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Q. Please state your name, occupation and business address. 1 

A. Angela (Angie)Morris.  I am a certified public accountant, employed by Hawkins, 2 

Cloward&Simister, LC (HCS), with a business address of 1095 South 800 East Orem, 3 

Utah. 4 

 5 

Q. Please state your educational background and identify any professional licenses that 6 

you hold. 7 

A. I graduated from Brigham Young University with a Bachelors and Masters of 8 

Accountancy.  I have been licensed as a Certified Public Accountant in the State of Utah 9 

since 1999, license number 326682-2601.  10 

 11 

Q. How long have you been employed by Hawkins, Cloward & Simister? 12 

A. I have been employed by Hawkins, Cloward & Simister since October 1995. 13 

 14 

Q. Describe your duties with Hawkins, Cloward & Simister. 15 

A. I am a partner at Hawkins, Cloward & Simister.  I perform tax preparation, planning, 16 

compliance; accounting and bookkeeping services; and attest work which includes 17 

compilations, reviews, and audits for business, government, and non-profit entities. 18 

 19 

Q. Why are you qualified to offer testimony in this case? 20 

A. I have been employed as an auditor since April 1996, performing audits of business, 21 

government, and non-profit entities.   I have been involved with the Manti audit since 22 
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February 2008.  I was one of the auditors who performed the 2012 audit of Manti 23 

Telephone Company. 24 

 25 

Q. What is the purpose of your testimony? 26 

A. The purpose of my testimony is to identify and discuss the Audited Financial Statement 27 

of Manti Telephone Company for 2012, which are attached hereto as Confidential 28 

Exhibit MTC AH 1, 2012 Audited Financial Statements.  I will testify on the positions 29 

taken with regard to the Audited Financial Statement, and the Auditors Report contained 30 

therein.  I will also provide testimony on the current financial condition of Manti 31 

Telephone Company as pertains to the 2012 audit. 32 

 33 

Q.  Why did you record the repayment for Interim USF Funds as a liability? 34 

A. On December 28, 2012, the Public Service Commission of Utah (PSC) issued an order 35 

for Manti Telephone Company to refund the excess interim UUSF subsidies that Manti 36 

Telephone Company had received from 2008 through 2013, based on the final amount to 37 

be determined.  In January of 2013, the Division of Public Utilities filed a report with the 38 

PSC indicating the repayment amount was $3,216,757.60.  HCS received this 39 

information prior the completion of the 2012 audit.  This is a loss contingency that met 40 

the requirements to be recorded.   41 

  The standards for accounting for Contingencies are found in Topic 450, 42 

Contingencies.  ASC 450-20-20 defines a loss contingency as follows: “An existing 43 

condition, situation, or set of circumstances involving uncertainty as to possible loss to an 44 

entity that will ultimately be resolved when one or more future events occur or fail to 45 
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occur. The term loss is used for convenience, to include many charges against income 46 

that are commonly referred to as expenses and others that are commonly referred to as 47 

losses.” 48 

  ASC 450-20-25-2 states: “An estimated loss from a loss contingency shall be 49 

accrued by a charge to income if both of the following conditions are met:  50 

  a. Information available before the financial statements are issued or are available 51 

to be issued (as discussed in Section 855-10-25) indicates that it is probable that an asset 52 

had been impaired or a liability had been incurred at the date of the financial statements.  53 

Date of the financial statements means the end of the most recent accounting period for 54 

which financial statements are being presented.  It is implicit in this condition that it must 55 

be probable that one or more future events will occur confirming the fact of the loss.  56 

  b. The amount of loss can be reasonably estimated.” 57 

  Based on the above guidance, HCS determined that the judgment for repayment 58 

by the PSC qualifies as a loss contingency that must be accrued for because both of the 59 

conditions above have been met. 60 

 61 

Q. Why did you record the repayment as a current year expense and not a prior period 62 

adjustment? 63 

A. In 2008 Manti began receiving interim UUSF payments.  The interim payments would be 64 

paid until a permanent rate case was finalized and the actual payment amount determined.  65 

It was anticipated the rate case would be completed in 2010.  The interim payment has 66 

been disclosed in the financial statements in the 2008 audit report as Note 11, 2009 audit 67 

report as Note 12, 2010 audit report as Note 11, and the 2011 audit report as Note 11.  68 

https://checkpoint.riag.com/app/main/docLinkNew?usid=1ef87fp147931&DocID=iGAAPCD08%3A7567.1&SrcDocId=T0GAAPCD46%3A1225.1-1&feature=tcheckpoint&lastCpReqId=4127227
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  In the 2012 audit report in Note 11 it has been disclosed the Commission 69 

determined Manti was not eligible to receive the rate increase and the interim funds 70 

received prior to the finalization of the rate case above the approved amount, would be 71 

required to be repaid.  72 

  The interim payments from the UUSF were an estimate of what Manti should be 73 

receiving based on their costs.  A change in estimate is required to be reported in the 74 

current year, not as a prior period adjustment. 75 

  The standards for changes in accounting estimates are found in Topic 250, 76 

Accounting Changes and Error Corrections.  77 

  ASC 250-10-45-17 states: “A change in accounting estimate shall be accounted 78 

for in the period of change if the change affects that period only or in the period of 79 

