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ACRONYMS AND TERMS
(The following acronyms and terms are found in multiple locations within the document)

Acronynmy/Term Meaning
aMW - Average Megawatt - a measure of electrical energy over time
AFUCE - Allowance for Funds Used to Conserve Energy; a carrying charge similar to

AFUDC (see below) for conservation-related capital expenditures

AFUDC - Allowance for Funds Used During Construction; represents the cost of both the
debt and equity funds used to finance utility plant additions during the
construction period

Avista Corp. - Parent company to the Company’s non-regulated businesses

BPA - Bonneville Power Administration

Capacity - a measure of the rate at which a particular generating source produces electricity

Centralia - the coal fired Centralia Power Plant in western Washington State

Colstrip - the coal fired Colstrip Generating Project in southeastern Montana

CPUC - California Public Utilities Commission

CT - combustion turbine; a natural gas fired unit used primarily for peaking needs

DSM - Demand Side Management - the process of helping customers manage
their use of energy resources

Energyv - a measure of the amount of electricity produced from a particular generating
source over time

FERC - Federal Energy Regulatory Commission

IPUC - Idaho Public Utilities Commission

KV - Kilovolt - a measure of capacity on transmission lines

KW, KWH - Kilowatt, kilowatthour, 1000 watts or 1000 watt hours

MW, MWH - Megawatt, megawatthour, 1000 KW or 1000 KWH

OPUC - Public Utility Commission of Oregon

Pentzer - Pentzer Corporation, a wholly owned subsidiary of the Company which is the

parent company to the majority of the Company's non-energy businesses

Therm - Unit of measurement for natural gas; a therm is equal to one hundred cubic feet
(volume) or 100,000 BTUs (energy)

Watt - Unit of measurement for electricity; a watt is equal to the rate of work represented
by a current of one ampere under a pressure of one volt

WIDCo - Washington Irrigation & Development Company, a wholly owned non-energy
subsidiary of the Company

WUTC - Washington Utilities and Transportation Commission

WWP - The Washington Water Power Company, the Company
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PARTI

This Form 10-K contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of
1934, Forward-looking statements should be read with the cautionary statements and important factors included in this
Form 10-K at Item 7 - - “Management’s Discussion and Analysis of Financial Condition and Results of Operations - - Safe
Harbor Forward-Looking Statements.” Forward-looking statements are all statements other than statements of historical
fact, including without limitation those that are identified by the use of the words “anticipates,” “estimates,” “expects,”
“intends,” “plans,” “predicts,” and similar expressions.

Item 1. Business

Company Overview

The Washington Water Power Company (Company), which was incorporated in the State of Washington in 1889, primarily
operates in the electric and natural gas utility businesses. At December 31, 1997, the Company's employees included 1,467
people in its utility operations and approximately 1,751 people in its majority-owned non-regulated businesses (energy and
non-energy). The Company's corporate headquarters are in Spokane, Washington (Spokane), which serves as the Inland
Northwest's center for manufacturing, transportation, health care, education, communication, agricultural and service
businesses.

Regulatory, economic and technological changes have brought about the accelerating transformation of the electric utility
industry from a vertically integrated monopoly to separate market driven businesses. Since 1996, the Company has
reorganized its operations to take advantage of the changes in the Company’s business environment and to proactively
respond to regulatory and structural changes in the industry. The restructuring reinforces the Company’s commitment to
and advocacy of utility industry deregulation. (See Industry Restructuring and Legislative Issues for additional
information).

The Company’s utility operations are organized into two lines of business, The Energy Delivery business includes retail
electric and natural gas distribution and transmission services. The Generation and Resources business includes generation
and production, resource optimization, electric and natural gas commodity trading and wholesale marketing. Both the
Energy Delivery and Generation and Resources lines of business are currently conducted-by separate business divisions
within the Company.

In February 1997, the Company’s Board of Directors approved creation of a new subsidiary, Avista Corp. (Avista), which
owns all of the Company’s non-regulated businesses. Avista was formed to segregate the Company’s non-regulated
businesses from its regulated businesses and support financing of the non-regulated businesses as they develop and expand.
The Company also reorganized by adding a new line of business, National Energy Trading and Marketing. The National
Energy Trading and Marketing (energy) business includes Avista Advantage, Inc. (Avista Advantage) and Avista Energy,
Inc. (Avista Energy). See Item 1. Business - National Energy Trading and Marketing and Notes 1, 3 and 4 of Notes to
Financial Statements for additional information. The non-energy business primarily consists of Pentzer Corporation
(Pentzer) which is the parent company to the majority of the Company’s non-energy businesses. See Item 1. Business -
Non-Energy Business and Notes 1 and 18 of Notes to Financial Statements for additional information.
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For the twelve months ended December 31, 1997, 1996 and 1995, respectively, the Company derived operating revenues

and income/(loss) from operations in the following proportions:
Income/(Loss) from

Operating Revenues Operations (pre-tax)

1997 1996 1995 1997 1996 1995
Energy Delivery 29% 40% 50% 60% 48% S57%
Generation and Resources 39% 45% 38% 34% 45% 36%
National Energy Trading and Marketing 19% - - 1% (%) -
Non-Energy 13% 15% 12% 5% 8% 1%
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. Energy Delivery

General

Energy Delivery provides electricity and natural gas distribution and transmission services in a 26,000 square mile area in
eastern Washington and northern Idaho with a population of approximately 825,000. Energy Delivery also provides
natural gas service in a 4,000 square mile area in northeast and southwest Oregon and in the South Lake Tahoe region of
California, with the population in these areas approximating 495,000.

At the end of 1997, retail electric service was supplied to approximately 301,000 customers in eastern Washington and
northern Idaho; retail natural gas service was supplied to approximately 251,000 customers in parts of Washington, Idaho,
Oregon and California.

The Company expects economic growth to continue in its eastern Washington and northern Idaho service area. The
Company, along with others in the service area, is continuing its efforts to facilitate expansion of existing businesses and
attract new businesses to the Inland Northwest. Agriculture, mining and lumber were the primary industries for many
years, but health care, education, electronic and other manufacturing, tourism and the service sectors have become
increasingly important industries that operate in the Company's service area. The Company also anticipates strong
economic growth to continue in its Oregon service area.

The Company anticipates residential and commercial electric load growth to average approximately 2.1% annually for the
next five years primarily due to increases in both population and the number of businesses in its service territory. The
number of electric customers is expected to increase and the average annual usage by residential customers is expected to
remain steady on a weather-adjusted basis.

The Company anticipates natural gas load growth, including transportation volumes, in its Washington and Idaho service
area to average approximately 2.9% annually for the next five years. The Oregon and South Lake Tahoe, California
service areas are anticipated to realize 2.1% growth annually during that same period. Refer to Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations: Results of Operations: Future Outlook for
additional information.

Electric Operations

Energy Delivery currently receives all of its electric supply from Generation and Resources. (See Generation and
Resources - Electric Resources for additional information.)

Challenges facing the retail electric business include cost management, self-generation and fuel switching by commercial
and industrial customers, the costs of increasingly stringent environmental laws and the potential for stranded or non-
recoverable utility assets. In April 1996, the Federal Energy Regulatory Commission (FERC) issued Orders No. 888 and
No. 889 which require electric utility companies to provide third-party access to their transmission systems and to establish
an Open Access Same-time Information System (OASIS) to provide transmission customers with information about
available transmission capacity, prices and other information, by electronic means. In addition, state legislatures in the
Company’s service territory are currently reviewing restructuring the retail electric business to full competition. When
electric utility companies are required to provide retail wheeling service, which is the transmission of electric power from
another supplier to a customer located within such utility's service area, the Company believes it will face minimal risk for
stranded generation, transmission or distribution assets due to its low cost structure. However, the Company cannot predict
the potential impact, if any, of restructuring the electric utility industry on the Company’s future financial condition and
results of operations. (See Industry Restructuring and Legislative Issues and Note 1 of Notes to Financial Statements for
additional information.)

Natural Gas Operations

Natural gas remains competitively priced compared to alternative fuel sources for residential, commercial and industrial
customers. Because of abundant supplies and competitive markets, natural gas should sustain its market advantage. The
Company continues to advise electric customers as to the cost advantages of converting space and water heating needs to
natural gas. Significant growth has occurred in the Company's natural gas business in recent years due to increased
demand for natural gas in new construction. The Company also makes sales or provides transportation service directly to
large natural gas customers and non-retail sales to marketers and producers where points of delivery are outside the
Company’s retail distribution area.

The Company provides transportation service to customers who obtain their own natural gas supplies. Transportation
service was a significant component of the Company's total system deliveries in 1997, The competitive nature of the spot
natural gas market results in savings in the cost of purchased natural gas, which encourages large customers with fuel-
switching capabilities to continue to utilize natural gas for their energy needs. The total volume transported on behalf of
transportation customers was approximately 245.1 million therms in 1997. This volume represented approximately 43% of
the Company's total system deliveries in 1997. In addition, the Company sells firm transportation to third parties when it is
not needed to serve the Company's customers.
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Most of the Company’s large industrial customers purchase their own natural gas requirements through gas marketers. For
these customers, the Company provides transportation from the Company’s pipeline interconnection to the customer’s
plant. The Company has numerous special contracts for gas transportation service, most of which contain negotiated rates
for Company distribution service based on the customer’s competitive alternatives. Seven of the Company’s largest gas
customers are provided gas transportation service by the Company under special contracts. These negotiated contracts
were entered into to retain these customers who can either by-pass the Company’s distribution system or have competitive
alternative fuel capability. All special contracts are subject to regulatory review and approval.

Natural Gas Resources

Natural Gas Supply A diverse portfolio of resources allows the Company to capture market opportunities that benefit the
Company’s natural gas customers. Natural gas supplies are available from both domestic and Canadian sources through
both long- and short-term, or spot market, purchases. The Company holds capacity on six pipelines and owns natural gas
storage facilities which allow the Company to optimize its available resources. :

Firm natural gas supplies are purchased by the Company through negotiated agreements having terms ranging between one
month and seven years. During 1997, approximately one-third of the Company’s purchases were in the short-term market,
with contracts on a month-to-month basis. Approximately 12% of the natural gas supply was obtained from domestic
sources, with the remaining 88% from Canadian sources. Nearly all natural gas purchased from Canadian sources is
contracted in U.S. dollar denominations, limiting any foreign currency exchange exposure. The Company does not
consider Canadian gas supplies to be at greater risk of non-delivery than U.S. supplies.

The Company holds capacity on six natural gas pipelines, Northwest Pipeline Company (NWP), Pacific Gas Transmission
(PGT), Paiute Pipeline (Paiute), Tuscarora Gas Transmission Company (Tuscarora), NOVA Pipeline, Ltd. (NOVA) and
Alberta Natural Gas Co. Ltd. (ANG), which provide the Company access to both domestic and Canadian natural gas
supplies. In 1997, the Company obtained gas from over 25 different suppliers.

The Company contracts with NWP for three types of firm service (transportation, liquefied natural gas storage and
underground storage), with Paiute for firm transportation and liquefied natural gas storage and with PGT, Tuscarora,
NOVA and ANG for firm transportation only.

Jackson Prairie Natural Gas Storage Project (Storage Project) The Company owns a one-third interest in the Storage
Project, which is an underground natural gas storage field located near Chehalis, Washington. The role of the Storage
Project in providing flexible natural gas supplies is increasingly important to the Company's natural gas operations as it
enables the Company to place natural gas into storage when prices are low or to meet minimum natural gas purchasing
requirements, as well as to withdraw natural gas from storage when spot prices are high or as needed to meet high demand
periods. The Company, together with the other owners, is pursuing alternatives to increase the potential for both capacity
and deliverability at the Storage Project.

The Company has contracted to release some of its Storage Project capacity to two other utilities until 2000 and 2001, with
a provision under one of the releases to partially recall the released capacity if the Company determines additional natural
gas is required for its own system supply.

Regulatory Issues

The Company, as a regulated public utility, is currently subject to regulation by state utility commissions with respect to
prices, accounting, the issuance of securities and other matters. The retail electric operations are subject to the jurisdiction
of the Washington Utilities and Transportation Commission (WUTC) and the Idaho Public Utilities Commission (IPUC).
The retail natural gas operations are subject to the jurisdiction of the WUTC, the IPUC, the Oregon Public Utility
Commission (OPUC) and the California Public Utilities Commission (CPUC). The Company is also subject to the
jurisdiction of the FERC for its (wholesale) natural gas rates charged for the release of capacity from the Jackson Prairie
Storage Project.

In each regulatory jurisdiction, the price the Company may charge for retail electric and natural gas services (other than
specially negotiated retail rates for industrial or large commercial customers, which are subject to regulatory review and
approval) is currently determined on a “cost of service” basis and is designed to provide, after recovery of allowable
operating expenses, an opportunity to earn a reasonable return on “rate base.” ‘“Rate base” is generally determined by
reference to the original cost (net of accumulated depreciation) of utility plant in service, subject to various adjustments for
deferred taxes and other items (see Note 1 of Notes to Financial Statements for additional information about regulation,
depreciation and deferred taxes). Over time, rate base is increased by additions to utility plant in service and reduced by
depreciation of utility plant. As the energy business is restructured, traditional “cost of service” ratemaking may evolve
into some other form of ratemaking. Rates for transmission services are based on the “cost of service” principles and are
set forth in tariffs on file with the FERC. (See Industry Restructuring and Legislative Issues for additional information.)

General Rate Cases The Company’s last general electric rate cases were effective in March 1987 for the State of
Washington and September 1986 for the State of Idaho; both allowed a return on equity of 12.90%.
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* On June 27, 1997, the Company filed a general natural gas rate increase of $7.87 million with the WUTC for the State of
' Washington. On December 1, 1997, all interested parties filed a settlement agreement with the WUTC. On December 24,
1997, the WUTC accepted the settlement agreement. The resulting $5 million, or 7.5%, increase was effective January 1,
1998. The agreement included a two-year freeze in general revenue requirements. Such a freeze does not preclude the
Company from filing natural gas trackers (see below for additional information) or from filing for recovery of
“extraordinary circumstances”. Included in the settlement agreement was a stated return on equity of 10.75%. However,
the agreements reached in the settlement do not set a precedent for future rate filings. The Company’s last general natural
gas rate cases involving litigated cost of capital resulted in allowed return on equity of: 12.90% for the State of
Washington effective August 1990; 12.75% for the State of Idaho effective October 1989.

Demand Side Management (DSM) The WUTC and I[PUC approved as filed, effective January 1, 1997, the Company's
proposed electric DSM programs and tariff rider for a three-year extension ending December 31, 1999. The Company's
programs, while maintaining a residential electric weatherization program and fuel efficiency awareness programs, now
place a greater emphasis on commercial and industrial programs. The tariff rider is a separate revenue source and
represents a 1.54% electric revenue surcharge. These surcharge revenues will be used to fund the Company's 1997 through
1999 DSM programs.

In 1993, the OPUC authorized the Company to defer revenue requirements associated with its Oregon DSM investments
and established an annual rate adjustment mechanism to reflect the deferred costs on a timely basis. Under this
authorization, the Company files annually, concurrent with the Company's annual natural gas “tracker” filing, a rate
adjustment to recover DSM program costs and margin losses.

Power Cost Adjustment (PCA) The Company has a PCA in Idaho which tracks changes in hydroelectric generation,
surplus energy prices, related changes in thermal generation and the Public Utility Regulatory Policies Act of 1978
(PURPA) contracts, but not changes in revenues or costs associated with other wheeling or power contracts. Rate changes
are triggered when the deferred balance reaches $2.2 million provided no more than two surcharges or rebates are in effect
at the same time. See Note 1 of Notes to Financial Statements for additional information.

Purchased Gas Adjustment (Natural Gas Trackers) Natural gas trackers are supplemental tariffs filed with state regulatory
commissions which are designed to pass through changes in purchased natural gas costs and do not normally result in any
changes in net income to the Company. In November 1997, the Company filed a natural gas tracker with the IPUC
requesting a $3.97 million, or 15.6%, increase which was approved, effective December 15, 1997. In October 1997, the
Company filed a natural gas tracker with the OPUC requesting a $3.67 million, or 8.86%, increase which was approved,
effective December 1, 1997. The Oregon gas tracker includes a provision that specifies a sharing of benefits and risks
associated with changes in gas prices. In January 1998, the Company filed a natural gas tracker with the WUTC. In
February 1998, the WUTC approved a $1.18 million, or 1.64%, decrease effective February 15, 1998.
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ENERGY DELIVERY OPERATING STATISTICS

Years Ended December 31,

‘ 1997 1996 1995
RETAIL ELECTRIC OPERATIONS
ELECTRIC OPERATING REVENUES (Thousands of Dollars):
Residential...........coovreerrsirnmrsrmnnees $160,411 $160,345 $156,755
Commercial......... 144,952 144,717 140,221
Industrial.......ccooovcerernenvennninen 58,391 62,067 60,979
Public street and highway lighting... 3,352 3,359 3,345
Total retail electric revenue.... 367,106 370,488 361,300
Transmission revenues 19,503 11,907 8,307
Other revenues............... 8,685 6,740 6,107
Transfer to Generation and Resources (1., (180,544) (180,018) (175,337)
“Total electric energy delivery reVenues. ......co.ovuvcrvivnersirensinnnens $214,750 $209,117 $200,377
ELECTRIC ENERGY SALES (Thousands of MWhs):
Residential.... eeeieeberir b ih et ety r e R E e bt ekt ket n et ettt b 3,270 3,220 3,150
COMMELCIAL c..vivvvireicriiviierei et es e nerneneesaesassnsssaes 2,716 2,674 2,592
TRAUSLHAL oot e 1,759 1,839 1,803
Public street and highway lighting.........ccooveviiiiiiiniiniin 24 24 23
Total retail energy sales........coiiiiiini, 7,769 7,757 7,568
ELECTRIC AVERAGE HOURLY LOAD (aMW).....cccovvnnnirninrinnnnnes 954 973 924
NUMBER OF ELECTRIC CUSTOMERS (Average for Period): .
RESIAENHAL ....o. v it st e 261,873 - 257,726 253,364
Commercial........coivevenvrvenveenoinenenronnine 33,681 33,043 32,236
TRAUSTEAL oot ceicses sttt r s ern e beeeb e bessaesnareesbesbesbbeebesaeneennonsonns 1,145 1,133 1,107
Public street and highway lighting. .. 371 363 349
Total retail electric CUSIOMETS. ..iiiiiiiii e irirr e rereeerreresieeeesnere s 297,070 292,265 287,056
ELECTRIC RESIDENTIAL SERVICE AVERAGES:
Annual use per customer (KWh).........occveimiiiiine 12,489 12,493 12,434
Revenue per KWh (in cents).... 4.90 4.98 498
Annual revenue Per CUSTOMET........ccoririvrrmrermenmeiinesensssiesss st sons $612.55 $622.15 $618.69
NATURAL GAS OPERATIONS .
NATURAL GAS OPERATING REVENUES (Thousands of Dollars):

TRESIAENAL ...ttt et et $81,855 $85,904 $84,358
COMMEICIAL cvvevveitiicrert ettt ra et b st esaere s srssteen 42,731 51,006 52,671
Industrial = fIfML oo ree b ene 3,563 3,949 5,470
Industrial - interruptible. ... 512 1,131 1,967

Total retail natural gas reVeNUEs.........coccvieiniiiii i 128,661 141,990 144,466
NON-TEAI] SAIES..vivvirirerrcinirieerierecsicenr e eeres ettt erens 19,559 9,862 10,530
TranSpOrtation......ccveiviiirieiiirerieniniiii s s 12,678 12,154 12,340
OUHET FEVENUES. .....eveveereereereeresieiesesesieraesseseesescosererseessmermecenmsnssssisnones 4,884 7,305 6,891

Total natural gas energy delivery revenues..........oocovvvviiniiieenes $165,782 $171,311 $174,227

THERMS DELIVERED (Thousands of Therms):
ReSIAEntial.,....ccovirereeeecciinitiree e 182,037 183,927 159,919
Commercial........ 118,494 132,744 120,838
TNAUSEIAL - FIEMuiiiiiie e se st et b 12,509 12,757 14,658
Industrial - interruptible. ..o 3,217 4,174 10,621

Total 1etail SAlES.....iviiririerriieee e 316,257 333,602 306,036
NONALELAIL SALES...oiiviviiieeiriiriieerreereereessieesrreestesressreesnesneoreesereesesssseons 105,297 67,656 104,831
TrANSPOTAtON.....cvvssiet st ens s s st 245,139 237,894 221,261
Interdepartmental sales and Company US€........cecvverivieininiinrinnnnnions 2,087 22,215 25,043

Total therms - sales and transportation...........cccccoeeveenniniicinnens 668,780 661,367 657,171

(1) Transfer to Generation and Resources represents the portion of revenues collected by Energy Delivery from retail
customers attributable to the sale of the electric energy commodity delivered by Energy Delivery.
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ENERGY DELIVERY OPERATING STATISTICS

SOURCES OF NATURAL GAS SUPPLY (Thousands of Therms):
PUICRASES.....veinicerrciii et et
Storage - injections
Storage - Withdrawals......c..ccoevviinnii
Natural gas for transportation..........c.cevereeeieeerirenneereresseecseesinnns
Distribution system gains (10SSES).......ccceviienmrrermrinineneeonmrinroesaernessoaes

TOtal SUPPLY..cvvecviiremitiir e

NET SYSTEM MAXIMUM CAPABILITY (Thousands of Therms):
Net system maximum demand (Winter)......ccorvrrenrrecencrrnneensnernnnens
Net system maximum firm contractual capacity (winter)...........oveecnue

NUMBER OF NATURAL GAS CUSTOMERS (Average for Period):
Residential.......cccvvveverircereneirseece et st b e s v
COMMETCIAL...cviveeieiesecreecierrre s errre e stes e eneebessebesassbessererseetasses
Industrial = firM...oovicicereeee e re b ereeae

" Industrial - IEIMIPHDLE. .....v.vvecvervreeeeete st s essessassr st saneas
Total retail CUSIOMErS......cvevveeveierrcerereie e esesaes
NON-TEAI] SAIES....cvuuiirerreerririieiescieerese s ssa e e s s esssssraanrans

Transportation
Total natural Gas CUSTOMELS.....ccvrereiiirinmerircneiineresiosensnesisesinsennens

NATURAL GAS RESIDENTIAL SERVICE AVERAGES:

‘Washington and Idaho
Asnnual use per customer (therms)........covcvreeriereeneercnrnnrersersennnnn.
Revenue per therm (in Cents).....covvinrriieiencnmrcrinnmnenieenn
Annual revenue per CUSIOMET.......c.oveerevineriereenennns SOTRPROOTN

Oregon and California
Annual use per customer (therms)........coviiiirrrevviennccnenninnnenne
Revenue per therm (In CONLS).......covvrvrrercrereernrerinerernresnesseererenieens
Annual revenue per CUSOMET........covvevmieeriinsiinenisreerss

HEATING DEGREE DAYS: (1)
Spokane, WA

% of average
Medford, OR

30 year average....

%% OF AVETABE.....coviviriiii e e

INCOME FROM ENERGY DELIVERY OPERATIONS (After tax).............

Years Ended December 31,

1997 1996 1995
431,646 422,194 429,903
(31,288) (26,260) (31,248)

22,183 24,572 32,332
245,139 237,894 221,261

1,100 2,967 4,923
668,780 661,367 657,171
3,134 3,273 2,758
4,220 4210 4210
214,927 203,245 192,252
27,171 25,747 24,606
306 300 281
25 28 31
242,429 229,320 217,170
17 7 5
111 93 75
242,557 229,420 217,250
927 1,007 919
40.44 4190 48.98
$374.90 $421.91 $450.07
703 724 678
55.71 58.55 61.78
$391.56 $424.00 $418.88
6,510 7477 6,363
6,842 6,842 6,842
95% 109% 93%
4,144 4,088 3,751
4,611 4,611 4,611
90% 89% 81%
$77,788 $64,345 $76,436

(1) Heating degree days are the measure of the coldness of weather experienced, based on the extent to which the average of
high and low temperatures for a day falls below 65 degrees Fahrenheit (annual degree days below historic average

indicate warmer than average temperatures).



THE WASHINGTON WATER POWER COMPANY

Generation and Resources

General

The Generation and Resources line of business manages the Company’s electric energy resource portfolio, which is used to
serve Energy Delivery’s retail electric customers and Generation and Resources’ wholesale electric customers. The
primary business focus of Generation and Resources is to optimize the availability and operation of generation resources.
The Company owns and operates nine hydroelectric projects, a wood-waste fueled generating station and two natural gas
combustion turbine (CT) peaking units. See Item 2. Properties - Generation and Resources for additional information. The
Company also owns a 15% share in two coal-fired generating facilities and leases two additional gas CT peaking units.
With this diverse energy resource portfolio, the Company remains one of the nation's lowest-cost producers and sellers of
electric energy services.

The Company's wholesale marketing and trading business units within the Generation and Resources line of business are a
secondary, but very important part of the Company's overall business strategy. Since 1987, the Company has entered into a
number of long-term power sales contracts that have increased its wholesale electric revenues, and the Company is
continuing to actively pursue electric wholesale marketing and energy trading business opportunities. Energy trading
includes short-term sales and purchases such as next hour, next day and monthly blocks of energy. Wholesale marketing
includes sales and purchases under long-term contracts with one-year and longer terms. Wholesale sales are affected by
weather and streamflow conditions and may eventually be affected by the restructuring of the electric utility industry. (See
Industry Restructuring and Legislative Issues for additional information.)

Challenges facing Generation and Resources include evolving technologies which provide alternate energy supplies and
deregulation of electric and natural gas markets. The Company believes it faces minimal risk for stranded generation assets
as a result of deregulation due to its Jow cost structure. Generation and Resources continues to compete in the wholesale
electric market with other western utilities, federal marketing agencies and power marketers. It is expected that
competition to sell energy will remain vigorous due to increased competition and surplus capacity in the western United
States. Competition in the sale of capacity and energy is influenced by many factors, including the availability of capacity
in the western United States, the availability and price of natural gas, and transmission availability. Business challenges
affecting the energy trading business include new entrants in the wholesale market, such as power brokers and marketers,
and declining per unit margins.

Electric Requirements

The Company’s 1997 annual peak requirements, including long-term and short-term contractual obligations, were 4,226
MW. This peak occurred on January 14, 1997, at which time the maximum capacity available from the Company’s
generating facilities, including long-term and short-term purchases, was 4,684 MW. The electric requirements are affected
by both Energy Delivery’s electric needs and Generation and Resources’ wholesale contractual commitments.

Electric Resources

The Company’s diverse resource mix of hydroelectric projects, thermal generating facilities and power purchases and
exchanges, combined with strategic access to regional electric transmission systems, enables the Company to remain one of
the nation's lowest-cost producers and sellers of electric energy services. At December 31, 1997, the Company’s total
owned resources available were 58% hydroelectric and 42% thermal. See Generation and Resources Operating Statistics
on page 10 for the Company’s energy resource statistics. :

Hydroelectric Resources Hydroelectric generation is the Company's lowest cost source of electricity and the availability of
hydroelectric generation has a significant effect on the Company's total energy costs. Under average operating conditions,
the Company meets about one-third of its total energy requirements (both retail and long-term wholesale), with its own
hydroelectric generation and long-term hydroelectric contracts. The streamflows to Company-owned hydroelectric
projects were 172%, 145% and 120% of normal in 1997, 1996 and 1995, respectively. Total hydroelectric resources
provide 531 aMW annually.

