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Expecting Some Runoff

Downgrade to Sell on valuation as 10% smid-bid premium persists

Our downgrade is based solely on what we view as an unsustainable ~10% premium
to small/medium cap (SMid) regulated utility peers, given its average earnings growth
rate of 4%-5% with little benefit from bonus depreciation to offset future equity
needs. AVA had been trading in-line with peers through early Sept 2015, and appears
to have captured investor attention around the same time that Emera announced its
takeover offer for fellow SMid utility TECO Energy (TE) at a 48% premium to its
unaffected price. Then in Oct 2015, DUK announced its acquisition of Piedmont Nat
Gas (PNY) at a 40% premium as well. We emphasize that Avista continues to be run
well with a solid management team and improving regulatory treatment.

Regulatory progress has been impressive but structural lag still exists

With revenue weather-decoupling now achieved in Washington and Idaho throughout
most of its service territories, this previous source of seasonal earnings volatility has
been virtually eliminated. While this achievement is impressive, we also take note of
Avista's multi-state jurisdiction coupled with historic test years that have required nearly
annual ratecases to keep up with 60-70 bps of structural regulatory lag. These
characteristics continue to argue in favor of AVA as an acquirer rather than a seller, as
the 2014 acquisition of Alaskan utility AEL&P supports.

Salix selected as "top ranked project" for Fairbanks LNG

On March 3rd, Salix was selected as the top-ranked proposal for the Fairbanks LNG
Interior Energy Project, with project authorization expected on March 31st and a final
investment decision by June 23rd. The ~$110M opportunity is worth a more modest
$20M equity for Salix, with another $40M from the state (AIEDA) and $50M in project
loans. Separately, the company's plan to develop a gas utility with LNG import
capability at Juneau appears to be delayed by the impact of low oil prices on both the
local economy and the spread vs natural gas pricing.

Valuation: D/g to Sell on valuation, even as PT raised to $36 on higher peer P/E
Our estimates are unchanged. We roll our valuation forward to a 2018E peer utility P/E
and raise our price target $3 to $36 for a sharply higher average peer P/E ratio, now at
16.3x 2018E vs only 14.8x when we last marked this to market.

Highlights (US$m) 12/13 12/14 12/15 12/16E
Revenues 1,625 1,473 1,485 1,779
EBIT (UBS) 251 264 263 291 306
Net earnings (UBS) 111 120 118 130 137
EPS (UBS, diluted) (US$) 1.85 1.93 1.89 2.06 2.13
DPS (US$) 1.22 1.27 1.33 1.38 1.44
Net (debt) / cash (1,361) (1,626) (1,575) (1,605)
Profitability/valuation 12/13 12/14 12/15 12/16E
EBIT margin % 15.4 17.9 17.7 16.4 16.8
ROIC (EBIT) % 8.3 8.1 7.5 8.2
EV/EBITDA (core) x 8.6 9.6 9.8 10.0
P/E (UBS, diluted) x 14.6 16.4 17.7 19.6 18.9
Equity FCF (UBS) yield % (3.3) (7.3) (0.9) 4.1 (3.0)
Net dividend yield % 4.5 4.0 4.0 3.4
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Avista Corp

UBS Research THESIS MAP a guide to our thinking and what's where in this report

PIVOTAL QUESTIONS

UBS VIEW

EVIDENCE

WHAT'S PRICED IN?

UPSIDE / DOWNSIDE
SPECTRUM

COMPANY
DESCRIPTION

Sell (US$36.00 price target)
OUR THESIS IN PICTURES =

Q: Can Avista achieve longer multi-year rateplans for its utilities?

With 60-70 bps of typical structural rate lag, frequent ratecases have been the norm, usually every
year. However, occasionally, longer rateplans (up to 2 years) have been filed and the Washington
utility recently filed an 18-month plan in Feb 2016 (the extra six months is actually an attempt to de-
synchronize ratecases across jurisdictions in Idaho and Oregon). With weather revenue decoupling
now achieved in Washington and Idaho (90% of ratebase), we see longer rateplans with less
regulatory lag as the next frontier for regulatory improvement.

more =

Q: Will Avista succeed in expanding LNG and gas utility infrastructure in Alaska and beyond?
This seems unlikely in the near-medium term as proposals to develop a new gas utility for oil-heavy
Juneau remain largely stalled as a result of low oil prices, which are now competitive with LNG re-gas
and also hurting the Alaska economy, reducing desire for large infrastructure growth projects.

more =

Q: What is the potential growth opportunity for unregulated LNG solutions business Salix?
Besides the recent win in Fairbanks, we think other potential LNG transportation customers may be
holding-off to evaluate needs after both the drop in global oil prices and to see how the EPA's Clean
Power Plan (stayed by the Supreme Ct) shapes electric fuel costs and requirements.

