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1. FILING DATA

Utility: Avista Utilities
1411 E. Mission Ave.
Spokane, WA 99252-0001
http://www.avistautilities.com/residential/pages/default.aspx

Parties to the Filing:

Investor Owned Utilities (I10Us):
Avista Utilities (Avista)
Idaho Power Company (IPC)
NorthWestern Energy (NorthWestern or NWE)
PacifiCorp (PAC)
Portland General Electric (PGE)
Puget Sound Energy (PSE)

Consumer Owned Utilities (COUs):
Franklin County PUD (Franklin)
Snohomish County PUD (Snohomish)

Other Participants to the Filing:
Idaho Public Utility Commission
Public Power Council
Public Utility Commission of Oregon (OPUC)
Washington Utilities and Transportation Commission (WUTC)

ASC Base Period: CY 2006

Effective Exchange Period: FY 2009 (October 1, 2008 — September 30, 2009)

Statement of Purpose:

Bonneville Power Administration (BPA) has conducted an Average System Cost (ASC) Review
Process to determine Avista’s ASC for FY 2009 based on BPA’s 2008 ASC Methodology
(ASCM). This ASC Final Report describes the process, evaluation, and results of BPA’s ASC
review.

General information can be found at http://www.bpa.gov/corporate/finance/ascm/index.cfm.

NOTE: If the filing utility or an intervenor wished to preserve any issue regarding BPA's ASC
Final Reports for subsequent administrative or judicial appeal, they must have raised such issue
in their comments on BPA's ASC Draft Reports. If a party failed to do so, the issue is waived for
subsequent appeal.
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2. AVERAGE SYSTEM COST SUMMARY

2.1. Base Period ASC

The 2008 ASCM requires utilities participating in the ASC Review Process, both IOUs and
COUs, to submit to BPA “Base Period” financial and operational information. The Base Period
is defined as the calendar year of the most recent FERC Form 1 data for IOUs, and Annual
Reports, including Cost of Service Analysis (COSA), for COUs. The submitted information
includes the “Appendix 1,” the Excel-based workbook used in calculating the Base Period ASC.
For purposes of this report, the Base Period is calendar year (CY) 2006.

The table below summarizes the CY 2006 Base Period ASC based on (1) the ASC information
filed by Avista on October 1, 2008 (including errata, if applicable), and (2) the same information
as adjusted by BPA, including in response to comments submitted by the utility and/or
intervenors during the ASC Review Process. This table does not reflect the Exchange Period
ASC, which is noted in subsequent tables.

Table2.1:  CY 2006 Base Period ASC
(Results of Appendix 1 calculations)

October 1, 2008 June 19, 2009

As Filed Final Report
Production Cost $365,632,222 $361,189,158
Transmission Cost $61,040,632 $59,627,472
(Less) NLSL Costs 0 0
Contract System Cost (CSC) $426,672,855 $420,816,630
Total Retail Load (MWh) 8,787,002 8,787,002
(Less) NLSL 0 0
Total Retail Load (Net of NLSL) 8,787,002 8,787,002
Distribution Losses 460,439 460,439
Contract System Load (CSL) 9,247,441 9,247,441
CY 2006 Base Period ASC $46.14 IMWh $ 45.51/MWh
(CsC/cCsL)
2.2. ASC New Resource Additions

In addition to the historical Base Period cost and load data, the exchanging utility may also
provide its forecast of major new resource additions, and all associated costs, that are projected
to come on-line through the end of the Exchange Period (FY 2009). The forecast covers the
period from the end of the Base Period (December, 2006) to the end of the Exchange Period
(September, 2009). When a major new resource addition is projected to come on-line prior to
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the start of the Exchange Period, the associated costs are projected forward to the mid-point of
the Exchange Period in order to calculate the Exchange Period ASC.

The 2008 ASCM also provides that changes to an established ASC are allowed to occur during
the Exchange Period to account for major new resource additions and purchases that are
projected to come on-line or be purchased and used to meet a utility’s retail load during the
Exchange Period (FY 2009).

In either scenario, such changes in ASC must meet the same materiality threshold as a change in

ASC resulting from major new resource additions, that is, a 2.5 percent or greater change in Base
Period ASC. BPA allows utilities to submit stacks of individual resources that, when combined,

meet the materiality threshold. However, each resource in the stack must result in an increase of
Base Period ASC of 0.5 percent or more.

The tables below summarize the new major resource additions, if any, projected to come on-line
during the forecast period based on (1) the ASC information filed on October 1, 2008 (including
errata, if applicable), and (2) the same information as adjusted by BPA, including in response to
comments submitted by the utility and/or intervenors during the ASC Review Process.

Avista has no material new resource additions coming on-line either prior to or during the FY
2009 Exchange Period.

Table 2.2.1: New Resource Additions Coming On-line
Prior to Exchange Period ($/MWh)

As-Filed FY 2009 Exchange Period ASC

Resource N/A N/A N/A N/A
Expected On-Line Date
Delta*
Final Report FY 2009 Exchange Period ASC
Resource N/A N/A N/A N/A
Expected On-Line Date
Delta*

*The Delta is the incremental change in the ASC as the new resources come on line.
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Table 2.2.2: New Resource Additions Coming On-line
During the Exchange Period ($/MWh)

As-Filed FY 2009 Exchange Period ASC

Resource N/A N/A N/A N/A

Expected On-Line Date

Delta*

Final Report FY 2009 Exchange Period ASC

Resource N/A N/A N/A N/A

Expected On-Line Date

Delta*

*The Delta is the incremental change in the ASC as the new resources come on line.

2.3. FY 2009 Exchange Period ASC for the Final Report

The following table identifies the Exchange Period ASC as filed on October 1, 2008, including
errata, if applicable, and as adjusted by BPA for this ASC Final Report. The ASC includes
major new resource additions projected to come on-line prior to the start of the Exchange Period
only. The Exchange Period ASC will adjust as necessary as additional major new resources
come on-line, and as identified in Table 2.2.2 above. The procedures used in making the
determinations and any required changes are prescribed by the 2008 ASCM and described in the
following sections.

Table 2.3:  Exchange Period FY 2009 ASC ($/MWh)
Prior to New Resource Additions

Date October 1, 2008 June 19, 2009
As-Filed Final Report
FY 2009 50.25 49.66

3. FILING REQUIREMENTS
3.1. Introduction

Section 5(c) of the Pacific Northwest Electric Power Planning and Conservation Act (Northwest
Power Act), 16 U.S.C. §8 839c(c), established the REP. Any Pacific Northwest utility interested
in participating in the REP may offer to sell power to BPA at the average system cost (ASC) of
the utility’s resources. In exchange, BPA offers to sell an “equivalent amount of electric power
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to such utility for resale to that utility’s residential users within the region” at the BPA rate
established pursuant to section 7(b)(l) of the Act. See generally H.R. Rep. No. 976, Pt. I, 96th
Cong., 2d Sess. 60 (1980). The cost benefits established by the REP are passed through directly
to the exchanging utilities’ residential and small farm consumers. 16 U.S.C. § 839c(c)(3).

The Northwest Power Act gives BPA’s Administrator the discretionary authority to determine
ASC on the basis of a methodology established in a public consultation proceeding. 16 U.S.C. §
839c¢(c)(7). The only express statutory limits on the Administrator’s authority are found in
sections 5(c)(7)(A), (B) and (C) of the Act. 16 U.S.C. §8 839¢(c)(7)(A), (B) and (C).

BPA'’s first ASC Methodology was developed in consultation with regional interests in 1981.
See 48 Fed. Reg. 46,970 (Oct. 17, 1983). It was later revised in 1984. See 49 Fed. Reg. 39,293
(Oct. 5, 1984). In the late 1980s and mid-1990s, BPA and exchanging utilities executed a
number of termination agreements that provided for payments to each utility through the
remaining years of the Residential Purchase and Sale Agreements (RPSA) that implemented the
REP. These termination agreements did not require the participating utilities to submit ASC
filings. Subsequent REP Settlement Agreements with BPA’s investor-owned utility customers
were in effect from approximately 2001 through 2007, but were terminated following a judicial
decision issued on May 3, 2007. See generally, Portland General Elec. Co. v. Bonneville Power
Admin., 501 F.3d 1009 (9th Cir. 2007).

In 2007, BPA began administrative efforts to resume the full implementation of the REP,
including the development of new RPSAs and a consultation proceeding to revise the 1984 ASC
Methodology. As with the 1981 and 1984 ASC Methodologies, the 2008 ASCM was developed
in a consultation proceeding with interested parties through, in part, a series of working group
meetings conducted by BPA staff. The goal of the consultation process was to develop an
administratively feasible ASC Methodology that would be technically sound and comport with
the Northwest Power Act. The ASCM is subject to review and approval by the Federal Energy
Regulatory Commission (FERC or Commission). On October 10, 2008, the Commission
granted interim approval to BPA’s 2008 ASCM. See Sales of Elec. Power to the Bonneville
Power Administration, Revisions to Average System Cost Methodology, 73 Fed. Reg. 60,105
(Oct. 10, 2008).

