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Washington Utilities and Transportation Commission s
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Olympia, Washington 98504-7250 s T

Attention: Ms. Carole Washburn, Executive Secretary

Enclosed for filing with the Commission are nineteen copies of Avista’s Petition for an order authorizing
deferred accounting treatment for certain power costs related to the recent dramatic increase in short-term
wholesale market prices. As the Company explains in the Petition, the short-term market prices have

risen to unprecedented levels. These prices have caused a comparable dramatic increase in power supply
expenses for the Company.

The costs at issue in this Petition are independent of the costs for which the Company has filed for
recovery in its pending General Rate Case, Docket No. UE-991606. The power costs in the General Rate
Case are generally based on “normal” conditions, including normal weather, streamflow, and other
operating conditions. The costs for which the Company is seeking deferred accounting treatment in this

Petition are the extraordinary power supply costs related to the current unprecedented wholesale market
prices.

The Company filed a Form 8-K with the Securities and Exchange Commission, dated June 21, 2000,
regarding the total impacts on the Company from the increase in market prices. Irrespective of the total
impacts on the Company discussed in that document, the costs at issue in this Petition are related solely
to the increased costs to serve the Company's customers. This Petition does not seek to recover losses
associated with wholesale trading transactions. Those trading transactions are unrelated to the

Company's load requirements, and the Company has not requested deferred accounting treatment related
to those costs.

The Company is not proposing a change in retail rates in this filing. The ratemaking treatment related to
these deferrals would be the subject of a future filing. The Company requests that the deferred
accounting treatment become effective for power costs beginning July 1, 2000. The Company requests
that the Commission rule on the Company’s request for deferred accounting treatment on or before July
31, 2000, and issue its order soon thereafter.

Questions regarding this filing should be directed to Kelly Norwood at (509) 495-4267.

Singerely,

qﬁmf!&b._ b ’D/Agd"‘\
Thomas D. Dukich
Manager, Rates and Tariff Administration

Enclosures
ok See attached service list
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Gregory J Trautman, Asst Attorney General

Mary M Tennyson, Asst Attorney General Simon ffitch
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BEFORE THE
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Petition of )

)
AVISTA CORPORATION ) DOCKET NO. UE- qu 72—

)
For an Order Regarding the Accounting )
Treatment of Certain Wholesale )
Power Costs to Serve Firm Load ) PETITION OF AVISTA CORPORATION
Obligations )

)

I. PETITIONER

1 In accordance with WAC 480-09-420, the name and address of Petitioner, Avista

Corporation ("Avista Corp." “Avista,” or “Company”), is as shown below. Please direct all

correspondence related to this Petition as follows:

David J. Meyer Thomas D. Dukich

Senior Vice President and General Counsel Director, Rates and Tariff Administration
Avista Corp. Avista Corp.

1411 E. Mission Avenue 1411 E. Mission Avenue

P. O. Box 3727 P. O. Box 3727

Spokane, Washington 99220-3727 Spokane, Washington 99220-3727
Telephone: (509) 495-4316 Telephone: (509) 495-4724

Facsimile: (509) 495-4361 Facsimile: (509) 495-8058

II. INTRODUCTION

2 Pursuant to WAC 480-09-420 (7) Avista Corp. hereby requests that the Commission
issue an order authorizing the deferral of certain power costs related to the recent dramatic
increase in short-term wholesale market prices. As the Company will explain in this Petition,
short-term market prices have risen to unprecedented levels and have caused a comparable
dramatic increase in power supply expenses for the Company.

3 It has been the practice of the Commission to provide deferred accounting treatment
and rate recovery for costs that are considered to be extraordinary, abnormal, unusual, or
unpredictable and highly variable. The costs at issue in this Petition would qualify under all

of these terms. The Company is not requesting an immediate surcharge or change in rates in
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this filing. The Company requests an accounting order authorizing it to defer the increased
expenses as a regulatory asset to consider for later recovery. The ratemaking treatment related

to these deferrals would be the subject of a future filing.

III. SUMMARY
4 Through this Petition, the Company is requesting the Commission to authorize deferred
accounting treatment for increased power costs, for the period July 1, 2000 through June 30,
2001, related to the recent dramatic increase in short-term market prices. A summary of the
information in support of the Company’s Petition is as follows:

5 Dramatic Increase in Short-Term Market Prices

L Historical monthly market prices for the last 15 years have ranged from a low of
0.8¢/KWH to a high of 4.0¢/KWH.

. Current monthly market prices are as high as 13.0¢/KWH. Daily prices have reached
37.5¢/KWH and hourly prices have frequently risen to 75.0¢/KWH.

. Kaiser announced on June 14™ that because of “unprecedented electricity costs™ its

Tacoma aluminum smelter would be shut down, production at the Mead smelter in
Spokane would be reduced, and over 400 workers laid off.

° On June 5”‘, Vanalco, an aluminum smelter in Vancouver, Washington, announced
that it was shutting down most of its production and laying off 450 — 600 workers
because of the high-cost energy market.

6  Impact on Avista

o Avista relies on purchases from the short-term energy market for a portion of its
resource portfolio to serve its load obligations. This exposes the Company to
extraordinary power supply costs related to the unprecedented rise in short-term
market prices. If the Company has no way to recover these extraordinary power
costs, then it must acquire more long-term firm resources, and reduce or eliminate
the reliance on short-term resources.

. Based on current short-term market prices for July through December of this year,
the estimated impact on the Company for the balance of this year, related to the high
market prices, is an increase in costs of approximately $29 million on a system basis
($20 million for the Washington jurisdiction). A $29 million increase in costs to the
Company would equal an adverse earnings impact to the Company of approximately
$0.40 per common share. This represents a significant impact to the utility when
compared with total earnings for the utility in 1999 of $1.00/share, and $0.88/share
in 1998.

. Attached as Appendix 8 to this filing is a copy of the Company's Form 8-K filed with
the Securities and Exchange Commission regarding the impacts on the Company
from the increase in market prices. Irrespective of the total impacts on the Company
discussed in that document, the costs at issue in this Petition are related solely to the

increased costs to serve the Company's customers. This Petition does not seek to
PETITION OF AVISTA CORPORATION 2




recover losses associated with wholesale trading transactions. Those trading
transactions are unrelated to the Company’s load requirements, and the Company has
not requested deferred accounting treatment related to those costs.
Notwithstanding the unprecedented rise in short-term market prices, the Company
takes seriously its commitment to provide safe, reliable service to its customers.
There have been no curtailments of service, nor is there expected to be future
curtailments, resulting from this extraordinary event.

7  Basis for the Company’s Request for Deferred Accounting Treatment

Historically the Commission has authorized deferred accounting treatment and rate
recovery for costs that are considered to be extraordinary, abnormal, unusual, or
unpredictable and highly variable.

Examples include purchased gas costs (PGAs), storm damage, environmental
remediation costs, and abnormal power costs.

Recovery is provided in other jurisdictions through tracking mechanisms, such as
Avista’s Power Cost Adjustment (PCA) in the Idaho jurisdiction.

Some other utilities are not exposed to these extraordinary changes in power costs
because of electric industry restructuring or deregulation, in that the utilities are not
responsible for power acquisition in those instances.

&  Accounting for the Deferrals

The Company requests authorization for deferred accounting treatment to become
effective for power costs beginning July 1, 2000 and ending June 30, 2001. The first
deferral would occur in August 2000 for power costs incurred during the month of
July 2000.

The Company proposes that the balance of deferred costs resulting from this Petition
be amortized over a ten-year period beginning July 1, 2001, with a carrying charge,
equal to the Company's authorized rate of return, on the unamortized balance. If
deferrals were to total $20 million for the Washington jurisdiction, the estimated
future rate impact related to a 10-year amortization of this balance would be an
increase of approximately 1.0 to 1.5 percent.

If the Commission approves the Company’s request for a Power Cost Adjustment
(PCA) mechanism in its General Rate Case proceeding, Docket No. UE-991606, the
Company proposes that the monthly deferrals under this Petition end on the effective
date of the PCA. The Company proposes that the balance of costs deferred under this
Petition be rolled into the PCA mechanism for ratemaking purposes. If deferrals
were to total $20 million for the Washington jurisdiction, and the balance were to be
rolled into the PCA mechanism, the estimated future rate impact would be an
approximate five percent (5%) increase for a one-year period. The 5% would be
reduced to approximately 2.5% for the second year, and then reduced to zero. If the
Commission determines, that the ratemaking treatment for these extraordinary power
costs should not be included in the PCA mechanism, the Company proposes that the
costs be amortized over a ten-year period as explained above.

PETITION OF AVISTA CORPORATION 3



J The rate recovery of these deferrals would be the subject of a future rate filing. It is
understood that the burden of proof for the reasonableness of these costs in future
proceedings rests with the Company.

9  Periodic Reporting
. The Company proposes to provide reports to the Commission on a monthly basis
related to the deferrals. The reports would include all calculations and accounting
entries. '

10  Calculation of Costs for Deferral

. The specific power costs included for deferral purposes would be limited to three
power cost variables, including short-term market prices, thermal generation, and
hydroelectric generation. As will be explained in this Petition, including the changes
in thermal generation in the deferrals will serve to offset a portion of the total costs
that would otherwise be deferred. The level of hydroelectric generation on the
Company’s system can also provide an offset to short-term market price impacts,
and it is appropriate to include for deferral purposes.

. Deferred costs would be based on the difference between the actual costs associated
with these three power cost variables, and what those costs would otherwise have
been under normalized conditions.

. In the Company’s General Rate Case, in Docket No.UE-991606, the Company filed
information supporting normalized power supply costs for the period July 1, 2000
through June 30, 2001. At the conclusion of the case the Commission will ultimately
adopt a normalized level of power costs for that 12-month period. The Company is
proposing in this Petition that monthly deferrals be based on the difference between
actual power costs and that normalized level. Until that case is concluded, deferrals
would be based on the normalized level filed by the Company in that case.
Following the issuance of the order in that case, the deferrals beginning in July 2000
would be adjusted to reflect the normalized level approved by the Commission in the
General Case.

. Monthly deferrals would reflect the Company’s energy surpluses and deficiencies
during both heavy-load and light-load hours, and the corresponding actual heavy-load
and light-load short-term market prices experienced by the Company.

11  Avista’s Request

. The Company requests that the Commission rule on the Company’s request for
deferred accounting treatment on or before July 31, 2000, and issue its order soon
thereafter.

. The Company requests that the deferred accounting treatment become effective for

power costs beginning July 1, 2000. The first deferral would occur in August 2000
for power costs incurred during the month of July 2000.

PETITION OF AVISTA CORPORATION 4
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IV. DRAMATIC INCREASE IN SHORT-TERM MARKET PRICES

A. Unprecedented Prices

During the past six weeks short-term market prices in the Pacific Northwest, where
Avista purchases energy, have risen dramatically to unprecedented levels. Real-time prices
(next hour) have frequently hit 75.0¢ per kilowatt-hour (KWH). Pre-schedule prices (next day)
have risen to over 37.5¢ per KWH, and forward monthly prices (next month and longer) have
risen as high as 13.0¢ per KWH.

To put these prices in perspective, the average monthly prices experienced by Avista
from 1996 through 1999 ranged from 0.8¢ per KWH to 3.7¢ per KWH. These prices are

summarized in the following table, and are also expressed in dollars per megawatt-hour

(MWH):

¢/KWH $MWH
1996-1999 Monthly High Price 3.7¢ $37
Current Monthly High Price 13.0¢ $130
Current Daily High Price 37.5¢ $375
Current Hourly High Price 75.0¢ $750

A short-term aberration (a few days or weeks) in the market prices generally would not
occasion a request for deferred treatment of power supply expenses. The persistence of the
current extreme high prices, however, have caused, and will continue to cause, an extraordinary
increase in the Company’s power costs.

Others in the region have also been impacted by the high market prices. For example,
on Wednesday, June 14, 2000, Kaiser announced that its Tacoma aluminum smelter would be
shut down, production at the Mead smelter in Spokane would be reduced, and over 400
workers laid off because of high electricity prices. Pete Forsyth, Kaiser Vice President, was
quoted in a Spokesman Review article stating that “unprecedented electricity costs made the
curtailment unavoidable.” Mr. Forsyth also stated that the potlines at the Tacoma smelter
“have never been completely idled before.” A copy of the Spokesman Review article is
attached to this Petition as Appendix 1.

A week earlier, Vanalco, an aluminum smelter in Vancouver, Washington, announced

that it was shutting down most of its production and laying off 450 — 600 workers because of

PETITION OF AVISTA CORPORATION 5
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the high-cost energy market. The shutdown is the first since Vanalco purchased the smelter
from Alcoa in June 1987. A copy of the article in the June 12, 2000 issue of Clearing Up
related to this shutdown is attached as Appendix 2.

In the southern portion of the Western Systems Coordinating Council (WSCC) area,
Pacific Gas and Electric (PG&E) issued a press release, on June 14, 2000, stating that “The
California Independent System Operator (CAISO) has initiated localized electric curtailments
in the Bay Area due to record-breaking temperatures and the unavailability of generation.”
PG&E implemented rotating “block” outages of approximately 35,000 retail customers at a
time in order to meet CAISO’s need for energy. These curtailments of retail load were in
addition to the curtailment of interruptible loads. Copies of press releases related to these

curtailments are attached as Appendix 3.

B. Historical and Current Market Prices

A review of historical short-term market prices on an annual basis, monthly basis, as
well as on a day-to-day basis shows that prices have been trending upward, and there has been
a dramatic increase in volatility of the prices.

Annual Prices: Appendix 4 includes a bar chart showing the Company's average
annual short-term purchase prices for 1996 through 1999. These prices start at 1.27¢ per KWH
in 1996 and increase steadily to 2.75¢ per KWH in 1999.

Monthly Prices: Page 1 of Appendix 5 includes a graph of the historical monthly
short-term market prices experienced by the Company for the four-year period 1996 through
1999. The prices ranged from 0.8¢ per KWH in March 1996 to a high of 3.7¢ per KWH in
October 1999.

Page 2 of Appendix 5 illustrates the recent dramatic rise in the monthly market prices.

This chart shows that the market price of power on April 19, 2000 for power to be delivered
during the month of July 2000 was 4.95¢ per KWH. The price on June 12, 2000 for the same
power to be delivered in July was 12.20¢ per KWH. Monthly market prices for the remainder
of the year have increased significantly, as can be seen in the chart.

