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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington D.C. 20549

FORM 10-Q

(Mark One)
x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2012

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number 1-3701

AVISTA CORPORATION

(Exact name of registrant as specified in its charter)
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Washington 91-0462470
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
1411 East Mission Avenue, Spokane, Washington 99202-2600
(Address of principal executive offices) (Zip Code)

Registrant s telephone number, including area code: 509-489-0500
Web site: http://www.avistacorp.com
None

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer x Accelerated filer

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act): Yes ©~ No x

As of July 31, 2012, 58,769,670 shares of Registrant s Common Stock, no par value (the only class of common stock), were outstanding.
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FORWARD-LOOKING STATEMENTS

From time to time, we make forward-looking statements such as statements regarding projected or future:

financial performance,

cash flows,

capital expenditures,

dividends,

capital structure,

other financial items,

strategic goals and objectives, and

plans for operations.
These statements have underlying assumptions (many of which are based, in turn, upon further assumptions). Such statements are made both in
our reports filed under the Securities Exchange Act of 1934, as amended (including this Quarterly Report on Form 10-Q), and elsewhere.
Forward-looking statements are all statements except those of historical fact including, without limitation, those that are identified by the use of
words that include will, may, could, should, intends, plans, seeks, anticipates, estimates, expects, forecasts, projects,
expressions. Forward-looking statements (including those made in this Quarterly Report on Form 10-Q) are subject to a variety of risks and
uncertainties and other factors. Many of these factors are beyond our control and they could have a significant effect on our operations, results of
operations, financial condition or cash flows. This could cause actual results to differ materially from those anticipated in our statements. Such
risks, uncertainties and other factors include, among others:

weather conditions (temperatures, precipitation levels and wind patterns) and their effects on energy demand and electric generation,
including the effect of precipitation and temperatures on the availability of hydroelectric resources, the effect of wind patterns on the
availability of wind resources, the effect of temperatures on customer demand, and similar impacts on supply and demand in the wholesale
energy markets;

the effect of state and federal regulatory decisions on our ability to recover costs and earn a reasonable return including, but not limited to,
the disallowance of costs and investments, and delay in the recovery of capital investments and operating costs;

changes in wholesale energy prices that can affect, among other things, the cash requirements to purchase electricity and natural
gas, the value received for sales in the wholesale energy market, the necessity to request changes in rates that are subject to
regulatory approval, collateral required of us by counterparties on wholesale energy transactions and credit risk to us from such
transactions, and the market value of derivative assets and liabilities;
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economic conditions in our service areas, including the effect on the demand for, and customers payment for, our utility services;

global financial and economic conditions (including the impact on capital markets) and their effect on our ability to obtain funding at a
reasonable cost;

our ability to obtain financing through the issuance of debt and/or equity securities, which can be affected by various factors
including our credit ratings, interest rates and other capital market conditions;

the potential effects of legislation or administrative rulemaking, including the possible adoption of national or state laws requiring our
resources to meet certain standards and placing restrictions on greenhouse gas emissions to mitigate concerns over global climate changes;

changes in actuarial assumptions, interest rates and the actual return on plan assets for our pension plan, which can affect future funding
obligations, pension expense and pension plan liabilities;

volatility and illiquidity in wholesale energy markets, including the availability of willing buyers and sellers, and prices of purchased
energy and demand for energy sales;

unplanned outages at any of our generating facilities or the inability of facilities to operate as intended;

the outcome of pending regulatory and legal proceedings arising out of the western energy crisis of 2000 and 2001, including possible
refunds;

the outcome of legal proceedings and other contingencies;

changes in, and compliance with, environmental and endangered species laws, regulations, decisions and policies, including present and
potential environmental remediation costs;

wholesale and retail competition including, but not limited to, alternative energy sources, suppliers and delivery arrangements;

the ability to comply with the terms of the licenses for our hydroelectric generating facilities at cost-effective levels;

natural disasters that can disrupt energy generation, transmission and distribution, as well as the availability and costs of materials,
equipment, supplies and support services;

explosions, fires, accidents, or mechanical breakdowns that may occur while operating and maintaining our generation, transmission and
distribution systems;

blackouts or disruptions of interconnected transmission systems;
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disruption to information systems, automated controls and other technologies that we rely on for operations, communications and customer
service;
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T

the potential for terrorist attacks, cyber security attacks or other malicious acts, that cause damage to our utility assets, as well as the
national economy in general; including the impact of acts of terrorism, cyber security attacks or vandalism that damage or disrupt
information technology systems;

delays or changes in construction costs, and/or our ability to obtain required permits and materials for present or prospective facilities;

changes in the costs to implement new information technology systems, and/or other reasons that impair our ability to complete these
projects in a timely and effective manner;

changes in the long-term climate of the Pacific Northwest, which can affect, among other things, customer demand patterns and the
volume and timing of streamflows to our hydroelectric resources;

changes in industrial, commercial and residential growth and demographic patterns in our service territory or the loss of significant
customers;

the loss of key suppliers for materials or services;

default or nonperformance on the part of any parties from which we purchase and/or sell capacity or energy;

deterioration in the creditworthiness of our customers and counterparties;

the effect of any potential decline in our credit ratings, including impeded access to capital markets, higher interest costs, and certain
covenants with ratings triggers in our financing arrangements and wholesale energy contracts;

increasing health care costs and the resulting effect on health insurance provided to our employees and retirees;

increasing costs of insurance, more restricted coverage terms and our ability to obtain insurance;

work force issues, including changes in collective bargaining unit agreements, strikes, work stoppages, the loss of key executives,
availability of workers in a variety of skill areas, and our ability to recruit and retain employees;

