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BEFORE THE
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

WASHINGTON UTILITIES AND )
TRANSPORTATION COMMISSION, ) DOCKET UE-240891
)
Complainant, ) POST-HEARING BRIEF OF AVISTA
V. ) CORPORATION
)
AVISTA CORPORATION, d/b/a AVISTA )
UTILITIES, )
)
Respondent. )

COMES NOW, Avista Corporation (hereinafter “Avista” or the “Company”), by and
through its undersigned attorney, and respectfully submits this Post-Hearing Brief in the above-

captioned matter.

I. INTRODUCTION

Avista is doing what the law (the Clean Energy Transformation Act (CETA)) tells us to do
(remove Colstrip) and what the law allows (recover Colstrip costs). Nothing more. Nothing less.

Throughout this process, Avista has always acted in good faith, with the best interests of
its customers at heart. In the process, Avista has been a “good steward” of an important resource
(Colstrip) which has delivered cost-effective power and energy to Avista’s customers for decades.
Its time, however, has come and gone. CETA tells us that. In the orderly wind-up of its affairs,

Avista is following the letter and spirit of the law. It should not be punished for doing so.
In this proceeding, the Commission should find:

° It was reasonable and appropriate for Avista to transfer its ownership rights
to NorthWestern Energy (NWE) in the manner in which it did.

° No additional Commission approvals were required to effectuate the
transfer.
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° In the “winding down” of its affairs vis-a-vis Colstrip, Avista demonstrated
vigilance, with an eye toward cost-control, operating within the voting and
ownership constraints present at the time.

° The capital additions during this interim period (2024 and 2025) prior to the
transfer to NWE, were prudent and necessary to maintain the plant in good
working order, as required by the terms of the agreement with NWE.

° In the process of “winding down,” Avista worked hard to eliminate or
reduce its share of costs that did not provide benefits to its customers,
reducing its Washington share of requested recovery from $10.8M to
$7.7M, as made possible by a negotiated Letter Agreement with NWE that
removed costs for long-lived improvements that provided no benefit to
Avista’s customers.

° For its part, Staff would allow $5.6M of the $7.7M requested cost recovery
for a difference of $2.2M; other parties would allow recovery of amounts
ranging from $3M (AWEC) to $2M (NWE). Any of these disallowances
would mean a “write-off” for Avista, with no possibility of offsetting with
other sources such as Production Tax Credits (PTC). Such an outcome is
not what the law intended.

° In the end, the Commission should recognize the implicit bargain struck by
CETA: removal of Colstrip from Avista’s resource stack, in return for fair
cost recovery of prudently-incurred costs in doing so.

II. SUMMARY OF PARTIES’ POSITIONS

Avista’s revised position on total Colstrip 2024 and 2025 capital investment to be included
for recovery in Schedule 99 in calendar 2025 totals $7.7 million (Washington’s share). This
amount reflects a $3.1 million reduction, accounting for the removal of $1.2 million of investment
cost prorated to NWE, $1.8 million in investment deemed not used and useful by December 31,
2025 and assigned to NWE, and the exclusion of $65,000 in SmartBurn investments that were
mistakenly included in the Company’s initial filing.'

In contrast Staff, AWEC and NWEC have proposed Colstrip 2024 and 2025 capital
investment recovery amounts of $5.6 million, $3.0 million and $2.0 million, respectively. For its
part, Public Counsel did not provide an amount for recovery, only testimony stating all capital

investment should be prorated instead of fully recovered in rates.> Approval by the Commission

' Exh. EMA-1CT at 3:15-28.
2 Exh. JMD-ICT, p. 3: 11-14.
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of proposals by Staff or other parties’ recommended levels would result in an immediate write-off
in 2025 for Avista, ranging from $2.2 million (Staff) to $5.8 million (NWEC). Any Commission-
ordered disallowance in this Docket will impact Avista’s 2025 actual earnings, sending a negative
signal to our rating agencies, in particular. Avista’s shareholders, instead, would have to absorb
these costs, when all Avista was attempting to do was to simply carry out the mandate of CETA.
In the end, Avista has been a “good actor” in its efforts to comply with the law.

The current level of 2024 and 2025 plant additions included in Avista’s Schedule 99 rates
that went into effect January 1, 2025, subject to review and refund was approximately $17.0
million, with Washington’s allocated share of $10.8 million included in Avista’s initial 2025
Schedule 99 currently in effect. In its rebuttal, detailed by Mr. Kinney, Avista has revised its
position to include approximately $12.0 million in system-wide Colstrip plant investments for
2024 and 2025, with $7.7 million allocated to Washington. This represents a $4.8 million reduction
in total system investment and a $3.1 million decrease in Washington’s share. The adjusted
Washington allocation will be reflected in Avista’s Schedule 99 compliance filing for 2025, which
will present the final approved costs and revenue requirement following the close of the 2025 fiscal
year.?

As shown in Table No. 1 of Ms. Andrews’ Rebuttal Testimony, the reduction of $3.1
million for Washington share of 2024 and 2025 investment ($4.9 million system) reflects the
removal of three general categories of disputed investments: (1) the removal of $65,000 in
SmartBurn-related investment mistakenly included in the Company’s initial filing; (2) $1.2 million
of investment prorated to NWE; and (3) $1.8 million in investment deemed not used and useful by

December 31, 2025, and therefore assigned to NWE.*

Exh. EMA-ICT at 6-7.
4 Exh. EMA-1CT at 7-8.
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III. IT WAS REASONABLE FOR AVISTA TO ABANDON ITS OWNERSHIP RIGHTS
TO NORTHWESTERN ENERGY (NWE) FOR NO MONETARY COMPENSATION

Public Counsel’s® and AWEC’s® claim that Avista should be paid a fair value for its 15%
share in Colstrip Units 3 and 4 is without merit. AWEC’s and Public Counsel’s argument is based
on an opinion that if the Colstrip Plant has any value, then Avista should have secured such value
in the form of a purchase price from NorthWestern.

The value of Colstrip Units 3 and 4 must be taken in context with the practical limitations

of Avista’s ownership rights in the plant as testified by Mr. Kinney:

Avista’s decision to convey its ownership interest in Colstrip Units 3 and 4
to NorthWestern for no monetary consideration is both commercially
reasonable and legally defensible when evaluated against the unique
regulatory, financial and transactional constraints that foreclosed any
alternative capable of creating positive value for Avista’s customers.’

There are various reasons why the transfer is appropriate and minimizes future risks to
Avista’s customers: legal requirements for upcoming material upgrades to the facility; weakened
negotiating strength due to CETA requirements; limited availability of willing counter-parties; and
Avista’s need to maintain its full ownership rights in the Colstrip Transmission System.

The looming obligation to comply with the federal Mercury and Air Toxics Standards
(“MATS”) rendered the Colstrip Units 3 and 4 into a rapidly depreciating, if not outright negative-
value asset. This looming obligation was real and substantial at the time Avista entered into the
Abandonment and Acquisition Agreement (AAA) in 2023, irrespective of where things stand at
this time.%/°

As noted by Mr. Kinney, every credible counterparty would have demanded the converse:

that Avista retain partial liability or provide a financial backstop. In that environment, the assets’

Exh. JMD-IT at 7-9.

Exh. BGM-1T at 7-9.

Exh. SJK-11CT at 3:19-23.

For example, January 2025 estimated costs of MATS compliance ranged from $459,000,000 to $597,000,000
(Exh. SJK-11CT at 4:17-19).

