Rating ActionMoody's downgrades Avista Corp. to Baa2, outlook stable

20 Dec 2018

Approximately $1.1 billion of securities affected

New York, December 20, 2018 -- Moody's Investors Service ("Moody's") today dowkgstal€brp.'s
(Avista) issuer rating to Baa2 from Batslsenior secured and first mortgage bond ratings to A3 from A
thetrust preferred securities rating at Avista Corp. Capitddkt® from Baa2. The outlook for Avista is
stable.

"Avista's cash flow is lower primarily due to tax refesulting in financial metrics in the mid-teens range
statedNana Hamilton, Analyst. "In addition, Mooslyés less predictability with the regulatory outcomes
Washington andoom for the company to better manage its relationship with the commission."

Downgrades:

..Issuer: Avista Corp.

.... Issuer Rating, Downgraded to B&a2n Baa1

...Senior Secured First Mortgage Borldiswngraded to A3 from A2

...Underlying Senior Secured First Mortgdgeds, Downgraded to A3 from A2
...Senior Secured Medium-Term NBtegram, Downgraded to (P)A3 from (P)A2
...Senior Secured Regular Bond/DebentbDmyngraded to A3 from A2

...Senior Unsecured Medium-Term Nertegram, Downgraded to (P)Baa2 from (P)Baa1
..Issuer: Avista Corp. Capital Il

....Pref. Stock, DowngradedBaa3 from Baa2

Outlook Actions:

..Issuer: Avista Corp.

....0utlook, Changed To Stable Friegative

..Issuer: Avista Corp. Capital Il

....0utlook, Changed To Stable Friegative

RATINGS RATIONALE

Pre-tax reform, deferred income taxes constituted a signffardion of Avista's operating cash flow. For
example, iR016, over a third of operating cash flow was associated with dédeedBetween 2013 to
2017, deferred taxes averaged ab28% of cash flow. With the lower tax rate and loss of ldmuueciation
from tax reform, Avista's ratio of cash flowdebt over the next two years should be around 16%.

The Baa2 rating also looks at Avista's less predictable regudatogmes in Washington, where the
company generates about 6@fits revenue. Although the state has some credit supportive mechanis
such as revenue decoupling, the use of historic test years liasthiésneed file general rate cases more
frequently. In Augu&018, rate base attrition adjustments, which are consitiebexdcredit supportive, wel
ruled by the Washington Court of Appeslagainst the state's used and useful law. This legal deaiain
part of an ongoing review of Avista's 2015 Washington rate case.

Separately, in April 26, 2018, the Washington Utditied ransportation Commission (WUTC) issued a f
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order in Avista'most recent electric and natural gas general rate cases filed on N 26Although Avis
had requested three-year electiwd gas rate plans in its original filing, the WUTC's prdeided for new
rates effective May 1, 2018 for one yéaits order, the WUTC approved a net electric revenue inaéas
$10.8 million and a net natural gas revenue decreB$2.1 million, both including the impacts frontathe
cuts and jobs act (TCJA). Both electric and natural gasndstes were based on a slightly below industry
average ROEs of 9.5%nd equity layers of 48.5%. In addition MHéTC agreed to withhold $10.4 million
the electric excesdeferred federal income taxes that resulted from TCJA for the pofmsselerating the
depreciation schedule for Colstrip Units 3 and-dfliect a remaining useful life of those units through
December 312027.

Although Moody's considers the outcome of the rate case as fimmral credit perspective, the compan
relationship witthe Washington commission has been more contentious than otherfpeeegample,
Avista's February 2016 rate filing was rejecteitidyVUTC in December 2016, and the company's requ
reconsiderationf the decision was rejected by the commission in February 2017.

On 5 December 2018, the WUTC rejected Hydro One Linfi€al'y proposed acquisition of Avista,
concluding that the proposeterger agreement is not in the best interest of Avista or its cusfornes
political and financial risk perspective. Avista andia@é filed a petition for reconsideration of Washing
decisionand decisions from Idaho and Oregon on the acquisition are still pending.

Outlook

The stable outlook incorporates a view that Avista's financial wilbfibaintain a ratio of cash flow from
operations pre-workirgapital (CFO pre-WC) to debt in the mid-teens rangassumes that the utility will
receive adequate cost recovery withimdtpulatory jurisdictions. The stable outlook also incorparaiesy
that the proposed acquisition by HOL is unlikely to be compledeétiat unregulated operations will rema
below 15% of consolidatedrnings and cash flow.

