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1 PROCEEDI NGS

2 HEARI NG OFFI CER:  Good norning. Today is

3 Tuesday January 26, 2016. It is 9:00. This is the date
4 and tinme set for the formal hearing in the matter of the
5 application of Carbon/Enmery Tel ecom | ncorporated for an

6 increase in Uah Universal Service Fund Support. This is
7 Public Service Conm ssion Docket 15-2302-01

8 Let's go ahead and get appearances on the

9 record. Carbon/Enery.

10 M5. SLAWSON: Thank you. M nane is Kira

11 Slawson. | represent Carbon/Emery TelecomlInc. as the

12 attorney. Wth ne, starting at the far end of counsel

13 table is Brock Johansen, the CEO of Carbon/Emery Tel ecom
14 Inc. Next to him and next to ne, is Darren Wol sey, the
15 CFO of Carbon/Enmery TelecomInc. W also have anot her

16 wtness, Douglas Meredith fromJSI.

17 HEARI NG COFFI CER:  Then you are al so

18 representing URTA, the intervener; is that correct?

19 M5. SLAWBON: | am yes.
20 HEARI NG OFFI CER:  Thank you. |s anyone el se
21 here from URTA?
22 M5. SLAWSON: No -- well, Douglas Meredith is
23 the witness for URTA, yes.
24 HEARI NG OFFI CER:  Thank you. And for the
25 Division.

Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

1 MR JETTER Good nmorning. |'mJustin Jet?%g? !
2 I'mwith the Uah Attorney General's office and | represent
3 the Uah Division of Public UWilities. Wth me at counsel
4 table is WIliamDuncan with the Utah Division of Public

5 UWilities. And the Division intends to present two

6 w tnesses today who are seated in the back, Casey Col eman

7 and Joseph Hel lewell.

8 HEARI NG OFFI CER:  Thank you. And for the

9 Ofice.

10 THE W TNESS: Robert Mbore, Attorney Ceneral's
11 office representing the Ofice of Consuner Services.

12 Seated next to ne is our witness Bion Gstrander. W also
13 have a witness David Brevitz who will be testifying. And
14 Mchel e Beck, the director of the Ofice of Consuner

15 Services, is also present and she may speak to any policy
16 issues that come up during the hearing.

17 HEARI NG OFFI CER:  Thank you. Just as we get

18 started here, a couple of housekeeping matters. W are

19 schedul ed to break fromthe UUSF hearing this norning at

20 noon to take any conments from any public w tnesses who

21 mght appear. | don't knowif any will be here or not. W
22 haven't had any requests to call in, correct? So we'll see
23 if anybody comes. |If we don't see anybody for the public
24 wtness hearing then I think we could just continue wth

25 the UUSF hearing. W do need to be prepared to take public
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www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

© 00 N oo o b~ w N P

N N T N R N N S I e o T - S S S S S
g A W N P O © 0 N O o A W N P O

_ Page 8
coments for a period of about an hour at |east, but then

at 1:00 we could take a lunch break. Does that sound al
right?

Let's tal k about witness and exhibit lists just
briefly. Al parties have filed those and the Ofice did a
little amendment to it yesterday to renove infornation that
related to testinony that's been withdrawn. Does any party
have an objection to any other party's w tness and exhi bit
list today? Carbon.

MS. SLAWSON: | guess it's not so nmuch as an
obj ection, but | wasn't aware that Ms. Beck was on the
wtness list for policy issues.

HEARI NG OFFI CER: Do you object to her naking a
statenent if she feels it is necessary?

MS. SLAWSON: We woul d obviously want the
opportunity to cross exam ne on any statenents.

HEARI NG OFFICER  All right. Thank you.

Di vi si on, any objection?

MR. JETTER  The Division has no objection.

HEARI NG OFFI CER: O fi ce.

MR. MOORE: That's fine.

HEARI NG OFFI CER  And you speak for URTA as
wel | ?

MS. SLAWSON: | do.

HEARI NG OFFI CER Thank you. So | think it
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: _— : Page 9
woul d be appropriate, largely the exhibit and witness lists

-- well, the exhibit lists just capture and sunmarize the
prefiled testinony that's been submtted. So | believe al
the parties have had a chance to ook at all of that. |
think it would be appropriate for me to just accept it into
the record as filed and as marked and that m ght save us
sone time. |s that what the parties were expecting, or is
t hat accept abl e?

MS. SLAWSON: That's acceptable to the Conpany.

MR JETTER It's generally acceptable to the
Division. W have sone corrections that we would like to
make that generally the witnesses will do at the beginning
of their testimony. 1'Il walk through that with them

HEARI NG OFFI CER:  Ckay. Ofice, does that neet
W th your expectations?

MR. MOORE: That's fine. | had sone exhibits
t hat came up that m ght not have been on the exhibit Iist.
| guess Ms. Slawson can object to themat that time if she
feel s.

HEARI NG OFFI CER:  Sur e.

MR MOORE: |If she feels they're not
appropriate.

HEARI NG OFFI CER  But to the extent that we
already have filed exhibits that are on that list, we'll

accept themto the record as filed subject to correction

Litigation Services | 800-330-1112
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1 during testinony and as premarked. GCkay. | think ch?ge -
2 wll save us sone tine.

3 The next thing | wanted to do for housekeeping
4 is just note for the record that many of the exhibits do

5 contain information that the parties have narked as

6 confidential. GCenerally the confidential sections include
7 financial information and nunbers. | just wanted to make

8 the parties aware and put on to the record Ut ah Code

9 Section 54-3-21(4), which requires this hearing to be open
10 to the public, including all records to be open to the

11 public, except it says that the Comm ssion may w thhol d

12 fromthe public any information that it determ nes needs to
13 be withheld in the best interest of the public. | can give
14 you that. Do you want nme to read it exactly what it says?
15 MS. SLAWSON: No, that's fine.

16 HEARI NG OFFI CER:  So | antici pate today that

17 the parties will be discussing concepts and principles and
18 polices and | eave the nunbers where they are, which is in
19 the confident exhibits. If you find it necessary to talk
20 about the nunbers today and you want ne to close the
21 hearing for the purpose of doing that you' re going to have
22 to denonstrate that closing the hearing is in the public
23 interest, which is an interesting concept. | just wanted
24 to make the parties aware of that.
25 Then finally, the Conm ssion issued a notice a
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_ _ Page 11
few days ago on January 21st asking the parties to be

prepared to address threshold questions that are raised in
the statute specifically prohibiting any use of UUSF funds
for support of unregulated activities or any activities
that do not constitute basic tel ephone service. Do the
parties have a preference as to how and when to address

t hese issues?

MS. SLAWSON: The Company, Carbon/Enery woul d
prefer that these issues be addressed in post hearing
briefing. | think that affords the opportunity to | ook at
the |l egal aspects of the statute after all the testinony
has been entered so we can apply the | egal aspects of the
statute to the testinony as in the record.

HEARI NG OFFI CER.  Are you prepared to address
it at all today?

MS. SLAWEON: | am

HEARI NG OFFI CER:  Coul d you address it at | east
generally at the outset here, the threshold question, so if
the statute isn't satisfied then that is perhaps as far as
we need to go. If you could address it at |least briefly at
t he begi nning that woul d be hel pful.

MS. SLAWSON:  Ckay.

HEARI NG OFFI CER:  Di vi si on.

MR, JETTER | suppose we have a question for

the Conmm ssion on this. W have a witness prepared to give

Litigation Services | 800-330-1112
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a statenent responding to those questions, but we weren't

certain if you preferred that fromcounsel or -- it's kind
of to some extent m xed questions of policy that may be
nore appropriate, at least fromthe Division's perspective,
to have one of our policy folks discuss it. But the
alternative is also |I'mprepared to provide you with our
position on it.

HEARI NG OFFI CER:  Per haps you coul d j ust
address it briefly upfront.

MR, JETTER  Ckay.

HEARI NG OFFI CER.  And then we'll take your
W t ness whenever you want to bring himor her.

THE WTNESS: (kay.

HEARI NG OFFI CER. O fi ce.

MR MOORE: We'll address it briefly in the
begi nning. W al so have a condensed witten response that
we would like to introduce as an exhibit if M. Slawson
does not object. Also this is the reason we have Ms. Beck
avail able to talk on policy questions if they arise.

HEARI NG OFFI CER.  All right. Thank you. So
that is all that | wanted to discuss here as we get started
in ternms of housekeeping. Do the parties have any ot her
questions that we need to tal k about before we go into the
meat of this matter? Al right. It doesn't look like it.

Are the parties ready to begin then with opening

Litigation Services | 800-330-1112
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Page 13
st at enent s?

MS. SLAWSON: Basically | would introduce the
w tness and then each w tness has prepared a summary of
their testinony, so | didn't prepare any particul ar opening
st at ement .

HEARI NG OFFICER:  All right. The Division or
the Ofice, you're fine to left Carbon just go ahead?

MR, JETTER  Yes. | think our general practice
has not been to offer -- generally we don't have an opening
or closing statement unless requested by the Conm ssion.

HEARI NG OFFI CER.  All right. Very good.

MS. SLAWSON: | guess as a prelimnary nmatter
in light of what M. Jetter just said, we have requested
t hrough an e-mai|l communication with counsel and the with
the ALJ that there be closing argument in this matter. And
we suggested that our preference was to have that on a post
hearing basis provided in a witten form But we are
prepared if necessary and if time permts to do a closing
argument al so.

HEARI NG OFFICER. | think | responded and said
we'll see how the hearing goes.

MS. SLAWSON: Exactly.

HEARI NG OFFI CER. Very good. All right. Then
under the rule Carbon/Enery, which is the applicant, has
the burden of proof. Begin. Go ahead.

Litigation Services | 800-330-1112
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1 MS. SLAWSON: Thank you. | would |ike toPatl:%lﬁl14

2 Darren Wolsey -- I'"'msorry, | nean Brock Johansen to the

3 stand.

4 (The witness is sworn in.)

5 DI RECT EXAM NATI ON

6 BY MS. SLAVWGON:

7 Q Good norning, M. Johansen. Wuld you pl ease

8 state your nanme, enployer and business address for the

9 record?

10 A Yes. Brock Johansen. |'mthe chief executive

11 officer of Carbon/Enery TelecomInc. M business address

12 is 445 East Hi ghway 29, Orangeville, Uah, 84537.

13 Q On behal f of the applicant Carbon/Enery you

14 have participated in this record, correct?

15 A Yes.

16 Q Have you prepared and caused to be filed

17 testinony in this record?

18 A Yes.

19 Q If you were asked those sane questions here

20 today that you prepared in witten form would your answers

21 be the same?

22 A Yes.

23 Q Do you have any correction to the testinony

24 that you gave in your prefiled testinony?

25 A Yes, just one. Through this process the anount
Litigation Services | 800-330-1112

www. | i tigationservices.com
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_ _ _ _ Page 15
t hat Carbon/Emery has requested in UUSF distribution has

changed. So lines 59 and 141 should be corrected to
refl ect the accurate amount of $570, 643 which is the anount
of Carbon/Enmery's UUSF request.

Q Do you have a sunmary of your testinony that
you woul d i ke to give today?

A Yes.

Q Go ahead.

A | filed direct testimony in support of
Car bon/ Emery' s amended application for an increase in Uah
Uni versal Service Fund distributions. The purpose of ny
testinony is to denonstrate that Carbon/Enmery is a
t el ephone corporation qualified to transact business and
operate as a |l ocal exchange carrier providing
t el ecommuni cations services wthin the State of U ah under
authority issued to Carbon/Enmery by the Utah Public Service
Conmi ssion, which | will refer to as the Conm ssion, and to
testify that Carbon/Emery is an eligible tel ecommunications
carrier pursuant to 47 U.S.C. Section 214(e) and is in
conpliance with Comm ssion orders and rul es.

| testify that Carbon/Enery conducted a

t horough review of its operational expenses and revenues
for test year 2014, adjusted for known and neasurabl e
changes, and determ ned that Carbon/Enmery has a revenue

deficiency, which pursuant to U ah Code Annotated Section

Litigation Services | 800-330-1112
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1 54-8b-15 and Utah Adm nistrative Code R746-360 Carbon/Enery

2 is entitled to receive additional disbursements fromthe

3 Uah Universal Service Fund (UUSF). | testify that the

4 increase of UUSF support will enable Carbon/Enmery to

5 continue providing affordable service to its custoners, and

6 to engage in construction of capital projects, while

7 earning a reasonable rate of return as permtted by Ut ah

8 Code.

9 | indicate in ny testinony that Carbon/Enery's
10 current rates for basic residential and conmercial services
11 are set at the current affordable base rate as determ ned
12 by the Conm ssion.

13 | identify Darren Wol sey, Carbon/Enery's Chief

14 Financial Oficer, and Douglas Meredith of John Staurul akis

15 Inc. as individuals who will be providing additional

16 testinony on behalf of Carbon/Enery. And | indicate | have

17 reviewed the testinony and exhibits filed on behal f of

18 Carbon/Enmery in this case and that the testinony and

19 exhibits filed on behalf of Carbon/Enmery accurately reflect

20 the financial and operational situation of the conpany.

21 | also present testinony that Carbon/Enmery has

22 not inplenented any significant changes in its accounting

23 procedures. | describe the collection and wite-off

24 policies for bad debt. And | identify immterial penalties

25 assessed to the company. | testify that the conpany has
Litigation Services | 800-330-1112
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- . Page 17
not received any revenue ruling requests, |IRS responses or

had any correspondence fromthe I RS other than periodic
filing of payroll and tax forms.

Finally, | testify that the increase in UUSF
support requested by Carbon/Enmery is in the public interest
and is just and reasonable to permt Carbon/Enery to
continue to provide tel econmunications services at just and
reasonabl e rates to its custoners. This concludes the
sumary of ny testinony.

MS. SLAWSON: M. Johansen is now avail able for
Cross exam nation questions.

HEARI NG OFFI CER M. Jetter, anything?

MR, JETTER. No questions fromthe Division.

HEARI NG OFFI CER M. MNbore?

MR. MOORE: No questions. Thank you.

MS. SLAWSON: Carbon/Enery would now like to
call to the stand Darren Wol sey.

(The witness is sworn in.)

DI RECT EXAM NATI ON
BY M5. SLAWSON:
Q Wul d you pl ease state your nane, enployer and
busi ness address for the record?
A Yes. M nane is Darren Wolsey. |'m enployed
by Carbon/Enery Tel ecomlInc. since April of 2006. The

address of our corporation is 445 East H ghway 29 in

Litigation Services | 800-330-1112
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1 Oangeville, Uah, 84537. rage 18
2 Q Did you prepare and cause to be filed direct,

3 supplenmental rebuttal, surrebuttal and sur-surrebutta

4 testinony with attending exhibits in this case?

5 A Yes.

6 Q Do you have any substantive changes to the

7 answers that you gave in the questions asked in the

8 prefiled testinmny?

9 A | have no substantial changes, but there are

10 three small corrections that | would |ike to nake. At line
11 746 of ny revised rebuttal testinony, which was dated

12 Septenber 4, 2015, there is a reference to aerial cable

13 plant life which is dated at 20 years. And the correct

14 |ife for that aerial cable plant should read 10 years.

15 There is no subsequent cal culations or additional testinony
16 that rely on that correction.

17 The other two corrections are related to lines
18 402 in the sur-surrebuttal testinony dated Decenber 18,

19 2015. There is a number here which needs to be corrected
20 that was originally marked as confidential.
21 MS. SLAWSON: It's a nunber that was originally
22 marked as confidential in the testinony. He just wants to
23 make a change to that nunber. [|'mnot sure what the best
24 way of making that change is since we want it to remain a
25 confidential nunber.
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. — Page 19
HEARI NG OFFI CER:  If you want to give it to ne

inthis matter you have to nake sone sort of explanation as
to why we close the hearing for that purpose. O herw se,
you're going to have to provide it outside of this open
meet i ng.

MS. SLAWSON: We woul d argue that the hearing
shoul d be closed for this l[imted purpose to state the
nunber so that the confidential record would accurately
reflect the correction that needs to be made. W think
that the nunber that is being changed is a calculation with
regard to depreciation expense, which is a confidenti al
nunber which should remain confidential in this hearing.

HEARI NG OFFI CER: And why is it in the public
I nterest?

MS. SLAWSON: It's in the public interest
because the confidential financial information of the
conpany allows -- if in the hands of conpetitors it could
cause a conpetitive advantage to the conpetitors and a
conpetitive disadvantage to Carbon/ Enery.

HEARI NG OFFI CER.  Does the Division agree or
di sagree?

MR JETTER | think it's generally been our
practice to close these hearings when simlar issues have
come up for the same reasons that we would, | guess, allow

the confidentiality of these type of nunbers for purpose of
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encour agi ng the Conmpany to be as forthcom ng as possible

with providing at |east the Division with as nuch
i nformation as we request w thout having extensive
di scovery fights over that.

HEARI NG OFFI CER: M. Mbore.

MR, MOORE: We have no objection to going
confidential. |If it's sinply a nunber that needs to be
corrected there doesn't seemto be any strong public reason
to have that information provided publically. The public
won't gain nmuch in weighing it against the |oss of
confidential information.

HEARI NG OFFI CER. | ' m persuaded by M. Jetter's
argument that allowi ng any conpany to keep its financi al
information confidential is in the public interest because
it fosters open disclosure to the Division and to the
Commi ssion, which allows for better decision making in
these matters. So | will grant the request to close the
hearing briefly in order to correct the nunber in Darren
Wool sey's sur-surrebuttal testinony at |ine 402.

Ms. Slawson, is there anybody that you want to
| eave the roon?

MS. SLAWSON:  No.

HEARI NG OFFI CER:  Can you pause the streanf
Ckay. Go ahead.
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HEARI NG OFFI CER:  Ckay. W are back in the

open portion of this hearing. Go ahead.
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Q (By Ms. Slawson) Do those two changes that you

have identified confidentially affect the conclusions that
you arrived at in your testinmony?

A They do not affect the conclusions we arrived
at in the testinony.

Q Do you have a sunmary of your testinony that
you would like to give today?

A | do.

Q Go ahead.

A Car bon/ Enery Telecomfiled an anended
application for increase in UUSF support on April 2, 2015.
Acconpanying this filing was ny direct testinmony which is
provi ded today to introduce the application and the
associ ated exhibits. The application is based upon a
cal endar 2014 historical base year and ties directly to the
Carbon/ Emery 2014 trial bal ances and annual report
submtted to the Public Service Conm ssion of Uah. This
is true with only four adjustnents needed. One of themis
a rate base exclusion. There are two known and neasurabl e
adjustnments. Then there is the associated tax adjustnents
needed for these other changes. Based upon this
information | recommend that the Conm ssion adopt 2014 with
t he recommended adjustnents as a representative test year
for the effective period.

| testify that Carbon/Enery conplies with FCC
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rul es guiding the neasurenent, gathering, and allocation of

the costs necessary to provide regul ated tel econmuni cations
services, including the FCC rules contained in Part 32 and
Part 64 as well as Public Service Comm ssion Rule

746- 340- 2.

My direct testinmony includes a general
description of the process used in the application for
Carbon/ Emery's cal cul ati on of cost of capital. M
testinmony regarding this cal culation describes the process
by which costs are assigned to the interstate or intrastate
jurisdiction, the inmputation of 35 percent debt through use
of a hypothetical capital structure, and the cal cul ati on of
the authorized rate of return and revenue requirenent.

| also provide additional testinony addressing
various concerns identified by the Division and the Ofice
intheir prefiled testinmony. Specifically, with the
benefit of hindsight and to address concerns raised by the
Ofice and Division with which | do not object, | accept
four adjustnents to Carbon/Emery's initial UUSF request.

These adjustnments included a reduction in the
original landline | oss adjustnent proposed by Carbon/Enery
to reflect additional actual |oss data experienced in 2015.
The second itemwas an increase for nonregul ated affiliate
revenue projected for the anticipated mgration of

custoners fromcable internet to fiber to the honme internet
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as our fiber to the home project progresses. So this iIs

basically a nmove of custoners from our nonregul ated pl ant
to our regulated plant. The third itemis an increase in
interstate revenue to Carbon/Enery related to interstate
services provided by Carbon/Enmery to its affiliate ET&V.
Thi s adj ustnment was evidenced on the July 2015 cost study,
whi ch was unavailable at the time of our original
application. And finally, a decrease in rate base for the
exclusion of long-termhealthcare obligation liabilities
consistent with FCC handling of these sane liabilities.

The conbination of the adjustments result in a
decrease in the UUSF request of $246, 266.

HEARI NG OFFI CER Can you give ne that nunber
agai n?

THE W TNESS: $246, 266, which brings our
revi sed UUSF request to $570, 643.

I would like to briefly summarize key di sputed
i ssues that | think are remaining in this proceeding.

First of all, depreciation. Carbon/Enmery's
met hod of depreciation and cal cul ated depreciation expense
are at issue in this case. | have testified to the
appropri ateness of Carbon/Enery's group asset nethodol ogy
I n accordance with the FCC s Uniform System of Accounts,
which is contained in Part 32. Specifically, Part 32

Section 32.2000(g) (i) promul gates depreciation expense be
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1 calculated using a group plan of accounting. This rage €5
2 met hodol ogy has been consistently applied since

3 Carbon/Enmery's beginning in 2001 and is an industry

4 accepted nethod of calculating depreciation. | testify

5 that Carbon/Enmery's test year depreciation expense

6 contained in its application is representative of the

7 effective UUSF period. As support, | testify that

8 historical depreciation has renmai ned consistent with recent
9 increases reflecting plant replacement which is anticipated
10 to continue for the next five to seven years.

11 Though the Division acknow edges that there are
12 many different acceptable nethods to cal cul ate

13 depreciation, the Division recommends that the Conm ssion
14 use a single asset depreciation nethod to calculate the

15 appropriate depreciation expense in this case. | do not

16 agree with the Division's recomendati on, nor do | agree

17 with their calculation under that method because the

18 Division's nethod does not result in a depreciation expense
19 nunber or a rate base nunber that is representative of the
20 realized and effective period.
21 The O fice does not question the group nethod
22 of depreciation, but takes exception to the cal cul ation of
23 depreciation expense for certain accounts because of the
24 asset lives of the group. | testify that the depreciation
25 expense in the application is representative of the
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effective period, and that a switch of depreciation nethod

I's not needed. Any concerns raised by the Ofice or the
Division with regard to depreciation expense can be
addressed with adjustnments to the remaining asset lives in
certain groups used by Carbon/Emery as prescribed by the
FCC net hod.

In the alternative, if the Conm ssion decides
t o abandon group depreciation, | testify that such action
shoul d be taken on a prospective basis for assets added
after the Conm ssion establishes a different nethodol ogy.

The next outstanding issue that | would like to
di scuss briefly is the cost of capital used to calculate
the required rate of return. Wth respect to cost of
capital, and capital rate structure, | defer to Dougl as
Meredith who has provided testinony on this issue. M
testinony on this issue is limted to using the 12.13
percent return on equity, which has been used by the
Division in recent cases that we have been involved with.

My next topic is the exclusion of certain rate
base itens. Carbon/Enmery's application for additional UUSF
i ncl udes tel ephone plant under construction and nmaterials
and supplies as rate base itens. These inclusions are
allowed by the FCCin rate base at their full value, and |
testify that the PSC has historically matched this

treatment by recognizing these inclusions at their full
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rate value. The Ofice proposes a 50 percent reduction to

both plant under construction and materials and supplies to
whi ch Car bon/ Emery remai ns opposed.

| testify that Carbon/Enery's tel ephone plant
under construction account represents the actual plant
expenditures with no inclusion of future purchases or known
and neasurabl e adj ustnents. These plant expenditures, |ike
any ot her properly docunented actual plant expenditures,
shoul d be included in both federal and state base rate.

Wth respect to the materials and supplies, the
Ofice argues that the materials and supplies account needs
to be normalized because it is higher than historical
levels. | testify that the increase in materials and
supplies represents real purchases of materials and
supplies, which are inventoried onsite, and that the
increased | evels are needed for current operations,

i ncluding current construction projects. | also testify
that the current level of materials and supplies will be
needed for at |east the next five years. No normalization
adjustnment is needed to this account.

The next issue | would like to discuss is
expense all ocations, including the CSR allocator and the
accounting and general allocator. The Ofice proposes an
adj ustment to Carbon/Enery's CSR expense all ocator between

regul ated and nonregul ated operations, but the Ofice's
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proposed adjustnment is based on faulty assunptions. ?%%? “°
costs are allocated between regul ated and nonregul at ed
conpani es based first on the direct coding of CSRtine to
the regul ated or nonregul ated conpanies. The remaining
time that is not direct coded is allocated using four cost
al location factors, including the CSR distribution
currently at issue as well as three other allocators
including the dispatch distribution, directory

di stribution, and Mbab CSR distributions.

| testify that when all CSR coding is
consi dered, nore CSR | abor in 2014 was coded to the
nonregul ated affiliates of Carbon/Enery Tel ecomthan to the
regul ated affiliates -- that was 52 percent versus 48
percent -- and that the final disposition of CSR | abor and
associ ated ot her departnent costs are the result of direct
coding as well as the use of these four different cost
allocators and we feel that allocation is correct.

The Ofice also takes issue with the CSR
distribution allocation factor because it was based on a
tine study from2010. | have testified to changes in the
CSR departnment, including the addition diagnostic tools and
an advanced internet troubl eshooting group. These changes
have greatly reduced the anmount of tinme spent by CSR s
rel ated to nonregul ated custonmer service functions that

they perform And these changes have corresponded with
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1 increased internet custoners fromthat 2010 date. So we

2 feel like the original costs of our tine study is still

3 wvalid in this case.

4 Wth respect to the accounting and genera

5 allocator, | testify that the use of billing records as an
6 indicator of costs is appropriate and results in a

7 representative allocation factor. However, | also testify
8 that with proper weighting and application, the use of

9 plant, labor, and billing records could al so be consi dered
10 representative cost drivers. M testinony includes a

11 recalculation and proper weighting and use of these three
12 identified cost drivers, the billing records, the |abor

13 dollars, and the plant costs. The results of this

14 cal cul ation evidence essentially the sane allocation

15 percentages for Carbon/Enery as was determ ned by using

16 just the billing records.

17 The next itemw th which we take issue is

18 interest synchronization. 1In this issue | testify that

19 interest synchronization in the Carbon/Emery proceeding is
20 inappropriate. Because Carbon/Enery has no debt, the tax
21 deductions related to interest expense therefore do not
22 exist. W have no debt. No anmount of debt inputation in a
23 hypothetical capital structure is going to create that tax
24 deduction. In the absence of any actual interest to
25 synchronize, | naintain that this adjustnent is not needed.

Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

1 1In doing that | want to be clear here, | concede thatP? % >
2 inputation of hypothetical debt on Carbon/Emery will reduce
3 its taxable incone because they're going to get less tax in
4 that calculation. So as a result there is |less incone

5 taxes to be paid because there is |ess incone nade there.

6 Wth interest synchronization, however, there is not any

7 real tax deductions created by that synchronization. Wat
8 this results inis a change in the anount of tax without

9 having an actual or possibility of an actual interest

10 deduction for tax purposes to offset that. So we have no
11 possibility to ever recover through the UUSF process that
12 interest synchronization. That concludes ny sumary really
13 on that.

14 Q (By Ms. Slawson) Thank you. M. Wolsey, in
15 Carbon/Enery's application the Conpany requests that the

16 reasonable costs incurred by Carbon/Enery in the UUSF

17 application be recovered in a one time |lunp sum

18 distribution to Carbon/Enery fromthe UUSF. Do you know
19 what those costs are?
20 A | do not at this time. The costs are
21 continuing at this point. | would anticipate that
22 Carbon/Enery could submt a bill for the costs of this
23 proceeding, that we could submt those to the Conm ssion
24 much like an attorney would do for attorney's fees at the
25 conclusion of a trial.
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MS. SLAWSON. M. Wolsey is now avail able for

Cross exam nati on.
HEARI NG OFFI CER. M. Jetter.
CROSS EXAM NATI ON
BY MR JETTER

Q Good nmorning, M. Wolsey. | do have a few
questi ons.

A Ckay.

Q | would like to ask you a few questions this

norning related to depreciation and the depreciation nethod
used by Carbon/Enery. | believe an accurate representation
of the testinony both of yours and M. Meredith that you
woul d agree that the method of group depreciation proposed
by Carbon/Enery does in fact accelerate the depreciation of

the assets in many of the |isted groups?

A Yes.
Q I'm | ooking at Confidential Exhibit 1 that was
filed by Carbon/Enery in the application. |I'mgoing to

avoi d using the confidential numbers, but if you could take
a quick look --

MR. JETTER. Could | have just a nonment off the
record to ask counsel for Carbon/Enery whether ratios
between a few of these nunbers woul d be sonething they
consi der confidential?

HEARI NG OFFI CER:  Sure.
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(Of the record.)

MR, JETTER | would actually request -- |
think it's going to be a little bit nore convenient for us
to go off the record briefly for this. | shouldn't say off
the record, but to go into a confidential node here.

HEARI NG OFFI CER:  Go ahead.
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HEARI NG OFFI CER.  Wul d you repeat your
question, M. Jetter?
MR JETTER  Yes.

Q (By M. Jetter) | asked if the ratio of those
two val ues indicate that the requested depreciation annual
value results in a specific time period in which the entire
proposed rate base currently in service would be fully
depr eci at ed?

A | agree fromthat calculation that woul d be
roughly five and a half years if that were a straight up
cal culation. There are certain conponents of that
cal culation which will extend out into the future,

i ncluding conduit and buildings. The expenses that would
beconme fully depreciated are going to be our cable
accounts, both aerial and buried cable, as well as our

subscri ber equipnment. This is actually very appropriate
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and it's a good starting point | think for discussion.

Qur subscriber equi pnent only has an ei ght year
life. W are into this equipnent six years at this point
from when we purchased the equi pnent shortly after Brock
and | began our enployment back in 2006. This equipment is
no | onger supported by our vender. It needs to be
replaced. Wat we're doing with this replacenent is we're
corresponding this replacenent with the fiber to the home
upgrade. So the equipnment will be upgraded with fiber to
t he hone type of equi pnent.

Simlarly, our buried and aerial cable plant is
being significantly overhauled. Fiber to the hone, we're
actual ly doing drops to each of our existing custoners, not
to all homes that currently have copper to them but to our
exi sting custoners. This process is anticipated to
continue for the next five years, a little bit longer. W
have sone outlining areas that we will end up picking up
past that point.

But this kind of denonstrates the fact that our
plant is at the end of its |life and it needs to be repl aced
and we're in the process of doing that. It's not as if
this depreciation is the end of the depreciation, the 10
mllion, is scheduled to be replaced. W provided data
show ng that replacenent in a nmethodical and a very

nmeasur abl e approach to a fiber to the hone type
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repl acenment.

HEARI NG OFFI CER:  Can you hel p ne under st and
what you nean when you say that your existing equipnent is
no | onger supported by your vender?

THE WTNESS: | may not be the best person to
descri be this because |I'man accountant and not the plant
guy. But it's electronic equipment that has software
capability toit. And at some point the support for that
equi pnent is no |longer -- the equipnment is no |onger
supported by the conpany that originally created the
equi pment so it requires upgrades to the existing equi pnent
or replacenent to the existing equipnment. In this case
we' re nmoving specifically fromthe traditional copper based
equi pnent to fiber equiprent.

HEARI NG OFFICER  So it's the software
conmponent that is no |onger supported?

THE WTNESS: Right. It's hardware as well. |
guess it's a conbination of hardware, software that works
together to allow the copper -- the phone line at the end
of the loop to talk back to the swtch at the COor to
allow the transm ssion of |IP data back for internet
pur poses, that kind of thing. So it's that software,
har dwar e conbi nation that allows that communication to
occur .

HEARI NG OFFI CER:  Thank you. M. Jetter.
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1 Q (By M. Jetter) Thank you. | would IikeP?%F >
2 ask you just a little bit nmore about that actually. The

3 software you're discussing no | onger being supported and

4 the upgrades needed. Are the upgrades needed necessary for
5 future service for the tel ephone service?

6 A Yes.

7 Q Are they al so necessary for faster internet

8 service?

9 A They do bot h.

10 Q Ckay. |Is part of your tel ephone service

11 provided on essentially an internet type service than a

12 switching done at -- | guess, through an IP type service
13 rather than a traditional switch tel ephone service?

14 A It is a packet base protocol. It is digital.
15 But it isn't internet protocol phone, it is traditional

16 phone.

17 Q Are you aware of any other venders that may

18 continue to support the equi prent that you have goi ng

19 forward for other conpanies who are al so using that sane
20 equi pnent ?
21 A The equi pnent coul d be updated, but it would be
22 a cost simlar to the fiber to the hone equipnent that we
23 decided to replace it wth.
24 Q ['I'l ask a little bit nore about this. The
25 equi pnment that we're discussing is specifically itenms that
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1 would be in a central office, such as your -- | guesspjslge >
2 essentially they're conputers that do the switching in a
3 central office; is that right?

4 A Yes.

5 Q And that's not the actual cable itself?

6 A No.

7 MR JETTER | would like to, I think, go back
8 into a confidential hearing for another brief tine to

9 discuss sone nore nunbers.

10 HEARI NG OFFI CER  Ckay.

11

12

13

14

15

16

17

18

19

20
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23
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25
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1

2

3 HEARI NG OFFI CER: Wul d you recap where we are
4 and what we're tal king about?

5 Q (By M. Jetter) To recap for those who were

6 not available to participate in the confidential portion we
7 just returned from we're discussing the projected capital
8 expenditures through 2019. W' re discussing what those

9 expenditures are for and what type of expected life the

10 capital assets that will be acquired and put into service
11 through those expenditures would have.

12 A | do agree with the capital expenditures that
13 are shown on this sheet. W do have again the benefit of
14 hindsight. 1In 2015 our expenditures are going to cone in
15 above $2 nillion, so $1.8 nmillionis a little bit light on
16 capital expenditures there. But otherwise this is

17 representative.

18 One thing that we need to be careful --

19 indicated about 90 percent of the fiber to the home project
20 would be conpleted by 2019. The remaining 10 percent is
21 our outlining areas. It is costly. There will still be
22 capital expenditures there to be incurred.
23 Then there is additional events that we can see
24 comng. Qur soft swtch will need to be replaced. W
25 actually -- because those are software based equi pnent,
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it's nuch cheaper than the traditional switch, but it does

requi re updates and replacenent on that type of equi pnent.
Simlar to the subscriber switching equipnent, a 10 year
life is actually -- 8 to 10 years is probably pretty
representative of what that equipnent will do. So it's
fair to say that this is representative of what our five
year plans are, but it's not the end of capital
expendi t ures.

Q Thank you. Mst of the dollars that would be
capitalized in those years are going to the actua
installation of the fiber lines, the fiber drops to the
custoners, the needs of the custoner premse, that type of
t hi ng?

A That's correct.

Q Do you expect that portion of these capita

expenditures to last nore than eight years?

A The actual cabling?

Q Yes.

A The actual cabling will, vyes.

Q Do you have any estimate of what you think a
typical |ifespan of your fiber network, the fiber drops to

t he hone is?
A For the aerial plant we have a life of 10
years. For the buried plant we have 20 years. W're on

the front side of this. So each of these asset |ives are
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1 subject to exam nation each year. | would say it vwnﬁ%?%u43
2 least last the prescribed lives that the Conmm ssion has

3 established for these assets.

4 Q In fact it would be pretty surprising, wouldn't
5 it, if you are 10 years down the road and you're going to
6 go out and replace all of your fiber again?

7 A | would say that's true.

8 Q And even then, it would be surprising probably
9 if it was 20 years, wouldn't it?

10 A | would disagree with that statenent. The

11 reason why is there are so many events that occur in the
12 life of the fiber. Wat we found -- w thout working on our
13 fiber to the honme project we have averaged $1.8 million in
14 capital expenditures each year, and that's to maintain our
15 existing plant. W're going to see simlar type of

16 expenditures in the future on our fiber plant. W hope

17 that they're less in sonme respects, but you always have

18 fiber cuts. You have issues that are kind of beyond

19 control of nanagenent to prevent. So there is always going
20 to be a portion of the plant that needs to be replaced or
21 upgraded as needed or subject to obsol escence in the case
22 of subscriber equi pnent and that kind of thing.
23 Q Do you expect your fiber network to be as
24 reliable as your copper network?
25 A More reliable.
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1 Q How ol d is the average age of your currenl?age e
2 aerial copper?

3 A | don't have that calculation in front of ne,

4 but | think in the testinmony we provided, that detail ed

5 list, and it is significantly aged.

6 Significantly longer than 10 years?

7 A Yes.

8 Q And the sane with your buried cable?

9 A Yes.

10 Q And the fiber should be nore reliable than that
11 infrastructure you currently have?

12 A Yes.

13 Q You have just testified a few m nutes ago that
14 you woul d expect through 2019 capital expenditures that

N DD D N NN PP PP
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woul d build out about 90 percent of this network upgrade?

A Correct.

Q So if we were to use the depreciation anount
you have proposed here, and |'mgoing to try to avoid the
numbers so we don't back into the confidential node. You
woul d in fact depreciate practically all of that by, it
| ooks like it would be, a ballpark of 2021. Wuld you
accept that subject to doing your own cal cul ation?

A VWhi ch plant are you referring to?

Q Al'l of the capital expenditures that you're

going to be making in 2015, 2016, 2017, 2018, 2019,
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1 continuing at the depreciation expense that you have rage
2 proposed in your application.

3 A No, | would disagree with that statenent. The
4 reason why is you excluded your existing asset base in that
5 assunption. So naybe to shed some light on this, you have
6 roughly $2.3 million a year on average that you're adding,
7 and you're only taking out $2 mllion a year in

8 depreciation based upon what |'ve testified. So you

9 actually have a plant increase over that period of tine.
10 It won't be gone. It wll actually be greater than it is
11 now.

12 Q I''mconcerned that with some of your answers
13 you're getting into confidential information that I'm

14 trying to avoid.

15 A Sorry.

16 Q Utimately, what you're saying is that the

17 capital expenditures you have planned with the current

18 depreciation estimate you' ve used have a slightly grow ng
19 rate base through the end of 2019. And then that would
20 begin to trail off fairly significantly at that point,
21 would it not?
22 A That is correct. | do want to point using the
23 table you have referenced here that the majority of the
24 expenditures in this project are subscriber equiprment.
25 1t's not the aerial cable or the buried cable. Fiber
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1 cabling is much cheaper than copper cabling. And because
2 we're not doing an entire overlay of the existing plant

3 we're able to save significant amounts of noney in the

4 cabl e aspect of that project.

5 So if you're looking at what it is that we're
6 spending noney on, we have nearly $8 million in -- sorry.

7 You have a | arge anount of dollars in subscriber equipnment
8 that has a very short life. W currently have two-thirds
9 of that amount roughly on the books in subscriber equi prent
10 with that sane eight year Ilife. So the cycling of that

11 equipnent is actually very appropriate. It's matched what
12 we have historically done. W don't foresee any real

13 change in that account going forward.

14 So the rapid acceleration that is being alluded
15 to, | think, in this question is very appropriate for the
16 types of expenditures that we are projecting in the table
17 that is being referenced.

18 Q The types of subscriber equi pnment that you're
19 referencing with very short life span, that's directly
20 related to the choice to nove to fiber; is that correct?
21 A Correct. But as |I've -- wthout using specific
22 nunbers, it's real simlar to the expenditure we incurred
23 to place that equipnment in place, the existing copper
24 equi pnment in place.
25 Q If you will indulge nmy hypothetical here.
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Hypot hetically if your fiber network is rolled out by 2019

and your depreciation remains the sane and your capital
expendi tures beyond 2019 drop significantly as you' re not
rolling out any new product or new network, approximately
-- let's do the math here. You go about five years beyond
that. So you're looking at about 2025, 2024. |s that
where you woul d expect to see effectively a depreciation
cliff?

M5. SLAWBON: |'mgoing to object to the
question it calls for a speculation on a hypothetical.
It's not based on the facts in evidence in this case.

HEARI NG OFFI CER. | noted your objection. |
think the information is useful and I'mgoing to ask the
W tness to go ahead and answer the question.

THE WTNESS: Can we go confidential again for
a mnute?

HEARI NG OFFI CER:  Are you going to tal k about
actual nunbers?

THE WTNESS: Yes, as presented in the
schedul e.

HEARI NG OFFI CER: Can you avoi d tal ki ng about
actual nunbers, especially whether there will be a
depreciation cliff in 2024, 2025 due to there being no
further expenditures for infrastructure and basically

having everything fully depreciated?
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1 THE WTNESS: | would say no. The assung??8n48
2 that there is no additional capital expenditures is a

3 faulty assunption.

4 HEARI NG OFFI CER: Why is that?

5 THE WTNESS: You have to continue to nmaintain
6 your teleconmunications plant. Just because an upgrade is
7 done doesn't nmean that there will never be a future need

8 for plant expenditures. There is a nyriad of aspects to

9 our plant, including our internal core network that

10 consistently needs upgrades. W have the switching

11 equipnment that will need upgrades. The plant itself wll
12 require additional maintenance and repair over tinme. The
13 subscriber equi pnent we anticipate will |ast eight years.
14 |If we're installing some of this equipnent in 2016, it's
15 possible that in 2022 or 2024 this equi pnent becones

16 obsolete and needs to be replaced again. So it's short

17 sided to say that you do one upgrade and that's it.

18 Historically we have averaged an anount slightly less than
19 that projected in our application on average, and that was
20 wthout a significant plant upgrade. And that's just to
21 maintain and replace equi pnment as needed.
22 HEARI NG OFFI CER.  On a copper network?
23 THE WTNESS: On a copper networKk.
24 HEARI NG OFFI CER:  Thank you. You anticipate
25 the costs will be essentially the same on a fiber network
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beyond - -

THE WTNESS: During the build out period it
junps up. So for sure we see an increase in the activities
of these accounts. W' ve also focussed the dollars on the
repl acenent rather than the nmaintenance, so you see a
shifting of dollars to that project. Once the project is
conpleted there will be a shift back to normal maintenance
and repair costs that have a life nore than a year so we
capitalize it. So there is an ongoing cost there. W hope
it will be less, but in sonme respects there is always goi ng
to be additional maintenance and repair and upgrades to
that equipnent to nmaintain it.

HEARI NG OFFI CER: How nuch fi ber do you have
laid currently?

THE WTNESS: That question may be better for

Br ock.

HEARI NG OFFI CER But there is sone?

THE WTNESS: There is sone, yes.

HEARI NG OFFI CER:  How | ong has it been in
pl ace?

THE WTNESS: Well, depending on the sections
we actually started laying fiber to what we call fiber to
the node or fiber to the curb three or four years ago. So
sone of the capital expenditures that we've incurred up to

this point have been part of the future plan to take that
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all the way to the customer hones. So it's been quite sone

time since we really replaced copper. Unless there is a
direct need it doesn't nake sense to do that. Like trunk
copper is about a sixth of the cost of the -- sorry. Fiber
Is a sixth of the cost of the equival ent copper. On a
fiber drop it's about half the cost of a copper drop. So
when that ages it doesn't make sense to replace it with
copper anynore.

HEARI NG OFFI CER: | guess what |'m struggling
to understand is the cost to install the fiber in year one

versus the cost to main it in year two. Are those costs

t he same?

THE W TNESS: No.

HEARI NG OFFI CER:  That's what I'mtrying to
understand as | listen to your testinony and you say that

t hese costs that you're projected to due to build out will
basi cal |y becone costs to maintain the build out in
subsequent years and there is no real change in the nunber
That's what | kind of hear you saying. Have | heard you
incorrectly?

THE WTNESS: |'ve provided testinony that our
hi storical average is --

HEARI NG OFFI CER: Meani ngf ul .

THE WTNESS: -- neaningful, yes. And it is
i ncreased by about $600, 000 during this phrase. |

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

1 anticipate that we'll probably go back down to that aS%g%nﬁg
2 prior to this phase. So our historical capital

3 expenditures will probably renmain consistent for this

4 period of time. For the build out it's going to go up by

5 about $600,000 for each of those years.

6 HEARI NG OFFICER:  |I'msorry for junping in.

7 M. Jetter, please continue.

8 M5. SLAWBON:  Your Honor, if it would be

9 helpful to the process M. Johansen wi Il probably be able
10 to answer sone of those questions.

11 HEARI NG OFFI CER:  He seens very eager to say

12 something. |Is that all right, M. Jetter?

13 MR. JETTER |'mhappy to recall -- | think I
14 would prefer the best information fromthe best witness to
15 answer this.

16 HEARI NG OFFICER  All right. That's fine. o
17 ahead.

18 MR, JOHANSEN. Do you want me to answer the

19 sanme question?

20 HEARI NG OFFI CER | want you to say what is

21 burning to be said.

22 MR, JOHANSEN: | don't know the confidenti al

23 information. Darren knows that. The only other person

24 probably in this roomthat understands this is Bill because
25 we're the plant guys, right. W're getting things confused
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here froma plant standpoint. So let me back everybody up.

When Darren says we're going to be 90 percent down, he's
tal king custonmers. But that's not 90 percent of the
project. And everybody needs to understand that.

The first phase of the project is East Carbon,
Vel lington, Price and Helper. 1It's the main custoners.
Then we're going into MIler Creek, and MIler Creek is
spread out. So you're not going to see the capital budget
fall like M. Jetter is saying. Those custonmers have to be
served too. And that's going to be an increase in cost
because those custonmers are a lot further out. So we're
not going to be serving -- if you know the Price area at
all. R ght nowwe're building -- and we have to separate
trunk versus drop. Drops are nost expensive. They cost us
a lot of noney.

There are a whol e bunch of things going on
here, and this is for your clarification in your question
you asked Darren. Wen you go build a network it's not al
-- you go out and you put the trunk in and then you have to
drop to the custoners and then you have the el ectronics,
right. D fferent parts of that can go bad.

For those of you that have conputers, they
don't last very long. Seven, eight years and processors
start failing, the hard drives start failing. That's what

is on the end of this. That's your electronics. A seven
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1 vyear old electronic conputer is old. It's going to di?ge >
2 replaced. It's not going be supported. That's what is

3 hanging on the end of this fiber and it's what is hanging

4 on the end of the copper. |It's a conputer. And that

5 conmputer wll end life in about seven or eight years, which
6 is exactly close to what is prescribed by the Conm ssion

7 for depreciated life.

8 Now you tal k about the actual going out in the
9 future. The Divisionis trying to say thereis a cliff.

10 We get done with these projections that Darren has out

11 there and it is acliff. It isn't. They only go into the
12 hard reach areas. You have North Coal Creek -- and | would
13 have loved to have had the Division or the Ofice come down
14 and tal k about this. None of themwanted to do a plant

15 tour. They didn't come down to inspect --

16 HEARI NG OFFICER: | don't want to tal k about

17 those things.

18 MR, JOHANSEN. COkay. But if they want to talk
19 about this issue and what's going to happen on our build
20 out, we can talk about that. But the point | think that is
21 inportant here is it's not going to drop. W're going to
22 go into North Coal Creek. That's going to be one custoner
23 per half mle. That's an exaggeration probably. Then
24 you're going to go into MIller Creek. Then you're going to
25 go up above West Wod. Then you're going to go up into --
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there are a bunch of outlining areas. So this project

doesn't end in year five.

Then after that, Darren said there are a bunch
of other parts of the network. Qur core is getting
di | api dated. W don't have noney to put into the core.
The core is a 10 year core that we updated a few years ago.
It needs to go to a 100 gig core. It does. You're hanging
all of this off fromyour output. So right now our noney
I's going towards fiber deploynent, we haven't gone back to
the router. So now you're back to the core. So those have
to be upgraded. Then there is fiber between some of the
towns that needs to be upgrade that is old. [It's 10, 15
years old now and we're starting to see errors onit. |It's
old -- there are actually different types of fiber, and
it's an old fiber that we put in back in the day. So that
needs to be replaced. So we have these |ists of projects.
They go out a lot further than what the Division is asking
right here. It's not acliff and we're just going to stop.
There is a |ot of capital expenditures to keep the network
going and we're going to keep maki ng those capital
expenditures as long as we have the funding and they're
necessary to provide tel econmunications services. They
are. That network is going to get old. The electronics
are going to get old.

And then one other thing | think is inportant
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1 is -- 1 think everybody thinks when you put fiber in ??9% >
2 golden forever, especially on drops. That's not the case.
3 Drops are a huge cost. Aerial drops get caught in the

4 wind, they blow, they -- if you picture we have our strand
5 that holds it pretty solid out on the trunk, but on the

6 fiber drop it's kind of waving there because you don't have
7 a strand holding it, it's just going froma pole over

8 there. Those cone, those break, and within about 10 years
9 wyou're going to replace them These are well established
10 principles that |I'm sure sonebody took into account when
11 the Conm ssion gave us the lives. They should have. But
12 the point is the fiber doesn't just stay there and is good
13 forever. It doesn't. That's not how the plant works.

14 And the other point is there is not a cliff

15 where, boom we're not going to do anynore capital

16 expenditures. W mght have 90 percent of the custoners,
17 the last 10 are going to take years.

18 CROSS EXAM NATI ON

19 BY MR JETTER

20 Q | would like to ask you sonme foll owp

21 questions.

22 A Sure.

23 Q Those custoners that you're discussing, the

24 sort of the end of the line custonmers, are you currently
25 serving those custoners?
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1 A W are. rage 98
2 Q And they currently have tel ephone service?

3 A They do. On buried and copper networks it

4 requires a lot of maintenance because -- especially since

5 you figure a lot of those are going out. It's really

6 interesting on howthe plant works. A lot of buried

7 copper, and because it's buried you're out in fields were
8 noisture gets in, the lines get old, nore noisture gets in.
9 Those are our hardest to maintain, but we're trying to do
10 the biggest bang for the buck. W're cutting the towns

11 first and then we'll go into those areas, but they need to
12 be cut because it's hard to provide tel econunications

13 services when their lines aren't as good of quality, but

14 they're hard to reach.

15 Q When you say tel econmuni cations service you

16 mean internet and tel ephone?

17 A No, I"'mreferring to basic tel ephone service.
18 Even basic tel ephone service to serve these you' ve got to
19 think the net plant. O course you can put internet across
20 it also, but for this rate increase purpose we're talking
21 Dbasic tel ephone services.
22 Q And you testified though that you currently are
23 providing that to all of those custoners?
24 A Al of thenf
25 Q The custoners that you' re intending to replace
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1 that with funding? rage >7
2 A Yes. The project is only to replace current

3 customers. We're not just going to run lines out to

4 |locations that aren't taking our services if that's what

5 you nean, M. Jetter.

6 Q ' mjust tal king about where you're rolling out
7 your fiber.

8 A We're going to roll out fiber -- | nmean, the

9 plan will be to everybody if possible to fiber eventually
10 and get rid of those old copper lines that are hard to

11 maintain.

12 Q So the fiber should be cheaper; is that right?
13 A Fi ber is cheaper and it's actually -- the FCC
14 said if we're going to replace sonething put fiber in

15 because it is cheaper. If | went and ran new copper |ines
16 to MIler Creek it's going to cost me a lot nore than

17 running fiber to Mller Creek

18 Q And fiber is a lot cheaper to maintain; is that
19 also correct?
20 A | can't testify to that. The studies show t hat
21 it should be, but we're just cutting. So | don't have a
22 lot of data personally on that.
23 Q But you don't project any reduction in the
24 costs of maintaining it?
25 A Vel |, those costs -- again, | think we're
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1 getting alittle off topic here in that sone of thosepig?l58
2 be realized way outside the effective time period of this

3 rate case if at all. So you' ve got to remenber this cut is
4 going to take a couple years. |If all of a sudden our

5 expenses go down, when the Division is review ng our costs
6 then they can pull us back in. But there is no reason to

7 say, okay, we'll -- we know that's not going to be until we
8 get fiber project done, which is years out. So if at that
9 point our costs of operation goes down pull us back in.

10 That's the process. But we don't need to say in five years
11 you're going to have decreased operations, so right now

12 you're going to get penalized. | nean, pull us back inin
13 five years. But | can't even project. They do say that

14 those costs should go down dramatically, but we're not

15 going to realize that for years. And M. Jetter, if the

16 Division -- they review our numbers every year, and if they
17 want to pull us back in, they can do it.

18 Q Are you famliar with an accounting termcalled
19 the nmatching principle?
20 A No, |'m not an accountant.

21 Q Maybe this is a question back for Darren

22 A Do you want to junp back? Your Honor, do you
23 have any other questions about the plant?

24 Q | do have sone nore questions about the plant.
25 HEARI NG OFFI CER:  Go ahead. | have one as well
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1 which is why the 10 gigabyte -- did you say core? |s that

2 the termyou used, 10 gi gabyte --

3 THE WTNESS: Yes, core. Thereis --

4 HEARI NG OFFI CER:  -- is needed?

5 THE WTNESS: Yes. So there --

6 HEARI NG OFFI CER: My question is is it needed

7 for basic telephone or is it needed for --

8 THE W TNESS: Sure.

9 HEARI NG OFFI CER:  -- all of the other things?
10 THE WTNESS: No, definitely it is needed for
11 that. The core -- again, it's an upgrade issue. So
12 whether you upgrade to a bigger core or not you still have
13 to upgrade those because those routers are still -- and
14 they're expensive. They're -- | don't know. | think we
15 just bought one and it was $120,000. But the core is again
16 a conputer, and that core is about six years old now M
17 1T guys have put in the capital budget every year, hey, the
18 core is starting to take errors, we're having outages
19 Dbecause of this. And | say, well, the project right nowis
20 fiber to the hone. We'IIl put that behind fiber to the
21 home. So it's just like other electronics. You' re going
22 to have to maintain it. These things you don't just put
23 themin and they drive forever. You don't buy one conputer
24 and it lasts for your whole lifetine. 1It's not going to do
25 that.
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HEARI NG OFFI CER  You say it's six years old

currently?
THE WTNESS: | would have to go back and | ook

but | think we actually started the core project about the

same tine as some -- it mght actually be a little ol der.
Some of them m ght be -- | would have to go back. The
router it's kind of -- you don't go in and replace the
whol e core. You'll say okay, I"'mgoing to replace the main

router. These are the main routers that are connecting the
town and creating the core. So we'll say this year we're
going to replace the Price router, this year we're going to
repl ace the Hel per router, this year we're going to repl ace
the -- these are $120,000 to $150, 000 conputers. [It's not
cheap. And so there are things like that. There is the
ol d DWM equi pnent. We can go on and on. The network isn't
just the fiber. The DWM equi pnent is the actual -- across
the fiber you split it into |ight weight |engths, and that
DWM input is getting old and we're starting to have trouble
maintaining it too. So it's all throughout. You maintain
a network.

The point here that | want to make i s, one, the
proj ect doesn't end when we get 90 percent of the towns
done. We still have to go out and serve the hard to reach
areas that are really the hardest for us to serve even with

basi c tel ephone services. Point nunber two is there are
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ot her projects. And point nunber three is if at any point

they need to pull us back in that's the rule, they can.
HEARI NG OFFI CER. Go ahead.

Q (By M. Jetter) Thank you. Wen you're
tal ki ng about 10 gi gabyte or 100 gi gabyte core we're
tal ki ng about bits per second; is that correct?

A Yes. In testifying again to what you asked
Darren a mnute ago, basic tel ephone now is packet based.
So you're putting packets across that and that's all that
goes across the core is | P network.

Q O the network that you're using now, and the
one you intend to use, do you have an idea about what
percentage of the bit rate is being taken up by basic
t el ephone service?

A I woul d not know that nunber.

Q Do you think across your entire network you've
ever used 10 gi gabytes per second of basic tel ephone
service transfer?

A No. But again, M. Jetter, you're -- thisis
when it gets to be attorneys and | awers tal king about
networks that they don't understand. A 10 gig core does
not nean that you need a full 10 gigs because you're going
to be using every core. |It's called an MPLS network.

M. Jetter, you probably don't know what an MPLS networ Kk

is. But an MPLS network is put in so you actually create
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the circuit across an IP -- you have one 10 gig core and

you're creating individual circuits between it. So even
t hough you m ght not be maxing out the full 10 gig, you
need the 10 gigs to create the different circuits. Those
circuits used to run across old copper Tl's, those Tl's are
now converted on to -- or DS3's or converted on to IP and
they run across that. So we're not talking full capacity
when you're saying do | need a 10 gig core. You have to
| ook at the nunber of circuits inside that core and what
they're carrying and how they're configured. So it's
conpletely different than to just say -- you can't think of
it like a -- a nornmal resident would say | have 10 neg at
ny house. That's not how these networks run. And it's a
conpl ete |lack of understandi ng when people | ook at them
that way. MPLS 10 gig core is conpletely different than
just a 10 gi g pipe.
Q Are you expandi ng the nunber of circuits in --
A Definitely. Everything single one of these --
every one of these nodes that is served by the fiber has to
have an I P port back. |It's a separate circuit back
That's how you talk to the switch out to an area where
you're going to hang out these fiber OLT. The ONT is at
t he house. The COLT you could have a circuit between the
core and each one of those is a different circuit. So that

MPLS, the reason why that technology is developed is
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because as you add nore and nore of those on you need nore

and nore circuits.

Q And that's --

A Don't look at it as a total capacity is what
|'msaying. Don't say, oh, it's 10 gig. It's a lot nore
conpl ex than that.

Q Let me ask you this question. As you increase
your core capacity does it increase your ability to sel
hi gher band wi dth internet?

A Sure.

Q The nore internet you want to sell the |arger
capacity core you're going to need?

A Sure. The internet definitely drives usage.
But 1'msaying don't |ook at as sinple as that. You have
to remenber this includes specials also, specials are
circuits across that, special access circuits.

Q But ultinmately the majority of the conputation
that is being done in the routing of those packets is
primarily on a band width |evel for the internet services?

A It kind of depends on which |eg you' re on that
core. Sonme of those would be, sonme of those will be
special circuit. It just kind of -- again, you can't | ook
at one area. You can say on the Price router or on -- and
| don't have the stats on that imediately. But you could

say okay the Price router, what is the primary goi ng across
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that and then you could | ook at the whol e nountain or you

coul d | ook at whatever, it mght be special circuits or it
m ght be custoner voice. It just depends on what it is and
where it's | ocat ed.

MR. JETTER | think that's the questions
have about the network upgrade.

THE WTNESS: Thank you, M. Jetter

HEARI NG OFFI CER: M. More.

MR. JETTER | have nore questions for
M. Wol sey.

HEARI NG OFFI CER:  Go ahead.

CROSS EXAM NATI ON Resuned
BY MR JETTER
Q Are you famliar with the matching principle in

accounting?

A Yes.

Q Woul d you descri be what that means to you
general | y?

A The matching principle generally requires that

events that occur within a period are matched to their
associ ated expenses. So if you have a revenue transaction
that occurs, you have a point of sale. W sell a conputer
or we sell phone service, you would match that to the
associ ated costs for the sane period. So if there is a

cost of goods sold or an inventory transaction, those would
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al so be recorded in conjunction with that.

Q Thank you. So with respect to building out,
for exanple, a fiber network would the nmatching principle
general |y suggest that the depreciation nethod chosen woul d
be one that would spread the cost, if you will, spread the
recognition of those costs through depreciation expense
over effectively as close as you can get the life of that
asset that you're capitalizing? | suppose being nore
specific, the period of tine in which that asset that
you're capitalizing being used to produce revenue?

A That's correct. That really becones the
question that we're dealing with today. Wat is
representative, what is the life of the asset.

Q It is your testinony though that the
depreciation rate that you have chosen is relatively in the
bal | park of the annual capitalization of the network on an
annual basis is appropriate?

A Yes.

Q One final followp question. |f hypothetically
you had reached a point of zero on your depreciation
account head, taking your conpany's proposed rate plan of
service to a value of zero before you had started to
install the fiber network, so say you're starting fromzero
today, would it be appropriate to expense the fiber network

costs annually as you go forward?
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1 A The portion that is related to depreciatrg%e >
2 expense for that matching principle, yes.

3 Q | nmean the expense -- the entire costs on an

4 annual basis?

5 A No.

6 MR. JETTER. Thank you. Those are all the

7 questions | have, M. Wolsey. Thank you.

8 HEARI NG OFFI CER° M. Mbore.

9 MR MOORE: Yes, | have a few questions.

10 Before we get on to depreciation | would Iike you to

11 quickly clear up some confusion | have in the record. |'m
12 going to pass down to you Carbon/Enmery's response to the
13 Division's sixth set of discovery requests.

14 MS. SLAWBON: M. Moore, is this identified in
15 your exhibit list?

16 MR MOORE: It's not in the exhibit list. |
17 can nmake it an exhibit if you would Iike or I can just ask
18 questions of it.

19 MS. SLAWSON: |'Il look through it.

20 CROSS EXAM NATI ON

21 BY MR MOORE

22 Q | just have a quick question on this. Could
23 you turn to the second page on request 6.2. Do you see

24 that?

25 A Yes.
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1 Q Coul d you read the question for the recorF(;Iage >
2 please beginning, M. Wolsey states that a single asset

3 straight |line systen?

4 A M. Wol sey states that a single asset straight
5 line systemwould be too burdensone for Carbon/Enery to use
6 and inplement. However, a single asset systemis used by

7 Carbon/Emery for all their nonregulated plant. Wy is it

8 too burdensome for the regulated sites, but not for the

9 nonregul ated sites?

10 Q Thank you. Can you swtch down to the second
11 paragraph of your response and read the first two

12 sentences?

13 MS. SLAWSON:  Your Honor, |'mgoing to object
14 at this point because there is a portion of the response

15 Dbefore that that includes an objection to the question. So
16 | think that should be part of the record too.

17 Q (By M. More) Fine. Could you read from

18 response to the first paragraph into the record and then go
19 down to the second paragraph and read down until the first
20 three lines, group asset depreciation?
21 A Carbon objects to this data request because the
22 premse of the question mscharacterizes M. Wolsey's
23 surrebuttal testinony. Line 76 to 77 of M. Wolsey's
24 surrebuttal testinmony did not include the phrase too
25 burdensone, but rather M. Wolsey testified that to treat
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t hese assets as individual units would be adm nistratively

burdensone. Carbon further objects to this data request as
it inplies that Carbon/Enmery uses the single asset nethod
of depreciation in its nonregulated plant. This is not
accurate. The nonregul ated conpany does use group asset
depreci ation

Q Can you now turn to page 20 of your revised
confidential rebuttal testinony filed Septenber 4, 2015.
Coul d you read the question and the first part of the
answer starting on line 407 and ending on line 413 with the
words straight |ine depreciation?

A So you want ne to read from309 to 3137

Q I think it would make nore sense if you would
read from407 to 413.

A Do you agree that plant can be used as an input
for devel oping cost allocators?

Yes. Carbon/Enery Tel ecom coul d consi der plant
as a possible cost driver to determ ne the accounting and
general allocator. |If plant were to be used, gross plant
woul d be a better indicator than net plant because the
regul ated entities use group asset depreciation per FCC
Part 32, whereas the nonregul ated entities use single asset
straight |ine depreciation.

Q I's that sentence consistent with Carbon/Enery's

response on 6.27?
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1 A It's a good question. W've had to definFe,eage >
2 single asset depreciation for the termused by both the

3 Division and ourselves, and now we need to probably clarify
4 it with the Ofice. It appears to be in conflict. The

5 rmet hodol ogy that we use doesn't take individual assets down
6 to a mnute separation. A good exanple may be the

7 subscriber equipnment that we tal ked about previously and

8 that Brock discussed briefly. Part of that subscri ber

9 equipnent is individual ONT's. |It's the end piece of that
10 communi cation network. W don't capitalize every single

11 individual ONT. Simlarly, on the nonregul ated side the

12 equivalent nmay be set-top boxes. W wouldn't capitalize

13 individual set-top boxes, but we mght capitalize a group
14 of themthat were purchased in a year. So when you use the
15 termsingle asset, it may refer to a group of simlar

16 assets that were purchased in a period. So the difference
17 Dbetween nonregul ated and regul ated side may be it's nore of
18 a difference in the nature of that group than it is

19 strictly single assets.
20 So when we make the comment in this section of
21 the testinony, we're saying single asset, describing that
22 process that our nonregul ated end uses. |t doesn't get
23 down to mnute single assets, which is where it becones
24 burdensone and that's what the other testinony refers to.
25 But inthis case it refers to a period of time or a group
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1 of assets. And they're not -- that group doesn't spa;?ge e
2 multiple years and constitute a functioning network like it
3 would on the regul ated si de.

4 That may not have clarified it well for you.

5 don't know if I'manswering the question fully the way you
6 want.

7 Q Vell, as M. Johansen said |'mjust a | awer

8 here and this is accounting. But it seens to nme that you

9 stated in section 6.2 you use the termgroup asset

10 depreciation, saying it does use group asset depreciation.
11 And in your testinony you said that they don't use group

12 asset depreciation. |Is this just being uncareful wth your
13 terns?

14 A No. | guess | feel like |I've answered the

15 question. W' ve done the sane thing with the Division in
16 pointing out their use of the termsingle asset doesn't

17 really result in a true single asset reputation and it's

18 the sane clarification for us. The level that the Division
19 goes down to in defining single asset is really what is in
20 question here, but it's not a true single asset approach.
21 To get to the separation of every single asset is where it
22 becomes burdensone.
23 HEARI NG OFFI CER. When you used the termsingle
24 asset separate line depreciation in your prefiled
25 testinony, is it equivalent or fairly equivalent to what
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you' ve described as vintage group depreciation?

THE WTNESS: It would be vintage, but it would
be to a year level rather than to a two or three year
level. If you |look at depreciation on -- if we can use the
termgray scale -- you could have a very theoretical and
pure single asset straight line method and then you could
get to the group nmethod. Vintage, depending on how many
years you choose and how you group it, it would be
somewhere within that gray scale. Vintage is sone |evel of
in between, between those two | evels.

So the difference in definition here is to the
level it gets burdensone if it's very detailed mnute

singl e assets approach, and it's not even what the Division

got to. It's nore of a group of assets in a particular
year or -- generally it's a project. So it mght be a
three nonth project where we have -- | don't know what a

good exanpl e would be. Say we have a snmall construction
build in one of our small towns and we capitalize that as a
project to -- it mght have a couple different categories,
but it mght need so many feet of fiber. So sone of it
goes to buried cable and sone to subscriber equi pment so we
capitalize that. But we don't go down and capitalize every
singl e piece of subscriber equipnment, we capitalize it as a
group on that project.

HEARI NG OFFI CER° M. Mbore.
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1 Q (By M. More) Just one nore question. T%Q?IYZ

2 your testinony that what you ternmed in your witten

3 testinony as single asset straight |ine depreciation is

4 equivalent to what you said in your discovery requests, you

5 described it as a group asset depreciation? Wich one

6 would be a closer description to what the Division uses in

7 the single asset depreciation? Wuld it be closer to --

8 I'msorry. Let ne start over again.

9 For your nonregul ated plant which you say does
10 use group asset depreciation, is that the sane group asset
11 depreciation that you use in your general depreciation
12 adj ust ment ?

13 A [f | understand the question you're asking, the
14 regulated -- I'"'msorry. The nonregul ated net hodol ogy t hat

15 we're using would be simlar to what the Division is

16 proposing as single asset.

17 Q Al right.

18 A So it's not --

19 HEARI NG OFFI CER: And why do you not use the

20 sane nethod for regul ated?

21 THE WTNESS: This goes back to industry

22 practice and what has typically been prescribed by the FCC
23 and what is comon in the industry. W view certain assets
24 in the network as a unit, as an operating network, and the

25 conponents of that network don't operate separately from
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the other units of that network. So it operates as a

t el ephone network or as a buried cable plant network. So
we view it as one asset rather than pieces, a whole bunch
of pieces. This really kind of bears itself out.

There is copper and fixes that we may have done
inthe last five years that will end up being replaced with
the fiber project that we're doing now They may not | ast
the 20 year life that would be assigned to it. So when you
| ook at it as an operating network, if that operating
net wor k becones obsolete or it's replaced that entire asset
becones obsol ete and repl aced.

HEARI NG OFFI CER: | think | understand that.
You're going to have to forgive ne because |ike many in the
room!|'man attorney and not an accountant. But you're
usi ng the same network for both regul ated and nonregul at ed
activities, correct?

THE WTNESS: W do cost separations to prevent

t hat from happening. The plant is used for -- so go back
to maybe Justin's question. [It's not just internet and
phone. It's not that sinple. The network carries a |ot of

data. And basic local service isn't our |argest revenue
source on the regulated side. W have special access. W
have data circuits. They are not internet circuits, they
are large circuits for Utah D vision Network or for cel

phone providers. W have special access and switch access
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transport where we provide a transport path for data and

phone calls com ng out of Mdab, and yet that isn't revenue
or those aren't custoners directly in our area. So the
regul ated plant provides service in a lot of different
capacities. That's why the core is required. | guess
maybe -- did | msunderstand what you're saying?

HEARI NG OFFI CER: 1" m going to speak just very
sinmply. | apologize if I"moversinplifying. But when you
tal k about, for exanple, a machine that m ght have sone
ol der conponents and sone newer conponents but it has to be
depreci ated as a whole, ny question is aren't you using
that machine for both regulated and unregul ated activities,
and if you are then why do you depreciate it in one way for
your regulated activities, but depreciate it in another way
for your nonregul ated activities?

THE WTNESS: It would only be capitalized on
one set of books. So it would be either a regul ated asset
or a nonregul ated asset. W don't split that asset in the
capitalization process. Then we have --

HEARI NG OFFI CER.  But in your testinony one of
your primary objections is that the D vision's reconended
met hod of depreciation doesn't account for that split.

THE WTNESS: Maybe I'mnot follow ng the
question. |'msorry.

HEARI NG OFFI CERF  Go ahead.
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THE WTNESS. One of the things that you need

to be aware of too is our regulated plant has a much --
there is a different capitalization threshold. There are
items that we would normally expense on the nonregul at ed
side of our business that we may capitalize on the
regul ated side of the business. That's dictated by the
FCC, and there are certain capitalization rules that we
follow there. To the extent that we don't have the
oversight in our nonregulated entities we may expense itens
that don't need to be tracked to that individual |evel and
that mnute level as well. So there is a difference in our
capitalization process and | testified to that as well.
HEARI NG OFFI CER: M. Mbore.

Q (By M. More) Myving to your -- we're going
inthis direction anyway -- to your cost separation
procedure through your CAM Can you explain to the judge
what a CAM i s?

A It's a cost allocation manual. It provides the
basis for the allocation of shared costs.

Q In your CAMyou use only one -- in your
accounting and general -- can you describe what your
accounting and general driver is in your CAW

A It's originally based upon billing records.

Q That's applied to the CEQ, board of directors,

public relations and marketing?
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A. Correct.

Q And that led to dividing up the costs of 74
percent to the regul ated operations and 26 percent to the
nonr egul at ed operations?

A The results of that allocation -- yes, that's
true, but only the costs that are subject to that
allocation. So it's alittle bit msleading to say that
all the costs are allocated that way when you are only
dealing with the costs that are subject to that allocation

Q The costs that are subject to allocation are
your cost pools of the CEQ, the board of directors, the
public relations and marketing; isn't that correct?

A Correct.

Q And the OCS has proposed a change allocation to
a 50/ 50 for the CEO and the board of directors and a 75
percent regulated and 75 nonregul ated for public relations
and marketing, is that correct?

HEARI NG OFFICER: | think you said 75 and 75.
Did you nean 75 and 25?

MR MOORE: It was 25 reqgulated -- it was 75 --
we changed it to 25 percent regul ated and 75 percent
nonr egul at ed.

HEARI NG OFFI CER:  Ri ght .

THE WTNESS: It's a good question. Wy | want

to separate or nmake a distinction on the costs subject to
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, , Page 7/
the allocation, payroll and nmarketing nmay be a good one to

just to highlight one of the exanples. This is true also
in the CSR area, which we'll discuss |'msure here in a
m nut e.

We have certain areas of our serving area that
are only nonregulated in nature. So we have all of our
Mbab area, it's a CLEC, it's nonregulated. The first step
in the allocation process is if there is cost directly
rel ated to nonregul ated operations we separate those out
and code themdirectly to nonregul ated entities. This is
true whether it's CSR or nmarketing and public relations or
what ever the allocator may be. So there are different
| evel s of allocation that occur prior to what | would call
the leftover costs that are allocated.

When you | ook at any of these allocators you
have to | ook at what the end result is. D d we allocate
enough cost to the nonreg side or not. |If we pulled out
certain sections of it and direct coded it, it's a little
bit msleading to look only at what is left in the
all ocation and say we didn't do our job | guess. So you
need to say okay what was the final results of all the
costs and is it reasonable. And | think sonetines we get
so focussed on one allocator that we forget the allocation
process. W throw out the whole process instead of | ooking

at what the process resulted in rather than just what that
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1 one allocator did. rage 18
2 Q Did you direct code any expenses for the CEO
3 cost pool ?

4 A | would have to check. |'mnot sure. | think
5 | could probably produce that nunber for you given 15

6 mnutes or so if you want to take a -- the majority of the
7 board and the CEO are al | ocated.

8 Q Are allocated through --

9 A But I don't know that for sure how much is

10 direct coded.

11 Q But the majority of the anount?

12 A Yes, the majority.

13 Q I's that true of public relations and marketing?
14 A | wouldn't dare guess the exact nunber, but

15 probably 70 percent is subject to allocation. W do have
16 our Mab operation that are direct coded. So |I'mnot sure
17 exactly what that percentage woul d be.

18 HEARI NG OFFI CER.  The answer is some of

19 marketing is direct coded, but not all; is that right?
20 THE WTNESS: That's correct.
21 Q (By M. More) I'malittle confused. Your
22 allocation of 74 percent regul ated and 26 percent
23 nonregul ated, that's done after direct coding?
24 A Correct.
25 Q This direct coding, your CAM you relied on a
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1 single cost driver of a nunber of billing records; isp? 2179
2 correct?

3 A In the original application, yes. 1've also

4 provided testinony to an exam nation of three different

5 cost drivers.

6 Q That includes direct billing records?

7 A Yes.

8 Q But that's not part of your CAM That's

9 something you just did after you read our testinony?

10 A. My CAM cal cul ation, no. But the use of the

11 three resulted in essentially the sane percentages that we
12 arrived at with using the billing records.

13 Q Are you famliar with M. Ostrander's testinony
14 that 35 years experience he's never seen a single cost

15 driver of a nunber of billing records used for corporate

16 overhead in a CAM?

17 A | read the testinony.

18 Q Do you acknow edge -- isn't it true that no one
19 from Carbon was able to provide an exanple of a UUSF case
20 where a regul atory conm ssion issued an order using a
21 single cost driver of billing records in their CAW?
22 A | don't think we were asked to do so.
23 Q Vell --
24 A Rephrase the questi on.
25 Q Let me restate the question. Sitting here
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today you can't point to a UUSF case where a regul atory

conmmi ssion has issued an order using the single asset
driver of billing records in their CAM Can you?

A No, but the question is still vague to me. So
you're saying am| aware of any other case where there is a
single point CAMallocation -- actually | think it would be
fairly common. | can't cite cases, but the CAM-- there
may be an allocation that is based upon direct |abor hours,
and that's a single point of allocation, or it may be it's
based upon -- | can't imagine that other conpanies don't
identify their drivers and nake sone sort of allocation and
that could be a single point driver.

Q Yes, but that's not a billing record, the

driver that you used, is it?

A The one | used was billing records, yes.

Q Right. The exanple you just gave nme you were
not using billing records in that exanple?

A. No, | agree.

Q Isn"t it true that data fromthe billing
records on the cost -- the data you receive fromyour
billing records is arrived fromdata from 2011, and not the

test year 20147
A That's correct.
Q Are you aware that FCC Part 64 Section 46.903

of the FCC cost allocation procedures requires the
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al l ocation be current and updated annually on a consi stent
basi s?

A | amfamliar with that section. And maybe a

poi nt and inportant distinction needs to be nmade here. W
are actually exenpt fromthe requirenents of the CAM by
that section. So to the extent we have a CAMit's in --
actually it goes further than what is required in that
section for our size of conpany. The fact we don't have a
gl ossy manual or an index or cover page is not relevant to
t he process which we have undertaken here.

Q So your testinmony here is that your CAMis
exenpt from Part 64 Section 54.903 of the cost allocation
procedures?

A [''mnot saying that we don't use a simlar
met hodol ogy or that we don't follow the affiliate
transaction rules described in that and the allocation
process described in that section. W do follow those.
|'mjust saying the nechanics of the actual CAM are not a
requirement that we're -- we're not required to file that.
We do follow affiliate transaction rules.

Q Wul d you agree there has been significant
changes that have occurred in Carbon's operations since
20117

A Wth Carbon's operations directly?

Q Yes. Including nonregul ated, DSL, fiber
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operations and increased revenues and expenses and pl ant
assets?

A Yes, there are changes every year. Sone of

t hose changes are offsetting. W' ve seen continued
decreases we've denonstrated in our |andlines, but we've
mai nt ai ned steady or actually increased in sone instances
I n our special access, which has offset some of those

| osses? So there is give and take in those. And our

billing records are somewhat reflective of those changes.
Q But you do not use the test year 2014 billing
records?
A No. We do testify the allocation is

representative.
Q You think it's representative. Al right.

MR MOORE: | have sonme questions that may go
into sonme nunbers related to the distinction between the
changes that occurred between 2011 and 2014. Wul d anybody
object if |I took about five questions?

HEARI NG OFFI CER:  About nunbers, dealing with
the confidential nunbers?

MR MOORE: Yes.

HEARI NG OFFI CER.  That's fine. W'Il|l stop the

stream ng. Go ahead.
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2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 HEARI NG OFFI CER  Go ahead.

17 Q (By M. More) Those changes are not going to
18 be reflected in your billing records, the number of billing
19 records that constituted your allocation driver; is that
20 correct?

21 A That woul d be correct.

22 Q In the billing records you have two types of
23 Dbilling records, general billing records and CAB records,
24 which has a 25 percent gross; is that correct?

25 A That's correct.
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1 Q Coul d you explain what is neant by CAB records?
2 A It's carrier access billing records. W had to
3 weight those a little bit differently and there is a reason
4 why. If we included each line itemof the accounts billing
5 it would overweight the CAB section significantly and

6 result in too much cost being allocated to the CAB side of
7 the house. So when you look at a CAB records in detail it
8 includes both termnating and originating special -- or

9 switch access records and these records are in the

10 mllions.

11 So instead what we have done is we went back to
12 a summary bill for purposes of weighting the CAB records.
13 But because of the significant amount of time spent in CAB
14 related issues we wei ghted those records by 25 percent.

15 So what we did is |look at themand sai d what

16 percentage of time do we spend in the tariff and rate

17 making process for our special access, how nmuch tine do we
18 spend working with interconnection agreenents with |ong

19 distance or cellular phone service providers, how much tine
20 do we spend looking at the regulated issues related to
21 CAB's and special access which is your 499 reporting with
22 the FCC and there is a great deal of conpliance there.
23 To make sure CAB's gets a fair share of costs
24 we had to weight that a little bit nore heavily. That was
25 a judgnment call. Again, this is our cost allocation. W
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try to do the best we can to determ ne what drives our

costs. And if we see a deficiency or a significant
overstatenment in the driver that we're using, we'll try to
adjust that to be nore reflective of what we feel is the
appropriate |evel of cost allocation.
One thing with respect to CAB is we al so have a

CAB al | ocator specifically to address tine spent that |
woul d say was nore direct coded to CAB. So this is one of
the adm nistrative functions. This would be nyself and
Brock, the CEOtine, the board time. That's to deal with
t hese additional issues related to special access and to
our carrier access billing system

Q My under st andi ng when you tal k about the CAB
billing section, you're tal king about billing from ot her
carriers using your plant, your equiprment? If sonmeone is
calling fromParis to Carbon there would be a CAB bill in

regards to that?

A Yes. To clarify, it's not us billing for other
carriers. W don't do billing and collection for other
carriers. | think we stopped that 15 years ago. But it's
the billing to the carrier to access our network. So if

AT&T carries that call fromParis to Price, Uah there is a
portion of our network that AT&T had to use to access our
custormer. So we would bill AT&T for the use of our network

for that small portion that we have within that call
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2 Q That's the basic concept of CAB?

3 A Correct.

4 Q All right. You do not -- as | understand your
5 testinmony you do not have any specific time or notion study
6 or any other study to cone up with the 25 allocator or

7 gross number?

8 A Specifically related to Brock's tine and CEO

9 tine, that's correct.

10 Q Did you provide any specific information about
11 how you devel oped your net weighing factor?

12 A The CAB wei ght function?

13 Q Yes.

14 A No. | didn't provide support to that. Just ny
15 wverbal text within the CAM and then as asked or -- | guess
16 it's not part of this proceeding, but we have discussed

17 that with the Division and Ofice.

18 Q Do you agree an allocation factor or driver

19 nmust have a direct causal relationship to the expenses they
20 are allocating to?

21 A That they should or that they do?

22 Q That they should. That's the purpose of it;

23 isn't that correct?

24 A Ideal ly, yes. If it's direct causal effect

25 that is a better allocator than an indirect causal effect.
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1 Q What is your understanding of the tern1di$%%ﬁ >
2 causal relationship?

3 A If it's directly related nmy understanding it

4 would be either directly tied or close enough of atieto

5 Dbe considered direct. | don't know what the best exanple

6 to use here would be. But if we're talking about billing

7 records, and there are certain |line numbers on a phone bil
8 that represent significant conpliance or significant work

9 for the CEO or our board, then | would say that cost is

10 fairly reflective of the work that is being perfornmed. |Is
11 it the only driver of cost, no. Is it possible that direct
12 coding could be done in sone instances, yes. But to say

13 that it doesn't relate is not true. To say that it's the
14 best allocator basis is probably also not true. But we do
15 the best we can to determne a nethod of allocation. So we
16 go through the process to try to do that and then we step
17 through it.

18 There is a hierarchy described in Part 64 that
19 we discussed of how to approach these natters and we apply
20 that. W look at the ability to direct code. W |ook at
21 direct association of costs. Lower on the hierarchy is the
22 wuse of the general allocator, |ike revenue or expenses.
23 It's lower on the threshold. So we do exam ne those when
24 we're making our cost allocators.
25 Q Now | et's | ook at the CEO cost pool
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1 M. Johansen doesn't keep daily tinesheets indicating how
2 much time he spends on regul ated and nonregul at ed

3 operations; isn't that true?

4 A That's correct.

5 Q If he did it would nmake this nuch easier?

6 A If he direct coded?

7 Q Yes.

8 A Yes. Then there would be no need for an

9 allocator, that's correct.

10 Q The CEO cost pool has various types of expenses
11 associated with it, including salary, benefits, cost, cel
12 phone, NECA and URTA dues; is that correct?

13 A Correct.

14 Q By way of exanple, how would an increase in CAB
15 bills in 2011 have direct causal relationship to NECA and
16 URTA dues?