the potential effects of negative publicity regarding business practices, whether true or not, which could result in, among other things,
costly litigation and a decline in our common stock price;

changes in technologies, possibly making some of the current technology obsolete;

changes in tax rates and/or policies;
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changes in the payment acceptance policies of Ecova s client vendors that could reduce operating revenues;

potential difficulties for Ecova in integrating acquired operations and in realizing expected opportunities, diversions of management
resources and losses of key employees, challenges with respect to operating new businesses and other unanticipated risks and liabilities;
and

changes in our strategic business plans, which may be affected by any or all of the foregoing, including the entry into new businesses

and/or the exit from existing businesses.
Our expectations, beliefs and projections are expressed in good faith. We believe they are reasonable based on, without limitation, an
examination of historical operating trends, our records and other information available from third parties. However, there can be no assurance
that our 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. We undertake 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 risks,
uncertainties and other factors emerge from time to time, and it is not possible for us to predict all such factors, nor can we assess the effect of
each such factor on our business or the extent that any such factor or combination of factors may cause actual results to differ materially from
those contained in any forward-looking statement.
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Avista Corporation

For the Three Months Ended June 30
Dollars in thousands, except per share amounts

(Unaudited)

Operating Revenues:
Utility revenues
Non-utility revenues

Total operating revenues

Operating Expenses:

Utility operating expenses:
Resource costs

Other operating expenses
Depreciation and amortization
Taxes other than income taxes
Non-utility operating expenses:
Other operating expenses
Depreciation and amortization

Total operating expenses

Income from operations

Interest expense

Interest expense to affiliated trusts
Capitalized interest

Other expense-net

Income before income taxes
Income tax expense

Net income
Net income attributable to noncontrolling interests

Net income attributable to Avista Corporation

Weighted-average common shares outstanding (thousands), basic
Weighted-average common shares outstanding (thousands), diluted
Earnings per common share attributable to Avista Corporation:
Basic

Diluted

Table of Contents

2012

$293,315
50,270

343,585

135,992
63,601
27,754
20,390

43,978
3,571

295,286
48,299
19,188

137

(596)
678

28,892
10,360

18,532
(354)

$ 18,178

58,702
58,924

$ 031

$ 031

2011

$319,973
40,584

360,557

155,776
68,700
26,407
19,699

32,609
1,842

305,033

55,524
18,272
152
(814)
803

37,111
13,583

23,528
(527)

$ 23,001

57,787
58,143

$ 040

$ 039



Dividends paid per common share
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The Accompanying Notes are an Integral Part of These Statements.

0.29

$ 0275
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Avista Corporation

For the Six Months Ended June 30
Dollars in thousands, except per share amounts

(Unaudited)

Operating Revenues:
Utility revenues
Non-utility revenues

Total operating revenues

Operating Expenses:

Utility operating expenses:
Resource costs

Other operating expenses
Depreciation and amortization
Taxes other than income taxes
Non-utility operating expenses:
Other operating expenses
Depreciation and amortization

Total operating expenses

Income from operations

Interest expense

Interest expense to affiliated trusts
Capitalized interest

Other expense-net

Income before income taxes
Income tax expense

Net income
Net income attributable to noncontrolling interests

Net income attributable to Avista Corporation

Weighted-average common shares outstanding (thousands), basic
Weighted-average common shares outstanding (thousands), diluted
Earnings per common share attributable to Avista Corporation:
Basic

Diluted
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2012

$ 698,775
97,067

795,842

347,004
126,958
55,072
45,532

87,680
6,575

668,821

127,021
38,325
277
(1,121)
1,297

88,243
31,498

56,745
(179)

$ 56,566

58,642
58,937

$ 096

$ 096

2011

$ 757,670
79,473

837,143

403,897
128,382
52,259
44,692

63,855
3,709

696,794

140,349
36,712
303
(1,252)
1,435

103,151
37,220

65,931
(1,012)

$ 64,919

57,565
57,780

$ 1.13

$ 1.12
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The Accompanying Notes are an Integral Part of These Statements.

0.58

0.55
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CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Avista Corporation

For the Three Months Ended June 30

Dollars in thousands

(Unaudited)

2012
Net income $ 18,532
Other Comprehensive Income:
Unrealized investment gains - net of taxes of $137 230
Reclassification adjustment for realized gains on investment securities included in net income - net of taxes of $(78) (130)
Change in unfunded benefit obligation for pension and other postretirement benefit plans - net of taxes of $91 and
$33, respectively 168
Total other comprehensive income 268
Comprehensive income 18,800
Comprehensive income attributable to noncontrolling interests (354)
Comprehensive income attributable to Avista Corporation $ 18,446
For the Six Months Ended June 30
Dollars in thousands
(Unaudited)

2012
Net income $ 56,745
Other Comprehensive Income (Loss):
Unrealized investment gains - net of taxes of $176 299
Reclassification adjustment for realized gains on investment securities included in net income - net of taxes of $(83) (141)
Change in unfunded benefit obligation for pension and other postretirement benefit plans - net of taxes of $173 and
$(73), respectively 321
Total other comprehensive income (loss) 479
Comprehensive income 57,224
Comprehensive income attributable to noncontrolling interests (179)

Table of Contents

2011
$23,528

60
60

23,588
(527)

$ 23,061

2011
$65,931

(136)
(136)

65,795
(1,012)
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Comprehensive income attributable to Avista Corporation

The Accompanying Notes are an Integral Part of These Statements.