Thermal Resources The Company has a 15% interest in each of two twin-unit coal-fired facilities - the Centralia Power
Plant in western Washington and Units 3 and 4 of the Colstrip Generating Project in southeastern Montana. In addition, the
Company owns a wood-waste-fired facility known as the Kettle Falls Generating Station in northeastern Washington and
two natural gas-fired CTs, located in Spokane, used for peaking needs. The Company also operates and leases two natural
gas-fired CT's in northern Idaho, used for peaking needs. Total thermal resources provide 302 aMW annually.

Centralia, which is operated by PacifiCorp, is supplied with coal under both a fuel supply agreement in effect through
December 2020 and various spot market purchases. In 1997, 1996 and 1995, Centralia provided approximately 39%, 46%
and 30%, respectively, of the Company's thermal generation. (See Environmental Issues for additional information.)

Colstrip is supplied with fuel under coal supply and transportation agreements in effect through December 2019 from
adjacent coal reserves. The Montana Power Company is the operator of Colstrip. In 1997, 1996 and 1995, Colstrip
provided approximately 46%, 34% and 47% of the Company's thermal generation, respectively.
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© Kettle Falls' primary fuel is wood-waste generated as a by-product from forest industry operations within one hundred
miles of the plant. Natural gas may be used as an alternate fuel. A combination of long-term contracts plus spot purchases
provides the Company the flexibility to meet expected future fuel requirements for the plant. In 1997, 1996 and 1995,
Kettle Falls provided approximately 11%, 10% and 8% of the Company's thermal generation, respectively.

The four CTs are natural gas-fired units, primarily used for peaking needs. The two Rathdrum (Idaho) CTs have access to
domestic and Canadian natural gas supplied through PGT. In 1997, 1996 and 1995, these four units provided
approximately 4%, 10% and 15%, respectively, of the Company’s thermal generation. Thermal generation from CTs
during 1997 was lower than prior years primarily due to the cost of natural gas as compared to alternative energy supplies.

Purchases, Exchanges and Sales In 1997, the Company had various purchase contracts equating to 751 MW, with an
average remaining life of 3.7 years. Additionally, long-term hydro purchase contracts of 197 MW were available with an
average remaining contract life of 11.6 years. The Company also enters into a significant amount of short-term sales and
purchases with durations of up to one year. Energy purchases and exchanges for the years 1997, 1996 and 1995 provided
approximately 65%, 54% and 36%, respectively, of the Company's total electric energy requirements, which reflects
increased wholesale trading activity.

Under PURPA, the Company is required to purchase generation from qualifying facilities, including small hydroelectric
and cogeneration projects, at avoided cost rates adopted by the WUTC and the IPUC. The Company purchased
approximately 561,000 MWH, or about 2% of the Company's total energy requirements, from these sources at a cost of
approximately $26 million in 1997. These contracts expire in 1999-2022.

Hydroelectric Relicensing

The Company is a licensee under the Federal Power Act, which regulates certain of the Company’s generation resources
and is administered by the FERC, and its licensed projects are subject to the provisions of Part I of that Act. These
provisions include payment for headwater benefits, condemnation of licensed projects upon payment of just compensation
and take-over of such projects after the expiration of the license upon payment of the lesser of "net investment" or "fair
value" of the project, in either case plus severance damages. All but one of the Company’s hydroelectric plants are
regulated by the FERC through project licenses issued for 30-50 year periods. See Item 2. Properties - Generation and
Resources for additional information. ,

The Cabinet Gorge and Noxon Rapids plants are currently in the process of relicensing with an expiration date on the
existing license of February 2001. The Company filed a Notice of Intent to relicense in 1996 and has since consulted with
resource agencies, Native American tribes, special interest groups and the general public regarding its relicensing. The
Company’s goal in consultation is to develop settlement agreements with all parties, which will form the basis for the
license application expected to be submitted in February 1999. The focus in 1998 will be negotiating settlement agreements
and preparing a collaboratively written environmental assessment and license application. An Environmental Impact
Statement (EIS) will be written by the FERC in the period between application filing and issuance of a new license.

The Company’s approach to relicensing departs from the conventional FERC process. Early FERC involvement and EIS
scoping has occurred prior to application and the consultation process has been expanded to a comprehensive collaborative
process including all stakeholders. The collaborative process used by the Company is nationally recognized as the model
for FERC’s alternative approach to relicensing.

The Company has presented to the collaborative participants a proposed comprehensive package of protection, mitigation
and enhancement measures that addresses impacts resulting from the continued operations of the Cabinet Gorge and Noxon
Rapids projects. The comprehensive package includes issues such as fisheries, water quality, wildlife, recreation, land use,
cultural resources and erosion, and represents the results of studies and interests of over 40 organizations and 100
individuals. The preliminary proposal presented by the Company amounts to $161 million to be spent over a 50-year
license term. See Item 2. Properties - Generation and Resources and Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations: Future OQutlook for additional information.

Regulatory Issues

The Company is subject to the jurisdiction of the FERC for its accounting procedures and its wholesale electric rates.
Some wholesale electric rates are determined on a “cost-of-service” basis in a manner similar to retail rates. See Energy
Delivery - Regulatory Issues for additional information. Also, the Company can enter into wholesale electric sales
contracts with rates based on “cost-of-service” principles. Generally, rates for wholesale electric sales by the Company for
terms up to five years are based on market prices.
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GENERATION AND RESOURCES OPERATING STATISTICS

Years Ended December 31
1997 1996 1995
ELECTRIC ENERGY RESOURCES (Thousands of MWhs):
Hydro generation (from Company facilities)..............coccecevereivineniennnnenes 4,863 5,045 4,038
Thermal generation (from Company facilities)...........ccccovvrevrnrcerennnennes 2,627 2,764 2,537
Purchased power - long-term hydro..........ccoeve e 1,212 1,170 1,159
Purchased power - Other. ..o 16,038 10,641 4,113
POWEE EXCHAIEZES. .. cvievveciririenieriinnenie et sie et sbesta e sre e sse e e raa e ees 178 102 156
Total POWET TESOUICES.....c.vevirruiieeirreccereeiineeicatiniaraniereeeeesneiesrsiesneseas 24,918 19,722 12,003
Energy losses and COMPAILY USE..........coooviviiiiiioiniencere e sieseesnesnens (739) (790) (525)
Total energy resources (net of 10SSes)..........ooovvvvevrecnnnrniciicicnnn, 24,179 18,932 11,478
ELECTRIC ENERGY REQUIREMENTS (Thousands of MWhs):
Energy Delivery.........cooiviviveiin i e 7,769 7,757 7,568
Long-term Wholesale.........covnininininiiiiii i 4,307 4,507 1,953
Short-term WhoLESAlE. ..........ovevreeieeeeiiirer ettt sb v ans 12,103 6,668 1,957
Total energy reqUIrements. ........c.ovverrermrmreenneecern i 24,179 18,932 11,478
RESOURCE AVAILABILITY at time of system peak (MW).
Total requirements (WInter) (1)........ocovvirineiiiiicnnnensciieeeeeens 4,226 3,180 2,545
Total resource availability (Winter)...........cocoovvermevniinninenn. s 4,684 3,340 2,855
Total requirements (SUMINET) (2)..vevvevirreiririereeiariimirisesesesnnressessens 4,345 2,978 2,037
Total resource availability (SUMMET).........c.ccoeriviiiiieic e 4,766 3,357 2,660
ELECTRIC OPERATING REVENUES (Thousands of Dollars):
Long-term WHOIESAIE. ............vvverereeerioreeeeeeeeesesieeses e es e ssaees $138,730 $139,116 $84,220
Short-termn WHolesale..........ooovviiiiiiinr e 187,190 91,443 25,013
OtHET TEVEIUES. .....vveee e ivreereereeesireeeestireasinseessesscressrnresssssessssseeensveeserses 4,669 7,989 2,042
Transfer from Energy Delivery (3)......cccovveiviiiniinniiinnn e e 180,544 180,018 175,337
Total electric energy trading revenues...........c.ooevevveeeineeiveeceriiiionens $511,133 $418,566 $286,612
NUMBER OF ELECTRIC CUSTOMERS (Average for Period):
Wholesale CUSLOMETS.......ccoiriiiiiiiiiiiiiiie e 91 60 33
INCOME FROM GENERATION AND RESOURCES OPERATIONS
(ARIEL AX). cc.vevve i se ettt s ettt et es ettt b et nes $47,737 $65,048 $52,325

(1) Includes long-term contract obligations of 1,022 MW, 744 MW and 733 MW and 1,688 MW, 725 MW and 327 MW of
short-term sales in 1997, 1996 and 1995, respectively.

(2) Includes long-term contract obligations of 1,011 MW, 839 MW and 691 MW in 1997, 1996 and 1995, respectively,
and short-term sales of 1,966 MW, 739 MW and 25 MW in 1997, 1996 and 1995, respectively.

(3) Transfer from Energy Delivery represents the portion of revenues collected by Energy Delivery from retail customers
attributable to the sale of the electric energy commodity delivered by Energy Delivery.
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National Energy Trading and Marketing

Avista Corp. is the parent company to the Company’s National Energy Trading and Marketing businesses. As a result of
reorganizing the Company to proactively respond to deregulation, the Company added a new line of business, National
Energy Trading and Marketing. Avista Energy and Avista Advantage conduct the National Energy Trading and Marketing
businesses. As of December 31, 1997, the Company had an equity investment of approximately $206.7 million in Avista
Corp., of which approximately $58.3 million was invested in Avista Energy. Wholesale trading and marketing in the
Western Systems Coordinating Council (WSCC) are still being done in the Generation and Resources line of business.
(See Generation and Resources for additional information.) National Energy Trading and Marketing efforts focus on a
national basis, which includes conducting business in the WSCC.

Avista Energy focuses on energy commodity trading, energy marketing and other related businesses on a national basis.
Avista Energy’s business is affected by several factors, including:

the demand for and availability of energy throughout the United States,

an increasing number of power brokers and marketers,

lower unit margins on new sales contracts,

fewer long-term power contracts being entered into, resulting in a heavier reliance on short-term power contracts
which have lower margins than long-term contracts,

e marginal fuel prices, and

o  deregulation of the electric utility industry.

Avista Energy was originally incorporated in February 1996 as WWP Resource Services, Inc. In February 1997, WWP
Resource Services, Inc.’s name was changed to Avista Energy, Inc. Avista Energy was non-operating until July 1, 1997
when it began its electric and natural gas trading and marketing activities. In preparation for expansion in the Canadian
market, Avista Energy Canada, Ltd., a wholly owned subsidiary of Avista Energy, was formed on July 7, 1997, but
conducted no operations in 1997.

Avista Energy’s headquarters are in Spokane with offices in Portland, Oregon and Houston, Texas. As noted below, Avista
Energy has developed several alliances and partnerships to support its trading and marketing efforts. Avista Energy will
continue to explore and pursue additional alliance and investment opportunities in other areas of the country in order to
further expand its national energy trading and marketing business.

Avista Energy’s current business activities include marketing, scheduling and trading electricity and natural gas. Physical
and financial transactions are traded in the North America marketplace. In 1997, Avista Energy sold approximately 4.5
million MWh of electric energy and 66.8 million dekatherms of natural gas.

In 1997, the revenues and income from operations of the National Energy Trading and Marketing business segment were
derived primarily from trading operations (rather than marketing operations), in part due to the absence of a fully
deregulated marketplace. As Avista Energy’s marketing operations develop and more opportunities are presented by an
increasing number of states permitting customer choice, the company expects that a greater percentage of Avista Energy’s
revenues and income will be derived from marketing operations.

In 1996, WWP Resources, Inc. (now Avista Energy) and Mock Energy Services, California’s largest natural gas marketer,
formed Avista/Mock Energy, LLC, a limited liability company in which Avista Energy has a 50% ownership interest, to
provide integrated energy services to customers throughout the State of California. Under the terms of the agreement,
Avista/Mock Energy will market electricity and related services to industrial and large commercial customers throughout
California. The company will also offer energy-related products and services to its customers through Avista Advantage.
The direct access market in California is currently expected to open April 1, 1998.

In April 1997, Avista Energy contracted with Chelan County Public Utility District (Chelan PUD), located in Washington
State, to jointly market a significant portion of Chelan PUD’s hydroelectric resources to other utilities throughout the
Western United States. In addition, Avista Energy began assisting with the real-time scheduling of such output beginning in
August 1997. On October 20, 1997, a complaint for declaratory and injunctive relief was filed in Chelan County Superior
Court in order to determine whether the joint marketing and real-time scheduling efforts of Chelan PUD and Avista Energy
are within Chelan PUD’s lawful authority to undertake. The Plaintiff, a taxpayer and ratepayer of the District, requests
relief in the form of a judgment declaring the agreements unconstitutional and without force. Briefs by the Plaintiff are due
March 17, 1998 and the hearing on the matter is scheduled for March 26, 1998. Avista Energy is presently unable to assess
the likelihood of an adverse outcome or estimate an amount or range of potential loss in the event of an adverse outcome.

In June 1997, Avista Energy formed an alliance with Energy West Incorporated, a diversified energy and retail propane
company in Montana, to develop and implement a direct access, retail power marketing business in Montana. The direct
access market in Montana is currently expected to open July 1, 1998,

Effective August 1, 1997, Avista Energy and Howard Energy Marketing, Inc., formed Howard/Avista Energy, LLC
(Howard/Avista), a limited liability company in which Avista Energy has a 50% ownership interest. Howard/Avista
markets natural gas to commercial and industrial end-users, utilities, producers and other marketing companies.
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Howard/Avista also provides related services including fuel management, storage, transportation and risk management,
Howard/Avista operates primarily in the upper Midwest and Northeast United States, with offices in Michigan, New York,
Illinois, Wisconsin, Pennsylvania, Texas and Oklahoma. Avista Energy’s initial equity investment in Howard/Avista was
$25 million. The investment in Howard/Avista is accounted for using the equity method of accounting. During its five
month existence in 1997, Howard/Avista sold approximately 351 million dekatherms of natural gas, averaging 2.3 million
dekatherms per day. See Note 4 of Notes to Financial Statements for additional information.

Avista Advantage provides a variety of energy-related products and services to commercial and industrial customers on a
national basis. Its primary product lines include consolidated billing and resource accounting,

Refer to Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations: Results of

Operations: National Energy Trading and Marketing Operations and Notes 1, 3 and 4 of Notes to Financial Statements for
additional information.

12



THE WASHINGTON WATER POWER COMPANY

Non-Energy Business

Avista Corp. is also the parent company to the Company’s non-energy subsidiaries. The Non-energy business is conducted
primarily by Pentzer, which is the parent company to the majority of the Company’s non-energy businesses. As of
December 31, 1997, the Company had an equity investment of approximately $206.7 million in Avista Corp., of which
approximately $138.0 million was invested in Pentzer and $10.4 million was invested in the remaining non-energy
subsidiaries, the largest of which is Washington Irrigation and Development Company (WIDCo), which maintains a small
investment portfolio.

As of December 31, 1997, Avista Corp. had approximately $484.5 million in total assets, or about 20% of the Company's
consolidated assets. Avista Corp's portfolio of non-energy investments includes companies involved in investments, fuel
cell research and development, fiber optic technology and real estate. Pentzer's portfolio of investments includes
companies involved in consumer product promotion, specialty tool manufacturing, metal fabrication, financial services and
electronic technology.

Pentzer's current investment profile focuses on manufacturers and distributors of industrial and consumer products as well
as service businesses. The Company seeks businesses with above average records of earnings growth in industries that are
not cyclical or dependent upon high levels of research and development. Emphasis is placed on leading companies with
strong market franchises, dominant or proprietary product lines or other significant competitive advantages. Pentzer is
particularly interested in companies serving niche markets. Total equity investment in any one company is generally
limited to $15 million, and control of the acquired company's board of directors is generally required.

Pentzer's business strategy is to acquire controlling interest in a broad range of middle-market companies, to help these
companies grow through internal development and strategic acquisitions, and to sell the portfolio investments either to the
public or to strategic buyers when it becomes most advantageous in meeting Pentzer's return on invested capital objectives.
Pentzer's goal is to produce financial returns for the Company's shareholders that, over the long-term, should be higher than
that of the utility operations. From time to time, a significant portion of Pentzer's earnings contributions may be the result
of transactional gains. Transactional gains arise from a one-time event or a specific transaction, such as the sale of an
investment or individual company from Pentzer’s portfolio of investments. Non-transactional earnings arise out of the
ongoing operations of the individual portfolio companies. Accordingly, although the income stream is expected to be
positive, it may be uneven from year to year.

Refer to Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations: Results of
Operations: Non-Energy Operations and Notes 1 and 18 of Notes to Financial Statements for additional information.

13



THE WASHINGTON WATER POWER COMPANY

Industry Restructuring and Legislative Issues

Federal Level

Industry restructuring to remove certain barriers to competition in the electric utility industry was initially promoted by
federal legislation. The Energy Policy Act of 1992 (Energy Act) confers expanded authority upon the FERC to issue
orders requiring electric utilities to transmit power and energy to or for wholesale purchasers and sellers, and to require
electric utilities to enlarge or construct additional transmission capacity for the purpose of providing these services.

As previously reported, the FERC issued its final rule in Order No. 888 in April 1996. That order requires public utilities
operating under the Federal Power Act to provide access to their transmission systems to third parties pursuant to the terms
and conditions of the FERC’s pro-forma open access transmission tariff. Utilities were required to file an open access
tariff, allowing only limited variations to the pro-forma tariff to reflect regional operating practices, Utilities were also
required to take transmission service under this same tariff. The Company filed its open access tariff with the FERC in July
1996 and subsequently began providing transmission service under the tariff. The FERC issued its initial order accepting
the non-rate terms and conditions of the Company’s tariff in November 1996.

In the FERC’s Order No. 889, the companion rule to Order No. 888, the FERC required public utilities to establish a
system, OASIS, to provide transmission customers with information about available transmission capacity, prices and other
information, by electronic means. This enables customers to obtain transmission service in a non-discriminatory fashion.
The final rule required each public utility subject to the rule to functionally separate its transmission and wholesale power
merchant functions, and prescribed standards of conduct under which it is assured that a utility’s wholesale power merchant
function obtains information about its transmission system in the same manner competitors do. The Company filed its
“Procedures for Implementing Standards of Conduct under FERC Order No. 889 with the FERC in December 1996 and
adopted these Procedures effective January 3, 1997. FERC Orders No. 888 and No. 889 have not had a significant material
effect on the operating results of the Company.

In response to FERC Orders No. 888 and 889, the Company and various Northwest utilities began investigating the
feasibility of transferring certain operation responsibilities associated with a regional transmission grid to an independent
grid operator. In November 1997, the Company withdrew from the effort to establish an independent grid operator in the
Northwest because the costs were greater than the perceived benefits. The Company is exploring other regional
transmission alternatives intended to help facilitate a competitive electric power market, including the development of an
independent grid scheduling entity which might provide quantifiable efficiencies in administering access to the Northwest
transmission system in a non-discriminatory fashion.

The North American Electric Reliability Council and the WSCC have undertaken initiatives to establish a series of security
coordinators to oversee the reliable operation of the regional transmission system. In connection therewith, the Company,
in cooperation with other utilities in the Pacific Northwest, is working to establish the Pacific Northwest Security
Coordinator (PNSC) which will oversee daily and short-term operations of the northwest sub-regional transmission grid
and have limited authority to direct certain actions of control area operators in the case of a pending transmission system
emergency. The PNSC is expected to be operational by June 1998.

State Level

Further competition may be introduced by state action. Competition for retail customers is not generally allowed in the
Company’s service territory. While the Energy Act precludes the FERC from mandating retail wheeling, state regulators
and legislators could open service territories to full competition at the retail level. Legislative action at the state level
would be required for full retail wheeling to occur in Washington and Idaho. However, the Company believes that
competition will ultimately be introduced into the retail electric business.

During 1997, the Idaho Legislature initiated an analysis of impacts on Idaho citizens of restructuring electrical services.
The Idaho Legislature enacted legislation requiring the IPUC to compile utilities’ costs separately by generation,
transmission and distribution. The Company submitted its unbundling cost study on December 18, 1997, The IPUC will
audit all investor owned utilities’ cost of service studies, including results of operations, methodology and allocations. This
process will, most likely, generate hearings and presentation of witnesses.

Bills introduced in the Washington State Legislature to move toward retail competition in the electric business failed during
1997. The proposed legislation would have allowed customer choice beginning July 1, 1999 with unbundling beginning
September 1, 1998. Bills introduced in the 1998 Washington Legislative session include proposed legislation to require
cost uilbundling, development and disclosure of consumer protection policies, and studies of deregulation and system
reliability.

The WUTC has initiated a collaborative effort, which includes stakeholders, to examine unbundling and related issues.
Unbundling would require utilities to compile costs separately by generation, transmission and distribution. September
1998 is the preliminary date for unbundling cost filings with scope and methodology to be determined in the meantime.

Due to their experiences following telephone deregulation, regulators are sensitive to potential customer service and
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reliability issues resulting from electric industry restructuring. The WUTC has launched a staff investigation to examine
potential rulemaking in areas of reporting, vegetation management, pole inspection and maintenance, undergrounding and
system reliability benchmarks.

The Company has developed a model as an alternative to customer choice for small customers. The Portfolio Access
Model (PA Model) was developed as a transition to full direct access. Under the PA Model, large-use customers would
receive direct access; small-use customers would be provided a menu of services priced at market rates such as monthly
and annual pricing, as well as optional “green rates” for renewable power. The PA Model has served as a regional
proposal under discussion by legislative committees and work groups in Washington, Idaho and Oregon. The PA Model
will continue to be examined in 1998 with legislation expected to be introduced in 1999. More Options for Power Services
II (MOPS II) is the Company’s PA Model regulatory pilot. (See Experimental Programs below for additional information.)

Notice of Inquiry (NOI) The WUTC intends to reexamine the eight guiding principles developed in December 1995 as
part of its Electric Industry Restructuring Inquiry. The principles state that future WUTC regulatory oversight will balance
such issues as reliability, pricing responsive to customers needs and selected public policy concerns.

In August 1995, the WUTC initiated an NOI entitled, “Examining Regulation of Local Distribution Companies in the Face
~ of Change in the Natural Gas Industry.” The outcome of the NOI process was a set of conclusions by the WUTC that gas

DSM should be evaluated utility by utility, the Gas Integrated Resource Plan process should continue, and the PGA
Mechanism and natural gas procurements incentive should be evaluated in a separate NOI entitled “Purchased Gas
Adjustment Mechanisms”.

Experimental Programs

To assess impacts of competition and customer choice, the Company implemented the following experimental programs:
Direct Access and Delivery Service Tariff (DADS), More Options for Power Services I (MOPS 1) tariff and More Options
for Power Services II (MOPS II) tariff. The Company has received regulatory approval to defer all costs incurred from
implementing the MOPS I and MOPS 11 pilot programs. In each case, the Company loses some margin (approximately
$0.4 million in total for 1997) which is not material to the Company’s consolidated financial condition or results of
operations.

Direct Access and Delivery Service Tariff (DADS) To proactively respond to the potential regulatory change of customer
choice in the electric business, the Company filed the DADS tariff to better understand how customer choice could affect
and benefit its large industrial customers. In May 1996, the Company filed with the WUTC and the IPUC an experimental
DADS tariff to allow eligible customers to choose their supplier to serve up to one-third of their electric load. The eligible
customers are 30 of the Company’s largest customers in Washington and Idaho. This trial tariff is effective through August
31, 1998. As of January 1, 1998, 13 of the eligible customers were taking service under the tariff representing 50% of the
eligible load. Five different alternative suppliers are selling energy to those customers mostly with one-year terms at a
fixed price for the capacity and energy. The tariff will not affect the rates for other customer classes during or after the
experimental period. The Company does not recover any of the lost margin on the commodity which the Company is no
longer supplying.

More Options for Power Services I (MOPS I} A MOPS I experimental tariff was filed in February 1997 with the WUTC
and IPUC to help the Company assess the. potential benefits of direct access for its electric residential and commercial
customers and to collect information that will assist in the transition to customer choice for those classes of customers. The
pilot allows only the customers in the towns of Odessa and Harrington to participate. This trial tariff is effective through
June 30, 1999. Since its implementation date of July 1, 1997, 244 of the 980 eligible customers have elected Grant County
PUD as their supplier. This represents a bill savings of approximately 6% - 10% to customers. Originally, six power
marketers signed up to participate; all but Grant County PUD withdrew upon California’s announcement of full direct
access by January 1, 1998. The Company has agreed to absorb 50% of the lost margin on the commodity which the
Company is no longer supplying.

More Options for Power Services II (MOPS II) While MOPS I allowed customers to purchase from alternative energy
suppliers, MOPS II will provide access to the Company’s portfolio of traditional service, monthly market, annual market
and renewable resource pricing. (See PA Model above for additional information.) Approximately 7,800 customers in the
towns of Deer Park, Washington and Hayden, Idaho would be able to elect alternative energy service from the Company by
mid-1998. The Company received approval on this program on December 31, 1997 and January 27, 1998 from the WUTC
and IPUC, respectively. This trial tariff is effective through mid-2000. The Company has agreed to absorb 33% of the lost
margin on the commodity which the Company is no longer supplying.
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Environmental Issues

The Company is subject to environmental regulation by federal, state and local authorities. The generation, transmission,
distribution, service and storage facilities in which the Company has an ownership interest have been designed to comply
with all environmental laws presently applicable. Furthermore, the Company conducts periodic reviews of all its facilities
and operations to anticipate emerging environmental issues. The Company’s Board of Directors has an Environmental
Committee to deal specifically with these issues.

Air_Quality,. The Company continues to assess both the potential and actual impact of the 1990 Clean Air Act
Amendments (CAAA) on the thermal generating plants in which it maintains an ownership interest. Centralia, which is
operated by PacifiCorp, is classified as a "Phase II" coal-fired plant under the CAAA and, as such, will be required to
reduce sulfur dioxide (SO2) emissions. Centralia is also impacted by “visibility impairment” issues related to Mt. Rainier
National Park in southwestern Washington, which requires additional reductions in emissions. A RACT (Reasonably
Available Control Technology) order was issued by SWAPCA (Southwest Washington Air Pollution Control Agency)
which requires a reduction in SO2 emissions of approximately 90% by the year 2000. The standards in the RACT order
were established by a collaborative decision-making group consisting of representatives from federal and state agencies
and the plant owners. The Company is currently evaluating its options with regard to Centralia, which include selling the
Company’s interest in the plant, importing cleaner coal from other sources, employing various scrubbing technologies or
closing the plant down. The most likely option is installing additional scrubbers. The Company’s estimated share of this
option will be incurred over several years and is currently estimated to be $35 million of capital costs. These estimates of
future obligations are included in the projected Company Capital Requirements in Item 7. Management's Discussion and
Analysis of Financial Condition and Results of Operations: Liquidity. The Company anticipates making a final decision
with respect to these options in 1998.