17 A | guess if we're |ooking at NECA and URTA dues
18 those should probably be direct coded 100 percent reg.

19 We've probably given too nuch nonreg side on those to begin
20 with. So let's start fromthat standpoint. W nay have
21 included cost in the pool that should have been 100 reg.
22 So I'll have to look at that. W nmay need to either adjust
23 for direct cost on some of those that we see or -- but the
24 answer to your question, what is the direct causal
25 relationship, the anount of billing line itens associ ated
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1 wth the phone bill versus an internet bill -- 1 don'l?a %cﬁ&
2 that -- just picture in your mnd what you get at hone on

3 your phone bill nmaybe. But under the phone section you'l

4 have 911 --

5 Q Excuse ne. | don't knowif this is responsive
6 A | guess what |'msaying though is that all

7 those regulatory nmatters, a lot of themare dealt with in

8 the NECA arena and allocate interstate costs and conpliance
9 and FCC conpliance and tariff and rate making with each of
10 those line itens that are reflected in the billing there is
11 a relationship there. Nowis it the best relationship, |
12 don't know. | testified that there are other nmethods that
13 we can use. |'msaying they' re not unrepresentative or

14 they're not unreflective.

15 Q They're not unreflective. Al right. The sane
16 would be true for an increase in CAB bill and possibly the
17 CEO phone bill, nobile phone bill?

18 A Yes. So if we have -- we have to file tariffs
19 with the FCC every two years. A significant anmount of tine
20 is spent by nyself and Brock. W file -- we deal with
21 regulatory change issues constantly and those are reflected
22 on our bills in the formof CAB surcharges or subscriber
23 line charges. Again, we deal with interconnection
24 agreenents that affect those phone bills on the CAB side of
25 the house as well. And Brock spends tinme on those issues.
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1 And those are the issues, especially recently with all the
2 regulatory changes that are going on. A high percentage of
3 Brock's tine is associated wth those types of changes.

4 W spent a significant anount of time in

5 Washington trying to push through a waiver with the FCC
6 this year. | would suggest that 74 percent is pretty

7 reasonable for the amobunt of tine that is spent on

8 regul ated operations.

9 Qur fiber to the hone project simlarly is

10 taking a lot of attention in our --

11 Q ['"'msorry. |'mgoing to have to object again
12 for being nonresponsive. |'mtrying to get specific here
13 about your specific -- how your billing records

14 specifically relate and constitute cost causative

15 relationshi ps between the nunber of expenses in the CEO
16 pool and --

17 A [f I bill atariff cost, then that nmeans |'ve
18 had to prepare a tariff. If | bill a tax, that means

19 have to prepare a tax return. If | bill a 499, a USAC,
20 have to prepare those fornms. And that's all regul ated.
21 There isn't any tax on an internet charge. There is very
22 little conpliance associated with that. | don't have to
23 file a tariff every two years on ny internet charges. |
24 rarely have to address that ever.
25 Q Do you have to file the tariff every tinme you
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2 A No.

3 Q Do you have to go and work with -- what was the
4 other exanple you used?

5 A I'msaying that it's representative of the time
6 we spend regul ated versus nonregul ated on all the issues

7 that are related to those billing line items. So to me it
8 is the causal relationship. | don't understand | guess how
9 it couldn't be. | guess -- is there testinony that shows
10 that there is no relationship there? You guys say there

11 isn't, but why wouldn't there be? W have the burden of

12 proof and we've tried to denonstrate and descri be why we

13 think those are related and | think we've done that.

14 HEARI NG OFFICER: M. More, | think --

15 THE WTNESS: | can go into nore detail. W
16 can throw a photo up on the wall. | can throw up the exact
17 billing records and we can see what is involved with them
18 HEARI NG OFFICER: | think it m ght be easier

19 for ne to understand the point that you're trying to make
20 through the questioning of your own w tness.

21 MR MOORE: Al right.

22 HEARI NG OFFI CER.  All right.

23 Q (By M. More) M. Ostrander testified that

24 the CEOQ and for that matter the board of directors, would
25 nost likely spend a significant amount of tinme on forward
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1 looking projects. Do you dispute that? rage 4
2 A It's a conbination of both. In any -- | would
3 say the board tine is directly tied to Brock's tine because
4 the issues that Brock deals with are the issues we discuss
5 in our board neetings. So if time is spent in a particular
6 area basically that time is reflective in our board

7 meetings. So those two are very closely tried together.

8 There is an aspect to forward | ooking projects,
9 vyes. That is also reflective of billing records. They've
10 gone a little bit of a lag. But when we build a new

11 circuit, let's say a CAB circuit out to a cell phone tower,
12 the weighting of that would probably -- if it's in our

13 area, in our regulated area, it's going to pull alittle
14 bit of cost to the regulated side. If it's in an

15 nonregulated area it pulls costs to the nonregul ated si de.
16 But associated with that build is the actual construction
17 that Brock is intimately involved with with the plant side
18 to make sure that construction occurs, and again wth

19 forward |l ooking plans as well. So yes.
20 Q So yes, you do spend a significant amount of
21 time, the CEO and the BOD board, reviewi ng future plans?
22 A We do spend tine. The definition of
23 significant | guess we would have to define that.
24 Q So it would depend on year to year | guess?
25 A Ri ght.
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Q And from 2011 to 2014 it would be different?
A Correct.
Q If the CEO spends tinme on forward | ooking

projects that don't cone to fruition until another year,
there would be no billing records to reflect that in the
test year; isn't that correct?

A Yes, but is the existing customer reflective of
that effort. | guess you're denonstrating that we're not
keeping that up to date enough; is that correct?

Q Yes.

A | guess if this is the only issue that we're
dealing with | can rerun the records and we coul d | ook at
it. We updated that allocator in 2015, this year, and it's
not significantly different. | can give you updated

nunbers if that's what you're getting at.

Q Why don't we just stick with the record we have
ri ght now
A That's fine, but I'msaying we do adjust these

allocators fromtine to tine. And | can pull up our
existing one and it would be based on newer records. It's
not going to be a huge shift fromwhat we have now. |
woul d be happy to do that if that's where we're headed on
this.

Q |"msorry. Are you saying you want to use a

different allocator than the allocator you have in --
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1 A No, | think it's representative. I'mjusl?age o
2 saying there is not a big snmoking gun here. |f we change

3 from74 percent to 72 percent | would be surprised. | can
4 pull that nunmber if we need to. | don't know. It changes
5 over time, it does. But this nunber was based upon the

6 fall of 2011. The allocator that was in place at the

7 beginning of 2014, there is a two and half years separation
8 there. Is it significant? If we update it to the 2015

9 records and took a look at it, it wouldn't be significantly
10 different.

11 Q But you haven't done that?

12 A | have done that. | don't have themw th ne

13 today. But that's what I'msaying, | can pull that and

14 give it to you and give it to the court today if we need to
15 if that satisfies the concern here.

16 Q Let me turn to your public relations and

17 marketing allocator. You list 74 percent of your total

18 hour costs to regulated service and only 26 percent to

19 nonregul ated service; is that correct?
20 A That's not correct.
21 Q What is correct?
22 A The correct is we direct allocate a significant
23 portion of costs before we get to that allocator. The
24 costs that are left wth that allocator are then allocated
25 upon the percentages you just stated.
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1 Q What are the costs that are left? rage 31
2 A It would be costs that are in the shared areas
3 of service. So that would be within the conbined service

4 areas of Carbon/Emery Tel ecom Emery Tel ecom and

5 Hanksville.

6 Q I n your response to OCSDR34 you said your

7 allocation factor was reasonabl e because regul ated services
8 benefit fromthe conpany's advertising for bundl e services;
9 is that correct?

10 A Correct.

11 Q You have one regul ated service of basic phone
12 service and two regul ated services of internet and anot her
13 regulated -- nonregul ated service, excuse ne, of internet
14 and anot her nonregul ated service IPTV, is that correct?

15 A That is not correct.

16 Q Wiy is that not correct?

17 A We don't provide |IPTV services.

18 Q But for bundle services of regul ated phone

19 service, and let's take your position of internet, you
20 still charge the 74/ 26 percent for that?
21 A I'msorry. Please repeat the question again.
22 Q When you advertise your bundl e services, which
23 according to you, your testinmony here is bundling regul ated
24 phone service with unregulated internet, you still use the
25 74 percent allocation to regul ated service, the basic phone
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_ . _ Page 98
services, and the 26 nonregul ated services, the internet

services, correct?

A If that service is offered to our regul ated
area, yes, that would be true.

Q But internet is not in your regulated area? |
nmean, internet is a nonregul ated operation?

A Service provided within that same area,
correct, inside the serving area.

Q Most of these custoners in the service area --
l et me just go back here. Does Carbon have any conpetition
for basic phone services in the service area?

A Wth the exception of cell phones, no.

Q Isn"t it true these custoners that you're
advertising your bundle services for generally already have

| ocal phone, basic phone service?

A No, that's not necessarily true.

Q But the najority of then?

A No.

Q Who do you advertise to?

A W advertise to basically all the residents of

t he Carbon/ Enmery counties and Mbab. Again, the Mab
serving areas are directly coded to our nonregul ated
entities. Moab services include phone, internet, cable TV.
Then in our regul ated areas we have simlar services that

are offered both on our nonregul ated plan and on our
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1 regulated plan. Those services are all advertised to the

2 residents and businesses of that serving area.

3 HEARI NG OFFICER:  |I'msorry. You said the

4 direct allocators are done by geographic area?

5 THE WTNESS: By serving area, yes. W operate

6 as an incunbent |ocal exchange carrier in Carbon/Emery

7 counties and in the Hanksville area. W operate as a

8 conpetitive |local exchange carrier in the Mab area as well

9 as those services we also provide internet and cable TV.

10 HEARI NG OFFI CER I n the areas where you're the

11 ILEC you do the 74 percent allocation to regulated, and the

12 areas where you're CLEC you do 100 percent to nonregul ated?

13 THE WTNESS: That's correct.

14 HEARI NG OFFI CER: And there is no additional

15 allocation?

16 THE W TNESS: No.

17 Q (By M. More) Isn't it true that the internet

18 is significantly nore profitable to Carbon than basic phone

19 service?

20 A Yes.

21 Q So when you advertise the bundle service you

22 have two services, one regulated which is not as profitable

23 as the other nonregul ated, correct?

24 A That's correct.

25 Q But you allocate the costs associated with this
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1 bundle approximately three tinmes higher on the nonregul at ed
2 side than you do to the -- backward, to the regul ated side
3 than you do to the nonregul ated side?

4 A We do those allocations at 74 percent, yes.

5 Q Do you think it's reasonable that the

6 advertising -- let's take one step back. |If you have two
7 services, phone and internet, wouldn't it nmake nore sense
8 to divide themup at |east 50/507?

9 A I's the phone being provided over regul ated

10 plant or nonregul ated plant?

11 Q Let's take the regul ated plant first.

12 A Ckay. We closely tie those. And the reason
13 why is is the |oop used by the custoner to provide phone
14 service to that custonmer. The regulated side benefits from
15 the internet usage of that phone line. It actually sures
16 up the phone line. The phone |ine has become super

17 critical for us to maintain both federal and state funding
18 and it is critical to our custoners and our ability to

19 serve the custoners i s dependent upon the healthiness of
20 that. W continue to pronote those lines, continue to tie
21 the bundles closely with the phone Iine and the reason why
22 we do is because we understand that there is -- out of the
23 two products, the internet definitely would be the nost
24 desirable or the nost popular thing to have versus the
25 traditional phone line. But all of our advertising -- the
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1 majority of the advertising | should say includes that

2 bundle to tie to that regulated plant. So I guess it's not
3 an easy question to answer because the ads aren't

4 separated, they're tied together.

5 Q That's ny problemw th your separation. It

6 seens if we take the position you have of two services and
7 you're advertising primarily for the internet, which is the
8 nore profitable aspect, why would the cost for that

9 advertising be allocated 76 percent to regul ated plant and
10 24 percent to nonregul ated when you're advertising for the
11 nonregul ated and that's where your profit is going to cone
12 fronf

13 A Let's switch that exanple up a little bit.

14 Let's nove that to cable TV. Cable TV we don't nake noney
15 at.

16 Q ['msorry. |'magoing --

17 A Are you saying --

18 Q -- to object as nonresponsiveness again. W'l
19 be here forever.
20 A The ability to pay shouldn't be the basis for
21 the allocation. So if the conpany is profitable it doesn't
22 mean they should get nore allocation cost.
23 Q The cost --
24 A Let's take profitability out of the question
25 and then reask the question. 1It's not based upon the fact
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that the cable conpany makes no noney and the internet

conpany makes noney. | mean if we switch up the exanple
and say can our cable conpany afford advertising, no. They
don't nake any noney. So it's not an ability to pay that
drives the cost. |It's the actual advertising. |If we're
getting to the root of the question, let's make sure we do
t hat .

Q But you're advertising primarily for internet?

A We advertise for both.

Q But primarily for internet. That's what the
peopl e want to purchase?

A. No, no. Internet kind of sells itself. W
have to focus on -- we have to focus on tel ephone, to keep
t el ephone nunbers up. We have to show our custoners why
it'"s inportant to maintain the phone, for safety a line
power in an energency situation is going to be nore
reliable than cell phone. W spend significant tinme
educating our custoners that way. W also have
requirenents annually and ongoing to advertise life line
services which is pronoted by the state. There is no
requirenent for life line internet services. So we have
addi tional advertising that has to be done separately and
distinctly for life [ine. W do that through newspaper.
We do that through our website. W have to post posters

and - -
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1 Q bj ection, nonresponsive. | didn't ask Zﬁ%ﬁnlOB
2 life line. | asked about advertising for bundle services.
3 A It's phone service. Life line is phone service
4 and we have to advertise for it. This is all part of that
5 cost we're allocating. It goes to the question what are we
6 doing with our advertising dollars. There is a |lot of

7 things that go to the advertising dollars.

8 MR, MOORE: | have no further questions.

9 HEARI NG OFFI CER: Ms. Sl awson, any fol |l owmup?

10 MS. SLAWSON: Would it be possible to have a

11 quick break?

12 HEARI NG OFFI CER:  Sure, that's fine.

13 (O f the record.)

14 HEARI NG OFFI CER. W' re back from our break and
15 back on the record.

16 MS. SLAWSON: Thank you. Tinme for redirect?

17 HEARI NG OFFI CER:  Yes, go ahead.

18 REDI RECT EXAM NATI ON

19 BY MS. SLAVWEON:
20 Q Let's see. M first question is can you tel
21 me what you consider the affected period of the UUSF
22 application that Carbon/Emery has made in this case?
23 A | woul d say between three and five years.
24 Q You talked a little bit about -- this is back
25 on the first question that was presented by M. More with
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regard to the testinony on single asset versus group asset

depreciation. You testified briefly there is a
capitalization threshold difference. Can you explain to us
why does the capitalization threshold differ between the
regul ated and nonregul ated conpani es?

A The threshold is established a little bit |ower
in regul ated cases generally to allow for or prevent |
shoul d say, prevent the expenses from spiking in one year
|f you were to expense certain itens rather than capitalize
them you may have a year that is overstated by that
expense. \Wereas, capitalizing that sane item spreading
it over a useful life, would snooth that expense. So to
prevent spikes in the operations and the reporting of that
operation.

Wth respect to the nonregul ated entities
that's not as big of a concern because it's not subject to
a rate making process. A spike that would be naterial to a
regul ated entity could be considered nonmaterial for this
nonregul ated entity. Maybe a good exanpl e woul d be nodens
for the internet on the nonregul ated side. W have
significant purchases of those nodens. They do have a
three to five year life on them But rather than
capitalize those and track those in our asset records for
five years each one of those nodens, or even groups of

nodens, we go ahead and expense those groups of nodens.
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And because there is no associated rate making or reason to

kind of normalize those expenditures, if that expense
policy spikes our cost for nodenms in any one given year
it's not material to the financial statements as a whole
and so it's not considered necessary to track down to that
| evel .

So that's kind of how we apply the
capitalization policy. Once we neet that threshold then we
get into that gray scale area that | tal ked about how you
group those assets, whether it's single asset or a group of
assets and what constitutes those groups and what point do
you segregate the groups based on vintage or based upon the
type of plant, that type of thing.

So | think there is a distinction there, first
in the policy, and then within the policy, is it true
single asset or is it a group. And so when | conpared our
nonreg entity capitalization simlar to what the Division
shows, there is a little bit of distinction, you have to
get past that first capitalization threshold first. So we
just capitalize |l ess on the nonreg side. Then when we do
it it follows somewhat close to what the Division is
recommendi ng on their straight line policy. | think nmaybe
-- you mght go ahead with the questions. Sorry.

Q | guess what |'mwondering is could the

regul ated conpany, Carbon/Enery, adopt the Division's
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proposed nmethod of depreciation, this kind of single asset,

maybe vintage, not true single asset, but nmethod of
depreci ation?

A It could. And generally what it requires from
the interstate side is perm ssion from FCC we found that
the FCC has been a little bit lenient in granting to the
states sonme |leeway in the nethodology. So we feel like it
is a met hodol ogy that could be adopted. The issue that we
take wth the nethodol ogy isn't necessarily the nethod
itself, but the inplenmentation of it. W have provided
testimony that if we're going to go that direction what the
Division is proposing then we need to have a transition to
t hat nethodology. It can't just be a calculation of a
hi storical nunmber and then use that number. W need to say
okay this has changed and we're going to transition to it.
So we've provided sone testinony to what we think that

transition would | ook Iike.

Q How do you see that transition?
A What we have proposed is that -- our books are
still open for 2015. So we have a little bit of |eeway on

how we report depreciation. W could do sone extent of
restatenment, but what we've proposed is that -- basically
fromthe tine frame that we knew that the Division had a
concern with our nethodology, if we restated the assets

fromthat point going forward it woul d be basically January
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1, 2014. So if we at that point cut to a single asset

straight |line methodol ogy as pronul gated by the Division at
this point and then allowed our existing groups as of
12/ 31/ 2013 to continue and run their course, let the
depreciation finish out on those assets, and then project
that forward, that would be the transition that we woul d
suggest. And the projection forward i s somewhat necessary
to determ ne what the correct nunber is in this proceeding
because it is a change fromthe nethodol ogy that we're
usi ng now.

Now | guess without getting into the
confidential nunbers again, that nunber would be slightly
| ess than what we projected in our application, but it is
materially close to that nunber. So there may be a slight
reduction there, but not significant.

We think that satisfies the concerns of the
Division going forward, but it also allows us a transition
period into that. A lot of our decisions with respect to
how we nmanage our books are based upon the certainty that's
provi ded by the FCC and by the state. So if those things
change it would change the decisions that we woul d nmake
regarding the timng of the investnents or how we -- |
guess how we woul d nake deci sions based upon rate of return
and wei gh those decisions against simlar decisions that

we' re maki ng on our nonregul ated plant.
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So it's a choice scenario for us. Were do we

put our new capital dollars this year. What type of rate
of return are we going to get. |Is that rate of return
guaranteed or how much risk is involved with that rate of
return. These capital type decisions are dependent upon
some consistency. That's what we're --though we're not
opposed to the methodol ogy, we are opposed to the way it is
bei ng proposed in the findings. W would |ike sone sort of
transition or nethodology to get to where they want us to
be.

Q W had a series of questions about the cost
all ocations, the various allocations that you have nade. |
want to ask you the allocators that you have identified,

those are used to allocate costs; is that correct?

A Correct.
Q Does revenue correlate or is it representative
of costs?
A No.
MS. SLAWSON: | have no other questions.

HEARI NG OFFI CER:  Any recross?

MR MOORE: No.

MR, JETTER. No recross fromthe D vision.
Thank you

HEARI NG OFFI CER. W just have a coupl e of

m nutes before the public witness portion of this hearing
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1 is supposed to begin. It's only been a few m nutes Z?%%elog
2 our last break, but let's go ahead and break until noon and
3 we'll see if anybody appears. |If not, we'll go ahead and

4 continue unless sonmeone appears.

5 (O f the record.)

6 HEARI NG OFFI CER:  We are back on the record and
7 | amready to begin the public wtness hearing, which is

8 scheduled for today at noon. |Is there anyone here in the

9 roomwho would like to give comrents or provide testinony
10 as a public witness today?

11 W are going to go ahead then and resune with
12 our UUSF hearing for the next hour or so. W'Ill kind of

13 keep a watch to see if anybody cones in to give a comment
14 as a public witness. Then at 1:00 we will break for |unch.
15 So Ms. Slawson, go ahead and you may call your next

16 W tness.

17 MS. SLAWSON: Thank you. Carbon/Enmery calls

18 Dougl as Meredith.

19 (The witness is sworn in.)
20 DI RECT EXAM NATI ON
21 BY M5, SLAWSON:
22 Q Good after, M. Meredith. Wuld you state your
23 nane, your enployer and your business address for the
24 record?
25 A Yes. M full nane is Douglas Duncan Meredith.
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1 | amenployed by the firm John Staurul akis | ncorporated.

2 That is spelled ST-A-URUL-AK-1-S. M business address

3 is 547 Qakview Lane, Bountiful, Uah. That's ny office.

4 The headquarters for JSI is in Geenbelt, Mryland.

5 Q On behal f of the applicant Carbon/Emery Tel ecom

6 Inc. have you participated in this record?

7 A Yes.

8 Q Did you prepare prefiled rebuttal and

9 surrebuttal testinony and exhibits in this case?

10 A Yes.

11 Q Do you have any substantive changes to the

12 answers you gave to the questions asked in the prefiled

13 testinony?

14 A No.

15 Q Do you have a sunmary of your testinony that

16 you would like to present us wth?

17 A Yes.

18 Q Pl ease go ahead.

19 A Thank you. In nmy rebuttal and surrebuttal

20 testinonies | address two topics: Carbon/Enery's

21 authorized rate of return and the appropriate depreciation

22 method to use, and in the alternative of using that method

23 what transition should be used to nove to a new

24 depreciation method for Carbon/Enery.

25 Topic one, rate of return. | wll summarize
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first the authorized rate of return for Uah USF purposes.

My testinony and the exhibits | supply support
Carbon/ Emery's proposed overall authorized rate of return
of 10.5 percent. For conparison, the current authorized
interstate rate of return for Carbon/Enmery is 11.25
per cent.
| examne in ny testinmony the following itens
related to the calculation of the overall rate of return.
Itemone, capital structure. The overall rate
of return is calculated using a hypothetical capital
structure. The Division and Carbon/Enery recomend t hat
t he Conmi ssion adopt the Division's sliding scale capital
structure result. This nethod was devel oped by an industry
task force that has been used frequently by the D vision.
This nethod represents a reasonabl e bal anci ng of conpeting
interests. The capital structure for Carbon/Emery assuned
by the Division's sliding scale is 65 percent equity and 35
percent debt. The O fice takes exception to the Division's
| ong- standi ng practice and reconmends a 50 percent equity
and 50 percent debt capital structure. | recommend the
Conmmi ssion continue to use the Division's sliding scale
met hod and adopt a 65 percent equity and 35 percent debt
capital structure for Carbon/Emery in this proceeding.
[temtwo, the appropriate interstate rate of

return. By Conmission rule, conpanies are instructed to
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1 wuseinits application the applicable NECA form 492A for

2 the nost recently available year. | supply the NECA form
3 492A as an exhibit and the applicable formfor Carbon/Emery
4 vyields a 11.45 percent interstate rate of return. The

5 Division initially proposed an incorrect rate and

6 subsequently revised its nunber. The O fice reconmends

7 using a NECA form 492A that does not apply to Carbon/Enery.
8 NECA applies two fornms 492A based on individual conpany

9 participation in NECA cost pools. | recomend the

10 Comm ssion use the applicable form492A in ny exhibit for
11 Carbon/Enmery which reports a 11.45 percent overall rate of
12 return for interstate purposes.

13 [temthree, the appropriate intrastate rate of
14 return. Carbon/Enery, the Division, and the O fice agree
15 on the cost of debt used for intrastate rate of return

16 calculations. This |leaves the intrastate cost of equity or
17 return on equity as a disputed item The Division uses an
18 wunadjusted capital asset pricing nodel, CAPM to calculate
19 an intrastate rate of return for Carbon/Enmery. The
20 Division does not see any other nodel alternative avail able
21 for use. | rebut the Division's clainms suggesting that an
22 unadjusted CAPMis not appropriate. | provide facts from
23 credible capital finance authorities which support the need
24 to adjust the textbook version of CAPMin the tel ecom

25 sector. In the exhibits | provide that address tel ecom
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I ssues specifically, Drs. Heaton and Billingsley

specifically exam ne the tel ecomindustry and address this
I ssue. These authorities recomend adjusting the textbook
version of CAPMfor telcos.

Dr. Heaton, in Exhibit 1, states that a snall
conpany premiumis the m ninmum adjustment that should be
appl i ed when using the CAPMfor real world applications.
Dr. Billingsley, in Exhibit 2, recommends a small conpany
prem um devel oped by wel| established financial service
research firns, such as |bbotson & Associates or Duff &
Phel ps. These exhibits are unrebutted in this proceedi ngs.

| provide another analysis filed at the FCCin
Exhibit 3 which the Ofice takes exceptions to based on its
aut hor.

| explain on alternative to the CAPMthat was
proposed by Dr. dass, formerly of NECA and now of Rutgers
Uni versity, to overcome the common pitfalls of the
di scounted cash flow method. This method proposed uses a
free cash flow approach instead of the discounted cash flow
approach. This information is located in Exhibit 2. The
benefit of this approach is that Dr. d ass uses actua
rural tel ephone conpany data rather than |arge conpany
peers to devel op the appropriate discounted cash flow rate.
| update this data in Exhibit 5. The Division remains

silent on this alternative approach and the O fice provides
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no rebuttal on this nethod.

The O fice argues that the Uah Comm ssion
shoul d adopt the results froma nunber of Kansas deci sions.
| respond by recommendi ng the Conm ssion give themvery
little, if any, weight.

There are serious nechanical problenms with the
Division's selection of publicly traded conpani es and the
calculation of the risk free return used inits CAPM |
identify these problens and propose solutions for them

All of this data and anal ysis support the 10.5
percent overall rate of return proposed by Carbon/Enery.
And | recommend the Conm ssion adopt the proposed and
supported 10.5 percent overall rate of return for
Carbon/ Emery in this proceeding.

Topic two, depreciation nethod. | wll briefly
sunmmari ze the depreciation method proposed by the Division
and Carbon/ Emery. The Division seeks to change the
standard and industry accepted group asset straight |ine
depreciation nethod used by Carbon/Emery for Utah USF
purposes. | observe that this approach will add
adm ni strative conplexity to Carbon/Emrery's accounting
procedures. And in making such a change it should be fully
vetted to ensure that the public interest is served. The
claims made by the Division are not fully explained.

Notw t hstandi ng, if the Conm ssion were to adopt the
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1 Division's nmethod, | reconmmend the Conm ssion adopt ??ﬁ% S
2 nmonunental policy change on a prospective basis for new

3 assets that are purchased and placed into service. The

4 test year 2014 is representative of forecasted depreciation
5 expense for the next five years and so the transition that
6 | describe is in the public interest. This concludes ny

7 sunmary.

8 MS. SLAWSON: M. Meredith is available for

9 cross exam nation.

10 HEARI NG OFFI CER M. Jetter.

11 CROSS EXAM NATI ON

12 BY MR JETTER

13 Q Thank you. Good afternoon, M. Meredith., |

14 have a few questions and they're a little bit disjointed as
15 far as we'll skip around just a little bit. | would Iike
16 to just start out discussing the risk free rate of return.
17 1'mlooking at CE-4.0R which is your revised rebuttal

18 testinony dated Septenmber 4, 2015. And specifically I'm
19 addressing your discussion of the risk free rate of return
20 beginning on lines 271 through 279. |Is it an accurate
21 representation of your testinony there that you believe the
22 better nore accurate risk free rate of return to use in
23 calculation of an ROE for this specific purpose is an
24 average from 1990 through today?
25 A That's what | have used. | observe that the
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1 Division proposed a spot rate, which as | underst andp‘?gt]ev\l/a%;6
2 arate on a particular day. | propose that that be trended
3 abit. | used 1990, 25 years fromwhen this was prepared,
4 but 20 or 25 would be an appropriate trending of the risk

5 free rate.

6 Q Were you in this roomabout 30 mnutes to an

7 hour ago when M. Wolsey testified about what he believed
8 to be the termfor which we would apply the findings of

9 this particular case?

10 A Yes. The effective period of the findings,

11 vyes, | was

12 Q Do you agree with himthat it would be three to
13 five years?

14 A Yes, that's ny understanding is that it would
15 be a three to five years effective period.

16 Q And it's still your testinony that using a 20
17 to 25 year trend of Treasury Bill average equally weighing
18 for each year over that tine is a better choice than the

19 current actual risk free rate?
20 A. Yes, | do.
21 Q | would like to jump a little bit now here to
22 the factors that you discussed in pronoting the -- in
23 discussing the premumthat you would assign as a smal
24 conpany premumto Carbon/Emery. In support of that is it
25 correct, | believe it's lines 120 through 121 of this sane
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exhibit, that you rely on Mrningstar/Ibbotson Annual
Year book?
A No, ny sources for relying on the premumare

related to Dr. Heaton and Dr. Billingsley. The

Mor ni ngst ar/ 1 bbot son Year book or the Mrningstar/|bbotson
source and also Dr. Billingsley as | mention in the sunmary
used the Duff & Phelps report that is identified on |ine
142 of ny testinony.

Q Let me direct you beginning at |line 120 on page
5. Wuld you please read the first sentence in that
par agr aph?

A Yes. The Morningstar/lbbotson Annual Yearbook
routinely reports an adjustnent that would be applied to a
conpany based on market capitalization.

Q I's that publication sonething that is a
reliable source for information on this type of itenf

A Yes. Morningstar/|bbotson or Duff & Phelps are
establ i shed research firms. Yes, they are.

Q Thank you. Are you aware of what comnpanies
that the Morningstar/|bbotson Annual Yearbook uses to
calculate its small conpany prem un?

A Not specifically, no.

Q To be nore specific, are you aware if any of
t hose conpani es have a governnment run programt hat

subsi di zes those prograns in the event that they're not

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

1 earning their authorized rate of return? rage 118
2 A No, | don't know any specifics about the

3 conpanies or their operations.

4 Q And such a type of governnent program woul d

5 produce the risk to those conpanies; is that correct?

6 A Can be, yes.

7 Q | would |ike to hand you a photocopy of the

8 2015 | bbotson SBBI C assic Yearbook and this is page 113.
9 MR, JETTER May | approach the w tness?

10 HEARI NG OFFI CER:  Yes.

11 MR. JETTER This is not on ny exhibit |ist.
12 W can enter this as DPU Cross Exhibit 1.

13 HEARI NG OFFI CER. Any obj ecti on?

14 MS. SLAWEON:  No.

15 MR MOORE: No.

16 HEARI NG OFFI CER DPU Cross Exhibit 17?

17 MR JETTER  Yes.

18 HEARI NG OFFI CER  Go ahead.

19 Q (By M. Jetter) | think this will somewhat
20 confirmwhat you have just answered, but woul d you pl ease
21 read what | have highlighted in yellow, a paragraph which
22 is on the upper right hand corner of page 113 of that
23 publication?
24 A Yes. This is page 113. | don't have the title
25 of the document, but it is page 113. Most criticisns of
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the use of the size premumdo not address the underlying

reason for its existence. Snall cap stocks are stil

consi dered riskier investnents than |arge cap stocks.

| nvestors require an additional reward, in the form of
additional return, to take on the added risk of an
investment in small cap stocks. It is unlikely that in the
future investors will require no conpensation for taking on
this additional risk. That's the end of the paragraph.

Q Thank you for reading that. And you testified,
Is that correct, just a few nonents ago that a programlike
the State Universal Fund for Uah reduces the risk that
Carbon/ Emery has as conpared to the risk it would
experience were it not eligible for such a progran?

A Yes, | did say that but it probably needs to be
amplified just a bit that there are lots of risks
associated with a tel ephone conpany or with a small
conpany, it's not just the size. In fact Roger |bbotson,
and | quote himin ny testinony, says that even liquidity
risk is also very, very inportant. And | would argue quite
strongly that liquidity risk is just as apparent or nore
apparent for a small rural tel ephone conpany operating in
Price, Uah and no governnent operation is going to solve
that liquidity risk.

Q Let me ask you a few question about liquidity

risk. Are you famliar the capital structure of
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2 A Yes, | am

3 Q Coul d you describe that briefly?

4 A The actual capital structure is they are 100

5 equity.

6 Q Who are the equity hol ders?

7 A The sharehol ders, nenbers of the cooperative

8 don't know. | don't have a list of all the holders.

9 Q Are you aware of any recent attenpts to

10 increase the equity of the conpany, any sales of stock?

11 A No. That question -- | reviewed the answer to
12 that question that was asked by the Ofice to the conpany
13 and there was no -- there have been no issuance of stock in
14 the public sector.

15 Q Are you aware of any of the current owners who
16 have had a desire to sell and no ability to do such?

17 A A desire to sell and would want to essentially
18 cash out? | do not know of any. To the extent that sone
19 of those are cooperative nenbers, | know other cooperatives
20 that people have those desires, but | don't have specific
21 information for Carbon/Enery.
22 Q And you're aware that Carbon/Enery in fact
23 makes decisions based on the certainty provided by the
24 Universal Service Fund; is that correct?
25 A No. The Conmpany, just |ike any conmpany, has an

Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

© 00 N oo o b~ w N P

N N T N R N N S I e o T - S S S S S
g A W N P O © 0 N O o A W N P O

. , Page 121
array of investnent options both regul ated, nonregul at ed,

however it goes. And that array of investnent options is
before the decision nakers and they can choose what
I nvestnents to make.

Q So do you disagree with M. Wolsey's testinony
an hour or two ago when he said that they in fact do nake
deci sions based on, | believe it's a quote, certainty

provi ded by the FCC and state?

A | didn't hear himsay that. So I'll defer if
he said that.

Q Do you disagree with that statenent?

A Say the statenment again please.

Q That Carbon/ Enery nakes deci sions based on the

certainty provided by the FCC and state, and that was
specifically referring to the subsidy prograns for rural
t el ephone.

A Yes, without |ooking at the full transcript
that's possibly one itemthat they use, but they still have
the array of investnent options.

Q Based on how nuch risk is involved do you think
it would in fact change the decisions that the conpany
m ght make?

A Certainly. The risk of a particular investnent
opportunity or plan to use capital, the risks associated

wi th that endeavor will definitely be a factor in a
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2 Q You further testified you believe they nay al so
3 Dbe capital constrained in the borrow ng process by the

4 nature of their size; is that right?

5 A Yes. As far as borrow ng goes, yes. Snal

6 conpanies are constrained. There are actual boutique

7 lending firms that cater to small rural tel ephone

8 conpanies. |If you go to ABC bank down on Main Street, it's
9 not likely that they're going to want to | end you noney

10 Dbecause of the -- because of all of these associated risks
11 and the unnentioned risks that we haven't tal ked about.

12 Liquidity in small conpanies are definitely considerations
13 for a bank.

14 Q Are you famliar with the nost recent long term
15 borrowing rate that has been used in this case?

16 A No. | reviewed it. |It's not a controversial
17 itemso | can't remenber what the nunber is. | can look it
18 up. It's on M. Coleman's exhibits.

19 MR. JETTER  Counsel, do you consider that a
20 confidential nunber?
21 MS. SLAWSON: Tell me which one it is again.
22 HEARI NG OFFI CER.  The interest rate paid on --
23 MS. SLAWSON: That's not confidential.
24 Q (By M. Jetter) Wuld it surprise you to know
25 that rate is 5.64 percent?
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2 Q Doesn't that seemlike an awfully | ow anount

3 conpared to the Treasury Bond rate over the 20 year period,
4 or 25 year period that you suggested being nore appropriate
5 for the termof effects of this case being 5.009 percent?

6 A So we're tal king about 50 paces points

7 difference.

8 Q Yes, between a risk free rate and the snmal

9 conpany that you say has such a high risk that it needs

10 significant risk premumto attract capital

11 A One, this is a cost of debt number that we just
12 referred to. It's not the cost of equity. That's one

13 inportant consideration. The other consideration when

14 you're tal king about debt is -- at |least one of the -- the
15 Dbiggest focus of boutique firnms is RUS, which is the rural
16 wutility service, which is a governnment |ending programthat
17 produces rates that are very attractive for purposes of

18 federal public policy. So | don't think you can conpare

19 the cost of debt and relate it to the cost of equity or the
20 equity premumthat shoul d be appli ed.
21 Q Wll, the two of those are both based on risk
22 are they not?
23 A Different types. A lender has different clains
24 against a conpany than a stockholder. For exanple, if a
25 conpany |ike Fairpoint, which is one of M. Coleman's
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exanpl es, goes bankrupt there is a triage or a hierarchy of

who has cl ai magainst assets that still exist. And the
common stock sharehol ders are the |ast ones to get any
claims. So there is a difference in valuation and

wei ghting of risks and clai ns.

Q Just in the abstract just let me ask you, would
you expect a conmpany wWith a higher variability inits
revenue streamto be considered a higher risk conpany by a
| ender ?

A It really depends on cash flow. You're saying
hi gher variability, but does it have enough cash flow to
nmeet its obligations. And all |enders have certain
threshol ds, factors if you want to call them that the
conmpani es have to nmeet in order to not be in breach of that

| oan. So they have safeguards, |enders have safeguards to

address and principally -- a lot of themrelate to cash
flow, but there are others as well. But it's the ability
to pay the loan off. [It's just like if we were to buy a

car the Iender would want to know if you had enough noney
to pay off that car. The variability of your incone may
not be a factor because you may have plenty of noney above
the threshold that they're | ooking for

Q If you had a source as reliable as, for
exanple, the State of U ah Universal Service Fund as well

as the Federal Communications subsidy prograns providing a
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significant portion of that cash flow, would that indicate

to you potentially a lower risk for that conmpany as
conpared to a simlar conmpany w t hout those resources to
draw on?

A Not in 2015 because there is great uncertainty
in both prograns, both the Utah USF dealing with the
depreciation nethod that is now proposed and how it could
affect the claimor the request from Carbon/Enery, and even
nore inportantly the flows from Federal Universal Service
as we are going through a major transformation at the
federal level. There is not much certainty as to what is
going to happen in very near ternms with Federal Universal
Service. So there is quite a bit of uncertainty in a
mar ket, | should nmention, in a nmarket that is traditionally
over the long last 100 years has been relatively calmand
stable. But ever since telecomunications back in 1996,
and now the reformin 2011 at the FCC, there is quite a bit
of uncertainty within the market.

Q | think back to reiterate that question. |f
you're conparing let's say Carbon/Enery to one of the
references that both you and M. Col eman have used,
Shenandoah Val | ey Tel econmuni cations, who | believe is in
Virginia, which does not have a conparabl e universa
service fund program Between those two conpani es woul d

you say is it nore or less risky to have those types of

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

© 00 N oo o b~ w N P

N N T N R N N S I e o T - S S S S S
g A W N P O © 0 N O o A W N P O

_ . _ Page 126
subsi dy progranms, the Utah Universal Service Fund, at your

di sposal ?

A It's hard to say because Shenandoah Valley it
isin Virginia. | have just a small acquaintance with the
conpany. It would be better for a conpany and for a |ender
or for an investor to look at the customer base and the
custoner structure and the stability of that custoner base
and customer structure rather than a government universa
service programthat nmay or may not exist, may or nmay not
be cut. There is quite a bit of uncertainty. It is not a
certain thing that USF exits in states, and as you
mentioned in Virginia it doesn't exist.

Q I's there something unique about their custoners
that you think nmake themnore likely to remain custoners or

to remain nore reliable than the custoners of Carbon?

A Vell, | don't know if you've been to Shenandoah
Valley, but it is a fairly dynam c econom c space. | nean
there is -- | would say, no offense, Brock, but Shenandoah

Val | ey has nore econom c activity potential than Carbon and
Enery counties in Uah

Q ' mtal ki ng about on a per custoner basis. Do
you think each individual custonmer is nore reliable, nore
predi ct abl e?

A | don't have any information to give you or to

i nformyou on that question
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MR, JETTER  Thank you, M. Meredith. Those

are all the questions | have.

HEARI NG OFFI CER: M. Mbore.

MR, MOORE: Just a few questions. M. Jetter
took nost of mne. Just for clarity shake --

THE W TNESS: Your Honor, | have a snal
hearing problem So could the m crophone be drawn a little
closer so | can hear better

MR MOORE: Howis this?

THE WTNESS: That's good.

CROSS EXAM NATI ON
BY MR MOORE:

Q In your sunmary you stated that you are not
changi ng your proposed rate of return fromyour initia
application; is that correct?

A Correct. | am-- ny recomendation is the
Conmmi ssi on adopt the 10.5 percent overall rate of return
for Carbon/Enery's application.

Q That's including a 12.13 intrastate rate of
return; is that correct?

A Yes. According to the application that was the
rate of return used for the intrastate portion.

Q You didn't apply a small conpany prem un?

A What | did is | |ooked at several different

met hods, several different itens and |'mrecommending the
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Comm ssi on adopt the 10.5 because all of those indicators

show that if you were to do anything else, |ook at the
different risks, liquidity premumrisks, and small conpany
prem umrisks, you would be in excess of that 12.13, |
believe. So, therefore, the 10.5 percent is supported.

Q How di d you arrive at the 12.13?

A 12.13 | didn't arrive at it. The Conpany used
12. 13 because | understand the Division proposed and
testified in 2014 that rate was just and reasonabl e and
wthin the public interest in another case.

Q Was that case taken to hearing?

A That case was not taken to hearing. The

Commi ssion adopted in full the Division's recomendati on.

Q Through a settlenment?
A No, it wasn't settled. There was no dispute.
The Ofice -- the Division created a petition, created

testinony, filed the petition, and the Conmm ssion adopted
it. That's how | understand the Hanksville case to have
happened. There was no settlenment because there was no

I ssue in dispute.

MS. SLAWSON:  Your Honor, if I may, | believe
there actually was a hearing in that case, a hearing to
adopt the stipulation just as a matter of record.

Q (By M. More) But the stipulation didn't end

froma settlenent?
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1 A | did not participate. M understandi ngp‘?g']se Hes

2 that the Division prepared, produced, and supported the

3 12.13 percent in 2014, which incidentally is the same test

4 year that we're dealing with today.

5 Q But they haven't taken that position in this

6 case?

7 A No, they have not. They are recomendi ng an

8 adjustnment.

9 Q Coul d you turn to page 13 of your rebuttal

10 testinony, your revised rebuttal testinony Septenber 4,

11 20157

12 A Yes, |'mthere. It starts with a graph?

13 Q Yes. | have sone questions about the graph.

14 The fifth colum entitled small stocks and |ists various

15 premuns or additions; is that correct?

16 A Yes. This is by Roger I|bbotson from I bbotson &

17 Associates that we've been tal king about, very credible

18 professor at Yale University, or was. | don't know his

19 status now. He is identifying premuns that are | ooked at

20 in the real world.

21 Q The first premumis a small stock prem um

22 which is the small conpany prem um we' ve been referring to;

23 is that correct?

24 A Yes, that's what | would understand that to be.

25 Q Do you know of any USF case that has used a
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2 A No, nost USF cases don't even address this

3 issue. They use the 11.25 percent authorized rate of

4 return that the FCC uses and that's the end of the

5 discussion.

6 Q Do they use an equity risk prem unf

7 A [''msorry.

8 Q Are you aware of ones that use a equity risk

9 prem un?

10 A Vll, the equity risk premumis the prem um
11 that is given as a market or risk premum however you want
12 describe it. That's used with a CAPM nodel. As |

13 understand it fromyour witness's testinony that in sone
14 cases, although dated, that equity risk prem um has been
15 wused in a CAPM nodel in Kansas.

16 Q Do you have one froma bond horizon prem unf
17 A No, | don't know of any application of -- this
18 is getting nore into the -- the bond horizon prem um |

19 don't have any information on a state universal service
20 program or federal for that matter, addressing a bond
21 horizon prem um
22 Q Did you attenpt to conpute the required rate of
23 return using this graph, adding up these various prem uns
24 for Carbon?
25 A No, | did not. M testinony, | do state the
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1 liquidity premumand the small conpany prem um are
2 somewhat intertwined. The range, Dr. Billingsley's range
3 or rate for small conpany such as Carbon/Enmery is 6 or 7
4 percent small conpany premium And | did not even go that
5 far. | just took half of it and I took a 3 percent small
6 conpany premumto address liquidity and small conmpany and
7 it exceeded the 12.3 generated that supported 10.5 so | did
8 not have to extend ny analysis further.
9 Q Coul d you turn to page 12 of your testinony?
10 A Sure.
11 Q You have a table there, table 2. D d you
12 prepare this table?
13 A | did prepare the table.
14 Q What is the source of your spot beta
15 information on the table?
16 A The spot beta was -- to date the spot beta in
17 trying to replicate the information that M. Col enan of the
18 Division used | have went to Yahoo.com and obtai ned the
19 spot beta for these conpanies |isted.
20 Q Can you provide the source docunentation?
21 A Did | provide source docunentation, no. It was
22 the spot beta as of that date at Yahoo.com
23 Q What does the term CAM adj usted nmean?
24 A That's a very conservative straight -- CAPM
25 Q [''msorry, CAPM
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1 A It's the expected return using a risk frZ%??e&%f
2 and then applying the data to a market prem um

3 Q Where did you get the data for this CAPM

4 adjustnment?

5 A The CAPM the equation is the expected return

6 equals the risk free rate. And the risk free rate in this
7 calculation. Again as | said | used a very conservative --
8 actually not a textbook approach, but | used the T-bil

9 rate, which is the rate that was found below It's from
10 1990 to today as of the date of filing. So a 3.04 percent
11 T-bill rate. Then | applied the -- then you add to that

12 that risk free rate the beta nultiplied by a risk prem um
13 M. Coleman used a risk prem um of about 6.8 percent. |

14 opted to use an even nore conservative nunber and | used

15 the 5.01 percent nunmber listed here as a T-bond rate trend
16 as nmy risk premum So it's a few, maybe a 150 paces

17 points lower than M. Coleman. Doing it wth the abundance
18 of caution of get the | owest possible unadjusted CAPM

19 This particular table is really not focussed on
20 getting the CAPM nunber itself, but rather the adjustnment.
21 M whole testinony is there needs to be adjustnents to a
22 standard CAPM  You just don't do the standard CAPM for
23 conditions that we have before us. And so that's why the
24 -- so | used a very snmall -- that's the equation that I
25 used in order to develop the colum called CAPM unadj ust ed.
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And that's why | think if you were to conpare

this to M. Colenman's those nunbers would be different
because | did not use his nunbers. | used in the instance
of the market premium the equity premum | used a | ower
rate than he did.

Q This is reflected in the third colum of the --

A Yes.

Q You used the T-bill and the T-bond rates. Can
you describe where the interest rates are inputted into the
CAM asset pricing nodel ?

A Sure. The T-bill rate is a 90 day T-bill
That information was obtained fromthe U S. Departnent of
Treasury. They have a series that gives this infornation
And the T-bond rate is the 20 year T-bond, Treasury Bond.
Those nunbers go into the colum we were just descri bing.
The first one, the T-bill, the 3.04, gives the risk free
rate in the CAPM equation. The second one, the 5.01, is a
conservatively |low proxy for the risk market prem um That
nunber is multiplied by the beta and the sum of that
represents the CAPM

Q These cal cul ations created the | everaged CAPM
in the last colum?

A No. The levered -- if we go over to the far
right.

Q The far right.
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1 A W have taxes and debt and equity percen?%%%s%34
2 and then we have a |l evered beta referenced by Dr. Heaton in
3 Exhibit 1 as well. This adjusts for taxes and al so debt
4 and equity. So there is a formula that creates the |ever
5 and then you apply that |ever to the unadjusted beta and
6 you get a |evered beta.

7 Q The concl usion of the chart is your |everaged
8 CAPMon the far right hand col um?

9 A Correct. That is a |l everaged CAPM which

10 adjusts for taxes and debt and equity structure of the

11 various proxy conpani es.

12 Q You have Verizon and AT&T as your first two
13 conpanies, correct?

14 A Yes, Veri zon.

15 Q I's Verizon the sane as --

16 A Verizon is a Bell operating conpany, changed
17 its name to Verizon in the 90's.

18 Q Bot h Verizon and AT&T have very simlar

19 industry profiles, don't they?
20 A Very simlar --
21 Q | ndustry profiles.
22 A I ndustry profiles nmeaning their scope?
23 Q Their size
24 A Their capital structure is very, very
25 different. Verizon is highly |leveraged and AT&T is not.

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

1 You can see that in the debt and equity percentage. Pacﬁ1135
2 can take the percent debt divided by the percent equity

3 which is reported in the third to last colum, the Verizon
4 nunber is 8.9 and AT&T is 0. 88.

5 Q But in terns of size, they' re both remants of
6 the Bell conpany, they' re conpetitors, aren't they?

7 A Yes. Verizon and AT&T are conpetitors for

8 certain services, for primarily their wreless services.

9 They have a couple | ocal exchange carriers, traditiona

10 local exchange areas that are not -- | wouldn't call them
11 conpetitive with each other. There is some overlap. But
12 what we see in the press nost of the time is AT&T and

13 Verizon fighting out signal coverage for wreless service
14 across the United States map. So they're highly

15 conpetitive in that market.

16 Q In your |ast colum how woul d you -- how does
17 leveraged CAPMrelate to cost of equity?

18 A Ckay. The |everaged CAPMis produced -- or the
19 leveraged beta is produced by multiplying the beta tines an
20 equation or a function that addresses the tax structure of
21 the conpany, and that tax piece is then nmultiplied by the
22 debt and equity percentages. So the |evered beta takes

23 into account taxes and debt and equity structure all in one
24 cal cul ation.

25 Q That's the second to the last colum?
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1 A Correct. rage 0
2 Q ' m aski ng about the |ast colum.

3 A Yes. Then the last colum is the CAPM t hat

4 uses instead of the spot beta, it uses the |evered beta and
5 creates a |levered CAPM resul t.

6 Q How does that relate to the cost of equity? |Is
7 there any relationship whatsoever?

8 A. VWll, inthis case the | evered beta woul d

9 reflect the equity prem umthat market analysts woul d

10 expect fromthese conpanies based on their capital

11 structure.

12 Q The | everaged CAPM Verizon has over three tines
13 the nunber of AT&T; is that correct?

14 A Correct. It's 25.7 and AT&T is 7.4. That

15 again is a function of the very different capital structure
16 of the two conpanies.

17 Q Doesn't a levered CAPM of this magnitude cause
18 some problens with conpetition?

19 A Wth conmpetition?
20 Q Bet ween AT&T and Veri zon
21 A | don't think so. Conpetition would be on the
22 demand side for services, seeking nmarket share. And |
23 don't know how the capital structure would be influenced by
24 market share. | nean, investors are |ooking at market
25 share because that is a risk assessnent that they have to
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take as to whether the conpany has a desirabl e environnent

to operate with the potential for growth. So to that
extent the conpetition could affect it, but | don't think
it's direct.

Q It's a cost though, isn't it? How can Verizon
compete if they have a cost that is over three times higher
t han AT&T?

A. No, this is not a cost. There is a cost of
capital if an analyst is |ooking at Verizon and AT&T,
Verizon is growing a ot nore than AT&T in sone of its
markets, in its wireless markets, for exanple. So from an
I nvest nent standpoint you say okay I'Il take that growth
potential for Verizon. And AT&T is nore of a stay conpany
-- | hate to say that if anybody has any AT&T rel atives.
But they're a little bit nmore conservative and nore of a
di vi dend val ue conpany than Verizon is.

MR MOORE: That's all | have. Thank you.
HEARI NG OFFI CER:  Any redirect?
REDI RECT EXAM NATI ON
BY M5. SLAWSON:

Q Wul d you take a | ook at DPU Cross Exhibit 17?
A I's this the Mrningstar page 1137

Q Yes.

A Yes.

Q.

M. Jetter questioned you on this wanting to
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1 know -- | believe his questions were sonething al ongPatl ee o
2 lines of -- I"'mnot trying to restate themexactly --

3 whether a conpany that receives USF -- if the conpany

4 receives USF would that offset a small conpany premium Do
5 vyou recall that?

6 A Yes, | recall that.

7 Q How woul d this size premumrelate to the risk
8 that M. Jetter was alluding to or the | ower risks

9 associated wth USF?

10 A Say that again.

11 Q How woul d the risk factor that M. Jetter was
12 identifying and the small conpany premuns that is

13 identified here by M. |bbotson, how would that relate to a
14 conpany that receives USF distribution?

15 A As | look at page 113 there is a graph, 7.5,

16 that shows essentially snall conpany prem um over tine

17 going back to 1945 and it various. There is sone

18 wvariability there. But |I think the two take aways are one
19 is positive, there is a snall conpany premumthat is

20 generally applied in the real world, it's just not a

21 straight CAPM a traditional textbook CAPM And then the
22 nunber ranges right nowin 2014 it |ooks like that's at

23 about two and a half, | guess a fair read maybe a little
24 north of two and a half percent small conpany prem um

25 Dr. Billingsley |ooked at small conpany
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1 premum and actually it was one of his criticisns oﬁa%%eIBQ
2 FCC nethod they used in | ooking at whether they should

3 re-prescribe the authorized rate of return of 11.25 percent
4 and they produced a staff report. M. Billingsley used a

5 small conmpany premumin that case, and alnost all of the

6 conpanies that would be affected were federal universa

7 service recipients. So it did not persuade Dr. Billingsley
8 fromusing a small company prem um even when you had this

9 quote or this alleged governnent programfor funds. So |
10 think they are distinct and | don't think they offset one
11 anot her.

12 MS. SLAWSON: Thank you. No other questions.
13 MR, JETTER | do have sonme foll owmp questions.
14 HEARI NG OFFI CER.  How much tine do you

15 anticipate?

16 MR. JETTER  Ten mi nutes.

17 HEARI NG OFFI CER:  Let's go ahead and break for
18 lunch and do that when we come back. |Is that okay? How
19 long do you all want for lunch? W'Il|l come back at 2:00.
20 (Of the record.)

21 HEARI NG OFFI CER  Let's go back on the record.
22 W are picking up where we left off before our lunch break
23 M. Jetter, | believe you had sone recross for

24 M. Meredith.

25 MR. JETTER Yes. | have reconsidered and have
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deci ded not to recross.

HEARI NG OFFI CER:  All right. M. Moore, do you
have any recross?

MR MOORE: No, | do not.

HEARI NG OFFI CER:  Ckay. Then Ms. Sl awson, |
think what | would do at this point is ask you to pl ease
address as well as you can the questions that the
Commi ssion posed in its notice.

MS. SLAWSON: | would be happy to do that, but
|'mjust wondering if it mght be nore appropriate at the
end after all of the wtnesses have testified so we know
what all the testinony in the record is. | think a |lot of
the testinmony, or sonme of the testinony that we m ght
illicit through cross exam nation mght go to sone of those
I ssues and not nmake those statenents based on an inconplete
record, but it's up to you

HEARI NG OFFICER: | would like you to address
what you can at this point.

MS. SLAWSON: Thank you. In the notice served
by the Public Service Conm ssion on January 21, 2016 the
Comm ssion notified parties that they should cone prepared
to discuss three issues. Do you want ne to identify those
I ssues for the record?

HEARI NG OFFI CER:  Sure.

M5. SLAWSON: Number one, Utah Code Section
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54-8b-6 states, a tel ecomunications corporation providing

intrastate public tel ecomunications services may not
subsidize its intrastate tel ecomuni cati ons services which
are exenpted fromregulation with the proceeds from ot her
intrastate tel ecomunications services not so exenpted.
Di sbursenents fromthe UUSF constitute proceeds from
regul ated intrastate tel econmuni cati ons operations. Are
the parties satisfied that a continued or increased
di sbursenment fromthe UUSF woul d not serve to subsidize the
nonr egul at ed operations of Carbon/Enery? Wy or why not?
Have | identified that issue correctly?

HEARI NG OFFI CER: | believe so.

MS. SLAWSON: As the Conm ssion has noted this
Is a threshold issue and the questions that this issue
presents are addressed in the volumnous testinony filed in
this case. The testinony specifically filed in this case
identifies with particularity the uses for which
Carbon/Emery will use or utilize its UUSF funds.

Each party in this matter has provided
testimony on, for exanple, cost allocation between
regul ated and nonregul ated activities. And so those issues
are briefed for the Commssion in terns of testinony. The
Commi ssion | would say has the obligation at this point to
determ ne how those cost allocations should be nade to

avoi d any subsi di zati on.
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W believe, Carbon/Enery believes and is

satisfied that a continued and increased di sbursenment from
the Utah Universal Service Fund would not serve to
subsi di ze its nonregul ated operations, and that the
testinony they have provided on this case in this matter is
cl ear on those points.

Carbon/Emery filed it's application for Utah
Uni versal Service Fund and its requested revenue
requi rement has gone through a vigorous review process.
The testinmony or evidence in this case proves that
Carbon/ Emery is not using the UUSF funds to subsidize its
nonr egul at ed operati ons.

In order to be eligible for UUSF funds the
Conmpany nust show that it is an eligible tel econmunications
carrier, that it is in conpliance with Conm ssion orders
and rules. Did the Company conplete a Conm ssion review of
its revenue requirement and other tel ecomunications
service rate structure prior to any change in the UUSF,
which is what we're doing here today, and then does not
charge rates in excess of the affordable base rate. It
nmust al so show that it provides lifeline service and it is
a facility based provider.

The testinmony that's been provided in this case
through the prefiled witten testinony and the testinony

illicit here today denonstrates that Carbon/Enmery has net
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the requirenents and the statute and rules and there is no

evi dence of subsidization in the extensive record.

Shall | go forward with issue two?

HEARI NG OFFI CER:  That's fine.

MS. SLAWSON: |Issue two, Utah Code Section
54-8b-15(1)(a) states, a basic tel ephone service nmeans
| ocal exchange service. U ah Code Section 54-8b-15(6)(a)
states, the UUSF shall be designed to pronote equitable
cost recovery of basic tel ephone services. The question
asked by the Conm ssion are the parties satisfied that a
continued or increased disbursenment fromthe UUSF to
Carbon/ Emery woul d conply with this statutory | anguage?

Each party in this case has supplied testinony
as to the reasonable costs -- let me back up. Carbon/Enery
has provided testinony and an application as to the
reasonabl e costs associated with providing basic tel ephone
services. Each of the other parties have provided
testinony on this issue. At this point the record is
robust and denonstrates through the testinony of the
Conpany that the reasonable costs of providing basic
t el econmuni cations services are not net through rate
recovery at the affordable base rate, and the Conpany is
not earning the allowed rate of return.

And so we believe that the testinmony shows that

Carbon/Emery is entitled to additional UUSF funds to neet
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t he reasonabl e costs of providing basic tel econmunications

for tel ephone services.

| ssue three, Uah Code Section 54-8b-15(5)
states, operation of the Utah Universal Service Fund shall
be nondi scrimnatory and conpetitively and technol ogically
neutral in the collection and distribution of funds,
neither providing a conpetitive advantage for, nor inposing
a conpetitive di sadvantage upon any tel econmuni cations
provider in the state. Are the parties satisfied that a
conti nued or increased disbursement fromthe Utah Universa
Service Fund to Carbon/Emery would conply with the
statutory | anguage? Wy or why not?

As indicated previously in nmy statenment, and as
denonstrated in the testinmonies of Brock Johansen and
Darren Wol sey, Carbon/Enery has net the requirenments of
the statute outlining the eligibility for disbursement from
the Utah Universal Service Fund. And therefore, is
entitled to continued and increased di sbursenents fromthe
fund. There has been no testinony, nor has there been to
ny know edge any argument that the fund is not being
adm ni stered neutrally.

So based on the testinony provided in the
record Carbon/Enery's position is that Carbon/Enery is
entitled to additional UUSF distribution fromthe fund and

has nmet the requirements of the statute.

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

© 00 N oo o b~ w N P

N N T N R N N S I e o T - S S S S S
g A W N P O © 0 N O o A W N P O

Page 145
HEARI NG OFFI CER.  Thank you. And you have no

nore witnesses; is that correct?

MS. SLAWSON: That is correct.

HEARI NG OFFI CER  Does the Division want to
call its wtness. Just so you know, | figure we'll go at
this point until about 3:20, break for 15 or 20 m nutes,
and then we can go up to 5:00 as needed. Go ahead.

MR. JETTER It's a little out of the order
that the Conpany did, but if you would like I could address
t he sane questions now just back to back.

HEARI NG OFFI CER:  That's fine.

MR. JETTER  Because it mght be easier |ooking
back at the record to see. And if it's acceptable I']
rely on Kira's reading on the questions and just address
t hem as questions 1, 2, 3.

HEARI NG OFFI CER:  That's fine.

MR, JETTER Wth respect to question one. In
practically every incunbent |ocal exchange carrier
territory or conpanies in Uah are receiving Uah Universa
Service Fund support. The tel ephone conpany receiving the
support is under conmon ownership with its affiliate
internet service provider. 1In nost, if not all, cases the
| LEC owns the facilities and sells access to the affiliated
I nternet conpany. Cenerally the access fees paid by the

I nternet conpany are based on the National Exchange Carrier
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Association tariff rate, also referred to as NECA.

The NECA tariff rate is a cost based tariff
derived fromother simlar |ILEC costs. The Division has
relied upon the NECA tariff or prior reconmendations
because it is a reasonable proxy established by an outside
entity. To the extent to which UUSF funds may subsidize an
affiliate in such circunstances is difficult to determ ne.

Most of the current plant additions that we're
seeing in the ILEC territories are providing fiber to the
honme. Installation of fiber to the home is not necessary
for basic tel ephone service. However, fiber network can
and do provide basic tel ephone service as well as offer
significantly inmproved availability of high-speed internet
access for the affiliate internet provider.

In the event that the copper network is failing
and must be replaced it is often nost econom cal to replace
facilities with fiber. The benefit of fiber is shared
between the ILEC as well as the affiliate. Revenue
i ncreases generated fromand received after the fiber
install are likely to be received primarily by the internet
and/or television affiliates.

What were once tel ephone conpani es
traditionally that began to provide internet through an
affiliate are often now predom nantly internet and

tel evi si on conpani es that al so happen to offer tel ephone
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service. However, all three services in the case of fi ber

networ ks can often use the same facility. And all of them
wll likely benefit fromsharing of the costs of the
facility.

Whet her it can neasure the benefit to the
conpany's basic tel ephone service or to first determ ne
whet her the investnent was necessary in order to continue
basi c tel ephone service is a critical question.

[f, for exanple, the Conm ssion were to take
the view that the revenue increases or revenue derived from
the value of the facility to each affiliate were indicative
of whet her subsidy were occurring, then the cal cul ati on of
costs shared based on revenue would indicate that it is
likely that an affiliate nmay be being subsidized. On the
ot her hand, if the Conm ssion views the test as whether it
reduces the cost to provide basic tel ephone service by
selling access to affiliates, it nay be argued that because
the affiliate contributes sone dollars to defray the costs
of the tel ephone service the Uah Universal Service Fund is
not subsidizing the affiliate if that investnent in the
fiber or other upgrades was a prudent investment for the
regul ated | LEC

Wth respect to the cost of operations the
Division of Public Utilities periodically reviews all

regul ated tel econmuni cati ons conpani es receiving Ut ah
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Uni versal Service Fund support. This review includes a

desk audit of the annual report filed by the conpanies with
the DPU. If the desk audit indicates issues that need
further investigation, the DPU then takes the appropriate
action, which may include a nore formal audit at the tine
if the Division has the ability to dedicate tine and
resources to that investigation.

Cases filed wth the Conm ssion that are
ongoi ng tends to take precedence over those proactive
audits. If a formal audit is conducted then the DPU will
receive the cost allocation manual that the conpany is
using to allocate costs between its regul ated operations
and unregul ated affiliates. This has been a standard
practice for several years.

The cost allocation manuals are normally
devel oped based on the FCC Part 64 guidelines as there is
no Ut ah specific Public Service Conmm ssion rules to use as
gui dance for these cost allocation manuals. |f the cost
al l ocation manual seens reasonable to the Division and the
conpany appears to have made a good faith effort to
al l ocate costs between regul ated and nonregul ated
conpanies, then the Division wll test to make certain that
the cost allocation manual is being foll owed and practi ced.
|f there is no cost allocation manual, or the cost

al |l ocati on manual seens insufficient, then the D vision
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wi || propose its own cost allocation nethod.

In the case of Carbon/Enery TelecomInc. the
Division has reviewed its cost allocation manual
approximately five tines in the last six to seven years
during various Universal Service Fund requests. The DPU
has found that Carbon/Enmery Tel ecoms cost allocation
manual seens to be fairly robust and it appears to be
foll owed and practi ced.

The only criticismof the cost allocation
manual is that it is sometines dated and coul d be revi ewed
and updated nore often. The DUP recognizes that there are
sone i nherent problens devel opi ng accurate cost allocation
manual s.

If the Conmission is interested in devel oping
rules to provide nore specific guidance in this area the
DPU woul d wel cone such an opportunity and would like to
participate in an effort to do so.

Wth respect to question two. Yes,

di sbursements conply with this |anguage. The DPU views the
Ut ah Universal Service Fund as a cost recovery nmechanismto
be used were the total cost of providing basic tel ephone
servi ces exceed the revenues generated fromthose services.
The cal culation of that support is defined in Conm ssion
Rul e 746-360- 8.

If a tel ecommunications conpany is charging the
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af fordabl e base rate as defined in Rule 746-360-2, then the

Di vision believes that the Universal Service Fund is
designed to fill in the gap between the total revenue and
total expense for providing basic tel ephone service.

If the tel ecommuni cati ons company were not
charging the affordable base rate, the Division would
I npute the revenue it would receive if it were charging the
af fordabl e base rate and reduce the Utah Universal Service
Fund recomendati on by that anount.

In this case Carbon/Enery Tel ecomis charging
the affordabl e base rate and the Division believes that
conti nued di sbursement fromthe Universal Service Fund to
Carbon/ Enery Tel ecom for the cost recovery for the basic
t el ephone conmuni cation services is appropriate to the
extent that the actual cost of providing basic tel ephone
service exceed the revenue generated. However, the
Division is mndful of opportunities for effectively
recovering for expenses that woul d benefit parts of the
Company' s business that are unregul ated. Progressive
repl acement of infrastructure, such as copper cable that
remain sufficient to provide basic tel ephone service, can
all ow the Conpany to recover for investnents that have not
been needed for the service of basic tel ephone. The
Di vi si on recogni zes that basic tel ephone service can

benefit fromthese investnents even if it did not require
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t hem

Further to stave off custoner departures,

t el ephone conpani es attenpt to retain custonmers with nore
advanced services. Gven their affect on reducing customner
| osses and sone increnmental benefits, these investnents
have not been the subject of the Division's adjustnments in
this case

Nevert hel ess, when the investnent is recovered
t hrough accel erated depreciation the Division is unw lling
to accept that accelerated recovery and has nade
adj ustments in our reconmendations to the Comm ssion.

And with respect to question three, eligibility
for Utah Universal Service Fund disbursenment is defined in
Comm ssion Rule 746-360-6. To be eligible the conpany nust
be designated as an eligible tel econmunications carrier
pursuant to 47-USC-214(e).

Car bon/ Enery Tel ephone is an eligible
t el ecommuni cations carrier as described above and is an
i ncunbent rate of return tel ephone corporation that is
described in Rule 746-360-6. The Division, therefore,
believes it is eligible to receive Universal Service Fund
di sbursenments in the amounts that woul d be cal cul at ed
appropriately.

Wiile a variety of rules governing Uah Code

54-8b- 15(5) m ght be perm ssible under the Conmm ssion's
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existing rules, Carbon/Enery Tel ephone is eligible subject

to the establishment of Conm ssion -- subject to the
Commi ssion's establishment of an appropriate anount.

There are other carriers conpeting in the
Carbon/ Emery service territories utilizing other technol ogy
such as wreless service. These carriers may be at a
conpetitive di sadvant age when conpeting with a carrier such
as Carbon/Emery that receives Uah Universal Service Fund
subsidy. However, as of yet these carriers have either
chosen not to pursue ETC designation or their applications
have been denied by the Commi ssion for this territory.

Desi gnation as an ETC may qualify themfor
Uni versal Service Fund di sbursenents. There are severa
wreless lifeline carriers that have received ETC
desi gnations fromthe Public Service Comm ssion. These
carriers as of yet have not requested Utah Universal
Servi ce Fund support, and in each instance they have agreed
in stipulations to only seek Utah Universal Service Fund
support after additional proceedings requesting it before
the Comm ssion. And that concludes the Division's
responses.

HEARI NG OFFI CER.  That's very hel pful. Thank
you. Would you like to call your w tness?

MR, JETTER The Division would like to cal
first M. WIIiam Duncan.
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1 (The witness is sworn in.) rage 15e
2 DI RECT EXAM NATI ON
3 BY MR JETTER
4 Q Good afternoon, M. Duncan.
5 A Good afternoon.
6 Q Wul d you pl ease state your nane and occupation
7 for the record?
8 A Yes. M nane is WIliamDuncan. | amthe
9 manager of the Tel econmuni cations and Water Section for
10 Utah Division of Public Uilities.
11 Q Thank you. In the course of your enploynment
12 did you have the opportunity to review the application and
13 testinony filed by the applicant in this case?
14 A Yes.
15 Q Did you create and cause to be filed with the
16 Conmission prefiled direct testinony?
17 A Yes.
18 Q ['Il just read themall if that's okay. Direct
19 testinony, rebuttal testinony, revised rebuttal testinony,
20 and surrebuttal testinony along with the attending
21 exhibits?
22 A. Yes, | did.
23 Q If you were asked those sanme questions today
24 woul d you answer themthe sane way?
25 A Yes.
Litigation Services | 800-330-1112
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1 Q Do you have some corrections that you mniﬁ%ﬁ 7
2 like to make to those?

3 A Yes. On ny rebuttal testinony, revised

4 rebuttal and surrebuttal on page 1, the title page on each
5 of those docunents, | failed to change the name of Enmery

6 Tel ephone to Carbon/Enmery Tel ecomlInc. The docket nunber

7 1is correct and the testinony is correct, but | evidently

8 wused the same testinmony in the Emery case and inadvertently
9 forgot to change the title page. So that's page 1 on each
10 of those.

11 Q Do you have any ot her changes that you woul d

12 like to nmake?

13 A Yes. During our final review of the exhibits
14 prior to the hearing we discovered a calculation error in
15 the rate of return calculation. After correcting the error
16 the Division's position on the rate of return has been

17 revised to 9.97 percent rather than the 9.85 percent that
18 was submtted in previous testinony. M. Coleman wll

19 testify to the Division's position on that |ater today.
20 That change has been considered by the Division and the
21 Division has adjusted its reconmendati on from decrease in
22 U ah Universal Service Fund of $14, 458, which | believe was
23 in ny surrebuttal testinony, to an increase in Uah
24 Universal Service Fund annually of $6,833. This increase
25 would put the Division's position for a total annual UUSF
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di sbursenent of $1, 045, 547.

W have two exhibits that we have devel oped to
replace two exhibits in nmy surrebuttal testinony. One of
themis the tenplate we used for calculating the Uah
Uni versal Service Fund, which Carbon/Emery used in their
application and then we used that tenplate to put our
adjustnents in. So that one has been used before.

The second exhibit that we're passing out today
-- actually there are two tables in nmy surrebuttal
testinmony that -- | didn't know the best way to handl e
this, so rather than replace themin a witten format |
just produced sone Excel tables. One of them the first
table on line 54 of ny surrebuttal, and the second one is
on line 81 of nmy surrebuttal. But they both just show the
revenue requirenment and revenue deficiency that |
previously spoke about of $6,833. So it's a fairly mnor
change, but one we had to correct when we found the error.

HEARI NG OFFI CER:  That's based on the change on
the rate of return, correct?

THE WTNESS: Yes. The rate of return changed
from9.85 to 9.97.

HEARI NG OFFI CER.  That's the conposite?

THE WTNESS: That's the conposite, that's
correct.

HEARI NG OFFI CER.  Thank you.
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MR JETTER At this time | would |Iike to hand

out another hearing exhibit that is the correction nade in
anot her one of our w tnesses, Casey Col eman's testinony,
but it relates to the same issue so | thought it be
reasonable to pass this out at the same tine.

HEARI NG OFFI CER:  CGo ahead.

MR JETTER | intend to have M. Col eman
address this briefly.

HEARI NG OFFI CER.  |s there any objection? This
Is just a replacenment of an exhibit on file?

MR JETTER It is.

MS. SLAWSON: | just want to nake sure |'m
seeing the corrections correctly on M. Col eman's
testinony. | can ask himabout this if there are any
I ssues. W can keep goi ng.

HEARI NG OFFI CER:  The O fice has no objection?

MR, MOORE: No objection.

HEARI NG OFFI CER:  Did you want to ask
M. Col eman about this now?

MR JETTER | can ask himabout it when he is
sworn in and we get it authenticated in the record at that
time.

HEARI NG OFFI CER:  Ckay. Go ahead.

MR JETTER | believe at this tinme the two

exhibits that were first handed out, which are entitled at
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the top DPU Exhibit 1.1 Hearing and DPU Exhibit 1.2 Hearing

and those relate to M. Duncan's testinony, that those be
accepted into the record?
HEARI NG OFFI CER: And there is no objection?
MS. SLAWSON: No objecti on.
MR, MOORE: No objection.
HEARI NG OFFICER Al right. W'IIl accept them
as marked.
MR. JETTER And with that that concl udes ny
direct testinony of M. Duncan. He is available for cross.
HEARI NG OFFI CER.  Ms. Sl awson, questions for
M. Duncan?
MS. SLAWSON:  Yes.
CROSS EXAM NATI ON
BY M5. SLAWSON:
Q Good afternoon, M. Duncan. You provided
summary testinony for the Division in this case, correct?
A That is correct.
Q As | have reviewed your testinmony |'ve
identified three issues that remain unresol ved between the

Conmpany and the Division; is that correct?

A That is correct.

Q Those woul d be rate of return, correct?
A Yes.

Q The final figure for the adjustnent for
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1 mgration of custoners fromcable internet to fiber Iiacl)g? hle58

2 hone internet service, correct?

3 A That is correct.

4 Q And then the depreciati on expense?

5 A That is correct.

6 Q Wth regard to the rate of return it's ny

7 understanding that the only issue between the Conpany and

8 the Division at this point is on the appropriate cost of

9 equity; is that correct?

10 A That is correct.

11 Q And it's ny understanding that M. Coleman will

12 be providing that testinony for the Division?

13 A Yes.

14 Q And wth regard to the depreciation expense Joe

15 Hellewell will be providing that testinony for the

16 Division, correct?

17 A Yes.

18 Q Throughout this procedure the Division has

19 propounded several sets of data requests in this matter; is

20 that correct?

21 A Yes.

22 Q In addition to the data requests did you have

23 telephone calls with the Conmpany throughout this process?

24 A Yes.

25 Q If you were uncl ear about an issue or response
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1 to a data request you would call the Conpany for rage 159
2 clarification; isn't that accurate?

3 A | don't knowif we called themon every issue,
4 but we certainly did on sone.

5 Q You felt as though you could call themon any
6 issue?

7 A Yes.

8 Q Because you're providing the summary testinony
9 | just have a couple questions for you. But | wanted to
10 nmake sure in the testinony of Joe Hellewell there are

11 several references to the proposition that the Utah

12 Universal Service Fund should not be used as an incentive
13 for increased infrastructure investnents. Do you recal

14 that testimony from M. Hellewell?

15 A Yes, vaguely.

16 Q | couldn't find any exanple when | | ooked

17 through your testinmony of where you testified that

18 Carbon/ Enmery unnecessarily accelerated its plant investnent
19 Dby replacing assets before the end of their useful life; is
20 that correct?

21 A That's correct, | don't believe |I testified on
22 that.

23 Q | just want to identify the |ast renaining

24 issue between the Division and Carbon/Enery, and that was
25 the cable mgration nunber.
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1 A Yes. rage 190
2 Q As |'ve reviewed your testinony the fina

3 figure wth regard to the Division's adjustnent for inputed
4 revenue for mgration of customers who currently receive

5 their internet services through Carbon's cable affiliates
6 to the new fiber to the home network that is being

7 constructed by Carbon still needs final calculation which
8 1is dependent upon the rate of return authorized by the

9 Conmi ssion, correct?

10 A Correct, it's dependent upon the rate of

11 return.

12 Q Sois it fair to say that once that rate of

13 return has been determ ned by the Conm ssion, the

14 cal cul ation and the nethodol ogy for that cal culation wuld
15 be finalized and the adjustment will be made, correct?

16 A Yes. The adjustnent is dependent upon whatever
17 the final rate of return is.

18 Q Wth regard to the rate of return the Conpany
19 has proposed a return on equity of 12.13 percent, correct?
20 A That is correct.
21 Q Were you involved in the Hanksville Tel ecom
22 UUSF proceedi ng which was filed by the Division in My
23 20147
24 A Yes.
25 Q Did the Division prepare the confidenti al
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1 exhibits attached to its Hanksville application? rage 1ot
2 A ['msure we did.

3 Q Do you recall the return on equity that was

4 used by the Division in that application?

5 A Not specifically, but I -- if you say it was
6 12.13 1'll accept that.

7 Q | think the Comm ssion can take judicial notice
8 of what that nunber was. At the time the Division was

9 preparing the application in the Hanksville Tel ecom UUSF
10 proceeding was the Division aware that Enery Tel ecom was
11 also planning to file an application for UUSF?

12 A | don't renenber.

13 Q In fact, Enery filed an application for an

14 increase in UUSF in Septenber 2014; is that correct? The
15 first one.

16 A Yes. | would say -- | would accept that's

17 «correct. | don't remenber the date, but | renenber the
18 proceeding.

19 Q Because you don't renenber the proceeding |
20 would just state that the Comm ssion can take judicial
21 notice that the return on equity nunber that was filed by
22 Enmery in Septenber of 2014. Was the return on equity
23 figure an issue that was contested by the Division in the
24 Enery 2014 UUSF application?
25 A | don't renenber.
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1 Q Have you revi ewed the adjustnents identi??%ﬁi%g?
2 M. GOstrander in his surrebuttal testinony relating to

3 allocation adjustnents?

4 A Not in depth.

5 Q | didn't see it in your sunmmary testinony. So
6 the Division is not reconmendi ng that the Conm ssion adopt
7 those adjustnents; is that correct?

8 A No, we're not.

9 Q Wth regard to the landline |oss projection, is
10 it your testinony that the Division supports and has

11 adopted the calculation provided by the Conpany for

12 landline | oss projection?

13 A | woul d say we adopted the anended | andli ne

14 | oss nunbers that cane in, that Carbon/Enery devel oped and
15 revised I'mgoing to say during testinony.

16 Q Wth respect to the Division and Carbon/ Enery
17 there is no issue, remaining issue, as to the landline |oss
18 adjustnent, correct?

19 A No.
20 MS. SLAWSON: | have no other questions for the
21 wtness.
22 HEARI NG OFFI CER° M. MNbore.
23 CROSS EXAM NATI ON
24 BY MR MXORE:
25 Q Just a few short questions on the capital
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1 structure issue. M. Duncan, the Division is reconn2$3ﬁréf3
2 onits capital structure 35 debt and 65 percent equity in

3 this case?

4 A Yes.

5 Q This capital structure was derived froma 2008
6 capital structure task force; is that correct?

7 A Yes.

8 Q I n your testinony you stated that prior to 2008
9 the DPU used various hypothetical structures, including the
10 50/50 structure recommended by M. Brevitz; is that

11 correct?

12 A | wasn't here prior to 2008 so | can't -- the
13 information | received is fromothers that over the years
14 preceding 2008 the Division used a variety of capital

15 structures.

16 Q The point of the 2008 capital structure task

17 force was to arrive at a capital structure that woul d

18 provide the ILEC s with certainty making future investment
19 deci sions?
20 A It was to provide sone |evel of certainty in
21 U ah Universal Service Fund applications.
22 Q Since you' ve been here the Division has used
23 that capital structure in its UUSF cases; is that correct?
24 A Correct.
25 Q In reading your testinony you seemto stress
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1 that this was due to a policy of regulatory consistency?

2 A Yes, it was trying to provide sone regul atory

3 consi stency.

4 Q On page 48 of your rebuttal testinony you

5 stated that while DPU understands the OCS concerns with the
6 65/35 hypothetical capital structure, the DPU believes this
7 is not the place to make a major policy change. Does that
8 sound correct?

9 A Yes.

10 Q You went on to state, the DPU woul d support a
11 nuch broader proceeding to exam ne the question that could
12 ultimately result in consistent practices that could be

13 applied globally; is that correct?

14 A Correct.

15 Q Now t he 2008 capital structure task force did
16 not result in arule fromthe Conmssion, did it?

17 A That's correct.

18 Q In fact, October 27, 2008 the Conm ssion sent a
19 letter to DPU rejecting a rule?
20 A Correct.
21 Q I'"'mgoing to hand you -- | believe this is in
22 our exhibit list, but there seens to be some confusion. So
23 I'Il just hand these down and just ask a question w thout
24 putting it in the record unless there is an objection. 1Is
25 this letter -- have you ever seen this letter before?
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1 A Yes. rage 195
2 Q Is this the letter that | was referring to?

3 A | believe so.

4 Q In the last sentence of the major paragraph the
5 Commssion wites, it is also concerned that the inpact of
6 the rules that sets rates under title 54 where the

7 Commission is required to make a determ nation based on

8 evidence presented in an adjudi cated proceedi ng based on

9 circunstances facing each conpany and relevant to tine the
10 rates will be effective.

11 A Correct, that's what it says.

12 Q Now i f you provided a policy based on regul ar
13 consistency that's been in effect since 2008 and going to
14 go in effect indefinitely, until | guess there is another
15 gl obal change, the capital structure is not as the

16 Conmi ssion suggests, the Comm ssion pronounces, relevant to
17 tinme to which the rates take effect; isn't that true?

18 A Can you restate that?

19 Q I'msorry. The Comm ssion states that they
20 rejected the rule because in part they feel like the
21 capital structure should be based on evi dence and
22 circunstances facing each conpany, and inportantly rel evant
23 to the time in which the cases wll be effective.
24 A Ckay.
25 Q My question is, if we have a stable globa
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policy that lasts from 2008 indefinitely that policy wll

run array the Comm ssion's concern about having the capital
structure in place relevant to the tinme with which the rate
w |l be taking effect, won't they?

A | don't think there is any prohibition on us

not using this as a policy.

Q No, but it's not the policy of the Conm ssion
isit?

A No, it's not. CQbviously the rule was not
adopt ed.

Q Wul d you agree that there has been significant

changes in the tel econmuni cati ons busi ness since 2008?

A Yes. The tel econmuni cation business is
evol ving continually.

Q So the circunstances facing each conpany wil |
evol ve over tinme?

A Correct.

Q Isn"t your policy contradictory to this |ast
sentence of the first paragraph of the Comm ssion's letter?

A. No, | don't believe so.

Q Coul d you explain that?

A In the Conmission's letter it says in the
sentence above that the general paraneters of the rule
acconpani ed by the variability attenpted to be included in

the rul e proposed may be applied by the Division itself in
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1 its interactions with conpanies. rage 1o
2 Q But it goes on to say the Commi ssion will not
3 provide that as a rule due to concerns of timng and

4 producing and | ooking at the evidence of a case by case

5 Dbasis?

6 A That's correct. The Commission certainly has
7 the authority to reject our use of that rule, or not rule,
8 but that policy if they see fit.

