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March 17, 2008

State of Washington

Washington Utilities & Transportation Commission
1300 S. Evergreen Park Drive

Olympia, Washington 98504-8002

Attention: Ms. Carole Washburn, Executive Secretary

RE: UG-060518
Comments of Avista Corp.

Dear Ms. Washburn;

Enclosed for filing with the Commission are an original and six copies of the comments
of Avista Corp. with regard to the status of the draft evaluation plan for Avista’s natural
gas decoupling mechanism. This filing was also filed electronically with the
Commission on March 17", These comments are being filed in compliance with the
Opportunity for Comment in this matter issued by the Commission on March 5, 2008.

If you have any questions regarding this filing, please contact me at 509-495-4267 or
Brian Hirschkorn at 509-495-4723.

Sincerely,
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Kelly Norwood
Vice President, State & Federal Regulation
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CERTIFICATE OF SERVICE

| HEREBY CERTIFY that | have this day served Avista Utilities', a division of Avista
Corp, Comments related to the Natural Gas Decoupling Draft Evaluation Plan, Docket
No. UG-060518, upon the parties listed below by mailing a copy thereof, postage
prepaid and by electronic mail.

Nancy Hirsh Simon ffitch

The Northwest Energy Coalition Office of the Attorney General
811 1% Ave., Suite 305 Public Counsel Section
Seattle, WA 98104 800 Fifth Avenue, Suite 2000
nancy@nwenergy.org Seattle, WA 98104-3188

simonf@atg.wa.gov

Ms. Paula Pyron

Executive Director Doug Kilpatrick

Northwest Industrial Gas Users Washington Utilities & Trans. Comm.
4113 Wolfberry Court 1300 S. Evergreen Park Dr. SW
Lake Oswego, OR 97035 Olympia, WA 98504-7250
ppyron@nwigu.org dkilpatrick@utc.wa.gov

Chuck Eberdt

The Energy Project

1322 N. State St.

Bellingham, WA 98225

Chuck Eberdt@opportunitycouncil.org

| declare under penalty of perjury that the foregoing is true and correct.

Dated at Spokane, Washington this 17th day of March 2008.

Tracy Townley.
Executive Assistant "




BEFORE THE WASHINGTON STATE
UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Petition of DOCKET NO. UG-060518

Avista Corporation d/b/a Avista Utilities
For an Order Authorizing Implementation COMMENTS OF AVISTA CORP.
of a Natural Gas Decoupling Mechanism

and to Record Accounting Entries
Associated With the Mechanism.

B T S S

The Company appreciates this opportunity to provide comments to the
Commission related to this matter. As set forth in Paragraph 3 of the Commission’s
Notice of Opportunity for Comment, issued March 5, 2008, the Commission seeks
comments on “whether the substantive value of the evaluation plan and final evaluation
report have been irreparably undermined through Avista’s delay, and what remedy or
sanction, if any, is appropriate.” As we will explain below, the Company believes the
substantive value of the evaluation plan and final evaluation report have not been
irreparably undermined through the Company’s delay in filing the draft plan).

Since the Commission’s open meeting on February 28", wherein the Commission
heard comments from various parties on this issue, the Company and the other interested
parties in this Docket have made substantial progress toward finalizing the draft
Evaluation Plan for Avista’s natural gas decoupling mechanism (Mechanism).
Attachment A includes the most recent draft Evaluation Plan for review and
consideration by the Commission. While the attached draft Evaluation Plan is still a
work in progress, we believe there is adequate time to complete the Plan and submit it to
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the Commission by April 30", In the timeline, discussed later, we plan to issue a Request
For Proposals (RFP) by April 30", in order to hire an independent party to carry out the

th

Evaluation Plan. Thus, completion of the Plan by April 30™ will allow the completed
Plan to be submitted as part of the RFP. It is the Company’s belief that this process will
allow for the final evaluation of the Mechanism to be filed with the Commission on or
before March 31, 2009, in accordance with the Commission’s prior order.