Colstrip, which is also a "Phase II" coal-fired plant and is operated by Montana Power, is not expected to be required to
implement any additional SO2 mitigation in the foreseeable future in order to continue operations. Reduction in nitrogen
oxides (NOX) will be required at both Centralia and Colstrip prior to the year 2000. The anticipated share of costs for
NOX compliance are not expected to have a major economic impact on the Company.

The Company's other thermal projects also are subject to various CAAA standards. Every five years each project requires
an updated operating permit (known as a Title V permit) which addresses, among other things, the compliance of the plant
with the CAAA. The permit for the Spokane CTs was received in 1995. The permit for the Company's Kettle Falls plant
was issued in 1996. The operating permit application for the Rathdrum CTs in northern Idaho received approval and was
issued in 1997.

Refer to Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations: Future Outlook
and Note 17 to Financial Statements for additional information.
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Item 2. Properties

Energy Delivery

Electric Distribution and Transmission Plant

The Company operates approximately 12,200 miles of primary and secondary distribution lines in its electric system in
addition to a transmission system of approximately 550 miles of 230 kV line and 1,550 miles of 115 kV line. The
Company also owns a 10% interest in 495 miles of a 500 kV line between Colstrip, Montana and Townsend, Montana, and
a 15% interest in three miles of a 500 kV line from Centralia, Washington to the nearest Bonneville Power Administration
(Bonneville) interconnection.

The 230 kV lines are used to transmit power from the Company’s Noxon Rapids and Cabinet Gorge hydroelectric
generating stations to major load centers in the Company’s service area as well as to transfer power between points of
interconnection with adjoining electric transmission systems. These lines interconnect with Bonneville at five locations
and at one location each with PacifiCorp, Montana Power and Idaho Power Company. The Bonneville interconnections
serve as points of delivery for power from the Colstrip and Centralia generating stations as well as for the interchange of
power with entities outside the Pacific Northwest. The interconnection with PacifiCorp is used to integrate Mid-Columbia
hydroelectric generating facilities to the Company’s loads as well as for the interchange of power with entities within the
Pacific Northwest.

The 115 kV lines provide for transmission of energy as well as providing for the integration of the Spokane River
hydroelectric and Kettle Falls wood-waste generating stations with service area load centers. These lines interconnect with
Bonneville at nine locations, Grant County Public Utility District (PUD), Seattle City Light and Tacoma City Light at two
locations and one interconnection each with Chelan County PUD, PacifiCorp and Montana Power.

Natural Gas Plant

The Company has natural gas distribution mains of approximately 3,650 miles in Washington and Idaho and 1,690 miles in
Oregon and California, as of December 31, 1997.

The Company, NWP and Puget Sound Energy each own a one-third undivided interest in the Storage Project, which has a
total peak day deliverability of 5.7 million therms, with a total working natural gas inventory of 155.2 million therms.
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Generation and Resources

The Company's electric generation properties, located in the States of Washington, Idaho and Montana, include the
following:

Generating Plant

Nameplate Present Year of
No. of Rating Capability FERC License
Units (MW)(1) (MW)(2) Expiration
Hydroelectric Generating Stations (River)
Washington:
Long Lake (Spokane) 4 70.0 72.8 2007
Little Falls (Spokane) 4 32.0 36.0 N/A
Nine Mile (Spokane) 4 26.4 29.0 2007
Upper Falls (Spokane) 1 10.0 10.2 2007
Monroe Street (Spokane) 1 14.8 14.8 2007
Meyers Falls (Colville) 2 1.2 13 2023
Idaho:
Cabinet Gorge (Clark Fork) 4 2219 236.0 2001 (3)
Post Falls (Spokane) 6 14.8 18.0 2007
Montana:
Noxon Rapids (Clark Fork) 5 466.7 554.0 2001 (3)
Total Hydroelectric 857.8 972.1
Thermal Generating Stations
Washington:
Centralia (4) 2 199.5 201.0
Kettle Falls 1 50.7 48.0
Northeast (Spokane) CT (5) 2 61.2 69.0
Idaho:
Rathdrum CT (5) 2 166.5 176.0
Montana:
Colstrip (Units 3 and 4) (4) 2 2334 222.0
Total Thermal 711.3 716.0
Total Generation Properties 1,569.1 1,688.1

N/A Not applicable.

(1) Nameplate Rating, also referred to as "installed capacity", is the manufacturer's assigned power rating under
specified conditions.

(2) Capability is the maximum generation of the plant without exceeding approved limits of temperature, stress and
environmental conditions.

(3) The formal relicensing process began in September 1995 for Cabinet Gorge and Noxon Rapids. (See Generation
and Resources - Hydroelectric Relicensing for additional information.)

(4) Jointly owned; data above refers to Company's respective 15% interests.

(5) Used primarily for peaking needs.

Item 3. Legal Proceedings

In December 1996, the Company filed a Complaint for declaratory relief and money damages against Underwriters at
Lloyds of London (Lloyds) in Spokane County Superior Court. The purpose of this action is to seek a declaration of the
insurance policies issued to the Company by Lloyds with respect to any liabilities of the Company for environmental
damage associated with the oil spill at the Central Steam Plant and other environmental remediation efforts. The policies at
issue were in effect during the period between 1926 and 1979; thereafter, the Company maintained its policies with another
underwriter, Aegis. The Company’s Complaint seeks money damages in excess of $16 million. Refer to Note 17 of Notes
to Financial Statements for additional information.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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PART II
Item 5. Market for Registrant's Common Equity and Related Stockholder Matters

Outstanding shares of Common Stock are listed on the New York and Pacific Stock Exchanges. As of February 28, 1998,
there were approximately 29,360 registered shareholders of the Company's no par value Common Stock.

See Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations: Future Outlook for
additional information about common stock dividends.

Refer to Notes 1 and 16 of Notes to Financial Statements for additional information. For high and low stock price
information, refer to Note 20 of Notes to Financial Statements.
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Item 6. Selected Financial Data

Operating Revenues:
Energy Delivery and
Generation and Resources * ...................
National Energy Trading and Marketing....
NOB-ENEIZY coviviiviiriiiiiriii e
TOtal...ovvieeerreener e

Operating Income/(Loss):
Energy Delivery and

Generation and Resources * ...................
National Energy Trading and Marketing....
NON-ENEIZY .cvvevvirriiiiiiiiinnnrissies e
TOtalovveverree e

Net Income/(Loss):
Energy Delivery and

Generation and Resources * ...................
National Energy Trading and Marketing....
NO-CNEIEY veoverririivriiriie st
TOtal ..ot

Preferred Stock Dividend Requirements. .......
Income Available for Common Stock ............

Outstanding Common Stock (000s):
Weighted Average.......ccoovinniinininiinin
Year-End.......ooooovvivencnennncniniincin
Book Value per Share...........ooviiviiinn

Earnings per Share:
Energy Delivery and
Generation and Resources ............cocoovnn
National Energy Trading and Marketing....
NON-ENEIZY .oivveviriiriiisiiri e
Total, Basic and Diluted ...........ccccoeevenenne
Dividends Paid per Common Share............

Total Assets at Year-End:
Energy Delivery and

Generation and Resources ........c.oevvvenn.
National Energy Trading and Marketing....
NOT-ENEIZY.ovviieiiiiinis it
Totali i

Long-term Debt at Year-End...........coccninnin

Preferred Stock Subject to Mandatory
Redemption at Year-End ...........cccovvnvnenine

Company-Obligated Mandatorily
Redeemable Preferred Trust Securities........

Ratio of Earnings to Fixed Charges................
Ratio of Earnings to Fixed Charges and
Preferred Dividend Requirements ................

* Energy Delivery and Generation and Resources figures contain some minor consolidating intersegment eliminations.

Years Ended December 31,

1997

—

996

1995

1994

1993

(Thousands of Dollars except Per Share Data and Ratios)

$ 890,516 $798,994 $661,216
247,646 116 -
164,010 145,847 93,793
302,172 944,957 755,000
178,289 173,658 176,344
2,191 (1,801) -
8.984 15,064 13,496
189,464 186,921 189,840
100,777 (1) 62,404 72,310
2,488 (1,161) -
11,532 22.210 14,811
114,797 83,453 87,121
5,392 7,978 9,123
109,405 (1) 75,475 77,998
55,960 55,960 55,173
55,960 55,960 55,948
$13.36 $12.70 $12.82
171 (1) 0.97 1.14
0.04 (0.02) .
0.21 0.40 0.27
1.96 (1) 1.35 141
1.24 1.24 1.24
1,926,739 1,921,429 1,869,180
214,630 899 .
270,416 254,970 229,722
2,411,785 2,177,298 2,008,902
762,185 764,526 738,287
45,000 65,000 85,000
110,000 - .
3.49 2.97 3.22
3.12 2.50 2.61

$608,067 $601,722
62,698 38,877
670,765 640,599
149,051 153,108
6,407 7.742
155458 T60.850
63,567 69,510
13,630 13.266
77197 82776
8,656 8335
68,541 74441
53,538 51,616
54421 52,758
$12.45 $12.02
1.03 1.19
0.25 0.25

128 144

124 124
1,817,815 1,701,652
176,438 136,186
1994253 1837838
721,146 647,229
85,000 85,000
3.24 3.45
2,59 2.77

(1) Includes the $41.4 million after-tax effect of the income tax recovery (see Note 9 of Notes to Financial Statements for

additional information).
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The Washington Water Power Company (Company) operates as a regional utility providing electric and natural gas
sales and services and as a national entity providing both energy and non-energy products and services. The utility
portion of the Company consists of two lines of business which are subject to state and federal price regulation -- (1)
Energy Delivery and (2) Generation and Resources. The national businesses are conducted under Avista Corp.,
which is the parent company to the Company’s subsidiaries.

The Energy Delivery line of business includes transmission and distribution services for retail electric operations, all
natural gas operations, and other energy products and services. Costs associated with electric energy commodities,
such as purchased power expense, as well as the revenues attributable to the recovery of such costs from retail
customers, have been eliminated from the Energy Delivery line of business and are reflected in the results of the
Generation and Resources line of business. The results of all natural gas operations are included in the Energy
Delivery line of business because natural gas trackers allow natural gas costs to pass through within this line of
business without the commodity prices having a material income effect. Usage by retail customers varies from year
to year primarily as a result of weather conditions, customer growth and the economy in the Company’s service
area. Other factors which may influence long-term energy usage include conservation efforts, appliance efficiency
and other technology.

The Generation and Resources line of business includes the generation and production of electric energy, and short-
and long-term electric and natural gas sales trading and wholesale marketing primarily to other utilities and power
brokers in the Western Systems Coordinating Council (WSCC). Energy trading includes short-term sales and
purchases, such as next hour, next day and monthly blocks of energy. Wholesale marketing includes sales and
purchases under long-term contracts with one-year and longer terms. Generation and Resources manages the
Company’s electric energy resource portfolio, which is used to serve Energy Delivery’s retail electric customers and
Generation and Resources’ wholesale electric customers. In managing the electric energy resource portfolio,
Generation and Resources seeks to optimize the availability and operations of generation resources. Revenues and
the cost of electric power purchases vary from year to year depending on the electric wholesale power market,
which is affected by several factors, including the availability of water for hydroelectric generation, the availability
of base load plants in the region, marginal fuel prices and the demand for power in other areas of the country. Other
factors affecting the wholesale power market include an increasing number of power brokers and marketers, lower
unit margins on new sales contracts than were realized in the past, fewer long-term power contracts being entered
into, resulting in a heavier reliance on short-term power contracts, typically with lower margins, deregulation of the
electric utility industry and competition from low cost generation being developed by independent power producers.

Avista Corp. owns the Company’s National Energy Trading and Marketing and Non-energy businesses. As a result
of reorganizing the Company to proactively respond to deregulation, the Company added a new line of business -
National Energy Trading and Marketing. The National Energy Trading and Marketing businesses are conducted by
Avista Energy and Avista Advantage. Avista Energy focuses on commodity trading, energy marketing and other
related businesses on a national basis, which includes conducting business within the WSCC. Avista Energy’s
business is affected by several factors, including the demand for and availability of power throughout the United
States, an increasing number of power brokers and marketers, lower unit margins on new sales contracts, fewer
long-term power contracts being entered into, resulting in a heavier reliance on short-term power contracts with
lower margins, marginal fuel prices and deregulation of the electric utility industry. Avista Advantage provides a
variety of energy-related products and services to commercial and industrial customers on a national basis. Its
primary product lines include consolidated billing and resource accounting.

The Non-energy business is conducted primarily by Pentzer Corporation (Pentzer), which is the parent company to
the majority of the Company’s Non-energy businesses. Pentzer’s business strategy is such that its earnings result
from both transactional and non-transactional earnings. Transactional gains arise from a one-time event or a
specific transaction, such as the sale of an investment or individual company from Pentzer’s portfolio of
investments. Non-transactional earnings arise out of the ongoing operations of the individual portfolio companies. -

RESULTS OF OPERATIONS

Overall Operations

Overall earnings per share for 1997 were $1.96, compared to $1.35 in 1996 and $1.41 in 1995. The 1997 results
include the receipt of $41.4 million, after-tax, in an income tax recovery from the Internal Revenue Service, which
was partially offset by environmental reserves and non-recurring adjustments (see below and Note 9 of Notes to
Financial Statements for additional information about the income tax recovery). The 1996 results reflect $11.1
million in after-tax operating expenses related to storm damage on the electric distribution system and the expensing
of $10.3 million in after-tax non-operating costs related to the terminated proposed merger between the Company
and Sierra Pacific Resources (see Note 19 of Notes to Financial Statements for additional information about the
merger termination). The 1996 results also reflect improved utility earnings, primarily from Generation and
Resources’ wholesale electric activities, and transactional gains totaling $15.1 million recorded by Pentzer primarily
as a result of the sale of property by one of its subsidiary companies and the sale of stock in Itron, Inc. (Itron). The
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1995 results include improved earnings from Generation and Resources’ wholesale electric operations and $6.1
million in transactional gains from Pentzer, primarily due to the sale of Itron stock.

Net income available for common stock increased $33.9 million, or 45%, in 1997 after decreasing $2.5 million in
1996. Utility (Energy Delivery and Generation and Resources) income available for common stock increased $41.0
million, or 75%, in 1997 after decreasing $8.8 million, or 14%, in 1996. Utility income contributed $1.71 to
earnings per share in 1997, compared to $0.97 in 1996 and $1.14 in 1995. The income tax recovery resulted in an
increase of $0.74 in earnings per share for 1997, which was offset by $0.25 per share in environmental reserves and
other miscellaneous non-recurring adjustments. The ice storm (see below) and merger-related expenses resulted in
decreases of $0.20 and $0.18, respectively, in earnings per share for 1996. National Energy Trading and Marketing
income available for common stock increased $3.6 million in 1997 and realized a loss of $1.2 million in 1996,
contributing $0.04 to earnings per share in 1997 compared to a loss of $0.02 in 1996. These companies did not
exist in 1995, Non-energy operating income available for common stock decreased $10.7 million, or 48%, in 1997
and increased $7.4 million, or 50%, in 1996 and contributed $0.21 to earnings per share in 1997, compared to $0.40
in 1996 and $0.27 in 1995. The 1996 non-energy results reflect $0.27 per share from transactional gains.

Income from Energy Delivery operations increased $24.3 million, or 27%, in 1997 over 1996 and decreased $18.8
million, or 17%, in 1996 from 1995, with both changes primarily due to the $17.1 million in pre-tax expenses in
1996 associated with storm damage on the electric distribution system. Income from Generation and Resources
operations decreased $19.6 million, or 23%, in 1997 from 1996 and increased $16.1 million, or 24%, in 1996 over
1995. The decrease in 1997 was primarily the result of expiration of older sales contracts with higher margins,
lower unit margins on new sales contracts, lower hydroelectric generation and higher transmission expenses. The
increase in 1996 was primarily due to increased wholesale electric revenues, resulting from both new power
contracts and improved streamflow conditions.

On November 19, 1996, the eastern Washington and northern Idaho region experienced an ice storm that resulted in
damage to the Company’s electric transmission and distribution system. The Company’s service area was affected
by continuing snow and rain, which hampered the Company’s efforts to restore electric service to some customers
until December 1, 1996. Initially, over one-third, or 100,000, of the Company’s retail electric customers were
without electric service. Repairing the damage to the Company’s system cost approximately $21.8 million, of
which $17.1 million (pre-tax) was attributable to operations and maintenance expenses, including labor and
materials, for the repair of damaged lines, transformers and other equipment. The remainder of the cost represents
capital expenditures to replace poles and other equipment damaged beyond repair.

Interest expense increased $3.0 million in 1997, as compared to 1996, and $4.2 million in 1996, as compared to
1995, with both increases primarily due to higher levels of outstanding debt during the year. In 1997 and 1996, $70
million and $20 million, respectively, in preferred stock was redeemed, which increased short-term borrowings. In
addition, a total of $110 million in Preferred Trust Securities were issued in January and June 1997, distributions on
which are included in interest expense. (See Note 15 of Notes to Financial Statements and Liquidity and Capital
Resources for additional information.) During 1997, 1996 and 1995, $51.5 million, $38.0 million and $45.0
million, respectively, of long-term debt matured or was redeemed, while $20.0 million and $78.0 million in long-
term debt was issued in 1997 and 1995, respectively. At December 31, 1997, long-term debt outstanding was $2.3
million lower than at December 31, 1996. Long-term debt outstanding at December 31, 1996 was $26.2 million
higher than at the end of 1995 due to increased borrowings from banks.

In June 1997, the Company received $81 million from the Internal Revenue Service (IRS) to settle an income tax
claim relating to its investment in the terminated nuclear project 3 of the Washington Public Power Supply System
(WNP3). The $81 million recovery included $34 million in income taxes the Company overpaid in prior years plus
$47 million in accrued interest, which in total contributed $41.4 million, or $0.74 per share, to net income. (See
Note 9 of Notes to Financial Statements for additional information about the income tax recovery.)

Income taxes increased $11.6 million, or 23%, in 1997 over 1996 primarily due to the taxes on the interest income
received as a part of the income tax recovery, partially offset by an $11.4 million income tax benefit associated with
the income tax recovery and adjustments related to revised estimates on certain tax issues. Income taxes decreased
$2.9 million in 1996 from 1995 primarily due to the effects of the expenses associated with the storm damage on the
Company’s electric distribution system and the merger-related expenses written off during the year, partially offset
by increased income from operations.

Preferred stock dividend requirements decreased $2.6 million in 1997 over 1996 due to the redemption of $20
million in Preferred Stock, Series I in June 1997 and the redemption of the entire $50 million Flexible Auction
Preferred Stock, Series J in August 1997. These securities were redeemed with a portion of the proceeds of the
Preferred Trust Securities which were issued in January and June 1997, However, as described above, distributions
on the Preferred Trust Securities are accounted for in interest expense, not preferred dividends. Preferred stock
dividend requirements decreased $1.1 million, or 13%, in 1996 from 1995 due to the redemption of $20 million of
Preferred Stock, Series I in June 1996.
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Energy Delivery
1997 compared to 1996

Energy Delivery’s income from operations increased $24.3 million, or 27%, in 1997 over 1996 primarily due to
$17.1 million in pre-tax expenses associated with the storm damage on the Company’s electric distribution system
in 1996. Energy Delivery’s operating revenues increased $0.1 million, while expenses decreased $24.2 million
during 1997 as compared to 1996.

Total electric retail revenues increased $5.6 million in 1997 as compared to 1996, primarily as a result of increased
transmission revenues, partially offset by decreased revenues from retail electric customers. Transmission revenues
increased $7.6 million in 1997 over 1996 due to increased wholesale electric sales. Electric retail revenues
decreased $3.4 million, primarily due to decreased industrial sales as a result of the DADS tariff and other
adjustments, partially offset by a 1.6% growth in retail customers during 1997. Total natural gas revenues
decreased $5.5 million in 1997 from 1996, primarily due to decreased therm sales as a result of weather 5% warmer
than normal in 1997 as compared to 9% colder than normal in 1996, and decreased natural gas prices, partially
offset by an increase in non-retail sales and 5.7% customer growth.

Operating and maintenance expenses decreased $21.4 million in 1997 from 1996 primarily due to the $17.1 million
in expenses recorded in 1996 related to the storm damage on the Company’s electric distribution system. Natural
gas purchased expense decreased $2.7 million in 1997 from 1996 primarily due to lower therm sales as a result of
warmer weather.

1996 compared to 1995

Energy Delivery’s income from operations decreased $18.8 million, or 17%, in 1996 from 1995. The decrease was
due to increased operating costs associated with the storm damage on the Company’s distribution system, partially
offset by increased revenues due to colder weather than in 1995. Energy Delivery’s operating revenues and
expenses increased $5.8 million and $24.6 million, respectively, during 1996 as compared to 1995.

Electric revenues increased $8.7 million in 1996 as compared to 1995. Electric residential and commercial revenues
increased by a combined $8.1 million, primarily as a result of weather 9% colder than normal in 1996, as compared
to 7% warmer than normal in 1995, and a 2.4% growth in these two classes of customers during 1996, Transmission
revenues increased $3.6 million in 1996 over 1995 due to increased wholesale electric sales. Total natural gas
revenues decreased $2.9 million in 1996 from 1995. Natural gas therm sales to residential and commercial
customers increased 13% during 1996, primarily as a result of 6% customer growth in those sectors, due in large
part to population growth and new construction, and as a result of colder than normal weather. However, in spite of
the increased sales volumes, residential and commercial revenues decreased slightly due to decreases in natural gas
prices. Purchased gas cost adjustments effective in Washington, Idaho and Oregon during December 1995
decreased the rates paid by customers in 1996 by 13.58%, 16.68% and 5.82%, respectively.

Operating and maintenance expenses increased $12.6 million in 1996 over 1995 primarily due to the $17.1 million
in expenses related to the storm damage on the Company’s electric distribution system, partially offset by a $5.8
million decrease in the cost of natural gas purchased.

Administrative and general expenses increased by $8.4 million in 1996, compared to 1995, primarily due to accruals

related to postretirement and pension benefits, a write-off of regulatory deferrals of pension expenses, development
of a financial information system, and increases in labor and benefits costs.

Generation and Resources

1997 compared to 1996

Generation and Resources’ income from operations decreased $19.6 million, or 23%, in 1997 from 1996. The
decrease was due to an $11.8 million decrease from the expiration of older sales contracts with higher margins,
lower unit margins on new sales contracts and higher transmission expenses due to increased sales. Generation and
Resources’ operating revenues and expenses increased $92.6 million and $112.2 million, respectively, during 1997
as compared to 1996. Results from this business segment include activities for the first seven months of 1997 that
as of August 1997 are being conducted by Avista Energy.

Generation and Resources’ revenues increased 22% in 1997 over 1996, primarily due to increased short-term sales.
During 1997 there was a significant shift in product mix between short- and long-term sales. Revenues from short-
term sales, typically with smaller margins, increased $99.8 million, while long-term revenues, typically with higher
margins, decreased $0.4 million in 1997 as compared to 1996. Total sales volumes during 1997 increased 47% over
19%6. Short-term sales volumes in 1997 increased 5.4 million mwhs, or 82%, while long-term sales decreased 0.2
million mwhs. ‘
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Increased short-term sales resulted in a $119.4 million, or 63%, increase in electric purchased power expense in
1997 over 1996, which accounts for the majority of the increase in Generation and Resources’ operating expenses.
Fuel costs decreased $6.1 million in 1997 compared to 1996 as a result of economic dispatch of the thermal
generating plants.

1996 compared to 1995

Generation and Resources’ income from operations increased $16.1 million, or 24%, in 1996 over 1995. The
increase was primarily the result of increased wholesale sales. Generation and Resources’ operating revenues and
expenses increased $132.0 million and $115.9 million, respectively, during 1996 as compared to 1995.

Generation and Resources’ revenues increased 46% in 1996 over 1995, primarily due to new power contracts for
firm wholesale electric service and increased spot market sales as a result of improved streamflow conditions which
led to increased availability of hydroelectric generation in the region. Long-term revenues increased $54.9 million
in 1996 over 1995, while revenues from short-term sales increased $66.4 million during the same period.
Streamflows were 145% of normal for 1996. Wholesale kWh sales were nearly three times greater in 1996 than
1995, which offset a 26% decline in average prices.

Commitments under new firm wholesale contracts and increased spot market sales resulted in a $92.4 million, or
95%, increase in electric purchased power expense in 1996 over 1995, which accounts for the majority of the
increase in Generation and Resources’ operating expenses. Fuel costs increased $8.3 million in 1996 compared to
1995 as a result of higher generation at thermal plants during the year due to increased wholesale sales during 1996.

Other operating and maintenance expenses increased $11.2 million in 1996 over 1995 primarily due to increased
transmission expenses associated with increased wholesale sales, increased Idaho Power Cost Adjustment (PCA)
expenses, resulting from improved streamflow conditions, the costs of excess fuel purchased for thermal generation,
which was subsequently sold so there is a revenue offset, and higher labor costs associated with increased wholesale
sales.

Administrative and general expenses increased by $3.1 million in 1996, compared to 1995, primarily due to accruals
related to postretirement and pension benefits, a write-off of regulatory deferrals of pension expenses, development
of a financial information system, increased FERC fees due to higher levels of generation and increases in labor and
benefits costs.

National Energy Trading and Marketing

National Energy Trading and Marketing includes the results of Avista Energy, the national energy marketing
subsidiary, and Avista Advantage, the energy services subsidiary. Although both companies began incurring start-
up costs during 1996, Avista Energy only became operational in July 1997 and began trading operations in August
1997. Avista Energy maintains a trading portfolio so it marks its portfolio to fair market value on a daily basis
(mark-to-market accounting), which may cause earnings variability in the future.

1997 compared to 1996

National Energy Trading and Marketing’s income from operations increased $4.0 million in 1997 over 1996. This
increase was primarily due to Avista Energy becoming operational, partially offset by continued start-up costs at
both companies and, for the energy services business, expected customers and revenue streams that did not
materialize and a longer than anticipated sales cycle. National Energy Trading and Marketing’s operating revenues
and expenses increased $247.5 million and $243.5 million, respectively, during 1997 as compared to 1996.

In 1997, the revenues and income from operations were derived primarily from Avista Energy’s trading operations,
rather than marketing operations, in part due to the absence of a fully deregulated marketplace. As Avista Energy’s
marketing operations develop, and more opportunities are presented by an increasing number of states permitting
customer choice, the company expects that a greater percentage of Avista Energy’s revenues and income will be
derived from marketing operations.

1996 compared to 1995
National Energy Trading and Marketing’s income from operations was a loss of $1.8 million in 1996. Its operating

revenues and expenses were $0.1 million and $1.9 million, respectively, during 1996. Expenses incurred during
1996 were primarily start-up costs. The companies did not exist in 1995,
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Non-Energy
1997 compared to 1996

Non-energy operating revenues and expenses increased $18.2 million and $24.2 million, respectively, in 1997 as
compared to 1996 primarily as a result of acquisitions. Operating income decreased $6.1 million in 1997 from 1996
primarily as a result of lower earnings contributions from Pentzer portfolio companies. Non-energy net income for
1997 was $11.5 million, which represents a $10.7 million, or 48%, decrease from 1996.  The decrease in 1997
earnings primarily resulted from transactional gains recorded by Pentzer in 1997 totaling $7.3 million, primarily
from the sale of Itron stock and the sale of a portfolio company, compared to transactional gains during 1996
totaling $15.1 million, net of taxes and other adjustments, as a result of the sale of property by one of its subsidiary
companies and the sale of stock in Itron.