Table of Contents

$ 57,045

$64,783
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CONDENSED CONSOLIDATED BALANCE SHEETS

Avista Corporation

Dollars in thousands

(Unaudited)

Assets:
Current Assets:
Cash and cash equivalents

Accounts and notes receivable-less allowances of $44,582 and $43,958

Utility energy commodity derivative assets

Regulatory asset for utility derivatives

Investments and funds held for clients

Materials and supplies, fuel stock and natural gas stored
Deferred income taxes

Income taxes receivable

Other current assets

Total current assets

Net Utility Property:
Utility plant in service
Construction work in progress

Total
Less: Accumulated depreciation and amortization

Total net utility property

Other Non-current Assets:

Investment in exchange power-net

Investment in affiliated trusts

Goodwill

Long-term energy contract receivable of Spokane Energy
Other intangibles, property and investments-net

Total other non-current assets

Deferred Charges:

Regulatory assets for deferred income tax

Regulatory assets for pensions and other postretirement benefits
Other regulatory assets

Non-current utility energy commodity derivative assets
Non-current regulatory asset for utility derivatives

Other deferred charges

Table of Contents

June 30,
2012

93,416
148,079
1,345
61,479
129,079
51,137
36,711
5,548
28,571

555,365

3,964,150
92,649

4,056,799
1,146,481

2,910,318

17,558
11,547
73,783
57,390
92,116

252,394

79,262
252,312
106,905

464

33,918

25,417

December 31,
2011

$ 74,662
203,452
1,139
69,685
118,536
52,006
30,473
15,378
49,225

614,556

3,887,384
79,322

3,966,706
1,105,930

2,860,776

18,783
11,547
39,045
62,525
80,309

212,209

84,576
260,359
119,738

185

40,345

21,787
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Total deferred charges

Total assets
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The Accompanying Notes are an Integral Part of These Statements.

498,278

$4,216,355

526,990

$ 4,214,531

16



Edgar Filing: AVISTA CORP - Form 10-Q

Table of Conten

CONDENSED CONSOLIDATED BALANCE SHEETS (continued)

Avista Corporation

Dollars in thousands

(Unaudited)

Liabilities and Equity:

Current Liabilities:

Accounts payable

Client fund obligations

Current portion of long-term debt

Current portion of nonrecourse long-term debt of Spokane Energy

Short-term borrowings

Utility energy commodity derivative liabilities
Natural gas deferrals

Other current liabilities

Total current liabilities

Long-term debt

Nonrecourse long-term debt of Spokane Energy
Long-term debt to affiliated trusts

Long-term borrowings under committed line of credit
Regulatory liability for utility plant retirement costs
Pensions and other postretirement benefits

Deferred income taxes

Other non-current liabilities and deferred credits

Total liabilities

Commitments and Contingencies (See Notes to Condensed Consolidated Financial Statements)

Redeemable Noncontrolling Interests

Equity:
Avista Corporation Stockholders Equity:

Common stock, no par value; 200,000,000 shares authorized; 58,757,935 and 58,422,781 shares outstanding

Accumulated other comprehensive loss
Retained earnings

Total Avista Corporation stockholders equity
Noncontrolling Interests

Total equity

Total liabilities and equity

Table of Contents

June 30,
2012

$ 148,734
128,599
423

14,304
91,000
55,027
16,175
130,387

584,649

1,147,765
25,474
51,547
60,000

229,885
225,250
517,568
104,379

2,946,517

53,424

861,053
(5,158)
360,947

1,216,842
(428)

1,216,414

$4,216,355

December 31,
2011

$ 166,954
118,325
7,474
13,668
96,000
70,824
12,140
141,789

627,174

1,169,826
32,803
51,547

227,282
246,177

505,954
116,084

2,976,847

51,809

855,188
(5,637)
336,150

1,185,701
174

1,185,875

$ 4,214,531
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The Accompanying Notes are an Integral Part of These Statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Avista Corporation

For the Six Months Ended June 30
Dollars in thousands

(Unaudited)

Operating Activities:

Net income

Non-cash items included in net income:
Depreciation and amortization

Provision for deferred income taxes

Power and natural gas cost amortizations, net
Amortization of debt expense and premium
Equity-related AFUDC

Other

Contributions to defined benefit pension plan
Changes in working capital components:
Accounts and notes receivable

Materials and supplies, fuel stock and natural gas stored
Other current assets

Accounts payable

Other current liabilities

Net cash provided by operating activities

Investing Activities:

Utility property capital expenditures (excluding equity-related AFUDC)

Other capital expenditures
Federal grant payments received

Cash paid by subsidiaries for acquisitions, net of cash received

Decrease (increase) in funds held for clients
Purchase of securities available for sale

Sale and maturity of securities available for sale
Other

Net cash used in investing activities

Financing Activities:

Net increase (decrease) in short-term borrowings
Borrowings from Ecova line of credit

Redemption and maturity of long-term debt

Maturity of nonrecourse long-term debt of Spokane Energy
Long-term debt and short-term borrowing issuance costs
Cash paid for settlement of interest rate swap agreements
Issuance of common stock

Table of Contents

2012
$ 56,745

61,647
6,522
8,822
1,926

(1,748)

33,348

(29,400)

55,719
869
15,694
(3,456)
(6,971)

199,717

(120,476)
(2,266)
4,483
(50,310)
(16,424)
(64,850)
71,492
(4,158)

(182,509)

30,000
25,000
(11,264)

(6,694)

(130)

(18,547)
3,575

2011
$ 65,931

55,968
5,158
4,149
2217

(1,235)

21,753

(17,250)

