjustments. For natural gas operations, she
recognizes that the Company has con;sistenﬂy earned below its authorized returm and
therefore recommends the Commission authorize use of an end-of-period (EOP)
approach for setting the revenue requirement for gas operations based on a test year
ending September 30, 2014.* Ms. Raruas also critiques both the Compariy’s sttrition
study presented in its direct case and Staff’s attrition study presented in responsive

~ testimony. Public Counsel proposes a 5.9 perceat reduction in electric rates based on an

AMA test year ending September 30, 2014, and adjustments for electric pro forma gross
plant additions of $5 5.9 million.1%®

For ICNU, Mr. Mullins testifics that Avista’s electric operations are not suffering from
attrition and instead asserts that the Company has been. over earning. Rather than dlrectly

* critiquing Avista’s attrition study, Mr. Mullins proposes an alternative approach by

developing rates-using the test year ending September 30, 2014, on an AMA basis with
one pro forma plant addition. He then presents a number of regulatory policies and
principles to argue against the Commission using attrition to set rates, [ICNU further

rejects the use of an atirition adjustment for determining electric revenne requirements,

contending that the Company’s attrition study is both unwarranted and unreliable. ICNU
insists that a traditional pro forma analysis is the only reliable evidence for establishing a

. 12 McGuire, Exh. No. CRM-1T at 24:17-18.

13 Gtaff’s Brief, § 24.
14 Ramas, Exh. No: DMR-1T at 64;11-19.

125 1d at 5:12-14.
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‘revenue requiremnent.#S JCNTJ’s proposed electric rates do not inclade any plant additions

beyond calendar year 2014, except for Project Compass, and use calendar year 2014
AMA rate base balances.?” ICNU’s proposed revenue requirernent is a $24.755 million
or 4.95 percent reduction to current electric rates. %8 :

ICNU argues the Company is in a pettern of overspending.!* ICNU quotes the ° _
Company’s response to a data request where it specifically acknowledges that the “CPG

- [Capital Plaming Group] approves or declines [capital expenditure] requests based on

managing a total budget amount.*'* ICNU challenges the Company’s claim that it
considers the degree of overall rate pressure faced by its customers. ICNU states that -
when asked how it considered irpacts on ratepayers, the Company only referred to a
spreadsheet containing Avista’s Consolidated Statements of Income. !

Testifying for NWIGU on natural gas operations, Mr. Gorman also opposes the use of
attrition to set rates in Washington. However, if the Commission accepts the use of
attrition, Mr. Gorman proposes several adjustinents to Avista’s attrition study. He rejects
Ms. Andrews’ reduction in sales for 2016 as not based on an acceptable normalization

" study, or forecast of billing units with a number of customers.¥ Mr. Gorman asserts that

the Company’s escalation factors for plant additions should be adjusted to reflect a mid-
yedr 2016 test year, instead of an end of the year construct. Mr. Gorman also asserts that
the Company’s escalation of gross plant must tie directly to its projections for increases
in depreciation and amortization expense. Finally, Mr. Gozinan proposes that the |
escalation of O&M expenses be to mid-year 2016."** This reduces the Company’s
escalation of O&M expenses from 2.25 years to 1.5 years. Mr. Gonnan’s adjustments to
Avnta’s attrition study reduce Avista’s Tevenue requirement for natural gas operations by
approxmnately $5.3 million.!* :

126 Mullins, Exh. No. BGM-1CT at 2:13-15; 3:3-6.
177 14 gt A, Table 1.

128 Mullins, Exh. No. BGM-6 at 3:15.

13 JONUs Brief, § 7.

19 17410 (citations omitted).

131 Id

132 Gorman, Exh, No. MPG-1T at 17:19-22.

153 14 at 18:1-6.

194 14, at 18:20-26.
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d. Avista’s Rebuttal Position -

On rebuttal, Avista abandons the attrition study filed in its direct testimony and instead . '
adopts Staff’s proposed atirition study and methodoloj gies, with several changes. These o
changes include:

* Removing the cost of employee penswn and post -retirement medlcal benefits
(net benefits) from the historical data used to determme escalatlon rates for
electric O&M costs,

.- Combining the result of using its 2007-2014 time périod with' Staff’s use of the
2013-2014 time period for detemumng escalation rates for its electric O&M
costs.!*

e Holding to using its 2007- 2014 time period for determining the natural gas O&M
escalation rate, rather than adopt Staff’s 2009-2014 time period,

Avista justifies its proposed removal of net benefits from the time period data by ‘ ,
claiming those costs are too volatile.*® Removing net benefits from the escalation rate for :
electric O&M expense has the largest impact on the attrition allowance, increasing it by :
approximately $7.3 million."”’ In contrast, Avista’s use of its 2007-2014 time period

instead of a 2009-2013 time period only results in a $224,000 increase in the electric

attrition allowance and a §670,000 decrease in the natural gas attrition allowance. '3

As a consequenecs of removing net benefits and adopting Staff's arithmetic avcra;ging of
escalation rates from two time periods, Avista proposes a 5.16 percent escalation rate for
electric O&M expense.!? The Company constructs this growth rate from the arithmetic
average of a growth rate derived from the 2007-2014 time pericd, and the one-year

1 Staff uses 3 perccnt as a stand-in for the "009—2014 period.

13¢ The cost of net benefits fell dramatically between 2013 and 2014, Andrews, Exh. No. EMA-

‘5T at31:1-8.
" 197 14 at 33:4-6.

138 7 at 18, Table 5.

escalation rates is 4.26 percent, slightly lower than the Company’s curzent financial forecast of
the annual increase in O&M from 2014 to 2016 of 4.45 percent for the combined electric and
natural gas systems. /d, at 34:16-17 and 32:1-20. .
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peribd 2013-2014. In effect it removes Staff’s use of the 3 Percent_growth rate and
replaces it with the growth rate from the 2007-2014 time period.*

The Company also éﬂopts on rebuttal Staff’s modeling of an increase in natural gas
revenue growth in 2016."! Further, Ms. Andrews refutes Mr. Gorman’s claim that

- Avista’s gas operations slightly over earned in 2014.**2 Ms. Andrews contends that the

Company’s operations under earned in 2014 by $6.2 million, with an ROR of 5.76
percent on a normalized basis.'> She points out that the 2014 results reflect the January
1, 2015, rate increase as if it had been in place for the entire 2014 test period.#

In addition to clarifying its methodology for an attrition study, the Company points to
testimony supporting its eapital spending. 45 Avista provides a description of the Sapital’
planning and reprioritization process.'** Ms. Schuh describes the capital budgeting

. proccss as begmmng with individual business cases that are;

a summary docurnent that provides support and analysxs fora cap1ta1 project or
program. Components of a business case incInde: the project description, prcgect
alternatives, cost surnmary, business risk, financial assessment, strategic
assessment, justification for the project (e.g., mandatnry resource requirements,
etc), milestones, key performance indicators.™

Ms. Schuh states that after the business cases pass the Financial Planning and Analysis
group, the Capital Planning Group meets to review the submitted business cases and

0 14 at 30:13- 14; 32:7-16. In its direct testimony, Avista derived and rejected the use of an _
escalation rate based on the use.of 2007-2014 time penod data. Now it returns to that time period
data but removes net bepefits, ‘

5 12 2t 30:11-14,

%2 See: Gorman, Exh. No. MPG-1T at 3:4-6. -
16 Andrews, Exh. No. EMA-5T at 37:16-38:5.
144 17

15 Norwood, Exh. No. KON-1T at 8:6-9; 9:10-29; 11:6-12. Company witness Mr. Scott Kmney
provides details related to generating plant capital additions, Company witness Mr. Bryan Cox for
trapsmission plant, Mr. James Kensok for information technology, and Ms, Schuh for common
plant and other capital investent. .

W Id at9:12-29. S
47 Sohih, Bxh. No. KKS-1T at 4:14-20.
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“prioritize funding to meet the capital budget targets set by senior management.”* Ms.
Schuh also provides numerous individual business case summaries. 14

- Avista questions Mr. Cebulko’ s proposal for a “,oomplé)g and interssive” study to

compare Avista with other utilities, Company witmess Mr. La Bolle states that Avista has
provided Staff with “more than-ample evidence that demonstrates that its plant
investments, both on an individual and collective basis, are reasonable, justified and
prudent,”!*® and that “there is no indication that the Company’s past or present reliability
performance is of concern.”’5! Mr. La Bolle recommends that Staff and interested parties

develop an understanding of the Company’s Asset Management Program before
152

3. Discussion and Decision -

In this proceeding, Avi;tﬁ again réquests rate increases for both electric and natural gas
operations based on its claim that its earnings continue to be eroded by the effects of
attrition. The Company does not proffer a revenue requirement using the Commission-
approved standard for post-test year plant additions as known and measurable changes to
a historical test year. Instead, the Cémpany presents a fest year modified to include
prajections of capital spending based on its budget as a cross-check to its atmtlon-denved
revenue requirement.

Staff also pmv1des a detailed and rigorous attrition analysis as a means of mfom:lmg the
Cormission about attrition-related tendencies in the Company’s anticipated financial
condition in the rate year. As discussed above, Staff witness McGuire rejects the
Company’s escalation methodology and applics a historical lcast-squarcs lincar
regression trending amalysis to determine the escalation rate for an atirition study. As we
note above, on rc‘tn:&al, the Company accepts this methodology for establishing
escalation rates with several changes.

148 Jd. at 5:6-7.

14¢ Schuh, Exh, No. KKS-5. _

150 1 3 Bolle, Exh. No. LDL-1T at 26:11-13.
15U I4 0t 26:56. ‘

152 Smith, TR 502:1-12.
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Whﬂe supporb.ug and arguing for an attntlon, Mr McGuire supports other Staff witness’
concerus about the level of Avista’s investments in its distribution systems, stating:

Withou! knowing where Avista should be in tenms of its reliability performance, it
is not possible to. know whether improved “reliability” is a remotely acceptable
cause for significant and continued investment in distribution system
enhancements. It is entirely possible that, given the unigue characteristics of
Avista’s service tetritory, it has alteady mvested far too heawly in dmmbutlon
system enhancements.**?

Mr. MoGuire farther states that “Avista is simply investing 100 heavily in distribution

' infrastructure for Staff and the Commission to continue to operate blindly when trying to

determine whether that investment is providing worthwhile benefif to the Company’s
n154

Although Avista has requested and applied several regulatory mechanisms to address
earning deficiencies and regulatory lag, including its Energy Recovery Mechanism -
(ERM), Purchased Gas Adjustment, and Fnd-of-Period accounting, Avista continues to
assert thil Commission reliance on a modified historical test period with pio forma
adjusﬁncnts will not producc a revenue requircment that is sufficient fo allow. the °
Company a reasonable opportunity to earn its allowed return in 2016 and beyond.!* The
Company acknowledges that the Commission has not directly authorized an attrition
adjustment o set rates since the 1980s but argues it remains a viable {ool today to address
the shortcomings of a historical test period subject to limited pro forma adjustments.1%¢

M. McGuire recognizes that rates calculated using a modified historical test year will

- generate revenues that will “fall short” of those necessary to provide Avista “with a

reasonable opportunity to earn a fair rate of return” in 2 rate year.*” He observes that
Awvista has been experiencing very low load growth over the last several years, and if that
load growth continues at a slow pace, the Company is not going to be able to generate the

153 McGuire, Exhibit No. CRM-LT at 24:5-11.
154 74, at 24:19-21.

155 Avista’s Brief, §3.-

156 1d, 1.

" 157 McGuire, Exti, No. CRM-1T at 28:8-10.
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Tevenues necessary to cover the expenses moving forward. 1% Avista uses Ioad proj jections

showing moderate electric and natural gas revenue prowth,'>

Avista requests the Commission authorize large adjustments 1o its electric and gas
revenue requirements based on its analysis extrapolating historical levels of capital

‘investment and expense to the rate year, arguing that the trend in such information
 effectively proves attrition conditions prospectively. The Company also points to

reliability and its obligation o serve customers as the predominant factors driving its
projected or biadgeted capital investment program, 160 and notes the ever-increasing costs
of utility infrastructure, 6!

The Company abandoned the attrition analysis offered in its direct case, and offers on
rebulial an atirilion analysis, based in large measure on Staff’s analysis, that reflects a
trending of historical capital investment, expense, and revenue data extrapolated forward
to 2016 as a2 means to establish claims about Iikely attrition in that year. Avista claims
that in the circurnstances of this case, wheré evidence demonstrates that rate base and
expenses will rise faster than revenues between the historical test period and the rate
period, the Commission should look to an attrition adjustment for ratsmaking porposes.

Although Avista largely adopts StafPs atirition study methodology, Staff’s Brief cautions
the Commission against immoderate dependence on that analysis as a basis for actually
authorizing any attrition adjustment. Thus, although the Company and Staff ultimately
adopt a common methodological approach, they differ on two key and relevant factors in
the application of the methodology: spec:lﬁcally, the term of the historical data and the

~ escalation factor.

We also note that the evidence presented indicates that Avista has, at Jedst with respect to
its electric operations, either earned at or above its approved rate of return in 2013 and
2014, and may possibly do so in 2015,'* For this reason and others, Public Counsel and

‘JCNU oppose any atirition adjustment for electric rates, contending instead that Avista’s

over-earning during the test year must have a direct bearing on Commission .
conmdcrabon of the necessity of any attrition adjustment. 163

" 158 McGuire, TR 445:24-446:3.

1% Andrews, Exh. No. EMA-1T at 14:6-7.

160 See Morris Exh. No. SLM-1T at 10-11.

161 1. at 6: 18—19 7.

162 \oGuire, TR. 441:19-24; Norwood, Exh. No. KON-5.
. 162 Ramas, Exh, No. DMR-1T at 25; Mullms, Exh. No. BGM-1Tat 8.
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The parties’ positions vary widely. Public Counsel and ICNU oppose the use of an
attrition adjustment, contending it is simply unnecessary. As 2 nod to some aspects of
Avista’s under-earnings claims, Public Counsel supj)orts the use of EOP rate base for the
Company’s natural gas 0pcraﬁoﬁs to account for regulatory lag, but for all other purposes
opposes the Company’s proposed attrition adjustments. NWIGU simply opposes the use

“of an atirition adjustment to natural gas revenue reqmrements and does not support EOP

or pro forma adjustments..

We agree with Staffs obsewation ﬂ:ai capital spen&ing on distribution plant isa
dominant driver in the Company’s and Staff’s attrition analyses.’®* Staff provides useful
analysis showing that there is indeed a mismatch in revenues, expenses, and capital

Jinvestment that may affect Avista’s dppommity to earn its authorized rate of return,

although it cautions us in its brief to consider whether or not the Compary has met its
burden in this case.’®®

As we note above, the Primary issues we must resolve conceming attﬁtic;n in this case are
1) the appropriate criteriz for determining whether an attrition adjustment is warranted; 2)
the appropriate methodology for an attrition study; and 3) whether Avista has met its - -

* burden of proof to justify granting an attrition adjustnent for both clectric and natural gas

rates. We consider those questions here.

1. When is an attrition adjustn_nent warranted?

In the early attrition cases, the Commission found extraordinary circumstances that
supported the use of attrition in periods of high inflation and extraordinary levels of
investment in production plant; among other criteria. We agree with, the intervenors that
those circumstances, which were truly extraordinary, are not present in this case. The
evidence in this case demonstrates that Avista is making increased cepital investments in

_non-revenue generating plant (primarily on the distribution system) in an environment of

low load growth. However, we do not believe that these circumstances are extraordmary
In fact, we bchcve that these circiimstances represcnt the “new normal ” :

164 Avista notes that its rate of capital additions increased dramatically in 2007, and has remained
at an clevated rate since. Forsyth, Exh. No. GDF-1T at 4:15-5:15.

165 Although Staff’s brief may differ in its emphasis, Mr. McGuire, the key Staff witness on
attrition and final revenue requirement, was clear in his testimony and at hearing that if the
Commission only used a modified historical test year with known and measurable pro forma
adjustments, the Company would likely expetience attrition in the rate year and would not have a
réasonable opportunity to earn a fair rate of return. McGuire, Exh, No. CRM-1T at 9:17-18;
28:8-13; McGuire, TR 437:14-20; 442:23-443:4.
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In more recent cascs, the Cnmrmsswn has entertained the use of a variety of regulatory
methods to address rcgulatory lag, lost revenme due to conservation, Tow load growth and
weather fluctuations, as well as the need to invest in the existing distribution grid fo meet
changing customer demands. These include, in addition to attrition adjustments, such
methods as expedited rate cases, decoupling, and EOP pro forma adjustments While the
Commission has not established a different standard or criteria for attrition adjustments in
more roccat cases, the Commission has indicated, w1thout more deta.tl that “an atfriion
adjustment should not be limited to circumstances where the utility can demonstrate
extreme financial distress.”!6 We contimue to hold that view, and determine that it is not
necessary to require a finding of extraordinary circumstances to justify granting an”
attrition adjustment. An affrition adjustment is yet another tool in our regulatory
“toolbox” for utility ratemaking. However, we do require that utilities requesting an
attrition adjustment demonstrate that the canse of the mismatch between revenues, rate

. base and expenses is not within the utility’s control. Without such a standard, a utility

could plan for a level of expenditures that would exceed revenues and rate base recovery,
creating the need for an atfrition adjustment.

2. What is the appropriate methodology for an atfriﬁon study?

' We find Staff’s approach, as adjusted and corrected By the Company, to provide the most

appropriate methodology in this docket for supporting an atirition adjustment. Because an
attrition study is an additional tool to use in conjunction with a modified historical fest =
year, the appropriate methodology begins with development of a modified historical test

* year with pro forma plant additions, even subsequent to a test year. An atfrition study is

based on the resulting projéétecl edrnings and revenue requirements, and the attrition
adjustment is added only if the study shows a mismatch of carnings and cxpcndlturcs

On direct, Avista used an inappropriate msthod for developing an escalation rate for its
afirition study.’87 Allowing an attrition adjustment based on a utility's budgeted capital
spending, portrayed in its testimony as a “cross-check,” is contrary to this ratemaking
methodology, given its uncertain and speculative nature. In addition, the Company chose
to abandon the use of the escalation factors it developed in its attrition study and instead
use its prajected budget amounts to détermine an escalation rate.

% gyista Order 09 &14, ] 73. (original footnotes omitted).
167 The Company used a compound growth factor for fiiting a line o the data,
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Further, on rebuttal, the Company’s attrition study remaves one category of expenses, net
benefits, from a calculation based on historical data that should include such expenses.
The justification for this removal is scant. Such a removal requires a high level of

* justification, as it runs counter to the principle that sn attrition study should-use multiple

years of historical data to artive at 2 stable, non-volatile projection of revenue, expenses
and rate base. In all, the Company 8 methods do not meet the Comsszon s stapdard.

M. McGuire’s attrition study uses a sound methodology for dcvclopmg an cscalation
rate from historical data.'*® With corrections, the Company largely adopts Staff’s
methodology on rebuttal; but insists that the 2007-2014 time period is the most
appropriate. In this instance, we agree with the Company’s time period rather thay, that of
Staff. We recognize the use of informed judgment in determining which time period may
best represent futnre costs and revenue, and note Mr. McGuire’s testimony at hearing
about the minimal revenue impact of the difference between the Company’s and Staﬁ’s
recommended time periods.'s

The use of escalation factors from attrition studies to set rates is also a matter of informed
judgment. Here, we accept Staff’s use of a weighted average escalation factor for O&M .
expense. It is supported with sound reasoning, as it recognizes and yeflects recent
reductions in O&M expense. However, as described below, we decling o use the -
recommended 3 percent escalation rate. We do not reject this escalation rate out of hand,

‘but find the Company and Staff do-not present sufficient evidence to support their

recommendation to modify the result of their stidies.1”0 The Commission has accepted

the modification of escalation rates derived from attrition studies in the past, and may do .

so again in the future depending on the specific factual circumstances and recognizing
that the Company carries the burden to make jts case.

Has the Company met its burden of proof to _]ushfy grantmg an attntlon
adjustment"

As we find that making increased capital investments in non-revenue generating
distribution plant in an environment of low load growth is the new normal for investor-

- owned utilities in Washingion, it is necessary for Avista, and any other utility seekingan ~

attrition adjustment, fo demonstrate that its need to invest in. non-revenne generating

1688 Gtaffuses a least square method for fitting a line to the data.
18 McGuire, TR 462:10-463:18; 481:9-15.
™ 1d at 484:14 - 485:11.



117

118

119

DOCKETS UE—150204 and UG-150205 (consolidated) PAGE 43
ORDER 05

plant, particularly distribution pléﬁi; is so necessary and immediate as to be Bbyond its
control. In other words, faced with little or no load growth, and hence revenue growth,.

for the foreseeable future, can Avista demonstrate the need for such investments, and the
benefit to its customers of its increased level of capital investments, beyond ifs expected

" revenues?

Several parties urge us to firmly reject what they describe as Avista’s attempt to capture .
future capital spending and incorporate it into an atfrition adjustment. They contend that

Commission authorization of this approach would epable the Company to follow a plan .
of capital over-spending that would be consciously pursued in order to increase .
shareholder earings. As ICNU points out, such an approach is nothing new to the realm

‘of utility regulation and is widely documented and commonly referred to as the Averch-

Jobnson Effec t 171
As ICNU wztness M.r. Mullins testified:

[A]bsent regulaiory policies to deter over spending, ratepayers will have no

protection against unconstramed capital spending on the part of the utility.

Tradmonally, the Commission’s adherence to a modified histarical test period has

served to partially check this incentive to overspend. If the modified historical test®

period is abandoned in favor of a trend-based revenue requiirement methodology, -
* not only would that check be climinated, but ufilifies Would be provided with an

even greater incentive to overspend.'”

For this very reason, while we no longer find it necessary to justify granting attrition
adjustments on the existence of extraordinary circumnstances, we do require utilities to
demonstrate persuasively that the attrition occurring is outside of their control. We

_ understand Avista’s confention that it operates in a challenging envuonment in which low
" load and revenne growth is outpaced by capital investment requirements and changes in

operating expense levels. However, we also recognize there is risk to the Company’s
ratepayers by embracing an attrition adjustment that may allow Avista to manage its
capital expenditures without regard 1o rate impact, effective cost control, demonstrated

m Mullins, Bxh. No. BGM-1CT at 13:5-11 (citing Harvey Averch & Leland L. Johnson,

Behavior of the Firm Under Regulatory Constraint, 52 Am. Econ. Rev. 996, 1052 (1962)).
172 1d, at 14:3-9. '
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benefit, or actual need, and ouly in reference to its own budgeted targets.” Simply |
stated, we are concerned about authonzmg a practice-that simply projects future levels of

‘expense and capital expenditures that may, as multiple commenters point out, “become a

‘self-fulfilling prophecy where there is an incentive for rates of capltal expenditure to be
driven by an effort to match earlier projections.” 7

We recognize that Avista’s shareholders benefit significantly in increasing its capital
expenditures and share the concertis of other parties regarding this investment’s impact
on ratepayers. Yet these concems are balanced against others about the Company
investing in its distribution system to ensure the safe and reliable service its customers
demand as well as providing a realistic opportunity for the Company to carn the

"settlemnent rate of return in the rate effective year. Further, we do not find the Company’s

practices to be so ugjustified as the intervenors claim. As we discuss further below, we
find thet the evidence in this case supports granting an atirition adjustment both for
Avista’s natural gas and eleciric service. However, based upon our concerns about
whether Avista has provided evidence supporting its expected electric distribution plant
expenses and capital investment, we zero out any escalation mafe for distribution plant
capital investments in arriving at an atirition adjustment for Avista’s eleciric service.

a. Natural Gas

First, concerning Avista’s natural gas service, the Company has reasonably demonstrated
that it is miaking significant investments in non-revenuie generating plant for the purposes
of safety and reliability, to comply with explicit regulatory requirements and in
accordance with prior Commission orders.!” For example, Avista has pipe replacement
programs to replace natural gas pipe and facilities that have been determined to have a
high risk of fajlure, such as Aldyl-A and steel pipe, which are at the end of their useful '
lives or have failed. The Commission has procedures in place to review and approve this

i Addiﬁona]ly, Avista benefits from a full clectric and natural gas decoupling mechanism,
starting in January 2015, which removes the link between the Company’s distribution revenues .
and its volumetric rafes.

