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Witness | dentification

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A. My nameis John S. Thornton, Jr. and my business addressis 7752 E. Pepper Tree
Lane, Scottsdale AZ 85250-7948.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
| appear as an independent consultant to the Industrial Customers of Northwest
Utilities (ICNU) and the Public Counsdl Section of the Attorney Generd of
Washington.

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
EXPERIENCE.

A. | hold aMaster of Science degree from the University of London, having
completed the Master’ s program (economics with specidty in corporate finance)
a The London School of Economics and Political Science (The LSE). | dso hold
a Graduate Diplomafrom The LSE with a specidty in international economics. |
participated as a cost- of- capita expert in numerous dectric utility, locd gas
digtribution, and telephone cases in the state of Oregon, and in gas pipdine cases
before the Federd Energy Regulatory Commission. | was a Senior Economist for
the Public Utility Commission of Oregon (OPUC) and its chief rate-of-return
witness, having been employed at the OPUC for thirteen years. | now serve asthe
Chief of Accounting and Rates for the Arizona Corporation Commisson. My
witness qudlifications satement is found in Exhibit JST-2.

Q. HAVE YOU PREPARED ANY EXHIBITS?

Yes. | prepared exhibits JST-2 through JST-4.
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Scope of Testimony

Q.
A.

WHAT WASYOUR ASSIGNMENT IN THISCASE?

My assgnment was to evauate the testimony of Avista Corporation d/b/a Avista
Utilities (“Avigd’ or the “Company”) in Docket UE-010395. Specificdly, |
reviewed the testimonies of Messrs. Gary Ely, Jon E. Eliassen, and Rondd R.
Peterson. Avidaisthe parent corporation of a number of companiesincluding
Avida Utilities Avigta Labs, Avista Energy, Avista Power and Avista
Communications. Until January 1, 1999, Avista conducted business under the
name Washington Water Power (“WWP”). Avidais sometimes referred to by

that name in this tesimony.

Summary Findings

Q.

PLEASE SUMMARIZE YOUR FINDINGSAFTER REVIEWING THE
TESTIMONY.

| found thet for the past Six years Avista s nont Utility ventures have dragged down
Avigta s debt ratings, raised its financing costs, and reduced Avigta s financia
flexibility, and they continue to do so. | recommend that the Commission
consider how Avista got its senior secured debt rating down to the “BBB” range
from the“A” range in the first place before consdering rate relief to prevent any
further downgrade. | present severd dternatives and options for the Commission

to congder in lieu of, or in conjunction with rete relief.
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THE COMPANY CLAIMSTHAT IT WILL BEUNABLE TO COMPLETE
FINANCINGSNECESSARY TO FUND ONGOING OPERATIONS OF
THE COMPANY UNLESSPROMPT RATE RELIEF ISGRANTED. (SEE
DIRECT TESTIMONY OF MR. GARY G.ELY,PAGE 2AT 5-7.) IS
AVISTA IN FINANCIAL DISTRESS?

| do not necessarily agree with the nation that the firm isin financia didress. |

find it difficult to reconcile implicit daims of financid distress with the fact thet
Avigarecently declared afull quarterly dividend without reduction. | do not

view Avida s recent dividend declaration consstent with itsimplicit claims of
financid digress. Exhibit JST-3 presents a news release on the recent dividend,
declared on August 10, 2001. Financid distressis more associated with the

nation of being unable to pay existing obligations, rather than the Sate of having
difficulty taking on new obligations such as debt to finance Coyote Springs 2. |
would not characterize Avidta s Stuation as a state of emergency or inequity that

warrants asurcharge.

Avista’s Debt Rating History

Q.
A.

WHAT HASBEEN AVISTA’'SDEBT RATING HISTORY SINCE 1995?
Aviga s (then WWP) Standard & Poor’'s (“S & P’) debt rating was “A” for senior
secured credit from 1995 through August 18, 1998, when S& P revised its outlook
from stable to negative. | reviewed the response to Washington Utilities and
Trangportation Commission (“WUTC” or the“Commission”) staff data request
number 154 that asked for a detailed description of Avistals bond rating history
snce 1995 including any actions or commentaries published by any rating

agency. | have attached the statements from Aviga' s response to WUTC staff
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data request 154 referred to in my testimony as Exhibit JST-4. A synopsis of
rating actions since 1995 based on the Avigta response follows.

On August 18, 1998, S& P'ssad:

The revised outlook reflects management’'s drategy to
aggressively grow its assets and customer base through
acquistions and draegic dliances. This drategy is likey to
accelerate the evolution toward a riskier business profile and to
pressure key financid measures, which are dready somewhat
weak for the current ratings. WWP has dready placed
increedng emphass on  inherently  riskier  nonregulated
busness activities, mainly those of Avida Energy, the energy
trading unit.

The Company reduced its common dividend by 61% in
preparetion for its aggressve growth plans.  This cut will
provide the company with a least $30 million of annudized
cash flow over the next three years to hep fund management's

expangon srategy.

In short, S& P’ s outlook was revised from stable to negative because of

expansion and non-regulated business activities. Apparently, WWP's

Page 6 of 46

management was willing to cut the dividend to improve cash flow to

finance expanson drategies. The Commission should congder requiring

Avidato reduce the current dividend to support cash flow at the

regulated utility.

The next rating action was from Moody’ s Investors Service (“Moody’s’) on

Jduly 15, 1999, who revised Avigta s rating outlook from stable to negative.

Moody’s sad:

New York, July 15, 1999-Moody’s Investors Service changed
the outlook for the ratings of securities issued by Avigta Corp.
to negative from dtable to reflect the aggressve and more risky
business srategy being pursued by the company. Although
management has implemented drict financid and credit risk
management plans for the company’s energy marketing and
trading operations, which ae conducted through Aviga
Energy, the risks have come to the fore during the firg hdf of
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1999, with loses a Avida Energy pressuring financid
performance. Furthermore, management is demongrating
somewhat less consarvaive financia drategies from a fixed
income investor's perspective, including a common stock
repurchase plan. Because we anticipate that the company will
become increesingly dependent on the potentidly more
volaile earnings dream from Avida Energy to hdp minimize
extend funding of growth initiaives, success in adequately
mitigeting risks reding to energy maketing and trading

activity will beintegral to maintaining the current ratings.
Avigta Energy was dready having a negetive effect on Avida, and its

major subsdiary, Avisa Utilities.

On August 13, 1999, Duff & Phelps Credit Rating Co. (“ Duff & Phelps)

lowered Avigta s senior secured debt rating from “A” to “A-." The pressrelease

sad:

The downgrade is based on increesng business risk through

investments in  unregulated subddiaries, lacking

improved

financial coverage ratios to support higher potentid cash flow
volaility. As a percentage of consolidated EBITDA, the
utility contribution is decreesng. AVA is devoting capitd to
dectricity and naurd gas trading, with infant invesments in
Greenfidd merchant generdtion, fud cdl deveopment, and

Internet  energy  billing sarvice and a compeitive

exchange carrier.

locdl

The regulated utility owns desrable, low-cost hydro assets,

operating in a territory that is closed to competition.

It has,

however, little growth in its retal jurisdiction, and its higher-

margin wholesde contracts continue to roll off.

While the energy and trading subsdiary has achieved drides in
Sructuring the organization to dedred parameters, its busness
scope remains characterized by risk.  Its trades are primarily of
physcd dectricity on a naiond bass while owning little
underlying generation.  Pricing of these pogtions, some of
which have 10 years duration, can be illiquid [sc] and highly

volatile,
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The trading subgdiary lost more than $19 million for the Ix
months ended June 30, 1999, of which $11 million was logt in
the second quarter.

Bondholders should note two events that are weakening their
postion.  Fird, AVA is repurchasing equity. The company
has a 5.6 million share repurchase program, which should be
completed within two years. At a $17 average share price,
capitd outflow is estimated to be $95 million. As of June 30,
1999, 1.6 million shares had been repurchased under the
program. Second, some proceeds from new bond issuances a
the parent are downsreamed to the subsidiaries to fund
growth. Subsdiary assets are pledged to lenders independent
of the parent, and the subsidiaries do not pay a regular
dividend.

Page 8 of 46

Clearly, Duff & Phelps lowered its rating because of Avigta s non

regulated ventures. The rating agency aso expressed concern over

management’ s equity repurchase program that was expected to result in

acapita outflow of $95 million.

On August 23, 1999, S& P lowered its ratings of Avista's senior secured

debt from “A” to “BBB+.” S& P said:

The lower rdings reflect Avisas aggressve growth drategy
that emphasizes the inherently riskier nonregulated business,
especidly Avida Energy Inc, the company’'s energy trading
unit, and notably wesker financid measures. Avida Energy
acquired Vitol Gas and dectric Trading LLC in February 1999
and has incurred losses of $19.2 million due to week nationd
enagy prices and the lack of voldility within virtudly dl
commodities through the firgt six months of 1999.

OUTLOOK: STABLE.

The dable outlook reflects the company’s drong utility
operations and adequate consolidated financid measures for
the current ratings. ~ Continued aggressve growth of its
nonregulated businesses and the ability to improve financid
performance a the energy trading unit will be essentid for
ratings sability . . . .
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Clearly, Avista Energy caused Avista s rating downgrade.

sad:

S& P s outlook revision from stable to negative was primarily related to the poor

On May 9, 2000, S& P revised its outlook from stable to negative. S& P

The outlook revison reflects a weskening of Aviga's financid
position primarily as a result of the poor peformance of the
company’s nonregulated trading operations.  The financid
position may be further weskened a the regulated levd if the
Washington Utilities and Trangportation Commisson (WUTC)
adopts a rate order comparable with the rate reduction
recommended by its daff in the amount of $16.5 million.
Aviga had requested dectric and gas rate increases totaling
$31 million. Standard & Poor's recognizes that the daff’'s
proposd is arecommendation only.

The ratings of Avista are based on the company’s consolidated
average busness profile, which reflects the utility’s low-risk
hydroglectric  operations, competitive dectric rates, and
moderate rate needs. These drengths are tempered by the
company’s paticipation in  the inherently risky and
nonregulated energy trading busness through Aviga Energy,
Inc, a wdl as other nonregulated ventures, including
telecommunications, | nternet- based sarvices, energy
technologies, and power project development. Avigdad's
hydroelectric power generation provides about 50% of the
company’'s power supply needs for retal sdes which
contributes to a cogt sructure that is among the lowest in the
nation. Although power purchases are subgtantia, these are
offset by firm sdes.

performance of the unregulated trading operations.

On June 22, 2000, Moody’ s reviewed Avista Corp’ s debt ratings for

possible downgrade from “A3.” Moody’s said:

Moody’'s Investors Service placed the credit ratings of Avisa
Corp. on review for possble downgrade. The rating review is
prompted by a confluence of events, including concerns about
an adverse daff recommendation in the company’s pending
rate case, as wdl as trading losses tied to a wholesde short
position exceeding management guiddines, and unprecedented
spikes in power supply pricesin the Northwest and Cdifornia

Page 9 of 46
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In reviewing Avidas credit ratings, Moody’s will aso explore
with the company in more deal its plans for adminigtraive
and utility capitd expense reductions, more conservative
drategies with respect to wholesdle energy sdes in the utility
sector, plans to add generation, and strategies to strengthen the
company’s baance sheet.

Moody’ s review was prompted by resolution of the rate case and trading
losses. Absent the trading losses, the review would have been lesslikely.
On June 23, 2000, Fitch lowered its Avista senior secured rating from “A-"

to “BBB+.” Fitch said:

Due to losses related to energy purchases and sdes over the
past two years, sgnificant reductions in consolidated financid
performance have occurred. In 2000, Avida is forecasting
breskeven reaults for the full year 2000, before preferred
dividends. In 1999, Avidta recorded a $98 million pretax loss
from energy trading a its unregulated energy marketing
subsdiary. EBITDA/Interest expense has dseadily declined
snce 1997, as higher margin wholesde contracts have rolled
off, and losses have occurred at trading-related businesses.