Page 3 of Appendix 5 includes a chart that contains both the 1996-1999 historical

monthly prices from Page 1 of Appendix 5, as well as the forward monthly market prices from

PETITION OF AVISTA CORPORATION 6
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Page 2. This chart shows that the current market prices are well above any experienced by the
Company in recent history.1

Daily Prices: Daily market prices have increased even more dramatically. Pages 1
through 3 of Appendix 6 include graphs showing the daily heavy load and light load
prescheduled electric prices at the Mid-Columbia for 1998, 1999, and year-to-date 2000. Page
3 shows a sharp increase in prices for this year, and a significant increase in volatility. Prices
for a daily block of on-peak power have exceeded 37.5¢ per KWH. Recent real-time pricing
has also been very volatile. Real-time prices at the Mid-Columbia during both May and June .
2000 have frequently risen to 75.0¢ per KWH.

As will be explained later, the Company relies on short-term purchases for a portion
of its portfolio to serve load requirements. As we continue to move forward in time through
the remaining months of this year, the Company must either purchase at the monthly market
prices and/or wait until the month arrives and purchase power on a daily basis at the daily
market prices. Purchases at these higher prices have caused, and will continue to cause, an

extraordinary increase in the Company’s power costs.

C. Changes in Wholesale Market Conditions

In the years prior to the adoption of market-based pricing by the Federal Energy
Regulatory Commission (FERC), the price of short-term wholesale power was capped at the
cost of providing such power. Following the adoption of market-based pricing, the price of
short-term wholesale power was still driven, in large part, by the cost of producing the power,
and by what some have referred to as the “fundamentals” of the market place.

These “fundamentals” included factors such as the availability of hydroelectric
generation, the availability of major thermal generation, available transmission, temperature
conditions and the resulting retail loads, and the price of coal, natural gas and oil to fire
generating units.

A combination of these factors that resulted in a shortage of energy generally caused
the market price of power to move upward to the highest-cost incremental resource to serve

the last kilowatt-hour that was needed. Conversely, a combination that resulted in a surplus

! A review of monthly market prices for the 15-year period 1985 to 1999 shows a range from 0.8¢/KWH to
4.0¢/KWH. None of them are comparable to the prices currently being experienced by the Company.

PETITION OF AVISTA CORPORATION 7



28

29

30

31

32

33

of power caused the market price of power to fall to the price necessary to displace or shut
down the thermal resources that were surplus to the load requirements.

It is clear from the current wholesale market prices that these “fundamentals” are no
longer the primary force in driving the price of power. The market price of short-term power
has diverged considerably from the cost to generate the power. Market prices of 37.5¢ to 75.0¢
per KWH are well above the cost of any thermal generating unit to produce power. Recently
the Mid-Columbia market prices have occasionally traded above the price at the California-
Oregon Border (COB) and the market price in California. This is a very unusual event.

Although it is difficult to know precisely what is driving market prices at any given
time, there are a number of observations that can be made. The Pacific Northwest is at or near
load/resource balance. From a cost-based standpoint, the current supply and demand equation
is resulting in higher short-term prices based on running higher incremental cost resources.
This creates a higher floor for the price of short-term power than if the Region were in a
surplus condition, separate and apart from other market forces.

Additional constraints on hydroelectric operations have reduced available energy for
the Region, which contributes to increased volatility. For example, in recent weeks over 50%
of the inflow at the Priest Rapids Hydroelectric Project on the Columbia River was being
spilled past available turbines for fish enhancement. This occurred with market prices over
20¢ per KWH.

Liquidity, or the volume of transactions, at the major trading points such as the Mid-
Columbia and COB is down considerably for short-term firm energy. This contributes to
increased volatility.

Furthermore, restructuring at both the wholesale and retail level appears to have created
some perverse market pricing. For example, a cap of 75.0¢ per KWH has been placed on the
priée that the CAISO will pay for power. Under tight supply/demand conditions, the price
tends to move immediately to the cap of 75.0¢ per KWH, irréspective of the cost to provide
the energy.

Events in any part of the WSCC (Northwest, Canadian, and Southwest) such as cold
weather, hot weather, thermal outages, streamflow conditions, etc., can drive a change in short-

term market prices for the Company. This is evident in the recent hot weather in California

PETITION OF AVISTA CORPORATION 8
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that resulted in curtailment of loads, and market prices in both California and the Pacific
Northwest of 75.0¢ per KWH.

Attached as Appendix 7 is an article from the June 19, 2000 issue of Clearing Up that
includes a discussion of the unprecedented nature of the rise in short-term market prices.
Statements in the article regarding market prices include the following: "We are at
unprecedented price levels," "no one expected this volatility,” "You do not see normal markets
swing by a huge order of magnitude like this," "These short-term extremes are beyond what
anyone imagined could happen,” and "there is no longer any underlying rationale to the

fundamentals."

V. IMPACT ON THE COMPANY

It is important to note at the outset that the costs at issue in this Petition are independent
of the costs for which the Company has filed for recovery in its pending General Rate Case,
Docket No. UE-991606. The power costs in the General Rate Case are based on “normal”
conditions, including weather-normalized retail loads, normal streamflow conditions, normal
thermal operating conditions, and normal wholesale market conditions.

The costs for which the Company is seeking deferred accounting treatment in this
Petition are the extraordinary power supply costs related to the current unprecedented
wholesale market prices. In fact, the Cdmpany’s request in this filing is to defer the
extraordinary costs that exceed the normalized power supply costs that will ultimately be
authorized by the Commission in the General Case. Therefore, the costs relative to this
Petition are in no way duplicative of the costs included in the General Case.

Furthermore, attached as Appendix 8 is a copy of the Company's Form 8-K filed with
the Securities and Exchange Commission regarding the impacts on the Company from the
increase in market prices. Irrespective of the total impacts on the Company discussed in that

document, the costs at issue in this Petition are related solely to the increased costs to serve the

Company's customers. This Petition does not seek to recover losses associated with wholesale

trading_transactions. Those trading transactions are unrelated to the Company's load

requirements, and the Company has not requested deferred accounting treatment related to

those costs.

PETITION OF AVISTA CORPORATION 9
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Notwithstanding the unprecedented rise in short-term market prices, the Company takes
seriously its commitment to provide safe, reliable service to its customers. There have been
no curtailments of service, nor is there expected to be future curtailments, resulting from this
extraordinary event.

With regard to the specific cost impacts on the Company related to serving the
Company’s system load requirements, Avista relies on the short-term energy market for a
portion of its resource portfolio to serve its load obligations. The Company discussed the use
of a combination of both long-term and short-term resources in its 1997 Electric Integrated
Resource Plan filed with the Commission.? Relying on purchases from the short-term market
for a portion of its resource portfolio exposes the Company to extraordinary power supply costs
related to this unprecedented rise in short-term market prices.

If the Company has no way to recover these extraordinary power costs, then it must
acquire more long-term firm resources, and reduce or eliminate the reliance on short-term
resources. It is both reasonable and appropriate for the Commission to authorize deferred
accounting treatment for the extraordinary costs associated with the short-term resource
portfolio.

For the period July 2000 through June 2001 the Company has energy surpluses and
deficiencies on its system as shown in Column (a) of Table 1 below. These surpluses and
deficiencies represent the net difference each month between long-term firm resources and
long-term firm load obligations. The Company relies on short-term market purchases to meet
the deficiencies, and sells the surpluses in the short-term market.

These figures were developed under normal streamflow and wholesale market
conditions, and reflect the net condition for the Company for the respective month. That is,
within some months the Company will be both purchasing and selling short-term energy. The
figures shown in Column (a) reflect the balance for the month after netting the purchases and
sales together.

The Company’s normalized retail load for the same period is shown in Column (b),

and the short-term surpluses and deficiencies as a percentage of retail load is shown in Column

(c).2

? Pages 2 and 78 of the Appendices.
> The surpluses and deficiencies as well as the retail loads in Table 1 are the retail loads and firm contract rights and

PETITION OF AVISTA CORPORATION 10



TABLE 1

Short-Term
Surplus/ Retail % of
(Deficiency) Load Retail
Month Average Megawatts Average Megawatts Load
(a) (b) (c)
July 2000 (102) 941 (10.8%)
August 2000 (152) 955 (15.9%)
September 2000 (153) 903 (16.9%)
October 2000 (113) 894 (12.6%)
November 2000 (71) 1,025 (6.9%)
December 2000 (105) 1,177 (8.9%)
January 2001 _ (107) 1,144 (9.3%)
February 2001 (50) 1,083 (4.7%)
March 2001 (117) 1,004 (11.7%)
April 2001 (203) 950 (21.4%)
May 2001 120 893 13.4%
June 2001 2D 944 (2.2%)
Average (90) 993 (9.0%)
44 These calculations show that for the next twelve-month period, the Company will rely

on purchases from the short-term market averaging 90 AMW, which is equal to 9.0% of the
Company’s retail load. The short-term purchases vary for each of the months as shown in the
table, and the Company is surplus in the month of May 2001.

45 Based on current short-term market prices for July through December of this year, the
estimated impact on the Company for the balance of this year, related to the high market prices,
is an increase in costs of approximately $29 million on a system basis ($20 million for the
Washington jurisdiction). A $29 million increase in costs to the Company would equal an
earnings impact to the Company of approximately $0.40 per common share. This represents
a significant impact to the utility when compared with total earnings for the utility in 1999 of

$1.00/share, and $0.88/share in 1998.*

obligations filed by the Company in Docket No. UE-991606. These figures exclude generation from the Centralia
Project, and include the replacement purchase from TransAlta.

* Estimates for May and June of 2000 show a combined increase in power costs of approximately $3 million on a
system basis related to serving customers’loads. The Company is not requesting deferred accounting treatment in
this Petition for these months.

PETITION OF AVISTA CORPORATION 11
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This estimate is provided for informational purposes only. The actual costs to be
deferred would be based on the actual market conditions experienced by the Company. This
estimate, as well as the Company’s proposed deferral calculation, will be further explained
later in this Petition under the heading “Calculation of Costs for Deferral.”

The Company’s proposal in this Petition is for deferred accounting treatment for the
12-month period July 1, 2000 through June 30, 2001. The Company is requesting accounting
treatment for a 12-month period in order to capture the seasonal impacts that can occur over
the course of a full year. For example, if the high power prices persist and the Company has
surplus power in the spring of next year, the sales at the higher prices would mitigate, to some
degree, the costs that the Company will experience for the remainder of the year 2000. In
addition, market conditions could change over the next year and result in reduced costs to the
Company. Therefore, deferrals over the course of the year could include reduced costs as well
as increased costs.

In the long-term, for the period beyond June 2001, a combination of the following
would address the power cost impacts related to the volatility in the wholesale market:

a. Implement a Power Cost Adjustment mechanism to track changes in costs related to
market prices over time. This mechanism would be similar to the PGA in the natural
gas industry, and similar to the Company’s electric Power Cost Adjustment (PCA)
mechanism that has been in place in the Idaho jurisdiction for the past twelve years.

b. The Company could acquire more long-term firm supply-side and demand-side
resources and reduce reliance on short-term market purchases to serve load
obligations.

However, the Company is not requesting a ruling in this current filing related to these

longer-term solutions.

VI. BASIS FOR THE COMPANY’S REQUEST FOR
DEFERRED ACCOUNTING TREATMENT

. The Company’s request for deferred accounting treatment is consistent with existing
and historical ratemaking practices. The Commission has the authority to authorize the

deferral of costs at issue in this filing and, in fact, has previously authorized deferred
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accounting treatment for costs that were determined to be extraordinary, unusual, abnormal,
or unpredictable and highly variable.

The Company’s request is fully consistent with its pending General Rate Case, which
generally addresses recovery of costs on a normalized basis. This Petition addresses costs
which are extraordinary, unusual and beyond those that are included in a General Rate Case
on a normalized basis.

Some examples of prior authorizations of deferred accounting treatment and rate

recovery are as follows:

Deferred Accounting for Storm Damage Costs - Docket Nos. UE-920433, UE-
920499, and UE-921262. In the Commission’s Eleventh Supplemental Order, dated
September 21, 1993, in the above-referenced Dockets, the Commission approved deferred
accounting treatment for $16.5 million of costs for Puget Sound Energy (PSE) related to storm
damage that were considered to be the result of an “extraordinary event.” These costs were
authorized to be amortized over a six-year period.

On Page 52 of that Order the Commission adopted a definition of “extraordinary
events” related to storm damage. Costs related to storm events that meet this definition receive
deferred accounting treatment. An excerpt of Pages 50-52 from the Commission’s Eleventh
Supplemental Order related to the storm damage accounting treatment is attached as Appendix
9.

The power costs at issue in this filing are extraordinary and unprecedented, and
represent incremental costs over and above those normally incurred by the Company. Deferred
accounting treatment is both reasonable and appropriate in this instance.

Deferred Accounting for Natural Gas Costs of Natural Gas Distribution Utilities.
The Commission has authorized deferred accounting treatment for the natural gas costs of the
natural gas distribution utilities in the State of Washington. Deferrals are made each month
for the difference between the actual cost of natural gas to the utility, and the costs being
collected from customers. Through periodic rate adjustments (Purchased Gas Cost
Adjustments or PGAs) this difference in costs is either recovered from customers (surcharge)
or returned to customers (rebate).

The cost of natural gas to the utility is dependent upon the market price of natural gas,
which is unpredictable and highly variable. The costs at issue in this Petition, related to the
wholesale market price of electricity, are also unpredictable and highly variable, as well as
being extraordinary in this particular instance. Therefore, it would be reasonable and
appropriate for deferred accounting treatment to be applied.

Deferred Accounting for Right-of-Way Improvement Costs — Docket No. UE-
980877. In this Docket the Commission approved deferred accounting treatment for
approximately $43 million of costs for PSE related to management of vegetation bordering its
power line right-of-ways. These costs were authorized to be amortized over a ten-year period.

PETITION OF AVISTA CORPORATION 13
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In its Petition, PSE stated that “the Virtual Right-of-Way Program is an extraordinary
one-time program that produces long-term benefits as compared to the current on-going
vegetation efforts.” These costs were over and above the costs associated with PSE’s
traditional right-of-way tree trimming program. A copy of the Order in this Docket is attached
as Appendix 10.

Deferred Accounting for Environmental Remediation Costs — Docket No. UE-
991796. In this Docket the Commission approved deferred accounting treatment for PSE
related to environmental remediation costs. These costs were authorized to be amortized over
a five-year period.

