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Energy, one of life® essentialscan perform wondrous things.

But behind that potential lies a most practical pocess
and the people who male it happen.

People who are solid. Clear-sighted W ith deep roots
in the community.

People on the other end of the phone or deep inside
the hydroelectric facility, or out in the tr enches B
bringing enemy to the manufacturing plant, the grade
school and the céin by the lake.



Avi sta Businesses

With utility operations in five Western states, we are among the
industry® leaders in performance, value and service. Avista® focus
remains on our core utility business, along with other energy- and utility-
related subsidiaries.

Avista Utilities provides energy to more than 330,000 &ectric and
305,000 atural gas customers, primarily in the Pacific Northwest.

Avi sta Energy applies energy marketing knowledge and experience to
physical assets in Western regional markets.

Avista Ad vant age analyzes utility usage and provides cost
management services for national, multi-site companies.
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Cover and inside front cover photos: A wetland that drains into Montana®
Bull River, part of our bull trout recovery project (see page 17 br more
information); th e gate draw at the Cabinet Gorge Dam in Idaho;

Kathy Kendall, equipment operator, at work in the Spokane equipment yard;
Sunnyside Elementary fourth-graders Chanel Scudiero and Terry Yeh on

the school@® playground in Pullman, Washington.
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Our charge is clear deliver value for our customers

Every time.

All the time.

Avista.True to our nature,

Avista Corp. 2

Just a few of Avista® customers:

V. Patrick Hughes, M.D. (top left),
aradiologist at Deer Park Hospital in
Washington; Sunnyside Elementary®
Darla Port (top) with fourth-graders
(from left) Vivek Jayaram, Ana

Acevedo-Barga ard Leondra Crump in
Pullman, Washington; John L. Craig
(center left), owner of Craig® Cleaners
in La Grande, Oregon; Avista Stadium
(bottom), home of the Spokane Indians
baseball club.




Financial and Op erating Hi ghlights
(Dollars iThousands Except Statistics and Pén8harts or as Otherwise Indicated) 2004 2003 2002

Financial Results

Operating everues $ 1,151,580 $ 1,123,385 $ 1,062,985
Operating expenses 1,011,110 951,682 905,774
Income fom operations 140,470 171,703 157,142
Income fom contiruing operations 35,614 50,643 42,174
Loss fom discontimed operations b (4,949) (6,719)
Net income befoe cunulative effect of accounting change 35,614 45,694 35,455
Cumulative efect of accounting change (460) (1,190) (4,148)
Net income 35,154 44,504 31,307
Deduct b pefered stock diidend equiements?) b 1,125 2,402
Income &ailalde for common stock $ 35,154 $ 43,379 $ 28,905
Eamings per common shaflom contiruing operationgdiluted $ 073 $ 1.02 $ 0.83
Loss per common sleafltom discontimed operationgliluted b (0.10) (0.14)
Eamings per common shabefoe cunulative effect of accounting changéduted 0.73 0.92 0.69
Loss per common sleafiom cunulative effect of accounting changduted (0.01) (0.03) (0.09)
Eamings per common stediluted $ 072 $ 089 $ 0.60
Eamings per common shabasic $ 073 % 090 $ 0.60
Dividends paid per common skar 0.515 0.490 0.480
Book value per common sher $ 1554 $ 1554 $ 14.84
Average common shes outstanding 48,400 48,232 47,823
Actual common shes outstanding 48,472 48,344 48,044
Return on arerage common equity 4.7% 5.9% 4.0%
Common stock closing fme $ 1767 $ 18.12 $ 11.56

Operating Results
Avista Utilities

Retail electic reverues $ 506,428 $ 489,168 $ 463,667
Retail kWh sales (in millions) 8,363 8,027 7,584
Retail electic customesat year-end 331,014 325,554 320,210
Wholesale eledtr reverues $ 62,399 $ 73,463 $ 64,082
Wholesale kWh sales (in millions) 1,472 2,075 2,216
Total natural gagverues $ 320,493 $ 277,289 $ 309,823
Total thems delered (in thousands) 495,584 490,474 516,491
Retail natural gas custorsat yar-end 304,850 298,296 290,188
Income fom contiruing operations $ 32,467 $ 36,241 $ 36,382

Energy Markting and Resoge Management

Gross maiig (operating everues lesssouce costs) $ 38,842 $ 60,189 $ 54,207

Income fom contiruing operations $ 9,733 $ 20,672 $ 22,425

kWh sales (in millions) 32,629 41,579 40,426

Natural gas sales (thousands of dekaff)er 219,719 228,397 225,983
Avista Adantage

Reverues $ 23,444 $ 19,839 $ 16,911

Income (loss) &m contiruing operations 577 (1,334) (4,253)
Other

Reverues $ 17,127 $ 13,581 $ 14,645

Loss fom contiruing operations (7,163) (4,936) (12,380)

Financial Cond ition

Total assets $ 3,703,823 $ 3,640,075 $ 3,799,58
Long-tem debt 901,556 925,012 902,635
Long-tem debt to affiliated trsts 113,403 113,403 b
Prefered tust sectities @ b b 100,000
Prefered stock (subject to mandataedemption)®) 28,000 29,750 33,250
Common equity 753,205 751,252 712,791

(1) Pusuant to changes in accouriticiglps in 20Q8efred stockas edassiied to liabilities anefgred stockwitiendequiements veeedassiied to intest &pense efftie July 2003.
(2) Pusuant to changes in accouriticiglps in 2008ista Caoation no longer consolidatesiliaéedfirsts that Waissued giered tust secities
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FELLOW SHAREHOLDERS

ORegardless of business challenges or leadership style, Avista
remains fundamentally t he same. That® been true for well over
a century. Our people inherently understand the companyG
obligation of stewardship, and so it endures.Ocaryc. ey

Essential.

That®the natw of our lusiness realization that
weighs healy on my mind.People depend on the
sevice we povide D gery dg, in every pat of their
livesWhen | think about hav had our cews work to
deliver reliable energy to our customeit profoundly
touches me

This stevardship equires steadinessie planning and
astalte infrastacture Avista stives to demonstrate those
attributes yar in and gar outand 2004 \&s no
exception.

We continued to irvest in our assets B generation,
transmission and disttion. Togetherthese systenasd
our emplgees who un them ensw our customesr hae
dependale sevice

Our sefousness about dependability extend®to y
our shaeholdes,too.We viewv Avista as a solid long-ter
investmentBeaing thatperspectie in mind,we hae to
be pepaed for yeas in which ve stuggle Last gar vas
such a gar

The Idaho Pulic Utilities Commission issued a
disappointing afer in our general eleatrand natural
gas rate case in Octobdthough the commission
appoved a base rate imase of 16.9 and 6.4 pent,
respectiely it also equired write-offs totaling
$14.4 millionWe had defeed the cost of céin natural
gas contractsenenteed into to fuel our themal
generatingdcilitiesput the commission disalled

While they@ not as sbng as w might like them to
be those mmbers do not diminish our confidence in
Avista or futue piospects.

We took sgeral meases in 2004 toainfoice our
long-tem strategy of tnlding and maintainingobust
infrastucture in the Ricific Notthwest.

Our crews completed a $15 million transmission line
upgade in our sefice teritory and laid the gundwork
for anotherslated to beg in 2005.Both piojects &
pat of an irvestment of ma than $100 million in our
transmission systeam undetaking we deem
paticularly vital.

We also moderized two substationsyrapped up a
$7 million impovement to Cabinet Gorgeydroelectic
project unit #2 B inceasing generation capacity for that
unit by about 30 parent B and wreached an agement
to purchase the other half of the e Spmngs 2
natural gas-fd generating plantofm Mirant.

Our regonal focus led us teconsider the
compatibility of our Califania popeties withAvista®
core lusinesConsequent|ywe ageed to sell our natural
gas distbution propetties in South LakTahoe to
Southvest Gas Cquoration for $15 million.

By concentrating on theegion we knav bestwe
provide Avista with vell-defined citeria for gowth.

That appoach has alsogwen effectie atAvista Energy
our energy marding and esouce management
subsidiar ConfiningAvista Energg®@perations to the

recovery of those and other capitalized utility plant costs westen United States andesten Canada capitalizes on

we belize were prudently incured.