Avida Corp. (the regulated utility) has been infusng funds
into its unregulated subddiaries.  While these monies ae
booked as loans, they are ggnificant amounts that decresse
Aviga Corp.’sfinancid flexibility.

Aviga s unregulated operations clearly harmed the overal financia hedlth of the

Company and aggravated the higher risk of the regulated utility.

from“A3’ to “Baal.” Moody’ssad:

The raing action reflects expectations that even a satisfactory
resolution of the company’s pending eectric and gas base rate
caes is likdy to result in prospective debt protection
measurements that would be consdered more in line with the
lower rating leve.

Page 10 of 46

On July 27, 2000, Moody’ s downgraded Avista' s senior secured debt ratings
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Findly, Moody's will continue to assess the ability for
Avigds more risky nonregulated businesses, including Avisa
Energy, Avisga Advantage, Avida Labs, Avisa Power, and
Avidga Communications, to be sdf funding as they
aggressively pursue their growth objectives. Moody's remains
concerned about the extent to which Avista expects to rely on
eanings from its more risky non-regulated busnesses going
forward.

The ratings downgrade reflected Moody’ s concern about Avigta Utilities
financid performance, but it recognized the financid drain the
unregulated subsidiaries had on Avigsta and the need for the unregulated
subsidiaries to be sdf-finandng.
On July 31, 2000, S& P lowered its corporate credit ratings for Avistafrom
“BBB+” to “BBB”, but affirmed senior secured debt ratings at “BBB+.” S&P

mentioned that its outlook for Avistawas negative. S& P sad:

The rating for the senior secured debt is one notch above the
corporate credit rating because debt is collaterdized by utility
property whose value is projected to subgtantialy exceed the
maximum amount of mortgage bonds that could be
outstanding under the terms of the indenture. . . .

The rating actions reflect a weskened financid profile
resulting from substantial power trading losses, accompanied
by increased business risk by the company’s regulated utility
operations. In addition, continued funding needs relaed to
Aviga's nonregulated ventures and a change in the company’s
norregulated nationwide trading drategy during 1999 have
contributed to increased risk in the company’ s business profile.

In order to reduce the drain of funding the nonregulated
ventures, Avida is pursuing vaious dternative financing
arangements, the timing of which is uncatan. Avida is dso
relying on favorable regulaiory action to hep dabilize its
financid profile by filing for an accounting order to recover,

Page 11 of 46
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on a deferred basis, excess purchased power costs starting with
July 2000. . ..

OUTLOOK: NEGATIVE.

The negative outlook reflects concerns that  transcend
subgtantid trading losses that might have been avoided with
gopropriate risk overdght of power marketing operations.
Concerns are dso tied to a forecast of continuing wesk
financid magins reflective of management's pursuit  of
investments in unregulated ventures in an effort to enhance
shareholder value. To preserve Avida's rating, management
needs to demondrate the implementation of a long-term
drategy for sound financial performance that is consstent with
bondholders interests. . . .

S& Pfirg cited Avigta's weakness caused by power trading losses,

accompanied by increased risk at the regulated utility. S& P s negative

outlook indicates the S& P s continued concern with Avigta s unregul ated

ventures.

Page 12 of 46

On March 27, 2001, Fitch lowered itsratings of Avista s senior secured debt

from “BBB+" to “BBB”. Therating action primarily reflected Aviga srisng

deferred fudl and purchased power balances. Fitch also said:

Funding the defards is pressuring liquidity.  Further liquidity
dress comes from Avisa Corp. providing support for
unregulaied subsdiaries in the tdecommunications, internet-
based energy management and  dterndive  generation
businesses. These businesses ieman in dart-up mode, and are
not yet profitable.

On August 2, 2001, S& P lowered Avigta sratings and also put it

on CreditWatch with negative implications. The senior secured debt

rating was lowered to “BBB” from “BBB+.” S&P said:

The raings downgrade reflects the increesng business risk a
subsdiay Avida Utilities, demming from the continuation of
sgnificantly Jeteriorated hydrogeneration conditions,
increedng financid risk resulting from mounting power-cost
deferrals, and uncertainty regarding the outcome of the
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company’s recent filing for a rae surcharge with the
Washington Utilities and Trangportation Commisson (WUTC)
and the Idaho Public Utilittes Commisson (IPUC). The
CreditWatch liging addresses the potentid for the assgnment
of speculaive-grade ratings, unless the company receves
adequate rdief in the form of a rate surcharge within the next
few months, completes a proposed equity offering, and closes
financing for the Coyote Springs 2 plant.  Without these
events, Avidas liquidity may be compromised and ratings
will be further lowered.

The raings on Avisa ae based on the company’'s average
busness pogtion, characterized by low-cost, hydrodectric
generation, competitive rates, operating and regulaory
diversty in the gates of Washington and Idaho, and an above-
average service area. However, these drengths are offset by
current  hydro-generation  conditions, which ae dgnificantly
worse than average a chdlenging, dbeit improving,
regulatory  environment in Washington; and  continuing
involvement in riskier, nonregulated ventures.  Nonregulated
activities remain a focus for Avida, dthough a a reduced
level, eventudly leading to lower businessrisk.

S& P sratings reduction was primarily focused on the utility, but S& P

included the risk of nonregulated venturesin its consideration of

aggravating factors and the agency went on to comment on the funding

requirements of the unregulated subsdiaries.

WHAT CONCLUSON DO YOU DRAW FROM THISHISTORY?

| draw severd concdlusons.

1)

Avidd s unregulated ventures sgnificantly eroded the company’ s financid
position and increased its businessrisk. The erosion of credit qudity and
increase in risk was trangmitted to Avigta Utilities, the regulated utility.
Avista Utilities is faced with the specter of below-investment grade ratings
because Avigta chose a corporate structure that didn’t adequately insulate

the utility from the unregulated ventures.

Page 13 of 46
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(2 Avida has used the utility to sgnificantly fund its unregulated ventures.

(3) Avidaisready to reduce its dividend if it wishes to improve cash flow for
unregulated ventures but it has not reduced its dividend in the face of
worsening cash+flow conditions e the utility.

4) Avigta needs more equity to strengthen its bal ance shest.

(5) Aviga should develop sdf-funding for its unregulated subsidiaries and use
internaly generated funds to strengthen its balance sheet.

Alternatives and Options
Q. WHAT ALTERNATIVESAND OPTIONSMIGHT THE COMMISSION
CONSIDER IN LIEU OF, OR IN CONJUNCTION WITH THE SPECIFIC
RATE RELIEF THAT AVISTA SEEKS?
A. The Commission might consder severd aternaives and optionsin lieu of, or in
conjunction with the specific rate relief that Avista seeks. | discuss severd
options and dternatives below.
Do Nothing
The Commission should consder no action at thistime. | am familiar with
emergency and interim rate relief associated with agenerd rate case but | am not
familiar with “emergency” or “interim” rates associated with a power cost deferrd

mechanism. The Commisson could wait until Aviga's expected November 1,

2001 generd rate case filing before consdering interim rates. A complete rate case

filing would dlow for a more comprehensive review and provides the proper

context for consdering interim relief. According to Avistawitness Mr. Peterson,

the Company would generdly meet its covenant status with additiond financings
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and without any surcharge. (See RRP-1, page 1.) In other words, the Company
could finance its way back to meeting the covenants.
Accelerated Depreciation
The Commission could raise rates by accelerating the Company’s
depreciation to the extent the Commission determines that some amount of
increased cash flow is reasonable and immediately necessary. Rates would increase
by increased depreciation expense, providing the Company with the increased cash
flow that it needs in the short term but eventudly reducing rate base below what it
would have been otherwise, favoring future ratepayers. 1 would recommend
accelerated depreciation of distribution assets, rather than generation or
transmission assts.
Grant the Interim Relief with Conditions
If, and only if Avista has met the sandard for interim rate relief, the
Commission could grant some form of “interim” relief but condition new rateson
Aviga peforming severd actions. Those actions might include some of the
fallowing:
() Cut Aviga' s dividend to improve interna cash flow.
2 Successfully issue new equity to achieve the Company’ s 50/50
debt/equity goa. The Company estimated the amount of equity to
be $220 million to achieve thisgod. (See Exhibit RRP-1, page 2.)
(3) Enhance the financid wal between Avigta Utilities and the
unregulated subsidiaries of Avista such that the unregul ated
subsdiaries are sglf-funding and dividends paid by Aviga Utilities

to Avigaare fully paid out to shareholders.
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4 Sdl Coyote 2. The Commission might reasonably conclude that
Coyote 2 isthe expansion catalyst that isthe focus of recent credit
concerns. Sdling Coyote 2 property and rights would generate
funds and reduce the need for externa debt finance.
(5) Reduce or diminate any discretionary sock buy-back program. The
Company should be retaining equity in the Company and issuing
new shares of stock rather than spending cash on repurchasing
outstanding shares.
Grant Interim Rate Relief at a Lower Recovery Level to Meet Fixed Charge Ratios
The Commisson could grant alesser interim rate relief than the Company
requested by targeting the same fixed charge ratio the Company used to
demondrateitsfinancid distress. Company Exhibit RRP-1, page 1, shows that if
the Commission grants Avida the rate relief the Company seeks (and the Company
achievesits financings) then the Company will exceed itsrequired ratios. For
example, Mr. Peterson’s Exhibit RRP-1, page 1, column “G” indicates that with the
new financings and the surcharge the Company will achieve a 2.23 fixed charge
coverage rétio in June 2001,which is sgnificantly higher than the 1.25 required
ratio. The Commisson might consider alesser surcharge that is expected to result
in meeting the minimum required fixed charge coverage ratio. | have not calculated
what amount of increased revenue requirement would result in meeting the
minimum fixed coverage ratios shown on page 1 of RRP-1. The Commission could
verify Mr. Peterson’s financid modd and caculate rates based on his modd that

resulted in coverage ratios complying with the covenants.
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Conclusion
Q. WHAT DO YOU CONCLUDE FROM YOUR REVIEW OF AVISTA’'S

TESTIMONY AND OTHER INFORMATION?

A. | conclude that the Commission might consider a number of options and

dternativesin eva uating the surcharge the Company requested. Avidais not
necessarily in financid distress, but the Company apparently faces difficulty in
obtaining new financing for Coyote Springs 2. Much of this difficulty isaresult
of Avidd s unregulated ventures which have harmed the financid flexibility of

the regulated utility. The Commission should serioudy question the necessity of
granting rate relief while Avigta continues to pay out adividend and use the utility
to finance the unregulated ventures that have caused Avigta Utilities some harm.
DOESTHIS CONCLUDE YOUR PREPARED DIRECT TESTIMONY?

Yes, it does.
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BEFORE THE WASHINGTON UTILITIES
AND
TRANSPORTATION COMMISSION

DOCKET NO. UE-010395
AVISTA CORPORATION

EXHIBIT JST-2

WITNESS QUALIFICATIONS STATEMENT

JOHN S. THORNTON, JR.

AUGUST 24, 2001
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Witness Qualifications Statement
for
John S. Thornton, Jr.