65,736

935

2,147
(39,034)
(3,023)

163,452

(98,882)

(1,600)
6,824

(199)
33,439

(3,561)

(63,979)

(35,000)
(189)
(6,104)
(2,348)

15,878
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Cash dividends paid (34,101)
Purchase of subsidiary noncontrolling interest (784)
Increase (decrease) in client fund obligations 9,764
Issuance of subsidiary noncontrolling interests 3,714
Other 1,013
Net cash provided by (used in) financing activities 1,546
Net increase in cash and cash equivalents 18,754
Cash and cash equivalents at beginning of period 74,662
Cash and cash equivalents at end of period $ 93416

Supplemental Cash Flow Information:
Cash paid during the period:

Interest $ 36,277
Income taxes 12,217
Non-cash financing and investing activities:

Accounts payable for capital expenditures 4,381
Redeemable noncontrolling interests (3,031)

The Accompanying Notes are an Integral Part of These Statements.

10
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(31,729)
(6,054)
(33,439)

15

(98,970)

503
69,413

$ 69,916

$ 34,462
22,650

4,218
6,754
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY
AND REDEEMABLE NONCONTROLLING INTERESTS

Avista Corporation

For the Six Months Ended June 30
Dollars in thousands

(Unaudited)

Common Stock, Shares:
Shares outstanding at beginning of period
Issuance of common stock

Shares outstanding at end of period

Common Stock, Amount:

Balance at beginning of period

Equity compensation expense

Issuance of common stock, net of issuance costs
Equity transactions of consolidated subsidiaries

Balance at end of period

Accumulated Other Comprehensive Loss:
Balance at beginning of period
Other comprehensive income (loss)

Balance at end of period

Retained Earnings:

Balance at beginning of period

Net income attributable to Avista Corporation

Cash dividends paid (common stock)

Valuation adjustments and other noncontrolling interests activity

Balance at end of period

Total Avista Corporation stockholders equity

Noncontrolling Interests:

Balance at beginning of period

Net income attributable to noncontrolling interests
Deconsolidation of variable interest entity

Table of Contents

$

2012

58,422,781
335,154

58,757,935

855,188
2,241
3,575

49

861,053

(5,637)
479

(5,158)

336,150
56,566
(34,101)

2,332

360,947

1,216,842

174
71
(673)

2011

57,119,723
858,187

57,977,910

$ 827,592
1,804

15,878
(3,220)

842,054

(4,326)
(136)

(4,462)

302,518
64,919
(31,729)

(5,165)

330,543

1,168,135

(600)
79
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Other

Balance at end of period

Total equity

Redeemable Noncontrolling Interests:

Balance at beginning of period

Net income attributable to noncontrolling interests

Issuance of subsidiary noncontrolling interests

Purchase of subsidiary noncontrolling interests

Valuation adjustments and other noncontrolling interests activity

Balance at end of period

(428)

$ 1,216,414

$ 51,809
108

3,714

(784)

(1,423)

$ 53,424

The Accompanying Notes are an Integral Part of These Statements.
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11

(26)

(547)

$ 1,167,588

$ 46,722
933

(6,054)
10,766

$ 52,367
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AVISTA CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

The accompanying condensed consolidated financial statements of Avista Corporation (Avista Corp. or the Company) for the interim periods
ended June 30, 2012 and 2011 are unaudited; however, in the opinion of management, the statements reflect all adjustments necessary for a fair
statement of the results for the interim periods. The condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (U.S. GAAP) for interim financial information and with the
instructions to Form 10-Q and Rule 10-01 of Regulation S-X. The Condensed Consolidated Statements of Income for the interim periods are not
necessarily indicative of the results to be expected for the full year. These condensed consolidated financial statements do not contain the detail
or footnote disclosure concerning accounting policies and other matters which would be included in full fiscal year consolidated financial
statements; therefore, they should be read in conjunction with the Company s audited consolidated financial statements included in the
Company s Annual Report on Form 10-K for the year ended December 31, 2011 (2011 Form 10-K). Please refer to the section Acronyms and
Terms in the 2011 Form 10-K for definitions of terms. The acronyms and terms are an integral part of these condensed consolidated financial
statements.

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Business

Avista Corp. is an energy company engaged in the generation, transmission and distribution of energy, as well as other energy-related
businesses. Avista Utilities is an operating division of Avista Corp., comprising the regulated utility operations. Avista Utilities generates,
transmits and distributes electricity in parts of eastern Washington and northern Idaho. In addition, Avista Utilities has electric generating
facilities in Montana and northern Oregon. Avista Utilities also provides natural gas distribution service in parts of eastern Washington and
northern Idaho, as well as parts of northeast and southwest Oregon. Avista Capital, Inc. (Avista Capital), a wholly owned subsidiary of Avista
Corp., is the parent company of all of the subsidiary companies in the non-utility businesses, except Spokane Energy, LLC (Spokane Energy).
Avista Capital s subsidiaries include Ecova, Inc. (Ecova), a 79.0 percent owned subsidiary as of June 30, 2012. Ecova is a provider of energy
efficiency and other facility information and cost management programs and services for multi-site customers and utilities throughout North
America. See Note 12 for business segment information.

Basis of Reporting

The condensed consolidated financial statements include the assets, liabilities, revenues and expenses of the Company and its subsidiaries,
including Ecova and other majority owned subsidiaries and variable interest entities for which the Company or its subsidiaries are the primary
beneficiaries. Intercompany balances were eliminated in consolidation. The accompanying condensed consolidated financial statements include
the Company s proportionate share of utility plant and related operations resulting from its interests in jointly owned plants.