1996 compared to 1995

Non-energy operating revenues and expenses increased $52.1 million and $50.5 million, respectively, in 1996 as
compared to 1995 primarily as a result of acquisitions. Operating income increased $1.6 million primarily due to
increased earnings contributions from Pentzer portfolio companies. Non-energy net income for 1996 was $22.2
million, which represents a $7.4 million, or 50%, increase over 1995 earnings. The increase in 1996 earnings
primarily resulted from transactional gains totaling $10.8 million, net of taxes and other adjustments, recorded by
Pentzer as a result of the sale of property by one of its subsidiary companies. Transactional gains in 1996 also
included $4.7 million from the sale of stock in Itron, a decrease of $1.3 million from the amount recorded in 1995
from the sale of Itron stock.
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Liquidity and Capital Resources

Overall Operations

Operating Activities Cash from operating activities less cash dividends paid provided 100% of energy operations
capital expenditures in 1997 and 1996 as compared to 83% in 1995. Net cash provided by operating activities in
1997 increased over 1996 due in large part to the $31.3 million increase in net income primarily from the income tax
recovery. Cash from the income tax recovery was used to fund new business investment, including growth
opportunities in national energy markets, and reduced the need for issuance of long-term debt during 1997. In
addition, changes in various working capital components caused cashflows to increase by $6.0 million over 1996.
When the effects of non-cash items, such as the increased provision for deferred income taxes from the income tax
recovery and adjustments for depreciation and the FAS 109 regulatory asset are removed from net income, there is an
additional increase in cash provided by operating activities. Power and natural gas cost deferrals had a negative effect
on cashflows for 1997 as a result of PCA rebates in effect in 1997 as compared to surcharges in effect during 1996,
increased natural gas prices during the first part of 1997 and reduced prices paid by natural gas customers during
1997. Deferred revenues and other-net 1997 cashflows decreased due to a contract buyout by Generation and
Resources and price risk management activities at Avista Energy.

Investing Activities Net cash used in investing activities increased in 1997 over 1996 primarily due to the Company’s
investment in subsidiaries, and Pentzer’s and Avista Energy’s subsequent investments in, and acquisitions of, other
companies. Utility operations capital expenditures, excluding Allowance for Funds Used During Construction
(AFUDC) and Allowance for Funds Used to Conserve Energy (AFUCE, a carrying charge similar to AFUDC for
conservation-related capital expenditures), were $256 million for the 1995-1997 period.

Financing Activities Net cash used in financing activities totaled $66.2 million in 1997 compared to $71.2 million in
1996. Bank borrowings increased $23.5 million and long-term debt increased $20.0 million during 1997. In January
and June 1997, $110 million of preferred trust securities were issued. (See Note 15 of Notes to Financial Statements
for additional information.) Proceeds of the issuances were used for the maturity and redemption of $70.0 million of
preferred stock and $51.5 million of long-term debt and to fund a portion of the Company’s capital expenditures.
During the 1995-1997 period, $224.5 million of long-term debt and preferred stock matured, was mandatorily
redeemed or was optionally redeemed and refinanced at a lower cost.

Energy Delivery and Generation and Resources Operations

The Company funds capital expenditures with a combination of internally-generated cash and external financing. The
level of cash generated internally and the amount that is available for capital expenditures fluctuates annually. Cash
provided by operating activities remains the Company's primary source of funds for operating needs, dividends and
capital expenditures.

Capital expenditures are financed on an interim basis with notes payable (due within one year). The Company has
$120 million in committed lines of credit. In addition, the Company may currently borrow up to $60 million through
other borrowing arrangements with banks. As of December 31, 1997, $48.5 million was outstanding under the
committed lines of credit and $60.0 million was outstanding under other short-term borrowing arrangements,

From time to time the Company enters into sale/leaseback arrangements for various long-term assets which provide
additional sources of funds. See Note 13 to Financial Statements for additional information.

The Company is restricted under various agreements as to the additional securities it can issue. Under the most
restrictive test of the Company's Mortgage, an additional $584 million of First Mortgage Bonds could be issued as of
December 31, 1997. As of December 31, 1997, under its Restated Articles of Incorporation, approximately $1.0
billion of additional preferred stock could be issued at an assumed dividend rate of 7.14%.

During the 1998-2000 period, utility capital expenditures are expected to be $276 million, and $135 million will be
required for long-term debt maturities and preferred stock sinking fund requirements. During this three-year period,
the Company estimates that internally-generated funds will provide approximately 80% of the funds needed for its
capital expenditure program. External financing will be required to fund a portion of capital expenditures, maturing
long-term debt and preferred stock sinking fund requirements. These estimates of capital expenditures are subject to
continuing review and adjustment. Actual capital expenditures may vary from these estimates due to factors such as
changes in business conditions, construction schedules and environmental requirements.

See Notes 2, 11, 12, 13, 14, 15 and 16 of Notes to Financial Statements for additional details related to financing
activities.
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National Energy Trading and Marketing Operations

During 1997, the Company invested $50 million in the common equity of Avista Corp. Avista Corp. utilized the
majority of the proceeds from this investment to increase its total investment in the common equity of Avista Energy
to $50 million. Avista Energy funds its ongoing operations with a combination of internally-generated cash and
external financing. The Company expects continued significant growth in Avista Energy’s national energy trading
and marketing business activities. This rapid growth will require increased capital investment, as well as an increased
need for credit and financial support.

Avista Energy and its subsidiary, Avista Energy Canada, Ltd., as co-borrowers, entered into a one-year credit
agreement effective December 30, 1997, with a commercial bank. The facility expires November 30, 1998 and is
guaranteed by Avista Corp. The agreement is uncommitted with a demand feature exercisable by the bank at the
-bank’s sole discretion. At year-end there were no cash advances (demand notes payable) and letters of credit
outstanding under the facility totaled $2.75 million. See Note 12 of Notes to Financial Statements for additional
information.

At December 31, 1997, the National Energy Trading and Marketing operations had $11.4 million in cash and cash
equivalents and $2.0 million in long-term debt outstanding.

The 1998-2000 National Energy Trading and Marketing capital expenditures are expected to be $2.4 million.

Non-Energy Operations

Capital expenditures for the non-energy operations were $12.8 million for the 1995-1997 period. During this period,
$31.7 million of debt was repaid and capital expenditures were partially financed by the $36.6 million in proceeds
from new long-term debt.

The non-energy operations have $80 million in short-term borrowing arrangements ($18.6 million outstanding as of
December 31, 1997) to fund corporate requirements on an interim basis. At December 31, 1997, the non-energy
operations had $39.9 million in cash and marketable securities with $45.9 million in long-term debt outstanding.

The 1998-2000 non-energy capital expenditures are expected to be $8.8 million, and $34.0 million in debt maturities

will also occur. During the next three years, internally-generated cash and other debt obligations are expected to
provide the majority of the funds for the non-energy capital expenditure requirements.

Total Company Cash Requirements

(Millions of Dollars)
Actual Projected
1995 1996 1997 1998 1999 2000
Utility operations:
Energy Delivery capital expenditures (1) $61 $8 $75 $67 $67 $65
Generation and Resources capital expenditures (1) 19 9 12 23 26 28
Debt and preferred stock maturities (2) 37 _63 121 20 _48 55
Total Utility 117 152 208 110 141 148
Avista Corp. operations:
Capital expenditures 5 2 12 4 3 4
Investments - 4 59 16 25 25
Debt maturities _8 _10 _12 12 iy _10
Total Avista Corp. A3 16 83 32 39 39
Total Company $130  $168  $291 $142 $180 $187

(1) Capital expenditures exclude AFUDC and AFUCE.
(2) Excludes notes payable (due within one year).

The Company's total common equity increased $38.1 million to $748.8 million at the end of 1997, The 1997 increase
was primarily due to the $41.4 million after-tax effect of the income tax recovery (see Note 9 of Notes to Financial
Statements for additional information). The Company's consolidated capital structure at December 31, 1997, was
46% debt, 9% preferred securities (including the Preferred Trust Securities) and 45% common equity as compared to
48% debt, 7% preferred securities and 45% common equity at year-end 1996.
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Future Outlook

Competition and Business Risk

The electric and natural gas businesses continue to undergo transformation and have become increasingly competitive
as a result of economic, regulatory and technological changes. The Company believes that it is well positioned to
meet future challenges due to its low production costs, close proximity to major transmission lines and natural gas
pipelines, active participation in the wholesale electric market and its commitment to customer satisfaction, customer
choice, cost reduction and continuous improvement of work processes. In addition, the Company evaluates business
opportunities that will allow it to expand its economies of scale and diversify its risk posed by weather and economic
conditions.

The Company continues to compete for new retail electric customers with various rural electric cooperatives and
public utility districts in and adjacent to its service territories. Challenges facing the retail electric business include
evolving technologies which provide alternate energy supplies, the cost of the energy supplied, the potential for retail
wheeling, self-generation and fuel switching by commercial and industrial customers, increasingly stringent
environmental laws and the potential for stranded or nonrecoverable utility assets,. When electric utility companies
are required to provide retail wheeling service, which is the transmission of electric power from another supplier to a
customer located within such utility's service area, the Company believes it will be in a position to benefit since it is
committed to remaining one of the country's lowest-cost providers of electric energy. Consequently, the Company
believes it faces minimal risk for stranded generation, transmission or distribution assets due to its low cost structure.

Natural gas remains priced competitively compared to other alternative fuel sources for residential, commercial and
industrial customers and is projected to remain so into the future due to abundant supplies and competition.
Challenges facing the Company's retail natural gas business include the potential for customers to by-pass the
Company's natural gas system. To reduce the potential for such by-pass, the Company prices its natural gas services,
including transportation contracts, competitively and has varying degrees of flexibility to price its transportation and
delivery rates by means of special contracts. The Company has also signed long-term transportation contracts with
two of its largest industrial customers which reduces the risks of these customers by-passing the Company's system in
the foreseeable future.

In 1996, the FERC issued Order No. 888 which requires public utilities operating under the Federal Power Act to
provide access to their transmission systems to third parties. The Company filed its Open Access tariff with the
FERC in July 1996, and subsequently began providing transmission service under the tariff. In the FERC’s Order No.
889, the companion rule to Order No. 888, the FERC requires public utilities to establish an Open Access Same-time
Information System (OASIS) to provide transmission customers with information about transmission capacity, prices
and other information, by electronic means. These FERC orders have not had a material effect on the Company’s
operating results and are not expected to in the future.

Generation and Resources and Avista Energy continue to compete in the wholesale electric market with other utilities,
federal marketing agencies and power marketers. It is expected that competition to sell capacity will remain vigorous,
and that prices will remain depressed for at least the next several years, due to increased competition and surplus
capacity in the western United States. Competition related to the sale of capacity and energy is influenced by many
factors, including the availability of capacity in the western United States, the availability and prices of natural gas
and oil, spot energy prices and transmission access. Business challenges affecting the Generation and Resources and
National Energy Trading and Marketing lines of business include an increasing number of power brokers and
marketers, competition from low-cost generation being developed by independent power producers and declining
margins due to a greater reliance on short-term sales, typically with lower margins than long-term sales. Other
challenges facing theses line of business include evolving technologies which provide alternate energy supplies and
deregulation of electric and natural gas markets.

Resource planning for both the electric and natural gas businesses has been integrated so that the Company's
customers are provided the most efficient and cost-effective products possible for all their energy requirements. The
Company's need for new future electric resources to serve retail loads is expected to remain very minimal. The
switching of electric heating customers to natural gas requires increased efforts on the Company's part in negotiating
and securing competitively priced natural gas supplies for the future.

The Company’s energy-related businesses are exposed to risks relating to changes in certain commodity prices and
counterparty performance. In order to manage the various risks relating to these exposures, the Company utilizes
electric, natural gas and related commodity derivatives, and has established risk management oversight for these risks
for each area of the Company’s energy-related business. The Company has implemented or is in the process of
implementing procedures to manage such risk and has established a comprehensive risk management committee,
separate from the units that create such risk exposure and overseen by the Audit Committee of the Company’s Board
of Directors, to monitor compliance with the Company’s risk management policies and procedures.
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Economic and Load Growth

The Company expects economic growth to continue in its eastern Washington and northern Idaho service area. The
Company, along with others in the service area, is continuing its efforts to facilitate expansion of existing businesses
and attract new businesses to the Inland Northwest. Agriculture, mining and lumber were the primary industries for
many years, but health care, education, electronic and other manufacturing, tourism and the service sectors have
become increasingly important industries that operate in the Company's service area. The Company also anticipates
strong economic growth to continue in its Oregon service area.

The Company anticipates residential and commercial electric load growth to average approximately 2.1% annually
for the next five years primarily due to increases in both population and the number of businesses in its service
territory. The number of electric customers is expected to increase and the average annual usage by residential
customers is expected to remain steady on a weather-adjusted basis. A Public Utility Regulatory Policies Act of 1978
(PURPA) contract with the Company’s largest customer expires in 2002. The customer is expected to self-generate at
that time, which will reduce the load to this customer by the amount the Company has been purchasing and then
reselling to them. Although it will have no material impact on loads, it will reduce the Company’s costs since the
PURPA contract is at above-market prices. The resulting impact on the Company’s total load for retail customers is
zero load growth because the loss of this customer is expected to approximately equal the load growth from all other
retail customers. Overall, the load growth, adjusted for this situation, remains at 2.0% annually.

The Company anticipates natural gas load growth, including transportation volumes, in its Washington and Idaho
service area fo average approximately 2.9% annually for the next five years. The Oregon and South Lake Tahoe,
California service areas are anticipated to realize 2.1% growth annually during that same period.

The forward-looking projections set forth above regarding retail sales growth are based, in part, upon publicly
available population and demographic studies conducted independently. The Company’s expectations regarding
retail sales growth are also based upon various assumptions including, without limitation, assumptions relating to
weather and economic and competitive conditions and an assumption that the Company will incur no material loss of
retail customers due to self-generation or retail wheeling. Changes in the underlying assumptions can cause actual
experience to vary significantly from forward-looking projections.

Environmental Issues

Since December 1991, a number of species of fish in the Northwest, including the Snake River sockeye salmon and
chinook salmon, the Kootenai River white sturgeon and the bull trout have either been added to the endangered
species list under the Federal Endangered Species Act (ESA), listed as "threatened" under the ESA or been petitioned
for listing under the ESA. Thus far, measures which have been adopted and implemented to save both the Snake
River sockeye salmon and chinook salmon have not directly impacted generation levels at any of the Company's
hydroelectric dams. The Company does, however, purchase power from four projects on the Columbia River that are
being directly impacted by these ongoing mitigation measures. The reduction in generation at these projects is
relatively minor, resulting in minimal economic impact on the Company at this time. Future actions to save these,
and other as yet unidentified fish or wildlife species, could further impact the Company's operations or the operations
of some of its major customers or suppliers. It is currently not possible to predict the likely economic costs to the
Company resulting from these actions.

The Company is currently in the process of relicensing the Cabinet Gorge and Noxon Rapids hydroelectric projects
on the Clark Fork River in northern Idaho and western Montana. The restoration of native salmonic fish, in particular
bull trout, is a principal focus for the members of the collaborative hydroelectric relicensing project. Bull trout are
native to this area and a “threatened” listing for bull trout may occur in 1998 under the ESA. The Company is
working closely with the U.S. Fish and Wildlife Service, Native American tribes and the states of Idaho and Montana
to institute coordinated recovery measures on the lower Clark Fork River. It is currently not possible to predict the
likely economic costs to the Company resulting from bull trout recovery.

Relicensing studies in 1997 indicated very high levels of atmospheric gas supersaturation below Cabinet Gorge Dam
during periods of heavy spill. Future studies are expected to identify what, if any, effects there are to aqueous
resources and whether abatement measures will be required at Cabinet Gorge.

See Note 17 of Notes to Financial Statements for additional information.
Year 2000

The Company has and will continue to review, test and make modifications to its computer systems and applications
to ensure that its generation, transmission and distribution facilities, as well as its corporate functions, will provide
uninterrupted service and that year 2000 transactions can be processed. This review process includes its information
systems, the control and embedded systems of the Company’s utility plant, as well as the status of major vendors.
The Company will review and, if necessary, test the compliance plans of the operators of utility plants in which the
Company has an ownership interest but does not have operating control. The Company has identified the major
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vendors with which it has major alliances or is dependent upon for products or services and is in the process of
contacting such vendors to ascertain what plans they have to correct any problems they may face with year 2000
compliance. The Company is also involved in discussions with other electric service providers in the Western
Systems Coordinating Council to evaluate potential risks associated with this issue resulting from interconnected
electric and informational systems.

At this time, it is the Company’s assessment that all identified modifications to systems within the Company’s
operating control will be made within the required time frames. Preliminary estimates of the incremental costs to be
incurred in the 1997-1999 period are approximately $4-6 million. Maintenance and modification costs will be
expensed as incurred, while the costs of new software, approximately $1.4 million of the total estimate, will be
capitalized and amortized over the software’s useful life. The Company can make no assurances regarding the year
2000 compliance status of systems or parties outside of the Company’s direct control and the Company cannot assess
the effect on the Company of non-compliance by systems or parties outside of the Company’s direct control.

Other

The Board of Directors considers the level of dividends on the Company’s common stock on a continuing basis,
taking into account numerous factors including, without limitation, the Company’s results of operations and financial
condition, as well as general economic and competitive conditions. The Company’s net income available for
dividends is derived from its retail electric and natural gas utility operations, its non-energy operations (primarily
Pentzer) and its National Energy Trading and Marketing operations.

Safe Harbor for Forward-Looking Statements

The Company is including the following cautionary statement in this Form 10-K to make applicable and to take
advantage of the safe harbor provisions of the Private Securities Litigation Reform Act of 1995 for any forward-
looking statements made by, or on behalf of, the Company. Forward-looking statements include statements
concerning plans, objectives, goals, strategies, future events or performance, and underlying assumptions (many of
which are based, in turn, upon further assumptions) and other statements which are other than statements of historical
facts. From time to time, the Company may publish or otherwise make available forward-looking statements of this
nature. All such subsequent forward-looking statements, whether written or oral and whether made by or on behalf of
the Company, are also expressly qualified by these cautionary statements.

Forward-looking statements involve risks and uncertainties which could cause actual results or outcomes to differ
materially from those expressed. The Company’s expectations, beliefs and projections are expressed in good faith
and are believed by the Company to have a reasonable basis, including without limitation management’s examination
of historical operating trends, data contained in the Company’s records and other data available from third parties, but
there can be no assurance that the Company’s expectations, beliefs or projections will be achieved or accomplished.
Furthermore, any forward-looking statement speaks only as of the date on which such statement is made, and the
Company undertakes no obligation to update any forward-looking statement or statements to reflect events or
circumstances that occur after the date on which such statement is made or to reflect the occurrence of unanticipated
events. New factors emerge from time to time, and it is not possible for management to predict all of such factors,
nor can it assess the impact of each such factor on the Company’s business or the extent to which any such factor, or
combination of factors, may cause actual results to differ materially from those contained in any forward-looking
statement.

Energy Delivery and Generation and Resources Operations —

In addition to other factors and matters discussed elsewhere herein, some important factors that could cause actual
results or outcomes for the Company and its Energy Delivery and Generation and Resources operations to differ
materially from those discussed in forward-looking statements include prevailing legislative developments,
governmental policies and regulatory actions with respect to allowed rates of return, financings, or industry and rate
structures, weather conditions, wholesale and retail competition (including but not limited to electric retail wheeling
and transmission cost), availability of economic supplies of natural gas, present or prospective natural gas distribution
or transmission competition (including but not limited to prices of alternative fuels and system deliverability costs),
recovery of purchased power and purchased gas costs, present or prospective generation, operations and construction
of plant facilities, and acquisition and disposal of assets or facilities.

National Energy Trading and Marketing Operations —

In addition to other factors and matters discussed elsewhere herein, some important factors that could cause actual
results or outcomes for the National Energy Trading and Marketing operations to differ materially from those
discussed in forward-looking statements include further industry restructuring evolving from federal and/or state
legislation, regulatory actions by state utility commissions, demand for and availability of energy throughout the
country, wholesale competition, availability of economic supplies of natural gas, margins on purchased power, and
the formation of additional alliances or entities.
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Non-Energy Operations —

Certain important factors which could cause actual results or outcomes for the Company’s non-energy operations to
differ materially from those discussed in forward-looking statements include competition from other companies, the
ability to obtain new customers and retain old ones, reliability of customer orders, business acquisitions, disposal of
assets, the ability to obtain funds from operations, debt or equity, research and development findings and the
availability of economic expansion or development opportunities.

Factors Common to All Operations —

The business and profitability of the Company are also influenced by economic risks, changes in and compliance with
environmental and safety laws and policies, weather conditions, population growth rates and demographic patterns,
market demand for energy from plants or facilities, changes in tax rates or policies, unanticipated project delays or
changes in project costs, unanticipated changes in operating expenses or capital expenditures, labor negotiation or
disputes, changes in credit ratings or capital market conditions, inflation rates, inability of the various counterparties
to meet their obligations with respect to the Company’s financial instruments, changes in accounting principles and/or
the application of such principles to the Company, changes in technology and legal proceedings.

Item 8. Financial Statements and Supplementary Data

The Independent Auditor's Report and Financial Statements begin on the next page.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.
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INDEPENDENT AUDITORS' REPORT

The Washington Water Power Company
Spokane, Washington

We have audited the accompanying consolidated balance sheets and statements of capitalization of The Washington
Water Power Company and subsidiaries (the Company) as of December 31, 1997 and 1996, and the related
consolidated statements of income and retained earnings, cash flows, and the schedules of information by business
segments for each of the three years in the period ended December 31, 1997. These financial statements and
schedules are the responsibility of the Company's management. Our responsibility is to express an opinion on these
financial statements and schedules based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements and schedules are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements and schedules. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement and
schedule presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements and schedules present fairly, in all material respects, the
financial position of the Company and its subsidiaries at December 31, 1997 and 1996, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 1997, in conformity
with generally accepted accounting principles. In addition, the schedules referred to above present fairly, in all
material respects, the segment information of the Company and its subsidiaries in accordance with generally
accepted accounting principles.

Deloitte & Touche LLP

Seattle, Washington
January 30, 1998
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CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS

The Washington Water Power Company

»r the Years Ended December 31
wousands of Dollars

_ 1997 1996 1995
OPERATING REVENUES.......coco it rrieriiie ettt es et enssensstsassees $1,302,172 $944,957 $755,009
OPERATING EXPENSES:
RESOUICE COSES..cuviviiuiiiiiiieniire ettt ettt s 719,905 378,664 272,462
Operations and MAINtENANCE. ... ......ovruirrriririrererieeireir i 176,354 181,298 115,657
Administrative and general..........c.ccccoiiiiiiiii e 96,611 76,972 62,486
Depreciation and amOortiZation..........c.covvevreeerrieieicisieene s e 69,893 72,097 67,572
Taxes other than INCOME tAXES.........ccvvviiriirie et sse s eresaenes 49,945 49,005 46,992
Total operating eXpenses............coovvviciinniis i e 1,112,708 758,036 565,169
INCOME FROM OPERATIONS.. ......ocimiiiiectccr et 189,464 186,921 189,840
OTHER INCOME (EXPENSE):
INEIESt EXPEIISE. ..o eiciiiceiicii et (66,275) (63,255) (59,022)
Interest on INCOME tAX TECOVETY.....cvvviiniiieiiiiiiiiiiiticr e tene e 47,338 - Co-
Net gain on subsidiary transactions............ccccovrii 11,218 23,953 9,328
Merger-related EXPenses........coireiririeier s - (15,848) -
Other income (deductions)-Net..........cooociirirciiiieniciniece e (5,873) 1,191 (609)
Total other income (EXPENSE)NEL...........cocviviiiiciiiiii (13,592) (53,959) (50,303)
INCOME BEFORE INCOME TAXES.........covoiireiiee ittt aeveine 175,872 132,962 139,537
INCOME TAXES......cccooeviene et eb et bttt e e et es s e s 61,075 49,509 52,416
NET INCOME......cooveviieiieeireietiter st ere st ase st saasseseneates st ase e ase st sbebesesesscaeanesennananas 114,797 83,453 87,121
EDUCT-Preferred stock dividend requirements.............occcoeenvvieererercnnneas reeeree e 5,392 7,978 9,123
INCOME AVAILABLE FOR COMMON STOCK .......ccooiieiaiinreiioreeeenereneenee $ 109,405 $ 75,475 $ 77,998
Average common shares outstanding (thousands).............cocecevviirinnnnncnccciens 55,960 55,960 55,173
EARNINGS PER SHARE OF COMMON STOCK, BASIC AND DILUTED ............ $1.96 $1.3s5 $1.41
Dividends paid per COMMON SHATE. ........cirerieiiciiereee e $1.24 $1.24 $124
RETAINED EARNINGS, JANUARY L.t $ 131,301 $ 125,031 $ 114,848
NET INCOME ..ottt ettt et ettt be e er et et b bbb sennaeaias 114,797 83,453 87,121
DIVIDENDS DECLARED:
Preferred STOCK. ... oiiiiiiieiciee ettt e bbb (5,339) (8,213) 8,971)
COMIMON STOCK. ... evivviveterevt ettt eve bttt sa et b b s es e e er b rasee et baberesens (69,390) (69,390) (68,392)
ESOP dividend tax SAVINES. .....ccccvirrviiiiieriiiii et eiscss st 407 420 425
RETAINED EARNINGS, DECEMBER 31.....ccccccoiiiiiiriiie e $ 171,776 $131,301 $ 125,031

The Accompanying Notes are an Integral Part of These Statements.
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CONSOLIDATED BALANCE SHEETS
The Washington Water Power Company

At December 31
Thousands of Dollars

ASSETS:
CURRENT ASSETS:
Cash and cash eqUIVALENTS. ... ...cociriiiiieciie e s
Temporary cash investments............ T TP S TR
Accounts and notes receiVAbBIETIEL.........cccoviiriiiriii s
Energy commodity ASSELS.......ecorriririiiiiict i
Materials and supplies, fuel stock and natural gas stored...............coeiii e
Prepayments and Other...........coi i
TOtAl CUITENE BSSELS. ...cvviiiieeicereiete et et s b b s

UTILITY PROPERTY:

Less: Accumulated depreciation and amortiZation. ..o
INet ULHEY PLANE ..ot e e s

OTHER PROPERTY AND INVESTMENTS:
Investment in exchange POWer-Net..........occciiiii
Non-utility properties and investmentS-Net...........c.covveeiiniii i
L0 11115 (T S OO OO O O TS O PO PE ST PO TR PO TORR TP

