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I. PARTIES
1. This Settlement Stipulation is entered into by Avista Corporation (“Avista” or the “Company”), the Staff of the Washington Utilities and Transportation Commission (“Staff”), the Public Counsel Section of the Washington Office of Attorney General (“Public Counsel”), Northwest Industrial Gas Users (“NWIGU”), Industrial Customers of Northwest Utilities (“ICNU”), and The Energy Project, jointly referred to herein as the “Parties.”  Accordingly, this represents a “full settlement” under WAC 480-07-730.  The Parties, representing all who have intervened or appeared in these dockets, agree that this Settlement Stipulation (hereinafter “Settlement” and/or “Stipulation”) is in the public interest and should be accepted by the Commission as a full resolution of the known issues in these dockets.  The Parties understand this Settlement Stipulation is subject to approval of the Washington Utilities and Transportation Commission (the “Commission”).
II.  INTRODUCTION
2.
On February 4, 2014, Avista filed with the Commission certain tariff revisions designed to increase general rates for electric service (Docket UE-140188) and natural gas service (Docket UG-140189) in the State of Washington.  Avista requested an increase in electric base rates of $18.2 million, or 3.8 percent from 2014 levels, and an increase in natural gas base rates of $12.1 million, or 8.1 percent from 2014 levels.  On March 10, 2014, the Commission entered Order No. 03 suspending the tariff revisions and setting Dockets UE-140188 and UG-140189 for hearing and determination pursuant to WAC 480-07-320.  Representatives of all Parties appeared at Settlement Conferences held on July 7, 2014 and August 4, 2014, which were held for the purpose of narrowing or resolving the contested issues in this proceeding.  Subsequent discussions led to this Settlement Stipulation.
3.
The Parties have reached a settlement of the known issues as among themselves in this proceeding and wish to present their agreement for the Commission’s consideration and approval.  The Parties, therefore, adopt the following Settlement Stipulation in the interest of reaching a fair disposition of the issues in this proceeding.

III.
AGREEMENT

A.
Revenue Increases and Rate Effective Dates
4.
Increases in Base Rates.  The Parties agree that, effective with service on and after January 1, 2015, Avista shall be authorized to implement base rate changes designed to increase its annual revenues, over existing 2014 revenues, from Washington electric customers by $7.0 million (approximately 1.4 percent overall), and from Washington natural gas customers by $8.5 million (approximately 5.6 percent overall).  The Parties agree that a credit of $3.0 million from the existing Energy Recovery Mechanism (ERM) deferral balance will be returned to electric customers to mitigate the 2015 rate increase for calendar year 2015, such that the net overall electric rate increase to customers in 2015 is 0.8 percent overall.
5.
January 1, 2015 Electric Billing Changes and REC Revenue Mechanism.  

a) Effective January 1, 2015, the current ERM and BPA credits will expire resulting in an overall increase of 2.8%.

b) The Company will rebate approximately $8.6 million of Renewable Energy Credit (“REC”) revenues over 18 months ($5.9 million annualized, or 1.3 percent)
 / 
.  Going forward, the Parties agree that the costs associated with RECs purchased to comply with the Washington Energy Independence Act will be excluded from the REC tracking mechanism,
 and will be included in the determination of base power supply costs in a general rate case.  Any differences in costs from that included in base power supply costs will be tracked through the ERM, and subject to the existing dead band and sharing bands.

6.
Power Supply Update.  Effective January 1, 2015, the Parties agree to adjust, up or down, Washington electric revenues related to updated power supply costs.  The current estimate is a $6.3 million increase for power supply costs.  A new power supply model run on November 1, 2014, will determine the final power cost increase and ERM baseline.  As in past proceedings, and as noted in Staff testimony (Ball Exhibit No. JLB-1T, page 6), the purpose of this power supply update will be to: 1) update the three-month average of natural gas and electricity market prices; 2) include new short-term contracts for gas and electric; and 3) update or correct power and transmission service contracts for the 2015 rate year.  Staff’s $500,000 power supply reduction to expense will be reflected in the updated net power supply costs.  In addition, the 2015 REC expenses of $725,000, excluded from the REC rebate calculation, will also be added to the updated net power supply costs. 
The net power supply costs resulting from this power supply update, including the two adjustments of $500,000 and $725,000, referenced immediately above, will be compared with the net power supply costs in Avista’s original filing in this case to determine the adjustment to Washington revenues on January 1, 2015 related to the power supply update.  The net power supply costs in Avista’s original filing are shown in Appendix 3.