®  Exh. SJK-11CT at 4:10-19.

® 9 o W
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fair market value was already demonstrably negative, and any attempt to monetize it would have
imposed a greater burden on Avista’s Washington customers than an outright abandonment.'°

Every prospective counterparty knew that Avista’s only alternative to a consensual transfer
was either immediate shutdown of a facility that Avista only has a 15% voting share in and that it
would require a unanimous vote to permanently close, or an expensive non-operating status that
would saddle Avista with unrecoverable decommissioning obligations as well as ongoing
contractual obligations for operations and maintenance expenditures.'! The result created an
extreme de facto buyers’ market for Colstrip in which the only realistic consideration Avista could
extract was the transferee’s assumption of future liabilities, as testified to by Mr. Kinney.'?

The necessity of consummating a transaction on an expedited schedule compounded
Avista’s lack of leverage: counterparties could reasonably infer that Avista was price-inflexible
because any prolonged negotiation risked regulatory non-compliance and potential enforcement
exposure. By the time NWE and Talon emerged as the only entities both interested and
operationally capable of succeeding to Avista’s interest, the window for parallel negotiations with
alternative buyers had effectively closed.'

Avista also had a continuing need to preserve its contractual and physical rights on the
Colstrip Transmission System. According to Mr. Kinney, “the transmission rights constitute a
valuable and versatile asset that supports Avista’s import of carbon-free power from the Mountain
West.”!'* Any transaction that unduly encumbered, subordinated, or alienated those rights would
have impaired Avista’s ability to comply with both its resource adequacy obligations and its clean-
energy targets. Potential purchasers that sought to bundle generation ownership with a

proportionate slice of transmission capacity were therefore non-starters.

The situation was summed up nicely by Mr. Kinney:

10 Id. at 5:4-7.
11 1d. at 5:9-21.
12 Tbid.

13 Exh. SJK-11CT at 6:5-10.
14 1d. at 6:15-21.
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The negotiating posture with NWE was consequently binary: convey the
generation interest for zero financial consideration or retain it and shoulder
escalating environmental compliance and continue to absorb stranded-asset
costs as well as ongoing contractual obligations to purchase fuel (coal) for
the facility and ongoing operating and maintenance costs for a facility
Avista could never again dispatch for its Washington customers.!?

All of these factors compel the conclusion that abandonment for no value was the least-
cost, least-risk option available to Avista and its customers. The transaction extricated Avista from
imminent MATS compliance liabilities, satisfied the statutory coal-elimination mandate, and
preserved valuable transmission entitlements. Any hypothetical alternative would have required
Avista to retain a non-economic asset, pour capital into environmental controls it could never
recover, or surrender transmission benefits needed to ensure adequate energy supply, that are worth
tens of millions of dollars annually.'¢

In the process, Avista has shielded its customers from the certainty of future losses by
transferring a liability at the precise moment the market for coal assets reached structural
obsolescence. Abandonment is therefore squarely aligned with the public interest: it minimizes
costs, mitigates environmental exposure, and hastens the transition to a cleaner, more reliable
energy portfolio.!”/!8

The plant must operate based on committee decision, making any “merchant use” of
Avista’s 15% slice of ownership untenable, as otherwise suggested by AWEC.!"” This is
particularly important because, unlike a combined cycle plant owned entirely by the Company,

Avista would not control the dispatch decisions.” CETA was passed to move towards clean

energy. AWEC’s suggestion to continue supporting the 40-year-old coal plant's operation as a

15 Exh. SJK-11CT at 7:1-8.

16 1d. at 7:9-20.

17" 1d. at 7-8.

Neither AWEC nor Public Counsel provided any evidence contradicting the factors described above, and neither
party even suggested an appropriate value Avista could have otherwise obtained for the asset.

1 Exh. BGM-ICT at 8.

20 Exh. SJK-11CT at 8:9-14.
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merchant plant seems contrary to the intent of CETA and Washington’s clean energy policy
mandate.?!

There is no obligation for Avista to seek Commission approval of the Abandonment and
Acquisition Agreement (AAA), and AWEC is alone in recommending that the Commission direct
Avista to obtain such approval.”> AWEC argues, rather ironically, that RCW 80.12.020 requires
Avista to seek approval of its transfer of its remaining Colstrip ownership to NWE on
December 31, 2025. This is ironic because RCW 80.12.020 governs the sale, lease, assignment or
other transfer of facilities that are “necessary or useful in the performance of its duties to the
public...” As of January 1, 2026, as AWEC knows, Colstrip will not be necessary or useful in the

performance of any of Avista’s duties to the public.”* CETA tells us that.?*

IV. THE FULL UNDEPRECIATED VALUE OF THE CAPITAL INVESTMENTS
MUST BE RECOVERED UNDER CETA

NWEC argues that a fossil fuel generating resource must have been retired from service to

be recovered in rates. Ms. McCloy’s reading contradicts the plain reading of the statute,* which

states:
3) The commission must allow in rates, directly or indirectly,
amounts on an investor-owned utility's books of account that the
commission finds represent prudently incurred undepreciated investment
in a fossil fuel generating resource that has been retired from service
when:

(a) The retirement is due to ordinary wear and tear, casualties,
acts of God, acts of governmental authority, inability to
procure or use fuel, termination or expiration of any
ownership, or a[n] operation agreement affecting such a
fossil fuel generating resource; or

(b) The commission finds that the retirement is in the public
interest. (Emphasis added)

21 1d. at 9:7-10.

22 Exh. BGM-ICT at 5.

2 An amendment to the Acquisition and Abandonment Agreement clarified that the precise time of transfer is
12:00 a.m., January 1, 2026. (See Exh. 30C)

24 Exh. SJK-11CT at 10:1-4.

25 RCW 19.405.030(3) (emphasis added).
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The legislature is clearly requiring the Commission to allow in rates those costs from a “generating
resource that has been retired from service” and clearly defining “retirement” to include
“termination or expiration of any ownership.”

The statute also allows the Commission to approve Avista’s request to recover its

investments, even if their depreciable lives extend beyond 2025, as testified to by Mr. Kinney:

First, section (3) of the statute allows for recovery of undepreciated
investment of fossil fuel generating resources. Therefore, undepreciated
investment is the very thing at issue in this proceeding; second,
Section (3)(a) indicates that termination of ownership is a reason for the
Commission to allow recovery of undepreciated plant. It is this transfer of
ownership, which was entered into because of CETA, that will be the cause
of any undepreciated plant. Finally, Avista’s recovery of undepreciated
investment in Colstrip is also allowed under section (3)(b) of the statute,
which provides such treatment if the retirement of the facility is in the public
interest.?®

Accordingly, it is well within the Commission’s authority to approve recovery of the full
value of the Colstrip investments that are or will be placed in service in 2024 and 2025, regardless
of their depreciable lives. All expenses need not be fully depreciated by December 31, 2025,
because the legislature gave the Commission the authority to allow recovery of “investments” that
had not been recovered as a result of accelerated depreciation.?’

It is also appropriate to use an accounting definition of retirement. An accounting definition

is more appropriate since the statute references “depreciation schedules,”*®

which is an accounting
concept, and depreciation studies — which are used to develop depreciation schedules — utilize the
accounting definition of “retirement.” Avista witness, Ms. Andrews, speaks to this in her

testimony.” As explained by Ms. Andrews, there is an important distinction between the

requirement that the Commission ‘“accelerate depreciation” to December 31, 2025 (under

26 Exh. SJK-11CT at 11:3-19.

27 The authority to allow recovery of undepreciated investment is not “book ended” at December 31, 2025, as is the
directive to require accelerated depreciation. This evidences legislative intent to allow recovery of undepreciated
investment that could go beyond the date by which the plant is “retired from service.”