DEFERRED CHARGES:
Regulatory assets for deferred INCOME taX...........ccoccviviriiniiiiii s
CONSEIVALION PIOTAITIS. c..v.vvveseeceesiierensesescteanrereseesaies et es bbb e bbb r bbbt
Unamortized debt EXPEISE. ........ccveeimiiiriiceiciee e a st
Prepaid POWET PUICRASES........o.cviiiiierisieerrinieneecees ettt
L0 1T<] 1 T OO OO T OO OO OO OO OO OO OO PO SO OOPOPO PR TSPPRRRO

LIABILITIES AND CAPITALIZATION:

CURRENT LIABILITIES:
ACCOUNLS PAYADIE. ...ttt et bbbt
Energy commodity Habilities.. .. ..o
Taxes and IErest ACCTUE. ... ..c.cveurrvreiriiiee ettt ed bt e b

NON-CURRENT LIABILITIES AND DEFERRED CREDITS:
Non-current Habilities.........c..oceeiiriinienicniiniiniiecciniinns SNSRI OPOPS
DEfEITed INCOME LAKES. .. ...iivve i iiericseeisiieteeere ettt ettt easeeteetb e st eateeseeabasseeeeetsassessesmaass s esteesaeaaseantesbenasearnesaean
Other deferred Oredis.......coviiiiiiiiriie st e et e b e e b et sb e ab et e r e basbasbe b et e s s e et s asearberrseesen

CAPITALIZATION (See Consolidated Statements of Capitalization)...........ccceeveverrcciniivnnniinecenes
COMMITMENTS AND CONTINGENCIES (Notes 10, 13 and 17)

The Accompanying Notes are an Integral Part of These Statements.
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1997 1996

$30,593 $8,211
22,641 19,709
176,882 148,742

76,449 -
42,148 31,729
28,130 19,998
376,843 228,389
2,031,026 1,951,604
37,446 38,696
2,068,472 1,990,300
635,349 592,424
1,433,123 1,397 876
69,013 75,312
208,149 149,747
20,065 22,670
297,227 247,729
176,682 164,753
53,338 57,703
23,978 23,148
18,134 30,935
32,460 26,765
304,592 303,304
$2,411,785 $2,177,298
$154,312 $95,268

70,135 -
35,705 37344
79,586 70,873
339,738 203 485
36,071 27,855
352,749 312,529
17,230 43,167
406,050 383,551
1,665,997 1,590,262
$2,411,785 $2,177,298




TONSOLIDATED STATEMENTS OF CAPITALIZATION

‘e Washington Water Power Company

At December 31
Thousands of Dollars

LONG-TERM DEBT:
First Mortgage Bonds:

T 1/8% due December 1, 2013 ... ittt ettt b e e e e

T 2/5% due December 1, 2016, . ... oot et

Secured Medium-Term Notes:
Series A - 5.95% to 8.06% due 2000 through 2023 .........ccocoiviiimiiiiienn e e
Series B -~ 6.20% to 8.25% due 1999 through 2010........oioiiioiiiie e
Total first MOrtgage BONAS.......cociiviririiiicrrr et e

Pollution Control Bonds:
696 SETIES AUE 2023 .....oiiieee oottt eete et e et st e et eer e eab e et e e s e ta e b s e ateeetse st eabe e R e et eebs e ebasteetbeanbasereenbeebes

Unsecured Medium-Term Notes:
Series A - 7.94% to 9.58% due 1998 through 2007 ..ot evisn s aee
Series B - 6.75% to 8.23% due 1999 through 2023.........ccoiiiiniiriicrerececne et
Total unsecured MEdIUM-tEIIN MOTES.......coiivi ettt ce ettt ee e e e b e e b e eae s s e enee s e anbeeas

COMPANY-OBLIGATED MANDATORILY REDEEMABLE
PREFERRED TRUST SECURITIES:
T T/8%, Series A, QUE 2037 ... ..ooveiieriiiieeie ettt ettt e b e e b e bbb e bbb e r e naetaenneses
Floating Rate, Series B, due 2037 .......cccoiiiiinicciiiiccin sttt s s
Total company-obligated mandatorily redeemable preferred trust securities............ocovvvvcciriinnnns

PREFERRED STOCK-CUMULATIVE:
10,000,000 shares authorized:
Subject to mandatory redemption:
$8.625 Series I; 100,000 and 300,000 shares outstanding ($100 stated value)............cccoeereveiiennnn.
$6.95 Series K; 350,000 shares outstanding ($100 stated value)..........ccoeveevevririivieiiievieecere e,
Total subject to mandatory redemption..........ccccoeieiiiiiiiiic e .

Not subject to mandatory redemption:

COMMON EQUITY:
Common stock, no par value; 200,000,000 shares authorized,

55,960,360 shares oUtStanding...........ccceoiireiiiiriicie e
Note receivable from employee stock oWnership plan..........cccceoriciiiiiiic s
Capital stock expense and other paid 1 capital...........c.ccoiciiiiiiii e
Unrealized INVESHMENT GAIANEL.......oocviiiiieicinie e ettt e s es ettt e vasessase e ebec e e nresaeseesenens
REtAINEd GAIMINES. ... coiieeiiiiisreeeieeeiete ettt ettt b et se st ek eb et ettt e ne b b ebe e bt escenes

Total COMIMON BGUILY.......c.riiie ittt bttt n e

TOTAL CAPITALIZATION. ..ottt ettt st st b e

The Accompanying Notes are an Integral Part of These Statements,
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1997 1996
$66,700 $66,700
17,000 17,000
211,500 227,000
150,000 . 141,000
445,200 451,700
4,100 4,100
52,500 72,500
115,000 120,000
167,500 192,500
108,500 85,000
36,885 31,226
762,185 764,526
50,000 .
60,000 -
110,000 ;
10,000 30,000
35,000 35,000
45,000 65,000
- 50,000

- 50,000
594,852 . 594,852
(9,750) (11,009)
(10,143) (10,112)
2,077 5,704
171,776 131,301
748,812 710,736
$1,665,997 $1,590,262




CONSOLIDATED STATEMENTS OF CASH FLOWS
Increase (Decrease) in Cash and Cash Equivalents
The Washington Water Power Company

For the Years Ended December 31

Thousands of Dollars
1997 1996 1995
OPERATING ACTIVITIES:
INEL ITICOIMIE. ...ttt e ettt ettt e ettt ettt e s et et er s et et et s et ere et anans $114,797 $ 83,453 $87,121
NON-CASH ITEMS INCLUDED IN NET INCOME:
Depreciation and amortization...........cooveirireeeeerieciticinc e ereseassees 69,893 72,097 67,572
Provision for deferred income tAXES...........oovvirinerienivinreieieeet e 37,122 12,505 (5,487)
Allowance for equity funds used during construction..........cccccovvvrnniiivcnenceenns (1,323) (1,072) (589)
Power and natural gas cost deferrals and amortizations............ccccovvvevvecrrinrnieen. (16,470) 666 16,156
Deferred revenues and other-net..............ccocceiiiimiciiiin s (17,758) 215) 9,600
(Increase) decrease in working capital components:
Receivables and prepaid eXpense...........cocooveeiiiiniini e (39,733) (26,333) (22,279)
Materials & supplies, fuel stock and natural gas stored..........c.cococoonnnniicen. (8,050) 7,741 (11,733)
Payables and other accrued Habilities. .. ....c..ccoovviriniiiiicnce e 55,163 21,618 21,532
OHBEL. .1ttt ettt ettt et 8,758 7,103 (29,661)
NET CASH PROVIDED BY OPERATING ACTIVITIES.......ccccccovvvececininenne 202,399 177,563 132,232
INVESTING ACTIVITIES:
Construction expenditures (excluding AFUDC-equity funds).........ccooeeivivinnnnn. (89,016) 91,279) (83,494)
Other capital TEQUITEMENLS. ..ot (11,696) (1,39%) 550
Decrease in other noncurrent balance sheet items-net.............ccooeveviinnvncncrinnnnn, 18,620 18,565 8,893
Assets acquired and investments in subsidiaries...........c.c.ocoiiiiniciin e (31,702) (29,225) (13,864)
NET CASH USED IN INVESTING ACTIVITIES.......cocoreininircerinreieeneieesenis (113,794) (103,338) (87,915)
FINANCING ACTIVITIES:
Increase (decrease) in short-term DOITOWINES. .....cccivvvrvinireriiiniineric e 23,500 55,500 (28,500)
Proceeds from issuance of preferred trust SECUIILIES........c.oviiiiriecerireeiceneene 110,000 - -
Proceeds from issuance of long-term debt............cccovviiiciiiniiiii e 20,000 - 78,000
Redemption and maturity of long-term debt...........cccccoooiiiiciii, (51,500) (38,000) (45,000)
Redemption of preferred Stock............oircvriirncriiiicii e (70,000) (20,000) -
Sale of COMMON STOCK. ......iiviiviiiitiiii ettt ‘ - 216 12,518
Cash dividends paid...........occevoriirmiiiniie s (75,329) (77,318) (65,499)
OFBEIMIEL. .. ... ctivise ettt ettt ettt etes e re skt otes s ebe e b e en et s bbb s bt naeber st an e (22,894) 8,424 4,150
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES........ccccoovnirrenn, (66,223) (71,178) (44,331)
NET INCREASE (DECREASE) IN CASH & CASH EQUIVALENTS.......c.coccovovnene 22,382 3,047 14)
CASH & CASH EQUIVALENTS AT BEGINNING OF PERIOD.......cccccocoieriinnene, 8,211 5,164 5,178
CASH & CASH EQUIVALENTS AT END OF PERIOD........cccoiovimiiinniiencnns $ 30,593 - §$8.211 $5,164
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid during the period:
S IBEEIESE oottt $ 63,608 $ 56,893 $ 53,415
THICOINIE TAKES....ovviiiii it ettt e ettt et b e ettt e e ettt er et enes 29,132 49,447 50,004
Noncash financing and investing activities:
Property purchased under capitalized 1ases. ..., 4,521 4,356 2,628
Fair value of assets acquired in acquisItions........coocooveinninrnionicieneinnnn e, - - 38,187
Liabilities assumed in connection with acquisitions....................... SPTRROU - - 28,695
Notes receivable in exchange for land............ccovviiininnininincc e - 29,913 5,837
Net unrealized holding gaing (L0SSES)........ceeireerieinrniie e (5,050) (13,680) 5,043 -
Dividend reinvestment plan reinvested dividends..........ccccocoveniiiinniiciinns - 216 11,516

The Accompanying Notes are an Integral Part of These Statements.
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SCHEDULE OF INFORMATION BY BUSINESS SEGMENTS
The Washington Water Power Company

:the Years Ended December 31
susands of Dollars

1997 1996 1995
OPERATING REVENUES:
ENErgy DEliVELY.....ooovereeiieieie e $380,532 $380,428 $374,604
Generation and ReSOUICES..........ooiiiiiiiiiiii et e 511,133 418,566 286,612
National Energy Trading and Marketing...........cccooviiiiiiniiiii 247,646 116 -
NOTBIEIEY ...ttt a s bbb s e bbb b e e 164,010 145,847 93,793
Intersegment eliminations.............cccorvvnevreennnn. s (1,149) - -
Total OPErating TEVENUES. ..........ccruiereimiunierit et snes $1,302,172 $944,957 $755,009
RESOURCE COSTS:
Energy Delivery:
Natural gas purchased for 165ale..........ovvivcriiiiicicc e $93,880 $96,585 $102,375
(01151 H TS P SO TSP PP OT R OTP PSSP (2,050) 1,151 1,055
Generation and Resources:
Power purchased........c..ocverinininii e 309,439 190,040 97,669
Fuel for @eneration.........covvirriciiininiinici e e 34,461 40,578 32,298
(117 S SO SO TP OO PSP OTTOROVROORPOURP 50,694 50,237 39,065
National Energy Trading and Marketing:
COSt OF SALES....eeicviiiiiie ettt eet ettt et et s 232,389 - -
OHHEL. ...ttt ettt et etess e ae e e s et e besh e bt et b e br bbb r e ba st e teer et s 2,173 73 -
Intersegment elIMINAtIONS. .........covvveeirrireeiiiercici bbb (1,081) - -
Total resource costs (excluding NOn-energy)........ccccoeiivivimrcniiiinininiinnienns $719,905 $378,664 $272,462
GROSS MARGINS:
ENEIEY DELIVELY.......cocvirevirievisiiereeseereeceniessceniete sttt e $288,702 $282,692 $271,174
Generation and RESOUITES...........covrerieioece et 116,539 137,711 117,580
National Energy Trading and Marketing.............ccococceiiiiniiiiiimc s, 13,084 43 -
Total gross margins (excluding NON-€nergy).......c.cc.ovceemirrimernimcneeccneiennean. $418,325 $420,446 $388,754
ADMINISTRATIVE AND GENERAL EXPENSES:
BREr@y DEIIVELT......ooieieiieie ettt ceaae et snscarecna $46,688 $47.664 $39,240
Generation and RESOUICES...........cciviiveiiiriieeiete e eeste et eeatatss et e e v saese s resseneans 16,312 15,339 12,198
National Energy Trading and Marketing. ... 10,442 1,844 -
NON-ENergy......cccovivvrveervenvirennnnes et eere e i e oot e e earbeeaanns et e 23,169 12,125 11,048
Total administrative and general EXpPenses. ......coco.ovvevreeriierininieeeneenereeeeenens $96,611 $76,972 $62,486
DEPRECIATION AND AMORTIZATION EXPENSES:
BRETEY DEIIVEIY......cooviviviiiieteiiiie ettt et eb bt seaneneas $32,483 $33,875 $31,764
Generation and RESOUICES........v.cviviiriiiieiir et eeteieie e sere e vt e sibeestra s sbesaereesbressaeerans 25,432 27,899 27,405
National Energy Trading and Marketing. ... 442 - -
NODEBIIEIEY ..ottt 11,536 10,323 8,403
Total depreciation and amortization EXPenses. .............cc.oevierereneeerernienn. $69,893 $72,097 $67,572
INCOME/(LOSS) FROM OPERATIONS (PRE-TAX):
ENEr@y DEIIVEIY.......coviiviieriiseieicte et rcs ettt e sbcneser et $113,745 $89,447 $108,212
Generation and RESOUICES............coveeeriiiiiieeee ettt ceieecnae et eresreen e 64,613 84,211 68,132
National Energy Trading and Marketing. ..........cccccooiioiiiininnncnneecnc e 2,191 (1,801) -
INOIABIIBIEY ..ottt ettt er e b e ettt e n et e et et eneneeeenes 8,984 15,064 13,496
Intersegment ElMINALIONS. ......oviivivivieieiiitiieee et reaiire e see et sbe e eebesesbessese e see e abans 69) _ - -
Total income from OPerations.........c.covvrerececiinieernieere e, e $189,464 $186,921 $189,840
INCOME AVAILABLE FOR COMMON STOCK:
Energy Delivery and Generation and RESOUICES. ..c....vcvovrieoiiininieeennnsseseiceni $95,385 $54,426 $63,187
National Energy Trading and Marketing........ bbbttt et 2,488 (1,161) -
NODAENEIEY.c.coviviieerereeieieece e et et te e e e arareertenaatetnaaes 11,532 22,210 14,811
Total income available for common stOCK...........c..cvvveivveviniiiiiie e, $109,405 $75,475 $77,998
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SCHEDULE OF INFORMATION BY BUSINESS SEGMENTS
The Washington Water Power Company

For the Years Ended December 31
Thousands of Dollars

ASSETS:

BNErEY DEIIVETY......vvivveeetecorerceiiieis ettt bbb
Generation and RESOUICES. .....c.cvvvveiirririeriaieiiis ettt e
Oher UHIIEY. .....coviiic ettt
National Energy Trading and Marketing...........ccoooviiiniinninnc
NOMAEIEIEY .. vovovreeeeseereereseneeeerse bbb b ab s s b b e s eb R bk e bR bbb ch e bbb

TOtAL ASSEES.....ceiiviieiiieireerreriassesieaae i ear s ettt s s s et asvre e st bbbttt

CAPITAL EXPENDITURES (excluding AFUDC/AFUCE):

ERErgY DELIVELY...covvvicriveririisiiiinisniisre et
Generation and RESOULCES. .........cvveveerereieriiimiriisiie it
National Energy Trading and Marketing............covvvirrnnniin
NODAEIIEIEY . v v vereseesrereseaeeeensssesechab s s s b bbb r bbb bbb

Total capital eXpenditiures. ..o

The Accompanying Notes are an Integral Part of These Statements.
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1996

1997 1995
$1,051,585 $1,014,451 $917,011
620,142 683,599 656,628
255,012 223,379 295,541
214,630 899 -
270,416 254,970 229,722
$2,411,785 $2,177,298 $2,098,902
$75,499 $80,095 $61,047
11,676 8,726 18,897
4,056 - -
7,951 2,339 4,934
$99,182 $91,160 $84,878




THE WASHINGTON WATER POWER COMPANY
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

The Washington Water Power Company (Company) was incorporated in the State of Washington in 1889, and
operates as a regional utility providing electric and natural gas sales and services and as a national entity providing
both energy and non-energy products and services. The utility portion of the Company consists of two lines of
business which are subject to state and federal price regulation -- (1) Energy Delivery and (2) Generation and
Resources. The national businesses are conducted under Avista Corp., which is the parent company to the
Company’s subsidiaries.

The Energy Delivery line of business includes transmission and distribution services for retail electric operations, all
natural gas operations, and other energy products and services. Usage by retail customers varies from year to year
primarily as a result of weather conditions, customer growth, the economy in the Company’s service area,
conservation efforts, appliance efficiency and other technology.

The Generation and Resources line of business includes the generation and production of electric energy, and short-
and long-term electric and natural gas sales trading and wholesale marketing primarily to other utilities and power
brokers in the western United States. Energy trading includes short-term sales and purchases, such as next hour,
next day and monthly blocks of energy. Wholesale marketing includes sales and purchases under long-term
contracts with one-year and longer terms. Generation and Resources manages the Company’s electric energy
resource portfolio, which is used to serve Energy Delivery’s retail electric customers and Generation and Resources’
wholesale electric customers. In managing the electric energy resource portfolio, Generation and Resources seeks
to optimize the availability and operations of generation resources. Revenues and the cost of electric power
purchases vary from year to year depending on the electric wholesale power market, which is affected by several
factors, including the availability of water for hydroelectric generation, the availability of base load plants in the
region, marginal fuel prices and the demand for power in other areas of the country. Other factors affecting the
wholesale power market include an increasing number of power brokers and marketers, lower unit margins on new
sales contracts than were realized in the past, fewer long-term power contracts being entered into, resulting in a
heavier reliance on short-term power contracts, typically with lower margins, deregulation of the electric utility
industry and competition from low cost generation being developed by independent power producers.

Avista Corp. owns the Company’s National Energy Trading and Marketing and Non-energy businesses. The
National Energy Trading and Marketing businesses are conducted by Avista Energy and Avista Advantage. Avista
Energy focuses on commodity trading, energy marketing and other related businesses on a national basis. Avista
Energy’s business is affected by several factors, including the demand for and availability of power throughout the
United States, an increasing number of power brokers and marketers, lower unit margins on new sales contracts,
fewer long-term power contracts being entered into, resulting in a heavier reliance on short-term power contracts
with lower margins, marginal fuel prices and deregulation of the electric utility industry. Avista Advantage
provides a variety of energy-related products and services to commercial and industrial customers on a national
basis. Its primary product lines include consolidated billing and resource accounting.

The Non-energy business is conducted primarily by Pentzer Corporation {Pentzer), which is the parent company to
the majority of the Company’s Non-energy businesses. Pentzer’s business strategy is such that its earnings result
from both transactional and non-transactional earnings. Transactional gains arise from a one-time event or a
specific transaction, such as the sale of an investment or individual company from Pentzer’s porifolio of
investments. Non-transactional earnings arise out of the ongoing operations of the individual portfolio companies.

Basis of Reporting

The financial statements are presented on a consolidated basis and, as such, include the assets, liabilities, revenues
and expenses of the Company and its wholly owned subsidiaries. All material intercompany transactions. have been
eliminated in the consolidation. The accompanying financial statements include the Company's proportionate share
of utility plant and related operations resulting from its interests in jointly owned plants (See Note 6). The financial
activity of each of the Company's lines of business is reported in the "Schedule of Information by Business
Segments." Such information is an integral part of these financial statements.

The preparation of the Company's consolidated financial statements in conformity with generally accepted
accounting principles necessarily requires management to make estimates and assumptions that directly affect the
reported amounts of assets, liabilities, revenues and expenses.

Allocation of Revenues and Expenses for Reporting Business Segments

A portion of the utility’s revenues and expenses have been allocated between the two business segments in order to
report results of operations by the individual lines of business -~ (1) Energy Delivery and (2) Generation and
Resources. The Energy Delivery business reports the results of the Company’s transmission and distribution
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THE WASHINGTON WATER POWER COMPANY

services for retail electric operations and all natural gas operations. Costs associated with electric energy
commodities, such as purchased power expense, as well as the revenues attributable to the recovery of such costs
from retail customers, have been eliminated from the Energy Delivery line of business and are reflected in the
results of the Generation and Resources line of business. The results of all natural gas operations are included in the
Energy Delivery line of business because natural gas trackers allow natural gas costs to pass through within that line
of business without the commodity prices having a material income effect. The Generation and Resources line of
business includes the generation and production of electric energy, and short- and long-term electric and natural gas
commodity trading and wholesale marketing primarily to other utilities and power brokers in the western United
States. .

System of Accounts :
The accounting records of the Company's utility operations are maintained in accordance with the uniform system
of accounts prescribed by the Federal Energy Regulatory Commission (FERC) and adopted by the appropriate state

regulatory commissions.

Regulation

The Company is subject to state regulation in Washington, Idaho and Montana for its electric operations. Natural
gas operations are regulated in Washington, Idaho, Oregon and California. The Company is subject to regulation by
the FERC with respect to its wholesale electric transmission rates and the natural gas rates charged for the release of
capacity from the Jackson Prairie Storage Project.

Operating Revenues
The Company accrues estimated unbilled revenues for electric and natural gas services provided through month-
end.

Other Income (Deductions)—net
Other income (deductions)-net is composed of the following items:

Years Ended December 31,

1997 1996 1995
(Thousands of Dollars)

INtErest INCOIME .ovviuvireireiniinirrierierereenesseesessesessennens $ 6,392 $ 5,760 $ 3,645
Capitalized interest (debt) ..o _ 1,550 1,290 1,042
Gain (loss) on property dispositions............c.c..... (1,222) (152) 1,272
Minority interest .....ovveverereorernereererercenesreseneenenne (574) (1,193) (314)
Capitalized interest (€qUity)........coovircrvrieniivernnns 1,323 1,072 589
Other ..ot (13,342) (5,586) (6,843)
Totalicoveeeiriren s $_(5.873) $_1,191 $_(609)

Earnings Per Share

Earnings per share have been computed based on the weighted average number of common shares outstanding
during the period. Basic and diluted earnings per share, computations prescribed per FAS No. 128, are the same
since the Company does not have any common stock equivalents to dilute basic earnings per share.

Utility Plant

The cost of additions to utility plant, including an allowance for funds used during construction and replacements of
units of property and betterments, is capitalized. Costs of depreciable units of property retired plus costs of removal
less salvage are charged to accumulated depreciation.

Allowance for Funds Used During Construction

The Allowance for Funds Used During Construction (AFUDC) represents the cost of both the debt and equity funds
used to finance utility plant additions during the construction period. In accordance with the uniform system of
accounts prescribed by regulatory authorities, AFUDC is capitalized as a part of the cost of utility plant and is
credited currently as a noncash item to Other Income (see Other Income above).. The Company generally is
permitted, under established regulatory rate practices, to recover the capitalized AFUDC, and a fair return thereon,
through its inclusion in rate base and the provision for depreciation after the related utility plant has been placed in
service. Cash inflow related to AFUDC does not occur until the related utility plant investment is placed in service.

The effective AFUDC rate was 10.67% in 1997, 1996 and 1995, The Company's AFUDC rates do not exceed the
maximum allowable rates as determined in accordance with the requirements of regulatory authorities.
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THE WASHINGTON WATER POWER COMPANY

Depreciation

For utility operations, depreciation provisions are estimated by a method of depreciation accounting utilizing unit
rates for hydroelectric plants and composite rates for other properties. Such rates are designed to provide for
retirements of properties at the expiration of their service lives. The rates for hydroelectric plants include annuity
and interest components, in which the interest component is 6%. For utility operations, the ratio of depreciation
provisions to average depreciable property was 2.59% in 1997, 2.58% in 1996 and 2.57% in 1995.

The average service lives and remaining average service lives, respectively, for the following broad categories of
property are: electric thermal production - 35 and 19 years; hydroelectric production - 100 and 81 years; electric
transmission - 60 and 30 years; electric distribution - 40 and 33 years; and natural gas distribution property - 44 and
32 years.

Cash and Cash Equivalents
For the purposes of the Consolidated Statements of Cash Flows, the Company considers all temporary investments
with an initial maturity of three months or less to be cash equivalents.

Temporary Investments

Investments in debt and marketable equity securities are classified as "available for sale" and are recorded at fair
value. Investments totaling $28.2 million and $22.6 million are included on the Consolidated Balance Sheets at
December 31, 1997 as other property and investments and current assets, respectively. Investments totaling $14.2
million and $19.7 million are included on the Consolidated Balance Sheets at December 31, 1996 as other property
and investments and current assets, respectively. Unrealized investment gains, as of December 31, 1997 and 1996,
of $2.1 million and $5.7 million, respectively, net of taxes, are reflected as a separate component of shareholders’
equity in the Consolidated Statements of Capitalization.

Deferred Charges and Credits

The Company prepares its financial statements in accordance with the provisions of FAS No. 71, "Accounting for
the Effects of Certain Types of Regulation." A regulated enterprise can prepare its financial statements in
accordance with FAS No. 71 only if (i) the enterprise’s rates for regulated services are established by or subject to
approval by an independent third-party regulator, (ii) the regulated rates are designed to recover the enterprise’s cost
of providing the regulated services and (iii) in view of demand for the regulated services and the level of
competition, it is reasonable to assume that rates set at levels that will recover the enterprise’s costs can be charged
to and collected from customers. FAS No. 71 requires a cost-based, rate-regulated enterprise to reflect the impact of
regulatory decisions in its financial statements. In certain circumstances, FAS No. 71 requires that certain costs
and/or obligations (such as incurred costs not currently recovered through rates, but expected to be so recovered in
the future) be reflected in a deferral account in the balance sheet and not be reflected in the statement of income or
loss until matching revenues are recognized. If at some point in the future the Company determines that it no longer
meets the criteria for continued application of FAS No. 71 to all or a portion of the Company’s regulated operations,
the Company could be required to write off its regulatory assets and could be precluded from the future deferral in
the Consolidated Balance Sheet of costs not recovered through rates at the time such costs were incurred, even if
such costs were expected to be recovered in the future. ’

The Company’s primary regulatory assets include Investment in Exchange Power, conservation programs, deferred
income taxes, the provision for postretirement benefits and debt issuance and redemption costs. Those items
without a specific line on the Consolidated Balance Sheets are included in Deferred Charges - Other-net. Deferred
credits include natural gas deferrals, unrecovered purchased gas costs and the gain on the general office building
sale/leaseback which is being amortized over the life of the lease, and are included on the Consolidated Balance
Sheets as Non-current Liabilities and Deferred Credits - Other Deferred Credits.