1% Fyvestigation of Possible Ratemaking Mechamsms fo Address Utility Earnings Attrttxan,
Docket U-150040, Public Counsel’s Comments, § 40 (Mar. 27, 2015) (quoting the testimony of
David C. Gomez in Avista’s 2014 GRC, Dockets UEI40188.’UG—140149) '

15 Schub, Exh, No. KKS:5 (attachment NGD-7 and NGD-L.1); Kopezynski, Exh. No. DEK-IT at
20:7-21.
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program on a biennial basis.!™ The Commission has recognized these activities asa

priority, stating that “jt is in the public interest for all gas companies to take 2 proactive
approach 1o replacing pipe that presents an elevated risk of failure.”\"” We accept that
Avista has established that the need for its capital investments in nartural gas operanons
are beyond its control.

With respect to attrition related to Avista’s natural gas operations, we authorize an
attrition adjustment in accordance with the methodology advocated by Staff, with
exceptions regarding the appropriate escalation rate for distribution plant O&M expenses
and the time period. In rebuttal testimony, Avista agrees to adopt Staff’s approach of
escalating O&M expenses by 2.17 percent, which is the arithmetic average of a) 1.34
percent, the ane-year trend in O&M expense from 2013 to 2014 that Staﬁ Proposes, and
b) the 3 percent proposed in Avista’s direct testimony. !’

'We decline to use the 3 percent proposed in Avista’s dlrect testimony, even when

averaged with historical data " We prefer to use an escalation rate more firmly grounded
in historical data. Therefore, for the purposes of calculating an attrition adjustment for

-Avista’s electric and natural gas operations, we escalate O&M expenses by the arithmetic

average of a) the one year trend in O&M expense from 2013.10 2014 and b) the multiyear
trend in O&M expense from 2007 to 2014.!%° This produces an annual escalation rate of -

© 2.42 percent for natural gas OXM expenses.

Further, we recognize and accept that Avista has béen under-carning on its gas operations
for several years while ehgaging in rapid replacement and improvement of gas
distribution infrastructure. The Company’s investments in natural ges distribution plant
are necessary to ensure public safety, and comply with Commission orders and policies
supporting replacement of pipe that has a high risk of failure, or presents public safety
and reliability concerns. We find that Public Counsel’s proposal to set the revenue
requirement for gas operations based on an EOP approach for a test year ending
September 30, 2014, does not provide the Company a realistic opportunity 1o eam its

1% Gomez, Exh. No. DCG-1TC at 32:8-10.

17 I the Matter of the Pdlicy of the Washington Utilities and. Transportdtzan Comumission
Related to Replacing Pipeline Facilities with an Elevated Risk ofF ailure, Docket No. UG-
120715, §37 (Dec. 31, 2012} \

17 Andrews, Exh. No. EMA-5T at 33:11- 15; McGuire, Exh No. CRM- 1T at 40:7-17.
179 McQGuire, Exh. No. CRM-40: 8-17.
180 The escalation rate for the multl-year trend must be developed using Staff's least-sqhm'es '

.tegression methodology.
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settlement rafe of return in the rate year. Given the necessity of these .iIlVCStII]cI_ltS, and the
pressure this will place on the opportunity for the Company to earn the Settlement rate of
return given 1ow load and revenue growth, we acknowledge that the Conipany is Likc[y fo
experience zitrition in its natural gas operations in the rate year. We therefore accept and
modify Staff’s attrition methodology for the purposes of setting rates for Avista’s natural
gas operations. As a result, ‘we grant an atirition adjustment of apprommatcly $6.8 million
for Avista’s natural gas operations, resulting in an overall i increase in revenuc

'requuement of $10.8 million,

b. Electric Operations

Compared with the tesﬁmoﬁy and evidence concemning the extent and necessity of
Avista’s investments in i3 natural gas operations, the Company’s claims about
investment in distribution plant on the electric side are mixed. Avista has adopted an
anmual process where jt monitors actnal capital expenditures and funds new projects late *

-+ in the year in order to ensure it spends its budget.'®! The Company relies on testimony
 and exhibits concerning its pro forma plant addition cross-check study from Ms. Smith

aid Ms. Schuh,'® as well as testimony from Mr. LaBolle concerning the Company’s
Asset Management Distribution Program,'® and Mr. Norwood concerning the necessity
of the Company’s capital budgeting and spending,'**

As Mr. McGuire, Mr. Gomez and Mr. Cebulko identify, the Company has not fiilly

explained the relationship between the Company’s business cases, asset management
program and total net plant, mvestment This relationship is not readily apparent from the
record. The evidence lacks detailed description of how the Company prioritizes its capital
investments in electric distribution plant, or performancc criteria to track the nced or

impacts of those investments. Further, ICNU notes:

In practice, the Company has ensured that actnal capitél expenditures match and
then exceed original forecasts on an annual basis. This is accomplished via end-
of-year expenditure ramping. The CPG [Capital Planning Group] “has a list of

181 Norwood, Bxh. No. KON-1T at 9:3-7; Miullins, Bxh. No. Exh. No. BG‘VI-4C at 18 (the
Company’s Response to ICNU DR 69, Att. A at 37) (Avista’s Capital Planning Group “has a list
of shovel-ready' work that can be activated in November should there be any available funds.”):

- 18 Smith, Exh. No. JSS-1T; Smlth, Exh. No. JSS4T; Schuh, Exh. No. KKS-1T; Schuh, Exh No.

KKS§-6T. . ‘

18 LaBolle, Exh. No. LDL-1T at 21:3—22:8.

1 Norwood, TR. 118: 9-120:13.
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s}iovel-ready work that can be activated in November should there be any
available funds.” That is, the Company has designed a program to gnarantee full
capital spendmg rather than preserving cost controls. This late-year. ramping is
apparent in the record, given both actual expenditures in 2014 and forecast
expenditures in 2013. Such evidence speaks powerfully to a Company whose
spending practices need to be carefully reined in, rather than fueled, carte blanche,
through the grant of an “vndistributed increase™ to revenue in the form of an
attrition adjustment 1% :
The record contains some, but not 'complete, evidence as to what degree the Company’s
electric system as a whole, or in part, is unsafe or unreliable, and whether distribution
capital spending is driven by, or at lcast guided by, a specific plan to address the safety or
reliability shortcomings of the Company’s electric service. Ms. Schuh testifies for Avista
that her Exhibit No. KKS-5 includes a “project description, project altematives, cost
summary, business risk, financial assessment, strategic assessment, [and] justification for
the project (e.g., mandatory, resource requirements, etc),”'% Yet this exhibit provides |
minimal explanation of the projects’ relationship to overall reliability, safety, or service
quality benefits. Focusing on electric distribution plant projects in the exhibit, we found
the section describing each project’s rationale for decision to be blauk, and project
altemnatives section lacking substantive detail.!” This evidence does not convince us that’
Avista’s projected electric distribution investments are entirely outside of its control, or
required for the safe and efficient operation of its system. However, Mr. Norwood -
testifted at hearing that these capital expenses are necessary:
[the departments are] directed to provide projects that need to be done, whether
: it’s related to reliability or to a systematic replacement of items over time, so it’s
not a wish Iist. So because senior management limits the total amount, then each
dcpartment has to go back — and the capital plannmg group does this ~ to figure
ouf which has the highest priority. '*¥
To support its distribution plant investments, Avista provided jts 2013 Asset Management
Distribution Program Update, which identifies the Company’s plans for monitoring and

1% JCNU”s Brief, 7 12.
186 Sohuh, Exh. No, KKS-1T at 4:16-20.

gl Most projects did not list any alternatives. Of those projects that listed altternatives, most

include only a no action alternative. Of the distribution projects over $20 million, only Wood
Pole Management included an alternatives beyond no action.

18 Norwood, TR 119:9-16.
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evaluating jts distribution plant investments, and analyzes the performance of certain
assét management programs. 1% -

Where, as in this case, there is some, but not complete, evidence to demonstrate that the
circumstances driving attrition are outside of the Company’s control, the Commission

- retains broad discretion to consider other factors, such as the Company’s intent to file

another rate case within the next year, and the analysis nnder Hope, Bluefield, and ~
Permian Basin. We believe we can exercise broad discretion to consider such seminal
cases using our informed judgment in deciding whether or not an attrition ad_]usttnent is
warranted given the specific facts and circumstances in a rate case.

In the past, the Comlmssxpn has accepted some rate cscala_tlon ot authorization of relief
beyond the modified historical test year when rates will be in effect for more than one
year. For example, approving a multi-year general rate case stay-out period was critical to
the Commission’s decision to approve an éscalation factor for PSE.'% This approach
requires the Company to accept some risk that rates in a future year will be sufficient, but

it also provides more certainty to customers. It creates an incentive for the Company to -
control costs during the yéars that rates are in effect. Yet the Company has stated that it
intends to file annnal rate cases for the next five years rather than committing to a stay-

out period.’®*

In addition, Whjlc the record shows that Avista’s clectric opcrations are currently
financially healthy and the Company has actually earned near or above authorized levels
for its Washington electric operations for the past two years, we are concerned this may
not hold in the rate year or beyond. Absent an attrition adjustment, we are concerned that

189 The 2013 Asset Management Distribution Program Update provides a detailed assessment of
~ the benefits associated with some of Avista’s asset management Programs, mcludmg reduced

outage frequancy, and associated. operations and maintenance savings, These metrics are
valuable, and provide information to assist the Company in making prudent investment decisions.
It may-be useful for Avista to work with Staff to provide this information in'a mofe refined
format. However, the majorily of programns and assets listed do not have an asset management
program, or specific metrics to track thelr impact on system safety or reliability. Labolle, Exh
No. LDL-2.

190 1n the Matter of the Petition of Puget Sound Energy and Northwest Energy Coalition for an
Order Authorizing PSE to Implement Electric and Natural Gas Decoupling Mechanisms and to
Record Accounting Entries Associated with the Mechanisms, Dockets No. UE-130137 and UG-
130138 (consolidated), Order 07, { 171 (June 25,2013). .

131 Norwood, TR 97:10-25.
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the Company may ' not have an opportunity to achieve earnings on electric operations at or
near aufhonzed levels,

Were we to reject an attrition adjustment for electric revenue requircment in this case, the

- result under Staff’s modified historical test year pro forma analysis would be a reduction
. in electric revenue requirement of more than $20 million_ 2 Public Counsel and the

intervenors recommend even more severe reductions based solely on a modified test year
analysis with known and measurable pro forma adjustments. We carmot reasonably '
conclude such an end result would be appropriate under the standards in Hope and

Bluefield. The Commission’s respons1b111tv to set rates that are fair, just, reasonable, and.

 sufficient twns nol on the particular rate making methodology it selects ie., modified

historical test year or attrition, but on it§ outcome, or “end results.”** Indeed, the
Supreme Court in Hope determined that the Federal Power Commission (FPC) “was not
bound to the use of any single formula or combination of formulae in determining
rates.”!* The Court explained that:

" Under the statutory standard of 'just and reasonable’ it is the result reached
not the method employed which is controlling. It is not theory but the
impact of the rafe order which counts. If the total effect of the rate order
cannot be said to be unjust and unreasonable, judicial inquiry under the
[Federal Power] Act is at an end. The fact that the method employed to |
reach that result may contain infirmities is not then importarit 1

In the Permian Basin case, another FPC case often cited with Hope, the United States
Supreme Court embraced the end result test. %6 The Washington Supreme Court in

192 Hancock, Fxh, No. CSH-2 at 1 (Revised Qct. 13, 2015).
19 See Fed. Power Comm 'nv. Hope Natural Gar Co., 320 U.S. 591, 603, 64 S. Ct. 281, 88 1.

" Ed. 333 (1944) (Hope) (the methods by which government regu]aiors dete:mmc autility's rate

are inconsequential so long as the end result is fair).

4 at602. . .

155 1d This language became known as the "end result” test.

1% In re Permian Basin Area Rate Cases, 390 U.S. 747,791-92, 88 S. Ct. 1344, [372-73, 20 L.

" Bd. 2d 312 (1968) (Permian Basin). The Court stated: “The Commtission ¢annof confine its

inquiries either to the computation of costs of service or to conjectures about prospective
responses of the capital market; it is instead obliged at each step of the regulatory process to
assess the requirements of the broad public interests entrusted to its protection by Congress.,
Accardingly, the “end result’ of the Commission’s order most be measured as much by the

" success with which they protect those interests as by the effectiveriess with which they “maintain

credit ... and ... attract capital’.” 390 U.S. at 791. Sec also, People’s Organization for
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POW_ER, referring to Permian Basin and other authority,'”” observed that “within a fairly
broad range, regulatory agencies exercise substantial discretion. in selecting the
appropriaté rate making methodology.”*® The POWER Court added that “there is &

constitutionally based floor below which a rate ceiling set by a regulatory agency will be

reversed by the courts as confiscatory.”*?® Quoting another leading U.S. Supreme Conrt
decxsmn, the POWER Court siates wha this means in {erms of returm;

A public utility is cr_ltitled to such rates as will permit it to earn a return on
the value of the property which it employs for the convenience of the
_ public equal to that generally being made at the same time and in the same

general part of the country on mvestiments in other business undertakings
which are attended by cortesponding risks and uncertainties; but it has no -
constitutional right to profits such as are realized or anticipated in highly -
profitable enterprises or speculative ventures. The return should be
reasonably sufficient to assyre confidence in the financial soundness of the
utility and should be adequate, under efficient and econornical
management, to maintain and support its credit and enable it to raise the

" money necessary for the proper discharge of its public duties. 200 :

These are the fundamental pnncxples that have Jong guided the Cozmmssmn when it
determines rates for a Junsd.lctxonal utility such as Avista. A drastic rate reduction, such
as proposed by parties that urge us-to reject an attrition adjustment, would run afoul of
these principles. : :

Thus, after cons1dermg the ewdcnce in this case, as well as our public interest obhgat:ons
and the “end-result” test cited above, we grant an attrition adjustment in electric
operations in this case. Considering the weakness in the record concerning projected
distribution plant capital investments notéd above, we make two modifications to Staffs

Washington Energy Resources v, Washmgton Utilities & Transporiation Camm 7, 10)4 Wn.2d

" 798, 811-12, 711 P2d 319 (1985) (POWER) (quoting Permian Basin).

197 In addjtion to Hope and Permian Basin; the Coutt cites Jewell v. State Utils. & Ihznsp
Comm'n, 90 Wash.2d 775, 776, 585 P.2d 1167 (1978).

158 104 Wn.2d =t 812.
199 77

200 1d, at 813 (quot:.ug Bluefield Water Works & Imp Co. v. Public Serv. Comm) n, 2621U.8. 679,
692, 43 8.Ct. 675, 67 L.Ed. 1176 (1923)). _
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attrition analysis to arrive at the attrition adjustment we authorize today. " The _
modifications concemn the analysis of distribution plant capital investments and expenses.

First, we decline to include any escalation of capital investments in distribution plant. As
described above, the record in this case lacks support for the elevated level of distribution
plant investments, The Company has not met ifs burden to show that its proposed )
investments are based on circumstaunces beyond its control. Thus, while we authorize .

. rates based on the atirition methodology proposed by Staff, we modlfy Staff’s method to

remove.all cscalatlon of distribution plant rate base.

Second, congistent with our discussion of O&M escalation rates for natural gas above, we
miodify the electric O&M escalation rate. Avista’s initial testimony provided historical
analysis showing that from 2007-2013, electric O&M expenses grew by 5.7 percent
annuaily using the compound growth rate method 2% Yet in its initially-filed attrition
study, Avista used a lower annual growth rate of 3 percent “to reflect the recent cost-
cutting measures implemented by the Corupany, and the expectation that Avista will
manage the growth in these expenses to a lower level in future years.”2%? In response -
testimony, Staff proposes to escalate O&M expenses by 2.42 percent, the arithmetic
average of 2) 1.82 percent, the one year treﬁd in O&M expense from 2013 to 2014 and b)
the 3 percent proposed in' Avista’s direct testimony.*** In rebuttal testimony, Avista
proposes to escalate O&M expenses by 5.16 percent, the arithmetic average of a) the one
year trend in O&M expense from 2013 to 2014 and b) the multiyear trend in O&M
expenses from 2007 to 2014, with net benefits removed *°

We do not find the escalation rates of the Company- or Staff supporting attrition to be
saﬁsfactory. Avista’s proposal on rebuital TeTOVES one category of expenses, net
‘benefits, from a calculation based on historical data that should include such expenses.
We decline to adopt an approach that arbitrarily removes one category of expenses. Staff
uses the 3 _pcrcent escalation rate proposed in Avista’s direct testimony, and as stated

21 These two mod.lﬁcatlons are in adetmn to the four corrections the Company makes on rebuttal :
to Staff’s attrition analysis.

202 Andrews, Exh. No, EMA-1T at 28:6-8.

23 Id_ gt 28:3-5. Mr. McGuire states that despite several requests, Sta:Ef “could not determine
whether the proposed 3.0 percent growth rate was reasonable or unreasonable.” McGuire, Exh.
No, CRM-1T at 40:11-12. :

M 1d. at 39:3-40:17. '
205 Andrews, Bxh, No, BMA-ST at 20:6-33:10.
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above, but fiils to support the premise behind it. The record here supports an escalation

rate more firmly grounded in historical data.

Therefore, for the purposes of calculating an attrition adjustment for Avista’s electric
operations, we escalate O&M expenses by 3.21 percent, the arithmetic average of a) 1.82
percent, the one year trend in O&M expense from 2013 to 2014 and b) 4.6 percent, the
multiyear trend in O&M expense from 2007 to 2014.2% This is the same methodology we
adopt in this Ordcr to escalate Avista’s natural gas O&M expenses.

Accordingly, we find the overall revenué requirement for Avista’s electric service should
be reduced by approximately $8.1 million, based upon the results of a modified historical .
test year with known and measurable pro forma adjustments, including an attrition
adjustment of approximately $28.3 million. While the end result is still a reduction in
revenue requirement for Avista’s elettric service, it is signiﬁcanﬂy less than what would -

result from adopting Staff’s pro forma analysis or the intervenor’s revenue requirement

recornmendations. Further, the Company has stated on the recozd it cxpectsto file a rate

_case every year for the next five years. If the Company continues to experience attrition

in jts electric operations, we expect the Comipany will have the opportunity in future
cases to fully demonstrate that such expected capital expenditures, particularly for its
distribution system, provide benefit to ratepayers and are beyond its control.

While we grant a modified attrition adjustment for electric operations, we emphasize that
we share Staff’s frustration about continuing to authorize recovery for these significant
capxtal investments, absent a complete demonstration by the Company of quantifinble

~ benefits to ratepayers. Before seeking further rate increases for its electric service, the

Company must provide more analysis showing how it plans and prioritizes investments in
its distribution system, and how those decisions impact system reliability and economy.
Staff asserts that an examination of Avista’s capital spending plans and results is called

. for, and we agree. 2%’ We encourage the Company to work with Staff on this issue. The

econometric study recommended by Staff conld provide nseful information about
Avista’s relative relinbility, compared to other utilities, ‘We agree, but since Staff has
8 we do not th.mk it is necessary to require it in this order.

2% Id. at 32:7-16 (Table No. 6).

2" Gomez, Exh. DCG-ICT at 62:12-13.

2% Cebrilko, Exh. No. BTC at 2:18-20. )
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C. Generation Plant Operations and Maintenance

This adjustment involves O&M expenses at Avista’s thermal generation plants. In
rebuttal testimony, Avista proposes to defer major maintenance expenses at the Coyote
Springs 2, Rathdrum, and Boulder Park plants, and use revised test year expenses for the
Colsttip plant?®

Major maintenance, also called an overhaul, is performed at thermal generation plants on
d regular cycle based on the utilization of the plant *!® Major maintenance involves the
closure of the plant for a significant period, usually many wetks or months, and is

distinct from basic maintenancc. The expenses associated with these overhanls are part of

the Company’s O&M expenses. In 2016, Avista expects to incur major maintenance
expenses at Colstnp, Coyote Springs 2, Rathdrum, Boulder Park, and other generation

plunts.?*!

Avista anticipzites that Colstrip and Coyote Springs 2 major maintenance will result in a

" higher expense level than found in the test year.2*2 Therefore Avista argues it will

underrecover its O&M expense in 2016 without non-standard accounting treatment °'3
Avista’s position regarding treatment of O&M expenses has changed since is initial
filing,?'* and Avista proposes on rebuttal to:

209 Norwood, Bxh. No. KON-1T at 45:15-46:6; Andrews, Exh. No. EMA-5T at 13:6-15:8; Smith,
Exh. No. JSS4T at 23:2-3. Avista no longer supports its two earlier positions regarding major
maintenance. _

219 At Colstrip, mejor maintenance occurs on each unit every three years. Johnson, Exh. No:

WGI-1T at 14:8-9. At Coyote Springs 2, major maintenance normally ocours every four years.
Ball, Exh-No. JLB-1T at 13:8.

211 Johmson, Bxh. No. WGI-1T at 15:3-4; Ball, Exh No. JLB-1T at 9:6:11,

12 Johnson, Exh. No. WGJ—IT at 15:3-4. Avista states that “both plants have highly variable
maintenance schedules that are dependent on factors outside the Company s confro],” but dees
not explam why costs will be h1gher 1d. 8t 14:15-17.

213 Johnson, Exh, No. WG)-1T at 15:5-7.

214 n its initial filing, Avista proposed to move the recovery of O&M expenses at Colstrip and
Coyote Springs 2 from general rates to the Energy Recovery Mechanism (ERM). In the
Settlement, Avista dropped its request to recover these expenses through the ERM. Subsequently,
Auvista proposed to recover the entire cost of forecasted generation plant O&M, including major
maintenance, through general rates in one year. Norwood, Exh. No. KON-1T at 43:1-3. Ta
response testimony, ICNU, Public Counssl, and Staff objected to inclnding the entire major

" maintenance amount in a single year’s rafes because major majntenance does not occur every
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¢ Defer and later recover actual major maintenance expemes at the Coyotc Springs
2, Rathdrum, and Boulder Park plants, ' :

o Use the revised test year expense for Colstrip, as the $1.09 million more in
revenues the revision provides is sufficient for major maintenance at Colstrip, 6
and. ; . ; | . | ,

e Continue to use forecasted 2016 expenses for all other generation plamts.*!”