9 MR MOORE: That's all | have.

10 HEARI NG OFFI CER  Any redirect, M. Jetter?
11 MR. JETTER | have no redirect. Thank you.
12 HEARI NG OFFI CER:  Your next W tness.

13 MR, JETTER The Division would next like to
14 call Casey Col eman and have himsworn in at this tine.

15 (The witness is sworn in.)

16 DI RECT EXAM NATI ON

17 BY MR JETTER

18 Q M. Col eman, woul d you pl ease state your nane
19 and occupation for the record?
20 A My nane is Casey J. Coleman. |'man utility
21 technical consultant with the Division of Public Uilities.
22 Q Thank you. In the course of your enploynent
23 have you had the opportunity to review the application
24 filed by the applicant in this docket?
25 A Yes.
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1 Q Did you prepare and cause to be filed mﬁ????f&fS
2 Commission direct testinmony of Casey Col eman as well as

3 surrebuttal testinony of Casey Col eman?

4 A Yes, | did.

5 Q Do you have any corrections that you would |ike
6 to make to either of those or the exhibits that were

7 attached thereto?

8 A. Yes, | wanted to put into the record, which has
9 already been provided and | abeled DPU Exhibit 3.1 for the
10 hearing, which is an updated cal culation for what the

11 Division is recommending for allowed rate of the return for
12 Carbon/ Enmery which M. Duncan tal ked about earlier changed
13 the rate fromthe 9.85 to 9.97. And | can go into nore

14 detail now or later wth whichever makes sense.

15 Q | think it would be a great tine nowto give a
16 brief explanation of what was changed and for what reason.
17 A Primarily on this, if you |look at this conpared
18 to what we filed before, the only thing that changed is

19 what woul d be the separation factor for intrastate and
20 interstate. Previously what | had done before is | had x'd
21 that out because we agreed with the cal cul ati on of
22 M. Darren Wol sey as far as what that separation woul d be.
23 Wien we first did the calculation we were going off of what
24 his first filed nunbers were. Then | believe about three
25 weeks later he filed some anended nunbers, which had these
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second set of nunbers in there. Because for whatever

reason those nunbers didn't get translated through
originally | went back in and created the confidential

exhi bit which now shows those nunbers, which | believe are
accurate. And if you just do the normal cal cul ations
across you will see what we believe would be the correct
wei ghted cost and finally get to the 9.97. So that's the
only change. W believe it was accurate to reflect the
nost recent information that was filed by the Conpany,
which is what we were supporting.

And our other nunbers don't change as far as
what we believe the correct debt to be and al so our
recommendation for the cost of equity for the Conpany. |If
there are other questions, it's pretty straight arithmetic
fromthere, but | can explain that further if need be.

Q Thank you. Wth that slight change to your
testinony on that exhibit, if you were asked the questions
contai ned both in your direct and your surrebuttal
testinony woul d the answers today be the same as they were?

A. Yes, they would be.

Q Do you have any other edits or corrections that
you woul d i ke to nake today?

A No.

Q Have you prepared a brief statement sunmmari zing

your testinony?
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1 A Yes. As the witness for the rate of retTﬁ%Ff%;O
2 the Division, | went through and did a calculation to try

3 to determ ne what we believe would be the appropriate

4 allowed rate of return. And as discussed by M. Duncan and
5 nyself the Division believes the Comm ssion should use the
6 9.97 percent rate.

7 We did agree with Carbon/Emery as far as the

8 cost of debt and that is reflected in the information that
9 | have provided. W also believe, as the D vision has done
10 in other tinmes, that the policy of a hypothetical capital
11 structure of 35 percent debt and 65 percent equity shoul d
12 Dbe used. Carbon/Enery does not have any debt, but because
13 of the policy we have done before we are recommendi ng that
14 hypothetical of 35/65. And as reflected on the new updated
15 information we do agree with the separation cal cul ations

16 provided by Carbon/Enmery for the weight in between

17 intrastate and interstate there.

18 Where we do di sagree and believe the nunber

19 that should be accurate is for the cost of equity. The
20 Division is recommending a 10.75 percent cost of equity
21 with that. W cone to that nunber by using a capital asset
22 pricing nodel or CAPM which has been discussed with that,
23 and doing the sane type of analysis which has been done in
24 previous cases and for an extensive period of time by the
25 Division.
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W believe the Conm ssion should continue to

foll ow some of the same policy that has been done before,
the sanme process that has been done before which is what we
have done before and accept the 10.75 percent as a cost of
equity and ultimately the 9.97 for the allowed rate of
return for Carbon/Enery.

Q Thank you. | would |Iike to address sonet hing
el se briefly on direct testinony.

A Sure.

Q The Division recommended cost of equity in this
case has varied slightly fromsonme previous cases. Can you
briefly explain why that is?

A Sure. There has been discussion as far as the
rate of return that was used in previous cases to now. The
nost sinple way to explain that is we did an analysis
according to when the information was filed. W went and
| ooked at the beta rates that would be applicable for those
conpani es, ones that were still in service and the ones we
felt made sense, and then | ooked at what the risk free rate
and risk free premumwould be for that tine. So there
woul d be an adjustnent just because the narkets have
changed and the scenario has changed a little bit. But our
met hodol ogy and the way we went through the cal cul ati on was
basically the sane as what woul d have been done in previous

times, it's just with updated information that we feel is
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_ . . . Page 1/2
applicable in this case and scenario to try to represent as

| guess as best you can with what the market conditions
woul d be as of the filing date for Carbon/Enery.

MR. JETTER  Thank you. Those are all the
di rect questions | have for M. Coleman. He is avail able
for cross exam nation

HEARI NG OFFI CER Ms. Sl awson, any questions?

MS. SLAWSON: Yes. Thank you.

HEARI NG OFFI CER.  Go ahead.

CROSS EXAM NATI ON

BY MS. SLAWSON:

Q Good afternoon, M. Coleman. | want to confirm
that you reviewed the testinony and exhibits of
M. Meredith, M. Wolsey and M. Johansen filed in this
proceedi ng, correct?

A Yes.

Q In response to your direct testinony the
Division is recommendi ng that the Conm ssion adopt the task
force's hypothetical capital structure framework for this
proceeding; is that correct?

A Yes, we are.

Q Just so | understand, and for benefit of the
record, the task force's recommendati on was not that the
hypot hetical capital structure of 35 percent debt and 65

percent equity should be used in all cases; is that
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correct?
A. Yes, that's correct.
Q In fact, | believe the task force's

recomrendation was it would be a sliding scale, correct?

A Yes.

Q And if a conpany has an actual capita
structure with | ess than 35 percent debt, then 35 percent
debt would be inmputed to that conpany; is that correct?

A Yes, that's correct.

Q If the conpany has an actual capital structure
of 45 percent debt, then the Division and the task force
recommended that the Comm ssion use the actual capita
structure, correct?

A Correct.

Q In your testinony you identified NECA, that's
t he National Exchange Carrier Association; is that correct?

A Yes, that's true.

Q Did you rely on NECA as an authority to
determine the interstate rate of return for Carbon/Enery?
A | guess the best way to explain that is |
didn't understand the form492 as well as | would |like to.

So | called NECA to try to get a better understanding as
far as what the information on there was and asked a
variety of questions to help ne get a better understandi ng

of that. Through the conversations | cane to understand
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1 why there were two different forns 492 and what that neant.
2 So | don't know that | necessarily relied on their nunber,
3 but | used their expertise as far as what the formwas to
4 help me come to the conclusion of what | felt was the right
5 interstate return for Carbon/Emery in this proceeding.

6 Q The revised exhibit that you provided here

7 today shows that the interstate rate of return used by the
8 Divisioninits calculation is 11.45 percent, correct?

9 A Yes, that's correct.

10 Q In your testinony, your direct testinony on

11 line 157 you indicated there was no other viable

12 alternative for calculating the appropriate cost of equity
13 other than the CAPM Do you recall that testinony?

14 A You said line 157 of ny direct testinony?

15 Q Yes.

16 A ' mnot seeing that exact quote on |ine 157,

17 but | mght -- | said sonething simlar to that. | don't
18 know if the line matters specifically unless I'mlooking at
19 the wong spot. Ckay. Yes, | agree. Sorry.
20 Q When witing your direct testinony were you
21 aware of NECA' s nethod that calculates the return on equity
22 estimates fromthe NECA rate of return carriers involved in
23 capital transactions using what Douglas Meredith has
24 identified as free cash flow nethod?
25 A ' mnot aware of that.
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1 Q You weren't when you wote your direct rage 175
2 testinony, correct?

3 A Yes.

4 Q Now in review ng the testinony you' re aware of
5 this approach, correct?

6 A It is sonething that M. Duncan did provide as
7 another alternative.

8 Q M. Meredith?

9 A Sorry. Yes.

10 Q Wul d you agree that NECA' s free cash flow

11 nethod as identified by M. Meredith in his testinony

12 estimates the cost of capital based on actual information
13 conveyed by buyers and sellers of rural access |lines rather
14 than generalized market data and proxy conpanies?

15 A To be honest with you, as | said before |

16 reviewed it, but that doesn't nean that |I'man expert in
17 that area. And part of what | said in ny testinony that |
18 think is still accurate is as the Division we're trying to
19 find something where we can have publicly avail able
20 information that wll help us to be able to cone to a rate
21 of return that's acceptable. | don't knowif all the
22 information in that report, because |I'mnot an expert, is
23 publicly available that we can get to it or not. |'m not
24 famliar with the discounted cash flow and the different
25 elenents of it. But the reality of it is the Conmpany
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1 didn't submt that as a proposal to begin with either. So
2 | went with what was done previously before with what |

3 felt was publicly available information that any party

4 comng tothis table could |ook at it and say that's

5 accurate or not accurate.

6 Q Ckay. But after receiving the testinmony in

7 this case -- first of all, would it surprise you to know

8 that information is publicly avail abl e?

9 A It is possible that it is publicly avail able.
10 It wouldn't surprise ne.

11 Q Wul d you agree that after receiving and

12 reviewing the testinony in this case, particularly the

13 testinony regarding NECA's free cash flow nmethod, that you
14 coul d have undertaken the eval uation of that approach,

15 correct?

16 A | could have, but | think the Division is

17 confortable with the quotes they did and it's the burden of
18 proof of the Conpany to put forth sonething, and they coul d
19 have done that analysis, but didn't.
20 Q And woul dn't the free cash fl ow approach be
21 valuable in assessing Carbon/Enery's cost of equity in this
22 proceeding? Do you think that would have been a val uabl e
23 exercise to undertake? Just yes or no.
24 A If I had the information, sure.
25 Q You have identified here in your testinony, in

Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

© 00 N oo o b~ w N P

N N T N R N N S I e o T - S S S S S
g A W N P O © 0 N O o A W N P O

) ] . ] Page 177
your prefiled testinmony and then in your testinony here

today, that the Division recognizes NECA as an authority on
certain rural carrier issues, correct?

A | don't know that | ever said NECA was an
authority on certain rural carrier issues. | understand we
have to go to the form492, which is filed through NECA to
get sone of that information.

Q Let's | ook at your CAPM approach. In your
surrebuttal testinony you argue that adjustnents to the
t ext book CAPM shoul dn't be made because tel econmuni cati ons
carriers, and specifically rural carriers receiving UUSF
support or Universal Service Fund support, are different;
I's that correct?

A Yes, that was part of ny testinony.

Q And it's your testinony that snmall conpany
prem um shoul dn't apply to small carriers?

A Correct.

Q In form ng your recomendati on on snall conpany
prem umdid you review Douglas Meredith's rebuttal Exhibit
1 where Dr. Heaton from BYU addresses the small conpany

prem unf
A Yes.
Q Dr. Heaton's review and address of snall

conpany prem um specifically addresses small conpany

prem uns for the telecomsector; is that correct?
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1 A | believe so, yes. rage 178
2 Q Doesn't Dr. Heaton recommend that snall conpany
3 premuns be a mninmum adjustnent for a CAPMuse in the
4 telecomsector?
5 A He m ght have said that, yes.
6 Q In form ng your reconmmendati on on snall conpany
7 premunms did you review Douglas Meredith's rebuttal
8 testinmony Exhibit 2 where Dr. Billingsley addresses the
9 small conpany premumspecifically for rural carriers?
10 A Yes.
11 Q Doesn't Dr. Billingsley recommend that snall
12 carriers receive a small conmpany prem um of 5.56 percent
13 for the entire sanple of rate of return carriers?
14 A | don't know that | could give you the exact
15 nunber. | reviewed it, but -- I'Il agree if that's what
16 nunber is in there then that's fine.
17 Q In your surrebuttal testinmony -- in your
18 calculation of the CAPM what |evel of precision would you
19 apply to your recommendation using the CAPM nodel ?
20 A | think my calculations were 100 percent
21 accurate if that's the level of precision that you're going
22 for.
23 Q [''mnot tal king about the calculation itself,
24 but the determnation of the return on equity devel oped
25 fromthe CAPM nodel. 1Is it precise?
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1 A | think as far as what | said in ny testIi:,arlrgt)(ahy179
2 is we don't have a huge level of confort with the CAPM but
3 we also as the Division were not able to come up with

4 sonething that was publicly available information that

5 would come to a higher |evel of precision.

6 Q And correct me if I"'mwong, but | believe your
7 surrebuttal testinony is silent on M. Meredith's proposed
8 ~calculation of the risk free rate used in the CAPM is that
9 correct?

10 A Yes. | didn't go that specifically to that

11 aspect of this, but | don't think nmy being silent neans |'m
12 for or against it. H s calculation and the way he did the
13 CAPM woul d have been the same | did, and we coul d argue

14 over if the rates are accurate or not. | don't know that
15 was the substantial elenent of what we are getting at in

16 this hearing.

17 Q Are you aware that the Federal Reserve is

18 ending its quantitative policy and is beginning to increase
19 the federal funds interest rate?

20 A | know that it slowy happens and it's been

21 talked about for a period of tine. Sonetimes it hasn't

22 happened as quickly as what they had been suggesting.

23 Q As the Federal Reserve increases its interest
24 rates what is your expectation in the future of interest

25 rates?
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1 A VWll, | think we don't know for sure. _I_Fr’]aege o0

2 beauty of it is the conmpany can conme in if the rates change

3 and ask for an increase or decrease according to that. And

4 we're dealing with the facts as far as what i s happening

5 nowkind of simlar to what M. Johansen testified earlier

6 in this hearing.

7 Q | want to discuss the peer group that you

8 selected for your CAPM nodel. Wre you aware that Hickory

9 Tech was purchased by Consolidated in 2014?

10 A Yes.

11 Q Were you aware of that when you provi ded your

12 testinony?

13 A Yes.

14 Q Are you aware that before it was purchased by

15 Consolidated its service area included Southern M nnesot a,

16 including the Twin Cities, Northwest and Central |owa?

17 A | knew generally where it was serving, but |

18 don't know the exact areas of where it was serving. So no,

19 | don't know to that detail.

20 Q Wul d you agree if it is accurate that the

21 service areas included Sout hwest M nnesota, including the

22 Twin Cties, Northwest and Central |owa, would you agree

23 that service territory is not conparable to Carbon/Enmery?

24 A Yes, that could be a true statenent.

25 Q Are you aware that the majority of Alteva's
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revenues were gener at ed fromits voice operations and

wi rel ess partnerships and not its small |LEC operations?

A | know that there was an anount of revenue that
came fromthat, vyes.

Q And two of the other conpanies that you chose
for your nodel, Earthlink and IDT, they don't have ILEC

operations and don't provide basic |ocal exchange services,

do they?
A That coul d be accurate, yes.
Q Are you aware that Fairpoint, a conpany that

you added in this proceeding, is a fornmer Bell operating
conpany that operates within three New Engl and states?

A Yes.

Q Would it surprise you to know that Fairpoint
provi des service in 17 states?

A Yes, that woul d be surprising.

Q Would it surprise you to know that Fairpoint
enpl oys over 3,000 enpl oyees?

A Sure.

Q What about its annual revenues, would it
surprise you to learn that Fairpoint had over $900 million
I n annual revenue in 20147

A No.

Q You indicate on line 401 in your surrebutta

testinony that you added conpani es that woul d be consi dered
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1 rural. But Gncinnati Bell is a dom nant tel ephone Izacl)%r%alrglz
2 for Gncinnati, Chio and it's nearby suburbs in the U.S.

3 states of Chio, Indiana, and Kentucky. Do you consider

4 Cincinnati Bell to be a rural operating conpany?

5 A I'mglad you asked that because | want to try
6 toclarify what | tried to do with that.

7 Q Let's answer mny question first. Do you

8 consider Gncinnati Bell to be a rural conpany?

9 A | included it inny list, so | believe parts of
10 it was rural.

11 Q Consol i dat ed Conmmuni cations is included in your
12 list. This is a famly of conpanies providing advanced

13 communi cation services in California, Kansas, M ssouri,

14 Illinois, Texas, and Pennsylvania; is that correct?

15 A "Il agree with you. | didn't |ook at every
16 single state, but sure.

17 Q | don't think there is any dispute that none of
18 the conpanies that you | ooked at were located in rural

19 Utah, correct?

20 A Correct. | would have |loved to use that

21 information, but it wasn't avail able.

22 Q In your surrebuttal testinony lines 179 to 180
23 you were asked in that testinony if the Division's rate of
24 return calculation is fair and reasonable. |n your

25 testinony in answering that question you refer to Docket
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08-046-01 and state, in reviewng the details of Manti

Tel ecom and Carbon | find nothing vastly different between
those two conpanies that woul d warrant using a different
nmet hodology in this case; is that correct?

A That was in ny testinony, yes.

Q And that docket was in 2008. | believe the
hearing was in 2012; is that accurate, 2011, 2012?

A Sounds correct, yes.

Q Why did you consult a Manti Tel ecom docket to
determ ne the appropriate return on equity rather than just
adopting the return on equity proposed by the Division in
Hanksvill e, which was approved by the Conm ssion |ess than
ei ght nonths before Carbon filed its application?

A It's not the rate that we | ooked at, but
I nstead the met hodol ogy that we | ooked at. And the
Commi ssion was pretty clear the Manti order they felt using
a CAPM approach, which was the sane approach we used in
this rate, did produce just and reasonable rates. And so
bel i eve because we need to also again find just and
reasonable rates, and if the Conm ssion has al ready said
that way is appropriate to use then we should use that sane
met hodol ogy. And as has been asked before, the rates we
used in the case before, which | Dbelieve was Hanksville, we
did a simlar type of approach, we just updated it for this

time period. So it's not that we changed the approach and
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| believe the Conm ssion was pretty clear that was an

approach that would lead to just and reasonable rates and
so that's why we foll owed that.

Q So your testinony is that you used the CAPM
nmodel in the Hanksville case?

A W | ooked at a rate of return using a CAPM
nmodel or something like that to come up with what we would
consi der to be a reasonable rate for Hanksville.

Q And that was devel oped in 2014, correct?

A. | believe so, yes.

Q And when the conpany used that figure, and
you're eight nonths later when it filed the application,

your testinony here today is the rate had changed based on

t he nodel ?
A Yes, because what we did is |ooked at --
Q Just yes or no.
A Yes.
Q Are you aware that the Utah Supreme Court has

stated that the governing standard in determning return on
equity is the cost of inducing capital markets to invest in
utility, not the cost of inducing the utility to invest in
Ut ah?

A ["'mnot entirely sure what that means and |'m
not an attorney. But if | could read it maybe | could

better understand what it said, but just something that was
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Q You haven't heard of that governing standard,
Is that what you're saying?
A No.
MS. SLAWSON: | don't have any other questions.
HEARI NG OFFI CER: M. Mbore.
MR MOORE: Yes, just a few questions.
CROSS EXAM NATI ON
BY MR MOORE:
Q Turning to the interstate rate of return for

Carbon/ Enmery. Would you agree that the interstate rate of

return i s dependent on the proper |egal construction in

Utah Admi nistrative Code Rule 746-360-8(A)(1)?

A

> O >» O >» O > O

Can you direct ne maybe to where that is?

| can direct you to page 4 of your --
Rebuttal testimony or direct testinmony?

Your surrebuttal testinony.

Ckay. You said page 4?

Page 4 you cite the rule starting on line 76.
Ckay. R476-360-8.

Yes.

Now i f you want to ask that question again so |

know what you' re asking.

Q

Wul d you agree that the appropriate interest

rate of return is dependent upon proper |egal construction
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1 of this rule? rage 260
2 A Yes.

3 Q Now you have taken the position under this rule
4 746-360-8 that the proper rate of return in this case is

5 11.45, correct?

6 A Yes, correct.

7 Q Coul d you explain how you cane to that

8 concl usion?

9 A Yes. | think there is sone supporting

10 docunents to go along with that, but | can also just kind
11 of tell generally. Fromour understanding there are two

12 forms 492 that is applicable when four different carriers
13 are going to be participating in the NECA. Sone of those
14 would be the ones that are going to be offering the variety
15 of different services, and then there are another subset

16 that would basically be providing -- |'mprobably going to
17 get the wording wong, but in essence they' re not providing
18 all the services, they're only providing a certain subset
19 of that. And as | |ooked at the form492 and al so | ooked
20 at Carbon/Enery and the tariff that | provided basically
21 shows that Carbon/Enery is only participating in the one
22 pool.
23 Q The common |ine pool ?
24 A Yes, the common line pool. |'mjust going to
25 grab that exhibit so | can talk about it alittle bit nore
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1 accurately. So there are different pools. There is the

2 multiline business and user common |line, there is the

3 special access, Ethernet transport services, |ocal

4 switching, local transport and tandem sw tch transport. So
5 thereis atariff that | provided in ny surrebuttal that

6 basically shows Enery Tel ephone conpany that woul d be

7 participating in just the nultiline business and user

8 common |ine pool, but not the other ones that | said after
9 that.

10 In my phone conversation with NECA in trying to
11 determ ne what that neant, they basically said that the

12 conpanies who are only participating in the nultiline

13 business and user common |ine would be the ones that would
14 have the first form492 that is 11.45 and it doesn't have
15 the different interest rates in the interstate cal culation
16 for those other pools. And so that's why we believe that
17 by follow ng what the 492 has and that Emery, Carbon/Enery
18 because the way NECA | ooks at that, again through the

19 conversation | had, is they look at it as a study error.
20 So they may only list Enery Tel ephone conpany, but to them
21 that includes Enery, Carbon/Enery and Hanksville as far as
22 that. So we felt as far as the Division that showed that
23 they should be part of that original or the first form 492
24 that shows 11.45 for interstate.
25 Q And that's a rate for the common |ine pool?
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1 A Correct, yes. rage 188
2 Q You are al so aware, however, that the comon

3 line pool only represents a mnority of Carbon's business?
4 A Correct, yes.

5 Q They al so have traffic sensitive pools and

6 special access services, don't they?

7 A Yes, they do.

8 Q So the 11.45 percent rate of return is actually
9 for just a mnority of their business?

10 A | guess the best way that | can explain it, |
11 don't have an intimte know edge of now NECA works. So do
12 they receive 11.45 on all of it or a portion of it, | don't
13 know. | do believe that that's the reference point on the
14 form 492 that shows that's what they get. But | think also
15 if you look in nmy surrebuttal testinony | do talk about how
16 there could be a potential for an arbitrage position.

17 Because | do agree with what M. More was saying, they do
18 have other services that they are providing, but | don't

19 know as far as the Division where we could go to a
20 resource, nor does the rule allowto go to another point
21 other than that.
22 And so that's why looking at the rule and the
23 statute the way we did we felt that was the interstate rate
24 not precluding part of what was brought up by the Ofice in
25 that discussion. But we did feel that the rule, at |east
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_ _ _ — Page 189
the way it was witten at that point, would deal with that.

Q That's not al ways been your position in this
case, has it?

A No. Oiginally because | had sone
m sinformati on or m sunderstandi ng about the form 492 |
t hought that Carbon/Emery would be in all of the pools and
so they would be applicable. That was our original
testinony. And then as | understood the formnore and had
sonme discussions wth Carbon/Enery and those type of
classifications, it was really nore of an error where |
t hought it was applicable only to Enmery and not realizing
that it was a study area versus that conpany because to ne
Emery Tel ephone nmeans sonething different than
Carbon/Emery. So that's why in ny original testinony |
suggested that it should be a different rate, and
subsequently changed it in my surrebuttal testinony.

Q Isn"t it true that you initially believed that
Carbon was not in the comon |ine pool?

A | don't knowif | said they were not. | just
know they weren't in the other pools. So the letter that
was provided, and | don't renmenber the person's name, but
basically from NECA to the FCC saying here is our report,
they tal k about how there are two different reports. |
t hought they should be in the second form 492 that includes

all of the rates of interstate instead of just the one.
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1 Q That's right. So how did you reconcile I??\ge%elgo
2 two positions?

3 A | think I reconcile it just from how I

4 explained it, that | had a m sunderstanding fromwhat Enery
5 Telecomneant in the tariff for NECA that they had provided
6 -- or the FCC tariff, sorry, and that neant sonething

7 different than what Emery Tel ecom neans to ne as soneone

8 who works in Uah. They had nade an entire study area that
9 would incorporate Carbon/Enmery, and Enery Tel ecom and

10 Hanksville. So that's how | would reconcile it. | don't
11 know that we changed our position, but our understanding of
12 the formand what the information was providing changed and
13 so that's why we went with the 11.45.

14 HEARI NG OFFI CER:  Did you change your

15 interpretation of the rule?

16 THE WTNESS: No. And ny interpretation of the
17 rule didn't change. | believe we were following the rule
18 as it's prescribed.

19 Q (By M. More) M. Brevitz is proposing an
20 interest rate of 9.4 percent, which would enconpass all of
21 Carbon/Enmery business appropriate interest rate to use. |Is
22 that your understanding?
23 A | don't have it right here in front of me, but
24 1'Il accept that that's accurate, yes.
25 Q That's basically the --
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1 A Are you talking on interstate only? rage 32
2 Q Interstate only.

3 A | believe if | remenber correctly that was the
4 right rate for the blending of everything for interstate,

S5 yes.

6 Q And that was what your initial --

7 A Correct, yes.

8 Q And that was when you did not believe that

9 Enmery was in the comon |ine pool?

10 A Correct, yes.

11 Q So your interpretation of the rule provides

12 that if a carrier is in the conmmon |ine pool and not in the
13 traffic sensitive pool you use the common |ine pool rate of
14 return of 11.45 percent, but if the carrier is not in the
15 comon |ine pool and not in the other pools you use the

16 Dblended interest rate of 9.4 percent?

17 A This has cone up before. Looking at the rule
18 492 when we were going through this discussion with

19 different parties and not having as much know edge of the
20 492 form | thought it was just going to be one data point.
21 It would be sonething that we could go to and | ook at and
22 say there is the nunber and plug it into the rule. Having
23 gone through this process a couple other tinmes I now
24 realize that there are nore layers and conplexity to it. |
25 believe that the rule basically requires we have to use
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form492(a), and I would think that it would be the one

that is applicable for the conpany according to which pool
Is it in.

What has happened in other proceedings is if a
conpany had all of those pools that they were getting these
rates from NECA then we would use the |ower interstate
rate. |If a conpany is only in the comon |ine pool then we
woul d use, and as we have recommended for Carbon/Enery
here, the higher interstate rate of 11.45.

Q And if the conpany is in none of the pools
woul d you use the blended interstate rate of 9.4, which was
what was initially --

A No, I think the way the rule is read is that

woul d come under a different portion of the rule where they

15 would be |like an average schedul e conmpany that is not part

16 of the NECA pool. And then at that point we would have to

17 determne an appropriate rate. The form492 is only for

18 those conpanies that are participating in the NECA pool and

19 is -- 1'll probably get this wong. They' re not an average

20 schedule, they're a different type of conmpany. So we have

21 had -- in Manti Telecomthey were not a -- we had to do

22 sonmething slightly different for them because of dealing

23 with it. That nmay not have answered your question, but

24 that's ny understandi ng.

25 Q Just one |ast question which is obvious,
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1 neither you, nor the personnel at NECA you talked to are

2 Uah | awers?

3 A Correct. I'mnot a lawer. |'ma utility

4 technical consultant and that gets ne in enough trouble.

5 Q And you woul d agree --

6 A And | don't believe the person from NECA was.

7 1 don't know for sure, but he was the Western Regional

8 Representative for NECA. | don't know his background, but

9 | wouldn't believe that he was an attorney.

10 MR MOORE: |'mdone. Thank you.

11 HEARI NG OFFICER It is time for a break.

12 Let's break for about 15 m nutes. Wen we cone back,

13 M. Jetter, if you have any redirect we'll pick up with

14 that.

15 (O f the record.)

16 HEARI NG OFFI CER: M. Jetter, any redirect?

17 MR JETTER | do have a few questions, Your

18 Honor. Thank you.

19 REDI RECT EXAM NATI ON

20 BY MR JETTER

21 Q | would like to first start out by asking you

22 if you could explain briefly why the Division relies on the

23 65/35 limts on both ends, and briefly describe the policy

24 reasons behind that.

25 A Sure. Thank you. The reason the Division
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relies on that is because of the capital structure tas

force and what we feel was a process that allowed
interested parties, rural phone conpanies, other phone
conpani es, and other players to have an opportunity to

di scuss -- although |I don't know that | take issue, but at
| east an element that's out there.

| mean it is possible that a conpany I|ike
Carbon/ Emery could conme in with 100 percent equity and say
we want to go all equity for our rate of return, which the
Di vision was unconfortable wth because that's probably not
-- I'mtelling them how to manage their business, but from
a financial perspective that may not be the nobst prudent
choice for a conmpany in the normal market. But we al so had
ot her conpani es who maybe had 100 percent debt.

[t wouldn't be very fair for those conpanies
for us to say, well, you know, we think all you should get
I's your cost of debt and that's your only allowed wei ghted
average cost of capital. So with this task force and with
this discussion what we were able to do was say those who
are in a relative mddle ground, sonewhere between 35 and
65 private capital structure that for whatever reason they
feel is appropriate for their conpany and is reflective of
t he market we would accept that. But for those who nay be
the outliners we're going to pull the high equity conpanies

in, but also maybe provide a little bit nore equity to the
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debt conpanies to hel p provide, one, a benefit to the state

because they're not getting the full 100 percent equity of
what a conpany woul d get, but also maybe for a conpany that
is conpletely or extrenely |everaged have a little bit nore
comng in froma rate of return that would allow themto
get their equity portion to a level that | think everybody
woul d agree in a financial community that would be a little
bit nore acceptabl e.

So part of the reason why the Division went
forward with the proposal, even though maybe the Conm ssion
didn't accept it inrule, is that it was sonmething that was
w dely accepted by all parties and it gave a | evel of
confort to conpanies comng in to know, okay, if we are 100
equity, this is probably what is going to happen is 65/35.
So that's why we have adopted it and used it probably since
that task force in nost of the other cases where it made
sense where we either had highly | everaged or a conpany
that was using a high amount of equity to use that
hypot heti cal structure.

Q Thank you. | would like to ask you a couple

foll owmup questions al so about the peer group of other

22 tel ephone conpanies that you chose as conparable. Could

23 you briefly discuss why you chose the grouping that you did

24 and how you cane to, | guess, narrow that group

25 A | think it's pretty clear in ny testinony that
Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

1 | don't -- | nean I'mnot conpletely in love with thFéage o
2 capital asset nodel because there are a couple challenges

3 withit. But the reason where | think it creates value --
4 and this also conmes back to the conpanies -- is we can at

5 least |ook at sone publicly available infornmation and nmake
6 a determnation with the Conmm ssion

7 In | ooking at the conpanies, unfortunately

8 there is not very much small rural phone conpany that are

9 available who are publicly traded. So what | tried to do
10 in looking at the conpanies was to pick those that | felt
11 at least would be serving in simlar areas of the United

12 States that could be considered rural. | knowthat's a

13 very broad definition. But at |east maybe they woul d have
14 some of their services that they're providing that woul d be
15 simlar to what Carbon/Enery would be doing. | recognize
16 that some of themnmay be in different |ines than what

17 Carbon/Enery was. But also what | was trying to do is if |
18 only had two or three conpanies then the capital asset

19 pricing nodel and getting an average for the conpany
20 doesn't work very well because | could pick three outliers
21 and conme up with a rate that nmaybe wouldn't give us a
22 certain level of confort.
23 So even though maybe the conpani es weren't
24 perfect matches for Carbon/Enery, | at least felt that they
25 had sone benefit in the fact they gave us data points and
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1 were at |east offering sone type of service that if you

2 stretch the bounds of the definition a little bit could

3 work to get us to a point to where we had a certai n nunber
4 of conpanies that would be acceptable. And the flip side
5 of that is |I've heard both parties who have been pretty

6 unhappy with maybe ny |ist of conpanies for somewhat valid
7 reasons, but |'ve never heard anybody suggest other

8 conpanies that should be included that woul d make sense. |
9 nmean, other than M. Meredith did put in AT&T and Veri zon
10 and a couple of those other conpanies, which | purposely
11 excluded because, let's be honest, they're not anywhere

12 close to what Carbon/Enery is doing.

13 And so if there are other conpanies that nakes
14 sense to include, | would be happy to redo a cal cul ation
15 with that. But | don't know of any of themout there that
16 nade sense. So | went off what was avail able at Yahoo and
17 a few other different resources to try to find conpanies
18 that were tel ecomunications conpanies that were at | east
19 serving in areas that may be rural
20 Now grant it | don't know Ci ncinnati and the
21 outlining areas very well, but sonetines to me Kentucky
22 could be considered in ny mnd at |east rural or sone of
23 the chall enges that Carbon/Enery may be facing. So that's
24 why the list was kind of conpiled the way that it was.
25 Q Thank you. | would actually like to ask you a
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few nore questions about that and direct you to page 12 of

Exhi bit CE-4.0R and | ooking at lines 324 and 325. This is
the revised rebuttal testinony of Douglas Meredith. This
is the calculation that he had conpiled. | believe he had
used the conparabl e conpani es that you had chosen and in
addi ti on added AT&T and Verizon; is that accurate?

A Yes. | believe that's what he did with that,
yes.

Q Is it accurate to say that the smallest one on
the list of any conparable presented here is the Shenandoah
Tel ecommuni cati ons?

A. That woul d seemto be accurate, yes. As far as
| ooking at the access line that would be the one that woul d
be closet to nmy understandi ng what Carbon/Enery woul d have.

Q If we were to wal k through the cal cul ations
that M. Meredith did on that conpany, is it correct to

state in colum 4 he cal cul ated an unadj usted CAPM of 8

percent ?
A Yes, that's correct.
Q If we follow that through the debt to equity

ratio in fact wth Carbon/Enery it would be a zero; is that
correct?

A If 1 understand the way that he cal cul ated the
debt to equity that would be accurate because they are 100

percent equity.
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Q Using the Division's policy of making that

adj ustnent, woul d that be approximtely 0.538, neaning 35
di vi ded by 65?

A 5.38 would be -- for the debt to equity, yes.

Q Wul d that be among the | owest debt to equity
rati os of any conpany on there?

A Yes, it appears that way.

Q Just following that through with the zero ratio
there, using that 8 percent, that would flow through into
the | everaged CAPM actual |y used by Carbon/Enmery? It would
ultimately result again in 8 percent?

A Yes.

Q And then you would potentially add the 3
percent using his calculation of a small conpany prem um
I's that correct?

A If you were to add a snall conpany prem um t hat
he did, yes, the 3 percent would be added on that.

Q And that would result in 11 percent?

A Yes, 8 plus 3 is 11.

Q And that's very simlar or close to the 10.75
percent ?

A. That is close to what we had, yes.

Q Just to clarify to make sure this is accurate,

in your calculation you did not add a small conpany

premum is that correct?
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1 A That is correct. rage =20
2 Q But you also did not adjust for any reduced

3 risk by having a Uah Universal Service Fund make up the

4 gap?

5 A Correct. Basically what | didis | did a

6 straight CAPM cal cul ation, or a textbook cal culation to use
7 the words of M. Meredith. | |ooked at the conpanies, |

8 looked at what would be the beta and then did the nath

9 calculation and came up with an average to say this is what
10 we felt the right rate was for Carbon/Enery.

11 Q That was the sane cal cul ation that you used for
12 Hanksville?

13 A Yes.

14 Q Sane net hod?

15 A Same net hod, yes.

16 Q Do you know how | arge Hanksville is?

17 A | don't know exact numbers, but | know they are
18 arelatively small ILEC. | nmean, we're talking |less than
19 100 custoners.
20 Q I n conparison Carbon/Enmery is significantly
21 larger?
22 A Yes. That could be the AT&T versus
23 Carbon/Enery, could be Carbon/Emery versus Hanksville
24 analysis if you want to look at it that way.
25 MR. JETTER That's the conclusion of ny
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1 redirect. rage 25

2 HEARI NG OFFI CER: Ms. Sl awson, any recross?

3 MS. SLAWSON:. Yes, just alittle bit.

4 RECROSS EXAM NATI ON

5 BY Ms. SLAWSON:

6 Q W were just |ooking at the table enbedded in

7 M. Mredith's testinony on page 12, table 2. This is the

8 one that includes Verizon and AT&T. Do you have that in

9 front of you?

10 A Yes.

11 Q In this table M. Meredith was focussing on

12 adjustnents that needed to be made to the CAPM nodel; is

13 that correct?

14 A That's what M. Meredith testified earlier in

15 the hearing today, and |I'I|l accept that as accurate.

16 Q Let's ook at your exhibit when you're

17 analyzing that CAPM prem um

18 A Ckay.

19 Q What is the market risk premumthat you used?

20 A G ve ne just one second so | can pull that up

21 to make sure | have it accurate. It's Exhibit 3.27?

22 Q Yes.

23 A Ckay. | have one here in front of ne. Wich

24 area did you want to | ook at?

25 Q The market risk prem umthat you used.
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1 A There is actually two different colums I??\ge(? ez.02
2 There is a T-bill CAPM and a 30 year CAPM | did use the
3 30 year CAPM which is looking at the bond. So that's the
4 risk premumthat would be in there that canme up with the
5 10.75 percent.

6 Q That's the 6.81 percent, correct?

7 A Yes.

8 Q M. Meredith used the T-bond, his rate was 5.01
9 percent; is that correct?

10 A From what he shows on there | believe that is
11 accurate, yes.

12 Q Wul d you need to add the additional market

13 risk premumto M. Mredith's nunbers?

14 A If you want to do that analysis you coul d.

15 Q So | can conpare apples to apples, right?

16 A Sur e.

17 Q M. Meredith -- you just testified about

18 M. Meredith' s Shenandoah nunber and it was 10.66. What is
19 the CAPMrate that you show for Shenandoah?

20 A 13. 35.

21 Q And that's an unadjusted nunber, correct?

22 A Yes.

23 MS. SLAWSON: | don't have any other questions.
24 MR, MOORE: No questions, Your Honor.

25 HEARI NG OFFI CER:  Al'l right.
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1 MR JETTER | have one foll owp questioﬁ?ge o
2 HEARI NG OFFICER:  It's okay with me as |ong as
3 there is no objection.

4 MR, MOORE: No objection.

5 MS. SLAWSON: | guess | want to hear the

6 question before I insert ny objection.

7 REDI RECT EXAM NATI ON (conti nued)

8 BY MR JETTER

9 Q My question is just going to ask if the

10 calculation is different between the two Shenandoah based
11 on the beta used for that.

12 A Am | okay to respond?

13 HEARI NG OFFI CER: | think we can hear your

14 response. (Go ahead.

15 THE WTNESS: That kind of gets back to the

16 heart of the capital asset pricing nodel because what you
17 do is you take the beta and times that by basically a risk
18 free rate -- sorry. You take the beta, you tines that by a
19 risk premumand add that on to a risk free rate. So if
20 you look at what | have here for ny beta for Shenandoah at
21 the tinme period of July 29 versus what M. Meredith pulled
22 as his beta for Shenandoah, | believe his is just barely
23 Dbelow 1, which neans it would be a little bit Iess risky,
24 and | mne is 1.56. That would explain why there would be
25 a significant difference between what he is show ng and |I'm
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showing. And | think it al so enphasizes the problemi

you're trying to ook at just one or two conpanies, the
CAPM starts to | ose sonme of its strength and foundation and
that's where with ny trying to come up with a list of
conpanies that it gets -- where you need enough reference
points to come up with a level of confort.

And that's really what ny testinony talked
about is with the CAPMis it perfect, no, | don't think so.
But it at |east gets us to a level of confort where we
think we're getting wthin the right range of what woul d be
reasonabl e for the cost of equity for Carbon/Emery. So you
can see just in that calculation right there and what we
did right here, one conpany can nake a significant
difference. So getting enough conpanies on the list is
i nportant as well.

HEARI NG OFFI CER:  Ms. Sl awson, anything you
want to add or pursue?

MS. SLAWSON: One second pl ease.

RECROSS EXAM NATI ON (conti nued)
BY M5. SLAWSON:
Q You testified just now that the difference
woul d be accounted for by the beta; is that correct?
A |''msaying that's one potential reason why. |
can tell you froma CAPM and if you do a straight

mat hematic if you take a beta tinmes the risk free rate and
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1 add all that in there where if -- | have 1.56 as anTJa eer205
2 and | have .9 as a nunber, then the end result is going to
3 Dbe different. | have done the calculation here, and I

4 don't know all the reasons why, but off the top of nmy head
5 that would be a very easy thing to point to as far as why

6 those percentages and rates of return are different.

7 Q And anot her easy thing to point to would be the
8 difference in the market risk prem um provided by you and

9 M. Meredith?

10 A Sure. That woul d be another elenment of that as
11 well, yes.

12 MS. SLAWSON: That's it for ne. Thank you.

13 HEARI NG OFFICER  Still okay, M. More?

14 MR MOORE: Still okay.

15 HEARI NG OFFI CER:  All right. M. Jetter, your
16 next witness.

17 MR. JETTER The Division would next like to

18 call M. Joseph Hellewell.

19 (The witness is sworn in.)

20 DI RECT EXAM NATI ON

21 BY MR JETTER

22 Q M. Hellewell, would you please state your nane
23 and occupation for the record?

24 A My name is Joseph Hellewell. I'ma utility

25 analyst for the Departnment of Public Utilities.
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1 Q Thank you. In the course of your enploy?%gﬁ ee
2 with the Division of Public UWilities have you had the

3 opportunity to review the application as well as the

4 testinony filed by the applicant in this docket?

5 A Yes, | have.

6 Q Did you create and cause to be filed with the
7 Public Service Conmission direct, rebuttal, surrebuttal,

8 and sur-surrebuttal testinmony in this docket?

9 A Yes, | have.

10 Q Do you have any edits or corrections that you
11 would like to make to your testinony?

12 A. No, | do not.

13 Q If you were asked the questions that are

14 contained in your prefiled witten testinony that you filed
15 today woul d your answers renmain the sanme?

16 A Yes, they woul d.

17 Q Thank you. Have you prepared a brief statenent
18 sunmmari zing your testinony in this docket?

19 A Yes.
20 Q Pl ease go ahead
21 A At the tine of Carbon/Enmery Tel ecom s
22 application | along with other DUP anal ysts reviewed the
23 application and conducted our nornmal audit. During this
24 time we reviewed the depreciation nethod used by
25 Carbon/Emery Tel ecomand found it to be distorting annual
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- . _ _ Page 207
depreci ati on expense. At this tinme an adjustnent was made

to Carbon/Enery's application based on a single asset
straight line depreciation nethod. |In our initial direct
testinony we outline reasons why Carbon/Emery's group
depreciation nethod was distorting and suggested
alternative nethods to remedy this. |In addition to this
depreci ation adjustnent we al so nade adjustnents for
custoner mgration and under collection based upon
Carbon/Enmery's tariff process.

MR. JETTER  Thank you. | have no further
questions for M. Hellewell and he is available for cross
exam nation

CROSS EXAM NATI ON

BY M5. SLAWSON:

Q Thank you. Good afternoon, M. Hellewell.
"1l just jump right in. On lines 259 to 269 of your
direct testinony you discuss the DPU adjustnment for inputed
revenue for mgration of customers who currently receive
their internet service through Carbon's cable affiliates to
the new fiber to the home network that is being constructed
by Carbon. Do you recall that testinony?

A. Yes, | do.

Q M. Wolsey in his rebuttal testinony on |ines
986 to 1017 describes an increase in revenue to

Carbon/ Emery that results fromthe mgration of cable
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internet custoners to the fiber to the home network.

question is this, in performng the analysis of the inpact
per custonmer per nmonth M. Wolsey uses a rate of return of
10.5 percent, which includes the Conpany's requested rate
of return on equity of 12.13 percent. Am| correct in
reviewing the Division's testinony that the Division agrees
wi th the nethodol ogy enpl oyed by M. Wol sey, but does not
agree with the rate of return used by M. Wolsey in his
cal cul ati on?

A. Yes, | believe so.

Q And so is it accurate that the Division of
Public Wilities is no |onger proposing the adjustnent

amount set forth in lines 259 through 269 of your direct

testinony?
A Yes.
Q And is it fair to say that except for the rate

of return element involved in this calculation this cable
mgration issue is not an open issue in the case?

A Yes.

Q The Division in your testinony has used what

you call a single asset straight line method; is that

correct?
A Yes.
Q And you have provided testinony on that

cal cul ation, which results in a depreciation adjustnment --
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1 | don't want to go into closed session here, so |'m going

2 to say that adjustnent found in colum G of the Division of

3 Public UWilities Exhibit 1.2SR That's the exhibit offered

4 by M. Duncan. Does that accurately reflect your

5 depreciation adjustnment?

6 MR, JETTER May | have a nonent to provide ny

7 wtness wth that?

8 MS. SLAWSON:  Sure.

9 THE WTNESS: Yes, that's accurate.

10 Q (By Ms. Slawson) And this reduces

11 Carbon/Enery's depreciation expense for the test year,

12 correct?

13 A I'msorry. Say that one nore tine.

14 Q Thi s adjustnent decreases Carbon/Enery's

15 depreciation expense for the test period, correct?

16 A Yes.

17 Q Is it your testinony that Carbon's reduced

18 depreciation expense will remain constant at that nunber in

19 2015 after the test year?

20 A Are you saying that Carbon/Enmery's depreciation

21 wll remain exactly the same for 2014 and 2015?

22 Q I'"masking if that's your testinony. Do you

23 think it will remain the same for 2014 and 2015?

24 A No.

25 Q Do you think that the depreciation expense wll
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1 remain constant at the nunber adjusted in the test year in
2 20167

3 A No.

4 Q 201772

5 A O course not.

6 Q And what about Carbon's rate base over the next
7 fewyears, is it your testinmony that that will remain

8 constant?

9 A No.

10 Q Do you know what the cal culated -- have you

11 calculated the anticipated depreciation expense for

12 Carbon/ Enmery going forward beyond the test year?

13 A We've run projections, but it hasn't ever been
14 entered into testinony.

15 Q Do you know what happens with that depreciation
16 expense?

17 A From the projections that we have run the

18 depreciation -- well, are you referring to Carbon/Emery's
19 group depreciation nethod, what happens to the depreciation
20 expense?
21 Q Well, actually I'mwondering if you' ve done the
22 cal culation on what Carbon's depreciation expense will be
23 going forward under either nethod.
24 A Vell, for the single asset straight line the
25 expense will increase proportionately with what is being
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1 added to the rate with what is being capitalized. But

2 under Carbon/Emery's group depreciation the expense is

3 significantly nore than it is wth the single asset

4 straight line nethod.

5 Q But does it remain constant?

6 A Do you nmean is there a constant increase?

7 Q No. |'mwondering if the test year is

8 representative of the depreciation expense going forward?

9 A Vell, the -- no, it would not be. Carbon/Enmery
10 has provided known and neasurabl e adj ustnents sayi ng that
11 they anticipate having additional assets capitalized that
12 would increase the depreciation expense accordingly.

13 Q | know theoretically it would increase the

14 depreciation expense. But |I'mwondering if you have done

15 the calculation to know what the depreciation expense going

16 forward will actually be so that we can identify whether

17 the test year as proposed by Carbon/Emery or as proposed by

18 the Division with its adjustnment is representative of the

19 depreciation expense in the future?

20 A No. Carbon/Enery chose the test year. So we

21 did cal culations based upon the test year that Carbon/Enery

22 has chosen.

23 Q And you did not do any calculation to see what

24 that depreciation expense would do after the test year?

25 A Not that's been entered into testinony, no.
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1 Q So whether or not it's been entered int oPage e
2 testinony do you know what the depreciation expense does

3 after the test year? |If you' ve performed the cal cul ation
4 do you know what that is?

5 A I'msorry. Say that one nore tine.

6 Q You said you haven't entered that in testinony,
7 but that you have perforned the calculation. 1Is that an
8 accurate reflection of your testinony?

9 A Yes, that woul d be accurate.

10 Q Even though it wasn't in previous testinony,
11 |1'masking you what the depreciation expense for

12 Carbon/Emery will be going forward?

13 A | don't know the exact nunber.

14 Q Do you have a range?

15 A No.

16 Q Wth regard to the depreciation expense you

17 don't have a range and you don't know what the cal cul ation
18 is, can you say whether it's increasing or decreasing?

19 A Qur cal cul ation show that depreciation expense
20 wll continue to increase.

21 Q Ckay.

22 A Under bot h net hods.

23 Q It is your testinony that the -- on line 54 of
24 your sur-surrebuttal testinmony you indicate that the

25 depreciation nethod chosen by the conpany has |asting
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1 effects and nust be chosen correctly, correct? rage <t

2 A Yes.

3 Q By way of exanple you testify that if the

4 depreciation nmethod chosen by the conpany accel erates

5 depreciation expense it will also accelerate the rate at

6 which accunul ated depreciation accrues, thereby

7 accelerating rate base reduction as well, correct?

8 A Yes.

9 Q You indicate that in prior accounting periods
10 Carbon has reaped the reward of accel erated depreciation,
11 but with that conmes the burden of an accel erated
12 accunul ated depreciation count. \What you see as the
13 consequence or the burden of Carbon/Enmery choosing the
14 group nethod of depreciation is that the group nethod al so
15 accelerates reduction to Carbon/Enmery's rate base; is that
16 ~correct?

17 A Yes.

18 Q Your testimony is that the Division is

19 permtted to make an adjustment to the depreciation expense

20 going forward, but is not permtted to make an adj ust nent

21 to the rate base. And | believe you testified that this

22 would conflict with the basic tenant that the utility

23 regulation is prospective, correct?

24 A That is not accurate.

25 Q Let's l ook at your testinony there. Starting
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1 on line 54 of your surrebuttal testinmony -- I'n1sorr§ége e
2 Your sur-surrebuttal testinony.

3 A ['msorry. The first part was where you quoted
4 the testinony that is accurate, however the second part of
5 the question is not accurate.

6 Q The second part where | said because it would

7 conflict with the basic tenant that the utility regulation
8 is prospective?

9 A Ri ght.

10 Q You're saying that's not accurate?

11 A Yes. The adjustnment that we have proposed is
12 sinmply an adjustnent. W' re not proposing that

13 Carbon/ Enmery change their depreciation nethod. |If the

14 Conmm ssi on asks Carbon/Enery to change their nethod then

15 the repercussions of accunul ated depreciation would have to
16 be taken into effect on a prospective basis, neaning that
17 we could not go back and change the accunul ated

18 depreciation based off the Conmm ssion's decision to ask

19 Carbon/Enmery to change their depreciation nethod.
20 Q And you testified that the Division's
21 depreciation expense adjustnent was sinply an adjustnment of
22 an unreasonably inflated depreciation expense to a
23 reasonabl e depreciati on expense that better matches the
24 actual dimnution of value of Carbon's assets during the
25 test year; is that correct?
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1 A Yes. rage 255

2 Q What is the actual dimnution of value of

3 Carbon's assets during the test year?

4 A We feel that because of the acceleration that

5 occurs naturally with the selection of group depreciation

6 nethod is that the dimnution of the assets occur on an

7 accelerated level. So a different method nust be chosen to

8 nore accurately reflect the assets dimnution.

9 Q Ckay. | understand that you don't think that
10 the group nethod selected by Carbon accurately reflects the
11 actual dimnution in value. But what |'m asking you is not
12 about the method, |'m asking you what the actual di mnution
13 in value of Carbon/Enmery's assets were during the test
14 period?

15 A Are you asking for the nunber?

16 Q Yes, the nunber.

17 A | don't have the nunmber in front of ne.

18 Q If you don't know what the actual -- do you

19 have it somewhere?

20 A I'mgoing to read off sone nunbers or | can

21 just tell you where they appear.

22 Q Tell me where they appear and then we'll decide

23 whether they need it to be in the record.

24 A Exhibit DPU 1.1D W I I iam Duncan

25 Q Let me turn there before we nove on. \Were on
Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 15-2302-01 REDACTED - 01/26/ 2016

1 Exhibit 1.1D? rage <10
2 A It would be colum F row 12. That is the

3 proposed depreciation expense by Carbon/Emery. CQur

4 adjustment is colum Grow 12. So the dimnution wuld be
5 colum | row 12.

6 Q Again, | hate to split hairs here, but you're
7 tal king about the depreciation expense, the depreciation.

8 What |'masking is what those assets -- how they actually
9 dimnished in value during the test year. Do you know what
10 that is? D d you go and |ook at the plant?

11 A W went out and | ooked at the plant, but I'm
12 not an appraiser so | wouldn't know.

13 Q Did you go out and | ook at Carbon/Enery's plant
14 in this case?

15 A | don't recall. | don't renenber.

16 Q So | guess my question is if you don't know

17 what the actual dimnution in value of Carbon's assets were
18 during the test year, how do you know t hat your method of
19 calculation calculating that depreciation expense better
20 matches the actual dimnish in value?
21 A The accel eration that occurs because of the
22 method chosen on paper, given the test sanples that we
23 pulled, there is no way that it could dimnish that
24  qui ckly.
25 Q But you don't know what the actual dimnish
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1 value is; is that accurate? rage 2
2 A Correct. Yes, that's accurate.

3 Q Let's nove on. You've noted that in choosing
4 its depreciation method Carbon made a careful and inforned
5 decision to use -- well, you've noted that conpanies use or
6 nmake a careful and inforned decision on which nethod of

7 depreciation to use; is that accurate?

8 A Yes.

9 Q And woul d it be reasonable to assune that

10 Carbon al so nmade the careful and inforned decision to use
11 its nethodol ogy for depreciation?

12 A Yes.

13 Q Is it reasonable -- Carbon/Emery has el ected
14 the group nmethod of depreciation, correct?

15 A Yes.

16 Q And | think you testified just a mnute ago

17 that the Division is not recomendi ng that Carbon use a

18 different nmethod of depreciation, you' re just recomrendi ng
19 that the Conm ssion calculate the UUSF using a different
20 method of depreciation; is that correct?
21 A You' re asking whether | -- can you restate the
22 question one nore tinme please?
23 Q | believe you testified that the Division's
24 position isn't that Carbon/Emery should change its
25 depreciation nethod; is that correct?
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1 A Yes. rage <18

2 Q Yes, that is correct?

3 A Yes, that is correct.

4 Q But you are recommendi ng that for purposes of

5 calculating the Universal Service distribution or

6 disbursement in this case that the Conmi ssion should | ook

7 at or reach the depreciation expense using a different

8 method of depreciation; is that correct?

9 A Whet her the Conm ssion uses group depreciation
10 to arrive at what they believe is a correct expense, single
11 asset straight line, vintage, the FCC nethod, that's
12 entirely up to them Qur reconmmendation is that, yes, we
13 adjusted the group depreciation expense down to a |evel
14 that we felt was representative using a method that we have
15 wused for multiple conpanies across the state.

16 Q Just so | understand the Division's
17 recommendation, the Division is not suggesting that the
18 single asset depreciation nmethod be applied to assets that
19 are added after the test period, but rather the Division is
20 suggesting that when you | ooked at the single asset
21 depreciation nmethod you applied it, and | think your
22 | anguage was based upon each capitalized asset having
23 depreciated under a single asset straight |[ine approach
24 since its inception; is that correct?
25 A Yes.
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Q W have established here that Carbon/Enery

chose the group asset method of depreciation and used that
method to calculate what it believed is an accurate
depreci ati on expense, correct?

A Yes.

Q And the Division is suggesting that that is not
an accurate depreciation expense and that the single asset
straight line method should be used, or at |east was used

by the Division to calculate the depreciation expense,

correct?
A Yes.
Q So it seens to ne that the Division is

suggesting or is changing the rules in the mddle of the
game, effectively elimnating what you call the stable
predi ct abl e depreci ati on expense under the group nethod
t hat Carbon/Emery's managenent was using for forecasting
and planning. |Is that not -- are you not doing that?

A Every single conpany to ny know edge that |
have been involved with that has used group depreciation
has had an accordi ng adjustnent on the straight line
met hod. \Wether those cases have been settled in the court
or out is up to each individual conpany, but each of those
-- we have consistently applied the single asset straight
i ne approach to conpani es practicing group depreciation,

not because we have any fondness or preference over one
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. . Page 220
depreciation nethod over another, we just feel that the

single asset straight line is the nost transparent, the
nost straightforward, the easiest one to duplicate, and the
easi est one to comuni cate back to the conpani es.

Q Ckay. In addition to the single asset straight
l'ine method of depreciation that the Division uses to
cal cul ate the depreciation expense, in your testinony you
identify several other methods of depreciation that you
i ndi cate woul d be Conm ssion approved |ives and rates and
woul d be reasonable alternatives for cal culating Carbon's
revenue requirenent; is that correct?

A Yes.

Q And in particular you identify what you cal
t he FCC nethod as an acceptabl e nethod of cal cul ating
depreciation expense. So | want to look at that for a
mnute. On line 223 of your direct testinony you identify
a fornula that is used by the FCC to recal culate the
depreciation rate based on the plant's remaining life,
future net salvage, and depreciation reserve ratio. D d
you cal cul ate the depreciation expense for Carbon using the
FCC method identified on line 223 of your direct testinmony?

A. No, we did not.

Q As | understand it, the FCC nethod applies such
depreciation rates as wll ratably distribute the

di fference between the net book cost of the plant account
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Page 221

1 and it's estimted net sal vage during the known or

2 estimted remaining service life of the plant; is that

3 correct?

4 A Yes.

5 Q In other words, the FCC nethod | ooks at

6 remaining asset lives to ensure that the depreciation rate
7 is reasonable, correct?

8 A Yes.

9 Q And | want you to -- are you famliar with Uah
10 Code 54-7-12.17?

11 A No.

12 Q ['I'l quote that section for you and you can

13 read it together with M. Jetter.

14 A Sure.

15 Q The Conmi ssion shall consider all relevant

16 factors including the alteration of asset lives to better
17 reflect changes in the economc life of plants and

18 equi pnent used to provide tel econmunications services.

19 Does that refresh your recollection as to 54-7-12.17
20 A Ckay.
21 Q | believe you referred to this section in your
22 testinony, this section code in your testinony. Do you
23 deny that?
24 A No, | don't deny.
25 Q The single asset straight line nethod that is
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1 being recommended or that was used by the Division iFr>]age c%2
2 calculating the depreciation expense in this case applies
3 the consistent depreciation rate across the expected life
4 of the asset, correct?
5 A I'msorry. Say that one nore tine.
6 Q So the single asset straight |ine nethod
7 applies a consistent depreciation rate across the expected
8 I|ife of an asset, correct?
9 A Yes.
10 Q And that depreciation rate is established at
11 the tine that the asset is installed, correct?
12 A Yes.
13 Q Are there factors that could affect the
14 expected life of an asset?
15 A Yes.
16 Q What woul d t hose be?
17 A Any kind of substantial repairs, changes to the
18 asset's nature, any kind of change in the conditions in
19 which it was installed.
20 Q (Obsol escence of the asset?
21 A Yes.
22 Q End of life, if a piece of equipnent as
23 M. Johansen has testified is no | onger supported by the
24 manufacturer that could reduce the life of the asset?
25 A Yes.
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1 Q And the single asset straight |ine netho%a%ﬁ e
2 depreciation doesn't account for these potential issues; is
3 that correct?

4 A In the calculation of the expense, no.

5 However, common depreciation practice as inplenmented by an
6 accountant accounts for these changes as they occur.

7 Q How?

8 A So if a conpany asset is all of a sudden struck
9 by lightning then that asset woul d obviously need to be

10 retired. Then it's renoved fromthe book, it's renoved

11 fromthe asset base, and its correspondi ng accunul ated

12 depreciation is also renoved.

13 Q But as long as the asset stays in service --

14 you're tal king about an adjustnent that is made after the
15 asset is retired fromservice, correct?

16 A Yes.

17 Q So doesn't 54-7-12.1 require the Conmi ssion to
18 consider the alteration of asset lives to reflect changes
19 in the economc life of plant and equi pnent ?
20 MR, JETTER I'mgoing to object to that to the
21 extent that it calls for a | egal conclusion.
22 HEARI NG OFFI CER.  Let's maybe handle it this
23 way. That's what that section says. Are you asking for
24 the Division to explain what it feels it nmeans?
25 MS. SLAWGON: No. M. Hellewell identified
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1 this sectionin his testinony. So | was just asking himto
2 -- M. Jetter is right. 1've represented what that says so
3 there is no question.

4 HEARI NG OFFI CER:  Ckay.

5 Q (By Ms. Slawson) You testified that

6 identification of the remaining lives of the asset group on
7 a periodic basis is critical to a properly configured

8 group, correct?

9 A Yes.

10 Q In fact, on line 126 of your sur-surrebutta

11 testinony you criticize Carbon's group asset methodol ogy

12 because you state when additions are made to a group no

13 adjustnent is made to the depreciable life of the group; is
14 that correct?

15 A I'msorry. VWich |line again?

16 Q Li ne 126 of your sur-surrebuttal

17 A Yes.

18 Q | want to | ook at that conclusion that you

19 reach and I want to wal k you through a depreciation
20 exanple. It's very sinple because | too -- | ama | awer
21 and not an accountant. So let's say you have an existing
22 group asset that when you put it in service it costs
23 $1,000. Its life in years is 10 years. Wat would the
24 annual depreciation expense for that group be?
25 A $100.
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1 Q Let's say in year nine you have accunula?%gf “e>
2 depreciation of $900, correct?

3 A Yes, under the straight |ine nethod.

4 Q Under the straight line method, right. And you
5 have a net book value -- well, yes, the group nethod

6 applying straight |ine depreciation.

7 A Ckay.

8 Q In year nine if you have accunul at ed

9 depreciation of $900, what is the net book val ue of that
10 asset?

11 A $100.

12 Q And what is the remaining life in years?

13 A One year.

14 Q Let's say that group has a piece of copper

15 cable in it that stops working. You replace that copper
16 cable for $200. So you add that to the group. At that

17 point the entire value of the group asset when it was

18 placed in service woul d be $1200, correct, the $1000

19 original plus the $200 that you have added?
20 A Right, that would be the gross book val ue.
21 Q And the life in years would remain the sane,
22 the straight line depreciation nethod would remain a 10
23 year depreciable life, correct?
24 A It depends on what the addition does.
25 Q So under group nethodol ogy what would the life
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1 in years for that group be? rage <28
2 A According to Carbon/Enmery from what |

3 understand the renmaining life would still be one year in

4 which they woul d depreciate $300 in the renaining year

5 No, no. Wthout doing the math it would be $1200 di vi ded

6 by 10. So it would be $120.

7 Q Geat. In year nine the accunul ated

8 depreciation of the group is still $900, correct?

9 A Yes.

10 Q And in year nine the net book value of the

11 group with the $200 addition is now $300, correct?

12 A The net book value is $300 with the addition,
13 yes. It's a conplicated exanple for being a sinple one.

14 Q How many years will it take to depreciate that
15 remaining net book val ue using the annual depreciation

16 expense of $1207?

17 A Roughly two and a half years.

18 Q So it's not accurate to say that Carbon/Enery's
19 group nethod doesn't nmake any adjustment to the depreciable
20 life of the group, is it? W've just shown that it does
21 add a year and a half to the plant life?
22 A In the exanple you are correct. However, the
23 groups -- when we see Carbon/Enery add things to a group,
24 we don't knowif it's a betternment or a repair that's

N
ol

extending the life. Al we see is that a new asset is
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. . . Page 227
bei ng added to the group. And oftentines it's a

substantial new asset. So we think that an entire new
asset, an entire new $1000 asset is being added to the
group. We don't know if it's a change or a repair or what.
All we see is the capital additions.

Q So it seems to me -- is it fair to say that
your concern is that you're not sure whether Carbon/Enmery
is actually adjusting the depreciable life of the asset
remai ni ng, the actual remaining life of the asset?

A Right. W see no adjustnment on the |ife of an
asset that's being repaired.

Q That's different fromwhat you just said
because initially you said you're not sure if they're doing
that. So is your testinmony now that they're not doing
t hat ?

A No. M testinony is not that they're not. W
do not know.

HEARI NG OFFI CER:  The testinony is you see no
evidence in the record that Carbon/Emery does adjust the
life of an asset that has an addition?

THE W TNESS: Correct.

Q (By Ms. Slawson) But you will agree that the
exanple that | said was sinple and you said turned out to
be a little bit conplicated shows that under the group

met hod the depreciable life of the asset is increased by a
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1 vyear and a half under that sinple exanple, correct? rage <28
2 A Yes. It is a sinplified explanation, but yes.
3 Q In M. Wolsey -- wouldn't the FCC net hod which
4 specifically requires consideration of the average

5 remaining life nore closely align with Uah Code 54-7-12

6 than the single asset straight |ine method?

7 A Each asset nethod is the business of the

8 conpany that chooses it. | feel |like each one could be --
9 as long as it's properly inplemented each depreciation

10 nethod is proper.

11 Q But you testified here that one of the kind of
12 sticking points is that the depreciable life should reflect
13 the actual life?

14 A Yes.

15 Q And 54-7-12 also states, and I'Il read it here
16 that the Comm ssion shall consider all relevant factors

17 including the alteration of asset lives to better reflect
18 changes in the economc |ife of plant and equi pment used to
19 provide tel ecomunicati ons services, correct?
20 A Yes.
21 Q And the FCC net hod al so uses the cal cul ation
22 that includes adjusting the average remaining service life
23 of the asset, correct?
24 A O the asset group, yes.
25 Q And the single asset straight |ine method does
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1 not make any adjustnments of the asset |ives? rage €23
2 A The single asset approach is done again on a
3 reactionary basis. So as betternments are made to the asset
4 then the CFO or the accountant in charge woul d make a
5 judgnment call to see if that extended the |ife of the asset
6 or not. It seenms the FCC method is doing this as it goes
7 al ong.
8 Q Did the single asset straight [ine method that
9 the Division used in this case to cone up with depreciation
10 expense nake adjustnments to the remaining asset |ives of
11 the asset, the remaining life of the asset? D d you make
12 any adjustnments?
13 A No.
14 Q In M. Wolsey's surrebuttal testinony he
15 calcul ated the depreciation expense using the FCC net hod.
16 Did you review that testinony?
17 A Yes.
18 Q And his testinmny was filed on Decenber 18,
19 2015, correct?
20 A Yes.
21 Q And you indicate in your sur-surrebutta
22 testinony that given Carbon/Enery's use of a new nethod at
23 such a late date the Division was unable to fully review
24 and investigate M. Wolsey's inplenentation of this
25 nmethod, correct?
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1 A Yes. rage 23
2 Q I'ma little confused by that because in your

3 direct testinony filed on August 21st it was you that

4 identified the FCC method as a reasonable alternative for

5 calculating Carbon's revenue requirenent, wasn't it?

6 A Yes.

7 Q And didn't you have access to all of the data

8 necessary to do the calculation prior to M. Wol sey doi ng
9 the calculation in sur-surrebuttal testinony?

10 A Yes.

11 Q If you have never performed this calcul ation

12 how do you know that the FCC nethod would be a reasonabl e
13 alternative as you testified to in your direct exam nation?
14 A Because it's a generally accepted depreciation
15 net hod.

16 Q And doesn't is also elimnate issues related to
17 inaccurate depreciation |ife?

18 A It could if done correctly.

19 Q Since you haven't done the actual FCC
20 calculation you can't say whether M. Wolsey's cal cul ation
21 wusing the FCC nethod was perfornmed correctly or
22 incorrectly, can you?
23 A I''mnot an enpl oyee of Carbon/Enery so | didn't
24 do their depreciation for them no.
25 Q But you reviewed his cal culation, correct?
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1 A H s FCC net hod of cal cul ati on? rage #52
2 Q Yes.

3 A Not inits entirety, which is what ny testinony
4 reflects.

5 Q And your testinony is that you couldn't review
6 it inits entirety because you didn't have enough tine, or
7 why couldn't you reviewthat inits entirety?

8 A Time was definitely a substantial factor.

9 Q But you testified that you had all the

10 information you needed, you identified the nmethod in August
11 and you had a nonth before your sur-surrebuttal testinony
12 was due; is that correct?

13 A Yes.

14 Q You did state on line 161 of your

15 sur-surrebuttal testinmony that M. Wolsey failed to

16 include several asset groups, which are not included in the
17 nost recent depreciation expense calculation. Do you

18 recall that in your testinony?

19 A Yes.

20 Q And you identified seven asset groups which you
21 state contain assets and depreciation expense; is that

22 correct?

23 A Yes.

24 Q And isn't it true, however, that none of those
25 asset groups which you have identified have any remaini ng
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1 book value to be depreciated? rage 32
2 A Under the group depreciation nethod they do

3 not. However, using single asset straight line they do.

4 Q Right. But we're tal king about the FCC net hod
5 and adjusting, which is a group nmethod, and adjusting for

6 the average remaining life of the asset group, correct?

7 A | did not fully review M. Wolsey's FCC

8 <calculation, so | do not know.

9 Q So you don't know if it was correct or

10 incorrect?

11 A A cursory glance shows that they' re m ssing.

12 Q But those asset groups have no remai ni ng book
13 value, correct?

14 A | didn't go through every asset group and

15 determne if they have book val ue or not.

16 Q Wul d you agree that if the asset groups have
17 no remaining book value then they' re not relevant to the
18 FCC net hod cal cul ati on?

19 A That woul d be correct, except for the fact if a
20 conpany is trying to persuade sonebody to adopt their
21 et hodol ogy then it would stand to reason that they woul d
22 at |east show that they thensel ves | ooked at the groups.
23 Q But you don't know if he | ooked at the group or
24 he didn't look at the group, right?
25 A Yes, that's correct.
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1 Q You testified that the estimted servicep?gl]?e233
2 iscritical to these calculations, correct?

3 A Sorry?

4 Q Estimated remaining service life is critical to
5 these cal cul ations?

6 A To the FCC nethod, yes.

7 Q And you haven't offered any testinony that the
8 service life as determned by M. Wolsey in his

9 calculation do not properly represent the remaining service
10 |life of Carbon's assets; is that correct?

11 A Yes.

12 Q | just have a couple nore issues here. | want
13 totalk alittle bit about the interstate affect that's

14 Dbeen identified in the testinony. You haven't perforned

15 the depreciation calculation using the FCC nethod, but you
16 have provided a calculation of the depreciation expense

17 using what you call the single asset straight |ine nethod,
18 correct?

19 A Yes.
20 Q And | believe you provided a cal cul ation using
21 what you call the vintage nmethod of depreciation, correct?
22 A Yes.
23 Q Upon cal cul ating the depreciation expense
24 adjustnments using either of those methods, did you nake any
25 adjustnment for the interstate revenue associated with that
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1 adjustnent? rage 234
2 A No.

3 Q Wul d you agree that if you change a general

4 expense itemon the books of Carbon/Enmery there is an

5 interstate inpact where the jurisdiction separations of the
6 conmpany -- | don't want to use confidential nunbers here --
7 are divided between interstate and intrastate

8 jurisdictions?

9 A Yes.

10 Q If you don't consider the interstate revenue

11 inpact of the depreciation expense adjustnent, then next

12 vyear if Carbon/Emery takes the |ower depreciation expense
13 that you're suggesting and applies the jurisdictional

14 percentage to that adjusted | ower nunber, Carbon/Enmery wll
15 recover less on the federal interstate side for that

16 adjusted depreciation expense; is that correct?

17 A Sure.

18 Q And if that happens, then under the total

19 conpany approach adopted by the Conmm ssion Carbon/ Enmery
20 would be entitled to seek recovery of the revenue shortfall
21 on the interstate side fromthe state; is that correct?
22 A Yes.
23 Q One final issue. You identified in your
24 sunmary testinony that you carefully exam ned the books and
25 records of Carbon/Enmery, correct?
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1 A Yes. rage £95
2 Q And |'ve been through your testinony at length
3 and you allude in several places that the UUSF shoul d not
4 Dbe used as an incentive for increase infrastructure

5 investnent, but | couldn't find any exanpl e where you

6 testified that Carbon/Emery actually did this. 1s there

7 anything like that in your testinony?

8 A Your conclusions are your own.

9 Q But you --

10 A My testinony it ny testinony.

11 Q But there is nothing in your testinmony about
12 themdoing that?

13 A No, absolutely not. There is no inplication
14 that Carbon/Enmery is msusing any of the state USF funds.
15 MS. SLAWSON:. | have no ot her questions.

16 HEARI NG OFFI CER: M. Moore, you have a very
17 big decision to nake. W do need to close today at 5:00.
18 So you can elect to conduct your cross exam nation of

19 M. Hellewell if you have any right now or --

20 MR MOORE: | have no questions.

21 HEARI NG OFFICER: Al right. M. Jetter, you
22 have a very big decision to make. You can elect to do

23 redirect now, or depending on how nuch tinme you feel |ike
24 you need and how nuch energy you have left, | will let you
25 choose to begin with that tonorrow norning.
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1 MR, JETTER | actually have a fairly brT% © 230
2 redirect, so it may be actually easier to press to do it

3 now.

4 HEARI NG OFFI CER:  That's fine. Let's gotoit.
5 REDI RECT EXAM NATI ON

6 BY MR JETTER

7 Q | would like to just walk through a few

8 questions with you on redirect.

9 A Sur e.

10 Q Is it accurate to say that the depreciation

11 nunber proposed by Carbon/Emery conpared to their proposed
12 rate base or the current book value of the assets in

13 service would fully depreciate the entire conpany's

14 remai ni ng book val ue in about five years?

15 A Yes.

16 Q I's that even plausible, that could be the case?
17 Based on --

18 A Not unl ess everything was a conputer

19 MS. SLAWSON: ['msorry. | didn't hear what
20 you said.
21 THE WTNESS: | said not unless everything was
22 a conputer and has that asset life.
23 Q (By M. Jetter) | would like to ask you
24 quickly about the same hypothetical used by Ms. Sl awson.
25 In this hypothetical you have a gross book value of initial
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1 asset on year one with a 10 year depreciation rate. I ng
2 Carbon/Emery's group nethod year 10 with no additions that
3 would sumset to a zero annual depreciation; is that

4 correct?

5 A Yes.

6 Q And let's say hypothetically in year 11 you add
7 another thousand dollar investnment that you capitalize in

8 that same group, while the original thousand dollar capital
9 investnment remains in service, what would the depreciation
10 be in year 12?

11 A $200.

12 Q So in fact that second asset now woul d be

13 depreciating at twice the rate of the first asset even

14 though theoretically they should have the sane depreciation
15 rate?

16 A That's correct.

17 Q And that's because | eaving an asset in the

18 group that has lived in that group beyond its service life
19 begins to affect the depreciation of all other assets added
20 later; is that correct?
21 A Yes.
22 Q And when you | ooked at the asset groups that
23 Carbon has used, they include significant anounts in dollar
24 value of assets that are beyond the cal cul ated depreciation
25 life?
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1 A Yes.

2 Q And those are driving what we woul d consi der

3 significantly increased rates of depreciation?

4 A Yes.

5 Q Let me take nmy hypothetical one step further

6 and let's say we get out to year 20. And now you have

7 $2000 in gross value that is entirely depreciated based on
8 the group nethod, but they both remain in service. Now

9 let's say in year 21 you add another asset that would be a
10 10 year depreciable life and let's say its value is $220 to
11 nmake the math easy. How quickly would that asset, which

12 presumably under the Comm ssion's 10 year depreciation rate
13 or the conpany's 10 year depreciation rate, how fast woul d
14 that asset actually be depreciated under the group method?
15 A It would be depreciated in one year.

16 Q And let's take that hypothetical and use it

17 wth straight line depreciation. You add your $1000 asset
18 in year one. Year 10 that woul d depreciate $100 per year
19 and that would reach zero in year 10; is that correct?
20 A Yes.
21 Q And now at year 11 add $1000, how woul d that
22 depreciate over the next 10 years?
23 A It woul d depreciate at $100 for the next 10
24 years.
25 Q Wul d that be sonething you woul d consi der
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ratably distributing the $1000 capitalization over the 10

year depreciable life?
A Absol utel y.
Q In the alternative, if you were depreciating

that at $200 a year, you're depreciating that entirely over

five years. 1Is it also ratably distributing the value over
10 years?
A No.

Q And finally with ny hypothetical third
investnent at year 21, would depreciating the entire asset
in one year ratably distribute it over a 10 year service
life?

A No.

MR, JETTER That is all the redirect | have.
Thank you
HEARI NG OFFI CER:  Any recross, Ms. Sl awson?
MS. SLAWSON: Yes, | have just a couple.
RECROSS EXAM NATI ON
BY M5. SLAWSON:

Q You testified that Carbon's assets will -- if
t he depreciation expense provided by Carbon in its
application is accurate, then Carbon's assets will fully
depreciate in five years; is that correct?

A That's assuming no additions and no increase to

depreci ati on expense.
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Q And in fact Carbon is adding an additiona

pl ant, correct?

A Yes. So a depreciation expense, therefore,
shoul d al so unreasonably inflate.

Q Are Carbon's -- one second please. |If the
conpany i s adding an additional plant, but also nmaking
di sposal s, the statenent that you just nade would not be
accurate; is that correct?

A Yes. However, Carbon/Enery's disposals do not
match in any way their additions. Their additions far
exceed the anount at which they're disposing.

Q Do you believe that Carbon's assets are going
to fully depreciate in five years even with the additions?

A Like | said, the situation was hol di ng that
everything stands still. | don't know the cal cul ati on,
however | do feel very strongly that a depreciation cliff
wi || happen sonewhere in the future at which no matter what
Carbon/Emery adds it will be depreciated in an unreasonably
qui ck manner

Q So | have two issues on that. How far in the
future do you think this depreciation cliff wll happen?
| don't know.

More than three years?

Possi bl y.

o > O »F

More than five years?
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1 A Again, | don't know. rage 4t
2 Q Do you think it will happen in less than three
3 years?

4 A | don't know.

5 Q That was nmy first question. M second question
6 on this -- ny second question is this. It seems that the

7 overarching concern about Carbon's group nethod of

8 depreciation that the Division has is that it does not

9 accurately reflect the average remaining life of the assets
10 in the group; is that correct?

11 A Yes.

12 Q And isn't it true that the FCC net hod woul d

13 address this concern that the Division has?

14 A I f properly configured, yes.

15 Q And by being properly configured you nean if

16 the asset remaining lives are accurately reflected; is that
17 correct?

18 A Vell, all of the conmponents which go into the
19 calculation using the FCC nust be properly configured.
20 Q So average remaining life?
21 A That's the main sticking point. Because is it
22 average remaining depreciable life, is it average remaining
23 life as it exists in the field. That's the question that
24 needs to be answered.
25 Q What does the FCC formula say?
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1 A Average renmaining life. rage cac
2 Q Wuldn't it make nost sense if you' re actually
3 trying to figure out when you should retire assets and what
4 the depreciation rate should be, wouldn't it actually make
5 the nost sense to figure out what the average remaining

6 life of the asset in the field is?

7 A Yes.

8 Q M. Jetter asked you about a |ot of

9 hypothetical exanples. If the average remaining life --
10 wouldn't the FCC nethod address the concerns that the

11 Division has with those hypothetical s?

12 A. Yes, in part.

13 MS. SLAWSON: | have no other questions.

14 HEARI NG OFFI CER: W are going to adjourn for
15 today. M. Jetter, do you have any other w tnesses?

16 MR. JETTER  No, that would be the end of the
17 Division's presentation.

18 HEARI NG OFFICER:  So M. Moore, tonorrow --

19 MR. MOORE: We have two W tnesses.
20 HEARI NG OFFICER.  -- is all yours.
21 MR MOORE: Fine.
22 HEARI NG OFFI CER.  Ms. Sl awson, do you need the
23 screen tonorrow?
24 MS. SLAWSON: | need the screen tonmorrow. |
25 didn't need it today.
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HEARI NG OFFI CER:  Thank you. This room

believe, will be | ocked and secured. 1'mgoing to |eave
all of ny things right where they are. So with that |
t hi nk we can cl ose.

(The hearing adjourned at 5:10 p.m)
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CERTI FI CATE

STATE OF UTAH )
COUNTY OF SALT LAKE )

I, Melinda J. Andersen, Certified Shorthand Reporter
and Notary Public in and for the County of Salt Lake and
State of Ut ah, do hereby certify:

That the foregoi ng proceedi ngs were taken before ne at
the time and place herein set forth, and were taken down by
me in shorthand and thereafter transcribed into typewitten
under ny direction and supervi sion:

That the foregoing 244 pages contain a true and
correct transcription of ny shorthand notes so taken.

W TNESS MY HAND and official seal at Salt Lake City,
Utah this 5th day of February, 2016.
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My Comm ssi on Expires: Mel i nda J. Andersen, C.S R
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 1                      P R O C E E D I N G S

 2              HEARING OFFICER:  Good morning.  Today is

 3  Tuesday January 26, 2016.  It is 9:00.  This is the date

 4  and time set for the formal hearing in the matter of the

 5  application of Carbon/Emery Telecom Incorporated for an

 6  increase in Utah Universal Service Fund Support.  This is

 7  Public Service Commission Docket 15-2302-01.

 8              Let's go ahead and get appearances on the

 9  record.  Carbon/Emery.

10              MS. SLAWSON:  Thank you.  My name is Kira

11  Slawson.  I represent Carbon/Emery Telecom Inc. as the

12  attorney.  With me, starting at the far end of counsel

13  table is Brock Johansen, the CEO of Carbon/Emery Telecom

14  Inc.  Next to him, and next to me, is Darren Woolsey, the

15  CFO of Carbon/Emery Telecom Inc.  We also have another

16  witness, Douglas Meredith from JSI.

17              HEARING OFFICER:  Then you are also

18  representing URTA, the intervener; is that correct?

19              MS. SLAWSON:  I am, yes.

20              HEARING OFFICER:  Thank you.  Is anyone else

21  here from URTA?

22              MS. SLAWSON:  No -- well, Douglas Meredith is

23  the witness for URTA, yes.

24              HEARING OFFICER:  Thank you.  And for the

25  Division.
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 1              MR. JETTER:  Good morning.  I'm Justin Jetter.

 2  I'm with the Utah Attorney General's office and I represent

 3  the Utah Division of Public Utilities.  With me at counsel

 4  table is William Duncan with the Utah Division of Public

 5  Utilities.  And the Division intends to present two

 6  witnesses today who are seated in the back, Casey Coleman

 7  and Joseph Hellewell.