With the acquisition of Alaska utility AEL&P and sale of nonregulated Ecova in 2014, the company is
now virtually 100% regulated and the focus going forward will be rate attrition at its utilities in
Washington, Idaho, Oregon, and now Alaska. Management's 4%-5% long-term earnings growth
target remains based primarily on steady customer and systems growth with no large risky projects
planned through at least 2018. Also worth watching is the nascent non-regulated LNG/CNG services
subsidiary Salix, Inc., as well as any other strategic opportunities taken up. Aside from the recent win
in Fairbanks for the Interior Energy Project (~$20M equity investment), no other specific projects have
been identified yet, and we await management's strategic goals for it in terms of size, investment, and
earnings growth.

The most recent capital plan for 5%-6% ratebase growth is not substantially changed from prior
forecasts. Most of the 2016-2018 spending is focused on transmission and distribution work along
with info tech upgrades. This drives 4%-5% average annualized EPS growth for the next few years.

Avista now trades at an unsustainable 10% premium to small/medium cap (smid) regulated utility
peers, given its average earnings growth rate of 4%-5% with little benefit from bonus depreciation to
offset future equity needs. Outperformance since Sept 2015 appears to coincide with the acquisition
of other small/mid-cap utilities at 40%-50% premiums.

more -
AVA.N Price US$39.79 EPS (UBS) P/E(UBS)  Upside to Downside
2018e Implied 1t 6
44.0
42.0
40.0 .
38.0 I 41.00 = 2.33 x 17.6x Upside: +3%
LY Y A .
300 *10 36.00 = 222 x 16.2x Price Target: -10%
320 32.00 = 213 x 15.0x Downside: -20%
30.0
28.0
26.0
24.0 16 Mar +12 mo.
2014 2015 2016
Source: UBS estimates
more -

AVA's regulated utility operation provides retail electric services to approximately 382k electric and
326k gas customers in eastern Washington, northern Idaho, Oregon, and Alaska. The company also
formed Salix, Inc. to explore opportunities in non-regulated LNG and CNG projects.

Julien Dumoulin-Smith, Analyst, julien.dumoulin-smith@ubs.com, +1-212-713 9848
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Avista Corp

OUR THESIS IN PICTURES
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UBS Research
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...AVA plans to invest $1.2B from 2016-2018 across its
regulated utility system, focusing on steady 5%-6%
ratebase growth through transmission and distribution
spending as well as information technology. No large
risky projects are currently planned. This drives an
industry-average 4%-5% earnings growth.

.. The Energy Recovery Mechanism (ERM) in Washington
allows the company to keep some of the benefit from
lower-cost energy when hydroelectric conditions are
favorable. So far, the ERM is on track to show a benefit
between $0 and $4M in 2016.

Back to recent highs...AVA began trading at a significant
premium to other peer utilities at about the same time as
other SMid-cap acquisition announcements, including
Emera-TECO (at a 48% premium) in Sept 2015 and Duke-
Piedmont (40%) in Oct 2015. The Feb 2016
announcements for Fortis-ITC (33% to Nov '15 price) and
Algonquin-Empire (21%) have also been notable.

Avista Corp 18 March 2016
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Avista Corp UBS Research

PIVOTAL QUESTIONS return

Q: Can Avista achieve longer multi-year rate plans
for its utilities?

UBS VIEW

With 60-70 bps of typical structural rate lag, frequent rate cases have been the
norm, usually every year. However, occasionally, longer rate plans (up to two
years) have been filed and the Washington utility recently filed an 18-month
plan in Feb 2016 (the extra six months is actually an attempt to de-synchronize
rate cases across jurisdictions in Idaho and Oregon). With weather revenue
decoupling now achieved in Washington and Idaho (90% of ratebase), we see
longer rate plans with less regulatory lag as the next frontier for regulatory
improvement.

EVIDENCE

A new rate filing in Washington was filed on Feb 19® that includes an 18-
month rate plan with a two-phase rate increase, rather than the usual 1-year
plan. In the context of recent approvals for decoupling in all major jurisdictions
(Wash, Idaho, Oregon), we see an overall improving regulatory situation.

WHAT'S PRICED IN?
At the current 10% premium, all recent improvements to regulatory treatment
are seemingly priced in, as are several further improvements not yet achieved,
such as the elimination of 60-70 bps of regulatory lag, future test years, and
multi-year rate plans.

