BEFORE THE
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Petition of Docket No. UE-25

Docket No. UG-25
Avista Corporation, d/b/a Avista Utilities
PETITION OF AVISTA
CORPORATION FOR DEFERRAL
OF COSTS ASSOCIATED WITH
AN ERP

For an Order authorizing deferred accounting and
ratemaking treatment of costs associated with the
Company’s investment in an Enterprise Resource
Platform

N’ N N N N N N N

I. INTRODUCTION

In accordance with WAC 480-07-370, Avista Corporation, doing business as Avista
Utilities ("Avista" or "Company"), at 1411 East Mission Avenue, Spokane, Washington, hereby
Petitions the Commission for an Order authorizing the accounting and ratemaking treatment
related to the Company’s investment in an Enterprise Resource Platform (ERP) as discussed in
Section II of this Petition. The Company requests that the Commission act on this request on or
before October 1, 2025, so that the Company may begin finalizing arrangements with vendors
and proceeding with implementation for the benefit of our customers.

In this Petition, the Company is requesting Commission approve the following:

1. Deferral of the undepreciated net book value of existing applications and equipment
associated with enterprise technology systems/platforms (at the time of Go Live or
transfer to plant). Since the stated enterprise technology systems/platforms are
currently included in rate base earning the authorized rate of return, this regulatory asset
will be included in rate base until fully amortized. Amortization of the regulatory asset
will begin immediately upon transferring from plant-in-service to a regulatory asset in
the amount equal to the depreciation expense included in customers' rates on the
existing technology systems/platforms.

2. Adoption of the proposed 15-year depreciable life of the ERP. A 15-year depreciable
life for certain software assets transferring to plant from 2026-2029, due to a longer
expected life of those software assets. As described more fully below, Avista is
currently authorized to amortize software over the software contract term. Accounting
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guidelines require Avista to amortize capitalized costs over its useful period, which for
software implementation costs, can be different than the contract term.

3. Deferred Accounting Treatment for additional capital expenditures on investments in
applications being replaced. There are expected to be minimal costs to maintain current
systems during implementation of ERP. This regulatory asset will accrue a carrying
charge equal to the Company’s current authorized rate of return (ROR) set annually
based on the most recently approved ROR and will continue until fully amortized.

4. Deferral of depreciation and other project related expenses. Depreciation expense on
ERP investments beginning in the month that the first transfer to plant of the ERP
investment occurs and continuing monthly until such plant is included in retail rates in
a future general rate case proceeding. Project related expenses are additional expenses
associated with the project such as pre-project planning, training and current state
process improvement, etc. This regulatory asset will accrue a carrying charge equal to
the Company’s current authorized ROR set annually based on the most recently
approved ROR and will continue until fully amortized.

5. Deferral and capitalization of ERP costs in the cloud in a regulatory asset. The ERP
system will be hosted in the cloud instead of on premise, and as such the Company will
incur cloud costs. Historically, per accounting guidelines, utilities have been prevented
from capitalizing cloud costs without regulatory intervention. Avista is requesting to
defer these cloud costs and capitalize future cloud costs associated with the ERP system
in a regulatory asset account, with a carrying charge equal to the Company’s current
authorized rate of return (ROR) set annually based on the most recently approved ROR
and will continue until fully amortized.

Avista is not seeking a prudence determination on its ERP investment in this Petition. That
request, along with the proposed recovery of any deferred costs resulting from this Petition,
would be completed in a future general rate case or other Commission proceeding.

Avista is a utility that provides service to approximately 419,000 electric customers in
eastern Washington and northern Idaho and 381,000 natural gas customers in eastern
Washington, northern Idaho, and Oregon. The largest community served by Avista is Spokane,
Washington, which is the location of its main office. Please direct all correspondence related to

this Petition as follows:

David J. Meyer, Esq. Patrick D. Ehrbar
Vice President and Chief Counsel for Director of Regulatory Affairs
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Rules and statutes that may be brought at issue in this Petition include RCW 80.01.040,
RCW 80.28.020, RCW 80.04.350 and WAC 480-100-203(3).
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II. BACKGROUND

In described in the ERP Business Case provided as Attachment A (Report), many of
Avista’s large software systems were installed beginning in 2012 and have been maintained in
service beyond their expected life. Avista is now at the point where a decision is necessary to
replace many of these systems individually as system-in-kind, or look to a new system, in order
to maintain our business operations.