7752 East Pepper Tree Lane, Scottsdale, AZ 85250- 7948

Magter of Science Degree from the University of London, having
completed the graduate program in economics at The London School
of Economics and Political Science (1986)

Graduate Diplomain Economics from The London School of
Economics (1985)

Bachelor of Artsdegree, mgor in economics, from Willamette
University (1984)

Certified Rate of Return Analyst, member of the Society of Utility
and Regulaory Financid Andysts

1998 - passed level | exam of the CFA

1995 PainéWebber Seminar on Corporate Finance for the Utility
Industry

1990 MIT-Harvard Public Disputes Resolution Program seminar
1990 Nationd Association of Regulatory Utility Commissoners
(NARUC) Advanced Regulatory Studies Program

1988 NARUC Annua Regulatory Studies Program

Chief of Accounting & Rates, Arizona Corporation Commission,

Utilities Divison, April 2001 to present

Public Utility Andyst 2 with the Public Utility Commission of

Oregon, February 1991 to February 2001

Public Utility Andyst 1 with the Public Utility Commisson of

Oregon; February 1988 to February 1991

Tedtified or provided rate of return andysesin the following

dockets:
UE-102-PGE disaggregation/generd rate case (chief rate of
return witness).
UE 94—PacifiCorp generd rate case (chief rate of return witness).
UE 93 (UM 592, UM 694)—Portland Generd Electric Co. excess
power cost/Coyote/BPA filing.
UE 92-1daho Power generd rate case.
UE 88—Portland Generad Electric Co. generd rate case (chief rate
of return witness).
UE 85/UM 529-Portland Genera Electric Co. Earnings test for
Trojan Shutdown Cost Adjustment Account.
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UE 84-1daho Power Co. deferred account earnings benchmark.
UE 82/UM 445-Trojan Outage Cost Adjustment Account
earnings test benchmark.

UE79—Portland Genera Electric Co. generd rate case (chief rate
of return witness).

UG 104/UG 105/UG 106-LDC deferred account earnings test
benchmarks.

UG88—Cascade Natural Gas Co. generd rate case (chief rate of
return witness).

UG81-Northwest Natura Gas Co. generd rate case (chief rate of
return witness).

UT 125-US WEST Communications, Inc generd rate case (chief
rate of return witness).

UT 113-GTE Northwest generd rate case (chief rate of return
witness).

UT101-United Telephone Co. of the Northwest genera rate case
(chief rate of return witness).

UT85-US WEST generd rate case (capitd structure and debt
cost witness).

RP95-409-Northwest Pipdine generd rate case (FERC).
RP93-5-Northwest Pipeline generd rate case (FERC).

Responghilities have aso included the following:
Anayses and recommendationsin over one hundred financing
dockets.
UM 903: Cost of capitd analysisfor purchased gas adjustment
mechanism, Northwest Naturdl.
UM 21: Cost of capital andysisfor avoided cost calculations.
UM 351: Cogt of capitd andysisfor long-run incrementa-cost
studies.
UM 773: Cost of capitd analyss for long-run incrementd- cost
Studies.
UM 573: Anadyssof purchased power on the utility's cost of

capitd.

Speaker-US Agency for Internationa Development's Conference on
Private Sector Participation in the Colombian Power Sector, 1991.

Presented cost of equity and distribution risk discount testimony on
behdf of the Mirage Resorts, Inc., Park Place Entertainment Corp., and
the Mandalay Group before the Public Utility Commission of Nevada,
Docket nos. 99-4001 and 99-4005.

Presented beta adjustment and distribution risk discount testimony on
behdf of the Divison of Ratepayer Advocates of the Cdifornia Public
Utility Commission, Application Nos. 98-05-019, 021, & 024.
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BEFORE THE WASHINGTON UTILITIES
AND
TRANSPORTATION COMMISSION

DOCKET NO. UE-010395
AVISTA CORPORATION

EXHIBIT JST-3

PRESSRELEASE ON AVISTA’SAUGUST 10, 2001, DIVIDEND DECLARATION

JOHN S. THORNTON, JR.

AUGUST 24, 2001
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Finance Home - Yahoo! - Help

Click Herel

[ Latest Headlines | Market Overview | News Alerts|

Friday August 10, 2:29 pm Eastern Time

Press Rdease Related Quotes
SOURCE: Avista Corp. AVA 1710  -0.25
Avista Corp. Board Declares Common and Preferred

Dividends delayed 20 mins- disclaimer

SPOKANE, Wash., Aug. 10 /PRNewswire/ -- Avista Corp.'s | Get Quotes
(NYSE: AVA - news) board of directorstoday declared a -
quarterly dividend of $0.12 per share on the company's
common stock. A quarterly dividend of $1.73750 per share was declared on al outstanding
shares of preferred stock Series K. The common and preferred stock dividends are payable
Sept. 14, 2001, to shareholders of record at the close of business on Aug. 21, 2001.

- (Photo: http://mww.newscom.com/cgi- bin/prnh/19990629/AVAL OGO )

Aviga Corp. is an energy, information and technology company whose utility and
subsdiary operations focus on delivering superior products and providing innovative
solutions to business and residential customers throughout North America.

Aviga Corp.'s effiliate companiesinclude Avigta Utilities, which operates the company's
electric and natura gas generation, transmission and distribution business. Avigtas non
regulated businesses include Avista Advantage, Avigta Labs, Avisa Communications,
Avigta Energy and Avista Power.

Avigta Corp.'s stock is traded under the ticker symbol ~“AVA." For more information about
Avida Corp. and its affiliate businesses, visit the corporate webdite at
http://www.avistacorp.com/

Avigta 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.

SOURCE: Avista Corp.
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BEFORE THE WASHINGTON UTILITIES
AND
TRANSPORTATION COMMISSION

DOCKET NO. UE-010395
AVISTA CORPORATION

EXHIBIT JST-4
RESPONSE TO WUTC DATA REQUEST NO. 154

AVISTA’SBOND RATING HISTORY SINCE 1995

JOHN S. THORNTON, JR.

AUGUST 24, 2001
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AVISTA CORP.
RESPONSE TO REQUEST FOR INFORMATION

JURISDICTION: Washington DATE PREPARED: 8/13/01

CASE NO: UE-010395 WITNESS: Ron Peterson

REQUESTER: WUTC RESPONDER: Diane Thoren

TYPE: Data Request DEPT: Finance

DUE DATE: TELEPHONE: (509) 4954331

REQUEST NO.: 154
REQUEST:

Please describe in detail the Company's bond rating history since 1995 (which may
include the Washington Water Power Company and describe the events that caused
changes to the Company's bond rating. Provide the associated rating
actions/commentaries published by Moody's, Standard & Poor’s, Duff & Phelps. and any
other rating agency.

RESPONSE:

Please see Exhibit No. (RRP-1) , page 4 for the Company’s bond rating history since
1995. The following news releases are attached announcing the various credit rating
agency actions and reasons for such actions since 1995:

1. 8/18/98 Standard & Poor’s  Outlook from Stable to Negative

2. 7/15/99 Moody's Outlook from Stable to Negative

3. 8/13/99 Duff & Phelps Ratings lowered-Senior secured from “A” to
wp

4. 8/23/99 Standard & Poor’s  Ratings lowered-Corporate Rating and
Senior secured from "A" to “BBB+";
Outlook from Negative to Stable

5. 3/9/00 Standard & Poor’s  Outlook from Stable to Negative

6. 6/22/00 Moody's Ratings on review for potential downgrade

7. 6/23/00 Fitch/D&P Ratings lowered-Senior secured from “A-*
to “BBB+"": Outlook Stable

8. 7/27/00 Moody’s Ratings lowered-Senior secured from “A3”
to “Baal"; Ratings still on review for
possible further downgrade

9. 7/31/00 Standard & Poor's  Rating lowered-Corporate Rating from
“BBB+" to “BBB"; Outlook remained
Negative *

10. 3/27/01 Fitch/D&P Ratings lowered-Senior secured from
“BBB+"to “BBB"; Outlook is Negative

11. 8/2/01 Standard & Poor’s  Ratings lowered-Corporate Rating from

“BBB” to “BBB-* and Senior secured from
“BBB+" to "BBB"; CreditWatch-Negative
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STANDARD RATINGSDIRECT
! &POOKRS |

Retumn o Requiar Format

Research:
S&P Affms Washington Water Pwr Rtgs; Outlk To Negative

Publication Date: 18-Aug-1988

Raymond M Laung, Naw York (1) 212-208-
Analyst: 1621 ™ o

4

NY -- Standard & Poor's CreditWire 8/18/98 -- Standard & Poor’s tcday
revigsed Washington Water Power Co.’s (WWP) rating osutlook to negacive from
stable. Also, Standard & Poor’s affirmed WWP's gingle-'A’ senior

secured and corporate credit ratings and single--"A’'-minus senior unsecured,
preferred stock, and bank loan ratings. The single-'A’-mirnus preferred

gtock ratings for Washizgton Watexr Power Capital I and Washington Water
Power Capital II were also affirmed.
The reviged outlook rezflects management’s strategyv to aggressively grow its
agsets and customer base through acguisitions and strategic alliarces. This
trategy is likely to accelerate the evelution zcward a riskier business
profile and to pressure key ZIinanc:zal measures, whizh are already somewhat
waak for the current ratings. WWP has already placed izcreasirg emphasis on
inherently riskier nonregqulated business activities, mainly those of Avista
Energy. the erergy tradiang unict.
The company reduced its common dividend by §1% iz preparation for its aggressive
growth plans. This cut will provide :the company with at least $30 million
of annualized cash flow over the next three years to aelp fund management’s
expansicn strateqy. The annualized ccmmen dividend savings incorporates
WP2's exchange offer plan. This offer will provide common shareholders the
.ption to exchange their common shares for mandatory coavertible preferred
stock, which wculd maintaizn the historic dividend level for about three
years. After three years, the mandatory convertible preferred stock will be
convertaed back to common shares and should provide another $10 million in
annualized savings. The company, however, has tke option to convert before
tte end o the three-year period. The mandatory coavertible preferred

tock, which sStardard & Poor’'s will view as commen eq@uity given the
proposed mandatory conversion, will be exchanged for up to 20 million
common shares {about 33% of outstarding common shares). If more than 20
million commecn skares are tendered, the tendered shares will be prorated.
The convartibie preferred stock ig subject to certain regulatory approvals.
If not approved by Oct. 23, the exchange offer will not be made and the
full beneiits of the commoz dividend reduczion weuld be realized. The
revised dividend rate of 438 cents per share will be implemented oz Dec. 1§,
13998.
OUTLOOK: NEGATIVE
The negative cutlook reflects WWP’'s plans to actively puzsue copportunities
tkhrougk acquisitions and strateglc alliances that are expected o =levate
the company's business risk profile. Purthermore, management’'s intent to
use greater leverage is a concern despite the sigzificant commoz dividend
reducticn, Standard & Poor's said. --Cred:itWire

Copyrignt © 1994-2001 Standard & Poor's. All Rights Reserved. Prvacy Poticy A Dtarcs o Do g
Do i Com et O
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Fundamental Credit Research

Moody’s Investors Service Rating Action
Global Credit Ressarch Pudlisheg 15 Jul 1589

i Prscre
PO LA TS ey
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R R aed

d
PV 2oty

New York New York

Susan D, Abbott : Kevin G. Rosa

Managing Direstor Vice President - Senor Anatyst

Corporats Finence ‘“ Corporate Finance

Moooy's Invesiors Jervics Mgoooy’s Invostars Goarvice

Clients: 1.212,853.1653 Clients: 1.212.553.1663

MOODY'S REVISES OUTLOOK FOR RATINGS OF AVISTA CORP. TO

NEGATIVE

Approximatsly §780 Million of Securitias Affected SE e,

New York, July 15, 1993 — Moogdy's Investors Sarvice changed the outiook for tha ratings of securnties issued dy Avista Comp. to
negauve from Staple 1o renect the aggressive and moro rany business sirategy being pursucd by tho company. Although
managemsant has impiemented stnct finanaal and credit r:sk management plans for the company's energy marketing and trading
operaticns, which 2re conducted hrough Avista Enargy. tne nsks have come to the fare sunng the first half cf 1999, with losses at
Avista Energy pressunng financial pertormance. Furtnermore, managemaent is aemonstraung somewnat (8ss conservative financial
strategies from a fixed income investor's persoscliva, including 2 common stock repurchase plan. Because we anticioate that the
company will become incrsasingly dependent on the potentially more volatiie earnings stream from Avista £nergy io hels mimmuza
external funding cf growth iniauves, SUSCESs n agequately miligatng risks rlatng to energy marketing anz iraging activity will ba
integrat te meontaining the current ratings.

Avista Core. is a diversified energy camoany, mamntaining electric and gas utifity and non-regutatec energy ang
non-energy subsidiary coeratiors throughout Nerth Amenca.