New 18-month rate plan filed in Washington

= Rate decrease approved for Washington; approving attrition allowances  Attrition allowances are now

within rates. The partial settlement in May 2015 set a 9.5% ROE on 48.5% embedded in Washington rates.
but left ratebase, O&M, and historic test year attrition on the table for the

litigated process. The final order on Jan 6", 2016 approves $1.3B electric

ratebase and $264M gas ratebase (vs AVA request of $1.5B and $286M,

respectively), with a final electric rate decrease of only -$8.1M instead of the

ALJ proposal for -$8.7M. The improvement is to recognize the need for

revenues to offset historic test year attrition. Similarly, on the gas side, the

approved increase was $10.8M instead of the AlLJ's $10.0M. Rates went into

effect on January 11t

= A new Washington ratecase was filed on Feb 19 for a 9.9% ROE on
48.5% equity and an 18-month rate plan. Under the plan, AVA s
requesting new rates on January 1st 2017 ($38.6M elec and $4.4M gas)
followed by a second step-up in 2018 ($10.3M elec and $0.9M gas), with a
rate increase stayout stipulating no new rate filing for rates effective prior to
July 1, 2018.

Avista Corp 18 March 2016 K UBS 4



= Ratecase settlement approved in Idaho brings decoupling to nearly all
jurisdictions. The increase in revenue is based on a 9.5% ROE, with annual
electric revenues increased by $1.7M (0.7%) and gas increased by $2.5M
(3.5%). Rates went into effect on January 1, 2016. The key takeaway is the
inclusion of decoupling mechanisms for both electric and gas, with AVA now
decoupled in_Washington, Idaho, and Oregon (more than 90% of total
ratebase). Major capital projects in the filing include the multi-year
redevelopment of the Little Falls and Nine Mile powerhouses, the replacement
of IT infrastructure, and continued gas distribution line replacement. The
request also includes a proposed electric and natural gas Fixed Cost Adjustment
(FCA) mechanism (decoupling), where revenues would be adjusted each month
based on the number of customers, rather than kilowatt-hour and therm sales,
with surcharges and rebates to customers in the following year.

= Gas rates were approved in Oregon on Feb 29t for a $4.5M rate increase
and 9.4% ROE and 50% equity (vs the original request for $8.6M based on a
9.9% ROE and 50% equity). The order also includes the company's requested
decoupling mechanism, whereby the company's natural gas revenues would be
adjusted each month to reflect revenues based on the number of customers,
rather than therm sales, with surcharges and rebates to customers in the
following year.

= A new elec/gas Idaho ratecase is expected to be filed in TH16.

* Frequent rate filings have been the norm as a result of the application of
historic test years, we expect to hear from management whether the extra
revenues granted would change that situation. AVA remains long generating
capacity and will not need another CT until 2020 (followed by another in
2023).

= No intermediate need for a ratecase in Alaska, although management will
continue to evaluate.

What else is driving utility earnings growth?

Favorable precipitation should benefit the ERM

Snowpack has so far been heavy this winter as a result of the El Nino effect, and
there is still another six weeks of high-level snow accumulation possible. So far,
the Northwest River Forecast Center predicts 86% water supply runoff from April
through September for the Clark Fork River (where 75% of AVA's hydro depends
upon) and 80% for the Spokane River. Depending on the timing of melt-off later
this Spring (among many other power fleet factors), this is likely to have a positive
effect on earnings from the Energy Recovery Mechanism (ERM). At this time, AVA
expects to finish 2016 within the $4M benefit dead-band (i.e., no sharing of
benefits up to $4M pretax). Importantly, none of this possible benefit is embedded
within 2016 guidance. In the table below, we show our estimate of how a $4M
benefit might be distributed quarterly throughout 2016 (based roughly on
historical results). In comparison, recall that warm weather in TH15 caused a more
rapid melt-off of snowpack vs. 1H14, when cold temperatures kept much of the
snow frozen through to Spring. As a result of this, ERM benefits were significantly
lower than normal in 1Q14 (with benefits pushed into 2Q14), while the rapid melt
boosted 1Q15 benefits as more hydroelectric power was available for sale. For full
year 2015, benefits exceeded $10M pretax, although under the dead-band sharing
mechanism, the ERM mechanism reached the 90%/10% sharing band, leaving the

The key takeaway is the inclusion
of decoupling mechanisms for
both electric and gas, with AVA
now decoupled in Washington,
Idaho and Oregon (over 90% of

total ratebase.

Importantly, none of this possible
benefit is embedded within 2016

guidance.

Avista Corp 18 March 2016
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company's share at $6.3M overall, with the remainder refunded back to
customers. We emphasize that ERM results are heavily dependent on natural gas

pricing and fleet dispatch decisions in additional to hydro conditions.