BPA maintains a significant role in reviewing utilities” ASC filings to ensure compliance with

the 2008 ASCM. For more information regarding the 2008 ASCM, please refer to the Final
Record of Decision, 2008 Average System Cost Methodology, June 30, 2008.

3.2. ASC Review Process - FY 2009

Under the 2008 ASCM, utilities” ASCs are generally established prior to the calculation and
payment of REP benefits. The ASC Review Processes for FY 2009, however, have occurred
during the Exchange Period in which the as-filed ASC is in effect. This is because the 2008
ASCM was completed in June 2008, which did not allow the ASC Review Processes to occur
and establish final utilities’ ASCs until after FY 2009 had begun. Therefore, the REP for FY
2009 is implemented based on as-filed ASCs, and payments are then trued up for the final ASCs
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determined by BPA. In the future, the ASC Review Processes will occur before the beginning of
the Exchange Period.

On October 1, 2008, exchanging utilities submitted ASC filings for the FY 2009 Exchange
Period. The as-filed ASCs went into effect on an interim basis at that time and will be trued-up
based on the results of the respective ASC Final Reports. All data were submitted using two
Excel-based models: the Appendix 1 and the ASC Forecast Model. Additional supporting
documentation was also submitted. A utility’s submission of the models and supporting
documentation is defined as the utility’s “ASC filing.”

To determine a utility’s Exchange Period ASC for FY 2009 (October 1, 2008, through
September 30, 2009), the Base Period (CY 2006) ASC is first calculated using the Appendix 1.
BPA then uses the ASC Forecast Model to escalate the Base Period ASC forward to the mid-
point of the effective Exchange Period. The Base Period and Exchange Period ASC results are
reported herein.

The 2008 ASCM allows utilities to file multiple, contingent ASCs to reflect changes to service
territories, and allows for changes to ASCs resulting from major resource additions and
reductions.

Exchanging utilities’ October 2008 ASC filings began the formal review and comment
processes, referred to as the Review Period, to establish the utilities’ respective ASCs. For the
Final Reports, BPA completed a preliminary review of the utilities” ASC filings in conformance
with the 2008 ASCM, which was approved by FERC on an interim basis on October 10, 2008.
The preliminary review resulted in the publication of a ASC Draft Report. The utility’s
comments on the ASC Draft Report are noted and addressed herein. In addition, parties had a
full and complete opportunity to intervene in BPA’s ASC Review Processes and to submit
comments on the utilities’ ASC filings and ASC Draft Reports.

The Review Processes for FY 2009 are complete. The final ASC determinations and supporting
justifications are published in the ASC Final Report for each participating utility and can be
viewed at http://www.bpa.gov/corporate/finance/ascm/fy09-asc-final-reports.cfm.

For details of the prospective Review Period and guidelines, see Attachment A to the 2008 Final
Record of Decision, 2008 Average System Cost Methodology, June 2008, entitled 2008
Methodology for Determining the Average System Cost of Resources for Electric Utilities
Participating in the Residential Exchange Program Established by Section 5(c) of the Pacific
Northwest Electric Power and Conservation Act.

3.3. Explanation of Schedules

Utilities” Appendix 1 filings consist of a series of seven schedules and other supporting
information, which present the data necessary to calculate ASCs. The schedules and support
data are as follows:
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1. Schedule 1 - Plant Investment/Rate Base

2. Schedule 1A - Cash Working Capital Calculation
3. Schedule 2 - Capital Structure and Rate of Return
4. Schedule 3 - Expenses

5. Schedule 3A - Taxes

6. Schedule 3B - Other Included Items

7. Schedule 4 - Average System Cost

8. Distribution of Salaries and Wages

9. Purchased Power and Off-System Sales
10. New Large Single Loads
11. Labor Ratios

3.3.1. Schedule 1 — Plant Investment/Rate Base

This schedule establishes the rate base used by the utility. The calculation begins with a
determination of the Gross Electric Plant In-Service, which includes the historical costs of the
Intangible, General, Production, Transmission, and Distribution Plant. For exchanging utilities
that provide electric and natural gas service, the portion of common plant allocated to electric
service is also included. These values (and all subsequent values) are entered into the Appendix
1 filing as line items based on the FERC Uniform System of Accounts. In general, each line
item (Account) is functionalized to Production, Transmission, and/or Distribution/Other in
accordance with the functionalizations prescribed in the 2008 ASCM, Attachment A, Table 1.

Next, in order to reflect the book value of the remaining plant, depreciation and amortization
reserves are evaluated and entered into the Appendix 1 form and functionalized. These are then
subtracted from the Gross Electric Plant In-Service to determine the Net Electric Plant In-
Service.

The resulting Net Electric Plant is adjusted, where appropriate, to reflect additions in Cash
Working Capital (calculated in Schedule 1A), Utility Plant, Property and Investments, Current
and Accrued Assets, and Deferred Debits. It is adjusted again, where appropriate, to deduct the
Current and Accrued Liabilities, and Deferred Credits. The outcome of these adjustments
defines the Production, Transmission, and/or Distribution/Other components of Total Rate Base.

3.3.2. Schedule 1A — Cash Working Capital

Cash working capital is a ratemaking convention that is not included in the FERC Form 1, but is
a part of all electric utility rate filings as a component of rate base. To determine the allowable
amount of cash working capital in rate base for a utility, BPA allows one-eighth of the
functionalized costs of total production expenses, transmission expenses and administrative and
general expenses less purchased power, fuel costs, and public purpose charges.

3.3.3. Schedule 2 — Capital Structure and Rate of Return

This schedule lists the data used by the utility to develop the rate of return applied to the utility's
rate base developed on Schedule 1 to determine the utility's return on investment.
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Investor-owned utilities (I0U) use the weighted cost of capital (WCC) from their most recent
State Commission Rate Order with a Federal income tax adjustment to determine the return
calculation. The return on equity (ROE) used in the WCC calculation is grossed up for Federal
income taxes at the marginal Federal income tax rate using the formula found in the ASCM,
Attachment A, Section IX, Endnote b. For consumer-owned utilities (COU), the rate of return is
equal to the COU’s weighted cost of debt times total rate base as determined in Schedule 1.

When the Net Production and Transmission Plant in Service is multiplied by the Rate of Return
as determined in Schedule 2, the result is the utility's return on investment.

3.34. Schedule 3 — Expenses

This schedule represents operations and maintenance expense for the production, transmission
and distribution of electricity. Each expense item is functionalized as outlined in the 2008
ASCM, Table 1. Additional expenses associated with customer accounts, sales, administrative
and general expense, conservation program expense, and depreciation and amortization expense
associated with Electric Plant in Service are also included. The sum of these costs is Total
Operating Expenses.

3.3.5. Schedule 3A — Taxes

This schedule presents allowable ASC costs for Federal employment tax and certain non-Federal
taxes, including property and unemployment taxes. State income taxes, franchise fees,
regulatory fees, and city/county taxes are included but are functionalized to Distribution/Other
and therefore not incorporated in ASC. Taxes and fees for each state listed are grouped together
and entered as “combined” line items for Appendix 1 filing purposes.

Federal income taxes included in ASC are calculated and described in Schedule 2 above, Capital
Structure and Rate of Return.

3.3.6. Schedule 3B — Other Included Items

This schedule includes revenues from the disposition of plant, sales for resale, and other
revenues, including electric revenues and revenues from transmission of electricity to others
(wheeling). Items in this schedule are deducted from the total costs of each utility.

3.3.7. New Large Single Loads

A New Large Single Load (NLSL) is any load associated with a new facility, an existing facility
or an expansion of an existing facility, which was not contracted for or committed to (CF/CT)
prior to September 1, 1979, and which will result in an increase in power requirements of the
specific customer of ten average megawatts (10 aMW) or more in any consecutive twelve-month
period.

BPA determines the cost of serving NLSLs by using the fully allocated cost of all post-
September 1, 1979, resources and long-term power purchases greater than five years in duration.
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By law, NLSLs and the associated costs to serve them are not included in utilities” ASCs. See
16 U.S.C. 8 839c(c)(7)(A).

3.3.8. Schedule 4 — Average System Cost ($/MWh)

This schedule summarizes the cost information calculated in Schedules 2 through 3B: Federal
income tax adjusted return on rate base, total operating expenses, state and other taxes, and other
included items. The schedule also identifies the Contract System Cost and Contract System
Load, as defined below, and calculates the utility’s ASC ($/MWh).