 8              HEARING OFFICER:  Thank you.  And for the

 9  Office.

10              THE WITNESS:  Robert Moore, Attorney General's

11  office representing the Office of Consumer Services.

12  Seated next to me is our witness Bion Ostrander.  We also

13  have a witness David Brevitz who will be testifying.  And

14  Michele Beck, the director of the Office of Consumer

15  Services, is also present and she may speak to any policy

16  issues that come up during the hearing.

17              HEARING OFFICER:  Thank you.  Just as we get

18  started here, a couple of housekeeping matters.  We are

19  scheduled to break from the UUSF hearing this morning at

20  noon to take any comments from any public witnesses who

21  might appear.  I don't know if any will be here or not.  We

22  haven't had any requests to call in, correct?  So we'll see

23  if anybody comes.  If we don't see anybody for the public

24  witness hearing then I think we could just continue with

25  the UUSF hearing.  We do need to be prepared to take public
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 1  comments for a period of about an hour at least, but then

 2  at 1:00 we could take a lunch break.  Does that sound all

 3  right?

 4              Let's talk about witness and exhibit lists just

 5  briefly.  All parties have filed those and the Office did a

 6  little amendment to it yesterday to remove information that

 7  related to testimony that's been withdrawn.  Does any party

 8  have an objection to any other party's witness and exhibit

 9  list today?  Carbon.

10              MS. SLAWSON:  I guess it's not so much as an

11  objection, but I wasn't aware that Ms. Beck was on the

12  witness list for policy issues.

13              HEARING OFFICER:  Do you object to her making a

14  statement if she feels it is necessary?

15              MS. SLAWSON:  We would obviously want the

16  opportunity to cross examine on any statements.

17              HEARING OFFICER:  All right.  Thank you.

18  Division, any objection?

19              MR. JETTER:  The Division has no objection.

20              HEARING OFFICER:  Office.

21              MR. MOORE:  That's fine.

22              HEARING OFFICER:  And you speak for URTA as

23  well?

24              MS. SLAWSON:  I do.

25              HEARING OFFICER:  Thank you.  So I think it
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 1  would be appropriate, largely the exhibit and witness lists

 2  -- well, the exhibit lists just capture and summarize the

 3  prefiled testimony that's been submitted.  So I believe all

 4  the parties have had a chance to look at all of that.  I

 5  think it would be appropriate for me to just accept it into

 6  the record as filed and as marked and that might save us

 7  some time.  Is that what the parties were expecting, or is

 8  that acceptable?

 9              MS. SLAWSON:  That's acceptable to the Company.

10              MR. JETTER:  It's generally acceptable to the

11  Division.  We have some corrections that we would like to

12  make that generally the witnesses will do at the beginning

13  of their testimony.  I'll walk through that with them.

14              HEARING OFFICER:  Okay.  Office, does that meet

15  with your expectations?

16              MR. MOORE:  That's fine.  I had some exhibits

17  that came up that might not have been on the exhibit list.

18  I guess Ms. Slawson can object to them at that time if she

19  feels.

20              HEARING OFFICER:  Sure.

21              MR. MOORE:  If she feels they're not

22  appropriate.

23              HEARING OFFICER:  But to the extent that we

24  already have filed exhibits that are on that list, we'll

25  accept them to the record as filed subject to correction
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 1  during testimony and as premarked.  Okay.  I think that

 2  will save us some time.

 3              The next thing I wanted to do for housekeeping

 4  is just note for the record that many of the exhibits do

 5  contain information that the parties have marked as

 6  confidential.  Generally the confidential sections include

 7  financial information and numbers.  I just wanted to make

 8  the parties aware and put on to the record Utah Code

 9  Section 54-3-21(4), which requires this hearing to be open

10  to the public, including all records to be open to the

11  public, except it says that the Commission may withhold

12  from the public any information that it determines needs to

13  be withheld in the best interest of the public.  I can give

14  you that.  Do you want me to read it exactly what it says?

15              MS. SLAWSON:  No, that's fine.

16              HEARING OFFICER:  So I anticipate today that

17  the parties will be discussing concepts and principles and

18  polices and leave the numbers where they are, which is in

19  the confident exhibits.  If you find it necessary to talk

20  about the numbers today and you want me to close the

21  hearing for the purpose of doing that you're going to have

22  to demonstrate that closing the hearing is in the public

23  interest, which is an interesting concept.  I just wanted

24  to make the parties aware of that.

25              Then finally, the Commission issued a notice a
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 1  few days ago on January 21st asking the parties to be

 2  prepared to address threshold questions that are raised in

 3  the statute specifically prohibiting any use of UUSF funds

 4  for support of unregulated activities or any activities

 5  that do not constitute basic telephone service.  Do the

 6  parties have a preference as to how and when to address

 7  these issues?

 8              MS. SLAWSON:  The Company, Carbon/Emery would

 9  prefer that these issues be addressed in post hearing

10  briefing.  I think that affords the opportunity to look at

11  the legal aspects of the statute after all the testimony

12  has been entered so we can apply the legal aspects of the

13  statute to the testimony as in the record.

14              HEARING OFFICER:  Are you prepared to address

15  it at all today?

16              MS. SLAWSON:  I am.

17              HEARING OFFICER:  Could you address it at least

18  generally at the outset here, the threshold question, so if

19  the statute isn't satisfied then that is perhaps as far as

20  we need to go.  If you could address it at least briefly at

21  the beginning that would be helpful.

22              MS. SLAWSON:  Okay.

23              HEARING OFFICER:  Division.

24              MR. JETTER:  I suppose we have a question for

25  the Commission on this.  We have a witness prepared to give
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 1  a statement responding to those questions, but we weren't

 2  certain if you preferred that from counsel or -- it's kind

 3  of to some extent mixed questions of policy that may be

 4  more appropriate, at least from the Division's perspective,

 5  to have one of our policy folks discuss it.  But the

 6  alternative is also I'm prepared to provide you with our

 7  position on it.

 8              HEARING OFFICER:  Perhaps you could just

 9  address it briefly upfront.

10              MR. JETTER:  Okay.

11              HEARING OFFICER:  And then we'll take your

12  witness whenever you want to bring him or her.

13              THE WITNESS:  Okay.

14              HEARING OFFICER:  Office.

15              MR. MOORE:  We'll address it briefly in the

16  beginning.  We also have a condensed written response that

17  we would like to introduce as an exhibit if Ms. Slawson

18  does not object.  Also this is the reason we have Ms. Beck

19  available to talk on policy questions if they arise.

20              HEARING OFFICER:  All right.  Thank you.  So

21  that is all that I wanted to discuss here as we get started

22  in terms of housekeeping.  Do the parties have any other

23  questions that we need to talk about before we go into the

24  meat of this matter?  All right.  It doesn't look like it.

25  Are the parties ready to begin then with opening
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 1  statements?

 2              MS. SLAWSON:  Basically I would introduce the

 3  witness and then each witness has prepared a summary of

 4  their testimony, so I didn't prepare any particular opening

 5  statement.

 6              HEARING OFFICER:  All right.  The Division or

 7  the Office, you're fine to left Carbon just go ahead?

 8              MR. JETTER:  Yes.  I think our general practice

 9  has not been to offer -- generally we don't have an opening

10  or closing statement unless requested by the Commission.

11              HEARING OFFICER:  All right.  Very good.

12              MS. SLAWSON:  I guess as a preliminary matter

13  in light of what Mr. Jetter just said, we have requested

14  through an e-mail communication with counsel and the with

15  the ALJ that there be closing argument in this matter.  And

16  we suggested that our preference was to have that on a post

17  hearing basis provided in a written form.  But we are

18  prepared if necessary and if time permits to do a closing

19  argument also.

20              HEARING OFFICER:  I think I responded and said

21  we'll see how the hearing goes.

22              MS. SLAWSON:  Exactly.

23              HEARING OFFICER:  Very good.  All right.  Then

24  under the rule Carbon/Emery, which is the applicant, has

25  the burden of proof.  Begin.  Go ahead.
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 1              MS. SLAWSON:  Thank you.  I would like to call

 2  Darren Woolsey -- I'm sorry, I mean Brock Johansen to the

 3  stand.

 4              (The witness is sworn in.)

 5                       DIRECT EXAMINATION

 6  BY MS. SLAWSON:

 7        Q.    Good morning, Mr. Johansen.  Would you please

 8  state your name, employer and business address for the

 9  record?

10        A.    Yes.  Brock Johansen.  I'm the chief executive

11  officer of Carbon/Emery Telecom Inc.  My business address

12  is 445 East Highway 29, Orangeville, Utah, 84537.

13        Q.    On behalf of the applicant Carbon/Emery you

14  have participated in this record, correct?

15        A.    Yes.

16        Q.    Have you prepared and caused to be filed

17  testimony in this record?

18        A.    Yes.

19        Q.    If you were asked those same questions here

20  today that you prepared in written form, would your answers

21  be the same?

22        A.    Yes.

23        Q.    Do you have any correction to the testimony

24  that you gave in your prefiled testimony?

25        A.    Yes, just one.  Through this process the amount
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 1  that Carbon/Emery has requested in UUSF distribution has

 2  changed.  So lines 59 and 141 should be corrected to

 3  reflect the accurate amount of $570,643 which is the amount

 4  of Carbon/Emery's UUSF request.

 5        Q.    Do you have a summary of your testimony that

 6  you would like to give today?

 7        A.    Yes.

 8        Q.    Go ahead.

 9        A.    I filed direct testimony in support of

10  Carbon/Emery's amended application for an increase in Utah

11  Universal Service Fund distributions.  The purpose of my

12  testimony is to demonstrate that Carbon/Emery is a

13  telephone corporation qualified to transact business and

14  operate as a local exchange carrier providing

15  telecommunications services within the State of Utah under

16  authority issued to Carbon/Emery by the Utah Public Service

17  Commission, which I will refer to as the Commission, and to

18  testify that Carbon/Emery is an eligible telecommunications

19  carrier pursuant to 47 U.S.C. Section 214(e) and is in

20  compliance with Commission orders and rules.

21              I testify that Carbon/Emery conducted a

22  thorough review of its operational expenses and revenues

23  for test year 2014, adjusted for known and measurable

24  changes, and determined that Carbon/Emery has a revenue

25  deficiency, which pursuant to Utah Code Annotated Section
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 1  54-8b-15 and Utah Administrative Code R746-360 Carbon/Emery

 2  is entitled to receive additional disbursements from the

 3  Utah Universal Service Fund (UUSF).  I testify that the

 4  increase of UUSF support will enable Carbon/Emery to

 5  continue providing affordable service to its customers, and

 6  to engage in construction of capital projects, while

 7  earning a reasonable rate of return as permitted by Utah

 8  Code.

 9              I indicate in my testimony that Carbon/Emery's

10  current rates for basic residential and commercial services

11  are set at the current affordable base rate as determined

12  by the Commission.

13              I identify Darren Woolsey, Carbon/Emery's Chief

14  Financial Officer, and Douglas Meredith of John Staurulakis

15  Inc. as individuals who will be providing additional

16  testimony on behalf of Carbon/Emery.  And I indicate I have

17  reviewed the testimony and exhibits filed on behalf of

18  Carbon/Emery in this case and that the testimony and

19  exhibits filed on behalf of Carbon/Emery accurately reflect

20  the financial and operational situation of the company.

21              I also present testimony that Carbon/Emery has

22  not implemented any significant changes in its accounting

23  procedures.  I describe the collection and write-off

24  policies for bad debt.  And I identify immaterial penalties

25  assessed to the company.  I testify that the company has
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 1  not received any revenue ruling requests, IRS responses or

 2  had any correspondence from the IRS other than periodic

 3  filing of payroll and tax forms.

 4              Finally, I testify that the increase in UUSF

 5  support requested by Carbon/Emery is in the public interest

 6  and is just and reasonable to permit Carbon/Emery to

 7  continue to provide telecommunications services at just and

 8  reasonable rates to its customers.  This concludes the

 9  summary of my testimony.

10              MS. SLAWSON:  Mr. Johansen is now available for

11  cross examination questions.

12              HEARING OFFICER:  Mr. Jetter, anything?

13              MR. JETTER:  No questions from the Division.

14              HEARING OFFICER:  Mr. Moore?

15              MR. MOORE:  No questions.  Thank you.

16              MS. SLAWSON:  Carbon/Emery would now like to

17  call to the stand Darren Woolsey.

18              (The witness is sworn in.)

19                       DIRECT EXAMINATION

20  BY MS. SLAWSON:

21        Q.    Would you please state your name, employer and

22  business address for the record?

23        A.    Yes.  My name is Darren Woolsey.  I'm employed

24  by Carbon/Emery Telecom Inc. since April of 2006.  The

25  address of our corporation is 445 East Highway 29 in
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 1  Orangeville, Utah, 84537.

 2        Q.    Did you prepare and cause to be filed direct,

 3  supplemental rebuttal, surrebuttal and sur-surrebuttal

 4  testimony with attending exhibits in this case?

 5        A.    Yes.

 6        Q.    Do you have any substantive changes to the

 7  answers that you gave in the questions asked in the

 8  prefiled testimony?

 9        A.    I have no substantial changes, but there are

10  three small corrections that I would like to make.  At line

11  746 of my revised rebuttal testimony, which was dated

12  September 4, 2015, there is a reference to aerial cable

13  plant life which is dated at 20 years.  And the correct

14  life for that aerial cable plant should read 10 years.

15  There is no subsequent calculations or additional testimony

16  that rely on that correction.

17              The other two corrections are related to lines

18  402 in the sur-surrebuttal testimony dated December 18,

19  2015.  There is a number here which needs to be corrected

20  that was originally marked as confidential.

21              MS. SLAWSON:  It's a number that was originally

22  marked as confidential in the testimony.  He just wants to

23  make a change to that number.  I'm not sure what the best

24  way of making that change is since we want it to remain a

25  confidential number.
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 1              HEARING OFFICER:  If you want to give it to me

 2  in this matter you have to make some sort of explanation as

 3  to why we close the hearing for that purpose.  Otherwise,

 4  you're going to have to provide it outside of this open

 5  meeting.

 6              MS. SLAWSON:  We would argue that the hearing

 7  should be closed for this limited purpose to state the

 8  number so that the confidential record would accurately

 9  reflect the correction that needs to be made.  We think

10  that the number that is being changed is a calculation with

11  regard to depreciation expense, which is a confidential

12  number which should remain confidential in this hearing.

13              HEARING OFFICER:  And why is it in the public

14  interest?

15              MS. SLAWSON:  It's in the public interest

16  because the confidential financial information of the

17  company allows -- if in the hands of competitors it could

18  cause a competitive advantage to the competitors and a

19  competitive disadvantage to Carbon/Emery.

20              HEARING OFFICER:  Does the Division agree or

21  disagree?

22              MR. JETTER:  I think it's generally been our

23  practice to close these hearings when similar issues have

24  come up for the same reasons that we would, I guess, allow

25  the confidentiality of these type of numbers for purpose of
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 1  encouraging the Company to be as forthcoming as possible

 2  with providing at least the Division with as much

 3  information as we request without having extensive

 4  discovery fights over that.

 5              HEARING OFFICER:  Mr. Moore.

 6              MR. MOORE:  We have no objection to going

 7  confidential.  If it's simply a number that needs to be

 8  corrected there doesn't seem to be any strong public reason

 9  to have that information provided publically.  The public

10  won't gain much in weighing it against the loss of

11  confidential information.

12              HEARING OFFICER:  I'm persuaded by Mr. Jetter's

13  argument that allowing any company to keep its financial

14  information confidential is in the public interest because

15  it fosters open disclosure to the Division and to the

16  Commission, which allows for better decision making in

17  these matters.  So I will grant the request to close the

18  hearing briefly in order to correct the number in Darren

19  Woolsey's sur-surrebuttal testimony at line 402.

20              Ms. Slawson, is there anybody that you want to

21  leave the room?

22              MS. SLAWSON:  No.

23              HEARING OFFICER:  Can you pause the stream?

24  Okay.  Go ahead.

25

0021

 1

 2

 3

 4

 5

 6

 7

 8

 9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24              HEARING OFFICER:  Okay.  We are back in the

25  open portion of this hearing.  Go ahead.
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 1        Q.    (By Ms. Slawson)  Do those two changes that you

 2  have identified confidentially affect the conclusions that

 3  you arrived at in your testimony?

 4        A.    They do not affect the conclusions we arrived

 5  at in the testimony.

 6        Q.    Do you have a summary of your testimony that

 7  you would like to give today?

 8        A.    I do.

 9        Q.    Go ahead.

10        A.    Carbon/Emery Telecom filed an amended

11  application for increase in UUSF support on April 2, 2015.

12  Accompanying this filing was my direct testimony which is

13  provided today to introduce the application and the

14  associated exhibits.  The application is based upon a

15  calendar 2014 historical base year and ties directly to the

16  Carbon/Emery 2014 trial balances and annual report

17  submitted to the Public Service Commission of Utah.  This

18  is true with only four adjustments needed.  One of them is

19  a rate base exclusion.  There are two known and measurable

20  adjustments.  Then there is the associated tax adjustments

21  needed for these other changes.  Based upon this

22  information I recommend that the Commission adopt 2014 with

23  the recommended adjustments as a representative test year

24  for the effective period.

25              I testify that Carbon/Emery complies with FCC

0023

 1  rules guiding the measurement, gathering, and allocation of

 2  the costs necessary to provide regulated telecommunications

 3  services, including the FCC rules contained in Part 32 and

 4  Part 64 as well as Public Service Commission Rule

 5  746-340-2.

 6              My direct testimony includes a general

 7  description of the process used in the application for

 8  Carbon/Emery's calculation of cost of capital.  My

 9  testimony regarding this calculation describes the process

10  by which costs are assigned to the interstate or intrastate

11  jurisdiction, the imputation of 35 percent debt through use

12  of a hypothetical capital structure, and the calculation of

13  the authorized rate of return and revenue requirement.

14              I also provide additional testimony addressing

15  various concerns identified by the Division and the Office

16  in their prefiled testimony.  Specifically, with the

17  benefit of hindsight and to address concerns raised by the

18  Office and Division with which I do not object, I accept

19  four adjustments to Carbon/Emery's initial UUSF request.

20              These adjustments included a reduction in the

21  original landline loss adjustment proposed by Carbon/Emery

22  to reflect additional actual loss data experienced in 2015.

23  The second item was an increase for nonregulated affiliate

24  revenue projected for the anticipated migration of

25  customers from cable internet to fiber to the home internet
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 1  as our fiber to the home project progresses.  So this is

 2  basically a move of customers from our nonregulated plant

 3  to our regulated plant.  The third item is an increase in

 4  interstate revenue to Carbon/Emery related to interstate

 5  services provided by Carbon/Emery to its affiliate ET&V.

 6  This adjustment was evidenced on the July 2015 cost study,

 7  which was unavailable at the time of our original

 8  application.  And finally, a decrease in rate base for the

 9  exclusion of long-term healthcare obligation liabilities

10  consistent with FCC handling of these same liabilities.

11              The combination of the adjustments result in a

12  decrease in the UUSF request of $246,266.

13              HEARING OFFICER:  Can you give me that number

14  again?

15              THE WITNESS:  $246,266, which brings our

16  revised UUSF request to $570,643.

17              I would like to briefly summarize key disputed

18  issues that I think are remaining in this proceeding.

19              First of all, depreciation.  Carbon/Emery's

20  method of depreciation and calculated depreciation expense

21  are at issue in this case.  I have testified to the

22  appropriateness of Carbon/Emery's group asset methodology

23  in accordance with the FCC's Uniform System of Accounts,

24  which is contained in Part 32.  Specifically, Part 32

25  Section 32.2000(g)(i) promulgates depreciation expense be
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 1  calculated using a group plan of accounting.  This

 2  methodology has been consistently applied since

 3  Carbon/Emery's beginning in 2001 and is an industry

 4  accepted method of calculating depreciation.  I testify

 5  that Carbon/Emery's test year depreciation expense

 6  contained in its application is representative of the

 7  effective UUSF period.  As support, I testify that

 8  historical depreciation has remained consistent with recent

 9  increases reflecting plant replacement which is anticipated

10  to continue for the next five to seven years.

11              Though the Division acknowledges that there are

12  many different acceptable methods to calculate

13  depreciation, the Division recommends that the Commission

14  use a single asset depreciation method to calculate the

15  appropriate depreciation expense in this case.  I do not

16  agree with the Division's recommendation, nor do I agree

17  with their calculation under that method because the

18  Division's method does not result in a depreciation expense

19  number or a rate base number that is representative of the

20  realized and effective period.

21              The Office does not question the group method

22  of depreciation, but takes exception to the calculation of

23  depreciation expense for certain accounts because of the

24  asset lives of the group.  I testify that the depreciation

25  expense in the application is representative of the
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 1  effective period, and that a switch of depreciation method

 2  is not needed.  Any concerns raised by the Office or the

 3  Division with regard to depreciation expense can be

 4  addressed with adjustments to the remaining asset lives in

 5  certain groups used by Carbon/Emery as prescribed by the

 6  FCC method.

 7              In the alternative, if the Commission decides

 8  to abandon group depreciation, I testify that such action

 9  should be taken on a prospective basis for assets added

10  after the Commission establishes a different methodology.

11              The next outstanding issue that I would like to

12  discuss briefly is the cost of capital used to calculate

13  the required rate of return.  With respect to cost of

14  capital, and capital rate structure, I defer to Douglas

15  Meredith who has provided testimony on this issue.  My

16  testimony on this issue is limited to using the 12.13

17  percent return on equity, which has been used by the

18  Division in recent cases that we have been involved with.

19              My next topic is the exclusion of certain rate

20  base items.  Carbon/Emery's application for additional UUSF

21  includes telephone plant under construction and materials

22  and supplies as rate base items.  These inclusions are

23  allowed by the FCC in rate base at their full value, and I

24  testify that the PSC has historically matched this

25  treatment by recognizing these inclusions at their full
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 1  rate value.  The Office proposes a 50 percent reduction to

 2  both plant under construction and materials and supplies to

 3  which Carbon/Emery remains opposed.

 4              I testify that Carbon/Emery's telephone plant

 5  under construction account represents the actual plant

 6  expenditures with no inclusion of future purchases or known

 7  and measurable adjustments.  These plant expenditures, like

 8  any other properly documented actual plant expenditures,

 9  should be included in both federal and state base rate.

10              With respect to the materials and supplies, the

11  Office argues that the materials and supplies account needs

12  to be normalized because it is higher than historical

13  levels.  I testify that the increase in materials and

14  supplies represents real purchases of materials and

15  supplies, which are inventoried onsite, and that the

16  increased levels are needed for current operations,

17  including current construction projects.  I also testify

18  that the current level of materials and supplies will be

19  needed for at least the next five years.  No normalization

20  adjustment is needed to this account.

21              The next issue I would like to discuss is

22  expense allocations, including the CSR allocator and the

23  accounting and general allocator.  The Office proposes an

24  adjustment to Carbon/Emery's CSR expense allocator between

25  regulated and nonregulated operations, but the Office's

0028

 1  proposed adjustment is based on faulty assumptions.  CSR

 2  costs are allocated between regulated and nonregulated

 3  companies based first on the direct coding of CSR time to

 4  the regulated or nonregulated companies.  The remaining

 5  time that is not direct coded is allocated using four cost

 6  allocation factors, including the CSR distribution

 7  currently at issue as well as three other allocators

 8  including the dispatch distribution, directory

 9  distribution, and Moab CSR distributions.

10              I testify that when all CSR coding is

11  considered, more CSR labor in 2014 was coded to the

12  nonregulated affiliates of Carbon/Emery Telecom than to the

13  regulated affiliates -- that was 52 percent versus 48

14  percent -- and that the final disposition of CSR labor and

15  associated other department costs are the result of direct

16  coding as well as the use of these four different cost

17  allocators and we feel that allocation is correct.

18              The Office also takes issue with the CSR

19  distribution allocation factor because it was based on a

20  time study from 2010.  I have testified to changes in the

21  CSR department, including the addition diagnostic tools and

22  an advanced internet troubleshooting group.  These changes

23  have greatly reduced the amount of time spent by CSR's

24  related to nonregulated customer service functions that

25  they perform.  And these changes have corresponded with
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 1  increased internet customers from that 2010 date.  So we

 2  feel like the original costs of our time study is still

 3  valid in this case.

 4              With respect to the accounting and general

 5  allocator, I testify that the use of billing records as an

 6  indicator of costs is appropriate and results in a

 7  representative allocation factor.  However, I also testify

 8  that with proper weighting and application, the use of

 9  plant, labor, and billing records could also be considered

10  representative cost drivers.  My testimony includes a

11  recalculation and proper weighting and use of these three

12  identified cost drivers, the billing records, the labor

13  dollars, and the plant costs.  The results of this

14  calculation evidence essentially the same allocation

15  percentages for Carbon/Emery as was determined by using

16  just the billing records.

17              The next item with which we take issue is

18  interest synchronization.  In this issue I testify that

19  interest synchronization in the Carbon/Emery proceeding is

20  inappropriate.  Because Carbon/Emery has no debt, the tax

21  deductions related to interest expense therefore do not

22  exist.  We have no debt.  No amount of debt imputation in a

23  hypothetical capital structure is going to create that tax

24  deduction.  In the absence of any actual interest to

25  synchronize, I maintain that this adjustment is not needed.
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 1  In doing that I want to be clear here, I concede that the

 2  imputation of hypothetical debt on Carbon/Emery will reduce

 3  its taxable income because they're going to get less tax in

 4  that calculation.  So as a result there is less income

 5  taxes to be paid because there is less income made there.

 6  With interest synchronization, however, there is not any

 7  real tax deductions created by that synchronization.  What

 8  this results in is a change in the amount of tax without

 9  having an actual or possibility of an actual interest

10  deduction for tax purposes to offset that.  So we have no

11  possibility to ever recover through the UUSF process that

12  interest synchronization.  That concludes my summary really

13  on that.

14        Q.    (By Ms. Slawson)  Thank you.  Mr. Woolsey, in

15  Carbon/Emery's application the Company requests that the

16  reasonable costs incurred by Carbon/Emery in the UUSF

17  application be recovered in a one time lump sum

18  distribution to Carbon/Emery from the UUSF.  Do you know

19  what those costs are?

20        A.    I do not at this time.  The costs are

21  continuing at this point.  I would anticipate that

22  Carbon/Emery could submit a bill for the costs of this

23  proceeding, that we could submit those to the Commission

24  much like an attorney would do for attorney's fees at the

25  conclusion of a trial.
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 1              MS. SLAWSON:  Mr. Woolsey is now available for

 2  cross examination.

 3              HEARING OFFICER:  Mr. Jetter.

 4                       CROSS EXAMINATION

 5  BY MR. JETTER:

 6        Q.    Good morning, Mr. Woolsey.  I do have a few

 7  questions.

 8        A.    Okay.

 9        Q.    I would like to ask you a few questions this

10  morning related to depreciation and the depreciation method

11  used by Carbon/Emery.  I believe an accurate representation

12  of the testimony both of yours and Mr. Meredith that you

13  would agree that the method of group depreciation proposed

14  by Carbon/Emery does in fact accelerate the depreciation of

15  the assets in many of the listed groups?

16        A.    Yes.

17        Q.    I'm looking at Confidential Exhibit 1 that was

18  filed by Carbon/Emery in the application.  I'm going to

19  avoid using the confidential numbers, but if you could take

20  a quick look --

21              MR. JETTER:  Could I have just a moment off the

22  record to ask counsel for Carbon/Emery whether ratios

23  between a few of these numbers would be something they

24  consider confidential?

25              HEARING OFFICER:  Sure.
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 1              (Off the record.)

 2              MR. JETTER:  I would actually request -- I

 3  think it's going to be a little bit more convenient for us

 4  to go off the record briefly for this.  I shouldn't say off

 5  the record, but to go into a confidential mode here.

 6              HEARING OFFICER:  Go ahead.
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10              HEARING OFFICER:  Would you repeat your

11  question, Mr. Jetter?

12              MR. JETTER:  Yes.

13        Q.    (By Mr. Jetter)  I asked if the ratio of those

14  two values indicate that the requested depreciation annual

15  value results in a specific time period in which the entire

16  proposed rate base currently in service would be fully

17  depreciated?

18        A.    I agree from that calculation that would be

19  roughly five and a half years if that were a straight up

20  calculation.  There are certain components of that

21  calculation which will extend out into the future,

22  including conduit and buildings.  The expenses that would

23  become fully depreciated are going to be our cable

24  accounts, both aerial and buried cable, as well as our

25  subscriber equipment.  This is actually very appropriate
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 1  and it's a good starting point I think for discussion.

 2              Our subscriber equipment only has an eight year

 3  life.  We are into this equipment six years at this point

 4  from when we purchased the equipment shortly after Brock

 5  and I began our employment back in 2006.  This equipment is

 6  no longer supported by our vender.  It needs to be

 7  replaced.  What we're doing with this replacement is we're

 8  corresponding this replacement with the fiber to the home

 9  upgrade.  So the equipment will be upgraded with fiber to

10  the home type of equipment.

11              Similarly, our buried and aerial cable plant is

12  being significantly overhauled.  Fiber to the home, we're

13  actually doing drops to each of our existing customers, not

14  to all homes that currently have copper to them, but to our

15  existing customers.  This process is anticipated to

16  continue for the next five years, a little bit longer.  We

17  have some outlining areas that we will end up picking up

18  past that point.

19              But this kind of demonstrates the fact that our

20  plant is at the end of its life and it needs to be replaced

21  and we're in the process of doing that.  It's not as if

22  this depreciation is the end of the depreciation, the 10

23  million, is scheduled to be replaced.  We provided data

24  showing that replacement in a methodical and a very

25  measurable approach to a fiber to the home type
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 1  replacement.

 2              HEARING OFFICER:  Can you help me understand

 3  what you mean when you say that your existing equipment is

 4  no longer supported by your vender?

 5              THE WITNESS:  I may not be the best person to

 6  describe this because I'm an accountant and not the plant

 7  guy.  But it's electronic equipment that has software

 8  capability to it.  And at some point the support for that

 9  equipment is no longer -- the equipment is no longer

10  supported by the company that originally created the

11  equipment so it requires upgrades to the existing equipment

12  or replacement to the existing equipment.  In this case

13  we're moving specifically from the traditional copper based

14  equipment to fiber equipment.

15              HEARING OFFICER:  So it's the software

16  component that is no longer supported?

17              THE WITNESS:  Right.  It's hardware as well.  I

18  guess it's a combination of hardware, software that works

19  together to allow the copper -- the phone line at the end

20  of the loop to talk back to the switch at the CO or to

21  allow the transmission of IP data back for internet

22  purposes, that kind of thing.  So it's that software,

23  hardware combination that allows that communication to

24  occur.

25              HEARING OFFICER:  Thank you.  Mr. Jetter.
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 1        Q.    (By Mr. Jetter)  Thank you.  I would like to

 2  ask you just a little bit more about that actually.  The

 3  software you're discussing no longer being supported and

 4  the upgrades needed.  Are the upgrades needed necessary for

 5  future service for the telephone service?

 6        A.    Yes.

 7        Q.    Are they also necessary for faster internet

 8  service?

 9        A.    They do both.

10        Q.    Okay.  Is part of your telephone service

11  provided on essentially an internet type service than a

12  switching done at -- I guess, through an IP type service

13  rather than a traditional switch telephone service?

14        A.    It is a packet base protocol.  It is digital.

15  But it isn't internet protocol phone, it is traditional

16  phone.

17        Q.    Are you aware of any other venders that may

18  continue to support the equipment that you have going

19  forward for other companies who are also using that same

20  equipment?

21        A.    The equipment could be updated, but it would be

22  a cost similar to the fiber to the home equipment that we

23  decided to replace it with.

24        Q.    I'll ask a little bit more about this.  The

25  equipment that we're discussing is specifically items that
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 1  would be in a central office, such as your -- I guess,

 2  essentially they're computers that do the switching in a

 3  central office; is that right?

 4        A.    Yes.

 5        Q.    And that's not the actual cable itself?

 6        A.    No.

 7              MR. JETTER:  I would like to, I think, go back

 8  into a confidential hearing for another brief time to

 9  discuss some more numbers.

10              HEARING OFFICER:  Okay.
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 1

 2

 3              HEARING OFFICER:  Would you recap where we are

 4  and what we're talking about?

 5        Q.    (By Mr. Jetter)  To recap for those who were

 6  not available to participate in the confidential portion we

 7  just returned from, we're discussing the projected capital

 8  expenditures through 2019.  We're discussing what those

 9  expenditures are for and what type of expected life the

10  capital assets that will be acquired and put into service

11  through those expenditures would have.

12        A.    I do agree with the capital expenditures that

13  are shown on this sheet.  We do have again the benefit of

14  hindsight.  In 2015 our expenditures are going to come in

15  above $2 million, so $1.8 million is a little bit light on

16  capital expenditures there.  But otherwise this is

17  representative.

18              One thing that we need to be careful -- I

19  indicated about 90 percent of the fiber to the home project

20  would be completed by 2019.  The remaining 10 percent is

21  our outlining areas.  It is costly.  There will still be

22  capital expenditures there to be incurred.

23              Then there is additional events that we can see

24  coming.  Our soft switch will need to be replaced.  We

25  actually -- because those are software based equipment,
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 1  it's much cheaper than the traditional switch, but it does

 2  require updates and replacement on that type of equipment.

 3  Similar to the subscriber switching equipment, a 10 year

 4  life is actually -- 8 to 10 years is probably pretty

 5  representative of what that equipment will do.  So it's

 6  fair to say that this is representative of what our five

 7  year plans are, but it's not the end of capital

 8  expenditures.

 9        Q.    Thank you.  Most of the dollars that would be

10  capitalized in those years are going to the actual

11  installation of the fiber lines, the fiber drops to the

12  customers, the needs of the customer premise, that type of

13  thing?

14        A.    That's correct.

15        Q.    Do you expect that portion of these capital

16  expenditures to last more than eight years?

17        A.    The actual cabling?

18        Q.    Yes.

19        A.    The actual cabling will, yes.

20        Q.    Do you have any estimate of what you think a

21  typical lifespan of your fiber network, the fiber drops to

22  the home is?

23        A.    For the aerial plant we have a life of 10

24  years.  For the buried plant we have 20 years.  We're on

25  the front side of this.  So each of these asset lives are
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 1  subject to examination each year.  I would say it would at

 2  least last the prescribed lives that the Commission has

 3  established for these assets.

 4        Q.    In fact it would be pretty surprising, wouldn't

 5  it, if you are 10 years down the road and you're going to

 6  go out and replace all of your fiber again?

 7        A.    I would say that's true.

 8        Q.    And even then, it would be surprising probably

 9  if it was 20 years, wouldn't it?

10        A.    I would disagree with that statement.  The

11  reason why is there are so many events that occur in the

12  life of the fiber.  What we found -- without working on our

13  fiber to the home project we have averaged $1.8 million in

14  capital expenditures each year, and that's to maintain our

15  existing plant.  We're going to see similar type of

16  expenditures in the future on our fiber plant.  We hope

17  that they're less in some respects, but you always have

18  fiber cuts.  You have issues that are kind of beyond

19  control of management to prevent.  So there is always going

20  to be a portion of the plant that needs to be replaced or

21  upgraded as needed or subject to obsolescence in the case

22  of subscriber equipment and that kind of thing.

23        Q.    Do you expect your fiber network to be as

24  reliable as your copper network?

25        A.    More reliable.
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 1        Q.    How old is the average age of your current

 2  aerial copper?

 3        A.    I don't have that calculation in front of me,

 4  but I think in the testimony we provided, that detailed

 5  list, and it is significantly aged.

 6        Q.    Significantly longer than 10 years?

 7        A.    Yes.

 8        Q.    And the same with your buried cable?

 9        A.    Yes.

10        Q.    And the fiber should be more reliable than that

11  infrastructure you currently have?

12        A.    Yes.

13        Q.    You have just testified a few minutes ago that

14  you would expect through 2019 capital expenditures that

15  would build out about 90 percent of this network upgrade?

16        A.    Correct.

17        Q.    So if we were to use the depreciation amount

18  you have proposed here, and I'm going to try to avoid the

19  numbers so we don't back into the confidential mode.  You

20  would in fact depreciate practically all of that by, it

21  looks like it would be, a ballpark of 2021.  Would you

22  accept that subject to doing your own calculation?

23        A.    Which plant are you referring to?

24        Q.    All of the capital expenditures that you're

25  going to be making in 2015, 2016, 2017, 2018, 2019,
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 1  continuing at the depreciation expense that you have

 2  proposed in your application.

 3        A.    No, I would disagree with that statement.  The

 4  reason why is you excluded your existing asset base in that

 5  assumption.  So maybe to shed some light on this, you have

 6  roughly $2.3 million a year on average that you're adding,

 7  and you're only taking out $2 million a year in

 8  depreciation based upon what I've testified.  So you

 9  actually have a plant increase over that period of time.

10  It won't be gone.  It will actually be greater than it is

11  now.

12        Q.    I'm concerned that with some of your answers

13  you're getting into confidential information that I'm

14  trying to avoid.

15        A.    Sorry.

16        Q.    Ultimately, what you're saying is that the

17  capital expenditures you have planned with the current

18  depreciation estimate you've used have a slightly growing

19  rate base through the end of 2019.  And then that would

20  begin to trail off fairly significantly at that point,

21  would it not?

22        A.    That is correct.  I do want to point using the

23  table you have referenced here that the majority of the

24  expenditures in this project are subscriber equipment.

25  It's not the aerial cable or the buried cable.  Fiber
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 1  cabling is much cheaper than copper cabling.  And because

 2  we're not doing an entire overlay of the existing plant

 3  we're able to save significant amounts of money in the

 4  cable aspect of that project.

 5              So if you're looking at what it is that we're

 6  spending money on, we have nearly $8 million in -- sorry.

 7  You have a large amount of dollars in subscriber equipment

 8  that has a very short life.  We currently have two-thirds

 9  of that amount roughly on the books in subscriber equipment

10  with that same eight year life.  So the cycling of that

11  equipment is actually very appropriate.  It's matched what

12  we have historically done.  We don't foresee any real

13  change in that account going forward.

14              So the rapid acceleration that is being alluded

15  to, I think, in this question is very appropriate for the

16  types of expenditures that we are projecting in the table

17  that is being referenced.

18        Q.    The types of subscriber equipment that you're

19  referencing with very short life span, that's directly

20  related to the choice to move to fiber; is that correct?

21        A.    Correct.  But as I've -- without using specific

22  numbers, it's real similar to the expenditure we incurred

23  to place that equipment in place, the existing copper

24  equipment in place.

25        Q.    If you will indulge my hypothetical here.
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 1  Hypothetically if your fiber network is rolled out by 2019

 2  and your depreciation remains the same and your capital

 3  expenditures beyond 2019 drop significantly as you're not

 4  rolling out any new product or new network, approximately

 5  -- let's do the math here.  You go about five years beyond

 6  that.  So you're looking at about 2025, 2024.  Is that

 7  where you would expect to see effectively a depreciation

 8  cliff?

 9              MS. SLAWSON:  I'm going to object to the

10  question it calls for a speculation on a hypothetical.

11  It's not based on the facts in evidence in this case.

12              HEARING OFFICER:  I noted your objection.  I

13  think the information is useful and I'm going to ask the

14  witness to go ahead and answer the question.

15              THE WITNESS:  Can we go confidential again for

16  a minute?

17              HEARING OFFICER:  Are you going to talk about

18  actual numbers?

19              THE WITNESS:  Yes, as presented in the

20  schedule.

21              HEARING OFFICER:  Can you avoid talking about

22  actual numbers, especially whether there will be a

23  depreciation cliff in 2024, 2025 due to there being no

24  further expenditures for infrastructure and basically

25  having everything fully depreciated?
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 1              THE WITNESS:  I would say no.  The assumption

 2  that there is no additional capital expenditures is a

 3  faulty assumption.

 4              HEARING OFFICER:  Why is that?

 5              THE WITNESS:  You have to continue to maintain

 6  your telecommunications plant.  Just because an upgrade is

 7  done doesn't mean that there will never be a future need

 8  for plant expenditures.  There is a myriad of aspects to

 9  our plant, including our internal core network that

10  consistently needs upgrades.  We have the switching

11  equipment that will need upgrades.  The plant itself will

12  require additional maintenance and repair over time.  The

13  subscriber equipment we anticipate will last eight years.

14  If we're installing some of this equipment in 2016, it's

15  possible that in 2022 or 2024 this equipment becomes

16  obsolete and needs to be replaced again.  So it's short

17  sided to say that you do one upgrade and that's it.

18  Historically we have averaged an amount slightly less than

19  that projected in our application on average, and that was

20  without a significant plant upgrade.  And that's just to

21  maintain and replace equipment as needed.

22              HEARING OFFICER:  On a copper network?

23              THE WITNESS:  On a copper network.

24              HEARING OFFICER:  Thank you.  You anticipate

25  the costs will be essentially the same on a fiber network
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 1  beyond --

 2              THE WITNESS:  During the build out period it

 3  jumps up.  So for sure we see an increase in the activities

 4  of these accounts.  We've also focussed the dollars on the

 5  replacement rather than the maintenance, so you see a

 6  shifting of dollars to that project.  Once the project is

 7  completed there will be a shift back to normal maintenance

 8  and repair costs that have a life more than a year so we

 9  capitalize it.  So there is an ongoing cost there.  We hope

10  it will be less, but in some respects there is always going

11  to be additional maintenance and repair and upgrades to

12  that equipment to maintain it.

13              HEARING OFFICER:  How much fiber do you have

14  laid currently?

15              THE WITNESS:  That question may be better for

16  Brock.

17              HEARING OFFICER:  But there is some?

18              THE WITNESS:  There is some, yes.

19              HEARING OFFICER:  How long has it been in

20  place?

21              THE WITNESS:  Well, depending on the sections

22  we actually started laying fiber to what we call fiber to

23  the node or fiber to the curb three or four years ago.  So

24  some of the capital expenditures that we've incurred up to

25  this point have been part of the future plan to take that
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 1  all the way to the customer homes.  So it's been quite some

 2  time since we really replaced copper.  Unless there is a

 3  direct need it doesn't make sense to do that.  Like trunk

 4  copper is about a sixth of the cost of the -- sorry.  Fiber

 5  is a sixth of the cost of the equivalent copper.  On a

 6  fiber drop it's about half the cost of a copper drop.  So

 7  when that ages it doesn't make sense to replace it with

 8  copper anymore.

 9              HEARING OFFICER:  I guess what I'm struggling

10  to understand is the cost to install the fiber in year one

11  versus the cost to main it in year two.  Are those costs

12  the same?

13              THE WITNESS:  No.

14              HEARING OFFICER:  That's what I'm trying to

15  understand as I listen to your testimony and you say that

16  these costs that you're projected to due to build out will

17  basically become costs to maintain the build out in

18  subsequent years and there is no real change in the number.

19  That's what I kind of hear you saying.  Have I heard you

20  incorrectly?

21              THE WITNESS:  I've provided testimony that our

22  historical average is --

23              HEARING OFFICER:  Meaningful.

24              THE WITNESS:  -- meaningful, yes.  And it is

25  increased by about $600,000 during this phrase.  I
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 1  anticipate that we'll probably go back down to that average

 2  prior to this phase.  So our historical capital

 3  expenditures will probably remain consistent for this

 4  period of time.  For the build out it's going to go up by

 5  about $600,000 for each of those years.

 6              HEARING OFFICER:  I'm sorry for jumping in.

 7  Mr. Jetter, please continue.

 8              MS. SLAWSON:  Your Honor, if it would be

 9  helpful to the process Mr. Johansen will probably be able

10  to answer some of those questions.

11              HEARING OFFICER:  He seems very eager to say

12  something.  Is that all right, Mr. Jetter?

13              MR. JETTER:  I'm happy to recall -- I think I

14  would prefer the best information from the best witness to

15  answer this.

16              HEARING OFFICER:  All right.  That's fine.  Go

17  ahead.

18              MR. JOHANSEN:  Do you want me to answer the

19  same question?

20              HEARING OFFICER:  I want you to say what is

21  burning to be said.

22              MR. JOHANSEN:  I don't know the confidential

23  information.  Darren knows that.  The only other person

24  probably in this room that understands this is Bill because

25  we're the plant guys, right.  We're getting things confused
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 1  here from a plant standpoint.  So let me back everybody up.

 2  When Darren says we're going to be 90 percent down, he's

 3  talking customers.  But that's not 90 percent of the

 4  project.  And everybody needs to understand that.

 5              The first phase of the project is East Carbon,

 6  Wellington, Price and Helper.  It's the main customers.

 7  Then we're going into Miller Creek, and Miller Creek is

 8  spread out.  So you're not going to see the capital budget

 9  fall like Mr. Jetter is saying.  Those customers have to be

10  served too.  And that's going to be an increase in cost

11  because those customers are a lot further out.  So we're

12  not going to be serving -- if you know the Price area at

13  all.  Right now we're building -- and we have to separate

14  trunk versus drop.  Drops are most expensive.  They cost us

15  a lot of money.

16              There are a whole bunch of things going on

17  here, and this is for your clarification in your question

18  you asked Darren.  When you go build a network it's not all

19  -- you go out and you put the trunk in and then you have to

20  drop to the customers and then you have the electronics,

21  right.  Different parts of that can go bad.

22              For those of you that have computers, they

23  don't last very long.  Seven, eight years and processors

24  start failing, the hard drives start failing.  That's what

25  is on the end of this.  That's your electronics.  A seven
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 1  year old electronic computer is old.  It's going to get

 2  replaced.  It's not going be supported.  That's what is

 3  hanging on the end of this fiber and it's what is hanging

 4  on the end of the copper.  It's a computer.  And that

 5  computer will end life in about seven or eight years, which

 6  is exactly close to what is prescribed by the Commission

 7  for depreciated life.

 8              Now you talk about the actual going out in the

 9  future.  The Division is trying to say there is a cliff.

10  We get done with these projections that Darren has out

11  there and it is a cliff.  It isn't.  They only go into the

12  hard reach areas.  You have North Coal Creek -- and I would

13  have loved to have had the Division or the Office come down

14  and talk about this.  None of them wanted to do a plant

15  tour.  They didn't come down to inspect --

16              HEARING OFFICER:  I don't want to talk about

17  those things.

18              MR. JOHANSEN:  Okay.  But if they want to talk

19  about this issue and what's going to happen on our build

20  out, we can talk about that.  But the point I think that is

21  important here is it's not going to drop.  We're going to

22  go into North Coal Creek.  That's going to be one customer

23  per half mile.  That's an exaggeration probably.  Then

24  you're going to go into Miller Creek.  Then you're going to

25  go up above West Wood.  Then you're going to go up into --
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 1  there are a bunch of outlining areas.  So this project

 2  doesn't end in year five.

 3              Then after that, Darren said there are a bunch

 4  of other parts of the network.  Our core is getting

 5  dilapidated.  We don't have money to put into the core.

 6  The core is a 10 year core that we updated a few years ago.

 7  It needs to go to a 100 gig core.  It does.  You're hanging

 8  all of this off from your output.  So right now our money

 9  is going towards fiber deployment, we haven't gone back to

10  the router.  So now you're back to the core.  So those have

11  to be upgraded.  Then there is fiber between some of the

12  towns that needs to be upgrade that is old.  It's 10, 15

13  years old now and we're starting to see errors on it.  It's

14  old -- there are actually different types of fiber, and

15  it's an old fiber that we put in back in the day.  So that

16  needs to be replaced.  So we have these lists of projects.

17  They go out a lot further than what the Division is asking

18  right here.  It's not a cliff and we're just going to stop.

19  There is a lot of capital expenditures to keep the network

20  going and we're going to keep making those capital

21  expenditures as long as we have the funding and they're

22  necessary to provide telecommunications services.  They

23  are.  That network is going to get old.  The electronics

24  are going to get old.

25              And then one other thing I think is important
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 1  is -- I think everybody thinks when you put fiber in it's

 2  golden forever, especially on drops.  That's not the case.

 3  Drops are a huge cost.  Aerial drops get caught in the

 4  wind, they blow, they -- if you picture we have our strand

 5  that holds it pretty solid out on the trunk, but on the

 6  fiber drop it's kind of waving there because you don't have

 7  a strand holding it, it's just going from a pole over

 8  there.  Those come, those break, and within about 10 years

 9  you're going to replace them.  These are well established

10  principles that I'm sure somebody took into account when

11  the Commission gave us the lives.  They should have.  But

12  the point is the fiber doesn't just stay there and is good

13  forever.  It doesn't.  That's not how the plant works.

14              And the other point is there is not a cliff

15  where, boom, we're not going to do anymore capital

16  expenditures.  We might have 90 percent of the customers,

17  the last 10 are going to take years.

18                       CROSS EXAMINATION

19  BY MR. JETTER:

20        Q.    I would like to ask you some followup

21  questions.

22        A.    Sure.

23        Q.    Those customers that you're discussing, the

24  sort of the end of the line customers, are you currently

25  serving those customers?
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 1        A.    We are.

 2        Q.    And they currently have telephone service?

 3        A.    They do.  On buried and copper networks it

 4  requires a lot of maintenance because -- especially since

 5  you figure a lot of those are going out.  It's really

 6  interesting on how the plant works.  A lot of buried

 7  copper, and because it's buried you're out in fields where

 8  moisture gets in, the lines get old, more moisture gets in.

 9  Those are our hardest to maintain, but we're trying to do

10  the biggest bang for the buck.  We're cutting the towns

11  first and then we'll go into those areas, but they need to

12  be cut because it's hard to provide telecommunications

13  services when their lines aren't as good of quality, but

14  they're hard to reach.

15        Q.    When you say telecommunications service you

16  mean internet and telephone?

17        A.    No, I'm referring to basic telephone service.

18  Even basic telephone service to serve these you've got to

19  think the net plant.  Of course you can put internet across

20  it also, but for this rate increase purpose we're talking

21  basic telephone services.

22        Q.    And you testified though that you currently are

23  providing that to all of those customers?

24        A.    All of them?

25        Q.    The customers that you're intending to replace
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 1  that with funding?

 2        A.    Yes.  The project is only to replace current

 3  customers.  We're not just going to run lines out to

 4  locations that aren't taking our services if that's what

 5  you mean, Mr. Jetter.

 6        Q.    I'm just talking about where you're rolling out

 7  your fiber.

 8        A.    We're going to roll out fiber -- I mean, the

 9  plan will be to everybody if possible to fiber eventually

10  and get rid of those old copper lines that are hard to

11  maintain.

12        Q.    So the fiber should be cheaper; is that right?

13        A.    Fiber is cheaper and it's actually -- the FCC

14  said if we're going to replace something put fiber in

15  because it is cheaper.  If I went and ran new copper lines

16  to Miller Creek it's going to cost me a lot more than

17  running fiber to Miller Creek.

18        Q.    And fiber is a lot cheaper to maintain; is that

19  also correct?

20        A.    I can't testify to that.  The studies show that

21  it should be, but we're just cutting.  So I don't have a

22  lot of data personally on that.

23        Q.    But you don't project any reduction in the

24  costs of maintaining it?

25        A.    Well, those costs -- again, I think we're
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 1  getting a little off topic here in that some of those will

 2  be realized way outside the effective time period of this

 3  rate case if at all.  So you've got to remember this cut is

 4  going to take a couple years.  If all of a sudden our

 5  expenses go down, when the Division is reviewing our costs

 6  then they can pull us back in.  But there is no reason to

 7  say, okay, we'll -- we know that's not going to be until we

 8  get fiber project done, which is years out.  So if at that

 9  point our costs of operation goes down pull us back in.

10  That's the process.  But we don't need to say in five years

11  you're going to have decreased operations, so right now

12  you're going to get penalized.  I mean, pull us back in in

13  five years.  But I can't even project.  They do say that

14  those costs should go down dramatically, but we're not

15  going to realize that for years.  And Mr. Jetter, if the

16  Division -- they review our numbers every year, and if they

17  want to pull us back in, they can do it.

18        Q.    Are you familiar with an accounting term called

19  the matching principle?

20        A.    No, I'm not an accountant.

21        Q.    Maybe this is a question back for Darren.

22        A.    Do you want to jump back?  Your Honor, do you

23  have any other questions about the plant?

24        Q.    I do have some more questions about the plant.

25              HEARING OFFICER:  Go ahead.  I have one as well
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 1  which is why the 10 gigabyte -- did you say core?  Is that

 2  the term you used, 10 gigabyte --

 3              THE WITNESS:  Yes, core.  There is --

 4              HEARING OFFICER:  -- is needed?

 5              THE WITNESS:  Yes.  So there --

 6              HEARING OFFICER:  My question is is it needed

 7  for basic telephone or is it needed for --

 8              THE WITNESS:  Sure.

 9              HEARING OFFICER:  -- all of the other things?

10              THE WITNESS:  No, definitely it is needed for

11  that.  The core -- again, it's an upgrade issue.  So

12  whether you upgrade to a bigger core or not you still have

13  to upgrade those because those routers are still -- and

14  they're expensive.  They're -- I don't know.  I think we

15  just bought one and it was $120,000.  But the core is again

16  a computer, and that core is about six years old now.  My

17  IT guys have put in the capital budget every year, hey, the

18  core is starting to take errors, we're having outages

19  because of this.  And I say, well, the project right now is

20  fiber to the home.  We'll put that behind fiber to the

21  home.  So it's just like other electronics.  You're going

22  to have to maintain it.  These things you don't just put

23  them in and they drive forever.  You don't buy one computer

24  and it lasts for your whole lifetime.  It's not going to do

25  that.
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 1              HEARING OFFICER:  You say it's six years old

 2  currently?

 3              THE WITNESS:  I would have to go back and look,

 4  but I think we actually started the core project about the

 5  same time as some -- it might actually be a little older.

 6  Some of them might be -- I would have to go back.  The

 7  router it's kind of -- you don't go in and replace the

 8  whole core.  You'll say okay, I'm going to replace the main

 9  router.  These are the main routers that are connecting the

10  town and creating the core.  So we'll say this year we're

11  going to replace the Price router, this year we're going to

12  replace the Helper router, this year we're going to replace

13  the -- these are $120,000 to $150,000 computers.  It's not

14  cheap.  And so there are things like that.  There is the

15  old DWM equipment.  We can go on and on.  The network isn't

16  just the fiber.  The DWM equipment is the actual -- across

17  the fiber you split it into light weight lengths, and that

18  DWM input is getting old and we're starting to have trouble

19  maintaining it too.  So it's all throughout.  You maintain

20  a network.

21              The point here that I want to make is, one, the

22  project doesn't end when we get 90 percent of the towns

23  done.  We still have to go out and serve the hard to reach

24  areas that are really the hardest for us to serve even with

25  basic telephone services.  Point number two is there are
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 1  other projects.  And point number three is if at any point

 2  they need to pull us back in that's the rule, they can.

 3              HEARING OFFICER:  Go ahead.

 4        Q.    (By Mr. Jetter)  Thank you.  When you're

 5  talking about 10 gigabyte or 100 gigabyte core we're

 6  talking about bits per second; is that correct?

 7        A.    Yes.  In testifying again to what you asked

 8  Darren a minute ago, basic telephone now is packet based.

 9  So you're putting packets across that and that's all that

10  goes across the core is IP network.

11        Q.    Of the network that you're using now, and the

12  one you intend to use, do you have an idea about what

13  percentage of the bit rate is being taken up by basic

14  telephone service?

15        A.    I would not know that number.

16        Q.    Do you think across your entire network you've

17  ever used 10 gigabytes per second of basic telephone

18  service transfer?

19        A.    No.  But again, Mr. Jetter, you're -- this is

20  when it gets to be attorneys and lawyers talking about

21  networks that they don't understand.  A 10 gig core does

22  not mean that you need a full 10 gigs because you're going

23  to be using every core.  It's called an MPLS network.

24  Mr. Jetter, you probably don't know what an MPLS network

25  is.  But an MPLS network is put in so you actually create
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 1  the circuit across an IP -- you have one 10 gig core and

 2  you're creating individual circuits between it.  So even

 3  though you might not be maxing out the full 10 gig, you

 4  need the 10 gigs to create the different circuits.  Those

 5  circuits used to run across old copper T1's, those T1's are

 6  now converted on to -- or DS3's or converted on to IP and

 7  they run across that.  So we're not talking full capacity

 8  when you're saying do I need a 10 gig core.  You have to

 9  look at the number of circuits inside that core and what

10  they're carrying and how they're configured.  So it's

11  completely different than to just say -- you can't think of

12  it like a -- a normal resident would say I have 10 meg at

13  my house.  That's not how these networks run.  And it's a

14  complete lack of understanding when people look at them

15  that way.  MPLS 10 gig core is completely different than

16  just a 10 gig pipe.

17        Q.    Are you expanding the number of circuits in --

18        A.    Definitely.  Everything single one of these --

19  every one of these nodes that is served by the fiber has to

20  have an IP port back.  It's a separate circuit back.

21  That's how you talk to the switch out to an area where

22  you're going to hang out these fiber OLT.  The ONT is at

23  the house.  The OLT you could have a circuit between the

24  core and each one of those is a different circuit.  So that

25  MPLS, the reason why that technology is developed is
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 1  because as you add more and more of those on you need more

 2  and more circuits.

 3        Q.    And that's --

 4        A.    Don't look at it as a total capacity is what

 5  I'm saying.  Don't say, oh, it's 10 gig.  It's a lot more

 6  complex than that.

 7        Q.    Let me ask you this question.  As you increase

 8  your core capacity does it increase your ability to sell

 9  higher band width internet?

10        A.    Sure.

11        Q.    The more internet you want to sell the larger

12  capacity core you're going to need?

13        A.    Sure.  The internet definitely drives usage.

14  But I'm saying don't look at as simple as that.  You have

15  to remember this includes specials also, specials are

16  circuits across that, special access circuits.

17        Q.    But ultimately the majority of the computation

18  that is being done in the routing of those packets is

19  primarily on a band width level for the internet services?

20        A.    It kind of depends on which leg you're on that

21  core.  Some of those would be, some of those will be

22  special circuit.  It just kind of -- again, you can't look

23  at one area.  You can say on the Price router or on -- and

24  I don't have the stats on that immediately.  But you could

25  say okay the Price router, what is the primary going across
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 1  that and then you could look at the whole mountain or you

 2  could look at whatever, it might be special circuits or it

 3  might be customer voice.  It just depends on what it is and

 4  where it's located.

 5              MR. JETTER:  I think that's the questions I

 6  have about the network upgrade.

 7              THE WITNESS:  Thank you, Mr. Jetter.

 8              HEARING OFFICER:  Mr. Moore.

 9              MR. JETTER:  I have more questions for

10  Mr. Woolsey.

11              HEARING OFFICER:  Go ahead.

12                    CROSS EXAMINATION Resumed

13  BY MR. JETTER:

14        Q.    Are you familiar with the matching principle in

15  accounting?

16        A.    Yes.

17        Q.    Would you describe what that means to you

18  generally?

19        A.    The matching principle generally requires that

20  events that occur within a period are matched to their

21  associated expenses.  So if you have a revenue transaction

22  that occurs, you have a point of sale.  We sell a computer

23  or we sell phone service, you would match that to the

24  associated costs for the same period.  So if there is a

25  cost of goods sold or an inventory transaction, those would
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 1  also be recorded in conjunction with that.

 2        Q.    Thank you.  So with respect to building out,

 3  for example, a fiber network would the matching principle

 4  generally suggest that the depreciation method chosen would

 5  be one that would spread the cost, if you will, spread the

 6  recognition of those costs through depreciation expense

 7  over effectively as close as you can get the life of that

 8  asset that you're capitalizing?  I suppose being more

 9  specific, the period of time in which that asset that

10  you're capitalizing being used to produce revenue?

11        A.    That's correct.  That really becomes the

12  question that we're dealing with today.  What is

13  representative, what is the life of the asset.

14        Q.    It is your testimony though that the

15  depreciation rate that you have chosen is relatively in the

16  ballpark of the annual capitalization of the network on an

17  annual basis is appropriate?

18        A.    Yes.

19        Q.    One final followup question.  If hypothetically

20  you had reached a point of zero on your depreciation

21  account head, taking your company's proposed rate plan of

22  service to a value of zero before you had started to

23  install the fiber network, so say you're starting from zero

24  today, would it be appropriate to expense the fiber network

25  costs annually as you go forward?
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 1        A.    The portion that is related to depreciation

 2  expense for that matching principle, yes.

 3        Q.    I mean the expense -- the entire costs on an

 4  annual basis?

 5        A.    No.

 6              MR. JETTER:  Thank you.  Those are all the

 7  questions I have, Mr. Woolsey.  Thank you.

 8              HEARING OFFICER:  Mr. Moore.

 9              MR. MOORE:  Yes, I have a few questions.

10  Before we get on to depreciation I would like you to

11  quickly clear up some confusion I have in the record.  I'm

12  going to pass down to you Carbon/Emery's response to the

13  Division's sixth set of discovery requests.

14              MS. SLAWSON:  Mr. Moore, is this identified in

15  your exhibit list?

16              MR. MOORE:  It's not in the exhibit list.  I

17  can make it an exhibit if you would like or I can just ask

18  questions of it.

19              MS. SLAWSON:  I'll look through it.

20                       CROSS EXAMINATION

21  BY MR. MOORE:

22        Q.    I just have a quick question on this.  Could

23  you turn to the second page on request 6.2.  Do you see

24  that?

25        A.    Yes.
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 1        Q.    Could you read the question for the record

 2  please beginning, Mr. Woolsey states that a single asset

 3  straight line system?

 4        A.    Mr. Woolsey states that a single asset straight

 5  line system would be too burdensome for Carbon/Emery to use

 6  and implement.  However, a single asset system is used by

 7  Carbon/Emery for all their nonregulated plant.  Why is it

 8  too burdensome for the regulated sites, but not for the

 9  nonregulated sites?

10        Q.    Thank you.  Can you switch down to the second

11  paragraph of your response and read the first two

12  sentences?

13              MS. SLAWSON:  Your Honor, I'm going to object

14  at this point because there is a portion of the response

15  before that that includes an objection to the question.  So

16  I think that should be part of the record too.

17        Q.    (By Mr. Moore)  Fine.  Could you read from

18  response to the first paragraph into the record and then go

19  down to the second paragraph and read down until the first

20  three lines, group asset depreciation?

21        A.    Carbon objects to this data request because the

22  premise of the question mischaracterizes Mr. Woolsey's

23  surrebuttal testimony.  Line 76 to 77 of Mr. Woolsey's

24  surrebuttal testimony did not include the phrase too

25  burdensome, but rather Mr. Woolsey testified that to treat
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 1  these assets as individual units would be administratively

 2  burdensome.  Carbon further objects to this data request as

 3  it implies that Carbon/Emery uses the single asset method

 4  of depreciation in its nonregulated plant.  This is not

 5  accurate.  The nonregulated company does use group asset

 6  depreciation.

 7        Q.    Can you now turn to page 20 of your revised

 8  confidential rebuttal testimony filed September 4, 2015.

 9  Could you read the question and the first part of the

10  answer starting on line 407 and ending on line 413 with the

11  words straight line depreciation?

12        A.    So you want me to read from 309 to 313?

13        Q.    I think it would make more sense if you would

14  read from 407 to 413.

15        A.    Do you agree that plant can be used as an input

16  for developing cost allocators?

17              Yes.  Carbon/Emery Telecom could consider plant

18  as a possible cost driver to determine the accounting and

19  general allocator.  If plant were to be used, gross plant

20  would be a better indicator than net plant because the

21  regulated entities use group asset depreciation per FCC

22  Part 32, whereas the nonregulated entities use single asset

23  straight line depreciation.

24        Q.    Is that sentence consistent with Carbon/Emery's

25  response on 6.2?
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 1        A.    It's a good question.  We've had to define

 2  single asset depreciation for the term used by both the

 3  Division and ourselves, and now we need to probably clarify

 4  it with the Office.  It appears to be in conflict.  The

 5  methodology that we use doesn't take individual assets down

 6  to a minute separation.  A good example may be the

 7  subscriber equipment that we talked about previously and

 8  that Brock discussed briefly.  Part of that subscriber

 9  equipment is individual ONT's.  It's the end piece of that

10  communication network.  We don't capitalize every single

11  individual ONT.  Similarly, on the nonregulated side the

12  equivalent may be set-top boxes.  We wouldn't capitalize

13  individual set-top boxes, but we might capitalize a group

14  of them that were purchased in a year.  So when you use the

15  term single asset, it may refer to a group of similar

16  assets that were purchased in a period.  So the difference

17  between nonregulated and regulated side may be it's more of

18  a difference in the nature of that group than it is

19  strictly single assets.

20              So when we make the comment in this section of

21  the testimony, we're saying single asset, describing that

22  process that our nonregulated end uses.  It doesn't get

23  down to minute single assets, which is where it becomes

24  burdensome and that's what the other testimony refers to.

25  But in this case it refers to a period of time or a group
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 1  of assets.  And they're not -- that group doesn't span

 2  multiple years and constitute a functioning network like it

 3  would on the regulated side.

 4              That may not have clarified it well for you.  I

 5  don't know if I'm answering the question fully the way you

 6  want.

 7        Q.    Well, as Mr. Johansen said I'm just a lawyer

 8  here and this is accounting.  But it seems to me that you

 9  stated in section 6.2 you use the term group asset

10  depreciation, saying it does use group asset depreciation.

11  And in your testimony you said that they don't use group

12  asset depreciation.  Is this just being uncareful with your

13  terms?

14        A.    No.  I guess I feel like I've answered the

15  question.  We've done the same thing with the Division in

16  pointing out their use of the term single asset doesn't

17  really result in a true single asset reputation and it's

18  the same clarification for us.  The level that the Division

19  goes down to in defining single asset is really what is in

20  question here, but it's not a true single asset approach.

21  To get to the separation of every single asset is where it

22  becomes burdensome.

23              HEARING OFFICER:  When you used the term single

24  asset separate line depreciation in your prefiled

25  testimony, is it equivalent or fairly equivalent to what
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 1  you've described as vintage group depreciation?

 2              THE WITNESS:  It would be vintage, but it would

 3  be to a year level rather than to a two or three year

 4  level.  If you look at depreciation on -- if we can use the

 5  term gray scale -- you could have a very theoretical and

 6  pure single asset straight line method and then you could

 7  get to the group method.  Vintage, depending on how many

 8  years you choose and how you group it, it would be

 9  somewhere within that gray scale.  Vintage is some level of

10  in between, between those two levels.

11              So the difference in definition here is to the

12  level it gets burdensome if it's very detailed minute

13  single assets approach, and it's not even what the Division

14  got to.  It's more of a group of assets in a particular

15  year or -- generally it's a project.  So it might be a

16  three month project where we have -- I don't know what a

17  good example would be.  Say we have a small construction

18  build in one of our small towns and we capitalize that as a

19  project to -- it might have a couple different categories,

20  but it might need so many feet of fiber.  So some of it

21  goes to buried cable and some to subscriber equipment so we

22  capitalize that.  But we don't go down and capitalize every

23  single piece of subscriber equipment, we capitalize it as a

24  group on that project.

25              HEARING OFFICER:  Mr. Moore.
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 1        Q.    (By Mr. Moore)  Just one more question.  Is it

 2  your testimony that what you termed in your written

 3  testimony as single asset straight line depreciation is

 4  equivalent to what you said in your discovery requests, you

 5  described it as a group asset depreciation?  Which one

 6  would be a closer description to what the Division uses in

 7  the single asset depreciation?  Would it be closer to --

 8  I'm sorry.  Let me start over again.

 9              For your nonregulated plant which you say does

10  use group asset depreciation, is that the same group asset

11  depreciation that you use in your general depreciation

12  adjustment?

13        A.    If I understand the question you're asking, the

14  regulated -- I'm sorry.  The nonregulated methodology that

15  we're using would be similar to what the Division is

16  proposing as single asset.

17        Q.    All right.

18        A.    So it's not --

19              HEARING OFFICER:  And why do you not use the

20  same method for regulated?

21              THE WITNESS:  This goes back to industry

22  practice and what has typically been prescribed by the FCC

23  and what is common in the industry.  We view certain assets

24  in the network as a unit, as an operating network, and the

25  components of that network don't operate separately from
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 1  the other units of that network.  So it operates as a

 2  telephone network or as a buried cable plant network.  So

 3  we view it as one asset rather than pieces, a whole bunch

 4  of pieces.  This really kind of bears itself out.

 5              There is copper and fixes that we may have done

 6  in the last five years that will end up being replaced with

 7  the fiber project that we're doing now.  They may not last

 8  the 20 year life that would be assigned to it.  So when you

 9  look at it as an operating network, if that operating

10  network becomes obsolete or it's replaced that entire asset

11  becomes obsolete and replaced.

12              HEARING OFFICER:  I think I understand that.

13  You're going to have to forgive me because like many in the

14  room I'm an attorney and not an accountant.  But you're

15  using the same network for both regulated and nonregulated

16  activities, correct?

17              THE WITNESS:  We do cost separations to prevent

18  that from happening.  The plant is used for -- so go back

19  to maybe Justin's question.  It's not just internet and

20  phone.  It's not that simple.  The network carries a lot of

21  data.  And basic local service isn't our largest revenue

22  source on the regulated side.  We have special access.  We

23  have data circuits.  They are not internet circuits, they

24  are large circuits for Utah Division Network or for cell

25  phone providers.  We have special access and switch access
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 1  transport where we provide a transport path for data and

 2  phone calls coming out of Moab, and yet that isn't revenue

 3  or those aren't customers directly in our area.  So the

 4  regulated plant provides service in a lot of different

 5  capacities.  That's why the core is required.  I guess

 6  maybe -- did I misunderstand what you're saying?

 7              HEARING OFFICER:  I'm going to speak just very

 8  simply.  I apologize if I'm oversimplifying.  But when you

 9  talk about, for example, a machine that might have some

10  older components and some newer components but it has to be

11  depreciated as a whole, my question is aren't you using

12  that machine for both regulated and unregulated activities,

13  and if you are then why do you depreciate it in one way for

14  your regulated activities, but depreciate it in another way

15  for your nonregulated activities?

16              THE WITNESS:  It would only be capitalized on

17  one set of books.  So it would be either a regulated asset

18  or a nonregulated asset.  We don't split that asset in the

19  capitalization process.  Then we have --

20              HEARING OFFICER:  But in your testimony one of

21  your primary objections is that the Division's recommended

22  method of depreciation doesn't account for that split.

23              THE WITNESS:  Maybe I'm not following the

24  question.  I'm sorry.

25              HEARING OFFICER:  Go ahead.
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 1              THE WITNESS:  One of the things that you need

 2  to be aware of too is our regulated plant has a much --

 3  there is a different capitalization threshold.  There are

 4  items that we would normally expense on the nonregulated

 5  side of our business that we may capitalize on the

 6  regulated side of the business.  That's dictated by the

 7  FCC, and there are certain capitalization rules that we

 8  follow there.  To the extent that we don't have the

 9  oversight in our nonregulated entities we may expense items

10  that don't need to be tracked to that individual level and

11  that minute level as well.  So there is a difference in our

12  capitalization process and I testified to that as well.

13              HEARING OFFICER:  Mr. Moore.

14        Q.    (By Mr. Moore)  Moving to your -- we're going

15  in this direction anyway -- to your cost separation

16  procedure through your CAM.  Can you explain to the judge

17  what a CAM is?

18        A.    It's a cost allocation manual.  It provides the

19  basis for the allocation of shared costs.

20        Q.    In your CAM you use only one -- in your

21  accounting and general -- can you describe what your

22  accounting and general driver is in your CAM?

23        A.    It's originally based upon billing records.

24        Q.    That's applied to the CEO, board of directors,

25  public relations and marketing?
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 1        A.    Correct.

 2        Q.    And that led to dividing up the costs of 74

 3  percent to the regulated operations and 26 percent to the

 4  nonregulated operations?

 5        A.    The results of that allocation -- yes, that's

 6  true, but only the costs that are subject to that

 7  allocation.  So it's a little bit misleading to say that

 8  all the costs are allocated that way when you are only

 9  dealing with the costs that are subject to that allocation.

10        Q.    The costs that are subject to allocation are

11  your cost pools of the CEO, the board of directors, the

12  public relations and marketing; isn't that correct?

13        A.    Correct.

14        Q.    And the OCS has proposed a change allocation to

15  a 50/50 for the CEO and the board of directors and a 75

16  percent regulated and 75 nonregulated for public relations

17  and marketing, is that correct?

18              HEARING OFFICER:  I think you said 75 and 75.

19  Did you mean 75 and 25?

20              MR. MOORE:  It was 25 regulated -- it was 75 --

21  we changed it to 25 percent regulated and 75 percent

22  nonregulated.

23              HEARING OFFICER:  Right.

24              THE WITNESS:  It's a good question.  Why I want

25  to separate or make a distinction on the costs subject to
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 1  the allocation, payroll and marketing may be a good one to

 2  just to highlight one of the examples.  This is true also

 3  in the CSR area, which we'll discuss I'm sure here in a

 4  minute.

 5              We have certain areas of our serving area that

 6  are only nonregulated in nature.  So we have all of our

 7  Moab area, it's a CLEC, it's nonregulated.  The first step

 8  in the allocation process is if there is cost directly

 9  related to nonregulated operations we separate those out

10  and code them directly to nonregulated entities.  This is

11  true whether it's CSR or marketing and public relations or

12  whatever the allocator may be.  So there are different

13  levels of allocation that occur prior to what I would call

14  the leftover costs that are allocated.

15              When you look at any of these allocators you

16  have to look at what the end result is.  Did we allocate

17  enough cost to the nonreg side or not.  If we pulled out

18  certain sections of it and direct coded it, it's a little

19  bit misleading to look only at what is left in the

20  allocation and say we didn't do our job I guess.  So you

21  need to say okay what was the final results of all the

22  costs and is it reasonable.  And I think sometimes we get

23  so focussed on one allocator that we forget the allocation

24  process.  We throw out the whole process instead of looking

25  at what the process resulted in rather than just what that
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 1  one allocator did.

 2        Q.    Did you direct code any expenses for the CEO

 3  cost pool?

 4        A.    I would have to check.  I'm not sure.  I think

 5  I could probably produce that number for you given 15

 6  minutes or so if you want to take a -- the majority of the

 7  board and the CEO are allocated.

 8        Q.    Are allocated through --

 9        A.    But I don't know that for sure how much is

10  direct coded.

11        Q.    But the majority of the amount?

12        A.    Yes, the majority.

13        Q.    Is that true of public relations and marketing?

14        A.    I wouldn't dare guess the exact number, but

15  probably 70 percent is subject to allocation.  We do have

16  our Moab operation that are direct coded.  So I'm not sure

17  exactly what that percentage would be.

18              HEARING OFFICER:  The answer is some of

19  marketing is direct coded, but not all; is that right?

20              THE WITNESS:  That's correct.

21        Q.    (By Mr. Moore)  I'm a little confused.  Your

22  allocation of 74 percent regulated and 26 percent

23  nonregulated, that's done after direct coding?

24        A.    Correct.

25        Q.    This direct coding, your CAM, you relied on a
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 1  single cost driver of a number of billing records; is that

 2  correct?

 3        A.    In the original application, yes.  I've also

 4  provided testimony to an examination of three different

 5  cost drivers.

 6        Q.    That includes direct billing records?

 7        A.    Yes.

 8        Q.    But that's not part of your CAM.  That's

 9  something you just did after you read our testimony?

10        A.    My CAM calculation, no.  But the use of the

11  three resulted in essentially the same percentages that we

12  arrived at with using the billing records.

13        Q.    Are you familiar with Mr. Ostrander's testimony

14  that 35 years experience he's never seen a single cost

15  driver of a number of billing records used for corporate

16  overhead in a CAM?

17        A.    I read the testimony.

18        Q.    Do you acknowledge -- isn't it true that no one

19  from Carbon was able to provide an example of a UUSF case

20  where a regulatory commission issued an order using a

21  single cost driver of billing records in their CAM?

22        A.    I don't think we were asked to do so.

23        Q.    Well --

24        A.    Rephrase the question.

25        Q.    Let me restate the question.  Sitting here
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 1  today you can't point to a UUSF case where a regulatory

 2  commission has issued an order using the single asset

 3  driver of billing records in their CAM.  Can you?

 4        A.    No, but the question is still vague to me.  So

 5  you're saying am I aware of any other case where there is a

 6  single point CAM allocation -- actually I think it would be

 7  fairly common.  I can't cite cases, but the CAM -- there

 8  may be an allocation that is based upon direct labor hours,

 9  and that's a single point of allocation, or it may be it's

10  based upon -- I can't imagine that other companies don't

11  identify their drivers and make some sort of allocation and

12  that could be a single point driver.

13        Q.    Yes, but that's not a billing record, the

14  driver that you used, is it?

15        A.    The one I used was billing records, yes.

16        Q.    Right.  The example you just gave me you were

17  not using billing records in that example?

18        A.    No, I agree.

19        Q.    Isn't it true that data from the billing

20  records on the cost -- the data you receive from your

21  billing records is arrived from data from 2011, and not the

22  test year 2014?

23        A.    That's correct.

24        Q.    Are you aware that FCC Part 64 Section 46.903

25  of the FCC cost allocation procedures requires the
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 1  allocation be current and updated annually on a consistent

 2  basis?

 3        A.    I am familiar with that section.  And maybe a

 4  point and important distinction needs to be made here.  We

 5  are actually exempt from the requirements of the CAM by

 6  that section.  So to the extent we have a CAM it's in --

 7  actually it goes further than what is required in that

 8  section for our size of company.  The fact we don't have a

 9  glossy manual or an index or cover page is not relevant to

10  the process which we have undertaken here.

11        Q.    So your testimony here is that your CAM is

12  exempt from Part 64 Section 54.903 of the cost allocation

13  procedures?

14        A.    I'm not saying that we don't use a similar

15  methodology or that we don't follow the affiliate

16  transaction rules described in that and the allocation

17  process described in that section.  We do follow those.

18  I'm just saying the mechanics of the actual CAM are not a

19  requirement that we're -- we're not required to file that.

20  We do follow affiliate transaction rules.

21        Q.    Would you agree there has been significant

22  changes that have occurred in Carbon's operations since

23  2011?

24        A.    With Carbon's operations directly?

25        Q.    Yes.  Including nonregulated, DSL, fiber
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 1  operations and increased revenues and expenses and plant

 2  assets?

 3        A.    Yes, there are changes every year.  Some of

 4  those changes are offsetting.  We've seen continued

 5  decreases we've demonstrated in our landlines, but we've

 6  maintained steady or actually increased in some instances

 7  in our special access, which has offset some of those

 8  losses?  So there is give and take in those.  And our

 9  billing records are somewhat reflective of those changes.

10        Q.    But you do not use the test year 2014 billing

11  records?

12        A.    No.  We do testify the allocation is

13  representative.

14        Q.    You think it's representative.  All right.

15              MR. MOORE:  I have some questions that may go

16  into some numbers related to the distinction between the

17  changes that occurred between 2011 and 2014.  Would anybody

18  object if I took about five questions?

19              HEARING OFFICER:  About numbers, dealing with

20  the confidential numbers?

21              MR. MOORE:  Yes.

22              HEARING OFFICER:  That's fine.  We'll stop the

23  streaming.  Go ahead.

24

25
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16              HEARING OFFICER:  Go ahead.

17        Q.    (By Mr. Moore)  Those changes are not going to

18  be reflected in your billing records, the number of billing

19  records that constituted your allocation driver; is that

20  correct?

21        A.    That would be correct.

22        Q.    In the billing records you have two types of

23  billing records, general billing records and CAB records,

24  which has a 25 percent gross; is that correct?

25        A.    That's correct.
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 1        Q.    Could you explain what is meant by CAB records?

 2        A.    It's carrier access billing records.  We had to

 3  weight those a little bit differently and there is a reason

 4  why.  If we included each line item of the accounts billing

 5  it would overweight the CAB section significantly and

 6  result in too much cost being allocated to the CAB side of

 7  the house.  So when you look at a CAB records in detail it

 8  includes both terminating and originating special -- or

 9  switch access records and these records are in the

10  millions.

11              So instead what we have done is we went back to

12  a summary bill for purposes of weighting the CAB records.

13  But because of the significant amount of time spent in CAB

14  related issues we weighted those records by 25 percent.

15              So what we did is look at them and said what

16  percentage of time do we spend in the tariff and rate

17  making process for our special access, how much time do we

18  spend working with interconnection agreements with long

19  distance or cellular phone service providers, how much time

20  do we spend looking at the regulated issues related to

21  CAB's and special access which is your 499 reporting with

22  the FCC and there is a great deal of compliance there.

23              To make sure CAB's gets a fair share of costs

24  we had to weight that a little bit more heavily.  That was

25  a judgment call.  Again, this is our cost allocation.  We
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 1  try to do the best we can to determine what drives our

 2  costs.  And if we see a deficiency or a significant

 3  overstatement in the driver that we're using, we'll try to

 4  adjust that to be more reflective of what we feel is the

 5  appropriate level of cost allocation.

 6              One thing with respect to CAB is we also have a

 7  CAB allocator specifically to address time spent that I

 8  would say was more direct coded to CAB.  So this is one of

 9  the administrative functions.  This would be myself and

10  Brock, the CEO time, the board time.  That's to deal with

11  these additional issues related to special access and to

12  our carrier access billing system.

13        Q.    My understanding when you talk about the CAB

14  billing section, you're talking about billing from other

15  carriers using your plant, your equipment?  If someone is

16  calling from Paris to Carbon there would be a CAB bill in

17  regards to that?

18        A.    Yes.  To clarify, it's not us billing for other

19  carriers.  We don't do billing and collection for other

20  carriers.  I think we stopped that 15 years ago.  But it's

21  the billing to the carrier to access our network.  So if

22  AT&T carries that call from Paris to Price, Utah there is a

23  portion of our network that AT&T had to use to access our

24  customer.  So we would bill AT&T for the use of our network

25  for that small portion that we have within that call
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 1  stream.

 2        Q.    That's the basic concept of CAB?

 3        A.    Correct.

 4        Q.    All right.  You do not -- as I understand your

 5  testimony you do not have any specific time or motion study

 6  or any other study to come up with the 25 allocator or

 7  gross number?

 8        A.    Specifically related to Brock's time and CEO

 9  time, that's correct.

10        Q.    Did you provide any specific information about

11  how you developed your net weighing factor?

12        A.    The CAB weight function?

13        Q.    Yes.

14        A.    No.  I didn't provide support to that.  Just my

15  verbal text within the CAM and then as asked or -- I guess

16  it's not part of this proceeding, but we have discussed

17  that with the Division and Office.

18        Q.    Do you agree an allocation factor or driver

19  must have a direct causal relationship to the expenses they

20  are allocating to?

21        A.    That they should or that they do?

22        Q.    That they should.  That's the purpose of it;

23  isn't that correct?

24        A.    Ideally, yes.  If it's direct causal effect

25  that is a better allocator than an indirect causal effect.
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 1        Q.    What is your understanding of the term direct

 2  causal relationship?