Figure 1: ERM Mechanism Earnings Impact ($M), 1Q12A-4Q16E (UBSe)

ERM Mechanism Earnings Impact GM)
(pretax) 2012A 2013A 2014A 2015A 2016E  Notes
4.2 3.1 1.3 5.7 2.5 Cold weax in 1Q14 (low melt). Heavy melt 1Q15.

20 0.9 1.0 3.6 - 0.9 Below normal precipitation 2Q15
3Q 0.8 1.9 0.4 (0.1) 0.5 Expect below normal hydro May-Aug 2015
40 0.1 (10.7) 0.1 0.7 0.1  Colstrip outage 4013
Yearend total $ 60 $ (47 $ 54 $§ 63 $ 4.0 Expecttobe within the $4M benefit deadband in '16
Source: Company filings, UBS estimates
Figure 2: ERM Earnings Impact, 2008-2016E
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Capital plan extended to 2018 with focus on T&D and IT

The most recent capital plan is not substantially changed from prior forecasts, with
an extension to $423M of spending in 2018 vs $418M in 2017. Most of the
2016-2018 spending is focused on transmission and distribution work, with
$160M devoted to information technology upgrades. Management continues to
project 5%-6% ratebase growth.

Figure 3: AVA Capital Spending Forecast, 2016E-2018E
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Figure 4: AVA Capital Spending Forecast, 2015A-2018E

AVA Capex Total

Avista Utilities 2015E -old 2015A-new 2016E-old 2016E-new 2017E-old 2017E-new 2018E-new 2016E-2018E
Transmission and Dist $121 $136 $131 $131 $146 $151 $178 $460
Technology 54 55 51 51 53 53 56 160
Customer Growth 39 50 43 43 43 43 42 128
Facilities, Fleet, & Other 39 48 29 29 30 30 39 98
Natural Gas 47 49 47 47 56 56 45 148
Generation 53 71 52 52 54 54 33 139
Environment 22 6 22 22 18 18 12 52
Total Avista Utilities Cape $375 $415 $375 $375 $400 $405 $405 $1,185
AEL&P Capex $14 $13 $18 $17 $13 $13 $18 $48
Total AVA Capex $389 $428 $393 $392 $413 $418 $423 $1,233

Source: Company filings

For further context, please refer to our recent notes.

2/26/16 Aiming for a Longer Rateplan

8/7/15 Steady Progress on Rate Cases

5/7/15 Hydraulic Earnings Lift

3/2/15 Another Wet One?

12/22 Upgrade note "Moving Back to Neutral After the Noise"

12/19/14 The 'Smid Bid": The Context for Regulated M&A

Avista Corp 18 March 2016
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Avista Corp

PIVOTAL QUESTIONS

Q: Will Avista succeed in expanding LNG and gas
utility infrastructure in Alaska and beyond?

UBS VIEW

This seems unlikely in the near/medium-term as proposals to develop a new
gas utility for oil-heavy Juneau remain largely stalled as a result of low oil
prices, which are now competitive with LNG re-gas.

EVIDENCE

Low oil prices have also slowed the Alaskan economy which reduces
headroom in rates for large infrastructure projects. In any event, management
reports that a regulatory mechanism for recovery has not yet been agreed
upon.

WHAT'S PRICED IN?

At the current 10% premium, the Juneau project appears to be 100% priced
in, as is a material portion of future Alaskan growth.

LDC opportunity in Juneau moving slowly amid lower oil prices

AVA has proposed development of a local gas distribution utility in Juneau, Alaska,
which would move the city away from its current reliance on diesel/elec for heating
and diesel for electric generation. If approved, the company had been expected to
move forward in TH16. However, given the lower (more competitive) price of oil,
the financial justification for customers to switch is somewhat eroded at this time.
Furthermore, low oil prices have slowed the Alaskan economy and thus reduce
headroom in rates for large infrastructure projects. In any event, management
reports that no regulatory mechanism for recovery of an investment has yet been
agreed upon. Should progress resume, management expects to invest $130M in
the project over 10 years, with the first two years (ideally 2016-2018) of
construction being slightly dilutive to earnings, and turning accretive by the 3
construction year (~2019). By year 5 (~2021), or 39 year in operation, AVA
anticipates the project would be $0.05 accretive. To be successful, AVA intends to
pursue a combination of low cost debt financing through the Alaska Industrial
Development and Export Authority (AIDEA) and potential state/local funding to
support customer conversion costs.

The unemployment rate in Alaska was 6.6% in January 2016 versus 6.4% in
January 2015 reversing a string of improving employment since the financial crisis.
The Alaska Department of Labor and Workforce Development specifically cited job
losses in oil/gas and construction as a key negative factor offsetting improvement
in other areas of the economy.