The Order in Docket No. UE-991796 makes reference to a prior Order of the
Commission, in Docket No. UE-911476, dated April 1, 1992, authorizing deferred accounting
treatment for environmental remediation costs. On Page 4 of that Order, the Commission
stated as follows:

"The accounting treatment proposed in the Petition for remediation costs is appropriate in
light of the variability and unpredictability of environmental expenditures."

Copies of the Orders in Docket Nos. UE-991796, and UE-911476 are attached as
Appendix 11.

Rate Recovery for Abnormal Power Costs. — Cause No. U-77-37 In this Docket
the Commission approved a surcharge for Avista (Washington Water Power at that time) to
recover increased costs associated with abnormally low streamflow conditions and high
wholesale market prices. On Page 2 of the Order the Commission stated that the rate recovery
was related to “specific future costs of an abnormal nature.” A copy of the Commission's
Second Supplemental Order in Cause No. U-77-37, dated June 9, 1977, is attached as
Appendix 12.

Thus, it has been the practice of this Commission to provide deferred accounting
treatment and rate recovery for costs that are considered to be extraordinary, abnormal,
unusual, or unpredictable and highly variable. The costs at issue in this Petition would qualify
under all of these terms.

Finally, recovery of these types of costs is provided in other jurisdictions. Many other
utilities are not exposed to these costs because of tracking mechanisms or industry
restructuring. In some cases restructuring or deregulation has eliminated or reduced exposure
to utilities from market prices, e.g., to the extent customers take power from other energy
service providers the utility is no longer responsible for power acquisition for those customers.

Many other utilities are not exposed to these costs because of tracking mechanisms.

Avista’s Power Cost Adjustment mechanism in the State of Idaho, which has been in place

PETITION OF AVISTA CORPORATION 14
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for approximately twelve years, will provide recovery of the extraordinary power supply costs
for that jurisdiction. The Idaho jurisdiction, however, represents only one-third of the

Company’s retail electric business.

VII. ACCOUNTING FOR THE DEFERRALS

Through this Petition, the Company requests authorization for deferred accounting
treatment to become effective for power costs beginning July 1, 2000 and ending June 30,
2001. The first deferral would occur in August 2000 for power costs incurred during the
month of July 2000. - The Company is requesting deferred accounting treatment for a 12-month
period in order to capture the seasonal impacts that can occur over the course of a full year.
As explained earlier, if the high power prices persist and the Company has surplus power in
the spring of next year, the sales at the higher prices could mitigate, to some degree, the costs
that the Company will experience for the remainder of this year. In addition, market conditions
could change over the next year and result in reduced costs to the Company. Therefore,
deferrals over the course of the twelve-month period could include reduced costs as well as
increased costs. ‘

The Company proposes that the balance of deferred costs resulting from this Petition
be amortized over a ten-year period beginning July 1, 2001, with a carrying charge equal to the
Company's authorized rate of return on the unamortized balance. In the Commission's Orders
in Docket Nos. UE-980877 and UE-991796, authorizing deferred accounting treatment for
PSE, the Commission ordered that the unamortized balance be included in the calculation of
working capital for ratemaking purposes. With regard to the deferrals related to this Petition,
a carrying charge equal to the Company's authorized rate of return on the unamortized balance
would provide comparable accounting treatment to the working capital allowance authorized
for PSE. If deferrals were to total $20 million for the Washington jurisdiction, the estimated
future rate impact related to a 10-year amortization of this balance would be an increase of
approximately 1.0 to 1.5 percent.

The ratemaking treatment related to these deferrals would be the subject of a future rate
filing. It is understood that the burden of proof for the reasonableness of these costs in future

proceedings rests with the Company.
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With regard to the selection of the ten-year amortization period, a premium is generally
paid in the price for long-term firm power. That is, energy providers will charge a premium
to guarantee the price of power in a long-term power contract. The reliance on short-term
resources for a portion of the total resource portfolio to serve loads is supported in theory based
on the presumption that over time the purchase of power at short-term market prices will better
reflect the actual market price of power, and will result in lower costs to customers in the long-
term. It would be reasonable to amortize these extraordinary short-term power costs over a
relatively long period of time to mirror the premium that would otherwise be paid for long-
term firm power. Ten years represents an amortization period that would soften the impact to
customers, while providing recovery over a reasonable period of time.

If the Commission approves the Company’s request for a Power Cost Adjustment
(PCA) in its General Rate Case proceeding, Docket No. UE-991606, the Company proposes
that the monthly deferrals under this Petition end on the effective date of the PCA. The
Company proposes that the balance of costs deferred under this Petition be rolled into the PCA
mechanism for ratemaking purposes. If deferrals were to total $20 million for the Washington
Jjurisdiction, and the balance were to be rolled into the PCA mechanism, the estimated future
rate impact would be an approximate five percent (5%) increase for a one-year period. The 5%
would be reduced to approximately 2.5% for the second year, and then reduced to zero. If the
Commission determines, however, that the ratemaking treatment for these extraordinary power
costs should not be included in the PCA mechanism, the Company proposes that the costs be
amortized .over a ten-year period as explained above.

The monthly deferral of power costs would be accomplished by crediting Account 557
- Other Power Supply Expenses, thereby decreasing the recorded power supply expenses, and
debiting Account 186 - Miscellaneous Deferred Debits. Deferred income taxes would be
recorded by debiting Account 410.10 - Provision for Deferred Income Taxes and crediting
Account 283 - Accumulated Deferred Income Taxes.

The amortization of the balance in Account 186 'would be accomplished by crediting
Account 186 and debiting Account 557. Deferred income taxes would be recdrded by debiting

Account 283 and crediting Account 411.10 — Provision for Deferred Income Taxes-Credit.

PETITION OF AVISTA CORPORATION 16
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VIII. PERIODIC REPORTING
In the Commission’s prior orders authorizing deferred accounting treatment, it has
consistently required periodic reporting related to the costs being deferred. The Company
proposes to provide reports to the Commission on a monthly basis related to the deferrals. The
reports would include all calculations and accounting entries. The reports would be submitted
by the end of the month following the month for which the deferral is made, e.g., the report

related to the deferred costs for July 2000 would be provided by August 31, 2000.

IX. CALCULATION OF COSTS FOR DEFERRAL

The specific power costs included for deferral purposes would be limited to three power
cost variables, including short-term market prices, the related changes to thermal generation,
and hydroelectric generation. The Company is proposing that deferred costs be calculated as
the difference between the actual costs associated with these three power cost variables, and
what those costs would otherwise have been under normalized conditions.

In the Company’s General Rate Case, in Docket No.UE-991606, the Company filed
information supporting normalized power supply costs for the period July 1, 2000 through June
30, 2001. At the conclusion of the case the Commission will ultimately adopt a normalized
level of power costs for that twelve-month period. The Company is proposing in this Petition
that monthly deferrals be based on the difference between that normalized level, and the actual
costs associated with the three power cost variables. Until that case is concluded, deferrals
would be based on the normalized level filed by the Company in that case. Following the
issuance of the order in that case, the deferrals beginning in July 2000 would be adjusted to
reflect the normalized level approved by the Commission in the General Case.

With regard to power cost impacts related to thermal generation, including the changes
in thermal generation in the deferral calculation will serve to offset a portion of the total costs
that would otherwise be deferred. The Company's thermal units generally run more under high
market price conditions than under "normalized" conditions. The units are run more because
the incremental cost to run the units is less expensive than purchasing short-term market
power, i.e., less expensive to serve load obligations. Therefore, including changes in thermal
generation and thermal fuel costs in the deferral would generally result in lower cost deferrals

than would otherwise occur.
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With regard to hydroelectric generation, the level of hydroelectric generation on the
Company’s system can also provide an offset to short-term market price impacts, e.g., if
hydroelectric conditions are above-normal at any time during the next 12 months, it would

serve to partially offset the deferred costs. It would be reasonable and appropriate to include

the changes in hydroelectric generation in the deferral calculation.

Monthly deferrals would reflect the Company’s energy surpluses and deficiencies
during both heavy-load and light-load hours, and the corresponding actual heavy-load and
light-load short-term market prices experienced by the Company.

Appendix 13 includes a summary of the normalized power costs filed by the Company
in Docket No. UE-991606 for the twelve-month period July 1, 2000 through June 30, 2001.

Appendix 14 includes a breakdown of the normalized data into heavy-load and light-
load hours, and an estimate of power costs to the Company based on future short-term market
prices. The estimated impact on the Company from the increase in short-term market prices
is the difference between the power costs in Appendix 14, and the normalized level of power
costs in Appendix 13. Again, the only changes in power cost variables reflected in this
calculation would be short-term market prices, the related changes to thermal generation, and
hydroelectric generation. As stated earlier, following the issuance of the Commission's Order
in Docket No. UE-991606, the normalized level of power costs in Appendix 13 would be
adjusted to reflect the normalized level approved by the Commission in the General Case.

The estimate shows an increase in power costs of $29 million on a system basis. This
estimate is provided for informational purposes only. The actual costs to be deferred would
be based on the actual conditions experienced by the Company for each of the respective
months. Details supporting the deferral calculation would provided to the Commission each

month as explained above under "Periodic Reporting."

X. COMPANY’S REQUEST
The Company respectfully requests that the Commission issue an order, in the form
attached as Appendix 15, approving the Company’s request for deferred accounting treatment
for certain power supply costs as explained in this Petition. The Company requests that the
Commission rule on the Company’s request on or before July 31, 2000, and issue its order

soon thereafter. The Company requests that the deferred accounting treatment become
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effective for power costs beginning July 1, 2000 and ending June 30, 2001. The first deferral
would occur in August 2000 for power costs incurred during the month of July 2000.

84 If the Commission approves the Company’s request for a Power Cost Adjustment
(PCA) in its General Rate Case proceeding, Docket No. UE-991606, the Company proposes
that the monthly deferrals under this Petition end on the effective date of the PCA. The
Company proposes that the balance of costs deferred under this Petition be rolled into the PCA
mechanism for ratemaking purposes. If the Commission determines, however, that the
ratemaking treatment for these extraordinary power costs should not be included in the PCA .
mechanism, the Company proposes that the costs be amortized over a ten-year period as

explained in this Petition.

DATED this 22nd day of June 2000

e[ A

BM dJ. Meyer,”
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Supply & bemand

[13] Vanalco Says BPA Exit Not Just Lower

Rates; Price Run-up Questioned = from =

Stll reeling from its June 5 announcement that high
electricity rates have forced the shut-down of four of
five potlines at its primary aluminum smelter in Van-
couver, Vanalco Inc. last week sought to clarify impres-
sions about why it left BPA service five years ago.
Meantime, sudden and dramatic run-ups in power mar-
ket prices have raised questions of whether the new
California PX and ISO-based system is being gamed.

"Live by the spot market, die by the spot market,"
said Kevin

"The cause of the O'Meara, senior
shutdown is the ;‘:I%Illf’mg“ ar d;:e
ic Power Coun-
unforeseen disastrous cil. "This outcome
nise in the plant's is a result of busi-
electricity costs over ' ness decisions made
the last several weeks. by Vanalco—-they
explicitly decided to

get off BPA and follow a high-risk strategy of relying
on short-term sales. Sometimes that works for you and
sometimes it does not."

While most of BPA's DSI customers displaced por-
tions of their BPA load in 1996, Vanalco went to the
furthest extreme, turning to other sources for 96 percent
of its load. "They made a strategic decision to move off
Bonneville, and did quite well initdally," O'Meara said.

"There is an assertion out there that we left Bon-
neville because the market was less expensive than
BPA, and that is just not true," said Noel Shelton of En-
ergy Services Inc., the smelter's power manager. "As
proof of my assertion that it's not true,” he noted that at
the time, one of the DSIs publicly announced the price
of replacement power as $25.5/MWh. "So the market
Wwas greater than the IP" rate DSIs were paying under
their long term BPA contracts.

Shelton said he objects to the sentiment, which he
atributed to Bonneville, that "we bailed on BPA be-
cause of corporate greed; that we sowed these seeds and

are now getting them back. We talked with Bonnevilie
long and hard about modifying our 1981 contract before
reducing our contract demand."

There were two main reasons Vanalco left
BPA, Shelton said. Due to listings of fish under the
ESA, BPA "could not provide the quality of service” or
flexibility written into the DSI's contract."We were not
allowed to compete in the market. Bonneville was our
agent and Bonneville gave us the worst deals available;
they gave us the dregs in the market," he maintained.

The second reason, he said, was that "we had a defi-
nition of stranded costs from [forrner BPA administra-
tor] Peter Johnson, and the definition remained the same
throughout the term. But Bonneville got worried and
said ‘We will impose a new stranded cost on you,' and
they wouldn't define it.” That was an unacceptable risk,
he said, so Vanalco went to the market. "It wasn't about
chasing more attractive power,"” he emphasized. Later,
market prices fell, but "we had no way of knowing that
was coming. It was a windfall. " Later stll, of course,

. market prices began to exceed BPA's cost-based rates.

Shelton said that, given the circumstances at the
time, he has no regrets
about the decision to

leave BPA. But "given Given that this decision
that this decision has has become more
become more signifi- significant after the
cant after the fact than fact than at the time,
at the tme, would I would | have made a
have made a different different choice?
choice? Absolutely.” Absolutely.’

Although Vanalco
said in its 1995 termination letter that its decision was
triggered by BPA's disposition with respect to the
stranded cost provision, Vanalco VP and general man-
ager Charles D. Reali told Clearing Up at the time that
leaving BPA was a business decision. He said the com-
pany felt it could do better than the IP rate BPA had
proposed, and noted that alternative suppliers had al-
ready brought in lower-priced proposals, though they
were not formal offers (CU No. 700 [9/20]).

Copyrigﬁ: ©2000, Energy NewsDawa Corporation
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In any case, Vanaico eventually decided to leave a
small portion of load on BPA "to maintain a relationship
with Bonneville as a supplier,” and signed up with ESI
to obtain all its remaining needs on a competitive basis.
Shelton said that since then, Vanalco has not relied prin-
cipally on the spot market. He said the company has
employed a range of mechanisms--from fixed to indexed
prices with collars or hedges. "We have purchased
power using all these pricing mechanisms."”

In addition, while Vanalco's contract load on BPA is
minimal, the smelter

‘ has made significant
'We have exhausted our purchases of surplus
Rolodex looking for a firm power from the
power supply that agency over the past
wouild leave this plant in few years. "It is fair
operation.’ to say during part of

this period, they
have relied a lot on Bonneville sales,” said Dennis
Oster, BPA account executive.