 3        A.    If it's directly related my understanding it

 4  would be either directly tied or close enough of a tie to

 5  be considered direct.  I don't know what the best example

 6  to use here would be.  But if we're talking about billing

 7  records, and there are certain line numbers on a phone bill

 8  that represent significant compliance or significant work

 9  for the CEO or our board, then I would say that cost is

10  fairly reflective of the work that is being performed.  Is

11  it the only driver of cost, no.  Is it possible that direct

12  coding could be done in some instances, yes.  But to say

13  that it doesn't relate is not true.  To say that it's the

14  best allocator basis is probably also not true.  But we do

15  the best we can to determine a method of allocation.  So we

16  go through the process to try to do that and then we step

17  through it.

18              There is a hierarchy described in Part 64 that

19  we discussed of how to approach these matters and we apply

20  that.  We look at the ability to direct code.  We look at

21  direct association of costs.  Lower on the hierarchy is the

22  use of the general allocator, like revenue or expenses.

23  It's lower on the threshold.  So we do examine those when

24  we're making our cost allocators.

25        Q.    Now let's look at the CEO cost pool.
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 1  Mr. Johansen doesn't keep daily timesheets indicating how

 2  much time he spends on regulated and nonregulated

 3  operations; isn't that true?

 4        A.    That's correct.

 5        Q.    If he did it would make this much easier?

 6        A.    If he direct coded?

 7        Q.    Yes.

 8        A.    Yes.  Then there would be no need for an

 9  allocator, that's correct.

10        Q.    The CEO cost pool has various types of expenses

11  associated with it, including salary, benefits, cost, cell

12  phone, NECA and URTA dues; is that correct?

13        A.    Correct.

14        Q.    By way of example, how would an increase in CAB

15  bills in 2011 have direct causal relationship to NECA and

16  URTA dues?

17        A.    I guess if we're looking at NECA and URTA dues

18  those should probably be direct coded 100 percent reg.

19  We've probably given too much nonreg side on those to begin

20  with.  So let's start from that standpoint.  We may have

21  included cost in the pool that should have been 100 reg.

22  So I'll have to look at that.  We may need to either adjust

23  for direct cost on some of those that we see or -- but the

24  answer to your question, what is the direct causal

25  relationship, the amount of billing line items associated
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 1  with the phone bill versus an internet bill -- I don't know

 2  that -- just picture in your mind what you get at home on

 3  your phone bill maybe.  But under the phone section you'll

 4  have 911 --

 5        Q.    Excuse me.  I don't know if this is responsive.

 6        A.    I guess what I'm saying though is that all

 7  those regulatory matters, a lot of them are dealt with in

 8  the NECA arena and allocate interstate costs and compliance

 9  and FCC compliance and tariff and rate making with each of

10  those line items that are reflected in the billing there is

11  a relationship there.  Now is it the best relationship, I

12  don't know.  I testified that there are other methods that

13  we can use.  I'm saying they're not unrepresentative or

14  they're not unreflective.

15        Q.    They're not unreflective.  All right.  The same

16  would be true for an increase in CAB bill and possibly the

17  CEO phone bill, mobile phone bill?

18        A.    Yes.  So if we have -- we have to file tariffs

19  with the FCC every two years.  A significant amount of time

20  is spent by myself and Brock.  We file -- we deal with

21  regulatory change issues constantly and those are reflected

22  on our bills in the form of CAB surcharges or subscriber

23  line charges.  Again, we deal with interconnection

24  agreements that affect those phone bills on the CAB side of

25  the house as well.  And Brock spends time on those issues.
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 1  And those are the issues, especially recently with all the

 2  regulatory changes that are going on.  A high percentage of

 3  Brock's time is associated with those types of changes.

 4              We spent a significant amount of time in

 5  Washington trying to push through a waiver with the FCC

 6  this year.  I would suggest that 74 percent is pretty

 7  reasonable for the amount of time that is spent on

 8  regulated operations.

 9              Our fiber to the home project similarly is

10  taking a lot of attention in our --

11        Q.    I'm sorry.  I'm going to have to object again

12  for being nonresponsive.  I'm trying to get specific here

13  about your specific -- how your billing records

14  specifically relate and constitute cost causative

15  relationships between the number of expenses in the CEO

16  pool and --

17        A.    If I bill a tariff cost, then that means I've

18  had to prepare a tariff.  If I bill a tax, that means I

19  have to prepare a tax return.  If I bill a 499, a USAC, I

20  have to prepare those forms.  And that's all regulated.

21  There isn't any tax on an internet charge.  There is very

22  little compliance associated with that.  I don't have to

23  file a tariff every two years on my internet charges.  I

24  rarely have to address that ever.

25        Q.    Do you have to file the tariff every time you
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 1  have a CAB bill?

 2        A.    No.

 3        Q.    Do you have to go and work with -- what was the

 4  other example you used?

 5        A.    I'm saying that it's representative of the time

 6  we spend regulated versus nonregulated on all the issues

 7  that are related to those billing line items.  So to me it

 8  is the causal relationship.  I don't understand I guess how

 9  it couldn't be.  I guess -- is there testimony that shows

10  that there is no relationship there?  You guys say there

11  isn't, but why wouldn't there be?  We have the burden of

12  proof and we've tried to demonstrate and describe why we

13  think those are related and I think we've done that.

14              HEARING OFFICER:  Mr. Moore, I think --

15              THE WITNESS:  I can go into more detail.  We

16  can throw a photo up on the wall.  I can throw up the exact

17  billing records and we can see what is involved with them.

18              HEARING OFFICER:  I think it might be easier

19  for me to understand the point that you're trying to make

20  through the questioning of your own witness.

21              MR. MOORE:  All right.

22              HEARING OFFICER:  All right.

23        Q.    (By Mr. Moore)  Mr. Ostrander testified that

24  the CEO, and for that matter the board of directors, would

25  most likely spend a significant amount of time on forward
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 1  looking projects.  Do you dispute that?

 2        A.    It's a combination of both.  In any -- I would

 3  say the board time is directly tied to Brock's time because

 4  the issues that Brock deals with are the issues we discuss

 5  in our board meetings.  So if time is spent in a particular

 6  area basically that time is reflective in our board

 7  meetings.  So those two are very closely tried together.

 8              There is an aspect to forward looking projects,

 9  yes.  That is also reflective of billing records.  They've

10  gone a little bit of a lag.  But when we build a new

11  circuit, let's say a CAB circuit out to a cell phone tower,

12  the weighting of that would probably -- if it's in our

13  area, in our regulated area, it's going to pull a little

14  bit of cost to the regulated side.  If it's in an

15  nonregulated area it pulls costs to the nonregulated side.

16  But associated with that build is the actual construction

17  that Brock is intimately involved with with the plant side

18  to make sure that construction occurs, and again with

19  forward looking plans as well.  So yes.

20        Q.    So yes, you do spend a significant amount of

21  time, the CEO and the BOD board, reviewing future plans?

22        A.    We do spend time.  The definition of

23  significant I guess we would have to define that.

24        Q.    So it would depend on year to year I guess?

25        A.    Right.
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 1        Q.    And from 2011 to 2014 it would be different?

 2        A.    Correct.

 3        Q.    If the CEO spends time on forward looking

 4  projects that don't come to fruition until another year,

 5  there would be no billing records to reflect that in the

 6  test year; isn't that correct?

 7        A.    Yes, but is the existing customer reflective of

 8  that effort.  I guess you're demonstrating that we're not

 9  keeping that up to date enough; is that correct?

10        Q.    Yes.

11        A.    I guess if this is the only issue that we're

12  dealing with I can rerun the records and we could look at

13  it.  We updated that allocator in 2015, this year, and it's

14  not significantly different.  I can give you updated

15  numbers if that's what you're getting at.

16        Q.    Why don't we just stick with the record we have

17  right now.

18        A.    That's fine, but I'm saying we do adjust these

19  allocators from time to time.  And I can pull up our

20  existing one and it would be based on newer records.  It's

21  not going to be a huge shift from what we have now.  I

22  would be happy to do that if that's where we're headed on

23  this.

24        Q.    I'm sorry.  Are you saying you want to use a

25  different allocator than the allocator you have in --
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 1        A.    No, I think it's representative.  I'm just

 2  saying there is not a big smoking gun here.  If we change

 3  from 74 percent to 72 percent I would be surprised.  I can

 4  pull that number if we need to.  I don't know.  It changes

 5  over time, it does.  But this number was based upon the

 6  fall of 2011.  The allocator that was in place at the

 7  beginning of 2014, there is a two and half years separation

 8  there.  Is it significant?  If we update it to the 2015

 9  records and took a look at it, it wouldn't be significantly

10  different.

11        Q.    But you haven't done that?

12        A.    I have done that.  I don't have them with me

13  today.  But that's what I'm saying, I can pull that and

14  give it to you and give it to the court today if we need to

15  if that satisfies the concern here.

16        Q.    Let me turn to your public relations and

17  marketing allocator.  You list 74 percent of your total

18  hour costs to regulated service and only 26 percent to

19  nonregulated service; is that correct?

20        A.    That's not correct.

21        Q.    What is correct?

22        A.    The correct is we direct allocate a significant

23  portion of costs before we get to that allocator.  The

24  costs that are left with that allocator are then allocated

25  upon the percentages you just stated.
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 1        Q.    What are the costs that are left?

 2        A.    It would be costs that are in the shared areas

 3  of service.  So that would be within the combined service

 4  areas of Carbon/Emery Telecom, Emery Telecom and

 5  Hanksville.

 6        Q.    In your response to OCSDR34 you said your

 7  allocation factor was reasonable because regulated services

 8  benefit from the company's advertising for bundle services;

 9  is that correct?

10        A.    Correct.

11        Q.    You have one regulated service of basic phone

12  service and two regulated services of internet and another

13  regulated -- nonregulated service, excuse me, of internet

14  and another nonregulated service IPTV; is that correct?

15        A.    That is not correct.

16        Q.    Why is that not correct?

17        A.    We don't provide IPTV services.

18        Q.    But for bundle services of regulated phone

19  service, and let's take your position of internet, you

20  still charge the 74/26 percent for that?

21        A.    I'm sorry.  Please repeat the question again.

22        Q.    When you advertise your bundle services, which

23  according to you, your testimony here is bundling regulated

24  phone service with unregulated internet, you still use the

25  74 percent allocation to regulated service, the basic phone
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 1  services, and the 26 nonregulated services, the internet

 2  services, correct?

 3        A.    If that service is offered to our regulated

 4  area, yes, that would be true.

 5        Q.    But internet is not in your regulated area?  I

 6  mean, internet is a nonregulated operation?

 7        A.    Service provided within that same area,

 8  correct, inside the serving area.

 9        Q.    Most of these customers in the service area --

10  let me just go back here.  Does Carbon have any competition

11  for basic phone services in the service area?

12        A.    With the exception of cell phones, no.

13        Q.    Isn't it true these customers that you're

14  advertising your bundle services for generally already have

15  local phone, basic phone service?

16        A.    No, that's not necessarily true.

17        Q.    But the majority of them?

18        A.    No.

19        Q.    Who do you advertise to?

20        A.    We advertise to basically all the residents of

21  the Carbon/Emery counties and Moab.  Again, the Moab

22  serving areas are directly coded to our nonregulated

23  entities.  Moab services include phone, internet, cable TV.

24  Then in our regulated areas we have similar services that

25  are offered both on our nonregulated plan and on our
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 1  regulated plan.  Those services are all advertised to the

 2  residents and businesses of that serving area.

 3              HEARING OFFICER:  I'm sorry.  You said the

 4  direct allocators are done by geographic area?

 5              THE WITNESS:  By serving area, yes.  We operate

 6  as an incumbent local exchange carrier in Carbon/Emery

 7  counties and in the Hanksville area.  We operate as a

 8  competitive local exchange carrier in the Moab area as well

 9  as those services we also provide internet and cable TV.

10              HEARING OFFICER:  In the areas where you're the

11  ILEC you do the 74 percent allocation to regulated, and the

12  areas where you're CLEC you do 100 percent to nonregulated?

13              THE WITNESS:  That's correct.

14              HEARING OFFICER:  And there is no additional

15  allocation?

16              THE WITNESS:  No.

17        Q.    (By Mr. Moore)  Isn't it true that the internet

18  is significantly more profitable to Carbon than basic phone

19  service?

20        A.    Yes.

21        Q.    So when you advertise the bundle service you

22  have two services, one regulated which is not as profitable

23  as the other nonregulated, correct?

24        A.    That's correct.

25        Q.    But you allocate the costs associated with this
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 1  bundle approximately three times higher on the nonregulated

 2  side than you do to the -- backward, to the regulated side

 3  than you do to the nonregulated side?

 4        A.    We do those allocations at 74 percent, yes.

 5        Q.    Do you think it's reasonable that the

 6  advertising -- let's take one step back.  If you have two

 7  services, phone and internet, wouldn't it make more sense

 8  to divide them up at least 50/50?

 9        A.    Is the phone being provided over regulated

10  plant or nonregulated plant?

11        Q.    Let's take the regulated plant first.

12        A.    Okay.  We closely tie those.  And the reason

13  why is is the loop used by the customer to provide phone

14  service to that customer.  The regulated side benefits from

15  the internet usage of that phone line.  It actually sures

16  up the phone line.  The phone line has become super

17  critical for us to maintain both federal and state funding

18  and it is critical to our customers and our ability to

19  serve the customers is dependent upon the healthiness of

20  that.  We continue to promote those lines, continue to tie

21  the bundles closely with the phone line and the reason why

22  we do is because we understand that there is -- out of the

23  two products, the internet definitely would be the most

24  desirable or the most popular thing to have versus the

25  traditional phone line.  But all of our advertising -- the
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 1  majority of the advertising I should say includes that

 2  bundle to tie to that regulated plant.  So I guess it's not

 3  an easy question to answer because the ads aren't

 4  separated, they're tied together.

 5        Q.    That's my problem with your separation.  It

 6  seems if we take the position you have of two services and

 7  you're advertising primarily for the internet, which is the

 8  more profitable aspect, why would the cost for that

 9  advertising be allocated 76 percent to regulated plant and

10  24 percent to nonregulated when you're advertising for the

11  nonregulated and that's where your profit is going to come

12  from?

13        A.    Let's switch that example up a little bit.

14  Let's move that to cable TV.  Cable TV we don't make money

15  at.

16        Q.    I'm sorry.  I'm going --

17        A.    Are you saying --

18        Q.    -- to object as nonresponsiveness again.  We'll

19  be here forever.

20        A.    The ability to pay shouldn't be the basis for

21  the allocation.  So if the company is profitable it doesn't

22  mean they should get more allocation cost.

23        Q.    The cost --

24        A.    Let's take profitability out of the question

25  and then reask the question.  It's not based upon the fact
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 1  that the cable company makes no money and the internet

 2  company makes money.  I mean if we switch up the example

 3  and say can our cable company afford advertising, no.  They

 4  don't make any money.  So it's not an ability to pay that

 5  drives the cost.  It's the actual advertising.  If we're

 6  getting to the root of the question, let's make sure we do

 7  that.

 8        Q.    But you're advertising primarily for internet?

 9        A.    We advertise for both.

10        Q.    But primarily for internet.  That's what the

11  people want to purchase?

12        A.    No, no.  Internet kind of sells itself.  We

13  have to focus on -- we have to focus on telephone, to keep

14  telephone numbers up.  We have to show our customers why

15  it's important to maintain the phone, for safety a line

16  power in an emergency situation is going to be more

17  reliable than cell phone.  We spend significant time

18  educating our customers that way.  We also have

19  requirements annually and ongoing to advertise life line

20  services which is promoted by the state.  There is no

21  requirement for life line internet services.  So we have

22  additional advertising that has to be done separately and

23  distinctly for life line.  We do that through newspaper.

24  We do that through our website.  We have to post posters

25  and --
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 1        Q.    Objection, nonresponsive.  I didn't ask about

 2  life line.  I asked about advertising for bundle services.

 3        A.    It's phone service.  Life line is phone service

 4  and we have to advertise for it.  This is all part of that

 5  cost we're allocating.  It goes to the question what are we

 6  doing with our advertising dollars.  There is a lot of

 7  things that go to the advertising dollars.

 8              MR. MOORE:  I have no further questions.

 9              HEARING OFFICER:  Ms. Slawson, any followup?

10              MS. SLAWSON:  Would it be possible to have a

11  quick break?

12              HEARING OFFICER:  Sure, that's fine.

13              (Off the record.)

14              HEARING OFFICER:  We're back from our break and

15  back on the record.

16              MS. SLAWSON:  Thank you.  Time for redirect?

17              HEARING OFFICER:  Yes, go ahead.

18                      REDIRECT EXAMINATION

19  BY MS. SLAWSON:

20        Q.    Let's see.  My first question is can you tell

21  me what you consider the affected period of the UUSF

22  application that Carbon/Emery has made in this case?

23        A.    I would say between three and five years.

24        Q.    You talked a little bit about -- this is back

25  on the first question that was presented by Mr. Moore with
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 1  regard to the testimony on single asset versus group asset

 2  depreciation.  You testified briefly there is a

 3  capitalization threshold difference.  Can you explain to us

 4  why does the capitalization threshold differ between the

 5  regulated and nonregulated companies?

 6        A.    The threshold is established a little bit lower

 7  in regulated cases generally to allow for or prevent I

 8  should say, prevent the expenses from spiking in one year.

 9  If you were to expense certain items rather than capitalize

10  them, you may have a year that is overstated by that

11  expense.  Whereas, capitalizing that same item, spreading

12  it over a useful life, would smooth that expense.  So to

13  prevent spikes in the operations and the reporting of that

14  operation.

15              With respect to the nonregulated entities

16  that's not as big of a concern because it's not subject to

17  a rate making process.  A spike that would be material to a

18  regulated entity could be considered nonmaterial for this

19  nonregulated entity.  Maybe a good example would be modems

20  for the internet on the nonregulated side.  We have

21  significant purchases of those modems.  They do have a

22  three to five year life on them.  But rather than

23  capitalize those and track those in our asset records for

24  five years each one of those modems, or even groups of

25  modems, we go ahead and expense those groups of modems.
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 1  And because there is no associated rate making or reason to

 2  kind of normalize those expenditures, if that expense

 3  policy spikes our cost for modems in any one given year

 4  it's not material to the financial statements as a whole

 5  and so it's not considered necessary to track down to that

 6  level.

 7              So that's kind of how we apply the

 8  capitalization policy.  Once we meet that threshold then we

 9  get into that gray scale area that I talked about how you

10  group those assets, whether it's single asset or a group of

11  assets and what constitutes those groups and what point do

12  you segregate the groups based on vintage or based upon the

13  type of plant, that type of thing.

14              So I think there is a distinction there, first

15  in the policy, and then within the policy, is it true

16  single asset or is it a group.  And so when I compared our

17  nonreg entity capitalization similar to what the Division

18  shows, there is a little bit of distinction, you have to

19  get past that first capitalization threshold first.  So we

20  just capitalize less on the nonreg side.  Then when we do

21  it it follows somewhat close to what the Division is

22  recommending on their straight line policy.  I think maybe

23  -- you might go ahead with the questions.  Sorry.

24        Q.    I guess what I'm wondering is could the

25  regulated company, Carbon/Emery, adopt the Division's
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 1  proposed method of depreciation, this kind of single asset,

 2  maybe vintage, not true single asset, but method of

 3  depreciation?

 4        A.    It could.  And generally what it requires from

 5  the interstate side is permission from FCC we found that

 6  the FCC has been a little bit lenient in granting to the

 7  states some leeway in the methodology.  So we feel like it

 8  is a methodology that could be adopted.  The issue that we

 9  take with the methodology isn't necessarily the method

10  itself, but the implementation of it.  We have provided

11  testimony that if we're going to go that direction what the

12  Division is proposing then we need to have a transition to

13  that methodology.  It can't just be a calculation of a

14  historical number and then use that number.  We need to say

15  okay this has changed and we're going to transition to it.

16  So we've provided some testimony to what we think that

17  transition would look like.

18        Q.    How do you see that transition?

19        A.    What we have proposed is that -- our books are

20  still open for 2015.  So we have a little bit of leeway on

21  how we report depreciation.  We could do some extent of

22  restatement, but what we've proposed is that -- basically

23  from the time frame that we knew that the Division had a

24  concern with our methodology, if we restated the assets

25  from that point going forward it would be basically January
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 1  1, 2014.  So if we at that point cut to a single asset

 2  straight line methodology as promulgated by the Division at

 3  this point and then allowed our existing groups as of

 4  12/31/2013 to continue and run their course, let the

 5  depreciation finish out on those assets, and then project

 6  that forward, that would be the transition that we would

 7  suggest.  And the projection forward is somewhat necessary

 8  to determine what the correct number is in this proceeding

 9  because it is a change from the methodology that we're

10  using now.

11              Now I guess without getting into the

12  confidential numbers again, that number would be slightly

13  less than what we projected in our application, but it is

14  materially close to that number.  So there may be a slight

15  reduction there, but not significant.

16              We think that satisfies the concerns of the

17  Division going forward, but it also allows us a transition

18  period into that.  A lot of our decisions with respect to

19  how we manage our books are based upon the certainty that's

20  provided by the FCC and by the state.  So if those things

21  change it would change the decisions that we would make

22  regarding the timing of the investments or how we -- I

23  guess how we would make decisions based upon rate of return

24  and weigh those decisions against similar decisions that

25  we're making on our nonregulated plant.
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 1              So it's a choice scenario for us.  Where do we

 2  put our new capital dollars this year.  What type of rate

 3  of return are we going to get.  Is that rate of return

 4  guaranteed or how much risk is involved with that rate of

 5  return.  These capital type decisions are dependent upon

 6  some consistency.  That's what we're --though we're not

 7  opposed to the methodology, we are opposed to the way it is

 8  being proposed in the findings.  We would like some sort of

 9  transition or methodology to get to where they want us to

10  be.

11        Q.    We had a series of questions about the cost

12  allocations, the various allocations that you have made.  I

13  want to ask you the allocators that you have identified,

14  those are used to allocate costs; is that correct?

15        A.    Correct.

16        Q.    Does revenue correlate or is it representative

17  of costs?

18        A.    No.

19              MS. SLAWSON:  I have no other questions.

20              HEARING OFFICER:  Any recross?

21              MR. MOORE:  No.

22              MR. JETTER:  No recross from the Division.

23  Thank you.

24              HEARING OFFICER:  We just have a couple of

25  minutes before the public witness portion of this hearing
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 1  is supposed to begin.  It's only been a few minutes since

 2  our last break, but let's go ahead and break until noon and

 3  we'll see if anybody appears.  If not, we'll go ahead and

 4  continue unless someone appears.

 5              (Off the record.)

 6              HEARING OFFICER:  We are back on the record and

 7  I am ready to begin the public witness hearing, which is

 8  scheduled for today at noon.  Is there anyone here in the

 9  room who would like to give comments or provide testimony

10  as a public witness today?

11              We are going to go ahead then and resume with

12  our UUSF hearing for the next hour or so.  We'll kind of

13  keep a watch to see if anybody comes in to give a comment

14  as a public witness.  Then at 1:00 we will break for lunch.

15  So Ms. Slawson, go ahead and you may call your next

16  witness.

17              MS. SLAWSON:  Thank you.  Carbon/Emery calls

18  Douglas Meredith.

19              (The witness is sworn in.)

20                       DIRECT EXAMINATION

21  BY MS. SLAWSON:

22        Q.    Good after, Mr. Meredith.  Would you state your

23  name, your employer and your business address for the

24  record?

25        A.    Yes.  My full name is Douglas Duncan Meredith.
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 1  I am employed by the firm John Staurulakis Incorporated.

 2  That is spelled S-T-A-U-R-U-L-A-K-I-S.  My business address

 3  is 547 Oakview Lane, Bountiful, Utah.  That's my office.

 4  The headquarters for JSI is in Greenbelt, Maryland.

 5        Q.    On behalf of the applicant Carbon/Emery Telecom

 6  Inc. have you participated in this record?

 7        A.    Yes.

 8        Q.    Did you prepare prefiled rebuttal and

 9  surrebuttal testimony and exhibits in this case?

10        A.    Yes.

11        Q.    Do you have any substantive changes to the

12  answers you gave to the questions asked in the prefiled

13  testimony?

14        A.    No.

15        Q.    Do you have a summary of your testimony that

16  you would like to present us with?

17        A.    Yes.

18        Q.    Please go ahead.

19        A.    Thank you.  In my rebuttal and surrebuttal

20  testimonies I address two topics:  Carbon/Emery's

21  authorized rate of return and the appropriate depreciation

22  method to use, and in the alternative of using that method

23  what transition should be used to move to a new

24  depreciation method for Carbon/Emery.

25              Topic one, rate of return.  I will summarize
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 1  first the authorized rate of return for Utah USF purposes.

 2  My testimony and the exhibits I supply support

 3  Carbon/Emery's proposed overall authorized rate of return

 4  of 10.5 percent.  For comparison, the current authorized

 5  interstate rate of return for Carbon/Emery is 11.25

 6  percent.

 7              I examine in my testimony the following items

 8  related to the calculation of the overall rate of return.

 9              Item one, capital structure.  The overall rate

10  of return is calculated using a hypothetical capital

11  structure.  The Division and Carbon/Emery recommend that

12  the Commission adopt the Division's sliding scale capital

13  structure result.  This method was developed by an industry

14  task force that has been used frequently by the Division.

15  This method represents a reasonable balancing of competing

16  interests.  The capital structure for Carbon/Emery assumed

17  by the Division's sliding scale is 65 percent equity and 35

18  percent debt.  The Office takes exception to the Division's

19  long-standing practice and recommends a 50 percent equity

20  and 50 percent debt capital structure.  I recommend the

21  Commission continue to use the Division's sliding scale

22  method and adopt a 65 percent equity and 35 percent debt

23  capital structure for Carbon/Emery in this proceeding.

24              Item two, the appropriate interstate rate of

25  return.  By Commission rule, companies are instructed to
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 1  use in its application the applicable NECA form 492A for

 2  the most recently available year.  I supply the NECA form

 3  492A as an exhibit and the applicable form for Carbon/Emery

 4  yields a 11.45 percent interstate rate of return.  The

 5  Division initially proposed an incorrect rate and

 6  subsequently revised its number.  The Office recommends

 7  using a NECA form 492A that does not apply to Carbon/Emery.

 8  NECA applies two forms 492A based on individual company

 9  participation in NECA cost pools.  I recommend the

10  Commission use the applicable form 492A in my exhibit for

11  Carbon/Emery which reports a 11.45 percent overall rate of

12  return for interstate purposes.

13              Item three, the appropriate intrastate rate of

14  return.  Carbon/Emery, the Division, and the Office agree

15  on the cost of debt used for intrastate rate of return

16  calculations.  This leaves the intrastate cost of equity or

17  return on equity as a disputed item.  The Division uses an

18  unadjusted capital asset pricing model, CAPM, to calculate

19  an intrastate rate of return for Carbon/Emery.  The

20  Division does not see any other model alternative available

21  for use.  I rebut the Division's claims suggesting that an

22  unadjusted CAPM is not appropriate.  I provide facts from

23  credible capital finance authorities which support the need

24  to adjust the textbook version of CAPM in the telecom

25  sector.  In the exhibits I provide that address telecom
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 1  issues specifically, Drs. Heaton and Billingsley

 2  specifically examine the telecom industry and address this

 3  issue.  These authorities recommend adjusting the textbook

 4  version of CAPM for telcos.

 5              Dr. Heaton, in Exhibit 1, states that a small

 6  company premium is the minimum adjustment that should be

 7  applied when using the CAPM for real world applications.

 8  Dr. Billingsley, in Exhibit 2, recommends a small company

 9  premium developed by well established financial service

10  research firms, such as Ibbotson & Associates or Duff &

11  Phelps.  These exhibits are unrebutted in this proceedings.

12              I provide another analysis filed at the FCC in

13  Exhibit 3 which the Office takes exceptions to based on its

14  author.

15              I explain on alternative to the CAPM that was

16  proposed by Dr. Glass, formerly of NECA and now of Rutgers

17  University, to overcome the common pitfalls of the

18  discounted cash flow method.  This method proposed uses a

19  free cash flow approach instead of the discounted cash flow

20  approach.  This information is located in Exhibit 2.  The

21  benefit of this approach is that Dr. Glass uses actual

22  rural telephone company data rather than large company

23  peers to develop the appropriate discounted cash flow rate.

24  I update this data in Exhibit 5.  The Division remains

25  silent on this alternative approach and the Office provides
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 1  no rebuttal on this method.

 2              The Office argues that the Utah Commission

 3  should adopt the results from a number of Kansas decisions.

 4  I respond by recommending the Commission give them very

 5  little, if any, weight.

 6              There are serious mechanical problems with the

 7  Division's selection of publicly traded companies and the

 8  calculation of the risk free return used in its CAPM.  I

 9  identify these problems and propose solutions for them.

10              All of this data and analysis support the 10.5

11  percent overall rate of return proposed by Carbon/Emery.

12  And I recommend the Commission adopt the proposed and

13  supported 10.5 percent overall rate of return for

14  Carbon/Emery in this proceeding.

15              Topic two, depreciation method.  I will briefly

16  summarize the depreciation method proposed by the Division

17  and Carbon/Emery.  The Division seeks to change the

18  standard and industry accepted group asset straight line

19  depreciation method used by Carbon/Emery for Utah USF

20  purposes.  I observe that this approach will add

21  administrative complexity to Carbon/Emery's accounting

22  procedures.  And in making such a change it should be fully

23  vetted to ensure that the public interest is served.  The

24  claims made by the Division are not fully explained.

25  Notwithstanding, if the Commission were to adopt the

0115

 1  Division's method, I recommend the Commission adopt this

 2  monumental policy change on a prospective basis for new

 3  assets that are purchased and placed into service.  The

 4  test year 2014 is representative of forecasted depreciation

 5  expense for the next five years and so the transition that

 6  I describe is in the public interest.  This concludes my

 7  summary.

 8              MS. SLAWSON:  Mr. Meredith is available for

 9  cross examination.

10              HEARING OFFICER:  Mr. Jetter.

11                       CROSS EXAMINATION

12  BY MR. JETTER:

13        Q.    Thank you.  Good afternoon, Mr. Meredith.  I

14  have a few questions and they're a little bit disjointed as

15  far as we'll skip around just a little bit.  I would like

16  to just start out discussing the risk free rate of return.

17  I'm looking at CE-4.0R, which is your revised rebuttal

18  testimony dated September 4, 2015.  And specifically I'm

19  addressing your discussion of the risk free rate of return

20  beginning on lines 271 through 279.  Is it an accurate

21  representation of your testimony there that you believe the

22  better more accurate risk free rate of return to use in

23  calculation of an ROE for this specific purpose is an

24  average from 1990 through today?

25        A.    That's what I have used.  I observe that the
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 1  Division proposed a spot rate, which as I understand it was

 2  a rate on a particular day.  I propose that that be trended

 3  a bit.  I used 1990, 25 years from when this was prepared,

 4  but 20 or 25 would be an appropriate trending of the risk

 5  free rate.

 6        Q.    Were you in this room about 30 minutes to an

 7  hour ago when Mr. Woolsey testified about what he believed

 8  to be the term for which we would apply the findings of

 9  this particular case?

10        A.    Yes.  The effective period of the findings,

11  yes, I was.

12        Q.    Do you agree with him that it would be three to

13  five years?

14        A.    Yes, that's my understanding is that it would

15  be a three to five years effective period.

16        Q.    And it's still your testimony that using a 20

17  to 25 year trend of Treasury Bill average equally weighing

18  for each year over that time is a better choice than the

19  current actual risk free rate?

20        A.    Yes, I do.

21        Q.    I would like to jump a little bit now here to

22  the factors that you discussed in promoting the -- in

23  discussing the premium that you would assign as a small

24  company premium to Carbon/Emery.  In support of that is it

25  correct, I believe it's lines 120 through 121 of this same
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 1  exhibit, that you rely on Morningstar/Ibbotson Annual

 2  Yearbook?

 3        A.    No, my sources for relying on the premium are

 4  related to Dr. Heaton and Dr. Billingsley.  The

 5  Morningstar/Ibbotson Yearbook or the Morningstar/Ibbotson

 6  source and also Dr. Billingsley as I mention in the summary

 7  used the Duff & Phelps report that is identified on line

 8  142 of my testimony.

 9        Q.    Let me direct you beginning at line 120 on page

10  5.  Would you please read the first sentence in that

11  paragraph?

12        A.    Yes.  The Morningstar/Ibbotson Annual Yearbook

13  routinely reports an adjustment that would be applied to a

14  company based on market capitalization.

15        Q.    Is that publication something that is a

16  reliable source for information on this type of item?

17        A.    Yes.  Morningstar/Ibbotson or Duff & Phelps are

18  established research firms.  Yes, they are.

19        Q.    Thank you.  Are you aware of what companies

20  that the Morningstar/Ibbotson Annual Yearbook uses to

21  calculate its small company premium?

22        A.    Not specifically, no.

23        Q.    To be more specific, are you aware if any of

24  those companies have a government run program that

25  subsidizes those programs in the event that they're not
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 1  earning their authorized rate of return?

 2        A.    No, I don't know any specifics about the

 3  companies or their operations.

 4        Q.    And such a type of government program would

 5  produce the risk to those companies; is that correct?

 6        A.    Can be, yes.

 7        Q.    I would like to hand you a photocopy of the

 8  2015 Ibbotson SBBI Classic Yearbook and this is page 113.

 9              MR. JETTER:  May I approach the witness?

10              HEARING OFFICER:  Yes.

11              MR. JETTER:  This is not on my exhibit list.

12  We can enter this as DPU Cross Exhibit 1.

13              HEARING OFFICER:  Any objection?

14              MS. SLAWSON:  No.

15              MR. MOORE:  No.

16              HEARING OFFICER:  DPU Cross Exhibit 1?

17              MR. JETTER:  Yes.

18              HEARING OFFICER:  Go ahead.

19        Q.    (By Mr. Jetter)  I think this will somewhat

20  confirm what you have just answered, but would you please

21  read what I have highlighted in yellow, a paragraph which

22  is on the upper right hand corner of page 113 of that

23  publication?

24        A.    Yes.  This is page 113.  I don't have the title

25  of the document, but it is page 113.  Most criticisms of
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 1  the use of the size premium do not address the underlying

 2  reason for its existence.  Small cap stocks are still

 3  considered riskier investments than large cap stocks.

 4  Investors require an additional reward, in the form of

 5  additional return, to take on the added risk of an

 6  investment in small cap stocks.  It is unlikely that in the

 7  future investors will require no compensation for taking on

 8  this additional risk.  That's the end of the paragraph.

 9        Q.    Thank you for reading that.  And you testified,

10  is that correct, just a few moments ago that a program like

11  the State Universal Fund for Utah reduces the risk that

12  Carbon/Emery has as compared to the risk it would

13  experience were it not eligible for such a program?

14        A.    Yes, I did say that but it probably needs to be

15  amplified just a bit that there are lots of risks

16  associated with a telephone company or with a small

17  company, it's not just the size.  In fact Roger Ibbotson,

18  and I quote him in my testimony, says that even liquidity

19  risk is also very, very important.  And I would argue quite

20  strongly that liquidity risk is just as apparent or more

21  apparent for a small rural telephone company operating in

22  Price, Utah and no government operation is going to solve

23  that liquidity risk.

24        Q.    Let me ask you a few question about liquidity

25  risk.  Are you familiar the capital structure of
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 1  Carbon/Emery Telephone?

 2        A.    Yes, I am.

 3        Q.    Could you describe that briefly?

 4        A.    The actual capital structure is they are 100

 5  equity.

 6        Q.    Who are the equity holders?

 7        A.    The shareholders, members of the cooperative I

 8  don't know.  I don't have a list of all the holders.

 9        Q.    Are you aware of any recent attempts to

10  increase the equity of the company, any sales of stock?

11        A.    No.  That question -- I reviewed the answer to

12  that question that was asked by the Office to the company

13  and there was no -- there have been no issuance of stock in

14  the public sector.

15        Q.    Are you aware of any of the current owners who

16  have had a desire to sell and no ability to do such?

17        A.    A desire to sell and would want to essentially

18  cash out?  I do not know of any.  To the extent that some

19  of those are cooperative members, I know other cooperatives

20  that people have those desires, but I don't have specific

21  information for Carbon/Emery.

22        Q.    And you're aware that Carbon/Emery in fact

23  makes decisions based on the certainty provided by the

24  Universal Service Fund; is that correct?

25        A.    No.  The Company, just like any company, has an
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 1  array of investment options both regulated, nonregulated,

 2  however it goes.  And that array of investment options is

 3  before the decision makers and they can choose what

 4  investments to make.

 5        Q.    So do you disagree with Mr. Woolsey's testimony

 6  an hour or two ago when he said that they in fact do make

 7  decisions based on, I believe it's a quote, certainty

 8  provided by the FCC and state?

 9        A.    I didn't hear him say that.  So I'll defer if

10  he said that.

11        Q.    Do you disagree with that statement?

12        A.    Say the statement again please.

13        Q.    That Carbon/Emery makes decisions based on the

14  certainty provided by the FCC and state, and that was

15  specifically referring to the subsidy programs for rural

16  telephone.

17        A.    Yes, without looking at the full transcript

18  that's possibly one item that they use, but they still have

19  the array of investment options.

20        Q.    Based on how much risk is involved do you think

21  it would in fact change the decisions that the company

22  might make?

23        A.    Certainly.  The risk of a particular investment

24  opportunity or plan to use capital, the risks associated

25  with that endeavor will definitely be a factor in a
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 1  decision.

 2        Q.    You further testified you believe they may also

 3  be capital constrained in the borrowing process by the

 4  nature of their size; is that right?

 5        A.    Yes.  As far as borrowing goes, yes.  Small

 6  companies are constrained.  There are actual boutique

 7  lending firms that cater to small rural telephone

 8  companies.  If you go to ABC bank down on Main Street, it's

 9  not likely that they're going to want to lend you money

10  because of the -- because of all of these associated risks

11  and the unmentioned risks that we haven't talked about.

12  Liquidity in small companies are definitely considerations

13  for a bank.

14        Q.    Are you familiar with the most recent long term

15  borrowing rate that has been used in this case?

16        A.    No.  I reviewed it.  It's not a controversial

17  item so I can't remember what the number is.  I can look it

18  up.  It's on Mr. Coleman's exhibits.

19              MR. JETTER:  Counsel, do you consider that a

20  confidential number?

21              MS. SLAWSON:  Tell me which one it is again.

22              HEARING OFFICER:  The interest rate paid on --

23              MS. SLAWSON:  That's not confidential.

24        Q.    (By Mr. Jetter)  Would it surprise you to know

25  that rate is 5.64 percent?
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 1        A.    No.

 2        Q.    Doesn't that seem like an awfully low amount

 3  compared to the Treasury Bond rate over the 20 year period,

 4  or 25 year period that you suggested being more appropriate

 5  for the term of effects of this case being 5.009 percent?

 6        A.    So we're talking about 50 paces points

 7  difference.

 8        Q.    Yes, between a risk free rate and the small

 9  company that you say has such a high risk that it needs

10  significant risk premium to attract capital.

11        A.    One, this is a cost of debt number that we just

12  referred to.  It's not the cost of equity.  That's one

13  important consideration.  The other consideration when

14  you're talking about debt is -- at least one of the -- the

15  biggest focus of boutique firms is RUS, which is the rural

16  utility service, which is a government lending program that

17  produces rates that are very attractive for purposes of

18  federal public policy.  So I don't think you can compare

19  the cost of debt and relate it to the cost of equity or the

20  equity premium that should be applied.

21        Q.    Well, the two of those are both based on risk,

22  are they not?

23        A.    Different types.  A lender has different claims

24  against a company than a stockholder.  For example, if a

25  company like Fairpoint, which is one of Mr. Coleman's
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 1  examples, goes bankrupt there is a triage or a hierarchy of

 2  who has claim against assets that still exist.  And the

 3  common stock shareholders are the last ones to get any

 4  claims.  So there is a difference in valuation and

 5  weighting of risks and claims.

 6        Q.    Just in the abstract just let me ask you, would

 7  you expect a company with a higher variability in its

 8  revenue stream to be considered a higher risk company by a

 9  lender?

10        A.    It really depends on cash flow.  You're saying

11  higher variability, but does it have enough cash flow to

12  meet its obligations.  And all lenders have certain

13  thresholds, factors if you want to call them, that the

14  companies have to meet in order to not be in breach of that

15  loan.  So they have safeguards, lenders have safeguards to

16  address and principally -- a lot of them relate to cash

17  flow, but there are others as well.  But it's the ability

18  to pay the loan off.  It's just like if we were to buy a

19  car the lender would want to know if you had enough money

20  to pay off that car.  The variability of your income may

21  not be a factor because you may have plenty of money above

22  the threshold that they're looking for.

23        Q.    If you had a source as reliable as, for

24  example, the State of Utah Universal Service Fund as well

25  as the Federal Communications subsidy programs providing a
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 1  significant portion of that cash flow, would that indicate

 2  to you potentially a lower risk for that company as

 3  compared to a similar company without those resources to

 4  draw on?

 5        A.    Not in 2015 because there is great uncertainty

 6  in both programs, both the Utah USF dealing with the

 7  depreciation method that is now proposed and how it could

 8  affect the claim or the request from Carbon/Emery, and even

 9  more importantly the flows from Federal Universal Service

10  as we are going through a major transformation at the

11  federal level.  There is not much certainty as to what is

12  going to happen in very near terms with Federal Universal

13  Service.  So there is quite a bit of uncertainty in a

14  market, I should mention, in a market that is traditionally

15  over the long last 100 years has been relatively calm and

16  stable.  But ever since telecommunications back in 1996,

17  and now the reform in 2011 at the FCC, there is quite a bit

18  of uncertainty within the market.

19        Q.    I think back to reiterate that question.  If

20  you're comparing let's say Carbon/Emery to one of the

21  references that both you and Mr. Coleman have used,

22  Shenandoah Valley Telecommunications, who I believe is in

23  Virginia, which does not have a comparable universal

24  service fund program.  Between those two companies would

25  you say is it more or less risky to have those types of
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 1  subsidy programs, the Utah Universal Service Fund, at your

 2  disposal?

 3        A.    It's hard to say because Shenandoah Valley it

 4  is in Virginia.  I have just a small acquaintance with the

 5  company.  It would be better for a company and for a lender

 6  or for an investor to look at the customer base and the

 7  customer structure and the stability of that customer base

 8  and customer structure rather than a government universal

 9  service program that may or may not exist, may or may not

10  be cut.  There is quite a bit of uncertainty.  It is not a

11  certain thing that USF exits in states, and as you

12  mentioned in Virginia it doesn't exist.

13        Q.    Is there something unique about their customers

14  that you think make them more likely to remain customers or

15  to remain more reliable than the customers of Carbon?

16        A.    Well, I don't know if you've been to Shenandoah

17  Valley, but it is a fairly dynamic economic space.  I mean

18  there is -- I would say, no offense, Brock, but Shenandoah

19  Valley has more economic activity potential than Carbon and

20  Emery counties in Utah.

21        Q.    I'm talking about on a per customer basis.  Do

22  you think each individual customer is more reliable, more

23  predictable?

24        A.    I don't have any information to give you or to

25  inform you on that question.
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 1              MR. JETTER:  Thank you, Mr. Meredith.  Those

 2  are all the questions I have.

 3              HEARING OFFICER:  Mr. Moore.

 4              MR. MOORE:  Just a few questions.  Mr. Jetter

 5  took most of mine.  Just for clarity shake --

 6              THE WITNESS:  Your Honor, I have a small

 7  hearing problem.  So could the microphone be drawn a little

 8  closer so I can hear better.

 9              MR. MOORE:  How is this?

10              THE WITNESS:  That's good.

11                       CROSS EXAMINATION

12  BY MR. MOORE:

13        Q.    In your summary you stated that you are not

14  changing your proposed rate of return from your initial

15  application; is that correct?

16        A.    Correct.  I am -- my recommendation is the

17  Commission adopt the 10.5 percent overall rate of return

18  for Carbon/Emery's application.

19        Q.    That's including a 12.13 intrastate rate of

20  return; is that correct?

21        A.    Yes.  According to the application that was the

22  rate of return used for the intrastate portion.

23        Q.    You didn't apply a small company premium?

24        A.    What I did is I looked at several different

25  methods, several different items and I'm recommending the
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 1  Commission adopt the 10.5 because all of those indicators

 2  show that if you were to do anything else, look at the

 3  different risks, liquidity premium risks, and small company

 4  premium risks, you would be in excess of that 12.13, I

 5  believe.  So, therefore, the 10.5 percent is supported.

 6        Q.    How did you arrive at the 12.13?

 7        A.    12.13 I didn't arrive at it.  The Company used

 8  12.13 because I understand the Division proposed and

 9  testified in 2014 that rate was just and reasonable and

10  within the public interest in another case.

11        Q.    Was that case taken to hearing?

12        A.    That case was not taken to hearing.  The

13  Commission adopted in full the Division's recommendation.

14        Q.    Through a settlement?

15        A.    No, it wasn't settled.  There was no dispute.

16  The Office -- the Division created a petition, created

17  testimony, filed the petition, and the Commission adopted

18  it.  That's how I understand the Hanksville case to have

19  happened.  There was no settlement because there was no

20  issue in dispute.

21              MS. SLAWSON:  Your Honor, if I may, I believe

22  there actually was a hearing in that case, a hearing to

23  adopt the stipulation just as a matter of record.

24        Q.    (By Mr. Moore)  But the stipulation didn't end

25  from a settlement?
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 1        A.    I did not participate.  My understanding is

 2  that the Division prepared, produced, and supported the

 3  12.13 percent in 2014, which incidentally is the same test

 4  year that we're dealing with today.

 5        Q.    But they haven't taken that position in this

 6  case?

 7        A.    No, they have not.  They are recommending an

 8  adjustment.

 9        Q.    Could you turn to page 13 of your rebuttal

10  testimony, your revised rebuttal testimony September 4,

11  2015?

12        A.    Yes, I'm there.  It starts with a graph?

13        Q.    Yes.  I have some questions about the graph.

14  The fifth column entitled small stocks and lists various

15  premiums or additions; is that correct?

16        A.    Yes.  This is by Roger Ibbotson from Ibbotson &

17  Associates that we've been talking about, very credible

18  professor at Yale University, or was.  I don't know his

19  status now.  He is identifying premiums that are looked at

20  in the real world.

21        Q.    The first premium is a small stock premium,

22  which is the small company premium we've been referring to;

23  is that correct?

24        A.    Yes, that's what I would understand that to be.

25        Q.    Do you know of any USF case that has used a
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 1  small company premium?

 2        A.    No, most USF cases don't even address this

 3  issue.  They use the 11.25 percent authorized rate of

 4  return that the FCC uses and that's the end of the

 5  discussion.

 6        Q.    Do they use an equity risk premium?

 7        A.    I'm sorry.

 8        Q.    Are you aware of ones that use a equity risk

 9  premium?

10        A.    Well, the equity risk premium is the premium

11  that is given as a market or risk premium, however you want

12  describe it.  That's used with a CAPM model.  As I

13  understand it from your witness's testimony that in some

14  cases, although dated, that equity risk premium has been

15  used in a CAPM model in Kansas.

16        Q.    Do you have one from a bond horizon premium?

17        A.    No, I don't know of any application of -- this

18  is getting more into the -- the bond horizon premium I

19  don't have any information on a state universal service

20  program, or federal for that matter, addressing a bond

21  horizon premium.

22        Q.    Did you attempt to compute the required rate of

23  return using this graph, adding up these various premiums

24  for Carbon?

25        A.    No, I did not.  My testimony, I do state the

0131

 1  liquidity premium and the small company premium are

 2  somewhat intertwined.  The range, Dr. Billingsley's range

 3  or rate for small company such as Carbon/Emery is 6 or 7

 4  percent small company premium.  And I did not even go that

 5  far.  I just took half of it and I took a 3 percent small

 6  company premium to address liquidity and small company and

 7  it exceeded the 12.3 generated that supported 10.5 so I did

 8  not have to extend my analysis further.

 9        Q.    Could you turn to page 12 of your testimony?

10        A.    Sure.

11        Q.    You have a table there, table 2.  Did you

12  prepare this table?

13        A.    I did prepare the table.

14        Q.    What is the source of your spot beta

15  information on the table?

16        A.    The spot beta was -- to date the spot beta in

17  trying to replicate the information that Mr. Coleman of the

18  Division used I have went to Yahoo.com and obtained the

19  spot beta for these companies listed.

20        Q.    Can you provide the source documentation?

21        A.    Did I provide source documentation, no.  It was

22  the spot beta as of that date at Yahoo.com.

23        Q.    What does the term CAM adjusted mean?

24        A.    That's a very conservative straight -- CAPM.

25        Q.    I'm sorry, CAPM.
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 1        A.    It's the expected return using a risk free rate

 2  and then applying the data to a market premium.

 3        Q.    Where did you get the data for this CAPM

 4  adjustment?

 5        A.    The CAPM, the equation is the expected return

 6  equals the risk free rate.  And the risk free rate in this

 7  calculation.  Again as I said I used a very conservative --

 8  actually not a textbook approach, but I used the T-bill

 9  rate, which is the rate that was found below.  It's from

10  1990 to today as of the date of filing.  So a 3.04 percent

11  T-bill rate.  Then I applied the -- then you add to that

12  that risk free rate the beta multiplied by a risk premium.

13  Mr. Coleman used a risk premium of about 6.8 percent.  I

14  opted to use an even more conservative number and I used

15  the 5.01 percent number listed here as a T-bond rate trend

16  as my risk premium.  So it's a few, maybe a 150 paces

17  points lower than Mr. Coleman.  Doing it with the abundance

18  of caution of get the lowest possible unadjusted CAPM.

19              This particular table is really not focussed on

20  getting the CAPM number itself, but rather the adjustment.

21  My whole testimony is there needs to be adjustments to a

22  standard CAPM.  You just don't do the standard CAPM for

23  conditions that we have before us.  And so that's why the

24  -- so I used a very small -- that's the equation that I

25  used in order to develop the column called CAPM unadjusted.
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 1              And that's why I think if you were to compare

 2  this to Mr. Coleman's those numbers would be different

 3  because I did not use his numbers.  I used in the instance

 4  of the market premium, the equity premium, I used a lower

 5  rate than he did.

 6        Q.    This is reflected in the third column of the --

 7        A.    Yes.

 8        Q.    You used the T-bill and the T-bond rates.  Can

 9  you describe where the interest rates are inputted into the

10  CAM asset pricing model?

11        A.    Sure.  The T-bill rate is a 90 day T-bill.

12  That information was obtained from the U.S. Department of

13  Treasury.  They have a series that gives this information.

14  And the T-bond rate is the 20 year T-bond, Treasury Bond.

15  Those numbers go into the column we were just describing.

16  The first one, the T-bill, the 3.04, gives the risk free

17  rate in the CAPM equation.  The second one, the 5.01, is a

18  conservatively low proxy for the risk market premium.  That

19  number is multiplied by the beta and the sum of that

20  represents the CAPM.

21        Q.    These calculations created the leveraged CAPM

22  in the last column?

23        A.    No.  The levered -- if we go over to the far

24  right.

25        Q.    The far right.
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 1        A.    We have taxes and debt and equity percentages,

 2  and then we have a levered beta referenced by Dr. Heaton in

 3  Exhibit 1 as well.  This adjusts for taxes and also debt

 4  and equity.  So there is a formula that creates the lever

 5  and then you apply that lever to the unadjusted beta and

 6  you get a levered beta.

 7        Q.    The conclusion of the chart is your leveraged

 8  CAPM on the far right hand column?

 9        A.    Correct.  That is a leveraged CAPM, which

10  adjusts for taxes and debt and equity structure of the

11  various proxy companies.

12        Q.    You have Verizon and AT&T as your first two

13  companies, correct?

14        A.    Yes, Verizon.

15        Q.    Is Verizon the same as --

16        A.    Verizon is a Bell operating company, changed

17  its name to Verizon in the 90's.

18        Q.    Both Verizon and AT&T have very similar

19  industry profiles, don't they?

20        A.    Very similar --

21        Q.    Industry profiles.

22        A.    Industry profiles meaning their scope?

23        Q.    Their size.

24        A.    Their capital structure is very, very

25  different.  Verizon is highly leveraged and AT&T is not.
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 1  You can see that in the debt and equity percentage.  You

 2  can take the percent debt divided by the percent equity

 3  which is reported in the third to last column, the Verizon

 4  number is 8.9 and AT&T is 0.88.

 5        Q.    But in terms of size, they're both remnants of

 6  the Bell company, they're competitors, aren't they?

 7        A.    Yes.  Verizon and AT&T are competitors for

 8  certain services, for primarily their wireless services.

 9  They have a couple local exchange carriers, traditional

10  local exchange areas that are not -- I wouldn't call them

11  competitive with each other.  There is some overlap.  But

12  what we see in the press most of the time is AT&T and

13  Verizon fighting out signal coverage for wireless service

14  across the United States map.  So they're highly

15  competitive in that market.

16        Q.    In your last column how would you -- how does

17  leveraged CAPM relate to cost of equity?

18        A.    Okay.  The leveraged CAPM is produced -- or the

19  leveraged beta is produced by multiplying the beta times an

20  equation or a function that addresses the tax structure of

21  the company, and that tax piece is then multiplied by the

22  debt and equity percentages.  So the levered beta takes

23  into account taxes and debt and equity structure all in one

24  calculation.

25        Q.    That's the second to the last column?
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 1        A.    Correct.

 2        Q.    I'm asking about the last column.

 3        A.    Yes.  Then the last column is the CAPM that

 4  uses instead of the spot beta, it uses the levered beta and

 5  creates a levered CAPM result.

 6        Q.    How does that relate to the cost of equity?  Is

 7  there any relationship whatsoever?

 8        A.    Well, in this case the levered beta would

 9  reflect the equity premium that market analysts would

10  expect from these companies based on their capital

11  structure.

12        Q.    The leveraged CAPM Verizon has over three times

13  the number of AT&T; is that correct?

14        A.    Correct.  It's 25.7 and AT&T is 7.4.  That

15  again is a function of the very different capital structure

16  of the two companies.

17        Q.    Doesn't a levered CAPM of this magnitude cause

18  some problems with competition?

19        A.    With competition?

20        Q.    Between AT&T and Verizon.

21        A.    I don't think so.  Competition would be on the

22  demand side for services, seeking market share.  And I

23  don't know how the capital structure would be influenced by

24  market share.  I mean, investors are looking at market

25  share because that is a risk assessment that they have to
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 1  take as to whether the company has a desirable environment

 2  to operate with the potential for growth.  So to that

 3  extent the competition could affect it, but I don't think

 4  it's direct.

 5        Q.    It's a cost though, isn't it?  How can Verizon

 6  compete if they have a cost that is over three times higher

 7  than AT&T?

 8        A.    No, this is not a cost.  There is a cost of

 9  capital if an analyst is looking at Verizon and AT&T,

10  Verizon is growing a lot more than AT&T in some of its

11  markets, in its wireless markets, for example.  So from an

12  investment standpoint you say okay I'll take that growth

13  potential for Verizon.  And AT&T is more of a stay company

14  -- I hate to say that if anybody has any AT&T relatives.

15  But they're a little bit more conservative and more of a

16  dividend value company than Verizon is.

17              MR. MOORE:  That's all I have.  Thank you.

18              HEARING OFFICER:  Any redirect?

19                      REDIRECT EXAMINATION

20  BY MS. SLAWSON:

21        Q.    Would you take a look at DPU Cross Exhibit 1?

22        A.    Is this the Morningstar page 113?

23        Q.    Yes.

24        A.    Yes.

25        Q.    Mr. Jetter questioned you on this wanting to
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 1  know -- I believe his questions were something along the

 2  lines of -- I'm not trying to restate them exactly --

 3  whether a company that receives USF -- if the company

 4  receives USF would that offset a small company premium.  Do

 5  you recall that?

 6        A.    Yes, I recall that.

 7        Q.    How would this size premium relate to the risk

 8  that Mr. Jetter was alluding to or the lower risks

 9  associated with USF?

10        A.    Say that again.

11        Q.    How would the risk factor that Mr. Jetter was

12  identifying and the small company premiums that is

13  identified here by Mr. Ibbotson, how would that relate to a

14  company that receives USF distribution?

15        A.    As I look at page 113 there is a graph, 7.5,

16  that shows essentially small company premium over time

17  going back to 1945 and it various.  There is some

18  variability there.  But I think the two take aways are one

19  is positive, there is a small company premium that is

20  generally applied in the real world, it's just not a

21  straight CAPM, a traditional textbook CAPM.  And then the

22  number ranges right now in 2014 it looks like that's at

23  about two and a half, I guess a fair read maybe a little

24  north of two and a half percent small company premium.

25              Dr. Billingsley looked at small company

0139

 1  premium, and actually it was one of his criticisms of the

 2  FCC method they used in looking at whether they should

 3  re-prescribe the authorized rate of return of 11.25 percent

 4  and they produced a staff report.  Mr. Billingsley used a

 5  small company premium in that case, and almost all of the

 6  companies that would be affected were federal universal

 7  service recipients.  So it did not persuade Dr. Billingsley

 8  from using a small company premium even when you had this

 9  quote or this alleged government program for funds.  So I

10  think they are distinct and I don't think they offset one

11  another.

12              MS. SLAWSON:  Thank you.  No other questions.

13              MR. JETTER:  I do have some followup questions.

14              HEARING OFFICER:  How much time do you

15  anticipate?

16              MR. JETTER:  Ten minutes.

17              HEARING OFFICER:  Let's go ahead and break for

18  lunch and do that when we come back.  Is that okay?  How

19  long do you all want for lunch?  We'll come back at 2:00.

20              (Off the record.)

21              HEARING OFFICER:  Let's go back on the record.

22  We are picking up where we left off before our lunch break.

23  Mr. Jetter, I believe you had some recross for

24  Mr. Meredith.

25              MR. JETTER:  Yes.  I have reconsidered and have
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 1  decided not to recross.

 2              HEARING OFFICER:  All right.  Mr. Moore, do you

 3  have any recross?

 4              MR. MOORE:  No, I do not.

 5              HEARING OFFICER:  Okay.  Then Ms. Slawson, I

 6  think what I would do at this point is ask you to please

 7  address as well as you can the questions that the

 8  Commission posed in its notice.

 9              MS. SLAWSON:  I would be happy to do that, but

10  I'm just wondering if it might be more appropriate at the

11  end after all of the witnesses have testified so we know

12  what all the testimony in the record is.  I think a lot of

13  the testimony, or some of the testimony that we might

14  illicit through cross examination might go to some of those

15  issues and not make those statements based on an incomplete

16  record, but it's up to you.

17              HEARING OFFICER:  I would like you to address

18  what you can at this point.

19              MS. SLAWSON:  Thank you.  In the notice served

20  by the Public Service Commission on January 21, 2016 the

21  Commission notified parties that they should come prepared

22  to discuss three issues.  Do you want me to identify those

23  issues for the record?

24              HEARING OFFICER:  Sure.

25              MS. SLAWSON:  Number one, Utah Code Section
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 1  54-8b-6 states, a telecommunications corporation providing

 2  intrastate public telecommunications services may not

 3  subsidize its intrastate telecommunications services which

 4  are exempted from regulation with the proceeds from other

 5  intrastate telecommunications services not so exempted.

 6  Disbursements from the UUSF constitute proceeds from

 7  regulated intrastate telecommunications operations.  Are

 8  the parties satisfied that a continued or increased

 9  disbursement from the UUSF would not serve to subsidize the

10  nonregulated operations of Carbon/Emery?  Why or why not?

11  Have I identified that issue correctly?

12              HEARING OFFICER:  I believe so.

13              MS. SLAWSON:  As the Commission has noted this

14  is a threshold issue and the questions that this issue

15  presents are addressed in the voluminous testimony filed in

16  this case.  The testimony specifically filed in this case

17  identifies with particularity the uses for which

18  Carbon/Emery will use or utilize its UUSF funds.

19              Each party in this matter has provided

20  testimony on, for example, cost allocation between

21  regulated and nonregulated activities.  And so those issues

22  are briefed for the Commission in terms of testimony.  The

23  Commission I would say has the obligation at this point to

24  determine how those cost allocations should be made to

25  avoid any subsidization.
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 1              We believe, Carbon/Emery believes and is

 2  satisfied that a continued and increased disbursement from

 3  the Utah Universal Service Fund would not serve to

 4  subsidize its nonregulated operations, and that the

 5  testimony they have provided on this case in this matter is

 6  clear on those points.

 7              Carbon/Emery filed it's application for Utah

 8  Universal Service Fund and its requested revenue

 9  requirement has gone through a vigorous review process.

10  The testimony or evidence in this case proves that

11  Carbon/Emery is not using the UUSF funds to subsidize its

12  nonregulated operations.

13              In order to be eligible for UUSF funds the

14  Company must show that it is an eligible telecommunications

15  carrier, that it is in compliance with Commission orders

16  and rules.  Did the Company complete a Commission review of

17  its revenue requirement and other telecommunications

18  service rate structure prior to any change in the UUSF,

19  which is what we're doing here today, and then does not

20  charge rates in excess of the affordable base rate.  It

21  must also show that it provides lifeline service and it is

22  a facility based provider.

23              The testimony that's been provided in this case

24  through the prefiled written testimony and the testimony

25  illicit here today demonstrates that Carbon/Emery has met
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 1  the requirements and the statute and rules and there is no

 2  evidence of subsidization in the extensive record.

 3              Shall I go forward with issue two?

 4              HEARING OFFICER:  That's fine.

 5              MS. SLAWSON:  Issue two, Utah Code Section

 6  54-8b-15(1)(a) states, a basic telephone service means

 7  local exchange service.  Utah Code Section 54-8b-15(6)(a)

 8  states, the UUSF shall be designed to promote equitable

 9  cost recovery of basic telephone services.  The question

10  asked by the Commission are the parties satisfied that a

11  continued or increased disbursement from the UUSF to

12  Carbon/Emery would comply with this statutory language?

13              Each party in this case has supplied testimony

14  as to the reasonable costs -- let me back up.  Carbon/Emery

15  has provided testimony and an application as to the

16  reasonable costs associated with providing basic telephone

17  services.  Each of the other parties have provided

18  testimony on this issue.  At this point the record is

19  robust and demonstrates through the testimony of the

20  Company that the reasonable costs of providing basic

21  telecommunications services are not met through rate

22  recovery at the affordable base rate, and the Company is

23  not earning the allowed rate of return.

24              And so we believe that the testimony shows that

25  Carbon/Emery is entitled to additional UUSF funds to meet
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 1  the reasonable costs of providing basic telecommunications

 2  for telephone services.

 3              Issue three, Utah Code Section 54-8b-15(5)

 4  states, operation of the Utah Universal Service Fund shall

 5  be nondiscriminatory and competitively and technologically

 6  neutral in the collection and distribution of funds,

 7  neither providing a competitive advantage for, nor imposing

 8  a competitive disadvantage upon any telecommunications

 9  provider in the state.  Are the parties satisfied that a

10  continued or increased disbursement from the Utah Universal

11  Service Fund to Carbon/Emery would comply with the

12  statutory language?  Why or why not?

13              As indicated previously in my statement, and as

14  demonstrated in the testimonies of Brock Johansen and

15  Darren Woolsey, Carbon/Emery has met the requirements of

16  the statute outlining the eligibility for disbursement from

17  the Utah Universal Service Fund.  And therefore, is

18  entitled to continued and increased disbursements from the

19  fund.  There has been no testimony, nor has there been to

20  my knowledge any argument that the fund is not being

21  administered neutrally.

22              So based on the testimony provided in the

23  record Carbon/Emery's position is that Carbon/Emery is

24  entitled to additional UUSF distribution from the fund and

25  has met the requirements of the statute.
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 1              HEARING OFFICER:  Thank you.  And you have no

 2  more witnesses; is that correct?

 3              MS. SLAWSON:  That is correct.

 4              HEARING OFFICER:  Does the Division want to

 5  call its witness.  Just so you know, I figure we'll go at

 6  this point until about 3:20, break for 15 or 20 minutes,

 7  and then we can go up to 5:00 as needed.  Go ahead.

 8              MR. JETTER:  It's a little out of the order

 9  that the Company did, but if you would like I could address

10  the same questions now just back to back.

11              HEARING OFFICER:  That's fine.

12              MR. JETTER:  Because it might be easier looking

13  back at the record to see.  And if it's acceptable I'll

14  rely on Kira's reading on the questions and just address

15  them as questions 1, 2, 3.

16              HEARING OFFICER:  That's fine.

17              MR. JETTER:  With respect to question one.  In

18  practically every incumbent local exchange carrier

19  territory or companies in Utah are receiving Utah Universal

20  Service Fund support.  The telephone company receiving the

21  support is under common ownership with its affiliate

22  internet service provider.  In most, if not all, cases the

23  ILEC owns the facilities and sells access to the affiliated

24  internet company.  Generally the access fees paid by the

25  internet company are based on the National Exchange Carrier
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 1  Association tariff rate, also referred to as NECA.

 2              The NECA tariff rate is a cost based tariff

 3  derived from other similar ILEC costs.  The Division has

 4  relied upon the NECA tariff or prior recommendations

 5  because it is a reasonable proxy established by an outside

 6  entity.  To the extent to which UUSF funds may subsidize an

 7  affiliate in such circumstances is difficult to determine.

 8              Most of the current plant additions that we're

 9  seeing in the ILEC territories are providing fiber to the

10  home.  Installation of fiber to the home is not necessary

11  for basic telephone service.  However, fiber network can

12  and do provide basic telephone service as well as offer

13  significantly improved availability of high-speed internet

14  access for the affiliate internet provider.

15              In the event that the copper network is failing

16  and must be replaced it is often most economical to replace

17  facilities with fiber.  The benefit of fiber is shared

18  between the ILEC as well as the affiliate.  Revenue

19  increases generated from and received after the fiber

20  install are likely to be received primarily by the internet

21  and/or television affiliates.

22              What were once telephone companies

23  traditionally that began to provide internet through an

24  affiliate are often now predominantly internet and

25  television companies that also happen to offer telephone
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 1  service.  However, all three services in the case of fiber

 2  networks can often use the same facility.  And all of them

 3  will likely benefit from sharing of the costs of the

 4  facility.

 5              Whether it can measure the benefit to the

 6  company's basic telephone service or to first determine

 7  whether the investment was necessary in order to continue

 8  basic telephone service is a critical question.

 9              If, for example, the Commission were to take

10  the view that the revenue increases or revenue derived from

11  the value of the facility to each affiliate were indicative

12  of whether subsidy were occurring, then the calculation of

13  costs shared based on revenue would indicate that it is

14  likely that an affiliate may be being subsidized.  On the

15  other hand, if the Commission views the test as whether it

16  reduces the cost to provide basic telephone service by

17  selling access to affiliates, it may be argued that because

18  the affiliate contributes some dollars to defray the costs

19  of the telephone service the Utah Universal Service Fund is

20  not subsidizing the affiliate if that investment in the

21  fiber or other upgrades was a prudent investment for the

22  regulated ILEC.

23              With respect to the cost of operations the

24  Division of Public Utilities periodically reviews all

25  regulated telecommunications companies receiving Utah
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 1  Universal Service Fund support.  This review includes a

 2  desk audit of the annual report filed by the companies with

 3  the DPU.  If the desk audit indicates issues that need

 4  further investigation, the DPU then takes the appropriate

 5  action, which may include a more formal audit at the time

 6  if the Division has the ability to dedicate time and

 7  resources to that investigation.

 8              Cases filed with the Commission that are

 9  ongoing tends to take precedence over those proactive

10  audits.  If a formal audit is conducted then the DPU will

11  receive the cost allocation manual that the company is

12  using to allocate costs between its regulated operations

13  and unregulated affiliates.  This has been a standard

14  practice for several years.

15              The cost allocation manuals are normally

16  developed based on the FCC Part 64 guidelines as there is

17  no Utah specific Public Service Commission rules to use as

18  guidance for these cost allocation manuals.  If the cost

19  allocation manual seems reasonable to the Division and the

20  company appears to have made a good faith effort to

21  allocate costs between regulated and nonregulated

22  companies, then the Division will test to make certain that

23  the cost allocation manual is being followed and practiced.

24  If there is no cost allocation manual, or the cost

25  allocation manual seems insufficient, then the Division
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 1  will propose its own cost allocation method.

 2              In the case of Carbon/Emery Telecom Inc. the

 3  Division has reviewed its cost allocation manual

 4  approximately five times in the last six to seven years

 5  during various Universal Service Fund requests.  The DPU

 6  has found that Carbon/Emery Telecom's cost allocation

 7  manual seems to be fairly robust and it appears to be

 8  followed and practiced.

 9              The only criticism of the cost allocation

10  manual is that it is sometimes dated and could be reviewed

11  and updated more often.  The DUP recognizes that there are

12  some inherent problems developing accurate cost allocation

13  manuals.

14              If the Commission is interested in developing

15  rules to provide more specific guidance in this area the

16  DPU would welcome such an opportunity and would like to

17  participate in an effort to do so.

18              With respect to question two.  Yes,

19  disbursements comply with this language.  The DPU views the

20  Utah Universal Service Fund as a cost recovery mechanism to

21  be used were the total cost of providing basic telephone

22  services exceed the revenues generated from those services.

23  The calculation of that support is defined in Commission

24  Rule 746-360-8.

25              If a telecommunications company is charging the
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 1  affordable base rate as defined in Rule 746-360-2, then the

 2  Division believes that the Universal Service Fund is

 3  designed to fill in the gap between the total revenue and

 4  total expense for providing basic telephone service.

 5              If the telecommunications company were not

 6  charging the affordable base rate, the Division would

 7  impute the revenue it would receive if it were charging the

 8  affordable base rate and reduce the Utah Universal Service

 9  Fund recommendation by that amount.

10              In this case Carbon/Emery Telecom is charging

11  the affordable base rate and the Division believes that

12  continued disbursement from the Universal Service Fund to

13  Carbon/Emery Telecom for the cost recovery for the basic

14  telephone communication services is appropriate to the

15  extent that the actual cost of providing basic telephone

16  service exceed the revenue generated.  However, the

17  Division is mindful of opportunities for effectively

18  recovering for expenses that would benefit parts of the

19  Company's business that are unregulated.  Progressive

20  replacement of infrastructure, such as copper cable that

21  remain sufficient to provide basic telephone service, can

22  allow the Company to recover for investments that have not

23  been needed for the service of basic telephone.  The

24  Division recognizes that basic telephone service can

25  benefit from these investments even if it did not require
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 1  them.

 2              Further to stave off customer departures,

 3  telephone companies attempt to retain customers with more

 4  advanced services.  Given their affect on reducing customer

 5  losses and some incremental benefits, these investments

 6  have not been the subject of the Division's adjustments in

 7  this case.

 8              Nevertheless, when the investment is recovered

 9  through accelerated depreciation the Division is unwilling

10  to accept that accelerated recovery and has made

11  adjustments in our recommendations to the Commission.

12              And with respect to question three, eligibility

13  for Utah Universal Service Fund disbursement is defined in

14  Commission Rule 746-360-6.  To be eligible the company must

15  be designated as an eligible telecommunications carrier

16  pursuant to 47-USC-214(e).

17              Carbon/Emery Telephone is an eligible

18  telecommunications carrier as described above and is an

19  incumbent rate of return telephone corporation that is

20  described in Rule 746-360-6.  The Division, therefore,

21  believes it is eligible to receive Universal Service Fund

22  disbursements in the amounts that would be calculated

23  appropriately.

24              While a variety of rules governing Utah Code

25  54-8b-15(5) might be permissible under the Commission's
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 1  existing rules, Carbon/Emery Telephone is eligible subject

 2  to the establishment of Commission -- subject to the

 3  Commission's establishment of an appropriate amount.

 4              There are other carriers competing in the

 5  Carbon/Emery service territories utilizing other technology

 6  such as wireless service.  These carriers may be at a

 7  competitive disadvantage when competing with a carrier such

 8  as Carbon/Emery that receives Utah Universal Service Fund

 9  subsidy.  However, as of yet these carriers have either

10  chosen not to pursue ETC designation or their applications

11  have been denied by the Commission for this territory.

12              Designation as an ETC may qualify them for

13  Universal Service Fund disbursements.  There are several

14  wireless lifeline carriers that have received ETC

15  designations from the Public Service Commission.  These

16  carriers as of yet have not requested Utah Universal

17  Service Fund support, and in each instance they have agreed

18  in stipulations to only seek Utah Universal Service Fund

19  support after additional proceedings requesting it before

20  the Commission.  And that concludes the Division's

21  responses.

22              HEARING OFFICER:  That's very helpful.  Thank

23  you.  Would you like to call your witness?

24              MR. JETTER:  The Division would like to call

25  first Mr. William Duncan.
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 1              (The witness is sworn in.)

 2                       DIRECT EXAMINATION

 3  BY MR. JETTER:

 4        Q.    Good afternoon, Mr. Duncan.

 5        A.    Good afternoon.

 6        Q.    Would you please state your name and occupation

 7  for the record?

 8        A.    Yes.  My name is William Duncan.  I am the

 9  manager of the Telecommunications and Water Section for

10  Utah Division of Public Utilities.

11        Q.    Thank you.  In the course of your employment

12  did you have the opportunity to review the application and

13  testimony filed by the applicant in this case?

14        A.    Yes.

15        Q.    Did you create and cause to be filed with the

16  Commission prefiled direct testimony?

17        A.    Yes.

18        Q.    I'll just read them all if that's okay.  Direct

19  testimony, rebuttal testimony, revised rebuttal testimony,

20  and surrebuttal testimony along with the attending

21  exhibits?

22        A.    Yes, I did.

23        Q.    If you were asked those same questions today

24  would you answer them the same way?

25        A.    Yes.
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 1        Q.    Do you have some corrections that you would

 2  like to make to those?

 3        A.    Yes.  On my rebuttal testimony, revised

 4  rebuttal and surrebuttal on page 1, the title page on each

 5  of those documents, I failed to change the name of Emery

 6  Telephone to Carbon/Emery Telecom Inc.  The docket number

 7  is correct and the testimony is correct, but I evidently

 8  used the same testimony in the Emery case and inadvertently

 9  forgot to change the title page.  So that's page 1 on each

10  of those.

11        Q.    Do you have any other changes that you would

12  like to make?

13        A.    Yes.  During our final review of the exhibits

14  prior to the hearing we discovered a calculation error in

15  the rate of return calculation.  After correcting the error

16  the Division's position on the rate of return has been

17  revised to 9.97 percent rather than the 9.85 percent that

18  was submitted in previous testimony.  Mr. Coleman will

19  testify to the Division's position on that later today.

20  That change has been considered by the Division and the

21  Division has adjusted its recommendation from decrease in

22  Utah Universal Service Fund of $14,458, which I believe was

23  in my surrebuttal testimony, to an increase in Utah

24  Universal Service Fund annually of $6,833.  This increase

25  would put the Division's position for a total annual UUSF

0155

 1  disbursement of $1,045,547.

 2              We have two exhibits that we have developed to

 3  replace two exhibits in my surrebuttal testimony.  One of

 4  them is the template we used for calculating the Utah

 5  Universal Service Fund, which Carbon/Emery used in their

 6  application and then we used that template to put our

 7  adjustments in.  So that one has been used before.

 8              The second exhibit that we're passing out today

 9  -- actually there are two tables in my surrebuttal

10  testimony that -- I didn't know the best way to handle

11  this, so rather than replace them in a written format I

12  just produced some Excel tables.  One of them, the first

13  table on line 54 of my surrebuttal, and the second one is

14  on line 81 of my surrebuttal.  But they both just show the

15  revenue requirement and revenue deficiency that I

16  previously spoke about of $6,833.  So it's a fairly minor

17  change, but one we had to correct when we found the error.

18              HEARING OFFICER:  That's based on the change on

19  the rate of return, correct?

20              THE WITNESS:  Yes.  The rate of return changed

21  from 9.85 to 9.97.

22              HEARING OFFICER:  That's the composite?

23              THE WITNESS:  That's the composite, that's

24  correct.

25              HEARING OFFICER:  Thank you.
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 1              MR. JETTER:  At this time I would like to hand

 2  out another hearing exhibit that is the correction made in

 3  another one of our witnesses, Casey Coleman's testimony,

 4  but it relates to the same issue so I thought it be

 5  reasonable to pass this out at the same time.

 6              HEARING OFFICER:  Go ahead.

 7              MR. JETTER:  I intend to have Mr. Coleman

 8  address this briefly.

 9              HEARING OFFICER:  Is there any objection?  This

10  is just a replacement of an exhibit on file?

11              MR. JETTER:  It is.

12              MS. SLAWSON:  I just want to make sure I'm

13  seeing the corrections correctly on Mr. Coleman's

14  testimony.  I can ask him about this if there are any

15  issues.  We can keep going.

16              HEARING OFFICER:  The Office has no objection?

17              MR. MOORE:  No objection.

18              HEARING OFFICER:  Did you want to ask

19  Mr. Coleman about this now?

20              MR. JETTER:  I can ask him about it when he is

21  sworn in and we get it authenticated in the record at that

22  time.

23              HEARING OFFICER:  Okay.  Go ahead.

24              MR. JETTER:  I believe at this time the two

25  exhibits that were first handed out, which are entitled at
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 1  the top DPU Exhibit 1.1 Hearing and DPU Exhibit 1.2 Hearing

 2  and those relate to Mr. Duncan's testimony, that those be

 3  accepted into the record?

 4              HEARING OFFICER:  And there is no objection?

 5              MS. SLAWSON:  No objection.

 6              MR. MOORE:  No objection.

 7              HEARING OFFICER:  All right.  We'll accept them

 8  as marked.

 9              MR. JETTER:  And with that that concludes my

10  direct testimony of Mr. Duncan.  He is available for cross.

11              HEARING OFFICER:  Ms. Slawson, questions for

12  Mr. Duncan?

13              MS. SLAWSON:  Yes.

14                       CROSS EXAMINATION

15  BY MS. SLAWSON:

16        Q.    Good afternoon, Mr. Duncan.  You provided

17  summary testimony for the Division in this case, correct?

18        A.    That is correct.

19        Q.    As I have reviewed your testimony I've

20  identified three issues that remain unresolved between the

21  Company and the Division; is that correct?

22        A.    That is correct.

23        Q.    Those would be rate of return, correct?

24        A.    Yes.

25        Q.    The final figure for the adjustment for
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 1  migration of customers from cable internet to fiber to the

 2  home internet service, correct?

 3        A.    That is correct.

 4        Q.    And then the depreciation expense?

 5        A.    That is correct.

 6        Q.    With regard to the rate of return it's my

 7  understanding that the only issue between the Company and

 8  the Division at this point is on the appropriate cost of

 9  equity; is that correct?

10        A.    That is correct.

11        Q.    And it's my understanding that Mr. Coleman will

12  be providing that testimony for the Division?

13        A.    Yes.

14        Q.    And with regard to the depreciation expense Joe

15  Hellewell will be providing that testimony for the

16  Division, correct?

17        A.    Yes.

18        Q.    Throughout this procedure the Division has

19  propounded several sets of data requests in this matter; is

20  that correct?

21        A.    Yes.

22        Q.    In addition to the data requests did you have

23  telephone calls with the Company throughout this process?

24        A.    Yes.

25        Q.    If you were unclear about an issue or response
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 1  to a data request you would call the Company for

 2  clarification; isn't that accurate?

 3        A.    I don't know if we called them on every issue,

 4  but we certainly did on some.

 5        Q.    You felt as though you could call them on any

 6  issue?

 7        A.    Yes.

 8        Q.    Because you're providing the summary testimony

 9  I just have a couple questions for you.  But I wanted to

10  make sure in the testimony of Joe Hellewell there are

11  several references to the proposition that the Utah

12  Universal Service Fund should not be used as an incentive

13  for increased infrastructure investments.  Do you recall

14  that testimony from Mr. Hellewell?

15        A.    Yes, vaguely.

16        Q.    I couldn't find any example when I looked

17  through your testimony of where you testified that

18  Carbon/Emery unnecessarily accelerated its plant investment

19  by replacing assets before the end of their useful life; is

20  that correct?

21        A.    That's correct, I don't believe I testified on

22  that.

23        Q.    I just want to identify the last remaining

24  issue between the Division and Carbon/Emery, and that was

25  the cable migration number.
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 1        A.    Yes.

 2        Q.    As I've reviewed your testimony the final

 3  figure with regard to the Division's adjustment for imputed

 4  revenue for migration of customers who currently receive

 5  their internet services through Carbon's cable affiliates

 6  to the new fiber to the home network that is being

 7  constructed by Carbon still needs final calculation which

 8  is dependent upon the rate of return authorized by the

 9  Commission, correct?

10        A.    Correct, it's dependent upon the rate of

11  return.

12        Q.    So is it fair to say that once that rate of

13  return has been determined by the Commission, the

14  calculation and the methodology for that calculation would

15  be finalized and the adjustment will be made, correct?

16        A.    Yes.  The adjustment is dependent upon whatever

17  the final rate of return is.

18        Q.    With regard to the rate of return the Company

19  has proposed a return on equity of 12.13 percent, correct?

20        A.    That is correct.

21        Q.    Were you involved in the Hanksville Telecom

22  UUSF proceeding which was filed by the Division in May

23  2014?

24        A.    Yes.

25        Q.    Did the Division prepare the confidential
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 1  exhibits attached to its Hanksville application?

 2        A.    I'm sure we did.

 3        Q.    Do you recall the return on equity that was

 4  used by the Division in that application?

 5        A.    Not specifically, but I -- if you say it was

 6  12.13 I'll accept that.

 7        Q.    I think the Commission can take judicial notice

 8  of what that number was.  At the time the Division was

 9  preparing the application in the Hanksville Telecom UUSF

10  proceeding was the Division aware that Emery Telecom was

11  also planning to file an application for UUSF?

12        A.    I don't remember.

13        Q.    In fact, Emery filed an application for an

14  increase in UUSF in September 2014; is that correct?  The

15  first one.

16        A.    Yes.  I would say -- I would accept that's

17  correct.  I don't remember the date, but I remember the

18  proceeding.

19        Q.    Because you don't remember the proceeding I

20  would just state that the Commission can take judicial

21  notice that the return on equity number that was filed by

22  Emery in September of 2014.  Was the return on equity

23  figure an issue that was contested by the Division in the

24  Emery 2014 UUSF application?

25        A.    I don't remember.
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 1        Q.    Have you reviewed the adjustments identified by

 2  Mr. Ostrander in his surrebuttal testimony relating to

 3  allocation adjustments?

 4        A.    Not in depth.

 5        Q.    I didn't see it in your summary testimony.  So

 6  the Division is not recommending that the Commission adopt

 7  those adjustments; is that correct?

 8        A.    No, we're not.

 9        Q.    With regard to the landline loss projection, is

10  it your testimony that the Division supports and has

11  adopted the calculation provided by the Company for

12  landline loss projection?

13        A.    I would say we adopted the amended landline

14  loss numbers that came in, that Carbon/Emery developed and

15  revised I'm going to say during testimony.

