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I. PARTIES
1. This Settlement Stipulation is entered into by Avista Corporation (“Avista” or the “Company”), the Staff of the Washington Utilities and Transportation Commission (“Staff”), the Public Counsel Section of the Washington Office of Attorney General (“Public Counsel”), Northwest Industrial Gas Users (“NWIGU”), Industrial Customers of Northwest Utilities (“ICNU”), and The Energy Project, jointly referred to herein as the “Settling Parties.”  The only remaining party is the NW Energy Coalition (the “Coalition”), who has indicated to the Settling Parties that they wish to pursue the issue of electric decoupling in Docket UE-110876 through further litigation, but do not otherwise oppose the remaining terms of this Settlement Stipulation
.  The Settling Parties agree that this Settlement Stipulation is in the public interest and should be accepted as a full resolution of all issues, as among themselves, in these dockets.  The Settling Parties understand this Settlement Stipulation is subject to approval of the Washington Utilities and Transportation Commission (the “Commission”).
II.  INTRODUCTION
2.
On May 16, 2011, Avista filed with the Commission certain tariff revisions designed to increase general rates for electric service (Docket UE-110876) and natural gas service (Docket UG-110877) in the State of Washington.  Avista requested an increase in electric base rates of $38.3 million, or 9.1 percent, and an increase in natural gas base rates of $6.2 million, or 4.0 percent.  On June 1, 2011, the Commission entered Order 01 suspending the tariff revisions and consolidating Dockets UE-110876 and UG-110877 for hearing and determination pursuant to WAC 480-07-320.  A Prehearing Conference Order (Order 04) issued on June 20, 2011, established a procedural schedule, among other things.  Representatives of all Parties appeared at a Settlement Conference on September 22-23, 2011, which was held for the purpose of narrowing the contested issues in this proceeding.  
3.
The Settling Parties have reached a settlement of all issues as among themselves in this proceeding and wish to present their agreement for the Commission’s consideration.  The Settling Parties therefore adopt the following Settlement Stipulation in the interest of reaching a fair disposition of the issues in this proceeding.
III.
AGREEMENT
A.
Revised Proposed Increase and Rate Effective Date

4.
The Settling Parties agree that Avista shall be authorized to implement rate changes designed to increase its annual revenues from Washington electric customers by $20.0 million (or 4.6 percent on average), and from Washington natural gas customers by $3.75 million (or 2.4 percent on average).  With the exception of Public Counsel, the Settling Parties agree that the rate changes identified herein should be effective with service on and after January 1, 2012
.

5.
For settlement purposes, and until the Commission establishes another figure for Rate of Return, the Settling Parties have agreed Avista will use a Rate of Return of 7.62% for purposes of booking “Allowance For Funds Used During Construction” (AFUDC)
 and as necessary for compliance filings.   The Settling Parties have explicitly not agreed on the specific capital structure ratios or the cost of capital components.

6.
Agreement on Specific Items Reflected in Revenue Requirement.  All numbers below are on a Washington allocated basis unless indicated otherwise:


a.)
Removal of Electric Energy Efficiency Load Adjustment (EELA):
In its original filing, the Company proposed an Energy Efficiency Load Adjustment (EELA) which restated weather-normalized test year loads of the Company's retail electric customers to reflect the Company’s measurement of the impact of programmatic electric energy efficiency efforts.     The Parties did not agree to the EELA, and it was removed from the revenue requirement, and the billing determinants were adjusted to remove the EELA, in this Settlement Stipulation.


b.)
Vegetation Management Expenses:



This adjustment reflects a decrease to the Company’s filed pro forma electric vegetation management expense to reflect test period electric distribution and transmission vegetation management expenses of $3.908 million.  The Company is currently required, effective for calendar year 2011 per Commission Order 07 in Docket UE-100467, to spend a minimum of $4.025 million annually for electric distribution and transmission vegetation management expenses.  Avista reports its vegetation management expenses to the Commission annually within the Company’s Commission Basis Report, and maintains a one-way balancing account to track any funds under-spent (below the $4.025 million for 2011).  In the event there are unspent funds for vegetation management in any given year, those unspent funds will be accounted for and spent in the subsequent year or credited back to customers.  This adjustment also decreases the required minimum annual spend level of $4.025 million to $3.908 million effective January 1, 2012.  


c.)
Administrative and General Expenses:



The Settling Parties have agreed to an overall proforma adjustment to the proposed test period Administrative and General Expenses of $1.235 million (electric) and $138,000 (natural gas).  The costs addressed by this adjustment include and/or are related to:
a) Allocation of executive labor costs to non-utility operations related to actual executive time spent on such
b) Level of executive incentive compensation, and costs associated with administration of the supplemental executive retirement plan (“SERP”)
c) Costs of non-utility related company airplane flights
d) Costs associated with the accounting audit, training, and reporting required by the Commission’s Final Order in UE-100467 and UG-100468
e) Extrapolation of certain A&G error rates identified through Avista’s internal accounting audit
f) Incorrectly-booked A&G expenses identified during discovery in this case
g) Various costs associated with lobbying and legislative activities
h) Costs associated with promotional advertising, marketing, and corporate imaging
i) Various meal, entertainment, and meeting expenses
j) “Wattson” campaign costs booked to general rate accounts
k) Various expenses with dual shareholder/ratepayer benefits
l) Certain expenses associated with Board of Directors’ meetings
m) Charitable donations

The Company and the other Settling Parties reserve the right to address the appropriateness of expenses set forth above in any future proceeding, except where recovery is prohibited by law. 
d.)
BPA Parallel Operation Agreement
This adjustment increases transmission revenues to reflect a settlement agreement between the Company and the Bonneville Power Administration (BPA).   In 2010, the Company reached agreement with the BPA regarding BPA’s use of the Avista transmission system in prior years to support the integration of wind in southeastern Washington.  The agreement included a one-time settlement amount of $1,177,000 (system), which was recorded in 2010 operating revenues.  In its direct filed case the Company removed this revenue from its pro forma transmission revenues.  This adjustment (in the Settlement Stipulation) increases transmission revenues by $256,000
 to reflect the first year (2012) of a three-year amortization of the Washington portion ($767,000) for ratemaking purposes of the revenue received through this agreement with BPA. 



e.)
Transmission Line Ratings Confirmation Plan: 

This adjustment amortizes the Transmission Line Ratings Confirmation Plan (“TLRC Plan”) expenses over a three-year period beginning January 1, 2012.  The Avista TLRC Plan is a three-year program designed to address compliance with certain North American Electric Reliability Corporation (“NERC”) standards. The overall cost of the three-year plan (beginning in late 2011) is expected to be approximately $2,945,000 System (the Washington portion is approximately $1,919,000).  The total Washington portion of the plan will be deferred, with deferred costs being amortized over a three-year period beginning January 1, 2012, or approximately $640,000 annually
, with no carrying charge on the unamortized balance.  Washington’s portion of the TLRC Plan will be allocated to the Washington jurisdiction based on the Production/Transmission allocation percentages in place at the time the deferrals are made. Account 182.3 – Other Regulatory Assets would be debited, and Account 407.4 – Regulatory Credits would be credited as the deferrals are recorded.  Amortization would be recorded by debiting Account 407.3 – Regulatory Debits, and crediting Account 182.3 – Other Regulatory Assets.  Parties have the right to a full review of the actual amounts sought for deferral and amortization including prudence review.
f.)
Jackson Prairie (JP) Storage:
In the Settlement Stipulation approved by the Commission in Dockets UE-100467 and UG-100468, the Parties agreed that the revenue requirement associated with Avista’s rate of return applied to the actual balance of the additional JP working gas inventory applicable to Washington gas operations shall be calculated as a deferred cost beginning May 1, 2011, to be recovered in the Company’s future PGA filings starting with Avista’s fall 2011 PGA filing, until recovered in base rates in a subsequent general rate case.  In addition, the additional operations and maintenance costs would be recorded in the Company's PGA deferrals for later recovery in rates until those costs are included in base retail rates.    The Parties have agreed in this Settlement Stipulation that the additional JP working gas inventory, as well as additional operations and maintenance costs, would be included in base rates and would no longer be recovered in future PGA filings, except for those deferred costs incurred prior to January 1, 2012 and have agreed that the 13 percent allocation made for system balancing for JP, reflecting the May 1, 2011 capacity addition, is appropriate. 
7.
Smart Grid.  The reflection of any costs associated with smart grid investments in the proposed revenue requirement should not be construed as providing a prudence determination as to those investments, nor should it indicate any pre-approval of future investments and/or costs.  All parties reserve the right to challenge any future smart grid-related expenditures.