About 450 of the plant's 650 employees will be
laid off due to the shut-down, Vanalco said in its an-
nouncement. The smelter has a total load of between
230 aMW and 235 aMW, and a smelting capacity of
about 128,000 short tons per year.

"The cause of the shutdown is the unforeseen disas-
trous rise in the plant's electricity costs over the last
several weeks," Reali said. He cited several factors, in-
cluding the traditional southwest summer peak and the
unusually hot weather there this year. In addition,
"more and more of the electricity produced in the
Northwest is being sold into California and indirectly
into the Southwest, so much so that Northwest prices
have begun to mirror high California prices; [also]
gradual continuing deregulation in California has created
an uncertain and volatile market, especially in hot
weather conditions.

"We were hopeful that we could weather the market
increases, which in some cases have tripled in the last
few weeks, but all indications are that this market up-
turn will continue for some time," Reali said. Alumi-
num prices, meanwhile, are down. Even so, "We intend
for this to be a temporary partial shutdown." But repre-
sentatives of the company would not predict how long
the shutdown will last, and even suggested there could
be more layoffs.

"We have exhausted our Rolodex looking for a
power supply that would leave this plant in operation,”
Shelton said. He added that Vanalco has many RFPs for
power still out.

The smelter—the oldest in the region—also faces lim-
ited access to BPA IP service going forward. DSI allo-
cations for the post-2001 period are based on the current
rate period. The agency now serves only 10 aMW of
Vanalco's load under the IP rate, Shelton said. Under
the new allocation, the most they can buy is 6 aMW—far
100 lirtle even to keep one potline open. And as a non-
signatory to the BPA DSI allocation settlement, Vanalco
will also be paying 1.5 mills more than DSI signatories.

The privately-held Vanalco, whose workers are not
unionized, met with BPA last week to "explore what's
possible,” but the agency has said it won't be offering
any special arrangements. Asked if Vanalco's pending
litigation against BPA could be a factor in talks, Shelton
said, "Perhaps. It's probably not the first time in history
other considerations come into play.” After the meeting,
Shelton called it "very constructive” but said the litiga-
tion was not discussed.

BPA's Oster emphasized the agency is concerned
about Vanalco's and the other DSI's survivability. He
said BPA's Subscription Strategy "made a commitment
to provide a significant amount of power” to the DSIs—
1440 aMW. "We are keenly aware that the DSIs have
been long-standing BPA custorners, and we have
adopted a strategy that delivers an appropriate level of
benefits."”

It is of course true that there has been a dramatic
run-up in spot power prices in recent weeks. One day
last week, for example, delivered prices on the Mid-C
for the July through September period were in the
$80/MWh-plus range for heavy load hours and
$50/MWh for light load hours. Northwest industrial
rates that are indexed to the COB hub were in the
50 mills range during

May. COB prices tend These facts may be
to be calibrated to the indicators of a
California PX. Ac- ‘catastrophic public
cording to the Califor- policy i \

nia ISO's Weekly
Marker Watch for the
week ending May 26, "Prices surged in both the I1SO
real time and PX day-ahead epergy markets, reaching
the highest weekly averages since the California ISO
began operations."”

"Ever since the California PX got started, spot prices
have been way up,” PPC's O'Meara noted. Some of
Vanalco's contracts in the last few years have had in-
dexed prices.

The reason for the spot market run-up is obscure. In
the Northwest, the snowpack is within typical levels,
although the runoff has been slower than normal. BPA
last month was buying on some hours for balancing,
which is unusual in May.

"We are having some strange behavior™ in the spot
market, said Robert McCullough of McCullough Re-
search. California "traditionally likes command and
conwrol, apd has created a mechanism in the PX and ISO
that gets gamed,” resulting in artificially high prices, he
said. "Fundamentals have lost their influence over
prices.”

He noted that the NYMEX price closed at 60 mills
for June, when the futures for June 2001 were at 30
mills. "If this is a relatively average year, why are fu-
tures for next year half of those for this year?" He said
the correlation between fundamentais and market price
always worked perfectly—until last month, "when it fell
right off the scale.” These facts may be indicators of a
"catastrophic public policy issue,” he added
[Ben Tansey].

Copvright ©2000. Energy NewsData Corporation
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News Releases

FOR IMMEDIATE RELEASE June 14, 2000
CONTACT: News Department (415) 973-5930

CAISO DIRECTS PACIFIC GAS AND ELECTRIC COMPANY
TO IMPLEMENT ROTATING OUTAGES DUETO
RECORD-BREAKING TEMPERATURES IN BAY AREA

The California Independent System Operation (CAISO) has initiated
localized electric curtailments in the Bay Area due to record-breaking
temperatures and the unavailability of generation. At the direction of
the CAISO, Pacific Gas and Electric Company has begun implementing
rotating outages throughout the Bay Area in order to maintain electric
service to customers that provide essential public safety services, such
as hospitals and fire stations.

Pacific Gas and Electric Company began rotating "block" outages in
order to meet the CAISO's need for 100 megawatts of relief. A block of
customers is equal to approximately 35,000 customers, for 100
megawatts. If the CAISO determines that there is need for additional
load shedding, Pacific Gas and Electric Company will cooperate by
implementing further outages. Outages for each customer block
affected will last for approximately 1-2 hours.

Each Pacific Gas and Electric Company customer's rotating outage

- block number is shown on their monthly bill. Rotating outage blocks are
numbered from 1 through 14. Essential services, such as hospitals, fire
departments, police stations, and other vital government functions will
not be impacted.

Pacific Gas and Electric Company asks customers to monitor radio and
television news to stay abreast of curtailment schedules, which are
subject to sudden change.

Pacific Gas and Electric Company urges everyone in Bay Area cities to
be very careful during times of power outages. It is possible that traffic
lights will not be operating, and congestion on streets could lead to
dangerous situations. Pedestrians and motorists are urged to exercise
caution.

In areas where service is not being curtailed, the CAISO and Pacific

Gas and Electric Company says it is important that customers

discontinue all but critical electricity use. Air conditioners should be

shut off, the use of washers, dryers and dishwashers postponed, all

unnecessary lighting turned off, and any cooking done before noon or
Appendix 3
Page 1 of 4
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after 6 p.m.

Agricultural pumping should be minimized and confined to periods
outside the noon to 6 p.m. peak demand time.

Pacific Gas and Electric Company thanks its customers for their
cooperation during this curtailment. If customers have specific
questions, they can contact the company at 1-800-PGE-5000.

The CAISO is the agency responsible for managing California's power
grid. For more information on the CAISO or the electric curtailment
program, please visit their website at www.caiso.com or call
1-888-516-6397.
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News Releases

FOR IMMEDIATE RELEASE June 14, 2000
CONTACT: PG&E News Department (415) 973-5930

CAISO ORDERS PG&E TO IMPLEMENT NON-FIRM
INTERRUPTIBLE PROGRAM FOR BAY AREA

Record-Breaking Heat Wave and Unavailable Generation Has
Prompted Call for Large Customers to Curtail Energy Use

Due to record-breaking temperatures and the unavailability of major
power plants in the Bay Area, the California Independent System
Operator (CAISO) has ordered Pacific Gas and Electric Company to
implement its localized Non-Firm Interruptible Program in order to
reduce demand on the electric grid in the Bay Area.

Pacific Gas and Electric Company's Non-Firm Interruptible Program
involves several large customers who benefit from reduced energy bills
in exchange for agreeing to curtail their energy use when the need
arises. In the Bay Area, the program amounts to 200 megawatts. The
CAISO's order applies only to customers in the Bay Area and will be in
effect from noon to 6 p.m. These efforts are being taken to prevent
large scale problems as a result of heat and generation concerns.

Approximately 75 Bay Area customers take part in Pacific Gas and

- Electric Company's Non-Firm Interruptible Program and have readily
curtailed their energy usage when it has been necessary in previous
times of great demand on the electric system.

The CAISO, a nonprofit corporation created when California .
deregulated its electric industry, manages the transmission grid for the
state.

In addition to asking its non-firm customers in the Bay Area to curtail
their usage, representatives from Pacific Gas and Electric Company
have personally called all large customers (over 500 kilowatts) and
asked them to reduce their usage by taking simple steps like dimming
lights, adjusting the air conditioner to 78 degrees and turning off
unnecessary office equipment.

As the state of California continues to experience high temperatures,

Pacific Gas and Electric Company's residential customers are asked to

help relieve the strain on the electric grid by closing drapes and blinds

during the day, setting the thermostat to 78 degrees or higher, using a

fan instead of an air conditioner if the weather is mild, and shifting the Appendix 3
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use of heat-producing appliances such as ovens, dishwashers, clothes

dryers and irons from mid-day to early in the morning or later at night
- when possible.
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[21] Reasons behind NW Electricity Price
Run-ups Difficult to Define = from 12

The fact that clearing prices on the California Power

Exchange reached new highs of over 600 mills/KWh

last week came as no big surprise to the Northwest util-
ity community. But the fact that Northwest prices were-

n't all that far behind—topping 400 mills/KWh at COB
and Mid-C-caught everyone's attention.

"We are at unprecedented price levels,” observed
Bill Gaines, PSE vice president of energy supply. "We
don't want to believe it's sustainable.”

There were some regional factors contributing to the

price run-up. "Especially at this time of year, most of
what we do is driven by fish requirements,” said BPA
manager of generation scheduling Bruce McKay. The
agency is required to refill Grand Coulee reservoir
while also meeting flow requirements under the BiOp.
Upper basin run-off from Canada has, in the last few
years, usually covered those dual demands. But that

runoff didn't materialize in late May and early June this

year--what McKay called a "real outlier” among the
various possible scenarios. "This forced us into the
market tp purchase power to meet refill requirements, "
he said. So instead of being a seller as it usually is this

time of year, BPA has been buying power in recent
weeks. _

At the same time, some thermal units have been off
line, including PGE's Boardman, Centralia (now owned
by Transalta), Clark Public Utilities' River Road CT,
PacifiCorp's Naughton and Bridger plants and Colstrip
Unit 4. Some of those outages were planned and were
over by last Thursday--including Centralia and River
Road. But others were apparently unplanned. Stll,
Northwest utility loads were normal for this time of
year, so these unit outages alone can't be blamed for last
week's soaring spot market prices.

"Several people have been saying that this could
happen,” observed BPA senior risk analyst Carl
Buskuhl. "Since
1996 we've had an
opportunity to see
what prices have
done relative to wa-
ter levels.” The last several years have been good water
years, he pointed out, while this year is closer to aver-
age; "prices are much more volatile in good water
years."”

Buskuhl also believes the market is now much bigger
than just the Pacific Northwest: "demand in other parts
of the country influences it."

Especially California. "If prices spike to
750 [mills/KWh] at the Cal ISO, it's not too surprising
to see prices here going up,” said BPA's McKay. "Cali-
fornia is setting the tone for the rest of the markets in
the West," agreed Powerex president Ken Peterson.

"We first noticed it the last week of May, " said PSE's
Gaines, when California experienced its first heat wave
and thermal plants were out on maintenance. "We seem
to have a repeat,” he said of last week's California
emergency, "but that doesn't explain the long-term mar-
kets being as high as they are."

Gaines thinks another contributing factor is consis-
tently high prices for natural gas. With additional pipe-
line capacity coming on line in Canada, gas that was
once captive to the Northwest market can be sent to the
Midwest instead, increasing demand for the same supply.

But in spite of the high gas prices, PSE is operating
all of its combustion turbines, Gaines said; the price of
electricity is still higher than the price of natural gas.
PSE's units have been running since late May; usually
they don't start up until mid-summer to generate power
for sales into California.

Power has definitely been flowing south. WSCC ex-
ecutive director Dennis Eyre said the AC and DC Inter-
ties were close to their limits early last week. But by
Thursday, the AC line was at 3440 MW of its derated
3950 MW limit, while the DC line was at 2474 MW of
its 2940 MW limit. "Capacity is available," he said, but
"I don't know what the price signal is."

"Someone is buying at those high prices. Not us,"
said Young Linn, a trader on BPA's PBL trading floor.
"We are not supporting these high prices, but are buying
to the extent things are economic for us."

'We don't want to
believe it's sustainable.’

Copyright ©2000, Energy NewsData Corporation
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Powerex is among those selling at the high prices,
said president Ken Peterson. "A lot is going to Califor-
nia for replacement reserves,” he said. "It drove our re-
ceipts way up” he told Clearing Up. But Peterson also
said Powerex is "constantly fighting constraints on the
interties.”

The high Northwest power prices are causing big
headaches among the region's industrial customers. "It's
real tough on those who are on indexed pricing,” said
Ken Canon, executive director of Industrial Customers
of Northwest Utilities. "I would not be surprised to see
some potential shut-downs because of it."

Perhaps ironically, the region's industrial customers
have for years pushed for the opportunity to purchase
power at market
rates." But Canon

Youdonotseonommal o
ng Dy most market-rate
hu_ge me' of ., tariffs provide
magnitude like this. power at costs in-

dexed to the market,
rather than allowing customers direct access. "With in-
dexed pricing you have less flexibility,” he said; with
direct access, the industrials could decide for themselves
whether it makes sense to buy power at the going price.

"The industry has always understood there would be
some variability [with market-based prices],” he added,
“but no one expected this volatility.” Canon also ques-
tioned whether recent prices reflect a real competitive
market. “You do not see normal markets swing by a
huge order of magnitude like this."” Last year, prices at
this time were around 30 mills/KWh; now, they are hit-
ting the 750 mills/KWh cap set in California. "These
short-term extremes are beyond what anyone imagined
could happen,” he added.

"It's a weird and wonderful ride for people that
are long," said Powerex's Peterson, who added it may
be time to reflect on power prices like stock prices:
"there is no longer any underlying rationale to the fun-
damentals. "

The price spikes also raised concerns about possible
market manipuiation, but hard evidence was difficuit to
come by. Nonetheless, many felt the imperfections of
the California market allowed generators there to hold
supply off the market until the price was right. "They've
figured out the PX rules and that they can hold off” on
selling power, Canon said, until the price is high
enough. And given what's happening with prices in
California, "someone might guess they could bring

Northwest prices up to the California levels," one in-
dustry watcher said, by controlling generation here.

Whatever the reasons, the high prices are likely
to have a long-lasting impact on the NW power market.