16        Q.    With respect to the Division and Carbon/Emery

17  there is no issue, remaining issue, as to the landline loss

18  adjustment, correct?

19        A.    No.

20              MS. SLAWSON:  I have no other questions for the

21  witness.

22              HEARING OFFICER:  Mr. Moore.

23                       CROSS EXAMINATION

24  BY MR. MOORE:

25        Q.    Just a few short questions on the capital
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 1  structure issue.  Mr. Duncan, the Division is recommending

 2  on its capital structure 35 debt and 65 percent equity in

 3  this case?

 4        A.    Yes.

 5        Q.    This capital structure was derived from a 2008

 6  capital structure task force; is that correct?

 7        A.    Yes.

 8        Q.    In your testimony you stated that prior to 2008

 9  the DPU used various hypothetical structures, including the

10  50/50 structure recommended by Mr. Brevitz; is that

11  correct?

12        A.    I wasn't here prior to 2008 so I can't -- the

13  information I received is from others that over the years

14  preceding 2008 the Division used a variety of capital

15  structures.

16        Q.    The point of the 2008 capital structure task

17  force was to arrive at a capital structure that would

18  provide the ILEC's with certainty making future investment

19  decisions?

20        A.    It was to provide some level of certainty in

21  Utah Universal Service Fund applications.

22        Q.    Since you've been here the Division has used

23  that capital structure in its UUSF cases; is that correct?

24        A.    Correct.

25        Q.    In reading your testimony you seem to stress
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 1  that this was due to a policy of regulatory consistency?

 2        A.    Yes, it was trying to provide some regulatory

 3  consistency.

 4        Q.    On page 48 of your rebuttal testimony you

 5  stated that while DPU understands the OCS concerns with the

 6  65/35 hypothetical capital structure, the DPU believes this

 7  is not the place to make a major policy change.  Does that

 8  sound correct?

 9        A.    Yes.

10        Q.    You went on to state, the DPU would support a

11  much broader proceeding to examine the question that could

12  ultimately result in consistent practices that could be

13  applied globally; is that correct?

14        A.    Correct.

15        Q.    Now the 2008 capital structure task force did

16  not result in a rule from the Commission, did it?

17        A.    That's correct.

18        Q.    In fact, October 27, 2008 the Commission sent a

19  letter to DPU rejecting a rule?

20        A.    Correct.

21        Q.    I'm going to hand you -- I believe this is in

22  our exhibit list, but there seems to be some confusion.  So

23  I'll just hand these down and just ask a question without

24  putting it in the record unless there is an objection.  Is

25  this letter -- have you ever seen this letter before?
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 1        A.    Yes.

 2        Q.    Is this the letter that I was referring to?

 3        A.    I believe so.

 4        Q.    In the last sentence of the major paragraph the

 5  Commission writes, it is also concerned that the impact of

 6  the rules that sets rates under title 54 where the

 7  Commission is required to make a determination based on

 8  evidence presented in an adjudicated proceeding based on

 9  circumstances facing each company and relevant to time the

10  rates will be effective.

11        A.    Correct, that's what it says.

12        Q.    Now if you provided a policy based on regular

13  consistency that's been in effect since 2008 and going to

14  go in effect indefinitely, until I guess there is another

15  global change, the capital structure is not as the

16  Commission suggests, the Commission pronounces, relevant to

17  time to which the rates take effect; isn't that true?

18        A.    Can you restate that?

19        Q.    I'm sorry.  The Commission states that they

20  rejected the rule because in part they feel like the

21  capital structure should be based on evidence and

22  circumstances facing each company, and importantly relevant

23  to the time in which the cases will be effective.

24        A.    Okay.

25        Q.    My question is, if we have a stable global
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 1  policy that lasts from 2008 indefinitely that policy will

 2  run array the Commission's concern about having the capital

 3  structure in place relevant to the time with which the rate

 4  will be taking effect, won't they?

 5        A.    I don't think there is any prohibition on us

 6  not using this as a policy.

 7        Q.    No, but it's not the policy of the Commission,

 8  is it?

 9        A.    No, it's not.  Obviously the rule was not

10  adopted.

11        Q.    Would you agree that there has been significant

12  changes in the telecommunications business since 2008?

13        A.    Yes.  The telecommunication business is

14  evolving continually.

15        Q.    So the circumstances facing each company will

16  evolve over time?

17        A.    Correct.

18        Q.    Isn't your policy contradictory to this last

19  sentence of the first paragraph of the Commission's letter?

20        A.    No, I don't believe so.

21        Q.    Could you explain that?

22        A.    In the Commission's letter it says in the

23  sentence above that the general parameters of the rule

24  accompanied by the variability attempted to be included in

25  the rule proposed may be applied by the Division itself in
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 1  its interactions with companies.

 2        Q.    But it goes on to say the Commission will not

 3  provide that as a rule due to concerns of timing and

 4  producing and looking at the evidence of a case by case

 5  basis?

 6        A.    That's correct.  The Commission certainly has

 7  the authority to reject our use of that rule, or not rule,

 8  but that policy if they see fit.

 9              MR. MOORE:  That's all I have.

10              HEARING OFFICER:  Any redirect, Mr. Jetter?

11              MR. JETTER:  I have no redirect.  Thank you.

12              HEARING OFFICER:  Your next witness.

13              MR. JETTER:  The Division would next like to

14  call Casey Coleman and have him sworn in at this time.

15              (The witness is sworn in.)

16                       DIRECT EXAMINATION

17  BY MR. JETTER:

18        Q.    Mr. Coleman, would you please state your name

19  and occupation for the record?

20        A.    My name is Casey J. Coleman.  I'm an utility

21  technical consultant with the Division of Public Utilities.

22        Q.    Thank you.  In the course of your employment

23  have you had the opportunity to review the application

24  filed by the applicant in this docket?

25        A.    Yes.
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 1        Q.    Did you prepare and cause to be filed with the

 2  Commission direct testimony of Casey Coleman as well as

 3  surrebuttal testimony of Casey Coleman?

 4        A.    Yes, I did.

 5        Q.    Do you have any corrections that you would like

 6  to make to either of those or the exhibits that were

 7  attached thereto?

 8        A.    Yes, I wanted to put into the record, which has

 9  already been provided and labeled DPU Exhibit 3.1 for the

10  hearing, which is an updated calculation for what the

11  Division is recommending for allowed rate of the return for

12  Carbon/Emery which Mr. Duncan talked about earlier changed

13  the rate from the 9.85 to 9.97.  And I can go into more

14  detail now or later with whichever makes sense.

15        Q.    I think it would be a great time now to give a

16  brief explanation of what was changed and for what reason.

17        A.    Primarily on this, if you look at this compared

18  to what we filed before, the only thing that changed is

19  what would be the separation factor for intrastate and

20  interstate.  Previously what I had done before is I had x'd

21  that out because we agreed with the calculation of

22  Mr. Darren Woolsey as far as what that separation would be.

23  When we first did the calculation we were going off of what

24  his first filed numbers were.  Then I believe about three

25  weeks later he filed some amended numbers, which had these
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 1  second set of numbers in there.  Because for whatever

 2  reason those numbers didn't get translated through

 3  originally I went back in and created the confidential

 4  exhibit which now shows those numbers, which I believe are

 5  accurate.  And if you just do the normal calculations

 6  across you will see what we believe would be the correct

 7  weighted cost and finally get to the 9.97.  So that's the

 8  only change.  We believe it was accurate to reflect the

 9  most recent information that was filed by the Company,

10  which is what we were supporting.

11              And our other numbers don't change as far as

12  what we believe the correct debt to be and also our

13  recommendation for the cost of equity for the Company.  If

14  there are other questions, it's pretty straight arithmetic

15  from there, but I can explain that further if need be.

16        Q.    Thank you.  With that slight change to your

17  testimony on that exhibit, if you were asked the questions

18  contained both in your direct and your surrebuttal

19  testimony would the answers today be the same as they were?

20        A.    Yes, they would be.

21        Q.    Do you have any other edits or corrections that

22  you would like to make today?

23        A.    No.

24        Q.    Have you prepared a brief statement summarizing

25  your testimony?
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 1        A.    Yes.  As the witness for the rate of return for

 2  the Division, I went through and did a calculation to try

 3  to determine what we believe would be the appropriate

 4  allowed rate of return.  And as discussed by Mr. Duncan and

 5  myself the Division believes the Commission should use the

 6  9.97 percent rate.

 7              We did agree with Carbon/Emery as far as the

 8  cost of debt and that is reflected in the information that

 9  I have provided.  We also believe, as the Division has done

10  in other times, that the policy of a hypothetical capital

11  structure of 35 percent debt and 65 percent equity should

12  be used.  Carbon/Emery does not have any debt, but because

13  of the policy we have done before we are recommending that

14  hypothetical of 35/65.  And as reflected on the new updated

15  information we do agree with the separation calculations

16  provided by Carbon/Emery for the weight in between

17  intrastate and interstate there.

18              Where we do disagree and believe the number

19  that should be accurate is for the cost of equity.  The

20  Division is recommending a 10.75 percent cost of equity

21  with that.  We come to that number by using a capital asset

22  pricing model or CAPM, which has been discussed with that,

23  and doing the same type of analysis which has been done in

24  previous cases and for an extensive period of time by the

25  Division.
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 1              We believe the Commission should continue to

 2  follow some of the same policy that has been done before,

 3  the same process that has been done before which is what we

 4  have done before and accept the 10.75 percent as a cost of

 5  equity and ultimately the 9.97 for the allowed rate of

 6  return for Carbon/Emery.

 7        Q.    Thank you.  I would like to address something

 8  else briefly on direct testimony.

 9        A.    Sure.

10        Q.    The Division recommended cost of equity in this

11  case has varied slightly from some previous cases.  Can you

12  briefly explain why that is?

13        A.    Sure.  There has been discussion as far as the

14  rate of return that was used in previous cases to now.  The

15  most simple way to explain that is we did an analysis

16  according to when the information was filed.  We went and

17  looked at the beta rates that would be applicable for those

18  companies, ones that were still in service and the ones we

19  felt made sense, and then looked at what the risk free rate

20  and risk free premium would be for that time.  So there

21  would be an adjustment just because the markets have

22  changed and the scenario has changed a little bit.  But our

23  methodology and the way we went through the calculation was

24  basically the same as what would have been done in previous

25  times, it's just with updated information that we feel is
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 1  applicable in this case and scenario to try to represent as

 2  I guess as best you can with what the market conditions

 3  would be as of the filing date for Carbon/Emery.

 4              MR. JETTER:  Thank you.  Those are all the

 5  direct questions I have for Mr. Coleman.  He is available

 6  for cross examination.

 7              HEARING OFFICER:  Ms. Slawson, any questions?

 8              MS. SLAWSON:  Yes.  Thank you.

 9              HEARING OFFICER:  Go ahead.

10                       CROSS EXAMINATION

11  BY MS. SLAWSON:

12        Q.    Good afternoon, Mr. Coleman.  I want to confirm

13  that you reviewed the testimony and exhibits of

14  Mr. Meredith, Mr. Woolsey and Mr. Johansen filed in this

15  proceeding, correct?

16        A.    Yes.

17        Q.    In response to your direct testimony the

18  Division is recommending that the Commission adopt the task

19  force's hypothetical capital structure framework for this

20  proceeding; is that correct?

21        A.    Yes, we are.

22        Q.    Just so I understand, and for benefit of the

23  record, the task force's recommendation was not that the

24  hypothetical capital structure of 35 percent debt and 65

25  percent equity should be used in all cases; is that
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 1  correct?

 2        A.    Yes, that's correct.

 3        Q.    In fact, I believe the task force's

 4  recommendation was it would be a sliding scale, correct?

 5        A.    Yes.

 6        Q.    And if a company has an actual capital

 7  structure with less than 35 percent debt, then 35 percent

 8  debt would be imputed to that company; is that correct?

 9        A.    Yes, that's correct.

10        Q.    If the company has an actual capital structure

11  of 45 percent debt, then the Division and the task force

12  recommended that the Commission use the actual capital

13  structure, correct?

14        A.    Correct.

15        Q.    In your testimony you identified NECA, that's

16  the National Exchange Carrier Association; is that correct?

17        A.    Yes, that's true.

18        Q.    Did you rely on NECA as an authority to

19  determine the interstate rate of return for Carbon/Emery?

20        A.    I guess the best way to explain that is I

21  didn't understand the form 492 as well as I would like to.

22  So I called NECA to try to get a better understanding as

23  far as what the information on there was and asked a

24  variety of questions to help me get a better understanding

25  of that.  Through the conversations I came to understand
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 1  why there were two different forms 492 and what that meant.

 2  So I don't know that I necessarily relied on their number,

 3  but I used their expertise as far as what the form was to

 4  help me come to the conclusion of what I felt was the right

 5  interstate return for Carbon/Emery in this proceeding.

 6        Q.    The revised exhibit that you provided here

 7  today shows that the interstate rate of return used by the

 8  Division in its calculation is 11.45 percent, correct?

 9        A.    Yes, that's correct.

10        Q.    In your testimony, your direct testimony on

11  line 157 you indicated there was no other viable

12  alternative for calculating the appropriate cost of equity

13  other than the CAPM.  Do you recall that testimony?

14        A.    You said line 157 of my direct testimony?

15        Q.    Yes.

16        A.    I'm not seeing that exact quote on line 157,

17  but I might -- I said something similar to that.  I don't

18  know if the line matters specifically unless I'm looking at

19  the wrong spot.  Okay.  Yes, I agree.  Sorry.

20        Q.    When writing your direct testimony were you

21  aware of NECA's method that calculates the return on equity

22  estimates from the NECA rate of return carriers involved in

23  capital transactions using what Douglas Meredith has

24  identified as free cash flow method?

25        A.    I'm not aware of that.
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 1        Q.    You weren't when you wrote your direct

 2  testimony, correct?

 3        A.    Yes.

 4        Q.    Now in reviewing the testimony you're aware of

 5  this approach, correct?

 6        A.    It is something that Mr. Duncan did provide as

 7  another alternative.

 8        Q.    Mr. Meredith?

 9        A.    Sorry.  Yes.

10        Q.    Would you agree that NECA's free cash flow

11  method as identified by Mr. Meredith in his testimony

12  estimates the cost of capital based on actual information

13  conveyed by buyers and sellers of rural access lines rather

14  than generalized market data and proxy companies?

15        A.    To be honest with you, as I said before I

16  reviewed it, but that doesn't mean that I'm an expert in

17  that area.  And part of what I said in my testimony that I

18  think is still accurate is as the Division we're trying to

19  find something where we can have publicly available

20  information that will help us to be able to come to a rate

21  of return that's acceptable.  I don't know if all the

22  information in that report, because I'm not an expert, is

23  publicly available that we can get to it or not.  I'm not

24  familiar with the discounted cash flow and the different

25  elements of it.  But the reality of it is the Company
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 1  didn't submit that as a proposal to begin with either.  So

 2  I went with what was done previously before with what I

 3  felt was publicly available information that any party

 4  coming to this table could look at it and say that's

 5  accurate or not accurate.

 6        Q.    Okay.  But after receiving the testimony in

 7  this case -- first of all, would it surprise you to know

 8  that information is publicly available?

 9        A.    It is possible that it is publicly available.

10  It wouldn't surprise me.

11        Q.    Would you agree that after receiving and

12  reviewing the testimony in this case, particularly the

13  testimony regarding NECA's free cash flow method, that you

14  could have undertaken the evaluation of that approach,

15  correct?

16        A.    I could have, but I think the Division is

17  comfortable with the quotes they did and it's the burden of

18  proof of the Company to put forth something, and they could

19  have done that analysis, but didn't.

20        Q.    And wouldn't the free cash flow approach be

21  valuable in assessing Carbon/Emery's cost of equity in this

22  proceeding?  Do you think that would have been a valuable

23  exercise to undertake?  Just yes or no.

24        A.    If I had the information, sure.

25        Q.    You have identified here in your testimony, in
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 1  your prefiled testimony and then in your testimony here

 2  today, that the Division recognizes NECA as an authority on

 3  certain rural carrier issues, correct?

 4        A.    I don't know that I ever said NECA was an

 5  authority on certain rural carrier issues.  I understand we

 6  have to go to the form 492, which is filed through NECA to

 7  get some of that information.

 8        Q.    Let's look at your CAPM approach.  In your

 9  surrebuttal testimony you argue that adjustments to the

10  textbook CAPM shouldn't be made because telecommunications

11  carriers, and specifically rural carriers receiving UUSF

12  support or Universal Service Fund support, are different;

13  is that correct?

14        A.    Yes, that was part of my testimony.

15        Q.    And it's your testimony that small company

16  premium shouldn't apply to small carriers?

17        A.    Correct.

18        Q.    In forming your recommendation on small company

19  premium did you review Douglas Meredith's rebuttal Exhibit

20  1 where Dr. Heaton from BYU addresses the small company

21  premium?

22        A.    Yes.

23        Q.    Dr. Heaton's review and address of small

24  company premium, specifically addresses small company

25  premiums for the telecom sector; is that correct?
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 1        A.    I believe so, yes.

 2        Q.    Doesn't Dr. Heaton recommend that small company

 3  premiums be a minimum adjustment for a CAPM use in the

 4  telecom sector?

 5        A.    He might have said that, yes.

 6        Q.    In forming your recommendation on small company

 7  premiums did you review Douglas Meredith's rebuttal

 8  testimony Exhibit 2 where Dr. Billingsley addresses the

 9  small company premium specifically for rural carriers?

10        A.    Yes.

11        Q.    Doesn't Dr. Billingsley recommend that small

12  carriers receive a small company premium of 5.56 percent

13  for the entire sample of rate of return carriers?

14        A.    I don't know that I could give you the exact

15  number.  I reviewed it, but -- I'll agree if that's what

16  number is in there then that's fine.

17        Q.    In your surrebuttal testimony -- in your

18  calculation of the CAPM what level of precision would you

19  apply to your recommendation using the CAPM model?

20        A.    I think my calculations were 100 percent

21  accurate if that's the level of precision that you're going

22  for.

23        Q.    I'm not talking about the calculation itself,

24  but the determination of the return on equity developed

25  from the CAPM model.  Is it precise?
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 1        A.    I think as far as what I said in my testimony

 2  is we don't have a huge level of comfort with the CAPM, but

 3  we also as the Division were not able to come up with

 4  something that was publicly available information that

 5  would come to a higher level of precision.

 6        Q.    And correct me if I'm wrong, but I believe your

 7  surrebuttal testimony is silent on Mr. Meredith's proposed

 8  calculation of the risk free rate used in the CAPM; is that

 9  correct?

10        A.    Yes.  I didn't go that specifically to that

11  aspect of this, but I don't think my being silent means I'm

12  for or against it.  His calculation and the way he did the

13  CAPM would have been the same I did, and we could argue

14  over if the rates are accurate or not.  I don't know that

15  was the substantial element of what we are getting at in

16  this hearing.

17        Q.    Are you aware that the Federal Reserve is

18  ending its quantitative policy and is beginning to increase

19  the federal funds interest rate?

20        A.    I know that it slowly happens and it's been

21  talked about for a period of time.  Sometimes it hasn't

22  happened as quickly as what they had been suggesting.

23        Q.    As the Federal Reserve increases its interest

24  rates what is your expectation in the future of interest

25  rates?
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 1        A.    Well, I think we don't know for sure.  The

 2  beauty of it is the company can come in if the rates change

 3  and ask for an increase or decrease according to that.  And

 4  we're dealing with the facts as far as what is happening

 5  now kind of similar to what Mr. Johansen testified earlier

 6  in this hearing.

 7        Q.    I want to discuss the peer group that you

 8  selected for your CAPM model.  Were you aware that Hickory

 9  Tech was purchased by Consolidated in 2014?

10        A.    Yes.

11        Q.    Were you aware of that when you provided your

12  testimony?

13        A.    Yes.

14        Q.    Are you aware that before it was purchased by

15  Consolidated its service area included Southern Minnesota,

16  including the Twin Cities, Northwest and Central Iowa?

17        A.    I knew generally where it was serving, but I

18  don't know the exact areas of where it was serving.  So no,

19  I don't know to that detail.

20        Q.    Would you agree if it is accurate that the

21  service areas included Southwest Minnesota, including the

22  Twin Cities, Northwest and Central Iowa, would you agree

23  that service territory is not comparable to Carbon/Emery?

24        A.    Yes, that could be a true statement.

25        Q.    Are you aware that the majority of Alteva's
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 1  revenues were generated from its voice operations and

 2  wireless partnerships and not its small ILEC operations?

 3        A.    I know that there was an amount of revenue that

 4  came from that, yes.

 5        Q.    And two of the other companies that you chose

 6  for your model, Earthlink and IDT, they don't have ILEC

 7  operations and don't provide basic local exchange services,

 8  do they?

 9        A.    That could be accurate, yes.

10        Q.    Are you aware that Fairpoint, a company that

11  you added in this proceeding, is a former Bell operating

12  company that operates within three New England states?

13        A.    Yes.

14        Q.    Would it surprise you to know that Fairpoint

15  provides service in 17 states?

16        A.    Yes, that would be surprising.

17        Q.    Would it surprise you to know that Fairpoint

18  employs over 3,000 employees?

19        A.    Sure.

20        Q.    What about its annual revenues, would it

21  surprise you to learn that Fairpoint had over $900 million

22  in annual revenue in 2014?

23        A.    No.

24        Q.    You indicate on line 401 in your surrebuttal

25  testimony that you added companies that would be considered

0182

 1  rural.  But Cincinnati Bell is a dominant telephone company

 2  for Cincinnati, Ohio and it's nearby suburbs in the U.S.

 3  states of Ohio, Indiana, and Kentucky.  Do you consider

 4  Cincinnati Bell to be a rural operating company?

 5        A.    I'm glad you asked that because I want to try

 6  to clarify what I tried to do with that.

 7        Q.    Let's answer my question first.  Do you

 8  consider Cincinnati Bell to be a rural company?

 9        A.    I included it in my list, so I believe parts of

10  it was rural.

11        Q.    Consolidated Communications is included in your

12  list.  This is a family of companies providing advanced

13  communication services in California, Kansas, Missouri,

14  Illinois, Texas, and Pennsylvania; is that correct?

15        A.    I'll agree with you.  I didn't look at every

16  single state, but sure.

17        Q.    I don't think there is any dispute that none of

18  the companies that you looked at were located in rural

19  Utah, correct?

20        A.    Correct.  I would have loved to use that

21  information, but it wasn't available.

22        Q.    In your surrebuttal testimony lines 179 to 180

23  you were asked in that testimony if the Division's rate of

24  return calculation is fair and reasonable.  In your

25  testimony in answering that question you refer to Docket
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 1  08-046-01 and state, in reviewing the details of Manti

 2  Telecom and Carbon I find nothing vastly different between

 3  those two companies that would warrant using a different

 4  methodology in this case; is that correct?

 5        A.    That was in my testimony, yes.

 6        Q.    And that docket was in 2008.  I believe the

 7  hearing was in 2012; is that accurate, 2011, 2012?

 8        A.    Sounds correct, yes.

 9        Q.    Why did you consult a Manti Telecom docket to

10  determine the appropriate return on equity rather than just

11  adopting the return on equity proposed by the Division in

12  Hanksville, which was approved by the Commission less than

13  eight months before Carbon filed its application?

14        A.    It's not the rate that we looked at, but

15  instead the methodology that we looked at.  And the

16  Commission was pretty clear the Manti order they felt using

17  a CAPM approach, which was the same approach we used in

18  this rate, did produce just and reasonable rates.  And so I

19  believe because we need to also again find just and

20  reasonable rates, and if the Commission has already said

21  that way is appropriate to use then we should use that same

22  methodology.  And as has been asked before, the rates we

23  used in the case before, which I believe was Hanksville, we

24  did a similar type of approach, we just updated it for this

25  time period.  So it's not that we changed the approach and
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 1  I believe the Commission was pretty clear that was an

 2  approach that would lead to just and reasonable rates and

 3  so that's why we followed that.

 4        Q.    So your testimony is that you used the CAPM

 5  model in the Hanksville case?

 6        A.    We looked at a rate of return using a CAPM

 7  model or something like that to come up with what we would

 8  consider to be a reasonable rate for Hanksville.

 9        Q.    And that was developed in 2014, correct?

10        A.    I believe so, yes.

11        Q.    And when the company used that figure, and

12  you're eight months later when it filed the application,

13  your testimony here today is the rate had changed based on

14  the model?

15        A.    Yes, because what we did is looked at --

16        Q.    Just yes or no.

17        A.    Yes.

18        Q.    Are you aware that the Utah Supreme Court has

19  stated that the governing standard in determining return on

20  equity is the cost of inducing capital markets to invest in

21  utility, not the cost of inducing the utility to invest in

22  Utah?

23        A.    I'm not entirely sure what that means and I'm

24  not an attorney.  But if I could read it maybe I could

25  better understand what it said, but just something that was
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 1  read there.

 2        Q.    You haven't heard of that governing standard,

 3  is that what you're saying?

 4        A.    No.

 5              MS. SLAWSON:  I don't have any other questions.

 6              HEARING OFFICER:  Mr. Moore.

 7              MR. MOORE:  Yes, just a few questions.

 8                       CROSS EXAMINATION

 9  BY MR. MOORE:

10        Q.    Turning to the interstate rate of return for

11  Carbon/Emery.  Would you agree that the interstate rate of

12  return is dependent on the proper legal construction in

13  Utah Administrative Code Rule 746-360-8(A)(1)?

14        A.    Can you direct me maybe to where that is?

15        Q.    I can direct you to page 4 of your --

16        A.    Rebuttal testimony or direct testimony?

17        Q.    Your surrebuttal testimony.

18        A.    Okay.  You said page 4?

19        Q.    Page 4 you cite the rule starting on line 76.

20        A.    Okay.  R476-360-8.

21        Q.    Yes.

22        A.    Now if you want to ask that question again so I

23  know what you're asking.

24        Q.    Would you agree that the appropriate interest

25  rate of return is dependent upon proper legal construction
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 1  of this rule?

 2        A.    Yes.

 3        Q.    Now you have taken the position under this rule

 4  746-360-8 that the proper rate of return in this case is

 5  11.45, correct?

 6        A.    Yes, correct.

 7        Q.    Could you explain how you came to that

 8  conclusion?

 9        A.    Yes.  I think there is some supporting

10  documents to go along with that, but I can also just kind

11  of tell generally.  From our understanding there are two

12  forms 492 that is applicable when four different carriers

13  are going to be participating in the NECA.  Some of those

14  would be the ones that are going to be offering the variety

15  of different services, and then there are another subset

16  that would basically be providing -- I'm probably going to

17  get the wording wrong, but in essence they're not providing

18  all the services, they're only providing a certain subset

19  of that.  And as I looked at the form 492 and also looked

20  at Carbon/Emery and the tariff that I provided basically

21  shows that Carbon/Emery is only participating in the one

22  pool.

23        Q.    The common line pool?

24        A.    Yes, the common line pool.  I'm just going to

25  grab that exhibit so I can talk about it a little bit more
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 1  accurately.  So there are different pools.  There is the

 2  multiline business and user common line, there is the

 3  special access, Ethernet transport services, local

 4  switching, local transport and tandem switch transport.  So

 5  there is a tariff that I provided in my surrebuttal that

 6  basically shows Emery Telephone company that would be

 7  participating in just the multiline business and user

 8  common line pool, but not the other ones that I said after

 9  that.

10              In my phone conversation with NECA in trying to

11  determine what that meant, they basically said that the

12  companies who are only participating in the multiline

13  business and user common line would be the ones that would

14  have the first form 492 that is 11.45 and it doesn't have

15  the different interest rates in the interstate calculation

16  for those other pools.  And so that's why we believe that

17  by following what the 492 has and that Emery, Carbon/Emery

18  because the way NECA looks at that, again through the

19  conversation I had, is they look at it as a study error.

20  So they may only list Emery Telephone company, but to them

21  that includes Emery, Carbon/Emery and Hanksville as far as

22  that.  So we felt as far as the Division that showed that

23  they should be part of that original or the first form 492

24  that shows 11.45 for interstate.

25        Q.    And that's a rate for the common line pool?
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 1        A.    Correct, yes.

 2        Q.    You are also aware, however, that the common

 3  line pool only represents a minority of Carbon's business?

 4        A.    Correct, yes.

 5        Q.    They also have traffic sensitive pools and

 6  special access services, don't they?

 7        A.    Yes, they do.

 8        Q.    So the 11.45 percent rate of return is actually

 9  for just a minority of their business?

10        A.    I guess the best way that I can explain it, I

11  don't have an intimate knowledge of now NECA works.  So do

12  they receive 11.45 on all of it or a portion of it, I don't

13  know.  I do believe that that's the reference point on the

14  form 492 that shows that's what they get.  But I think also

15  if you look in my surrebuttal testimony I do talk about how

16  there could be a potential for an arbitrage position.

17  Because I do agree with what Mr. Moore was saying, they do

18  have other services that they are providing, but I don't

19  know as far as the Division where we could go to a

20  resource, nor does the rule allow to go to another point

21  other than that.

22              And so that's why looking at the rule and the

23  statute the way we did we felt that was the interstate rate

24  not precluding part of what was brought up by the Office in

25  that discussion.  But we did feel that the rule, at least
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 1  the way it was written at that point, would deal with that.

 2        Q.    That's not always been your position in this

 3  case, has it?

 4        A.    No.  Originally because I had some

 5  misinformation or misunderstanding about the form 492 I

 6  thought that Carbon/Emery would be in all of the pools and

 7  so they would be applicable.  That was our original

 8  testimony.  And then as I understood the form more and had

 9  some discussions with Carbon/Emery and those type of

10  classifications, it was really more of an error where I

11  thought it was applicable only to Emery and not realizing

12  that it was a study area versus that company because to me

13  Emery Telephone means something different than

14  Carbon/Emery.  So that's why in my original testimony I

15  suggested that it should be a different rate, and

16  subsequently changed it in my surrebuttal testimony.

17        Q.    Isn't it true that you initially believed that

18  Carbon was not in the common line pool?

19        A.    I don't know if I said they were not.  I just

20  know they weren't in the other pools.  So the letter that

21  was provided, and I don't remember the person's name, but

22  basically from NECA to the FCC saying here is our report,

23  they talk about how there are two different reports.  I

24  thought they should be in the second form 492 that includes

25  all of the rates of interstate instead of just the one.
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 1        Q.    That's right.  So how did you reconcile these

 2  two positions?

 3        A.    I think I reconcile it just from how I

 4  explained it, that I had a misunderstanding from what Emery

 5  Telecom meant in the tariff for NECA that they had provided

 6  -- or the FCC tariff, sorry, and that meant something

 7  different than what Emery Telecom means to me as someone

 8  who works in Utah.  They had made an entire study area that

 9  would incorporate Carbon/Emery, and Emery Telecom and

10  Hanksville.  So that's how I would reconcile it.  I don't

11  know that we changed our position, but our understanding of

12  the form and what the information was providing changed and

13  so that's why we went with the 11.45.

14              HEARING OFFICER:  Did you change your

15  interpretation of the rule?

16              THE WITNESS:  No.  And my interpretation of the

17  rule didn't change.  I believe we were following the rule

18  as it's prescribed.

19        Q.    (By Mr. Moore)  Mr. Brevitz is proposing an

20  interest rate of 9.4 percent, which would encompass all of

21  Carbon/Emery business appropriate interest rate to use.  Is

22  that your understanding?

23        A.    I don't have it right here in front of me, but

24  I'll accept that that's accurate, yes.

25        Q.    That's basically the --
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 1        A.    Are you talking on interstate only?

 2        Q.    Interstate only.

 3        A.    I believe if I remember correctly that was the

 4  right rate for the blending of everything for interstate,

 5  yes.

 6        Q.    And that was what your initial --

 7        A.    Correct, yes.

 8        Q.    And that was when you did not believe that

 9  Emery was in the common line pool?

10        A.    Correct, yes.

11        Q.    So your interpretation of the rule provides

12  that if a carrier is in the common line pool and not in the

13  traffic sensitive pool you use the common line pool rate of

14  return of 11.45 percent, but if the carrier is not in the

15  common line pool and not in the other pools you use the

16  blended interest rate of 9.4 percent?

17        A.    This has come up before.  Looking at the rule

18  492 when we were going through this discussion with

19  different parties and not having as much knowledge of the

20  492 form, I thought it was just going to be one data point.

21  It would be something that we could go to and look at and

22  say there is the number and plug it into the rule.  Having

23  gone through this process a couple other times I now

24  realize that there are more layers and complexity to it.  I

25  believe that the rule basically requires we have to use
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 1  form 492(a), and I would think that it would be the one

 2  that is applicable for the company according to which pool

 3  is it in.

 4              What has happened in other proceedings is if a

 5  company had all of those pools that they were getting these

 6  rates from NECA then we would use the lower interstate

 7  rate.  If a company is only in the common line pool then we

 8  would use, and as we have recommended for Carbon/Emery

 9  here, the higher interstate rate of 11.45.

10        Q.    And if the company is in none of the pools

11  would you use the blended interstate rate of 9.4, which was

12  what was initially --

13        A.    No, I think the way the rule is read is that

14  would come under a different portion of the rule where they

15  would be like an average schedule company that is not part

16  of the NECA pool.  And then at that point we would have to

17  determine an appropriate rate.  The form 492 is only for

18  those companies that are participating in the NECA pool and

19  is -- I'll probably get this wrong.  They're not an average

20  schedule, they're a different type of company.  So we have

21  had -- in Manti Telecom they were not a -- we had to do

22  something slightly different for them because of dealing

23  with it.  That may not have answered your question, but

24  that's my understanding.

25        Q.    Just one last question which is obvious,
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 1  neither you, nor the personnel at NECA you talked to are

 2  Utah lawyers?

 3        A.    Correct.  I'm not a lawyer.  I'm a utility

 4  technical consultant and that gets me in enough trouble.

 5        Q.    And you would agree --

 6        A.    And I don't believe the person from NECA was.

 7  I don't know for sure, but he was the Western Regional

 8  Representative for NECA.  I don't know his background, but

 9  I wouldn't believe that he was an attorney.

10              MR. MOORE:  I'm done.  Thank you.

11              HEARING OFFICER:  It is time for a break.

12  Let's break for about 15 minutes.  When we come back,

13  Mr. Jetter, if you have any redirect we'll pick up with

14  that.

15              (Off the record.)

16              HEARING OFFICER:  Mr. Jetter, any redirect?

17              MR. JETTER:  I do have a few questions, Your

18  Honor.  Thank you.

19                      REDIRECT EXAMINATION

20  BY MR. JETTER:

21        Q.    I would like to first start out by asking you

22  if you could explain briefly why the Division relies on the

23  65/35 limits on both ends, and briefly describe the policy

24  reasons behind that.

25        A.    Sure.  Thank you.  The reason the Division
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 1  relies on that is because of the capital structure task

 2  force and what we feel was a process that allowed

 3  interested parties, rural phone companies, other phone

 4  companies, and other players to have an opportunity to

 5  discuss -- although I don't know that I take issue, but at

 6  least an element that's out there.

 7              I mean it is possible that a company like

 8  Carbon/Emery could come in with 100 percent equity and say

 9  we want to go all equity for our rate of return, which the

10  Division was uncomfortable with because that's probably not

11  -- I'm telling them how to manage their business, but from

12  a financial perspective that may not be the most prudent

13  choice for a company in the normal market.  But we also had

14  other companies who maybe had 100 percent debt.

15              It wouldn't be very fair for those companies

16  for us to say, well, you know, we think all you should get

17  is your cost of debt and that's your only allowed weighted

18  average cost of capital.  So with this task force and with

19  this discussion what we were able to do was say those who

20  are in a relative middle ground, somewhere between 35 and

21  65 private capital structure that for whatever reason they

22  feel is appropriate for their company and is reflective of

23  the market we would accept that.  But for those who may be

24  the outliners we're going to pull the high equity companies

25  in, but also maybe provide a little bit more equity to the
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 1  debt companies to help provide, one, a benefit to the state

 2  because they're not getting the full 100 percent equity of

 3  what a company would get, but also maybe for a company that

 4  is completely or extremely leveraged have a little bit more

 5  coming in from a rate of return that would allow them to

 6  get their equity portion to a level that I think everybody

 7  would agree in a financial community that would be a little

 8  bit more acceptable.

 9              So part of the reason why the Division went

10  forward with the proposal, even though maybe the Commission

11  didn't accept it in rule, is that it was something that was

12  widely accepted by all parties and it gave a level of

13  comfort to companies coming in to know, okay, if we are 100

14  equity, this is probably what is going to happen is 65/35.

15  So that's why we have adopted it and used it probably since

16  that task force in most of the other cases where it made

17  sense where we either had highly leveraged or a company

18  that was using a high amount of equity to use that

19  hypothetical structure.

20        Q.    Thank you.  I would like to ask you a couple

21  followup questions also about the peer group of other

22  telephone companies that you chose as comparable.  Could

23  you briefly discuss why you chose the grouping that you did

24  and how you came to, I guess, narrow that group.

25        A.    I think it's pretty clear in my testimony that
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 1  I don't -- I mean I'm not completely in love with the

 2  capital asset model because there are a couple challenges

 3  with it.  But the reason where I think it creates value --

 4  and this also comes back to the companies -- is we can at

 5  least look at some publicly available information and make

 6  a determination with the Commission.

 7              In looking at the companies, unfortunately

 8  there is not very much small rural phone company that are

 9  available who are publicly traded.  So what I tried to do

10  in looking at the companies was to pick those that I felt

11  at least would be serving in similar areas of the United

12  States that could be considered rural.  I know that's a

13  very broad definition.  But at least maybe they would have

14  some of their services that they're providing that would be

15  similar to what Carbon/Emery would be doing.  I recognize

16  that some of them may be in different lines than what

17  Carbon/Emery was.  But also what I was trying to do is if I

18  only had two or three companies then the capital asset

19  pricing model and getting an average for the company

20  doesn't work very well because I could pick three outliers

21  and come up with a rate that maybe wouldn't give us a

22  certain level of comfort.

23              So even though maybe the companies weren't

24  perfect matches for Carbon/Emery, I at least felt that they

25  had some benefit in the fact they gave us data points and
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 1  were at least offering some type of service that if you

 2  stretch the bounds of the definition a little bit could

 3  work to get us to a point to where we had a certain number

 4  of companies that would be acceptable.  And the flip side

 5  of that is I've heard both parties who have been pretty

 6  unhappy with maybe my list of companies for somewhat valid

 7  reasons, but I've never heard anybody suggest other

 8  companies that should be included that would make sense.  I

 9  mean, other than Mr. Meredith did put in AT&T and Verizon

10  and a couple of those other companies, which I purposely

11  excluded because, let's be honest, they're not anywhere

12  close to what Carbon/Emery is doing.

13              And so if there are other companies that makes

14  sense to include, I would be happy to redo a calculation

15  with that.  But I don't know of any of them out there that

16  made sense.  So I went off what was available at Yahoo and

17  a few other different resources to try to find companies

18  that were telecommunications companies that were at least

19  serving in areas that may be rural.

20              Now grant it I don't know Cincinnati and the

21  outlining areas very well, but sometimes to me Kentucky

22  could be considered in my mind at least rural or some of

23  the challenges that Carbon/Emery may be facing.  So that's

24  why the list was kind of compiled the way that it was.

25        Q.    Thank you.  I would actually like to ask you a
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 1  few more questions about that and direct you to page 12 of

 2  Exhibit CE-4.0R and looking at lines 324 and 325.  This is

 3  the revised rebuttal testimony of Douglas Meredith.  This

 4  is the calculation that he had compiled.  I believe he had

 5  used the comparable companies that you had chosen and in

 6  addition added AT&T and Verizon; is that accurate?

 7        A.    Yes.  I believe that's what he did with that,

 8  yes.

 9        Q.    Is it accurate to say that the smallest one on

10  the list of any comparable presented here is the Shenandoah

11  Telecommunications?

12        A.    That would seem to be accurate, yes.  As far as

13  looking at the access line that would be the one that would

14  be closet to my understanding what Carbon/Emery would have.

15        Q.    If we were to walk through the calculations

16  that Mr. Meredith did on that company, is it correct to

17  state in column 4 he calculated an unadjusted CAPM of 8

18  percent?

19        A.    Yes, that's correct.

20        Q.    If we follow that through the debt to equity

21  ratio in fact with Carbon/Emery it would be a zero; is that

22  correct?

23        A.    If I understand the way that he calculated the

24  debt to equity that would be accurate because they are 100

25  percent equity.
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 1        Q.    Using the Division's policy of making that

 2  adjustment, would that be approximately 0.538, meaning 35

 3  divided by 65?

 4        A.    5.38 would be -- for the debt to equity, yes.

 5        Q.    Would that be among the lowest debt to equity

 6  ratios of any company on there?

 7        A.    Yes, it appears that way.

 8        Q.    Just following that through with the zero ratio

 9  there, using that 8 percent, that would flow through into

10  the leveraged CAPM actually used by Carbon/Emery?  It would

11  ultimately result again in 8 percent?

12        A.    Yes.

13        Q.    And then you would potentially add the 3

14  percent using his calculation of a small company premium;

15  is that correct?

16        A.    If you were to add a small company premium that

17  he did, yes, the 3 percent would be added on that.

18        Q.    And that would result in 11 percent?

19        A.    Yes, 8 plus 3 is 11.

20        Q.    And that's very similar or close to the 10.75

21  percent?

22        A.    That is close to what we had, yes.

23        Q.    Just to clarify to make sure this is accurate,

24  in your calculation you did not add a small company

25  premium; is that correct?
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 1        A.    That is correct.

 2        Q.    But you also did not adjust for any reduced

 3  risk by having a Utah Universal Service Fund make up the

 4  gap?

 5        A.    Correct.  Basically what I did is I did a

 6  straight CAPM calculation, or a textbook calculation to use

 7  the words of Mr. Meredith.  I looked at the companies, I

 8  looked at what would be the beta and then did the math

 9  calculation and came up with an average to say this is what

10  we felt the right rate was for Carbon/Emery.

11        Q.    That was the same calculation that you used for

12  Hanksville?

13        A.    Yes.

14        Q.    Same method?

15        A.    Same method, yes.

16        Q.    Do you know how large Hanksville is?

17        A.    I don't know exact numbers, but I know they are

18  a relatively small ILEC.  I mean, we're talking less than

19  100 customers.

20        Q.    In comparison Carbon/Emery is significantly

21  larger?

22        A.    Yes.  That could be the AT&T versus

23  Carbon/Emery, could be Carbon/Emery versus Hanksville

24  analysis if you want to look at it that way.

25              MR. JETTER:  That's the conclusion of my
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 1  redirect.

 2              HEARING OFFICER:  Ms. Slawson, any recross?

 3              MS. SLAWSON:  Yes, just a little bit.

 4                       RECROSS EXAMINATION

 5  BY MS. SLAWSON:

 6        Q.    We were just looking at the table embedded in

 7  Mr. Meredith's testimony on page 12, table 2.  This is the

 8  one that includes Verizon and AT&T.  Do you have that in

 9  front of you?

10        A.    Yes.

11        Q.    In this table Mr. Meredith was focussing on

12  adjustments that needed to be made to the CAPM model; is

13  that correct?

14        A.    That's what Mr. Meredith testified earlier in

15  the hearing today, and I'll accept that as accurate.

16        Q.    Let's look at your exhibit when you're

17  analyzing that CAPM premium.

18        A.    Okay.

19        Q.    What is the market risk premium that you used?

20        A.    Give me just one second so I can pull that up

21  to make sure I have it accurate.  It's Exhibit 3.2?

22        Q.    Yes.

23        A.    Okay.  I have one here in front of me.  Which

24  area did you want to look at?

25        Q.    The market risk premium that you used.

0202

 1        A.    There is actually two different columns there.

 2  There is a T-bill CAPM and a 30 year CAPM.  I did use the

 3  30 year CAPM, which is looking at the bond.  So that's the

 4  risk premium that would be in there that came up with the

 5  10.75 percent.

 6        Q.    That's the 6.81 percent, correct?

 7        A.    Yes.

 8        Q.    Mr. Meredith used the T-bond, his rate was 5.01

 9  percent; is that correct?

10        A.    From what he shows on there I believe that is

11  accurate, yes.

12        Q.    Would you need to add the additional market

13  risk premium to Mr. Meredith's numbers?

14        A.    If you want to do that analysis you could.

15        Q.    So I can compare apples to apples, right?

16        A.    Sure.

17        Q.    Mr. Meredith -- you just testified about

18  Mr. Meredith's Shenandoah number and it was 10.66.  What is

19  the CAPM rate that you show for Shenandoah?

20        A.    13.35.

21        Q.    And that's an unadjusted number, correct?

22        A.    Yes.

23              MS. SLAWSON:  I don't have any other questions.

24              MR. MOORE:  No questions, Your Honor.

25              HEARING OFFICER:  All right.
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 1              MR. JETTER:  I have one followup question.

 2              HEARING OFFICER:  It's okay with me as long as

 3  there is no objection.

 4              MR. MOORE:  No objection.

 5              MS. SLAWSON:  I guess I want to hear the

 6  question before I insert my objection.

 7                REDIRECT EXAMINATION (continued)

 8  BY MR. JETTER:

 9        Q.    My question is just going to ask if the

10  calculation is different between the two Shenandoah based

11  on the beta used for that.

12        A.    Am I okay to respond?

13              HEARING OFFICER:  I think we can hear your

14  response.  Go ahead.

15              THE WITNESS:  That kind of gets back to the

16  heart of the capital asset pricing model because what you

17  do is you take the beta and times that by basically a risk

18  free rate -- sorry.  You take the beta, you times that by a

19  risk premium and add that on to a risk free rate.  So if

20  you look at what I have here for my beta for Shenandoah at

21  the time period of July 29 versus what Mr. Meredith pulled

22  as his beta for Shenandoah, I believe his is just barely

23  below 1, which means it would be a little bit less risky,

24  and I mine is 1.56.  That would explain why there would be

25  a significant difference between what he is showing and I'm

0204

 1  showing.  And I think it also emphasizes the problem if

 2  you're trying to look at just one or two companies, the

 3  CAPM starts to lose some of its strength and foundation and

 4  that's where with my trying to come up with a list of

 5  companies that it gets -- where you need enough reference

 6  points to come up with a level of comfort.

 7              And that's really what my testimony talked

 8  about is with the CAPM is it perfect, no, I don't think so.

 9  But it at least gets us to a level of comfort where we

10  think we're getting within the right range of what would be

11  reasonable for the cost of equity for Carbon/Emery.  So you

12  can see just in that calculation right there and what we

13  did right here, one company can make a significant

14  difference.  So getting enough companies on the list is

15  important as well.

16              HEARING OFFICER:  Ms. Slawson, anything you

17  want to add or pursue?

18              MS. SLAWSON:  One second please.

19                 RECROSS EXAMINATION (continued)

20  BY MS. SLAWSON:

21        Q.    You testified just now that the difference

22  would be accounted for by the beta; is that correct?

23        A.    I'm saying that's one potential reason why.  I

24  can tell you from a CAPM and if you do a straight

25  mathematic if you take a beta times the risk free rate and
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 1  add all that in there where if -- I have 1.56 as a number

 2  and I have .9 as a number, then the end result is going to

 3  be different.  I have done the calculation here, and I

 4  don't know all the reasons why, but off the top of my head

 5  that would be a very easy thing to point to as far as why

 6  those percentages and rates of return are different.

 7        Q.    And another easy thing to point to would be the

 8  difference in the market risk premium provided by you and

 9  Mr. Meredith?

10        A.    Sure.  That would be another element of that as

11  well, yes.

12              MS. SLAWSON:  That's it for me.  Thank you.

13              HEARING OFFICER:  Still okay, Mr. Moore?

14              MR. MOORE:  Still okay.

15              HEARING OFFICER:  All right.  Mr. Jetter, your

16  next witness.

17              MR. JETTER:  The Division would next like to

18  call Mr. Joseph Hellewell.

19              (The witness is sworn in.)

20                       DIRECT EXAMINATION

21  BY MR. JETTER:

22        Q.    Mr. Hellewell, would you please state your name

23  and occupation for the record?

24        A.    My name is Joseph Hellewell.  I'm a utility

25  analyst for the Department of Public Utilities.
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 1        Q.    Thank you.  In the course of your employment

 2  with the Division of Public Utilities have you had the

 3  opportunity to review the application as well as the

 4  testimony filed by the applicant in this docket?

 5        A.    Yes, I have.

 6        Q.    Did you create and cause to be filed with the

 7  Public Service Commission direct, rebuttal, surrebuttal,

 8  and sur-surrebuttal testimony in this docket?

 9        A.    Yes, I have.

10        Q.    Do you have any edits or corrections that you

11  would like to make to your testimony?

12        A.    No, I do not.

13        Q.    If you were asked the questions that are

14  contained in your prefiled written testimony that you filed

15  today would your answers remain the same?

16        A.    Yes, they would.

17        Q.    Thank you.  Have you prepared a brief statement

18  summarizing your testimony in this docket?

19        A.    Yes.

20        Q.    Please go ahead.

21        A.    At the time of Carbon/Emery Telecom's

22  application I along with other DUP analysts reviewed the

23  application and conducted our normal audit.  During this

24  time we reviewed the depreciation method used by

25  Carbon/Emery Telecom and found it to be distorting annual
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 1  depreciation expense.  At this time an adjustment was made

 2  to Carbon/Emery's application based on a single asset

 3  straight line depreciation method.  In our initial direct

 4  testimony we outline reasons why Carbon/Emery's group

 5  depreciation method was distorting and suggested

 6  alternative methods to remedy this.  In addition to this

 7  depreciation adjustment we also made adjustments for

 8  customer migration and under collection based upon

 9  Carbon/Emery's tariff process.

10              MR. JETTER:  Thank you.  I have no further

11  questions for Mr. Hellewell and he is available for cross

12  examination.

13                       CROSS EXAMINATION

14  BY MS. SLAWSON:

15        Q.    Thank you.  Good afternoon, Mr. Hellewell.

16  I'll just jump right in.  On lines 259 to 269 of your

17  direct testimony you discuss the DPU adjustment for imputed

18  revenue for migration of customers who currently receive

19  their internet service through Carbon's cable affiliates to

20  the new fiber to the home network that is being constructed

21  by Carbon.  Do you recall that testimony?

22        A.    Yes, I do.

23        Q.    Mr. Woolsey in his rebuttal testimony on lines

24  986 to 1017 describes an increase in revenue to

25  Carbon/Emery that results from the migration of cable
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 1  internet customers to the fiber to the home network.  My

 2  question is this, in performing the analysis of the impact

 3  per customer per month Mr. Woolsey uses a rate of return of

 4  10.5 percent, which includes the Company's requested rate

 5  of return on equity of 12.13 percent.  Am I correct in

 6  reviewing the Division's testimony that the Division agrees

 7  with the methodology employed by Mr. Woolsey, but does not

 8  agree with the rate of return used by Mr. Woolsey in his

 9  calculation?

10        A.    Yes, I believe so.

11        Q.    And so is it accurate that the Division of

12  Public Utilities is no longer proposing the adjustment

13  amount set forth in lines 259 through 269 of your direct

14  testimony?

15        A.    Yes.

16        Q.    And is it fair to say that except for the rate

17  of return element involved in this calculation this cable

18  migration issue is not an open issue in the case?

19        A.    Yes.

20        Q.    The Division in your testimony has used what

21  you call a single asset straight line method; is that

22  correct?

23        A.    Yes.

24        Q.    And you have provided testimony on that

25  calculation, which results in a depreciation adjustment --
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 1  I don't want to go into closed session here, so I'm going

 2  to say that adjustment found in column G of the Division of

 3  Public Utilities Exhibit 1.2SR.  That's the exhibit offered

 4  by Mr. Duncan.  Does that accurately reflect your

 5  depreciation adjustment?

 6              MR. JETTER:  May I have a moment to provide my

 7  witness with that?

 8              MS. SLAWSON:  Sure.

 9              THE WITNESS:  Yes, that's accurate.

10        Q.    (By Ms. Slawson)  And this reduces

11  Carbon/Emery's depreciation expense for the test year,

12  correct?

13        A.    I'm sorry.  Say that one more time.

14        Q.    This adjustment decreases Carbon/Emery's

15  depreciation expense for the test period, correct?

16        A.    Yes.

17        Q.    Is it your testimony that Carbon's reduced

18  depreciation expense will remain constant at that number in

19  2015 after the test year?

20        A.    Are you saying that Carbon/Emery's depreciation

21  will remain exactly the same for 2014 and 2015?

22        Q.    I'm asking if that's your testimony.  Do you

23  think it will remain the same for 2014 and 2015?

24        A.    No.

25        Q.    Do you think that the depreciation expense will
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 1  remain constant at the number adjusted in the test year in

 2  2016?

 3        A.    No.

 4        Q.    2017?

 5        A.    Of course not.

 6        Q.    And what about Carbon's rate base over the next

 7  few years, is it your testimony that that will remain

 8  constant?

 9        A.    No.

10        Q.    Do you know what the calculated -- have you

11  calculated the anticipated depreciation expense for

12  Carbon/Emery going forward beyond the test year?

13        A.    We've run projections, but it hasn't ever been

14  entered into testimony.

15        Q.    Do you know what happens with that depreciation

16  expense?

17        A.    From the projections that we have run the

18  depreciation -- well, are you referring to Carbon/Emery's

19  group depreciation method, what happens to the depreciation

20  expense?

21        Q.    Well, actually I'm wondering if you've done the

22  calculation on what Carbon's depreciation expense will be

23  going forward under either method.

24        A.    Well, for the single asset straight line the

25  expense will increase proportionately with what is being
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 1  added to the rate with what is being capitalized.  But

 2  under Carbon/Emery's group depreciation the expense is

 3  significantly more than it is with the single asset

 4  straight line method.

 5        Q.    But does it remain constant?

 6        A.    Do you mean is there a constant increase?

 7        Q.    No.  I'm wondering if the test year is

 8  representative of the depreciation expense going forward?

 9        A.    Well, the -- no, it would not be.  Carbon/Emery

10  has provided known and measurable adjustments saying that

11  they anticipate having additional assets capitalized that

12  would increase the depreciation expense accordingly.

13        Q.    I know theoretically it would increase the

14  depreciation expense.  But I'm wondering if you have done

15  the calculation to know what the depreciation expense going

16  forward will actually be so that we can identify whether

17  the test year as proposed by Carbon/Emery or as proposed by

18  the Division with its adjustment is representative of the

19  depreciation expense in the future?

20        A.    No.  Carbon/Emery chose the test year.  So we

21  did calculations based upon the test year that Carbon/Emery

22  has chosen.

23        Q.    And you did not do any calculation to see what

24  that depreciation expense would do after the test year?

25        A.    Not that's been entered into testimony, no.
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 1        Q.    So whether or not it's been entered into

 2  testimony do you know what the depreciation expense does

 3  after the test year?  If you've performed the calculation

 4  do you know what that is?

 5        A.    I'm sorry.  Say that one more time.

 6        Q.    You said you haven't entered that in testimony,

 7  but that you have performed the calculation.  Is that an

 8  accurate reflection of your testimony?

 9        A.    Yes, that would be accurate.

10        Q.    Even though it wasn't in previous testimony,

11  I'm asking you what the depreciation expense for

12  Carbon/Emery will be going forward?

13        A.    I don't know the exact number.

14        Q.    Do you have a range?

15        A.    No.

16        Q.    With regard to the depreciation expense you

17  don't have a range and you don't know what the calculation

18  is, can you say whether it's increasing or decreasing?

19        A.    Our calculation show that depreciation expense

20  will continue to increase.

21        Q.    Okay.

22        A.    Under both methods.

23        Q.    It is your testimony that the -- on line 54 of

24  your sur-surrebuttal testimony you indicate that the

25  depreciation method chosen by the company has lasting
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 1  effects and must be chosen correctly, correct?

 2        A.    Yes.

 3        Q.    By way of example you testify that if the

 4  depreciation method chosen by the company accelerates

 5  depreciation expense it will also accelerate the rate at

 6  which accumulated depreciation accrues, thereby

 7  accelerating rate base reduction as well, correct?

 8        A.    Yes.

 9        Q.    You indicate that in prior accounting periods

10  Carbon has reaped the reward of accelerated depreciation,

11  but with that comes the burden of an accelerated

12  accumulated depreciation count.  What you see as the

13  consequence or the burden of Carbon/Emery choosing the

14  group method of depreciation is that the group method also

15  accelerates reduction to Carbon/Emery's rate base; is that

16  correct?

17        A.    Yes.

18        Q.    Your testimony is that the Division is

19  permitted to make an adjustment to the depreciation expense

20  going forward, but is not permitted to make an adjustment

21  to the rate base.  And I believe you testified that this

22  would conflict with the basic tenant that the utility

23  regulation is prospective, correct?

24        A.    That is not accurate.

25        Q.    Let's look at your testimony there.  Starting
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 1  on line 54 of your surrebuttal testimony -- I'm sorry.

 2  Your sur-surrebuttal testimony.

 3        A.    I'm sorry.  The first part was where you quoted

 4  the testimony that is accurate, however the second part of

 5  the question is not accurate.

 6        Q.    The second part where I said because it would

 7  conflict with the basic tenant that the utility regulation

 8  is prospective?

 9        A.    Right.

10        Q.    You're saying that's not accurate?

11        A.    Yes.  The adjustment that we have proposed is

12  simply an adjustment.  We're not proposing that

13  Carbon/Emery change their depreciation method.  If the

14  Commission asks Carbon/Emery to change their method then

15  the repercussions of accumulated depreciation would have to

16  be taken into effect on a prospective basis, meaning that

17  we could not go back and change the accumulated

18  depreciation based off the Commission's decision to ask

19  Carbon/Emery to change their depreciation method.

20        Q.    And you testified that the Division's

21  depreciation expense adjustment was simply an adjustment of

22  an unreasonably inflated depreciation expense to a

23  reasonable depreciation expense that better matches the

24  actual diminution of value of Carbon's assets during the

25  test year; is that correct?

0215

 1        A.    Yes.

 2        Q.    What is the actual diminution of value of

 3  Carbon's assets during the test year?

 4        A.    We feel that because of the acceleration that

 5  occurs naturally with the selection of group depreciation

 6  method is that the diminution of the assets occur on an

 7  accelerated level.  So a different method must be chosen to

 8  more accurately reflect the assets diminution.

 9        Q.    Okay.  I understand that you don't think that

10  the group method selected by Carbon accurately reflects the

11  actual diminution in value.  But what I'm asking you is not

12  about the method, I'm asking you what the actual diminution

13  in value of Carbon/Emery's assets were during the test

14  period?

15        A.    Are you asking for the number?

16        Q.    Yes, the number.

17        A.    I don't have the number in front of me.

18        Q.    If you don't know what the actual -- do you

19  have it somewhere?

20        A.    I'm going to read off some numbers or I can

21  just tell you where they appear.

22        Q.    Tell me where they appear and then we'll decide

23  whether they need it to be in the record.

24        A.    Exhibit DPU 1.1D William Duncan.

25        Q.    Let me turn there before we move on.  Where on
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 1  Exhibit 1.1D?

 2        A.    It would be column F row 12.  That is the

 3  proposed depreciation expense by Carbon/Emery.  Our

 4  adjustment is column G row 12.  So the diminution would be

 5  column I row 12.

 6        Q.    Again, I hate to split hairs here, but you're

 7  talking about the depreciation expense, the depreciation.

 8  What I'm asking is what those assets -- how they actually

 9  diminished in value during the test year.  Do you know what

10  that is?  Did you go and look at the plant?

11        A.    We went out and looked at the plant, but I'm

12  not an appraiser so I wouldn't know.

13        Q.    Did you go out and look at Carbon/Emery's plant

14  in this case?

15        A.    I don't recall.  I don't remember.

16        Q.    So I guess my question is if you don't know

17  what the actual diminution in value of Carbon's assets were

18  during the test year, how do you know that your method of

19  calculation calculating that depreciation expense better

20  matches the actual diminish in value?

21        A.    The acceleration that occurs because of the

22  method chosen on paper, given the test samples that we

23  pulled, there is no way that it could diminish that

24  quickly.

25        Q.    But you don't know what the actual diminish
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 1  value is; is that accurate?

 2        A.    Correct.  Yes, that's accurate.

 3        Q.    Let's move on.  You've noted that in choosing

 4  its depreciation method Carbon made a careful and informed

 5  decision to use -- well, you've noted that companies use or

 6  make a careful and informed decision on which method of

 7  depreciation to use; is that accurate?

 8        A.    Yes.

 9        Q.    And would it be reasonable to assume that

10  Carbon also made the careful and informed decision to use

11  its methodology for depreciation?

12        A.    Yes.

13        Q.    Is it reasonable -- Carbon/Emery has elected

14  the group method of depreciation, correct?

15        A.    Yes.

16        Q.    And I think you testified just a minute ago

17  that the Division is not recommending that Carbon use a

18  different method of depreciation, you're just recommending

19  that the Commission calculate the UUSF using a different

20  method of depreciation; is that correct?

21        A.    You're asking whether I -- can you restate the

22  question one more time please?

23        Q.    I believe you testified that the Division's

24  position isn't that Carbon/Emery should change its

25  depreciation method; is that correct?
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 1        A.    Yes.

 2        Q.    Yes, that is correct?

 3        A.    Yes, that is correct.

 4        Q.    But you are recommending that for purposes of

 5  calculating the Universal Service distribution or

 6  disbursement in this case that the Commission should look

 7  at or reach the depreciation expense using a different

 8  method of depreciation; is that correct?

 9        A.    Whether the Commission uses group depreciation

10  to arrive at what they believe is a correct expense, single

11  asset straight line, vintage, the FCC method, that's

12  entirely up to them.  Our recommendation is that, yes, we

13  adjusted the group depreciation expense down to a level

14  that we felt was representative using a method that we have

15  used for multiple companies across the state.

16        Q.    Just so I understand the Division's

17  recommendation, the Division is not suggesting that the

18  single asset depreciation method be applied to assets that

19  are added after the test period, but rather the Division is

20  suggesting that when you looked at the single asset

21  depreciation method you applied it, and I think your

22  language was based upon each capitalized asset having

23  depreciated under a single asset straight line approach

24  since its inception; is that correct?

25        A.    Yes.
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 1        Q.    We have established here that Carbon/Emery

 2  chose the group asset method of depreciation and used that

 3  method to calculate what it believed is an accurate

 4  depreciation expense, correct?

 5        A.    Yes.

 6        Q.    And the Division is suggesting that that is not

 7  an accurate depreciation expense and that the single asset

 8  straight line method should be used, or at least was used

 9  by the Division to calculate the depreciation expense,

10  correct?

11        A.    Yes.

12        Q.    So it seems to me that the Division is

13  suggesting or is changing the rules in the middle of the

14  game, effectively eliminating what you call the stable

15  predictable depreciation expense under the group method

16  that Carbon/Emery's management was using for forecasting

17  and planning.  Is that not -- are you not doing that?

18        A.    Every single company to my knowledge that I

19  have been involved with that has used group depreciation

20  has had an according adjustment on the straight line

21  method.  Whether those cases have been settled in the court

22  or out is up to each individual company, but each of those

23  -- we have consistently applied the single asset straight

24  line approach to companies practicing group depreciation,

25  not because we have any fondness or preference over one
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 1  depreciation method over another, we just feel that the

 2  single asset straight line is the most transparent, the

 3  most straightforward, the easiest one to duplicate, and the

 4  easiest one to communicate back to the companies.

 5        Q.    Okay.  In addition to the single asset straight

 6  line method of depreciation that the Division uses to

 7  calculate the depreciation expense, in your testimony you

 8  identify several other methods of depreciation that you

 9  indicate would be Commission approved lives and rates and

10  would be reasonable alternatives for calculating Carbon's

11  revenue requirement; is that correct?

12        A.    Yes.

13        Q.    And in particular you identify what you call

14  the FCC method as an acceptable method of calculating

15  depreciation expense.  So I want to look at that for a

16  minute.  On line 223 of your direct testimony you identify

17  a formula that is used by the FCC to recalculate the

18  depreciation rate based on the plant's remaining life,

19  future net salvage, and depreciation reserve ratio.  Did

20  you calculate the depreciation expense for Carbon using the

21  FCC method identified on line 223 of your direct testimony?

22        A.    No, we did not.

23        Q.    As I understand it, the FCC method applies such

24  depreciation rates as will ratably distribute the

25  difference between the net book cost of the plant account
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 1  and it's estimated net salvage during the known or

 2  estimated remaining service life of the plant; is that

 3  correct?

 4        A.    Yes.

 5        Q.    In other words, the FCC method looks at

 6  remaining asset lives to ensure that the depreciation rate

 7  is reasonable, correct?

 8        A.    Yes.

 9        Q.    And I want you to -- are you familiar with Utah

10  Code 54-7-12.1?

11        A.    No.

12        Q.    I'll quote that section for you and you can

13  read it together with Mr. Jetter.

14        A.    Sure.

15        Q.    The Commission shall consider all relevant

16  factors including the alteration of asset lives to better

17  reflect changes in the economic life of plants and

18  equipment used to provide telecommunications services.

19  Does that refresh your recollection as to 54-7-12.1?

20        A.    Okay.

21        Q.    I believe you referred to this section in your

22  testimony, this section code in your testimony.  Do you

23  deny that?

24        A.    No, I don't deny.

25        Q.    The single asset straight line method that is

0222

 1  being recommended or that was used by the Division in

 2  calculating the depreciation expense in this case applies

 3  the consistent depreciation rate across the expected life

 4  of the asset, correct?

 5        A.    I'm sorry.  Say that one more time.

 6        Q.    So the single asset straight line method

 7  applies a consistent depreciation rate across the expected

 8  life of an asset, correct?

 9        A.    Yes.

10        Q.    And that depreciation rate is established at

11  the time that the asset is installed, correct?

12        A.    Yes.

13        Q.    Are there factors that could affect the

14  expected life of an asset?

15        A.    Yes.

16        Q.    What would those be?

17        A.    Any kind of substantial repairs, changes to the

18  asset's nature, any kind of change in the conditions in

19  which it was installed.

20        Q.    Obsolescence of the asset?

21        A.    Yes.

22        Q.    End of life, if a piece of equipment as

23  Mr. Johansen has testified is no longer supported by the

24  manufacturer that could reduce the life of the asset?

25        A.    Yes.
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 1        Q.    And the single asset straight line method of

 2  depreciation doesn't account for these potential issues; is

 3  that correct?

 4        A.    In the calculation of the expense, no.

 5  However, common depreciation practice as implemented by an

 6  accountant accounts for these changes as they occur.

 7        Q.    How?

 8        A.    So if a company asset is all of a sudden struck

 9  by lightning then that asset would obviously need to be

10  retired.  Then it's removed from the book, it's removed

11  from the asset base, and its corresponding accumulated

12  depreciation is also removed.

13        Q.    But as long as the asset stays in service --

14  you're talking about an adjustment that is made after the

15  asset is retired from service, correct?

16        A.    Yes.

17        Q.    So doesn't 54-7-12.1 require the Commission to

18  consider the alteration of asset lives to reflect changes

19  in the economic life of plant and equipment?

20              MR. JETTER:  I'm going to object to that to the

21  extent that it calls for a legal conclusion.

22              HEARING OFFICER:  Let's maybe handle it this

23  way.  That's what that section says.  Are you asking for

24  the Division to explain what it feels it means?

25              MS. SLAWSON:  No.  Mr. Hellewell identified
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 1  this section in his testimony.  So I was just asking him to

 2  -- Mr. Jetter is right.  I've represented what that says so

 3  there is no question.

 4              HEARING OFFICER:  Okay.

 5        Q.    (By Ms. Slawson)  You testified that

 6  identification of the remaining lives of the asset group on

 7  a periodic basis is critical to a properly configured

 8  group, correct?

 9        A.    Yes.

10        Q.    In fact, on line 126 of your sur-surrebuttal

11  testimony you criticize Carbon's group asset methodology

12  because you state when additions are made to a group no

13  adjustment is made to the depreciable life of the group; is

14  that correct?

15        A.    I'm sorry.  Which line again?

16        Q.    Line 126 of your sur-surrebuttal.

17        A.    Yes.

18        Q.    I want to look at that conclusion that you

19  reach and I want to walk you through a depreciation

20  example.  It's very simple because I too -- I am a lawyer

21  and not an accountant.  So let's say you have an existing

22  group asset that when you put it in service it costs

23  $1,000.  Its life in years is 10 years.  What would the

24  annual depreciation expense for that group be?

25        A.    $100.
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 1        Q.    Let's say in year nine you have accumulated

 2  depreciation of $900, correct?

 3        A.    Yes, under the straight line method.

 4        Q.    Under the straight line method, right.  And you

 5  have a net book value -- well, yes, the group method

 6  applying straight line depreciation.

 7        A.    Okay.

 8        Q.    In year nine if you have accumulated

 9  depreciation of $900, what is the net book value of that

10  asset?

11        A.    $100.

12        Q.    And what is the remaining life in years?

13        A.    One year.

14        Q.    Let's say that group has a piece of copper

15  cable in it that stops working.  You replace that copper

16  cable for $200.  So you add that to the group.  At that

17  point the entire value of the group asset when it was

18  placed in service would be $1200, correct, the $1000

19  original plus the $200 that you have added?

20        A.    Right, that would be the gross book value.

21        Q.    And the life in years would remain the same,

22  the straight line depreciation method would remain a 10

23  year depreciable life, correct?

24        A.    It depends on what the addition does.

25        Q.    So under group methodology what would the life
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 1  in years for that group be?

 2        A.    According to Carbon/Emery from what I

 3  understand the remaining life would still be one year in

 4  which they would depreciate $300 in the remaining year.

 5  No, no.  Without doing the math it would be $1200 divided

 6  by 10.  So it would be $120.

 7        Q.    Great.  In year nine the accumulated

 8  depreciation of the group is still $900, correct?

 9        A.    Yes.

10        Q.    And in year nine the net book value of the

11  group with the $200 addition is now $300, correct?

12        A.    The net book value is $300 with the addition,

13  yes.  It's a complicated example for being a simple one.

14        Q.    How many years will it take to depreciate that

15  remaining net book value using the annual depreciation

16  expense of $120?

17        A.    Roughly two and a half years.

18        Q.    So it's not accurate to say that Carbon/Emery's

19  group method doesn't make any adjustment to the depreciable

20  life of the group, is it?  We've just shown that it does

21  add a year and a half to the plant life?

22        A.    In the example you are correct.  However, the

23  groups -- when we see Carbon/Emery add things to a group,

24  we don't know if it's a betterment or a repair that's

25  extending the life.  All we see is that a new asset is
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 1  being added to the group.  And oftentimes it's a

 2  substantial new asset.  So we think that an entire new

 3  asset, an entire new $1000 asset is being added to the

 4  group.  We don't know if it's a change or a repair or what.

 5  All we see is the capital additions.

 6        Q.    So it seems to me -- is it fair to say that

 7  your concern is that you're not sure whether Carbon/Emery

 8  is actually adjusting the depreciable life of the asset

 9  remaining, the actual remaining life of the asset?

10        A.    Right.  We see no adjustment on the life of an

11  asset that's being repaired.

12        Q.    That's different from what you just said

13  because initially you said you're not sure if they're doing

14  that.  So is your testimony now that they're not doing

15  that?

16        A.    No.  My testimony is not that they're not.  We

17  do not know.

18              HEARING OFFICER:  The testimony is you see no

19  evidence in the record that Carbon/Emery does adjust the

20  life of an asset that has an addition?

21              THE WITNESS:  Correct.

22        Q.    (By Ms. Slawson)  But you will agree that the

23  example that I said was simple and you said turned out to

24  be a little bit complicated shows that under the group

25  method the depreciable life of the asset is increased by a
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 1  year and a half under that simple example, correct?

 2        A.    Yes.  It is a simplified explanation, but yes.

 3        Q.    In Mr. Woolsey -- wouldn't the FCC method which

 4  specifically requires consideration of the average

 5  remaining life more closely align with Utah Code 54-7-12

 6  than the single asset straight line method?

 7        A.    Each asset method is the business of the

 8  company that chooses it.  I feel like each one could be --

 9  as long as it's properly implemented each depreciation

10  method is proper.

11        Q.    But you testified here that one of the kind of

12  sticking points is that the depreciable life should reflect

13  the actual life?

14        A.    Yes.

15        Q.    And 54-7-12 also states, and I'll read it here,

16  that the Commission shall consider all relevant factors

17  including the alteration of asset lives to better reflect

18  changes in the economic life of plant and equipment used to

19  provide telecommunications services, correct?

20        A.    Yes.

21        Q.    And the FCC method also uses the calculation

22  that includes adjusting the average remaining service life

23  of the asset, correct?

24        A.    Of the asset group, yes.

25        Q.    And the single asset straight line method does

0229

 1  not make any adjustments of the asset lives?

 2        A.    The single asset approach is done again on a

 3  reactionary basis.  So as betterments are made to the asset

 4  then the CFO or the accountant in charge would make a

 5  judgment call to see if that extended the life of the asset

 6  or not.  It seems the FCC method is doing this as it goes

 7  along.

 8        Q.    Did the single asset straight line method that

 9  the Division used in this case to come up with depreciation

10  expense make adjustments to the remaining asset lives of

11  the asset, the remaining life of the asset?  Did you make

12  any adjustments?

13        A.    No.

14        Q.    In Mr. Woolsey's surrebuttal testimony he

15  calculated the depreciation expense using the FCC method.

16  Did you review that testimony?

17        A.    Yes.

18        Q.    And his testimony was filed on December 18,

19  2015, correct?

20        A.    Yes.

21        Q.    And you indicate in your sur-surrebuttal

22  testimony that given Carbon/Emery's use of a new method at

23  such a late date the Division was unable to fully review

24  and investigate Mr. Woolsey's implementation of this

25  method, correct?
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 1        A.    Yes.

 2        Q.    I'm a little confused by that because in your

 3  direct testimony filed on August 21st it was you that

 4  identified the FCC method as a reasonable alternative for

 5  calculating Carbon's revenue requirement, wasn't it?

 6        A.    Yes.

 7        Q.    And didn't you have access to all of the data

 8  necessary to do the calculation prior to Mr. Woolsey doing

 9  the calculation in sur-surrebuttal testimony?

10        A.    Yes.

11        Q.    If you have never performed this calculation

12  how do you know that the FCC method would be a reasonable

13  alternative as you testified to in your direct examination?

14        A.    Because it's a generally accepted depreciation

15  method.

16        Q.    And doesn't is also eliminate issues related to

17  inaccurate depreciation life?

18        A.    It could if done correctly.

19        Q.    Since you haven't done the actual FCC

20  calculation you can't say whether Mr. Woolsey's calculation

21  using the FCC method was performed correctly or

22  incorrectly, can you?

23        A.    I'm not an employee of Carbon/Emery so I didn't

24  do their depreciation for them, no.

25        Q.    But you reviewed his calculation, correct?
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 1        A.    His FCC method of calculation?

 2        Q.    Yes.

 3        A.    Not in its entirety, which is what my testimony

 4  reflects.

 5        Q.    And your testimony is that you couldn't review

 6  it in its entirety because you didn't have enough time, or

 7  why couldn't you review that in its entirety?

 8        A.    Time was definitely a substantial factor.

 9        Q.    But you testified that you had all the

10  information you needed, you identified the method in August

11  and you had a month before your sur-surrebuttal testimony

12  was due; is that correct?

13        A.    Yes.

14        Q.    You did state on line 161 of your

15  sur-surrebuttal testimony that Mr. Woolsey failed to

16  include several asset groups, which are not included in the

17  most recent depreciation expense calculation.  Do you

18  recall that in your testimony?

19        A.    Yes.

20        Q.    And you identified seven asset groups which you

21  state contain assets and depreciation expense; is that

22  correct?

23        A.    Yes.

24        Q.    And isn't it true, however, that none of those

25  asset groups which you have identified have any remaining
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 1  book value to be depreciated?

 2        A.    Under the group depreciation method they do

 3  not.  However, using single asset straight line they do.

 4        Q.    Right.  But we're talking about the FCC method

 5  and adjusting, which is a group method, and adjusting for

 6  the average remaining life of the asset group, correct?

 7        A.    I did not fully review Mr. Woolsey's FCC

 8  calculation, so I do not know.

 9        Q.    So you don't know if it was correct or

10  incorrect?

11        A.    A cursory glance shows that they're missing.

12        Q.    But those asset groups have no remaining book

13  value, correct?

14        A.    I didn't go through every asset group and

15  determine if they have book value or not.

16        Q.    Would you agree that if the asset groups have

17  no remaining book value then they're not relevant to the

18  FCC method calculation?

19        A.    That would be correct, except for the fact if a

20  company is trying to persuade somebody to adopt their

21  methodology then it would stand to reason that they would

22  at least show that they themselves looked at the groups.

23        Q.    But you don't know if he looked at the group or

24  he didn't look at the group, right?

25        A.    Yes, that's correct.
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 1        Q.    You testified that the estimated service life

 2  is critical to these calculations, correct?

 3        A.    Sorry?

 4        Q.    Estimated remaining service life is critical to

 5  these calculations?

 6        A.    To the FCC method, yes.

 7        Q.    And you haven't offered any testimony that the

 8  service life as determined by Mr. Woolsey in his

 9  calculation do not properly represent the remaining service

10  life of Carbon's assets; is that correct?

11        A.    Yes.

12        Q.    I just have a couple more issues here.  I want

13  to talk a little bit about the interstate affect that's

14  been identified in the testimony.  You haven't performed

15  the depreciation calculation using the FCC method, but you

16  have provided a calculation of the depreciation expense

17  using what you call the single asset straight line method,

18  correct?

19        A.    Yes.

20        Q.    And I believe you provided a calculation using

21  what you call the vintage method of depreciation, correct?

22        A.    Yes.

23        Q.    Upon calculating the depreciation expense

24  adjustments using either of those methods, did you make any

25  adjustment for the interstate revenue associated with that
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 1  adjustment?

 2        A.    No.

 3        Q.    Would you agree that if you change a general

 4  expense item on the books of Carbon/Emery there is an

 5  interstate impact where the jurisdiction separations of the

 6  company -- I don't want to use confidential numbers here --

 7  are divided between interstate and intrastate

 8  jurisdictions?

 9        A.    Yes.

10        Q.    If you don't consider the interstate revenue

11  impact of the depreciation expense adjustment, then next

12  year if Carbon/Emery takes the lower depreciation expense

13  that you're suggesting and applies the jurisdictional

14  percentage to that adjusted lower number, Carbon/Emery will

15  recover less on the federal interstate side for that

16  adjusted depreciation expense; is that correct?

17        A.    Sure.

18        Q.    And if that happens, then under the total

19  company approach adopted by the Commission Carbon/Emery

20  would be entitled to seek recovery of the revenue shortfall

21  on the interstate side from the state; is that correct?

22        A.    Yes.

23        Q.    One final issue.  You identified in your

24  summary testimony that you carefully examined the books and

25  records of Carbon/Emery, correct?
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 1        A.    Yes.

 2        Q.    And I've been through your testimony at length

 3  and you allude in several places that the UUSF should not

 4  be used as an incentive for increase infrastructure

 5  investment, but I couldn't find any example where you

 6  testified that Carbon/Emery actually did this.  Is there

 7  anything like that in your testimony?

 8        A.    Your conclusions are your own.

 9        Q.    But you --

10        A.    My testimony it my testimony.

11        Q.    But there is nothing in your testimony about

12  them doing that?

13        A.    No, absolutely not.  There is no implication

14  that Carbon/Emery is misusing any of the state USF funds.

15              MS. SLAWSON:  I have no other questions.

16              HEARING OFFICER:  Mr. Moore, you have a very

17  big decision to make.  We do need to close today at 5:00.

18  So you can elect to conduct your cross examination of

19  Mr. Hellewell if you have any right now or --

20              MR. MOORE:  I have no questions.

21              HEARING OFFICER:  All right.  Mr. Jetter, you

22  have a very big decision to make.  You can elect to do

23  redirect now, or depending on how much time you feel like

24  you need and how much energy you have left, I will let you

25  choose to begin with that tomorrow morning.
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 1              MR. JETTER:  I actually have a fairly brief

 2  redirect, so it may be actually easier to press to do it

 3  now.

 4              HEARING OFFICER:  That's fine.  Let's go to it.

 5                      REDIRECT EXAMINATION

 6  BY MR. JETTER:

 7        Q.    I would like to just walk through a few

 8  questions with you on redirect.

 9        A.    Sure.

10        Q.    Is it accurate to say that the depreciation

11  number proposed by Carbon/Emery compared to their proposed

12  rate base or the current book value of the assets in

13  service would fully depreciate the entire company's

14  remaining book value in about five years?

15        A.    Yes.

16        Q.    Is that even plausible, that could be the case?

17  Based on --

18        A.    Not unless everything was a computer.

19              MS. SLAWSON:  I'm sorry.  I didn't hear what

20  you said.

21              THE WITNESS:  I said not unless everything was

22  a computer and has that asset life.

23        Q.    (By Mr. Jetter)  I would like to ask you

24  quickly about the same hypothetical used by Ms. Slawson.

25  In this hypothetical you have a gross book value of initial
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 1  asset on year one with a 10 year depreciation rate.  Using

 2  Carbon/Emery's group method year 10 with no additions that

 3  would sum set to a zero annual depreciation; is that

 4  correct?

 5        A.    Yes.

 6        Q.    And let's say hypothetically in year 11 you add

 7  another thousand dollar investment that you capitalize in

 8  that same group, while the original thousand dollar capital

 9  investment remains in service, what would the depreciation

10  be in year 12?

11        A.    $200.

12        Q.    So in fact that second asset now would be

13  depreciating at twice the rate of the first asset even

14  though theoretically they should have the same depreciation

15  rate?

16        A.    That's correct.

17        Q.    And that's because leaving an asset in the

18  group that has lived in that group beyond its service life

19  begins to affect the depreciation of all other assets added

20  later; is that correct?

21        A.    Yes.

22        Q.    And when you looked at the asset groups that

23  Carbon has used, they include significant amounts in dollar

24  value of assets that are beyond the calculated depreciation

25  life?
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 1        A.    Yes.

 2        Q.    And those are driving what we would consider

 3  significantly increased rates of depreciation?

 4        A.    Yes.

 5        Q.    Let me take my hypothetical one step further

 6  and let's say we get out to year 20.  And now you have

 7  $2000 in gross value that is entirely depreciated based on

 8  the group method, but they both remain in service.  Now

 9  let's say in year 21 you add another asset that would be a

10  10 year depreciable life and let's say its value is $220 to

11  make the math easy.  How quickly would that asset, which

12  presumably under the Commission's 10 year depreciation rate

13  or the company's 10 year depreciation rate, how fast would

14  that asset actually be depreciated under the group method?

15        A.    It would be depreciated in one year.

16        Q.    And let's take that hypothetical and use it

17  with straight line depreciation.  You add your $1000 asset

18  in year one.  Year 10 that would depreciate $100 per year

19  and that would reach zero in year 10; is that correct?

20        A.    Yes.

21        Q.    And now at year 11 add $1000, how would that

22  depreciate over the next 10 years?

23        A.    It would depreciate at $100 for the next 10

24  years.