8.
ERM Authorized Amounts.  Appendix 1 sets forth the agreed-upon level of power supply related expenses and revenues, retail load and retail revenue credit resulting from this Stipulation, that will be used in the monthly Energy Recovery Mechanism (“ERM”) calculations.  It includes updated natural gas costs and short-term contracts, which were taken into account when arriving at the agreed-upon electric revenue requirement.
9.
Natural Gas Decoupling Baseline and Application.  Pursuant to the Commission’s order initially adopting the Avista decoupling pilot, In Re Petition of Avista Corp., Order 04, Docket UG-060518, paragraph 49, the baseline for the natural gas decoupling mechanism has been updated so as to use the test year employed in this rate case proceeding.  The update of the baseline is reflected in Appendix 2.  The Settling Parties agree that Schedule 159 shall continue in effect for Avista’s natural gas customers with the update of the baseline reflected in Appendix 2.  
B.
Deferred Accounting for Maintenance Costs of Colstrip and Coyote Springs 2.
10.
In order to address the variability in year-to-year maintenance costs, beginning in 2011 the Company will be allowed to defer changes in maintenance costs related to its Coyote Springs 2 (CS2) natural gas-fired generating plant located near Boardman, Oregon, and its fifteen (15) percent ownership share of the Colstrip 3 & 4 coal-fired generating plants located in southeastern Montana
.  The Company will compare actual, non-fuel, maintenance expenses for the Coyote Springs 2 (FERC Accounts 551-554) and Colstrip 3 & 4 (FERC Accounts 510-514) plants with the amount of the same expenses identified as the baseline in the applicable deferral year, and defer the difference from that baseline
.  The deferral will occur annually, with deferred costs being amortized over a four-year period beginning in January of the year following the year the costs are deferred.  There will be no carrying charge on the unamortized balance.  The amount of expense to be included for recovery in future general rate cases would be the actual maintenance expense recorded in the test period, less any amount deferred during the test period, plus the amortization of previously deferred costs.   The Company would defer the maintenance expenses referenced above in Account 182.3 – Other Regulatory Assets.  The deferral would be allocated to the Washington jurisdiction based on the Production / Transmission allocation percentages in place at the time the deferrals are made, and placed in a separate Washington sub-account.  Account 182.3 – Other Regulatory Assets would be debited, and Account 407.4 – Regulatory Credits would be credited as the deferrals are recorded.  Amortization would be recorded by debiting Account 407.3 – Regulatory Debits, and crediting Account 182.3 – Other Regulatory Assets.  Parties have the right to a full review of the actual amounts sought for deferral and amortization including prudence review.  
C.
Rate Spread/Rate Design

11.  
Electric Rate Spread/Rate Design:
a) Electric Cost of Service/Rate Spread – The Parties agreed to a 10 percent movement towards unity based on the Cost of Service results from the original filing for purposes of spreading the revised revenue requirement, as shown on Page 1 of Appendix 3.  The Parties, however, did not agree on any specific Cost of Service methodology, nor approve any change in methodology for use in future general rate cases.  

b) Electric Rate Design –

(i.) The Residential Basic Charge would remain at the current level of $6.00 per month.

(ii.) For the rate design of Schedule 25, the basic charge would increase from $12,500 to $14,000, for the first 3,000 kVa or less, and there would be a uniform percentage increase applied to the first two energy block rates, and the increase to the third block rate will be equal to 0.5 times the percentage increase applied to the first two blocks.  In addition, the demand charge would increase from $4.00 to $4.25, for kVa over 3,000 per month, and the Primary Voltage Discount for 115 kV would increase from $1.30 to $1.35 per kVA per month.  
(iii.) The Rate Design for other Schedules would be as proposed by Avista in its original filing:

· Schedule 1 would have a uniform percentage increase for the blocks.

· Schedule 11 would have an increase in the Basic Charge from $10.00 to $12.00 per month,  an increase in the first block and a decrease in the second block to resolve a rate design issue discussed in the Company’s filing (Pages 12-15 of Ehrbar Direct Testimony).  In addition, the demand charge would increase from $5.00 to $5.75 per kilowatt for all demand in excess of 20 kW per month.

· Schedule 21 would have an increase in the Basic Charge from $350 to $400 per month, for the first 50kW or less, and a uniform percentage increase to blocks.  In addition, the demand charge would increase from $4.75 to $5.25 per kilowatt for kW over 50 per month.
· Schedule 31 would have an increase in the Basic charge from $7.75 to $10.00 per month, and there would be a uniform percentage increase to blocks.

· Street and Area Lighting would see a uniform percentage increase.
12. 
Natural Gas Rate Spread/Rate Design:

a) Natural Gas Cost of Service/Rate Spread – For purposes of spreading the revised revenue requirement as shown on Page 4 of Appendix 3, the Parties agree to apply an equal percentage of margin increase to all gas service schedules, except Schedule 146 (Transportation Service).  Schedule 146 will receive two-thirds of an equal margin increase, with the residual one-third allocated proportionately (based on margin) to the other schedules. 

b) Natural Gas Rate Design

(i.) The Residential Basic Charge will remain at the current level of $6.00 per month.
(ii.) Schedule 146 would have an increase in the Basic Charge from $225 to $250 per month, and a uniform percentage increase to all blocks.
(iii.) The Rate Design for other Schedules would be as proposed by Avista in its original filing:

· Schedule 111 would have an increase in the monthly Minimum Charge based on Schedule 101 rates (breakeven at 200 therms), and a uniform percentage increase to blocks 2 and 3.