As described generally in the Report, Avista evaluated the costs and benefits of doing an
individual replacement of each of these systems and evaluated the costs and benefits of

implementing an ERP system. Based on this analysis, the combination of providing the right

PETITION FOR AN ORDER AUTHORIZING DEFERRED ACCOUNTING TREATMENT AND
RATEMAKING TREATMENT OF COSTS ASSOCIATED WITH THE COMPANY’S INVESTMENT IN
AN ENTERPRISE RESOURCE PLATFORM

PAGE 3


mailto:patrick.ehrbar@avistacorp.com
mailto:david.meyer@avistacorp.com
mailto:AvistaDockets@avistacorp.com

solution for Avista’s long term objectives, at a lower total cost, combined with the greater
financial benefits, makes both straightforward and prudent Avista’s decision to replace these
disparate systems with an ERP system.

The Report provides initial baseline estimates of the costs and benefits of replacing the
Company’s existing end-of-life disparate software systems with either new disparate systems or
an ERP software system. A comparison of these costs and benefits, as well as the applicability
of an ERP system for financial management, resource efficiency, enhancing processes and
capabilities and maturing organizational performance, demonstrates the overall superiority of
an ERP. These facts clearly support the Company’s decision to move forward with deployment
of a new ERP software system. This analysis supports this accounting application requesting
the tracking and recovery of the unamortized value of existing disparate software systems to be
removed and replaced during the ERP implementation. Finally, the Report provides a high-level
overview of the Company’s planned ERP project, including forecasts of expected capital and
operating costs and incremental financial and non-financial customer benefits to be delivered

by the new system.

III. SUMMARY OF AVISTA ERP PLAN

In The ERP system outlined in the Report offers several key features that aim to enhance
Avista Corporation's operations and efficiency. Here are the main features:

e Core Business Integration: The ERP system integrates essential business functions
such as finance, human resources, supply chain, and customer relations into a unified
platform. This integration provides real-time data and analytics to improve efficiency,
decision-making, and collaboration across the organization.

e Cloud-Based Platform: The ERP system is hosted on a cloud-based platform, which
reduces the need for heavy investments in hardware and technology infrastructure. This
cloud-hosted solution offers operational mobility, accessibility, and connectivity for
field-based work environments.
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e Advanced Capabilities: The ERP system leverages advanced capabilities to enhance
collaboration and reduce technology costs. It includes features such as automated
workflows, notifications, approvals, and business process automation.

e Data Integrity and Security: The ERP system ensures robust data integrity and
security measures, protecting customer and employee information and ensuring
compliance with industry standards

e Scalability and Disaster Recovery: The ERP system is designed to be scalable,
accommodating increased customer interactions and activity. It also provides rapid
disaster recovery and continuity of services during disruptions, minimizing downtime
and maintaining trust and reliability.

e Standardized Processes: The ERP system leverages industry best practices and
standardized processes offered by a SaaS ERP platform. This standardization helps in
achieving high performance, consistency, and reliability of information.

e Single Source of Truth: The ERP system creates a single source of truth by fostering
data integrity and enabling quicker access to information and reporting.

e Operational Efficiency: The ERP system reduces manual work by streamlining
processes and digitizing business functions, thereby enhancing Avista’s digital work
environment and operational efficiency.

e Employee Engagement: The ERP system enhances the digital employee experience
by automating tasks, streamlining workflows, providing real-time access to
information, supporting professional development, and ensuring data security.

These features collectively contribute to improving Avista's financial strength, customer value,
and operational excellence.
11 The current planned schedule for the ERP system in Washington is shown in Figure No. 1

below.
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Figure No. 1 — Planned Schedule for the ERP System
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The ERP project spans from 2024 to 2028 and is divided into several key phases detailed
out in the Report. The ERP system is scheduled to go live in early 2028, marking a significant
milestone in the project. After the system goes live, post-go-live support will be provided to
address any issues that arise. Ongoing support and training will continue to ensure that users are
fully supported and can make the most of the new system.