Power and Natural Gas Cost Adjustment Provisions ‘

The Company has a power cost adjustment mechanism (PCA) in Idaho which allows the Company to modify
electric rates to recover or rebate a portion of the difference between actual and allowed net power supply costs.
The PCA tracks changes in hydroelectric generation, secondary prices, related changes in thermal generation and
PURPA contracts. Rate changes are triggered when the deferred balance reaches $2.2 million. The deferred
balance was $4.2 million at December 31, 1997, but a tariff change was not filed since there are currently two
rebates in effect and the PCA rules do not allow more than two consecutive surcharges/rebates during any 12-month
period. The following surcharges and rebates were in effect during the past three years: a $2.6 million (2.3%)
rebate effective September 1, 1997, which will expire August 31, 1998; a $2.6 million (2.4%) rebate effective June
1, 1997, which will expire May 31, 1998; a $2.5 million (2.3%) rebate effective September 1, 1996, which expired
August 31, 1997; $2.3 million (2.4%) surcharge effective September 1, 1995, which expired August 31, 1996; and a
$2.2 million (2.5%) surcharge effective January 1, 1995, which expired December 31, 1995. The rebates balance
and the deferred balance are included in the Current Liabilities - Other and Non-Current Liabilities and Deferred
Credits - Other Deferred Credits lines, respectively, on the Consolidated Balance Sheets.

Under established regulatory practices, the Company is also allowed to adjust its natural gas rates from time to time
to reflect increases or decreases in the cost of natural gas purchased. Differences between actual natural gas costs
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and the natural gas costs allowed in rates are deferred and charged or credited to expense when regulators approve
inclusion of the cost changes in rates. In Oregon, regulatory provisions include a sharing of benefits and risks
associated with changes in natural gas prices. The balance is included on the Consolidated Balance Sheets as Non-
current Liabilities and Deferred Credits - Other Deferred Credits.

Income Taxes .

The Company and its eligible subsidiaries file consolidated federal income tax returns. Subsidiaries are charged or
credited with the tax effects of their operations on a stand-alone basis. The Company's federal income tax returns
have been examined with all issues resolved, and all payments made, through the 1994 return.

New Accounting Standards

The Financial Accounting Standards Board (FASB) issued FAS No. 128, entitled “Earnings per Share” which is
effective for fiscal years ending December 31, 1997. FAS No. 128 establishes standards for computing and
presenting earnings per share. The Company adopted this standard effective December 31, 1997. Basic and diluted
earnings per share are the same since the Company does not have any common stock equivalents to dilute basic
earnings per share. Earnings per share for prior years were not restated.

FAS No. 129, entitled “Disclosure of Information about Capital Structure,” effective for fiscal years ending
" December 31, 1997, requires certain disclosures related to the Company’s capital structure. The Company adopted
this standard effective December 31, 1997. The required information is provided in Notes 11, 14, 15 and 16.

FAS No. 130, entitled “Reporting Comprehensive Income,” is effective for fiscal years beginning after December
15, 1997. It requires companies to (a) classify items of other comprehensive income by their nature in a financial
statement and (b) display the accumulated balance of other comprehensive income separately from retained earnings
and additional paid-in capital in the equity section of a statement of financial position. The Company does not
expect this standard to have a material effect on the Company’s financial statement presentation.

FAS No. 131, entitled “Disclosure about Segments of an Enterprise and Related Information,” which is effective
for financial statements for periods beginning after December 15, 1997, requires public enterprises to report
financial and descriptive information on the basis that it is used internally for evaluating segment performance and
deciding how to allocate resources to segments. The Company adopted this standard effective December 31, 1997.
The required disclosures are provided in the Schedule of Information by Business Segment and in Note 1.

Reclassifications

Certain prior year amounts have been reclassified to conform to current statement format. These reclassifications
were made for comparative purposes and have not affected previously reported total net income or common
shareholders' equity.

NOTE 2. ACCOUNTS RECEIVABLE SALE

In July 1997, WWP Receivables Corp. (WWPRC) was incorporated as a wholly owned, bankruptcy-remote
subsidiary of the Company for the purpose of acquiring or purchasing interests in certain accounts receivable, both
billed and unbilled, of the Company. Subsequently, WWPRC and the Company have entered into an agreement
whereby WWPRC can sell without recourse, on a revolving basis, up to $40.0 million in those receivables.
WWZPRC is obligated to pay fees which approximate the purchaser's cost of issuing commercial paper equal in value
to the interests in receivables sold. On a consolidated basis, the amount of such fees is included in operating
expenses of the Company. At December 31, 1997, $40.0 million in receivables had been sold pursuant to the
agreement, which qualifies as a sale of assets under FAS No. 125.

NOTE 3. ENERGY COMMODITY TRADING

The Company’s energy-related businesses are exposed to risks relating to changes in certain commeodity prices and
counterparty performance. In order to manage the various risks relating to these exposures, the Company utilizes
electric, natural gas and related commodity derivatives, and has established risk management oversight for these
risks for each area of the Company’s energy-related business. The Company has implemented or is in the process
of implementing procedures to manage such risk and has established a comprehensive risk management committee,
separate from the units that create such risk exposure and overseen by the Audit Committee of the Company’s
Board of Directors, to monitor compliance with the Company’s risk management policies and procedures.

Generation and Resources
The Company protects itself against price fluctuations on electric energy and natural gas by limiting the aggregate

level of net open positions which are exposed to market price changes and through the use of electric, natural gas
and related commodity derivative instruments for hedging purposes. The net open position is actively managed
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with strict policies designed to limit the exposure to market risk and which require daily and weekly reporting to
management of potential financial exposure. The risk management committee has limited the types of financial
instruments the Company may trade to those related to electricity and natural gas commodities and those
instruments are to be used for hedging price fluctuations associated with the management of resources. Financial
instruments are not held for speculative trading purposes. Gains and losses related to derivative commodity
instruments which qualify as hedges are recognized in the Consolidated Statements of Income when the underlying
hedged physical transaction closes (the deferral method) and are included in the same category as the hedged item
(natural gas purchased or purchased power expense, as the case may be). At December 31, 1997, the commodity
derivative hedge agreements outstanding were immaterial.

National Energy Trading and Marketing

Avista Energy markets power and energy services to other utilities and wholesale power marketers by entering into
contracts to purchase or supply natural gas and electric energy at specified delivery points and at specified future
dates. Avista Energy engages in the trading of electric, natural gas and related commodity derivatives, such as
forwards, futures, swaps and options, and therefore experiences net open positions in terms of price, volume and
specified delivery point. The open positions expose Avista Energy to the risk that fluctuating market prices may
adversely impact its financial position or results of operations. However, the net open position is actively managed
with strict policies designed to limit the exposure to market risk and which require daily reporting to management of
potential financial exposure. The risk management committee has limited the types of electric, natural gas and
related commodity derivative instruments Avista Energy may trade to those related to electricity and natural gas
commodities.

Avista Energy’s trading activities are subject to mark-to-market accounting, under which changes in the market
value of outstanding electric, natural gas and related commodity derivative instruments are recognized as gains or
losses in the period of change. Gains and losses on electric, natural gas and related commodity derivative
instruments utilized for trading are recognized in income on a current basis (the mark-to-market method) and are
included on the Consolidated Statements of Income in operating revenues or expenses (cost of sales), as appropriate,
and on the Consolidated Balance Sheets as energy commodity assets or liabilities or as non-utility properties and
. investments-net (a non-current asset) or non-current liabilities. Because of underlying price fluctuations, the mark-
to-market totals may fluctuate throughout the month.

Notional Amounts and Terms The notional amounts and terms of the outstanding financial instruments at
December 31, 1997 are set forth below (volumes in thousands of mmBTUs and MWhs):

Fixed Price Fixed Price Maximum
Payor Receiver Terms in Years
Energy commodities
Natural gas 250,293 269,658 13
Electric 17,848 14,925 9

Avista Energy also has sales and purchase commitments associated with contracts based on market prices totaling
108,464,859 mmBTUs, with terms extending up to 3 years. At year-end, there were no fixed index electric
transactions.

Notional amounts reflect the volume of transactions but do not necessarily represent the amounts exchanged by the
parties to the commodity derivative instruments. Accordingly, notional amounts do not accurately measure Avista
Energy’s exposure to market or credit risks. The maximum terms in years detailed above are not indicative of likely
future cash flows as these positions may be offset in the markets at any time in response to Avista Energy’s risk
management needs.

Fair Value The fair value of the financial instruments as of December 31, 1997, and the average fair value of those
instruments held during the year are set forth below (dollars in thousands):

Fair Value Average Fair Value for the
as of December 31, 1997 vear ended December 31, 1997

Current Long-term  Current  Long-term  Current Long-term  Current  Long-term

Assets Assets Liabilities Liabilities Assets Assets Liabilities  Liabilities
Natural gas 54,235 3,517 51,753 3,105 31,104 2,017 29,680 1,781
Electric 22,214 9,586 18,382 7,451 12,740 5,498 10,542 4,273

The weighted average term of Avista Energy’s natural gas and related commodity derivative instruments as of
December 31, 1997 was approximately three months. The weighted average term of Avista Energy’s electric
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commodity derivatives at year-end was approximately twelve months. The fair value position of Avista Energy’s
energy commodity portfolio, net of the reserves for credit and market risk was $8.9 million and is included on the
Consolidated Statements of Income in operating revenues.

Market Risk

The Company manages, on a portfolio basis, the market risks inherent in its activities subject to parameters
established by its Board of Directors. Market risks are monitored by the risk management committee to ensure
compliance with the Company’s stated risk management policies. The Company measures the risk in its portfolio
on a daily basis in accordance with value-at-risk and other risk methodologies established by the risk management
committee. The quantification of market risk using value-at-risk provides a consistent measure of risk across
diverse energy markets and products.

Credit Risk

The Company is exposed to credit risk in the event of nonperformance by customers or counterparties of their
contractual obligations. The concentration of customers and/or counterparties may impact overall exposure to credit
risk, either positively or negatively, in that the counterparties may be similarly affected by changes in economic,
regulatory or other conditions. However, the Company maintains credit policies with regard to their customers and
counterparties that management believes significantly minimize overall credit risk. These policies include an
evaluation of potential customers’ and counterparties’ financial condition and credit rating, collateral requirements
or other credit enhancements such as letters of credit or parent company guarantees, and the use of standardized
agreements which allow for the netting or offsetting of positive and negative exposures associated with a single
counterparty. The Company maintains credit reserves which are based on management’s evaluation of the credit
risk of the overall portfolio. Based on these policies, exposures and the credit reserves, the Company does not
anticipate a materially adverse effect on financial position or results of operations as a result of customer or
counterparty nonperformance. New York Mercantile Exchange traded futures and option contracts are financially
guaranteed by the Exchange and have nominal credit risk.

NOTE 4, NATIONAL ENERGY TRADING AND MARKETING EQUITY INVESTMENT

Effective August 1, 1997, Howard Energy Marketing, which serves customers in the upper Midwest and Northeast
United States, and Avista Energy formed Howard/Avista Energy, LLC (Howard/Avista), a limited liability company
in which Avista Energy has a 50% ownership. Avista Energy’s initial equity investment in Howard/Avista was $25
million, The investment in Howard/Avista is accounted for using the equity method of accounting. Under this
method, equity in the net income or losses of Howard/Avista is reflected in Other Income (Deductions)-net on the
accompanying Consolidated Statements of Income for the year ended December 31, 1997. The net investment in
the net assets of Howard/Avista is included in Non-utility Properties and Investments-net on the accompanying
Consolidated Balance Sheets at December 31, 1997.

The following selected financial information for Howard/Avista reflects that company’s total financial position and
operating results as of and for the five months ended December 31, 1997:

Results of Operations (thousands of dollars)

Five months ended
December 31, 1997

Revenues $ 1,041,622
Operating Expenses (1,038,087)
Other Income-net 8
Net Income (pre-tax) $ 3,543

Avista Energy’s equity in earnings
of Howard/Avista Energy LLC (pre-tax) $ 1,772
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Financial Position (thousands of dollars)

December 31, 1997

Current Assets $ 400,150
Other Assets 1,960
Total Assets $402,110
Current Liabilities $ 348,339
Other Liabilities 228
Total Liabilities 348,567
Equity 53,543
Total Liabilities and Equity $.402,110
Avista Energy’s equity investment

in Howard/Avista Energy LLC (pre-tax) $ 26,772

NOTE 5. PROPERTY, PLANT AND EQUIPMENT

The year-end balances of the major classifications of property, plant and equipment are detailed in the following

table (thousands of dollars):

At December 31,
1997 1996
Energy Delivery:

Electric distribution.........ccccevvierncrnnniennecenieneerennssernnens $ 567,552 $ 539,467
Electric transmiSsion......cccevvveerveerearsererseereeervenserseesanessees 262,393 251,559
Natural gas underground storage.......cooocevenvvinvriennnn 18,646 18,275
Natural gas distribution.......ccccecvmvnvninnnienn, 329,232 302,853
Natural gas transmission .......ceeevverniniinennnion, 3,059 3,059
Construction work in progress (CWIP) and other .......... 163,949 156,012
Energy Delivery total ..o 1,344,831 1,271,225

Generation and Resources:
Electric production..........ccvvvivininniinnienn, 702,092 695,273
CWIP and other ........ccveeveeereeiiniceinrcneerennens 21,549 23,802
Generation and Resources total...........ccevviiniiinnns 723,641 719,075
TOtAl UHLIEY ..ot 2,068,472 1,990,300
National Energy Trading and Marketing..........ccccceeencennnne 4,345 294
NOD-ENEIEY ... iuirieiiriiienine e enaes 44,831 35,533
TOAL cooirereerireiee ettt $2,117,648 $2,026,127

NOTE 6. JOINTLY OWNED ELECTRIC FACILITIES

The Company has investments in jointly owned generating plants. Financing for the Company's ownership in the
projects is provided by the Company. The Company's share of related operating and maintenance expenses for
plants in service is included in corresponding accounts in the Consolidated Statements of Income. See Note 17 for
additional information related to potential impacts of Clean Air Act Amendments on these plants. The following
table indicates the Company's percentage ownership and the extent of the Company's investment in such plants at

December 31, 1997:

Company's Current Share of

KW of Construction
Installed Fuel Ownership Plantin  Accumulated  Net Plant Work in
Project Capacity Source (%) Service Depreciation  In Service  Progress
(Thousands of Dollars)
Centralia..........coeeennne 1,330,000 Coal 15% $ 56,825 $ 36,317 $ 20,508 $ 137
Colstrip3 & 4............. 1,556,000 Coal 15 273,597 104,811 168,786 -
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NOTE 7. PENSION PLANS

The Company has a pension plan covering substantially all of its regular full-time employees. Certain of the
Company's subsidiaries also participate in this plan. Individual benefits under this plan are based upon years of
service and the employee's average compensation as specified in the Plan. The Company's funding policy is to
contribute annually an amount equal to the net periodic pension cost, provided that such contributions are not less
than the minimum amounts required to be funded under the Employee Retirement Income Security Act, nor more
than the maximum amounts which are currently deductible for tax purposes. Pension fund assets are invested
primarily in marketable debt and equity securities. The Company also has another plan which covers the executive
officers.

Net pension cost (income) for 1997, 1996 and 1995 is summarized as follows:

1997 1996 1995
(Thousands of Dollars)
Service cost-benefits earned during the period..........cccovivvcennriierenennenene $ 4,762 $ 4,629 $ 3,464
Interest cost on projected benefit obligation..........cccccviiiivviniciiiiin 10,601 9,954 9,142
Actual return on Plan aSSets .......coviiviiiiiinierin e (21,042) (16,897) (27,910)
Net amortization and deferral . ... e 7,904 4,682 17,272
Net periodic PENSION COSt ..o $_2,225 $_2,368 $_1,968

The funded status of the Plans and the pension liability at December 31, 1997, 1996 and 1995, are as follows:

1997 1996 1995
(Thousands of dollars)
Actuarial present value of benefit obligation:
Accumulated benefit obligation (including vested benefits of
$(127,109,000), $(123,601,000) and $(114,964,000), respectively)... g 127.777)  $(125,658) $(116,877)
{ 155,565

Projected benefit obligation for service rendered to date ...........c..occennne ,565) ,242)  § ,233)
Plan assets at fair value ... s 166,242 149,846 140,528
Plan assets in excess of projected benefit obligation............ccccviivinninn, 10,677 6,604 7,295
Unrecognized net gain from returns different than assumed................... (23,802) (21,101) (19,704)
Prior service costs not yet recognized ......c..ooviiiiiinininnn, 15,655 17,020 18,385
Unrecognized net transition asset at year-end (being amortized

OVEL 19 YEAIS).cveere it (8,101) (9,187) (10,273)
Pension Hability .....cc.ecerrecereeiiiiie e $__(5.571) $__(6,664) -$_ (4,297)

Assumptions used in calculations were:

Discount rate at year-end..........ccovevviiii o 7.25% 7.5% 7.5%
Rate of increase in future compensation level......c...coocvcreriinnninnnn 4.0% 4.0% 4.0%
Expected long-term rate of return on assets ... 9.0% 9.0% 9.0%

NOTE 8. OTHER POSTRETIREMENT BENEFITS

FAS No. 106, "Employers' Accounting for Postretirement Benefits Other Than Pensions," requires the Company to
accrue the estimated cost of postretirement benefit payments during the years that employees provide services and
allows recognition of the unrecognized transition obligation in the year of adoption or the amortization of such
obligation over a period of up to twenty years. The Company elected to amortize this obligation of approximately
$34,500,000 over a period of twenty years, beginning in 1993.

The Company received accounting orders from the Washington Utilities and Transportation Commission (WUTC)
and the Idaho Public Utilities Commission (IPUC) allowing the deferral of expense accruals under this Statement as
a regulatory asset for future recovery. After further agreements with the WUTC, the Company discontinued
deferring expenses, began amortizing prior deferrals already recorded and began recognition of current expenses in
1996.

The Company provides certain health care and life insurance benefits for substantially all of its retired employees.
In 1997, 1996 and 1995, the Company recognized $1.2 million, $1.3 million and $1.8 million, respectively, as an
expense for postretitement health care and life insurance benefits. The following table sets forth the health care
plan's funded status at December 31, 1997, 1996 and 1995.
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1997 1996 1995
Retirees 584 574 617
Active plan participants 1,272 1,345 1,328
Total participants 1,856 1,919 1,945
Accumulated postretirement benefit obligation (thousands of dollars):
Non-fully eligible plan participants $(7,949) $ (8,103) $(8,813)
Fully eligible plan participants (5,029) (5,008) (4,427)
Retirees and beneficiaries (18,824) (17.866) (20,189)
Total (31,802) (30,977) (33,429)
Fair value of plan assets 11,098 5,388 4,711
Unfunded accumulated postretirement benefit obligation (20,704) (25,589) (28,718)
Unrecognized (gain)/loss (5,639) (6,621) (3,396)
Unrecognized transition obligation 23,000 25,683 27.288
Accrued postretirement benefit cost $_(3,343) $_(6,527) $(4.826)

Net postretirement benefit cost for 1997, 1996 and 1995 (thousands of dollars):

’ 1997 1996 1995
Service cost - benefits earned during the period $ 637 $ 634 $ 573
Return on the plan assets (if any) (637) (568) (226)
Interest cost on accumulated postretirement benefit obligation 2,247 2,234 2,452
Amortization of transition obligation 1,335 1,375 1,414
Total net periodic cost $3,582 $3,675 $4,213

The currently assumed health care cost trend rate used in measuring the accumulated postretirement benefit
obligation is 5% for all years shown. The assumed rate of future medical cost increases has been gradually
decreased since the adoption of FAS No. 106 in response to the actual leveling off of cost increases in the plan. A
one-percentage-point increase in the assumed health care cost trend rate for each year would increase the
accumulated postretirement benefit obligation as of December 31, 1996 and net postretirement health care cost by
approximately $224,000. The assumed discount rate used in determining the accumulated postretirement benefit
obligation was 7.25%.

NOTE 9. ACCOUNTING FOR INCOME TAXES

In June 1997, the Company received $81 million from the Internal Revenue Service (IRS) to settle an income tax
claim relating to its investment in the terminated nuclear project 3 of the Washington Public Power Supply System
(WNP3). The $81 million recovery included $34 million in income taxes the Company overpaid in prior years plus
$47 million in accrued interest, which in total contributed $41.4 million, or $0.74 per share, to net income.

The Company had claimed that it realized a loss in 1985 relating to its $195 million investment in WNP3 entitling it
to current tax deductions. The IRS, however, originally denied the Company’s claim and ruled that the investment
should be written off over 32.5 years, the term of a settlement agreement between the Company and the Bonneville
Power Administration relating to WNP3. The Company disagreed with this ruling and had been pursuing a reversal
for several years. The IRS has now agreed with the Company’s position.

The Company entered into settlement agreements with the WUTC and the IPUC in 1987 and 1988 providing for the
recovery through retail prices of approximately 60% of the Company’s $195 million investment in WNP3. As a
result of these agreements, customers have been and will continue to receive the tax benefits relating to the
recoverable portion of WNP3 over the recovery periods specified in the settlement agreements. The settlement
agreements resulted in a write-off of approximately $75 million of the Company’s WNP3 investment, with the
entire write-off charged to shareholders. The tax recovery and related accrued interest from the IRS will flow
through to the benefit of shareholders. The cash was used to fund new business investment, including growth
opportunities in national energy markets, and reduced the need for issuance of long-term debt during 1997.

As of December 31, 1997 and 1996, the Company had recorded net regulatory assets of $176.7 million and $164.8
million, respectively, related to the probable recovery of FAS No. 109, "Accounting for Income Taxes," deferred
tax liabilities from customers through future rates. Such regulatory assets will be adjusted by amounts recovered
through rates.
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Deferred income taxes reflect the net tax effects of (a) temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes, and (b) tax credit
carryforwards. The net deferred federal income tax liability consists of the following (thousands of dollars):

1997 1996 1995
Deferred tax liabilities:
Differences between book and tax bases
of utility plant $368,137 $333,017 $320,502
Loss on reacquired debt 5,504 6,283 7,173
Other 5,825 8,271 10,013
Total deferred tax liabilities 379,466 347,571 337,688
Deferred tax assets:
Reserves not currently deductible 12,630 14,942 15,742
Contributions in aid of construction 6,277 5,425 4,634
Deferred natural gas credits 1,138 4,157 3,894
Centralia Trust 2,515 2,185 -
Gain on sale of office building 1,279 1,371 1,463
Other 2,878 6,962 4,426
Total deferred tax assets 26,717 35,042 30,159
Net deferred tax liability $352,749 $312,529 $307,529

A reconciliation of federal income taxes derived from statutory tax rates applied to income from continuing
operations and federal income tax as set forth in the accompanying Consolidated Statements of Income and
Retained Earnings is as follows (the current and deferred effective tax rates are approximately the same during all
periods):

For the Years Ended December 31,

1997 1996 1995
(Thousands of Dollars)
Computed federal income taxes at statutory rate................ $60,552 $46,103 347,875
Increase (decrease) in tax resulting from:
Accelerated tax depreciation ... 5,014 23 (909)
OhET ..o s (8,556) 464 1,297
Total federal income tax expense® .........c.coooovvvnnininicnnns $57,010 $46,590 $48,263
Income Tax Expense Consists of the Following:
Federal taxes currently provided ........ccocoovrviiiincniniin. $51,104 $37,456 $48,318
Deferred inCOME tAXES ..ivveerivenernriirivineiiiininiiie s 5,906 9,134 (55)
Total federal income tax EXPEnse ......cvevivivivinieinicrininiinnins 57,010 46,590 48,263
State income tax exXpense .............. e 4,065 2919 4,153
Federal and state income taxes ......c.occovivviniinniinnnn, $61,075 $49,509 $52.416
*Federal Income Tax Expense:
UHIEY covovvcrcie v e $50,409 $34,866 $41,203
National Energy Trading and Marketing.......c............ 1,415 (625) -
NOD-EHEIZY 1.vvivvivveiiereesiesr e 5,186 12,349 7,060
Total Federal Income Tax EXpense ... $57,010 $46,590 $48,263
Federal statutory 1ate ........cococvnininmin 35% 35% 35%

NOTE 10. LONG-TERM PURCHASED POWER CONTRACTS WITH REQUIRED MINIMUM
PAYMENTS

Under fixed contracts with Public Utility Districts (PUD), the Company has agreed to purchase portions of the
output of certain generating facilities. Although the Company has no investment in such facilities, these contracts
provide that the Company pay certain minimum amounts (which are based at least in part on the debt service
requirements of the supplier) whether or not the facility is operating. The cost of power obtained under the
contracts, including payments made when a facility is not operating, is included in operations and maintenance
expense in the Consolidated Statements of Income. Information as of December 31, 1997, pertaining to these
contracts is summarized in the following table:
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Company's Current Share of

Contract
Debt Revenue Expira-
Kilowatt - Annual Service Bonds tion

Output Capability Costs (1) Costs (2)  Outstanding Date
(Thousands of Dollars)

PUD Contracts:
Chelan County PUD:
Rocky Reach Project ............ 2.9% 37,000 1,652 573 6,822 2011
Grant County PUD:
Priest Rapids Project............. 6.1 55,000 1,524 883 10,627 2005
Wanapum Project ................. 8.2 75,000 1,947 1,178 16,950 2009
Douglas County PUD: '
Wells Project.....occceeeeniiincenn, 3.7 30,000 828 577 6,593 2018
Totals 197.000 $5.951 $3.211 $40,992

(1) The annual costs will change in proportion to the percentage of output allocated to the Company in a particular
year. Amounts represent the operating costs for the year 1997.
(2) Included in annual costs.

Actual expenses for payments made under the above contracts for the years 1997, 1996 and 1995, were $5.9
million, $5.4 million and $8.1 million, respectively. The estimated aggregate amounts of required minimum
payments (the Company's share of debt service costs) under the above contracts for the next five years are $5.4
million in 1998, $5.3 million in 1999, $6.3 million in 2000, $6.2 million in 2001 and $6.6 million in 2002
(minimum payments thereafter are dependent on then market conditions). In addition, the Company will be
required to pay its proportionate share of the variable operating expenses of these projects.

NOTE 11. LONG-TERM DEBT

The annual sinking fund requirements and maturities for the next five years for long-term debt outstanding at
December 31, 1997 are as follows:

Year Ended Sinking Fund
December 31 Maturities Requirements Total
(Thousands of Dollars)

1998 ..o, 10,000 4,407 14,407
1999 ..o 47,500 4,407 51,907
2000 ..., 55,000 4,197 59,197
2001 oo 44,000 3,647 - 47,647
2002 i, 50,000 3,497 53,497

The sinking fund requirements may be met by certification of property additions at the rate of 167% of
requirements. All of the utility plant is subject to the lien of the Mortgage and Deed of Trust securing outstanding
First Mortgage Bonds.

In 1997, $20.0 million of First Mortgage Bonds in the form of Secured Medium-Term Notes were issued, while
$26.5 million of Secured Medium-Term Notes and $25.0 million of Unsecured Medium-Term Notes matured or
were repurchased. As of December 31, 1997, the Company had remaining authorization to issue up to $89.0
million of Secured Medium-Term Notes.