The draft Plan is being developed through a collaborative effort of the interested
Parties in this Docket. Prior to the open meeting on February 28" the Company
distributed a draft plan to the Parties. By the week of March 3" the Company had
received comments from all the Parties. On March 12" the Parties met in Olympia at the
WUTC to discuss the Plan. The parties in attendance, either in person or by phone, were
the Company, Commission Staff, Public Counsel, Northwest Energy Coalition and The
Energy Project. The meeting was very productive and there was considerable discussion
regarding the scope of the Plan, as well as the proposed timeline for selection of an
independent evaluator and completion of the final Evaluation Report. The draft
Evaluation Plan, included as Attachment A, incorporates the majority of the comments
and revisions provided and discussed during the meeting. In addition to the proposed
timeline discussed below, the key areas set forth in the plan include:
- Avista DSM programs and (therm) savings,
- Revenue deferred and collected under the Mechanism
- Total reduction in customer usage compared to programmatic DSM savings
- New customer usage and adjustment under the Mechanism
- Customer migration between rate schedules 101 and 111
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- Rate related and customer usage information (actual and forecasted)

A key section of the Plan is the proposed timeline for selecting an independent
evaluator and completion of the Evaluation Report by March 31, 2009. As shown in the
proposed timeline below, an RFP would be issued to potential evaluators by April 30"

™ Tn the event the Parties cannot

and the Parties would select an evaluator by June 30
agree on the selection of an evaluator, the Parties would submit their recommendations to

the Commission and request that the Commission select the evaluator by August 1.

Proposed Timeline:

April 15,2008 — Parties provide names of potential evaluators

April 30, 2008 — Final Plan filed with Commission
RFP Issued to potential evaluators

May 31, 2008 — Proposals Due from potential Evaluators

June 1 — June 30 —Parties review proposals and interview potential Evaluators

June 30, 2008 —  Parties Select an Evaluator. In the event Parties are unable to reach
agreement, they will make recommendations to Commission.

July 10, 2008 = Recommendations to Commission

August 1, 2008 — Commission Selects Evaluator

January 1, 2009 — Preliminary Evaluation Report provided to Parties from Evaluator

March 31, 2009 — Final Report filed with Commission

The Company is confident that a quality Evaluation Report can be completed by
March 31, 2009. The Parties have included in the draft Plan the evaluation of data and

information through December 2008 in order to provide a more complete and meaningful
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evaluation, and we will coordinate with the independent evaluator as much as possible to
attempt to include the full 2008 calendar year data.'

The Company has retained an independent consultant to review the most recent
draft Evaluation Plan (Attachment A) and, based on the information requirements and
proposed timeline contained in the Plan, provide their opinion on whether an appropriate
evaluation can be completed according to the proposed timeline above. The retained
consultant is Research Into Action (RIA), the consultant that performed the independent
audit of Avista’s recorded gas DSM savings for 2006. RIA will make a site visit to
Avista’s headquarters on March 18" to meet with company personnel and examine the
availability of data necessary to complete the evaluation. Jane Peters, president of RIA,
will attend the hearing on March 24" and provide her opinion whether an appropriate
evaluation can be completed according to the proposed timeline above. Also, Mr.
Hirschkorn will provide testimony describing the draft Evaluation Plan and incorporated
timeline.

Finally, the Company would appreciate any additional guidance the Commission
may wish to provide with regard to the proposed timeline for completion of the
Evaluation Report and the scope of the draft Evaluation Plan (Attachment A).

In conclusion, the Company sincerely apologizes to the Commission, the

Commission Staff, and the other parties for the inconvenience and additional burden

' The Settlement Agreement for the Decoupling Mechanism, as approved by the Commission in Docket
No. UG-060518. established March 31, 2009 as the due date for the Evaluation Report, and did not
specifically address the inclusion ot data through December 31, 2008. The March 31, 2009 date may make
it difficult to independently verify all DSM savings for the final quarter of 2008, in time to incorporate into
the Evaluation Report. Nevertheless, Avista will use its best efforts to coordinate with the selected
Evaluator, in order to incorporate all of the information for 2008. It that ultimately proves impossible.
Avista will so advise the Commission, and petition to amend the March 31, 2009 date. [t is important to
recognize however, that this potential issue is entirely separate from the question of whether the delay n
formulating an Evaluation Plan has, itself, caused a delay in the delivery of the final evaluation.
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caused by the Company’s failure to file a draft evaluation plan by December 31, 2007.
The Company has implemented additional internal procedures to ensure that the

Company complies with all regulatory commitments in the future.