The Report provides much more detail on all the estimated costs and benefits from the
implementation of an ERP system. Table No. 1 below (excerpted from the Report) summarizes
the total cost of ownership related to a new ERP system as compared to continuing to invest in
disparate systems. The summary includes both capital and incremental expense costs for each

system as well as the avoided capital and O&M costs provided by an ERP alone.
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14 Table No. 1 — 5-Year Total Cost of Ownership Analysis

Five-Year TCO Analysis by Consultant

(in Millions)
—— HCL Technologies and
TCO Factor LLATRE St.age Avista
Consulting . .
(internal evaluation)
TCO-No ERP
(5-year cost without inflation) $474 $ 623
TCO -With ERP
(5-year technology portfolio with ERP) $423 $ 544
Estimate Cost Reduction
(Capital and O/M over 5-years) §51 $79
15 The data is further illustrated below in Figure No. 2 (also excerpted from the Report) where

the Total Cost of these alternatives with an ERP system and with No ERP system are shown by

year.

Figure No. 2 - Forecasted 5-Year Technology Portfolio Comparison with ERP and without
ERP
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A five-year financial analysis of the two TCO scenarios highlights a compelling case for
consolidating legacy best-of-breed technology solutions. By leveraging ERP platforms and
harnessing economies of scale, organizations can reduce costs, streamline operations, and
transition away from fragmented software ecosystems. The Company reasonably expects this
range of ERP benefits to continue to expand in the future.

Initiating an enterprise-wide ERP initiative, Avista will incur project costs associated with
ERP implementation over a 24—36-month period. During the 24-36 month ERP implementation
period, support for existing systems will be maintained at a sufficient level to mitigate risks,
following a 'keep the lights on' approach. After go-live and when portions of this project are
used and useful, this will initiate a new amortization and depreciation cycle for the ERP
software. As a result, this support will not cover upgrades and enhancement costs to these

existing systems.

IV. COST SUMMARY

The Company has forecasted both capital costs and operating expenses, which are detailed
in the Report. A preliminary summary of the capital costs for each year of the project is provided
in Table No. 2 below (further detail included in Table 2 in the Report).

Table No. 2 — ERP Planned Capital

Enterprise Resource Planning Platform
Planned Capital Costs (millions)

2026 2027 2028 2029 2030 Total
Enterprise Resource Planning System | $ 22.00 | S 28.00 ‘ S 31.00 | $11.00 ‘ $11.00 | $103.00

PETITION FOR AN ORDER AUTHORIZING DEFERRED ACCOUNTING TREATMENT AND
RATEMAKING TREATMENT OF COSTS ASSOCIATED WITH THE COMPANY’S INVESTMENT IN
AN ENTERPRISE RESOURCE PLATFORM

PAGE 8



18

19

As noted in the Report, Avista will be replacing software that encompasses the functions
from human resources, finance, work and asset management and customer relations into a
unified system that will be used and benefit all services (Electric and Natural Gas) and
jurisdictions (Washington, Idaho, and Oregon). Therefore, those costs of approximately $103
million are allocated to all three jurisdictions using Commission approved allocation
methodologies. The additional costs to enhance the system with upgrades will also be allocated
to the three jurisdictions and will follow our Commission approved methodology for software
depreciation lives based on the life of the contract for the license or upgrades. The Company
has included all large systems as well as smaller ancillary systems that could be replaced at this
time in the undepreciated net book value amount. As of December 31, 2024, the undepreciated
net book value of these systems was approximately $126 million. Washington’s share of the
undepreciated net book value is approximately $90.9 million (approximately $72.1 million

Washington electric and $18.8 million Washington natural gas).!

V. PROPOSED ACCOUNTING AND RATEMAKING TREATMENT

In this Petition, the Company is requesting an Order allowing the following accounting and
ratemaking treatment:

1. Deferral of the undepreciated net book value of existing applications and equipment
associated with enterprise technology systems/platforms (at the time of Go Live or
transfer-to-plant). Since the stated enterprise technology systems/platforms are
currently included in rate base earning the authorized rate of return, this regulatory asset
will be included in rate base until fully amortized. Amortization of the regulatory asset
will begin immediately upon transferring from plant-in-service to a regulatory asset in

! At the time the ERP system is expected to go-live in early 2028, Washington’s share of the remaining net book value
on these systems will be approximately $17.8 million (approximately $14.1 million Washington electric and $3.7
million Washington natural gas). This does not account for any capital additions that will occur after January 1, 2025
and only includes existing systems balances. As noted earlier, capital additions to maintain existing systems or “keep
the lights” on work is expected to be minimal.
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the amount equal to the depreciation expense included in customers' rates on the
existing technology systems/platforms.