© Copyright 1399 by Macdy's Investors Sarvice, 39 Churen Stree!. New York, NY 1C007. All nghts reserved.

ALL INFORMATION CONTAINED HEREIN IS COPYRIGHTED IN THE NAME OF MOGDY'S INVESTORS SERVICE,
INC. ("MOODY'S"), AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMITE, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD. OR
STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR
MANNER OR 8Y ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRICR WRITTEN
CONSENT. All Informaticn scntained neretn (3 ootained by MQODY'Y from scurces bolieved by it to Se accurste and
raliable. Bacause of the possibility of human and mechamecal error as well as other factors, however, sucn Information is
provided "zc 18" withcut warranty of any king and MOODY'S. in particular. makes no rsprasantation or warranty, express
or implied, as tc the acsuracy. timelinass, compietensss, merchantability or fiiness for any particutar purpse of any such
informaticn. Under no zircumstance shall MOGDY'S have any rabiiity to any person of entity for (a) any loss or damage
in whote of in part caused by, resulting frem, or ralating ‘o any error {negligent or otherwise) cor other circumstance of
cortingency within or Jutside the caatrcl of MOODY'S or any cf s directars, officers. employees or agents it Sonnaciicn
with :he procurement. caollection, compilation, interpretatror, communication, publication or deirvery of any suon
information, or (b) any direct, indirect, special, consequential, compensatory of incidental darmages whatsoever (including
winout limitation. lost orofits). even if MOODY'S is advisec in acvance of the cossidility of such damages. resulling from
the use of. of :nabiity 0 use, any such information. The cradt ratngs, if any, conslituting pant of the infarmstion
contaned hefen ara, anc must D& consirued solely as, statements of cplinen anc not statemants of fact or
recommendations 1o purchase, seil or holg any secuniizs, NQ WARRANTY, EXPRESS OR IMPLIED, AS TO THE
ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR
PURPOSE OF ANY 3UCH RATING OR OTHER OPINION QR INFORMATION IS GIVEN OR MADE 3Y MOODY'S IN
ANY FORM OR MANNER WHATSOEVER. Eacn rating or other opinion must be weighed solely as ane faclor in any
invesiment dec:sion made by or on behalf of any user cf the information contemned herein, and sach such user must
accordingly make its cwn study and evaluation of each secuily and of 8ach I1Ssuer ang guUarantor ¢f, ana each provigsr of
credit supcort for, each secunty that it may consider purthasing, Wolding or seiling. Pursuant :5 Sectian 17(b) of he
Securtias Act of 633, MOODY'S herepy disciosss thst mcst issuers =f cect securilies (including carporata and
munic:psl bonds, Jessntures, notes and commarcial tater) ind preferred stock rated by MOODY'S have, pricr 1o
assignment of any rating, agreed o pay MCODY'S for the apcraisat and rating services rencaered by 1 feas ranging from
$1,000 to §1,500,000.

"
.
v

MADE INUSA
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- Personalized == =~ EoterYourSwal:
Financial Reminders ———— 3

Friday August 13, 10:39 am Eastern Time
Related Quotes ==
Company Press Release AVAT 7161116 T T
DCR 7 - 7140
SOURCE: Duff & Phelps Credir Rasing Co. delayed 20 mins - disclaimer

[ GetQuotes _

CHICAGO, Aug. 13 /PRNewswire/ -- Duff & Phelps Credit Rating Co. (DCR) has lowered its ratings of
Avista Corp. (AVA) debt and prererred stock by one notch. AVA's first morigage bonds and secured
medium-term notes are now rated 'A-" (Single-A-Minus), down irom the earlier 'A’ (Single-A). Debenrurss
and unsecured medium-term notes are now rated ‘BBB+' (Triple-B-Plus) down irom the earlier "A-’
(Single-A-Minus). The company’s preterred stock. TOPrS and capital securities are lowered to 'BBB’
(Triple-B) from 'BBB+' (Triple-B- Plus). Approximately $633 million of existing debt and S414 million of
preferred secunities are affecied. The company’s S400 million shelf registration o issue medium-term notes
is also rated 'BBB+" (Triple-B-Plus). Debt to be issued under the sheif registration is pari passu with other
unsecured debt.

Avista Ratings Downgraded by DCR

The downgrade is based on increasing business risk through invesiments in unregulated subsidianes,
lacking improved financial coverage ratios to support higher potental cash flow volatlity. As a percentage
of consolidated EBITDA, the utility contribution is decreasing. AVA is devoting capital to electricity and
natural gas trading, with infant investments in greenfield merchant generation, fuel cell development, an
Internet energy billing service and a competitive [ocal exchange carmer.

The regulated utility owns desirable, low-cost hydro assets, operating in a territory that is closed to
competition. It has, however, little growth in its retail jurisdiction, and its higher-margin wholesale

contracts continue to roll off.

Significant cash flow volatility is derived from Avista's energy trading subsidiary. The trading group has
been challenged to integrate its personnel and information systems among three cities since the purchase of
Vitol Energy and Trading on February 1, 1999.

While the energy trading subsidiary has achieved strides in structuring the organization to desired

parameters, its business scope remains characterized by risk. Its trades are primarily of physical electricity
on a national basis, while owning little underlying generation. Pricing of these positions, some of which

have 10 vears’ duration, can be illiquid and highly volaule.

The trading subsidiary lost more than S19 million for the six months ended June 20, 1999, of-which 511

Y13/99 3:53 ANV


cwg
Text Box
Exhibit No.___(MPG-9)
Page 27 of 46


Exhibit No.  (MPG-9)
Page 28 of 46

million was lost in the second quarter. These losses occurred in three of the firrn's traded markets.

AVA is also monetizing certain non-core assets which are unrelated to the trading business. Since
November 1998, approximately S218 million in cash has been raised, with the potential to receive an
additional $65-100 million by the end of 2000. On a net basis, AVA does not plan to reduce debt near

termn.

Bondholders should note two events that are weakening their position. First, AVA is repurchasing equity.
The company has a 5.6 million share repurchase program. which should be completed within two vears. At
a S17 average share price. capital outflow is estimated to be $95 million. As of June 30, 1999, 1.6 million
shares had been repurchased under the program. Second, some proceeds from new bond issuances at the
parent are downsireamed to the subsidiaries to fund growth. Subsidiary assets are pledged to lenders
independent of the parent, and the subsidiaries do not pay a regular dividend.

Avista Corp is a diversified energy company with its headquarters in Spokane, Wash. The electric utility
serves a 26,000 square-mile area in eastern Washington and northern Idaho with a population of
approximately 825,000. Additional natural gas service is provided to a 4,000 squars-mile area in northeast
and southwest Oregon and in the South Lake Tahoe region of California. Through :is unregulated
subsidiaries. AVA owns an investment portfolio of small companies. trades in electricity and natural gas,
owns an Intemnet-based bill payment subsidiary, a competitive local exchange carrier and a fuel cell
development business.

DCR is a l=ading global rating agency with 33 local market offices providing ratings and research on debt
issues and insurance claims paving ability in more than 50 countries. For additional research on AV A, visit
DCR’s Web site athup://www.derco.com (Quick Search: Avista). DCR's research is also available on
Bloomberg at DCR<GO> and First Call’s BondCall DirectResearch Direct at hup://www/firsicall.com, as
well as through other third-party providers.

SOURCE: Dujf & Phelps Credit Rating Co.

More Quotes  * Avista Corp (NYSE:AVA - news)
and News: * Duff and Phelps Credit Rating Co (NYSE:DCR - news)

Related News Categories: gil/energyv, utilities

” Search News . Help

Copyright & 1999 PRNewswire. All rights reserved. Republication or redistribution of PRNewswire content is expressly
prohibited without the prior written consent of PRNewswire. PRNewswire shall not be liable for any errors or delays in the
content, or for any actions taken in reliance thereon.

See our Important Disclaimers and Lsgal Information.

Questions or Comments?

9171/00 7-8% A M
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S&P Lowers Ratings of Avista; Qutlook to Stabie

NEW YORK (Standard & Poor's CreditWire) Aug. 23, 1999-~Stancard and Poor's

today iowered its ratngs of Avista Corp. as follows:

— Corporate crecit and senior secured debt ratings !o tripie-'B'-pius
from singie-'A’;

~ Senior unsecured debt and bank loan ratings to triole-'8° from
singie-'A'-minus; and

-~ Preferred stock (including Avista Capital | and Avista Capital 1)
rating to triple-'B’-minus from tripte-'8’-plus.

Also, Stancard & Poor's taday assigned its triple-'B’ rating to Avista's
$400 million unsecured cent secynties Ruls 415 shelf filing. The outiook was
revised to stable from negative.

The lower ratings reflec: Avista's aggressive growth strategy that
emphasizes the inherenty riskier nonregulated business, especially Avista
Energy Inc., the comoany's energy trading unit. and notably weaker financial
measures. Avista Energy acquired Vitol Gas and Electric Trading LLC In
February 1938 and has incurred losses of $19.2 million due to weak national
energy prices and the tack of volatility within virtually all commodiies
through the first six months of 1999, Standard & Poor’s is concerned about the
challenges of integratling the operations of three trading locations (Boston,
Spokane, and Houston). wnich may have contributed lo the recent poor
performance together with the frading company’s lack of physical assets.
Management has implemented several changes that includs new systems,
risk-management controis, and financial and trading personnel. However,
management's ability lo stabihze financial performance and effectively
integrate operations will be critical to supporting the current ratings.
Consoiidated financial measures will remain under pressure because of the
changing business risk profile and a share repurchase pregram. Although
capital spending is expected to remain manageable and largely internally
funded, firancial measures remain somewhat weak given the increased business
nsk profile, with acjustec cash flow interest coverage projected to stay
around 3.75x and adjusted cash flow to average total debt near 25%.

Avista's ratings are basec on the company's consolidated average business
and financial profiles. The business profile reflects the utility's low-risk
hydroelectric operalions, very competitive electric rates, and moderata rate
needs. These streng:hs are cffset by the lack of a fuel clause in Washingtan
and management's aggressive growth strategy in the inherently risky
nonreguiated energy trading business.

OUTLOOK: STABLE

The stable outlook reflects the company's st-ong utility operations and
adequate consolidated financial measures for the current ratings. Continued
aggressive growth of its nonregulated businasses and the ability to imorove
financial performance at the energy trading unit will be essential for ratings
stability, Standard & Poor's said. -CreditWire

Contact: Raymond M Leung, New York (1) 212-338-7671
CUSIP: 940688 94063W 053798 05379G
SPwviaNewsECGE

‘TICKER: WWP

:SUBJECT: ACOM CBRT IGBM SPRG SRTG CMKT UTIL

Copyright (¢) 1999 Standard & Poor's
Received by NewsEDGE/LAN: 8/24/99 12:02 PM
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AGL Resources’ Ratings Placed
on Watch Neg After Acquisition
Announcement

0 On May 9, Standar® & Poor's ciaced 1ts raungs far
AGL Resources Inc. {'BBB~) cn CrecitWatch with neg-
ative implications. The rating acuen reflects AGLs expected
acquisition of Virginia Natura) Gas iac. from Cominion
Resources inc. 10 2 cash aeal vatues at $300 mullion

The Crea:tWate Listing acknowiesges uncertainties con-
cerming the financial imolications of the acguisition, as the
gep: requireg to effect the 2ccuisilion would neary coudie the
amaunt of geat on AGLs catance snee. Sianoarg & Poor's will
furinar assess wne aifect 3i the coat wnen more riiormation
heccmes availacle rzgarding the 1cnger-tam cacial structun
of the consougates enuty. The aCousitien soule impar AGLS
abitity 1o generate financia! performance ccmmensurate witn
the exisung raungs. Stangara & Poors excects (o rescive e
CreaitWatcn itsting cnce tne affec: oi te ecquisiuen on the
finarcial prefite of the consciidates comzany is evaivates ang
the necessary reguiatory 2oprovais are receivec, The acsuisi-
1on 15 expecied o c:ase oy year-erd 2000,

The acauisition of Virginia Natural Gas, a reguiated enti-
ty with reratively predictanle casa fiow, wouid Colster the
business giciile of e ccnsalidates company The raung on
AGL 1s cetived mainiy fram the crezi cuaiity of Atlants Gas
Lignt Co., the ccmpany’s segulated naturat gas distntuuon
business, whicn provices 7% of fiscat 139 net income,
AGL' nistorically staple financial periormance reflects the
utility’s resuits.