That decisionalong with higher-than-nonal natural
gas picesJower-than-nomal tydro steam flev, and thus
lower cash flv than we expectechad a dampening
effect on 2004@inancialesultsWVe finished the gar
with net income wailalte for common stock of $35.2
million and eamnings of $0.72 per diluted shar

our stengths B and plonged the uniglzontimious
profitability to 18 quaters.Although we had higher
expectations fokvista Energg®004 perfomanceit
continues to be a soundibiness model.

Believing a pospeous egon will advance our
objectives we€e maintainedwistallongstanding
involvement in our comranities,promoting and
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Malyn K. Ma Iquist
Senior Vice President, Chief Financial
Officer and Treasurer, Avista Corp.

contributing to a umber of economic delopment
efforts.You can ead moe about those on page 9.

And to further ensug the ongoing health of our
compary, wefe deliberately urturing leades who will
upholdAvistaglegacy of seice to customecommunity
and shaholder vell into the futue

Like mary companies agss the counyrAvista &ces
an aing workforce Weie tackled that issue head-on,
systematically sgrding our gteran wrkers@xpetise to
their colleague®ur stability comesnd will alvays
come from our peoplepeople who undestand and
deeply alue whatvista epesents.

YouOll meet some of them in the pages thawfollo
Ewery year| hare an oppatunity to speak déctly to you
in this letterbut we want you to get to knev some of
the other fine empl@es unning our compay as vell.
Scott Morris,the pesident ofvista Utilitieswill tell you
more about our gpwth strategyroudll get additional
information about our pgress teard renaved financial
stength fom CFO Malyn Malquistand Ritty Shea,
manageenergy emergency saeswill addessvistad

Gary G. Ely
Chairman, President and Chief Executive
Officer, Avista Corp.

ScottL. Mo rris
Senior Vice President, Avista Corp.
President, Avista Utilities

commitment to elialle sevice YouOll also heaoifn
Anne Maie Axworthy, Dennisvemillion and
Dana Andeson.

These and other leadere prepaing themselks and
Avista for tomorow® challengesshich include:
regaining our imestment-gade cedit ratingjmproving
Avista€¥inancial positioontinuing recent diidend
trendsand fully ealizingAvistaAdvantags(potential to
positvely affect eanings with little isk to the
corporation.

| have no doubt thafvistafpeople arup to the task.
They impress meery day with the dedication and
enthusiasm tlyebring to their work. And | know they
join with me in thanking gu for your confidence in
our compam

Gary G. Ely
Chaiman,President and Chief [exutive Officer
March 11,2005
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THE NATURE OF INITIATIVE

OReliability doesn@just happen. It t akes hard work every d ay, at
projects as complicated as upgrading an entire transmission
line or as simple as resetting a single pole.Ocayc. ey

If we do our job ight, nobody notices he lights
come onthe stee fires upthe heat flars out.

But a lot of work and thought go into something that
seems so efttgsslt®@ an enteriseAvista undestands D
and does b all.

Reliability like Avista€as vell as our long-ten
competitirenesgjepends on adequatewsy generation.
So weé® paticularly pleased that the @ite Spings 2
natural gas-fed generatingafility in Boadman,Oregon,
has been fully operational since SepterAffter a
number of manfactuer-related technical pblemsthe
repaied transfaner is perfaming to expectations.

And to ensue futue reliability we odered a back-up
transfomer flom another endor, it was deliered in
November

We also puthased Mirarg®0 parent avnership in
the facility for $62.5 million B which &vintend to
include in our rate base B addingy@e Spings 2
entire 280-megaatt output to our esouce base
(One megwatt povides enough energy for about
650 homes.)

The move goes a good & toward secuing the
resouces veOll need in comingas.Further, 2004€

Our capital budget expenditures for 2004

(shown in millions) substantiate Avista®
emphasis on maintaining reliable service for our
customers B bday and in the years ahead.

upgades to the Cabinet Gorggdmelectic project on
the Clark fork River in Idaho and Montana raised its
capacity im 246 to 262 megeattsand weé@ also
consideing increasing our wind and coal\wer supply

Naturallythere®moe to dependdb sevice than
generationand ve€ in the midst of ae-year
transmission system uade of eer $100 million.
While we finished cowerting our 25-mile Beacon-
Rathdmum route to a doule-circuit line  effectely
quadupling capacity b ewrganized seral pulic
meetings to gather input beéowe launched into our
next assignmerihe Boulder substation.

The Boulder poject adds 500 megatts of capacity to
our transmission dediry systemsering Spokan¥alley
and Libety Lake, Washingtontwo growing comrunities
in our teritory.

Such large-scalegjects get plenty of attentioof,
course but never to the exclusion of the less-glamg
but essential maintenankegstateams perfor so
unfailingly Our crews ae out in the field eery dg,
resetting polesestinging wireslaying pipe responding
to troube calls and taking esof our customes.
They@ the hearof Avista.

l [—0 Gravth of Customer Base $ 35.06
Transmission/Distribution $ 22.89

—@® Transmission Irdstructue Projects $ 21.66
Genedtion $ 14.93

. —@ Environmental Affairs $ 7.66
Infomation Systems afiechnology $ 7.60

— Natual Gas Opations $ 551
——,_. Other $ 531
Total 2004 Capital Expenditur $120.62
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Linemen Michael Mounce ard Clinton
Poling (above) set out with Foreman
William Strite to effect repairs after a
winter storm in Washington® Colville
Valley; Todd Cornell (center),
journeyman lineman, helps restring
wires in Spokane; 60 et off the
ground, Paul Gifford and Scott
Gabhringer (right) upgrade a mnductor
south of downtown Spokane.

OWhen customers experience an outage, their world almost stops. We want to get our

customers back in service as quickly and efficiently and safely as possible. That® the

driver for everything. It@ customer service. We really want to be a cost-competitive,

high-reliability energy provider for our customers.O

Patty Sh ea
Manager, Energy Emergency Services, Avista Utilities
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Avista supports community projects
like the WSU-Spokane Academic
Center (below), under construction in
Spokane® burgeoning University
District. This high-pressure gas main
(right) will supply custom cabinet
maker Huntwood IndustriesO aw
490,000-guare-foot building in
Liberty Lake, Washington.

OWe have a unique ability to make a difference. You look out your window, and every

home and business is our customer. Obviously, we have a vested interest in helping
the region grow, and our growth strategy is this: If we can help the community be
successful, ultimately, our shareholders and customers win.O

ScottL. Mo rris
Senior Vice President, Avista Corp. and President, Avista Utilities
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THE NATURE OF PROGRESS

OGrowth at any cost doesn@interest us. But smart growthis
another story. It commands our attention, warrants our best
resources and guides our every decision.Ocaryc. ey

This is the hat truth of it: For Avista to posper
and gow, the comnunities whee we do husiness
must thive.

Fortunatelythat tracks wil with our coe belief in
collaborationand wee found smdystrate@ ways to
work with myriad organizations to @mote the vell-
being of our commanities  and our compgas vell.

The regonalVirtual Rossibilities Neteark (VPnet) is a
case in point.

This 200-mile optical fiber system linksotef our
regon® largest industss D healthaaand education D to
each other and thearld beyond.The network® 15
founding membes include Spokarsegutic schools;
regonal collegesiniversities andasearh institutions;
healthcae facilitiesand Rcific Nothwest National
Laboratoy. An Avista subsidigrdonated the fiber
backbone that makvPnet b and theesearth and
innovation it will spur B posdéWithin five yeas,we
estimate the economic benefit to oagon could total
$60 million to $85 million perear

Another ppject ve& suppding, Spokans@niversity
District, corresponds nicely witiPnet§yoals.

Again,we€e joined with other commnity
organizations to big healthcar and education gether
this time plysically

We¢€e lent leadeship to this prject,intended to dra
the regon® higher education and medical sextorthe
east end of dentown Spokangwhere we beliee their

=— Gas = Electric
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proximity will stimulate eseath and ne business
developmentThe distict® economic impact couléach
$200 million to $300 million anmally

Confident in these twinitiatives@otential to attract
talent to our azawe€ also paicipating in a egonal
recuitment effot that pools the collect resouces of a
number of lusinesses and connnity leades.

As all these endess yield gowth, theyOll also by
the need for adequate infrastiure to supparit.

WeOll besady

Our engneess ae reviewing the final draft of the
University Distict design and making garations to
seve the poject.It® the sdrof thing they do all the
time, closely coatinatingAvistaexpansion with
the comnunity®.