25        Q.    Would that be something you would consider
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 1  ratably distributing the $1000 capitalization over the 10

 2  year depreciable life?

 3        A.    Absolutely.

 4        Q.    In the alternative, if you were depreciating

 5  that at $200 a year, you're depreciating that entirely over

 6  five years.  Is it also ratably distributing the value over

 7  10 years?

 8        A.    No.

 9        Q.    And finally with my hypothetical third

10  investment at year 21, would depreciating the entire asset

11  in one year ratably distribute it over a 10 year service

12  life?

13        A.    No.

14              MR. JETTER:  That is all the redirect I have.

15  Thank you.

16              HEARING OFFICER:  Any recross, Ms. Slawson?

17              MS. SLAWSON:  Yes, I have just a couple.

18                       RECROSS EXAMINATION

19  BY MS. SLAWSON:

20        Q.    You testified that Carbon's assets will -- if

21  the depreciation expense provided by Carbon in its

22  application is accurate, then Carbon's assets will fully

23  depreciate in five years; is that correct?

24        A.    That's assuming no additions and no increase to

25  depreciation expense.
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 1        Q.    And in fact Carbon is adding an additional

 2  plant, correct?

 3        A.    Yes.  So a depreciation expense, therefore,

 4  should also unreasonably inflate.

 5        Q.    Are Carbon's -- one second please.  If the

 6  company is adding an additional plant, but also making

 7  disposals, the statement that you just made would not be

 8  accurate; is that correct?

 9        A.    Yes.  However, Carbon/Emery's disposals do not

10  match in any way their additions.  Their additions far

11  exceed the amount at which they're disposing.

12        Q.    Do you believe that Carbon's assets are going

13  to fully depreciate in five years even with the additions?

14        A.    Like I said, the situation was holding that

15  everything stands still.  I don't know the calculation,

16  however I do feel very strongly that a depreciation cliff

17  will happen somewhere in the future at which no matter what

18  Carbon/Emery adds it will be depreciated in an unreasonably

19  quick manner.

20        Q.    So I have two issues on that.  How far in the

21  future do you think this depreciation cliff will happen?

22        A.    I don't know.

23        Q.    More than three years?

24        A.    Possibly.

25        Q.    More than five years?
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 1        A.    Again, I don't know.

 2        Q.    Do you think it will happen in less than three

 3  years?

 4        A.    I don't know.

 5        Q.    That was my first question.  My second question

 6  on this -- my second question is this.  It seems that the

 7  overarching concern about Carbon's group method of

 8  depreciation that the Division has is that it does not

 9  accurately reflect the average remaining life of the assets

10  in the group; is that correct?

11        A.    Yes.

12        Q.    And isn't it true that the FCC method would

13  address this concern that the Division has?

14        A.    If properly configured, yes.

15        Q.    And by being properly configured you mean if

16  the asset remaining lives are accurately reflected; is that

17  correct?

18        A.    Well, all of the components which go into the

19  calculation using the FCC must be properly configured.

20        Q.    So average remaining life?

21        A.    That's the main sticking point.  Because is it

22  average remaining depreciable life, is it average remaining

23  life as it exists in the field.  That's the question that

24  needs to be answered.

25        Q.    What does the FCC formula say?
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 1        A.    Average remaining life.

 2        Q.    Wouldn't it make most sense if you're actually

 3  trying to figure out when you should retire assets and what

 4  the depreciation rate should be, wouldn't it actually make

 5  the most sense to figure out what the average remaining

 6  life of the asset in the field is?

 7        A.    Yes.

 8        Q.    Mr. Jetter asked you about a lot of

 9  hypothetical examples.  If the average remaining life --

10  wouldn't the FCC method address the concerns that the

11  Division has with those hypotheticals?

12        A.    Yes, in part.

13              MS. SLAWSON:  I have no other questions.

14              HEARING OFFICER:  We are going to adjourn for

15  today.  Mr. Jetter, do you have any other witnesses?

16              MR. JETTER:  No, that would be the end of the

17  Division's presentation.

18              HEARING OFFICER:  So Mr. Moore, tomorrow --

19              MR. MOORE:  We have two witnesses.

20              HEARING OFFICER:  -- is all yours.

21              MR. MOORE:  Fine.

22              HEARING OFFICER:  Ms. Slawson, do you need the

23  screen tomorrow?

24              MS. SLAWSON:  I need the screen tomorrow.  I

25  didn't need it today.
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 1              HEARING OFFICER:  Thank you.  This room, I

 2  believe, will be locked and secured.  I'm going to leave

 3  all of my things right where they are.  So with that I

 4  think we can close.

 5              (The hearing adjourned at 5:10 p.m.)
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		154						LN		5		11		false		              11  DPU 3.1        Updated ROR calculation               168				false

		155						LN		5		11		false		                  Hearing				false

		156						LN		5		12		false		              12				false

		157						LN		5		12		false		                  DPU 3.2        Market risk premium                   201				false

		158						LN		5		13		false		              13				false

		159						LN		5		13		false		                  DPU 1.2SR      Depreciation calculation              209				false

		160						LN		5		14		false		              14				false

		161						LN		5		14		false		                  DPU 1.1D       Proposed depreciation expense         215				false

		162						LN		5		15		false		              15				false

		163						LN		5		16		false		              16                       MARKED CONFIDENTIAL				false

		164						LN		5		17		false		              17  Pages				false

		165						LN		5		18		false		              18  20-21				false

		166						LN		5		19		false		              19  32-34				false

		167						LN		5		20		false		              20  38-41				false

		168						LN		5		21		false		              21  82-85				false

		169						LN		5		22		false		              22				false

		170						LN		5		23		false		              23				false

		171						LN		5		24		false		              24				false

		172						LN		5		25		false		              25				false

		173						PG		6		0		false		page 6				false

		174						LN		6		1		false		               1                      P R O C E E D I N G S				false

		175						LN		6		2		false		               2              HEARING OFFICER:  Good morning.  Today is				false

		176						LN		6		3		false		               3  Tuesday January 26, 2016.  It is 9:00.  This is the date				false

		177						LN		6		4		false		               4  and time set for the formal hearing in the matter of the				false

		178						LN		6		5		false		               5  application of Carbon/Emery Telecom Incorporated for an				false

		179						LN		6		6		false		               6  increase in Utah Universal Service Fund Support.  This is				false

		180						LN		6		7		false		               7  Public Service Commission Docket 15-2302-01.				false

		181						LN		6		8		false		               8              Let's go ahead and get appearances on the				false

		182						LN		6		9		false		               9  record.  Carbon/Emery.				false

		183						LN		6		10		false		              10              MS. SLAWSON:  Thank you.  My name is Kira				false

		184						LN		6		11		false		              11  Slawson.  I represent Carbon/Emery Telecom Inc. as the				false

		185						LN		6		12		false		              12  attorney.  With me, starting at the far end of counsel				false

		186						LN		6		13		false		              13  table is Brock Johansen, the CEO of Carbon/Emery Telecom				false

		187						LN		6		14		false		              14  Inc.  Next to him, and next to me, is Darren Woolsey, the				false

		188						LN		6		15		false		              15  CFO of Carbon/Emery Telecom Inc.  We also have another				false

		189						LN		6		16		false		              16  witness, Douglas Meredith from JSI.				false

		190						LN		6		17		false		              17              HEARING OFFICER:  Then you are also				false

		191						LN		6		18		false		              18  representing URTA, the intervener; is that correct?				false

		192						LN		6		19		false		              19              MS. SLAWSON:  I am, yes.				false

		193						LN		6		20		false		              20              HEARING OFFICER:  Thank you.  Is anyone else				false

		194						LN		6		21		false		              21  here from URTA?				false

		195						LN		6		22		false		              22              MS. SLAWSON:  No -- well, Douglas Meredith is				false

		196						LN		6		23		false		              23  the witness for URTA, yes.				false

		197						LN		6		24		false		              24              HEARING OFFICER:  Thank you.  And for the				false

		198						LN		6		25		false		              25  Division.				false

		199						PG		7		0		false		page 7				false

		200						LN		7		1		false		               1              MR. JETTER:  Good morning.  I'm Justin Jetter.				false

		201						LN		7		2		false		               2  I'm with the Utah Attorney General's office and I represent				false

		202						LN		7		3		false		               3  the Utah Division of Public Utilities.  With me at counsel				false

		203						LN		7		4		false		               4  table is William Duncan with the Utah Division of Public				false

		204						LN		7		5		false		               5  Utilities.  And the Division intends to present two				false

		205						LN		7		6		false		               6  witnesses today who are seated in the back, Casey Coleman				false

		206						LN		7		7		false		               7  and Joseph Hellewell.				false

		207						LN		7		8		false		               8              HEARING OFFICER:  Thank you.  And for the				false

		208						LN		7		9		false		               9  Office.				false

		209						LN		7		10		false		              10              THE WITNESS:  Robert Moore, Attorney General's				false

		210						LN		7		11		false		              11  office representing the Office of Consumer Services.				false

		211						LN		7		12		false		              12  Seated next to me is our witness Bion Ostrander.  We also				false

		212						LN		7		13		false		              13  have a witness David Brevitz who will be testifying.  And				false

		213						LN		7		14		false		              14  Michele Beck, the director of the Office of Consumer				false

		214						LN		7		15		false		              15  Services, is also present and she may speak to any policy				false

		215						LN		7		16		false		              16  issues that come up during the hearing.				false

		216						LN		7		17		false		              17              HEARING OFFICER:  Thank you.  Just as we get				false

		217						LN		7		18		false		              18  started here, a couple of housekeeping matters.  We are				false

		218						LN		7		19		false		              19  scheduled to break from the UUSF hearing this morning at				false

		219						LN		7		20		false		              20  noon to take any comments from any public witnesses who				false

		220						LN		7		21		false		              21  might appear.  I don't know if any will be here or not.  We				false

		221						LN		7		22		false		              22  haven't had any requests to call in, correct?  So we'll see				false

		222						LN		7		23		false		              23  if anybody comes.  If we don't see anybody for the public				false

		223						LN		7		24		false		              24  witness hearing then I think we could just continue with				false

		224						LN		7		25		false		              25  the UUSF hearing.  We do need to be prepared to take public				false

		225						PG		8		0		false		page 8				false

		226						LN		8		1		false		               1  comments for a period of about an hour at least, but then				false

		227						LN		8		2		false		               2  at 1:00 we could take a lunch break.  Does that sound all				false

		228						LN		8		3		false		               3  right?				false

		229						LN		8		4		false		               4              Let's talk about witness and exhibit lists just				false

		230						LN		8		5		false		               5  briefly.  All parties have filed those and the Office did a				false

		231						LN		8		6		false		               6  little amendment to it yesterday to remove information that				false

		232						LN		8		7		false		               7  related to testimony that's been withdrawn.  Does any party				false

		233						LN		8		8		false		               8  have an objection to any other party's witness and exhibit				false

		234						LN		8		9		false		               9  list today?  Carbon.				false

		235						LN		8		10		false		              10              MS. SLAWSON:  I guess it's not so much as an				false

		236						LN		8		11		false		              11  objection, but I wasn't aware that Ms. Beck was on the				false

		237						LN		8		12		false		              12  witness list for policy issues.				false

		238						LN		8		13		false		              13              HEARING OFFICER:  Do you object to her making a				false

		239						LN		8		14		false		              14  statement if she feels it is necessary?				false

		240						LN		8		15		false		              15              MS. SLAWSON:  We would obviously want the				false

		241						LN		8		16		false		              16  opportunity to cross examine on any statements.				false

		242						LN		8		17		false		              17              HEARING OFFICER:  All right.  Thank you.				false

		243						LN		8		18		false		              18  Division, any objection?				false

		244						LN		8		19		false		              19              MR. JETTER:  The Division has no objection.				false

		245						LN		8		20		false		              20              HEARING OFFICER:  Office.				false

		246						LN		8		21		false		              21              MR. MOORE:  That's fine.				false

		247						LN		8		22		false		              22              HEARING OFFICER:  And you speak for URTA as				false

		248						LN		8		23		false		              23  well?				false

		249						LN		8		24		false		              24              MS. SLAWSON:  I do.				false

		250						LN		8		25		false		              25              HEARING OFFICER:  Thank you.  So I think it				false

		251						PG		9		0		false		page 9				false

		252						LN		9		1		false		               1  would be appropriate, largely the exhibit and witness lists				false

		253						LN		9		2		false		               2  -- well, the exhibit lists just capture and summarize the				false

		254						LN		9		3		false		               3  prefiled testimony that's been submitted.  So I believe all				false

		255						LN		9		4		false		               4  the parties have had a chance to look at all of that.  I				false

		256						LN		9		5		false		               5  think it would be appropriate for me to just accept it into				false

		257						LN		9		6		false		               6  the record as filed and as marked and that might save us				false

		258						LN		9		7		false		               7  some time.  Is that what the parties were expecting, or is				false

		259						LN		9		8		false		               8  that acceptable?				false

		260						LN		9		9		false		               9              MS. SLAWSON:  That's acceptable to the Company.				false

		261						LN		9		10		false		              10              MR. JETTER:  It's generally acceptable to the				false

		262						LN		9		11		false		              11  Division.  We have some corrections that we would like to				false

		263						LN		9		12		false		              12  make that generally the witnesses will do at the beginning				false

		264						LN		9		13		false		              13  of their testimony.  I'll walk through that with them.				false

		265						LN		9		14		false		              14              HEARING OFFICER:  Okay.  Office, does that meet				false

		266						LN		9		15		false		              15  with your expectations?				false

		267						LN		9		16		false		              16              MR. MOORE:  That's fine.  I had some exhibits				false

		268						LN		9		17		false		              17  that came up that might not have been on the exhibit list.				false

		269						LN		9		18		false		              18  I guess Ms. Slawson can object to them at that time if she				false

		270						LN		9		19		false		              19  feels.				false

		271						LN		9		20		false		              20              HEARING OFFICER:  Sure.				false

		272						LN		9		21		false		              21              MR. MOORE:  If she feels they're not				false

		273						LN		9		22		false		              22  appropriate.				false

		274						LN		9		23		false		              23              HEARING OFFICER:  But to the extent that we				false

		275						LN		9		24		false		              24  already have filed exhibits that are on that list, we'll				false

		276						LN		9		25		false		              25  accept them to the record as filed subject to correction				false

		277						PG		10		0		false		page 10				false

		278						LN		10		1		false		               1  during testimony and as premarked.  Okay.  I think that				false

		279						LN		10		2		false		               2  will save us some time.				false

		280						LN		10		3		false		               3              The next thing I wanted to do for housekeeping				false

		281						LN		10		4		false		               4  is just note for the record that many of the exhibits do				false

		282						LN		10		5		false		               5  contain information that the parties have marked as				false

		283						LN		10		6		false		               6  confidential.  Generally the confidential sections include				false

		284						LN		10		7		false		               7  financial information and numbers.  I just wanted to make				false

		285						LN		10		8		false		               8  the parties aware and put on to the record Utah Code				false

		286						LN		10		9		false		               9  Section 54-3-21(4), which requires this hearing to be open				false

		287						LN		10		10		false		              10  to the public, including all records to be open to the				false

		288						LN		10		11		false		              11  public, except it says that the Commission may withhold				false

		289						LN		10		12		false		              12  from the public any information that it determines needs to				false

		290						LN		10		13		false		              13  be withheld in the best interest of the public.  I can give				false

		291						LN		10		14		false		              14  you that.  Do you want me to read it exactly what it says?				false

		292						LN		10		15		false		              15              MS. SLAWSON:  No, that's fine.				false

		293						LN		10		16		false		              16              HEARING OFFICER:  So I anticipate today that				false

		294						LN		10		17		false		              17  the parties will be discussing concepts and principles and				false

		295						LN		10		18		false		              18  polices and leave the numbers where they are, which is in				false

		296						LN		10		19		false		              19  the confident exhibits.  If you find it necessary to talk				false

		297						LN		10		20		false		              20  about the numbers today and you want me to close the				false

		298						LN		10		21		false		              21  hearing for the purpose of doing that you're going to have				false

		299						LN		10		22		false		              22  to demonstrate that closing the hearing is in the public				false

		300						LN		10		23		false		              23  interest, which is an interesting concept.  I just wanted				false

		301						LN		10		24		false		              24  to make the parties aware of that.				false

		302						LN		10		25		false		              25              Then finally, the Commission issued a notice a				false
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		304						LN		11		1		false		               1  few days ago on January 21st asking the parties to be				false

		305						LN		11		2		false		               2  prepared to address threshold questions that are raised in				false

		306						LN		11		3		false		               3  the statute specifically prohibiting any use of UUSF funds				false

		307						LN		11		4		false		               4  for support of unregulated activities or any activities				false

		308						LN		11		5		false		               5  that do not constitute basic telephone service.  Do the				false

		309						LN		11		6		false		               6  parties have a preference as to how and when to address				false

		310						LN		11		7		false		               7  these issues?				false

		311						LN		11		8		false		               8              MS. SLAWSON:  The Company, Carbon/Emery would				false

		312						LN		11		9		false		               9  prefer that these issues be addressed in post hearing				false

		313						LN		11		10		false		              10  briefing.  I think that affords the opportunity to look at				false

		314						LN		11		11		false		              11  the legal aspects of the statute after all the testimony				false

		315						LN		11		12		false		              12  has been entered so we can apply the legal aspects of the				false

		316						LN		11		13		false		              13  statute to the testimony as in the record.				false

		317						LN		11		14		false		              14              HEARING OFFICER:  Are you prepared to address				false

		318						LN		11		15		false		              15  it at all today?				false

		319						LN		11		16		false		              16              MS. SLAWSON:  I am.				false

		320						LN		11		17		false		              17              HEARING OFFICER:  Could you address it at least				false

		321						LN		11		18		false		              18  generally at the outset here, the threshold question, so if				false

		322						LN		11		19		false		              19  the statute isn't satisfied then that is perhaps as far as				false

		323						LN		11		20		false		              20  we need to go.  If you could address it at least briefly at				false

		324						LN		11		21		false		              21  the beginning that would be helpful.				false

		325						LN		11		22		false		              22              MS. SLAWSON:  Okay.				false

		326						LN		11		23		false		              23              HEARING OFFICER:  Division.				false

		327						LN		11		24		false		              24              MR. JETTER:  I suppose we have a question for				false

		328						LN		11		25		false		              25  the Commission on this.  We have a witness prepared to give				false

		329						PG		12		0		false		page 12				false

		330						LN		12		1		false		               1  a statement responding to those questions, but we weren't				false

		331						LN		12		2		false		               2  certain if you preferred that from counsel or -- it's kind				false

		332						LN		12		3		false		               3  of to some extent mixed questions of policy that may be				false

		333						LN		12		4		false		               4  more appropriate, at least from the Division's perspective,				false

		334						LN		12		5		false		               5  to have one of our policy folks discuss it.  But the				false

		335						LN		12		6		false		               6  alternative is also I'm prepared to provide you with our				false

		336						LN		12		7		false		               7  position on it.				false

		337						LN		12		8		false		               8              HEARING OFFICER:  Perhaps you could just				false

		338						LN		12		9		false		               9  address it briefly upfront.				false

		339						LN		12		10		false		              10              MR. JETTER:  Okay.				false

		340						LN		12		11		false		              11              HEARING OFFICER:  And then we'll take your				false

		341						LN		12		12		false		              12  witness whenever you want to bring him or her.				false

		342						LN		12		13		false		              13              THE WITNESS:  Okay.				false

		343						LN		12		14		false		              14              HEARING OFFICER:  Office.				false

		344						LN		12		15		false		              15              MR. MOORE:  We'll address it briefly in the				false

		345						LN		12		16		false		              16  beginning.  We also have a condensed written response that				false

		346						LN		12		17		false		              17  we would like to introduce as an exhibit if Ms. Slawson				false

		347						LN		12		18		false		              18  does not object.  Also this is the reason we have Ms. Beck				false

		348						LN		12		19		false		              19  available to talk on policy questions if they arise.				false

		349						LN		12		20		false		              20              HEARING OFFICER:  All right.  Thank you.  So				false

		350						LN		12		21		false		              21  that is all that I wanted to discuss here as we get started				false

		351						LN		12		22		false		              22  in terms of housekeeping.  Do the parties have any other				false

		352						LN		12		23		false		              23  questions that we need to talk about before we go into the				false

		353						LN		12		24		false		              24  meat of this matter?  All right.  It doesn't look like it.				false

		354						LN		12		25		false		              25  Are the parties ready to begin then with opening				false

		355						PG		13		0		false		page 13				false

		356						LN		13		1		false		               1  statements?				false

		357						LN		13		2		false		               2              MS. SLAWSON:  Basically I would introduce the				false

		358						LN		13		3		false		               3  witness and then each witness has prepared a summary of				false

		359						LN		13		4		false		               4  their testimony, so I didn't prepare any particular opening				false

		360						LN		13		5		false		               5  statement.				false

		361						LN		13		6		false		               6              HEARING OFFICER:  All right.  The Division or				false

		362						LN		13		7		false		               7  the Office, you're fine to left Carbon just go ahead?				false

		363						LN		13		8		false		               8              MR. JETTER:  Yes.  I think our general practice				false

		364						LN		13		9		false		               9  has not been to offer -- generally we don't have an opening				false

		365						LN		13		10		false		              10  or closing statement unless requested by the Commission.				false

		366						LN		13		11		false		              11              HEARING OFFICER:  All right.  Very good.				false

		367						LN		13		12		false		              12              MS. SLAWSON:  I guess as a preliminary matter				false

		368						LN		13		13		false		              13  in light of what Mr. Jetter just said, we have requested				false

		369						LN		13		14		false		              14  through an e-mail communication with counsel and the with				false

		370						LN		13		15		false		              15  the ALJ that there be closing argument in this matter.  And				false

		371						LN		13		16		false		              16  we suggested that our preference was to have that on a post				false

		372						LN		13		17		false		              17  hearing basis provided in a written form.  But we are				false

		373						LN		13		18		false		              18  prepared if necessary and if time permits to do a closing				false

		374						LN		13		19		false		              19  argument also.				false

		375						LN		13		20		false		              20              HEARING OFFICER:  I think I responded and said				false

		376						LN		13		21		false		              21  we'll see how the hearing goes.				false

		377						LN		13		22		false		              22              MS. SLAWSON:  Exactly.				false

		378						LN		13		23		false		              23              HEARING OFFICER:  Very good.  All right.  Then				false

		379						LN		13		24		false		              24  under the rule Carbon/Emery, which is the applicant, has				false

		380						LN		13		25		false		              25  the burden of proof.  Begin.  Go ahead.				false
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		382						LN		14		1		false		               1              MS. SLAWSON:  Thank you.  I would like to call				false

		383						LN		14		2		false		               2  Darren Woolsey -- I'm sorry, I mean Brock Johansen to the				false

		384						LN		14		3		false		               3  stand.				false

		385						LN		14		4		false		               4              (The witness is sworn in.)				false

		386						LN		14		5		false		               5                       DIRECT EXAMINATION				false

		387						LN		14		6		false		               6  BY MS. SLAWSON:				false

		388						LN		14		7		false		               7        Q.    Good morning, Mr. Johansen.  Would you please				false

		389						LN		14		8		false		               8  state your name, employer and business address for the				false

		390						LN		14		9		false		               9  record?				false

		391						LN		14		10		false		              10        A.    Yes.  Brock Johansen.  I'm the chief executive				false

		392						LN		14		11		false		              11  officer of Carbon/Emery Telecom Inc.  My business address				false

		393						LN		14		12		false		              12  is 445 East Highway 29, Orangeville, Utah, 84537.				false

		394						LN		14		13		false		              13        Q.    On behalf of the applicant Carbon/Emery you				false

		395						LN		14		14		false		              14  have participated in this record, correct?				false

		396						LN		14		15		false		              15        A.    Yes.				false

		397						LN		14		16		false		              16        Q.    Have you prepared and caused to be filed				false

		398						LN		14		17		false		              17  testimony in this record?				false

		399						LN		14		18		false		              18        A.    Yes.				false

		400						LN		14		19		false		              19        Q.    If you were asked those same questions here				false

		401						LN		14		20		false		              20  today that you prepared in written form, would your answers				false

		402						LN		14		21		false		              21  be the same?				false

		403						LN		14		22		false		              22        A.    Yes.				false

		404						LN		14		23		false		              23        Q.    Do you have any correction to the testimony				false

		405						LN		14		24		false		              24  that you gave in your prefiled testimony?				false

		406						LN		14		25		false		              25        A.    Yes, just one.  Through this process the amount				false

		407						PG		15		0		false		page 15				false

		408						LN		15		1		false		               1  that Carbon/Emery has requested in UUSF distribution has				false

		409						LN		15		2		false		               2  changed.  So lines 59 and 141 should be corrected to				false

		410						LN		15		3		false		               3  reflect the accurate amount of $570,643 which is the amount				false

		411						LN		15		4		false		               4  of Carbon/Emery's UUSF request.				false

		412						LN		15		5		false		               5        Q.    Do you have a summary of your testimony that				false

		413						LN		15		6		false		               6  you would like to give today?				false

		414						LN		15		7		false		               7        A.    Yes.				false

		415						LN		15		8		false		               8        Q.    Go ahead.				false

		416						LN		15		9		false		               9        A.    I filed direct testimony in support of				false

		417						LN		15		10		false		              10  Carbon/Emery's amended application for an increase in Utah				false

		418						LN		15		11		false		              11  Universal Service Fund distributions.  The purpose of my				false

		419						LN		15		12		false		              12  testimony is to demonstrate that Carbon/Emery is a				false

		420						LN		15		13		false		              13  telephone corporation qualified to transact business and				false

		421						LN		15		14		false		              14  operate as a local exchange carrier providing				false

		422						LN		15		15		false		              15  telecommunications services within the State of Utah under				false

		423						LN		15		16		false		              16  authority issued to Carbon/Emery by the Utah Public Service				false

		424						LN		15		17		false		              17  Commission, which I will refer to as the Commission, and to				false

		425						LN		15		18		false		              18  testify that Carbon/Emery is an eligible telecommunications				false

		426						LN		15		19		false		              19  carrier pursuant to 47 U.S.C. Section 214(e) and is in				false

		427						LN		15		20		false		              20  compliance with Commission orders and rules.				false

		428						LN		15		21		false		              21              I testify that Carbon/Emery conducted a				false

		429						LN		15		22		false		              22  thorough review of its operational expenses and revenues				false

		430						LN		15		23		false		              23  for test year 2014, adjusted for known and measurable				false

		431						LN		15		24		false		              24  changes, and determined that Carbon/Emery has a revenue				false

		432						LN		15		25		false		              25  deficiency, which pursuant to Utah Code Annotated Section				false

		433						PG		16		0		false		page 16				false

		434						LN		16		1		false		               1  54-8b-15 and Utah Administrative Code R746-360 Carbon/Emery				false

		435						LN		16		2		false		               2  is entitled to receive additional disbursements from the				false

		436						LN		16		3		false		               3  Utah Universal Service Fund (UUSF).  I testify that the				false

		437						LN		16		4		false		               4  increase of UUSF support will enable Carbon/Emery to				false

		438						LN		16		5		false		               5  continue providing affordable service to its customers, and				false

		439						LN		16		6		false		               6  to engage in construction of capital projects, while				false

		440						LN		16		7		false		               7  earning a reasonable rate of return as permitted by Utah				false

		441						LN		16		8		false		               8  Code.				false

		442						LN		16		9		false		               9              I indicate in my testimony that Carbon/Emery's				false

		443						LN		16		10		false		              10  current rates for basic residential and commercial services				false

		444						LN		16		11		false		              11  are set at the current affordable base rate as determined				false

		445						LN		16		12		false		              12  by the Commission.				false

		446						LN		16		13		false		              13              I identify Darren Woolsey, Carbon/Emery's Chief				false

		447						LN		16		14		false		              14  Financial Officer, and Douglas Meredith of John Staurulakis				false

		448						LN		16		15		false		              15  Inc. as individuals who will be providing additional				false

		449						LN		16		16		false		              16  testimony on behalf of Carbon/Emery.  And I indicate I have				false

		450						LN		16		17		false		              17  reviewed the testimony and exhibits filed on behalf of				false

		451						LN		16		18		false		              18  Carbon/Emery in this case and that the testimony and				false

		452						LN		16		19		false		              19  exhibits filed on behalf of Carbon/Emery accurately reflect				false

		453						LN		16		20		false		              20  the financial and operational situation of the company.				false

		454						LN		16		21		false		              21              I also present testimony that Carbon/Emery has				false

		455						LN		16		22		false		              22  not implemented any significant changes in its accounting				false

		456						LN		16		23		false		              23  procedures.  I describe the collection and write-off				false

		457						LN		16		24		false		              24  policies for bad debt.  And I identify immaterial penalties				false

		458						LN		16		25		false		              25  assessed to the company.  I testify that the company has				false

		459						PG		17		0		false		page 17				false

		460						LN		17		1		false		               1  not received any revenue ruling requests, IRS responses or				false

		461						LN		17		2		false		               2  had any correspondence from the IRS other than periodic				false

		462						LN		17		3		false		               3  filing of payroll and tax forms.				false

		463						LN		17		4		false		               4              Finally, I testify that the increase in UUSF				false

		464						LN		17		5		false		               5  support requested by Carbon/Emery is in the public interest				false

		465						LN		17		6		false		               6  and is just and reasonable to permit Carbon/Emery to				false

		466						LN		17		7		false		               7  continue to provide telecommunications services at just and				false

		467						LN		17		8		false		               8  reasonable rates to its customers.  This concludes the				false

		468						LN		17		9		false		               9  summary of my testimony.				false

		469						LN		17		10		false		              10              MS. SLAWSON:  Mr. Johansen is now available for				false

		470						LN		17		11		false		              11  cross examination questions.				false

		471						LN		17		12		false		              12              HEARING OFFICER:  Mr. Jetter, anything?				false

		472						LN		17		13		false		              13              MR. JETTER:  No questions from the Division.				false

		473						LN		17		14		false		              14              HEARING OFFICER:  Mr. Moore?				false

		474						LN		17		15		false		              15              MR. MOORE:  No questions.  Thank you.				false

		475						LN		17		16		false		              16              MS. SLAWSON:  Carbon/Emery would now like to				false

		476						LN		17		17		false		              17  call to the stand Darren Woolsey.				false

		477						LN		17		18		false		              18              (The witness is sworn in.)				false

		478						LN		17		19		false		              19                       DIRECT EXAMINATION				false

		479						LN		17		20		false		              20  BY MS. SLAWSON:				false

		480						LN		17		21		false		              21        Q.    Would you please state your name, employer and				false

		481						LN		17		22		false		              22  business address for the record?				false

		482						LN		17		23		false		              23        A.    Yes.  My name is Darren Woolsey.  I'm employed				false

		483						LN		17		24		false		              24  by Carbon/Emery Telecom Inc. since April of 2006.  The				false

		484						LN		17		25		false		              25  address of our corporation is 445 East Highway 29 in				false

		485						PG		18		0		false		page 18				false

		486						LN		18		1		false		               1  Orangeville, Utah, 84537.				false

		487						LN		18		2		false		               2        Q.    Did you prepare and cause to be filed direct,				false

		488						LN		18		3		false		               3  supplemental rebuttal, surrebuttal and sur-surrebuttal				false

		489						LN		18		4		false		               4  testimony with attending exhibits in this case?				false

		490						LN		18		5		false		               5        A.    Yes.				false

		491						LN		18		6		false		               6        Q.    Do you have any substantive changes to the				false

		492						LN		18		7		false		               7  answers that you gave in the questions asked in the				false

		493						LN		18		8		false		               8  prefiled testimony?				false

		494						LN		18		9		false		               9        A.    I have no substantial changes, but there are				false

		495						LN		18		10		false		              10  three small corrections that I would like to make.  At line				false

		496						LN		18		11		false		              11  746 of my revised rebuttal testimony, which was dated				false

		497						LN		18		12		false		              12  September 4, 2015, there is a reference to aerial cable				false

		498						LN		18		13		false		              13  plant life which is dated at 20 years.  And the correct				false

		499						LN		18		14		false		              14  life for that aerial cable plant should read 10 years.				false

		500						LN		18		15		false		              15  There is no subsequent calculations or additional testimony				false

		501						LN		18		16		false		              16  that rely on that correction.				false

		502						LN		18		17		false		              17              The other two corrections are related to lines				false

		503						LN		18		18		false		              18  402 in the sur-surrebuttal testimony dated December 18,				false

		504						LN		18		19		false		              19  2015.  There is a number here which needs to be corrected				false

		505						LN		18		20		false		              20  that was originally marked as confidential.				false

		506						LN		18		21		false		              21              MS. SLAWSON:  It's a number that was originally				false

		507						LN		18		22		false		              22  marked as confidential in the testimony.  He just wants to				false

		508						LN		18		23		false		              23  make a change to that number.  I'm not sure what the best				false

		509						LN		18		24		false		              24  way of making that change is since we want it to remain a				false

		510						LN		18		25		false		              25  confidential number.				false

		511						PG		19		0		false		page 19				false

		512						LN		19		1		false		               1              HEARING OFFICER:  If you want to give it to me				false

		513						LN		19		2		false		               2  in this matter you have to make some sort of explanation as				false

		514						LN		19		3		false		               3  to why we close the hearing for that purpose.  Otherwise,				false

		515						LN		19		4		false		               4  you're going to have to provide it outside of this open				false

		516						LN		19		5		false		               5  meeting.				false

		517						LN		19		6		false		               6              MS. SLAWSON:  We would argue that the hearing				false

		518						LN		19		7		false		               7  should be closed for this limited purpose to state the				false

		519						LN		19		8		false		               8  number so that the confidential record would accurately				false

		520						LN		19		9		false		               9  reflect the correction that needs to be made.  We think				false

		521						LN		19		10		false		              10  that the number that is being changed is a calculation with				false

		522						LN		19		11		false		              11  regard to depreciation expense, which is a confidential				false

		523						LN		19		12		false		              12  number which should remain confidential in this hearing.				false

		524						LN		19		13		false		              13              HEARING OFFICER:  And why is it in the public				false

		525						LN		19		14		false		              14  interest?				false

		526						LN		19		15		false		              15              MS. SLAWSON:  It's in the public interest				false

		527						LN		19		16		false		              16  because the confidential financial information of the				false

		528						LN		19		17		false		              17  company allows -- if in the hands of competitors it could				false

		529						LN		19		18		false		              18  cause a competitive advantage to the competitors and a				false

		530						LN		19		19		false		              19  competitive disadvantage to Carbon/Emery.				false

		531						LN		19		20		false		              20              HEARING OFFICER:  Does the Division agree or				false

		532						LN		19		21		false		              21  disagree?				false

		533						LN		19		22		false		              22              MR. JETTER:  I think it's generally been our				false

		534						LN		19		23		false		              23  practice to close these hearings when similar issues have				false

		535						LN		19		24		false		              24  come up for the same reasons that we would, I guess, allow				false

		536						LN		19		25		false		              25  the confidentiality of these type of numbers for purpose of				false

		537						PG		20		0		false		page 20				false

		538						LN		20		1		false		               1  encouraging the Company to be as forthcoming as possible				false

		539						LN		20		2		false		               2  with providing at least the Division with as much				false

		540						LN		20		3		false		               3  information as we request without having extensive				false

		541						LN		20		4		false		               4  discovery fights over that.				false

		542						LN		20		5		false		               5              HEARING OFFICER:  Mr. Moore.				false

		543						LN		20		6		false		               6              MR. MOORE:  We have no objection to going				false

		544						LN		20		7		false		               7  confidential.  If it's simply a number that needs to be				false

		545						LN		20		8		false		               8  corrected there doesn't seem to be any strong public reason				false

		546						LN		20		9		false		               9  to have that information provided publically.  The public				false

		547						LN		20		10		false		              10  won't gain much in weighing it against the loss of				false

		548						LN		20		11		false		              11  confidential information.				false

		549						LN		20		12		false		              12              HEARING OFFICER:  I'm persuaded by Mr. Jetter's				false

		550						LN		20		13		false		              13  argument that allowing any company to keep its financial				false

		551						LN		20		14		false		              14  information confidential is in the public interest because				false

		552						LN		20		15		false		              15  it fosters open disclosure to the Division and to the				false

		553						LN		20		16		false		              16  Commission, which allows for better decision making in				false

		554						LN		20		17		false		              17  these matters.  So I will grant the request to close the				false

		555						LN		20		18		false		              18  hearing briefly in order to correct the number in Darren				false

		556						LN		20		19		false		              19  Woolsey's sur-surrebuttal testimony at line 402.				false

		557						LN		20		20		false		              20              Ms. Slawson, is there anybody that you want to				false

		558						LN		20		21		false		              21  leave the room?				false

		559						LN		20		22		false		              22              MS. SLAWSON:  No.				false

		560						LN		20		23		false		              23              HEARING OFFICER:  Can you pause the stream?				false

		561						LN		20		24		false		              24  Okay.  Go ahead.				false

		562						LN		20		25		false		              25				false

		563						PG		21		0		false		page 21				false

		564						LN		21		1		false		               1				false

		565						LN		21		2		false		               2				false

		566						LN		21		3		false		               3				false

		567						LN		21		4		false		               4				false

		568						LN		21		5		false		               5				false

		569						LN		21		6		false		               6				false

		570						LN		21		7		false		               7				false

		571						LN		21		8		false		               8				false

		572						LN		21		9		false		               9				false

		573						LN		21		10		false		              10				false

		574						LN		21		11		false		              11				false

		575						LN		21		12		false		              12				false

		576						LN		21		13		false		              13				false

		577						LN		21		14		false		              14				false

		578						LN		21		15		false		              15				false

		579						LN		21		16		false		              16				false

		580						LN		21		17		false		              17				false

		581						LN		21		18		false		              18				false

		582						LN		21		19		false		              19				false

		583						LN		21		20		false		              20				false

		584						LN		21		21		false		              21				false

		585						LN		21		22		false		              22				false

		586						LN		21		23		false		              23				false

		587						LN		21		24		false		              24              HEARING OFFICER:  Okay.  We are back in the				false

		588						LN		21		25		false		              25  open portion of this hearing.  Go ahead.				false

		589						PG		22		0		false		page 22				false

		590						LN		22		1		false		               1        Q.    (By Ms. Slawson)  Do those two changes that you				false

		591						LN		22		2		false		               2  have identified confidentially affect the conclusions that				false

		592						LN		22		3		false		               3  you arrived at in your testimony?				false

		593						LN		22		4		false		               4        A.    They do not affect the conclusions we arrived				false

		594						LN		22		5		false		               5  at in the testimony.				false

		595						LN		22		6		false		               6        Q.    Do you have a summary of your testimony that				false

		596						LN		22		7		false		               7  you would like to give today?				false

		597						LN		22		8		false		               8        A.    I do.				false

		598						LN		22		9		false		               9        Q.    Go ahead.				false

		599						LN		22		10		false		              10        A.    Carbon/Emery Telecom filed an amended				false

		600						LN		22		11		false		              11  application for increase in UUSF support on April 2, 2015.				false

		601						LN		22		12		false		              12  Accompanying this filing was my direct testimony which is				false

		602						LN		22		13		false		              13  provided today to introduce the application and the				false

		603						LN		22		14		false		              14  associated exhibits.  The application is based upon a				false

		604						LN		22		15		false		              15  calendar 2014 historical base year and ties directly to the				false

		605						LN		22		16		false		              16  Carbon/Emery 2014 trial balances and annual report				false

		606						LN		22		17		false		              17  submitted to the Public Service Commission of Utah.  This				false

		607						LN		22		18		false		              18  is true with only four adjustments needed.  One of them is				false

		608						LN		22		19		false		              19  a rate base exclusion.  There are two known and measurable				false

		609						LN		22		20		false		              20  adjustments.  Then there is the associated tax adjustments				false

		610						LN		22		21		false		              21  needed for these other changes.  Based upon this				false

		611						LN		22		22		false		              22  information I recommend that the Commission adopt 2014 with				false

		612						LN		22		23		false		              23  the recommended adjustments as a representative test year				false

		613						LN		22		24		false		              24  for the effective period.				false

		614						LN		22		25		false		              25              I testify that Carbon/Emery complies with FCC				false

		615						PG		23		0		false		page 23				false

		616						LN		23		1		false		               1  rules guiding the measurement, gathering, and allocation of				false

		617						LN		23		2		false		               2  the costs necessary to provide regulated telecommunications				false

		618						LN		23		3		false		               3  services, including the FCC rules contained in Part 32 and				false

		619						LN		23		4		false		               4  Part 64 as well as Public Service Commission Rule				false

		620						LN		23		5		false		               5  746-340-2.				false

		621						LN		23		6		false		               6              My direct testimony includes a general				false

		622						LN		23		7		false		               7  description of the process used in the application for				false

		623						LN		23		8		false		               8  Carbon/Emery's calculation of cost of capital.  My				false

		624						LN		23		9		false		               9  testimony regarding this calculation describes the process				false

		625						LN		23		10		false		              10  by which costs are assigned to the interstate or intrastate				false

		626						LN		23		11		false		              11  jurisdiction, the imputation of 35 percent debt through use				false

		627						LN		23		12		false		              12  of a hypothetical capital structure, and the calculation of				false

		628						LN		23		13		false		              13  the authorized rate of return and revenue requirement.				false

		629						LN		23		14		false		              14              I also provide additional testimony addressing				false

		630						LN		23		15		false		              15  various concerns identified by the Division and the Office				false

		631						LN		23		16		false		              16  in their prefiled testimony.  Specifically, with the				false

		632						LN		23		17		false		              17  benefit of hindsight and to address concerns raised by the				false

		633						LN		23		18		false		              18  Office and Division with which I do not object, I accept				false

		634						LN		23		19		false		              19  four adjustments to Carbon/Emery's initial UUSF request.				false

		635						LN		23		20		false		              20              These adjustments included a reduction in the				false

		636						LN		23		21		false		              21  original landline loss adjustment proposed by Carbon/Emery				false

		637						LN		23		22		false		              22  to reflect additional actual loss data experienced in 2015.				false

		638						LN		23		23		false		              23  The second item was an increase for nonregulated affiliate				false

		639						LN		23		24		false		              24  revenue projected for the anticipated migration of				false

		640						LN		23		25		false		              25  customers from cable internet to fiber to the home internet				false

		641						PG		24		0		false		page 24				false

		642						LN		24		1		false		               1  as our fiber to the home project progresses.  So this is				false

		643						LN		24		2		false		               2  basically a move of customers from our nonregulated plant				false

		644						LN		24		3		false		               3  to our regulated plant.  The third item is an increase in				false

		645						LN		24		4		false		               4  interstate revenue to Carbon/Emery related to interstate				false

		646						LN		24		5		false		               5  services provided by Carbon/Emery to its affiliate ET&V.				false

		647						LN		24		6		false		               6  This adjustment was evidenced on the July 2015 cost study,				false

		648						LN		24		7		false		               7  which was unavailable at the time of our original				false

		649						LN		24		8		false		               8  application.  And finally, a decrease in rate base for the				false

		650						LN		24		9		false		               9  exclusion of long-term healthcare obligation liabilities				false

		651						LN		24		10		false		              10  consistent with FCC handling of these same liabilities.				false

		652						LN		24		11		false		              11              The combination of the adjustments result in a				false

		653						LN		24		12		false		              12  decrease in the UUSF request of $246,266.				false

		654						LN		24		13		false		              13              HEARING OFFICER:  Can you give me that number				false

		655						LN		24		14		false		              14  again?				false

		656						LN		24		15		false		              15              THE WITNESS:  $246,266, which brings our				false

		657						LN		24		16		false		              16  revised UUSF request to $570,643.				false

		658						LN		24		17		false		              17              I would like to briefly summarize key disputed				false

		659						LN		24		18		false		              18  issues that I think are remaining in this proceeding.				false

		660						LN		24		19		false		              19              First of all, depreciation.  Carbon/Emery's				false

		661						LN		24		20		false		              20  method of depreciation and calculated depreciation expense				false

		662						LN		24		21		false		              21  are at issue in this case.  I have testified to the				false

		663						LN		24		22		false		              22  appropriateness of Carbon/Emery's group asset methodology				false

		664						LN		24		23		false		              23  in accordance with the FCC's Uniform System of Accounts,				false

		665						LN		24		24		false		              24  which is contained in Part 32.  Specifically, Part 32				false

		666						LN		24		25		false		              25  Section 32.2000(g)(i) promulgates depreciation expense be				false

		667						PG		25		0		false		page 25				false

		668						LN		25		1		false		               1  calculated using a group plan of accounting.  This				false

		669						LN		25		2		false		               2  methodology has been consistently applied since				false

		670						LN		25		3		false		               3  Carbon/Emery's beginning in 2001 and is an industry				false

		671						LN		25		4		false		               4  accepted method of calculating depreciation.  I testify				false

		672						LN		25		5		false		               5  that Carbon/Emery's test year depreciation expense				false

		673						LN		25		6		false		               6  contained in its application is representative of the				false

		674						LN		25		7		false		               7  effective UUSF period.  As support, I testify that				false

		675						LN		25		8		false		               8  historical depreciation has remained consistent with recent				false

		676						LN		25		9		false		               9  increases reflecting plant replacement which is anticipated				false

		677						LN		25		10		false		              10  to continue for the next five to seven years.				false

		678						LN		25		11		false		              11              Though the Division acknowledges that there are				false

		679						LN		25		12		false		              12  many different acceptable methods to calculate				false

		680						LN		25		13		false		              13  depreciation, the Division recommends that the Commission				false

		681						LN		25		14		false		              14  use a single asset depreciation method to calculate the				false

		682						LN		25		15		false		              15  appropriate depreciation expense in this case.  I do not				false

		683						LN		25		16		false		              16  agree with the Division's recommendation, nor do I agree				false

		684						LN		25		17		false		              17  with their calculation under that method because the				false

		685						LN		25		18		false		              18  Division's method does not result in a depreciation expense				false

		686						LN		25		19		false		              19  number or a rate base number that is representative of the				false

		687						LN		25		20		false		              20  realized and effective period.				false

		688						LN		25		21		false		              21              The Office does not question the group method				false

		689						LN		25		22		false		              22  of depreciation, but takes exception to the calculation of				false

		690						LN		25		23		false		              23  depreciation expense for certain accounts because of the				false

		691						LN		25		24		false		              24  asset lives of the group.  I testify that the depreciation				false

		692						LN		25		25		false		              25  expense in the application is representative of the				false

		693						PG		26		0		false		page 26				false

		694						LN		26		1		false		               1  effective period, and that a switch of depreciation method				false

		695						LN		26		2		false		               2  is not needed.  Any concerns raised by the Office or the				false

		696						LN		26		3		false		               3  Division with regard to depreciation expense can be				false

		697						LN		26		4		false		               4  addressed with adjustments to the remaining asset lives in				false

		698						LN		26		5		false		               5  certain groups used by Carbon/Emery as prescribed by the				false

		699						LN		26		6		false		               6  FCC method.				false

		700						LN		26		7		false		               7              In the alternative, if the Commission decides				false

		701						LN		26		8		false		               8  to abandon group depreciation, I testify that such action				false

		702						LN		26		9		false		               9  should be taken on a prospective basis for assets added				false

		703						LN		26		10		false		              10  after the Commission establishes a different methodology.				false

		704						LN		26		11		false		              11              The next outstanding issue that I would like to				false

		705						LN		26		12		false		              12  discuss briefly is the cost of capital used to calculate				false

		706						LN		26		13		false		              13  the required rate of return.  With respect to cost of				false

		707						LN		26		14		false		              14  capital, and capital rate structure, I defer to Douglas				false

		708						LN		26		15		false		              15  Meredith who has provided testimony on this issue.  My				false

		709						LN		26		16		false		              16  testimony on this issue is limited to using the 12.13				false

		710						LN		26		17		false		              17  percent return on equity, which has been used by the				false

		711						LN		26		18		false		              18  Division in recent cases that we have been involved with.				false

		712						LN		26		19		false		              19              My next topic is the exclusion of certain rate				false

		713						LN		26		20		false		              20  base items.  Carbon/Emery's application for additional UUSF				false

		714						LN		26		21		false		              21  includes telephone plant under construction and materials				false

		715						LN		26		22		false		              22  and supplies as rate base items.  These inclusions are				false

		716						LN		26		23		false		              23  allowed by the FCC in rate base at their full value, and I				false

		717						LN		26		24		false		              24  testify that the PSC has historically matched this				false

		718						LN		26		25		false		              25  treatment by recognizing these inclusions at their full				false

		719						PG		27		0		false		page 27				false

		720						LN		27		1		false		               1  rate value.  The Office proposes a 50 percent reduction to				false

		721						LN		27		2		false		               2  both plant under construction and materials and supplies to				false

		722						LN		27		3		false		               3  which Carbon/Emery remains opposed.				false

		723						LN		27		4		false		               4              I testify that Carbon/Emery's telephone plant				false

		724						LN		27		5		false		               5  under construction account represents the actual plant				false

		725						LN		27		6		false		               6  expenditures with no inclusion of future purchases or known				false

		726						LN		27		7		false		               7  and measurable adjustments.  These plant expenditures, like				false

		727						LN		27		8		false		               8  any other properly documented actual plant expenditures,				false

		728						LN		27		9		false		               9  should be included in both federal and state base rate.				false

		729						LN		27		10		false		              10              With respect to the materials and supplies, the				false

		730						LN		27		11		false		              11  Office argues that the materials and supplies account needs				false

		731						LN		27		12		false		              12  to be normalized because it is higher than historical				false

		732						LN		27		13		false		              13  levels.  I testify that the increase in materials and				false

		733						LN		27		14		false		              14  supplies represents real purchases of materials and				false

		734						LN		27		15		false		              15  supplies, which are inventoried onsite, and that the				false

		735						LN		27		16		false		              16  increased levels are needed for current operations,				false

		736						LN		27		17		false		              17  including current construction projects.  I also testify				false

		737						LN		27		18		false		              18  that the current level of materials and supplies will be				false

		738						LN		27		19		false		              19  needed for at least the next five years.  No normalization				false

		739						LN		27		20		false		              20  adjustment is needed to this account.				false

		740						LN		27		21		false		              21              The next issue I would like to discuss is				false

		741						LN		27		22		false		              22  expense allocations, including the CSR allocator and the				false

		742						LN		27		23		false		              23  accounting and general allocator.  The Office proposes an				false

		743						LN		27		24		false		              24  adjustment to Carbon/Emery's CSR expense allocator between				false

		744						LN		27		25		false		              25  regulated and nonregulated operations, but the Office's				false

		745						PG		28		0		false		page 28				false

		746						LN		28		1		false		               1  proposed adjustment is based on faulty assumptions.  CSR				false

		747						LN		28		2		false		               2  costs are allocated between regulated and nonregulated				false

		748						LN		28		3		false		               3  companies based first on the direct coding of CSR time to				false

		749						LN		28		4		false		               4  the regulated or nonregulated companies.  The remaining				false

		750						LN		28		5		false		               5  time that is not direct coded is allocated using four cost				false

		751						LN		28		6		false		               6  allocation factors, including the CSR distribution				false

		752						LN		28		7		false		               7  currently at issue as well as three other allocators				false

		753						LN		28		8		false		               8  including the dispatch distribution, directory				false

		754						LN		28		9		false		               9  distribution, and Moab CSR distributions.				false

		755						LN		28		10		false		              10              I testify that when all CSR coding is				false

		756						LN		28		11		false		              11  considered, more CSR labor in 2014 was coded to the				false

		757						LN		28		12		false		              12  nonregulated affiliates of Carbon/Emery Telecom than to the				false

		758						LN		28		13		false		              13  regulated affiliates -- that was 52 percent versus 48				false

		759						LN		28		14		false		              14  percent -- and that the final disposition of CSR labor and				false

		760						LN		28		15		false		              15  associated other department costs are the result of direct				false

		761						LN		28		16		false		              16  coding as well as the use of these four different cost				false

		762						LN		28		17		false		              17  allocators and we feel that allocation is correct.				false

		763						LN		28		18		false		              18              The Office also takes issue with the CSR				false

		764						LN		28		19		false		              19  distribution allocation factor because it was based on a				false

		765						LN		28		20		false		              20  time study from 2010.  I have testified to changes in the				false

		766						LN		28		21		false		              21  CSR department, including the addition diagnostic tools and				false

		767						LN		28		22		false		              22  an advanced internet troubleshooting group.  These changes				false

		768						LN		28		23		false		              23  have greatly reduced the amount of time spent by CSR's				false

		769						LN		28		24		false		              24  related to nonregulated customer service functions that				false

		770						LN		28		25		false		              25  they perform.  And these changes have corresponded with				false

		771						PG		29		0		false		page 29				false

		772						LN		29		1		false		               1  increased internet customers from that 2010 date.  So we				false

		773						LN		29		2		false		               2  feel like the original costs of our time study is still				false

		774						LN		29		3		false		               3  valid in this case.				false

		775						LN		29		4		false		               4              With respect to the accounting and general				false

		776						LN		29		5		false		               5  allocator, I testify that the use of billing records as an				false

		777						LN		29		6		false		               6  indicator of costs is appropriate and results in a				false

		778						LN		29		7		false		               7  representative allocation factor.  However, I also testify				false

		779						LN		29		8		false		               8  that with proper weighting and application, the use of				false

		780						LN		29		9		false		               9  plant, labor, and billing records could also be considered				false

		781						LN		29		10		false		              10  representative cost drivers.  My testimony includes a				false

		782						LN		29		11		false		              11  recalculation and proper weighting and use of these three				false

		783						LN		29		12		false		              12  identified cost drivers, the billing records, the labor				false

		784						LN		29		13		false		              13  dollars, and the plant costs.  The results of this				false

		785						LN		29		14		false		              14  calculation evidence essentially the same allocation				false

		786						LN		29		15		false		              15  percentages for Carbon/Emery as was determined by using				false

		787						LN		29		16		false		              16  just the billing records.				false

		788						LN		29		17		false		              17              The next item with which we take issue is				false

		789						LN		29		18		false		              18  interest synchronization.  In this issue I testify that				false

		790						LN		29		19		false		              19  interest synchronization in the Carbon/Emery proceeding is				false

		791						LN		29		20		false		              20  inappropriate.  Because Carbon/Emery has no debt, the tax				false

		792						LN		29		21		false		              21  deductions related to interest expense therefore do not				false

		793						LN		29		22		false		              22  exist.  We have no debt.  No amount of debt imputation in a				false

		794						LN		29		23		false		              23  hypothetical capital structure is going to create that tax				false

		795						LN		29		24		false		              24  deduction.  In the absence of any actual interest to				false

		796						LN		29		25		false		              25  synchronize, I maintain that this adjustment is not needed.				false

		797						PG		30		0		false		page 30				false

		798						LN		30		1		false		               1  In doing that I want to be clear here, I concede that the				false

		799						LN		30		2		false		               2  imputation of hypothetical debt on Carbon/Emery will reduce				false

		800						LN		30		3		false		               3  its taxable income because they're going to get less tax in				false

		801						LN		30		4		false		               4  that calculation.  So as a result there is less income				false

		802						LN		30		5		false		               5  taxes to be paid because there is less income made there.				false

		803						LN		30		6		false		               6  With interest synchronization, however, there is not any				false

		804						LN		30		7		false		               7  real tax deductions created by that synchronization.  What				false

		805						LN		30		8		false		               8  this results in is a change in the amount of tax without				false

		806						LN		30		9		false		               9  having an actual or possibility of an actual interest				false

		807						LN		30		10		false		              10  deduction for tax purposes to offset that.  So we have no				false

		808						LN		30		11		false		              11  possibility to ever recover through the UUSF process that				false

		809						LN		30		12		false		              12  interest synchronization.  That concludes my summary really				false

		810						LN		30		13		false		              13  on that.				false

		811						LN		30		14		false		              14        Q.    (By Ms. Slawson)  Thank you.  Mr. Woolsey, in				false

		812						LN		30		15		false		              15  Carbon/Emery's application the Company requests that the				false

		813						LN		30		16		false		              16  reasonable costs incurred by Carbon/Emery in the UUSF				false

		814						LN		30		17		false		              17  application be recovered in a one time lump sum				false

		815						LN		30		18		false		              18  distribution to Carbon/Emery from the UUSF.  Do you know				false

		816						LN		30		19		false		              19  what those costs are?				false

		817						LN		30		20		false		              20        A.    I do not at this time.  The costs are				false

		818						LN		30		21		false		              21  continuing at this point.  I would anticipate that				false

		819						LN		30		22		false		              22  Carbon/Emery could submit a bill for the costs of this				false

		820						LN		30		23		false		              23  proceeding, that we could submit those to the Commission				false

		821						LN		30		24		false		              24  much like an attorney would do for attorney's fees at the				false

		822						LN		30		25		false		              25  conclusion of a trial.				false

		823						PG		31		0		false		page 31				false

		824						LN		31		1		false		               1              MS. SLAWSON:  Mr. Woolsey is now available for				false

		825						LN		31		2		false		               2  cross examination.				false

		826						LN		31		3		false		               3              HEARING OFFICER:  Mr. Jetter.				false

		827						LN		31		4		false		               4                       CROSS EXAMINATION				false

		828						LN		31		5		false		               5  BY MR. JETTER:				false

		829						LN		31		6		false		               6        Q.    Good morning, Mr. Woolsey.  I do have a few				false

		830						LN		31		7		false		               7  questions.				false

		831						LN		31		8		false		               8        A.    Okay.				false

		832						LN		31		9		false		               9        Q.    I would like to ask you a few questions this				false

		833						LN		31		10		false		              10  morning related to depreciation and the depreciation method				false

		834						LN		31		11		false		              11  used by Carbon/Emery.  I believe an accurate representation				false

		835						LN		31		12		false		              12  of the testimony both of yours and Mr. Meredith that you				false

		836						LN		31		13		false		              13  would agree that the method of group depreciation proposed				false

		837						LN		31		14		false		              14  by Carbon/Emery does in fact accelerate the depreciation of				false

		838						LN		31		15		false		              15  the assets in many of the listed groups?				false

		839						LN		31		16		false		              16        A.    Yes.				false

		840						LN		31		17		false		              17        Q.    I'm looking at Confidential Exhibit 1 that was				false

		841						LN		31		18		false		              18  filed by Carbon/Emery in the application.  I'm going to				false

		842						LN		31		19		false		              19  avoid using the confidential numbers, but if you could take				false

		843						LN		31		20		false		              20  a quick look --				false

		844						LN		31		21		false		              21              MR. JETTER:  Could I have just a moment off the				false

		845						LN		31		22		false		              22  record to ask counsel for Carbon/Emery whether ratios				false

		846						LN		31		23		false		              23  between a few of these numbers would be something they				false

		847						LN		31		24		false		              24  consider confidential?				false

		848						LN		31		25		false		              25              HEARING OFFICER:  Sure.				false

		849						PG		32		0		false		page 32				false

		850						LN		32		1		false		               1              (Off the record.)				false

		851						LN		32		2		false		               2              MR. JETTER:  I would actually request -- I				false

		852						LN		32		3		false		               3  think it's going to be a little bit more convenient for us				false

		853						LN		32		4		false		               4  to go off the record briefly for this.  I shouldn't say off				false

		854						LN		32		5		false		               5  the record, but to go into a confidential mode here.				false

		855						LN		32		6		false		               6              HEARING OFFICER:  Go ahead.				false

		856						LN		32		7		false		               7				false

		857						LN		32		8		false		               8				false

		858						LN		32		9		false		               9				false

		859						LN		32		10		false		              10				false

		860						LN		32		11		false		              11				false

		861						LN		32		12		false		              12				false

		862						LN		32		13		false		              13				false

		863						LN		32		14		false		              14				false

		864						LN		32		15		false		              15				false

		865						LN		32		16		false		              16				false

		866						LN		32		17		false		              17				false

		867						LN		32		18		false		              18				false

		868						LN		32		19		false		              19				false

		869						LN		32		20		false		              20				false

		870						LN		32		21		false		              21				false

		871						LN		32		22		false		              22				false

		872						LN		32		23		false		              23				false

		873						LN		32		24		false		              24				false

		874						LN		32		25		false		              25				false

		875						PG		33		0		false		page 33				false

		876						LN		33		1		false		               1				false

		877						LN		33		2		false		               2				false

		878						LN		33		3		false		               3				false

		879						LN		33		4		false		               4				false

		880						LN		33		5		false		               5				false

		881						LN		33		6		false		               6				false

		882						LN		33		7		false		               7				false

		883						LN		33		8		false		               8				false

		884						LN		33		9		false		               9				false

		885						LN		33		10		false		              10				false

		886						LN		33		11		false		              11				false

		887						LN		33		12		false		              12				false

		888						LN		33		13		false		              13				false

		889						LN		33		14		false		              14				false

		890						LN		33		15		false		              15				false

		891						LN		33		16		false		              16				false

		892						LN		33		17		false		              17				false

		893						LN		33		18		false		              18				false

		894						LN		33		19		false		              19				false

		895						LN		33		20		false		              20				false

		896						LN		33		21		false		              21				false

		897						LN		33		22		false		              22				false

		898						LN		33		23		false		              23				false

		899						LN		33		24		false		              24				false

		900						LN		33		25		false		              25				false

		901						PG		34		0		false		page 34				false

		902						LN		34		1		false		               1				false

		903						LN		34		2		false		               2				false

		904						LN		34		3		false		               3				false

		905						LN		34		4		false		               4				false

		906						LN		34		5		false		               5				false

		907						LN		34		6		false		               6				false

		908						LN		34		7		false		               7				false

		909						LN		34		8		false		               8				false

		910						LN		34		9		false		               9				false

		911						LN		34		10		false		              10              HEARING OFFICER:  Would you repeat your				false

		912						LN		34		11		false		              11  question, Mr. Jetter?				false

		913						LN		34		12		false		              12              MR. JETTER:  Yes.				false

		914						LN		34		13		false		              13        Q.    (By Mr. Jetter)  I asked if the ratio of those				false

		915						LN		34		14		false		              14  two values indicate that the requested depreciation annual				false

		916						LN		34		15		false		              15  value results in a specific time period in which the entire				false

		917						LN		34		16		false		              16  proposed rate base currently in service would be fully				false

		918						LN		34		17		false		              17  depreciated?				false
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		1184						LN		44		23		false		              23        A.    Which plant are you referring to?				false

		1185						LN		44		24		false		              24        Q.    All of the capital expenditures that you're				false

		1186						LN		44		25		false		              25  going to be making in 2015, 2016, 2017, 2018, 2019,				false

		1187						PG		45		0		false		page 45				false

		1188						LN		45		1		false		               1  continuing at the depreciation expense that you have				false

		1189						LN		45		2		false		               2  proposed in your application.				false

		1190						LN		45		3		false		               3        A.    No, I would disagree with that statement.  The				false

		1191						LN		45		4		false		               4  reason why is you excluded your existing asset base in that				false

		1192						LN		45		5		false		               5  assumption.  So maybe to shed some light on this, you have				false

		1193						LN		45		6		false		               6  roughly $2.3 million a year on average that you're adding,				false

		1194						LN		45		7		false		               7  and you're only taking out $2 million a year in				false

		1195						LN		45		8		false		               8  depreciation based upon what I've testified.  So you				false

		1196						LN		45		9		false		               9  actually have a plant increase over that period of time.				false

		1197						LN		45		10		false		              10  It won't be gone.  It will actually be greater than it is				false

		1198						LN		45		11		false		              11  now.				false

		1199						LN		45		12		false		              12        Q.    I'm concerned that with some of your answers				false

		1200						LN		45		13		false		              13  you're getting into confidential information that I'm				false

		1201						LN		45		14		false		              14  trying to avoid.				false

		1202						LN		45		15		false		              15        A.    Sorry.				false

		1203						LN		45		16		false		              16        Q.    Ultimately, what you're saying is that the				false

		1204						LN		45		17		false		              17  capital expenditures you have planned with the current				false

		1205						LN		45		18		false		              18  depreciation estimate you've used have a slightly growing				false

		1206						LN		45		19		false		              19  rate base through the end of 2019.  And then that would				false

		1207						LN		45		20		false		              20  begin to trail off fairly significantly at that point,				false

		1208						LN		45		21		false		              21  would it not?				false

		1209						LN		45		22		false		              22        A.    That is correct.  I do want to point using the				false

		1210						LN		45		23		false		              23  table you have referenced here that the majority of the				false

		1211						LN		45		24		false		              24  expenditures in this project are subscriber equipment.				false

		1212						LN		45		25		false		              25  It's not the aerial cable or the buried cable.  Fiber				false
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		1214						LN		46		1		false		               1  cabling is much cheaper than copper cabling.  And because				false

		1215						LN		46		2		false		               2  we're not doing an entire overlay of the existing plant				false

		1216						LN		46		3		false		               3  we're able to save significant amounts of money in the				false

		1217						LN		46		4		false		               4  cable aspect of that project.				false

		1218						LN		46		5		false		               5              So if you're looking at what it is that we're				false

		1219						LN		46		6		false		               6  spending money on, we have nearly $8 million in -- sorry.				false

		1220						LN		46		7		false		               7  You have a large amount of dollars in subscriber equipment				false

		1221						LN		46		8		false		               8  that has a very short life.  We currently have two-thirds				false

		1222						LN		46		9		false		               9  of that amount roughly on the books in subscriber equipment				false

		1223						LN		46		10		false		              10  with that same eight year life.  So the cycling of that				false

		1224						LN		46		11		false		              11  equipment is actually very appropriate.  It's matched what				false

		1225						LN		46		12		false		              12  we have historically done.  We don't foresee any real				false

		1226						LN		46		13		false		              13  change in that account going forward.				false

		1227						LN		46		14		false		              14              So the rapid acceleration that is being alluded				false

		1228						LN		46		15		false		              15  to, I think, in this question is very appropriate for the				false

		1229						LN		46		16		false		              16  types of expenditures that we are projecting in the table				false

		1230						LN		46		17		false		              17  that is being referenced.				false

		1231						LN		46		18		false		              18        Q.    The types of subscriber equipment that you're				false

		1232						LN		46		19		false		              19  referencing with very short life span, that's directly				false

		1233						LN		46		20		false		              20  related to the choice to move to fiber; is that correct?				false

		1234						LN		46		21		false		              21        A.    Correct.  But as I've -- without using specific				false

		1235						LN		46		22		false		              22  numbers, it's real similar to the expenditure we incurred				false

		1236						LN		46		23		false		              23  to place that equipment in place, the existing copper				false

		1237						LN		46		24		false		              24  equipment in place.				false

		1238						LN		46		25		false		              25        Q.    If you will indulge my hypothetical here.				false
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		1240						LN		47		1		false		               1  Hypothetically if your fiber network is rolled out by 2019				false

		1241						LN		47		2		false		               2  and your depreciation remains the same and your capital				false

		1242						LN		47		3		false		               3  expenditures beyond 2019 drop significantly as you're not				false

		1243						LN		47		4		false		               4  rolling out any new product or new network, approximately				false

		1244						LN		47		5		false		               5  -- let's do the math here.  You go about five years beyond				false

		1245						LN		47		6		false		               6  that.  So you're looking at about 2025, 2024.  Is that				false

		1246						LN		47		7		false		               7  where you would expect to see effectively a depreciation				false

		1247						LN		47		8		false		               8  cliff?				false

		1248						LN		47		9		false		               9              MS. SLAWSON:  I'm going to object to the				false

		1249						LN		47		10		false		              10  question it calls for a speculation on a hypothetical.				false

		1250						LN		47		11		false		              11  It's not based on the facts in evidence in this case.				false

		1251						LN		47		12		false		              12              HEARING OFFICER:  I noted your objection.  I				false

		1252						LN		47		13		false		              13  think the information is useful and I'm going to ask the				false

		1253						LN		47		14		false		              14  witness to go ahead and answer the question.				false

		1254						LN		47		15		false		              15              THE WITNESS:  Can we go confidential again for				false

		1255						LN		47		16		false		              16  a minute?				false

		1256						LN		47		17		false		              17              HEARING OFFICER:  Are you going to talk about				false

		1257						LN		47		18		false		              18  actual numbers?				false

		1258						LN		47		19		false		              19              THE WITNESS:  Yes, as presented in the				false

		1259						LN		47		20		false		              20  schedule.				false

		1260						LN		47		21		false		              21              HEARING OFFICER:  Can you avoid talking about				false

		1261						LN		47		22		false		              22  actual numbers, especially whether there will be a				false

		1262						LN		47		23		false		              23  depreciation cliff in 2024, 2025 due to there being no				false

		1263						LN		47		24		false		              24  further expenditures for infrastructure and basically				false

		1264						LN		47		25		false		              25  having everything fully depreciated?				false

		1265						PG		48		0		false		page 48				false

		1266						LN		48		1		false		               1              THE WITNESS:  I would say no.  The assumption				false

		1267						LN		48		2		false		               2  that there is no additional capital expenditures is a				false

		1268						LN		48		3		false		               3  faulty assumption.				false

		1269						LN		48		4		false		               4              HEARING OFFICER:  Why is that?				false

		1270						LN		48		5		false		               5              THE WITNESS:  You have to continue to maintain				false

		1271						LN		48		6		false		               6  your telecommunications plant.  Just because an upgrade is				false

		1272						LN		48		7		false		               7  done doesn't mean that there will never be a future need				false

		1273						LN		48		8		false		               8  for plant expenditures.  There is a myriad of aspects to				false

		1274						LN		48		9		false		               9  our plant, including our internal core network that				false

		1275						LN		48		10		false		              10  consistently needs upgrades.  We have the switching				false

		1276						LN		48		11		false		              11  equipment that will need upgrades.  The plant itself will				false

		1277						LN		48		12		false		              12  require additional maintenance and repair over time.  The				false

		1278						LN		48		13		false		              13  subscriber equipment we anticipate will last eight years.				false

		1279						LN		48		14		false		              14  If we're installing some of this equipment in 2016, it's				false

		1280						LN		48		15		false		              15  possible that in 2022 or 2024 this equipment becomes				false

		1281						LN		48		16		false		              16  obsolete and needs to be replaced again.  So it's short				false

		1282						LN		48		17		false		              17  sided to say that you do one upgrade and that's it.				false

		1283						LN		48		18		false		              18  Historically we have averaged an amount slightly less than				false

		1284						LN		48		19		false		              19  that projected in our application on average, and that was				false

		1285						LN		48		20		false		              20  without a significant plant upgrade.  And that's just to				false

		1286						LN		48		21		false		              21  maintain and replace equipment as needed.				false

		1287						LN		48		22		false		              22              HEARING OFFICER:  On a copper network?				false

		1288						LN		48		23		false		              23              THE WITNESS:  On a copper network.				false

		1289						LN		48		24		false		              24              HEARING OFFICER:  Thank you.  You anticipate				false

		1290						LN		48		25		false		              25  the costs will be essentially the same on a fiber network				false

		1291						PG		49		0		false		page 49				false

		1292						LN		49		1		false		               1  beyond --				false

		1293						LN		49		2		false		               2              THE WITNESS:  During the build out period it				false

		1294						LN		49		3		false		               3  jumps up.  So for sure we see an increase in the activities				false

		1295						LN		49		4		false		               4  of these accounts.  We've also focussed the dollars on the				false

		1296						LN		49		5		false		               5  replacement rather than the maintenance, so you see a				false

		1297						LN		49		6		false		               6  shifting of dollars to that project.  Once the project is				false

		1298						LN		49		7		false		               7  completed there will be a shift back to normal maintenance				false

		1299						LN		49		8		false		               8  and repair costs that have a life more than a year so we				false

		1300						LN		49		9		false		               9  capitalize it.  So there is an ongoing cost there.  We hope				false

		1301						LN		49		10		false		              10  it will be less, but in some respects there is always going				false

		1302						LN		49		11		false		              11  to be additional maintenance and repair and upgrades to				false

		1303						LN		49		12		false		              12  that equipment to maintain it.				false

		1304						LN		49		13		false		              13              HEARING OFFICER:  How much fiber do you have				false

		1305						LN		49		14		false		              14  laid currently?				false

		1306						LN		49		15		false		              15              THE WITNESS:  That question may be better for				false

		1307						LN		49		16		false		              16  Brock.				false

		1308						LN		49		17		false		              17              HEARING OFFICER:  But there is some?				false

		1309						LN		49		18		false		              18              THE WITNESS:  There is some, yes.				false

		1310						LN		49		19		false		              19              HEARING OFFICER:  How long has it been in				false

		1311						LN		49		20		false		              20  place?				false

		1312						LN		49		21		false		              21              THE WITNESS:  Well, depending on the sections				false

		1313						LN		49		22		false		              22  we actually started laying fiber to what we call fiber to				false

		1314						LN		49		23		false		              23  the node or fiber to the curb three or four years ago.  So				false

		1315						LN		49		24		false		              24  some of the capital expenditures that we've incurred up to				false

		1316						LN		49		25		false		              25  this point have been part of the future plan to take that				false
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		1318						LN		50		1		false		               1  all the way to the customer homes.  So it's been quite some				false

		1319						LN		50		2		false		               2  time since we really replaced copper.  Unless there is a				false

		1320						LN		50		3		false		               3  direct need it doesn't make sense to do that.  Like trunk				false

		1321						LN		50		4		false		               4  copper is about a sixth of the cost of the -- sorry.  Fiber				false

		1322						LN		50		5		false		               5  is a sixth of the cost of the equivalent copper.  On a				false

		1323						LN		50		6		false		               6  fiber drop it's about half the cost of a copper drop.  So				false

		1324						LN		50		7		false		               7  when that ages it doesn't make sense to replace it with				false

		1325						LN		50		8		false		               8  copper anymore.				false

		1326						LN		50		9		false		               9              HEARING OFFICER:  I guess what I'm struggling				false

		1327						LN		50		10		false		              10  to understand is the cost to install the fiber in year one				false

		1328						LN		50		11		false		              11  versus the cost to main it in year two.  Are those costs				false

		1329						LN		50		12		false		              12  the same?				false

		1330						LN		50		13		false		              13              THE WITNESS:  No.				false

		1331						LN		50		14		false		              14              HEARING OFFICER:  That's what I'm trying to				false

		1332						LN		50		15		false		              15  understand as I listen to your testimony and you say that				false

		1333						LN		50		16		false		              16  these costs that you're projected to due to build out will				false

		1334						LN		50		17		false		              17  basically become costs to maintain the build out in				false

		1335						LN		50		18		false		              18  subsequent years and there is no real change in the number.				false

		1336						LN		50		19		false		              19  That's what I kind of hear you saying.  Have I heard you				false

		1337						LN		50		20		false		              20  incorrectly?				false

		1338						LN		50		21		false		              21              THE WITNESS:  I've provided testimony that our				false

		1339						LN		50		22		false		              22  historical average is --				false

		1340						LN		50		23		false		              23              HEARING OFFICER:  Meaningful.				false

		1341						LN		50		24		false		              24              THE WITNESS:  -- meaningful, yes.  And it is				false

		1342						LN		50		25		false		              25  increased by about $600,000 during this phrase.  I				false
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		1344						LN		51		1		false		               1  anticipate that we'll probably go back down to that average				false

		1345						LN		51		2		false		               2  prior to this phase.  So our historical capital				false

		1346						LN		51		3		false		               3  expenditures will probably remain consistent for this				false

		1347						LN		51		4		false		               4  period of time.  For the build out it's going to go up by				false

		1348						LN		51		5		false		               5  about $600,000 for each of those years.				false

		1349						LN		51		6		false		               6              HEARING OFFICER:  I'm sorry for jumping in.				false

		1350						LN		51		7		false		               7  Mr. Jetter, please continue.				false

		1351						LN		51		8		false		               8              MS. SLAWSON:  Your Honor, if it would be				false

		1352						LN		51		9		false		               9  helpful to the process Mr. Johansen will probably be able				false

		1353						LN		51		10		false		              10  to answer some of those questions.				false

		1354						LN		51		11		false		              11              HEARING OFFICER:  He seems very eager to say				false

		1355						LN		51		12		false		              12  something.  Is that all right, Mr. Jetter?				false

		1356						LN		51		13		false		              13              MR. JETTER:  I'm happy to recall -- I think I				false

		1357						LN		51		14		false		              14  would prefer the best information from the best witness to				false

		1358						LN		51		15		false		              15  answer this.				false

		1359						LN		51		16		false		              16              HEARING OFFICER:  All right.  That's fine.  Go				false

		1360						LN		51		17		false		              17  ahead.				false

		1361						LN		51		18		false		              18              MR. JOHANSEN:  Do you want me to answer the				false

		1362						LN		51		19		false		              19  same question?				false

		1363						LN		51		20		false		              20              HEARING OFFICER:  I want you to say what is				false

		1364						LN		51		21		false		              21  burning to be said.				false

		1365						LN		51		22		false		              22              MR. JOHANSEN:  I don't know the confidential				false

		1366						LN		51		23		false		              23  information.  Darren knows that.  The only other person				false

		1367						LN		51		24		false		              24  probably in this room that understands this is Bill because				false

		1368						LN		51		25		false		              25  we're the plant guys, right.  We're getting things confused				false

		1369						PG		52		0		false		page 52				false

		1370						LN		52		1		false		               1  here from a plant standpoint.  So let me back everybody up.				false

		1371						LN		52		2		false		               2  When Darren says we're going to be 90 percent down, he's				false

		1372						LN		52		3		false		               3  talking customers.  But that's not 90 percent of the				false

		1373						LN		52		4		false		               4  project.  And everybody needs to understand that.				false

		1374						LN		52		5		false		               5              The first phase of the project is East Carbon,				false

		1375						LN		52		6		false		               6  Wellington, Price and Helper.  It's the main customers.				false

		1376						LN		52		7		false		               7  Then we're going into Miller Creek, and Miller Creek is				false

		1377						LN		52		8		false		               8  spread out.  So you're not going to see the capital budget				false

		1378						LN		52		9		false		               9  fall like Mr. Jetter is saying.  Those customers have to be				false

		1379						LN		52		10		false		              10  served too.  And that's going to be an increase in cost				false

		1380						LN		52		11		false		              11  because those customers are a lot further out.  So we're				false

		1381						LN		52		12		false		              12  not going to be serving -- if you know the Price area at				false

		1382						LN		52		13		false		              13  all.  Right now we're building -- and we have to separate				false

		1383						LN		52		14		false		              14  trunk versus drop.  Drops are most expensive.  They cost us				false

		1384						LN		52		15		false		              15  a lot of money.				false

		1385						LN		52		16		false		              16              There are a whole bunch of things going on				false

		1386						LN		52		17		false		              17  here, and this is for your clarification in your question				false

		1387						LN		52		18		false		              18  you asked Darren.  When you go build a network it's not all				false

		1388						LN		52		19		false		              19  -- you go out and you put the trunk in and then you have to				false

		1389						LN		52		20		false		              20  drop to the customers and then you have the electronics,				false

		1390						LN		52		21		false		              21  right.  Different parts of that can go bad.				false

		1391						LN		52		22		false		              22              For those of you that have computers, they				false

		1392						LN		52		23		false		              23  don't last very long.  Seven, eight years and processors				false

		1393						LN		52		24		false		              24  start failing, the hard drives start failing.  That's what				false

		1394						LN		52		25		false		              25  is on the end of this.  That's your electronics.  A seven				false

		1395						PG		53		0		false		page 53				false

		1396						LN		53		1		false		               1  year old electronic computer is old.  It's going to get				false

		1397						LN		53		2		false		               2  replaced.  It's not going be supported.  That's what is				false

		1398						LN		53		3		false		               3  hanging on the end of this fiber and it's what is hanging				false

		1399						LN		53		4		false		               4  on the end of the copper.  It's a computer.  And that				false

		1400						LN		53		5		false		               5  computer will end life in about seven or eight years, which				false

		1401						LN		53		6		false		               6  is exactly close to what is prescribed by the Commission				false

		1402						LN		53		7		false		               7  for depreciated life.				false

		1403						LN		53		8		false		               8              Now you talk about the actual going out in the				false

		1404						LN		53		9		false		               9  future.  The Division is trying to say there is a cliff.				false

		1405						LN		53		10		false		              10  We get done with these projections that Darren has out				false

		1406						LN		53		11		false		              11  there and it is a cliff.  It isn't.  They only go into the				false

		1407						LN		53		12		false		              12  hard reach areas.  You have North Coal Creek -- and I would				false

		1408						LN		53		13		false		              13  have loved to have had the Division or the Office come down				false

		1409						LN		53		14		false		              14  and talk about this.  None of them wanted to do a plant				false

		1410						LN		53		15		false		              15  tour.  They didn't come down to inspect --				false

		1411						LN		53		16		false		              16              HEARING OFFICER:  I don't want to talk about				false

		1412						LN		53		17		false		              17  those things.				false

		1413						LN		53		18		false		              18              MR. JOHANSEN:  Okay.  But if they want to talk				false

		1414						LN		53		19		false		              19  about this issue and what's going to happen on our build				false

		1415						LN		53		20		false		              20  out, we can talk about that.  But the point I think that is				false

		1416						LN		53		21		false		              21  important here is it's not going to drop.  We're going to				false

		1417						LN		53		22		false		              22  go into North Coal Creek.  That's going to be one customer				false
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		1426						LN		54		5		false		               5  dilapidated.  We don't have money to put into the core.				false

		1427						LN		54		6		false		               6  The core is a 10 year core that we updated a few years ago.				false
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		1429						LN		54		8		false		               8  all of this off from your output.  So right now our money				false
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		1433						LN		54		12		false		              12  towns that needs to be upgrade that is old.  It's 10, 15				false
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		1436						LN		54		15		false		              15  it's an old fiber that we put in back in the day.  So that				false

		1437						LN		54		16		false		              16  needs to be replaced.  So we have these lists of projects.				false
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		1455						LN		55		8		false		               8  there.  Those come, those break, and within about 10 years				false
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		1469						LN		55		22		false		              22        A.    Sure.				false

		1470						LN		55		23		false		              23        Q.    Those customers that you're discussing, the				false
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		1487						LN		56		14		false		              14  they're hard to reach.				false

		1488						LN		56		15		false		              15        Q.    When you say telecommunications service you				false
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		1646						LN		62		17		false		              17        Q.    Are you expanding the number of circuits in --				false