· Schedule 121 would have an increase in the monthly Minimum Charge based on 101 rates (breakeven at 500 therms), and a uniform percentage increase to blocks 2-4, with no change to block 5.

· Schedule 131 would have a uniform percentage increase to blocks.

D.
Low Income Rate Assistance Program (LIRAP) Funding:

13.
The Parties agree to adjust the LIRAP portion of the tariff riders (Schedules 91 and 191) to provide an increase in annual funding of $370,000 to direct low-income energy bill (rate) assistance.  In addition, $180,000 of existing annual funding currently allocated to Conservation Education would be reallocated on an annual basis to direct low-income energy bill (rate) assistance.  The result of the increase in new funding and reallocation of existing funding is an overall increase of $550,000 in direct energy bill (rate) assistance.  With this increase, the annual funding level for electric low income customers would be approximately $3.6 million, and approximately $1.8 million for natural gas low income customers.  Appendix 4 identifies the tariff rider adjustments to Schedules 91 and 191 (in ¢/kWh and ¢/therm) to reflect increased levels of funding for LIRAP.  As a part of its compliance filing for this rate case, the Company would file revised Schedule 91 and 191 tariffs consistent with the changes identified in Appendix 4.  Settling Parties reserve the right to argue for different levels of funding in Avista’s next general rate case.
E.
Effective Date:

14.
As an integral part of this Settlement, the Settling Parties, with the exception of Public Counsel as noted above, have agreed that the new rates shall be implemented on January 1, 2012, and support a modification of the procedural schedule to accommodate such a date.  
F.
Next General Rate Case:
15.
The Company will not file a general rate case in the Washington jurisdiction before April 1, 2012.    In addition:

· Avista agrees to begin separately accounting for all internal and external costs related to preparation, filing, and litigation of Washington general rate cases.  The Company will present the overall amount of test year rate case expenses, including but not limited to internal labor costs, administrative and production costs, and costs of outside services, beginning with the 2012 test year.

· Pursuant to the Commission’s Final Order in Docket UE-100467 and UE-100468, Avista shall perform an annual internal audit for accounting practices in each of the three years following the issuance of that Final Order, and shall prepare a report regarding the results of such audit.  The Company shall provide to the Parties the results of its annual audit(s), as well as all internal and external costs associated with performing the audit(s) and preparing the report(s).
G.
Unresolved Issue of Electric Decoupling:
16.
The Northwest Energy Coalition has indicated to the Settling Parties that it wishes to pursue the issue of electric decoupling in Docket UE-110876 through further litigation.  It is the understanding of the Settling Parties that the Coalition does not otherwise object to the implementation of the agreed-upon revenue requirement on January 1, 2012, or other terms of this Settlement.  Accordingly, by separate motion, the Settling Parties will request a prehearing conference to address the process and schedule by which the Commission will review the Settlement Agreement, the status of the full decoupling issue in this docket, and related procedural issues
.  
IV.
EFFECT OF THE SETTLEMENT STIPULATION
17.
Binding on Settling Parties.  The Settling Parties agree to support the terms of the Settlement Stipulation throughout this proceeding, including any appeal, and recommend that the Commission issue an order adopting the Settlement Stipulation contained herein.  The Settling Parties understand that this Settlement Stipulation is subject to Commission approval. The Settling Parties agree that this Settlement Stipulation represents a compromise in the positions of the Settling Parties.  As such, conduct, statements and documents disclosed in the negotiation of this Settlement Stipulation shall not be admissible evidence in this or any other proceeding.
18.
Integrated Terms of Settlement.  The Settling Parties have negotiated this Settlement Stipulation as an integrated document.  Accordingly, the Settling Parties recommend that the Commission adopt this Settlement Stipulation in its entirety.  Each Party has participated in the drafting of this Settlement Stipulation, so it should not be construed in favor of, or against, any particular Party. 

19.
Procedure.  The Settling Parties shall cooperate in submitting this Settlement Stipulation promptly to the Commission for acceptance. The Settling Parties shall make available a witness or representative in support of this Settlement Stipulation.  The Settling Parties agree to cooperate, in good faith, in the development of such other information as may be necessary to support and explain the basis of this Settlement Stipulation and to supplement the record accordingly.