change and future periods if the change affects both. A change in accounting estimate 80 

shall not be accounted for by restating or retrospectively adjusting amounts reported in 81 

financial statements of prior periods or by reporting pro forma amounts for prior 82 

periods.” 83 

  ASC 980-605-55 states: “For refunds that are recognized in a period other than 84 

the period in which the related revenue was recognized and that have a material effect on 85 

net income, the entity shall disclose the effect on net income and indicate the years in 86 

which the related revenue was recognized. Such effect may be disclosed by including it, 87 

net of related income taxes, as a line item in the income statement.  However, that item 88 

shall not be presented as an extraordinary item. 89 
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  Based on the above guidance, the refund of payments to PSC is recognized in the 90 

current year.  The footnote disclosure indicates which years the related revenue was 91 

recognized. 92 

Q. Why is the repayment of the UUSF funds not considered an “extraordinary item”? 93 

A. The repayment of the interim funds does not meet the criteria to be reported as an 94 

extraordinary item. 95 

  The standard for presentation of income statement items is found in Topic 225, 96 

Income Statement.  97 

  ASC 225-20-20 defines extraordinary items as: “…events and transactions that 98 

are distinguished by their unusual nature and by the infrequency of their occurrence.  99 

Thus, both of the following criteria should be met to classify an event or transaction as an 100 

extraordinary item: 101 

a. Unusual nature. The underlying event or transaction should possess a high 102 

degree of abnormality and be of a type clearly unrelated to, or only incidentally related 103 

to, the ordinary and typical activities of the entity, taking into account the environment in 104 

which the entity operates. 105 

b. Infrequency of occurrence. The underlying event or transaction should be 106 

of a type that would not reasonably be expected to recur in the foreseeable future, taking 107 

into account the environment in which the entity operates.” 108 

  ASC 980-605-55 states: “For refunds that are recognized in a period other than 109 

the period in which the related revenue was recognized and that have a material effect on 110 

net income, the entity shall disclose the effect on net income and indicate the years in 111 

which the related revenue was recognized. Such effect may be disclosed by including it, 112 
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net of related income taxes, as a line item in the income statement. However, that item 113 

shall not be presented as an extraordinary item. 114 

  The contingency loss is directly correlated to the operations of the entity, and 115 

relates directly to payments of interim funds received monthly by Manti from October 116 

2008 through December 2012, from PSC while the rate case was under review.  Due to 117 

these circumstances, HCS determined that the judgment for repayment by the PSC does 118 

not meet the first criteria listed above, thus it is classified as ordinary.  119 

 120 

Q. Why did your 2012 audit report included in Manti Telephone Company’s Audited 121 

Financial Statements include a going concern opinion? 122 

A. Guidance for going concern considerations fall under the AICPA’s Professional 123 

Standards, AU-C 570, The Auditor’s Consideration of an Entity’s Ability to Continue as a 124 

Going Concern. 125 

  Under AU-C 570, the auditor has two responsibilities related to an entity's ability 126 

to continue as a going concern.  127 

a. To evaluate whether conditions or events identified during the audit, when 128 

considered in the aggregate, indicate there could be substantial doubt about the entity's 129 

ability to continue as a going concern for a reasonable period of time, i.e., a period not to 130 

exceed one year beyond the balance sheet date.  131 

b. If the auditor concludes there is substantial doubt about the entity's ability 132 

to continue as a going concern, the auditor should gather evidence and consider the effect 133 

on the financial statements, the adequacy of disclosures, and the audit report.  134 
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  The evaluation discussed in item a. is required for all audits, and item b. is 135 

necessary only when the auditor has concluded there is substantial doubt. 136 

 137 

Q. Were there conditions present that led HCS to evaluate Manti’s ability to continue 138 

as a going concern? 139 

A. Yes.The following conditions led HCS to evaluate Manti’s ability to continue as a going 140 

concern: 141 

1) Net loss of approximately $2M in 2012, primarily due to the loss 142 

contingency recorded as a result of the PSC judgment for repayment of interim UUSF for 143 

rate relief. 144 

2) Accumulated deficit of approximately $217K at December 31, 2012. 145 

3) Violation of debt covenants 146 

4) Denial by Rural Telephone Finance Cooperative (RTFC) to waive debt 147 

covenant requirements, which resulted in the reclassification of long-term debt to current.  148 

The debt is now due on demand. 149 

5) As a result of the reclassification, and recording the loss contingency, the 150 

current liabilities exceed current assets by approximately $8.49M. 151 

6) Based on representations from management, the Company would be 152 

unable to meet these obligations and would be forced to declare bankruptcy if demand for 153 

payment were made by RTFC and PSC. 154 

 155 

Q.  In reviewing those factors, what conclusion did HCS reach? 156 
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A. As a result of the above factors, HCS concluded that there was substantial doubt about 157 

Manti Telephone Company’s ability to continue as a going concern, and consequently 158 

included an emphasis of a matter paragraph in the opinion as well as disclosed 159 

management’s plans to alleviate the conditions. 160 

 161 

Q. Does this conclude your testimony? 162 

A. Yes. 163 
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