The updated level of net power supply costs will also be used to determine the new base set of power supply revenues and expenses for ERM calculations beginning January 1, 2015, as further explained in Section B below.

If the November 2014 power supply update results in an increase in net power supply costs, the increase will be offset with available ERM deferral balance dollars for the 12-month period January 1, 2015 through December 31, 2015.

The Company will file on or before November 17, 2014, revisions to the appendices to this settlement stipulation to reflect the power supply update.  The Parties are free to seek discovery on, and examine the prudence of, the updated power supply items identified above.
7.
Natural Gas Project Compass Deferral.  The Parties agree the natural gas revenue requirement associated with the Project Compass Customer Information System for the calendar year 2015 will be deferred for recovery in a future proceeding, based on the actual costs of the Project

at the time the Project goes into service.  The carrying charge on the deferral balance will be 3.25%.  An estimate of the revenue requirement, for illustrative purposes only, is provided in Appendix 1.

8.
Lake Spokane Deferral.  In Docket No. UE-131576, Order No. 01, the Company received approval to defer and seek recovery in its next general rate case Washington’s share ($871,000) of costs related to the improvement of dissolved oxygen levels in Lake Spokane. The agreed upon revenue increase reflects the amortization of this balance over a three-year period beginning January 1, 2015, with no carrying charge.  
9.
2015 Billing Determinants.  The Parties agree the Washington electric and natural gas revenue increases will be spread using the January 2015 through December 2015 billing determinants.
10.
Cost of Capital.  The Parties have not agreed on specific capital structure ratios or cost of capital components.
  The agreed-upon revenue increases reflect a reduction in risk associated with the adoption of decoupling.
11.
Attrition.  While the Parties agree to the level of electric and natural gas revenue increases, there is disagreement on the use of an attrition adjustment in the determination of the revenue increases.

B.
Other Settlement Components
12.
ERM Authorized Amounts.  
For purposes of calculating the monthly ERM entries beginning January 1, 2015, the level of power supply revenues, expenses, retail load, and retail revenue credit for the ERM will be

a) based on the November 1, 2014 updated power supply model run discussed in Section A, Paragraph 6.  Appendix 3 includes the level of power supply revenues, expenses, retail load, and retail revenue credit as originally filed by Avista, with the power supply expenses and retail load adjusted to reflect 2015 retail loads.  The retail load in the new ERM base numbers will be based on 2015 billing determinants, per Paragraph 9 above.
b) The Retail Revenue Credit (RRC) will be based on Staff’s proposed variable rate (revised to exclude all production plant), which will be based on ERM-related FERC accounts.  The same RRC will be used for both the ERM calculations and the electric Decoupling Mechanism starting January 1, 2015 (described below).
13.
Electric and Natural Gas Decoupling.  
a) The electric and natural gas Decoupling Mechanisms illustrated in Appendices 4 and 5 will commence concurrent with the natural gas and electric rate changes January 1, 2015.
  Per the Company’s testimony, the length of the decoupling mechanisms is five years, with a third-party evaluation of the mechanisms paid for by Avista, to be completed following the end of the third full-year.
b) Electric Schedules 25 and 41-48 are excluded from the decoupling mechanism.  Natural Gas Schedules 112, 122, 132 and 146 are excluded from the decoupling mechanism.

c) The Company will perform an annual earnings test as follows:     

i. The earnings test will be based on the Company’s year-end  Commission Basis Reports (“CBR”) stated on an average-of-monthly-averages (“AMA”) basis, prepared in accordance with WAC 480-90-257 and 480-100-257 (Commission Basis Report).  This report is prepared using actual recorded results of electric or natural gas operations and rate base, adjusted for any material out-of-period, non-operating, nonrecurring, and extraordinary items or any other item that materially distorts reporting period earnings and rate base.  These adjustments have been consistently made by the Company when preparing past CBRs and are consistent with the adjustments described in paragraph (2) (b) of WAC 480-90-257 and 480-100-257 (Commission Basis Report).  The CBR includes normalizing adjustments, such as adjustments to power supply-related revenues and expenses to reflect operations under normal conditions.  For the earnings test, the decoupling accounting entries adjust revenues from a kilowatt-hour (“kWh”) sales basis to a revenue per customer basis.  The CBR will not include any annualizing or pro forma adjustments.
ii. Should the Company have a decoupling rebate balance at year-end, the entire rebate will be returned to customers.  
1) If the CBR earned return exceeds 7.32%, the rebate will be increased by one-half the rate of return in excess of 7.32%.