AGL moveg into the nanrequiatec arena, which cames 3
businass fisk that exczecs nat of the reguizted utilhty, as &
result of the 1997 Nawral Gas Competition ang Jereguiation
Act, which uncyngled tne Geongia natural 235 utiity market
ang apeneg e mercnant function tc competiticn. Atlama
Gas Lignt's gas celivery s2nace continyes (2 be reguiated as @
natural monopoiy. Thus, the utility's financial performance 15
expec:ed 10 remain sizdie, given Low dedt levels, @ mongao-
lisuc market pasition, and the opportumty 1o earn 3 regulated
rate of return on its gas celivery business. However, AGL nas
beccme an aggressive sarticipant in Georgia’s unreguiated
natural gas mercnant market, earning aoout 2 35% marker
share guring the ansiticn to competition i 1829, The mar-
keting camoany, Georgra Natural Gas Semaces Inc. {GNGS),
assumes COMMOVIty nsk related 10 Ssupply ana price,
However, a portion of s risk is mitigates Sy GNGS’ neaging
program anc by the presence cf Dynegy inc., with 11s stong
fisk ang credit management skills anc cnysical presence in
the gas markets, as a joint veniure parines,

Nancy C. Messer, CFA
New York {1) 212-438-7072

Page 5 May i3, 2000

Avista’s Ratings Affirmed;
Outlook Revised to Negative

, On Mav &, Stancarc & Poor's arfrmed its raungs on
Avisia Corp. ['585+") At ine same ume, Stangaro &
Poor's revised 155 Suil00K 10 negative from siable.

The outinox r2visicn refiseis @ weakening of Awista’s
financial pasiion animaniy 25 3 result of the Soor gerfor-
mance of the comzanys ~onreculated raging soerations.
The financiat pesiuen w2y te furner wezkeneg at the requ-
iateq ieve! i the Wasminztza Uulities ang iransconaton
Commussion (WUTCi acacts 2 rate orger zomozradle with
he rate regucticn racommenaes oy s sttt in the amount
of $18.3 muiiicn Awista n2S reQuesier 2iecing and gas rate
nereases 1otaiing 337 mmacn Stencais & PIers recigmes
nat e ciafl’s C:oocsal .S 3 rECOmMEncEles Sniy.

The ratings :3r Avisté 72 £2s2g I (Ne CIMpany's on-
SOiIGates average Cusiness Srofiie, whien rellects e wlih-
V'S 1ow-N1SK NvOrazi2cing Toerauons, t3mpelitive eectie
rales. and mocerat2 rate reecs. These srengins are tem-
cered Dy W2 C2MZanys CEriCicaton o the unherently risky
and nonregulatec znergy ra0ing Susiness rough Avisia
Inergy inc., 35 weii as ciner nenreguiates venteres, ingiud-
ing t2lecommumeasions, :ntaret-tases services, energy
tecinologies. anc cower croject cavelcoment Avista’s
nyaroelectric cower generzticn provioes asout 0% of the
COMDany's Sower Suscly nescs (or r2ataii sales, whige con-
wibutes 10 a cost structure hat 1s amang ine lowest in the
nauon. Aithcugn cower Surcnases are sussianual. these are
sftset by firm saies.

Awvista’s poor c2rformance in tne votzule energy trading
susness siemmec irom e accuisiuon of Vitol Gas &
glectric LLC znc e suasezuent Cisgosal of that comoany in
1892, As a result of its unsuccessiul impiementation of 3
natcnal tracing sirategy, ~wisia incurres & $30.7 mulkion
afer-tax foss 1n 1952, sizmificantly affecting tota1 company
2arnings. Avista nas since ravised iis sirzizgy (o focus on
segional =nergy market:ng and iracing in tne Wes:, a move
that sncuid cartly mitgats the expectec volaulity of irading
activity. Stangarc & Poor's views that the company's use of
prysical assets i¢ cack 1is marketing and tracing actvities
miugates the risks oi (s Susiness. Furthermore, the compa-
ny nas states that 1 1ntents 10 move away from energy
irading ana cioser 13 energy markeling wnere margins tend
3 Ce rigner. However, 1ae SRITTin direcion 1§ exgectad 1o
take a few vears 12 fully impiement.

Canscioatec inancial measyres are 2xpectes 1 remain
pressured, althougn manageaole caciial soending will be
largely intarnatly funged Acjustec casn flow interest cover-
2ge 15 projectac 1o Se atout 3.2 imes, ang adjustez cash
‘low 12 average 12:a! deot snowid range tatween (3% and
20%. whicn are weax {or the current ;aungs.

Sianzarg & Prors Utilities & Perspectives
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The negairve outlook reflects e zampany's weakeneg
consolidated cregit crofile ana the coor periormance of the
energy trading tusiness. An acdverse ruling oy (ne WUTC, in
line with the staff's recommenagation, would furtner hamper
financial gerformance. m

Dmitri Nikas
¢ New Ycx (1) 212-438-7807

Cleco’s Ratings Lowered;
Outlook Still Negative

’ On May 8. Stangard & Poor's towered 115 ratings on
Cleco Corp. ('S8B+'/°A-2) anc ris vty sucsitiary
Cleco Utility Groug Inc {'SBE+"74-2') At 2 same ume,
Stangarc & Poor's assignec 3 "238°7388." rating 1o Clecs's
$200 miilion Aule 415 shelf reqistration of semor unsecured
secunities anc suborcinatec cesl Pracesas of the geot ars
10 be usec 0 fund the camzany’s ecuily investment in two
nonreguiated generation projects uaaer Construction m
Lowisiana. The gutlook icr £oth camzames remains negative

Clecc 15 2 nolcing company for the regulated Clece
Utility and vanicys nonregulates susinessas inclyding Cieco
Midsueam Reszurces LLC, te noiding comoany ior Cleca's
nonregulaiza generaung projects ang sne:gy traging and
marketing activities.

The raung actions reflect Clece s aggressive movemens into
the nonreguiated power GENEraton Cusiness that is expecten
10 pressure credic protection measures cver the intermeaiate
term. The corperate cred:t rating on Ciecs was getermined
using a cansoligatec credit assessment mathsaslagy and, thus,
inCorpOrates the aperating and financ:ar stengtn of the comoa-
fy’s pamary sussidiary, Clecs Uulity. Fursermare, the 1aungs
on Cleco Utility are constrained by ine financing requirements
of Cleco’s nonregulatec acuvities, wnich have & business fisk
higher than that of the regulaied utmty.

The cebt issued at Cleco 15 cansidera structurally sub-
ordinate to the utility coeration and notches gown accord-
ingly. Clecs Utility, a reiatvery 10w-cast, migsize requiated
electne utility that serves sans of Lawisiana, srovides stacle
cash flows 1o tne carent company. Althaugn the utility cur-
rently accounts ior 88% of Cieco's cansangzieg eamings,
within five years Cleca expecs i:s nonregulated Susinesses
to contridute more tnan 25% of earmings. These nanreguiat-
ed businesses include generating crojecis, cogeneration,
energy Lrading and marketing, anc engineering services.

Cleco’s niuial nonregulated generzucn projec,
Evangetinz. 3 7SOMW repgwering naeriaxirg, 1s exoected
10 enter commercial service 1n mig-2000 unger 3 20-year
tolling agreement gesigned = cH-1gac price ang commodity
fisk 12 tne Williams Cos. Altncugn Clazs wiil guarantee 3
predetermined capacily ievel and unil avanatility unger this

Page 6 May 13, 2000

agreement, e camoanv’s sohic ulikly coeraung record mit-
gates Siandarg & Foor's concern over e assumplion oi the
tvangehine coerating r:sk. Cleco nas financed we et with
Project Ceot anc Jians 10 Jursue StRer, simiiar engeavors
aver the near tarm, inciucing the 1.0C0MW Acama croject,
2 50/50 1omnt venture witn Caiomng Coro . wiich :s excectea
10 enter commerciat cperation : mig-20027.

Clecs’s corcorate creais raung incerzorates the recogni-
uon tnat the comcany witl face increased sperating ang
financiat risk as it imptements tts sirztegy for competing n 2
cereguiated energy incustrv Thus suategy will reguire cagital
SDENding in business SECtars naving nsks tnat exceed thase
of the reguiateg ulilitv cusiness, and matenal iavesTnents

culd affect financing flexititity. in 2zziion, caonai-ntansive
INVESIMENIS 1IN NCnreguaies JENSEnch May exsase tne

SMoany 13 [agging fnantici f25UlS Sunkng canstrucuon The
raung alsc refiacts 3o 2waraness 21 2l2¢3 ciars 1t cursue
a reialively Conservative 2DOr0aCT 1 noareguiateg janera-
LOR, S2EKING INVBSIT2AT DENA2MS ShT LLIEIDINMING 3CH 5i0-
JBCt with 3 igng-term 10iling zgreement, ~ather than entenng
e nigner-risc me:cnant cower arena.

The negative cutiogr r2fiagts (e comzany's aggressive
mgvement Inls the nonresyEtas DoWer Zensralien dusiness,
as Ciees’s regional mucsiream enstgy s3vices suategy i
Imgiementag Sver Ine nex: saveral veass. This swategy
exgoses the (ompany 12 INCTe2sed 2oeralng nisk, as it gur-
sues new Dbusiness veniures in whith i nas nc £revicus track
reccrd. The accitional financial reguitements of an expana-
1ng nanregulatec cower generation sirategy are expectec to
pressure Credit-protecticn measures over tne intermegiate
term, with agjusiec funcs #rom coeratizns interest caverage
&t less than & imes. ane acyusiec c2ot exceeting 30% of
total capitatizauon, for tne n2xt several vears. Achiewing 3
ST@bie CUlicok, 3t the current ratng, 1s coalngent upen
demonsiration that casn {icws from cisiected nonreguiated
activities can be acrueved anc Susizinet anc tat financial
perfsrmance ¢f any incremental, matenzi civersified inves:-
ments 15 commensurate with the added cperating risk. =

Nancy C. Messer, CFA
New 72re (1) 212-438-7572

Telephone & Data Systems
Ratings Raised, Off Watch

On May 10, Stangarc & Poor’'s raiseg 118 ratings
LoMBon Teiepnone & Data Systems Inz. {TDS. 10 "A
from "5B8°) ang Umitec States Zellu.ar Corp. Standarg &
Pocr’s rates Unitec States <ziviar on 3 canschdates Sasis
with 705, 115 §1% owner

Ali raungs are removes irzm ZieCiiWzisn with Sasitive
implicatiens, fatlowing tne May 2, 2300. znnguncement of

Stancaro & Frors Utilities & Perspectives
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‘E‘ Moody’s Investors Service Fundamental Credit Research
J Global Credit Research Rating Action
Published 22 Jun 2000

4
Avista Corp.
New York New York
Susan 0. Abbott Kevin G. Rose
Managing Oirector Vice President - Senior Analyst
Corporate Finance Corporate Finance
Moody's Investors Service Moody's Investors Service
Clients: 1.212.553.1553 Clients: 1.212.533.1653

MOODY'’'S REVIEWS SECURITY RATINGS OF AVISTA CORP. FOR POSSIBLE
DOWNGRADE (SR. SEC. CURRENTLY AT A3)

Approximately $1.2 Billion of Debt Securities Affected

Moody’s Investors Service placed the credit ratings of Avista Com. on review for possible downgrade. The rating review is
prompted by a confluence of events, incluging concems about an adverse staff recommendation in the company's penging rate
case, as well as rading losses tied o a whoiesale shorn pesition exceeding management quidelines, and unprecedented spikes in
powaer supply prices in the Northwest and California. Ingeed, Avista announced yesterday that it would experience significant losses
in the second guarter at is utility operation and that, based on its current expectations, the company would post breakeven
consolidated resuits for the second quarter and full year, before preferred dividends. The utility operations’ second-quaner 2000
results are being negatively impacted by the substantiaily higher than anticipated power supply prices in the Northwest and
California during May and June, as well as the aforementioned wnolesale shor pasition exceeding management guidelines.
Although management has cited significant steps that it will take to confine the negative financial effecs from these issues on its
utility operations !0 just the year 2000, Moody's is concemed that the steps may not be entirely successtul in helping restore
bonghoilder protection measurements to levels commensurate with the company’s current ratings.