28 RCW 19.405.030(2): “The Commission must accelerate depreciation schedules . . ..”

2 Exh. SJK-11CT at 12:1-5.
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RCW 19.405.030(2)), and the discretion given the Commission to allow recovery of
“undepreciated investment” when a plant is “retired from service.”>°

Ms. Andrews also notes that the definition of “retire” provided by the Financial Accounting
Standards Board (“FASB”) and Generally Accepted Accounting Principles (“GAAP”) supports
the accounting definition used by Avista. The master glossary of the FASB Accounting Standards
Codification (“ASC”), which codifies GAAP, defines “retirement” as: “. . . that asset is no longer

under the control of that entity . . . 3! And to provide consistency within the State of Washington,

the Office of the Washington State Auditor defines retirement as:

Retirement of a tangible asset (retirement encompasses its sale,
abandonment, recycling or disposal in some other manner) . . ..>?

As can be seen when using these appropriate definitions of retirement, the Abandonment
and Acquisition Agreement between Avista and NWE (“divestiture”) clearly meets the definition
of a retirement for Avista and the definition of the type of retirement contemplated by the

legislation.’

V. AVISTA’S EXERCISE OF ITS VOTING RIGHTS (“AS DIRECTED”) IS NOT
DISPOSITIVE: RATHER. ITS ACTIONS DEMONSTRATED VIGILANCE DURING
THE BUDGETING PROCESS

To begin with, Mr. Kinney reminds us that it is well within reason to allow recovery of the
full costs of the investments given that (1) the investments occurred under existing operating
agreements that have been in place since 1981 and that have never been deemed imprudent;
(2) Avista acted reasonably under the confines of the prudent agreements to avoid unnecessary
investments; and (3) even at the full value of the capital investments, Avista’s customers still
benefit from the investments as demonstrated by the over-arching cost benefit of keeping Colstrip

in service through the end of 2025, as discussed elsewhere.*

30 1d.at 11: 1 —28; Andrews, Exh. EMA-1CT at 19:18-21.
31 M

32 Exh. EMA-1CT at 20:10-11.

33 Exh. EMA-1CT at 20:1-15.

34 Exh. SJK-11CT at 13:12-18.
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NWEC contends, however, that Avista should not have “given away its voting rights” in
the 2023 AAA.3> Mr. Kinney provided context for Avista’s exercise of its voting rights during
2024 and 2025. In the ordinary course of business, it is not uncommon (indeed, it is to be expected)
that the purchaser of an operating facility would insist on the delivery of the asset to be in good
working order at closing (January 1, 2026); to that end, it is common-place for the purchaser to
“direct” the voting of the seller to satisfy itself that the plant would be delivered in good working
order, not only at closing but for the foreseeable future. “No reasonable purchaser would allow the
plant to be starved of needed capital investment in the meantime, so it has to somehow play catchup
on needed investments for years to come,” according to Mr. Kinney. 3

This is not a situation where the purchaser (NWE) was trying to “load up” on unnecessary
capital investments in the near term, to later provide benefits in future years at the expense of the
seller. For perspective, Avista’s direct testimony demonstrated that the overall level of capital
spending for 2024 and 2025 was at a level consistent with prior years. (See Kinney Direct at
Exh. SJK-1T at 9-10). This belies any notion that the purchaser (NWE) was requesting levels of
capital investment beyond the ordinary course of business. Exh. SJK-11CT at 14:7-12.

The other parties have not demonstrated that any of the 2024 and 2025 investments were
unnecessary for the ongoing operation of the plant, nor was there any suggestion of bad faith. At
the end of the day, Avista had a legal obligation to deliver the plant in good working order,
consistent with sound maintenance practices.

Avista and the other minority owners have been operating under a voting arrangement that,
since the inception of Colstrip, prevented a minority owner from obstructing the will of the
majority interests. For context, utilities, of necessity, must often partner-up with other owners to

make construction of a large plant (generation or transmission) feasible for the benefit of its

35 Exh. BTC-1CT at 18.
36 Exh. SJK-11CT at 14:1-6.
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customers through economies of scale. These arrangements are common in the industry and are

well-understood to benefit customers of the utilities involved.’” Mr. Kinney concludes:

The minority voting interests of Avista and other minority owners are what
they are — driven by the need to jointly participate in large capital projects
(e.g., Colstrip) that would otherwise be well outside the reach of a relatively
small utility like Avista. Throughout it all, no one has previously questioned
the benefits of Colstrip as part of Avista’s resource stack.®

35 Finally, it is well to remember that none of the underlying contracts under which Avista
invests in Colstrip have ever been determined to be imprudent. The contracts that govern Avista’s
investment in Colstrip have been in place and operating since 1981 and have never been deemed
or determined imprudent. These include the subsequent Abandonment and Acquisition Agreement
(AAA) (see Exh. SJK-3C) and the Ownership and Operations (O&O) Agreement (Exh. SJK-2C).

36 A word about the Colstrip “budgeting” process itself: the budget process for Colstrip is
described primarily in Section 10 and Section 17 of the O&O Agreement (see Exh. SJK-2C). In
the Spring of each year, the Colstrip operator, Talen MT, requests a non-binding estimate of
generation each Colstrip owner expects to request the following year. From that data, the plant
staff creates a draft annual budget, considering known factors such as planned maintenance
outages and the average forced outage factor of the units. Pursuant to the O&O Agreement, the
owners must approve the budget by November 1. Votes representing 55% of the station's
ownership are required to approve the budgets.’* Because Avista owns 15% of Units 3 and 4,
Avista alone cannot deny budget approval. (That should be self-evident. See Section 17(f)(i1) of
the O&O Agreement (Exh. SJK-2C.))

37 As part of this process, Colstrip staff prepares capital justification sheets in addition to the
general budget documents. Avista and the other owners consider the data provided in the
justification sheets as well as information provided from follow up questions and discussions while

deliberating on expenditures. The Owner’s representatives also participate in regular Owner

37 1d. at 15:1-4.
3 1d. at 15:12-15.
3 1d. at 16, 3-21.
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monthly meetings leading up to budget approval and, as necessary, have additional meetings to

discuss specifics related to budget decisions.*’/*!

VI. NET PRESENT VALUE (COST-BENEFIT) ANALYSIS DEMONSTRATES VALUE
OF 2024 AND 2025 CAPITAL ADDITIONS

Staff argues that Avista’s estimate of $8 million per month of exposure should Colstrip be
unavailable during 2024 and 2025, is flawed for two reasons: (1) it is not “risk-adjusted” for the
“probability” of a Colstrip shutdown, absent the expenditures; and (2) it incorrectly includes
benefits beyond 2025.%?