UBS Research

return /I\

Unlikely to happen near term

Avista Corp 18 March 2016
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Avista Corp

PIVOTAL QUESTIONS

Q: What is the potential growth opportunity for
unregulated LNG infrastructure solutions
business Salix?

UBS VIEW

Besides the recent win in Fairbanks, we think other potential LNG
transportation customers may be holding-off to evaluate needs after both the
drop in global oil prices and to see how the EPA's Clean Power Plan (stayed by
the Supreme Court) shapes electric fuel costs and requirements.

EVIDENCE

Although Salix was selected as the preferred solution for the Fairbanks LNG
Interior Energy Project, this is the first significant project for the company since
it was formed in 2014. We expect growth to proceed slowly given the strong
price competition from cheaper oil vs LNG solutions over the past year.

WHAT'S PRICED IN?

It is unlikely that the market is pricing in any material expectation for Salix,
even at the current 10% premium for AVA stock.

Salix selected as "top ranked project" for Fairbanks LNG

On March 3rd, Salix was selected as the top-ranked proposal for the Fairbanks LNG
Interior Energy Project, with project authorization expected on March 31st and a
final investment decision by June 23rd. The ~$110M opportunity is worth a more
modest $20M equity for Salix, with another $40M from the state (AIEDA) and
$50M in project loans.

Otherwise, we think other potential LNG transportation customers may be
holding-off to evaluate needs after both the drop in global oil prices and to see
how the EPA's latest Clean Power Plan shapes electric fuel costs and requirements
(assuming the current Supreme Court's stay of the order is lifted).

Further opportunities may eventually exist to ship LNG to other parts of
southeast Alaska as part of a conversion strategy away from diesel, especially
considering poor hydroelectric conditions of late. AVA has also discussed
opportunities for marine fuelling and bunkering and for transportation in Western
North America.

UBS Research

return
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WHAT'S PRICED IN?
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M&A premium

Avista trades at

, UBS Research, FactSet

is not supported by AVA's average growth rate

an unsustainable ~10% premium to small/medium cap (SMid)

regulated utility peers, given its average earnings growth rate of 4%-5% with little
benefit from bonus depreciation to offset future equity needs. AVA had been

trading in-line w
attention around

ith peers through early Sept 2015, and appears to have caught

the same time that Emera announced its takeover offer for fellow

SMid utility TECO Energy at a 48% premium to its price at the time. Then in Oct

2015, DUK anno
well.

unced its acquisition of Piedmont Nat Gas at a 40% premium as

We also note other SMid-cap announcements of late, including the Feb

2016 announcements for Fortis-ITC (33% to Nov '15 price), and Algonquin-Empire

(21%).

Figure 5: Multi-Year View of AVA Forward P/E Premium vs XLU

Relative FY2 PE ws. Utilities Select Sector SPDR Fund
4010 0.31 0.78% 12:53:44 FM USD
+  Avista Corporation (AWA-UISA)

2011/03/18 - 20180317

-1.08

085

0.2

2 -3

Source: Company Data, UBS Research, FactSet

UBS Research
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AVA currently trades ata ~10%
premium, well above fair value
given an average 4%-5%
earnings growth projection.

From May 2014 through
September 2015 AVA traded at an
in-line forward P/E or 5%
premium but it has

Avista Corp 18 March 2016
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Comparing recent transactions

Please see our recent 2/23/16 note "Searching for Clues in Utility M&A" for further
discussion of these transactions.

Figure 6: Recent Utility M&A Transactions

Deal ;Izﬁilouncement \S/j:zd(griil)lzqmty ;"SEEGSIE I2n(1)§)I7Ie|§j/E Target Regions
DUK-PNY 10/26/2015 4,795 30.0x 26.9x North Carolina, Tenessee, South Carolina
EMA-TE 9/4/2015 6,506 23.7x 21.7x Florida
lllinois, Georgia, Virginia, New Jersey,
SO - AGL 8/24/2015 7,943 22.0x 21.4x Florida, Tennessee, Maryland
AQN-EDE 2/9/2016 1,492 22.6x 21.0x Missouri, Kansas, Oklahoma, Arkansas
IBE - UIL 2/26/2015 2,983 21.6x 20.4x Connecticut / Western Massachusetts
lowa, lllinois, Kansas, Missouri,
FTS-ITC 2/9/2016 6,961 22.0x 20.1x Oklahoma, Wisconsin
Macq - CNL 10/20/2014 3,342 22.1x 20.1x Louisiana
D-STR 2/1/2016 4,404 18.7x 18.3x Utah, Idaho, Wyoming
NEE-HE 12/3/2014 3,643 19.2x 17.3x Hawaii
EXC-POM 4/30/2014 6,840 19.1x 16.9x Washington DC, Maryland, New Jersey
City of Chicago, Michigan's U.P, Lower
WEC-TEG 6/23/2014 5,852 17.8x 16.2x Michigan, Minnesota