iii. Should the Company have a decoupling surcharge balance at year-end: 
1) If the CBR earned return is less than 7.32%, no adjustment is made to the surcharge, if any, recorded for the year.
2) If the CBR earned return exceeds 7.32%, the surcharge recorded for the year will be reduced, or eliminated, by one-half the rate of return in excess of 7.32%.    
d) The calculation of power supply related revenue that will be deducted from total revenues prior to calculating revenue per customer is as follows:  Authorized Power Supply Year kWhs * Retail Revenue Credit.

e) The Retail Revenue Credit is based on Staff’s proposed variable rate (revised to exclude all production plant), which is based on ERM-related FERC accounts. The same credit will be used for ERM calculations.
f) The Company agrees to increase its electric energy conservation achievement by 5% over the conservation target approved by the Commission, beginning with the 2014-2015 biennial target. 
A decoupling surcharge cannot exceed a 3% annual rate adjustment, and any unrecovered

g) balances will be carried forward to future years for recovery. There is no limit to the level of the decoupling rebate.
h) Appendix 4 contains the calculations for determining the baseline allowed revenue per customer for the electric decoupling mechanism.  The final form of Appendix 4 will be filed on or before November 17, 2014, to reflect changes from the November 1, 2014 power supply update.
i) Appendix 5 contains the calculations for determining the baseline allowed revenue per customer for the natural gas decoupling mechanism.
C.
Rate Spread/Rate Design
14.  
Electric Rate Spread/Rate Design
a) Electric Cost of Service/Rate Spread – The Parties agree to a uniform percentage of revenue increase for purposes of spreading the base revenue increase of $7.0 million, as well as the $3.0 million ERM offset, as shown on Page 1 of Appendix 2.
 
b) The Parties agree that the revenue change related to the updated power supply costs discussed in Section A above, as well as the ERM offset, will be spread on a uniform percentage basis.  Within each electric rate schedule, the revenue increase from the updated power supply costs and the ERM offset will be applied on a uniform percentage basis to the variable energy blocks.

c)  Electric Rate Design, shown on Page 2 of Appendix 2:
(i.) The Residential Basic Charge (Schedule 1) increases from $8 per month to $8.50 per month.  
(ii.) For the rate design of Schedule 1, the revenue applicable to the volumetric rates is spread on a uniform percentage basis.

(iii.) For the rate design of Schedule 25, the demand charge for the first 3,000 kVa or less increases from $15,000 to $21,000 per month.  In addition, the variable demand charge increases from $5.25 to $6.00 per kVa over 3,000 per month. The remaining revenue change applicable to Schedule 25 will be spread on a uniform percentage basis to the three energy block rates.  
(iv.) The Rate Design for all other Schedules will be as follows:

· Schedules 11/12 will have an increase in the Basic Charge from $15.00 to $18.00 per month, and a uniform percentage rate change to blocks.  In addition, the demand charge will remain at $6.00 per kilowatt in excess of 20 kW per month.

· Schedules 21/22 will have an increase in the Basic Charge from $450 to $500 per month, for the first 50kW or less, and a uniform percentage increase to all blocks for the remaining revenue increase.  In addition, the demand charge will remain at $6.00 per kilowatt for all demand in excess of 50 kW per month.
· Schedules 31/32 will have an increase in the Basic Charge from $15.00 to $18.00 per month, and there will be a uniform percentage increase to all blocks for the remaining revenue increase applicable to the schedule.

· Street and Area Lighting (Schedules 41-48) will see a uniform percentage increase.
15. 
Natural Gas Rate Spread/Rate Design:

a) Natural Gas Cost of Service/Rate Spread – The rate spread for natural gas is shown on Page 6 of Appendix 2.  While the Parties do not agree on the results of a single cost of service study, for purposes of settlement the Parties agree to spread the revenue increase as follows: 
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b) Natural Gas Rate Design, shown on Page 7 of Appendix 2:
(i.) The Basic Charge for Schedule 101 will increase from $8 per month to $9 per month.  