In Liberty Lake Washingtonfor instanceweéa
upgading our system in tandem with axne
marufactuer®constiction thee. Nearty in
Coeur dOAlenilahq weé installing gas pipe in a
high-end,100-home deelopment in anticipation of a gas
main extension within the nexié yeas Wee even
launched a 40-module trainingagram for our field
personnel to help them makdecisions on the spot in
the best interst of our customsr

Such measas eflect our inclination tward that
which is mutually beneficiaSeeking the good of the
community and acting as a collaboratiusiness parer
really seres us all.

As t he region® economy expands,
demand for new electric and natural gas
hook-ups does, too.

Avista Corp. 9



THE NATURE OF CARING

OWhat we do affects people, and we always take thatinto
account because our success depends as much on the goodwill
we create as on any ot her factor.Ocaryc. ey

Avista beliges in doing theight thing D both because emploees doEwvery yearwe set a @lunteer goal for

it® the ight thing and becausesigdod for bsiness.

We ae linked to our comranities in vays mag
industies ae notThat® par of why helping people is
important toAvista.

Our CustomerAssistanc®eferral and Ealuation
Sevice (CARES) pogram is one & we helpSince the
mid-1980spur CARES epesentaties hge been
working with customes in difficult financial
circumstances so thean better makends meet.

By educating people about aidbgrams thg qualify for
and adwcating on their behalvista etains customsy

builds tust with the comranity and collects whatauld
otherwise be losAnd CARES not only does all that,

pays for itself at the same time

Similarlythe Poject Shag piogram tumns sharterm
customer suppbinto long-term compay good.

With one-timg emergency fund®roject Shar helps
people haing troube paing their winter energy bills.
Our customes donate the fund&le accept those
donations analong with our coporate contibution,
give the mong to our regon® comnunity action
agencies for digbution. This yearwe gae $200,000,
our customes donated merthan $325,00@&nd our
emploees conibuted ty buyingOShar thewamthO
coffee and if items.

Donating mong is just the bagning of what our

Avista employees volunteer thousands of
hours to foster the success of more than
500 ronprofit organizations B ad

the communities we all serve.

our sevice teritory; 20046&was 50,000 hospwhich we
exceededynearly 6,000 hostEmploees did
everything fom hangng Christmas lights taunning
school supply dves to coaching spsrteams to teaching
Junior Achievement classes inginess management b
mostly on their wn time. Our emploees seed
thousands of Meals @vheels lunchesyorked with
Spokane elementaschool students imging reading
skills though the Lunch Buddies ggram,helped RSVP
(Retired Seniokolunteer Pogram) knit and distbute
5,000 items to needy peopéad donated 2,250 pounds
of fresh poduce gown in our GreenThumbs

community gaden poject.

It doesrntGtop at food and clothing eith&his year
Avista deplged 164 automated extal defibillators
(AED) in compaw buildings and ehicles D the natienO
largestsingle implementation for a utili/ith these
units,our trained pesonnel can perfar life-saing
measues for our emplgees and the plib.We see the
AEDs as a consittive investment in our most imptant
assepeople

This commitment to people and sounasiness
practices is inhent in Avista€appoach By doing our
best to maintain gooctlations with the commity,
Native American tibesregulatos and our empi@es,
weé® alte to help othes while ensting our success.

70,000
60,000
50,000
40,000

30,000

. . .
2002 2003 2004
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OT he scope of our business is so wide.We serve the entire community B ad we need to

do that in a mutually beneficial way. We have to understand and respect what others
need to accomplish, and we need to be forthright about what® important to us.
[t@ about mutual respect.O

An ne Marie Ax worthy
Director, Community Development, Avista Utilities

Avista contributed funds toward this
natural gas fire pit in Lewiston, Idaho®
Locomotive Park (above), site of the
Winter Spirit Festival. Rose Byers
(right, in photo left) is one of many of
our communitiesO winerable citizens

helped by CARES representatives like
Cheryl Scheideman.
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Avista® new wireless inventory
technology (right) increases accuracy
and efficiency. DianeThoren, assistant
treasurer, Christy Burmeister-Smith,
vice president and controller, and

Bill Payne, drector of internal audit
(below), review data captured by

our new financial and supply

chain software.

OWe chose to strike a balance between the needs of our customers and our

shareholders, so we@e not getting healthy overnight. We@ going to do things in a

measured, steady fashion. We® going to set goals, and we® going to go out and
achieve those goals. And we will get there.O

Malyn K. Ma Iquist
Senior Vice President, Chief Financial Officer and Treasurer, Avista Corp.
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THE NATURE OF RESOLVE

OEarning trustisn@a part-time job. When we told you wed
restore Avistato financial strength, we knew we had the skills
and fortitude to see it through.Ocaryc. ey

Here®whee Avistasteadinessally seres us wil.

Like mary energy companiese suffeed some
financial bows a fev yeas ago when energyipes
spiled dramaticallgince that timavee single-
mindedly mached our vey back tevad financial health.
To us,that means lesisk, less glatility, stonger cash
flow, more stake eanings and bettenverall perfomance

Getting thee is a long prcesspf course but we can
point to seeral impotant milestones along theayw
We raised common stockwililends thee times in an
18-month peiod, and vee replacedwistadaing
financial and supply chain saiewith a marledly
more effectre system.

That paticular task s moe than a gar in the works.
We proceeded with characistic cae, and veke been
rewaided ly the outcomeThe project came inight on
time and on bdget,and the nev system iyes us ma
meaningfulmore timely infomation than vee ever
had befag alloving us to accurately pinpoint costs for
every pat of our business.

But thee®still pogress to be made

We mean to ear the rates ofatum authoized ly the
commissionswerseeing ourggulated operatioresnd
weOll file rate cases in suppbthat goalaways beang
our customes@eeds in mind aseil.

Eaming the alloved etum will help us generate cash

= Avista Corp == S&P 400 Electric Utilities == S&P 500 Inate
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flow sufficient to fund our capitalldget and minimize
our need to tap capital mats to fund equired debt
matuiitiesWe also @cently entexd into a $350 million
five-year committed line of edit B eplacing a 364-ga
ageement B which offsrus futher financial flexibility
Weé also looking for opptunities to tak geater
adwantage of the lg-interest emironment to educe
high-cost debtin 2004,we issued $90 million in it
mortgage bonds at 5.45 pent,and the poceedseapaid
shot-term debt.Our eventual aim is better balance in
our debt-to-equity ratipwhich curently stands at 60-40.
Ongoing effots to impove Avistacedit rating hee
yielded &vorable resultsbut we still hae a vays to go
there, too.Weé€ getting closer to attainingvesstment-
grade statuand though it mgabe a gar or moe befoe
we reach our objeote, we€@ detemined to egain a
position appypriate for a compgnas endung asAvista.
Ultimately a stengthened financial outlook will
adwance our infragiicture goalsfreeing funds for pjects
that maintain the iel of reliability service and
stavardship our customerightly expect of usn 2005,
our $130 million capitaluzget will suppdrprojects
such as transmission tgups andydroelectic plant
relicensing and upadesas vell as customenrgwth. In
weighing these jrities,we alays stive to act as good
stavaids of all ouresoucesfinancial and pfsical ali&

At Avista, we@ aiming for long-term gain.

A $100 nvestment in Avista on December 31, 1999,
compares favorably relative to the same
investment in Standard & Poor® 500 Irdex and the
Standard & Poor® 400 Ekctric Utilities Index
(source: S&P, January 10, 2005).
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THE NATURE OF CLARITY

OOPhy to your strengthsO $ good advice, and we only pursue
opportunities consistent with what we do best.Ocaryc. ey

We cartbe expets at gerything.We knaw that.
Consequent|yvista chooses edully and focuses
intently

That®why we opted to sell our Califaia popeties.
Our South LakTahoe natural gas dibtrtion system,
which we acquied in 1991 along with ppeties in
Oregon,s isolated ém the est of our teritory.

The pending sale to Soutkat Gas for $15 million
eliminates the challenges ofvsgg a emote pockt of
customesin a jurisdiction outside our cersevice aea.
And it allovs us to concentrate our attention on the
Pacific Northwest egon we knav so well.