Average Implied Deal P/E Multiple 4,978

Average Implied Deal P/E Multiple (Ex DUK-PNY)

US Utilities Average P/E 18.0x 17.0x

Source: Company Filings, FactSet, SNL Energy, and UBS Estimates; Note: forward multiples as of deal announcement dates

We note for deals inked in 2014 compare best to 2016E P/E multiples, whereas deals penned in 2015 (and first month of 2016) compare best to

2017E. We note the time series does lend itself towards a bias for earlier deals to have cheaper implied values on near years.

Figure 7: 2018E Relative SMid P/E Premiums Sorted by

Market Cap
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Source: FactSet
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Below we show Avista’s premium versus peers highlighting that AVA is trading at
a material premium over both SMid utilities and the broader comp universe. SMid
utilities with market caps under $3Bn are trading at ~17x 2018E EPS but Avista is
still trading at a full 1x-turn premium above even that group (5%).

Figure 8: Small and Mid-Cap Comp Sheet

UBS Market Cap  Price Dividend PIE 2018E
Com pany Tkr Rating ($ mill) 3/17/2016 Yield 2016E 2017E 2018E 2019E Rel. P/E
Unitil Corp UTL Not Rated $572 $40.75 3.48% 21.0x 19.9x 19.1x NA 1.17x
Chesapeake Utilities Corp CPK Not Rated $912 $59.68 1.93% 19.8x 18.8x 18.7x NA 1.14x
Otter Tail Corp OTTR  Not Rated $1,061 $27.92 4.48% 18.0x 17.5x 16.4x NA 1.01x
MGE Energy MGEE  Not Rated $1,725 $49.75 2.37% 22.4x 20.9x 19.9x  18.8x 1.22x
H Paso Electric EE Not Rated $1,742 $43.04 2.74% 17.2x 16.4x 15.7x 14.6x 0.96x
South Jersey Industries SJl Not Rated $1,923 $27.04 3.90% 17.1x 17.1x 15.7x NA 0.96x
Avista Corp AVA Sell $2,483 $39.73 3.45% 19.4x 18.7x 17.9x NA 1.10x
PNM Resources Inc. PNM Not Rated $2,668 $33.49 2.63% 20.5x 17.5x 16.0x 15.6x 0.98x
Allete ALE  Not Rated $2,794 $56.89 3.66% 17.2x 15.6x 15.3x NA  0.94x
The LaClede Group LG Not Rated $2,871 $66.08 2.97% 19.6x 18.7x 18.5x  16.7x 1.14x
NorthWestern Corp NWE  Not Rated $2,905 $60.27 3.32% 18.2x 17.5x 16.2x 15.5x 0.99x
Black Hills Corp BKH  Not Rated $2,989 $58.26  2.88% 19.1x  16.7x  15.6x  15.5x 0.96x
Portland General Electric POR Buy $3,486 $39.27 3.06% 17.5x 16.2x 15.9x 14.9x 0.98x
Idacorp, Inc. IDA Not Rated $3,711 $73.79 2.76% 19.0x 18.4x 17.4x NA 1.07x
Vectren Corporation VVC  Not Rated $4,092 $49.44 3.24% 19.6x 18.3x 17.0x NA 1.05x
Great Plains Energy GXP Not Rated $4,844 $31.37 3.35% 17.9x 17.1x 16.2x 15.3x 1.00x
OGE Energy Corp OGE  Not Rated $5,580 $27.94 3.94% 15.7x 14.9x 14.0x NA  0.86x
Westar Energy, Inc. WR Neutral $6,787 $47.92 3.17% 19.7x 18.9x 18.3x 17.0x 1.12x
Pinnacle West Capital Corp  PNW Neutral $8,056 $72.57 3.44% 18.2x 17.3x 16.6x  16.1x 1.02x
Alliant Energy Corp. LNT Not Rated $8,185 $72.14 3.26% 19.1x 17.9x 16.9x 16.2x 1.04x
CenterPoint Energy Inc. CNP Not Rated $8,971 $20.85 4.94% 18.3x 17.4x 16.3x 15.6x 1.00x
SCANA Corp. SCG Neutral $9,654 $67.55 3.40% 17.0x 16.2x 15.3x  14.7x 0.94x
SMid Average 3.36% 18.7x 17.6x 16.8x 15.9x
SMid Median 3.26% 18.6x 17.5x 16.3x 15.6x
All Utilities Average 3.42% 18.0x 17.0x 16.3x  15.3x
Avista Corp v19.4X 18.7x 17.9x
Premium Over SMid Median 4% 7%  10%
Premium Over All Utilities 8% 10% 10%