In November 1997, the Company filed a Registration Statement with the SEC for up to and including $250 million
of Debt Securities of the Company.

At December 31, 1997, the Company had $108.5 million outstanding under borrowing arrangements which are
expected to be refinanced in 1998. See Note 12 for details of credit agreements.
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Included in other long-term debt are the following items related to non-energy operations (thousands of dollars):

Qutstanding at December 31,

1997 1996
Notes payable - variable rates through 1999 ... $40,480 $34,633
Capital lease obligations.......c.cocvviiiciiiiiiii 7,601 7,046
Total NON-ENETEY .vvvvrivririeiiereeeinenie sttt anea 48,081 41,679
Less: current portion.......ccovviiiiieeiiiinnei 12,177 11,180
Net non-utility long-term debt ... $35,904 $30,499

The fair value of the Company's long-term debt at December 31, 1997 and 1996 is estimated to be $647.3 million,
or 105% of the carrying value and $658.7 million, or 102% of the carrying value, respectively. These estimates are
based on available market information.

NOTE 12. BANK BORROWINGS

At December 31, 1997, the Company maintained lines of credit with various banks under two separate credit
agreements amounting to $120.0 million. The Company has one revolving line of credit, expiring December 10,
1999, which provides a total credit commitment of $70.0 million. The second revolving credit agreement, which
expires on July 22, 2000, provides a total credit commitment of $50.0 million. The Company pays commitment
fees of up to 0.09% per annum on the average daily unused portion of each credit agreement.

In addition, under various agreements with banks, the Company can have up to $60.0 million in loans outstanding at
any one time, with the loans available at the banks' discretion. These arrangements provide, if funds are made
available, for fixed-term loans for up to 180 days at a fixed rate of interest.

Balances and interest rates of bank borrowings under these arrangements were as follows:

Years Ended December 31,

1997 1996
(Thousands of Dollars)

Balance outstanding at end of period:

Fixed-term 1OaNS......covirierieeircrireeririecreeriere s ernereanes $ 60,000 $ 50,000

Revolving credit agreement ...........occceeevrmvnninieneas 48,500 35,000
Maximum balance during period:

Fixed-term IOans......cvcevvvveriiinenirnnnisieoresneesnesceneas $ 60,000 $ 50,000

Revolving credit agreement ............c.occoeevvvncenieiniiennens 48,500 35,500
Average daily balance during period:

Fixed-term 10ans......cocoovviverineciiie e see e $23,737 $15,482

Revolving credit agreement ...........ccc.oovvverevvniiiiennens 8,981 12,280
Average annual interest rate during period:

Fixed-term loans........ccccocviniiiiinncicnin e, 5.81% 5.67%

Revolving credit agreement ..........cccooevvveireeiiiinieannnns 5.66 5.34
Average annual interest rate at end of period:

Fixed-term 10ans..........ocoovivrivriicnininiie s 6.20% 5.88%

Revolving credit agreement ...........c.oveevivioiininannn, 6.39 6.02

Avista Energy and its subsidiary, Avista Energy Canada, Ltd., as co-borrowers, entered into a one-year credit
agreement effective December 30, 1997, with a commercial bank. The facility expires November 30, 1998 and is
guaranteed by Avista Corp. The agreement is uncommitted with a demand feature exercisable by the bank at the
bank’s sole discretion. All amounts advanced are done so on a demand loan basis. The agreement also provides,
on an uncommitted basis, for the issuance of letters of credit to secure suppliers of products purchased by the co-
borrowers. The credit facility is collateralized by substantially all of Avista Energy’s inventory and receivables.
The bank may extend credit, subject to the adequacy of collateral, up to $50 million., The maximum cash
component of credit extended by the bank is $15 million, with availability of up to $50 million in the issuance of
letters of credit. The credit facility includes a number of covenants (both affirmative and negative) and default
events. At year-end, Avista Energy is in compliance with all such covenants. At year-end there were no cash
advances (demand notes payable) and letters of credit outstanding under the facility totaled $2.75 million.
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Non-energy operations have $80 million in short-term borrowing arrangements available. At December 31, 1997
and 1996, $18.6 million and $29.6 million, respectively, were outstanding.

NOTE 13. LEASES

" The Company has entered into several lease arrangements involving various assets, with minimum terms ranging
from one to fourteen years and expiration dates from 1998 to 2011. Certain of the lease arrangements require the
Company, upon the occurrence of specified events, to purchase the leased assets for varying amounts over the term
of the lease. The Company’s management believes that the likelihood of the occurrence of the specified events
under which the Company could be required to purchase the property is remote. Rent expense for the years ended
December 31, 1997, 1996 and 1995 was $16.9 million, $15.2 million and $13.0 million, respectively. Future
minimum lease payments (in thousands of dollars) required under operating leases that have initial or remaining
noncancelable lease terms in excess of one year as of December 31, 1997 are estimated as follows: :

Year ending December 31:

1998 $ 7,030
1999 7,059
2000 6,146
2001 5,957
2002 5,840
Later years 31,845
Total minimum payments required $ 63877

The Company also has various other cancellable operating leases, which are charged to operating expense,
consisting of the Rathdrum combustion turbines, the Company airplane and a large number of small, relatively
short-term, renewable agreements for various items, such as office equipment and office space.

NOTE 14. PREFERRED STOCK

Cumulative Preferred Stock Not Subject to Mandatory Redemption:

The Company redeemed its $50 million of Flexible Auction Preferred Stock, Series J in August 1997. The dividend
rate on this preferred stock was reset every 49 days based on an auction. During the time it was outstanding in
1997, the dividend rate varied from 4.06% to 4.60%.

Cumulative Preferred Stock Subject to Mandatory Redemption:

Redemption requirements:
$8.625, Series I - On June 15, 1998, the Company must redeem the remaining 100,000 shares at $100 per
share plus accumulated dividends.

$6.95, Series K - On September 15, 2002, 2003, 2004, 2005 and 2006, the Company must redeem 17,500
shares at $100 per share plus accumulated dividends through a mandatory sinking fund. Remaining
shares must be redeemed on September 15, 2007. The Company has the right to redeem an additional
17,500 shares on each September 15 redemption date.

There are $11.75 million in mandatory redemption requirements during the 1998-2002 period.

In June 1997, the Company had a mandatory redemption of $10 million, or 100,000 shares, and also completed an
optional redemption of an additional 100,000 shares, or $10 million, of its $8.625 Series I.

The fair value of the Company's preferred stock at December 31, 1997 and 1996 is estimated to be $49.8 million, or
111% of the carrying value and $118.3 million, or 103% of the carrying value, respectively. These estimates are
based on available market information.

NOTE 15. COMPANY-OBLIGATED MANDATORILY REDEEMABLE PREFERRED TRUST
SECURITIES

On January 23, 1997, Washington Water Power Capital I, a business trust, issued to the public $60,000,000 of
Preferred Trust Securities having a distribution rate of 7 7/8%. Concurrent with the issuance of the Preferred Trust
Securities, the Trust issued $1,855,675 of Common Trust Securities to the Company. The sole assets of the Trust
are the Company’s 7 7/8% Junior Subordinated Deferrable Interest Debentures, Series A, with a principal amount of
$61,855,675. Accordingly, no financial statements have been presented. These debt securities may be redeemed at
the Company’s option on or after January 15, 2002 and mature January 15, 2037.
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On June 3, 1997, Washington Water Power Capital II, a business trust, issued to the public $50,000,000 of Preferred
Trust Securities having a floating distribution rate of LIBOR plus 0.875%, calculated and reset quarterly (initially
6.6875%). The distribution rate at December 31, 1997 was 6.77734%. Concurrent with the issuance of the
Preferred Trust Securities, the Trust issued $1,547,000 of Common Trust Securities to the Company. The sole
assets of the Trust are the Company’s Floating Rate Junior Subordinated Deferrable Interest Debentures, Series B,
with a principal amount of $51,547,000. Accordingly, no financial statements have been presented. These debt
securities may be redeemed at the Company’s option on or after June 1, 2007 and mature June 1, 2037,

The Company has guaranteed the payment of distributions on, and redemption price and liquidation amount in
respect of, the Preferred Trust Securities to the extent that the Trust has funds available for such payment from the
debt securities. Upon maturity or prior redemption of such debt securities, the Trust Securities will be mandatorily
redeemed. The Company’s Consolidated Statements of Capitalization reflect only the $60 million and $50 million
of Preferred Trust Securities, accordingly all intercompany transactions have been eliminated.

The fair value of the Company's preferred trust securities at December 31, 1997 is estimated to be $109.4 million, or
99% of the carrying value. These estimates are based on available market information.

NOTE 16. COMMON STOCK

In April 1990, the Company sold 1,000,000 shares of its common stock to the Trustee of the Investment and
Employee Stock Ownership Plan for Employees of the Company (Plan) for the benefit of the participants and
beneficiaries of the Plan. In payment for the shares of Common Stock, the Trustee issued a promissory note
payable to the Company in the amount of $14,125,000. Dividends paid on the stock held by the Trustee, plus
Company contributions to the Plan, if any, are used by the Trustee to make interest and principal payments on the
promissory note. The balance of the promissory note receivable from the Trustee (39.75 million at December 31,
1997) is reflected as a reduction to common equity. The shares of Common Stock are allocated to the accounts of
participants in the Plan as the note is repaid. During 1997, the cost recorded for the Plan was $3.4 million. Interest
on the note payable to the Company, cash and stock contributions to the Plan and dividends on the shares held by
the Trustee were $1.0 million, $2.6 million and $1.2 million, respectively. ,

In February 1990, the Company adopted a shareholder rights plan, which was subsequently amended, pursuant to
which holders of Common Stock outstanding on March 2, 1990, or issued thereafter, have been granted one
preferred share purchase right (Right) on each outstanding share of Common Stock. Each Right, initially evidenced
by and traded with the shares of Common Stock, entitles the registered holder to purchase one two-hundredth of a
share of Preferred Stock of the Company, without par value, at an exercise price of $40, subject to certain
adjustments, regulatory approval and other specified conditions. The Rights will be exercisable only if a person or
group acquires 10% or more of the Common Stock or announces a tender offer, the consummation of which would
result in the beneficial ownership by a person or group of 10% or more of the Common Stock. The Rights may be
redeemed, at a redemption price of $0.005 per Right, by the Board of Directors of the Company at any time until
any person or group has acquired 10% or more of the Common Stock. The Rights will expire on February 16,
2000.

During 1992, the Company received authorization to issue 1.5 million shares of Common Stock under a second
Periodic Offering Program (POP). No shares were issued under the POP during 1995, 1996 or 1997. At December
31, 1997, 572,400 shares remained authorized but unissued.

The Company has a Dividend Reinvestment and Stock Purchase Plan under which the Company's stockholders may
automatically reinvest their dividends and make optional cash payments for the purchase of the Company's
Common Stock at current market value.

Beginning in early 1996, shares were purchased on the open market to fulfill obligations of the 401(K) and
Dividend Reinvestment Plans. Sales of Common Stock for 1997, 1996 and 1995 are summarized below (thousands
of dollars):

1997 1996 1995
Shares Amount Shares Amount Shares Amount
Balance at January I......ccooniniinnn, 55,960,360 $594.852 55,947,967 $594,636 54,420,696 $570.603
Employee Investment Plan (401-K)... - - - - 304,353 4,718
Dividend Reinvestment Plan.............. - - 12,393 216 1,222,918 19,315
Total ISSUES w.vvvvrevereiiiirreereeireesinrenena - - 12,393 . 216 1,527,271 24,033
Balance at December 31....cccccvvveviennen. 55,960,360 $594,852 55,960,360 $594,852 55,947,967 $594.636
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NOTE 17. COMMITMENTS AND CONTINGENCIES

The Company believes, based on the information presently known, the ultimate liability for the matters discussed in
this note, individually or in the aggregate, taking into account established accruals for estimated liabilities, will not
be material to the consolidated financial position of the Company, but could be material to results of operations or
cash flows for a particular quarter or annual period. No assurance can be given, however, as to the ultimate
outcome with respect to any particular lawsuit.

Nez Perce Tribe

On December 6, 1991, the Nez Perce Tribe filed an action against the Company in U. S. District Court for the
District of Idaho alleging, among other things, that two dams formerly operated by the Company, the Lewiston Dam
on the Clearwater River and the Grangeville Dam on the South Fork of the Clearwater River, provided inadequate
passage to migrating anadromous fish in violation of rights under treaties between the Tribe and the United States
made in 1855 and 1863. The Lewiston and Grangeville Dams, which had been owned and operated by other
utilities under hydroelectric licenses from the Federal Power Commission (the "FPC", predecessor of the FERC)
prior to acquisition by the Company, were acquired by the Company in 1937 with the approval of the FPC, but were
dismantled and removed in 1973 and 1963, respectively. Allegations of actual loss under different assumptions
range between $425 million and $650 million, together with $100 million in punitive damages.

On November 21, 1994, the Company filed a Motion for Summary Judgment of Dismissal. On March 28, 1996, a
U.S. District judge entered a summary judgment in favor of the Company dismissing the complaint. The Tribe filed
a notice of appeal to the Ninth Circuit Court of Appeals on April 24, 1996. A mediation conference was held on
October 11, 1996. Following the conclusion of that conference, briefing schedules were vacated indefinitely to
accommodate a mediation process, which is continuing.

Oil Spill

The Company completed an updated investigation of an oil spill from an underground storage tank that occurred
several years ago in downtown Spokane at the site of the Company's steam heat plant. Underground soil testing
conducted in 1993 showed that the oil had migrated approximately one city block beyond the steam plant property.
The Clean-up Action Plan determined by the Department of Ecology (DOE) is underway, and remediation facilities
have been constructed and installed and are being operated.

On August 17, 1995, a lawsuit was filed against the Company in Superior Court of the State of Washington for
Spokane County by Davenport Sun International Hotels and Properties, Inc., the owner of a hotel property in
downtown Spokane, Washington. The Complaint alleged that the oil released from the Company’s Central
Steamplant trespassed on property owned by the plaintiff. In addition, the plaintiff claimed that the Steamplant has
caused a diminution of value of plaintiff’s land. After mediation, the matter was resolved by settlement and
compromise, subject to certain conditions. In December 1997, the settlement was restructured, certain amounts
were paid, the litigation was dismissed with prejudice, a release was obtained, and other conditions remain to be
fulfilled, none of which would affect the dismissal of this action.

The Company pursued recovery from insurers and has reached settlement with one of the two insurance carriers.
On December 13, 1996, the Company filed a Complaint for declaratory relief and money damages against
Underwriters at Lloyds of London (Lloyds), the remaining carrier, in Spokane County Superior Court. The purpose
of this action is to seek a declaration of the insurance policies issued to the Company by Lloyds with respect to any
liabilities of the Company for environmental damage associated with the oil spill at the Central Steam Plant and
other environmental remediation efforts. The policies at issue were in effect during the period between 1926 and
1979; thereafter, the Company maintained its policies with a new underwriter, Aegis. The Company’s Complaint
seeks money damages in excess of $16 million.

Firestorm

On October 16, 1991, gale-force winds struck a five-county area in eastern Washington and a seven-county area in
northern Idaho. These winds were responsible for causing 92 separate wildland fires, resulting in two deaths and
the loss of 114 homes and other structures, some of which were located in the Company's service territory. Five
separate class action lawsuits have been filed against the Company by private individuals in the Superior Court for
Spokane County. All of these suits were certified as class actions on September 16, 1994, and bifurcated for trial of
liability and damage issues by order of the same date.
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The Company was also served with two suits in Spokane County Superior Court filed on April 20, 1994 and on
September 15, 1994, both of which sought individual damages from separate and for alleged wrongful death of two
persons. Five additional and separate suits were brought by Grange Insurance Company, and were filed in Spokane
County Superior Court on October 10, 1994, for approximately $2.2 million paid to Grange insureds for the same
fire areas.

A settlement agreement was reached with all parties to the Firestorm litigation and was approved following hearing
in the Superior Court of Spokane County on December 4, 1997, and a final order of dismissal with prejudice was
entered on December 5, 1997, No appeal resulted from that order. This action resolved all claims pending against
the Company relating to the above-mentioned occurrences. The Company’s contribution toward the settlement is
$10.3 million, with all but $1.2 million being covered by insurance proceeds.

Itron Litigation

On August 19, 1997, a class action lawsuit was filed in the Superior Court of Spokane County against Itron, Inc.
(Itron), and certain named individuals, as well as the Company, alleging violation of the Washington State
Securities Act, the Washington Consumer Protection Act, and negligent misrepresentation. It is alleged that the
Company was a controlling person of Itron by virtue of its ownership, at one time, of approximately 12% of the
outstanding shares of Itron, and knew or should have known of the alleged false or misleading statements relating to
the development of Itron’s fixed network meter reading systems and the market therefor. This action has been
temporarily stayed pending the determination of certain legal issues in a similar case filed in the U.S. District Court
for the Eastern District of Washington, involving similar facts and circumstances, but which did not otherwise name
the Company as a defendant.

Spokane Gas Plant

The Company is participating with the Washington State Department of Transportation in an environmental study
relating to the former Spokane Natural Gas Plant site (which was operated as a coal gasification plant for
approximately 60 years until 1948) acquired by the Company through a merger in 1958. The Company no longer
owns the property. Initial core samples taken from the site indicate environmental contamination at the site. At this
time, the Company and other participants in the environmental study are in the process of determining the specific
nature and extent of the contamination, and any necessary remedial action, as well as the cost thereof.

Other Contingencies

The Company routinely assesses, based on in-depth studies, expert analyses and legal reviews, its contingencies,
obligations and commitments for remediation of contaminated sites, including assessments of ranges and
probabilities of recoveries from other responsible parties who have and have not agreed to a seftlement and
recoveries from insurance carriers. The Company's policy is to immediately accrue and charge to current expense
identified exposures related to environmental remediation sites based on estimates of investigation, cleanup and
monitoring costs to be incurred. )

The Company must be in compliance with requirements under the Clean Air Act Amendments (CAAA) by the year
2000 at both the Colstrip and Centralia thermal generating plants, in which the Company maintains an ownership
interest. The anticipated share of costs at Colstrip are not expected to have a major economic impact on the
Company, but estimates at Centralia are expected to be approximately $35 million, which have been included in the
Company’s future projected capital expenditures.

The Company has potential liabilities under the Federal Endangered Species Act (ESA) for species of fish that have
either already been added to the endangered species list, been listed as “threatened” or been petitioned for listing.
Thus far, measures which have been adopted and implemented have had minimal impact of the Company. Future
actions to save these, and other as yet unidentified fish or wildlife species, particularly as the Company is
relicensing several of its hydroelectric facilities, could impact the Company’s operations. It is currently not possible
to determine the likely financial impact of any further actions.

The Company has long-term contracts related to the purchase of fuel for thermal generation, natural gas and
hydroelectric power. Terms of the natural gas purchase contracts range from one month to five years and the
majority provide for minimum purchases at the then effective market rate. The Company also has various
agreements for the purchase, sale or exchange of electric energy with other utilities, cogenerators, small power
producers and government agencies.

54



THE WASHINGTON WATER POWER COMPANY

As of December 31, 1997, the Company’s collective bargaining agreement with the International Brotherhood of
Electrical Workers represented approximately 46% of employees. The current agreement with the union local
representing the majority of the bargaining unit employees expires on March 25, 1999. A local agreement in the
South Lake Tahoe area, which represents 7 empleyees, also expires on March 25, 1999.

NOTE 18. ACQUISITIONS AND DISPOSITIONS

During 1997, Pentzer acquired three new companies: Target Woodworks, Inc., a Florida-based company; White
Plus, a California-based company; and Proco Wood Products, a Minnesota-based company. All three companies
provide point-of-purchase and in-store merchandising services. During 1996, Pentzer acquired one company that
provides point-of-purchase and in-store merchandising services. In 1995, Pentzer acquired two companies.

In May 1997, Pentzer sold its interest in a portfolio company, Safety Speed Cut, resulting in a gain of approximately
$2.0 million, net of taxes. In 1996, Pentzer Development Corporation, a subsidiary of Pentzer, sold the Spokane
Industrial Park, resulting in a gain of approximately $10.8 million, net of taxes and other adjustments. In February
1998, Pentzer sold its interest in Systran, resulting in a gain of approximately $5.8 million, net of taxes, which will
be included in income in the first quarter of 1998.

NOTE 19. MERGER TERMINATION

On June 28, 1996, the Board of Directors of the Company terminated the Agreement and Plan of Reorganization
and Merger, dated as of June 27, 1994 by and among the Company, Sierra Pacific Resources (SPR), Sierra Pacific
Power Company, a subsidiary of SPR (SPPC), and Altus Corporation, a wholly owned subsidiary of the Company
(Altus, formerly named Resources West Energy Corporation), which would have provided for the merger of the
Company, SPR and SPPC with and into Altus. The Company had approximately $15.8 million, or $10.3 million
after-tax, in merger-related transaction and transition costs that were expensed in 1996. No increase in rates will
occur as a result of these costs being expensed.
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NOTE 20. SELECTED QUARTERLY INFORMATION (Unaudited)

The Company's energy operations are significantly affected by weather conditions. Consequently, there can be
large variances in revenues, expenses and net income between quarters based on seasonal factors such as
temperatures and streamflow conditions. A summary of quarterly operations (in thousands of dollars except per
share amounts) for 1997 and 1996 follows:

Three Months Ended
March June September December
1997 31 30 30 31
Operating reVenueS ........cviveivenveiiseinseinnnns $284,046 $236,274 $295,076 $486,776
Operating iNCOME .........cvvirvrrircnvisinrinorens 64,060 34,669 29,707 61,028
NEt INCOME .vvverrrirririerirrrreveseieresesesnins 29,848 48,475 13,237 23,237
Income available for common stock............. 28,070 46,663 12,258 22,414
Outstanding common stock (000s):
Weighted average........cccovvviiiiniiniininnnn 55,960 55,960 55,960 55,960 -
Actual...oooiiiie e 55,960 55,960 55,960 55,960
Earnings per share: ,
Energy Delivery and
Generation and Resources..........vuinunnn. $0.49 $0.81 $0.12 $0.29
National Energy Trading and Marketing .. (0.01) (0.03) (0.02) 0.10
NOD-ENETRY ..vvvveereeririiiiniic it 0.02 0.05 0.12 0.02
Total, Basic and Diluted.........ccccovrernencnn $0.50 $0.83 $0.22 $0.41
Dividends paid per common share .............. $0.31 $0.31 $0.31 $0.31
Trading price range per share:
High oo $19 $197/8 $21 1/4 $24 13/16
LOW oo $17 3/8 $173/8 $187/8 $18 15/16
1996
Operating revVenUES ......cocvevirievreinieneniinnns $248,004 $195,900 $219,751 $281,302
Operating inCome ......cccovevviininiinenoinneins 66,446 45,888 * 35,627 38,960
NEt INCOIME .vvvevrrecrererensieriinereisseeirs e ians 41,909 8,968 18,364 14,212
Income available for common stock............. 39,643 6,827 16,572 12,433
QOutstanding common stock (000s):
Weighted average........oocvvvvnvniininiinn 55,958 55,960 55,960 55,960
ACtUal v 55,960 55,960 55,960 55,960
Earnings per share:
Energy Delivery and
Generation and Resources..........c.covens $0.50 $0.10 - $0.19 $0.18
National Energy Trading and Marketing .. - (0.01) - (0.01)
NOD-ENEIZY vvvvvvevrirricciieiireir e 0.21 0.03 0.11 0.05
Total, Basic and Diluted........ccoccveecrncnen. $0.71 $0.12 $0.30 $0.22
Dividends paid per common share .............. $0.31 $0.31 $0.31 $0.31
Trading price range per share:
Highu oo, 319 1/8 $197/8 $193/4 $19 3/4
LOW criiieiie e $17 1/4 $17 3/4 $177/8 $18

* The amount reported above for Operating Income in the second quarter of 1996 differs from the amount
reported in the second quarter Form 10-Q because the merger expenses were retroactively reclassified from
operating expenses to non-operating expenses during the third quarter of 1996.
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PART III

Item 10. Directors and Executive Officers of the Registrant

Information regarding the directors of the Registrant has been omitted pursuant to General Instruction G to Form 10-K.
Reference is made to the Registrant's Proxy Statement to be filed with the Securities and Exchange Commission in
connection with the Registrant's annual meeting of shareholders to be held on May 14, 1998.

Executive Officers of the Registrant

Name

Paul A. Redmond

W. Lester Bryan

Jon E. Eliassen

Gary G. Ely

Robert D. Fukai

JoAnn G. Matthiesen

Lawrence J. Pierce

Ronald R. Peterson

Terry L. Syms

Age
61

57

51

50

48

57

45

45

49

Business Experience During Past S Years

Chairman of the Board and Chief Executive Officer since
August 1996; Chairman of the Board, President and Chief
Executive Officer February 1994 - August 1996; Chairman of the
Board and Chief Executive Officer May 1988 - February 1994.

President & Chief Operating Officer since August 1996;
Senior Vice President - Rates & Resources May 1992 - August 1996.

Senior Vice President, Chief Financial Officer & Treasurer since
November 1997; Senior Vice President & Chief Financial Officer
August 1996 - November 1997; Vice President - Finance & Chief
Financial Officer February 1986 - August 1996.

Senior Vice President & General Manager since August 1996;
Vice President - Natural Gas February 1991- August 1996.

Vice President - External Relations since August 1996; Vice President -
Human Resources, Corporate Services & Marketing January 1993 -
August 1996.

Vice President - Human Resources since August 1996; Vice President -
Organization Effectiveness, Public Relations & Assistant to the Chairman
January 1993 - August 1996.

Vice President since November 1997; Vice President & Treasurer August 1996 -
November 1997; Vice President - Business Analysis August 1994 - August 1996;
Director - Business Analysis February 1992 - August 1994. '

Vice President and Controller since February 1998; Controller August 1996 - February
1998; Treasurer February 1992 - August 1996.

Vice President and Corporate Secretary since February 1998; Corporate
Secretary March 1988 - February 1998,

All of the Company's executive officers, with the exception of Messr. Fukai, were officers or directors of one or more of
the Company's subsidiaries in 1997.

Executive officers are elected annually by the Board of Directors.
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Item 11. Executive Compensation

Information regarding executive compensation has been omitted pursuant to General Instruction G to Form 10-K.
Reference is made to the Registrant's Proxy Statement to be filed with the Securities and Exchange Commission in
connection with the Registrant's annual meeting of shareholders to be held on May 14, 1998.

Item 12. Security Ownership of Certain Beneficial Owners and Management

(a)  Security ownership of certain beneficial owners (owning 5% or more of Registrant's voting securities):
None.
(b)  Security ownership of management:
Information regarding security ownership of management has been omitted pursuant to General Instruction G to
Form 10-K. Reference is made to the Registrant's Proxy Statement to be filed with the Securities and Exchange
Commission in connection with the Registrant's annual meeting of shareholders to be held on May 14, 1998,

(c)  Changes in control:

None.