2. Deferred Accounting Treatment for additional capital expenditures on investments in
applications being replaced. There are expected to be minimal costs to maintain current
systems during implementation of ERP. This regulatory asset will accrue a carrying
charge equal to the Company’s current authorized rate of return (ROR) set annually
based on the most recently approved ROR and will continue until fully amortized.

3. Adoption of the proposed 15-year depreciable life of the ERP. A 15-year depreciable
life for certain software assets transferring to plant from 2026-2030, due to a longer
expected life of those software assets. Avista is currently authorized to amortize
software over the software contract term. Accounting guidelines require Avista to
amortize capitalized costs over its useful period, which for software implementation
costs can be different than the contract term.

4. Deferral of depreciation and other project related expenses. Depreciation expense on
ERP investments beginning in the month that the first transfer to plant of the ERP
investment occurs and continuing monthly until such plant is included in retail rates in
a future general rate case proceeding. Project related operational expenses are
additional expenses associated with the project such as pre-project planning, training
and current state process improvement, etc. This regulatory asset will accrue a carrying
charge equal to the Company’s current authorized ROR set annually based on the most
recently approved ROR and will continue until fully amortized.

5. Deferral and capitalization of ERP costs in the cloud in a regulatory asset. The ERP
system will be hosted in the cloud instead of on premise, and as such the Company will
incur cloud costs. Historically, per accounting guidelines, utilities have been prevented
from capitalizing cloud costs without regulatory intervention. Avista is requesting to
defer these cloud costs and capitalize future cloud costs associated with the ERP system
in a regulatory asset account, with a carrying charge equal to the Company’s current
authorized rate of return (ROR) set annually based on the most recently approved ROR
and will continue until fully amortized.

Deferral of Existing Equipment

As mentioned earlier in this Application, implementation of an ERP system will involve,
among other things, the replacement of the existing software systems. The Company plans to
begin implementing this new system starting in 2026 and plans to execute an agreement with a
vendor in late 2025 in order to do so. When Avista executes an agreement with a software
vendor, it will be committed to remove and replace the existing software systems with one
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software ERP platform. This commitment triggers, and requires, certain accounting to occur
under Generally Accepted Accounting Principles (GAAP). The relevant accounting provision
is Accounting Standard Codification (ASC) 980-360-35. The full text of ASC 980-360-35 is
attached as Attachment B. ASC 980-360-35-1 states the following: “When it becomes probable
(likely to occur) that an operating asset or an asset under construction will be abandoned, the
cost of that asset shall be removed from construction work-in-process or plant-in-service.”

When Avista executes an agreement with a vendor to replace the existing large software
systems, it will be “probable (likely to occur)” that these systems will be removed from service.
In accordance with ASC 980-360-35, the execution of an agreement which involves a
commitment for the replacement and disposition of the existing software requires that the
investment in the old disparate software systems be “removed from plant in service.” Unless
Avista has justification to record the investment in another account (i.e., a regulatory asset), it
must be written off in the current period.

Therefore, Avista is requesting to defer the undepreciated net book value of these old
disparate systems as a regulatory asset. Avista proposes to record the deferred amounts in
accordance with the Code of Federal Regulations to Federal Energy Regulatory Commission
(“FERC”) Account 182.3 (Other Regulatory Assets). The net book value of the software systems

proposed to be replaced with an ERP platform is provided in Table No. 3 below.
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Table No.3 — Net Book Value of Existing Software and Hardware Systems being replaced

Existing Systems
As of December 31, 2024 (millions)
Current
Accumulated  Net Book Depreciation Annual Depreciation
Orignal Cost  Depreciation Value Rate Expense

ERP Electric S 1520 S (7.38) S 783 S 020 S 3.04
ERP Natural Gas S 1.88 §$ (0.85) $ 1.03 S 0.20 $ 0.38
ERP Common S 326.20 S (191.09) $ 135.11 S 020 $ 65.24
Total S 343.28 S (199.32) $ 143.97 S 68.66

Since the existing software systems above are currently included in rate base earning the
authorized rate of return, the Company is proposing that this regulatory asset will be included
in rate base until fully amortized. Amortization of the regulatory asset will begin immediately
upon transferring from plant-in-service to a regulatory asset in the amount equal to the
depreciation expense, currently approximately $68.6 million annually, included in customers’
rates on the existing software systems.