Contract System Cost:

Contract System Cost (CSC) includes the utility’s costs for production and transmission
resources, including power purchases and conservation measures, which are includable in and
subject to the provisions of the Appendix 1. Costs to serve NLSLs are excluded from ASC
calculations. CSC becomes the numerator in calculating ASC.

Contract System Load (MWh):

The Contract System Load (CSL) is the total regional retail load, adjusted for distribution losses
and NLSL, pursuant the 2008 ASCM. The CSL is the denominator in calculating ASC.

3.3.9. Distribution of Salaries and Wages

This supporting file is used to determine the Labor Ratio calculations and includes salaries and
wages from relevant operations and maintenance of the electric plant.

3.3.10. Purchased Power and Sales for Resale

Purchased Power is an Account of Schedule 3, Expenses, and includes all power purchases the
utility made during the year, including power exchanges. Sales for Resale is an Account of
Schedule 3B, Other Included Items, and includes power sales to purchasers other than ultimate
consumers. Listed in the information for both Accounts is the statistical classification code for
all transactions. Refer to the FERC Form 1, pages 310-311 for Sales for Resale and pages 326-
327 for Purchased Power for identification of the classification codes.

3.3.11. Labor Ratios

These ratios assign costs on a pro rata basis using salary and wage data for Production,
Transmission, and Distribution/Other functions included in the utility’s most recently filed FERC
Form 1. For COUs, comparable data is used based on the cost of service analysis (COSA) study
used as the basis for retail rates in effect during the Base Period filing.

3.4. ASC Forecast

Once BPA determines the Base Period ASC, it applies this data in an Excel-based forecasting
model (ASC Forecast Model) to escalate the Base Period (CY 2006) ASC data forward to the
mid-point of the Exchange Period, which in this case is FY 2009. BPA used Global Insight’s
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forecast of cost increases for capital costs and fuel (except natural gas), O&M, and G&A
expenses; BPA’s forecast of market prices for IOU purchases to meet load growth and to
estimate short-term and non-firm power purchase costs and sales revenues; BPA’s forecast of
natural gas prices; and BPA’s estimates of the rates it will charge for its PF and other products.
For additional background on the determination of Exchange Period ASCs, see the 2008 ASCM,
Section IV, Rules for Determining Exchange Period Average System Cost, Subsection A. See
also 18 C.F.R. 8 301.5(a).

3.4.1. Forecast Contract System Cost

Forecast Contract System Cost (CSC) includes a utility’s forecast costs for production and
transmission resources, including power purchases and conservation measures, which costs are
includable in and subject to the provisions of Appendix 1. As outlined in the 2008 ASCM,
Section IV, Rules for Determining Exchange Period Average System Cost, Subsection A,
“Forecast CSC,” BPA escalates base period costs to the mid-point of the fiscal year for the FY
2009 Exchange Period to calculate Exchange Period ASCs. See 18 C.F.R. 8 301.5(a). BPA
projects the costs of power products purchased from BPA using BPA'’s forecast of prices for its
products.

3.4.2. Forecast of Sales for Resale and Power Purchases

BPA does not normalize short-term purchases and sales for resale. The short-term purchases and
sales for resale for the Base Period are used as the starting values for the forecast. Utilities are
then allowed to include new plant additions and use a utility-specific forecast for the (1) price of
purchased power and (2) sales for resale price, to value purchased power expenses and sales for
resale revenue. For details, see the 2008 ASC Methodology, Section IV, Rules for Determining
Exchange Period Average System Cost, Subsection B. See 18 C.F.R. § 301.5(b).

3.4.3. Forecast Contract System Load and Exchange Load

All utilities are required to provide, with their Appendix 1 filings, a four-year forecast of their
total retail load, as measured at the meter, and their qualifying residential and small farm retail
load, as measured at the retail meter. Also required is a current distribution loss study as
described in the 2008 ASCM, Attachment A, Endnote e. The total retail and residential and
small farm load forecasts are adjusted for distribution losses and NLSLs when appropriate. The
resulting load forecasts are the Contract System Load forecast and Exchange Load forecast
respectively.

3.4.4. Major Resource Additions

BPA uses the method outlined in the 2008 ASCM, Section 1V, Rules for Determining Exchange
Period Average System Cost, Subsection C to determine the change in ASC due to major new
resource additions or reductions, subject to meeting the materiality threshold of 2.5 percent. See
18 C.F.R. 8 301.5(c). These additions include new production or new generating resource
investments, new transmission investments, long-term generating contracts, pollution control and
environmental compliance investments relating to generating resources, transmission resources
or contracts, hydro relicensing costs and fees, and plant rehabilitation investments.
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The exchanging utility provides its forecast of major resource additions and all associated costs.
The forecast covers the period from the end of the Base Period (CY 2006) to the end of the
Exchange Period (FY 2009).

The forecast of the major resource costs to be included in the utility’s Exchange Period ASC is
reviewed and determined during the Review Period. When calculating the utility’s Exchange
Period ASC, the costs of all resources included prior to the start of the Exchange Period are
projected forward to the mid-point of the Exchange Period. The costs of all resources included
during the Exchange Period will be included at the mid-point of the Exchange Period.

3.4.5. Load Growth Not Met by New Resource Additions

All load growth not met by new resource additions is met by purchased power at the forecasted
utility-specific short-term purchased power price. BPA uses the method outlined in the 2008
ASCM, Section 1V, Rules for Determining Exchange, Subsection D. See 18 C.F.R. § 301.5(d).

4. REVIEW OF THE ASC FILING

Pursuant to Section 11, subsection C of the 2008 ASCM and section 5(c) of the Northwest Power
Act, BPA is responsible for reviewing all costs and loads used to establish ASCs. See 18 C.F.R.
§ 301.4(c)(1). During this review and evaluation, numerous issues may be identified for
comment by BPA or other parties. BPA’s ASC determination is limited to specific findings on
those issues identified for comment, with the exception of ministerial or mathematical errors.
There may have been additional issues that BPA did not identify for comment in this filing.
Acceptance of a utility’s treatment of an item without comment is not intended to signify a
decision of the proper interpretation to be applied either in subsequent filings or universally
under the 2008 ASCM. Similarly, given that the current report is one of the first published under
the 2008 ASCM, further experience under the 2008 ASCM may result in BPA adopting a
modified or different interpretation of the methodology in future ASC reviews.

On April 13, 2009, BPA published a ASC Draft Report for Avista. Avista and each intervenor
had the opportunity to comment on the Draft Report. All comments have been reviewed and
addressed in reaching a final decision on each issue.

As noted in Section 1 above, if Avista or any intervenor failed to comment on a specific issue

outlined in the ASC Draft Report, the utility or intervenor waives the right to subsequent appeal
that issue.

4.1. Identification and Analysis of Issues from BPA Issue List

During the ASC review process, BPA raised a number of issues regarding Avista’s ASC. Avista
responded to these issues during the ASC review process and in comments on the ASC Draft
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Report. No other party raised issues with or commented on Avista’s responses. Each issue
pertains to the October 1, 2008, filing unless otherwise noted.

Although a utility’s State regulatory bodies or FERC may allow a particular functionalization to
a specific account, BPA is not required to follow this treatment when calculating ASCs under the
2008 ASCM. Rather, BPA is tasked with making an independent determination of the
appropriateness of inclusion or exclusion of particular costs, the reasonableness of the costs
included in Contract System Costs, the appropriateness of Contract System Loads, as well as the
functionalization method used in the calculation of any cost, in conformance with the 2008
ASCM. See 2008 ASCM, Section 111.C; 18 C.F.R. § 301.4(c)(1).

4.2. SCHEDULE 1: Plant Investment/Rate Base:

4.2.1. Account 303, Intangible Plant - Miscellaneous, Unspecified Software

Statement of Issue:

Whether Avista’s direct analysis supports the use of the PTD ratio to functionalize the software
costs in Accounts 303100 and 303110 — Unspecified Software.

Statement of Facts:

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for this
account is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301, TBL.1.

Avista completed a Direct Analysis of its Unspecified Software and functionalized all
Unspecified Software using the PTD ratio.

In Data Response BPA-AV-03, Avista submitted a list of software titles but no product
description or specific cost allocations. Avista has a total of 356 applications that require a
license fee recorded in FERC Account 303-Unspecified Software.

When a Direct Analysis is used, it requires a clear description and justification for the
functionalization of all accounts and sub-accounts.

The regulatory accounting of Account 303 also affects software costs in other accounts in
Schedule 1, Rate Base (Depreciation and Amortization Reserves, and Utility Plant), and
Schedule 3, Expenses (Depreciation and Amortization). The functionalization will be the same
in all accounts.