Respectfully Submitted this Seventeenth day of March 2008,
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Kelly Norwood
Vice President, State & Federal Regulation
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ATTACHMENT A

DRAFT EVALUATION PLAN FOR AVISTA NATURAL GAS
DECOUPLING MECHANISM

MARCH 17, 2008
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Draft Evaluation Plan for Avista Decoupling Mechanism March 17, 2008

Draft Evaluation Plan for Avista Natural Gas Decoupling Mechanism

Avista, with substantial input and comments from the other interested parties in Docket
No. UG-060518, has prepared this “draft evaluation plan” for Avista’s natural gas
decoupling mechanism (Mechanism), as referenced in the Settlement Agreement,
included as Appendix A to Order No. 04 (Order) in Docket UG-060518. The Partics
present this draft evaluation plan as a starting point for an independent cvaluation of the
Mechanism through December 31, 2008. The next steps will be to finalize the evaluation
plan by April 30, 2008, and select an independent evaluator.

This draft evaluation plan is comprised of a number of areas to be examined as part of the
Evaluation. These areas are both directly and indirectly related to the Mechanism, and
the final Evaluation Report should allow the Commission to fully examine the
Mechanism. This evaluation plan continues to be a work in progress, with input and
revisions provided by the Parties throughout the process.

Whether or not the company requests an extension of the decoupling mechanism, the
Evaluation Report and supporting workpapers will be filed with the Commission by
March 31, 2009. The following section of this draft plan sets forth the proposed timeline
for selection of an independent evaluator and completion of the final Evaluation Report.
The succeeding sections generally set forth questions to be answered with the information
to be examined and documented by the Evaluator.

Proposed Timeline for Evaluation

All parties agree that the evaluation should be conducted by an independent third-party.
The parties propose the following timeline to select an independent evaluator and
complete the Evaluation Report.

Proposed Timeline:
April 15, 2008 — Parties provide names of potential evaluators
April 30, 2008 — Final Plan filed with Commission
RFP Issued to potential evaluators
May 31, 2008 — Proposals Due from potential evaluators
June 1 - June 30 — Parties review proposals and interview potential evaluators
June 30, 2008 — Parties Select an Evaluator. In the event Parties are unable to reach
agreement, they will make separate recommendations to Commission.
July 10, 2008 — Recommendations to Commission
August 1, 2008 — Commission Selects Evaluator
January 1, 2009 — Preliminary Evaluation Report provided to Parties from Evaluator
March 31, 2009 — Final Report filed with Commission (includes calendar 2008
information)
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Dratt Evaluation Plan for Avista Decoupling Mechanism March 17, 2008

Evaluation of Avista DSM Programs and Savings from 2006 — 2008

Information related to Avista’s DSM programs and activities will be examined for 2006-
2008 as a key part of the Evaluation. As part of the decoupling pilot program, an
independent third-party performs an audit of Avista’s estimated annual programmatic
savings for the annual rate adjustment filing and “DSM test” each year. The audited
DSM savings are based on completed projects during the prior year. Audited
programmatic savings for 2006 were used for the DSM-test supporting the decoupling
rate adjustment effective November 1, 2007. The independent DSM audit report for
2007 programmatic savings will be completed by August I, 2008. The independent audit
report for 2008 programmatic savings will be completed no later than February 27, 2009.

1) Based on the results of the independent audits, did the company increase its natural gas
therm savings through company-sponsored programs over the term of the Mechanism?
What were the annual audited DSM savings (completed project basis) for 2006-2008, by
customer class and by rate schedule?

2) What were the Company’s estimates of DSM savings for 2006-2008 on a “derated”
basis? (as some large commercial and industrial DSM projects may begin in one year
and are completed in the following year, the Company estimates the savings from the
completed portion of the project for each year)

3) Did the company increase the scope or magnitude of its natural gas DSM programs
during the term of the decoupling mechanism?

4) What incremental program offerings or expansions were implemented during the term
of the mechanism? Identify new and expanded programmatic changes by customer class
(residential, commercial, industrial)

5) What other factors contributed to an increase in DSM savings and/or new or expanded
DSM program offerings? Identification and discussion of factors that contributed to
Avista’s decision to expand the scope or magnitude of its DSM programs, and achieved
DSM savings. For example, program design changes such as increased rebate levels, or
higher avoided costs, may result in greater customer participation and savings.