An exampleThe Pacific Nothwestalindant
hydropower offes enavalle and elatiely lov-cost
power, but effectvely operating and maintainingdvo
generationdcilities taks a ceain kind of expedise
Avista Utilities@mploees he thatWe undestand
steam flovs,snav pack,precipitation lgels and spill
requiements B and hothose varialdes affect supply B
as vell as ayone in the indusyr

our investos,and justly sd&nergy trading has raised
eyebiows all aarss the couryrBut we think Avista
Energy©eliance on harassets and souriskr
management practices realit diffeentWe actually
improving our custome@bility to efficiently manage
their facilitiesand for that easonwe consideAvista
Energy a sensthhusiness consistent with owalwes.
And it exemplifies a Igical extension of our fundamental
energy expdise

AvistaAdvantage doew®o. This subsidigrwhich
steamlines utility billing ancelated bisiness presses
for multi-site organizationgrew out of our command
of how utilities functionToda, it leads a $300 billion
industy that hadly existed beferwe enteed the
marletplace

Last yar ve added ma than 40 customsy
repesenting 25,000 sitesid etained 96 peent of our
existing customseifor a total of 150,000 sites.
We qualified as a S#re and Reduct Povider for the
U.S Environmental PotectionAgency©ENERGY

The team af\vista Energy possesses that same aptitu®TAR  program,and ly the end of 2004yve® handled

which plainly accounts for our energy metikg and
resouce management urstédnsistent perfiorance

more than one-thid of all uildings ER rated lastgar B
nearly four times as maas the next highestgider.

Becaus@vista Energy operates on an asset-based modeAnd, as ve tumed the eins @er to nev president Stu

we help our customerget the most out of their

generationdcilities though potfolio planningsmat fuel

purchasing stratégp,long-term sales andren trading.
The latter actiity sometimeswekes concar among

Because we understand our region and the
trends that shape its economy, Avista knows how
to formulate the right mix of contracts and hydro,

coal, natural gas, biomass and wind power to
achieve sufficient average megawatts for our
customersOdad requirements.

Stileswe achiged our second conseagipositie
eanings quaer.

That®what can happen whenwy pa close attention
to what you do well.

= Contacts = Hydro = Coal

Natual Gas = Biomass = Wind

600 @——0—eo——e0——o—o— o

400
0

. . . . . .
2000 2001 2002 2003 2004 2005
(projected)
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OWe focus our energies in areas where we believe we have a core competency.

This is our backyard, the Northwest. We grew up in the industry here, and we have a
proven track record over the years. Focusing on that is the right move.O

Dennis Vermillion
President and Chief Operating Officer, Avista Energy

Avista Corp. 15



FPL Erergy® Stateline Wind Energy
Center (above), near WallaWalla,
Washington, contributes to our
resource portfolio. Avista® bull trout
recovery work (below) has been
underway since 1999; we ontract with
agencies like Idaho Fish and Game and
Montana Rsh, Wildlife & Rarks to
provide full-time fish biologists.

QLeadership is highly valued at Avista  ad it® collaborative. Ideas are encouraged and

welcomed. We really seek to involve as many different individuals as possible when it
comes to making decisions to ensure the best possible outcome. Leadership is
everyone® job.O

DanaAnderson
Director, Customer Solutions, Avista Utilities
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THE NATURE OF LEADERSHIP

OEfective leadership requires consent. That@® why w e place such
importance on cultivating relationships of trust with our
custom ers, communities, emp loyees and shareholders.Ocaryc. ey

We donfJook at leadeship as the prince of a single
person or goup of peoplelt® central td\vistad)
characteand it extends intovery area of our bisiness.

Wind pawer is a good example

Always open to n& resouces and technaiies,
wee been waluating wind paer for the last seral
yeas.In April, we reached an agement with PPM
Energy to puchase up to 35 megatts of energy
capability andenavabe energy adits fom FPL
Energy&StatelindVind Energy Center nedvallawalla,
Washingtonthe largest single wind generatiagility in
the United States.

We like the arangement for seral easonst® a
regonal undetaking,it secues supply for our custonser
from a soure the@e told us thg like, and it€an
ervironmentally esponsile thing to do

Avista Utilities put n& technol@y to work this year
too, with a similarly posite effectBy finishing the
automation of all 75,000 natural gas neeterour
Oregon serice teritory, we reduced the cost tead
each fom $4.88 per gar to less than $1.50 plan to
do the same in Idaho next.

But the nav system does methan lever costdt also
reduces the merthan 750,000 miles pezar ve diive
to read metes,an ewironmental benefit & appeciate

——® National HydroperAssociatios®utstanding Stewdship
of AmericalRivergward D 2004

——® Frost & SullanTechnology InnationAvard
(AvistaAdantage) B 2004

——® Recognition of Environmental Stdship PPM Engy B 2004
—o African-AmericaflispanicAsian and Nativemerican (AHANA
Corpaate Excellenc&vard forworkfoce Diversity B 2005

——@ ER ENERGYART Partner of theear Excellence in Promoting
Superior Engy Perfanance (#istaAdwantage) 2005

—@® Oegon Business Magazing Best Companies to
Work for in Gagon B 2004 (#19) and 2005 (#3)

Stevaidship is somethingewale \ery serouslyas tvo
recent waids futher demonstraté/e were one of nine
recipients of the 2004 Outstandingv#&elship of
America®Rivers honor fom the National Hydopower
Association for our ark on Idaho and Montar&Qlark
Fork River.This is the sixth straighesr ve€e been
rec@nizedNHA also praised oueceation esouce
management plan for the Clarkrk, site of our tvo
largest droelectic projectsAnd Avisawas the fist
entity in the nation to paner with the US Fish and
Wildlife Sevice to test a ne genetic pocedue for kull
trout recovery.

Weé® mindful of our stwadship esponsibilities
intemally as vell. Our Aspiiing Leader Rigram,
launched in 2003dentifies emplgees with leadship
potential who a& not curently in leadeship ples and
increases theieadiness for the furiFor a year
program paticipants spend 15 ment of their time
performing cousavork and ptating among arious
depatments a@ss the compan

Through theAspiling Leader Rigram and other
development methodsye nurture talented people who
will carry the walues and guiding ipiciples of todg®
Avista and lead the compainto the yeas to come

When you(De a leader, others notice.
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We are in business to sare our customers

What@® important to them is important to us  which is why Avista
is so dedicated to the commnities we shae.

And we aways hase been.

- Avista® people B lke the work crew at Long Lake Dam, 1912 (A); Dan Nelson, 1955 (B); ken Curren,
ﬁ Pete Hamilton, Dale Mills and Cy Secor, 1961 (C); La Rader and Willard Briggs, 1950 (D); ard
D

Lorraine Monet, ca. 1974 (E) b &ve teen taking care of our customers for well over a century.
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Ale_

Today® customers BThe Spokane Veterans Memorial Arena (A); Nicola Morgan at the Chewelah,
Washington, Public Library (B); barbecue fans (and Avista employees) Dave ard Nancy Holmes in
Spokane (C); and The Daverport Hotel Floral Shop® Celeste Noffsinger in Spokane (D) ® @unt on

us to bring that same level of service into their lives.
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BOARD OF DIRECTORS

Erik J. An derson BPresident, Westriver Capital,
Kirkland, Washington. Director since 2000.

Kristianne Bl ake BPrincipal, Kristianne Gates
Blake, P.S., Spokane, Washington. Director
since 2000.

David A. Clack BManaging Director, Meridian
Capital, Spokane, Washington. Director since 1988.

Roy Le wis Eiguren BSenior Partner, Givens
Pursley, LLP, Boise, Idaho. Director since 2002.

Compensation & Or ganization
Committee

Roy Lewis Eiguren

John F. Kelly, Chairperson

R. John Taylor

Gary G. Ely bChairman of the Board, President
and Chief Executive Officer, Avista Corp.,
Spokane, Washington. Director since 2001.

Jessie J. Knight, Jr. BPresident and CEO,
San Diego Regional Chamber of Commerce.
Director since 1999.

Jack W. Gustavel BChairman and CEO, Idaho

Independent Bank, Coeur d'Al ene,
since 2003.

John F. Kelly BPresident and CEO, John F. Kelly
&As sociates, Paradise Valley, Ar izona. Director

since 1997.

Executive Committee
R. John Taylor

David A. Clack

Kristianne Bl ake

Gary G. Ely, Chairperson
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Michael L. No‘l BPresident, No‘l Co nsulting

Idaho. Director Company, Prescott, Arizona. Director since 2004.

Lura J. Powell, Ph.D. BPresident and CEO,
Ad vanced Imaging Technologies, Richland,
Washington. Director since 2003.