Summary of Parties’ Positions:

Avista used the PTD ratio to allocate all Unspecified Software in this Account.
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Analysis of Positions:

Section VII1.B, Table 1 of the 2008 ASCM, provides that functionalization of Account 303 is
Direct Analysis with a default to Distribution/Other. See 18 C.F.R. § 301, TBL 1. When utilities
perform a Direct Analysis on an Account, they must submit sufficient documentation so that
BPA can determine if the proposed functionalization is reasonable. See 2008 ASCM, Section
VIILLA.2; 18 C.F.R. 8 301.9(c)(2). Failure to submit the necessary documentation will “result in
the entire account being functionalized to Distribution/Other . . . as appropriate.” Id.

In addition, the 2008 ASCM provides that

BPA will not allow Utilities to use a combination of Direct Analysis and a
prescribed functionalization method for the same Account. The Utilities can
develop and use a functionalization ratio or use a prescribed functionalization
method if the Utility through Direct Analysis can justify how the ratio adequately
reflects the functional nature of the costs included in any Account or cost item
being functionalized by the ratio.

2008 ASCM, Section VII1.B.2; 18 C.F.R. 8 301.9(d)(2) (emphasis added); see also 2008 ASCM
ROD, at 29.

BPA'’s review of the initial ASC filings revealed that most utilities either used the PTD or Labor
ratio to functionalize a majority of Account 303 software. However, the functionalization
methodology and rationale for the Direct Analysis was not consistent among utilities. Some of
the statements included by utilities to support functionalization of a specific piece of software
using the PTD ratio used terms like “supports all functions of the company™* or “supports all
areas of the company.”® These catchall phrases, if taken to the extreme, could be used to
rationalize using the PTD ratio to functionalize the entire ASC filing using the PTD ratio. Such
simple statements do not constitute a valid Direct Analysis. As such, under the ASCM, BPA has
the authority to functionalize all of the items in Account 303 to Distribution/Other.

Nonetheless, because this ASC Final Report is the first ASC to be formally developed under the
2008 ASCM, BPA proposed to allow software costs into ASC based on the generic function of
the software in the utility industry. This construct is described in more detail in the discussion of
Section 6.1.1. In general, BPA’s approach was to first look at the Direct Analysis performed by
the utility. If the documentation supplied by the utility supported its proposed functionalization,
BPA would follow the utility’s treatment. However, if the utility could not support its proposed
functionalization, BPA would then functionalize the costs to Distribution/Other unless BPA
could determine the function that the software supported. For this, BPA looked to the function
the software performed in the utility industry in general. 1f BPA could determine that a
particular software program supported resource-related functions in the utility industry, the
software system would be functionalized accordingly. BPA developed this approach for
Account 303 because it ensured that software costs would be functionalized in accordance with

! See, for example, Data Responses ASC-09-PA-BPA-12 and ASC-09-PS-BPA-6
? See, for example, Data Response ASC-09-PS-BPA-12, and Excel file E302, 303, E399, Common 2006 filed.xIs,
DATA for ASC tab, column W.
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the 2008 ASCM and that similar types of software will receive the same functionalization for all
exchanging utilities to the greatest extent possible.

In the instant case, the primary support for Avista’s proposed PTD functionalization of Account
303 — Unspecified Software is the information Avista provided in Data Response BPA-AV-03.
Avista provided a list of software titles for Account 303-Unspecified Software and a statement
that the PTD ratio “accurately reflects how the software is being used by the business as a whole
and is consistent with how we are allocating similar general plant assets.” This statement alone,
however, does not constitute a valid Direct Analysis. As noted above, such catchall phrases,
without proper documentation and support could be used to justify the use of the PTD ratio to
functionalize the entire ASC filing using the PTD ratio. Without supporting documentation or
analysis, a simple statement that the program supports all function is insufficient to meet the
requirements of a Direct Analysis under the ASCM. As such, Avista has failed to “justify how
the ratio adequately reflect the functional nature of the costs included in any Account or cost
item being functionalized by the ratio.” 2008 ASCM, Section VII1.B.2; 18 C.F.R. § 301.9(d)(2).
Consequently, the costs associated with Account 303 — Unspecified Software must be
functionalized to Distribution/Other.

Consistent with the construct described above, BPA also considered whether the software in
Account 303-Unspecified Software could be functionalized using one of BPA’s generic software
identifiers. This approach, however, also failed because so little information was provided to
BPA. Although Avista did provide BPA the names of all of the software programs, Avista did
not provide a cost breakdown for each program. BPA cannot apply its generic software program
approach to Account 303 unless it has a specific cost breakdown for each program in the
account.

Avista generally objected to BPA’s request for more detail on the costs of the software programs
in Account 303 — Unspecified Software. In a February 9, 2009, response to BPA’s Issue List,
Item 4, Avista stated the “net book value of the software in this account is immaterial to the
overall cost of the ASC, and therefore, it would be unduly burdensome to directly assign this
asset.” Later, in its comments on the ASC Draft Report, Avista reiterated this point, noting:

.. . does not believe it is reasonable for Bonneville to assign all of Avista’s
software costs to Distribution. The software assets of Avista Corporation appear
to be smaller in magnitude than those of some of the other exchanging utilities
who do account for individual software assets. For Avista to have to determine
after the fact accounting for individual software assets, for the purpose of this
ASC report, is overly burdensome. Avista advocates, in accordance with the prior
joint comments of the Investor-Owned Utilities, that exchanging utilities be
allowed to allocate costs associated with software assets to PTD or LABOR.

Avista Comments on BPA ASC Draft Report, pg. 2, filed May 11, 2009.

BPA appreciates the concerns raised by Avista regarding the burden of a Direct Analysis. Thus,
BPA and the parties have agreed to revisit the allocations surrounding software expenditure
associated with Account 303 before the next formal Review Process in an effort to reduce the
expense and burden of reviewing these accounts. Nonetheless, for this ASC period, Avista
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cannot avoid the requirements of the ASCM by simply claiming the requisite analysis is “overly
burdensome.” Section VIII of the 2008 ASCM permits Direct Analysis only for specified
accounts. See 18 C.F.R. § 301.9(c)(1). When utilities perform a Direct Analysis on an Account,
they must submit sufficient documentation so that BPA can determine if the functionalization is
reasonable. 1d. at 8 301.9(c)(2). As noted in the 2008 ASCM:

The utility must submit with its Appendix 1 all work papers, documents, or other
materials that demonstrate that the functionalization under its direct analysis
assigns costs based upon the actual and/or intended functional use of those items.
Failure to submit the documentation will result in the entire account being
functionalized to Distribution/Other, or Production, or Transmission, as
appropriate.

Id. (emphasis added).

In the instant case, the lack of additional information from Avista precluded BPA from gaining a
clear understanding of the Unspecified Software’s purposes for this account, and therefore the
applicability and justification of the functionalization to PTD. For these reasons, the appropriate
functionalization for this account is Distribution/Other. Once again, BPA intends to work with
interested parties to develop, if possible, a less burdensome and more efficient means of
functionalizing software programs in Account 303.

Auvista also contends that the costs in Account 303 are included in rate base and were
functionalized in the same manner for the cost of service studies presented in Avista’s rate cases
in Washington and Idaho. See Data Response BPA-AV-01, November 10, 2008. In response,
BPA notes that the state regulatory treatment of an account does not control under the ASCM.
Rather, as noted before, BPA is tasked with making an independent determination of the
appropriateness of inclusion or exclusion of particular costs, the reasonableness of the costs
included in Contract System Costs, the appropriateness of Contract System Loads, as well as the
functionalization method used in the calculation of any cost, in conformance with the 2008
ASCM. See 2008 ASCM, Section 111.C; 18 C.F.R. § 301.4(c)(1). Because Avista has not
substantiated its Direct Analysis for Account 303 — Unspecified Software, the ASCM requires
that the costs be functionalized to Distribution/Other.

Decision:

Because BPA is unable to substantiate Avista’s use of the PTD ratio, BPA will adjust the
functionalization of all software to the default of Distribution/Other (DIST).

Table 4.2.1: Account 303, Intangible Plant —Miscellaneous

Unspecified Software (3$)
Total Production Transmission Dist/Other
As-Filed 2,902,922 1,304,111 504,690 1,094,121
BPA Adjusted 2,902,922 0 0 2,902,922
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4.2.2. Account 111, Amortization Reserve of Intangible Plant — Account 303,
Unspecified Software

Statement of Issue:

Whether Avista’s Direct Analysis supports the use of the PTD ratio to functionalize the
amortization reserve of software costs located in Accounts 303100 and 303110 — Unspecified
Software.

Statement of Facts:

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for this
account is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301,TBL.1

Avista completed a Direct Analysis of its Unspecified Software and functionalized all
Unspecified Software using the PTD ratio.