The one-time accounting entry for the deferral of the net book value of existing software
systems as a regulatory asset is provided in Table No. 4 below. The Company will record this
entry in late 2025 when the project has been approved and vendor contracts have been signed.
These balances are as of December 31, 2024 and will change prior to go-live of the project.

Table No. 4 — Accounting Entry to Defer Existing Systems

Accounting Entries to Record Deferral of Net Book Value of Existing Systems

(millions)
Account Description FERC Account Debit Credit
Regulatory Asset-Electric Software 182.3XX S 7.83
Regulatory Asset-Natural Gas Software 182.3XX S 1.03
Regulatory Asset-Common Software 182.3XX $ 135.11
Plant in Service 101.000 S 343.28
Accumulated Depreciation 108.000 S 199.32

The accounting enties will include standard deferred federal income tax entires.
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25 The monthly accounting entries for the amortization of the regulatory asset of the existing
software systems are provided in Table No. 5. These entries will begin being recorded in the
same month that the existing software and hardware costs are transferred to a regulatory asset.

Table No. 5 — Accounting Entries to Record Amortization of existing software systems

Accounting Entries to Record Monthly Amortization of Deferred Existing Systems Equipment
(millions)

Account Description FERC Account Debit Credit
Regulatory Debit-Amortization Electric 407.3XX S 0.25
Regulatory Debit-Amortization Natural Gas 407.3XX S 0.03
Regulatory Debit-Amortization Common 407.3XX S 5.44
Regulatory Asset-Electric 182.3XX S 0.25
Regulatory Asset- Natural Gas 182.3XX S 0.03
Regulatory Asset-Common 182.3XX S 5.44
The accounting enties will include standard deferred federal income tax entires.

26 Deferred Accounting Treatment

During the 2-3 year implementation period, there are systems that will need upgrades and
license costs to maintain functioning or in other words to “keep the lights on”. Deferred
Accounting Treatment for additional capital expenditures on investments in applications being
replaced (care and feeding until ERP go-live). These costs are expected to be minimal to
maintain current systems during implementation of ERP. The Company proposes to account for
this in the same manner as the deferral of the existing equipment discussed earlier. This
accounting entry is for the deferral of the net book value of upgrade, licenses and “keep the
lights on” software systems as a regulatory asset is provided in Table No. 4 above. These same

entries would occur monthly as these assets transfer to plant.
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Proposed Depreciable Life of the ERP Platform System

The Commission is empowered to ascertain and determine the proper and adequate rates
of depreciation of the Company's property used in the rendering of retail electric and natural gas
service under the provisions of RCW 80.04.350. Each utility under the Commission's
jurisdiction is required to conform its depreciation accounts to the rates so ascertained and
determined by the Commission. The Commission may make changes in such rates of
depreciation from time to time as the Commission may find necessary. The Company
periodically completes a depreciation study and requests modifications to its depreciation rates.
The Company proposed to change its electric and natural gas depreciation rates in Washington
in Case Nos. UE-230123 and UG-230130 filed in February of 2023. The detailed Depreciation
Study prepared by Gannett Fleming, Inc. was included with the Company's Depreciation
Study filing as Attachment C. On page 69 of 800 of Attachment C, the depreciation rate of
15 years was proposed for existing software systems. This life is consistent with the life
being used for current larger software systems on Avista’s books and is appropriate in this

case.

Deferral of Depreciation and Project Operating Expenses on ERP Investment

The ERP system is a major, multi-year project, but the dollars invested in the project will
be transferred to plant-in-service as certain components are completed along the way. Once the
investment is transferred to plant-in-service, allowance for funds used during construction
(AFUDC) stops, and depreciation begins on the investment. Unless the depreciation and other
project related operating costs are included in retail rates on a timely basis, or certain costs are

deferred for later recovery, the Company will not recover the costs and will suffer negative
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financial impacts. Project related operational expenses are additional expenses associated with
the project such as pre-project planning, training, current state process assessments, incremental
labor, professional services, etc. incurred starting July 1, 2025.