R. John Taylor BChairman and Chief Executive
Officer, AIA Services Corporation, Lewiston,
Idaho. Director since 1985.

Audit Committee

We owe those who entrust us with their money the highest standard of
probity. By overseeing the integrity of our financial statements and our
internal controls for finance, accounting, legal compliance and ethics,

the Audit Committee helps us meet that standard.

Jessie J. Knight, Jr.
Kristianne Bl ake, Chairperson
Michael L. No'l

David A. Clack

Corporate Governance/No minating
Committee

A well-considered structure for the board of directors translates into
effective committee oversight, a balanced board membership, and
policies and procedures that reflect Avista® values.The Corporate

Governance/Nominating Committee advises the board in such matters.

Lura J. Powell

R. John Taylor, Chairperson
Kristianne Bl ake

Jack W. Gustavel

Environmental, Safety & Se curity
Committee

A company with operations as complex and geographically dispersed as
Avista® has a duty to protect our employeesO sfety and security and the
environmental resources under our care.The Environmental, Safety &
Security Committee provides management with policy guidance on

these issues.

David A. Clack, Chairperson
Lura J. Powell
Roy Le wis Eiguren

Finance Committee
Jack W. Gustavel

Michael L. No'l

Erik J. Anderson, Chairperson



CORPORATE AND BUSINESS UNIT OFFICERS

Gary G. Ely Malyn K. Ma lquist ScottL. Mo rris
Chairman of the Board, Senior Vice President, Senior Vice President,
President and Chief Executive Chief Financial Officer and Avista Corp.

Officer, Avista Corp. Treasurer, Avista Corp. President, Avista Utilities

Karen S. Feltes Don Kopczynski

Vice President and Corporate Vice President, Avista Corp.,
Secretary, Avista Corp., with with responsibility for
responsibility for Human Transmission and Distribution
Resources Operations

Christy Bu rmeister-Sm ith
Vice President and
Controller, Avista Corp.

David J. Meyer

Vice President and Chief
Counsel for Regulatory and
Governmental Af fairs,
Avista Corp.

Roger D. Woodworth
Vice President, Avista Corp.,

with responsibility for Business

Development

Kelly Norwood Ronald R. P eterson

Vice President, Avista Corp.,
with responsibility for State
and Federal Regulation

Stu Stiles

President and Chief Executive

Officer, Avista Advantage
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Vice President, Avista Corp.,
with responsibility for Energy
Resources

Dennis Vermillion
President and

Chief Operating Officer,
Avista Energy



ReportofIndependent Re gistered Pu blic Ac counting Firm

To the Boad of Directors and Stockholderof
Avista Coporation and subsidias
SpokangNashington

We have audited the consolidated balance shedtsisifi Coporation and subsidias (the€dCompayQ) as of December 2004 and 2003nd the
related consolidated statements of incoorapehensie incomestockholdes@quity and cash fies,which include the schedule of infoation ty
business segmerits, each of the thge yeas in the peiod endel December 312004We also hee audited management@sessment of the
effectieness of the Compg® intenal contol over financial epotting and the effeaténess of the Compg® intenal contol over financial @potting
as of December 32004.Such consolidated financial statememmagemem@ssessment of the effeaiess of the Compga@intenal contol over
financial epoting and our epotts theeon dated Marh 9,2005,expessing unqualified opinions (which opinion on the consolidated financial
statements includes an explanapmaragaph for cetain changes in accounting anégentationasulting fom the impact ofecently adopted
accounting stand#s)which ae not included hegin,are included inAppendixA to the 2004 anual epott. The accompaying condensed
consolidated financial statemengsthae esponsibility of the Compg® managemer®ur responsibility is to exgss an opinion on such condensed
consolidated financial statementseiation to the complete consolidated financial statements.

In our opinion,the information set fah in the accompaying condensed consolidated balance sheets as of Decer20éd3nd 200&nd the
related condensed consolidated statements of income and ofwesi$brfiEach of the tee yeas in the peiod ended December 32004 is fairly
stated in all mate respects inetation to the basic consolidated financial statememntsafhich it has been dieed.

SeattleWVashington
March 9,2005

Management St atement o f Re sponsibility

The condensed consolidated financial statements in this susmmaal leport were deived flom the consolidated financial statements that appear in
AppendixA to the 2004 anmal epoit. Managemehof Avista Coporation is esponsile for the accuracy and completeness of therirdton in this
summay anrual epott. The financial and operating infoation is dekved fom compag recods and includes amounts based on judgment and
estimates whemecessgrDisclosue contols and prcedues in combination with the compg@ intenal contol over financial @poting provide
reasondb assurance that the sumynamrual epott fairly and easondp presents the compg@ financial position and operatirgults.

The boad of directosappointed Deloitte &ouche LLPan independentegsteed public accounting fim, to audit the consolidated financial
statements included AppendixA to the 2004 anwmal epott. Their repott on the condensed consolidated financial statementssappsar

Gary G. Ely Malyn K. Malquist
Chaiman,President and SeniolVice Pesident,
Chief Executve Officer Chief Financial Officer antreasuer
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Condensed Consolidated St atements of Income
(For th¥ears Ended December 31 b DollacsigandSxcept Per Sharaounts)

Operating Revenues

Operating Expenses
Resouce costs
Operations and maintenance
Administratve and general
Depreciation and amdeation
Taxes other than income tax
Total operating expenses

Income Fr om Operations

Other Income (Expense)
Interest expense
Interest expense to affiliatedists
Capitalized inteast
Net interest expense
Other income B net
Total other income (expense) B net

Income From Contin uing Operations Befor e Income Taxes
Income T axes
Income From Contin uing Operations
Loss From Discontin ued Operations
Net Income Befor e Cumulative Effect of Accounting Chang e
Cumulative Effect of Accounting Chang e (net of tax)
Net Income
Deduct b Prefered stock diidend equiements
Income Available for Common Stock
Earnings Per Common Sh are, Basic
Eamings per common shafrom contiruing operations
Loss per common sleaftom discontimed operations
Eamings per common shabefoe cumulative effect of accounting change
Loss per common sleaftom cunulative effect of accounting change
Total eanings per common sh&basic
Earnings Per Common Sh are, Diluted
Eamings per common shaflom contiruing operations
Loss per common slegrom discontimed operations
Eamings per common shlabefoe cumulative effect of accounting change
Loss per common sleafiom cunulative effect of accounting change

Total eanings per common shediluted

Dividends paid per common skar
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2004 2003 2002
$ 1151580 $ 1123385 $ 1,062,916
604,984 576,492 536,714
155,944 138,058 125,930
104,266 97,494 105,647
78,425 77,811 71,867
67,491 61,827 65,616
1,011,110 951,682 905,774
140,470 171,703 157,142
(87,265) (91,505) (104,866)
(5,782) (1,480) )

1,393 1,092 7,486
(91,654) (91,893) (97,380)
8,390 6,173 17,261
(83,264) (85,720) (80,119)
57,206 85,983 77,023
21,592 35,340 34,849
35,614 50,643 42,174

o) (4,949) (6,719)

35,614 45,694 35,455

(460) (1,190) (4,148)

35,154 44,504 31,307

D 1,125 2,402

$ 35,154 $ 43379 $ 28,905
$ 074 $ 1.03 $ 0.83
D (0.10) (0.14)

0.74 0.93 0.69

(0.01) (0.03) (0.09)

$ 073 $ 0.90 $ 0.60
$ 073 $ 1.02 $ 0.83
2] (0.10) (0.14)

0.73 0.92 0.69

(0.01) (0.03) (0.09)

$ 072 $ 0.89 $ 0.60
$ 0515 $ 0.490 $ 0.480



Condensed Consolidated Balance Sheets

(As of December 31 - Dollaredusands)

Assets
Cash and cash egalents
Restiicted cash
Secuities held for trading
Accounts and notegcevalle
Current energy commodity assets
Other curent assets
Total net utility popetty
Investment in exchange wer B net
Nonutility propetties and imestments D net
Noncurrent energy commodity assets
Investment in affiliated usts
Other popetty and irvestments B net
Regulatoy assets for defed income tax
Other regulatoy assets
Noncurrent utility energy commodity demtive assets
Power and natural gas defds
Unamottized debt expense
Other defered charges

Total Assets

Liabilities and St ockholdersO Eqity
Accounts pgabe
Current energy commodity liabilities
Deposits fyrm countepaties
Current potion of long-tem debt
Shot-term borrowings
Other current liabilities
Long-tem debt
Long-teim debt to affiliated trsts
Prefered stock (subject to mandataedemption)
Noncurrent energy commodity liabilities
Regulatoy liability for utility plant etirement costs
Noncurrent utility energy commaodity demtive liabilities
Deferred income tass
Other noncurent liabilities and defexd cedits
Total Liabilities