Other Party Positions. Staff and ICNU recommend basing rates on a normalized!® level
of major maintenance expenses. ICNU argues that rates should include one-third of
Avista’s forecasted cost of major maintenance at Colstrip because Colstrip has a three-

year maintenance cycle, and one-fourth of Avista’s forecasted cost of major maintenance

at Coyote Springs 2 because Coyote Springs 2 has a four-year major maintenance
219

Staff proposes to separate Colstrip axi_d.Cqutc Springs 2 O&M expenses into two
categories: major maintenance and basic O&M. %0 Staff analyzes basic O&M by
removing the major maintenance expense from total O&M actuals for the past seven
years.?! Tt then creafes a “line of best fit” to estimate expected basic O&M costs for

year. Mullins, Exh. No. BGM-IT at 36.7-16 Ball, Exh. No. JLB-1T at 13:5-11; Ramas, Exh. No.

*DMR-1T at 50:2-9. Stalf notes that Avista’s second proposal would provide the Company

revenue to fully recover these costs every year until the next rate proceeding, even though these
costs do not occur every year. Ball, Exh. No. JI.B-1T at 13:5-11.

- 2 Norwood, Exh. No. KON—lT at 45:15-46:6.

216 In Avista’s initial filing, test year expenses for Colstrip O&M included a one-time refund, On
rebuttal- Avista adds Electic Adjustment 4.06N to remove this one-time refund and increase
Colstrip’s Washmgton—allocated test year expenses by $1 09 million. Andrews, Exh. No. EMA-
5T at 14:1-15:8.

217 Smith, Exh. No. ISS-4T at23:2-3.

L rmahzed expenses of normahzahon is the replacement of test year expense lovels with
multi-year average of expenses.

¥ Mullins, Exh. No. BGM-1T at 36:213733.

I Ball, Exh. No. JLB- 1T at 12:2-6. Basic O&M includes all expenses, that are not major
maintenance. .

2 Staffs analysis involves Colstrip and Coyote Springs 2 only.
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2014.* Based on that calctﬂatlon, Staff finds that test-year basic O&M is close epough -

 to expected basic O&M, so an adjustment to basic O&M is not warranted 22

For major maintenance expenses, Staff propeses to normalize the expenses for Colstrip
and Coyote Springs 2 over three and four years, respectively, as that is the length of each
plant’s mejor maintenance cycle.’ 24 Staff notes that the settlements in PSE’s last two
power cost only rate cases included similar accounting treatments for Colstnp

Additionally, Staff proposes removing the “management reserve,” whu:h is mtended to
cover cost overruns and. unexpected damage discovered during xnajor ‘maintenance, Staff
argucs that including & management reserve is contrary to the use of an average cost
through normalization. %

Public Counsel proposes using the test year level of expenses.?’ After analyzing
historical costs and test year costs for Colsttip and Coyote Springs 2, Public Coimse_l .
concluded that normalization is not necessary or warranted. 228

szsta s Response. Avista objects to these proposals for Coyote Spi'mgs 2 because they

_normalize the costs for customiers, but not the Company.2® Avista notes that jt would

ncur the foll costs in 2016 but qnly recover one-fourth of the revenues each year for fouf
years under Staff’s proposal.?3® Avista argues that a more appropriate solution would
match the costs and benefits for both customers and the Company. 2!

Avista proposes to defer the major maintenance expenses for three plants: Coyote Springs

2 (estimated at $3.5 million), Rathdram (estimated at $0.7 million), and Boulder Park

%2 Ball, Exh. No. JLB-1T at 12:14-20. We note that Staff does not speclfy what analysis M. Ba]l
vsed to create the line of best fit.

223 Ball, Exh. No. JLB-4C at 2 and 4.

24 Ball, Exh. No. JLB-17T at 13:15-19.

25 Id at15:15-18.

5 1d. at 14:3-12.

27 Mullins, Exh. No. BGM-1T at 36:19-21; Ball, Exh. No. JLB-1T at 13:5-11.

28 Ramas, Exh. No. DMR-1CT at 51:21-52:6. Public Counsel’s arialysis of historical O&M data
was particularly informative, Ramas, Exh, No. DMR-2 at 7.

9 Norwood, Exh. No. KON-1T at 44:18-20.
20 I at 45:2-14,
Blrd at 45:5-14.
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" (estimated at $0.2 million).? Under the Company’s proposal on rebuttal, actual expenses

in 2016 would be placed in a deferral account with no carrying charge. Beginning in
2017, the actual expenses would be amortized over four years.” Avista argues that its
proposal smoothes ¢r normalizes cost swings for both the Company and its customers. 234
Avista notes that parties supported a similar deferral as a part of a settlemert resolvmg its
2011 general rate case. 23S - - g

Other Party Replies. No party suppom Avista’s proposal on rebuttal ICNU observes that
Avista’s proposal is a tracker that requires customers to repay the Company all actual
expenses.”® Public Counsel provides a comparison of test-year actuals ($4.35 million) to
the five-year (2010-2014) average of other peneration plant O&M ($4.11 million). It
concludes that test-year actusls are only $235,000 higher than the five-year average, and
therefore Avista’s proposed adjustment is not neccssary. 27 Staff argues that Avista’s
approach is not mecessary for full cost recovery.®® It notes that Avista’s estimate of major

maintenance expenses in 2016 ($6.70 million) i is higher than the highest actual expense
) 9

Decision, This Commission commonly uses test—yeéx actuals for generation plant O&M,
though we have occesionally authorized the normalization of major maintenance
expenses In this proceeding, we use test-year expenses for generation plant O&M,
except for mijor maintenance at Colstrip and Coyote Springs 2. For major maintenance at
Colstrip and Coyote Springs 2, we adopt Staff’s proposal to normalize expenses.

A review of historical data provided by Staff and Public Counsel shows that test-year
expenses are reflective of actual O&M expenses for Rathdrum, Boulder Park and all
other generation plants. Thus, we authorize Avista to use test-year O&M expenses for
Rathdrum and Boulder Park, and al! other generation plants except Colstrip and Coyote
Springs 2. Further, Staff demonstrates that basic O&M expenses at Colstrip and Coyote

22 14 at 47:3-5.

23, 14 at 45:3-9,
B4 17 at 45:12-14.

© 25 7 ot 47:20-48:19.

236 ICNUs Bnef, 7 49
257 Ramas, Exh. No DMR-1T at 53: 14-20 Ramas, Exh. No.DMR-2 at 8.

'238 Staff’s Brief, ¥ 108.

2 Ball, Exh. No: JLB-ITa’t83 93
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' Spnngs 2 in the test year are sufficiently reflective of historical data for use in settmg

rates, and we adopt Staff’s proposal to do so.

‘With fegard to major maintenance expenses, we dd not support the inclusion of all
expenses in one year’s rates as proposed by Avista. Absent a rate case resetting rates
immediately afier the rate year of this proceeding, Avista would over-recover the major
maintenance expenses. While Avista apparently plans to file rate cases every year for the
next five years, we do not decide this case based on an expectation of annual rate cases.
‘We find Staff’s proposal to normalize major maintenance expenses for Colstrip and
Coyote Springs 2 as a reasonable approach to allow Avista to recover these costs. We
agree with Staff that including a management reserve is contrary to the use of an average
cosl through normallaahon and removes the Company’s incentive to limit total overhau]

" costs.

D. Proj eét Co'mpass

On February 2, 2015, Avista replaced its legacy Customer Information and Work Asset
Management System following a multiyear project it called Project Compass.2® As the
result of Project Compass, the Compeny installed and now uses Oracle’s Customer Care
& Billing system and IBM’s Maximo work and asset management application. In

: Awsta’s last general rate case, the Commission authorized Avista to defer actual

expcnscs in 2015 associated with the natural gas revenue requirement of Project
Compass.**! Here, Avista proposes to amortize the expenses from the deferral and
include $1:143 million mWashmgton—aﬂocated expenses associated with Pro_| ect
Compass* No party opposes this accoumlng treatment of the expenses to reflect the °
Cozmmssmn s decision in this case.

Staff contests the pradence of Avista’s expcndlturcs rclated to the extended tnnchnc of

. the project ($17.9 million on 2 system-level basis) as well as an employee incentive

bonus plan for employees involved.*3 The combined impact of Staff’s Washington-

240 K ensok, Exh. No. IMK-1T at 19:14-15.

Ul WUTC v. Avista, Dockets UB-140188 and UG-140189 (connohdatcd), Full Settlement
Stipulation, § 7 (Aug. 18, 2014). '

22 Kensok, Exh. No. JIMK-1T at 19:14-15; Smith, Exh. No. JSS-1T at 50:13-18; Smith, Exh. No.

- JSS8-3 at 9, column 4.05.

243 Gomez, Exb. No. DCG-1TC at 49:10-13; 5 0:8-. Shaded infonnation is confidential.
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allocated disallowance récommendation is $12.7 million 2 Staff’s pradence argument

involves the process Avista used to hire one of its contractors. Tn Summer 2011, Avisia.

hired Five Point Partners (Five Poinf) as an outside firm to assist the Company in
developing a “Request for Proposals, in soliciting, comparing and evaluating proposals
from an array of options and potential vendors,” and iﬁ’negoﬁaﬁng the “final purchase
price for applications and i mtegratmn services.”

Five Point helped Avista des1gn d solicitation to select another ﬁrm to serve as a “systﬂm

: mtcgrator and write castom software code that would allow different software

applications to copamurnicate with each other. In March 2012, Avista selected EPZM to be
its system mtegrator, and with Five Point’s assistance, negotiated a contract,**® Avisla
exeouted its contract with EP2M in June 2012. Six months later, Five Point acquired
EP2M.2* In June 2014, Five Point was acquired in turn by Ernst and Young 28 In
October 2014, Avista signed a time and materials contract with Ernst and Young to
continue work on systems integration peis’g the original contract’s end date.*

Stafl recommends that the Commission disallow $12.7 million of Project Compass’
capital costs relating to the extended timeline.”*® It argues that Avista failed “to

recognize, evaluate, identify, document and mitigate the possible risks to Project

Compass resulting from the apparent conflict of interest arising from Five Point’s

M Id. at 49:13-16. Staff identifies various expense levels associated with Project Compass, -

ranging from $95.1 million as filed to $109,9 miilion in response to a data request. Staff uses
$96.7 million as a starting point to calodlate jts proposed adjustments to this project’s ira.nsfer to
plant amounts. Gomez, Exh. No. DCG-1TC at 47 1-11.

#5 Gomez, Exh. No. DCG-31C at 26 and 28.

26 Rensok, Exh. No. JMK 6CT at 16:23; Gomez, Bxh. No DCG 1TC at 52 n. 95; Gomez, Exh.
No. DCG-15C at 5.

27 Gomez, Exh. No. DCG-ISC at 4-5,

23 Gomez, Fxh. No. DCG-1TC atf 56:12. We refer to EPZM/Fwe Pomt/Emst and Young as “the
Contractor” when the entity’s name is not relevant.

24 17 at 57:6-7. The extension included a fiot-to-exceed ambunt of $6.2 miltion.

2% Gomez, Exh. No. DCG-1TC at 49:12 citing Kensok, Exh. No. IMK-2 at 12 (The additional
capital budget breaks down as $4.7 million from Avista Labor / Loadings, $3.6 million from
AFUDC, $3.2 million from system integrators, $3.2 million from technology contractors, §2.2
million from contingency, and $1.1 million from other). Staff proposes this as a “post-attrition -
adjustment™ so that the impact of the disallowance is not subsumed by the attrition adjustment.
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acquisition of EP2M.” 25! Staff alleges that Five Point may have compfomiscd the
procurement process because it was considering, or in the process of, acquiring EP2M
when assisting Avista in its choice of EPZM as system integrator.

While Staff acknowledges that it “cannot say with certainty” that there were irregularitics

in the procurement process, it asserts the Contractor’s “performance problems
commencing ezrly in the project” are “evidence of questions that should have been asked
of Five Point by Avista’s project management and Executive Steering Committee, ™25
Avista eventually worked with its Contractor to address these problems. As a result, the
Contractor “retained additional resources to bolster its overseas code-development team™

~ and improved the “volume, velocity and quality for system defect resolution 2%

Staff also contends that if Avista had taken action in late 2013 or early 2014 to address
code develépmcﬁt problems, the Company “could have avoided the need for an extension.
of the project’s timeline and added cost.”?>3 Staff argies that the Confractor’s inability to
deliver usable code amoumts to a contractual breach, and asserts that Avista should have
evaluated appropriate responses to a contractual breach, mcludmg holding back payments
and termination of contract.”*®

Staff attacks the extension agreement signed with the Contractor as imprudent. claims
it is unable to follow the management decision-making process that led to its conclusion
that “the Extension Agreement was its only viable alternative,” or dete]:mine the
“substance of its negotiations and discussjons with [the Contactor] . that eventually
led to the agreement.”?7 -

1 Gomez, Exh. No. DCG—ITC at 51: 12»52 5

5 I at 52:5- 54:13.

253 1d. at 54:5-13.

254 R ensok, Exh, No. IMK-6CT at 14:1-2; Gomez, Exh. No. DCG-17C at 12.

%5 Gomez, Exh, No. DCG-1TC at 51:12-52:5 and 56:1-6. Staff points to & report prepared for the
Executive Steering Committee in January 2014 that says “Five Point has been challenged with
resources to deliver integration and configuration code to meet PrOJect deliverable dates.” Gomez,
Exh. No. DCG-15C, Attachment B at 5.

256 Gomez, Exli. No. DCG-1TC at 55:2-5.
31 Id. at 57:14-17. )
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Staff fccommends disallowance of costs related to the Project Compass bonus plan,
which provided compensation to employees assigned to the project for “contributions in-
achieving the successfil implementation.”**® Staff states:

The Company has not provided an explanation as to how the bonus plan benefits
rale payers. After all, the project was late and went over budget by almost 40

. percent. While it is commendable that the Company wants to acknowledge the
hard work of'its cmplojrees Staff feels that the circumstances surrounding the
project make 1t mappmpnate to ask rate payers to shoulder the return of and on -
this expense.? - .

Avista’s Response. Avista argues that the COmpany made the ﬁnal evaluahon and .
selection of EP2M “on the merits, 'w1thout any undue influence of & third party.”?5 Staff
noted that Avista’s earlier testimony stated that “Avista’s Project Compass team and Five
Point evaluated apd scored each proposal.”™' The Company states that it protected
customers “from any potential conflict of interest by the rigorous and objective processes
established for developing vendor proposals, evaluating and scoring proposals, making
final vendor seléi:ﬁons, and in negotiating the final contracts, purchase agreements, and
purchase prices.” 2 It states [urther that it was not aware of the acquisition untif it
occurred, and the prudence standard does not demand hindsight.?63

The Coxﬁpany expresses comfort with the revised project timeline and cost. It notes that
the revisions were within the vanab1hty range generally expected for software projects, 264
and in any case many components of the project that were behind schedule did not
directly involve the Contractar 26% : :

Moreover, Avista responds that it considered a range of factors in making the decision
whether to continue paying the Contractor and sign a contract extension. These included

" Id. at 49:20 - 50:6.

- ¥ I at 59.6-190.

" Kensok, Exh, No. IMK-6CT at 14:17-15:7; 1d. at 18:2-3,

261 Gomez, Exh. No. DCG-19 at 31 (emphasis added).

26 K ensok, Exh. No. IMK-6CT at 16:3-6. _

?% Id. at 16:16 ~ 18:2. Staff does not allege that Avista was aware of the tmnsacﬁbn earlier.
4 I ot 7:4-10:12 | |

265 Id. at 18:4 —20:26.
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the consequences of stopping payment, such as the poiential oulcome of litigation and its
ability to work successfully with the Contractor to complete the projectS the
Company’s ability to complete the project without the Confractor, and the likelihood of
delay and increased costs caused by changing contractors. 257

167 The Company estimated that finding a new suitable contractor and switclﬁng 10 that
contractor would add at lcast several months to the project timeling, and each month of
delay would cost $3.6 million.**® By contrast, all additional payments to the Contractor
beyond its original contract represent less than the estimated cost of two months’
delay.*® Additionally, Avista observes that many of the Conitactor’s stalf were among
the original anthors of the Oracle Customer Care & Billin 2 application they were -
modifying, raising the concern that a replacement team would not have “sufficient
knowledge, experience, skills, and familiarity W1ﬂ1 the application” *to complete the

project successfully 270

168  Finally, Avista argues that the bonus program was appropriately anthorized and
- ultimately successful. The bonus plan included objective and measurable performance
benchmarks; was audited by Avista’s internal audit group, and approved by the Board of
Directors.2”! It states that “employees dedicated a very difficult two-plus years of their
working life to sceing it through to complctton, and the bonuses were reasonable and

- appropriate. ™"

169 Inits responsive filing, Staff recommended a specific disallowance of $12.7 million
($17.9 million on a system wide bams) consisting of various capital and labor related
items and AFUDC. After receiving new evidence from Mr. Kensok, Staff revised its
recommended disallowance downward to a total of $7.1 million, consisting of $5.5
miltion electric and $1.6 million gas.*”> Due to the size and nature of this disallowance,

265 1d. at 23:21 —24:2,
267 Id '
_ 2% 1d at 25:8-18.
269 14
21 I at 24:10-12.
27! Kensok, Bxdi. No. M{-BCT at29:1-9. The plan is available as Exhibit No. IMK-12C.
27 1d at 29:10-13.
4 Staff’s Brief, { 75.
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Mr. McGuire for Staff did not include this in his overall attrition adjustment, and instead
made a post-attrition adjustment in the overall calculation for the revenue requirement. -

" Decision. In determining whether an investroent is prudent, the Commission asks:

what would a reasonable boand of directors and company management have .
decided given what they knew or reasonably should have known to be true at the.
time they moadc a decision. This test applies both to the question of need and the
appropriateness of the expenditures. "The company must establish that it
adequately studied the question of whether to purchase these resources and made
a reasonable decision, using the data and methods that a reasonable management
would have used st the time the decisions were made.””

Staft makes a two-part argument in recommending we disaflow a portion of 1he overall
capital costs of Project Campass. First, it argues that Avista imprudently managed and
then extended the contract with the information technology contractors, Five Point and
EP2M (ultimately Emst & Young), Second, it argues that because of such imprudent
management, Avista should not have granted bonuses to its employees involved in the
proj ject. :

_After reviewing all the evidence and hearing the Company’s response at hearing, we

reject Staff’s recommendation. Rather, we find that Avista demonstrated that its revisions
to project costs and timelines were within fhe variability range generally expected for
software projects of this magnitude and complexity. When confronted with delays and
other challenges, it appropriately considered options on how to proceed, including
altermatives such as terminating the contract with Five Point/EP2M and moving to a new
contractor. It concluded, and stated for this record, that such alterpatives carried too much
risk and potential further costs in its judgment. Moreover, we decline to find that the
Company engafged in inappropriate actions in the selection of contractors, as Avista
testified that it was unaware of the acquisition. of EP2M by Five Point at the time of the
contractor select'goﬁ, and Staff has provided no evidence other than speculation to contest
that, '

Finally, we do not agree with Staf’s assertion that the bonuses paid to the Avista staff
actively involved in managing Project Compass were imprudent, and shoui'd therefore by

disallowed. Instead, we agree with the Company that such bonuses were properly
 determined and reviewed internally, were based on objective and measurable

I WUTC' 3. Puget Sound Energy, Fnc., Docket UB-031725, Onder 12, 9 19 (Apr. 7, 2004).
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benchmarks, and were appropriately given to ensure continuity for key employees to
ensure efficient final completion for an IT project of this maghitudet

Accordingly, we do not find Staff’s arguments to be persuasive on this record to disaliow
a oertain portion of the capitalized costs of Project Compass. Rather, we find that Avista
carried its burden to show that if acted prudertly 1 in managing this project to completion
using the existing contractor, including the project extension and increased costs -
compared to the estimate. Although we do adopt a certain attrition adjustment, as set
forth above, we decline to make a post-attrition adjustment for the project either in the
initial amount recommendation by Staff on 2 Washington-allocated basis ($12.7 n:ulhon)
or the revised amount ($7.1 mﬂhon)

E. Advanced Metering Infrastructure .

_In its initial filing, Avista proposed to begin deploying advanced metering infrash'ucmfe g

(AMI) across its Washington service territory in 2016, citing a $7.5 million net present
value benefit over 21 years.2” The Company requested inclusion of approximately $30
nillion in cap1ta1 additions in this case, representing the cost of néw meters to be installed
in 2016. On rebuttal, the Company removed this capital addition, and instead requests
that the Cormission rule on “the prudence of the decISmn to move forward with the
deployment of AML"276

Deploying advanced metering technologies allows a utility to reduce its operating
expenses associated with meter reading and to communicate more frequently with the
meter and potentially other devices that use electricity 2”7 This technalogy provides a
utility with the means to disconnect and reconnect service remotely, quickly gain
awareness of outagés, ‘provide conservation voltage reduction scrvices, reduce unbilled
usage, and potentially enable demand response, time of use rates, and prepaid services.?”®

773 K opezynski, Exh. No. DFE-IT at 159, Avista currently uses a less sophisticated Automated
Meter Reading (AMR) technology in its Idaho and Oregon service temtory

26 Norwood, Exh. No. KON-1T at 40:17-19, and 41:1.
271 K opezynski, Exh. No. DFK-5 at 10-12.
78 1d. at 11-17. '
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Auvista supports its proposal with a business case analysis,?”® and notes 2 national trend of
utilities deploying advanced met:c-:ring;280 The Company’s “preliminary estimate” of
projected lifetime costs is $223 million over 21 years, including $145 million in capital -
and $78 million in annual O&M costs.**! According to Avista, these costs will be offset -
with projected benefits of $170 million in operational savings and $60 million in'direct

" customer savings,2® The business case includes an estimated net present benefit of $7.5

million for the 21-year life of the AMI.?® This net benefit is equal to 3.36 percent of the

lifetime costs and, if cxpressed as an annual amount over a 21-year period, is $357,143

per year.?®* However, in its most recent estimate, Avista lowered the project’s net present
benefit from $7.5 million o $3.5 million over 21 years.?85

‘While Avista removes this capital addifion on rebuttal, it asks the Commission to.make a
variety of decisions about AMI. Mr. LaBolle asks for “guidance . . . as to whether or not
advanced metering should be implemented, % while Mr. Norwood requests an order
“that supports Avista’s decision to move forward, In principle, with the deployment of
AMI "2 Ayista seeks “an affirmation that the Company should proceed with the
implementation of AMI, so long as the costs of implementation are prudently -
incurred.”® The Company specifically rejects the notion that it is requesting preapproval
of the costs associated with implementation of the project and their recovery in rates,

.2'29 14

28 Kopzcynski, Fxh. No. DFK-1T at 8-10. Public Counsel and The Energy Project assert that this
trend “occurred as a result of significant grants totaling $4 billion under the American
Reinvestment and Recovery Act,” and are not indicative of cost-effective investments. Alexander,
Exh. No, BRA-1T at 11:17-21. :

28 Kopzeynski, Exh, No. DFK-1T at 14:22 - 15:3 (get present value revenue requirement).
22 Id. at 15:3-7 (net present velue benefits).