In Data Response BPA-AV-03, Avista submitted a list of software titles but no product
description or specific cost allocations. Avista has a total of 356 applications that require a
license fee recorded in FERC Account 303-Unspecified Software.

When a direct analysis is used, it requires a clear description and justification for the
functionalization of all accounts and sub-accounts.

The regulatory accounting of this account must be the same as Account 303, Intangible Plant —
Miscellaneous, Unspecified Software, above.

Summary of Parties’ Positions:

Avista used the PTD ratio to allocate the amortization reserve of all Unspecified Software in this
Account.

Analysis of Positions:

In a February 9, 2009, response to BPA’s Issue List, Item 4, Avista stated the “net book value of
the software in this account is immaterial to the overall cost of the ASC, and therefore, it would
be unduly burdensome to directly assign this asset.” Avista also contends it does not have a
specific asset listing readily available that will show the book value of each type of asset. The
costs are included in rate base and were functionalized in the same manner for the cost of service
studies presented in Avista’s rate cases in Washington and Idaho.

The arguments Avista raised with respect to this issue are the same arguments Avista raised in
Section 4.2.1 above. BPA’s responses to Avista’s comments and concerns are provided above,
and will not be repeated here. To summarize, Avista has not substantiated its PTD
functionalization for this item in Account 303. Under Section VIII of the 2008 ASCM, utilities
are responsible for supporting their proposed functionalizations of costs. See 18 C.F.R. §
301.9(c)(2). The lack of additional information from Avista precluded a clear understanding of
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the Unspecified Software’s purposes for this account, and therefore the applicability and
justification of the functionalization to PTD.

Decision:

Because BPA is unable to substantiate Avista’s use of the PTD ratio, BPA will adjust the
functionalization of the amortization reserve of all Unspecified Software to the default of
Distribution/Other (DIST).

Table 4.2.2: Account 111, Amortization Reserve of Intangible Plant
Account 303100-303110, Unspecified Software ($)

Total Production Transmission Dist/Other
As-Filed 2,168,135 974,015 376,943 817,177
BPA Adjusted 2,168,135 0 0 2,168,135

4.2.3. Common Plant, Miscellaneous Plant Software associated with Account 303,
Unspecified Software

Statement of Issue:

Whether Avista’s Direct Analysis supports the use of the PTD ratio to functionalize the
Unspecified Software costs associated with Utility Plant: Common Plant, Accounts 303100 and
303110.

Statement of Facts:

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for items
in Account 303 is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301,
TBL.1.

Avista completed a Direct Analysis of its Unspecified Software and functionalized all
Unspecified Software using the PTD ratio.

In Data Response BPA-AV-03, Avista submitted a list of software titles but no product
description or specific cost allocations. Avista has a total of 356 applications that require a
license fee recorded in FERC Account 303-Unspecified Software.

When a Direct Analysis is used, it requires a clear description and justification for the
functionalization of all accounts and sub-accounts.

The regulatory accounting of these accounts must be the same as Account 303, Intangible Plant —
Miscellaneous, Unspecified Software, above.
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Summary of Parties’ Positions:

Avista used the PTD ratio to allocate all software in this Account.

Analysis of Positions:

In a February 9, 2009, response to BPA’s Issue List, Item 4, Avista stated the “net book value of
the software in this account is immaterial to the overall cost of the ASC, and therefore, it would
be unduly burdensome to directly assign this asset.”

The arguments Avista raised with respect to this issue are the same arguments Avista raised in
Section 4.2.1 above. BPA’s responses to Avista’s comments and concerns are provided above,
and will not be repeated here. To summarize, Avista has not substantiated its PTD
functionalization for this item in Account 303. Under Section VIII of the 2008 ASCM, utilities
are responsible for supporting their proposed functionalizations of costs. See 18 C.F.R. §
301.9(c)(2). The lack of additional information from Avista precluded a clear understanding of
the Unspecified Software’s purposes for this account, and therefore the applicability and
justification of the functionalization to PTD.

In its Comment on the ASC Draft Report, Avista made an additional comment on BPA'’s
proposed generic software approach for Account 303. Specifically, Avista noted:

Under Account 108 In Service: Depreciation of Common-Plant, Unspecified
Software — for [pages] 356 and 356.1: These Accounts appear to be incorrectly
labeled. We believe these costs should be labeled Utility Plant, Common, Plant
Miscellaneous, Utility Plant Software as these relate to the plant balances not the
related accumulated depreciation.

Avista Comments on BPA ASC Draft Report, pg. 2, filed May 11, 2009.

In regards to the correction in the language description of the Common Plant software, BPA
agrees with Avista and will clarify the description in the title from Account 108 In-Service:
Depreciation Reserve of Common-Plant, Unspecified Software to Common Plant, Miscellaneous
Plant Software associated with Account 303, Unspecified Software. BPA also will clarify the
description in the “Statement of Issue.” This clarification to the language has no impact on
Avista’s ASC.

Unrelated to the clarification described above, while BPA was reviewing data to confirm the
language change, a mathematical error was found in the functionalization of Depreciation and
Amortization Reserve: In-Service: Depreciation of Common Plant software. The error was not
the fault of Avista. In checking the costs under the related accumulated
depreciation/amortization, BPA included an alternate calculation as a test. This calculation
should have been removed prior to publication of the ASC Draft Report. This error changed the
actual Production, Transmission, and Distribution/Other costs to Depreciation and Amortization
Reserve: In-Service: Depreciation of Common Plant. BPA has corrected this error in this Report
with the result that Avista’s FY 2009 ASC drops by $0.02/MWh.
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Decision:

Because BPA is unable to substantiate Avista’s use of the PTD ratio, BPA will adjust the
functionalization of all Unspecified Software in the above named account to the default of
Distribution (DIST).

Table 4.2.3: Common Plant, Miscellaneous Plant Software
associated with Account 303, Unspecified Software ($)

Total Production Transmission Dist/Other
As-Filed 10,694,949 4,804,606 1,859,380 4,030,963
BPA Adjusted 10,694,949 0 0 10,694,949

4.2.4. Account 182.3, Other Regulatory Assets: Wartsila Units and New Generation
Installation.

Statement of Issue:

Whether the regulatory asset costs of the Wartsila Generating Units and associated New
Generation Installation should be included in rate base.

Statement of Facts:

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for this
account is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301, TBL.1.

Auvista included the costs of the Wartsila generating units in Regulatory Assets and
functionalized them to Production.

Auvista purchased eight 4-MW generating units during the 2000 energy crisis. Of these eight
units, two (Wartsila) were not used.

Avista put the Wartsila units up for sale and one has sold.

Auvista requested approval from the Washington and Idaho Commissions to record the difference
between the purchase price and estimated sale price as a regulatory asset and amortize the
difference over a 5-year period. The WUTC allowed the amortization; it is pending before the
IPUC. However, Wartsila was not included in rate base.

Summary of Parties’ Positions:

Avista functionalized the regulatory asset portion of the costs of the Wartsila Generating Units
and New Generation Installation to Production.
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Analysis of Positions:

In Data Response BPA-AV-22, Avista provided written communications between itself and the
IPUC, stating in part “[Avista] initiated these projects in response to the energy crisis in 2000
and 2001.”

The 2008 ASCM Record of Decision (ROD) explains that, under the 2008 ASCM, a regulatory
asset must be included in a utility’s rate base in order to be included in ASC. Specifically, the
ASCM ROD provides that “[u]nder no conditions would a Regulatory Asset be included in ASC
at a level greater than Regulatory Commissions allow them to be recovered in retail rates.”

2008 ASCM ROD at 149. Thus, if a utility’s state commission does not include the regulatory
asset in the utility’s rate base for retail rate purposes, BPA will similarly exclude the regulatory
asset from the rate base calculation used to determine the utility’s ASC.

In the instant case, the regulatory assets associated with Wartsila have been excluded from
Avista’s rate base by its state regulatory commissions. BPA will, therefore, remove these costs
from Avista’s rate base for ASC purposes as well by functionalizing the regulatory asset portion
of the Wartsila costs to Distribution/Other.

Decision:

The regulatory asset costs of the Wartsila Generating Units will be functionalized to
Distribution/Other in Avista’s rate base.

Table 4.2.4: Account 182.3, Other Regulatory Assets:
Wartsila Generating Units ($)

Total Production Transmission Dist/Other
As-Filed 3,496,997 3,496,997 0 0
BPA Adjusted 3,496,997 0 0 3,496,997

New Generation Installation (Wartsila) ($)

Total Production Transmission Dist/Other
As-Filed 184,236 184,236 0 0
BPA Adjusted 184,236 0 0 184,236
4.2.5. Account 186, Miscellaneous Deferred Debits: Regulatory Assets Conservation

Statement of Issue:

Whether Avista has correctly functionalized Regulatory Assets Conservation.
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Statement of Facts:

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for this
account is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301, TBL.1.