Common stock D net (48,471,511 and 48,344,009 outstandieg)shar

Retained earings and accuntated other comghensie loss
Total Stockholder sCEquity

Total Liabilities and Stockholder sCEquity
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2004 2003
88,317 $ 128,126
26,175 16,472

b 18,903
325,755 318,848
284,231 253,676
175,864 127,554

1,956,063 1,914,001
35,933 38,383
78,564 89,133
254,657 242,359
13,403 13,403
19,721 17,958
123,159 131,763
39,044 44,381
55,825 34,517
148,206 171,342
53,413 48,825
25,493 30,431
3,703,823 $ 3,640,075
325,194 $ 298,285
253,527 229,642

6,015 97,811
85,432 29,711
68,517 80,525

135,355 116,578
901,556 925,012
113,403 113,403
28,000 29,750
215,055 192,731
175,575 167,061
33,490 33,060
488,471 492,799
121,028 82,455
2,950,618 $ 2,888,823
617,884 613,414
135,321 137,838
753,205 $ 751,252
3,703,823 $ 3,640,075




Condensed Consolidated St atements of Cash Flows
Increase (Decrease) in Cash and Cadbris|(iRor thears Ended December 31 B Dollacaigands)

Continuing Op erating Ac tivities:
Net income
Loss fom discontimed operations
Cumulative efect of accounting change
Purchases of sedties held for trading
Sales of sedties held for trading
Noncash items included in net income:
Depreciation and amgization
Provision for defered income tags
Power and natural gas cost atimationsnet of deferals
Amortization of debt expense
Write-offs and impaiment of assets
Energy commodity assets and liabilities
Other
Changes in wrking capital components
Net Cash Povided ty Continuing OperatingActivities

Continuing Investing Ac tivities:
Utility propetty capital expenditess (excludinFUDC)
Other capital expenditas
Repagments eceved on notesacevale
Other
Net Cash Used in Contining InvestingActivities

Continuing Financing Ac tivities:
Increase (deease) in shbterm bomrowings
Proceeds &m issuance of long-ter debt
Redemption and matity of long-term debt
Proceeds ém issuance of long-terdebt to affiliated trsts
Redemption of long-tem debt to affiliated trsts
Redemption of pefered stock
Issuance of common stock
Cash diidends paid
Other

Net Cash Used in Contiring Financingctivities

Net Cash Used in Contin uing Operations

Net Cash Provided by (Used in) Discontin ued Operations
Net Incr ease (Decease) in Cash and Cash Equvalents
Cash and Cash Equialents at Beginning of P eriod

Cash and Cash Equivalents at End of Period

Avista Corp. 25

2004 2003 2002
$ 35,154 $ 44504 $ 31,307
) 4,949 6,719

460 1,190 4,148
(15,260) (18,865) )
34,192 ) )
78,425 77,811 71,867
19,168 28,395 (40,287)
11,087 3,829 68,481
8,301 7,972 8,861
21,990 4,900 )
678 22,128 87,403
3,770 (11,214) (10,763)
(89,623) (43,035) 99,124
108,342 122,564 326,860
(115,346) (102,271) (64,207)
(3,126) (3,388) (18,873)
1,062 1,214 33,752
(2,017) (5,404) 1,543
(119,427) (109,849) (47,785)
(12,008) 50,525 (45,099)
89,761 44,795 621
(66,857) (124,859) (204,014)
61,856 ) D
(61,856) ) )
(1,750) (1,575) (1,750)
4,061 5,497 7,035
(24,912) (24,777) (25,456)
(17,019) (4,139) (15,990)
(28,724) (54,533) (284,653)
(39,809) (41,818) (5,578)
) (3,342) 8,967
(39,809) (45,160) 3,389
128,126 173,286 169,897
$ 88,317 $ 128,126 $ 173,286




Financial Summary

The folloving is a bief discussion and analysis of financial condition
and esults of operations favista Coporation (Avista Cop. or the
Compary). For a moe detailed analyspeaseafer toAppendixA to the
2004 anoal epot.

Summary of Results B Income fom contiruing operations as
$35.6 million for 2004 comped to $50.6 million for 2003 his decease
was pimaiily due to the Idaho general rate caséenoffs of $14.4
million ($9.4 million,net of tax) ecoded atAvista Utilitiesas vell as
reduced eanings forAvista Energy (Energy Maating and Resoge
Management segment) and anease in the net loss for theh®t
business segmefttis was patrally offset B the impoved perfomance
of Avista Ultilities (excluding the Idaho ite-offs) due to general rate
increasess vell as net eaings fom AvistaAdvantage for 2004 as
compaed to a net loss for 2003.

Avista Cop® net income and operating casii@e deived
primavily from Avista Utilities andwista Energyvista Cop. intends to
continue to focus on immving eanings and operating cashafiy
controlling costs anceducing debt while wrking to restoe an
investment-gade cedit rating.

Avista Utilities expects to contia to be among the indugtteades
in perfoomancevalue and seice in its electc and natural gas utility
businesseavista Utilities expects to contia its modesyet steady
combined gowth of electic and natural gas customef 2 to 3 perent
per year pimaiily from economic and populationrayth in its sevice
territory. As pat of Avista Utilities€irategy to focus on itsiginess in the
northwesten United Stateshe Compag has ented into an ageement
to sell its natural gas distition propeties in South LakTahoe
Califomia.

It is Avista Utilities€lrategy town or to hare contracts that pvide a
sufficient amount of eledtrresouces to meet itsetail and wholesale
energy equiements under a range of operating conditiweslatie
resouces and the costs of thossauces & significantly affecteq b
Avista UtilitiesBydroelectic generationwhich was 95 peent of nomal
in 2004 Based on facasts as of Mdr 1,2005 Avista Utilities expects
hydroelectic generation will be appximately 84 perent of nomal in
2005,assuming nenal pecipitation for theemainder of theaar
This expectation nyachange based uporepipitationtemperatugs
and other wiiadesThe eanings impact of belo normal tydroelectic
generation is mitigated thugh paver cost defeal and ecosery
mechanisms Washington and Idalibhe expectedaduction in
hydroelectic generation is estimated toba negaie effect on
operating cash fies of appximately $25 million sim the amount
originally foecastedyith appoximately $2.5 million impacting @itax
eanings.

Customer loads andsulting everues a also significantly affected b
weatherwhich causes changes in energy usageseason to season and
from month to month within a seasa@klthough thee were diffeences
with respect to quéer-to-quater compaisonstotal heating and cooling
degee dgs at Spokan@/ashington for both 2004 and 2008 similar
with both wamer than nomal heating and cooling seas@sssuch,
electic and natural gas loadsgerues and net incomeese not
significantly affected/lweather when comping 2004 to 2003esults.

As is the case with mostigulated entitigAvista Utilities generally has
ongoing egulatoy proceedingg\ista Utilities contines to ma&
progress with @spect toesolving itsegulatoy mattes;however, cettain
issuesemain unesoled.Avista Utilities eceved the folleving general
rate inceases in 2004 and 20(3: Oregon natural gas in September
2003;(2) Idaho electc and natural gas in September 2664 (3)
Washington natural gas in Wnber 2004These general rate ieases
have inceasedaverues and net income for 2004 as coragdo 2003
and shouldesult in inceased net income in 2005 as corapdo 2004.
Avista Utilities will contime to file for rate adjustments tmyide
recasery of its costs and to nerlosely align eaed etums wth those
allaved ty regulatoy agencies in each jsdiction.