The Company filed a 2-year general rate case (Docket Nos. UE-240006 and UG-240007)
on January 18, 2024. Approved Rates are effective January 1, 2025, and January 1, 2026. None
of the ERP investment was included in that general rate case. So, the earliest the Company may
include the ERP investment would be January 1, 2027.

Because of this, the Company is requesting to defer the depreciation expense on ERP
investment beginning in the month that the first transfer to plant of the ERP investment occurs
and would continue monthly until such plant is included in retail rates in a future general rate
case proceeding. This regulatory asset will accrue a carrying charge equal to the Company’s
current authorized rate of return updated annually and will continue until the regulatory asset is
fully amortized.

The monthly accounting entry for the deferral of the depreciation expense and project
related operational costs on the ERP Platform as a regulatory asset is provided in Table No. 6
below. The Company will record this entry beginning in the month that the first transfer to plant

of the ERP investment occurs.
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Table No. 6 — Accounting Entries to Record Deferral of ERP Platform Depreciation and
Project Related operating expenses

Accounting Entries to Record Monthly Deferral of Depreciation Expense and Project Operating Expenses of ERP
Platform
(millions)
Account Description FERC Account Debit Credit
Regulatory Asset-Common 182.3XX XXX
Regulatory Asset - Natural Gas 182.3XX XXX
Regulatory Asset-Electric 182.3XX XXX
Regulatory Credit-Common 407 .4AXX XXX
Regulatory Credit-Natural Gas 407 .4AXX XXX
Regulatory Credit-Electric 407 .4AXX XXX
The accounting enties will include standard deferred federal income tax entires.

31 The monthly accounting entries for the deferral of the carrying charge on the regulatory
asset of the deferred depreciation expense and project operating expenses on the ERP Platform
are provided in Table No. 6. These entries will begin being recorded when the depreciation

expense on the ERP Platform begins being deferred.
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Table No. 7 — Accounting Entries to Record Carrying Charge (ROR) on Deferred ERP
Platform

Accounting Entries to Record Monthly Deferral of Carrying Charge (ROR) on ERP Platform

(millions)

Account Description FERC Account Debit Credit
Regulatory Asset-Electric 182.3XX XXX

Regulatory Asset-Natural Gas 182.3XX XXX

Regulatory Asset-Common 182.3XX XXX

Interest Income-Carrying Charge-Electric 419.XXX XXX
Interest Income-Carrying Charge-Natural Gas 419.XXX XXX
Interest Income-Carrying Charge-Common 419 XXX XXX
Regulatory Liability-Equity Return on Deferrals-Electric 254 XXX XXX
Regulatory Liability-Equity Return on Deferrals-Natural Gas 254 XXX XXX
Regulatory Liability-Equity Return on Deferrals-Common 254 XXX XXX

The accounting enties will include standard deferred federal income tax entires.

*In accordance with FASB ASC 980-340, Avista would capitalize the deferred revenue requirement of the ERP deferred
depreciation and project expense in FERC Account No. 182.3. The portion that represents the carrying charge would be
recorded in FERC Account No. 419. The portion that represents the earnings on shareholders’ investment would be recorded in
a regulatory liability (FERC Account No. 254) until recovery occurs in future years.

The monthly accounting entries for the amortization of the regulatory asset of the deferred
depreciation expense on the ERP Platform and the deferred carrying charge are provided in
Table No. 8. These entries will begin being recorded when the costs are included in customers’

base rates.
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Table No. 8 — Accounting Entries to Record Amortization of Deferred ERP Platform

Accounting Entries to Record Monthly Amortization of Deferred ERP Platform
(millions)

Account Description FERC Account Debit Credit
Customer Accounts Receivable 142.100 XXX
Customer Revenues 44X XXX XXX
Regulatory Asset-Electric 182.3XX XXX
Regulatory Asset-Natural Gas 182.3XX XXX
Regulatory Asset-Common 182.3XX XXX
Regulatory Debit-Amortization Electric 407.3XX XXX
Regulatory Debit-Amortization Natural Gas 407.3XX XXX
Regulatory Debit-Amortization Common 407.3XX XXX
Regulatory Liability-Equity Return on Deferrals-Electric 254 XXX XXX
Regulatory Liability-Equity Return on Deferrals-Natural Gas 254 XXX XXX
Regulatory Liability-Equity Return on Deferrals-Common 254 XXX XXX
The accounting enties will include standard deferred federal income tax entires.