Mr. Kinney’s direct testimony speaks to the cost of not keeping Colstrip in proper operating
order. Until it is no longer allowed in Avista’s portfolio, Colstrip provides significant benefits to
Avista customers in the form of lower power supply costs. Without these units, Avista’s 2025
system power costs would have been at least $84.2 million (9.0 percent) higher than costs included
in Avista’s general rate case compliance filing (Docket UE-240006, et al.) to set rates on January 1,
2025. And this does not even include the cost of replacing Colstrip’s contribution to Avista’s
capacity and reliability requirements.* Replacing Avista’s 222 MW of capacity in 2025 with

short-term capacity contracts would have added an additional $120.5 million (system).*/4*

40 As part of the 2024 budgeting discussion, some Owners (including Avista) questioned specific projects that were

initially included in the 2024 capital budget. Three projects were pulled from the overall capital budget approval
and, in an unusual move, they were voted on after and separately from the overall budget. This happened in real
time as deliberations were occurring on information provided to the Owners group, as explained by Mr. Kinney.
(Exh. SJK-11CT at 17:7-11)
41 Id. at 17:1-6.
42 Exh. CRM-1CT at 17-24.
43 This can be seen by the increase in customer base rates effective January 1, 2026, of 11.4% versus the 2.0% base
rate increase effective January 1, 2025, mainly due to the increase in net power supply cost of $54.2 million
(Washington share) after removing the net benefit of Colstrip Unit 3 and 4 on December 31, 2025. See Corrected
Final Order 08, Docket UE-240006, et. al. (Exh. SJK-1T at 13 footnote 3.)
Colstrip has also played a key role in serving Avista’s peak demand in high price events. In January 2024, the
region experienced record demand during an extended cold weather event that impacted the entire Western
Interconnection. Several entities were forced to declare energy emergencies even with Colstrip as part of the
regional energy supply. Replacement power for Colstrip during this period, if it could have been acquired, would
have added an additional $22.3 million to Avista’s system power costs over a period of just seven days. (Exh. SJK-
11CT at 20:16-18)
4 Id. at 18:-13-21.

44

POST-HEARING BRIEF OF AVISTA CORPORATION - 12



40

41

42

43

A simple cost-benefit analysis demonstrating “favorable economics” has never been a sole
determinant of prudence, and Staff’s suggestion would reduce the comprehensive and multi-
faceted decision-making process that is required for prudence now to a simple black and white
calculation. (Exh. SJK-11CT at 19:1-5)

Avista, along with other plant owners, did, in fact, perform a cost-benefit analysis for the
long-lived plant. The contemporaneous documentation Avista provided in Exh. SJK-4C through
Exh. SJK-6C demonstrated a favorable net present value of the plant additions. What have been
referred to as the “hurdle sheets” contained in Exh(s). 4C - 5C, are essentially project-by-project
risk assessments for each of the projects that help the project operator determine the need for, and
timing of, each capital project. As testified by Mr. Kinney, these “hurdle sheets” were prepared
before the decisions were made to go forward with the project. (TR at 69:13-19) They represent
an analysis by skilled project operators of the potential for project failure, according to Mr. Kinney.
(Id. at 70:12-15)

Staff takes issue that Avista’s cost-benefit analysis is not “risk adjusted.” But as noted by

Mr. Kinney:

Staff is not considering the larger picture of risk analysis. The financial risk
of having Colstrip out of service on an equipment failure causing the
Company to turn to the market to purchase power with a short lead time has,
in nearly all cases, a larger financial impact to customers than supporting
the costs of replacement of any of the parts in question.*®

Of course, not all capital items in this proceeding would be single points of failure.
Mr. Kinney, however, provided an example of just one that is a high-cost item and a potential point
of failure leading to an outage or de-rate: the cooling tower fill replacement (Project No. 10028050-
900). The fill replacement for Unit 4 was estimated at approximately $413,000 for Avista’s share.
A failure of the cooling system would result in a “de-rate” or shut down of the plant. It would take
a considerable amount of time (perhaps months) to repair due to material and labor procurement.

If that occurred, at a peak summer or winter event in 2025, the cost to Avista’s customers could

4 1d. at 19:17-20.
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be substantial. Indeed, the system costs for replacement power in a high market environment for
Colstrip can be as high as $22.3 million for just a seven day period.*’” As discussed in Table No. 1

in Mr. Kinney’s rebuttal testimony, even at only a 12.6% risk of outage, the cost to Avista of a

resulting plant shutdown would be nearly $7 million, compared to Avista’s Washington share of
the project cost ($413,000), for this one item.*3

Avista, in fact, “risk adjusted” its NPV analysis and removed any assumed benefits after
2025. Avista completed additional analysis of the 12 capital projects in 2024 and 2025 in dispute
and partially rejected by Staff that are not related to safety or reimbursement by NWE. For this
risk analysis, Avista assumed the same annual forced outage rate from its 2024 rate proceeding of
12.6%* per year as an estimate for the risk the equipment could fail and at an annual outage cost
of $42 million per unit. The total cost of these projects is $2.3 million. In this case, the 12 projects
have a higher risk adjusted outage cost than the investment itself, based on the 12.6% estimate of
historical forced plant outage rate.’%/>!/>

VII. THREE CATEGORIES OF COLSTRIP CAPITAL INVESTMENT AT ISSUE

A. So-Called “SmartBurn” Projects

There were three categories of Colstrip expenditures disallowed by Staff and other parties.
Staff, in particular, separates its analysis into three groupings of contested Colstrip investments:

(A)  six SmartBurn Projects (disallows $0.6 million);

(B)  three projects not used and useful in 2025 (disallows $1.9 million);

(C)  aproration of sixteen “long-lived assets” (disallows $2.9 million).

47 Exh. SJIK-11CT at 20:16-18.

4 1d. at 20:2-20.

49 1d.at21:1-18.

0 1d. at 22:1-7.

31" As shown in Table No. 1 in Mr. Kinney’s rebuttal testimony, several projects show a greater risk than the
associated costs. (See Exh. SIK-11CT at 22:1-8)

Staff Witness McGuire argues that application of the 12.6% risk factor to all of the projects at issue is not
“granular” enough. (TR at 98:22-24) And yet, the use of a conservative adjustment factor (12.6% vs. e.g., 37.4%
vs. e.g., 64.2%) for risk of failure was based on a reasonable proxy for risk of failure (12.6%) used by NERC and
in Avista’s last general rate case. To suggest that a precise calculation for risk of failure can be arrived at for each
of hundreds of capital projects is the pursuit of “false precision” that simply doesn’t exist in the real world of
project-by-project analysis. A conservative, overall proxy (12.6%) will sufficiently serve the purpose.

52
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Other parties also separate their analysis into similar components, but take a more aggressive
position on proposed disallowances, as shown in Table No. 2 below, excerpted from Mr. Kinney’s

rebuttal testimony:>?

Table No. 2 - 2024 and 2025 Investment — Summary of Positions

2024 and 2025 Capital Investment
Avista As-Filed and Revised, Compared to Stafl and Parties (000s)
Avista Public
Revised Staff AWEC NWEC Counsel
Avista As-Filed(2)| S 10,802 |S 10932|S 10932|S 10932
SmartBum S 65) S (578) S (641)
Long-Life (Pro-Rate to NWE or Remove) $ (1.171)|S (2.892)|S (7914)S (6.436); m
Not Used and Useful (Remove) S (1.829)| S (1.873) S (1.873)]
Total to Remove [ $  (3.060)[ S (5.343)[$ (7914)[$ (8.950)|

Proposed Recovery S 7,742 |S 558 |S 3018|S 1,982
Difference from Avista - and resulting "write-off"" in 2025 if
Commission approves Staff or other party levek: S (2,153) S (4,724) S (5,760)
(1) Public Counsel did not provide a breakdown of ther proposal, only that projects should be prorated
(2) Minor difference m " As-filed” amount of $130,000. Avista's As-Filed amount 0f$10.8 milhon based on estimated as-filed monthly transfers to
plant 0f 2024 and 2025 additions. Party As-Filed amount of $10 9 million reflect detailed balances by project provided with Company filing
Immaterial difference due to tming of transfers as noted in Avista's filed workpapers provided to all parties

As shown in Table No. 2, and as previously mentioned above, if this Commission were to
exclude certain 2024 and 2025 investment as proposed by Staff or the other parties (AWEC,
NWEC or PC), the portion of investment removed would require an immediate write-off on
Avista’s books of record in 2025, ranging between $2.2 million (Staff) to $5.8 million (NWEC),
Washington share.>

Turning first to the category of “SmartBurn” costs, as explained by Mr. Kinney, SmartBurn
LLC was commissioned to study options, and the “SmartBurn” effort was associated with a design
that could be used to better control NOx emissions.> The result of that effort was the design and
supply of new burners for the overfire air system (TOFA). That work was addressed in the

Commission’s 2020 rate order and resulted in disallowances. The work on the supplemental

53 Exh. SJK-11CT at 23:1-9.

3 1d. at 23:1-14.