Net income forAvista Utilities vas $32.5 million for 200dpmpaed
to $36.2 million for 2003’ he decease foAvista Utilities vas pimarily
due to the Idaho general rate casaeaoffs.Excluding the wite-offs,
net income inceased pmarily due to an inaease in Pss mairig as a
result of general rate ieasepatially offset i an incease in other
operating expens@he Compary expecté\ista Utilities@et income for
2005 to incease as compdrto 2004primarily due to the contined
effect of general rate ieasesubject to the influence ofeather

Avista Energy focuses on optimization of costibn turbines and

hydroelectic assetsnmed ly other entitiedpng-temm electic supply
contractspatural gas storaged electic transmission and natural gas
transpotation arangementg\ista Energy is alsoseived in trading
electicity and natural gaiscluding deivative commodity instiments.
Avista Energy Canadagd. (Avista Energy Canada) is a whollyned
subsidiar of Avista Energy that gvides natural gas giees to
appoximately 250 indusial and commeial customes that epesent
over 400 sites in Bish ColumbiaCanadaln addition to eamings and
resulting cash fies fom settled orealized transactiodsjsta Energy
recods unealized or mark-to-maet adjustments for the change in the
value of deivative commodity instimentsAvista Energg@narkting,
trading andesouce management agties ae diiven by its base of
knowledge and expamce in the operation of both eleictenergy and
natural gas pisical systems in thesten Electicity Coordinating
Council,as vell as itsalationship-focused aach with its customsr

Avista Energy is subject to @en regulatoy proceedings thaemain
unresoled;however, Avista Energy beles that it has adequatseves
estalished for efunds that nyabe odered.The wholesale peer marlets
in whichAvista Energy operates congnto change withaspect to
marlet paticipants inolved,level of actvity, volatility in marlet prices,
liquidity, regulatoy imposed pce caps and counfaty credit issues.

Net income for Energy Magkting and Resooe Management &s
$9.7 million for 2004 comped to $20.7 million (excluding the
cumulative effect of accounting change) for 200s decease as
primarily due to the positie effects in 2003 of accounting for energy
trading actiities under Statement of Finanéiatounting Standds
(SRAS) Na 133 0Accounting for Dévative Instuments and Hedag
ActivitiesQand the settlement of positions withte@r Enon
Corporation (Enon) affiliatedn addition Avista Energg@anings vere
deceased due toveer natural gas trading mingin 2004 as compeat
to 2003These de@ases & patially offset b portfolio valuation
adjustments &vista Energy of apptimately $2.9 millionpet of taxthe
most significant of whictelates to ine@ases in magkliquidity in the
Westen power marlets Both 2004 and 2003 net income for the Energy
Marketing and Resoge Management segmengresdeceased o
impaiment charges for a turbine amdated equipmentvened ty Avista
Power. The Compary does not expect thesacfos to occur in 2005.

AvistaAdvantage had net income of $0.6 million for 2004 coegar
to a net loss of $1.3 million for 200Be change s pimarily due to
an incease in operatingveruespatially offset i the settlement of an
emplg/ment contractvistaAdvantageemains focused on imesing
reveruescontrolling operating expensesntinuously enhancing client
satisdction and deeloping complementgrvalue-added seces.

The Comparny expects that net income favistaAdvantage for 2005
will increase as compdrto 2004 based on inguing reverues and
stabilized operating expensemfprocessing efficiencies.

The Other husiness segment incd a net loss of $7.2 million
(excluding the cumiative effect of accounting change) for 2004
compaed to a net loss of $4.9 million for 200B8e incease in the net
loss vas pimaiily due to the impaiment of goodwill aAdvanced
Manufactuing and Deelopment (AM&D) doing bsiness as MEALfX,
the write-off of an ivestment in a natural gas storaggept,the accunal
of an emironmental liability avista Deelopment andwista CapitaO
purchase ofvistaAdvantage mfered stock at a pmium.Over time as
oppottunities aise the Compag plans to contine to dispose of assets
and phase out operations in the Othasihess segmefhe Compary
expects the net loss in the Otherismess segment to be less for 2005 as
compaed to 2004 due to deeased losseerfr asset impairents and
write-offs.

During 2005the Compawy expects cash ¥is fom operations and
Avista Cop® fire-year $350.0 million commé line of cedit to povide
adequateasouces to fund capital expendigimatuiing long-tem debt
(excluding $54.6 million of matingWP Funding LP debt) and other
contractual commitmentislowever, if market conditions \a@rant such
actionsthe Compag mg issue secities to fund these digations,
refinance existing debt angpurchase long-ten debt scheduled to
matue in futue yeas to educe its eerall debt seice costss vell as to
manage theisk associated with fueichanges in intest rates on debt
matuities scheduled for 2007 and 2008.

Oversll Results of Operations DTotal ieverues inceased $28.2
million for 2004 compad to 2003Avista Utilitiesfverues inceased
$44.4 million due to in@ases in both eletrand natural gasverues.
The increase in natural gaserues vas pimairily due to natural gas rate
increases implemented thg 2004 and 2003 and pafly due to
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increased thens soldprimarily as aesult of customemrgwth.The
increase in eledtr reverues eflects an inease inetail everuespatially
offset ly a decease in wholesaleverues and sales of fuReverues
from Energy Markting and Resoge Management dexased $31.5
million primarly due to deceased net trading margn contracts
accounted for under 88 No. 133,a settlement with Eon affiliates
during 2003 and deeasedaverues under thdgencyAgreement with
Avista Utilitiespatially offset b increasedeverues forAvista Energy
CanadaReverues fom AvistaAdvantage in@ased $3.6 million to $23.4
million primaiily as aesult of customerrgwth. Reverues fom the
Other husiness segment ieased $3.5 million to $17.1 millionimiarily
due to inceasedaverues fom AM&D as well as everues fom entities
consolidated in 2004 under Finanéiatounting Standds Boadl
Interpretation No 46,0Consolidation &farialde Inteest Entitie€which
was evised in December 2003 (colleely refered to as FIN 46).

Total lesouce costs ineased $28.5 million for 2004 cornrgzhto
2003.Resouce costs folvista Utilities inazased $30.5 million jpnarily
due to an inaease in pwhased natural gas costsedkas the wite-off
of $12.0 million of defeed paver costsasulting fom the Idaho general
rate case derThis incease in pwhased natural gas cosas wimarily
due to an inagase in pees angatially due to an in@ase in theolume
purchased due to customepgth. Resouce costs for Energy Maating
and Resouwre Management desased $10.1 million jpnarily due to
deceasedasouce costs fofvista Energy Canada and @asedasouce
costs under thagencyAgreement withAvista Utilities.

Intersegment eliminationshich decease both operatingverues
and esouce costsyere $137.2 million for 2004 compeat to $145.4
million for 2003 repesenting deeased pahases of natural gasien
the AgencyAgreement beteenAvista Utilities andwvista Energy

Operations and maintenance expensesased $17.9 million for
2004 compad to 2003 paially due to the disalleance in the Idaho
general rate case of $2.4 million (net of $0.3 million of adietiea
depeciation) of cemin capitalized utility plant costsAatsta Utilities.
The remaining inaease foAvista Utilities vas pimaviily due to a general
increase in operations and maintenance expeinsaripy related to
distibution and customer sece expensegatially reflecting an in@ase
in labor costgDperations and maintenance expense for the Other
business segment ieased $2.6 million due to theiteroff of an
investment in a natural gas storaggept as wll as the effectofn
entities consolidated under FIN 46.

Administratie and general expenseséased $6.8 million for 2004
compaed to 2003 pmarily due to inceased expenses Aeista Utilities,
AvistaAdvantage and the Otheubiness segmepatially offset i
deceased expenses for Energy Memk and Resoge Management.
The decease for Energy Magting and Resoge Management as
primavily a result of de@ased compensation expenses afdgsional
feesThe increase foAvista Utilities pimairily reflects an inease in labor
costs and other empke-elated expenseéscreased liability and damage
claims insurance costs,vell as an inease in outside saesThe
increase foAvistaAdvantage s pimarily due to the settlement of an
emplyment contracThe increase for the Otherusiness segment
primavily reflects the impainent of goodwill aAM&D and the acanal
of an erironmental liability af\vista Deelopment.

Depreciation and améeation inceased $0.6 million for 2004
compaed to 2003 pimarily due to utility plant additions &tvista
Utilities and the esulting inaease in depriation expensas vell as the
consolidation d?VP Funding LP under FIN 46 and thesulting
inclusion of depeciation expense of the Ratluin Fower Plant.

This was patially offset § a corection atAvista Utilities for verstated
depeciation expense inipr periods ecoded duing 2004 Coyote
Spiings 2 vas placed into séce in mid-2003 and ineased depciation
expense for 2004 as congghto 2003.