33 Capitalization of ERP Platform cloud costs.

The ERP project will be hosted in the cloud instead of being on premise, how many of the
Company’s software systems are today. As discussed further in the Report, cloud computing
has become an essential part of modern business operations, providing scalable and flexible
solutions that enhance efficiency and innovation. By capitalizing cloud costs, the Company can
better align its financial reporting with the actual usage and benefits derived from these services.
34 Capitalizing cloud costs allows the Company to spread the expense over the useful life of
the cloud services, rather than recognizing the entire cost upfront. This approach provides a
more accurate representation of financial health and performance, as it matches the costs with
the periods in which the benefits are realized.
35 Additionally, regulatory bodies and accounting standards are increasingly recognizing the

importance of cloud computing and are providing guidelines for capitalizing such costs.
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36 Capitalizing cloud costs enables the Company to reflect the true value and impact of cloud
services on its operations, improve financial reporting, manage cash flow efficiently, and
enhance their overall financial stability and attractiveness to investors.

37 The prudence and recovery of the costs associated with the Company’s ERP would be
addressed in future regulatory proceedings. With deferred accounting, the Commission will
have the opportunity to review the costs after-the-fact and make a prudence determination prior

to the Company receiving recovery of the prudently incurred costs through retail rates.

VI. CONCLUSION

38 Approval by this Commission to defer the existing undepreciated net book value of the
existing software equipment and the depreciation expense on the new ERP Platform software,
would allow the Company to set these costs aside for an opportunity to recover these costs in a
future rate proceeding. Furthermore, the Commission will have the opportunity to review the
costs after-the-fact and make a prudence determination prior to the Company receiving recovery
of the prudently incurred costs through retail rates. In a future proceeding, Avista would address
the prudence of the costs incurred and request recovery of the deferred costs, including a
carrying charge on the deferral equal to the Company’s current authorized rate of return updated

annually.

VII. REQUEST FOR RELIEF

39 WHEREFORE, Avista respectfully requests that the Commission issue an Order on or
before October 1, 2025, authorizing the following:

1. Deferral of the undepreciated net book value of existing applications and equipment
associated with enterprise technology systems/platforms (at the time of Go Live or
transfer to plant). Since the stated enterprise technology systems/platforms are
currently included in rate base earning the authorized rate of return, this regulatory asset
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will be included in rate base until fully amortized. Amortization of the regulatory asset
will begin immediately upon transferring from plant-in-service to a regulatory asset in
the amount equal to the depreciation expense included in customers' rates on the
existing technology systems/platforms.

2. Adoption of the proposed 15-Year depreciable life of the ERP. Avista is currently
authorized to amortize software over the software contract term. Accounting
guidelines require Avista to amortize capitalized costs over its useful period, which for
software implementation costs can be different than the contract term.

3. Deferred Accounting Treatment for additional capital expenditures on investments in
applications being replaced (“care and feeding” until ERP go-live). There are expected
to be minimal costs to maintain current systems during implementation of ERP.

4. Deferral of depreciation and other project related operating expenses. Depreciation
expense on ERP investments beginning in the month that the first transfer to plant of
the ERP investment occurs and continuing monthly until such plant is included in retail
rates in a future general rate case proceeding. Project related expenses are additional
expenses associated with the project such as pre-project planning, training and current
state process improvement, etc. This regulatory asset will accrue a carrying charge
equal to the Company’s current authorized rate of return (first set in Case Nos. AVU-
E-25-01 and AVU-G-25-01) updated annually, and will continue until fully amortized.

5. Deferral and capitalization of the ERP Platform costs in the cloud. The ERP system
will be hosted in the cloud instead of on premise, and as such the Company will incur
cloud costs. Historically, per accounting guidelines, utilities have been prevented from
capitalizing cloud costs without regulatory intervention. Avista is requesting to defer
these costs and capitalize future cloud costs in a regulatory asset associated with the
ERP system.

40 DATED at Spokane, Washington, this 1% day of July 2025.

AVISTA CORPORATION

B@W

Patrick Ehrbar
Director of Regulatory Affairs
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