28 K opzcynski, Exh. No, DFK-1T at 15.

¢ Alexander, Exh. No, BRA-1T at 5:11-12.

#La Bbﬂe, TR 374:11-13; La Bolle, Exh. No. LDL-16 at 2.

286 T3 Bolle, Exh. No. LDL-1T at 4:5.

287 Norwood, Exh. No. KON-1T at 40:20-21.
288 Avista’s Response to BR No. 3 atp. 1.
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stating that cost recovery “will be the subject of a prudence review in Avista’s next
general rate filing. "%

Avista also requests specific accounting treatment regarding the undepreciated net book
valuc of retiring existing meters. Avista proposes that the Commission create a regulatory
asset for the undepreciated value of éxisting meters that it plans to remove and approve
the amortization of the balance into rates over a ten year period.”® Avista claims that
absent Commission approval of this accounting treatment, the project would be canceled
or delayed because the Company would not move forward as it would face an
approximately $20 Imlhon write-off 2!

" Other Party .Posmons. Staff; Public Coml's".el, The Energy Plj;)ject, and ICNU oppose

Avista’s initial proposal in this case. Mr. David Nightingale, on behalf of Staff, objecis to
the Company’s request primarily: because, as proposed by the Company, AMI would not
be used and useful for service in Washington.”> T'he equipment has not been purchased,
and Avista is still in the process of developing a plan o acquire smart meters and
implement AMI.*? Mr, Nightingale argues that Avista’s proposal consists of a “plaming
level cstimate” including cost and benefit estimates that “arc toe speculative to be useful
for ratemaking purposes," and that fall short of the Commission’s known and measurable
standard.”* He recommends the “Commission should exclude these yet-to-be-incurred

~expenses from this rate case because the AMI is not yet used and useful for service in

WaShlngtOIl 7295

Public Counsel and The Energy Project’s witness, Ms. Barbara Alexander, concludes that
the costs for the AMI project “are neither koown and measureable, nor used and
usefil. "6 Ms. Alexander and Mr. Mullins, for ICNU, also criticize the accuracy of

289 Id

2% Norwood, Exh.-No. KON-1T at 41:17-20.
B 14 ot 42:3-4, o
2 Nightingale, Exh. No. DN-1T at 5:3-6:7.

253 At the time of rebuttal te‘stiinony; Avista had issucd an RFP for new electric meters and a
meter data management system. Norwood, Exh. No. KON-1T at 40:11-14.

2% Nightingale, Fxh. No. DN-1T at 7-10.
295 14, at 4:4-5.

29 Alexander, Exh. No. BRA-1T al 10:11-12.
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Avista’s estimated costs and benefits.”” They note that Avista’s cost estimates are not
tailored to Avista's metering system, service temitory, communications network, billing
system, or outage management systems.”® As we noted above, on rebuttal, Avista does
not counter these arguments and instead removes its proposed $30 million capital

-addition from its requested 2016 rates.”

' Ms. Alexander also rejects Avista’s claimed savings due to remote disconnection and

reconnection of electric service. Ms. Alexander objects to Avista’s assumption that the
Commission will allow it to disconnect service without a utility employee visiting the
customer’s home. She notes that the employee visit serves an important consumer
protection function, espeCLa]ly for low-mcome customers.?%

Ms. Alexander also raises concerns about the value that Avista attnbutes to avoided
electrical outages, She focuses her critique on the way that Avista calculates the $2.2
million benefit of outage avoidance to customers. This represents an imputed value, ie.,

what the U.S. Depariment of Energy’s Interruption Cost Estimator (ICE calculator) says
301 :

297 Mullins, Exh. No. BGM-1CT ai 5:1-9; Alexander, Exh. No. BRA-1T at 9. Avista provided at
least five different cost estimates, two of which come from the Company’s initiel filing. Those

. estimates include capital costs ranging from $131 million to $165.5 miillion, and aunual O&M

costs rangmg from -$5.8 million to $5.8 million: Alexander, Exh. No. BRA-1T at 7:16-18.
298 Alexander, Exb. No. BRA-1T at 16:2-8.
297 Norwood, Fxh. No. KON-1T at 40:17-19:

300 Alexander, Exh. No, BRA-1T at 23:12-14. She notes that WAC 480-100-128(6)(k) requires a
utility cmployec dispatched to disconnect service to accept payment from the customer to avoid
disconnection, and several states have rejected proposals to eliminate employee visits for ’
disconnection. Id. at 26-27. New York, Ohio, and Maryland declined to eliminaie employee visits
for residential discannections, and California requires an employee visit if the wiility has evidence
that the disconnection will cause an adverse medical condition. She notes that between 2009 and
2012, the Company annually accepted between 5,000 and 6,000, payments at the door to stop -
disconmection of service. Jd_ at 24:1-2. Ms. Alexander concindes that several policies related to
AM], including remote disconnection, data access, and opt-out policies will require significant
regulatory proceedings for which Avista has not budgeted in this project. Id, at 18:17-19:4-19.

1 7d. at 34-38. Avista calculates 2 $2.2 million benefit of outage avoidance to its customers by
roultiplying the mumber of outage minutes avoided by a dollar amount. The dollar amount is
based on an ICE calculator that the U.S. Department of Energy developed to evaluate smart grid
projects. Kopzoynski, Exh. No. DFK-5 at 13. Ms. Alexander questions the metbodology .
supporting the ICE calculator, and notes that it has not been approved or used by state regulatory
commissions in a lmgatad rate proceedings. Alexander, Exh. No. BRA-1T at 35:10-17. Avista
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M. Mullins argues that allowing carrying charges for the regulatory asset allows Avista
double recovery.>” He argues that it is inappropriate to create a regulatory asset for

existing meters before those meters are retired 3™ Mr. Mulling recommends the

Commission completely reject the AMI plan proposed in the Company’s initial fi]mg

After conclud.ing that Avista’s proposal is inappropriate because AMI is not used and
useful, Mr. Nightingale recommends & future proceeding to address AMI. He states that if
Avista chooses to implement AMI, it should be prepared to demonstrate, after
implementation, that the deployment is cost-effective.%

Mi. Nightingale rcqucsts that the Commission initiate a workshop to review its smart grid
policies, including its 2007 Policy Statement,®®® the potential to extend or modify the *
annual smart grid technology report required under WAC 480-100-505, and consider a
requirerricnt for uti]itics to issue a request for proposals for a simart prid potential
assessment that serves the same funchon as the conservation potential assessment
described in WAC 480-105- 100(2).3% '

In their briefs, Staff and Public Counsel argue that Avista is seeking pre-approval of its
planned AMI investment > Farther, Staff and Public Counsel argue that the Commission |
need not act in this case for Avista to avoid a write-of£3% instead Avista could file a
separate accounting petition at a later date.’® '

responds.that the methodology is commonl-:y used in the utility jindustry, citing to an industry
standard. La Boile, Exh. No. LDL-1T at 12:14-13:10. .

302 \ullins, Fxh, No. BGM-1CT at 32:11-20.
303 4 at 33:4-8, :

504 Nightingale, Exh. No,DN-1T at 12-14. He also pomts 0 22007 Policy Statement that
includes a “broad range of factors” the Commission would consider when “examining advanced
metering,” noting that Avista should be prepared to address those factors. Juterpretive and Policy
Statement Regarding Energy Policy Act of 2005 Standards for Net-Metering, Fuel Sources, Fossil
Fuel Generation Efficiency and Time-Based Metering, Docket UE-060649 at 10-11 (August 23,
2007). In addition, Staff notes other factors that Avista should be prepared to considet:
cybersecurity, the benefits of energy storage batteries, the benefits of synchrophasers and the
benefits of grid voltage regulatlon and grid stability. Nightingale, Exh. No. DN-1T at 14.

305 Id
306 Nightingale, Exh. No. DN-1T at 7-16.

" 397 StafPs Brief, § 77; Public Couisel’s Brief, § 92.

308 §tafPs Brief, { 90.
30 pyblic Counsel’s Brief, §122.
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Decision. We generally support utilities’ provision of technolog;ca]ly advanced service
to customers when a utility demonstrates that the investment is used and useful and
prudent. We acknowledge that Avista has been a leader among the region’s utilitiés in
deploying advanced “smart grid” iechnologies over the past decade in both the Spokane
distribution system and the Pullman area that included both-distribution and meteﬁng
technologies.

In addition, the Qommiésion has taken an active role in monitoring technology trends. As
Staff points out, in 2010 the Commission enacted a rule (WAC 480-100-505) requiring
Avista and other utilities o file periodic reports in which the companies assess.poténtial
for advanced. technologies, including advanced digital and two-wey communications,
which the customer can use to interact with the utility in new ways. While such reports -
and periodic Commission briefings are not case-specific reviews of specific capital
investments for prudendy, we have found them to be uscful and informative.

The Company portrays AMI as another step in this technological and busivess evolution

~ of the utility as it adapfs to changing circumstances. It has requested some “guidance” or

a sense of the Commission’s “general direction” toward AMI in this proceeding.
However, we note that assessing such a far-reaching technology upgrede in a general
sense in a briefing or workshopisa different matter than reviewing a detailed cost-benefit
study in a specific rate case proceeding. AMI requires a large upfront capital investment,

~ which Avista claims will be offset by the benefits cited in its business case. We view

Avista’s requests in this case as requests that the Commission take the first step towards a
prudeice determination prior to the Company even selecting a vendor to replace the
meters, or for that matter, deciding on specific vendors-for the meters, communications
network, and related infrastructure supporting such a large project.

- We decline Avista’s requested action becavse this issue is not ripe for Commission

determination. The Commission’s longstanding practice is to review the prudence ofa
ufility’s imvestment in plant after that plant is placed in service and is used and useful *'°
In contrast, this case discusses a proposal for a future investment that, if we took that first
step towaxds a prudence determination, could be viewed as the Commission mdxcaﬁ.ng

" pre-approval. -

31 Indeed, Company witness Kopezynski states “Tm not aware of any time that this Commission
has ever authorized anything [by] pre-approval.” Kopezynski, TR 299:9-11. While the company
claims it is not asking for preapproval we are concerned that any “gunidance” we offer would be
viewed as such.
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The Company testifies that its board of directors has not made a decision regarding this
investment*" and its management suggests the Cornpany is in a partuership with us on
this project.31? The responsibility for a decision to move forward with an investment res‘cs

with the Company.*™ Avista’s proposal asks the Commission to make the managetial

decisions for it; we decline to do so. The Company must place new plant in service for its
ratepayers before the Commission will opine on the prudence of its decision. To do -

otherwise would deny us the opportunity to apply our prudence standard to “the question.
of need” for AMI3*.

' 'While we do not make a decision régazding_ the prudence of this project in this

proceeding, we note the considerable uncertainty surrounding the business case analysis

" Avista prepared, During the pendency of this case, the Company modified both the

estimated costs of the AMI deployment, by $20 million in capital costs, and the net
beneﬁts, from $7.5 million to $3.5 million, At bearing, Mr. Kopzcynski testified that the
business case analysis was accurate with “plus-or-minus-50-percent type of .
uncertainty.”3'* The relatively small anticipated benefit of Awvista’s business case of $3.5 -
million out of a $227 million project, coupled with “plus-or-minus-50-percent”
uncertainty in cost, demonstrates that significant uncertainty exists. While we are aware
of the potential upside of AMI deployment, we must also recognize the potential costs to
ratepayers ifa “m_inus—SO—percént” scenario prevails. The Commission cannot conclude
on this record that deployment of AMI, under the business case that Avista presents in
this case, is compelling at this time. We look forward to more refined cost-benefit
analysis in a future proceeding, mcludmg a fuller discussion of “non-quanhﬁable
benefits™ Suggestcdby Mr. Kopzcynsb 316

31 Kopezynski, TR 318-319; TR 333-334. While Mr. Kopczynski testifies that the Board does
not decide on individual projects, we note that it retains ultimate responsibility for overseemg,
mwanagement’s decisions regarding individual pro_]ects

32 Norwood, TR 114:17-21.

3 WUTC' v, Puget Sound Energy, Inc, Docket UG-110723, Order 07, 73536 (May 18,
2012)Error! Bookmark not defined. (A utility “alone shoulders the obhganon to ... deiermine
which [projects] should be constructed and when.”).

W WUTC'v. Puget Sound Energy, Inc., DocketUB 031725, Order No. 12, 1[19 (Apr. 7, 2004)
315 Kopzcynski, TR 306:20 —307-11.
318 K opzeynski, TR 343:15 — 344:16.
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Auvista claims that absent Comznission approval of its proposed regulatory asset in this
proceeding the Company would face a $20 million write-off when it purchases new
meters.*1? Avista’s discussion ignores the Commission’s longstanding regulatory practice

of reviewing and approving accounting petitions in a timely manner and deciding on the
318

Mz. Norwood cites to Generally Accepted Accounting Principles (GAAP) and asserts that
absent an accounting order from the Commission, once Avista selects a vendor and signs
an agreement, it would be required to write-off its existing net investment in its older '
meters.’1” We do not read the requirements of ASC 980 (FASB 71)°% that way, and we
have consistently applied those requirements differenily. Indeed, contrary to Mr.
Norwood’s contention, and based on the prior actions of this Commission, it would take
an order from this Commission denying recovery to trigger the write-off. .

Further, an oxder deciding the proper accounting should originate from a timely-filed
accounting petition, not as a peripheral issue raised in 2 general rate case. The
Corumission can consider the complexities of the treatment of what appears to be a
stranded cost issue by examining supporting ¢ documents and if needed, supporting

testimony from qualified w1tnesses

‘We need not decide on the accounting treatment proposed by Avista in ﬂllS case. If the
Comp_any chooses to acquire new meters, it may file an accounting pctltloxg that requests
the Commission issue an order determining whether the Company is allowed to defer the -
undepreciated amounts related to the replaced meters in a regulatdry asset account. Our
normal practice is to approve such a petition without undue delay, then decide on the

" recovery of costs in a-future proceeding at which the Company must demonstrate thnt its

acquisition was prudent and is used and useful.

The Compa.ny also asks us to providc guidance on issues such as the amortization period, '
and the establishment of an appropriate return on such a regulatory asset. ICNU also

317 Norwood, Exh. No. KON-1T at 42:3-4.

31 See, e.g., In re Petition of Avista Corp. For An Accounting Order to Defer Costs Related to
Improving Dissolved Oxygen Levels in Lake Spokane, Docket UE-131576, Order 01 § 5 (Sept.
26, 2013) (Accounting petition filed on Aug, 27, 2013 and approved on Sept. 26, 2013 A
determination of prudence and the eligibility for recovery of any costs to occur in the Corpany’s
next gencral rate case or a future filing,).

31 Norwood, Exh. No. KON-1T at 41:8-11.
52 Set Accounting Standards Code - Regulated Operations 980-340-25-1.
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raises some important issues regarding the timing and Iength of such an amortization
period, as well as the depreciation expense on the existing meters.*” Again, we decline to

. provide any specific guidance or decisions in this case.

In conclusion, we decline to rale on the prudency of Avista’s proposed AM] investment
in this case because the issue is not ripe for our determination. This decision should not
be interpreted as a rejection of AMI. The Company must decide what metering program
provides ratepayers the most bepefit at the least cost, If the Company decides fo procure a
new metering system, it-may file a well-supported accounting petition on a timely basis
to avoid a write-off. If the Company presents actual costs for AMI caﬁital expenditures,
either partial or full deployment, in a future rate case, ’rhc Commission will consider the
prudence of Avista’s mvestment at that time.

F. Labor Expenses

1. Non-Executive Wages

- Avista makes several ad}usmlents to test-year expenses for non-executive wages. Those

adjustments include: ©

. annualizing the impact of a 3 percent wage increase for union and non-union
employees implemented for 2014; .

. annpalizing the impact of 2 3 percent wage increase for union employees
implemented for 2015; :

. annualizing the fmpact of a 3 percent wage increase for non-umon employees
implemented for 2015, and - .

. including a 3 percent wage increase for union and non-union employees projected
for 201632 - -

Public Counsel observes that Avista removed labor expenses associated with Project
Compass from e capitalized expense and instead placed those expenses in this
adjustment.® ICNU asserts that the Commission rejected Pacific Power & Light’s 2014
general rate proposal that similarly escalated labor expenses 27 months beyond the end of

321 Mullins, Exh. No. BGM-1CT at 32:11-33:8.
32 Ramas, Exh. No. DMR-1CT at 35:18-36:10.
38 17 at 36:10-37:8.
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the test period.*** Staff notes that in Puget Sound Epergy’s 2009 general rate proceeding,

the Commission allowed the inclusion: of union contract increases four months following
the test year, but rejected the inclusion of union confract increases 10 months following
the test year as violating the matching principle.*?

Public Counsel accepts the wage increases for 2014 and 2015, btut rejects Avista’s.
inclusion of the increases for 2016 because the increases are “not yet known and

measurable and are.too far beyond the end of the test year ended Septernber 30, 2014.7326

ICNU criticizes Avista;s modeling of labor expenses becailse it applied the increases to
all payroll expenses, rather than using a more precise full-time-equivalent (FTE) model -
that breaks out labor by capital and expense.®’ Without the precision provided by ‘an FTE

 model, ICNU argues that the adjustment, particularly the Company’s decision to move

the Project Compass labor expenses from a capitalized expense to this adjustment, is not
known and measurable and should be rejected entirely. Altematively, ICNU proposes
that the adjustment be limited to the wage increases for 2014.3%

Public Counsel also objects to moving Project Cémpass labor costs from a capitalized

~ cxpense to this adjustment. Public Counsel observes that Avista’s testimony did not
~ disclose this substantial shift, and it did not demonstrate that increased labor costs

associated with Project Compass will persist.*>® Avista responds that a large number of
existing employees worked on Project Compass, but now that Project Compass is -
complete they will no Tonger bill their salaries as a capital expense.*?

Staff supports the 2014 wage increase and the 2015 union wage increase, but opposes
both the 2015 non-union increase and the 2016 wage increase. Staff argues that the 2015

324 Muyilins, Exh. No. BGM-1CT at 42:18-20 (cxtmg WUTC v. Pacgﬁc Pover, Docket UE-140762
et al, Order 08, 1§ 31-41 (Mar. 25, 2015)).

325 Ball, Exh. No. JLB-1T at 20:5-14; WUIC v. Puget Sound Energy, Dockets UE-090704 and
UG-090705, Ozder 11,'7Y 88 (Apr. 2, 2010) (rejecting union contract increases in October 2009 in

.. a case where the test year ended December, 31 2008).
" 3% Ramas, Exh. No. DMR-1CT at 37:11.38:3. . o ‘

%7 Mulins, Exh. No. BGM-1CT at 43:3-20.
38 14 at 43:21-44:5.

329 R amas, Exh. No. DMR-1CT at 39:6-19.

330 gmith, Exh. No. JSS-4T at 34:20-27.
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union wage increase is pursuant to contract, but other 2015 and 2016 wage increases are
not known and measarable***

Decisiori In the past, we have allowed only limited adjustments to labor expenses beyond
the test period when those adjus{:menw are known and measurable. We agree with Staff
that the 2014 wage incteases and 2015 union wage increases should be included in rates,
but we reject the 2015 non-union increase and 2016 increases because those increases are
pot yet known and measurable. '

‘We agree with [CNU that it is preferable for Avista to use a model that provides a more
precise ‘estimate of labor expenses. Yet we do not see this lack of precision as a reason to
reject all of Avista’s labor adjustments, or to reject the Pchct Compass Iabor ad}us‘unent,
as ICNU proposes. -

2. Executive compensation

Exccutive compensation mcludes Avista’s executive Long Term Inceutwe Plan (LTIP)
execuhve salaries, and Board of Directors’ fees.

a. Executive Long Term Incentive Plan

Avista’s LTIP “is a pay-at risk plan whereby executive officers and other key employees .
are eligible to receive common stock and dividend equivalents if stated targets are
achieved and employment is maintained.”3? Seventy-five percent of this incentive is
contingent on shareholder return, while 25 percent is contingent on continued
employment with Avista. Previously, none of the LTIP was included in rates. ™

Avista proposes for the first time to include the retention incentive in rates becanse the
‘_‘Iong—teﬁn nature of large-scale generation, transmission and dishibution projects
spanning raultiple years are completed more efficiently with experienced, consistent
leadership,” and employees with long temore who “are well versed in the Company’s
culture and will continue to cultivate the values we have built our Company on.*33*

331 Ball, Bxh, No. JLB-1T at 20:17-21:2.
332 §mith, Exh. No. JSS-1T at 21:4-7.

533 Rames, Exh. No. DMR-1CT &t 33:9-19.
334 Smith, Bxh. No. JSS-1T at 21:9-21."
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Avista does ot propose 1o includc in rates the portion of the incentive contingent on
shareholder return.3*

Staff, Public Cotmsel, and JCNU oppose including any LTIP expenses in rates becanse
the value of the incentive is based on the value of the Company’s stock.>* They argue
that the LTIP benefits shareholders because it focuses the cmployces on Avista’s stock
value. Further, they argue that Avista has not provided adequate justification to s]nft this

expense from sharcholders to ratepayers.®

ICNU contests Avista’s claim thal the faxlure to include this adjustment previously in
rates was an oversight, and it azgues the Com'pany is simply attempting to *justify
charging ratepayers for restricted stock.”¥*® Avista responds that its prior practice does
not prevent inclusion of the LTIP in this case. The Company reviewed all expenses to
ensure an approprate uhhty/non—uhhty allgcation and in the proccas of that review
decided to change the allocation.?

Decision. We agree the LTIP is based on the value of the Comﬁany’s stock and focuses
executives’ attention on the value of the stock.. For this reason, it only serves as a
retention tool in order to ensure continued access to stock and dividend eguivalents.
These characteristics reflect more interest in providing benefit to sharcholders than to
serve customer or ratepayer inferests. Thus we agree with the other parties that it is
inappropriate for the Company to recover any LTIP expenses, including the retention
incentive, from ratepayers.

b. Executive Salanes

Avista proposes an adjustment to reflect an annualized 2014 leve! of executive officer

- salaries.?*® Unlike non-executive wages, Avista does not propose to reflect salary

increascé for 2015 or 2016 in rates. In this adjustment, Avista pfoposes only to modify
the portion of executives’ time allocated to Washington utility and non-utility

355 77 at 92:3.5,

" 3% Ramas, Bxh. No. DMR-1CT at 34:18-26; Ball, Bxh. No. JLB-1T at 31:17-32:9; Mu]lins,- Exh,

No. BGM-1CT at 38:20-39:8. They also oppose Avista’s plan to include the retention bonus
rates, because the retention bonus is paid in stock.

337 .

. 38 Mullins, Exb, No. BGM-ICT at 38:20-39:8.