Taves other than income e inceased $5.7 million for 2004
compaed to 2003 pmaiily due to inceasedetail everues andelated
taves forAvista UtilitiesAn increase in mpety taxes afvista Utilities
also contibuted to the incease in taes other than income tax

Interest expense (including intst expense to affiliateddts)
increased $0.1 million for 28@ompaged to 2003 pmarily due to the
inclusion of the intest expense on $54.6 million of deb?#® Funding
LR which was consolidated for all of 2004 and only thetfoguater of
2003 asaquiked by FIN 46,as vell as an inease in int&st on shdr
term borrowings and the inclusion ofgfered stock diidends as intest
expense in acadance with SAS Na 150,patially offset i a decease
in interest expense on long-tardebt due to theapuchase of higher
cost debtPrefered stock diiderds of$1.1 milion, distibuted pior to

the adoption of S&S No 150 on dly 1,2003 wetre classified as a
separate line item in the Consolidated Statement of Income for 2003.

Other income-net incased $2.2 million for 2004 comgéto 2003
primavily due to inceased income in 2004 on t@n investments in the
Other lusiness segment and net gains on the disposition of non-operating
assets in 2004 comedrto net losses in 2008is was patially offset i
the pemium paid on theapuchase ofvistaAdvantage mfered stock,
as vell as a deease in intest income and intest on pwver and natural
gas defeals.

Income tars de@ased $13.7 million for 2004 congzhto 2003,
primavily due to deceased income betoincome tagsThe effectie tax
rate vas 37.7 peent for 2004 comped to 41.1 perent for 2003.

During 2004the Other husiness segmeetoded as a cuuatative
effect of accounting change a charge of $0.5 milbtated to the
implementation of FIN 46yhich requiledAvistaventuies to consolidate
several minor entities.

Liquictity and Capitel Resources D Since 2002he Compay® overall
liquidity has impoved compaed to 2001The general rate ineases that
became effeske in 20022003 and 2004 arallaving the Compap to
continue to impove its liquidity

In 2001,the Compay incurred substantialvels of indebtedness,
both shot- and long-tem, to fund high pever and natural gas costs in
addition to contiming capital and operatingquiements and to
otherwise maintain adequatedks of verking capitalAs a esult of
improved operating cash floand other sowes of fundsince 2002
through 2004the Compawg has epuchased $292.7 million of
long-tem debt.

The Compary® total debt in@ased ém December 312003 to
December 312004 due to the issuance of longratedebt patially offset
by a decease in sheterm bomrowings and theapurchase and maity
of long-tem debtThe Compay® consolidated common equity
increased $2.0 million dimg 2004 pimarily due to net income and the
issuance of common stockdbgh the Dvidend Reirvestment Plan,
patially offset h dividends and other comgdrensie loss.

In April 2004,the Compap issueduhior Subodinated Debt
Secuities,with a principal amount of $61.9 million #VA Capital
Trust lll,an affiliated bsiness wist fomed ty the Compan
Concurrently AVA CapitalTrust |1l issued $60.0 million of &ered
Trust Sectities to thid paties and $1.9 million of Commarrust
Secuities to the CompapAll of these seciiies hae a fixed inteest rate
of 6.50 pecent for fie yeas (though Mach 31,2009).Subsequent to
the initial fve-year fixed rate peod, the secdties will either hee a nev
fixed rate or an adjustalrateThese debt sedties mg be edeemed
by the Compay on or after Mach 31,2009 and will matwr on
April 1,2034.

The Compary used the mceeds &m the dinior Subodinated Debt
Secuities to edeem $61.9 million of 7.875 pent dinior Subodinated
Deferralle Intelest Debentwgs SeresA, originally issued in 1997 to
Avista Capital lan affiliated tisiness tist fomed ty the Compag Avista
Capital | used thesequeeds toedeem $60.0 million of BferedTrust
Secuities issued to thdrpaties and $1.9 million of CommodFrust
Secuities issued to the Compan

In November 208, the Compag issued $90.0 million of 5.45 pent
First Mortgage Bonds due in 20The Compary used the mrceeds to
repd a potion of the borowings outstanding under its committed line
of credit.

In December 2004he Compag enteed into a fie-year committed
line of cedit with various banks in the amount of $350.0 million.
This committed line of edit eplaced a $350.0 million committed line
of credit with a 364-dpa temm that had an expiration date of Y&, 2005.
The Compary can equest the issuance of up to $150.0 million in ktter
of credit under the committed line ofexdit.As of December 32004,
the Compag had $68.0 million of b@owings outstanding under this
committed line of cxdit.

Pension Plan DAs of December 32004,the Compag® pension plan
had assets with ailf \alue that \&s less than thegsent alue of the
accunulated benefit digation under the plaithe Company does not
expect the cuent pension plan funding deficit toveaa mateal aderse
impact on its financial conditiorgsults of operatioms cash flaws The
Compary made $15 million in cash coitiutions to the pension plan in
2004 and $12 million in 200Bhe Compary expects to makpension
plan contibutions of $15 million in 2005.
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AVISTA UTILITIES SERVICE TERRITORY

CA NADA

Colville
Chewelah Sandpoint
® Seattl Deer Park
eattie Spokane Coeur dOAEne
Wenatchee
Pullman Moscow
Clarkston Lewiston
Goldendale WallaWalla
Grangeville
Stevenson
® Portland
La Grande
® Boise
Roseburg
Medford

Klamath Falls

South LakeTahoe

Our 30,000-gluare-mile service territory includes energy generation, transmission and distribution operations in
five Western states. We provide dectricity to more than 330,000 astomers in eastern Washington and northern

Idaho. Our approximately 305,000 atural gas customers are located in Washington, Idaho, Oregon and California.
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Corporate Information
Company Headquarters
Avista Corp.

1411 Ea&t Mission Avenue
Spokane, Washington 99202

Avista Corp. on the Int ernet

Financial results, stock quotes, news releases, documents filed
with the Securities and Exchange Commission, and information on
the company® products and services are available at Avista Corp.®
Web site.The address is www.avistacorp.com.

Transfer Ag ent

The Bank of New York is the company® stock transfer, dividend
payment and reinvestment plan agent. An swers to many
shareholder questions and requests for forms are available by
visiting The Bank of New York@Web site at www.stockbny.com.

Inquiries should be directed to:
The Bank of New York

Shareholder Relations Department
P.O. Box 11258

Church Street Station

New York, New York 10286.1258
800.642.7365
shareowners@bankofny.com

Investor Information

A copy of the company@® financial reports, including the reports on
Forms 10-K and 10-Q filed with the Securities and Exchange
Commission, will be provided, without charge, upon request to:
Avista Corp.

Investor Relations

P.O. Box 3727 MSC-19

Spokane, Washington 99220.3727

800.222.4931

Annual Meeting of Sh areholders

Shareholders are invited to attend the company® annual meeting
to be held at 10 am. PDT onThursday, May 12, 2005, BAvista Corp.
headquarters, 1411 Eat Mission Avenue in Spokane, Washington.

The annual meeting also will be webcast. Please go to
www.avistacorp.com to preregister for the webcast in advance of
the annual meeting and to listen to the live webcast. The webcast
will be archived at www.avistacorp.com for one year to allow
shareholders to listen to it at their convenience.

Exchange Listings AVA
Ticker Symbol: AVA
NYSE

New York Stock Exchange
Pacific Exchange

Certifications

On June 7, 2004, e Chief Executive Officer of Avista Corp. filed a
Section 303A.12(a) CEO Catification with the New York Stock
Exchange.The CEO Certification attests that the Chief Executive
Officer is not aware of any violations by the Company of NYSE®
Corporate Governance Listing Standards.

On March 11, 2005Avista Corp. filed the CEO/CFO certifications
with the Securities and Exchange Commission as exhibits to its
Form 10-K in compliance with the Sarbanes-Oxley Ac t.

This annual report contains forward-looking statements regarding
the company® current expectations. These statements are subject to
avariety of risks and uncertainties that could cause actual results to
differ materially from the expectations. These risks and uncertainties
include, in addition to those discussed herein, all factors discussed
in the company® amual report on Form 10-K for the year 2004.

Our 2004 amual report is provided for investors. It is not intended for
use in connection with any sale or purchase of or any solicitation of
others to buy or sell securities.

© 2005 Avista Corp. All rig hts reserved.

Special thanks to these talented companies of the great Inland
Northwest for their help with this year® annual report:

An derson Mraz Design (design)

Sharman Communications (writing)

J. Craig Sw eat Ph otography (principal photography)

Lawton Printing (printing and bindery)

Ad ditional photography by:Tim Hall (FPL Energy® Stateline Wind
Energy Center), Dustin Snipes (Avista Stadium) and Scott Spiker
(Schweitzer Ski Resort)
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