Auvista included the costs of Regulatory Assets Conservation and functionalized them using the
Conservation (DIR-C) ratio.

DIR-C was a functionalization ratio used during the Expedited Review process for BPA’s 2007
Supplemental Wholesale Power Rate Case, and is no longer a valid functionalization ratio.
Auvista inadvertently used the DIR-C ratio and was made aware of the error through the
discovery process.

Auvista originally functionalized Regulatory Assts Conservation line items as “Washington and
Idaho Electric and Gas DSM programs” to DIR-C. In addition, Avista did not intend to include
the Gas DSM or Washington programs as part of these assets. The Gas DSM is listed separately
and functionalized to Distribution. There was no Washington DSM program for the CY 2006
FERC filing.

The 2008 ASCM allows conservation measures to be functionalized to Production. See 18
C.F.R. §301.9(a)(1).

Summary of Parties’ Positions:

In its initial ASC filing, Avista functionalized Regulatory Assets Conservation to DIR-C.

Analysis of Positions:

In Data Response BPA-AV-09, Avista explained that the “deferred debits relate to the old Idaho
Electric DSM program. Since BPA no longer recognizes the DIR — C allocation[,] we have
reallocated these all to Production.”

BPA agrees and will correct the functionalization from DIR-C to Production (PROD).

Decision:

Regulatory Assets Conservation will be functionalized to Production (PROD).

Table 4.2.5: Account 186, Miscellaneous Deferred Debits
Regulatory Assets Conservation ($)

Total Production Transmission Dist/Other
As-Filed 3,844,350 2,691,045 0 1,153,305
BPA Adjusted 3,844,350 3,844,350 0

Avista Utilities
June 19, 2009 Page 21 of 57 FY 2009 ASC Final Report



4.2.6. Account 253, Other Deferred Credits: BPA C&RD Receipts

Statement of Issue:

Whether Avista has correctly functionalized BPA C&RD Receipts.

Statement of Facts:

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for this
account is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301, TBL.1.

Avista included BPA C&RD Receipts and functionalized them using the Conservation (DIR-C)
ratio.

DIR-C was a functionalization ratio used during the Expedited Review process for BPA’s 2007
Supplemental Wholesale Power Rate Case, and is no longer a valid functionalization ratio.
Auvista inadvertently used the DIR-C ratio and was made aware of the error through the
discovery process.

The 2008 ASCM functionalizes conservation measures to Production. See 18 C.F.R. §
301.9(a)(1).

Summary of Parties’ Positions:

In its initial ASC filing, Avista identified BPA C&RD Receipts as conservation rate credits, and
functionalized them to DIR-C.

Analysis of Positions:

In Data Response BPA-AV-10, Avista proposed to functionalize BPA C&RD Receipts as
PROD.

BPA agrees and will correct the functionalization from DIR-C to Production (PROD).
Decision:

BPA C&RD Credits will be functionalized to Production (PROD).

Table 4.2.6:  Account 253, Other Deferred Credits (%)

Total Production Transmission Dist/Other
As-Filed 108,870 76,209 0 32,661
BPA Adjusted 108,870 108,870 0 0
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4.3. SCHEDULE 1A: Cash Working Capital

No direct adjustments.

4.4, SCHEDULE 2: Capital Structure and Rate of Return

No direct adjustments.

45, SCHEDULE 3: Expenses

45.1. Account 404, Amortization of Intangible Plant — Account 303

Statement of Issue:

Whether Avista’s direct analysis supports the use of PTD to functionalize the amortization
expense of Unspecified Software located in Account 303.

Statement of Facts:

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for this
account is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301, TBL.1.

Avista completed a Direct Analysis of its Unspecified Software and functionalized all
Unspecified Software using the PTD ratio.

In Data Response BPA-AV-03, Avista submitted a list of software titles but no product
description or specific cost allocations. Avista has a total of 356 applications that require a
license fee recorded in FERC Account 303-Unspecified Software.

When a direct analysis is used, it requires a clear description and justification for the
functionalization of all accounts and sub-accounts.

The regulatory accounting of this account must be the same as Account 303, Intangible Plant —
Miscellaneous, Unspecified Software, above.

Summary of Parties’ Positions:

Avista used the PTD ratio to allocate all software in this Account.

Analysis of Positions:

The arguments Avista raised with respect to this issue are the same arguments Avista raised in
Section 4.2.1 above. BPA’s responses to Avista’s comments and concerns are provided above,
and will not be repeated here. To summarize, Avista has not substantiated its PTD
functionalization for this item in Account 303. Under Section VIII of the 2008 ASCM, utilities
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are responsible for supporting their proposed functionalizations of costs. See 18 C.F.R. §
301.9(c)(2). The lack of additional information from Avista precluded a clear understanding of
the Unspecified Software’s purposes for this account, and therefore the applicability and
justification of the functionalization to PTD.

Final Decision:

Because BPA is unable to substantiate Avista’s use of the PTD ratio to functionalize the
amortization expense, BPA will adjust the functionalization of all Unspecified Software to the
default of Distribution/Other (DIST).

Table 4.5.1: Account 404, Amortization Expense of Intangible Plant
Account 303, Unspecified Software

Total Production Transmission Dist/Other
As-Filed 1,366,085 614,738 232,235 519,112
BPA Adjusted 1,366,085 0 0 1,366,085
4.6. SCHEDULE 3A: Taxes
No direct adjustments.
4.7. SCHEDULE 3B: Other Included Items

4.7.1. Account 407.3, Other Included Items, Regulatory Debits, Wartsila Generating
Units

Statement of Issue:

Whether the amortization costs of the Wartsila Generating Units should be included in ASC.

Statement of Facts:

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for this
account is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301, TBL.1.

Auvista purchased eight 4-MW generating units during the 2000 energy crisis. Of these eight
units, two (Wartsila) were never used. Avista included these units as an amortized expense and
functionalized to Production.

Auvista requested approval from the Washington and Idaho Commissions to record the difference
between the purchase price and estimated sale price as a regulatory asset and amortize the
difference over a 5-year period. The WUTC allowed the amortization; it is pending before the
IPUC.
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The functionalization of an account must follow the functionalization of the operation it supports
and how the operation is functionalized under the 2008 ASCM.

Summary of Parties’ Positions:

Avista functionalized the amortization expense of the Wartsila Generating Units and New
Generation Installation to Production.

Analysis of Positions:

In data response BPA-AV-22, Avista provided written communications between Avista and the
IPUC, stating in part “[tlhe Company initiated these projects in response to the energy crisis in
2000 and 2001.”

Section VII1.B, Table 1 of the 2008 ASCM provides that the functionalization method for this
account is Direct Analysis with a default to Distribution/Other. See 18 C.F.R. PT. 301, TBL.1.

BPA agrees with Avista that Wartsila’s amortization expense is a Production cost.
Decision:
BPA will allow the amortized costs of the Wartsila Generating Units in Avista’s ASC and

functionalize to Production (PROD). This decision results in no change to Avista’s ASC.

Table 4.7.1: Account 407.3, Regulatory Debits
Wartsila Generating Units

Total Production Transmission Dist/Other
As-Filed 337,368 337,368 0 0
BPA Adjusted 337,368 337,368 0 0
4.8. SCHEDULE 4: Average System Cost

4.8.1. Distribution Losses

No direct adjustments.
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4.8.2. Contract System Cost

CY 2006 Contract System Cost ($)

As-Filed BPA Adjusted
Production $365,632,222 Production $361,189,158
Transmission $61,040,632 Transmission $59,627,472
Less NLSL $0 Less NLSL $0
Total $426,672,855 Total $420,816,630

4.8.3. Contract System Load

CY 2006 Contract System Load
(MWh)

Total
As-Filed 9,247,441
BPA Adjusted 9,247,441

4.8.4. Average System Cost

CY 2006 Average System Cost (ASC)
($/MWh)

Total
As-Filed 46.14
BPA Adjusted 45.51

5. SUPPORTING DOCUMENTATION

5.1. Purchased Power and Sales for Resale

Statement of Issue:

Whether the correct values for Intermediate-Term Firm Service (IF) and other statistical
classifications have been entered in the Appendix 1 and price spread worksheet.
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Statement of Facts:

When BPA reviewed the electronic file of Avista’s Appendix 1 filing, Intermediate-Term Firm
Service (IF) was identified as 2,414 MWh. In the FERC Form 1, however, IF was stated as
8,128 MWh. BPA discovered other minor discrepancies for 2005 and 2004.

This issue (regarding the IF) has been resolved. Avista did not err; rather, BPA inadvertently
deleted a value during the review of the Excel file.