339 Smith, Fxh. No. JSS-4T at 29:16-22. | .
340 genith, Exh. No. JSS-1T at 26:10-27:8; Ball, Exh. No. JLB-IT at 20:26-21:9.
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functions.* Avista projects that executives spend an average of 89 percent of their time
on Washington utility fanctions. 3 Avista supports this change based on a review of the

executives’ job responsibilities, and the shift of their time from wotking on the sale 6f a

non-utility subsidiary and the anqulsmon of a small uhhty in Alaska back to Washington
utility efforts, 343

Staff mOdJﬁES this adjustment to reﬂect an 83 percent Washington utility allocation based
on timesheet data for the test period.>** Staff argues that Avista “did not proyide a clear
and convincing description of any anticipated changes in current executive
responsibilities.”>*5 Avista responds that the sale of its largest subsidiary and the .
acquisition of an Alaskan utility resulted in an abnormally high amount of executive ime
devoted io non-utthty projects in 2014. 36 This level of overs1 ight, accordmg to the
Company, will not be required in the upcommg rate year

ICNU modities this ad]usfment by using a $325 0Q0 per executive cap on compensanon
It supports this cap by noting that no key executives at publlc power uiilities in the
Northwest have salaries exceeding $325,000.348 :

* Avista responds that it is not appropriate to compare its executives’ responsibilities to a

public power executive’s responsibilities for multiple reasons. Public power

_organizations are normally not dual-fuel utilities, operate in only one jurisdiction, and do

not owir and operate extensive generation and transmission facilities.* In addition,

publicly traded companics have more constituencies than public power organizations .
350

provides a teport of salaries at select peer utilities. That peer group does not include many

© 1 Smith, Exh. No. J§§-1T at 26: 10-27:8. Electric Adjustment 3.03, Gas Adjustment Gas 3.01.

2 Rgll, Exh. No. JLB-1T at 21:1-18.
3 Smith, Exh, No. J8S-1T at 26:10-27:8.
34 Ball, Exh. No. JLB-IT at21:11-18.
5 I gt 21:15-16.

| 36 Gpith Fixh. No. JSS4T at 35:13-21.

M7 Id

48 Mullins, Fxh. No. BGM-1CT at 37:20-38:2.
34 Smith, Exh, No. JSS-4T at 36:4-7.

30 74 at 36:13-19.
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public power entities due to the disparity in their annual revenues, operational focus, and
organizational structure.35! .

Decision. We reject Avista’s proposal to adjust the amount of time its executives allocate,
to Washington utility work because these projections are not known and measurable.

Instead, we adopt Staff’s allocation bascd on measured timesheet data from the test

period. We reject ICNU’s argument that we should cap each executive’s salary at
$325,000 based on & simple list of executive salaties at consumer-owned utilities in the
region. We do not find ICNU’s analysis sufficiently robust to counter Avista’s reliance
on a carefully selectsd peer group to set executive compensation.

¢. Director’s fees

In Adjustment number 2.12, Avista removed 50 percent of director meeting expenses and
3 percent of director fee expenses.33 TCNU notes that in Avista’s 2009 general rate

.proceeding, the Commission required the Company to split director fees and meeting .

costs evenly between customers and shareholders.’* ICNU’s adjustment results in a
reduction to Avista’s revenue requitement of approximately $0.5 miltion on a _
‘Washington-atlocated basis. Avista does not respond to ICNU”s proposal on rebutal.

Decision. Avista only removed 3 percent of the director fee expenses, while our practice
is to allow the Compauy recovery of 50 percent of director fees from ratepayers. Avista

: has not presented substantial evidence as to why this practice should be modified. Absent

such a showing, we continue to authorize on]y 50 percent of director fees and meeting
costs in both electric and natural gas rates.

G. Low-Income Rate Assistance Program

RCW 80.28.068 authorizes the Commission to approve discounted rates for low-income
customners and recover the cost of those discounts through surcharges to all customers,
Avista’s Low-Income Rate Assistance Program (LIRAP) provides bill assistance to
eligible customers with a household income less than or equal to 125 percent of the
Federal Poverty Level (FPL), and recovers the cost through Schedule 92 (clectric) and

‘Schedule 192 (g (gas). The funding is administered by Community Action Agencies in _

331 1 Id. at37:2-14.

332 Smiith, Exh. No. JSS-1T at 45:5-7.

333 Muilins, Exh. No. BGM-1CT at 39:10-18, citing WUTC v. Avista, Dockets UE-090134 and
UG-090135 (consohdnted) Order 10, 1142 (Dec. 22, 2009)
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Avista’s service area, which accept applications; determine customers” eligibility for
assistance through LIRAP Heat, LIRAP Semor Energy Outreach, and LIRAP Share; and

distnbute LIRAP grants.

In the Comrmssmn s order approving the settlement in Avista’s 2014 general rate case,
the Commission approved a one-time finding increasc for LIRAP and required Avista,

" Staff, Public Counsel, The Energy Project, NWIGU and ICNU to work together to

develop mutually agreed-upon additions and modifications to LIRAP by June 1, 2015351

The parties were still engaged in those discussions at the time Avista initiated this
35

On Juzne 25, 2015, the Commission approx'red'the parties’ Joint Petition to (1) establish a
pilot rate discount program for fixed-income seniors and disabled persons in addition to
the current LIRAP program, (2) establish « LIRAP Advisory Group, and (3) authorize
funding for those activities.?® The Commission also adopted the following goals for
Avista’s LIRAP program: ' '

o  Keep customers connected to energy servme
. Provide assistapce to more customers than are currenﬂy served
» Lower the energy burden of LIRAP participants, and

. Collect data necessary to assess program effectiveness and inform ongomg
"policy discussions.

Staff recommends that the Commission approve a five-year plan to increase LIRAP
funding by $475,000 per year or twice the'percentage increase in the residential revenue -
requirement, whichever is greater.?5? Staff’s proposal is designed to serve 25,565
customexs, which is approximately half of the current eligible population, within 10

- yeers. Staff cstimates that this plan will enable Avista to provide LIRAP assistance to an

34 WUTC v. Avista, Dockets UB- 140188 and UG-140189 (consolzdated), Order 05, 1[ 5 (Nov. 25,
2014).

3% Williams, Exh. No. IMW-1T at 5:4-6.

33 WUTC v. Avista, Dockets UE-140188 and UG-140189 (consohdated) Order 07 (June 25,
2015).

35 Williams, Exh, No. IMW-1T at 2:13-17,
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-additional 1,085 ehglblc customcrs per year, and a total of 20 126 customers by the cnd '
. of the 2019-2020 program year. s C-

Public Counsel and The Energy Project jointly propose a five-year plan to incréase
LIRAP funding by 10 percent per year, or twice the percentage increase in the residential
revenue requirement, whichever is preater.3%* They estimate that this plan will enable
LIRAP to serve an increasing number of customers each year, for a total of 22,440
customers in the 2019-2020 program year.>®® Their proposed 10 percent increase in
funding is based on the amount by which the Comsmunity Action Agencies could
reasonzbly and manageably expand theit programs.” 3] They assert thit their proposal
achieves the desired outcome in a shortcr but still reasonable timeframe.

On rebuttal, Avista proposes an altérnative multi-year plan, which increases LIRAP
funding by 7 percent per year, or twice the perceniage increase in residential electric and

" patural gas base rates, whichever is greater.*? The Company proposes that new rates go

into effect on January 1, 2016, and subsequent annual increases to LIRAP funding be

 filed on August 15™ to become effective beginning October 1, 2016. Any-additional

funding increases necessary to achieve the funding plan would become effective with the
corresponding base rate increase aunthorized in subsequent general rate cases.

The Company argues that its plan represents a reasonable annual funding increase and
specifies how the proposed increases are recovered from electric and natural gas service
schedules, rather than the total program level >

Staff testified at hearing that in the intetest of fairness eventally all customers who are

. eligible for assistance and who request it should be able to receive it.*®* Stuff estimates -

358 Williams, Exh. No. IMW-2 at 1.

35% Collins, Exh. No. SMC-IT at 3:18-22.
%9 Collins, Bxh. No. SMC-5 at 1.

381 Collins, Exh. No. SMC-1T at 13:1-3.

362 Ehrbar, Exh. No. PDE-8T at 8:1-6; 9:17-19. The Company proposes fo base LIRAP funding
levels on the final approved base tariff rates as well as the then-current Schedule 150 (Purchase
Gas Adjnstment) rates. The Company chose 7 percent based on Staff’s proposed increase of
$475,000 compared to the updated total curtent LlRAP funding level of $7,048,065 (approx. 7
percent),

33 I4. at 10:1-3.
3¢ Reynolds, TR at 538:13-16.
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- that the Company’s proposal would scrve approximately half of eiigiblc customers in

Avista’s service territory within six years.3 On brief, The Energy Project projected tha.t
Avista’s proposal would serve half of the eligible customers within seven years,
assuming rates do not increase duzing this time.3® At hearing, both The Energy Project.
and Public Counsel continued to support a faster ramp-up of LIRAP funding (10 percent
per year or half the residential rate increase) and urged the Comimission fo retain
flexibility over how LIRAP funds are spent.37 .

Decision. Tt is clear from the collaborative work of the parties in filing the Joint Petition,
and in this case, that currcnt funding levels are not sufficient to serve the eligible
population in Avista’s service territory.3¢* While not all customers who ate eligible for
assistance will necessarily request it, current fumding levels are not adequate to serve
many customers who request assistance. > However, we also recognize the peed to keep
any overall increasc in LIRAP funding at a reasonable level 370

~ Since we do not know the full extent of the unmet need at this time, we believe that it is

appropriate to-increase the number of eligible customers served gradually over time. We
support Staff’s goal of eventually providing enough LIRAP funding to serve

" approximately half of the eligible population, with the assumption that the Low-Income

Advisory Group will monitor the program’s progress toward this goal, and make
recommendations to revise the program, if needed.

We also agree that a multi-year ﬁmding plan is desirable to provide parties and
stakeholders relief from annually litigating LIRAP funding levels.?! We support the

" parties’ consensus thata ﬁ\(e-}}ear timeline will provide this certainty and that a gradual
. ramp-up in LIRAP funding is appropriate to aid the Community Action Agencies’

365 1d, at 540:2-5.
366 The Energy Project’s Brief at 6.
367 Collins, TR at 606:18-23.

. 38 According to & study conducted by Eastern Washington University, 51,130 households within

Avista’s service territory (22.5 percent) earn income at or below 125 percent of the Federal
Poverty Level. Collins, Exh. No. SMC-IT at 8:5-8; Collins, Exh. No. SMCH4.

38 Williams, Exh. No. IMW-1T, at 7:4-7.
3 14 at 9:22-23,
M jd at 10:18-21.
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administration of this program.* We also agree with the parties that it is 1n1portant to”
retain ﬂex;bﬂltym the administration of LIRAP funds.’"

We adopt a plan consistent with the ﬁvc—yea: plan and true-up schedule Awsta filed on
rebuttal *” Avista’s plan to increase fxmdmg by 7 percent or twice the percentage

increase-in Schedule 1 and Schedule 101 base rates, whichever is greater, ig reasonable.
This fimding plan authorizes multi-year rate increases for Schedules 92 and 192, but does
not change any LIRAP programs or the way that LIRAP funds are administered.

The Corupany asks that the funding plan commence on January 1, 2016. However,
because the Commission is issuing this Order after that date, we authorize the plén to
comnence on the effective date of this order. Avista should file tariffs to increase electric -
LIRAP funding by 7 percent and natural gas LIRAP funding by twice the base rate

‘increase for Schedule 101 customers. By August 15t Avﬁsta_ should file revisions to

Schedule 92 and 192 to increase LIRAP funding by 7 percent for the program year
beginning October 1%, and anmmal funding increases through the program year beginning

. October 1, 2019. Avista should propose additional LIRAP funding increases necessary to -

achieve the funding plan in subsequent general rate cases.

In its compliance filing, Avista should also revise its tariffs to identify each assistance
service available to its customers and their eligibility requirements 3’ We expect that the
Low-Income Advisory Group will continue to evaluate LIRAP programs and make
recommendations to improve them as nceded.

H. Miscellaneous Expenses

- Property Tax. In its initial case, Avista included a pro forma adjustment to property tax to

reflect the 2016 rate period. The Company’s adjustment is based on the projected value
of taxable property as Qf December 31, 2015, and an assumed 2 percent escalation in

372 Collins, Exh. No. SMC-1T at 12:14-16.
73 Collins, TR at 606:18-19.

374 Awvistn proposes a five-year funding plan to increase Schedules 92 and 192 by 7 percent or two
times the final approved base rate increases for Schedule- 1 and Schedule 101 customers,
vnlnchevcr is greater. Ehrbar, Bxh No. PDE-8T at 8:1-13.

375 This will likely mclude LIRAP LIRAP Heat, LIRAP Semor Energy Outreach and LIRAP
Share.
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effective property tax rates.>” Public Counse] and ICNU contest this adjuétme_nf, arguing
that the inclusion of projected increases in property values extending to December 31,

2015, is well beyond the test year.377 Further, they argue the annual 2 pcrccnt escalation
in property fax rates is not known and measurable.’”®

Public Counsel recommends & revised adjustment based on the Company’s per-book
calendar year 2014 plant valuc amounts, with no escalation3™. It argues this approach
allows for a reasonable increase in property tax expenses associated with the increase in
plant values that occurred from Decémber 31, 2013, to December 31, 2014, using the

- most recent actual property tax levy rates in effect in the rate year.3*0 ICNU adopts in its

cross-answering testimony Public Counsel’s position to remove the escalauon in property
tax rates.3® '

: On rebuttal, Avista disputes ICNU and Public Counsel’s revisions to this adjustment,

stating that it is appropriate to include property tax expénses based on property values as -
of December 31, 2015.38 The Company also argues that its escalation is appropnate
because the average levy rate has increased over time 353

 Decision. As stated in the Pacific Power & Light Order,3® the Commission prefers to use

known and measurable values when calculating pro forma adjustments. Therefore, we
reject the 2 percent escalation factor Aﬁsta proposed in its direct case. Instead, we adopt
Public Counsel’s recommended pro forma property tax adjustment for electric and
natural gas by using plant values through December 31, 2014, and anticipated property
tax levies for 2015. We acknowledge that this approach results in a mismatch of plant and

376 Smith, Exh. No. JSS-I:I' at31:1-5. :
377 Ramas, Tixh. No. DMR-1CT at 43:15-17; Mullins, Exh. No. BGM-1CT at 30:1-4.
378 Ramas, Exh. No. DMR-1CT at 43:17-20; Mullins, Exh. No. BGM-5T at 13:9-12,

379 Ramus, Exh. No. DMR-1CT at 44:1-6. The test year in the Company’s direct filing ended
September 30, 2014, and was adjusted with projected amounts for the fourth quarter to calendar
2014, However, in data responses prior to rebuttal and in rebuttal the Company replaced, and
Public Counsel accepted, the use Df 2014 actuals as the de facto test year.

3% I at 44:6:11,

381 \fulkins, Bxh. No. BGM-5T at 13:6-14.
382 Smith, Fxh No. JSS-4T 2t 39:8-11.
3.7 gt 39:14-16.

3% PPL Order 08, ] 44, 165.
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property tax expense in the rate year. However, we agree with Public Counse] that this is
a more reasonable approanh than that proposcd by Avista because it is known and
measurable, 38 :

Insurance. In its initial filing, Avista proposed a pro forma adjustment to 2014 insurance

expense to reflect the expected level of general liability, directors and officers (D&O)
liability, and property insurance cxpense in 2016.3% Avista also removed 10 percent of
the, total projected D&Q insurance expense from the projected levels, based on the 90/10
allocation adopted by the Commission in the Company’s 2009 general rate cage 357
Avista states that an increase to test year expense levels is necessary to account for higher
insurance costs caused by an increased claim history and suspension of the continuity
credit provided in previous years by insurance providers.?®8 Staff and Public Counsel
contest this adjustment and propose nsing the test year level of expense.

_ Staff’s apalysis shows that Avista’s anmal insurance expense increased an average of 4.6

percent per year from 2008 to 2013, but changes in insurance expense varied
significantly, with both decreases and increases occurring during that period.’®
According to Staff, Avista’s approach increases the test year level of insurance expense -
by more than 13 percent. ™ Because insurance expense is difficylt to project, Staff
recommends rejecting Avista’s pro forma adjustment and keeping insurance expense at

the test year level ®!

Public Counsel also contests Avista’s use of estimated costs beyond the test year, stating
that these costs are not known and measurable.*” Public Counsel recommends using the
actual test year expense reduced by 10 percent of the D&O insurance expense, as ardered
in Avista’s 2009 general rate case. 393 : '

L

385 Public Counsel’s Brief, § 72; YCNU’s Brief, 147.
3% Smith, Bxh. No. JSS-1T at 30:1-4.

37 Id. at 30:5-8; WUTC v. Avista, Dockets UE-090134 and UG-090135 (consolidated) Order 10,
¥ 137 (Dec. 22, 2009). )

%8 Smith, Exh, No. JSS-1T 2t 30:11-14.
* Ball, Exh. No. JLB-1T at 24:11-13.
1 at 24:3.9.

1 1. ot 24:7-16.

%2 Ramas, Exh. No. DMR-1CT at 41:13-16.
3 Id. at41:18-23 and 42:1-7.
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On rebuttal, Avista continues to support ifs projected increases to insurance expense, but
revises the fest year level expense amount calculated in its initial filing to “approptiately
prorate” the eifect of the suspension of general liability continuity credit for the test

period.*** Similatly, the Company also revised its calculation of the projected 2016 fevel
of general liability, D&O, and property insurance expense to reflect actual data for

- 2015.7%

Auvista disputes Staff and Public Counsel’s recommendations, stating that the Company’s
prOJcctcd increase in insurance expense from 2014 to 2015 is “in line with” the historic
anmual average inerease calculated by Staff, Further Avista argues that ifs expec’ted

_ Increase in insurance expense from 2015 to 2016 is appropnate because it is more

conservative thap the historic annual average. 3%

Decision. As stated in the Pacific Power & Light Order,*®” applying known and
measurable pro forma adjustments to test year expenses is the preferred method for rate
setting. Avista’s prbposed adjustment to insurance expense incorporates projected

. increases that are not known and measurable and not supported in the record *® Thus, we

reject the adjustment. We also adopt Public Counsel’s recommendation to xeduce test
year D&O insurance expense by 10 percent, consistent with the Commission’s Final
Onrder in Avista’s 2009 general rate case,’*

' Accumulated Deferred Federal Income Tax. According to tesmnony, Avista plans to file

a “Change of Accounting” with the Intcmal Revenue Service (IRS) to iniplement certain
IRS Tangible Property Regulations associated with revised rules on property
capitalization versus repair deduction requirements.*® The study to deterthine the

3% Smith, Exh. No. JSS- 4T at 19:6-9.

395 14, at 1910-11. General Liability and D&O insurance are based on 2015 actuals. The “actual”
expense amount for 2015 property insurance includes the actual property policy premium for
2015 through December 1, 2015, plus a one-month prorated total based on the projected premium
of the 12-month policy period begmmug December 1, 2015.

3% 1d. at 20:23-24; 21:1-17.
397 pPI, Order 08, ] 44, 165.
3% Public Counsel’s Brief, ] 66.

3% JUTC v. Avista, Dockets UE-090134 and UG-090135 (consolidated), Order 10, 137 (Dec. .
22, 2009).

400 grmith, Fxh. No, JSS-1T at 7, 1. 2.
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Avista included the estimated tax impact on rate base of the results of its Repairs Study in
its direct case based on the test year ending September 2014. On rebuttal, Avista updated
the Accumulated Deferred Federal Income Tax (ADFIT) associated with the new repairs
deduction rules based on additional detail it received from the accounting firm assisting
with the tax change. Avista also recorded in December 2014 additional ADFIT associated

* with Congressional legislation which provided for the extension, retroactively, of the 50

percent bomus tax depreciation through the end of 201442
The resuits of the ﬁnal Repairs Study were not availzble:for inclusion in the Company’s

filed rebuttal cross-check studies because the Repairs Study was not completed wtil

Septernber 2015. In response to Bench Request Nos. 10 and 12, Avista provided the

~ impacts of the repairs deduction, bonus depreciation, and other tax depreciation updates

included in the Company’s 2014 Corporate Federal tax return, filed September 15, 2015. -

Public Counsel asserts that ratepayers should receive the significent rate base offset
benefits resulting from the repairs deduction. it also contends that ratepayers should
bencfit from a rate base reduction related to the additional bonus depreciation allowance |
for federal income taxes for the 2014 tax year.*®3 :

Detision. The.'repajrs deduction and bonus depreciation benefit the Company through
substantial reductions in current income tax expenses. - We agree with Public Counsel that
the ratepayers should benefit fully from the significant amounts of ADFIT offset to rate

" basc arising from these two tax events since the ratepayers bear the burden of paying the

taxes along with a return on and retum of rate base. The final Repairs Study results,

" together with bonus depreciation and other tax depreciation updates, were not available to

the Company and other parties at the time of the filing of their cases. The new
information in the final Repairs Study provides more accurate and relevant data and
should be used to determine rate base reduction impacts. The Company does not oppose
Public Counsel’s pursuit of the most curreat irtformation during the pendency of the case.

" We therefore make the necessary adjustments to both electric and natural gas modified
_ historical pro forma results of operations on an EOP basis by increasing the December

2014 electric ADFIT offset by $3.896 million and revising the December 2014 niatural -

4-01_-'Id‘
402 Schuh, Exh. No. KKS-6T at 17:4-18:21.
403 public Counse!l’s Brief, 7 73-87.
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gas ADFIT with a decrease of $3.5 million.*** These revisions are reasonable and
consistent with Commission’s decision in Docket UE-100749 to reflect the full impact of
the repa.urs dcductlon :

Corporate Aircraft. In its imitial case, Avista’s revenue requirement in the test period

inclnded approximately $1.75 million for use of its corporate jet. ICNU argues that it is
more expensive for Avista’s eimployees to travel on the corporate jet than it would , |
otherwisc pay to travel on a commercial airline and that it is approptiate to reduce the ;
revenue requirement to reflect what the Company would have otherwise paid. Assuming a
the Company § average one-way commercml airline ticket would have cost $159, ICNU .
calculates that the Company paid $1.4 million more for use of the corporatc aircraft than

On cross-answering, ICNU revised its calculation to reflect the flight logs over the annual
period ending September 2014, consistent with the test year.*”” On rebuttal, Avista
coniests ICNU’s adjustment, arguing that it fails to account for the avoided costs the
Company would have incurred bad it travelled on a commercial aitline. Avista witness
Ms. Smith states that the Company conducts a cost analysis, which compares the use of
the corporate jet to commereial flights prior to reserving the jet. %8 Ms. Smith further
argues that IONU’s assumed cost per flight is unrealistic; the gross-up factor for

airports. 4% - |

404 Avista Response to Bench Request No. 15, Aftachment A.

S WUTC v. PacifiCorp d/bla Pacific Power & Light Company, Docket UE-100749, Order 06,9
261 (Mar. 25, 2011).

