S&P Global
Ratings

RatingsDirect’

Research Update:

Avista Corp. Rating Affirmed At 'BBB'
After Review; Outlook Stable

Primary Credit Analyst:
Gerrit W Jepsen, CFA, New York (1) 212-438-2529; gerrit.jepsen@spglobal.com

Secondary Contact:
Safina Ali, CFA, New York (1) 212-438-1877; safina.ali@spglobal.com

Table Of Contents

Overview

Rating Action

Rationale

Other Credit Considerations
Group Influence

Outlook

Ratings Score Snapshot
Recovery Analysis

Related Criteria And Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MAY 26, 2016 1

1644562 | 302493718



Research Update:

Avista Corp. Rating Affirmed At 'BBB' After
Review; Outlook Stable

Overview

« W are affirnmng our credit ratings on U.S. integrated electric and gas
utility Avista Corp. after a review These include the 'BBB issuer
credit rating, the "A-' first nortgage bond rating with a recovery rating
of "1+, and the 'A-2' short-termrating. W revised the liquidity
assessnent to adequate from strong based on current estinmates of uses
such as capital spending, debt maturities, short-term borrow ngs, and
di vidend paynents. The outl ook renmai ns stable.

e The stable outlook reflects our expectation that the conpany will
continue to effectively manage regul atory risks, fund capital spending in
a manner that does not neaningfully increase | everage, nmintain adequate
liquidity, and naintain conparable financial perfornmance. W al so expect
no material increase in business risk through expansion into nonutility
operations. Under our base-case scenario, we expect funds from operations
to total debt to average about 18%

Rating Action

On May 26, 2016, S&P d obal Ratings affirned its ratings on Avista Corp.
including the '"BBB' issuer credit rating, the 'A-' first nortgage bond rating
with a recovery rating of "1+, and the 'A-2' short termrating. The outl ook
is stable. In addition, we revised the liquidity assessnent to adequate from
strong.

Rationale

In our assessnent, Avista's business risk profile is strong, reflecting its

| ower—risk, vertically integrated electric and natural gas distribution
utility operations in Washington and |daho, electric operations in Al aska, and
gas distribution in Oregon. Although the conpany operates in four states, it
has fewer than 400,000 el ectric and about 330,000 natural gas custoners with
no neani ngful industrial concentration. Wien needed, the utility requests cost
recovery fromregulators. Because the utility has hydroel ectric power

exposure, recovery mechanisnms are inportant to mmintain operating cash fl ow
after purchasi ng power for customers when hydroel ectric generation is
unavai l abl e. The company has sone flexibility in inplementing incremental rate
changes through its energy-recovery nechani smin Washi ngton and the power cost
adjustrment in Idaho, but the recovery of excess power costs is subject to

m ni mum t hreshol ds and deferral bands. Purchased gas adjustnments for gas
distribution units in all three gas jurisdictions, along wth hedgi ng,
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nmtigate gas price risk. These help avert |arge cost-adjustment requests and
support the business risk profile. Decoupling nmechani snms snooth out operating
cash flowin all jurisdictions except Al aska.

Qur financial risk profile assessnent of significant takes into consideration
the nostly steady cash flows fromthe utility business. Qur base case

i ndi cates that capital spending along with dividend paynents will lead to
negative discretionary cash fl ow over the next few years. Avista will need
external funding to cover the deficit because internally generated cash flow
is insufficient. Qur base-case scenari o suggests stronger financial measures
over the next two years, including funds fromoperations (FFO to debt of
roughly 18% mainly benefiting from hi gher deferred taxes due to bonus
depreci ation. Qur base case indicates an expected supplenental ratio of
operating cash flow to debt of about 16%to about 18% bol stering the
significant financial risk profile assessment.

Liquidity

Avi sta has an adequate liquidity assessnent because in our view its sources
are likely to cover uses by nore than 1.1x over the next 12 nonths and to neet
cash outflows, even with a 10% decline in EBITDA. The adequate assessnent al so
reflects the conpany's generally prudent risk managenent, sound rel ationships
with banks, and a generally satisfactory standing in credit narkets. Avista
recently extended the maturity of its credit facilities to 2021.