55 Table No. 3, appearing in Mr. Kinney’s rebuttal testimony, compares Staff’s position with that of the Company
as it relates to SmartBurn disallowances.
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overfire air (SOFA) and auxiliary air work was not part of the “SmartBurn” effort and the 2024
and 2025 costs for SOFA and Aux Burners should be recovered.*®/>’

Staff also suggests that in the Company’s 2020 general rate case, the Commission
disallowed recovery of the SmartBurn control system.’® (See 2020 GRC Order at 98, 9§ 274). To
be more precise, in that Order, the Commission disallowed more specifically only the TOFA “top
over fire air” (TOFA) ports that were installed at the time. As shown in Table No. 4 in
Mr. Kinney’s rebuttal testimony>’, the SOFA (separated air over fire system) and an update to the
“boiler system” (Boiler Burner Aux Air System) were installed in 2007 and 2009, respectively,
well before 2017 when the “SmartBurn” technology was installed. With one small exception, the
2020 Commission Order disallowed recovery of different costs (TOFA) than are here at issue for
2024 and 2025.% In this proceeding, only the TOFA Bucket Replacement investments in 2024 and
2025 totaling _ were included in error by the Company
in its initial filing, and should be removed.

For its part, NWEC also mistakenly places costs related to the Control Room Operator
(“CRO”) Simulator replacement, Project No. 10028239-900, in the same category as “SmartBurn,”

61/62° The CRO Simulator is not specific to the operation

and thereby calls for their disallowance.
of SmartBurn equipment only. In fact, this equipment would have been installed whether or not

Avista had invested in SmartBurn.®

% SmartBurn LLC is a company that provides services to improve the combustion process, and it is not a specific

single piece of equipment or specific system. The “SmartBurn™ (general nomenclature) investment at issue in
Avista’s 2019 general rate case related to changes necessary to obtain additional NOx controls over the system
that existed at the time in the top over fire air (“TOFA”) ports. (Exh. SJK-11CT at 25:5-10)

57 1d. at 24:19-23.

8 Exh. CRM-ICT at 12.

% Exh. SJK-11CT at 26:8-13.

60 Id. at 26:1-13.

61 Exh. BTC-1CT at 31.

2 Staff Witness McGuire disagreed with NWEC’s assessment, stating ... staff does not agree with that assessment.

The simulator was not part of what the Commission disallowed in its final order in the 2020 Avista general rate

case.” (TR at 96:10-13)

The CRO Simulator takes into account all the factors a Colstrip Operator needs to be trained on in order to

maintain the plant operation at a safe, compliant, and efficient level. (Exh. SJK-11CT at 27:7-8)

63

POST-HEARING BRIEF OF AVISTA CORPORATION - 16
CONFIDENTIAL PER PROTECTIVE ORDER IN DOCKET UE-2408941 - REDACTED VERSION



50

51

52

B. 2024-2025 Projects Are “Used and Useful.”

Staff identifies and removes three (3) projects, arguing they are not yet in service in 2025,
characterizing them as being in flux.%* They are (1) the Generator Exciter — U4; (2) the Northern
Cheyenne AAQ system; and (3) the Baghouse. As shown in Table No. 5 in Mr. Kinney’s Rebuttal
Testimony, Washington’s share of these three items total approximately - The in-
service dates for the 2025 projects were anticipated dates from the time the 2025 Capital budget
was passed in late 2024.%°

After discussions, it has been agreed with NWE that “Baghouse” costs would not be
incurred in 2025, and those costs - were removed from Avista’s share of the 2025

budget. The majority (96%) of the “U4 Generator Exciter” was also prorated under the

Letter Agreement with NWE (Exh. SJK-13Cr), with only 4% allocated to Avista. The

total removal of these two projects, therefore, results in million in reduced costs. As
summarized in Table No. 5, in Mr. Kinney’s Rebuttal Testimony. Avista proposes to remove $1.8
million of the total investment shown above, a difference of $50,000 versus that as proposed by
Staff witness McGuire.®

As for “major maintenance,” Staff does not take issue with maintenance investments and

7 However, NWEC seeks to pro-rate the

recommends the Commission approve them.’
investments.®® The Commission should agree with Avista and Staff on this issue. Colstrip major
maintenance operates at a cycle that years of experience by plant staff have found meets an
efficient and safe operating cadence. Colstrip staff uses experience, previously gained information
and real time inspections, often by third parties, to determine if any equipment is degraded or near

failure and may not be able to perform until the next major maintenance event.®’

6 Exh. CRM-1CT at 9-11.

% Exh. SJK-11CT at 27:16-21.
%  Exh. SJK-11CT at 28:8-13.
67 1d. at 29:1-2.

% Exh. BTC-1CT at 30. .

%  Exh. SJK-11CT at 29:1-17.
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C. Investment in Long-Lived Assets Is Recoverable.

Certain parties have raised concerns about whether the requested recovery of long-lived
assets is prohibited by the settlement reached in Avista’s 2019 GRC (Docket No. UE-190334). 7
They refer to a provision in the overall settlement in that docket that addresses support for capital
expenditures that “go beyond routine capital maintenance” and “extend the plant’s operational life
beyond December 31, 2025.”7!

First of all, to be clear, this provision does not specifically reference “voting” per se, only
Avista’s “support” for capital projects. As discussed previously, how Avista actually voted was
dictated by the terms of the AAA, whereby NWE was to “direct” the voting of sellers of Colstrip
(e.g., PSE/Avista) during the interim period between the date of the 2023 AAA and the closing by
January 1, 2026."

Setting aside how Avista “voted,” Avista did actively participate in budgeting discussions
with NWE and others for 2024 and 2025 and did not lend “support” (operative language of
settlement) for projects that provided no value for Avista’s customers. It was not passive, in that
regard. Even to this day, and during the pendency of these proceedings, Avista, along with PSE,
have exercised their rights under the 2023 AAA (Exh. SJK-3C) to challenge the allocation of
dollars assigned to long-lived “enhancement work,” so as to only accept a smaller, pro-rated share
of items that would otherwise extend the useful lives of the Project beyond 2025. Avista did not

“support” long-lived assets that did not benefit its customers.’