Taxes Other Than Income Taxes

Taxes other than income taxes include state excise taxes, city occupational and franchise taxes, real and personal property taxes and certain other
taxes not based on net income. These taxes are generally based on revenues or the value of property. Utility related taxes collected from
customers (primarily state excise taxes and city utility taxes) are recorded as operating revenue and expense and totaled the following amounts
for the three and six months ended June 30 (dollars in thousands):

Three months ended Six months ended
June 30, June 30,
2012 2011 2012 2011
Utility taxes $ 12,777 $13,158 $30,612 $ 31,281

Other Expense - Net
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Other expense - net consisted of the following items for the three and six months ended June 30 (dollars in thousands):

Interest income

Interest on regulatory deferrals
Equity-related AFUDC

Net loss on investments

Other expense

Other income

Total
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Three months ended
June 30,

2012
$ (363)
(16)
(905)
88
2,857
(983)

$ 678

12

2011
$ (284)
(23)
(392)
140
1,597
(235)

$ 803

Six months ended
June 30,

2012
$ (638)
(24
(1,748)
527
4,163
(983)

$ 1,297

2011
$ (573)
(68)
(1,235)
37
3,509
(235)

$ 1,435
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Investments and Funds Held for Clients and Client Fund Obligations

In connection with the bill paying services, Ecova collects funds from its clients and remits the funds to the appropriate utility or other service

provider. Some of the funds collected are invested by Ecova and classified as investments and funds held for clients and a related liability for
client fund obligations is recorded. Investments and funds held for clients include cash and cash equivalent investments and investment
securities classified as available for sale. Investments and funds held for clients as of June 30, 2012 are as follows (dollars in thousands):

Amortized
Cost

Cash and cash equivalents $ 38,933
Securities available for sale:
U.S. government agency 66,198
Municipal 8,673
Corporate fixed income financial 6,562
Corporate fixed income industrial 4,924
Corporate fixed income utility 2,077
Certificates of deposit 1,250
Total securities available for sale 89,684
Total investments and funds held for clients $ 128,617

Investments and funds held for clients as of December 31, 2011 are as follows (dollars in thousands):

Amortized
Cost

Cash and cash equivalents $ 21,957
Securities available for sale:
U.S. government agency 74,721
Municipal 425
Corporate fixed income financial 11,139
Corporate fixed income industrial 6,495
Corporate fixed income utility 2,088
Certificates of deposit 1,500
Total securities available for sale 96,368
Total investments and funds held for clients $118,325

Investments and funds held for clients are classified as a current asset since these funds are held solely for the purpose of satisfying the client
fund obligations. Approximately 91 percent and 88 percent of the investment portfolio was rated AA or higher as of June 30, 2012 and
December 31, 2011, respectively, by nationally recognized statistical rating organizations. All fixed income securities were rated at least

investment grade as of June 30, 2012 and December 31, 2011.
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Unrealized
Gain (Loss)
$

252
53
63
55
49

(10)

462

$ 462

Unrealized
Gain (Loss)
$

172
15
23

4
3)
211

$ 211

Fair
Value
$ 38,933

66,450
8,726
6,625
4,979
2,126
1,240

90,146

$ 129,079

Fair
Value
$ 21,957

74,893
425
11,154
6,518
2,092
1,497

96,579

$ 118,536
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Proceeds from sales, maturities and calls of securities available for sale were $71.5 million for the six months ended June 30, 2012 with gross
realized gains of $0.1 million and there were not any gross realized losses. Proceeds from sales, maturities and calls of securities available for
sale were $44.5 million for the three months ended June 30, 2012 with gross realized gains of $0.1 million and there were not any gross realized
losses.

Contractual maturities of securities available for sale (at fair value) as of June 30, 2012 and December 31, 2011 are as follows (dollars in
thousands):

After 1 After 5
Due within but within but within After
1 year 5 years 10 years 10 years Total
June 30, 2012 $ 2478 $ 25,780 $ 55,711 $ 6,177 $90,146
December 31, 2011 425 55,126 41,028 96,579

Actual maturities may differ due to call or prepayment rights and the effective duration was 1.9 years as of June 30, 2012 and 1.3 years as of
December 31, 2011.

Goodwill

Goodwill arising from acquisitions represents the excess of the purchase price over the estimated fair value of net assets acquired. The Company
evaluates goodwill for impairment using a discounted cash flow model on at least an annual basis or more frequently if impairment indicators
arise. The Company completed its annual evaluation of goodwill for potential impairment as of November 30, 2011 for the other businesses and
as of December 31, 2011 for Ecova and determined that goodwill was not impaired at that time. The changes in the carrying amount of goodwill
are as follows (dollars in thousands):

Accumulated
Impairment
Ecova Other Losses Total
Balance as of December 31, 2011 $ 33,799 $12,979 $ (7,733) $39,045
Goodwill acquired during the period 33,484 33,484
Adjustments 1,254 1,254
Balance as of the June 30, 2012 $ 68,537 $12,979 $  (7,733) $73,783

13
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Accumulated impairment losses are attributable to the other businesses. The goodwill acquired in 2012 was related to Ecova s acquisition of LPB
Energy Management (LPB) effective January 31, 2012. The adjustment to goodwill recorded represents purchase accounting adjustments for
Ecova s acquisition of Prenova based upon further review of the fair market values of relevant assets and liabilities identified as of the acquisition
date.

