Service Date: October 10, 2025

BEFORE THE WASHINGTON
UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Petition of the DOCKETS UE-250576 &
UG-250577

AVISTA CORPORATION d/b/a

AVISTA UTILITIES, ORDER 01

Petitioner, GRANTING PETITION TO DEFER

ACCOUNTING TREATMENT OF
For an Order Approving Deferral of Accounting | COSTS ASSOCIATED WITH
and Ratemaking Treatment of Costs Associated | INVESTMENT IN ENTERPRISE

with Investment in an Enterprise Resource RESOURCE PLATFORM; SUBJECT
Platform TO CONDITIONS
BACKGROUND

On July 1, 2025, Avista Corporation (Avista or Company) filed with the Washington
Utilities and Transportation Commission (Commission) a petition seeking an Accounting
Order under WAC 480-07-370(3). Pursuant to RCW 80.28.020 and per WAC 480-100-
203 and WAC 480-07-370(3), the Company requests the Commission’s approval to defer
costs associated with (1) the deferral of the undepreciated net book value of existing
applications and equipment associated with existing technology system/platforms; and
(2) the proposed 15-year depreciable life of the Company’s investment in a new
Enterprise Resource Platform (ERP).

The Petition includes Avista’s fully developed ERP Business Case dated June of 2025,
which purports that implementation of the ERP will save an estimated $51 to $79 million
over five years compared to continuing to invest in the existing systems. !

The Petition specifically requests the Commission approve the following:

1. Deferral of the undepreciated net book value of existing enterprise
technology at the time of ERP transfer-to-plant in early 2028;

2. Deferred accounting treatment for the expected minimal additional capital
expenditures in applications being replaced at most recently approved
ROR;

! Petition, Attachment A, pg. 26, Table 6.
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3. Adoption of the proposed 15-year depreciable life of certain software
assets due to longer expected life of those assets;

4. Deferral of depreciation and other project related expenses in ERP
investments beginning in the month of first transfer to plant at Avista’s
current authorized ROR adjusted annually; and

5. Deferral and capitalization of ERP costs in the cloud in a regulatory asset
with a carrying charge of Avista’s current authorized ROR adjusted
annually.

Commission staff (Staff) reviewed the Petition and met with Avista to discuss the
Business Case. Staff further engaged with peers at the Commissions in Idaho and Oregon
as Avista filed similar petitions in those jurisdictions.

Staff notes the Business Case includes two bids which each include a +/- 50%
engineering estimate of costs,? indicating a systemwide, 5-year Total Cost of Ownership
savings of $50 million to $80 million resulting from moving forward with an ERP
option.® Staff also explains that the Company plans to move forward with a multi-
year development and implementation effort with the lowest cost cloud-based ERP
system bid beginning during the fourth quarter of 2025. Staff further highlights that
Avista is not requesting determination of prudence or cost recovery in this filing and
will likely due so as part of a future general rate case, as the ERP system is scheduled
to “go live” in 2028.

Having reviewed the Petition, Staff recommends the Commission issue an order
granting Avista’s Petition subject to the following conditions:

1. Exclusion of the ERP project from any portfolio-based capital reviews and
reviewal separately as an independent major project,

2. Accrual of any carrying charges at actual after-tax cost of debt adjusted semi-
annually, and

3. Denial of deferral of depreciation expense associated with the ERP but
allowance of project related operating expenses on the system to be deferred
until the project is placed into service without a carrying charge.

This matter came before the Commission at its regularly scheduled open meeting on
October 9, 2025. The Commission heard comments from Staff, Avista, Public Counsel,

2 Petition Attachment A, p. 7, and fn 5.
3 Petition Attachment A, p. 27, Figure 7.
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and the Alliance of Western Energy Consumers (AWEC). Staff reiterated and clarified its
recommendations as follows: first, Staff condition one is an added condition to what the
Company is requesting; second, Staff condition two modifies Avista’s requests one and
two; and third, Staff condition three modifies Avista’s requests four and five. Staff
further clarified its understanding that Avista is seeking to defer the net book value of
both the old and new systems until the ERP system “goes live” in 2028, and that Staff
agrees that the 15-year depreciable life of the ERP system is reasonable.

Avista commented that the Company is supportive of Staff’s recommendations. Avista
clarified it is seeking approval of deferrals to begin implementation of an ERP system

which it expects will provide significant benefits to customers and streamline Avista’s

operations, which currently occur across disparate systems. Avista further clarified the
net book value of its systems will be near full depreciation at the end of 2028, meaning
this is a good time to look at ERP system implementation.

Avista responded to Public Counsel’s written comments, providing that the ERP project
is a significant or major project. Avista also clarified that this project was not included in
its last general rate case because it was not ready; and at the time of the general rate case,
the project was being scoped, but Avista had no bids or indication of costs of the project.
Avista also explained that it will seek a prudence finding and rate recovery in its next
general rate case but approval of the accounting petition will allow Avista to begin work
towards the end of this year.