70 Staff Exh. CRM-1CT at 31-35 (Staff, however, does not recommend the imposition of any penalties for such a

supposed violation; rather, it suggests the Commission might take this “into consideration” when addressing long-
lived plant.) Exh. CRM-1CT at 42-43; NWEC Exh. BTC-1 CT at 8. Moreover, should this Commission otherwise
determine that there was a “violation” of the Order approving the 2019 settlement agreement, the Commission,
of its own accord, could amend that Order in light of subsequent circumstances, to remove any impediment to
cost-recovery, without otherwise receiving a petition from a party. WAC 480-07-380(3)(a). Staff Witness
McGuire suggested a similar approach vis-a-vis any putative violation of the 2022 Order discussed in
Section VIII.

Settlement para. 14 as set forth in Appendix A to the Settlement approved by the Commission in Final Order 09
(March 5, 2020) in Docket No. UE-190334, reads as follows: “[Avista] will not support capital expenditures at
Colstrip that go beyond routine capital maintenance costs that extend the plant’s operational life beyond
December 31, 2025.”

2 Exh. SJK-11CT at 30:14-18.

3 1d. at 31:3-9.

71
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Section 7.1(b)(iv)(B) of the AAA, granting NWE the right to direct Avista's vote during the
Interim Period (2023-2025), should be evaluated in the context of Exhibit I to the AAA, providing
for allocation of responsibility for outage and capital costs over time. Together, Section
7.1(b)(iv)(B) and Exhibit I provided NWE with the ability to direct capital investments related to
the asset they were acquiring, while providing Avista with protection against capital costs resulting
from those decisions under the circumstances detailed in Exhibit I. The purpose of Exhibit I is to
allocate capital costs during the Interim Period between Avista and NWE in accordance with the
benefits received.”

Exhibit I to the AAA sets forth the “Allocation of Responsibility for Outage and Capital
Costs During Interim Period.” This Exhibit I is excerpted from the AAA (Exh. SJK-3C) for ease
of reference and appears again as Exh. SJK-12C to Mr. Kinney’s rebuttal testimony. The purpose
of this Exhibit I is to set forth certain “key principles” to allocate responsibility between the parties
(Avista/NWE) for Outage and Capital Costs incurred during the “Interim Period” (extending until
the ultimate transfer of plant).”>/’¢

Avista and NWE have diligently pursued this agreed-upon allocation process, meeting on
multiple occasions to ultimately secure the final Letter Agreement (Exh. SJK-13Cr), whereby
certain costs of long-lived assets are apportioned to NWE. Exhibit SJK-14C sets forth the table
that summarizes the allocation of long-lived plant to NWE. As shown, $1.17 million (Washington
share) of such costs have been allocated to NWE, and away from Avista.

As testified to by Mr. Kinney, this process has been actively pursued by Avista throughout

the year and has culminated in the Letter Agreement with NWE, whereby the total amount of

" For example, if a $10 million capital project were proposed, with a completion date of January 1, 2025 and a 5-

year useful life, Avista would only be responsible for 1/5 of its pro rata share (15%) of the cost. Moreover, if a
lower-cost alternative is available, Avista would only be obligated to cover a pro-rated portion of the least cost
alternative. (Exh. SIK-11CT at 32:1-6)

This agreed-upon allocation methodology distinguishes between “necessary work costs” and “enhancement work
costs.” Enhancement work costs designed to extend the useful life of the plant are apportioned between Avista
and NWE based on a fractional share of the number of months remaining in the “Interim Period” compared with
the number of months of service life of the Enhancement Work remaining until December 31, 2030. (Exh. SJK-
11CT at 32:15-18)

76 Exh. SJK-11CT at 32:9-14.

75
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Avista capital investment in long-lived assets (actual costs) that would otherwise be absorbed by
NWE is -.77/78

By way of summary, Avista, along with PSE, have been actively discussing the appropriate
cost allocation of “long-lived” capital assets (known also as “enhancement work”) with NWE. A
real effort was made to assure that Avista’s customers were only paying for that portion of a “long-
lived” asset that would benefit Avisa’s own customers and not underwriting investment that would
only serve the interests of NWE after the transfer of the plant. Through this process, NWE has
agreed to reduce Avista’s cost responsibility by - (system). This reduction affected
several capital items, including 2024/2025 expenditures, as well as the proration of long-lived
assets.” Overall this Letter Agreement served to reduce Avista’s requested capital recovery from

$10.8 million down to $7.7 million. Table No. 6 in Mr. Kinney’s Rebuttal Testimony reflects

Avista’s revised 2024 and 2025 investment sought to be recovered.®

In the end, Staff and the Company are only separated by approximately $2.153 million, as
shown in Table No. 7 above, which summarizes the remaining differences between Staff and
Avista, after giving effect to the Letter Agreement.?! Staff’s proposal is to allow $5.589 million
of the requested $10.9 million in rates, while Avista contends that $7.742 million should be
included — for a difference of approximately $2.153 million.?* Avista still contends, however, and
for good reason, that all of the $7.742 million should be recovered, after giving effect to the cost
reductions reflected in the Letter Agreement.

Accordingly, Avista has revised its position on total Colstrip 2024 and 2025 capital
investment to include for recovery in the 2025 Colstrip Schedule 99, which removes these items,

thereby lowering the overall request from $10.8 million to $7.742 million (WA share).®* All of

77 Exh. SJK-11CT at 33:8-11.

78 In addition to this amount, there was an additional amount that was associated with the F-Cell liner which,
although recognized as enhancement work, has been deferred until 2026. That cost will not be incurred, so it
reflects an additional benefit to Avista, and its customers. (See Exhibit SJK-14C)

7 Exh. SJK-11CT at 34:4-16.

80 1d. at 35:5-13.

81 1d. at 36:3-14.

82 Id. at 36:16-20.

8 1d. at 37:5-8.
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this is consistent with Avista’s agreed-upon obligations under the 2019 Settlement discussed above
to not “support” unnecessary life-extending expenditures. It has, in fact, been an active participant
in managing costs.

VIII. AVISTA IS NOT IN VIOLATION OF 2022 SETTLEMENT AGREEMENT

Staff Witness McGuire contends that Avista’s inclusion of the 2025 Colstrip investment
within the 2025 Schedule 99 filed in this case, is in violation of the 2022 Washington GRC
approved Settlement Stipulation (“Stipulation”) approved in Dockets UE-220053, et. al., because
the Stipulation requires recovery of plant investment on a one-year lag, prohibiting inclusion of
2025 Colstrip plant additions in 2025 rates.*> He summarized his interpretation of this provision
by stating, “In other words, the 2022 Settlement Agreement contemplates Avista seeking recovery
of 2025 plant additions after 2025.”8¢

As explained by Ms. Andrews, the Stipulation entered into by the Parties and approved by
the Commission in Dockets UE-220053, et al., does not prohibit Avista from including the 2025
Colstrip investment in the 2025 Schedule 99. Second, the Joint Testimony in that Docket explicitly
contemplated recovery of 2025 investment and clearly stated that all costs must be excluded from
customer rates after December 31, 2025.%7

While Staff Witness McGuire is correct that the Joint Testimony (Exh. JT-3T), page 6,
lines 12-14, recognized a one year lag for non-O&M items, i.e., capital investment, arguably for
2023 and 2024 Colstrip Capital investment, that same Joint Testimony, however, as acknowledged
by Staff Witness McGuire, also provided Avista with “an opportunity in a future proceeding or
Tariff Schedule 99” to seek recovery of its 2025 investment.*®/*” In other words, the parties
specifically addressed the one-year lag requirement, the removal of all Colstrip-related costs per

CETA by December 31, 2025, and expressly contemplated recovery of the 2025 capital

8 Id. at 37:13-16.

8 Exh. CRM-1T, 31:10 — 32:10.

8 Id. at 33:11-19.

8 1d. at 22:1-14.