"Once you get speculation and this kind of fever at
this price level...[prices] have to drop a lot to get into
the reasonable range,” said ICNU's Canon. "It's market
psychology. Prices are based not on cost but on market
opportunities. "

"And this is mid-June,” he added. "This isn't even
the hot time" [Jude Noland].

CLEARING UP is a weekly report to clients of the NewsData service of NewsData Corporation covering public utility and energy policy
development, markets, litigation and resource development in-the Northwestern United States and Canada. ISSN 0738-2332..Report text
section Copyright 2000, NewsData Corporation. All rights reserved; no reprinting without permission. News clippings reproduced in
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285-4848. Telefax: [206] 281-8035. INTERNET: www.newsdata.com. EDITORIAL OFFICES: Mail: Box 900928 Queen Anne Station, Seattle, WA,
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Angeia Becker-Dippmann :: Assoclate Editor - Bill Rudolph = Editor at Large - Ben Tansey = Contributing Editors.<Mark Ohrenschall, Lynn
Francisco, Alan Mountjoy-Venning :: California Contributing Editors ~ Arthur O'Donnell, Shauna O'Donnell, J.A_ Savage, John Edwards ::
Vancouyer BC Correspondent ~ Brian Lewis = Office & Accounts Manager - Shannon Addis = Marketing & Technology Manager - Danie!
Sackett :: Internet Operations & Graphics Manager - Denise Lee :: Production Coordinator - James Bazan = Editorial Assistant -Lisa Aseltine
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SECURITIES AND EXCHANGE COMMISSION
Washington D.C. 20549

FORM 8-K

CURRENT REPORT

PURSUANT TO SECTION 13 OR 15(D) OF
THE SECURITIES EXCHANGE ACT OF 1934

Date of Report (Date of earliest event reported):  June 21, 2000

AVISTA CORPORATION

(Exact name of registrant as specified in its charter)

Washington 1-3701 91-0462470
(State or other jurisdiction of (Commission . (LR.S. Employer
incorporation or organization) File Number) Identification No.)
1411 East Mission Avenue. Spokane, Washington 99202-2600
(Address of principal executive offices) - (Zip Code)

Registrant’s telephone number, including area code: 509-489-0500
Web site: http://www.avistacorp.com :

(Former name or former address, if changed since last report)
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Item 5. Other Information

A copy of the press release regarding significant increases in energy expenses and the impact on Company
earnings is attached hereto as Exhibit 99 and is incorporated herein by reference. Neither the filing of any
press release as an exhibit to this Current Report nor the inclusion in such press releases of a reference to
the Company’s Internet address shall, under any circumstances, be deemed to incorporate the information
available at such Internet address into this Current Report. The information available at the Company’s
Internet address is not part of this Current Report or any other report filed by the Company with the
Securities and Exchange Commission.

SIGNATURES

r
I

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

AVISTA CORPORATION
(Registrant)

Date: June 21, 2000 /s/ Jon E. Eliassen
Jon E. Eliassen
Senior Vice President and
Chief Financial Officer
(Principal Accounting and
Financial Officer)
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News Release

Contact: Media: Steve Becker (509) 495-4264 sbecker@avistacorp.com
Investors: Dave Brukardt (509) 495-2833 dbrukardt@avistacorp.com

NOTE: Avista Corp. will hold a conference call for analysts at FOR IMMEDIATE RELEASE:
10:30 a.m. Eastern Daylight Time on Wednesday, June 21, 2000. June 21, 2000

- . . 7:00 a.m. EDT
To participate in the conference call, dial (712) 257-2791 and use
the password “Avista investor conference call.”

A replay of the conference call will be available after
1:30 p.m. EDT at (402) 998-0613 for 48 hours following the

conference call.

Avista Corp. Incurs Significant Increases in Energy Expenses
Due to Sustained Peaks in Purchased-Power Costs

Q2 Earnings Expected to be Breakeven
Value Creation Strategies Remain on Track

Spokane, Wash.: Avista Corp. (NYSE: AVA) today announced that unprecedented sustained peaks in
electric energy prices throughout the Pacific Northwest and California in May and June, compounded by
a wholesale short position exceeding management guidelines; are contributing to significant losses for
the second quarter at the company’s regulated utility operation.

Avista Utilities is expected to spend approximately éS percent more for purchased power this
year because of sustained price peaks, causing it to lose more than $90 million in gross margin in the
second quarter due to additional power costs. If current pricing levels sustain through year—énd,
additional potential losses of at least $50 million in gross margin could occur.

The company’s unregulated Avista Energy unit is expected to earn an estimatéd $70 million or
more in gross margin in the second quarter, reflecting current results as well as the mark-to-market value
of its contracts. Based on current projections, Avista Corp. expects to post breakeven results for the
second quarter and for the full year, before preferred dividends. This performance reflects Avista
Energy’s positive results and the gain on the May 4 sale of its minority interest in a coal-fired generating

unit in Centralia, Wash. o
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The utility’s short position was compounded by the sale of the Centralia plant, which reduced its
system capacity by 175 megawatts. Avista’s interest in this plant was sold becéuse of the future high
environmental mitigation costs related to the plant. This transaction resulted in an estimated after-tax net
gain of $34 million of which approximately $26 million will be returned to Avista Utilities’ customers
and the remaining $8 million net gain will be reflected in Avista Corp.’s second quarter earnings. As part
of the Centralia sale, Avista Utilities entered into a favorably priced contract to purchase 175 megawatts
from the Centralia plant beginning in July 2000. Because of lower power pricing at the time of the sale
and historical trends, Avista Utilities did not seek to cover the months of May and June with firm
commitments. In hindsight, not covering this short position was a mistake.

Avista Utilities President Edward Turmer said, “We believe the electric energy markets in the
Northwest are fundamentally changing. Based on historical trends, our Avista Utilities second-quarter
business plan had forecast on-peak power prices at $19 levels. In recent weeks, Avista’s on-peak power
costs averaged $60 per megawatt in May and over $100 per megawatt in June, with spikes as high as
$750 per megawatt. Prices are at an unprecedented level, the likes of which have never been seen in the
Pacific Northwest, without any apparent relationship to actual costs of generation.” (Note: The attached
“Mid-Columbia Weekly On-Peak Prices” chart provides additional data points on power pricing. Link to
the chart at www.k.itgo.com/avista.htmi.)

T. M. “Tom” Matthews, Avista Corp. chairman, president and chief éxecutive officer, said, “We
are taking extensive measures to address our power cost issues, minimize our ri,sk and mitigate our
utility’s financial hardship. These efforts include company-wide administrative expense reductions,
cutbacks in utility capital expenditures, the elimination of short-term wholesale commodity sales within
the utility not related to optimizing resources for its customers, an aggressive review of alternatives for
adding generation and an immediate request for an accounting order permitting the utility to recover its
extraordinary power costs associated with utility retail operations.”

Avista’s general rate case, which is pending before the Washington Utilities and Transportation
Commission (WUTC), includes a request to allow Avista Utilities to implement an energy cost
adjustment mechanism. This mechanism would allow increases and decreases in energy costs to be
passed through to customers as incurred, without a general rate case, similar to Avista’s power cost
adjustment mechanism in Idaho.

Additionally, in recognition of the need for additional generation in the Pacific Northwest,
Matthews noted that the company’s Avista Power unit recently broke ground on a 250-megawatt plant in
Idaho. Avista Power is in the final stages of closing on a second 250-megawatt plant to be constructed ‘

next year in Oregon. Both projects will be powered by efficient, combined-cycle natural gas turbines.

- more - Appendix 8
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As discussed in Avista Corp.’s annual report on Form 10-K, the wholesale electric business has
been a secondary, but significant, part of Avista Utilities’ business strategy. The wholesale business has
included marketing capacity and energy under long-term contracts and trading energy on a short-term
basis. Avista Utilities will in the future eliminate all trading activity not related to optimizing its
Tesources.

Consistent with previous years, during the second quarter Avista Utilities made purchases of
energy in order to satisfy its obligations to retail and long-term wholesale customers, to the extent that
the company’s own generating resources were not sufficient. Due to the spikes in power described
above, the price of these purchases was significantly higher than the levels of purchased power expense
recoverable from customers.

In addition, an Avista Utilities energy trader entered into excessive levels of short-term, fixed-
price contracts for wholesale sales for delivery of power through October 2000, without making
matching purchases at the time. Avista Utilities was forced to buy additional power at prices
significantly higher than the selling prices to cover those contracts.

The volume of short-term wholesale sales exceeded management guidelines. When senior
management became aware of the short positions, it was determined, in light of projected market
conditions based on historical pricing data, that the most prudent course of action was to avoid the high
costs of immediate action to offset the effect of these positions. Instead, the ﬁﬁlity began to gradually
diminish its exposure. This process has been impeded by the continuing high levels of market prices and
lack of liquidity in the power markets.

During the balance of the year, the demands on Avista Corp. cash resources are expected to
increase significantly. Additional cash needs include increased purchased power expense, as well as calls
for cash collateral by Avista Energy’s counterparties. Avista Corp. anticipates, based on information
currently available, that it will be able to satisfy all cash requirements.

Matthews said, “We believe we are addressing all of the near-term issues facing the utility and
we remain confidently focused on Avista’s strategies for value creation and growth. We're continuing to
create value with the growth of our industry-leading Avista Advantage B2B e-commerce business and
with the development of our innovative Avista Labs PEM fuel cell subsidiary. We are in the process of
identifying the best timing for unlocking the value in these businesses as well as our telecom business so
we can maximize shareholder value.”

i Avista Corp. is an energy, information and technology company whose utility and subsidiary
operations focus on delivering superior products and providing innovative solutions to business and

re;idential customers throughout North America. Appendix 8
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Avista Corp.’s affiliate companies include Avista Utilities, which operates the company’s
electric and natural gas generation, transmission and distribution business. Avista’s non-regulated
businesses include Avista Advantage, Avista Labs, Avista Communications, Avista Energy, Avista
Energy Canada, Ltd., Avista Power, and Avista Ventures, the parent of Avista Development and
Pentzer Corporation. Avista Corp.’s stock is traded under the ticker symbol “AVA.” For more
information about Avista Corp. and its affiliate businesses, visit the corporate website at

WWwWWw.avistacorp.com.

Avista Corp. and the Avista Corp. logo are trademarks of Avista Corporation. All other
trademarks mentioned in this document are the property of their respective owners.

This news release contains forward-looking statements regarding the company’s current
expectations. These statements are subject to a variety of risks and uncertainties that could cause actual
results to differ materially from the expectations. These risks and uncertainties include, in addition to
those discussed herein, all of the factors discussed in the company’s Annual Report on Form 10-K for

the year ended Dec. 31, 1999, and Form 10-Q for the quarter ended March 31, 2000.

-- 0033 --

Note: Graphics located at www.k.itgo.com/avista.html
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Pugef Sound Energy ‘ :

The Commission has determined these problems justify
‘continuing the method used in the previous rate case. That
method is straightforward -- instead of estimates or appraisals,
the company considers the gain or loss at the time of transfer to
a subsidiary, or sale, and apportions that gain or loss between
ratepayers and shareholders based on the time the property was in

and out of rate base.

The second sub-issue is the treatment of the remaining
gain from the previous rate proceeding. The Commission agrees
with the company that the remaining balance should be added to
any new gains and amortized over the life chosen for the new
gains. The remaining balance should therefore be amortized over
three years. This treatment is consistent with the Settlement

Agreement.

The final sub-issue is the proper amount of excise tax.
The difference between the company and Commission Staff is only
$6. The Commission accepts the company’s figure.

As a result of the Commission’s determination on these
sub-issues, the proper adjustment is $392,152. This includes the
gains on seven of nine properties in Exhibit 987 as calculated by
staff in Exhibit 789. Items 24 and 29 will be included in the
next general rate case.

5. 2.08 Storm Damage

The Commission must determine both the proper method
for future accounting for storm damage and the appropriate method
of calculating the adjustment in this case.

_ The company expensed an annual amount based on the
preceding general rate case. The level ,of accrual assumed by the
company was the nominal level used in each proceeding. The
company continued to expense the same amount annually until the
next general rate case order, without regard to growth between
rate cases of the company’s sales or rate base.

When the company booked the expense, it credited a
storm damage reserve. When actual storm damage expenditures were
made, the company debited the storm damage reserve. As a result,
when the company experiences less cost than the level of
accruals, the company builds a reserve balance. However, when
the company expends more than it has accrued, it creates a
reserve deficit. The company would be allowed to book this ,
reserve deficit only if it were a regulatory asset. The company
claimed that because the Commission has adopted an amortization
of the reserve balance in several previous proceedings, the
Commission in effect accepted the reserve deficit as a regqulatory

asset. ' : Appendix 9
' : Page 1 of 3
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The Commission Staff stated that the company has
improperly created a regulatory asset for storm damage without
express authorization from the Commission. Commission Staff
witness Thomas Schooley argued that the company’s reliance on
previous Commission Orders is unfounded. Mr. Schooley contended
that the accounting as just described is improper general
accounting, that it transfers substantial financial risk from the
stockholders to the ratepayers, and that the creation of a
reserve deficit is in violation of the Uniform System of Accounts
because the Commission did not approve -this accounting treatment.

Mr. Schooley proposed normalizing the storm damage
expense based on a six-year period, and that truly extraordinary
events should be deferred as extraordinary property damage and
amortized into rates over a six-year period. Commission Staff
also noted that the company in previous general rate cases has in
fact been regulated on a normalized basis rather than on a
deferral method as suggested by the company. Mr. Schooley
proposed to define “catastrophic event" as one affecting 25% or
more Puget customers, occurring infrequently, and affecting a
wide geographic area. _ '

The dispute between Commission Staff and company
results in several differences. Commission Staff does not
include amortization of the $16.5 million reserve deficit. 1In
blace of this, Commission Staff allows the company to amortize
$11 million of extraordinary property loses. Commission Staff
used a six-year period versus the four-year amortization period
proposed by the company. With respect to ongoing storm damage,
company witness John Story testified to a level of approximately
$4 million. This is close to the four-year average calculated by
Mr. Schooley’s exhibit, excluding the extraordinary events.
Commission Staff recommended ongoing expenses of $3 million based
on a six-year average. _ ; '

FEA witness Hugh Larkin contended that the company
improperly charges overhead costs to the reserve account. He
argued that ongoing expense should not be charged to a reserve
account unless those expenses represent incremental costs to the
company. These overhead costs are not incremental and should not
be deferred.