Other Intangibles

Other Intangibles represent the amounts assigned to client relationships related to the Ecova acquisition of Cadence Network in 2008 (estimated
amortization period of 12 years), Ecos in 2009 (estimated amortization period of 3 years), Loyalton in 2010 (estimated amortization period of 6
years), Prenova in 2011 (estimated amortization period of 9 years) and LPB in 2012 (estimated amortization period of 3 to 10 years), software
development costs (estimated amortization period of 3 to 7 years) and other. Other Intangibles are included in other intangibles, property and
investments - net on the Condensed Consolidated Balance Sheets. Amortization expense related to Other Intangibles was as follows for the three
and six months ended June 30 (dollars in thousands):

Three months ended Six months ended
June 30, June 30,
2012 2011 2012 2011
Other intangible amortization $2,558 $ 1,264 $ 4,655 $2,153

The following table details the future estimated amortization expense related to Other Intangibles for each of the five years ending December 31
(dollars in thousands):

2012 2013 2014 2015 2016
Estimated amortization expense $4,684  $8,899 $7,929 $5,633 $4,687

The gross carrying amount and accumulated amortization of Other Intangibles as of June 30, 2012 and December 31, 2011 are as follows
(dollars in thousands):

June 30, December 31,
2012 2011

Client relationships $ 32,959 $ 18,859
Software development costs 31,221 29,327
Other 5,348 3,065
Total other intangibles 69,528 51,251
Client relationships accumulated amortization (5,771) (3,623)
Software development costs accumulated amortization (14,255) (12,016)
Other accumulated amortization (1,281) (990)
Total accumulated amortization (21,307) (16,629)
Total other intangibles - net $ 48,221 $ 34,622
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Derivative Assets and Liabilities

Derivatives are recorded as either assets or liabilities on the Condensed Consolidated Balance Sheets measured at estimated fair value. In certain
defined conditions, a derivative may be specifically designated as a hedge for a particular exposure. The accounting for derivatives depends on
the intended use of the derivatives and the resulting designation.

The Washington Utilities and Transportation Commission (WUTC) and the Idaho Public Utilities Commission (IPUC) issued accounting orders
authorizing Avista Utilities to offset commodity derivative assets or liabilities with a regulatory asset or liability. This accounting treatment is
intended to defer the recognition of mark-to-market gains and losses on energy commodity transactions until the period of settlement. The orders
provide for Avista Utilities to not recognize the unrealized gain or loss on utility derivative commodity instruments in the Condensed
Consolidated Statements of Income. Realized gains or losses are recognized in the period of settlement, subject to approval for recovery through
retail rates. Realized gains and losses, subject to regulatory approval, result in adjustments to retail rates through purchased gas cost adjustments,
the Energy Recovery Mechanism (ERM) in Washington, the Power Cost Adjustment (PCA) mechanism in Idaho, and periodic general rates
cases. Regulatory assets are assessed regularly and are probable for recovery through future rates.

14
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Substantially all forward contracts to purchase or sell power and natural gas are recorded as derivative assets or liabilities at estimated fair value
with an offsetting regulatory asset or liability. Contracts that are not considered derivatives are accounted for on the accrual basis until they are
settled or realized, unless there is a decline in the fair value of the contract that is determined to be other than temporary.

Fair Value Measurements

Fair value represents the price that would be received to sell an asset or paid to transfer a liability (an exit price) in an orderly transaction
between market participants at the measurement date. Energy commodity derivative assets and liabilities, investments and funds held for clients,
deferred compensation assets, as well as derivatives related to interest rate swap agreements and foreign currency exchange contracts, are
reported at estimated fair value on the Condensed Consolidated Balance Sheets. See Note 9 for the Company s fair value disclosures.

Regulatory Deferred Charges and Credits

The Company prepares its condensed consolidated financial statements in accordance with regulatory accounting practices because:

rates for regulated services are established by or subject to approval by independent third-party regulators,

the regulated rates are designed to recover the cost of providing the regulated services, and

in view of demand for the regulated services and the level of competition, it is reasonable to assume that rates can be charged to and
collected from customers at levels that will recover costs.
Regulatory accounting practices require that certain costs and/or obligations (such as incurred power and natural gas costs not currently included
in rates, but expected to be recovered or refunded in the future) are reflected as deferred charges or credits on the Condensed Consolidated
Balance Sheets. These costs and/or obligations are not reflected in the Condensed Consolidated Statements of Income until the period during
which 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 regulatory accounting practices for all or a portion of its regulated operations, the Company could be:

required to write off its regulatory assets, and

precluded from the future deferral of costs not recovered through rates at the time such costs are incurred, even if the Company
expected to recover such costs in the future.
Contingencies

The Company has unresolved regulatory, legal and tax issues which have inherently uncertain outcomes. The Company accrues a loss
contingency if it is probable that a liability has been incurred and the amount of the loss or impairment can be reasonably estimated. The
Company also discloses losses that do not meet these conditions for accrual, if there is a reasonable possibility that a loss may be incurred.

NOTE 2. NEW ACCOUNTING STANDARDS
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Effective January 1, 2012, the Company adopted Accounting Standards Update (ASU) No. 2011-04, Fair Value Measurement (Topic 820):
Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs. This ASU requires
enhanced disclosures for fair value measurements, including quantitative analysis of unobservable inputs used in Level 3 fair value
measurements. The ASU also clarifies the FASB s intent about the application of existing fair value measurement requirements. The adoption of
this ASU did not have any impact on the Company s financial condition, results of operations and cash flows. See Note 9 for the Company s fair
value disclosures.