Avista submitted the correct value of 8,128 MWh that agrees with the FERC Form 1 on the
PP&OSS Worksheet in its original Appendix 1 filing on October 1, 2008.

Summary of Parties’ Positions:

Parties have stated no positions on the IF issue. Avista did not respond to the “other minor
discrepancies” identified by BPA.

Analysis of Positions:

BPA made minimal corrections for Out-of-Period Adjustment (AD) to Avista’s Appendix 1
filing as follows:

FY 2005 Settlement Total:  As-filed $0
BPA Adjusted $621.00
FY 2005 MWh Sold: As-filed 0
BPA Adjusted 86
FY 2004 Settlement Total:  As-filed $0
BPA Adjusted $-7,994.00
FY 2005 MWh Sold: As-filed 0
BPA Adjusted -341

Decision:

Avista did not err in its input of the IF values. BPA made other minimal corrections for Out-of-
Period Adjustment (AD) in Avista’s Appendix 1 filing as identified above. There is no impact to
ASC.

5.2. Salaries and Wages

No direct adjustments.
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5.3. Labor Ratios

No direct adjustments.

5.4. Distribution Loss

Avista’s Distribution Loss Factor is calculated as outlined in the ASCM ROD, Section 4.10.5. A
Distribution Loss Factor of 5.24 percent was used.

5.5. ASC FORECAST MODEL.:

Statement of Issue:

Whether Avista’s load forecast is correct.

Statement of Facts:

Avista submitted a calendar year (CY) total retail load forecast (January-December). The ASCM
requires a fiscal year (FY) total retail load forecast (October-September).

Avista was made aware of the error during the review process and subsequently submitted the
correct time-line total retail load forecast.

Summary of Parties’ Positions:

Avista confirmed the error and sent corrected data.

Analysis of Positions:

ASCs are based on fiscal year data and therefore require FY forecasts. The following table
identifies the calendar year as filed by Avista and the corrected fiscal year data.

CcYy FY
(Jan-Dec) (Oct-Sept)
2007 8,924,826 8,879,003
2008 9,074,640 9,063,093
2009 9,163,546 9,134,388
2010 9,349,910 9,303,369
2011 9,508,840 9,467,224
2012 9,709,299 9,665,785

Decision:

BPA will correct the load forecast using Avista’s updated information to reflect the fiscal year as
detailed in the table above.
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5.6. ASC FORECAST MODEL.: New Large Single Loads

Statement of Issue:

Whether the load associated with the Lewiston, Idaho complex should be classified as a New
Large Single Load (NLSL).

Statement of Facts:

Appendix 1, Section IX, Endnote d of the 2008 ASCM requires utilities to submit information on
all NLSLs. NLSLs and all resource costs used to serve NLSLs are excluded from ASC.

During the Expedited Review Process in 2008, BPA identified Avista’s Lewiston, Idaho,
complex as a potential NLSL. Subsequently, Avista requested that the Lewiston complex load
be considered for a “contracted for, or committed to” (“CF/CT”) exemption pursuant to section
3(13)(A) of the Northwest Power Act. 16 U.S.C. 8 839a(13)(A). Avista submitted a formal
request to BPA to receive CF/CT status for the load associated with the complex. Avista has no
other identified NLSLSs.

Avista’s Base Year Appendix 1 filing did not include any NLSLs or associated resource costs.

Summary of Parties’ Positions:

Auvista believes it will receive CF/CT status for the load associated with the Lewiston complex.

Analysis of Positions:

Avista presented documentation to support its claim for CF/CT status. BPA initially accepted
Avista’s Appendix 1 filing with the exclusion of the NLSL and associated costs and completed a
full review of the documentation submitted by Avista.

Avista was officially granted CF/CT for the Lewiston Complex and received notification in a
letter from the BPA Administrator dated May 28, 2009. As a result of the CF/CT determination,
Avista currently has no NLSL or associated resource costs.

Decision:

BPA will not exclude the load or resource cost of the Lewiston, Idaho complex from Avista’s
ASC because the Lewiston complex load has been determined to be a CF/CT.
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6. OTHER ISSUES

6.1. Generic Issue List

In addition to the above-noted issues specific to Avista, BPA raised seven issues that may be
“generic” to all utilities. Following are the issues, which were discussed with the parties during
the Review Process and published in the ASC Draft Reports. In general, the I0Us responded in
unison. Puget Sound Energy (PSE) submitted additional comments. Franklin PUD and
Snohomish PUD did not respond in writing; however, Snohomish voiced support for the IOUs’
proposal during the generic issue list discussion at the workshop held on March 4, 20009.

6.1.1. SCHEDULE 1: Plant Investment/Rate Base: Account 303, Intangible Plant -
Miscellaneous

Statement of Issue:

Whether BPA should adopt a common functionalization for similar types of software assets.

Statement of Facts:

During BPA’s review of the exchanging utilities’ ASC filings, BPA noticed that the Direct
Analysis performed by the utilities resulted in different functionalization for similar types of
software. For example, metering and customer information system (CIS) software was
functionalized to Distribution/Other by PGE while Avista, IPC, PAC, PSE and NorthWestern
functionalized such software using the PTD ratio. Section VIII of the ASCM specifies that the
default functionalization for Account 303 — Intangible Plant - Miscellaneous is Direct Analysis,
with an option to functionalize the Account to Distribution/Other.

The documentation supplied by the utilities to support use of the PTD ratio to functionalize items
in Account 303 — Software was minimal.

Summary of Parties’ Positions:

The parties generally support the idea of a consistent functionalization of similar types of
software. In their February 25, 2009, response to BPA'’s Issue List, the IOUs stated that:

BPA should maintain consistency in the functionalization of these common types
of programs, with costs greater than an identified threshold value, amongst
utilities when calculating ASC. In our initial Appendix 1 filings the 10Us have
not functionalized certain software the same, we are all in agreement that given a
determination by BPA on the proper functionalization of these items the 10Us
will support a consistent treatment.

I0U Generic Issue List Responses, pg. 1, filed February 25, 2009.

However, parties filed separate responses concerning functionalization of software included in
Account 303. For example, PSE filed separate comments on functionalization of Account 303
software, arguing that:

Avista Utilities
June 19, 2009 Page 30 of 57 FY 2009 ASC Final Report



Functionalization of software assets should reflect the regulatory treatment of
such software assets in jurisdictional ratemaking.

In calculating ASCs, it may sometimes be appropriate for BPA to maintain
consistency in the functionalization of similar types of software assets. In some
cases, however, jurisdictional or cost differences may render a consistent or
generic treatment insufficient. 1f BPA were to adopt common functionalization
for similar types of software assets, such common functionalization should be a
default from which a utility could opt out.

PSE Generic Issue List Responses, pg. 1, filed February 25, 2009.

In PAC’s February 11, 2009, response to BPA’s Issues List, PAC repeatedly stated in response
to a BPA issue concerning functionalization of a specific piece of software that the
“functionalization of a software system should follow the functionalization of the operation it
supports.” PAC Issue List Responses to BPA, pg. 3, filed February 11, 2009.

Later, however, PAC offered the following answer in response to an issue BPA raised regarding
a specific piece of software. In response to BPA'’s functionalization of a Customer Information
System, PAC argued that “[i]n determining the proper functionalization, the focus should be on
what costs the Company is recovering using this computer software.” PACs Issue List
Responses to BPA, pg. 2, filed February 11, 20009.

PGE’s February 11, 2009, response to BPA’s Issues List stated that:

Account 303 contains many different types of software, some of which should be
functionalized using allocation factors rather than directly assigned. The account
consists of the following categories and cost assignments:

Function Specific — Direct assigned

Customer Service — Direct assigned to distribution then allocated
Environmental Compliance — PTD allocation of $55,350
General Ledger/Payroll — Labor allocation

Common T & D Software — O&M Allocation, 15% T, 85% D

This allocation method is a hybrid that combines the use of direct assignment and
allocation factors. It was developed with oversight from the Oregon Public
Utility Commission and is used in PGE rate cases. In the ASC Sch. 3 Expense
allocations, A&G expenses, Office Supplies and Office Expenses are assigned
using a Labor allocation. To be consistent, General Ledger and Payroll software
should also be assigned using a Labor allocation. For PGE, a combination of
direct and allocated methods is the most efficient and accurate way to
functionalize Account 303.

BPA should consider expanding their functionalization methodology to include
the hybrid method described above. This method could prescribe a common
functionalization based on the type of software. It would not apply a uniform
allocation factor to the total of Account 303.
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PGE Issue List Responses to BPA, pg. 1, filed February 11, 2009.
NorthWestern Energy’s February 11, 2009, response to BPA’s Issues List argued that:

NWE believes it appropriate to adopt a common functionalization for similar
types of software assets and still allow an IOU the option to functionalize based
on its unique accounting applications supported with adequate documentation.