The company argued that it has accounted for storm
damage on a consistent basis and that Mr. Larkin’s claims are
without founda* ion. ’

: " The Commission agrees that it may be unclear from
previous Orders what accounting treatment is appropriate for
storm damage. Because those Orders appear to have tacitly
approved the reserve account treatment used by Puget, the
Comhmission will allow the entire $16.5 million to be amortized in

Appendix 9
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.

rates. This amount should be amortized over six years, as

recommended by Commission Staff.

From the effective date of this Order, the company
should account for storm damage in the manner recommended by
Commission Staff. The deferred treatment used by Puget transfers
the risk, and more, to the ratepayers. As demonstrated in
Exhibits 876 and 877, if the company had increased its accrual
levels based on its increase in revenues -- thus holding the
expense to a constant percentage of revenue -- the reserve .
balance would have been reduced by $2 million since the Order in
U-85-53. Failure to do so is unfair to ratepayers. :

The treatment used by the company is not truly self
insurance. The company does not adjust the accruals based on any
factor other than general rate case Orders. . If the company
position prevailed, insurance would be provided by ratepayers.

The Commission therefore adopts the Commission Staff’s
recommendation to use a normalized level for storm damage. The
amount used should be based on a six-year average, to somewhat
dampen weather variability, to accommodate the current PRAM
mechanism, and to reflect the intention that general rate cases
be filed every 3 years.

The Commission also adopts for now Mr. Schooley’s
- definitions of catastrophic/extraordinary events, and encourages
the company to meet with interested parties to refine this
definition. Extraordinary losses are, thus, defined as events
which affect 25% of Puget’s customers, occur infregquently, and
affect wide geographic areas. If the company has any question
whether a storm is a catastrophic/extraordinary event, which may
be booked to the storm damage account, it should seek Commission
guidance on a case by case basis. ;
The company may amortize $16.5 million in its storm
damage reserve over six years. The resulting adjustment based on
Mr. Schooley’s calculation adjusted for the $16.5 mllllon,
instead of $11.1 million, is a $2,747,506 decrease in net
operating income.

6. 2.09 1Self Insurance

The company claimed to self insure for three risk
categories: all risk property damage, liability, and workers
compensation. The company proposed an adjustment to the three as
a group. The company calculation was based on an average of the
last four years’ charges in these categorles, -plus a four-year
amortlzatlon of a reserve deficit in the all risk property

i . ' Appendix 9
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

Pctition of
PUGET SOUND ENECRGY, INC. Docket UE-980877

For an Order Regarding the Accounting Treatment| ORDER AUTHORIZING
of a Proposed Virtual Right-Of -Way Program ACCOUNTING TREATMENT

On June 23, 1998, Puget Sound Lnergy ("PSE" or "the Company™) filed with the
Commission a Petition pursuant 1o WAC 480-09-420(7) for an order rcgarding the
accounting and ratemaking treatment of a proposed Virtual Right-Of-Way Program ("VROW
Program”). According 1o the Petition, the VROW Program allows the Company the
opporiunity to achieve significant improvements in the reliability of its electric service. The
Company expects the VROW Program to significantly reduce non-storm trce related
overhead outages, the numbcr and duration of outages, and repair costs during major storm
cvents. These benefits are realized over 15-20 years while the Program expenditures oceur
within the first five ycars. Therefore, the Company requests an accounting order authorizing
it to defer the expenses as a regulatory assct and 1o begin immediate amortization of the costs
of the Program on a half month.convention mcthod over a ten-year period.

The Company statcs that in its distribution planning process, it seeks ncw and
innovative ways to meet customers' reliability needs at the lowest possible long-term cost.
According {0 the Company, the VROW Program responds to customers’ desires and quickly
delivers the most bencfit for the least cost. The Company submits that its filing is responsive
to the [ollowing statement in the Mcrger Order:

Given the storms we experienced this winter, the Commission has a heightened
awarencss of the nced to explore ways to improve the rcliability of electric
transmission and distribution facilities. ... [V]egetation management goes beyond
merely "cutting trees”. 1ong term reliability of the distribution system would scem
to involve a comprehensive Jook at the causes of system outages, studying
alternativc ways of improving system reliability, and assessing the costs of different
management altcrnatives against their benefits before making a decision on how to
proceed.?

'Docket Nos. UB-951270 and UE-960195, Fourteenth Supplemental Order at pages 32-33.
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According to the Company, it historically constrains its primary vegectation
management efforts within its designated right-of-way. Outsidc the designated ri ght-of-way,
the Company removes dangerous trees only when nccessary. The Company asserts the
Virtual Right-of-Way Program achieves the bencfits of widening the Company's dedicated
right-of-way without actually buying Jand or the rights to maintain it. Under the Program,
PSE will sclectively remove trees outside of its dedicated right-of-way with the landowners’
permission. The expected cost is $43 million over the next five years. PSE claims
altcrnatives to the VROW Program, such as actually securing a wider ri ght-of-way or
accepling the status quo, arc either cost-prohibitive or ignore the necessary improvements in
reliability. PSE states the Virtual Right-of-Way Program is an extraordinary onc-time
program that produces long-term benefits as compared to the current on-going vegetation
management cfforts.

The Company’s petition sccks deferred accounting treatment for ratemaking and
regulatory accounting purposcs. PSE proposes to defer the costs of the VROW Program in
account 182.3, Other Regulatory Assets, and to amortize the balance to the proper cxpense
accounts over 10 years. The Company proposes to amortizc immediately each month’s
VROW expenditurcs using a half month amortization convention. PSE defines VROW
Program costs as those costs incurred beyond the dedicated right-of-way and includes only
the direct costs of identifying and removing specific trees, additional tapered trimming of
conifer overhang between 12 and 15 foet, and replacing trees with more appropriate specics
at Jandowners’ request. Alternatives to removing trees, such as installing underground
conduclors, use of tree wire, or reconfiguring overhead construction, will be considcred \wben
itis financially and physically viable. PSE requests normalization of federal income tax
benefits related to the VROW Program over the amorization period. PSE also proposes to
include all related batance sheet accounts in working capital. The Company proposes no
changes for costs associated with its traditional, dedicated right-of-way tree trimming
program.

‘The Company spccifies it will evaluate the cffectiveness of the Program through
devclopment of a measurement model. Beginning in September 1998, PSE will start tracking
outages at a grid number lcvel and developing improvement and maintenance plansata
circuit’s subscction. PSE will use this information to estimate historical performance for a
circuit subsection, capture outage information, estimate costs for improving or maintaining
the subsection, and capture actual costs for any work performed on the subsection. The
Company will report annually on effcctivencss of the Program following the first full year of
Program and evaluation model opcration. The first report will-be issued in September 1999.
Al cach reporting period for the first four years, the Company will determine whether
Program expoenditures have resulted in measurable system reliability improvements and il so,
will continue to implemcnt the Program. If the Company cannot demonstrate measurable
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system improvements have resulted from the preceding years® Program implementation, then
further expeaditures will be curtaijled.

According to (the Company, this proposal is consistent with the accounting treatment
for the purchase of additional right-of-way and the initial clearing of trees under the
traditional approach. The accounting treatment rclated to this proposal is designed to achieve
the bencfits of this virtual right-of-way program without increasing the Company's revenuc
requirements.

FINDINGS
THE COMMISSION FINDS:
1. PSE is a public service company furnishing electric and gas service primarily in the
Puget Sound rcgion of the Stale of Washington and is subject to the regulatory authority of

the Commission as to its rates, service, facilitics and practices.

2. On June 23, 1998, PSE filed with the Commission a Petition for an order regarding
the accounting and ratemaking treatment of a proposed Virtual Right-Of-Way Program
("VROW Program").

3. The accounling trealment proposed by PSE is reasduable, and should be approved.
ORDER
WHEREFORE, THE COMMISSION HEREBY ORDERS:

1. Authorization is hercby given for PSE to:

(a) Capitalize, for rccovery in rates, the VROW Program costs in account 182.3,
Other Regulatory Asscts, as a deferred charge; (Deferral will cease when the
VROW Program is completed, terminated, or June 30, 2003, whichever is
sooner.)

(b) Commence amortization in 1998 of the regulatory asset using half month
amortization convention over a 10 year period,;

(© Nommnalize {ederal income taxes related to the VROW Program expenditures;
and

(d)  Include the repulalory asset and related deferred tax accounts in working
capital for ratemaking purposes.

Appendix 10
Page 3 of 4



[®

Docket UE-980877 Page 4

(d) Include the regulatory assct and rclated deferred tax accounts in working
capital for ratcmaking purposes.

PSE will prepare and submit annual evaluations of the VROW Program’s
cffectiveness. The first report will be issued in September 30, 1999 and will
continuc annually through September 30, 2003, inclusive, The Company will also
submit with the annual report PSE’s actual cxpenditures under both the VROW and
Standard Vegetation Management Programs. The Company’s VROW

program communication stratcpy will be included in the evaluation process.

Nothing herein shall be construed to waive or otherwise impair the jurisdiction of
the Commission over the rates, scrvices, accounts, and practices of Applicant,
Puget Sound Energy. Under the Commission’s general ratemaking authority, such
regulatory accounting and the potential ratcmaking treatment of the Company’s
costs under the Virtual Right-of-Way Program are subject to cvaluation and review
in subsequent rate proceedings. PSE bears the burden of proving the fairness,
justness, and reasonablcness of these matters in such proccedings.

The Commission retains jurisdiction to cffectuatc the provisions of this Order.
DATED at Olympia, Washington and effective this 8 th day of July, 1998.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

Q. <

ANNE LEVINSON, Chair

D (€ s

WILLIAM R. GILLIS, Commissioner
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REFORE THE WASHINGTON UTILITILS & TRANSPORTATION COMMISSION

In the Matter of the

PETITION OF PUGET SOUND

ENERGY, INC,, Docket No. UE-991796

For an Order Regarding the

R . A W Vo P W v N

Accounting Treatment for Costs of ORDER AUTHORIZING
its Electric Environmental ACCOUNTING TREATMENT
Rcmediation Program

BACKGROUND

On November 19, 1999, Puget Sound Energy, Inc., ("PSE" or the "Company")
filed a Petition with this Commission under WAC 480-09-420(7) sceking an order regarding the
treatment of costs incurred by the Company under its electric environmental remediation
program in response to federal and state laws regarding hazardous wastes. In its Petition, the
Company requests an order which:

authorizes the Company to defer the costs incurred in connection with the recently
added component, White River “Buckley Headworks.” A detailed description of
the White River Buckley Headworks site is included as Exhibit A to this petition.
Costs so deferred would be amortized during the next succeeding five-year time
period commencing on the date that all costs net of recoveries become known per
Merger Order UE-960195, issued on February 5, 1997 (Merger Order).

The Company’s Petition states that the requested relief is necessary to insulate the
Company's customers from fluctuations in rates duc to the variability of environmental
remediation costs and recoveries from insurance or third parties. In addition, the Pctition statcs
that the requested accounting order would allow the Company to avoid the negative financial
impact that otherwise would be required in accounting for thesc costs under current financial
reporting requircments,

According to the Petition, the Company currently has underway an environmental
remediation program in response to federal and state laws regarding hazardous wastes.

In its Petition, the Company states that per Commission Order No. UE-911476,
issued April 1, 1992, it was authorized deferral accounting treatment associated with particular

Appendix 11
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components of its clectric environmental remediation program costs. According to the
Company, the order which authorized defcrral accounting treatment for such costs stated that this
treatment was considered to be appropriate in light of the variability and unpredictability of
environmental expenditures. According to the Company, the variable and unpredictable nature
of environmental expenditures has not changed and is not expected to changc in the future,

After discussion with the Commission Staff, the Company agreed that the
environmental remediation costs deferred pursuant to the requested accounting order would be
subject to the following conditions:

a. Any unamortized costs existing at the time of the Company’s general rate
procecdings would be subject to review. Any costs shown to be imprudent will be subject to
disallowance for rate recovery purposes.

b. Any amortization expcense and unamortized balance at the time of the next
general rate proceeding will be considered in determining rates;

c. Any unamortized costs will be included in the calculation of working
capital in future ratc proceedings.

d. Costs eligible for such accounting treatment would inclade only those
amounts paid to outside vendors or contractors (i.e., investigation and feasibility studies,
sampling, cvaluation, monitoring, matcrials, remediation and removal) and would not include
internal employee expenses and legal costs; and

e Costs that are deferred will be reduced by any insurance proceeds or
payments from other responsible parties received by the Company in respect of such costs.

f. The Company will normalize the tax bencfits associated with these costs.

g. The Company will submit quarterly reports detailing the status of the
various remediation activities, insurance and third party recoveries, and the level of costs being
incurred.

FINDINGS
TITE COMMISSION FINDS:
1. PSE is a public servicc company furnishing electric and gas service

primarily in the Puget Sound region of the State of Washington and is subject to the regulatory
authority of the Commission as to its rates, scrvice, facilities and practices.
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2. On November 19, 1999, PSE filed with the Commission a Petition for an
order regarding the accounting treatment for costs it incurs in connection with its White River
“Buckley Headworks” environmental remediation program.

3. The accounting treatment proposed by PSE, subject to certain conditions
described above, is reasonable and should be approved.

QORDER
THE COMMISSION ORDERS:
1. Authorization is hereby given for PSE to:

a. Defer the costs incurred in connection with the recently added
component, White River “Buckley Headworks,” to the Company’s environmental remediation
program; and

b. Amortize such costs deferred over a five-year period commencing
on the date that all costs net of recoveries become known, consistent with the Merger Order.

2. Such deferral and amortization of costs incurred pursuant to its electric
environmental remediation program are subject to the above conditions agreed to in discussions
between PSE and Commission Staff,

3. Nothing herein shall be construed to waive or otherwise impair the
jurisdiction of the Commission over the rates, scrvices, accounts and practices of Applicant,
Puget Sound Energy.

4. The Commission, under its gencral ratemaking authority, has the ability in
subsequent PSE general rate proceedings to evaluate the reasonableness of the Company’s
expenditures associated with the electric environmental remediation program, The Company
bears the burden of proof in any such proceeding regarding these matters. Any costs determined
10 be unreasonable or imprudent in such proccedings are subject to disallowance.