Ratings placed under review for possible downgrade include Avista Corp.'s A3 senior secured debt rating; its Baa1 senior
unsecured debt, revolving bank credit facility, and issuer ratings: its Baa2 junior subordinated debt rating; its *baa2* preferred stock
rating; and its (P)Baa1/(P)Baa2/(P)"baa1” shelf registration ratings for prospective issuance of unsecured debt, junior subordinated
debt, or preferred capdal securties, respectively. Also placed undar review for possibie downgrade were the *baa1” ratings of
preterred capital securities of Avista Corp. Capital | and Awista Corp. Capital Il, as well as the (P)°baat1°/(P)Baa2 sheif registration
raung for prospective issuance of preferred capital secunties or junior subordinated debt of Avista Corp. Caputal Ill,

Moody's will closely monitor the ongoing Washington State regulatory proceeding, in which Avista seexs approval for higher
base elecinc rates and a power cost adjustment mechanism, as weil as an impending request for an accounting order to aliow
Avista 10 recover the ongoing extraordinary power costs associated with its utility retail operations, It is worth noting at this point that
a staff recommendation in the currenty pending rate case in Wasnington falls weil short of what management requested and, in fact
calls for a $16 million rate reduction. A final order upholding the statl's recommendation would limit financial performance at the
utifity and put cownward pressure on the company's credit ratings. In rgviewing Avista's credit ratings, Moody’s will also expiore with
the company in more detai its plans for agministrative and utlity capital expense reductions, more conservative strategies with
respect to wholesale energy saies in the utility sector, plans to add generation, and strategies to strengthen the company’s balance
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sheet. The adcitional details associated with these plans will heip determine the extent to which these steps can address Avista's

power cost issues ang enable the company 10 genarate more favorable and consisient consolidated financial resuits.

Finally, Moody's will consider the ability for Avista's more risky non-regulated businesses, including Avista Energy, Avista

Page 33 of 46

Advantage, Avista Power, Avista Labs, and Avista Communicalions, to be seif funging as they aggressively pursue their respective
growth objectives in an effort to contnbute matenally to the company’s prospectve censolidated financial results. Imporantly, Avista
Energy’'s changed focus on regional wnolesale energy marketing in the Northwest 1s currently paying off as evidenced by mproved
margins, which are expected to heip offsat the log margins at the utility level during 20C0. Nonetheiess, Moody's is sall concemed

about the extenet to which Avista expects 10 rely on eamings from its more risky non-regulated businesses going forward.

Avista Comp. is an energy, information, and technology cempany, with utility and subsidiary operations throughout North

Amenca. lts headquarters are located in Spokane, Washington,

ALL INFORMATION CONTAINED HEREIN IS COPYRIGHTED IN THE NAME OF MQODY'S INVESTORS SERVICE.
INC. (*MQODY'S"), AND NONE OF SUCH INFORMATION MAY BE COPIED OR QTHERWISE REFRQDUCED,
REPACKAGED, FURTHER TRANSMITTED. TRANSFERRED. DISSEMINATED. REDISTRIBUTED OR RESOLD, OR
STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE. IN 'WHOLE OR IN PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSQON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. All intormaticn contameg herasn is cztained by MOQOY'S irom sources Seiteved by it 10 2e 3acsuraie ang
reiiaple. Secause of the possitility of human or mecnanical error as well as oiher (aciors. nowever, sush nisranon 1s
proviged °as is" wmthout warranty of any xind anad MOQODY’S, in particular. makes no rapresentaton or warranyy, 2xoress
or imphed. as to the accuracy, limeliness. Completeness, mercrantaciity or fitness for any oart:icutar purpese 9f any sucn
intormaten.  Uncer no circumstances snall MOODY'S have any 'iadility !0 any =erson or entity for {a) 2nv !oss of
camage in wnole or n zan caused Dy. resuling oM. or reiating to, any errSr neghgent or ginervase; Cr other
circumstance of contingency within cr outside the control of MOQDY'S or any of :'s cireclors, officers, emaiovees or
agents in connection with the procurement. collecton, compilaticn, analysis, interpretaticn, communication. puchcation or
cehivery of any such informaten, or (&) any direct, indirect, spec:al, consequential, Jomoensatory of incigental camages
whatsoever {incluging withcut imuation, lost protits), even f MOODY'S is aavised in acvance of the cossibility ¢f sucn
damages, resulting from ire use of or inability 10 use. any such information. The crecit raungs, if any, consututing pan of
the information contained heren are. and must e Consirued solely as. statements cf cpoinicn and net statements of lact
or recommaeandations to purchase, sell or nold any secuntes. NO WARRANTY, EXPRESS OR IMPUIED, AS TO THE
ACCURACY. TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR
PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE 8Y MOODY'S IN
ANY FORM OR MANNER WHATSOEVER. Eacnh raung or other 9pimon must 0e weignec solely as one {actor in any
invesiment gecisicn made Sy or on dehalf of any user of the infermation containes neren, ang eacn sucn user must
accorcingly make its own siudy ang evaluaton of each secunty and of each issuer ang juarantor of, anc eact provider
of credit support for, each secunty that it may consider purchasing, holding or seifing. Pursuant to Section *7{bj of the
Secunties Act ot 1933, MOODY'S nereby discicses that mest issuers of gedt securnues (inciuaing corocrate and
municical bonds, debentures. notes anc ccmmercial paper) and preferred siocx -ate¢ oy MOODY'S nave. prior o
assignment of any raung, 2greed (0 pay to MOODY'S for appraisal and raung senncas rendereg Dy i t2es ranging :rom

$1.0C0 1o $1.300.000.

MADE INU.S.A
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DCR Avista Ratings Jowngraded by Ti:ch
Jun 23 2000 98:29

Avista Ratings Downgraded 3y rFi:zch

Fitch-NY-June 23, 2000: Fitch has lowered the credit ratings of
Avisca Cerp by one notch reflecting weakening financial ratios and
increasing business risk at the regulated utility. Securicies

affeczed by the action are: first mortgage bonds and secured medium-
term notes (MTNs) o '33B+' from ‘A-'; debencures and uasecured MTNs
to 'BBB' from 'B8BB+'; preferred stock, trust criginated preferred
securities and capical securities Irom '3BB' to '88B-'. The shor:c-
term commercial paper rating was arffirmed at ‘F2'. The Rating Outlook
is Stable.

HD

Due -0 losses re_ztad -0 snergy ourchases an
years, significant reductions iz consolidatsd Iinancial periformance
have occurred. In 2000, Avis:ta is forecasting breakeven resulzs Jor
the £ull vear 2000, beicre preferred dividends. In 1999, avista
*eco*ded a $98 million pretax loss Ircm energy tradiag at its

~requlazed energy marketing subsidil a-.. Z3ITDA/Incerest expense nas
steac:ly declined since 1957, as higher margin wholesaie contrac:s
have rolled off, and losses have occurred a: zrading-relaced
businesses.

sales over tihe Das:t Iwo

ﬂ; (l.

In August 1999, Avista's ratings were lowersd one notch due to zhe
iigher susizess risk associacted with increasing inveszmencs in

regulated businesses. Since then, weakening financial ratios are
combined with now higher risk at the regulated utility. The regulated
utilicy is suffering from a shor: power zosition in an environmen: o:
significanzly higher regional power prices. What has previously been
a stable source of cash Zlow, the reguilazed utlili:zy, now has
poctencial cash Zlow volatilizy. The uiilizy is spending approximazely
23 gercan: more for purchasad power this vear, and iI current oricin
levels are sustained through vear end, an addizional $50 million
gross loss could occur. The céifiiculty manacing power procurement at
the regulated utility is exacerbated by the recen: salz of the
Centralia plant and regulatory okbstacles.

In May 2000, the staZi of the Washing:zon

=il1s

4] ies and Transpeor:zation
Commission :ecommnnded a net $15 m----OH e i
a8

iz and gas race

>y ed increase. The
u:;l::y also lacks a power cost adjus.men: clause 0 recoup the
impac:t of higher power costs for the retail ad. While a conzrac:
exists t0 purchase power from Cerntralia beginning in July 2000,
Avista remains exposed -0 some purchased power regquirements at market
prices. .

has beern infusing funds Into its

Avista Corp. (the regulated utilizy)
hese monies are oooked as loans,

unregulazed subsidiaries. While th

Cozvrighz (C) 2001
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DCR Avista Ratings Downgraded by Fitch
Jun 23 2000 9:29

they are significant amounts that decrease Avista Corp.'s financial
flexibilizy. Last year's sale of the Pentzer businesses has removed a

notable source of subsidiary income.

A May 22, 2000 report on Avista iggavailable at www.dcrco.com. Avista
is a regulated electric ancé gas utility operating principally in
Washingzon and Idanho. Through its subsidiary Avista Capital, Avista
owns an Internet electricity bill-paying service (Advan:tage), a fuel
cell development business (Avista Labs} and a2 small compezitive local

exchange carrier.

Tizch 1s an intermational rating agency tha: provicdes glebal capizal
market investors with zhe highest gquality ratings and research. Dual
neadquartered in New York and London with a major ofiice in Chicago,
Fizch rates entizies in 75 countries and has some 1,100 employees :in
more than 40 local offices worldwide. The agency, which is a
combirnaction oI Fitch IBCA and Duif & Phelps Credi: Rating Co.,
provides racings for financial Institutions, Insurance, Corpora:tes,
Structured rFinance, Sovereligns and Public Tinance Markers worldwide.
Ccntact: Lori Weodland 1-312-606-2309, Chicago or Michael Sagges .-
212-908-0379, New York.

Provicder ID: 12020143
-0- Jun/23/2000 13:29 GMT
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‘E" Moody’s Investors Service Fundamentai Credit Research

Global Credit Research Rating Action
Published 27 Jul 2000

‘e
Avista Corp.
New York New York
Susan D. Abbott Kevin G. Rose
Managing Director Vice President - Senior Analyst
Corporate Finance Cemorate Finance
Moody's tnvestors Service Moody's Investors Service
Clients: 1.212.553.1553 Clients: 1.212.553.:653

MOODY'S DOWNGRADES CREDIT RATINGS OF AVISTA CORP. (SR. SEC. TO
Baa1l); ALSO CONTINUES TO REVIEW RATINGS FOR POSSIBLE FURTHER
DOWNGRADE

Approximately $1.2 billion ot Debt Securities Affected.

Moody's Investers Service downgraded the senior secured debt ratings of Avista Corp. to Baa1 from A3. The rating action refiects
expec:ations that even a satistactory resolution of the company's pending electnc and gas base rate cases is likely to result in
prospective debt protection measurements that would be considered more in line with the lower ranng level. The ratings had been
placed under review for possibia ¢owngrade on Juns 22, 2000.

Moody’s is also continuing o review Avista Com.'s secunty ratings for possible furtner cowngrada, reflecting iingenng concems
about the adverse stalf recommendation in the pending rate cases, as well as the adverse financial effects from unprecedentea
spikes in power supply pnces in the West and Northwest, which were magnified by a wholesaie short position exceeding
management gudelines, and the aggressive growth strategy that management continues o pursue. The outcome of the review for
possible turther cowngrade will also be influenced by Avista's ability to add to its liquidity position, which would provide additional
flexability to respond to increased coflateral calls. Such calls for collateral could increase, depending on the extent of volatility in the
power sugply market over the next saveral months, among other factars.