Principal liquidity sources:

» W estimate FFO of about $360 million for the 12 nont hs ending March 31,
2017.

e Revolving credit facility of $425 mllion.

* Cash on hand of roughly $10 million.

Principal liquidity uses:

» Capital spending of about $350 nmillion for the 12 nmonths endi ng March 31,
2017.

» Dividends of roughly $85 nmillion for the 12 nonths endi ng March 31, 2017.

o Debt maturities of about $195 million, including short—term borrow ngs.

We rate the preferred securities at Avista Capital Il two notches bel ow the
issuer credit rating to reflect the discretionary nature of the dividend and
t he deeply subordinated claimif a bankruptcy occurs.

The short-termrating on Avista is 'A-2' based on the issuer credit rating and
our assessnent of its liquidity as at | east adequate.

Other Credit Considerations

O her nodifiers do not affect the rating outcone.
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Group Influence

Avista is subject to the group rating methodology criteria. W view Avista as
the parent that drives the group credit profile. As a result, Avista's group
and stand-alone credit profiles are the same at 'bbb'.

Outlook

The stable outl ook on Avista reflects our expectation that over the next two
years the conpany will continue to effectively manage regul atory risks, fund
capi tal spending such that |everage does not neaningfully increase, preserve
adequate liquidity, and maintain conparable financial performance. W al so
expect no material increase in business risk through expansion into nonutility
operations. Under our base-case scenario, we expect FFOto total debt to

aver age about 18%

Downside scenario

We could lower the rating in the next two years if business risk materially
rises or credit measures dinminish such that FFO to debt would be consistently
| ess than 15% This could occur due to greater borrowi ng or increased rate
lag, a large deferral, or adverse regul atory deci sions.

Upside scenario

In the next two years, we do not currently contenplate an upgrade given the
conpany's current business mx. Credit quality could strengthen if cash flow
nmeasures consi derably inprove, specifically FFO to debt of nore than 20%on a
consi stent basis. The conpany could acconplish this by paying down debt with
hi gher internally generated cash flow or increased equity, or by boosting FFO
wi t hout addi ng debt.

Ratings Score Snapshot

Corporate Credit Rating: BBB/ Stable/A-2
Busi ness risk: Strong

e Country risk: Very | ow

e Industry risk: Very | ow
 Conpetitive position: Satisfactory

Fi nanci al risk: Significant
e Cash flow Leverage: Significant

Anchor: ' bbb’

Modi fiers
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e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Financial policy: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Managenent and governance: Satisfactory (no inpact)

e Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: 'bbb'
e Group credit profile: 'bbb'

Recovery Analysis

Avista's first nortgage bonds benefit froma first-priority lien on
substantially all of the utility's real property owned or subsequently
acquired. Collateral coverage of nore than 1.5x supports a recovery rating of
"1+ and an issue rating two notches above the issuer credit rating.

Related Criteria And Research

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

e Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

e Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

» Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

e Met hodol ogy: Industry Risk, Nov. 19, 2013

» Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Cor porat e,
I nsurance, And Sovereign |Issuers, May 7, 2013

» Collateral Coverage And |Issue Notching Rules For ‘1+ And ‘1 Recovery
Ratings On Seni or Bonds Secured By Uility Real Property, Feb. 14, 2013

* Managenent And Governance Credit Factors For Corporate Entities And
I nsurers, Nov. 13, 2012

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

 Hybrid Capital Handbook: Septenber 2008 Edition, Sept. 15, 2008

e 2008 Corporate Criteria: Rating Each |Issue, April 15, 2008

Ratings List

Rati ngs Affirned

Avi sta Cor p.
Corporate Credit Rating BBB/ St abl e/ A- 2
Seni or Secured Rating A-
Recovery Rati ng 1+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
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to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further
i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& @ obal Ratings

public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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