In September 2011, the Financial Accounting Standards Board (FASB) issued ASU No. 2011-08, Intangibles Goodwill and Other (Topic 350):
Testing Goodwill for Impairment. This ASU amends the guidance on testing goodwill for impairment, providing entities with the option of
performing a qualitative assessment before calculating the fair value of the reporting unit. If it is determined, on the basis of the qualitative
assessment, that the fair value of the reporting unit is more likely than not less than the carrying amount, the two-step impairment test would be
required. This ASU does not change how goodwill is calculated or assigned to reporting units, nor does it revise the requirement to test goodwill
annually for impairment. This ASU is effective for goodwill impairment tests performed for fiscal years beginning after December 15, 2011,

with early adoption permitted. The Company does not expect that this ASU will have any material impact on its testing of goodwill for
1impairment.

NOTE 3. VARIABLE INTEREST ENTITIES

The Company has a power purchase agreement (PPA) for the purchase of all the output of the Lancaster Plant, a 270 MW natural gas-fired
combined cycle combustion turbine plant located in Idaho, owned by an unrelated third-party (Rathdrum Power LLC), through 2026.

15
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Avista Corp. has a variable interest in the PPA. Accordingly, Avista Corp. made an evaluation of which interest holders have the power to direct
the activities that most significantly impact the economic performance of the entity and which interest holders have the obligation to absorb
losses or receive benefits that could be significant to the entity. Avista Corp. pays a fixed capacity and operations and maintenance payment and
certain monthly variable costs under the PPA. Under the terms of the PPA, Avista Corp. makes the dispatch decisions, provides all natural gas
fuel and receives all of the electric energy output from the Lancaster Plant. However, Rathdrum Power LLC (the owner) controls the daily
operation of the Lancaster Plant and makes operating and maintenance decisions. Rathdrum Power LLC controls all of the rights and obligations
of the Lancaster Plant after the expiration of the PPA in 2026. It is estimated that the plant will have 15 to 25 years of useful life after that time.
Rathdrum Power LLC bears the maintenance risk of the plant and will receive the residual value of the Lancaster Plant. Avista Corp. has no debt
or equity investments in the Lancaster Plant and does not provide financial support through liquidity arrangements or other commitments (other
than the PPA). Based on its analysis, Avista Corp. does not consider itself to be the primary beneficiary of the Lancaster Plant. Accordingly,
neither the Lancaster Plant nor Rathdrum Power LLC is included in Avista Corp. s condensed consolidated financial statements. The Company
has a future contractual obligation of approximately $331 million under the PPA (representing the fixed capacity and operations and
maintenance payments through 2026) and believes this would be its maximum exposure to loss. However, the Company believes that such costs
will be recovered through retail rates.

Ecova formed a partnership, SEEL, LLC (SEEL) with a third party for the purpose of entering into utility contracts to provide energy efficiency
services. SEEL is funded 49 percent by Ecova and 51 percent by the third party. Prior to 2012, Ecova determined that it was the primary
beneficiary of SEEL based on its management of the entity and its technical expertise in obtaining and fulfilling the utility contracts, and Ecova
was obligated to absorb the losses or receive the benefits that could be significant to SEEL. In 2012, Ecova is no longer the primary beneficiary
of SEEL because it is no longer the sole provider of the technical expertise necessary to obtain and fulfill utility contracts. As of January 1, 2012,
Ecova uses the equity method to account for its arrangement with SEEL.

NOTE 4. REDEEMABLE NONCONTROLLING INTERESTS AND SUBSIDIARY ACQUISITIONS

The acquisition of Cadence Network in July 2008 was funded with the issuance of Ecova common stock. Under the transaction agreement, the
previous owners of Cadence Network had a right to have their shares of Ecova common stock redeemed during July 2011 or July 2012 if their
investment in Ecova was not liquidated through either an initial public offering or sale of the business to a third party. These redemption rights
were not exercised and expired effective July 31, 2012. As such, this redeemable noncontrolling interest was reclassified to equity effective
July 31, 2012. Additionally, certain minority shareholders and option holders of Ecova have the right to put their shares back to Ecova at their
discretion during an annual put window. The following details redeemable noncontrolling interests as of June 30, 2012 and December 31, 2011
(dollars in thousands):

June 30, December 31,

2012 2011
Previous owners of Cadence Network $41,595 $ 38,893
Stock options and other outstanding redeemable stock 11,829 12,916
Total redeemable noncontrolling interests $ 53,424 $ 51,809

On November 30, 2011, Ecova acquired Prenova, Inc. (Prenova), an Atlanta-based energy management company. The cash paid for the
acquisition of Prenova of $35.6 million was funded primarily through borrowings under Ecova s committed credit agreement. The acquired
assets and assumed liabilities of Prenova were recorded at their respective estimated fair values as of the date of acquisition. Final purchase
accounting is pending the completion of further review of the fair market values of relevant assets and liabilities identified as of the acquisition
date. The results of operations of Prenova are included in the condensed consolidated financial statements beginning December 1, 2011.

On January 31, 2012, Ecova acquired LPB Energy Management (LPB), a Dallas, Texas-based energy management company. The cash paid for
the acquisition of LPB of $50.6 million was funded by Ecova through $25.0 million of borrowings under its committed credit agreement, a $20.0
million equity infusion from existing shareholders (including Avista Capital and certain other owners of Ecova), and available cash. The
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acquired assets and assumed liabilities of LPB were recorded at their respective estimated fair values as of the date of acquisition. Assets
recorded include the following: accounts receivable of $2.5 million, goodwill of $33.5 million, client backlog of $8.2 million (estimated
amortization period of 3 years), client relationships of $4.8 million (estimated amortization period of 10 years) and internal use software of $2.5
million (estimated amortization period of 3 to 4 years). These intangible assets are included in other intangibles, property and investments on the
Condensed Consolidated Balance
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Sheet. Final purchase accounting is pending the completion of further review of the fair market values of relevant assets and liabilities identified
as of the acquisition date. The results of operations of LPB are included in the condensed consolidated financial statements beginning

February 1, 2012. The sellers of LPB have the potential to receive additional purchase price payments of $0.5 million in 2012, $1.0 million in
2013 and $1.5 million in 2014. These payments are contingent upon reaching certain revenue thresholds for certain customer contracts. Ecova

has recorded a contingent liability of $0.4 million based on management s assessment of the probability of the revenue thresholds being achieved.