(ii.) For Schedule 146, the monthly basic charge will increase from $400 to $500 per month, and the remaining revenue increase will be spread on a uniform percentage basis to all blocks.  
(iii.) The Rate Design for other Schedules will be as follows:

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

· Schedule 121 will have an increase in the monthly Minimum Charge based on Schedule 101 rates (breakeven at 500 therms), and a uniform percentage increase to blocks two through four.

· Schedule 131 will have a uniform percentage increase to all blocks.

D.
Service Quality and Reliability Program:
16.
Avista agrees to meet with Staff and interested parties to develop and implement appropriate service quality metrics, customer guarantees and reporting, with the agreed upon tariff revisions filed on or before June 1, 2015, with a program in place on July 1, 2015.
E.
Low Income Rate Assistance Program (LIRAP) Modifications:

17.
The Company, the Energy Project, Commission Staff, other interested parties and the agencies that deliver the LIRAP program shall meet to explore additional program options and develop mutually agreed to modifications or additions to the LIRAP program. The primary intention of either additions or modifications is to keep low-income customers connected to service while serving more customers who need assistance. Modifications would entail changes to the existing bill assistance structures, e.g., continuing to serve LIRAP Heat applicants through the summer.  Additions are changes that augment the existing programs with new service offerings, such as a targeted rate discount or arrearage management program. Meetings will begin no later than 30 days after the Commission accepts any settlement that covers this issue in this case. A third party facilitator acceptable to all the parties will be used and will be paid for by Avista shareholders.  Meetings will be held at least bi-monthly or more frequently until completion.  The Company will file mutually agreed upon modifications to the existing LIRAP program with the Commission by June 1, 2015, including a proposal to implement such changes in time for the fall 2015 bill assistance season.  Any mutually agreed to addition(s) to LIRAP will be filed by June 1, 2016 for implementation on or after October 1, 2016.
F.
LIRAP Funding:

18.
The Parties accept the Energy Project and Staff’s proposal to increase Electric LIRAP Funding by twice the Schedule 1 increase ($112,000 or 2.8 percent), and Natural gas LIRAP Funding by twice the Schedule 101 increase ($221,000 or 12 percent).  In addition, for Schedule 25, the Parties agree that the LIRAP rate will apply to the first and second energy blocks.  LIRAP revenues previously collected from the third block will be spread to all schedules, including the first two blocks of Schedule 25, on a uniform percentage of current LIRAP funding levels.  The changes to electric LIRAP funding can be found on Page 5 of Appendix 2, and the changes to natural gas LIRAP funding can be found on Page 8 of Appendix 2.
G.
Bonneville Power Residential Exchange Program Interest Rate:

19.
Related to the carrying charge on the Residential Exchange deferral balance, the Company agrees, effective January 1, 2015, to use a money market carrying charge instead of the Company’s average cost of debt.
H.
Other Issues:

20.
The Company agrees to provide detailed semi-annual reporting of 2014 and 2015 capital expenditures with actual data by expenditure request, in the categories provided in its pro forma “cross check” plant adjustments.  The Parties agree to meet and confer by no later than January 31, 2015 to establish any additional details of the capital reporting requirements.
21.
The Parties recommend the Commission provide a separate forum to discuss attrition and other rate making policy issues, to include participation by Commissioners, and interested parties.
22.
The Parties agree to address in the next general rate case alternative methods to rebate or recover ERM balances.
 
IV.
EFFECT OF THE SETTLEMENT STIPULATION
23.
Binding on Parties.  The Parties agree to support the terms of the Settlement Stipulation throughout this proceeding, including any appeal, and recommend that the Commission issue an order adopting the Settlement Stipulation contained herein.  The Parties understand that this Settlement Stipulation is subject to Commission approval. The Parties agree that this Settlement Stipulation represents a compromise in the positions of the Parties.  As such, conduct, statements and documents disclosed in the negotiation of this Settlement Stipulation shall not be admissible evidence in this or any other proceeding.
24.
Integrated Terms of Settlement.  The Parties have negotiated this Settlement Stipulation as an integrated document.  Accordingly, the Parties recommend that the Commission adopt this Settlement Stipulation in its entirety.  Each Party has participated in the drafting of this Settlement Stipulation, so it should not be construed in favor of, or against, any particular Party. 
25.
Procedure.  The Parties shall cooperate in submitting this Settlement Stipulation promptly to the Commission for acceptance.  Each Party shall make available a witness or representative in support of this Settlement Stipulation.  The Parties agree to cooperate, in good faith, in the development of such other information as may be necessary to support and explain the basis of this Settlement Stipulation and to supplement the record accordingly.