Avista also clarified its understanding of its requests as modified by Staff as follows:
first, Avista would continue to earn on existing systems as part of rate base until “go live”
at which point any undepreciated plant would be deferred at the carrying costs proposed
by Staff; second, item four would be modified by Staff’s condition three; and third, item
five would be maintained as requested because Avista is moving toward four-year rate
plans in Washington.

Public Counsel provided comments that it has changed its position from its written
recommendations. Public Counsel agrees with AWEC that existing assets should
continue to be treated under existing rate base treatment. However, Public Counsel does
not believe now is an appropriate time to determine how those assets will be treated at
“go live.” Public Counsel further takes issue with treating this project separate from the
portfolio consideration in the capital review process and recommends it be treated as any
other capital project and handled in Avista’s next general rate case. On cloud carrying
costs, Public Counsel asks that implementation costs be treated as capital costs, as Avista
recommends in its third request, however once Avista transitions to contract costs, those
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costs should not be capitalized because they are operation and maintenance expenses. In
sum Public Counsel agrees with Avista’s first and fourth request regarding treatment of
existing infrastructure and planning expenses, as modified by Staff, but believes the rest
of the requests should be handled through the Company’s next general rate case. Public
Counsel also noted its position that Staff’s recommendation to treat this project outside of
the normal capital review process is premature.

AWEC provided comments that it does not oppose the accounting treatment for the
existing enterprise system. AWEC also opposes removing ERP system costs from the
portfolio review process. AWEC further provided that it opposes Avista’s request to
defer costs for cloud related costs, and that those should be handled through the normal
general rate case process and should not be capitalized.

Staff responded that if the parties do not wish to pull the ERP project from the portfolio
review method of capital review process, Staff has no objection. Avista concurred with
that change.

Avista clarified that the costs to maintain existing systems are not a new deferral. Avista
also clarified that to move forward, it needs approval for accounting treatment of costs
for existing systems and new capital for 2025 and 2026.

DISCUSSION

The Commission typically reserves deferred accounting treatment for costs that result
from extraordinary circumstances and have material impacts on the Company’s financial
results. The Commission has allowed deferred accounting where costs were beyond the
utility’s control,* and when the utility would not have an opportunity to recover the costs
in rates.

The Commission in the past has applied a “materiality” threshold when determining
whether deferred accounting treatment is warranted. That is, at times the Commission has

4 See, e.g., In Re: the Petition of Puget Sound Energy for an Order Approving Deferral of
Wildfire Insurance Costs, Docket UE-231048, Order 01 at 48 (February 13, 2025) citing to
WUTC v. PacifiCorp d/b/a Pacific Power & Light Co., Dockets UE-140762, UE-140617, UE-
131384, & UE-140094 (consolidated) Order 08. See also WUTC v. Pacific Power & Light Co.,
Dockets UE-050684 and UE-050412, Order 04 at 123 4370; In Re: the Petition of PacifiCorp
d/b/a Pacific Power & Light Co. for an Order Approving Deferral of the Costs Associated with
the Clean Energy Transformation Act, Docket UE-210414, Order 01 at 2 47 (“utilities seeking
deferred accounting must demonstrate that extraordinary circumstances exist to justify such
treatment”).
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required the costs in question to be large enough to have a material impact on the
company’s earnings.’

Based on our review of the record, we find it reasonable to grant Avista’s Petition,
subject to the conditions listed below. The project in total is anticipated to cost an
estimated $103 million over five years. Further, Avista will not have an opportunity to
recover costs in rates over that time. Accordingly, we find the Petition meets the
threshold we typically require of accounting petitions. Further, without accounting
treatment for remaining undepreciated assets for the existing system, as well as capital
costs to maintain the existing systems until the EPS system goes live, the Company
would be forced to write those expenses off in the near term and lose an opportunity to
recover expenses through rates.

As stated by the Company, Avista currently operates with a range of disparate yet
integrated software systems, some of which have reached or exceeded the end of their
expected useful life.

Avista’s feasibility Business Case suggests a transition to a cloud-based ERP system will
benefit the Company but will also result in customer cost savings.

After discussion at the open meeting, we agree that the question of whether this project
should be included in the portfolio review process is a question that should be deferred
until the Company’s next general rate case.

Further, consistent with our recent efforts to achieve consistency in carrying costs
associated with deferral petitions, we agree with Staff that any approved carrying charges
that accrue will be at actual after-tax cost of debt adjusted semi-annually. Setting carrying
costs at the actual after-tax cost of debt, adjusted semi-annually, is consistent with recent
decisions of this Commission and serves to ensure the Company is able to recover
reasonable carrying costs, while also protecting customers from accruing large balances
of carrying costs on deferred expenses. However, we also agree with Public Counsel and

3 See In re: the Petition of Pacific Power & Light Company for an Order Approving Deferral of
the Costs Associated with the Clean Energy Transformation Act, Docket UE-210414, Order 01 at
2, 97 (“Circumstances that qualify as extraordinary are beyond the company’s control and
generate costs that have a material impact on a company’s financial results.”) See also Wash.
Utils. & Transp. Comm’n. v. Nw. Nat. Gas Co., Docket UG-080519, Order 01, 3, 4 7 (May 2,
2008). (“[D]eferred amounts must be of a magnitude such that recording the costs under the
Federal Energy Regulatory Commission’s uniform system of accounts has a material impact on
company earnings.”)
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AWEC that certain carrying costs should be determined when those carrying costs begin
to accrue at “go live.”