Source: FactSet for all except UBS Rated stocks
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Avista Corp

UPSIDE / DOWNSIDE SPECTRUM

AVA.N Price US$39.79 EPS (UBS)  P/E (UBS) Upside to Downside
2018e Implied 1106
44.0
42.0
40.0 .
38.0 b 41.00 = 2.33 x 17.6x Upside: +3%
0 | A e .
34.0 ©@36.00 = 222 x  162x  Price Target: -10%
320 3200 = 213 x  15.0x Downside: -20%
30.0
28.0
26.0
24.0 16 Mar +12 mo.
2014 2015 2016

Risk to the current share price is heavily skewed (1:6) to the downside

AVA is trading at US$39.79 (as of March 16th).

Upside (US$41): Our upside case is based on the elimination of all 60-70 bps of
structural regulatory lag under forward-looking multi-year rate plans in all
jurisdictions. It also assumes a significant ramp-up of ratebase and earnings
growth to a best-in-class 8% or better, in part through an aggressive expansion in
Alaska. The upside case assumes the global market for LNG (and oil) recovers,
with Salix growing at a rate faster than the utility. We also note that it is based on
an 18.3x P/E, with higher recent takeout premiums for other SMid-cap utilities:
Fortis-ITC at 19.3x (when announced), Algonquin-Empire at 22.4x, Emera-TECO at
21.2x, Iberdrola USA-UIL at 20.5x, and Macquarie-CNL at 20.4x

Base (US$36): Our base case is based on continued 60-70 bps of structural
regulatory lag, with earned ROEs in the high 8s to low 9s driving 5%-6% ratebase
growth and 4%-5% earnings growth. We assume no meaningful upside growth
from plans to build out a $130M gas utility in Juneau or similar initiatives
dependent on attractive relative pricing between LNG/gas and oil. We also assume
no meaningful growth at Salix either.

Downside (US$32): Our downside case assumes a degradation in regulatory
treatment across the Washington and Idaho jurisdictions (90% of ratebase), with
earned ROEs at 8% or below. It also assumes earnings growth drops materially.

Figure 9: AVA 2018E P/E Valuation - No Premium to Group Applied

UBS Research

return 4\

AVA is trading
at US$39.79
(as of March 16th).

Avista P/E Valuation (2018E) Low Case Base Case High Case
Multiple $Mn Multiple $Mn Multiple $Mn
Peer 16.3x |
Consolidated Net Income $146 14.3 x $2,084 16.3 x $2,375 18.3 x $2,667
Fully Diluted Outstanding Shares (2018E) 65.6 65.6 65.6
AVA Equity Value per Share $32.00 $36.00 $41.00

Source: Company Filings, FactSet, and UBS Estimates
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Estimates unchanged; PT raised $3 on higher peer P/E
multiple

Our estimates are unchanged. We are rolling our valuation forward to a 2018E
peer utility P/E and raise our PT $3 to $36 for a sharply higher average peer P/E
ratio, now at 16.3x 2018E vs only 14.8x when we last marked this to market. Our
2016 estimate remains based on an 8.9% ROE and $55M of equity raised this
year, along with an expected benefit from the ERM mechanism (up to $0.04 at the
top end of the $4M deadband). We are maintaining our 2017-2019 estimates
(also an 8.9% ROE), which now reflect a 4.2% EPS CAGR off the $2.06 midpoint
of 2016 guidance (vs management's target for 4%-5% earnings and dividend
growth).

Debt/Equity for 2016

The December 2015 issuance of $100M in 30-year mortgage bonds at 4.37% is
expected to be followed by a 2016 issuance of $155M in long-term debt
(including the refinancing of $90M of long-term debt maturing in 3Q16) and
$55M in common stock based upon management's guidance. The consolidated
equity ratio at year-end 2015 was 46.9%.

