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l. INTRODUCTION / SUMMARY

Q: Please state your name, position, and business address.

My name is Michael J. Majoros, Jr. | am Vice President of Snavely King Majoros
O’Connor & Lee, Inc. (Snavely King), located at 1111 14™ Street, N.W., Suite
300, Washington, D.C. 20005.

Did you previously submit testimony in the proceeding?

Yes, | submitted Direct Testimony on September 19, 2008.

For whom are you appearing in this proceeding?

> 0 » O

| am appearing on behalf of the Public Counsel Section of the Washington State
Attorney General’s Office (Public Counsel) and the Industrial Customers of
Northwest Utilities (ICNU).

PURPOSE OF TESTIMONY

Q: What is the purpose of your response testimony?

A: My response testimony responds to the combined Direct Testimony of Norwood,
Kermode, Pyron and Ebert in support of the Multiparty Settlement Stipulation. |
disagree with important parts of that settlement in particular regarding revenue
requirement.

1.  SUMMARY OF AGREEMENTS

Do you agree with any aspects of the settlement?

| do not object to several aspects of the settlement. Specifically, | do not object to

the following:
. The stipulated rate of return on equity and cost of debt,
. the Spokane River Relicensing and Montana riverbed litigation portions of

1
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the Relicensing/Litigation adjustment,

. the customer deposits adjustment,

. the Incentives adjustment,

. the adjustment to correct the error in officer’s salaries,
o the adjustment to Union and non-executive salaries,

. the Colstrip generation and O&M expense adjustment,
. the administration and general expense adjustment,

. the production property adjustment, and

the adjustment to restate debt interest.

Several of these adjustments have already been incorporated into my direct
testimony. The use of the stipulated return on equity and cost of debt is discussed
in my direct testimony at page 40, the adjustment to incentives to use actual
amounts is discussed at pages 31 to 33, and the removal of the sponsorship costs
included in administrative and general expenses is discussed at pages 35 to 36. In
addition, although not specifically discussed in my direct testimony, | corrected
officer’s salaries for the error in Avista’s calculation in addition to the other
adjustments | made to that expense.

Given these areas of agreement, does the settlement result in just and
reasonable rates?

No, the settlement results in an excessive increase, because it does not address the
significant necessary adjustments to Avista’s proposed revenue requirement

described in my direct testimony and summarized below.
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SUMMARY OF DISAGREEMENTS

Q: Do you disagree with any aspects of the settlement?

A: Yes, | disagree with the settlement’s failure to address the following:

1.

Avista’s Regulatory Liability for non-legal Asset Retirement
Obligations as discussed on pages 5 to 11 of my direct testimony.
Avista’s $209.4 million regulatory liability should be reclassified
from accumulated depreciation to Account 254 - Other Regulatory
Liabilities for regulatory purposes just as Avista has done for
GAAP purposes. In addition, should any settlement related to the
Confidential Litigation discussed on pages 14 to 18 of my direct
testimony be approved or allowed, it should be charged against this
regulatory liability rather than flowed into customer rates.
Avista’s correct federal income tax rate as discussed on pages 11
to 14 of my direct testimony. Avista has overstated its income tax
expense by virtue of using an excessive federal income tax rate.
The result is to subsidize Avista affiliates at the expense of its
ratepayers.

Avista’s correct depreciation expense as discussed on page 14 of
my direct testimony and in Mr. King’s direct testimony.

Avista’s correct executive compensation as discussed on pages 19
to 31 of my direct testimony. In addition to the correction of the
calculation error discussed in the Settlement, Avista’s executive

compensation should be reduced in three ways: a larger percentage
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should be assigned to non-utility operations, the estimated 2008
base pay used in the calculation should be replaced with actual
2008 base pay and the 5 percent pay increase assumed for 2009
should be reduced.

Avista’s inclusion of certain advertising expenses as discussed on
pages 34 to 35 of my direct testimony. These expenses are related
to charitable and civic-related advertising, as well as advertising
that appears to be geared toward influencing customers to use
natural gas.

Avista’s inclusion of “sponsorship costs” in its gas revenue
requirement as discussed on pages 35 to 36 of my testimony. The
Settlement removes these costs as they relate to the electric
revenue requirement in its Administrative and General Adjustment,
but fails to address the gas portion of the costs.

Avista’s inclusion of charitable donations in itS revenue
requirement as discussed on pages 36 to 37 of my direct testimony.
Ratepayers should not be charged for the Company’s charitable
efforts.

Avista’s inclusion of Directors’ compensation and other
shareholder-related expenses as discussed on pages 37 to 38 of my
direct testimony. These expenses relate to shareholder activities
and as such should be charged to shareholders, not ratepayers.

Avista’s inclusion of 100 percent of D&O Insurance in its revenue
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requirement as discussed on pages 38 to 40 of my direct testimony.
This cost should be split between ratepayers and shareholders to
reflect the benefit that both groups receive from the expense.
Do you have any other disagreements with the Settlement?
Yes. As I mentioned above, I do not object to the Settlement’s treatment of the
Spokane River Relicensing and Montana riverbed litigation costs. However, | do
object to the Settlement’s treatment of the Confidential Litigation costs as
included in its Relicensing/Litigation adjustment. In particular, I object to the
conclusion that these costs are prudent.! As discussed on pages 14 to 18 of my
testimony, |1 recommend that certain costs associated with this litigation be
disallowed entirely. If the Commission decides to allow any of the costs they
should be charged against the existing regulatory liability for cost of removal.
Does this conclude your testimony?

Yes, it does.

! Stipulation at 11.