Ratings downgraced inctude Avista Corp.'s senior secured csbt rating to Baal irom A3; its senior unsecured debt, revoiving
bank credit facility, and issuer ratings 1o Baa2 from Baat; s junior subordinated dect raung (0 Baa3 from Baa2; ts preferred stock
raung to *baad” from "baa2*; and its shelf registration ratings for prospective issuance of unsecured debt, junior suborginated debt,
or preferred capital secunties to (P)Saa2/(P)Baad/(P) "baa2° from (P)Baa1/(P)Baa2/(P) “baa1”, respectively. Ratings also
downgraded include the preferred capital securtties of Avista Corp. Capral | and Awista Corp. Capitai |l to *baa2® from "baa1”, as
well as the sheif registration rating for prospectve 1ssuance of preferred capital securnties or junior subordinated debt of Avista Corp.
Cagntal Il to (P) "baa2°/(P)Baa3 from (P) *baa1%/(P)Baa2.

Moody’s will continue to closely monitor the ongoing Washington State regulatory proceedings, which include Avista's request
for approval to increase base electnc ratas by 10.7% and impiement a power cost adjustrent mecnanism, as well as a request 1o
raise gas rates by 5.4%. The staft of the Washington commission has recommended a combined $16 million rate reduction in these
proceedings which, if upheld in the final order, wouid limn the utility’s financial performance and put further pressure on its credit
raungs. Moody's will aiso locus on the outcome of an emergency filing for deferred accounting treatment of extraordinary power
supply costs, which 1s expected by early- to mid-August. A favorable oulcome would allow Avista to defer such costs for future
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recovery. Furthermore, Moody’s notes that managemaent is taking other steps 10 aad to its liquidity position ana restore more

Page 37 of 46

accegtabie financial resuits. These currently include: ongoing negotiabons to renew expirnng credit laciiities, to obtain an additional
shor-lerm credt line, and 1o issue medium-temn notes; the recent hinng of Williams Energy Marketing & Traging Company to advise
Awvista Utillities on risk management, nsk analysis, and resource optimization issues for all system requirements; operating expense

and capral spending reductions; more conservative strategies with respect to wnolesaie energy sales in the utility sector; plans to
aod generaton; and strategies 1o strengthen the company’s balance sheet. Moody's remains concemed that these steps, against

the bacxdrop of a possible adverse outcome in its requiatory proceedings, may not be enough to permit the company (0 achieve
more favorable and consistent consolidatad finangal results.

Finally, Moody's will continue to assess the ability for Awista’s more nsky non-regulated busingsses, inciuding Avista Energy,

Avista Advantage, Avista Labs, Avista Power, and Avista Communications, to be self funding as they aggressively pursue their
respective growth objectives. Moody’s remains concemed about the extent 1o wnich Avista expects 1o rely on eamings from its
more risky non-reguiated businesses going forward.

Awvista Corp. is an energy, information, and technoiogy company, with utility and sucsidiary operations hrougnout North

America. Its heaaquarters are located in Spokane, Washingten.

ALL INFORMATION CONTAINED HEREIN IS COPYRIGHTED IN THE NAME OF MOODY'S INVESTORS SERVICE. INC.
("MOODY'S"), AND NCNE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR
STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, !N WHOLE OR IN PART, IN ANY FORM OR MANNER
OR BY ANY MEANS WHATSOEVER, 8Y ANY PERSON WITHOUT MOOLY'S PRIOR WRITTEN CTONSENT. Al
information containeg nerain 1s cotaines 2y MOODY'S from sources zeneved 2v i 10 be accurate and reliacie. Because of
tne possipility of human or mechamical 2rror as well as other laciors, however, such :NfOrmMAation 5 provigac "as 1s” without
warranty of any xing anc MOODY'S, in parucutar, makes no ragresentation cr warranty, express of impheg, as o the
accuracy, dmeliness, comoietenass, mercrantatihity cr iitness !or ary particular purcose of any such .nformatien. Uncer no
gircumstances shail MOODY'S have any lialility 10 any perscn or enity for {a} any iSss Of Samage in wnoie ¢r :n gan caused
by, resulting from, or refating 10, any error {(neghgent or cthermse) or Gther circumsiance cr centingency within or outside the
control of MOODY'S or any of its directors, officers, empicyees or agenis in ccnnecion with the procurement. ccllection,
compitation. analysis, intergretation, commumeation, sublicaticn or cetivery of any sucn infemrnation, or (B) any cirect, inQirec:,
special. conseguenual. compensatory 9r incidental Zamages wnalsoever inclucing mthout iimitation. st Zrehls), even if
MOODY'S is advised in agvance of the possioility ¢f sucn camages, resuling ;7om the use of oOr inability ¢ use. any such
intormation. The credit raungs. if any, constituting 2an of the infermaucn contaned neremn are. and Must De censirued solely
as, statements of conion 2nd nct statements of ‘act or reccmmendations 0 Jurchase, sell or hold any secunties. NO
WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY. TIMELINESS, COMPLETENESS, MERCHANTABILITY
OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS
GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER. EZacn rating or other coinion must o2
weighed solely as one ‘acter in any investment ZeciSicn made Dy or on dbenalt ¢f any user of ne informanon scntained heramn,
ang eacn sucn user must accortingly Make s Own study anc evaiuaton of each secunty and of 2ach issuer anc guaranior of.
and eacr: croviger of credit sugpon for, eacn secunty that it may consicer purcnasing, heiding or selling. Pursuant (o Secton
17(b) of the Securities Act ¢t 1933, MOODY'S nereby discioses thal most issuers of debt securties {inclucing corcorate and
municigal benas, decentures, notes anc commaercial pacer) and preferrad stock rated By MOODY'S have. cricr 0 assignment
of any raung. agreec 0 pay 1o MOODY'S for appraisal anc raung services rencereg oy # fees ranging trcm 51.0C0 0
$1,3C0.000.

MADE INU.S.A
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S&P Lowers Avista Corporate Credit Ranng, Off Warch

NEW YORK (Standard ¢ Poor's C:‘dithe) July 31, 20CC~Standard & Poor’s today
lowered its corporate credit racing on Avisi Corp. to tiple- B from

wiple- B*plus. At the same time, Standard & Poor’s affirmed its

anlc-'B plus senior secured debt rating and its tiple- B’ senior unsecured

debr rating (see list below). In addmon, Standard & Poor's lowered its

preferred stock rating o double-B'-plus from mple- B minus (se= kist).

The ratngs were r=moved from CreditWarch with negauve izplicauons where

they were placed on June 23, 2000. ¢

The outiook is negauve.

The ratng for the senior secured debt is one notch above the corporaze
credn raung because i debt is collateralized by uniiity property whose
value is project=d to substanually excaad the maximum amour: of morngage
bonds that could be outst:a.miu:xa under the terms of the indemrure. The ratng
for the senior unsecured debt is the sams as the corporate cr=dit rating
because Standard & Poor's does not consider the sxistence of securzd debt as
materially disadvantaging unsecurzd dept holdess.

The ratng actions reflect a weakened financial profile resulcng from
substaqual powcr:mdm losses, accompanied by increased business sk by
the company’s reguiated uziity operanons. In addiuon, contnued funding

needs rzlated to Avista’s nonregulztccx ventures and 2 change in the company's
nonr=gulated nauonwide tradug strategy durning 1999 have 1 cormniputed
increased risk in the company's business pmﬁle.

The substanual power losses in May and June 200 were related to
muldple events and resulted in a reducton of gross margin of abour S126
million for second quarter 200C. Avista expects that gross rargin will be
reduced by a towal of $160 million for the full year. Subsequent 0 the sale
of the Centralia piant in May 2022, Avista's system capacity %as reduzed by
175 MW, Maragemen: did not seck to cover these commitments, anticipating
sustained market prices for power that would remain at levels typical for the
ume of year. In doirg so, the company exposcd itself 10 unexpected volazility
in marker prices and sxgmfxcant Increases in purchased power sxperses during
May and June.

In order to avoid addiuonal purchased power exposure, Avisza has
contracted to recerve 175 MW of power from Centralia starting in July 2000. In
addition, the company s pursuing two generation projects in the Northwesy;
however, such generauon is not sxpected to come on-Jine uanl at least the
latter part of 201, forcing Avista to rely on alternate sources of 2nergy to
meet a poruon of its retail load ne=ds undl then.

In addition, the company’s financial performance was advarsely impacted
by a wholesale short aading position that significantly exceeded management’s
guidelines, indicaring auesuonablc risk management practces, procecures, and
decision makang. Avista has pow elimunated short-term wholesale commodiry
activities at the mili’v's trading operations and has hired Williams Ener
Trading & ‘»'I;u-k:t_n3 w0 adviss the company in the arsas of risk :nanagemcnt
analysis, and resource optimization.

In order o reduce the strain of funding the nonregulated venrures,

Avis 5 pursuing various aitemarive flnancing arrangements, the aming of
which is uncertain. Avista is also relying on favorable regulatory action to
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help stabilize its financial profile by filing for an accounting order w
recover, on a deferred basis, axcess purchased power costs starung with July
2000. A ruling is expected in early Angust.

As part of the company’s rate filing in Washington, Avist is seeking
institute 2 power cost adjustment mechanism thar would enable it to pass
through a portion of cost increases or decreases t ratepayers, withow having
to fle a full rate case. In its rate filing, Avistg also requested increases

for electric and natural gas rates of 10.4% and 6.4%, respectively. In
response, however, the commission staff has recommended a reductdon of 6.5% in

electric rates and an increase of 1.0% ivgas rates. Standard & Poor's is
concemnad that in light of Avista's recent power supply decisions, the
commission may be less responsive to the company’s filing,

OUTLOOK: NEGATIVE

The neganrve outlook reflects concerns that transcend substantial trading
losses that mighr have been avoided with appropriate risk oversight of power
marketing operations. Concems are also tied to a forecast of continuing weak
financial margms reflective of management's pursuit of investments in
unregulated ventures in an cffort 1 enhance shareholder value. To preserve
Avista’s rating, maragement needs to demonstrate the implementation of a
long-term stratsgy for sound financial performance that is consistent with
bpondhoiders’ interests, Smndard & Poor's said. ~ CreditWire

RATINGS LOWERED AND REMOVED FROM CREDITWATCH NEGATIVE

TO FROM
Avisz Corp.
Corporate credit raung BBB BBB+
Preferred stock BB+ BBB-
Shelf preferred stock (prelim) BB+ BBB-
Awvistg Capital I
Prefesred stock* BB- BBB-
*Guaranteed by Avista Corp.
Awvista Caprral I1
Preferred stock® BB~ B3B-
*Guaranteed by Avistg Corp.

RATINGS AFFTIRMED AND REMOVED FROM CREDITWATCH NEGATIVE

RATING
Awvistg Corp.
Senior secured debt BBB+

Senior unsecured debt BBB
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Shelf senior secured/unsecured (prelim) BBB+/BBB

Conmact Dimimi Nikas, New York (1) 212-438-7807
CUSIP: 940686 05379H 940683 940688 94068W 053798 05379G

SPviaNewsEDGE

TICKER: AVA

:SUBJECT: ACOM CBRT IGBM SPRGSRTG QKT
Copyright (¢) 2000 Standard & Poor's

Received by NewsEDGE/LAN: 7/31/2000 5:12 PM
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)
Tuesday March 27, 11:38 am Eastern Time r
i l Related Quotes
Press Release I~DJ1 9884.12  +196.59
AIXIC 1977.61 +39.12
. . . {ASPC 1176.45 +23.76
Fitch Lowers Avista Ratings |A0x 18892 +7.i4
; APSE 718.08 +17.77
. . - 1delaved 20 mins - disclaimer
Rates New Senior Notes !__i oot Oueies

NEW YORK--(BUSINESS WIRE)--March 27, 2001--Fitch has assigned a ‘BBB-" rating to Avista Corp.’
proposed new S300 million issue of senior unsecurec notes due 2008 and lowered the ratings of Avista
Corp.’s outstanding securities one notch to these levels:

Srem To
--Senior secured ceb:t ‘B33~ 338’ ;
--Senicr unsecured cert ‘3223 ‘388~
--Preferred stock ‘338-" *38+"

--Commercial paper is aliliirmed at ‘'F2'.
The Rating Qutlook 1s Negatve.