20.
Reservation of Rights.  The Settling Parties agree to stipulate into evidence the prefiled direct testimony and exhibits of the Company as they relate to the stipulated issues, together with such evidence in support of the Stipulation as may be offered at the time of the hearing on the Settlement. If the Commission rejects all or any material portion of this Settlement Stipulation, or adds additional material conditions, each Settling Party reserves the right, upon written notice to the Commission and all parties to this proceeding within seven (7) days of the date of the Commission’s Order, to withdraw from the Settlement Stipulation.  If any Settling Party exercises its right of withdrawal, this Settlement Stipulation shall be void and of no effect, and the Settling Parties will support a joint motion for a procedural schedule to address the issues that would otherwise have been settled herein. 

21.
Advance Review of News Releases.  All Settling Parties agree:

(i.) to provide all other Settling Parties the right to review in advance of publication any and all announcements or news releases that any other Party intends to make about the  Settlement Stipulation.  This right of advance review includes a reasonable opportunity for a Settling Party to request changes to the text of such announcements.  However, no Settling Party is required to make any change requested by another Settling Party; and, 

(ii.) to include in any news release or announcement a statement that Staff’s recommendation to approve the settlement is not binding on the Commission itself.  This subsection does not apply to any news release or announcement that otherwise makes no reference to Staff.
22.
No Precedent.  The Settling Parties enter into this Settlement Stipulation to avoid further expense, uncertainty, and delay.  By executing this Settlement Stipulation, no Settling Party shall be deemed to have accepted or consented to the facts, principles, methods or theories employed in arriving at the Settlement Stipulation, and, except to the extent expressly set forth in the Settlement Stipulation, no Settling Party shall be deemed to have agreed that such a Settlement Stipulation is appropriate for resolving any issues in any other proceeding.

23.
Public Interest.  The Settling Parties agree that this Settlement Stipulation is in the public interest. 

24.
Execution.  This Settlement Stipulation may be executed by the Settling Parties in several counterparts and as executed shall constitute one Settlement Stipulation.
Entered into this ______day of September, 2011.
Company:


By: ________________________________
David J. Meyer

VP, Chief Counsel for Regulatory and Governmental Affairs
Staff:



By: ________________________________
Donald T. Trotter
Assistant Attorney General

Public Counsel:

By: ​​​​​​​​​​​​​​​​​​​________________________________
Sarah A. Shifley
Assistant Attorney General

NWIGU:


By: ________________________________
Chad M. Stokes
Cable Huston Benedict
Haagensen & Lloyd LLP

ICNU:



By: ________________________________

Melinda Davison
Davison Van Cleve, P.C.

The Energy Project:

By: ________________________________
Ronald Roseman

Attorney at Law
















































































































































































































































































































































































































































































































































�. The Settlement Stipulation, under WAC 480-07-730, bears the indicia of both a “partial settlement” and a “multiparty settlement” as those terms are defined therein.  Because the Coalition has indicated that they only want to preserve the issue of electric decoupling for further litigation in Docket UE-110876 and do not oppose the remaining terms of the Settlement (but are not willing to actually sign the Stipulation), the Settlement, in effect, is “partial” (i.e., “agreement of all parties on some issues”) and “multiparty” ( i.e., “agreement of some, but not all, parties on one or more issues”).


� Public Counsel does not support the proposed rate effective date, however, it is not challenging the overall settlement on this basis.


�   Consideration of any ROE adjustment related to decoupling would be at issue with any decoupling proposal.


� See Appendix 1 which reflects this amount spread over a one-year period.


� The actual amortization expensed annually may vary slightly based on the actual  TLRC Plan expenses.


� Public Counsel takes no position on this issue but does not challenge the overall settlement on this basis.


� The baseline maintenance expenses will be $9.123 million for 2009 and $6.419 million for 2010, based on maintenance expense for the respective years.  Consistent with 2009 and 2010 baseline amounts, the baseline for future years will include FERC Maintenance Accounts 551-554 (CS2) and FERC Maintenance Accounts 510-514 (Colstrip 3 &4), Company Organization Codes C06 (CS2) and N06 (Colstrip 3 & 4), and will exclude internal Company labor. For deferral purposes, the 2009 baseline amount will be compared to the actual 2011 maintenance expense amount.  The 2010 baseline amount will be compared to the actual 2012 maintenance expense amount, and for succeeding periods until a new baseline is established in a future rate proceeding.  


�. Should the Commission conclude that further proceedings in Docket No. UE-110876 should be conducted for purposes of addressing any electric decoupling proposal by the Coalition, the Settling Parties reserve the right to contest such proposals or provide alternative proposals.





SETTLEMENT STIPULATION – 16