Pro forma disclosures reflecting the effects of Ecova s acquisitions are not presented, as the acquisitions are not material to Avista Corp. s
condensed consolidated results of operations.

NOTE 5. DERIVATIVES AND RISK MANAGEMENT
Energy Commodity Derivatives

Avista Utilities is exposed to market risks relating to changes in electricity and natural gas commodity prices and certain other fuel prices.
Market risk is, in general, the risk of fluctuation in the market price of the commodity being traded and is influenced primarily by supply and
demand. Market risk includes the fluctuation in the market price of associated derivative commodity instruments. Avista Ultilities utilizes
derivative instruments, such as forwards, futures, swaps and options in order to manage the various risks relating to these commodity price
exposures. The Company has an energy resources risk policy and control procedures to manage these risks. The Company s Risk Management
Committee establishes the Company s energy resources risk policy and monitors compliance. The Risk Management Committee is comprised of
certain Company officers and other members of management. The Audit Committee of the Company s Board of Directors periodically reviews
and discusses enterprise risk management processes, and it focuses on the Company s material financial and accounting risk exposures and the
steps management has undertaken to control them.

As part of its resource procurement and management operations in the electric business, Avista Utilities engages in an ongoing process of
resource optimization, which involves the economic selection from available energy resources to serve Avista Utilities load obligations and the
use of these resources to capture available economic value. Avista Ultilities sells and purchases wholesale electric capacity and energy and fuel
as part of the process of acquiring and balancing resources to serve its load obligations. These transactions range from terms of 30 minutes up to
multiple years.

Avista Utilities makes continuing projections of:

electric loads at various points in time (ranging from 30 minutes to multiple years) based on, among other things, estimates of
customer usage and weather, historical data and contract terms, and

resource availability at these points in time based on, among other things, fuel choices and fuel markets, estimates of streamflows,
availability of generating units, historic and forward market information, contract terms, and experience.
On the basis of these projections, Avista Utilities makes purchases and sales of electric capacity and energy and fuel to match expected resources
to expected electric load requirements. Resource optimization involves generating plant dispatch and scheduling available resources and also
includes transactions such as:

purchasing fuel for generation,
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when economical, selling fuel and substituting wholesale electric purchases, and

other wholesale transactions to capture the value of generation and transmission resources and fuel delivery capacity contracts.
Avista Utilities optimization process includes entering into hedging transactions to manage risks.

As part of its resource procurement and management of its natural gas business, Avista Utilities makes continuing projections of its natural gas
loads and assesses available natural gas resources including natural gas storage availability. Natural gas resource planning typically includes
peak requirements, low and average monthly requirements and delivery constraints from natural gas supply locations to Avista Utilities
distribution system. However, daily variations in natural gas demand can be significantly different than monthly demand projections. On the
basis of these projections, Avista Utilities plans and executes a series of transactions to hedge a significant portion of its projected natural gas
requirements through forward market transactions and derivative instruments. These transactions may extend as much as four natural gas
operating years (November through October) into the future. Avista Ultilities also leaves a significant portion of its natural gas supply
requirements unhedged for purchase in short-term and spot markets.
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Natural gas resource optimization activities include:

wholesale market sales of surplus natural gas supplies,

optimization of interstate pipeline transportation capacity not needed to serve daily load, and

purchases and sales of natural gas to optimize use of storage capacity.
The following table presents the underlying energy commodity derivative volumes as of June 30, 2012 that are expected to settle in each
respective year (in thousands of MWhs and mmBTUs):

Purchases Sales

Electric Derivatives Gas Derivatives Electric Derivatives Gas Derivatives

Physical ~ Financial Physical Financial Physical Financial = Physical  Financial
Year MWH MWH mmBTUs mmBTUs MWH MWH mmBTUs mmBTUs
2012 1,370 1,772 18,759 56,414 431 1,184 6,862 61,340
2013 568 2,028 13,198 72,086 310 2,265 1,533 58,368
2014 366 128 6,316 37,139 286 1,275 1,786 15,207
2015 379 3,390 11,917 286 608 913
2016 367 1,365 455 287
Thereafter 949 730

Foreign Currency Exchange Contracts

A significant portion of Avista Utilities natural gas supply (including fuel for power generation) is obtained from Canadian sources. Most of
those transactions are executed in U.S. dollars, which avoids foreign currency risk. A portion of Avista Utilities short-term natural gas
transactions and long-term Canadian transportation contracts are committed based on Canadian currency prices and settled within sixty days
with U.S. dollars. Avista Utilities economically hedges a portion of the foreign currency risk by purchasing Canadian currency contracts when
such commodity transactions are initiated. This risk has not had a material effect on the Company s financial condition, results of operations or
cash flows and these differences in cost related to currency fluctuations were included with natural gas supply costs for ratemaking. The
following table summarizes the foreign currency hedges that the Company has entered into as of June 30, 2012 and December 31, 2011 (dollars
in tho