6) What customer educational, informational and marketing programs related to DSM
were implemented by the Company during 2006-2008? What were the estimated costs of

these programs?

7) What were the annual revenues collected from ratepayers under the gas tariff rider
(Schedule 191), by rate schedule, to fund gas DSM programs for 2006-2008?

8) How did Avista’s natural gas Integrated Resource Plan (IRP) goal(s) compare to the
verified/audited DSM savings each year?
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Draft Evaluation Plan for Avista Decoupling Mechanism March 17, 2008

Revenue Deferred and Collected under the Mechanism

1) What was the monthly, annual, and cumulative amount of revenue deferred and
recovered through the decoupling mechanism during 2007 and 20087

2) How do the annual deferral amounts compare to the company’s estimate of $600,000-
$700,000 developed prior to implementation of the Mechanism?

3) What was the mathematical result of the earnings test and the DSM test for 2006 and
2007, used for and provided in the November 2007 and 2008 rate adjustment filings,
respectively?

4) What was the net income resulting from the recoverable revenue deferrals for 2007
and 2008 as a result of the pilot? What percentage of total net income for the company’s
Washington Gas operations is represented by these deferrals?

5) What was Avista’s Schedule 101 recorded gas margin revenue for 2006-2008, before
and after decoupling deferrals?

6) What was the total amount of decoupling surcharge revenue collected from ratepayers
each month from November 2007 through December 20087

7) What was the average bill impact of the decoupling rate adjustment for customers for
the period November 2007 through December 20087 This should be expressed as an
average monthly dollar amount and percentage based on the total decoupling amount
collected divided by total revenue recorded for Schedule 101 customers for the
November 2007-December 2008 period.

8) What was the total amount of interest accrued under the mechanism for the period

November 2007-December 20087

Reduction in Customer Usage and Margin under the Mechanism compared to
Proerammatic DSM Savings

1) What was the annual amount of estimated lost margin due directly to Company DSM
programs/installations for Schedule 101 customers during 2007 and 2008 compared to
the annual amount of lost margin calculated under the Mechanism? This analysis should
compare the estimated annual reduction in customer usage/margin directly attributable to
Avista’s programmatic DSM for Schedule 101 customers to the total annual reduction in
(weather-corrected) customer usage/margin. This information/analysis was specifically
cited in the Commission’s Order as a “factor” to be “scrutinized” in reviewing the results.
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Draft Evaluation Plan for Avista Decoupling Mechanism March 17, 2008

New Customer Usage and Adjustment under the Mechanism

1) For 2007 and 2008, what was the actual average annual usage for “new” Schedule 101
customers excluded from the monthly deferral calculation compared to the actual (not
weather normalized) average annual usage for Schedule 101 customers?

2) Based on the average annual usage determined above, would the inclusion of new
customers in the monthly deferral calculation have increased or decreased annual

deferrals and surcharge revenues during 2007 and 2008, and by how much?

Customer Migration between Rate Schedules 101 and 111

1) What was the level of customer migration (schedule shifting) between schedules 101
and 111 during the time of the pilot?

2) Did customers migrate substantially between rate schedules following the results of
any rate cases filed subsequent to the initiation of the pilot?

3) What is the overall change in total numbers of schedule 101 and schedule 111
customers per year during the term of the Mechanism?

Related Rate and Customer Usage Information (Actual and Forecasted)

1) What was the level of gas customer growth from 2006-2008, and how does this
compare to Avista's historical levels of gas customer growth? What is the company’s
forecast for future customer growth?

2) On a rate schedule basis, how has both actual and weather normalized annual gas use
per customer changed during 2006-2008?

3) What has been the change in natural gas rates during 2006-2008?
4) What has been the natural gas commodity cost change during 2006-20087
5) How many general rate changes has Avista filed and implemented from 2006-20087

6) What is the company’s forecast for natural gas rates/prices and use per customer in the
future?

7) What is the forecast for overall sales volumes and sales volumes by rate schedule in
the future?

Other Information

1) Was the Mechanism recognized in any public reports issued by credit rating agencies
or financial analysts? If so, provide a copy of the report.
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