26.
Reservation of Rights.  Each Party may offer into evidence its prefiled testimony and exhibits as they relate to the issues in this proceeding, together with such evidence in support of the Stipulation as may be offered at the time of the hearing on the Settlement. If the Commission rejects all or any material portion of this Settlement Stipulation, or adds additional material conditions, each Party reserves the right, upon written notice to the Commission and all parties to this proceeding within seven (7) days of the date of the Commission’s Order, to withdraw from the Settlement Stipulation.  If any Party exercises its right of withdrawal, this Settlement Stipulation shall be void and of no effect, and the Parties will support a joint motion for a procedural schedule to address the issues that would otherwise have been settled herein. 
27.
Advance Review of News Releases.  All Parties agree:

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

b. to include in any news release or announcement a statement that Staff’s recommendation to approve the settlement is not binding on the Commission itself.  This subsection does not apply to any news release or announcement that otherwise makes no reference to Staff.
28.
No Precedent.  The Parties enter into this Settlement Stipulation to avoid further expense, uncertainty, and delay.  By executing this Settlement Stipulation, no Party shall be deemed to have accepted or consented to the facts, principles, methods or theories employed in arriving at the Settlement Stipulation, and, except to the extent expressly set forth in the Settlement Stipulation, no Party shall be deemed to have agreed that such a Settlement Stipulation is appropriate for resolving any issues in any other proceeding.

29.
Public Interest.  The Parties agree that this Settlement Stipulation is in the public interest. 

30.
Execution.  This Settlement Stipulation may be executed by the Parties in several counterparts and as executed shall constitute one Settlement Stipulation.
Entered into this ______day of August 2014.
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By: ________________________________
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VP, Chief Counsel for Regulatory and Governmental Affairs
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By: ________________________________
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Assistant Attorney General
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Assistant Attorney General

Public Counsel:

By: ________________________________
Lisa Gafken
Assistant Attorney General


NWIGU:


By: ________________________________
Chad M. Stokes

Cable Huston Benedict

Haagensen & Lloyd LLP

ICNU:



By: ________________________________

Melinda Davison
Davison Van Cleve, P.C.

The Energy Project:

By: ________________________________
Ronald Roseman

Attorney at Law
� Included in present billing rates is a refund of approximately $9.0 million from the Energy Recovery Mechanism Schedule 93 (as approved in Docket No. UE-120436), and a refund of approximately $4.3 million from the Bonneville Power Settlement (Docket No. UE-130536), both expiring on January 1, 2015.   


�   Page 4 of Appendix 2 shows the rate spread and cents per kWh rate for the REC Revenue rebate.


� The Parties agree to the removal of certain 2015 REC expenses of $725,000 in the determination of the REC revenue rebate, and the use of an after-tax cost of capital interest rate (6.34%) on the rebate balance as proposed by Public Counsel and Staff, and agree to the rate spread (E02 allocator - Generation Level Consumption) as proposed by Staff.


� The mechanics of the REC tracking mechanism are included in Mr. Johnson’s testimony, WGJ-1T, pages 15-16.  


� These net power supply costs, from the original filing, have been adjusted to reflect 2015 system retail loads, per Paragraphs 9 and 12 of this settlement stipulation.


� The ERM deferral balance as of June 30, 2014 is $16.7 million, and is currently estimated to be $13.9 million by December 31, 2014.


� A 7.32% rate of return, however, will be used for “Allowance For Funds Used During Construction” (AFUDC) and other purposes.


� While the Company and Staff support the use of an attrition adjustment to achieve reasonable and sufficient rates, ICNU, Public Counsel and NWIGU do not agree that an attrition adjustment is warranted in this case.


� Per the Company’s filed testimony (PDE-1T, p. 78), the existing partial natural gas decoupling mechanism will be terminated effective January 1, 2015, and the Company will transfer any remaining deferral balance into the new mechanism.  


� The 7.32% figure used for the earnings test will be adjusted to reflect any subsequent rates of return approved by the Commission during the term of the Decoupling Mechanisms.


� Page 3 of Appendix 2 shows the revenue spread of the $3.0 million to each rate schedule.
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