4% \uilins, Exh, BGM-1CT at 41:18-24, 42:4-10. ICNU based its caloulation on the average cost
of a one-way ticket from Spokane to the Company’s most common destinations: Svaitle
(Olympia), Boise, and Portiand (Salem). ICNU then applied a 100 percent adder to reflect the fact
that the Company sometimes purchases fhghts outside of the region.

7 Mullins, Exh. BGM-5T at 13:18-19.°

4% The Company considers airfare plus any meals, hotels, ground transportation, work time lost to
aictine schedules, check-ins, ticketing, security, boarding and drive time,

45 Smith, Exh. JSS-4T at 31:18, 32:1-2.
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On brief, ICNU states that it “strongly believes that Avista’s proposal lo fund these
excessive costs through rates is unconscionable and that the Commission should requirc
shareholders to fund such extravagance above the cost of commercial flights.”*!

Decision. We are not persuaded by ICNU’s methodology and assumptions used to
calculate its proposed adjustment. We agree with Avista that ICNUs assumptions are

unrealistic, and ICNU’s proposed adjustment does not consider the full cost of
© commercial airline travel and the av01ded costs associated W1th use of the corporate

aircraft.

‘Ontebuttal, Avista explained that each flight undergoes a cost analysis prior to booking
- which considers all costs associated with commercial airline travel, such as meals, hotels,

travel delays, ticketing, security, boarding, and ground transportation. We are satisfied
that Avista has met its burden, and the Company’s travel costs are reasonable when all

costs are considered.

Transmission revenues and expenses. In its initial filing, Avista proposed Electric
Adjustment 3.01 to increase transmission expenses to reflect the amounts it budgeted for
calendar year 2016.4! Staff opposes Avista’s proposal because budgeted amonnts are not
known and measurable. Instead, Staff proposes that this adjustment: reflect known and

‘measurable historical expenses, resulting in an increase of $130,000 net operating income |

from Avista’s initial filing. " On rebuttal, Avista in turn rejects Staff’s proposal, arguing
that it is appropriate o use budgeted cxpenses and modifies the adjushncnt to reflect its
most recent budget. 413 '

Decision. We decline to use Awsta’s budget io set rates because budgcted eXpenses are
not known and measurable. We adopt Staff’s proposal to base Electric Adjustment 3.01
on historical expenses.

410 JONU™s Brief, ] 52.
411 Cox, Exh, No. BAC-1T at 3:1-24.
412 Ba]l, Exh, No. JLB-1T at 16:12-18:36-37.

413 Smith, Exh. No. JSS-4T al 13:17-14:4.
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FINDINGS OF FACT

Having discussed above in detsail the evidence received in this proceeding
concerning all material matters, and having stated findings and conclusions vpon

issucs in dispute among the parties and the reasons therefore, the Commission

now makes and enters the following summary of those facts, incorporating by
reference pertinent portions of the preceding detailed findings:

The Washington Utilities and Transportation Commission is an agency. of the
State of Washington, vested by statute with auihnrit_y to regulate rates, riles,
regulations, practices, and accouats of public service companies, including natural
gas and electrical companies.

Avista Corporation d/b/a Avista Utilities (Avista or Company) is a “public service
company,’; an “cloctrical company,” and “gas company™ as thosc tcrms arc
defined in RCW 80.04.010 and used in Title 80 RCW. Avista provides electric .
and natural gas utility service {o customers in Washjngtdn. :

On February 9, 2015, Avista filed certain revisions to its currently effective
electric service tariffs which, if approved by the Comrission, would increase the
Company’s electric revenue requirement by $33.2 million. This matter was

‘designated as Docket UE-150204.

Also on February 9, 2015, Avista filed certain revisions to its currently effective

natural gas service tariffs which, if approved by the Commission, would increase
the Company’s natural gas revenue requirement by $12 million. This matter was
designated as Docket UG-150205.

On February 20, 2015, the Commission suspended the operation of both proposed
tariff revisions pending an investigation and hearing and consolidated the filings

 for hearing and determination pursuant o WAC 480-07-320.

OnMay 1, 20]5 , Avista, Staff, Public Counsel, NWIGU, and ICNT filed a
partial, multiparty settlement stipulation (Settlement) which is attached to, and
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incorporated herein as Appendix C. The unopposed Settlement proposes a slightly .
lower rate of return and retum on equity for the Company, adjnsted and updated
power supply costs, a rate spread that is distributed across the rate schedules on a
uniform percentage basis, and a rate design for any electric and natural gas rate

mcrcase

The Settlement does not propose a ratc design in the event of an electiic or nattnal
gas rate decrease. :

On October 5-6 2015, the Comunission convened an evidentiary heanng t0
address the remaining contested issues.

.We find Staff’s methodology for cvaluating clectric pro forma plant additions

well-prmmpled and audited and accept the pro forma plant additions based on the

. methodology.

Avista requests an attrition adjustment for both its electric and natural gas
operations, claiming earnings erosion due to Jow customer growth and high
capital expenditures. :

The evidentiary record supports a finding that Avista will experience attrition in
its electric and natural gas operations over the rate effective year, :

Avista’snatural gas distribution plant ipvestments aré necessary to improve
safety, and comply with Commission orders and policies supporting replacement
of pipe that has a high risk of failure, or prcsents public qafet} and reliability
CONCerus.

Absent an attrition adjustment, the Company may not-have an opportunity io
achieve eamnings on electric operations at or near authorized lovels.

Test year expenses are sufficiently reflective of historical data for use in setting
rates for thermal generation plant operations and maintenance (O&M) expenses,
except for major maintenance at Colstrip and Coyote Springs 2. '
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(15)

(16)

an

a®

(19

20

@n

(22)

(23)

(24)

Staff’s proposal to normalize major maintenance expenses &t Colstrip and Coyoté
Springs is a reasonable approach, while Avista’s proposal for contimued inclusion . .
of a management reserve is contrary to the use of an average cost.

With regard to Staff’s recommended disallowance for the $12.7 million
attributable to an extension of the Project Compass timeline and Project Compass
bonus plan, Avista demonstrated that it considered switching fo a different
contractor and decided against it since this would result in an extended timeline
that would have been more costly. Further, the Project Compass bonus plan was
used to motivate employees to complete an essential project, and thc bonuscs
were approved through appropriate channels.

" The Company’s request for a prudency review of its proposed advanced metering -

infrastructure proposal is premature.

Avista’s adjustment increasing 2014 wages and 2015 uhion wages relies on
known and measurable changes. The proposed wage increases for 2015 non-union
employees and all 2016 wage increases are not known and measurable.

Likewise, ﬂie_ComIiany’s proposal to adjust the amount of time its execntives
allocate to utility work in Washington is not known and measurable. '
ICNU’s executive compensation analysis is not sufficiently robust to counter

Avista’s reliance on z carefully selected peer group to set executive
compensation. '

The Commission’s historicqi practice has been to allow the Company to recover
50 percent of its director fees from ratepayers, and Avista has not presented

" substantial evidence in favor of its pmposal to include i in rates 97 percent of

director fecs

The Commlssmn finds reasonable the five-year plan to increase funding for the
Low-Income Rate Assistance Program by seven percerit or twice the percentage
increase in the residential electric and natural gas base rates as reasonable.

Public Counsel’s proposed adjustments for pro forma property tax and insuzance

" expense produce values that are known and measurable.

Public Counsel’s proposal that ratepayers fully benefit from signiﬁcant amounts
of Accelerated Deferred Federal Income Tax offset is reasonable given the burden
ratepayers bear of paying the return on and return of rate base.
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(25) ICNU’s assumptions and methodologies used in reaching its propose corporate -

jet adjustment are unrealistic and do not consider the full cost of commercial
airline travel and the avoided costs associated with use of the corporate aircraft.

. (26)  We find that Avista’s budgeted 2016 transmission expenses are not known and

measurable.

(27)  The Commission’s resolution of the disputed issues in this proceeding, coupled
with its approval of the unopposed Settlement, results in our findings that Avista’s
electric revenue excess is approximately $ 8.1 million and its natural gas revenue
deficiency is $10.8 million, as set forth in detail in Appendlces Al A2 B1, and

B2 following this Oxder.

| (28)  The rates, terms, and conditions of service that result from this Order are fair, Just,

reasonable, and sufficient.

(29)  The rates, tcrms and conditions of service that result from thls Order are neither
unduly preferenhal nor diseriminatory.

CONCLUSIONS OF LAW )

Having discussed above all inatters muterial to this decision, and having stated the
following summary conclusions of law, mcorpomhng by rcference pemnent portions of .
the preceding detailed conclusions: :

(1) . The Washingfon Utilities and Transportation Commission has jurisdiction over
the subject matter of, and parties to, these proceedings. :

(2)  The mates proposed by tariff revisions filed by Avista on Fcbruary 9, 2015, and
suspended by prior Commission order, were not shown to be faJr, justor
reasonable and should be rejected.

(3)  Avista carried its burden to prove that ifs existing rates fot natural gas service
' provided in Washington State are insufficicnt to yield reasonable compensation |
for the service rendered. Avista failed to meet its burden to prove that its existing
 rates for electric service in Washington State are insufficient fo yield reasonable
compensation for the service rendered.

(4) - Avista’s existing tates for natural gas service provided in Washington are
insufficient to yield reasonable compensation for the service rendered. The
Company’s existing rates for electric service provided in Washington are
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excessive for the Company to meet ifs financial needs to cover ifs expenses and -
attract capital on reasonable terms and is vareasonable to ratcpaycrs. .

Avista requires relief with respect to the rates it charges for natural ges scmces
provided in Washingtor. Ratepayers require relief with respect to the rates
charged for electric services provided in Washington,

The Commission must determine the fair, just, reasonable, and sufficient rates to
be observed and in force under Avista’s tariffs that govern ifs rates, terms, and
conditions of service for providing natural gas and electricity to custorers in

Wi ashmgton State
. With the cxcepton of the eiectnc raie demgn provmmn, Wthh is moot, the

unopposed Settlement filed by Avista, Staff, Public Counsel, ICNU, and NWIGU
on May 1, 2015, is lawful, supported by an appropriate record, and consistent

. withthe public interest in light of all the information available to the Commission.

®

®

(19)

(1)

(12)

A uniform percentage allocation of the electric revenue requircment decrease
across the rate schedule blocks is equitable and reasonable.

We conclude Staff’s methodology for electric pro forma plaut additions is well
principled and reasonable, and we also approve Staff’s adjustment updating the
test year to reflect the results of the 2014 Commission Basis Report, The
Commission accepts Staff’s pro forma plant additions, with the exception of
Project Compass which we fully allow in rates without disallowance.

We accept and modx.fy Staff’s attrition methodology for the purposes of settmg
rates for Avista’s namra] gas operations as reasonable.

While we approve an atirition ad_]ushnent for the Company’s electric operations,
we modify Staff’s atirition methodelogy in two respects: first, we remove any
escalation of projected capital investments for distribution plant, which have not
been demonstrated on the record as necessary or beyond the Company’s control;
and second, we modify the electric operations and maintenance (O&M) escalation
ratc and escalate O&M expenses by 3.21 percent, the arithmetic average of a)

1.82 percent, the one year trend in Q&M ¢xpense from 2013 to 2014 and b) 4.6

 percent, the multiyear trend in O&M expense from 2007 to 2014

We affirm the use of test year actuals for calculation of Thermal Generation Plant
Operations and Maintenance expenses at Rathdrum and Boulder Park, and all
other generation plants except Colstrip and Coyote Springs 2. Further, the

- Commission approves Staff and JCNU’s proposal to normalize major
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(13)

[

- (15)

- maintenance expenses at Colstrip and Coyote Springs 2 as areasonable approach.

We reject Avista’s proposal for a management reserve as contrary to the use of an
average cost through normalization, :

Staff’s rccommcnded disallowance for ths Project Compass extension and bonus
plan are denied. We approve Avista’s proposed Project Compass adjustment.

The Commissjon declines to preapprove the Company’s advanced metering
infrastructure plah. If the Company chooses to acquire new meters, il may file an
accounting petition that requests the Commission issue an order determining
whether the Company is allowed to defer the undepreciated amounts Iélate_d to the
replaced meters in a regulatory asset account. Qur normal practice is to approve
such a petition without undue delay, then decide on the recovery of costsin a
future proceeding at which the Company must demonstrate that its acquisition

-was pradent and is used and useful.

Avista’s adjustments to 2014 non-eiecutjve wages and 2015 union wages are
approve as lnowu and measurable, and we deny adjustments for 20 15 non-unicn

. wages and proj jected 2016 wages as not known and mcasurable.

(16)
an

~as

19)

20

We deny inclusion of the executive long term incentive plan as inappropriate.

The Commission rej ects the Company’s proposal to reallocate 89 percent of

" executive time as Washington jurisdictional. Similarly, we decline to adopt

ICNU’s request to cap all executive compensation. at $325,000.

" We approve as reasonable a plan-Consistent with Avista’s five-year plan to

increase finding for the Low-Income Rate Assistance Program by seven percent

. or twice the percentage increase in the residential electric and natural gas base

rates. In its compliance filing, Avista should revise its tariffs to identify each
assistance service available o its customers and their eligibility requirements.

The Commission rejects the Company’s 2 percent property tax escalation factor
and reaffirm our preference for inown and measurable values when pro forma

‘adjustments. As a result, we use plant values through Deccmber 31, 2014, and

anticipated property tax levies for 2015

We reject Avista’s proposed adjustment to insurance expense which incorporates
increases that are not known and measurable.
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1)

@)
@)

(24

@)

(26).

@7

The necessary adjustments should be made o both electric and natural gas -
modified historical results of operations by increasing the December 2014 electric
accumulated deferred federal income tax (ADFIT) offset by $3.896 million and
revising the December 2014 natural gas ADFIT with a decrease of $3.5 million as
both revisions are reasonable and consistent with the Coromission’s prior decision
in Docket UE-100749.

We reject as unsubstantiated ICNU*s proposed adjustment to the Company’s
corporate jet expenses.

The Connmssmn adopts Staff’s proposal 1o base Electric Ad]ustment 3.0t on
historical expenses

The rates, terns, and conditions of service that result from adoptidn of the
Settlement as well as the Commission rulings on the above adjustments result in
rates that are fair, just, reasonable, and sufficient,

Avista should be required to make such compliance and subsequent filings as are

" necessary to effectuate the terms of this Order.

The Commission Secretary should be authorized to accept by ieﬁer with copies o
all parties to this proceeding, ﬁhngs that comply with the rcqulrements of this
Order. -

The Commission should retain jurisdiction over the subject matters and the parties

* to this proceeding to effectuate the terms of this Order. -

'ORDER

THE COMMISSION ORDERS:

© 314

315

316

317

e}

@.

@

G

The proposed tariff revisions Avista Corporation, dba Avista Utilities, filed on -
Fcbruary 9, 2015, and suspended by prior Commission order, arc rejected. '

The Settlement filed by the parties on May 1, 2015, which is attached to this
Order as Appendix C, is approved and adopted as being in the public interest.

Avista is required to make a compliance filing including such new and rqvige&

tariff sheets as are necessary to implement the requirements of this Ozder,

The Commission Secretary is authorized to accept by letter, with copies to all
parties to this proceeding, such filings as Avista makes to comply with the terms
of this Order. o _
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318 (5)  The Commission retains jurisdiction over the subject matters and parties to this
proceeding to effectuate t_he terms of this Order.

Dated at Olympia, Washmgton, and eﬁ'ectwe J anuary 6, 2016

WASI]]NGTON UTILITIES AND TR.ANSPORTATION COMMISSION

Asadl

DAVID W. DANNER, Chairman

ANN E. RENDAHL, Comm;smoner

NOTICE TO PARTIES: This is a Commission Final Order. In addition to judicial
review, administrative relief may be available through a petition for
reconsideration, filed within 10 days of the service of this order pursuant to RCW
34.05.470 and WAC 480-07-850, or a petition for reheanng pursuant to RCW
80.04.200 and WAC 480-07-870.



DOCKETS UE-150204 and UG-150205 (consolidated) : . PAGE 95
ORDER 05 ’ ’

APPENDIX A

- COMMISSION DETERMINATION OF CONTESTED ADJUSTMENTS
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TABLE Al

Electric - Contested Adjustments

PAGE %6

Net
Operating Revenue
Adj. No. Contested Adjustment Déscription Income Rate Base Requirement
] (000’s of Dollars)

2.12 Director fees & Misc. Restating Fxpenses 26 - 42)
TICNU-1 Corporate Jet : ' - - -
218 Restate L-T Incentive Pay 155 - {250)
3.01 Pro Forma Transinission Revenue/Expense - 59 - (95)
3.02 - Pro Forma Labor Non-Bxrec (1,872) - 3,018
3.03 Pro Forma Labor Exec (79) - 127
3.05 Pro Forma Insurance Bxpense 35 - (56)
3.06 Pro Forma Property Tax - (733) - 1,182
13.07 Pro Forms Information Tech/Service Expense {218) - 352
13.10 Pro Forma Major Maimt.-Hydro Thermal, Other - - -
3.11 Planned Capital Add Dac 2014 EQOP ' {1,756) 437D ~ 2318
3.12U Planned Cap. Add Dec 2014 BEOP-Update(incl. in 3.11) - ] - -

3.13 WA, CS2 & Colstrip O&M/ICNU 3.10 ' 180 - 2
PC-E3.13 | Reflect Updated Repairs Tax Deduction (37 (3,896) (398)
4.01 Plauned Capital Add 2015 EOP @601y | 56363 10,819
4.02 Planned Capital Add 2016 AMA ~| - -
4.04 O&M Offsets 309 - (498)
4.05 Reconcile Pro Forma To Atirition - - -
4.06N Colstrip Refund Nep-recurring , . - -
. S Total Eloctric Contested Adjustments (6,532) 48,096 16,187

Add: : _ _
Total Electric Uncontested Adjnstments from Table B1 125,058 | 1,267,795 {5 2,629)
’ Atrition Allowance 28,332
. Total Contested & Uncontested Adjustments 118,533 1,315,891 (8,110
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TABLE A2 -

Natural Gas - Contested Adjustments

PAGE 97

Contested Adjustment Description

Director Fees, stc Restating Adjustment

51

Resiating Long-Term Incentive Plen

46

Pro Forma Labor Non-Exec

(561)

Pro Forma Lzbor Excc

(14)

Pro Forma Insurance

10

Pro Fonma Property Tax .

{131

Pro Forma Information Tech/Serv Expense

CEE

Planned Capital Add Dec 2014 BOP

(112)

Planned Capital Add-Dec. 2014 EOP-Update

Reflect Updated Repairs Tax Deduction (Incl. jn 3. 07U)

33

Planned Capital Add 2015 EOP

(757)

Planned Cepitel Add 2016 AMA

Project Compass Deferral, Regulatory Amortization

(743)

O & M Offsets

18

Reconcile Pro Forma fo Aftrition

-

Tota] Neiural Gas Contested Adjustments

(2,170)

22,841

Add;

Total Netwal Gas Uncontested Adjusivaents from Table B2

18,925

240,814

(2.208) |

Attrition Alléwance

6,849

Total Natural Gas Adjusted Resulis

16,754

263,655
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TABLE B1
Electric - Uncontested Adjustments
b m R 1 ."'I‘Q_,é"t """"""""" T R
. Operating . Revenne
Adj.No. Uncontested Adjustment Bescripion  '| Tncome Rate Bass Requirement
(000's of Dollars) .
00 " Results of Operations - _ o 102,983 1,260,500 (17,886)
01 Deferred FITRate Base  © .- ' (58 (6,009) (616)
02 Deferred Debits and Credits 614 (7,399) |’ (1,860)
03 W orking Capital . 194 | 20703 | 2,121
P01 Eliminate B & O Taxes o [ (57) - )
802 Resmte Property Tax ' ' : ' ~(244) : - 393
03 - " Uncollectable. Expense ' . ' (726 - 1,171
04 Regulatory Expense ' 48 - ] (7D
-5 {njuries and Damages ' ' (157) - 253
P06 FIT/DFIT/ ITC/PTC Expense _ (213) .- 344
“ 07 Office Space Charges to Subsidiaries ' 10 - an
p-08 Restate Excise Taxes ‘ . 127 T (204)
.09 Nét Gains /Losses . . -5 - (94)
.10 Weather Nomalization (4,375) | | 7,056
J‘ A1 Eliminste Adder Schedules © ' _ - - -
.13 Eliminate WA Power Cost Defer . © 1,703 - 2,747
.14 Nez Perce Settlement Adjustment . . L) - 15
.15 Restate Debt Interest , ' : (869) | - -1 1,402
.16 [Restate Incentive Expenses ' . .79 ] (,175)
p-17° Regulatory Amortization Restating Adj. 1,604 < - 238N [
5.00 Pro Forma Power Supply 15,815 . (25,508)
.04 Pro Forma Employee Benefits e 2o -1 3,351
b.08 Pro Forma Lake Spokane Deferral - . (189) - 305
B.09 Pro Forma Reverus Normalization : 10,144 -l @s3e1)
' Total Electric - Uncontested Adjustments 125,058 | 1,267,795 (52,629)
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TABLE B2 .
Natural Gas - Uncontested Adjustments

Uncontested Adjustnent Description, Raic Base
' - {000's of Dollars)

Per Results Report - 15002 | 233,475 3,255
Deforred FIT Ratc Base - ' , e (3032 ] Bl
Deferred Debits end Credits ' [6)] - 1
Working Capital : 97| 10371 . 1,062
Eliminate B & O Taxes (N - 12
Restate Property Tax ' 52| - - 84
Uncollectible Expense - o 2 )
Regnlatory Expense . ) - [€3)) -
Injuries and Damages (8 { - -
FIT / DFIT Expense - - .
Office Space Charges to Subs ~ - . 1 - . @)}
Restate Excise Taxes g i . R -
Net Gains/Losses 3. - <
'Weather Normalization / Gas Cost Adj. - @snt - -1 301
Eliminate Adder Schedules : . - .
Restating Incentive Adjustment ) R 216 -
Restate Debt Interest ) Q161 - |
Pro Farma Employec Benefits - . ' (626) - 1,009
Pro Forma Revenue Normalization 5,541 - (8,935)
Pro Forma Atmaspheric Testing : -

‘Total Natural Gas - Uncontested Adjustments 240,814
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BEFORE THE
WASHINGTON U'I‘ILITIES AND TRANSPORTATION COBMSSION

WA_SHINGTON UTILITIE',S AND

) o .
TRANSPORTATION COMMISSION = ) DOCKETS UE-150204 and =~
' - ' ) - UG-150205 (Consolidated)
) .
Complainant, )
V. 2 ) ' . L
: - ) MULTIPARTY SETTLEMENT
AVISTA CORPORATION dlb/a ) - STIPULATION
~ AVISTAUTILITEES. - . )
' Respondent ' )
"L PARTIES

1. This Multiparty Setﬂemcnt Sﬁpillaﬁori is entered into by Avista Corporation (“Avista” or
the “Company”) the Staﬁ of the Washington Utilities and Transportitlon Commssron
- (“Staif) the Public Counsel Unit of the Washington Office of Attorney General (“Pubhc
Counsel’?), Northwest Industrial Gas Users ('NWIGU?), and the Industrial Cusiomers of
Northwest Utilities (“ICNU), jointly referred to Herein as the “Parfies.” Accordingly, this
represé::;ts a “Multiparty Settlement” under WAC 480-07-730. The Parties agree that this
- Multiparty Settlement Stipulation (hercinafter “Multiparty Settlement” or “Stipulation”) is in
'. - the public interest and showld be accepted by the benrnissinn as a partial resol;Itinn,of the

* khown issues in these dockets.! The Parties understand this Multiparty Settlement Stiplation is

! The Energy Project does not join in the proposed settlement. Nevertheless, the Parties agree. to wdrk together i im,
"pood faith to explore apportunities to review LIRAP funding in the confext of this case, including consideration of a
mulu-year funding plan. . ) .