We also agree with Staff and deny deferral of depreciation expense associated with the
ERP project but will allow project related operating expenses on the system to be
deferred until the project is placed into service without a carrying charge. Deferral of
depreciation at a time when the project is not in service is generally discouraged.
Accordingly, we decline to authorize deferral of depreciation expense associated with the
ERP, but we agree with the Company that other project related expenses on ERP
investments should be deferred without a carrying charge.

Finally, we agree with AWEC and Public Counsel that it is unclear whether cloud
expenses should be capitalized, but we also recognize the need for deferral as stated by
Avista. Accordingly, we find it appropriate to allow deferral of such costs at the actual
after tax cost of debt, adjusted semi-annually, leaving the issue of capitalization for
determination in a separate proceeding.

Accordingly we approve the following:

1. Deferral of the undepreciated net book value of existing enterprise technology at
the Company’s approved rate of return until the ERP “go live” date, at which time
any undepreciated expenses would be deferred and any associated carrying costs
will be determined at a later date;

2. Deferred accounting treatment for additional minimal capital expenditures in the
applications being replaced at the Company’s approved ROR until the ERP “go-
live,” at which time any undepreciated expenses would be deferred and the
Commission will determine any associated carrying charge at a later date;

3. Adoption of a 15-year depreciable life of implementation costs of the new ERP
platform system;

4. No deferral of depreciation expense but approve deferral of other project related
expenses on ERP investments without a carrying charge; and

5. Deferral of ERP costs for the cloud in a regulatory asset at actual after tax cost of
debt, adjusted semi-annually, addressing the issue of capitalization in a separate
proceeding.

For clarification, and as discussed at the open meeting, on item number two, we clarify
that additional capital expenditures for 2025 and 2026 shall not exceed the amounts



26

27

28

29

30

31

32

33

DOCKETS UE-250576 & UG-250577 PAGE 7
ORDER 01

already in rates, with additional costs for 2027 and 2028 being determined in the
Company’s next general rate case.

FINDINGS AND CONCLUSIONS

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

2) Avista is an electric and natural gas company and a public service company subject
to Commission jurisdiction. RCW 80.04.010.

3) WAC 480-07-370(3) allows companies to file petitions including that for which
Avista seeks approval.

4) Staff has reviewed the Petition in Dockets UE-250576 and UG-250577 filed on
July 1, 2025.

(5) Staff believes the proposed accounting order Avista requests is reasonable and
should be granted, subject to the conditions contained in paragraph 6.

(6) This matter came before the Commission at its regularly scheduled meeting on
October 9, 2025.

(7) After reviewing Avista’s Petition filed in Dockets UE-250576 and UG-250577 on
July 1, 2025, and giving due consideration to all relevant matters and for good
cause shown, the Commission finds that the Petition should be granted, subject to
the conditions contained in paragraph 24 of this Order.

(8) The Commission makes no determination as to prudence of the project at this
time and will consider prudence at a later time.
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THE COMMISSION ORDERS:
(1) Avista Corporation d/b/a Avista Utilities’ request to defer accounting treatment

)

€)

associated with its Enterprise Resource Platform, scheduled to be completed in
2028, is granted subject to the following conditions:

The Commission allows deferral of the undepreciated net book value of
existing enterprise technology at the Company’s approved rate of return until
the ERP “go-live” date, and the Commission will determine a carrying charge
for any remaining undepreciated amounts after “go-live” in a future
proceeding;

The Commission allows deferred accounting treatment for additional minimal
capital expenditures in the applications being replaced at the Company’s
approved ROR until the ERP “go-live” date, and the Commission will
determine a carrying charge for any remaining undepreciated amounts after
“go-live” in a future proceeding;

The Commission allows a 15-year depreciable life of implementation costs of
the ERP platform system;

The Commission rejects deferral of depreciation expenses but allows deferral
of other project related expenses for ERP investments without a carrying
charge; and

The Commission allows deferral of ERP costs in the cloud in a regulatory
asset at actual after-tax cost of debt adjusted semi-annually, addressing the
issue of capitalization in a separate proceeding.

This Order shall not affect the Commission’s authority over rates, services,
accounts, valuations, estimates, or determination of costs, on any matters that may
come before it. Nor shall this Order granting Petition be construed as an
agreement to any estimate or determination of costs or any valuation of property
claimed or asserted.

The Commission retains jurisdiction over the subject matter and Avista
Corporation to effectuate the provisions of this Order.
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DATED at Lacey, Washington, and effective October 10, 2025.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

BRIAN J. RYBARIK, Chair

" R

ANN E. RENDAHL, Commissioner

/AN

MILTON H. DOUMIT, Commissionet
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