$55M equity planned for 2016

Figure 10: AVA 2016 Guidance vs UBSe and Consensus

2016 Guidance
Low High Midpoint
Avista Utilities $1.91 $2.05 $1.98
AEL&P $0.09 $0.13 $0.11
Other ($0.04) ($0.02) ($0.03)
Consolidated $1.96 $2.16 $2.06
Avista Utilities ROE guidance 8.6% 9.2% 8.9%
Incremental items not included in guidance:
Weather YTD w/decoupling $0.00 $0.00 $0.00
ERM expectation (UBSe) $0.04 $0.04 $0.04
UBSe $2.06
Consensus $2.05

Source: Company Filings, FactSet, and UBS Estimates

Figure 11: UBS Estimates for AVA, 2014A-2019E - Consistent 4% EPS growth
AVA

2014A 2015E 2016E 2017E 2018E 2019E

Segment EPS

Avista Utilities (WA, ID, OR) $1.83 $1.81 $1.97 $2.04 $2.13 $2.23
AEL&P Utility (AK) $0.05 $0.11 $0.11 $0.11 $0.12 $0.13
Ecova

Other $0.05

UBS Estimates
Prior UBS estimate

Consensus $1.97 $2.05 $2.13 $2.22

Guidance $1.96-$2.16

EPS CAGR Implied off 2016 guidance midpoint $2.06 (LT guidance 4%-5%) 4.2%
ROE Earned at Utility (8.6%-9.2%, including 60-70 bps reg lag) 8.9% 8.9% 8.9% 8.9%
Source:
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Avista Corp

COMPANY DESCRIPTION

US$2.5bn
63m (COM)
Regulated utilities

Market Cap

Shares Outstanding
Industry and outlook
Region Americas

Website www.avistacorp.com

Avista Corporation is an energy company consisting of
regulated electric and natural distribution as well as several
unregulated, energy-focused businesses. Its regulated
utility operation provides retail electric services to
approximately 382,000 customers in eastern Washington,
northern Idaho, and Alaska and the natural gas distribution
unit provides services to 326,000 customers in
Washington, Idaho, Oregon. The company also formed its
Salix, Inc. subsidiary to explore opportunities in non-
regulated LNG and CNG projects.

Industry outlook

The electric utility industry is projected to experience weak
or negative electric demand growth in coming years as a
tepid economy and energy efficiency dampen demand. In
the unregulated merchant power space, we see limited
potential for a meaningful recovery from currently low
power prices due to limited projected demand growth,
growth of subsidized renewables, and potential for only
modest further retirements. At regulated utilities, we
believe rising interest rates and robust valuations are a
challenge to the sector, particularly as earnings growth
stalls once EPA-mandated growth capex slow mid-decade.
We expect cost-cutting and strategic planning to be a key
theme across both regulated and competitive companies,
with M&A at modest (at best) premiums designed to
extract cost synergies. We believe utilities with high parent
leverage will disproportionately suffer, as they are unable
to recoup from rising interest rates.

UBS Research

return /[‘

EPS by Segment, 2018E (%)

Other
-1%

Avista Utilities
(WA, ID, OR)
94%

Source: Company Filings and UBS Estimates

Capex, 2016E-2018E, $1.2B
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Source: Company filings
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Forecast returns

Forecast price appreciation -10.7%
Forecast dividend yield 3.5%
Forecast stock return -7.2%
Market return assumption 5.9%
Forecast excess return -13.1%

Valuation Method and Risk Statement

Risks to the investment thesis include but are not limited to: 1) adverse
political/legal/environmental/regulatory changes; 2) potential inability to achieve its
stated capital expenditures, ratebase, and earnings profile; 3) unfavorable weather
and natural resources yield; 4) operational and construction risk; 5) inability to
access the capital markets on attractive terms; 6) declines in customer demand and
population; 7) failure to close pending or prospective M&A transactions; 8) natural
disasters; 9) cyber security attacks; 10) changes to dividend policy; 11) unfavorable
crude, natural gas, and LNG prices that make LNG offering less economic; 12)
acquisition of company by third party; and (13) other unforeseen changes.
Valuation is based on a P/E methodology.
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This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates
are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical
performance information; and certain additional disclosures concerning UBS research recommendations, please visit
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act
as principal in the debt securities (or in related derivatives) that may be the subject of this report.
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Buy FSR is > 6% above the MRA. 48% 36%
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2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided
within the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.

4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

KEY DEFINITIONS: Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend
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plus 5% (a proxy for, and not a forecast of, the equity risk premium). Under Review (UR) Stocks may be flagged as UR
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually
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term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment
case. Equity Price Targets have an investment horizon of 12 months.
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UBS Securities LLC: Julien Dumoulin-Smith; Michael Weinstein; Paul Zimbardo.

Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date

Avista Corp#6.7.16 AVA.N Suspended N/A  US$40.32 17 Mar 2016

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock

pricing date

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity or one of its affiliates.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities
services are being, or have been, provided.

7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and
services other than investment banking services from this company/entity.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk,
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research.
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