88 Id. at 22:7-9; see also Staff Response to Bench Request No. 1.
8 1d. at 23:14-18.
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investment. (See excerpts from Joint Testimony in Andrews’ Rebuttal Testimony at Exh. EMA-
1CT at 22-23.)

Regardless of the interpretation of the prior Joint Testimony, one point remains
unequivocal: “In order to be compliant with CETA, total costs for Colstrip capital investment and
operating expenses . . . must be removed from customer rates after December 31, 2025.”%

As explained by Ms. Andrews, in light of both the intent of the Settlement and the
interpretation of CETA, Avista has had no alternative but to recover all prudently incurred

Colstrip-related costs prior to December 31, 2025. After that date, all remaining balances —

including unrecovered balance sheet balances — would be required to be removed from Avista’s

books of record.”'/*> Ms. Andrews explained that:”*

Had Avista taken a different approach -- specifically, by excluding
Washington’s revised 2025 investment balances totaling approximately
$4.3 million’* from its Schedule 99 filing in this proceeding — it would have
ensured under-recovery of those 2025 costs. Following Staff’s
interpretation would have exposed the Company to a write-off of the $4.3
million in prudent investment.®®

In the end, however, Staff Witness McGuire is not actually advocating for the removal of
Colstrip 2025 investment from this case or the 2025 Schedule 99, but asserts the Company should
have filed for Regulatory Accounting treatment of the 2025 Colstrip investment; this would have
then been recovered through amortization beyond 2025, but notes this is no longer practical.
Instead, he recognizes that Avista should be given an opportunity to seek recovery of its 2025

investments in Colstrip, and it is reasonable for Avista to do so, in light of the uncertainty with

% Exh. EMA-1CT at 23:29-33, quoting from Joint Testimony in Dkt. UE-220053, supra, Exh. JT-3T at 12:7-30.
(See also Staff Response to Bench Request No. 1.)

Any write-off of unrecovered (or disallowed) balances will result in Avista’s shareholders absorbing these costs,
when all Avista was attempting to do was to carry out the mandate of CETA. In the end, “Avista has been a good
actor in our efforts to comply with the law,” as testified by Ms. Andrews. (Exh. EMA-ICT at 1-7.)

%2 Exh. EMA-1CT at 24:13-17.

3 1Id. at 25:3-7.

% Washington’s allocated total capital investment revised for 2024 is approximately $3.4 million, and revised for
2025 is approximately $4.3 million, for a revised total of $7.7 million.

As discussed earlier, a write-off of incurred investment costs will also be true, if this Commission were to rule in
favor of Staff or the other parties, excluding 2024 and 2025 investment as proposed by the parties, ranging from
$2.2 million (Staff) to $5.8 million (NWEC).

91

95
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respect to whether the Company would be allowed under CETA to recover those costs beyond
2025.

He also states that including 2025 plant additions in 2025 rates was likely the most efficient
way of addressing recovery of these additions. He further notes this “avoids the need for the
Commission to interpret ambiguous statutory language and render a determination on the limits of
its ratemaking authority under CETA.”® In addition, AWEC Witness Mullins also explains that, as
a member of the 2022 Multi-Party Settlement, AWEC does not object to Avista being able to
recover its prudently incurred costs related to 2025 capital additions in 2025, as opposed to 2026.%

Finally, Avista does not believe it is necessary that the Commission actually amend the
2022 GRC Final Order and relieve Avista of any requirement under the Settlement. *® As noted
above, the Company is not in violation of the 2022 Stipulation, instead requesting, as was
contemplated, that the 2025 capital investment be included in a future Schedule 99 compliance
filing, which it has done in this case. In doing so, it has sought full recovery of its Colstrip costs,
£ 99

in the most efficient and effective means available to 1

IX. INVENTORY BALANCES ARE APPROPRIATE FOR RECOVERY

AWEC Witness Mullins recommends that the Washington share of Colstrip inventory
balances of $4.0 million, resulting from Materials and Operating Supply Inventory (FERC
Account 154.400) of $2.8 million and Colstrip Fuel Stock Coal Inventory (FERC
Account 151.120) of $1.2 million, be removed from recovery in this proceeding.'®

Avista should be allowed to recover in full Avista’s Washington share of these inventory

balances totaling $4.0 million, which must be removed from its books of record after December 31,

2025. There are two primary inventories at Colstrip, the “Materials and Operating Supply

% McGuire, Exh. CRM-I1T at 34:12 — 36:5.

97 Mullins, Exh. BGM-1CT at 9:5-14.

% Exh. CRM-1T at 36:7 — 37:3. Pursuant to WAC 480-07-380(3)(a), the Commission may undertake an action that
would be the proper subject of a party’s petition without receiving a petition from a party. But see Staff Response
to Bench Request 1.

% See also Exh. BGM-1CT at 11:6-16.

100 Exh. EMA-1CT at 28:1-10.
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Inventory” (Avista share recorded in FERC Account 154.400), necessary to maintain reliable
operation of the plant, and “Colstrip Fuel Stock Coal Inventory” (Avista share recorded in FERC
Account 151.120.)!!

Materials and Operating Supply Inventory includes essential materials and parts needed to
keep the Colstrip plant running smoothly. It covers items known to wear out or fail during normal
operations — based on experience and operator input — to prevent forced outages. Typical stock
includes items such as pipe, wire, steel, fasteners and connectors, etc., used for equipment
replacement and repairs.'*?

Similarly, Colstrip Fuel Stock Coal Inventory (“Dead Storage”) allows Colstrip to maintain
a 28-day reserve of coal fuel to safeguard against long-term supply disruptions from the
Westmoreland mine caused by weather, equipment failure, regulations, or labor issues. '

It was not appropriate to include expense associated with these balances prior to the 2025
Schedule 99 filing. However, for 2025, given that final recovery of all unrecovered costs must
occur by December 31, 2025, the Company requested that the Commission allow the Company to
move these Inventory Balances to a Colstrip Regulatory Asset (FERC 182), with no carrying
charge, effective January 1, 2025, and amortize this Colstrip Regulatory Asset over one year (using
FERC Account 407). This was the only way of allowing Avista the opportunity to recover these
balances by year-end 2025, prior to when all unrecovered balances will be removed from Avista’s
books of record as of December 31, 2025, and from customer rates effective January 1, 2026.'%

As explained by Ms. Andrews, with the Commission’s approval of the Company’s Colstrip
2025 Schedule 99 filing, subject to review and refund, the Company moved the Washington share
of these Inventory Balances to a Colstrip Regulatory Asset effective January 1, 2025, and began

amortizing these balances through December 2025, so these balances would be fully amortized

101 Exh. EMA-1CT at 29:15-18.

102 1d. at 29:19 — 30:2.

103 1d. at 29-30.

104 After year-end 2025, as part of the compliance filing with the WUTC actual inventory balances at December 31,
2025 will be included to determine refunds, if any, that is required to be set aside for customers from Schedule 99
funds received from January 1 through to December 31, 2025. (Exh. EMA-1CT at 32:1-10)
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(reflecting a zero balance on Avista’s books of record) and would be recovered through
Schedule 99 from its customers during 2025.'%
No other party objected to the recovery of these inventory balances. By excluding these

inventory balances from recovery, Avista and its shareholders would face an immediate $4.0

million write-off of prudent costs, absorbing this balance in 2025.'%

X. TRUE-UP OF ACTUAL COSTS AND REVENUE REQUIREMENT AFTER YEAR-
END 2025

Avista proposes to “true-up” for actual Colstrip-related costs by updating any forecasted
balances (i.e., 2024 and 2025 investment, inventory balances, and O&M expenses) included in

Schedule 99 as part of its initial October 31, 2024 filing, with the actual costs incurred during the

2025 calendar year. This true-up process ensures that customers are only charged for costs that
were prudently incurred and approved by the Commission in this proceeding.'?’