MULTIPARTY SETTCEMEN’I‘_ STIPULATION -1



subject to approval of the Washington Utilities and Transporiation Commission ((he

“Commission™).

IL. INTRODUCTION _
?. Oa February 9, 2015, Avis';a ﬂed with the Commission certain tariff revisions designed
| 1o increase general _rafes for eleciric service (Docket UE-150204) and natural gas service (Docket
UG-150205) in the State of Waeshington. Avista ma:qm:stod~ an increase in electric base Irates of.
$33.2 million, or 6.6 percent, and an increase in natural gas base rates of $12.1 mnillion, or 6.9 )
| percent. On February 20, 2015, the Commission eatered Ordier 01 suspenditig the tariff revisions
and setting Dockets UE-150204 and UG;'—] 50205 for hearing and determination pursuant to WAC
480-07-320. _Repr'escntaﬁvés of all Parties appearéd telephonicaily at a S&tﬂen;ent Conference
held on April 24,2015, which was held for the purpose of n;mo_wing or resolving the contested
iSSl:IcS in this proceeding. Subsequent discussions led to this Mulﬁ].J-ﬂItY Settlement Stipulation.
3. The signing Parties have reached a Muliiparly Setflement .of several issnes in this
| p:o(;eeding. If apprm'red, this Multiparty Settlemerit would resolve all issues pertaining to cost of .
capi:tal, power supply, rate sbllead and rate de‘sign. The Parties, therefore, adopt the following
Multi;iarty Setflement Stipulation in the inderest of reaching a faif disposiﬁon_ of certain issues in
ﬂ-.us proéeéding and -wish o present.tl;pi'r' agree;qe-nt for th;: Commiss-ion’s consideration and
approval. |
L AGREEMENT

4. ‘Cost of Capital. The Parties agree to the following cost of capital components:

Porcent of
Total Capital Cost Component
Total Debt S1L5% 5.20% 2.68%
Common Equity 48.5% 9.50% _ 4.61%

Total Debt . 100.0% 7.29%

MULTIPARTY SETTLEMENT STIPULATION -2



5. PoEier Supplx
8) Power Supply dea‘ne The Parties agree that Avista shall file with the Commission

‘an updmd Power Supply adjustment two months before new elcct[ic retail rates from

this electric Docket go into effect.?

b) Specified Adjnstments to Power Supply Costs — The Parties agree with thﬁ new hasé
Power Supply costs filed by the Company, with the following spec;ﬁed adjustmcnts

(i)  Comection for AURORAnR Ood.mg Error: The AURORAM power
supply mode,l contams the functionality to calculate the mark-to-market value of

. the financial tansachons entered into in 'ﬂm pro forma year by calculating the
“gain” or “loss” of each transaction | by comparing the fixed price of the
transactions compared to the modeled energy price in AURORAmpp.  An
enhancement of tie AUROR Ay model by EPIS in late 2014 contained an
incoirect caleulation 6f .th_a_ mark-to-market ftmcﬁ.on, which ‘the Company
disg',OVered in April 20152 The logic in the model e‘ss:nﬁa]ly reversed the sigus so
that a gain became a loss and a Ioss was reflected as a gain. The effect of thls
‘correction is a reduction in power supp]y expense of approximately $6.9 mﬂhon _

~ (Washington basis). . ‘

" (ﬁ.) Chelan PUD Contract Expense: During the development of the power
bupply costs for the rate case, the Company had been workmg w1th Chalan PUD”

regarding a planncd suction for Chelan to sell a 5% share of Rocky Reach/Roclc

? As in past proceedings, the plnposc of this power supply update would be to: 1) update the thret-month average of
patural gas end electricity market prices; 2) include-new short-term contracts for gas and electric; and 3) update or
correct power and tramsmission service contracts for the 2016 rate year,

? This enhencement to the Aurora Model was compléted after the power supply updste filed with the Commission in
November 2014 related to Avista’s prior General Rate Case Docket UE-I40188 &nd thr:refore had no impact on the
resulis submitted i that case, .

MULTIPARTY SETTLEMENT STIPULATION -3



Island cutput 'for the 2016 through 2020 period. The, Compaﬁy included: an
-estimate of the e}-:pectcd purchase price in the pro forma; however, on March 17,
2015, the Comp_an;y was able to purchase the output at a lower price. than what
 was insludod in the mate case. The actual purchese price for 2016 is $5.5 miltion
less (on a system basis) than the esﬁzﬁaie. The effect of Ibls update is a reduction
in power suppi'y expense of $3.6 million (Was-hington.basis).
(i) Hydro Station- Sqn'icc: The mdde@ed station service_ included for the
Noxon, Litdle Falls, and Long Lake bydro facilifies will be romoved from the
Comﬁaﬁfs power supply adjustrﬁer;r_ The effect of th]s a&jusunént is an

estimated reduction in power supply expense of $28,000 (Washington basis).

(iv) Colstrip and CS2 Thermal O&M: O&M costs related to Coyote Springs 1 -

and Colstrip will be removed from the bass fower Supply cost.s‘. The effect of

this adjustment is an estimated reduction in power supply expense of $3.6 million
(Washington ﬁasis).- "I‘hc re\'rcnuc'requiment related tol these costs will be

. addressed during the remainder of the case. o

lc) Other Adfustments to. Power _Supply Costs — The Parties agree to an additional
_ adjustment to the new base Pow_er Supply "costs- filed by the Compeny, following
discussions by the Parties. The Parties agree that it vs}ould be fair and rea;sonable 0.
'furtﬁerlreduce power supply expense by $1.5 million. At ‘the time that power supply
costs are updated pursuant to Section 5. a} above, the resulting powervsu.pplyv costs
will be reduced by $1.5 million on 2 Washington basis. _ |
d) ERM Anmnal Rate Adjustments — The Partieé agree that the ERM rate adjustment |
trigger will remein at $30 million, as approved in Doc'ket UE-120436.
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¢) Retzil Revenue Adjustment — Avista proposed that the nawme of the Retail Revenue
Credit be changed to the .Load Change Adjustment Rate. The Parties agree that the
propet ﬁnme should be Retail Reverue Adjustnient. Furthermore, the Parties agree
that 1_:i1e methodology for calculating the Retall Revenme Adjustment will not change

and will remain the same as spproved in Docket UE-140188.

6. Electric Rate Spread/Rate Design.

a) Electric Cost of Service/Rate Spread - The Parties agree to apply an equal percentage
of revenue increase for purposes of spreading the revised- electric fevenue
. requirément. The Parties, hc;weve’r, do not agree on a specific Cost of Swvicq
me;hqdﬁlogy. .. |
'b) Electric Rate Design —
(1) The Schedule 1 Basic Charge will remain at $8.50 per month, with the
revenue spread to the volumetric rates on a uniform: percentage Basis. o
(i) For the rate design of Schedule 25, the revenue change applicable to ﬁe
| schedule will be spread on a uniform pércentage basis to the three energy
block rates; however, the incréase to the ﬁd energy block will be
adjusted, if necessary, so that the largest éustomer served on Schedule 25
. receives the same imrcen‘tage increase as the overall revenue increase in
ﬂns case. The demand charge for the first 3,000 kVa wil remsin $21,000
pex month, and the variable demand ci:arge will remain at $6.00 per kVa
over 3,000 kVa per month. . |
(ii) The Rate Design for all other Schedules will l;e as follows:
« Schedules 11/12 wil have an increase in the Bsio Chargs fiom $18.00 -
t0 $20.00 per month, and a uniform percentage rate chapge to blocks. In

'MULTIPARTY SETTLEMENT STIPULATION -5



addition, the demand charge .will increase from $6.00 10 $6.50 per
kilowait for all demand m excess of 20 kW per month.- .

» Schedules 21/22 will have no change to the cument $500 per month
fixed demand charge. The revesue increase for the schedule will be
spread on & uniform pércentage increa#: to all bloblcs, and the demand .

~ charge will increase from $6.00 to $6.50 per .-kilowatt for all demand in .
exoess of 50 kw pér month, |

» Schedules 31/32 will have an increase in the Basic Charge from $18.00

‘o '$'2.0.00 per month, and there will be a uniform 'pcr'centage increase to
all blocks for the remalmng revenue increase applicable to the schedule.

i Street nghtmg .S(;hedules 4148 would See- a uniform pereentage
incresse, and the street Tight celoulation methodology described in

Exhibit No._ (PDE-1T), pp. 14-16 will be adopted.

7.. Natural Gas Rate ngad/Rate Design.

a) Naﬁxtél Gas Cost of SetvicékRafe Spread — The Parties agree to apply an equal
percentage of mergin increase for pﬁrposcs of spreading the increase in thie retail
naturai gas non—ﬁas revenue re‘quirémcn_t. The Parties, however, do not agree on a |

" Specific Cost of Service methodology.

b) Natural Gas Raie Design —

' . G.) Tbe Scht;duie .101 Basic Charge will‘rcmaigl at $9.00 per mdrith, with the
rt;,{'snue spread to the volumetric rates on a uﬁi_form Pen'centagf; basis.

(@ii.) For Schedule 146, the monthly basic charge will ilnm'case from $500l to

-$525 per month, end the remaining revenue incréase will be spread on & -

uniform percentage basis to all blocks.
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(m) The Rate Design for other Schedules will be as follows:
| . Schedu]c 111 will have an increase in the monthly Mlmmum Charge
‘ based on Schedule 101 rates (breakeven at 200 therms), acd a yniform
petcentage increase to all blocks.
s Schbduie 121 wtll have an increase in the monthly Mmzmum Charge
based on Schedule 101 ratgs (breakeven at 500 therms), and a uniform |
‘percentage increase to all blocks. _ |

" » Schedule 131 will have a uniform percentage increase to all blocks.

V.. ERFECT OF THE MULTIPARTY SETTLEMENT STIPULATION

8.. : 'Binding on Parﬁés. The Parties agree 10 suppoit the terms of the Multiparty Settlement
Stipuiation thfoughnut this proce'ediﬁg, inbluding any appeal, and recommend .that the
Commxsswn jssue an order adoptmg the Mulnparty Settiement Stxpu[ahon contamed herein. The
Parties understand that this Mulﬁpazty Settlement Stipulation is subject to Commission approva.l
" The Parties agree that this Multiparty Se@lement Stipulation represents a compromise in the
pos%tions of the Parties. As such, conduct, statements and documents discloéed m the negotiation
of this Multipmty Scttlement Stipulation sha;i no1-; be admi;sible cvidencé in this or any other
* procecding. |

2. Intemted Terms of Mul’hpartv Settlement. The Parties have negotxated this Multiparty

Ssttlcmcnt Supula:tlon as an integrated domm:lcnt Ar.cordmgiy, the Parties recommend that the
Commission adopt this Multiparty Setﬂcmmt Stipulation in its entirety. Each Party has
part101pamd in the drafting of this Multiparty Setﬂcment Stlpulanon, so it should not be
- construed in favor of or egainst, any particular Party.

10.  Procedure. The Parties shall cooperate in submﬂtmg this Multiparty Settlement

MULTIPARTY SETTLEMENT STIPULATION -7



Stipulation promptly .to the Commission for acceptance. Each Party shall make availabic a

. witness c;r represan.ta;ﬁve in sr.;pport of this Multiparty Seitlement Stipulation. The Parties é;grée
to cooperate, in good faith, in the devel:opmént of guch other .informaﬁ_on as may be necessary o
support a.l;d explain the basis of ﬁs Mu‘ll:ipar{:}'r Setilement Stipulation sud to supplement the

‘record accordmgly |
11. @eﬂaﬁmn of Rights. Each Party may offer into evidence its prefiled testimony and .

. exhibits as they relate to the issues in this procecding, together with such evidence in support of
the 'Sﬁpuiaﬁgn as may be offered at the time of the hearing on the Muitiparty Settlement. If the °
‘Commission rejects a]l or a:iy material portion of this Mulﬁpa:ty Settleinent Stipulation, or acids
additional matcnal condmons, each Party rescrves thc tight, upon writen nofice to the
Cormmssmn and all parties to this proceecllng w1ﬂ:un seven (7) days of the date of the
Commission’s Order, to withdraw from the Multiparty Settlement Stipulation. If any Party
exercises its right of withdrawal, this Multiparty Settlement Stipulation shal be void and of 10
effect, and the Parties will support a jui.m; motion for a p.l'occduml schedule to address the issues
that would otherwise have been settled herein.

12.  Advance Review of News Relesses. All Partles agree:

a. to prov1de all other Parties the nght to review in advance of pubhcauon any and
all announcements or news releases that any other Party fntends to make about the
Mulﬁparty Settlement Stipulation. This right of advance review includes a

' reason,_-;lble 0pport1mity for & Party to request .changes o the l.'cxt of . such .
announcements. However, no Party is ;equired to make any change requested by
another Party; and, |

b. . tol include in any ne;!vs release or annoﬁncergcnf a statement that Staffs

recommendation to approve the Multiparty Setflement is not binding on the
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Commlssmn itsclf, This subsechon does not apply to any news rclcasc or
annommcernent that otherwise makx:s no refcrcncc to Staff. -
13. o Precedent. The Partles enter into this Muitxparty Settlement Stipulation to avoid
furthcr r.xpcnse, unocrta.mty and dclay By exccutmg this Multiparty Settlement SuPuIahon, no
Party shall be deemed to have accepted or.consented to the facts, principles, methods or theories
employed m amvmg at the Multiparty Settiement Stipulation, and, except to the extent expressly
set forth in'the Moltiparty Settlement Stipulation, no Party shall be deemed to have agreed that
such ; M!ﬂtipartyl Settlement Stipulation. is appropriate for resolving any issues in any other
proceeciing. -
14,  Public Interest. The Parties agree that this Multiparty Settlement Stipulation s in. the
pubhc mterest ) |
: IS. x&er:mlmzl Thls Muttiparty | Seftiement Stlpulatlon may bé executed by the Partles in
several counterparts and as cxecuted shall constitute one Multiparty Settlement Stlpulatmn

Entered into this | day of May 2015.
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Company: By: jj ; J[ '7’
! David J. Meyer 7
VP, Chief Counsel for Regulatory and
Governmental Affairs .

Staff: ) ¢

Patrick J. Oshie

Assistant Attorney General
Brett P. Shearter

Asgistant Aitorney General
Jennifer Cameron-Rulkowski
Assistant Atiomey General

Public Comysel: By:.

Lisa Gafken
Assistant Attorney General

NWIGU: ' By:

Chad M. Stokes

Tommy Brooks .

Cable Huston Benedict
Haagensen & Lloyd LLP

ICNU: o By:

Melinda Davison
Jesse Cowell '
Davison Vaun Cleve, P.C.
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Staff:

Public Coungel:

NWIGU:

By:

David J. Meyer

VP, Chief Counsel for Regnlatory and

Govertm [2irs

e [ )

Patrick 1. Oshie ) —
Assisiant Aftorney General '
Brett P, Shearer

Assistant Attorney General

" Jermifer Cameron-Rudkowski

Assistant Attorney General

By:-

Lisa Gafken 7
Assistant Attorney Goperal

By:

Chad M. Stokes
Tommy Brooks - .
Cablc Huston Benedict

" ' Haagensen & Lloyd LIP

By .

Melinda Davison
Jesse Cowell
Davison Van Cleve, P.C.
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i’ubh’c Commsel;

NWIGU:

By:

David Y. Meyer _
VP, Chief Counsel for Regulatory and
Governmental A ffairs :

By: _

Patrick J. Oshie

Assigtant Attorney General
Brett P. Shearer

Assistant Attorney General
Jennifer Cameron-Rulkowski
Assistant Attorney General

Lisa Gaficen
Assistant Attorney General
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¥ T UTILITIES AND TRANSPORTATION COMMISSION
WASHINGTON UTILITIES AND ) DOCKETS UE-150204 and —
TRANSPORTATION COMMISSION, ) UG-150205 (consolidated)
Compiainant, ) ORDER 06
v. ) ORDER DENYING JOINT
- ) MOTIONFOR
AVISTA CORPORATION d/b/a ) CLARIFICATION, DENYING
AVISTA UTILITIES, | ) PETITION FOR . :
- ) RECONSIDERATION, AND
Respondent. ) DENYING MOTION TO
) REOPEN THE RECORD
................................ )
MEMORANDUM

PROCEEDING: On February 9, 2015, Avista Corporation d/b/a Avista Utilities (Avista
or Company) filed with the Washington Utilities and Transportation Commission
(Commission) revisions to its currently cffective Tariff WN U-28, Electric Service. The
Company requested authority to increase charges and rates for electric service by
approximately $33.2 million or 6.7 percent in billed ratcs. The Company simultaneousty
filed revisions to its currently effective Tariff WN U-29, Natural Gas Service. Avista
sought to increase rates for natural gas service by approximately $12 million or 6.9
percent in bilied rates. 'The Commission suspended the tariff sheets and set the dockets

for hearing. :

On May 1, 2015, Avista, the Commission’s regulatory staff (Staff),’ the Public Counsel
Unit of the Office of Attorney General (Public Counsel), the Industrial Customers of
Northwest Utilities (ICNU), and the Northwest Industrial Gas Users (NWIGU) filed a
Settlement Agreement to resclve certain issues pertaining to the Company’s cost of
capital, power supply, rate spread, and rate design.? The effect of the seillement reduced
Avista’s requested electric revenue requirement from $33.2 million to $17 million and its

! In formal procecdings, such as this, the Commission’s regulatory staff participates like any other
party, while the Commissioners make the decision. To assurc fairness, the Commissioners, the
presiding administrative law judge, and the Commissioners” policy and accounting advisors do
not discuss the merits of this proceeding with (he regulatory staff, or any other party, without
giving notice and opportunity for all parties to participate. See, RCW 34.05.455.,

2 Settlement § 3.
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requested natural gas revenue requirement from $12 million to $11.3 million.? The
settlement provided for a 9.5 percent ROE and an overall ROR of 7.29 percent.* The
Comapany agreed to file an updated power supply adjustment two months prior to new
electric rates from this proceeding going into effect.’ The Company filed the update to its
power supply adjustment on October 29, 2015. This reduced the power cost adjustment
by $12.3 million.®

The Commission entered Order 05, its Final Order in these consolidated electric and

_ natural gas general rate case proceedings, on January 6, 2016. As required under the
Administrative Procedure Act, ? Order 05 fully resolved all issues exclusively on the
basis of the record developed over the 10-month statutory period allowed for review in
these complex cases.® In Order 05, on the basis of evidence offered in support of the
settlement, the Commission approved the parties’ proposals, as discussed above, and
adopted their Settlement Agreement as its own resolution of the issues identified.

While the parties’ settlement reduced the number of contested issues and, hence,
simplified the case to some degree, significant issues were not resolved by the agreement.
These were the subjects of cxtensive, detailed evidentiary presentations by the parties.
The fully contested issues included disputes over pro forma plant additions, generation
plant operations and maintenance expense, labor expenses, advanced meter infrastructure,
Project Compass,® low-income rate assistance, and various miscellaneous expenses

_ including property tax, insurance, accumulated deferred Federal Income Tax, corporate
aircraft expense, and transmission revenues and expenses.

‘The most significant contested issues in terms of dollars were Avista’s proposed attrition
adjustments to the Company’s rates for clcetric and natural gas. More than one-third of

3 Joint Motion for an Order Approving Settlement § 2.
“1d q4.

3 1. § 5. The statutory effective date of Avista’s general rate request in these combined dockets,
‘absent a Commission final order, is January 11, 2016.

61d..
TRCW 34.05.461(4).
8 RCW £0.04.130(1).

° On February 2, 2015; Avista rcplaced its legacy Customor Information and Work Asset _
Management System following a multivear project it called Project Compass.” As the result of
Project Compass, the Company installed and now uses Oracle’s Cusiorner Care & Billing system
and IRM’s Maximo work and asset management application. In this case, Avista sought TeCOVEry
of costs associated w1th the project.
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the Commission’s 93 page Final Order narrative is devoted to this sub}ect As discussed
© in Order 05: - : -

Attrition occurs when the test-period relationship between rate base,
expenses and revenues does not hold under condifions in the rate effeciive
period, such that a utility’s expenses or rate base grows more quickly than

. revenues, and a utility would likely have no reasonable opportunity to earn
its allowed rate of return. An attrition adjustment is a discrete adjustment
1o the modified historical test year that the Commission may use when it
determines attrition is present.

When developing an attrition adjusiment, parties first provide a revenue
requirement analysis based on a modified historical test year. Parties then
perform an attrition study to determine the utility’s revenue requirement in
the rate year. The atfrition adjustment is the difference between the
revenue requirement provided by the modified historical test year and the
revenue requirement provided by the attrition study.!®

Both Avista and Staff performed attrition studies. These studies involved the
development and use of complex models populated by myriad data: The modeling
methodologies nused by Avista and Staff in the first instance were significantly different
and there were also significant differences scparating the partics in terms of what data
should populate the models. On rebuttal, Avista abandoned the attrition study it filed in
its direct testimony and instead adopted Staff’s proposed attrition study and
methodologies, albeit with several changes.

Public Coumsel and ICNU opposed making any attrition adjustment in this case. For that
reason, they did not present their own models, being of the opinion that no.study would
support such adjustments.

“The Commission found “Staff’s approach, as adjusted and corrected by the Company,
[provided] the most appropriate methodology in this docket for supporting an attrition
adjustment.”!! The Commission discusses in considerable detail in Order 05 the
ramifications of this finding for the application of an attrition adjustment in this case.

After careful and thoroughgoing consideration of the record evidence, the Commission
concluded that it would allow attrition adjustments affecting both clectric and natural gas
rates. Order 05 explains, however, that the Commission’s decisions in awarding attrition

1® Order 05 § 47 and accompanying n. 60.
1 Order 05 § 111.
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adjustments would be informed not only by its applicﬁﬁon of a modified version of
Staff’s model, but also by its informed judgment as a regulatory body charged with:
making decisions that produce end results, regardless of the methods used, that yield rates

* that are fair, just, reasonable, and sufficient,!?

Order 05, among other things, takes inte account a positive $28 million attrition
adjustment to the modified test year amownts for the Company’s eleciric service. The
Commission’s decisions on other issues, however, established negative adjustments that
more than offset the positive attrition adjustmerit. In the final analysis, the Commission .
authorized Avista to file revised tariffs with clectric rates that will recover $8.1 million
less in revenue, for a 1.63 percent rate decrease, relafive to the Company’s rates in effect
at the time these dockets were initiated.