Item 13. Certain Relationships and Related Transactions

Information regarding certain relationships and related transactions has been omitted pursnant to General Instruction G to
Form 10-K. Reference is made to the Registrant's Proxy Statement to be filed with the Securities and Exchange
Commission in connection with the Registrant's annual meeting of shareholders to be held on May 14, 1998,
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THE WASHINGTON WATER POWER COMPANY

PART IV

Item 14. Financial Statements, Financial Statement Schedules, Exhibits and Reports on Form 8-K

(a) 1. Financial Statements (Included in Part II of this report}:
Independent Auditors' Report

Consolidated Statements of Income and Retained Earnings for the Years Ended
December 31, 1997, 1996 and 1995

Consolidated Balance Sheets, December 31, 1997 and 1996
Consolidated Statements of Capitalization, December 31, 1997 and 1996
Consolidated Statements of Cash Flows for the Years Ended December 31, 1997, 1996 and 1995
Schedule of Information by Business Segments for the Years Ended December 31, 1997, 1996 and 1995
Notes to Financial Statements

(a) 2. Financial Statement Schedules:
None

(a) 3. Exhibits:
Reference is made to the Exhibit Index commencing on page 62. The Exhibits include the management
contracts and compensatory plans or arrangements required to be filed as exhibits to this Form 10-K by
Item 601(10)(iii) of Regulation S-K.

(b) Reports on Form 8-K:

Dated June 28, 1997, regarding the Company’s receipt of an $81 million income tax recovery from the
Internal Revenue Service. ‘

59



THE WASHINGTON WATER POWER COMPANY

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

THE WASHINGTON WATER POWER COMPANY
March 17, 1998 By /s/_Paul A. Redmond

Date Paul A. Redmond
Chairman of the Board and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date

Principal Executive
/s/ Paul A. Redmond Officer and Director March 17, 1998
Paul A. Redmond (Chairman of the Board
and Chief Executive Officer)

Officer
/s!/_W. Lester Bryan and Director " March 17, 1998
W. Lester Bryan (President
and Chief Operating Officer)
Principal Financial
/s/ J. E. Eliassen and Accounting Officer March 17, 1998
I. E. Eliassen (Senior Vice President,
Chief Financial Officer and Treasurer)
/s/ David A. Clack Director March 17, 1998
David A. Clack
/s/ Duane B. Hagadone Director March 17, 1998
Duane B. Hagadone
/s/ Sarah M. R. Jewell Director - March 17, 1998
Sarah M. R. Jewell
/s/ John F. Kelly Director March 17, 1998
John F. Kelly
/s/ Bugene W. Mever Director March 17, 1998
Eugene W. Meyer
/s/ Bobby Schmidt Director March 17, 1998
Bobby Schmidt
/s/ Larry A. Stanley Director March 17, 1998
Larry A. Stanley
/s/ R. John Taylor Director March 17, 1998

R. John Taylor
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INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference in Registration Statement No. 2-81697 on Form S-8, in Registration
Statement No. 2-94816 on Form S-8, in Registration Statement No. 33-49662 on Form S-3, in Registration Statement No.
33-51669 on Form S-3, in Registration Statement No. 33-53655 on Form S-3, in Registration Statement No. 33-54791 on
Form S-8, in Registration Statement No. 333-16353, in Registration Statement No. 333-16353-01, in Registration
Statement No. 333-16353-02, and in Registration Statement No. 333-16353-03 of our report dated January 30, 1998,
appearing in this Annual Report on Form 10-K of The Washington Water Power Company for the year ended
December 31, 1997.

Deloitte & Touche LLP

Seattle, Washington
March 17, 1998
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THE WASHINGTON WATER POWER COMPANY

Exhibit
3(a)

3(b)

4(a)-1
4(a)-2
4(a)-3
4(a)-4
4(a)-5
4(a)-6
4(a)-7
4(a)-8
4(a)-9
4(a)-10
4(a)-11
4(a)-12
4(a)-13
4(a)-14
4(a)-15
4(a)-16
4(a)-17

4(a)-18

4(a)-19
4(a)-20

4(a)-21
4(a)-22

4(a)-23

Previously Filed*

With
Registration
Number

1-3701 (with 1994
2nd Quarter 10-Q)

1-3701 (with 1996
2nd Quarter 10-Q)

2-4077

2-9812

2-60728
2-13421
2-13421
2-60728
2-60728
2-60728
2-60728
2-60728
2-60728
2-60728
2-60728
2-60728
2-60728
2-60728
2-60728

2-60728

2-69080

1-3701 (with
1980 Form 10-K)

2-79571

1-3701 (with

Form 8-K dated
September 20, 1983)

2-94816

*Incorporated herein by reference.
**Filed herewith.

As
Exhibit

4(a)

4(a)

B-3
4(c)
2(b)-2
4(b)-3
4(b)-4
2(b)-5
2(b)-6
2(b)-7
2(b)-8
2(b)-9
2(b)-10
2(b)-11
2(b)-12
2(b)-13
2(b)-14
2(b)-15
2(b)-16

2(b)-17

2(b)-18
4(a)-20

4(a)-21
4(a)-22

4(a)-23

EXHIBIT INDEX

Restated Articles of Incorporation of the Company as
filed August 4, 1994.

Bylaws of the Company, as amended, May 13, 1996.

Mortgage and Deed of Trust, dated as of June 1, 1939.
First Supplemental Indenture, dated as of October 1, 1952.
Second Supplemental Indenture, dated as of May 1, 1953,
Third Supplemental Indenture, dated as of December 1, 1955.
Fourth Supplemental Indenture, dated as of March 15, 1967.
Fifth Supplemental Indenture, dated as of July 1, 1957.
Sixth Supplemental Indenture, dated as of January 1, 1958.
Seventh Supplemental Indenture, dated as of August 1, 1958.
Eighth Supplemental Indenture, dated as of January 1, 1959.
Ninth Supplemental Indenture, dated as of January 1, 1960.
Tenth Supplemental Indenture, dated as of April 1, 1964,
Eleventh Supplemental Indenture, dated as of March 1, 1965.
Twelfth Supplemental Indenture, dated as of May 1, 1966.
Thirteenth Supplemental Indenture, dated as of August 1, 1966.
Fourteenth Supplemental Indenture, dated as of April 1, 1970.
Fifteenth Supplemental Indénture, dated as of May 1, 1973.
Si)ét%enth Supplemental Indenture, dated as of Fébruary i,
Seventeenth Supplemental Indenture, dated as of

November 1, 1976.
Eighteenth Supplemental Indenture, dated as of June 1, 1980.

Nineteenth Supplemental Indenture, dated as of January 1,
1981.

Twentieth Supplemental Indenture, dated as of August 1, 1982,

Twenty-First Supplemental Indenture, dated as of
September 1, 1983,

Twenty-Second Supplemental Indenture, dated as of
March 1, 1984,
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Exhibit
4(a)-24

4(a)-25

4(a)-26

4(a)-27

4(a)-28

4(b)-1

4(b)-2

4(c)-1

4(d)-1

4(d)-2

Previously Filed*

EXHIBIT INDEX (continued)

With
Registration
Number

1-3701 (with
1986 Form 10-K)

1-3701 (with
1987 Form 10-K)

1-3701 (with
1989 Form 10-K)

33-51669
1-3701 (with
1993 Form 10-K)

1-3701 (with
1989 Form 10-K)

1-3701 (with
1989 Form 10-K)

1-3701 (with
1988 Form 10-K)

1-3701 (with
1992 Form 10-K)

1-3701 (with
1995 Form 10-K)

*Incorporated herein by reference.

**Filed herewith.

As
Exhibit
4(a)-24
4(a)-25
4(a)-26
4(a)-27

4(a)-28

4(e)-1

4(e)-2

4(h)-1

4(k)-1

4(k)-2

Twenty-Third Supplemental Indenture, dated as of
December 1, 1986.

Twenty-Fourth Supplemental Indenture, dated as of
January 1, 1988.

Twenty-Fifth Supplemental Indenture, dated as of
October 1, 1989.

Twenty-Sixth Supplemental Indenture, dated as of
April 1, 1993.

Twenty-Seventh Supplemental Indenture, dated as of
January 1, 1994.

Loan Agreement between City of Forsyth, Rosebud County,
and the Company, dated as of November 1, 1989 (Series
1989 A and 1989 B). Replaces Exhibit 4(e)-1 (agreement
between the Company and City of Forsyth, Rosebud County,
Montana, dated as of October 1, 1986) filed with Form 10-K
for 1986 and Exhibit 4(g)-1 (agreement between the Company
and City of Forsyth, Rosebud County, Montana, dated as of
April 1, 1987) filed with Form 10-K for 1987.

Indenture of Trust, Pollution Control Revenue Refunding
Bonds (Series 1989 A and 1989 B) between City of Forsyth,
Rosebud County, Montana and Chemical Bank, dated as of
November 1, 1989. Replaces Exhibit 4(e)-2 (Indenture
of Trust between City of Forsyth, Rosebud County, Montana
and Chemical Bank dated as of October 1, 1986) filed with
Form 10-K for 1986 and Exhibit 4(g)-2 (Indenture of Trust
between City of Forsyth, Rosebud County, Montana and
Chemical Bank, dated as of April 1, 1987) filed with Form
10-K for 1987.

Indenture between the Company and Chemical Bank dated
as of July 1, 1988 (Series A and B Medium-Term Notes).

Credit Agreements between the Company and Seattle-First
National Bank, West One Bank Idaho, N.A., First
Interstate Bank of Washington, N.A., First Security Bank
of Idaho, N.A., U.S. Bank of Washington, N.A., and
Washington Trust Bank with Seattle-First National Bank as
agent, dated as of December 10, 1992,

Third Amendment to Credit Agreements between the Company
and Seattle-First National Bank, West One Bank Idaho, N.A.,
First Interstate Bank of Washington, N.A., First Security Bank
of Idaho, N.A., U.S. Bank of Washington, N.A., and
Washington Trust Bank with Seattle-First National Bank as
agent, dated as of November 21, 1994.
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Exhibit
4(d)-3

4(e)-1

4(e)-2

4(e)-3

4(H-1

10(a)-1

10(a)-2

10(b)-1

10(b)-2

10(c)-1

10(c)-2

10(d)-1

10(d)-2

EXHIBIT INDEX (continued)

Previously Filed*
With
Registration As
Number Exhibit
ok
1-3701 (with Form 8-K  4(n)
dated February 16, 1990)
1-3701 (with 1994 First  4(b)
Quarter Form 10-Q)
1-3701 (with 1994 Third 4(b)
Quarter Form 10-Q)
*k
2-13788 13(e)
2-60728 10(b)-1
2-13421 13(d)
2-60728 5(d)-1
2-60728 5(e)
2-60728 5(e)-1
2-60728 5(g)
2-60728 5(g)-1

*Incorporated herein by reference.
**Filed herewith.

Fourth Amendment to Credit Agreements between the
Company and Bank of America NW, N.A. doing business as
Seafirst Bank and formerly known as Seattle-First National
Bank, Wells Fargo Bank, N.A. successor by merger with First
Interstate Bank of Washington, N.A., First Security Bank of
Idaho, N.A., U.S. Bank of Washington, N.A. for itself and as
successor by merger with West One Bank, N.A., and
Washington Trust Bank; and Seafirst Bank as Agent for the
Banks, dated as of September 3, 1996.

Rights Agreement, dated as of February 16, 1990, between
the Company and the Bank of New York as successor
Rights Agent.

Amendment No. 1 to Rights Agreement, dated as of
May 10, 1994,

Amendment No. 2 to Rights Agreement, dated as of
June 27, 1994,

Amended and Restated Credit Agreement between the
Company and The Toronto-Dominion Bank, The Bank of
New York and NationsBank of Texas, N.A. with Toronto
Dominion Bank as agent for the Banks, dated as of July 22,
1997.

Power Sales Contract (Rocky Reach Project) with
Public Utility District No. 1 of Chelan County,
Washington, dated as of November 14, 1957.

Amendment to Power Sales Contract (Rocky Reach
Project) with Public Utility District No. 1 of Chelan
County, Washington, dated as of June 1, 1968.

Power Sales Contract (Priest Rapids Project) with
Public Utility District No. 2 of Grant County,
Washington, dated as of May 22, 1956.

Second Amendment to Power Sales Contract (Priest Rapids
Project) with Public Utility District No. 2 of Grant
County, Washington, dated as of December 19, 1977.

Power Sales Contract (Wanapum Project) with
Public Utility District No. 2 of Grant County,
Washington, dated as of June 22, 1959,

First Amendment to Power Sales Contract (Wanapum
Project) with Public Utility District No. 2 of Grant
County, Washington, dated as of December 19, 1977,

Power Sales Contract (Wells Project) with Public Utility
District No. 1 of Douglas County, Washington, dated as
of September 18, 1963.

Amendment to Power Sales Contract (Wells Project)
with Public Utility District No. 1 of Douglas County,
Washington, dated as of February 9, 1965.
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Exhibit

10(d)-3

10(d)-4

10(e)

10(f)

10(g)-1

10(g)-3

10(h)-1

10(h)-2

10(h)-3

10(i)-1

10(i)-2

Previously Filed*

EXHIBIT INDEX (continued)

With
Registration
_Number

2-60728

2-60728

2-60728

2-60728

2-60728

1-3701 (with Form

10K for 1991)

2-47373

2-60728

1-3701 (with
Form 10-K for
1986)

2-60728

1-3701 (with
Form 10-Q for
quarter ended
September 30,
1985)

*Incorporated herein by reference.

**Filed herewith.

As
Exhibit

5(h)

5(h)-1

5(i)

50)

5(k)

10(h)-3

13(y)

5(m)-1

10(i)-3

5(n)

Reserved Share Power Sales Contract (Wells Project)
with Public Utility District No. 1 of Douglas County,
Washington, dated as of September 18, 1963.

Amendment to Reserved Share Power Sales Contract
(Wells Project) with Public Utility District No. 1 of Douglas
County, Washington, dated as of February 9, 1965. ’

Canadian Entitlement Exchange Agreement executed by
Bonneville Power Administration Columbia Storage Power
Exchange and the Company, dated as of August 13, 1964.

Pacific Northwest Coordination Agreement, dated as of
September 15, 1964.

Ownership Agreement between the Company, Pacific
Power & Light Company, Puget Sound Power & Light
Company, Portland General Electric Company, Seattle City
Light, Tacoma City Light and Grays Harbor and Snohomish
County Public Utility Districts as owners of the Centralia
Steam Electric Generating Plant, dated as of May 15, 19609.

Centralia Fuel Supply Agreement between PacifiCorp
Electric Operations, as the Seller, and the Company, Puget
Sound Power & Light Company, Portland General Electric
Company, Seattle City Light, Tacoma City Light and Grays
Harbor and Snohomish County Public Utility Districts,
as the Buyers of coal for the Centralia Steam Electric
Generating Plant, dated as of January 1, 1991.

Agreement between the Company, Bonneville Power
Administration and Washington Public Power Supply
System for purchase and exchange of power from the Nuclear
Project No. 1 (Hanford), dated as of January 6, 1973.

Amendment No. 1 to the Agreement between the Company
between the Company, Bonneville Power Administration and
Washington Public Power Supply System for purchase and
exchange of power from the Nuclear Project No. 1 (Hanford),
dated as of May 8, 1974.

Agreement between Bonneville Power Administration,
the Montana Power Company, Pacific Power & Light,
Portland General Electric, Puget Sound Power & Light, the
Company and the Supply System for relocation costs of
Nuclear Project No. 1 (Hanford) dated as of July 9, 1986.

Ownership Agreement of Nuclear Project No. 3, sponsored
by Washington Public Power Supply System, dated as of
September 17, 1973,

Settlement Agreement and Covenant Not to Sue executed
by the United States Department of Energy acting
by and through the Bonneville Power Administration
and the Company, dated as of September 17, 1985,
describing the settlement of Project 3 litigation.
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Previously Filed*

EXHIBIT INDEX (continued)

With
Registration
Exhibit Number

10(i)-3 1-3701 (with
Form 10-Q for
quarter ended
September 30,
1985)

10(3)-4 1-3701 (with
Form 10-Q for
quarter ended
September 30,
1985)

10(j)-2 2-66184

10(j)-3 2-60728

10(j)-4 1-3701 (with
1989 Form 10-K)

10(j)-6 1-3701 (with
1992 Form 10-K)

10(j)-7 1-3701 (with
1992 Form 10-K)

10(k)-1 1-3701 (with
Form 8-K for
August 1976)

10(k)-2 1-3701 (with
1981 Form 10-K)

10(k)-3 1-3701 (with
1981 Form 10-K)

10(k)-4 1-3701 (with
1981 Form 10-K)

10(k)-5 1-3701 (with
1988 Form 10-K)

10(1)-1 1-3701 (with
1986 Form 10-K)

*Incorporated herein by reference.
**Filed herewith.

As
Exhibit

2

5(r)
5(s)
10(k)-4
10(k)-6
10(k)-7
13(b)
10(s)-7

10(s)-2

10(s)-3
10(1)-5

10(n)-2

Agreement to Dismiss Claims and Covenant
Not to Sue between the Washington Public
Power Supply System and the Company, dated
as of September 17, 1985, describing the settlement
of Project 3 litigation with the Supply System.

Agreement among Puget Sound Power & Light
Company, the Company, Portland General Electric
Company and PacifiCorp, dba Pacific Power & Light
Company, agreeing to execute contemporaneously
an irrevocable offer, to and for the benefit of the Bonneville
Power Administration, dated as of September 17, 1985.

Service Agreement (Natural Gas Storage Service), dated as
of August 27, 1979, between the Company and Northwest
Pipeline Corporation.

Service Agreement (Liquefaction~Storage Natural Gas Service),
dated as of December 7, 1977, between the Company and
Northwest Pipeline Corporation.

Amendment dated as of January 1, 1990, to Firm
Transportation Agreement, dated as of June 15, 1988,
between the Company and Northwest Pipeline Corporation.

Firm Transportation Service Agreement, dated as of
April 25, 1991, between the Company and Pacific Gas
Transmission Company.

Service Agreement Applicable to Firm Transportation Service,
dated June 12, 1991, between the Company and Alberta
Natural Gas Company Ltd.

Letter of Intent for the Construction and Ownership
of Colstrip Units No. 3 and 4, sponsored by The
Montana Power Company, dated as of April 16, 1974.

Ownership and Operation Agreement for Colstrip
Units No. 3 and 4, sponsored by The Montana
Power Company, dated as of May 6, 1981.

Coal Supply Agreement for Colstrip Units No. 3 and 4
between The Montana Power Company, Puget Sound
Power & Light Company, Portland General Electric Company,
Pacific Power & Light Company, Western Energy
Company and the Company, dated as of July 2, 1980.

Amendment No. 1 to Coal Supply Agreement for
Colstrip Units No. 3 and 4, dated as of July 10, 1981.

Amendment No. 4 to Coal Supply Agreement for Colstrip
Units No. 3 and 4, dated as of January 1, 1988.

Lease Agreement between the Company and IRE-4

New York, Inc., dated as of December 15, 1986,
relating to the Company's central operating facility.
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EXHIBIT INDEX (continued)

Previously Filed*

With
Registration As
Exhibit Number Exhibit
10(m) 1-3701 (with 10(v) Supplemental Agreement No. 2, Skagit/Hanford Project,
1983 Form 10-K) dated as of December 27, 1983, relating to the termination
of the Skagit/Hanford Project.
10(n) 1-3701 (with 10(p)-1 Agreement for Purchase and Sale of Firm Capacity and
1986 Form 10-K) Energy between Puget Sound Power & Light Company
and the Company, dated as of August 1, 1986.
10(0) 1-3701 (with 10(q)-1 Electric Service and Purchase Agreement between
1991 Form 10-K) Potlatch Corporation and the Company, dated as of
January 3, 1991.
10(p) 1-3701 (with 10(r)-1 Power Sale Agreement between the Company and the
1992 Form 10-K) Northern California Power Agency dated October 11, 1991.
10(q) 1-3701 (with 10(s)-1 Agreements for Purchase and Sale of Firm Capacity
1992 Form 10-K) between the Company and Portland General Electric
Company dated March and June 1992.
10(r)-1 1-3701 (with 10(t)-8 Executive Deferral Plan of the Company. (***)
1992 Form 10-K)
10(r)-2 1-3701 (with 10(t)-9 The Company's Unfunded Outside Director
1992 Form 10-K) Retirement Plan. (**%*)
10()-3 1-3701 (with 10(t)-10 The Company's Unfunded Supplemental
1992 Form 10-K) Executive Retirement Plan. (¥**)
10(r)-4 1-3701 (with 10(t)-11 The Company's Unfunded Supplemental
1992 Form 10-K) Executive Disability Plan. (***)
10(r)-5 1-3701 (with 10(t)-12 Income Continuation Plan of the Company. (**¥*)

1992 Form 10-K)

12 ** Statement re computation of ratio of earnings to fixed
charges and preferred dividend requirements.

21 *k Subsidiaries of Registrant.

27 *ok Financial Data Schedule.

*  Incorporated herein by reference.
**  Filed herewith.
*** Management contracts or compensatory plans filed as exhibits by reference per Item 601(10)(iii)
of Regulation S-K.
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EXHIBIT 12

THE WASHINGTON WATER POWER COMPANY

Computation of Ratio of Earnings to Fixed Charges and Preferred Dividend Requirements
Consolidated
(Thousands of Dollars)

Years Ended December 31
1997 1996 1995 - 1994 1993
Fixed charges, as defined:
Interest on long-term debt $ 63,413 $ 60,256 $ 55,580 $ 49,566 $ 47,129
Amortization of debt expense
and premium - net 2,862 2,998 3,441 3,511 3,004
Interest portion of rentals 4,354 4,311 3,962 1,282 924
Total fixed charges $ 70,629 $ 67,565 $ 62,983 $ 54,359 $ 51,057
Earnings, as defined:
Net income from continuing ops. $ 114,797 $ 83,453 $ 87,121 $ 77,197 $ 82,776
Add (deduct):
Income tax expense 61,075 49,509 52,416 44,696 42,503
Total fixed charges above 70,629 67,565 62,983 54,359 51,057
Total earnings $ 246,501 $ 200,527 $ 202,520 $ 176,252 $ 176,336
Ratio of earnings to fixed charges 3.49 2.97 3.22 3.24 345
Fixed charges and preferred
dividend requirements:
Fixed charges above $ 70,629 $ 67,565 $ 62,983 $ 54,359 $ 51,057
Preferred dividend requirements (2) 8,261 12,711 14,612 13,668 12,615
Total $ 78,890 $ 80,276 $ 77,595 $ 68,027 $ 63,672
Ratio of earnings to fixed charges
and preferred dividend requirements 3.12 2.50 2.61 2.59 2,77

(1) Calculations have been restated to reflect the results from continuing operations (ie. excluding discontinued coal
mining operations).
(2) Preferred dividend requirements have been grossed up to their pre-tax level.



Exhibit 21

THE WASHINGTON WATER POWER COMPANY

SUBSIDIARIES OF REGISTRANT

Subsidiary State of Incorporation
Pentzer Corporation Washington
Washington Irrigation & Development Company Washington
WP Finance Co. Washington
Avista Corp. Washington
Avista Advantage, Inc. Washington
Avista Energy, Inc. Washington
Avista Laboratories, Inc. Washington
WP International, Inc. Washington
WWP Fiber, Inc. Washington
WWP Receivables Corp. Washington

Altus Corporation Nevada



EXHIBIT 27

THE WASHINGTON WATER POWER COMPANY
FINANCIAL DATA SCHEDULE UT
1997 10-K

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION
EXTRACTED FROM THE CONSOLIDATED FINANCIAL STATEMENTS OF THE
WASHINGTON WATER POWER COMPANY, INCLUDED IN THE ANNUAL
REPORT ON FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 1997, AND IS
QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL

STATEMENTS.

ARTICLE

MULTIPLIER 1,000
PERIOD-TYPE 12-MOS
FISCAL-YEAR-END DEC-31-1997
PERIOD-END DEC-31-1997
BOOK-VALUE PER-BOOK
TOTAL-NET-UTILITY-PLANT 1,433,123
OTHER-PROPERTY-AND-INVEST 297,227
TOTAL-CURRENT-ASSETS 376,843
TOTAL-DEFERRED-CHARGES 304,592
OTHER-ASSETS 0
TOTAL-ASSETS 2,411,785
COMMON 585,102
CAPITAL-SURPLUS-PAID-IN (8,066)
RETAINED-EARNINGS 171,776
TOTAL-COMMON-STOCKHOLDERS-EQ 748,812
PREFERRED-MANDATORY 155,000
PREFERRED 0
LONG-TERM-DEBT-NET (1) 607,803
SHORT-TERM-NOTES 127,118
LONG-TERM-NOTES-PAYABLE 30,057
COMMERCIAL-PAPER-OBLIGATIONS 0
LONG-TERM-DEBT-CURRENT-PORT 20,440
PREFERRED-STOCK-CURRENT 0
CAPITAL-LEASE-OBLIGATIONS 5,825

LEASES-CURRENT

1,779



OTHER-ITEMS-CAPITAL-AND-LIAB (2) 714,951

TOT-CAPITALIZATION-AND-LIAB 2,411,785
GROSS-OPERATING-REVENUE 1,302,172
INCOME-TAX-EXPENSE (3) 61,075
OTHER-OPERATING-EXPENSES 1,112,708
TOTAL-OPERATING-EXPENSES 1,112,708
OPERATING-INCOME-LOSS 189,464
OTHER-INCOME-NET 52,683
INCOME-BEFORE-INTEREST-EXPENSE (4) 242,147
TOTAL-INTEREST-EXPENSE : 66,275
NET-INCOME 114,797
PREFERRED-STOCK-DIVIDENDS ’ 5,392
EARNINGS-AVAILABLE-FOR-COMM 109,405
COMMON-STOCK-DIVIDENDS 69,390
TOTAL-INTEREST-ON-BONDS 32,841
CASH-FLOW-OPERATIONS 202,399
EPS-PRIMARY 1.96
EPS-DILUTED 1.96

(1) LONG-TERM DEBT-NET DOES NOT MATCH THE AMOUNT REPORTED ON
THE COMPANY'S CONSOLIDATED STATEMENT OF CAPITALIZATION AS
LONG-TERM DEBT DUE TO THE OTHER CATEGORIES REQUIRED BY THIS
SCHEDULE.

(2) OTHER ITEMS CAPITAL AND LIABILITIES INCLUDES THE CURRENT
LIABILITIES, DEFERRED CREDITS AND MINORITY INTEREST, LESS CERTAIN
AMOUNTS INCLUDED UNDER LONG-TERM DEBT-CURRENT PORTION AND
LEASES-CURRENT, FROM THE COMPANY'S CONSOLIDATED BALANCE
SHEET.

(3) THE COMPANY DOES NOT INCLUDE INCOME TAX EXPENSE AS AN
OPERATING EXPENSE ITEM. IT IS INCLUDED ON THE COMPANY'S
STATEMENTS AS A BELOW-THE-LINE ITEM.

(4) INCOME BEFORE INTEREST EXPENSE IS NOT A SPECIFIC LINE ITEM ON
THE COMPANY'S INCOME STATEMENTS. THE COMPANY COMBINES TOTAL
INTEREST EXPENSE AND OTHER INCOME TO CALCULATE INCOME BEFORE
INCOME TAXES.
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