Following the end of 2025, Avista will calculate the difference between the forecasted and
actual approved Colstrip-related costs. If the actual costs are lower than revenue recovered through
Schedule 99 during 2025 (as may occur due to the removal of 2024 and 2025 capital investment
of $3.1 million (Washington share) discussed previously), the over-collected amount would be
deferred for refund to customers as discussed below.!® Conversely, if actual costs exceed the
forecast, Avista will not seek additional recovery through Schedule 99 of these costs, as no
surcharge for these costs (excluding costs associated with ARO regulatory balances and

amortization expenses) are allowed beyond 2025 year-end.'%/!1°

105 Exh. EMA-1CT at 32:12-17.

106 1d. at 34:3-4.

107 Exh. EMA-1CT at 14:10-16.

108 Calculated based on the specific amount, after true-up to actuals, reflecting the difference between (1) the annual
revenue requirement for 2025 approved by the Commission, updated to actuals on compliance, and (2) the annual
revenue requirement used to set the temporary rates (subject to refund) currently in effect for 2025. Any refund
would be captured in the calculation of the Schedule 99 deferral balance for 2025. (Exh. EMA-1CT at 17, footnote
20.)

109 Exh. EMA-1CT at 14:10-16

110 Any Colstrip related costs Avista will seek to recover in rates after 2025 will be limited to costs associated with
decommissioning and remediation that will go before this Commission, pursuant to RCW 19.405.030(1)(b). Exh.
SIK-1T at 2:23 — 3:2.
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The Company agrees with the parties that any refund to customers should be determined
as part of a compliance filing in this proceeding, included with the final determination of the 2025
Schedule 99 Colstrip actual costs and revenue requirement. The Company also agrees any refund
should be applied against the annual 2026 Colstrip Schedule 99 tariff due to be filed later this
year.!11/112
The Company proposes to defer any over-collected 2025 Schedule 99 revenue as
determined in its compliance filing, anticipated no later than March 31, 2026. However, the
Company proposes to offset this refund against expected 2026 Colstrip Schedule 99 Tariff
balances.'"?

Given the relatively low expected net Schedule 99 costs for 2026, or the potential for an

overall net refund to customers after reflecting the 2025 true-up, Avista proposes reducing the

2026 Schedule 99 Tariff rate to $0, effective January 1, 2026. Any remaining balance owed to
customers, would then be included in Avista’s 2027 Colstrip Schedule 99 filing, to be submitted

on or before October 31, 2026, with an effective date of January 1, 2027.

XI. APPLICATION OF RCW 19.405.030(3) TO FOSSIL-FUELED RESOURCES
OTHER THAN COAL-FIRED RESOURCES

On October 10, 2025, the Commission issued its “Notice of Request for Supplemental
Briefing” in this docket, and in the companion docket for PSE (UE-240729). The Notice
referenced an argument concerning the potential application of RCW 19.405.030(3) in future

proceedings. More specifically, the question posed was:

Would RCW 19.405.030(3), which pertains to “under-depreciated investment in a fossil
fuel resources,” potentially apply in a future Commission proceeding involving resources

1" The 2026 Schedule 99 Tariff filing will be filed on or before October 31, 2025.

112 Exh. EMA-1CT at 17:7-11.

3 On or before October 31, 2025, Avista will submit its 2026 Colstrip Schedule 99 filing. At present, the estimated
recovery amount for 2026 costs — primarily related to ongoing ARO regulatory balances and amortization
expenses — is projected to range between $1.0 million and $3.0 million. This represents a significant reduction
from the 2025 Schedule 99 collection currently of $42.6 million, resulting in a minimum decrease in billed
revenues of just under 6%, effective January 1, 2026. Further reductions would then be assumed due to any
customer refunds otherwise determined at the conclusion of this proceeding, i.e., reflecting the agreed-upon
removal of $3.1 million of identified 2024 and 2025 investments, offset or added to, by the true-up of final costs
after year-end 2025. (Exh. EMA-ICT at 18:6-14)
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other than a “coal-fired resource,” considering the definitions of “coal-fired resource” and

“fossil fuel resources” in RCW 19.405.020?

The specific language of the subsection in question (RCW 19.405.030(3)) quite clearly
embraces more than just a coal-fired resource. While other sections and subsections of the law
clearly apply to a coal-fired resource, .030 deviates from those other sections by employing the
more expansive term “fossil fuel generating resource.” Under the rules of statutory construction,
a court would presume that this was not a mistake by the Legislature; the use of different
terminology was intentional and signified a broader application intended to cover all "fossil-fired
resources."

The fact that the definition of “fossil fuel” is more expansive than the definition of “coal-
fired resource,” in that it applies not just to coal but to other fuels as well, indicates that .030(3)
must be interpreted as applying to more than just a “coal-fired resource.” A plain reading of the
law cannot yield any other conclusion. Thus, an investor-owned electric utility could seek
Commission approval to recover undepreciated investments in, say, a CCCT that is “removed from
service.

It makes sense that the law should allow recovery of undepreciated investment in a gas
plant, for example, given the intent and requirements of the Chapter; that is, to eliminate use of
fossil fuel generation by 2045. It is possible that a gas plant, for example, may not be fully
depreciated by 2045. The law (.030(3)) simply recognizes that potential situation and gives an
investor-owned utility the same sort of stranded cost protection that is afforded to coal-fired
resources under the same section of the law.

Courts and this Commission should, in the first instance, apply the plain meaning of the
words of the statute.!'* In this instance, we have the benefit of a separately defined term (“fossil

fuel resource”) in the definition section of the statute. RCW 19.405.020. Its definition is separate

114 Dep’t of Ecology v. Campbell & Gwinn, L.L.C., 146 Wn.2d 1, 9, 43 P.3d 4 (2002).
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and apart from the narrower definition of “coal-fired resource” in the same definitional section of
the statute.'!®

Moreover, all the language in a statute must be given effect; no portion shall be rendered
meaningless.!'® Only if the text is ambiguous, should one look beyond the plain meaning of the
statute. In this instance, the plain meaning of the statute is not subject to two or more reasonable
interpretations.'!” One should reasonably assume that the Legislature meant to say what it did.

XII. CONCLUSION

Avista has done what was required of it under CETA and is entitled to recovery of prudent
costs incurred during the period prior to the transfer of Colstrip.

RESPECTFULLY SUBMITTED this 24 day of October, 2025.

AVISTA CORPORATION

By:__ /s/ David J. Meyer
David J. Meyer
WSBA No. 8717
Chief Counsel for Regulatory and Governmental Affairs
Avista Corporation

115 RCW 19.405.020(19) defines “fossil fuel” to include natural gas, petroleum, coal, or any form of solid, liquid, or
gaseous fuel derived from such a material.

116 Judd v. American Tel. & Tel. Co., 152 Wn.2d 195, 202, 95 P.3d 337 (2004).

17 Campbell & Gwinn, 146 Wn.2d at 12.
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