ITEM NO. CA19

PUBLIC UTILITY COMMISSION OF OREGON
STAFF REPORT
PUBLIC MEETING DATE: September 19, 2006

REGULAR  CONSENT X EFFECTIVE DATE N/A
DATE: August 29, 2006

TO: Public Utility Commission

FROM: Carla Owings

THROUGH: Lee Sparling, Ed Busch and Judy Johnson

SUBJECT: AVISTA CORPORATION: Accept the 2006 Annual Budget of
Expenditures.

STAFF RECOMMENDATION:

Avista Corporation’s 2006 Annual Budget of Expenditures be accepted for accounting
purposes only. Ratemaking treatment should be reserved for a ratemaking proceeding.

DISCUSSION:

Officers’ Compensation:

The attached Schedule 1 shows 2006 officers’ budgeted salaries for Avista Corporation
(Avista or Company). The Company’s executive officers are budgeted to receive total
salaries of $3.26 million and total compensation of $3.51 million, excluding potential
payments from Avista’s executive incentive compensation plan. Total compensation is
23.6 percent higher than last year’s budget.

Schedule 2 shows budgeted salary history from 2001 through 2006. Schedule 2 shows
overall average annual change as an increase of 8.6 percent. Comparable positions
are shown below the table in Schedule 2 and indicate an average annual increase of
7.2 percent.

Schedule 3 shows total officers’ cash compensation (including bonuses) from 2001
through 2005. Bonuses are paid in the year after they have been earned; thus,
bonuses earned in 2005 are paid in 2006. Therefore, bonuses shown in Schedule 3 are
shifted to match with the salary earned in the same year (i.e., a bonus paid in 2005 is
matched with the 2004 salary). Total cash compensation shown in Schedule 3 for
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comparable positions indicates an increase of 23.0 percent from the previous year.
However, the changes vary widely among the different officers.

On Schedule 4, the officers’ salary changes are compared to the Consumer Price Index
(CPI) changes for the years 2001 through 2005. The table shifts data between years in
an effort to properly match time periods. Budgets present values at the beginning of the
budget year; the 2006 budget, for example, is shown on this table as 2005. For the end
of the period, the salaries (from Schedule 2, excluding bonuses) are 24.5 percent higher
than the five year average of the CPI comparable. When bonuses are included (from
Schedule 3), the difference from the CPI for comparable positions is 51.5 percent higher
than the five year average of the CPI.

Memberships and Dues:

“Above-the-line” memberships and dues for Avista in utility industry, technical and
professional organizations allocated to Oregon operations are budgeted to be $45,145
compared to $39,766, in 2005.

Pensions:

Avista’s budget indicates that contributions to the pension plan for 2006 have not yet
been determined. All administration and actuarial costs will be paid directly from the
pension fund. In 2003 and 2004, the most recent report years available, employer
contributions to the retirement plan were $12.0 million and $15.0 million, respectively.

Political Activities:

Avista’s budget shows $58,000 for contract lobbyist fees and political contributions.
This amount has remained constant for previous budget years.

PROPOSED COMMISSION MOTION:

Avista Corporation’s 2006 Annual Budget of Expenditures be accepted for accounting
purposes only. Ratemaking treatment should be reserved for a ratemaking proceeding.
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