S. The Commission retains jurisdiction to effectuate the provisions of this
Order.
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DATED at Olympia, Washington, and effective this 23 day of February,
2000,

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

L ele OAHwiaklive o

CAROLE J. WASIIBURN, Secretary
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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

Petition of Puget Sound Power &
Light Company for an Order
Regarding the Accounting
Treatment for Costs of Its
Environmental Remediation

DOCKET NO. UE-911476

ORDER AUTHORIZING
ACCOUNTING TREATMENT

Program.

On December 24, 1991, Puget Sound Power & Light Company
("Petitioner" or the "Company") filed a Petition with this
Commission under WAC 4B0-09-420(7) seeking an order regarding the
treatment of costs incurred by the Company under its environ-
mental remediation program in response to federal and state laws
regarding hazardous wastes. In its Petition, the Company
requests an order which:

(1) approves Petitioner’s current treatment
for costs incurred in connection with
its environmental remediation program
prior to the date of such order, and

(2) authorizes Petitioner to defer the costs
incurred after the date of such order in
connection with the environmental remed-
iation projects identified in the
Company’s Petition. Costs so deferred
would be recovered in rates to be
established in future rate proceedings.

Petitioner claimed that the requested relief was necessary to
insulate the Company’s customers from fluctuations in rates due
to the variability of environmental remediation costs. In addi-~
tion, the Petition states that the requested accounting order
would avoid the negative financial impact that otherwise would be
required in accounting for these costs under current financial
reporting requirements.

According to the Petition, the Company currently has
underway a major environmental remediation program in response to
federal and state laws regarding hazardous wastes. The principal
statutes cited by Petitioner are, on the federal level), the
Comprehensive Envircnmental Response, Compensation and Liability
Act, or CERCLA (42 U.S.C. Sections 9601 et seq.) and, on the
state level, the State Model Toxic Control Act of 1988 (Chapter
70.105D) (The "State Act"), which empowers the state Department
of Ecology as the principal state agency to regulate environ-
mental matters. In order to comply with these federal and state

Appendix 11
Page 5 of 9



DOCKET NO. UE-911476 Page 2

environmental laws, Petitioner is pursuing an environmental
remediation program currently consisting of three major compon-
ents: (a) investigations and remedial actions at three sites not
owned by Petitioner which have been designed as "Superfund" sites
under CERCLA, and at which Petitioner has been designated as a
"potentially responsible party"”, or "PRP"; (b) remedial actions
at a Company~owned site (Electron) which has been designated for
cleanup pursuant to the State Act; and (c¢) an underground storage
tank program pursuant to which Petitioner has tested its tanks
and the ground surrounding them, and is removing or replacing
numerous such tanks pursuant to requirements of federal and state
law. From the Petition, it appears that Petitioner will incur
significant remediation costs in connection with its environ-
mental remediation program during the next few years. Recause
these activities are being undertaken to fulfill obligations
imposed by state and federal environmental agencies, the costs
incurred are alleged by the Company to be current and legitimate
business expenses.

Petitioner claims that historical ratemaking methods
would not provide an acceptable means of recovering these .costs.
It therefore seeks to defer, for recovery in rates to be estab-
lished in future rate proceedings, the costs it incurs in connec-
tion with these specified activities. As stated in the Petition,
the costs incurred by the Company for environmental remediation
will not be incurred at an even rate during the coming years.
Moreover, the costs which the Company will incur are extremely
difficult to forecast due to changing regulations and the
developing science of environmental cleanups. Because of this
variability and unpredictability of expenditures, the deferred
accounting reguested in the Petition is an appropriate method for
treating these costs for ratemaking purposes. Granting the -
essential elements of the requested accounting treatment would
also allow the Company to avoid having to book as a current
expense its estimate of future remediation costs associated with
known sites.

In response to the Company’s Petition, the Commission
Staff reviewed the request and gathered additional information
regarding the expenditures identified by the Company. The Commis-
sion staff proposed that the accounting treatment be modified in
a number of respects.

1. According to the Commission Staff, the prior costs
recorded by the Company in retirement and insur-
ance accounts may distort future depreciation and
insurance expense. Staff therefore proposed that
these costs since September 30, 1988—-the end of
the test period in the Company’s last rate pro-
ceeding~-be transferred to the deferred account
and treated in the same manner as costs incurred
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subsequent to the Commission Order. Company
employee and legal costs would be expensed to the
appropriate operating expense accounts. Costs
prior to October 1, 1988, would remain in the
accounts originally charged.

2. Commission Staff proposed that the deferred
account not be allowed to accrue interest.
instead, the account balances would be included as
part of the Company’s working capital.

3. Any recovery of insurance proceeds would be
treated in a manner that corresponds with the
treatment of the underlying costs to which the
recovery relates. If the underlying costs cannot
be identified, as may be the case with an insur-
ance settlement, the Company would allocate the
insurance recovery based on the percentage of
costs charged to the deferred and operating
exXpense accounts, respectively.

4. Commission Staff proposed that the Company be
regquired to submit quarterly reports detailing the
status of the various remediation projects and the
level of costs being incurred. -

These proposed modifications were discussed with the Company, and
the Company was agreeable to the incorporation of these modifica-
tions into our order. The Company therefore submitted an Amend-
ment to its Petition to reflect the modifications agreed upon by
the Company and the Commission Staff. We agree that the modifi-
cations proposed by the Commission Staff are reasonable, and we
therefore shall include them in our order.

FINDINGS OF FACT

THE COMMISSION FINDS:

1. Puget Sound Power & Light Company is engaged in
the business of furnishing electric service within the state of
Washington as a public service company, and is subject to the
jurisdiction of this Commission.

2. On December 24, 1991, the Company filed a petition
seeking an order regarding the accounting treatment for costs it
incurs in connection with its environmental remediation program.
The requested accounting treatment was modified in an Amendment
to the Petition filed by the Company on March 24, 1992. In its
filing, the Company identified the particular components of jits
environmental remediation program tc which the requested account-
ing treatment would apply: (a) the three sites for which it has
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been identified as a PRP under CERCLA, (b) its Electron site, and
(c) its underground storage tank program.

3. As stated in the Petition, the activities per-
formed by the Company in connection with its environmental remed-
lation program are being undertaken to comply with federal and
state environmental laws and regulations, and thus are current
and legitimate business expenses of the Company. Moreover, it is
important that utilities not be discouraged from carrying out
their obligations in environmental efforts. Unless the costs
incurred by the Company in connection with its program are shown
to be imprudent in subsequent rate proceedings, such costs would
be recoverable in Petitioner’s retail rates,

4. The accounting treatment proposed in the Petition
for remediation costs is appropriate in light of the variability
and unpredictability of environmental expenditures.

ORDER
WHEREFORE, THE COMMISSION HEREBY ORDERS:

1. Approval is hereby given for the accounting
treatment proposed in the Amendment to the Petition with respect
to costs incurred since September 30, 1988 and prior to the date
of this Order in connection with the Company’s environmental
remediation program. This accounting treatment consists of the
following: (a) transferring the remediation costs incurred by
Petitioner at the sites identified in the Petition, previously
charged as a cost of retirement, to a deferred account; (b)
transferring the remediation costs incurred by Petitioner at its
Electron site from the property damage reserve (Account 228) to a
deferred account; and (c) transferring the remediation costs
charged as a cost of retirement under the Company’s underground
storage tank program to a deferred account. The accounting
treatment described above shall not apply, however, to internal
employee expenses and legal costs, which shall be expensed.

2. For costs incurred by the Company after the date
of this Order in connection with its environmental remediation
program, as such program is identified in the Petition, the
Company is authorized to defer such costs for recovery in rates
in future rate proceedings. Costs eligible for such accounting
treatment shall include only those amounts paid to cutside
vendors and contractors (e.g., investigation and feasibility
studies, sampling, evaluation, monitoring, materials, remedia-
tion, removal, disposal and post-remediation work) and do not
include legal costs.

3. Costs deferred in accordance with paragraphs 1 and
2 above shall be subject to the following conditions:
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(2) Any deferred costs shown to be imprudent
in future rate proceedings of Petitioner
are subject to disallowance;

(b) Deferred costs will be recovered in
rates using an appropriate method as
determined in such proceedings;

(c) Deferred costs will be included in the
calculation of the Company’s working
capital in future rate proceedings; and

(d) Deferred costs will be reduced by any
insurance proceeds or payments from
other responsible parties recovered by
Petitioner in respect of such costs.
(Conversely, proceeds or payments
received by Petitieoner in respect of
costs incurred prior to October 1, 1988
or costs expensed subseguent to
October 1, 1988 will not be used to
reduce deferred costs.

4. The Commission retains jurisdiction to effectuate
the provisions of this order.

DATED at Olympia, Washington, and effective thi5|5*
day of April, 1992.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION
SHARON L. NELSON, Chairman

RICHARD D. CASAD, Commissioner

A (e

A./d< PARDINI, Commissioner
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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

WASHINGTON UTILITIES AND
TRANSPORTATION COMMISSION, CAUSE NO. U-77-37
Complainanf,

vs. .
‘ . SECOND SUPPLEMENTAL ORDER
THE WASHINGTON WATER POWER
COMPANY,

Respondent.

The above-entitled proceeding involves a filing by
The Washington Water Power Company, respondent, designed to add
a surcharge to its presently effective tariff. Hearing on the
tariff revision was held in Spokane, Washington, on May 25 and
26, 1977, before Chairman Robert C. Bailey, Commissioner Elmer C.
Huntley, Commissioner Frank W. Foley, and Administrative Law
-Judge William Metcalf.

The parties were represented as follows:

COMPLAINANT: WASHINGTON UTILITIES AND
TRANSPORTATION COMMISSICN
‘By James R. Cunningham
Assistant Attorney General
Temple of Justice
Olympia, Washington 98504

RESPONDENT: THE WASHINGTON WATER POWER COMPANY
By Robert L. Simpson and Alan P. O'Kelly
Attorneys at Law
1400 Washington Trust Bank Building
Spokane, Washington 99204

CONSUMER .

PUBLIC: PEOPLE OF THE STATE OF WASHINGTON
By Donald A. Ericson
Special Assistant Attorney General
708 0ld National Bank Building
Spokane, Washington 99201

The Washington Water Power Company filed, on May 2,
1977, a2 revision to its currently effective Tariff WN U-23;
the revision is entitled EXCESS POWER COST ' SURCHARGE--WASHINGTON,
and its stated purpose is to recover excess power costs incurred
as a result of worse than critical water conditions. The opera-
tion of these revisions was suspended by Order dated May 4, 1977,
and the Commission thereby ordered a hearing to be held on the
reasonableness and justness of the surcharge. Hearing was held
as related above. '
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‘The suspended tariff revision would impose a surcharge
of .21 cents per kilowatt hour on all charges for electric energy
sold to retail customers in this state where respondent has elec-
tric service available, excepting flat rate charges for company-
owned or customer-owned street lighting and area lighting ser-
vice.

The justification.for the requested surcharge is based
on the fact respondent is being obliged to purchase power from
outside sources at abnormally high prices for resale to its
customers and that the cost of doing this will .impair its ability
to earn the rate of return authorized by the Commission in Cause
No. U-76~8 (December, 1976). It is, however, to be understood
that rate of return on investment plays no part in the relevant
evidence respondent offered in support of its request or in the
Commission's evaluation of such evidence. Rates of return for
utility companies are based on historic test periods which. are
adjusted to reflect known and measurable proforma conditionms.
Actual historic facts are, of course, constantly changing and
any historical test period obviously cannot constantly be up-
dated.  We here deal not with rate of return but with an attempt
to offset specific future costs of an abnormal nature.

We agree with counsel for the consumer public that what
constitutes an abnormal power purchase and what constitutes an
abnormal cost for such purchase are concepts that are not sus-

-ceptible of clear definition. A wide range of sales of excess

power in abundant years and purchases of needed power in shortage
years will be experienced over a 25~ or 50-year period. Never-
theless, the record herein demonstrates that in May the snow
covers feeding the rivers which constitute respondent's power
sources were approximately 75 percent below normal and the rivers
themselves were approaching 100 percent of critical flow. The
record also discloses that faced with the reduction in ability to
generate power resulting from below-normal stream flows, re--
spondent was forced to contract with other producers:-of power in
order to meet the needs of its customers and that one of these
contracts was particularly stringent in that it required re-
pondent to pay for the contract's kilowatt hour amount regardless
of kilowatt hours taken, if any. :

The contract referred to is between Cominco, Ltd.,
(through West Kootenay Power Company) and it requires respondent
to purchase kilowatt hours amounting to, insofar as relevant
here, 42,067,000 during the approximately 90-day period of June,
July, and August. The system cost of this commitment will be
$706,557 (utilizing respondent's Exhibit No. 1 methodology) .
Washington's portion of this cost would be $407,389 (taking into
account excise tax, uncollectibles, and operating and mainte-
nance expenses shown in Exhibit No. 10). This finding on the
Washington portion of the Cominco commitment excludes sales for
resale.

In order to calculate the surcharge required to recover
Washington's portion of the Cominco agreement it is necessary to

‘understand that the kilowatt hours respondent will predictably

sell during the three-month period under consideration (1,6%2,-
782, 000) upon which a surcharge would be applied include sales
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at rates not within the jurisdiction of this agency. In order
to assure that customers paying rates established by this agency
do not assume the burden that should be shared by other of re-

-spondent's customers, it must be assumed that sales outside

this agency's jurisdiction will contribute to the additional
revenues deemed warranted under the facts presented herein. Such
an assumption has been a long-established tool for setting our
transportation rates. The'rationale for this assumption was
considered in an order in Cause No. T-~9733, In the Matter of
Increases in Class Rates in Western Washington as Published

"In WUTC Tariff No. 5-A (1966). Briefly, in situations such

as this, i1t has been the position of the Commission that any

increase for revenues under our jurisdiction must also be pre-
sumed to take place on sources of revenues not under our juris-
diction because this assures that Washington ratepayers do not

" assume the burden of costs attributable to other users of a

public service company's services; further, public service com-
panies are thus given a standard for dealing with other regqula-
tory bodies or private parties, as the case may be, in their
requests of them for revenue increases; and other users of
their services are on notice that ‘this Commission expects them
to assume their share of the burden of contributing to needed
Trevenues. The suggestion of counsel for the Commission on the
point is consistent with long-standing practice and will be
accepted. With this adjustment, and utilizing testimony and
exhibits of record to make the calculation, the surcharge that
will generate the contract commitment found proper above is
.044 cents per KWH. .