Following the Corumission’s entry and service of Order 05 on January 6, 2016, the
Commission, at the request of the Company, convened an informal telephonic ordc:
conference with Avista, Commission Staff, Public Counsel, the ICNU, and NWIGU to
“{enpure that any compliance filing can be accurately prepared and presented.”™ During
the order conference, the Commission’s Accounting Advisor, Mr. Danny Kenmode,
explained systematically the data from the record on which the Commission relied, how
these data inputs wers utilized, , and how, together, the results formed the basis for
Avista’s electric revenue reqmrement decrease of $8.1 million.

On January 7, 2016, Avista filed electric and natural gas tariff sheets revising Tariff WN
U-28 to reflect the $8.1 million reduction in electric base revenue and Tariff WN U-29 to
reflect the $10.8 million increase in natural gas base revenue as specified in Order 05,
The Commission reviewed the tariff sheets and determined that they did, in fact, comply
with the terms of the Order. The Commission Secretary, as authorized by Order 05,
therefore approved the revised tariff sheets by letter, with copies to all parties. Under the-
terms of the Secretary’s letter, the revised tariff sheets became effective as filed, with an
effective date of January 11, 2016. This was the last day of the suspension period-allowed
under RCW 80.04.130(1). '

12 See Order 05 1§ 129, 132 —135.

3 Email from Marguerite E. Friedlander, Admm;siratwe Law Judge, Commission, to partles in
Dockets UE-150204 and UG-150205 (consolidated), January 6, 2016 (citing WAC 480-07- -
840(1)(b)). The Energy Project was unable to parhclpate in the conference but raised no objection
to it.
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ICNUfPublic Counsel’s Joint Motion for Clarification. On January 19, 2016, ICNU
and Public Counsel (Joint Parties) filed a Joint Motion for Clarification of Order 05. Joint
Parties state that they do not seck to change the outcome of any issues resolved by the
Commission in Order 05. Instead, they argue that the Commission’s rulings in Order 05,
taken together, should have resulted in a $16.6 million attrition allowance and an electric
revenue requirement reduction of $19.8 million.' Joini Parties provided work papers
with their filing that allowed the Commission to identify precisely the source of the
computational difference between Order 05 and Joint Parties’ Motion. The approximate
$12 million difference between their proposed attrition adjustment and what the
Commission determined for electric service is explained largely by different treatments
of power costs in the attrition model.

The settlement provides that “[t]he Parties agree that Avista shall file with the
Commission an updated Power Supply adjustment two months before new electric retail
rates from this clectric Docket go into effect.”® A footnote to this Settlement provision

-~ states that “[a]s in past proceedings, the purpose of this power supply update would be to:

1) update the three-month average of natural gas and electricity market prices; 2) include
new short-term contracts for gas and electric; and 3) update or correct power and
transmission service contracts for the 2016 rate year.”

Avista filed its updated power supply adjustment on October 29, 2015. The Commission
incorporated the revised data provided, namely the $12.3 million reduction in pro forma
net power costs, by inserting it directly into the appropriate tab in Staff’s attrition model.
Joint Parties, however, “believe that the $12.3 million reduction detailed in the
Company’s update[d] filing should have been applied as a discrete adjustment outside of
the attrition model.”'®

We do not agree that it is appropriate to treat Avista’s power cost update outside of the
aftrition modcl. Instead, we believe that overall net power costs, including any update or
revision to such costs, should continue to be examined in the context of both the attrition
methodology agreed to by Staff and Avista in the case, and in the record evidence upon
which the Commission relied to make its final decision in Order 05. A change in any
specific data or assumption used in the atirition model will invariably affect other data in
the model and needs to be assessed logically on a holistic basts, not on a selective basis

¥ Joint Motion for Clarification § 6. Joint Parties also request a typographical correction to
Footnote 72 in Order 05 removing reference to Public Counsel. We agree that this typographical
error needs editing and will address the issue in a subsequent errata order.

15 Settlement § 5(a) (May 1, 2015).
16 Id. (emphasis added).
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inside or outside of the model, especially after-the close of the record. We continue to
believe that the end result of an $8.1 million decrease in revenue requirement is proper -
after incorporating Avista’s power cost update directly into the attrition model. We
believe it is improper to assess the updated net power costs, as the Joint Parties argue,

-outside of the agreed-upon attrition methodology, resulting in a further $12.3 million

reduction in revenue requirement. It follows that the Joint Parties’ Motion for
Clarification of Order 05 should be denied.

Staff Petition for Reconsideration.!” Also on January 19, 2016, Staff filed its “Motion
10 Reconsider,” seeking “a review of [the Commission’s] calculation of Avista’s overall
revenue requirement to ensure that the adjustments set forth in Table 1 have been
properly incorporated.™'® As noted, it appears from the substance of Staffs filing that it
actually seeks clarification by motion under WAC 480-07-835 and 840, rather than
reconsideration by petition under WAC 480-07-850. WAC 480-07-835 provides that:

The purpose of a motion for clarification is to ask for clarification of the
meaning of an order so that compliance may be enbanced, so that any
compliance filing may be accurately prepared and presented, o suggest
technical changes that may be required to correct the application of

" principle to data, or to. correct patent error without the need for parties to
request reconsideration and without delaying post-order compliance.

Staff’s post-order filing states at § 2 that: “Tt is merely addressing what it believes to be
the appropriate calculation of Avista’s revenue requirement for electric operations,

including various adjustments set forth in Order 05.” Staff reiterates in ¥ 4 that: “Staff’s

motion only seeks Commission review of its calculation of Avista’s overall revenue
requirement to ensure that the adjustments set forth in Table 1 have been properly
incorporated.” Finally, Staff states at 9 11 that it believes “thec Commission’s application

‘of the principles enunciated in Hope and Bluefield” “would benefit from clarification as

to the Commission’s intent ” if the Commission agrees with Staff that it has
miscalculated Avista's revenue requirement for electric service. Yo sum, all of this
suggests what Staff is asking for is clarification, not reconsideration, the purpose of
which is quite different; as described in WAC 480-07-850.

17 Staff styles its filing as a “Mation to Reconsider.” The Commission’s procedural rules,
however, call for “Reconsideration of a final arder by petition,” not by motion. This, in itself, is a
technicality of no particular consequence. However, as discussed in the body of this order, it
appears that what Staff seeks is clarification by motion, not reconsideration by petition. We
nevertheless will refer in this order to Staff’s filing s a “Petition for Reconsideration.”

18 StafPs Petition for Reconsideration § 4.
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Staff states that it followed the computation of cach adjustment and decision that the
Comrnission made in Order.05 and argived at an electric revenue requirement decrease of
$27.4 million.'® Using Avista’s proposed attrition model, Siaff contends that the
Commission may have erred when it updated the Company’s power supply costs within
the model. % Staff explains that:

. [T]he cells in the pro forma power supply worksheet (“PF Power Supply 09.2014
load”) would have linked to dependent cells in a hidden worksheet related to
incremental load expense (“incremental Joad expensc™). If not controllcd for,
these dependent cells would have updated column [J] of the atrition tab
(“Atfrition 09.2014 to 2016”). The resulting update would have, in effect, offset
changes in column [I] of the attrition tab that would have been carried forward
from the pro forma power supply worksheet.!

Staff, like Joint Parties, “recommends that the Commission input the October 29, 2015,
power supply update ($12.3 million) outside of, rather than within, the attrition mode].”?>
This is in spite of Staff’s recognition that “there are multiple interdependent formulas in
the attrition model,”™ which, as previously discussed, is precisely why it is inappropriate
to consider Avista’s power cost update vutside the atlrition model.

‘Staff did not provide its work papers with its Petition to Reconsider, The Commission

accordingly issued Bench Request Nos. 19 and 20. Upon examination of Staff’s
computations, filed in response to the Bench Requests on January 26, 2016, it hecame
clear that the Staff’s revised revenue requirement decrease, now $27.7 million, was due,
in part, to various errors and efroneous assumptions in Staff’s calculations. Staff also
made changes to the attrition modol relative to what is in the cvidentiary rccord that the

 Commission relied on in Order 05.

Joint Parties also filed responses to Bench Request Nos. 19 and 20, replying to Staff’s
responses to the Bench Requests and referencing several instances where Joint Parties
disagree with Staff’s interpretation of Order 05. Most notably, Joint Parties used Staffs
attrition model to calculate the attrition allowance authorized in Order 05, while Staff

¥ 1d. 4 7 (Table 2).
2 14, 99.
21 Id

214 y10.

23 Id
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derived its calculations from Avista’s model. Joint Parties included Avista’s post-atirition -
adjustment for Project Compass. as Order 05 rejected Staff’s removal of certain Project—- -
" Compass expenditures, while Staff removed the Project Compass adjustment in its

entirety. Joint Parties applied the power supply cost update as an adjustment outside of -
the atirition model, while Staff, according to Joint Parties, “was not opposed to applying

. this adjustment cutside of the model, [but] Staff has also proposed a methodology that

would eshmate 2016 power costs in the attrition model.”.

On January 28, 2016, Avista filed a Motion for Waiver of Rules Allowing for an Answer

~ to ICNU and Public Couasel’s Joint Motion for Clarification and Staff’s Motion to

Reconsider (Avista’s Motion for Waiver). Avista’ filing included its responses to the
Joint Motion for Clarification and Staff’s Petition for Reconslderatlon. We grant the
request for a waiver and consider Avista’s responses.

Avista states that it does not challenge the end result of the Commission’s order
decreasing the Company’s elsctric revenue requirement by $8.1 million, and argues that
the decrease is within the “bounds of reasonableness” when compared to the Company’s
recommendation of a decrease in electric revenues of $5.7 million and other parties’
recommendations for much larger decreases.? Avista notes that, during the January 6,
2016, telephonic order conference, Staff asked “a question related to the significant
diffcrence between the attrition adjustment proposed by [it] and that approved by the
Commission " The Company states that Mr. Kermode explained the derivation and
further answered in the affirmative when asked by ICNU whether the updated power
supply costs had been incorporated into the Commission’s calculations.?5 The
Comumission’s reduction of $8.1 million to the Company’s revenue requirement,
according to Avista, will still allow it an actual opportunity to earn the stipulated 9.5
percent return on equity (ROE), in accordance with the parties® settlement.?” The
Company argues that the $19.8 million revenue requirement decrease proposed by Joint
Parties and the $27.7 miltion decrease recommended by Staff “would not come close to,

‘providing a reasonable opportunity for Avista to eamn the agreed-upon 9.5 [percent]

authorized ROE for 2016.”% Thus, Avista focuses appropriately on the end result

% Id. 4| 16 (Table 1).
51499,

% 14

7 1d. 9 16.

28 1d. q 18. Avista calculates the ROE opportumtlcs for cither ICNU/Public Counsel’s or Staff’s
Motions at 8.21 percent and 7.50 percent, respectively. .
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reflected in Order 05 and cites specifically to the Commission’s reliance on the ‘end
result” principle in the Hope Natural Gas Co. case that provides “it is the result reached
not the method employed which is controlling,”? ' '

To address the computational questions raised in both Joint Parties’ and Staff’s Motions,
the Commission convened in its main hearing room on February 3, 2016, a second order
conference with Administrative Law Judge Marguerite Friedlander presiding and led by
the Commission’s Accounting Advisor. Having reviewed the work papers supporting the
Motion for Clarification and the Petition for Reconsideration, Mr. Kermode presented a
careful, step-by~step explanation of the Commission’s use of data, and its calculations
and the resulting impacts when the various adjustments are included in Staff’s attrition.
model reflected in Order 05. Mr. Kermode demonstrated conclusively that the results
reflected in Order 05 are correct, based on the evidentiary record in these proceedings
and that the Commission’s application of Staff’s attrition methodology is preper.

We determine, on the basis of the pfeceding discussion, that Staff’s Petition for
Reconsideration, whether considered as a request for reconsideration or clarification,
should be denied. :

Motion to Reopen the Record. On February 4, 2016, Staff filed a Motion to Reopen the

Record for the Limited Purpose of Receiving into Evidence Instruction on Use and
Application of Staff’s Attrition Model (Staff’s Motion to Reopen). Stafl requests that the
Commission waive its rule that provides for reopening the record in a proceeding, only
“after the close of the record and before entry of the final order.”3 By waiving this rule,
Staff argues that the Commission could address the “perceived limitations on the
Commission’s ability to effectively use Staff’s attrition model and input the results of

2 1[ 21 (citing Fed, Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591 603, 64 S. Ct.
281, 88 L. Ed. 333 (1944)). :

30 'WAC 480-07-830 (emphasis added). The Commission’s procedural rules provide:

The commission may grant an exemption from or modify the application of its
rules in individual cases if consistent with. the public interest, the purposes
underlying regulation, and applicable statutes. The commission may modify the
application of procedural rules in this chapter during a particular adjudication
consistent with other adjudicative decisions, without following the process
identified in subsection (2) of this section.

WAC 480-07-110(1). While Staff’s motion and Avista’s answer refer to a “waiver” of the rules,
the rule refers to a exemption, which the Commission may grant during an adjudication.
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Avista’s [power cost update] filed October 29, 2015.7! It recommends that the
evidentiary record be reopened to allow introduction of “helpful information . . . on the
application and use of its attrition model, including the impacts of Commission
determinations in Order 05.”*> According to Stafl*

By reopening the record, the Commission will be able to address its
specific issues, and remove any limitations on its ability to calculate
Avista’s revenue requirement based on Staff’s updated attrition model.
Moreovet, reopening the record would not prejudice any party. This is so
even if the Commission’s review results in a properly revised revenue
requiternent, No party can claim to be harmed by Comunission action
correcting a calculatlon

In its Motion to Reopen, Staff proposes its third electric revenue requirement reduction
amount — this time in the amount of $19.6 million >

On February 9, 2016, Avista and Joint Parties {iled responses 1o Sta(P’s Motion to
Reopen. Avista opposes Staff’s Motion to Reopen, emphasizing the importance and
fundamental nature of the end result test that the Commission and the U.S. Supreme
Court use as a key guiding principle in determining rates for jurisdictional utilities such
as Avista.** Bven with Staff’s third revised electric revenue requirement of $19.6 million,
calculated using Staff’s “corrected” attrition model, Avista argues it would have an
opportunity to earn an ROE of no more than 8.22 percent, which is nearly 130 basis
points lower than the 9.5 percent agreed to in the part1es settlernent and approved by the
Comrmssmn 36

. Avista says in addition that the entire record may need 1o be reopened if the Commission

decides to allow additional, however limited, attrition evidence.?” In the Company’s

31 §taff’s Motion to Reopen at 2-3.
321d at 3.
B Id. (emphasis added)

3 Jd. Commission Staff’s Petition for Reconsideration supports a $27.4 millios adjustment
Staff’s response to Bench Request 19 shows an adjustment of $27.7 million. Staff’s Motion to
Reopen the Record, based on a third set of calculations shows an adjustment of $19.6 Imlhon

3% Avista’s Response T 19-20
3 Id, { 24..

Y Id. Y28
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view, the Commission’s decision resulting in an $8.1 million reduction is based on a full
examination of the record evidence relevant to each issue and adjustment that affects
Avista’s revenne requirement, and leads to fair, just, reasonable, and sufficient end
results.** This is a reduction that still allows Avista a reasonable opportunity to earn its
authorized return. ‘To the extent the adjustments proposed by Staff and Joint Parties result
in rales that make it highly unlikely that Avista could earn the rate of return the

" Commission approved in Order 05, Avista is correct that such adjnstments do not

produce acceptable end results in accordance with the Hope and Bluefield standards.
Rates that have such an effect cannot be said to be fair, just, reasonable, and sufficient,

In their response, Joint Parties support Staff’s Motion to Réopen. They argue that a
waiver of the mle requiring the timeliness of motions fo reopen the record should be

. granted, arguing that the Commission’s Order 05, is not truly a final order because the

Commission still has to resolve two outstanding post-Final Order moticns.* In addition,
Joint Parties assert that Stafl’s attrition model is not functioning as infended when
Avista’s updated power cost data are added.*® Specifically, Joint Parties allege that Avista
did not provide the pro forma 2016 load information in its Octaber 29, 2015, update.*'
While they acknowledge that Staff’s attrition model functions as designed “using the
information provided to it,” Joint Parties claim that this “missing information” produces a
rumber that is incorrect.*? They recommend that the Commission either recalculate
Auvista’s power supply cost update outside of Staff’s attrition model or reopen the record
for the limited purpose of the inclusion of Staff’s additional updates to its model.®®

COMMISSION DETERMINATIONS: WAC 480-07-850(1) describes a petition for
reconsideration as a filing that allows a party “to request that the commission change the
outcome with respect to one or more isszes determined by the commission’s final
order.”* In regard to its Petition for Reconsideration, Staff explaived that it is not
questioning the Commission’s decisions on the contested issues in the case. Instead, it
only sccks Commission review of its “caleulation of Avista’s overall revenue
requirement to ensure that the adjustments set forth in Table 1 have been properly

3 Id §128-29. .
3? Joint Parties’ Response 9 3-5.
* 14 9 6.

4

211 99.

B 15,

4t Emphasis added.
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incorporated.” While Staff characterized its first, post-Final Order motion as & “Motion

- to Reconsider,” it is more akin to a Motion for Clarification, as previously discussed.

That said, during two order conferences the Commission’s Accounting Advisor clarified
why and how Staff’s and Joint Parties’ computations produce incorrect results in the
context of the record in this proceeding. During these conferences, all parties, including
StafY, Public Counsel, and ICNU, were invited to ask unlimited clarifying questions
regarding the caiculations and incorporsations of the Commission’s various decisions into .
Staff’s attrition model. Given all of this, we certainly have made clear the Commission’s
resulfs determined in Order 05 and have demonstrated their correctness as simply and as
comprehensively as we can. To the extent not fully resolved to the satisfaction of the
parties by Order 05 itself and by these post-Final Order clarification conferences, we
conclude that no further clarification is required and determine that Staff’s Petition for
Reconsideration and Joint Parties® Motion for Clarification should be denied.

As Staff and Joint Parties acknowledge, the appropriate time, indeed the time mandated
by our own rules, to file a motion to reopen the record is afier the close of the record and
prior to the entry of a final order in the proceeding. *6 Order 05, the Final Order, was
entered on January 6, 2016, Staff’s Motion to Reopen was filed on February 4, 2016,
nearly a month afier the Final Order was served. Staff recommends an exemption from
this timeliness requirement, stating that the Commission may grant an exemption of its
own rules, yet provides no showing of good cause for taking such an unusual step after
the entry of a Final Order, :

WALC 480-07-830, also provides that the Commission may reopcn a record to take
additional avidence “that is essential to a decision and that was unavailable and not
reasonably discoverable with due diligence at the time of the hearing or for any other
good and sufficient cause.” Avista filed its power cost update on October 29, 2015, after
the hearing but well before the Coramission entered its Final Order on January 6, 2016.47

4 StafP’s Petition for Reconsideration § 4.
46 WAC 480-07-830.

47 We reject out of hand the Joint Parties’ argument that Order 05 is not a final order. That this
argument is incorrect is demonstrated, among other things, by lanpuage in the Comumission’s
rules governing motions for clarification and petitions for reconsideration. WAC 480-07-835
provides; _
Filing & petition for clarification tolls the time for judicial review but does not toll
the time for compliance with the final order of which clarification is sought.

WAC 480-07-840 provides:
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Staff, and the other parties had ample time - over two months - to assess the
comprehensive impact of the net power cost update within the context of the attrition
mode!l. They had ample time to raise with the Commission any issues they had with
results that were not what they wanted or expected. In fact, not only did Staff and Joint
Parties fail to recognize timely that Staff’s own model appeared not fo produce the result
that these parties expected, they also failed to bring to the Commission’s attention their
belated allegation that Avista only supplied one-half of the power cost update. Staff and
Joint Parties omit any explanation why either of these “discoveries” were not reasonably
known, if they acting with due diligence, well before January 6, 2016.

While Joint Parties support Staff’s Motion, they still acknowledge that “the attition
model functioned™ and that “the model will calculate an atfrition revenue requirement
using the information provided to it.”*® If Avista’s power cost update, as Joint Parties
allege, was incomplete in any way, the time to bring that to the Commission’s attention

“was at, or shortly after, its filing on October 29™. Simply because Joint Parties and Staff

expected a different result from Staff’s atirition model than what the model actually
produced when updated with revised power costs in Jate October does not provide good
cause for reopening the record at this time.

As Avista aptly notcs, much more goes into the revenue requirement mumber than simply
the power supply adjustment or even the attrition model results. If we were to open up the
record for either of those issues, we might be required to reopen the record in its entirety

to protect all parties’ rights to due process. The myriad adjustments in the interrelated

cells of the models that inform our decisions in this matter that create final revenue
requirements numbers cannot be considered separately or on an ad hoc basis.

Ax order conference will not stay the effect of an order, the time for compliance,
the time for securing post-order review, or the time for petitioning for judicial
review, unless the conference results in a supplemental commission order, which
then becomes a final order subject to review. An order conference does not
constitute & formal interpretation of an order. The final order that is the subject of
an order conference will remain the sole expression of the commission's decision
unless supplemented through an additional order.

WAC 480-07-850 provides: -

Filing a petition for reconsideration does not automatically stay the effect of an
order or serve as a request for a stay. A party may request that the commission
stay the effectiveness of an order pending reconsideration by filing a petition for
stay pursuant to WAC 480-07-860.

*® Joint Parties® Response 7 9.
M,
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Finally, Avista has made clear, contrary to Staff’s assertion, that it would be prejudiced,
perhaps seriously prejudiced, by our reopening the record at this late date, a date well
after the statutory deadline for the Commission to reach finality in these dockets. There
comes 4 point in any case when parlies directly impacted by the cutcome are entitled to
repose. We reach that point today insofar as our rules governing adjudicative proceedings
take us. We determine that Staff’s Motion to Reopen should be denied along with Staff’s
Petition for Reconsideration and Joint Parties® Motion for Clarification.

The Commission’s Final Order, Order 05, approved an $8.1 million decrease in Avista’s
electric revenue requirement as a fair, just, reasonable, and sufficient end result, based on
substantjal record evidence. None of the Petitions, Motions, or Replies discussed in this
order have offered convincing factoul or legal arguments to alter that decision. '

ORDER
THE COMMISSION ORDERS THAT:

(1)  The Motion for Clarification filed by the Industrial Customers of Northwest
Utilities and the Public Counsel Section of the Washington Office of Attorney
General and the “Motion to Reconsider” filed by the Commission’s regulatory
staff (Staff) are denied.

@ Staff’s Motion to Reopen the Record for the Limited Purpose of Receiving into
Evidence Instruction on Use and Application of Staff’s Attrition Model is denied.

Dated at Olympia, Washington, and effective Februé:y_ 19, 2016.
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

- g,u,}wééx_

DAYVID W. DANNER, Chaimman

PHILIP B. JONES, Comhissioner

Aos b

ANN E. RENDAHL., Commissioner