What could change the rating -- Up

A rating upgrade could be considered with a demonstrated improvenegutatory relationships or with
CFO pre-WC to debt above 1@ a sustainable basis and CFO pre-WC less dividends to debttd36ve
on a sustained basis.

What could change the rating -- Down

A downgrade could be considered if there was a sustained depredatigulatory relationships or if CFO
pre-WC to debt deterioratémlbelow 14% on a consistent basis. A rating downgradealsalde considere
if, in the event of a successful completiaim@MHOL acquisition, Avista is required to provide direct finai
support of HOL's acquisition debt.

The principal methodology used in these ratings was Regulated BledtGas Utilities published in June
2017. Please see the RatiMethodologies page on www.moodys.com for a copy ofi¢tiidology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class oftdslainnouncement provides certain
regulatory disclosures in relationeach rating of a subsequently issued bond or note of the samecserie
category/class of debt or pursuant to a program for which the eatndgrived exclusively from existing
ratings in accordance with Moodgtng practices. For ratings issued on a support prothder,
announcement provides certain regulatory disclosures in rétattmncredit rating action on the support
provider and in relation éach particular credit rating action for securities that derivertditrratings from
the support provider's credit ratifrgr provisional ratings, this announcement provides certain regulatc
disclosures in relation to the provisional rating assignedn aeldtion to a definitive rating that may be
assigned subsequent the final issuance of the debt, in each case where the transsictioture and term:
have not changed prior to the assignment of the defirating in a manner that would have affected the
rating. For furthénformation please see the ratings tab on the issuer/entity page fiespketive issuer on
www.moodys.com.

For any affected securities or rated entities receiving directsenggiitrt from the primary entity(ies) of thit
credit rating actiorand whose ratings may change as a result of this credit rating thetiassociated

regulatory disclosures will be those of the guarantor éntigptions to this approach exist for the follow
disclosuresif applicable to jurisdiction: Ancillary Services, Disclésuated entity, Disclosure from rated
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entity.

Regulatory disclosures contained in this press release apply to theatiegliand, if applicable, the relate
rating outlook or ratimgview.

Please see www.moodys.com for any updates on chandjes liead rating analyst and to the Moody's le
entity that has issuetie rating.

Please see the ratings tab on the issuer/entity page on www.moodfar. @atditional regulatory disclosur
for each credit rating.
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© 2018 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their lic
affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE C
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AN
MOODY’S PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELA
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NC
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMA
FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS Al
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RIS|
PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY
PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY*
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF C
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTI
CREDIT RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE

INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY’S PUBLICA’
ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOL
PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTC
MOODY'’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS W
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EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE,
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERA’
PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE B
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS 1
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT [
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISE

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMI
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPCQ
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
WITHOUT MOODY’S PRIOR WRITTEN CONSENT.

CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PEF
BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT B
ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate
reliable. Because of the possibility of human or mechanical error as well as other factors, however, ¢
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all
measures so that the information it uses in assigning a credit rating is of sufficient quality and from s
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. Ho
MOODY’S is not an auditor and cannot in every instance independently verify or validate informatior
in the rating process or in preparing the Moody’s publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representat
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequenti:
incidental losses or damages whatsoever arising from or in connection with the information containe
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, «
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or
arising where the relevant financial instrument is not the subject of a particular credit rating assigned
MOODY’S.

To the extent permitted by law, MOODY'’S and its directors, officers, employees, agents, represental
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused tc
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduc
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or ai
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, a
representatives, licensors or suppliers, arising from or in connection with the information contained h
use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENE
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING C
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corpora
(“MCQ”), hereby discloses that most issuers of debt securities (including corporate and municipal bo
debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, |
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also n
policies and procedures to address the independence of MIS’s ratings and rating processes. Informe
regarding certain affiliations that may exist between directors of MCO and rated entities, and betwee
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCC
than 5%, is posted annuallyvalvw.moodys.comander the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
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https://www.moodys.com/

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the .
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 00:
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning
761G of the Corporations Act 2001. By continuing to access this document from within Australia, yot
to MOODY'’S that you are, or are accessing the document as a representative of, a “wholesale client
neither you nor the entity you represent will directly or indirectly disseminate this document or its cor
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rat
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the
any form of security that is available to retail investors. It would be reckless and inappropriate for ret:
to use MOODY'’S credit ratings or publications when making an investment decision. If in doubt you

contact your financial or other professional adviser.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agenc
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidi:
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, ¢
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigne
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Ser
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corpor:
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or M
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable)
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requiremen
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