The Commission is of the opinion that the critical
stream-flow levels predicted to prevail during the pertinent
period of the Cominco contract present respondent with highly
abnormal power supply conditions. It-is further of the opinion
that the costs of meeting these conditions are known and mea-
surable in accordance with established principles of utility
accounting. It is the conclusion of the Commission that it will
be in the public interest to permit respondent to impose a sur-
charge of .044 cents per KWH on electric service rendered in
this State; that this surcharge will allow respondent to recover
the aforesaid contract amount of $407,389; and that this sur-
charge will establish rates that are fair, just, reasonable,
and sufficient.

By agreement of record, respondent will file monthly
reports with the Commission that disclose the revenues billed
each month by the surcharge. The surcharge and the reports will,
of course, continue somewhat beyond the end of August since this
surcharge does not become effective with the first of June. It
appears appropriate to require such reports 30 days following
commencement of the surcharge and each 30-day period thereafter
until the surcharge revenue in the amount of $407,389 has been
billed. The tariff respondent files to impose a surcharge
should provide that it is to be cancelled by the Commission
upon respondent's billing surcharges totalling $407,389. Fur-
ther, though respondent would naturally seek to avoid making-
refunds in the event of inadvertent billing in excess of
$407,389, refiling should provide for cancellation of the sur-
charge no later than September 30, 1977. Should the monthly
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report required herein establish that respondent has not billed
surcharges totalling $407,389 by September 30, 1977, further
order in this proceeding will, of course, be issued to allow
another surcharge tariff £iling to effectuate the terms of this
order., :

In addition, it appears appropriate to authorize re-
spondent to seek additional relief through imposition of another
surcharge should further deterioration of the stream-flow condi-
tions described in this record require respondent to enter into
other supply contracts similar to the Cominco contract before
us in order to cbtain necessary power for retail sales. In such
eventualities, the Commission will allow, by further order in
this Cause, formal submission of evidence from parties and then
order relief as appears warranted under the circumstances.

Counsel for the Consumer Public presented several wit-

. nesses whose testimony again points up the magnitude of the im-

pact of even a comparatively very small increase in the cost of
utility services on the economically disadvantaged, the elderly,
and others obliged to live on fixed incomes. Utility rates as
they bear on social and economic inequities have been examined
in depth and considered at length by the Commission in virtually
every utility rate proceeding in the past three or four years.
The Commission is keenly aware of the many ways that continually
increasing utility rates can adversely affect the levels of living
of low and fixed income citizens, but solutions to this growing
problem must ccme from the legislative bodies of the states and
the nation. They cannot fairly or effectively come from regu-
latory bodies such as this one on a hearing-by-hearing basis.
Our views on this important issue have been stated on numerous
occasions and need not be reiterated here.

FINDINGS OF FACT

Having heretofore discussed in detail both the oral
and documentary testimony concerning all material matters in-
quired into and having stated our findings and conclusions, we
now make the following summary of these facts. The portions
of the preceding detailed findings pertaining to the ultimate
facts are incorporated herein by this reference. :

1. The Washington Utilities and Transportation Com-
mission is an agency of the State of Washington vested by statute
with authority to regulate rates, rules, regulations, practices,
accounts, securities, and transfers of public service companies,
including electric companies. ‘ '

2. The Washington Water Power Company, respondent
herein, 1s engaged in the business of furnishing electric service
within the State of Washington as a public service company.
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3. On May 2, 1977, respondent filed revisions to its
currently effective Tariff WN U-~23, designated as Fifteenth Re-
vision Sheet B and Original Sheet 59. The schedule reflected on.
Sheet 59 is entitled EXCESS POWER COST SURCHARGE--WASHINGTON.

4. - Respondent's tariff revisions, which were sus-
pended by the Cormission, would impose a surcharge of .21 cents
per-kilowatt hour on all charges for electric energy sold to
retail customers in this state where respondent has electric
service available, excepting flat rate charges for company-owned
or customer-owned street lighting and area-lighting service.

5. Snow covers feeding the rivers which constitute
respondent's power sources were approximately 75 percent below
normal in May and the rivers themselves were approaching 100
percent of critical flow, indicating an extremely abnormal situ-
ation that obliged respondent to contract with other producers
of electric power in order to meet the. needs of its customers.

6. The contract between respondent and Cominco, Ltd.,
and the projected critical stream-flow levels predicted to pre-
vail during the pertinent period of the Cominco contract present
a  sufficiently abnormal situation to justify allowing respondent
to impose a surcharge designed to lead to recovery of the amount
of $407,383. The surcharge on appropriate kilowatt hour sales
that will generate this amount is .044 cents per KWH. The deri-
vation of the dollars, kilowatt hours, and appropriate amount of
surcharge are summarized above. The Cominco contract cost is
known and measurable in accordance with established principles of
utility accounting.

7. Monthly reports filed with the Commission will
contain the amount of revenue billed from the surcharge during
each monthly period and will enable the Commission to know when
surcharge revenue of $407,389 has been billed by respondent.

CONCLUSIONS OF LAW

1. The Washington Utilities and Transportation Com-
mission has jurisdiction of the subject matter and of the parties
to this proceeding.

2. Authorization of a surcharge of .044 cents per
kilowatt hour under the conditions herein described will allow
respondent to provide electric service at rates which are fair,
just, reasonable, and sufficient.

3. Authorization of a surcharge of .21 cents per
kilowatt hour as contained in respondent's filing in this Cause
would establish rates for electric service that are excessive,
and the filing should be rejected in its entirety.
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' 4. The surcharge hereby authorized will, upon appro-
priate refiling, be applicable to electric service provided on
and after the effective date of said refiling.

5. - All motions consistent with the findings and de-
cision herein should be granted; those incon51stent should be
denied. .

THE COMMISSION THEREFORE ORDERS:

1. The tariff revisions filed by The Washington Water
Power cOmpany, respondent, in this cause May 2, 1877, are hereby
rejected in their entirety.

2. Respondent is authorized to file tariff revisions
comparable to those rejected herein with the exception that the
level of the surcharge be .044 cents per KWH and that the schedule
wherein the surcharge is reflected contain the language that the
schedule is subject to cancellation by action of the Commission
in this Cause when it has been determined that recovery in the
amount of $407,389 has been billed, but in any event no later
than September 30, 1977.

3. The tariff revisions authorized herein shall
bear an effective date which allows the Commission at least
the day of receipt thereof to consider same; shall reflect no
retroactive rate treatment; and shall bear the notation on each
sheet thereof, "By authority of order of the Washington Utilities .
and Transportation Commission, Cause No. U-77-37".

- 4, A notice of the filing of the tariff revisions
authorized herein shall, on the same date as filed or immediately
prior thereto, be posted at each business office of respondent

in the territory affected thereby, stating that the tariff revi-

sions are to become effective on the date inserted as the effec-

* tive date in keeping with the foregoing and advising that.a

copy of each such revision is available for inspection at each
such office. The notice shall remain posted at least until the
Commission has acted on the revisions.

5. The respondent shall report monthly relative to

the revenues billed by reason of the surcharge, as discussed
hereinbefore.

6. The Commission may allow by subsequent order in
this cause formal submission of evidence should it ever happen
that the stream-flow described in the record require respondent
to enter into a supply contract similar to the Cominco contract
herein.
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7. All motions consistent herewith are granted;
those inconsistent are denied.

8. Jurisdiction is retained to effectuate the provi-
slons of this order.

bated at Olympia, Washlngton, and effective this 9th
day of June, 1977.

ROBERT c. BAILEY, Ellrman
%%aa sasnigyd
. C/’BK R/C. NTLEY, Commissioner

FRANK W. FOLEY, Co issioner
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Avista Corp.
Market Price, Thermal Generation and Hydroelectric Generation

Short-Term Market Price

The market price related to short-term purchases and sales would be based on Avista’s
actual on-peak and off-peak short-term (one-year and less) energy purchases and sales
related to the Company’s system resources and obligations. Four energy prices would be
calculated each month as follows:

On-Peak Purchase Price =  Total Short-Term On-Peak Purchase Dollars
Total Short-Term On-Peak Purchase MWH

Off-Peak Purchase Price = Total Short-Term Off-Peak Purchase Dollars
Total Short-Term Off-Peak Purchase MWH

On-Peak Sales Price = Total Short-Term On-Peak Sales Dollars
Total Short-Term On-Peak Sales MWH

Off-Peak Sales Price = Total Short-Term Off-Peak Sales Dollars
Total Short-Term Off-Peak Sales MWH

Deficiencies during on-peak and off-peak hours would be priced at the On-Peak Purchase
Price and the Off-Peak Purchase Price, respectively. Short-term surplus energy for on-
peak and off-peak hours would be priced at the On-Peak Sales Price and the Off-Peak
Sales Price, respectively.

Thermal Generation

The generation at Colstrip, Kettle Falls, Rathdrum and Northeast Turbine would be based
on the actual on-peak and off-peak generation during the month, per the Company’s
actual records. The fuel expenses for each plant would be based on the actual fuel costs
for the month. Fuel costs would exclude non-recurring expenses such as inventory
adjustments, and other prior period adjustments. The fuel costs for Rathdrum and
Northeast would reflect total fuel costs, including commodity costs and transportation
expenses.

Hydroelectric Generation
Hydroelectric generation would be based on the actual on-peak and off-peak generation
during the month, per the Company’s actual records.
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BEFORE THE
WASHINGTON UTILITIES & TRANSPORTATION COMMISSION

Petition of )
)
AVISTA CORPORATION )
)
For an Order Regarding the Accounting ) Docket No. UE-
Treatment of Certain Wholesale )
Power Costs to Serve Firm Load ) ORDER (PROPOSED)
)

Obligations

On June 23, 2000, Avista Corporation (“Avista” or “Company”) filed a Petition
with this Commission under WAC 480-09-420(7) seeking an order authorizing the
deferral of certain power costs related to the recent dramatic increase in short-term
wholesale market prices. As explained by the Company in its Petition, short-term market
prices have risen to unprecedented levels and have caused a comparable dramatic
increase in power supply expenses for the Company. The Company requests an order
which authorizes the deferral of certain power supply costs beginning July 1, 2000 and
ending June 30, 2001. The first deferral would occur in August 2000 for power costs
incurred during the month of July 2000. The Company proposes to amortize the deferred
costs over a ten-year period beginning July 1, 2001, with a carrying cost, equal to the
Company's authorized rate of return, on the unamortized balance.

In its Petition the Company states that if the Commission approves the
Company’s request for a Power Cost Adjustment (PCA) in its General Rate Case
proceeding, Docket No. UE-991606, the Company proposes that the monthly deferrals
requested in its Petition end on the effective date of the PCA. The Company proposes
that the balance of costs deferred under its Petition be rolled into the PCA mechanism for
ratemaking purposes. The Company’s Petition further states that if the Commission
determines that the ratemaking treatment for the extraordinary power costs should not be
included in the PCA mechanism, the Company proposes that the costs be amortized over
a ten-year period.

The Company states that it has been the practice of the Commission to provide
deferred accounting treatment and rate recovery for costs that are considered to be
extraordinary, abnormal, unusual, or unpredictable and highly variable. The Company
states that it believes that the power supply costs identified in its Petition qualify under all
of these terms. The Company requests an accounting order authorizing it to defer the
increased power supply costs as a regulatory asset to consider for later recovery in rates.

In its Petition the Company states that historical monthly market prices for the last
15 years have ranged from a low of 0.8¢ to a high of 4.0¢/KWH. Current monthly
market prices are as high as 13.0¢/KWH. Daily prices have reached 37.5¢/KWH and
hourly prices have frequently risen to 75.0¢/KWH. The Company estimates that short-
term prices for July through December 2000 will cause an increase in power supply costs
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of approximately $29 million on a system basis ($20 million for the Washington
jurisdiction). A $29 million increase in costs to the Company would equal an adverse
earnings impact to the Company of approximately $0.40 per common share. This
represents a significant impact to the utility when compared with total earnings for the
utility in 1999 of $1.00/share and $0.88/share in 1998.

In its Petition the Company states that the specific power costs included for
deferral would be limited to three power cost variables including short-term market
prices, the related impacts on thermal generation, and hydroelectric generation. The
Company proposes a twelve-month deferral period to capture the seasonal impacts that
can occur over the course of a full year.

The Company sets forth the deferred accounting proposal in its Petition. The
proposal includes the deferral of power costs, the recording of deferred income taxes and
the inclusion of a carrying charge. The carrying charge is proposed to be the Company’s
authorized rate of return applied to the unamortized balance of deferred power costs.

FINDINGS
THE COMMISSION FINDS:

1. Avista is a public service company furnishing electric and natural gas service in the
State of Washington and is subject to the regulatory authority of the Commission as to its
rates, service, facilities and practices.

2. On June 23, 2000, Avista filed with the Commission a Petition to defer certain power
supply costs associated with the recent dramatic increase in short-term wholesale market
prices.

3. The deferral treatment proposed by Avista is reasonable and should be approved.
ORDER
WHEREFORE, THE COMMISSION HEREBY ORDERS:

1. Authorization is hereby given to Avista to defer certain power supply costs, as
explained in the Company's Petition, associated with the dramatic increase in short-term
wholesale market prices. The period for deferrals shall begin July 1, 2000 and end June
30, 2001. The deferred costs shall be amortized over a ten-year period beginning July 1,
2001, with a carrying cost, equal to the Company's authorized rate of return, on the
unamortized balance.

2. The deferred power supply costs shall be treated as a regulatory asset and considered
for later recovery in rates. Income taxes shall be normalized.

3. If the PCA mechanism proposed in Docket No. UE-991606 is adopted by the
Commission, the monthly deferrals related to this Petition shall end on the effective date
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of the PCA. The balance of costs deferred related to this Petition shall be rolled into the
PCA mechanism for ratemaking purposes.

4. The Company shall prepare and submit monthly reports related to the power supply
cost deferrals.

5. Nothing herein shall be construed to waive or otherwise impair the jurisdiction of the
Commission over the rates, services, accounts and practices of Avista. The Commission,
under its general ratemaking authority, will have the ability in subsequent proceedings to
evaluate the reasonableness of the Company’s power supply cost deferrals.

6. The Commission retains jurisdiction to effectuate the provisions of this Order.

DATED at Olympia, Washington and effective this __ day of July, 2000.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

MARILYN SHOWALTER, Chairwoman
RICHARD HEMSTAD, Commissioner

WILLIAM R. GILLIS, Commissioner
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