NorthWestern Energy Issue List Responses to BPA, pg. 1, filed February 11, 2009.
Snohomish County PUD’s February 27, 2009, response to BPA’s Issues List argued that:

BPA should maintain consistency in the functionalization of these common types
of software assets, with costs greater than an identified threshold value, amongst
utilities when calculating ASC.

Snohomish supports a consistent treatment for the accounting of similar types of
software assets, but suggests that BPA also maintain direct assignment as an
alternative.

On page 5 of PSE’s comments on BPA’s ASC Draft Report, PSE expressed concern about the
manner in which the software functionalization was developed and whether it adequately and
accurately reflects PSE’s software. See PSE Comments on BPA ASC Draft Report, pg. 5, filed
May 11, 2009. For example, PSE is concerned that BPA associated the name of PSE software
with the name of similar commercial products, resulting in misidentification of software. Id. In
addition, PSE notes that commercial software is often modified and enhanced considerably to
meet the requirements of a utility. Id. PSE is also concerned that BPA’s software
functionalization framework predetermines the functionalization of a software asset. 1d. Finally,
PSE suggests that BPA’s software functionalization framework raises the burden on utilities that
have tailored/enhanced software, which the utility believes changes the functional nature of
software from the functionalization contained in BPA’s general framework. Id.

PSE raised the following specific questions:

» How the general framework presented in 6.1.1 of the ASC Draft Report would be
implemented in the ASC.

» Can a utility use the general framework as an alternative to Direct Analysis?

» If a utility were to use the general framework, would the utility need to provide additional
documentation regarding the use of the functionalization method identified in the general
framework, particularly if the general framework would functionalize the software
systems to something other than Distribution?

> Does the 1% threshold apply for any asset in Account 303? If so, is the resulting
functionalization Labor?

» How would the threshold work if a utility has software assets in both common and
electric Accounts 303?

Id. at 5-6.
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PSE requested that the listing of software assets as included in its April 2009 ASC Draft Report
at pages 35-40 be described as preliminary and that the topic of software functionalization be
addressed more fully in a workshop contemporaneous with the other discussions/workshops
anticipated in the ASC Draft Report. Id.

BPA believes software systems should be functionalized to follow the operation they support or
the labor expense that the software replaced.

Analysis of Positions:

Section VII1.B, Table 1 of the 2008 ASCM provides that functionalization of Account 303 is
Direct Analysis with an option to Distribution/Other. See 18 C.F.R. § 301.9, Table 1.

The 2008 ASCM states as follows:

Functionalization of each Account included in a utility’s ASC must be according
to the functionalization prescribed in Table 1, Functionalization and Escalation
Codes. Direct analysis on an account may be performed only if Table 1 states
specifically that a Utility may perform a Direct Analysis on the Account with the
exception of conservation costs. Utilities will be able to functionalize all
conservation-related costs to Production, regardless of the Account in which they
are recorded.

Id. at § 301.9(a).

When utilities perform a Direct Analysis on an Account, they must submit sufficient
documentation so that BPA can determine if the functionalization is reasonable. In addition, the
2008 ASCM states that:

Bonneville will not allow utilities to use a combination of direct analysis and a
prescribed functionalization method for the same Account. The utilities can
develop and use a functionalization ratio or use a prescribed functionalization
method if the Utility through direct [analysis] can justify how the ratio adequately
reflects the functional nature of the costs included in any Account or cost item
being functionalized by the ratio.

Id. at § 301.9(d)(2).

BPA'’s review of the initial ASC filings revealed that most utilities either used the PTD or Labor
ratio to functionalize a majority of Account 303 software. However, the functionalization
methodology and rationale for the Direct Analysis provided by the utilities was generally nothing
more than a generic statement that the software supported all of the utility’s business functions.
As a result, BPA was unable to determine whether the proffered functionalization treatment was
appropriate. For example, some of the statements included by utilities to support
functionalization of a specific piece of software with the PTD ratio used terms like “supports all
functions of the company™? or “supports all areas of the company.™ These catchall phrases, if

® See Data Responses ASC-09 PA-BPA-12 and ASC-09-PS-BPA-6
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allowed to serve as evidence of a Direct Analysis, could be used to support functionalizing the
entire ASC filing with the PTD ratio. Such generic statements do not constitute a valid Direct
Analysis under the ASCM.

BPA and the parties generally support the concept that the functionalization of a software system
should follow the functionalization of the operation it supports and how the operation is
functionalized under the 2008 ASCM. While the concept is easy enough to understand, it is
difficult to implement within the context of a utility’s ASC filing because of how the software is
recorded or listed in internal databases of software in the utility information systems and because
of the sheer volume of the individual items of software.

For example, a utility may record its customer information system (CIS) as “Customer
Information System” or record it by the name of the vendor such as Oracle, Harris, SAP or
Ventyx, or by the application name such as Xcellant, Peace, or ConsumerLinX. Repeating this
disparate method of recording software in a utility database for a 1,000 or more unique software
products that comprise a typical utility’s software assets is a very time-consuming process.
Given this difficulty, it is not surprising that most utilities and their regulatory commissions use a
simple ratio, such as PTD or Labor, to functionalize most or all of the software in Account 303.
This approach works well for development of retail rates that incorporate most, if not all,
Production, Transmission, and Distribution costs of the utility. State commissions are generally
less concerned if, for example, call center software, which is clearly related to the Distribution
function, and generation maintenance software, which is clearly related to the Production
function, are both functionalized with the PTD or Labor ratio. For most utilities, software
represents a small percentage of net plant in service, between 1% and 5% for exchanging
utilities. Thus, even if software assets are not correctly functionalized, it is unlikely that it would
affect retail rates.

However, a utility’s ASC may include only allowable production and transmission costs as
determined in accordance with the 2008 ASCM. Using the PTD or Labor ratio for all software
costs may result in the inclusion of inappropriate costs in a utility’s ASC. For example, the costs
of certain software packages are very large relative to others in Account 303, which could cause
simple ratios to functionalize a large portion of distribution-related software into ASC. For
example, in PAC’s Response to BPA Data Request No. 12, PAC stated that:

The remaining $462 million consists of various computer hardware and software
assets. Two assets dwarf the remaining assets — the Company’s accounting
software — SAP ($159 million) and Customer Service System ($102 million)
which support all areas of the Company and have been allocated on the PTD
factor.

This and other examples BPA found in the utilities’ ASCs caused BPA to be concerned that,
without more documentation and support, utilities could potentially include tens of millions of
dollars of inappropriate costs in their ASCs through Account 303.

* See Data Response ASC-09-PS-BPA-12, and Excel file E302, 303, E399, Common 2006 filed.xls, DATA for ASC
tab, column W.
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The 2008 ASCM is clear that if a utility does not provide, or chooses not to provide, sufficient
detail so that BPA can determine the functional nature of Account 303 software assets, the
software assets will be functionalized to Distribution/Other. See 2008 ASCM, Section VII1.B,
Table 1; see 18 C.F.R. 8 301, Table 1. Rather than simply functionalize all of the items in
Account 303 to Distribution/Other (which would be allowed under the ASCM), BPA decided to
develop a general framework for evaluating software in Account 303. This framework served as
a reference point as BPA considered the functionalization for the various software assets. BPA
took these extra steps to ensure that software costs would be functionalized in accordance with
the 2008 ASCM and that similar types of software would receive the same functionalization for
all exchanging utilities to the greatest extent possible. In addition, BPA’s generic software asset
approach should help utilities that do not want to undertake the task of functionalizing all of the
items in Account 303. The existence of BPA’s general framework will not eliminate an
exchanging utility’s right to support a different functionalization through its own Direct
Analysis.

In fact, for two utilities, Idaho and NWE, BPA reviewed the list of software assets provided by
utilities and functionalized the software based on the general framework and BPA'’s
understanding and knowledge of the software. The BPA functionalization was then sent to the
utilities for review. BPA discussed its preliminary decisions with the utility and made
adjustments based on discussions with the utility about the nature and use of the software assets.

PSE’s response to BPA’s ASC Draft Report raised two general concerns regarding the use of
BPA'’s general software functionalization framework. See PSE Comments on BPA ASC Draft
Report, pg. 5-6, filed May 11, 20009.

First, PSE raised general concerns regarding the manner in which BPA developed the general
software functionalization framework and whether BPA’s framework “adequately/accurately
reflects PSE’s software which may appear to have the same/similar name.” Id. at 5.
Specifically, PSE stated that BPA attempted “to associate certain software assets by name with
similarly named commercially available software assets.” Id. at 5.

The functionalization rules of the 2008 ASCM state 