The rating action reflects Avista Corp.’s rising deferred fuel and purchased power balances resulting from
electricity and natural gas costs that exceed the amounts currenty included in retail rates. The Negative
Outlook reflects the potential for hydro conditions to worsen beyond expectations, and create a greater

amount of deferred costs than anticipated.

The u:ility is not currently planning to request a rate increase to reduce the electric deferrals, based on
expectations that after peaking later this vear the deferrals will gradually reduce as some wholesale
contracts roll off and additional generation is added by the end of 2002.

However, if hydro conditions worsen, or thermal outages occur, the company has notified the Washington
Utilities and Transportation Commission {WUTC) in a filing made March 20 that addresses the recovery
method for the electric deferral balance that it would need to file for a price incraase. Avista will need
WUTC approval to continue the deferral mechanism through the end of 2002. Ultimate recovery of these
costs is uncertain and the deferred amounts are a notable percentage of utility equity.

Funding the deferrals is pressuring liquidity. Further liquidity stress comes from Awvista Corp. providing
support to unregulated subsidiaries in the telecommunications, internet-based energy management and

- 03-27-2001 9:51 AM
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alternauve generation businesses. These businesses remain in a start-up mode, and are not yet profitable.

Consolidated financial resuits benefited in 2000 from trading gains at the unregulated energy trading
subsidiary, Avista Energy. However, Avista has not received upstream cash distributions from its
subsidiary since substantially all of Avista Energy's assets are pledged as security under the terms of its
bank credit agreement. Avista has drastically reduced the scope of its trading book, yet retains several
healthy in-the-money positions in the western United States. Some unpaid receivables net of reserves exist,
however, from the California Independent Systems Operator and Power Exchange.

Financial ratios at the utility have weakehed over the past year. While some improvement is expected
during 2001-2002, EBITDA/Debt is expected to remain at or below 20%. with EBITDA/Interest expense

in the low 2 times (x) range.

Fitch views Avista's business risk profile as improving relative to recent years. Senior management
changes have resulted in a return to a more conservative strategy. AV A is now focused on munaging its
retail load. and only selling power from owned generation in the Pacific Northwest (o the extent excess is

available.

Avista Corp. is a vertically integrated utility headquartered in Spokane, Wash.

Coniac::

Lor: R. Woodland. 312/506-2309

1n New York
Robert Horn:ck. 212/9C8-0523

Email this storv - Most-emailed articles - Most-viewed articles

Related News Categories: computers, internet, oil/energy, publishing, telecom, transportation, utilities

~i] Search News  Heip

Copyngnt @ 2001 Yanhoo! Inc. All ngnts reserved. Privacy Poiicy - Terms of Service
Copyrignt © 2001 Susiness Wire. All rights reserved. All the news releases provided by Business Wire are copynghted. Any forms of copying other
than an ingvidual user's personal reference without express wntten permission is grohibited. ~urnther cistribution of these matenals is strictly
tormdaen, including but not hmitea 1o, posting, emailing, faxing, archivingin a public catadase, reaistnbuting via a computer network or in a panted
torm.
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Thoren, Diane

From: SandPUtii@ StandardAndPoors.Com
Sent:  Thursday, August 02, 2001 8:26 AM
To: dthoren @ avistacorp.com

Subject: CORRECT: Ratings on Avista Corp. Are Lowered and Placed on CreditWatch Negative

This report was reproduced from Standard & Poor's Web-based credit ratings and research

service, RatingsDirect.
Click here to get a FREE 30-day trial!

Your Connection to Standard & Poor’s
Utilities Ratings Team ]

Standard & Poor’s is pleased to provide ongoing service to the investment
community.

CORRECT: Ratings on Avista Corp. Are Lowered and Placed
on CreditWatch Negative
Dimitri Nikas, New York (1) 212-438-7807

(Edicor’s note: The prior versions of this press release contained
an exror in the list of ratings changes at the end.)

NEW YORK (Stancard & Poor's CreditWire) Aug. 2, 2001--Standard &
Poor’'s today lowered its ratings on Avista Corp. (see list below).
The ratings have been placed on CreditWatch with negative
implications.

The ratings downgrade reflects the increasing business risk at
subsidiary Avista Utilities, stemming from the continuation of
significantly deteriorated hyvdrogeneration conditions, increasing
financial risk resulting from mounting power-cost deferrals, and
uncertainty regarding the outcome of the company'’'s recent filing
for a rate surcharge with rhe Washington Utilities and
Transportation Commission (WUTC) and the Idaho Public Utilities
Commission (IPUC). The Credi:Watch listing addresses the potential
for the assignment of speculative-grade ratings, unless the company
receives adequate relief in the form of a rate surcharge within the
next few months, completes a proposed equity offering, and closes
financing for the Coyote Springs 2 planc. Without these events,

08-02-2001
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Avista’'s licuidirty may be compromised and ratings will be ZIurther
lowered.

Substartially worse-than-anticipaced stream-flow conditions
have reduced Avista's total hydroelectiric generation capacity by
194 average megawatts {aMW) compared with the expected decline of
135 aMW, necessitating additional power purchases in the open
market to meet expected load. Because Avista’'s rates are currently
insufficienz to cover the cost of expensive purchased power, <the
company has continued to fund the difference intermally and co
accumulate power cost defgrrals. These deferrals exceecded $140
million as of June 30, 2001. Without any rate relief, Avista
forecasts electric deferrals in Washington and Idaho o approach
$265 million by year-end 2001. This is because of addizional
purchases that were made when power prices were still very high, to
meet energy requirements for the remainder of 2001. Furthermore,
forward-market wholesale prices have fallen precipitcously in cthe
Pacific Northwes: in the past few months, jeopardizing che
company’'s plan to use excess generating capac1ty Zrom :he Coyote
Springs 2 plant to recover the power-cost deferrals beginning in
2002.

These factors comdined have placed Avista in a precarious
sicuation. At oI the end o July 2001, Avista had used all the
proceeds of its April 2001 $400 million note offering, and has
commenced borrowing on i:ts crediz facility. In an efforz to
maintain licuidizy, Avista filed an emergency regues:z on July 18,
2001 with the WUTC and the IPUC Zor energy surcharges of 3€.2% and
14.7%, respec:tively (totaling approximately $104 miliion on an
arnual basis to recover power-cost deferralis. The company recnes.ed
to implement these surcharges, iI approved, star:zing Sept. 15,
2001. The proposed rate surcharge is subject to a prudency review
d“*‘“g Avista’s gene*a‘ rate case 0 be filed in Noverxrber 2001. I
a further efiort to maintain liquidity, Avista Is also planning a
common stock offering and is pursuing external financing for its
Coyote Springs 2 combustion turbine plant.

The ratings on Avista are based on the company’'s average business
posizion, characterized by low-cost, hydroelectric generacion,
competitive rates, operating and regulatory diversity in the states
of Washingron and Idano, and an above-average service area.
However, these s::eng:Hs ares offse:t by current hydro-generation
conditions, which are significantly worse than average; a
challenging, albeit improviag, regulatory environmen:t in
Washington; and continuing involvement in riskier, nonregulated
vencures. Nonregulated activities remain a focus Zor Avista,
altchough at a recduced level, eventually leading to lower business
risk. The information and technology group continues to require
addicional Zfunding over the in:erm=diate term, but Avista is
pursuing various financing‘options to ease that burden. To the
extent that Avista can fund these activities with internally
generated cash, credit quality s not materially affected. During
2000 and 2001, the energy trading and marketing group provided
significant suppor:t to the cocmpany’s conso;;aated £inancial
profile, However, the size of these operations is expected :to
decresase as the strategy shif:is towards marketing ac:tivicties around

'l]
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its physical assets.
Avista’'s financial profile has weakened over the past 18 months, as

internally generated f£unds have been inadeguate to fund capi:zal
spending and purchased-power costs, leading to creditc protection
measures that remain very weak for the rating category, Standard &
Poor’'s said. --CreditWir

RATINGS LOWERED AND PLACZD ON CREDITWATCH

¢
L4

TC TROM
Avista Corp.
Corporate Credit Rating BBB- 333
Senior secured BBB 338+
Senior unsecured 38B- 338
Senior unsecured (preliminary) 3B33- 328
Preferred stock 38 33+
Preferredé stock (preliminary) 33 33+

RanngsDirect Link is a FREE service provided by Standard & Poor's. If you do not wish to receive these <-mails, please reply to this e-mal with the subject
line "Remove.” N

For additional informanon on Siandard & Poor’s visit our web site at hiip//www standardandpoors com

Thus report was reproduced from Standard & Poor’s RaungsDirect. the premier source of real-ime, Web-based credit ratings and research from an organizauon
that has been 2 leader w1 objecuve credit analysis for more than 140 years. To preview ttus dynamic on-line product, visu our RatingsDirect Web site 2

hiip/www stancardandpoors.cov/runpsdirect

Pubiished by Sundard & Poor’s, 3 Division of The McGraw-Hill Compasnues, fac. Executive offices: 122] Avenue of the Americas. New York, N.Y. 10020,
Editonal offices: 55 Water Sureet, New York, NY 1004 1. Subscriber services: (1) 212-438-7280. Copyngbt 2001 by Standard & Poor’s . a division of The
McGraw-Hill Companes. Reproduction 1n whoie or in pant prohibited except by permrussion. All rights reserved. In providing the Iaformation on this E-mail
(the “Stancard & Poor’s Informanion”) Standard & Poor’s has relied on information obtained from third panty sources and Standard & Poor's has not
independently venfied such informauon Standard & Poor’s makes no guarantess or warranues as 10 the accuracy or compieteness of or results (0 be obtained
from accessing and using the Siandard & Poor's Informanion. Neither Standard & Poor’s nor its affiliates shall be liable to any user or anyone else for any
1Naccuracy, efror or omussion, regardless of cause, in Standard & Poor’s Information or for any damages resulting there from.

Standard & Poor’s ratings are not market ratings nor are they recommendations 1o buy, hold or seil any security or obligation issued by an obliger. Standard &
Poor’s relies oo information providad by obligors. their accountants, counsel and other experts and does not perform an audit in connection with any rating.
The sendung of the E-maul by users should not be construed s an encorsement of the accuracy of any of the data or conclusions. of 2s an atempt 10
independently assess or vouch for the financial condition of any company. Stancard & Poor's receives compensation for determining raungs. Such
compensation 15 based on the ime and effort (0 determune the raungs and is rormally paid by the emxxy being rated. The compeansation generally varies from
U5510.000 to US$1,000,000. Whuic Standard & Poor's reserves the nght to disseminate the raung, it receives no payment for doing so except for subscriptions
10 its publications.

For informanion oa Standard & Poor's Customer Privacy Policy visit: itaiwww mepraw-hill comvorivacy himl
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CERTIFICATE OF SERVICE
I HEREBY CERTIFY that I have this day served the foregoing Direct Testimony
of John S. Thomton, Jr. on behalf of the Industrial Customers of Northwest Utilities and the
Office of the Attorney General of Washington, Public Counsel Section. and the Direct

Testimony of Donald W. Schoenbeck on behalf of the Industrial Customers of Northwest
Utilities upon each party on the official service list by causing the same to be mailed, postage-

prepaid, through the U.S. Mail. Dated at Portland, Oregon, this 24th day of August, 2001.

G

Jufla Meier
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