		1647						LN		62		18		false		              18        A.    Definitely.  Everything single one of these --				false

		1648						LN		62		19		false		              19  every one of these nodes that is served by the fiber has to				false

		1649						LN		62		20		false		              20  have an IP port back.  It's a separate circuit back.				false

		1650						LN		62		21		false		              21  That's how you talk to the switch out to an area where				false

		1651						LN		62		22		false		              22  you're going to hang out these fiber OLT.  The ONT is at				false

		1652						LN		62		23		false		              23  the house.  The OLT you could have a circuit between the				false

		1653						LN		62		24		false		              24  core and each one of those is a different circuit.  So that				false

		1654						LN		62		25		false		              25  MPLS, the reason why that technology is developed is				false

		1655						PG		63		0		false		page 63				false

		1656						LN		63		1		false		               1  because as you add more and more of those on you need more				false

		1657						LN		63		2		false		               2  and more circuits.				false

		1658						LN		63		3		false		               3        Q.    And that's --				false

		1659						LN		63		4		false		               4        A.    Don't look at it as a total capacity is what				false

		1660						LN		63		5		false		               5  I'm saying.  Don't say, oh, it's 10 gig.  It's a lot more				false

		1661						LN		63		6		false		               6  complex than that.				false

		1662						LN		63		7		false		               7        Q.    Let me ask you this question.  As you increase				false

		1663						LN		63		8		false		               8  your core capacity does it increase your ability to sell				false

		1664						LN		63		9		false		               9  higher band width internet?				false

		1665						LN		63		10		false		              10        A.    Sure.				false

		1666						LN		63		11		false		              11        Q.    The more internet you want to sell the larger				false

		1667						LN		63		12		false		              12  capacity core you're going to need?				false

		1668						LN		63		13		false		              13        A.    Sure.  The internet definitely drives usage.				false

		1669						LN		63		14		false		              14  But I'm saying don't look at as simple as that.  You have				false

		1670						LN		63		15		false		              15  to remember this includes specials also, specials are				false

		1671						LN		63		16		false		              16  circuits across that, special access circuits.				false

		1672						LN		63		17		false		              17        Q.    But ultimately the majority of the computation				false

		1673						LN		63		18		false		              18  that is being done in the routing of those packets is				false

		1674						LN		63		19		false		              19  primarily on a band width level for the internet services?				false

		1675						LN		63		20		false		              20        A.    It kind of depends on which leg you're on that				false

		1676						LN		63		21		false		              21  core.  Some of those would be, some of those will be				false

		1677						LN		63		22		false		              22  special circuit.  It just kind of -- again, you can't look				false

		1678						LN		63		23		false		              23  at one area.  You can say on the Price router or on -- and				false

		1679						LN		63		24		false		              24  I don't have the stats on that immediately.  But you could				false

		1680						LN		63		25		false		              25  say okay the Price router, what is the primary going across				false

		1681						PG		64		0		false		page 64				false

		1682						LN		64		1		false		               1  that and then you could look at the whole mountain or you				false

		1683						LN		64		2		false		               2  could look at whatever, it might be special circuits or it				false

		1684						LN		64		3		false		               3  might be customer voice.  It just depends on what it is and				false

		1685						LN		64		4		false		               4  where it's located.				false

		1686						LN		64		5		false		               5              MR. JETTER:  I think that's the questions I				false

		1687						LN		64		6		false		               6  have about the network upgrade.				false

		1688						LN		64		7		false		               7              THE WITNESS:  Thank you, Mr. Jetter.				false

		1689						LN		64		8		false		               8              HEARING OFFICER:  Mr. Moore.				false

		1690						LN		64		9		false		               9              MR. JETTER:  I have more questions for				false

		1691						LN		64		10		false		              10  Mr. Woolsey.				false

		1692						LN		64		11		false		              11              HEARING OFFICER:  Go ahead.				false

		1693						LN		64		12		false		              12                    CROSS EXAMINATION Resumed				false

		1694						LN		64		13		false		              13  BY MR. JETTER:				false

		1695						LN		64		14		false		              14        Q.    Are you familiar with the matching principle in				false

		1696						LN		64		15		false		              15  accounting?				false

		1697						LN		64		16		false		              16        A.    Yes.				false

		1698						LN		64		17		false		              17        Q.    Would you describe what that means to you				false

		1699						LN		64		18		false		              18  generally?				false

		1700						LN		64		19		false		              19        A.    The matching principle generally requires that				false

		1701						LN		64		20		false		              20  events that occur within a period are matched to their				false

		1702						LN		64		21		false		              21  associated expenses.  So if you have a revenue transaction				false

		1703						LN		64		22		false		              22  that occurs, you have a point of sale.  We sell a computer				false

		1704						LN		64		23		false		              23  or we sell phone service, you would match that to the				false

		1705						LN		64		24		false		              24  associated costs for the same period.  So if there is a				false

		1706						LN		64		25		false		              25  cost of goods sold or an inventory transaction, those would				false

		1707						PG		65		0		false		page 65				false

		1708						LN		65		1		false		               1  also be recorded in conjunction with that.				false

		1709						LN		65		2		false		               2        Q.    Thank you.  So with respect to building out,				false

		1710						LN		65		3		false		               3  for example, a fiber network would the matching principle				false

		1711						LN		65		4		false		               4  generally suggest that the depreciation method chosen would				false

		1712						LN		65		5		false		               5  be one that would spread the cost, if you will, spread the				false

		1713						LN		65		6		false		               6  recognition of those costs through depreciation expense				false

		1714						LN		65		7		false		               7  over effectively as close as you can get the life of that				false

		1715						LN		65		8		false		               8  asset that you're capitalizing?  I suppose being more				false

		1716						LN		65		9		false		               9  specific, the period of time in which that asset that				false

		1717						LN		65		10		false		              10  you're capitalizing being used to produce revenue?				false

		1718						LN		65		11		false		              11        A.    That's correct.  That really becomes the				false

		1719						LN		65		12		false		              12  question that we're dealing with today.  What is				false

		1720						LN		65		13		false		              13  representative, what is the life of the asset.				false

		1721						LN		65		14		false		              14        Q.    It is your testimony though that the				false

		1722						LN		65		15		false		              15  depreciation rate that you have chosen is relatively in the				false

		1723						LN		65		16		false		              16  ballpark of the annual capitalization of the network on an				false

		1724						LN		65		17		false		              17  annual basis is appropriate?				false

		1725						LN		65		18		false		              18        A.    Yes.				false

		1726						LN		65		19		false		              19        Q.    One final followup question.  If hypothetically				false

		1727						LN		65		20		false		              20  you had reached a point of zero on your depreciation				false

		1728						LN		65		21		false		              21  account head, taking your company's proposed rate plan of				false

		1729						LN		65		22		false		              22  service to a value of zero before you had started to				false

		1730						LN		65		23		false		              23  install the fiber network, so say you're starting from zero				false

		1731						LN		65		24		false		              24  today, would it be appropriate to expense the fiber network				false

		1732						LN		65		25		false		              25  costs annually as you go forward?				false

		1733						PG		66		0		false		page 66				false

		1734						LN		66		1		false		               1        A.    The portion that is related to depreciation				false

		1735						LN		66		2		false		               2  expense for that matching principle, yes.				false

		1736						LN		66		3		false		               3        Q.    I mean the expense -- the entire costs on an				false

		1737						LN		66		4		false		               4  annual basis?				false

		1738						LN		66		5		false		               5        A.    No.				false

		1739						LN		66		6		false		               6              MR. JETTER:  Thank you.  Those are all the				false

		1740						LN		66		7		false		               7  questions I have, Mr. Woolsey.  Thank you.				false

		1741						LN		66		8		false		               8              HEARING OFFICER:  Mr. Moore.				false

		1742						LN		66		9		false		               9              MR. MOORE:  Yes, I have a few questions.				false

		1743						LN		66		10		false		              10  Before we get on to depreciation I would like you to				false

		1744						LN		66		11		false		              11  quickly clear up some confusion I have in the record.  I'm				false

		1745						LN		66		12		false		              12  going to pass down to you Carbon/Emery's response to the				false

		1746						LN		66		13		false		              13  Division's sixth set of discovery requests.				false

		1747						LN		66		14		false		              14              MS. SLAWSON:  Mr. Moore, is this identified in				false

		1748						LN		66		15		false		              15  your exhibit list?				false

		1749						LN		66		16		false		              16              MR. MOORE:  It's not in the exhibit list.  I				false

		1750						LN		66		17		false		              17  can make it an exhibit if you would like or I can just ask				false

		1751						LN		66		18		false		              18  questions of it.				false

		1752						LN		66		19		false		              19              MS. SLAWSON:  I'll look through it.				false

		1753						LN		66		20		false		              20                       CROSS EXAMINATION				false

		1754						LN		66		21		false		              21  BY MR. MOORE:				false

		1755						LN		66		22		false		              22        Q.    I just have a quick question on this.  Could				false

		1756						LN		66		23		false		              23  you turn to the second page on request 6.2.  Do you see				false

		1757						LN		66		24		false		              24  that?				false

		1758						LN		66		25		false		              25        A.    Yes.				false

		1759						PG		67		0		false		page 67				false

		1760						LN		67		1		false		               1        Q.    Could you read the question for the record				false

		1761						LN		67		2		false		               2  please beginning, Mr. Woolsey states that a single asset				false

		1762						LN		67		3		false		               3  straight line system?				false

		1763						LN		67		4		false		               4        A.    Mr. Woolsey states that a single asset straight				false

		1764						LN		67		5		false		               5  line system would be too burdensome for Carbon/Emery to use				false

		1765						LN		67		6		false		               6  and implement.  However, a single asset system is used by				false

		1766						LN		67		7		false		               7  Carbon/Emery for all their nonregulated plant.  Why is it				false

		1767						LN		67		8		false		               8  too burdensome for the regulated sites, but not for the				false

		1768						LN		67		9		false		               9  nonregulated sites?				false

		1769						LN		67		10		false		              10        Q.    Thank you.  Can you switch down to the second				false

		1770						LN		67		11		false		              11  paragraph of your response and read the first two				false

		1771						LN		67		12		false		              12  sentences?				false

		1772						LN		67		13		false		              13              MS. SLAWSON:  Your Honor, I'm going to object				false

		1773						LN		67		14		false		              14  at this point because there is a portion of the response				false

		1774						LN		67		15		false		              15  before that that includes an objection to the question.  So				false

		1775						LN		67		16		false		              16  I think that should be part of the record too.				false

		1776						LN		67		17		false		              17        Q.    (By Mr. Moore)  Fine.  Could you read from				false

		1777						LN		67		18		false		              18  response to the first paragraph into the record and then go				false

		1778						LN		67		19		false		              19  down to the second paragraph and read down until the first				false

		1779						LN		67		20		false		              20  three lines, group asset depreciation?				false

		1780						LN		67		21		false		              21        A.    Carbon objects to this data request because the				false

		1781						LN		67		22		false		              22  premise of the question mischaracterizes Mr. Woolsey's				false

		1782						LN		67		23		false		              23  surrebuttal testimony.  Line 76 to 77 of Mr. Woolsey's				false

		1783						LN		67		24		false		              24  surrebuttal testimony did not include the phrase too				false

		1784						LN		67		25		false		              25  burdensome, but rather Mr. Woolsey testified that to treat				false

		1785						PG		68		0		false		page 68				false

		1786						LN		68		1		false		               1  these assets as individual units would be administratively				false

		1787						LN		68		2		false		               2  burdensome.  Carbon further objects to this data request as				false

		1788						LN		68		3		false		               3  it implies that Carbon/Emery uses the single asset method				false

		1789						LN		68		4		false		               4  of depreciation in its nonregulated plant.  This is not				false

		1790						LN		68		5		false		               5  accurate.  The nonregulated company does use group asset				false

		1791						LN		68		6		false		               6  depreciation.				false

		1792						LN		68		7		false		               7        Q.    Can you now turn to page 20 of your revised				false

		1793						LN		68		8		false		               8  confidential rebuttal testimony filed September 4, 2015.				false

		1794						LN		68		9		false		               9  Could you read the question and the first part of the				false

		1795						LN		68		10		false		              10  answer starting on line 407 and ending on line 413 with the				false

		1796						LN		68		11		false		              11  words straight line depreciation?				false

		1797						LN		68		12		false		              12        A.    So you want me to read from 309 to 313?				false

		1798						LN		68		13		false		              13        Q.    I think it would make more sense if you would				false

		1799						LN		68		14		false		              14  read from 407 to 413.				false

		1800						LN		68		15		false		              15        A.    Do you agree that plant can be used as an input				false

		1801						LN		68		16		false		              16  for developing cost allocators?				false

		1802						LN		68		17		false		              17              Yes.  Carbon/Emery Telecom could consider plant				false

		1803						LN		68		18		false		              18  as a possible cost driver to determine the accounting and				false

		1804						LN		68		19		false		              19  general allocator.  If plant were to be used, gross plant				false

		1805						LN		68		20		false		              20  would be a better indicator than net plant because the				false

		1806						LN		68		21		false		              21  regulated entities use group asset depreciation per FCC				false

		1807						LN		68		22		false		              22  Part 32, whereas the nonregulated entities use single asset				false

		1808						LN		68		23		false		              23  straight line depreciation.				false

		1809						LN		68		24		false		              24        Q.    Is that sentence consistent with Carbon/Emery's				false

		1810						LN		68		25		false		              25  response on 6.2?				false

		1811						PG		69		0		false		page 69				false

		1812						LN		69		1		false		               1        A.    It's a good question.  We've had to define				false

		1813						LN		69		2		false		               2  single asset depreciation for the term used by both the				false

		1814						LN		69		3		false		               3  Division and ourselves, and now we need to probably clarify				false

		1815						LN		69		4		false		               4  it with the Office.  It appears to be in conflict.  The				false

		1816						LN		69		5		false		               5  methodology that we use doesn't take individual assets down				false

		1817						LN		69		6		false		               6  to a minute separation.  A good example may be the				false

		1818						LN		69		7		false		               7  subscriber equipment that we talked about previously and				false

		1819						LN		69		8		false		               8  that Brock discussed briefly.  Part of that subscriber				false

		1820						LN		69		9		false		               9  equipment is individual ONT's.  It's the end piece of that				false

		1821						LN		69		10		false		              10  communication network.  We don't capitalize every single				false

		1822						LN		69		11		false		              11  individual ONT.  Similarly, on the nonregulated side the				false

		1823						LN		69		12		false		              12  equivalent may be set-top boxes.  We wouldn't capitalize				false

		1824						LN		69		13		false		              13  individual set-top boxes, but we might capitalize a group				false

		1825						LN		69		14		false		              14  of them that were purchased in a year.  So when you use the				false

		1826						LN		69		15		false		              15  term single asset, it may refer to a group of similar				false

		1827						LN		69		16		false		              16  assets that were purchased in a period.  So the difference				false

		1828						LN		69		17		false		              17  between nonregulated and regulated side may be it's more of				false

		1829						LN		69		18		false		              18  a difference in the nature of that group than it is				false

		1830						LN		69		19		false		              19  strictly single assets.				false

		1831						LN		69		20		false		              20              So when we make the comment in this section of				false

		1832						LN		69		21		false		              21  the testimony, we're saying single asset, describing that				false

		1833						LN		69		22		false		              22  process that our nonregulated end uses.  It doesn't get				false

		1834						LN		69		23		false		              23  down to minute single assets, which is where it becomes				false

		1835						LN		69		24		false		              24  burdensome and that's what the other testimony refers to.				false

		1836						LN		69		25		false		              25  But in this case it refers to a period of time or a group				false

		1837						PG		70		0		false		page 70				false

		1838						LN		70		1		false		               1  of assets.  And they're not -- that group doesn't span				false

		1839						LN		70		2		false		               2  multiple years and constitute a functioning network like it				false

		1840						LN		70		3		false		               3  would on the regulated side.				false

		1841						LN		70		4		false		               4              That may not have clarified it well for you.  I				false

		1842						LN		70		5		false		               5  don't know if I'm answering the question fully the way you				false

		1843						LN		70		6		false		               6  want.				false

		1844						LN		70		7		false		               7        Q.    Well, as Mr. Johansen said I'm just a lawyer				false

		1845						LN		70		8		false		               8  here and this is accounting.  But it seems to me that you				false

		1846						LN		70		9		false		               9  stated in section 6.2 you use the term group asset				false

		1847						LN		70		10		false		              10  depreciation, saying it does use group asset depreciation.				false

		1848						LN		70		11		false		              11  And in your testimony you said that they don't use group				false

		1849						LN		70		12		false		              12  asset depreciation.  Is this just being uncareful with your				false

		1850						LN		70		13		false		              13  terms?				false

		1851						LN		70		14		false		              14        A.    No.  I guess I feel like I've answered the				false

		1852						LN		70		15		false		              15  question.  We've done the same thing with the Division in				false

		1853						LN		70		16		false		              16  pointing out their use of the term single asset doesn't				false

		1854						LN		70		17		false		              17  really result in a true single asset reputation and it's				false

		1855						LN		70		18		false		              18  the same clarification for us.  The level that the Division				false

		1856						LN		70		19		false		              19  goes down to in defining single asset is really what is in				false

		1857						LN		70		20		false		              20  question here, but it's not a true single asset approach.				false

		1858						LN		70		21		false		              21  To get to the separation of every single asset is where it				false

		1859						LN		70		22		false		              22  becomes burdensome.				false

		1860						LN		70		23		false		              23              HEARING OFFICER:  When you used the term single				false

		1861						LN		70		24		false		              24  asset separate line depreciation in your prefiled				false

		1862						LN		70		25		false		              25  testimony, is it equivalent or fairly equivalent to what				false

		1863						PG		71		0		false		page 71				false

		1864						LN		71		1		false		               1  you've described as vintage group depreciation?				false

		1865						LN		71		2		false		               2              THE WITNESS:  It would be vintage, but it would				false

		1866						LN		71		3		false		               3  be to a year level rather than to a two or three year				false

		1867						LN		71		4		false		               4  level.  If you look at depreciation on -- if we can use the				false

		1868						LN		71		5		false		               5  term gray scale -- you could have a very theoretical and				false

		1869						LN		71		6		false		               6  pure single asset straight line method and then you could				false

		1870						LN		71		7		false		               7  get to the group method.  Vintage, depending on how many				false

		1871						LN		71		8		false		               8  years you choose and how you group it, it would be				false

		1872						LN		71		9		false		               9  somewhere within that gray scale.  Vintage is some level of				false

		1873						LN		71		10		false		              10  in between, between those two levels.				false

		1874						LN		71		11		false		              11              So the difference in definition here is to the				false

		1875						LN		71		12		false		              12  level it gets burdensome if it's very detailed minute				false

		1876						LN		71		13		false		              13  single assets approach, and it's not even what the Division				false

		1877						LN		71		14		false		              14  got to.  It's more of a group of assets in a particular				false

		1878						LN		71		15		false		              15  year or -- generally it's a project.  So it might be a				false

		1879						LN		71		16		false		              16  three month project where we have -- I don't know what a				false

		1880						LN		71		17		false		              17  good example would be.  Say we have a small construction				false

		1881						LN		71		18		false		              18  build in one of our small towns and we capitalize that as a				false

		1882						LN		71		19		false		              19  project to -- it might have a couple different categories,				false

		1883						LN		71		20		false		              20  but it might need so many feet of fiber.  So some of it				false

		1884						LN		71		21		false		              21  goes to buried cable and some to subscriber equipment so we				false

		1885						LN		71		22		false		              22  capitalize that.  But we don't go down and capitalize every				false

		1886						LN		71		23		false		              23  single piece of subscriber equipment, we capitalize it as a				false

		1887						LN		71		24		false		              24  group on that project.				false

		1888						LN		71		25		false		              25              HEARING OFFICER:  Mr. Moore.				false

		1889						PG		72		0		false		page 72				false

		1890						LN		72		1		false		               1        Q.    (By Mr. Moore)  Just one more question.  Is it				false

		1891						LN		72		2		false		               2  your testimony that what you termed in your written				false

		1892						LN		72		3		false		               3  testimony as single asset straight line depreciation is				false

		1893						LN		72		4		false		               4  equivalent to what you said in your discovery requests, you				false

		1894						LN		72		5		false		               5  described it as a group asset depreciation?  Which one				false

		1895						LN		72		6		false		               6  would be a closer description to what the Division uses in				false

		1896						LN		72		7		false		               7  the single asset depreciation?  Would it be closer to --				false

		1897						LN		72		8		false		               8  I'm sorry.  Let me start over again.				false

		1898						LN		72		9		false		               9              For your nonregulated plant which you say does				false

		1899						LN		72		10		false		              10  use group asset depreciation, is that the same group asset				false

		1900						LN		72		11		false		              11  depreciation that you use in your general depreciation				false

		1901						LN		72		12		false		              12  adjustment?				false

		1902						LN		72		13		false		              13        A.    If I understand the question you're asking, the				false

		1903						LN		72		14		false		              14  regulated -- I'm sorry.  The nonregulated methodology that				false

		1904						LN		72		15		false		              15  we're using would be similar to what the Division is				false

		1905						LN		72		16		false		              16  proposing as single asset.				false

		1906						LN		72		17		false		              17        Q.    All right.				false

		1907						LN		72		18		false		              18        A.    So it's not --				false

		1908						LN		72		19		false		              19              HEARING OFFICER:  And why do you not use the				false

		1909						LN		72		20		false		              20  same method for regulated?				false

		1910						LN		72		21		false		              21              THE WITNESS:  This goes back to industry				false

		1911						LN		72		22		false		              22  practice and what has typically been prescribed by the FCC				false

		1912						LN		72		23		false		              23  and what is common in the industry.  We view certain assets				false

		1913						LN		72		24		false		              24  in the network as a unit, as an operating network, and the				false

		1914						LN		72		25		false		              25  components of that network don't operate separately from				false

		1915						PG		73		0		false		page 73				false

		1916						LN		73		1		false		               1  the other units of that network.  So it operates as a				false

		1917						LN		73		2		false		               2  telephone network or as a buried cable plant network.  So				false

		1918						LN		73		3		false		               3  we view it as one asset rather than pieces, a whole bunch				false

		1919						LN		73		4		false		               4  of pieces.  This really kind of bears itself out.				false

		1920						LN		73		5		false		               5              There is copper and fixes that we may have done				false

		1921						LN		73		6		false		               6  in the last five years that will end up being replaced with				false

		1922						LN		73		7		false		               7  the fiber project that we're doing now.  They may not last				false

		1923						LN		73		8		false		               8  the 20 year life that would be assigned to it.  So when you				false

		1924						LN		73		9		false		               9  look at it as an operating network, if that operating				false

		1925						LN		73		10		false		              10  network becomes obsolete or it's replaced that entire asset				false

		1926						LN		73		11		false		              11  becomes obsolete and replaced.				false

		1927						LN		73		12		false		              12              HEARING OFFICER:  I think I understand that.				false

		1928						LN		73		13		false		              13  You're going to have to forgive me because like many in the				false

		1929						LN		73		14		false		              14  room I'm an attorney and not an accountant.  But you're				false

		1930						LN		73		15		false		              15  using the same network for both regulated and nonregulated				false

		1931						LN		73		16		false		              16  activities, correct?				false

		1932						LN		73		17		false		              17              THE WITNESS:  We do cost separations to prevent				false

		1933						LN		73		18		false		              18  that from happening.  The plant is used for -- so go back				false

		1934						LN		73		19		false		              19  to maybe Justin's question.  It's not just internet and				false

		1935						LN		73		20		false		              20  phone.  It's not that simple.  The network carries a lot of				false

		1936						LN		73		21		false		              21  data.  And basic local service isn't our largest revenue				false

		1937						LN		73		22		false		              22  source on the regulated side.  We have special access.  We				false

		1938						LN		73		23		false		              23  have data circuits.  They are not internet circuits, they				false

		1939						LN		73		24		false		              24  are large circuits for Utah Division Network or for cell				false

		1940						LN		73		25		false		              25  phone providers.  We have special access and switch access				false

		1941						PG		74		0		false		page 74				false

		1942						LN		74		1		false		               1  transport where we provide a transport path for data and				false

		1943						LN		74		2		false		               2  phone calls coming out of Moab, and yet that isn't revenue				false

		1944						LN		74		3		false		               3  or those aren't customers directly in our area.  So the				false

		1945						LN		74		4		false		               4  regulated plant provides service in a lot of different				false

		1946						LN		74		5		false		               5  capacities.  That's why the core is required.  I guess				false

		1947						LN		74		6		false		               6  maybe -- did I misunderstand what you're saying?				false

		1948						LN		74		7		false		               7              HEARING OFFICER:  I'm going to speak just very				false

		1949						LN		74		8		false		               8  simply.  I apologize if I'm oversimplifying.  But when you				false

		1950						LN		74		9		false		               9  talk about, for example, a machine that might have some				false

		1951						LN		74		10		false		              10  older components and some newer components but it has to be				false

		1952						LN		74		11		false		              11  depreciated as a whole, my question is aren't you using				false

		1953						LN		74		12		false		              12  that machine for both regulated and unregulated activities,				false

		1954						LN		74		13		false		              13  and if you are then why do you depreciate it in one way for				false

		1955						LN		74		14		false		              14  your regulated activities, but depreciate it in another way				false

		1956						LN		74		15		false		              15  for your nonregulated activities?				false

		1957						LN		74		16		false		              16              THE WITNESS:  It would only be capitalized on				false

		1958						LN		74		17		false		              17  one set of books.  So it would be either a regulated asset				false

		1959						LN		74		18		false		              18  or a nonregulated asset.  We don't split that asset in the				false

		1960						LN		74		19		false		              19  capitalization process.  Then we have --				false

		1961						LN		74		20		false		              20              HEARING OFFICER:  But in your testimony one of				false

		1962						LN		74		21		false		              21  your primary objections is that the Division's recommended				false

		1963						LN		74		22		false		              22  method of depreciation doesn't account for that split.				false

		1964						LN		74		23		false		              23              THE WITNESS:  Maybe I'm not following the				false

		1965						LN		74		24		false		              24  question.  I'm sorry.				false

		1966						LN		74		25		false		              25              HEARING OFFICER:  Go ahead.				false

		1967						PG		75		0		false		page 75				false

		1968						LN		75		1		false		               1              THE WITNESS:  One of the things that you need				false

		1969						LN		75		2		false		               2  to be aware of too is our regulated plant has a much --				false

		1970						LN		75		3		false		               3  there is a different capitalization threshold.  There are				false

		1971						LN		75		4		false		               4  items that we would normally expense on the nonregulated				false

		1972						LN		75		5		false		               5  side of our business that we may capitalize on the				false

		1973						LN		75		6		false		               6  regulated side of the business.  That's dictated by the				false

		1974						LN		75		7		false		               7  FCC, and there are certain capitalization rules that we				false

		1975						LN		75		8		false		               8  follow there.  To the extent that we don't have the				false

		1976						LN		75		9		false		               9  oversight in our nonregulated entities we may expense items				false

		1977						LN		75		10		false		              10  that don't need to be tracked to that individual level and				false

		1978						LN		75		11		false		              11  that minute level as well.  So there is a difference in our				false

		1979						LN		75		12		false		              12  capitalization process and I testified to that as well.				false

		1980						LN		75		13		false		              13              HEARING OFFICER:  Mr. Moore.				false

		1981						LN		75		14		false		              14        Q.    (By Mr. Moore)  Moving to your -- we're going				false

		1982						LN		75		15		false		              15  in this direction anyway -- to your cost separation				false

		1983						LN		75		16		false		              16  procedure through your CAM.  Can you explain to the judge				false

		1984						LN		75		17		false		              17  what a CAM is?				false

		1985						LN		75		18		false		              18        A.    It's a cost allocation manual.  It provides the				false

		1986						LN		75		19		false		              19  basis for the allocation of shared costs.				false

		1987						LN		75		20		false		              20        Q.    In your CAM you use only one -- in your				false

		1988						LN		75		21		false		              21  accounting and general -- can you describe what your				false

		1989						LN		75		22		false		              22  accounting and general driver is in your CAM?				false

		1990						LN		75		23		false		              23        A.    It's originally based upon billing records.				false

		1991						LN		75		24		false		              24        Q.    That's applied to the CEO, board of directors,				false

		1992						LN		75		25		false		              25  public relations and marketing?				false

		1993						PG		76		0		false		page 76				false

		1994						LN		76		1		false		               1        A.    Correct.				false

		1995						LN		76		2		false		               2        Q.    And that led to dividing up the costs of 74				false

		1996						LN		76		3		false		               3  percent to the regulated operations and 26 percent to the				false

		1997						LN		76		4		false		               4  nonregulated operations?				false

		1998						LN		76		5		false		               5        A.    The results of that allocation -- yes, that's				false

		1999						LN		76		6		false		               6  true, but only the costs that are subject to that				false

		2000						LN		76		7		false		               7  allocation.  So it's a little bit misleading to say that				false

		2001						LN		76		8		false		               8  all the costs are allocated that way when you are only				false

		2002						LN		76		9		false		               9  dealing with the costs that are subject to that allocation.				false

		2003						LN		76		10		false		              10        Q.    The costs that are subject to allocation are				false

		2004						LN		76		11		false		              11  your cost pools of the CEO, the board of directors, the				false

		2005						LN		76		12		false		              12  public relations and marketing; isn't that correct?				false

		2006						LN		76		13		false		              13        A.    Correct.				false

		2007						LN		76		14		false		              14        Q.    And the OCS has proposed a change allocation to				false

		2008						LN		76		15		false		              15  a 50/50 for the CEO and the board of directors and a 75				false

		2009						LN		76		16		false		              16  percent regulated and 75 nonregulated for public relations				false

		2010						LN		76		17		false		              17  and marketing, is that correct?				false

		2011						LN		76		18		false		              18              HEARING OFFICER:  I think you said 75 and 75.				false

		2012						LN		76		19		false		              19  Did you mean 75 and 25?				false

		2013						LN		76		20		false		              20              MR. MOORE:  It was 25 regulated -- it was 75 --				false

		2014						LN		76		21		false		              21  we changed it to 25 percent regulated and 75 percent				false

		2015						LN		76		22		false		              22  nonregulated.				false

		2016						LN		76		23		false		              23              HEARING OFFICER:  Right.				false

		2017						LN		76		24		false		              24              THE WITNESS:  It's a good question.  Why I want				false

		2018						LN		76		25		false		              25  to separate or make a distinction on the costs subject to				false

		2019						PG		77		0		false		page 77				false

		2020						LN		77		1		false		               1  the allocation, payroll and marketing may be a good one to				false

		2021						LN		77		2		false		               2  just to highlight one of the examples.  This is true also				false

		2022						LN		77		3		false		               3  in the CSR area, which we'll discuss I'm sure here in a				false

		2023						LN		77		4		false		               4  minute.				false

		2024						LN		77		5		false		               5              We have certain areas of our serving area that				false

		2025						LN		77		6		false		               6  are only nonregulated in nature.  So we have all of our				false

		2026						LN		77		7		false		               7  Moab area, it's a CLEC, it's nonregulated.  The first step				false

		2027						LN		77		8		false		               8  in the allocation process is if there is cost directly				false

		2028						LN		77		9		false		               9  related to nonregulated operations we separate those out				false

		2029						LN		77		10		false		              10  and code them directly to nonregulated entities.  This is				false

		2030						LN		77		11		false		              11  true whether it's CSR or marketing and public relations or				false

		2031						LN		77		12		false		              12  whatever the allocator may be.  So there are different				false

		2032						LN		77		13		false		              13  levels of allocation that occur prior to what I would call				false

		2033						LN		77		14		false		              14  the leftover costs that are allocated.				false

		2034						LN		77		15		false		              15              When you look at any of these allocators you				false

		2035						LN		77		16		false		              16  have to look at what the end result is.  Did we allocate				false

		2036						LN		77		17		false		              17  enough cost to the nonreg side or not.  If we pulled out				false

		2037						LN		77		18		false		              18  certain sections of it and direct coded it, it's a little				false

		2038						LN		77		19		false		              19  bit misleading to look only at what is left in the				false

		2039						LN		77		20		false		              20  allocation and say we didn't do our job I guess.  So you				false

		2040						LN		77		21		false		              21  need to say okay what was the final results of all the				false

		2041						LN		77		22		false		              22  costs and is it reasonable.  And I think sometimes we get				false

		2042						LN		77		23		false		              23  so focussed on one allocator that we forget the allocation				false

		2043						LN		77		24		false		              24  process.  We throw out the whole process instead of looking				false

		2044						LN		77		25		false		              25  at what the process resulted in rather than just what that				false

		2045						PG		78		0		false		page 78				false

		2046						LN		78		1		false		               1  one allocator did.				false

		2047						LN		78		2		false		               2        Q.    Did you direct code any expenses for the CEO				false

		2048						LN		78		3		false		               3  cost pool?				false

		2049						LN		78		4		false		               4        A.    I would have to check.  I'm not sure.  I think				false

		2050						LN		78		5		false		               5  I could probably produce that number for you given 15				false

		2051						LN		78		6		false		               6  minutes or so if you want to take a -- the majority of the				false

		2052						LN		78		7		false		               7  board and the CEO are allocated.				false

		2053						LN		78		8		false		               8        Q.    Are allocated through --				false

		2054						LN		78		9		false		               9        A.    But I don't know that for sure how much is				false

		2055						LN		78		10		false		              10  direct coded.				false

		2056						LN		78		11		false		              11        Q.    But the majority of the amount?				false

		2057						LN		78		12		false		              12        A.    Yes, the majority.				false

		2058						LN		78		13		false		              13        Q.    Is that true of public relations and marketing?				false

		2059						LN		78		14		false		              14        A.    I wouldn't dare guess the exact number, but				false

		2060						LN		78		15		false		              15  probably 70 percent is subject to allocation.  We do have				false

		2061						LN		78		16		false		              16  our Moab operation that are direct coded.  So I'm not sure				false

		2062						LN		78		17		false		              17  exactly what that percentage would be.				false

		2063						LN		78		18		false		              18              HEARING OFFICER:  The answer is some of				false

		2064						LN		78		19		false		              19  marketing is direct coded, but not all; is that right?				false

		2065						LN		78		20		false		              20              THE WITNESS:  That's correct.				false

		2066						LN		78		21		false		              21        Q.    (By Mr. Moore)  I'm a little confused.  Your				false

		2067						LN		78		22		false		              22  allocation of 74 percent regulated and 26 percent				false

		2068						LN		78		23		false		              23  nonregulated, that's done after direct coding?				false

		2069						LN		78		24		false		              24        A.    Correct.				false

		2070						LN		78		25		false		              25        Q.    This direct coding, your CAM, you relied on a				false

		2071						PG		79		0		false		page 79				false

		2072						LN		79		1		false		               1  single cost driver of a number of billing records; is that				false

		2073						LN		79		2		false		               2  correct?				false

		2074						LN		79		3		false		               3        A.    In the original application, yes.  I've also				false

		2075						LN		79		4		false		               4  provided testimony to an examination of three different				false

		2076						LN		79		5		false		               5  cost drivers.				false

		2077						LN		79		6		false		               6        Q.    That includes direct billing records?				false

		2078						LN		79		7		false		               7        A.    Yes.				false

		2079						LN		79		8		false		               8        Q.    But that's not part of your CAM.  That's				false

		2080						LN		79		9		false		               9  something you just did after you read our testimony?				false

		2081						LN		79		10		false		              10        A.    My CAM calculation, no.  But the use of the				false

		2082						LN		79		11		false		              11  three resulted in essentially the same percentages that we				false

		2083						LN		79		12		false		              12  arrived at with using the billing records.				false

		2084						LN		79		13		false		              13        Q.    Are you familiar with Mr. Ostrander's testimony				false

		2085						LN		79		14		false		              14  that 35 years experience he's never seen a single cost				false

		2086						LN		79		15		false		              15  driver of a number of billing records used for corporate				false

		2087						LN		79		16		false		              16  overhead in a CAM?				false

		2088						LN		79		17		false		              17        A.    I read the testimony.				false

		2089						LN		79		18		false		              18        Q.    Do you acknowledge -- isn't it true that no one				false

		2090						LN		79		19		false		              19  from Carbon was able to provide an example of a UUSF case				false

		2091						LN		79		20		false		              20  where a regulatory commission issued an order using a				false

		2092						LN		79		21		false		              21  single cost driver of billing records in their CAM?				false

		2093						LN		79		22		false		              22        A.    I don't think we were asked to do so.				false

		2094						LN		79		23		false		              23        Q.    Well --				false

		2095						LN		79		24		false		              24        A.    Rephrase the question.				false

		2096						LN		79		25		false		              25        Q.    Let me restate the question.  Sitting here				false

		2097						PG		80		0		false		page 80				false

		2098						LN		80		1		false		               1  today you can't point to a UUSF case where a regulatory				false

		2099						LN		80		2		false		               2  commission has issued an order using the single asset				false

		2100						LN		80		3		false		               3  driver of billing records in their CAM.  Can you?				false

		2101						LN		80		4		false		               4        A.    No, but the question is still vague to me.  So				false

		2102						LN		80		5		false		               5  you're saying am I aware of any other case where there is a				false

		2103						LN		80		6		false		               6  single point CAM allocation -- actually I think it would be				false

		2104						LN		80		7		false		               7  fairly common.  I can't cite cases, but the CAM -- there				false

		2105						LN		80		8		false		               8  may be an allocation that is based upon direct labor hours,				false

		2106						LN		80		9		false		               9  and that's a single point of allocation, or it may be it's				false

		2107						LN		80		10		false		              10  based upon -- I can't imagine that other companies don't				false

		2108						LN		80		11		false		              11  identify their drivers and make some sort of allocation and				false

		2109						LN		80		12		false		              12  that could be a single point driver.				false

		2110						LN		80		13		false		              13        Q.    Yes, but that's not a billing record, the				false

		2111						LN		80		14		false		              14  driver that you used, is it?				false

		2112						LN		80		15		false		              15        A.    The one I used was billing records, yes.				false

		2113						LN		80		16		false		              16        Q.    Right.  The example you just gave me you were				false

		2114						LN		80		17		false		              17  not using billing records in that example?				false

		2115						LN		80		18		false		              18        A.    No, I agree.				false

		2116						LN		80		19		false		              19        Q.    Isn't it true that data from the billing				false

		2117						LN		80		20		false		              20  records on the cost -- the data you receive from your				false

		2118						LN		80		21		false		              21  billing records is arrived from data from 2011, and not the				false
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		2850						LN		108		25		false		              25  minutes before the public witness portion of this hearing				false

		2851						PG		109		0		false		page 109				false

		2852						LN		109		1		false		               1  is supposed to begin.  It's only been a few minutes since				false

		2853						LN		109		2		false		               2  our last break, but let's go ahead and break until noon and				false

		2854						LN		109		3		false		               3  we'll see if anybody appears.  If not, we'll go ahead and				false

		2855						LN		109		4		false		               4  continue unless someone appears.				false

		2856						LN		109		5		false		               5              (Off the record.)				false

		2857						LN		109		6		false		               6              HEARING OFFICER:  We are back on the record and				false

		2858						LN		109		7		false		               7  I am ready to begin the public witness hearing, which is				false

		2859						LN		109		8		false		               8  scheduled for today at noon.  Is there anyone here in the				false

		2860						LN		109		9		false		               9  room who would like to give comments or provide testimony				false

		2861						LN		109		10		false		              10  as a public witness today?				false

		2862						LN		109		11		false		              11              We are going to go ahead then and resume with				false

		2863						LN		109		12		false		              12  our UUSF hearing for the next hour or so.  We'll kind of				false

		2864						LN		109		13		false		              13  keep a watch to see if anybody comes in to give a comment				false

		2865						LN		109		14		false		              14  as a public witness.  Then at 1:00 we will break for lunch.				false

		2866						LN		109		15		false		              15  So Ms. Slawson, go ahead and you may call your next				false

		2867						LN		109		16		false		              16  witness.				false

		2868						LN		109		17		false		              17              MS. SLAWSON:  Thank you.  Carbon/Emery calls				false

		2869						LN		109		18		false		              18  Douglas Meredith.				false

		2870						LN		109		19		false		              19              (The witness is sworn in.)				false

		2871						LN		109		20		false		              20                       DIRECT EXAMINATION				false

		2872						LN		109		21		false		              21  BY MS. SLAWSON:				false

		2873						LN		109		22		false		              22        Q.    Good after, Mr. Meredith.  Would you state your				false

		2874						LN		109		23		false		              23  name, your employer and your business address for the				false

		2875						LN		109		24		false		              24  record?				false

		2876						LN		109		25		false		              25        A.    Yes.  My full name is Douglas Duncan Meredith.				false

		2877						PG		110		0		false		page 110				false

		2878						LN		110		1		false		               1  I am employed by the firm John Staurulakis Incorporated.				false

		2879						LN		110		2		false		               2  That is spelled S-T-A-U-R-U-L-A-K-I-S.  My business address				false

		2880						LN		110		3		false		               3  is 547 Oakview Lane, Bountiful, Utah.  That's my office.				false

		2881						LN		110		4		false		               4  The headquarters for JSI is in Greenbelt, Maryland.				false

		2882						LN		110		5		false		               5        Q.    On behalf of the applicant Carbon/Emery Telecom				false

		2883						LN		110		6		false		               6  Inc. have you participated in this record?				false

		2884						LN		110		7		false		               7        A.    Yes.				false

		2885						LN		110		8		false		               8        Q.    Did you prepare prefiled rebuttal and				false

		2886						LN		110		9		false		               9  surrebuttal testimony and exhibits in this case?				false

		2887						LN		110		10		false		              10        A.    Yes.				false

		2888						LN		110		11		false		              11        Q.    Do you have any substantive changes to the				false

		2889						LN		110		12		false		              12  answers you gave to the questions asked in the prefiled				false

		2890						LN		110		13		false		              13  testimony?				false

		2891						LN		110		14		false		              14        A.    No.				false

		2892						LN		110		15		false		              15        Q.    Do you have a summary of your testimony that				false

		2893						LN		110		16		false		              16  you would like to present us with?				false

		2894						LN		110		17		false		              17        A.    Yes.				false

		2895						LN		110		18		false		              18        Q.    Please go ahead.				false

		2896						LN		110		19		false		              19        A.    Thank you.  In my rebuttal and surrebuttal				false

		2897						LN		110		20		false		              20  testimonies I address two topics:  Carbon/Emery's				false

		2898						LN		110		21		false		              21  authorized rate of return and the appropriate depreciation				false

		2899						LN		110		22		false		              22  method to use, and in the alternative of using that method				false

		2900						LN		110		23		false		              23  what transition should be used to move to a new				false

		2901						LN		110		24		false		              24  depreciation method for Carbon/Emery.				false

		2902						LN		110		25		false		              25              Topic one, rate of return.  I will summarize				false

		2903						PG		111		0		false		page 111				false

		2904						LN		111		1		false		               1  first the authorized rate of return for Utah USF purposes.				false

		2905						LN		111		2		false		               2  My testimony and the exhibits I supply support				false

		2906						LN		111		3		false		               3  Carbon/Emery's proposed overall authorized rate of return				false

		2907						LN		111		4		false		               4  of 10.5 percent.  For comparison, the current authorized				false

		2908						LN		111		5		false		               5  interstate rate of return for Carbon/Emery is 11.25				false

		2909						LN		111		6		false		               6  percent.				false

		2910						LN		111		7		false		               7              I examine in my testimony the following items				false

		2911						LN		111		8		false		               8  related to the calculation of the overall rate of return.				false

		2912						LN		111		9		false		               9              Item one, capital structure.  The overall rate				false

		2913						LN		111		10		false		              10  of return is calculated using a hypothetical capital				false

		2914						LN		111		11		false		              11  structure.  The Division and Carbon/Emery recommend that				false

		2915						LN		111		12		false		              12  the Commission adopt the Division's sliding scale capital				false

		2916						LN		111		13		false		              13  structure result.  This method was developed by an industry				false

		2917						LN		111		14		false		              14  task force that has been used frequently by the Division.				false

		2918						LN		111		15		false		              15  This method represents a reasonable balancing of competing				false

		2919						LN		111		16		false		              16  interests.  The capital structure for Carbon/Emery assumed				false

		2920						LN		111		17		false		              17  by the Division's sliding scale is 65 percent equity and 35				false

		2921						LN		111		18		false		              18  percent debt.  The Office takes exception to the Division's				false

		2922						LN		111		19		false		              19  long-standing practice and recommends a 50 percent equity				false

		2923						LN		111		20		false		              20  and 50 percent debt capital structure.  I recommend the				false

		2924						LN		111		21		false		              21  Commission continue to use the Division's sliding scale				false

		2925						LN		111		22		false		              22  method and adopt a 65 percent equity and 35 percent debt				false

		2926						LN		111		23		false		              23  capital structure for Carbon/Emery in this proceeding.				false

		2927						LN		111		24		false		              24              Item two, the appropriate interstate rate of				false

		2928						LN		111		25		false		              25  return.  By Commission rule, companies are instructed to				false

		2929						PG		112		0		false		page 112				false

		2930						LN		112		1		false		               1  use in its application the applicable NECA form 492A for				false

		2931						LN		112		2		false		               2  the most recently available year.  I supply the NECA form				false

		2932						LN		112		3		false		               3  492A as an exhibit and the applicable form for Carbon/Emery				false

		2933						LN		112		4		false		               4  yields a 11.45 percent interstate rate of return.  The				false

		2934						LN		112		5		false		               5  Division initially proposed an incorrect rate and				false

		2935						LN		112		6		false		               6  subsequently revised its number.  The Office recommends				false

		2936						LN		112		7		false		               7  using a NECA form 492A that does not apply to Carbon/Emery.				false

		2937						LN		112		8		false		               8  NECA applies two forms 492A based on individual company				false

		2938						LN		112		9		false		               9  participation in NECA cost pools.  I recommend the				false

		2939						LN		112		10		false		              10  Commission use the applicable form 492A in my exhibit for				false

		2940						LN		112		11		false		              11  Carbon/Emery which reports a 11.45 percent overall rate of				false

		2941						LN		112		12		false		              12  return for interstate purposes.				false

		2942						LN		112		13		false		              13              Item three, the appropriate intrastate rate of				false

		2943						LN		112		14		false		              14  return.  Carbon/Emery, the Division, and the Office agree				false

		2944						LN		112		15		false		              15  on the cost of debt used for intrastate rate of return				false

		2945						LN		112		16		false		              16  calculations.  This leaves the intrastate cost of equity or				false

		2946						LN		112		17		false		              17  return on equity as a disputed item.  The Division uses an				false

		2947						LN		112		18		false		              18  unadjusted capital asset pricing model, CAPM, to calculate				false

		2948						LN		112		19		false		              19  an intrastate rate of return for Carbon/Emery.  The				false

		2949						LN		112		20		false		              20  Division does not see any other model alternative available				false

		2950						LN		112		21		false		              21  for use.  I rebut the Division's claims suggesting that an				false

		2951						LN		112		22		false		              22  unadjusted CAPM is not appropriate.  I provide facts from				false

		2952						LN		112		23		false		              23  credible capital finance authorities which support the need				false

		2953						LN		112		24		false		              24  to adjust the textbook version of CAPM in the telecom				false

		2954						LN		112		25		false		              25  sector.  In the exhibits I provide that address telecom				false
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		2956						LN		113		1		false		               1  issues specifically, Drs. Heaton and Billingsley				false

		2957						LN		113		2		false		               2  specifically examine the telecom industry and address this				false

		2958						LN		113		3		false		               3  issue.  These authorities recommend adjusting the textbook				false

		2959						LN		113		4		false		               4  version of CAPM for telcos.				false

		2960						LN		113		5		false		               5              Dr. Heaton, in Exhibit 1, states that a small				false

		2961						LN		113		6		false		               6  company premium is the minimum adjustment that should be				false

		2962						LN		113		7		false		               7  applied when using the CAPM for real world applications.				false

		2963						LN		113		8		false		               8  Dr. Billingsley, in Exhibit 2, recommends a small company				false

		2964						LN		113		9		false		               9  premium developed by well established financial service				false

		2965						LN		113		10		false		              10  research firms, such as Ibbotson & Associates or Duff &				false

		2966						LN		113		11		false		              11  Phelps.  These exhibits are unrebutted in this proceedings.				false

		2967						LN		113		12		false		              12              I provide another analysis filed at the FCC in				false

		2968						LN		113		13		false		              13  Exhibit 3 which the Office takes exceptions to based on its				false

		2969						LN		113		14		false		              14  author.				false

		2970						LN		113		15		false		              15              I explain on alternative to the CAPM that was				false

		2971						LN		113		16		false		              16  proposed by Dr. Glass, formerly of NECA and now of Rutgers				false

		2972						LN		113		17		false		              17  University, to overcome the common pitfalls of the				false

		2973						LN		113		18		false		              18  discounted cash flow method.  This method proposed uses a				false

		2974						LN		113		19		false		              19  free cash flow approach instead of the discounted cash flow				false

		2975						LN		113		20		false		              20  approach.  This information is located in Exhibit 2.  The				false

		2976						LN		113		21		false		              21  benefit of this approach is that Dr. Glass uses actual				false

		2977						LN		113		22		false		              22  rural telephone company data rather than large company				false

		2978						LN		113		23		false		              23  peers to develop the appropriate discounted cash flow rate.				false

		2979						LN		113		24		false		              24  I update this data in Exhibit 5.  The Division remains				false

		2980						LN		113		25		false		              25  silent on this alternative approach and the Office provides				false
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		2982						LN		114		1		false		               1  no rebuttal on this method.				false

		2983						LN		114		2		false		               2              The Office argues that the Utah Commission				false

		2984						LN		114		3		false		               3  should adopt the results from a number of Kansas decisions.				false

		2985						LN		114		4		false		               4  I respond by recommending the Commission give them very				false

		2986						LN		114		5		false		               5  little, if any, weight.				false

		2987						LN		114		6		false		               6              There are serious mechanical problems with the				false

		2988						LN		114		7		false		               7  Division's selection of publicly traded companies and the				false

		2989						LN		114		8		false		               8  calculation of the risk free return used in its CAPM.  I				false

		2990						LN		114		9		false		               9  identify these problems and propose solutions for them.				false

		2991						LN		114		10		false		              10              All of this data and analysis support the 10.5				false

		2992						LN		114		11		false		              11  percent overall rate of return proposed by Carbon/Emery.				false

		2993						LN		114		12		false		              12  And I recommend the Commission adopt the proposed and				false

		2994						LN		114		13		false		              13  supported 10.5 percent overall rate of return for				false

		2995						LN		114		14		false		              14  Carbon/Emery in this proceeding.				false

		2996						LN		114		15		false		              15              Topic two, depreciation method.  I will briefly				false

		2997						LN		114		16		false		              16  summarize the depreciation method proposed by the Division				false

		2998						LN		114		17		false		              17  and Carbon/Emery.  The Division seeks to change the				false

		2999						LN		114		18		false		              18  standard and industry accepted group asset straight line				false

		3000						LN		114		19		false		              19  depreciation method used by Carbon/Emery for Utah USF				false

		3001						LN		114		20		false		              20  purposes.  I observe that this approach will add				false

		3002						LN		114		21		false		              21  administrative complexity to Carbon/Emery's accounting				false

		3003						LN		114		22		false		              22  procedures.  And in making such a change it should be fully				false

		3004						LN		114		23		false		              23  vetted to ensure that the public interest is served.  The				false

		3005						LN		114		24		false		              24  claims made by the Division are not fully explained.				false

		3006						LN		114		25		false		              25  Notwithstanding, if the Commission were to adopt the				false
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		3008						LN		115		1		false		               1  Division's method, I recommend the Commission adopt this				false

		3009						LN		115		2		false		               2  monumental policy change on a prospective basis for new				false

		3010						LN		115		3		false		               3  assets that are purchased and placed into service.  The				false

		3011						LN		115		4		false		               4  test year 2014 is representative of forecasted depreciation				false

		3012						LN		115		5		false		               5  expense for the next five years and so the transition that				false

		3013						LN		115		6		false		               6  I describe is in the public interest.  This concludes my				false
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		3015						LN		115		8		false		               8              MS. SLAWSON:  Mr. Meredith is available for				false
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		3020						LN		115		13		false		              13        Q.    Thank you.  Good afternoon, Mr. Meredith.  I				false

		3021						LN		115		14		false		              14  have a few questions and they're a little bit disjointed as				false

		3022						LN		115		15		false		              15  far as we'll skip around just a little bit.  I would like				false

		3023						LN		115		16		false		              16  to just start out discussing the risk free rate of return.				false

		3024						LN		115		17		false		              17  I'm looking at CE-4.0R, which is your revised rebuttal				false

		3025						LN		115		18		false		              18  testimony dated September 4, 2015.  And specifically I'm				false

		3026						LN		115		19		false		              19  addressing your discussion of the risk free rate of return				false

		3027						LN		115		20		false		              20  beginning on lines 271 through 279.  Is it an accurate				false

		3028						LN		115		21		false		              21  representation of your testimony there that you believe the				false

		3029						LN		115		22		false		              22  better more accurate risk free rate of return to use in				false

		3030						LN		115		23		false		              23  calculation of an ROE for this specific purpose is an				false
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		3032						LN		115		25		false		              25        A.    That's what I have used.  I observe that the				false
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		3034						LN		116		1		false		               1  Division proposed a spot rate, which as I understand it was				false

		3035						LN		116		2		false		               2  a rate on a particular day.  I propose that that be trended				false

		3036						LN		116		3		false		               3  a bit.  I used 1990, 25 years from when this was prepared,				false

		3037						LN		116		4		false		               4  but 20 or 25 would be an appropriate trending of the risk				false

		3038						LN		116		5		false		               5  free rate.				false

		3039						LN		116		6		false		               6        Q.    Were you in this room about 30 minutes to an				false

		3040						LN		116		7		false		               7  hour ago when Mr. Woolsey testified about what he believed				false

		3041						LN		116		8		false		               8  to be the term for which we would apply the findings of				false

		3042						LN		116		9		false		               9  this particular case?				false
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		3045						LN		116		12		false		              12        Q.    Do you agree with him that it would be three to				false

		3046						LN		116		13		false		              13  five years?				false

		3047						LN		116		14		false		              14        A.    Yes, that's my understanding is that it would				false

		3048						LN		116		15		false		              15  be a three to five years effective period.				false

		3049						LN		116		16		false		              16        Q.    And it's still your testimony that using a 20				false

		3050						LN		116		17		false		              17  to 25 year trend of Treasury Bill average equally weighing				false

		3051						LN		116		18		false		              18  for each year over that time is a better choice than the				false

		3052						LN		116		19		false		              19  current actual risk free rate?				false
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		3054						LN		116		21		false		              21        Q.    I would like to jump a little bit now here to				false

		3055						LN		116		22		false		              22  the factors that you discussed in promoting the -- in				false

		3056						LN		116		23		false		              23  discussing the premium that you would assign as a small				false

		3057						LN		116		24		false		              24  company premium to Carbon/Emery.  In support of that is it				false

		3058						LN		116		25		false		              25  correct, I believe it's lines 120 through 121 of this same				false
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		3060						LN		117		1		false		               1  exhibit, that you rely on Morningstar/Ibbotson Annual				false

		3061						LN		117		2		false		               2  Yearbook?				false

		3062						LN		117		3		false		               3        A.    No, my sources for relying on the premium are				false

		3063						LN		117		4		false		               4  related to Dr. Heaton and Dr. Billingsley.  The				false

		3064						LN		117		5		false		               5  Morningstar/Ibbotson Yearbook or the Morningstar/Ibbotson				false

		3065						LN		117		6		false		               6  source and also Dr. Billingsley as I mention in the summary				false

		3066						LN		117		7		false		               7  used the Duff & Phelps report that is identified on line				false
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		4758						LN		182		9		false		               9        A.    I included it in my list, so I believe parts of				false

		4759						LN		182		10		false		              10  it was rural.				false

		4760						LN		182		11		false		              11        Q.    Consolidated Communications is included in your				false

		4761						LN		182		12		false		              12  list.  This is a family of companies providing advanced				false

		4762						LN		182		13		false		              13  communication services in California, Kansas, Missouri,				false

		4763						LN		182		14		false		              14  Illinois, Texas, and Pennsylvania; is that correct?				false

		4764						LN		182		15		false		              15        A.    I'll agree with you.  I didn't look at every				false

		4765						LN		182		16		false		              16  single state, but sure.				false

		4766						LN		182		17		false		              17        Q.    I don't think there is any dispute that none of				false

		4767						LN		182		18		false		              18  the companies that you looked at were located in rural				false

		4768						LN		182		19		false		              19  Utah, correct?				false

		4769						LN		182		20		false		              20        A.    Correct.  I would have loved to use that				false

		4770						LN		182		21		false		              21  information, but it wasn't available.				false

		4771						LN		182		22		false		              22        Q.    In your surrebuttal testimony lines 179 to 180				false

		4772						LN		182		23		false		              23  you were asked in that testimony if the Division's rate of				false

		4773						LN		182		24		false		              24  return calculation is fair and reasonable.  In your				false

		4774						LN		182		25		false		              25  testimony in answering that question you refer to Docket				false

		4775						PG		183		0		false		page 183				false

		4776						LN		183		1		false		               1  08-046-01 and state, in reviewing the details of Manti				false

		4777						LN		183		2		false		               2  Telecom and Carbon I find nothing vastly different between				false

		4778						LN		183		3		false		               3  those two companies that would warrant using a different				false

		4779						LN		183		4		false		               4  methodology in this case; is that correct?				false

		4780						LN		183		5		false		               5        A.    That was in my testimony, yes.				false

		4781						LN		183		6		false		               6        Q.    And that docket was in 2008.  I believe the				false

		4782						LN		183		7		false		               7  hearing was in 2012; is that accurate, 2011, 2012?				false

		4783						LN		183		8		false		               8        A.    Sounds correct, yes.				false

		4784						LN		183		9		false		               9        Q.    Why did you consult a Manti Telecom docket to				false

		4785						LN		183		10		false		              10  determine the appropriate return on equity rather than just				false

		4786						LN		183		11		false		              11  adopting the return on equity proposed by the Division in				false

		4787						LN		183		12		false		              12  Hanksville, which was approved by the Commission less than				false

		4788						LN		183		13		false		              13  eight months before Carbon filed its application?				false

		4789						LN		183		14		false		              14        A.    It's not the rate that we looked at, but				false

		4790						LN		183		15		false		              15  instead the methodology that we looked at.  And the				false

		4791						LN		183		16		false		              16  Commission was pretty clear the Manti order they felt using				false

		4792						LN		183		17		false		              17  a CAPM approach, which was the same approach we used in				false

		4793						LN		183		18		false		              18  this rate, did produce just and reasonable rates.  And so I				false

		4794						LN		183		19		false		              19  believe because we need to also again find just and				false

		4795						LN		183		20		false		              20  reasonable rates, and if the Commission has already said				false

		4796						LN		183		21		false		              21  that way is appropriate to use then we should use that same				false

		4797						LN		183		22		false		              22  methodology.  And as has been asked before, the rates we				false

		4798						LN		183		23		false		              23  used in the case before, which I believe was Hanksville, we				false

		4799						LN		183		24		false		              24  did a similar type of approach, we just updated it for this				false

		4800						LN		183		25		false		              25  time period.  So it's not that we changed the approach and				false

		4801						PG		184		0		false		page 184				false

		4802						LN		184		1		false		               1  I believe the Commission was pretty clear that was an				false

		4803						LN		184		2		false		               2  approach that would lead to just and reasonable rates and				false

		4804						LN		184		3		false		               3  so that's why we followed that.				false

		4805						LN		184		4		false		               4        Q.    So your testimony is that you used the CAPM				false

		4806						LN		184		5		false		               5  model in the Hanksville case?				false

		4807						LN		184		6		false		               6        A.    We looked at a rate of return using a CAPM				false

		4808						LN		184		7		false		               7  model or something like that to come up with what we would				false

		4809						LN		184		8		false		               8  consider to be a reasonable rate for Hanksville.				false

		4810						LN		184		9		false		               9        Q.    And that was developed in 2014, correct?				false

		4811						LN		184		10		false		              10        A.    I believe so, yes.				false

		4812						LN		184		11		false		              11        Q.    And when the company used that figure, and				false

		4813						LN		184		12		false		              12  you're eight months later when it filed the application,				false

		4814						LN		184		13		false		              13  your testimony here today is the rate had changed based on				false

		4815						LN		184		14		false		              14  the model?				false

		4816						LN		184		15		false		              15        A.    Yes, because what we did is looked at --				false

		4817						LN		184		16		false		              16        Q.    Just yes or no.				false

		4818						LN		184		17		false		              17        A.    Yes.				false

		4819						LN		184		18		false		              18        Q.    Are you aware that the Utah Supreme Court has				false

		4820						LN		184		19		false		              19  stated that the governing standard in determining return on				false

		4821						LN		184		20		false		              20  equity is the cost of inducing capital markets to invest in				false

		4822						LN		184		21		false		              21  utility, not the cost of inducing the utility to invest in				false

		4823						LN		184		22		false		              22  Utah?				false

		4824						LN		184		23		false		              23        A.    I'm not entirely sure what that means and I'm				false

		4825						LN		184		24		false		              24  not an attorney.  But if I could read it maybe I could				false

		4826						LN		184		25		false		              25  better understand what it said, but just something that was				false

		4827						PG		185		0		false		page 185				false

		4828						LN		185		1		false		               1  read there.				false

		4829						LN		185		2		false		               2        Q.    You haven't heard of that governing standard,				false

		4830						LN		185		3		false		               3  is that what you're saying?				false

		4831						LN		185		4		false		               4        A.    No.				false

		4832						LN		185		5		false		               5              MS. SLAWSON:  I don't have any other questions.				false

		4833						LN		185		6		false		               6              HEARING OFFICER:  Mr. Moore.				false

		4834						LN		185		7		false		               7              MR. MOORE:  Yes, just a few questions.				false

		4835						LN		185		8		false		               8                       CROSS EXAMINATION				false

		4836						LN		185		9		false		               9  BY MR. MOORE:				false

		4837						LN		185		10		false		              10        Q.    Turning to the interstate rate of return for				false

		4838						LN		185		11		false		              11  Carbon/Emery.  Would you agree that the interstate rate of				false

		4839						LN		185		12		false		              12  return is dependent on the proper legal construction in				false

		4840						LN		185		13		false		              13  Utah Administrative Code Rule 746-360-8(A)(1)?				false

		4841						LN		185		14		false		              14        A.    Can you direct me maybe to where that is?				false

		4842						LN		185		15		false		              15        Q.    I can direct you to page 4 of your --				false

		4843						LN		185		16		false		              16        A.    Rebuttal testimony or direct testimony?				false

		4844						LN		185		17		false		              17        Q.    Your surrebuttal testimony.				false

		4845						LN		185		18		false		              18        A.    Okay.  You said page 4?				false

		4846						LN		185		19		false		              19        Q.    Page 4 you cite the rule starting on line 76.				false

		4847						LN		185		20		false		              20        A.    Okay.  R476-360-8.				false

		4848						LN		185		21		false		              21        Q.    Yes.				false

		4849						LN		185		22		false		              22        A.    Now if you want to ask that question again so I				false

		4850						LN		185		23		false		              23  know what you're asking.				false

		4851						LN		185		24		false		              24        Q.    Would you agree that the appropriate interest				false

		4852						LN		185		25		false		              25  rate of return is dependent upon proper legal construction				false

		4853						PG		186		0		false		page 186				false

		4854						LN		186		1		false		               1  of this rule?				false

		4855						LN		186		2		false		               2        A.    Yes.				false

		4856						LN		186		3		false		               3        Q.    Now you have taken the position under this rule				false

		4857						LN		186		4		false		               4  746-360-8 that the proper rate of return in this case is				false

		4858						LN		186		5		false		               5  11.45, correct?				false

		4859						LN		186		6		false		               6        A.    Yes, correct.				false

		4860						LN		186		7		false		               7        Q.    Could you explain how you came to that				false

		4861						LN		186		8		false		               8  conclusion?				false

		4862						LN		186		9		false		               9        A.    Yes.  I think there is some supporting				false

		4863						LN		186		10		false		              10  documents to go along with that, but I can also just kind				false

		4864						LN		186		11		false		              11  of tell generally.  From our understanding there are two				false

		4865						LN		186		12		false		              12  forms 492 that is applicable when four different carriers				false

		4866						LN		186		13		false		              13  are going to be participating in the NECA.  Some of those				false

		4867						LN		186		14		false		              14  would be the ones that are going to be offering the variety				false

		4868						LN		186		15		false		              15  of different services, and then there are another subset				false

		4869						LN		186		16		false		              16  that would basically be providing -- I'm probably going to				false

		4870						LN		186		17		false		              17  get the wording wrong, but in essence they're not providing				false

		4871						LN		186		18		false		              18  all the services, they're only providing a certain subset				false

		4872						LN		186		19		false		              19  of that.  And as I looked at the form 492 and also looked				false

		4873						LN		186		20		false		              20  at Carbon/Emery and the tariff that I provided basically				false

		4874						LN		186		21		false		              21  shows that Carbon/Emery is only participating in the one				false

		4875						LN		186		22		false		              22  pool.				false

		4876						LN		186		23		false		              23        Q.    The common line pool?				false

		4877						LN		186		24		false		              24        A.    Yes, the common line pool.  I'm just going to				false

		4878						LN		186		25		false		              25  grab that exhibit so I can talk about it a little bit more				false
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		4880						LN		187		1		false		               1  accurately.  So there are different pools.  There is the				false

		4881						LN		187		2		false		               2  multiline business and user common line, there is the				false

		4882						LN		187		3		false		               3  special access, Ethernet transport services, local				false

		4883						LN		187		4		false		               4  switching, local transport and tandem switch transport.  So				false

		4884						LN		187		5		false		               5  there is a tariff that I provided in my surrebuttal that				false

		4885						LN		187		6		false		               6  basically shows Emery Telephone company that would be				false

		4886						LN		187		7		false		               7  participating in just the multiline business and user				false

		4887						LN		187		8		false		               8  common line pool, but not the other ones that I said after				false

		4888						LN		187		9		false		               9  that.				false

		4889						LN		187		10		false		              10              In my phone conversation with NECA in trying to				false

		4890						LN		187		11		false		              11  determine what that meant, they basically said that the				false

		4891						LN		187		12		false		              12  companies who are only participating in the multiline				false

		4892						LN		187		13		false		              13  business and user common line would be the ones that would				false

		4893						LN		187		14		false		              14  have the first form 492 that is 11.45 and it doesn't have				false

		4894						LN		187		15		false		              15  the different interest rates in the interstate calculation				false

		4895						LN		187		16		false		              16  for those other pools.  And so that's why we believe that				false

		4896						LN		187		17		false		              17  by following what the 492 has and that Emery, Carbon/Emery				false

		4897						LN		187		18		false		              18  because the way NECA looks at that, again through the				false

		4898						LN		187		19		false		              19  conversation I had, is they look at it as a study error.				false

		4899						LN		187		20		false		              20  So they may only list Emery Telephone company, but to them				false

		4900						LN		187		21		false		              21  that includes Emery, Carbon/Emery and Hanksville as far as				false

		4901						LN		187		22		false		              22  that.  So we felt as far as the Division that showed that				false

		4902						LN		187		23		false		              23  they should be part of that original or the first form 492				false

		4903						LN		187		24		false		              24  that shows 11.45 for interstate.				false

		4904						LN		187		25		false		              25        Q.    And that's a rate for the common line pool?				false
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		4906						LN		188		1		false		               1        A.    Correct, yes.				false

		4907						LN		188		2		false		               2        Q.    You are also aware, however, that the common				false

		4908						LN		188		3		false		               3  line pool only represents a minority of Carbon's business?				false

		4909						LN		188		4		false		               4        A.    Correct, yes.				false

		4910						LN		188		5		false		               5        Q.    They also have traffic sensitive pools and				false

		4911						LN		188		6		false		               6  special access services, don't they?				false

		4912						LN		188		7		false		               7        A.    Yes, they do.				false

		4913						LN		188		8		false		               8        Q.    So the 11.45 percent rate of return is actually				false

		4914						LN		188		9		false		               9  for just a minority of their business?				false

		4915						LN		188		10		false		              10        A.    I guess the best way that I can explain it, I				false

		4916						LN		188		11		false		              11  don't have an intimate knowledge of now NECA works.  So do				false

		4917						LN		188		12		false		              12  they receive 11.45 on all of it or a portion of it, I don't				false

		4918						LN		188		13		false		              13  know.  I do believe that that's the reference point on the				false

		4919						LN		188		14		false		              14  form 492 that shows that's what they get.  But I think also				false

		4920						LN		188		15		false		              15  if you look in my surrebuttal testimony I do talk about how				false

		4921						LN		188		16		false		              16  there could be a potential for an arbitrage position.				false

		4922						LN		188		17		false		              17  Because I do agree with what Mr. Moore was saying, they do				false

		4923						LN		188		18		false		              18  have other services that they are providing, but I don't				false

		4924						LN		188		19		false		              19  know as far as the Division where we could go to a				false

		4925						LN		188		20		false		              20  resource, nor does the rule allow to go to another point				false

		4926						LN		188		21		false		              21  other than that.				false

		4927						LN		188		22		false		              22              And so that's why looking at the rule and the				false

		4928						LN		188		23		false		              23  statute the way we did we felt that was the interstate rate				false

		4929						LN		188		24		false		              24  not precluding part of what was brought up by the Office in				false

		4930						LN		188		25		false		              25  that discussion.  But we did feel that the rule, at least				false
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		4932						LN		189		1		false		               1  the way it was written at that point, would deal with that.				false

		4933						LN		189		2		false		               2        Q.    That's not always been your position in this				false

		4934						LN		189		3		false		               3  case, has it?				false

		4935						LN		189		4		false		               4        A.    No.  Originally because I had some				false

		4936						LN		189		5		false		               5  misinformation or misunderstanding about the form 492 I				false

		4937						LN		189		6		false		               6  thought that Carbon/Emery would be in all of the pools and				false

		4938						LN		189		7		false		               7  so they would be applicable.  That was our original				false

		4939						LN		189		8		false		               8  testimony.  And then as I understood the form more and had				false

		4940						LN		189		9		false		               9  some discussions with Carbon/Emery and those type of				false

		4941						LN		189		10		false		              10  classifications, it was really more of an error where I				false

		4942						LN		189		11		false		              11  thought it was applicable only to Emery and not realizing				false

		4943						LN		189		12		false		              12  that it was a study area versus that company because to me				false

		4944						LN		189		13		false		              13  Emery Telephone means something different than				false

		4945						LN		189		14		false		              14  Carbon/Emery.  So that's why in my original testimony I				false

		4946						LN		189		15		false		              15  suggested that it should be a different rate, and				false

		4947						LN		189		16		false		              16  subsequently changed it in my surrebuttal testimony.				false

		4948						LN		189		17		false		              17        Q.    Isn't it true that you initially believed that				false

		4949						LN		189		18		false		              18  Carbon was not in the common line pool?				false

		4950						LN		189		19		false		              19        A.    I don't know if I said they were not.  I just				false

		4951						LN		189		20		false		              20  know they weren't in the other pools.  So the letter that				false

		4952						LN		189		21		false		              21  was provided, and I don't remember the person's name, but				false

		4953						LN		189		22		false		              22  basically from NECA to the FCC saying here is our report,				false

		4954						LN		189		23		false		              23  they talk about how there are two different reports.  I				false

		4955						LN		189		24		false		              24  thought they should be in the second form 492 that includes				false

		4956						LN		189		25		false		              25  all of the rates of interstate instead of just the one.				false
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		4958						LN		190		1		false		               1        Q.    That's right.  So how did you reconcile these				false

		4959						LN		190		2		false		               2  two positions?				false

		4960						LN		190		3		false		               3        A.    I think I reconcile it just from how I				false

		4961						LN		190		4		false		               4  explained it, that I had a misunderstanding from what Emery				false

		4962						LN		190		5		false		               5  Telecom meant in the tariff for NECA that they had provided				false

		4963						LN		190		6		false		               6  -- or the FCC tariff, sorry, and that meant something				false

		4964						LN		190		7		false		               7  different than what Emery Telecom means to me as someone				false

		4965						LN		190		8		false		               8  who works in Utah.  They had made an entire study area that				false

		4966						LN		190		9		false		               9  would incorporate Carbon/Emery, and Emery Telecom and				false

		4967						LN		190		10		false		              10  Hanksville.  So that's how I would reconcile it.  I don't				false

		4968						LN		190		11		false		              11  know that we changed our position, but our understanding of				false

		4969						LN		190		12		false		              12  the form and what the information was providing changed and				false

		4970						LN		190		13		false		              13  so that's why we went with the 11.45.				false

		4971						LN		190		14		false		              14              HEARING OFFICER:  Did you change your				false

		4972						LN		190		15		false		              15  interpretation of the rule?				false

		4973						LN		190		16		false		              16              THE WITNESS:  No.  And my interpretation of the				false

		4974						LN		190		17		false		              17  rule didn't change.  I believe we were following the rule				false

		4975						LN		190		18		false		              18  as it's prescribed.				false

		4976						LN		190		19		false		              19        Q.    (By Mr. Moore)  Mr. Brevitz is proposing an				false

		4977						LN		190		20		false		              20  interest rate of 9.4 percent, which would encompass all of				false

		4978						LN		190		21		false		              21  Carbon/Emery business appropriate interest rate to use.  Is				false

		4979						LN		190		22		false		              22  that your understanding?				false

		4980						LN		190		23		false		              23        A.    I don't have it right here in front of me, but				false

		4981						LN		190		24		false		              24  I'll accept that that's accurate, yes.				false
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		4984						LN		191		1		false		               1        A.    Are you talking on interstate only?				false

		4985						LN		191		2		false		               2        Q.    Interstate only.				false

		4986						LN		191		3		false		               3        A.    I believe if I remember correctly that was the				false

		4987						LN		191		4		false		               4  right rate for the blending of everything for interstate,				false
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		4989						LN		191		6		false		               6        Q.    And that was what your initial --				false

		4990						LN		191		7		false		               7        A.    Correct, yes.				false

		4991						LN		191		8		false		               8        Q.    And that was when you did not believe that				false

		4992						LN		191		9		false		               9  Emery was in the common line pool?				false

		4993						LN		191		10		false		              10        A.    Correct, yes.				false

		4994						LN		191		11		false		              11        Q.    So your interpretation of the rule provides				false

		4995						LN		191		12		false		              12  that if a carrier is in the common line pool and not in the				false

		4996						LN		191		13		false		              13  traffic sensitive pool you use the common line pool rate of				false

		4997						LN		191		14		false		              14  return of 11.45 percent, but if the carrier is not in the				false

		4998						LN		191		15		false		              15  common line pool and not in the other pools you use the				false

		4999						LN		191		16		false		              16  blended interest rate of 9.4 percent?				false

		5000						LN		191		17		false		              17        A.    This has come up before.  Looking at the rule				false

		5001						LN		191		18		false		              18  492 when we were going through this discussion with				false

		5002						LN		191		19		false		              19  different parties and not having as much knowledge of the				false

		5003						LN		191		20		false		              20  492 form, I thought it was just going to be one data point.				false

		5004						LN		191		21		false		              21  It would be something that we could go to and look at and				false

		5005						LN		191		22		false		              22  say there is the number and plug it into the rule.  Having				false

		5006						LN		191		23		false		              23  gone through this process a couple other times I now				false

		5007						LN		191		24		false		              24  realize that there are more layers and complexity to it.  I				false

		5008						LN		191		25		false		              25  believe that the rule basically requires we have to use				false

		5009						PG		192		0		false		page 192				false

		5010						LN		192		1		false		               1  form 492(a), and I would think that it would be the one				false

		5011						LN		192		2		false		               2  that is applicable for the company according to which pool				false

		5012						LN		192		3		false		               3  is it in.				false

		5013						LN		192		4		false		               4              What has happened in other proceedings is if a				false

		5014						LN		192		5		false		               5  company had all of those pools that they were getting these				false

		5015						LN		192		6		false		               6  rates from NECA then we would use the lower interstate				false

		5016						LN		192		7		false		               7  rate.  If a company is only in the common line pool then we				false

		5017						LN		192		8		false		               8  would use, and as we have recommended for Carbon/Emery				false

		5018						LN		192		9		false		               9  here, the higher interstate rate of 11.45.				false

		5019						LN		192		10		false		              10        Q.    And if the company is in none of the pools				false

		5020						LN		192		11		false		              11  would you use the blended interstate rate of 9.4, which was				false

		5021						LN		192		12		false		              12  what was initially --				false

		5022						LN		192		13		false		              13        A.    No, I think the way the rule is read is that				false

		5023						LN		192		14		false		              14  would come under a different portion of the rule where they				false

		5024						LN		192		15		false		              15  would be like an average schedule company that is not part				false

		5025						LN		192		16		false		              16  of the NECA pool.  And then at that point we would have to				false

		5026						LN		192		17		false		              17  determine an appropriate rate.  The form 492 is only for				false

		5027						LN		192		18		false		              18  those companies that are participating in the NECA pool and				false

		5028						LN		192		19		false		              19  is -- I'll probably get this wrong.  They're not an average				false

		5029						LN		192		20		false		              20  schedule, they're a different type of company.  So we have				false

		5030						LN		192		21		false		              21  had -- in Manti Telecom they were not a -- we had to do				false

		5031						LN		192		22		false		              22  something slightly different for them because of dealing				false

		5032						LN		192		23		false		              23  with it.  That may not have answered your question, but				false

		5033						LN		192		24		false		              24  that's my understanding.				false

		5034						LN		192		25		false		              25        Q.    Just one last question which is obvious,				false

		5035						PG		193		0		false		page 193				false

		5036						LN		193		1		false		               1  neither you, nor the personnel at NECA you talked to are				false

		5037						LN		193		2		false		               2  Utah lawyers?				false

		5038						LN		193		3		false		               3        A.    Correct.  I'm not a lawyer.  I'm a utility				false

		5039						LN		193		4		false		               4  technical consultant and that gets me in enough trouble.				false

		5040						LN		193		5		false		               5        Q.    And you would agree --				false

		5041						LN		193		6		false		               6        A.    And I don't believe the person from NECA was.				false

		5042						LN		193		7		false		               7  I don't know for sure, but he was the Western Regional				false

		5043						LN		193		8		false		               8  Representative for NECA.  I don't know his background, but				false

		5044						LN		193		9		false		               9  I wouldn't believe that he was an attorney.				false

		5045						LN		193		10		false		              10              MR. MOORE:  I'm done.  Thank you.				false

		5046						LN		193		11		false		              11              HEARING OFFICER:  It is time for a break.				false

		5047						LN		193		12		false		              12  Let's break for about 15 minutes.  When we come back,				false

		5048						LN		193		13		false		              13  Mr. Jetter, if you have any redirect we'll pick up with				false

		5049						LN		193		14		false		              14  that.				false

		5050						LN		193		15		false		              15              (Off the record.)				false

		5051						LN		193		16		false		              16              HEARING OFFICER:  Mr. Jetter, any redirect?				false

		5052						LN		193		17		false		              17              MR. JETTER:  I do have a few questions, Your				false

		5053						LN		193		18		false		              18  Honor.  Thank you.				false

		5054						LN		193		19		false		              19                      REDIRECT EXAMINATION				false

		5055						LN		193		20		false		              20  BY MR. JETTER:				false

		5056						LN		193		21		false		              21        Q.    I would like to first start out by asking you				false

		5057						LN		193		22		false		              22  if you could explain briefly why the Division relies on the				false

		5058						LN		193		23		false		              23  65/35 limits on both ends, and briefly describe the policy				false

		5059						LN		193		24		false		              24  reasons behind that.				false

		5060						LN		193		25		false		              25        A.    Sure.  Thank you.  The reason the Division				false

		5061						PG		194		0		false		page 194				false

		5062						LN		194		1		false		               1  relies on that is because of the capital structure task				false

		5063						LN		194		2		false		               2  force and what we feel was a process that allowed				false

		5064						LN		194		3		false		               3  interested parties, rural phone companies, other phone				false

		5065						LN		194		4		false		               4  companies, and other players to have an opportunity to				false

		5066						LN		194		5		false		               5  discuss -- although I don't know that I take issue, but at				false

		5067						LN		194		6		false		               6  least an element that's out there.				false

		5068						LN		194		7		false		               7              I mean it is possible that a company like				false

		5069						LN		194		8		false		               8  Carbon/Emery could come in with 100 percent equity and say				false

		5070						LN		194		9		false		               9  we want to go all equity for our rate of return, which the				false

		5071						LN		194		10		false		              10  Division was uncomfortable with because that's probably not				false

		5072						LN		194		11		false		              11  -- I'm telling them how to manage their business, but from				false

		5073						LN		194		12		false		              12  a financial perspective that may not be the most prudent				false

		5074						LN		194		13		false		              13  choice for a company in the normal market.  But we also had				false

		5075						LN		194		14		false		              14  other companies who maybe had 100 percent debt.				false

		5076						LN		194		15		false		              15              It wouldn't be very fair for those companies				false

		5077						LN		194		16		false		              16  for us to say, well, you know, we think all you should get				false

		5078						LN		194		17		false		              17  is your cost of debt and that's your only allowed weighted				false

		5079						LN		194		18		false		              18  average cost of capital.  So with this task force and with				false

		5080						LN		194		19		false		              19  this discussion what we were able to do was say those who				false

		5081						LN		194		20		false		              20  are in a relative middle ground, somewhere between 35 and				false

		5082						LN		194		21		false		              21  65 private capital structure that for whatever reason they				false

		5083						LN		194		22		false		              22  feel is appropriate for their company and is reflective of				false

		5084						LN		194		23		false		              23  the market we would accept that.  But for those who may be				false

		5085						LN		194		24		false		              24  the outliners we're going to pull the high equity companies				false

		5086						LN		194		25		false		              25  in, but also maybe provide a little bit more equity to the				false

		5087						PG		195		0		false		page 195				false

		5088						LN		195		1		false		               1  debt companies to help provide, one, a benefit to the state				false

		5089						LN		195		2		false		               2  because they're not getting the full 100 percent equity of				false

		5090						LN		195		3		false		               3  what a company would get, but also maybe for a company that				false

		5091						LN		195		4		false		               4  is completely or extremely leveraged have a little bit more				false

		5092						LN		195		5		false		               5  coming in from a rate of return that would allow them to				false

		5093						LN		195		6		false		               6  get their equity portion to a level that I think everybody				false

		5094						LN		195		7		false		               7  would agree in a financial community that would be a little				false

		5095						LN		195		8		false		               8  bit more acceptable.				false

		5096						LN		195		9		false		               9              So part of the reason why the Division went				false

		5097						LN		195		10		false		              10  forward with the proposal, even though maybe the Commission				false

		5098						LN		195		11		false		              11  didn't accept it in rule, is that it was something that was				false

		5099						LN		195		12		false		              12  widely accepted by all parties and it gave a level of				false

		5100						LN		195		13		false		              13  comfort to companies coming in to know, okay, if we are 100				false

		5101						LN		195		14		false		              14  equity, this is probably what is going to happen is 65/35.				false

		5102						LN		195		15		false		              15  So that's why we have adopted it and used it probably since				false

		5103						LN		195		16		false		              16  that task force in most of the other cases where it made				false

		5104						LN		195		17		false		              17  sense where we either had highly leveraged or a company				false

		5105						LN		195		18		false		              18  that was using a high amount of equity to use that				false

		5106						LN		195		19		false		              19  hypothetical structure.				false

		5107						LN		195		20		false		              20        Q.    Thank you.  I would like to ask you a couple				false

		5108						LN		195		21		false		              21  followup questions also about the peer group of other				false

		5109						LN		195		22		false		              22  telephone companies that you chose as comparable.  Could				false

		5110						LN		195		23		false		              23  you briefly discuss why you chose the grouping that you did				false

		5111						LN		195		24		false		              24  and how you came to, I guess, narrow that group.				false

		5112						LN		195		25		false		              25        A.    I think it's pretty clear in my testimony that				false

		5113						PG		196		0		false		page 196				false

		5114						LN		196		1		false		               1  I don't -- I mean I'm not completely in love with the				false

		5115						LN		196		2		false		               2  capital asset model because there are a couple challenges				false

		5116						LN		196		3		false		               3  with it.  But the reason where I think it creates value --				false

		5117						LN		196		4		false		               4  and this also comes back to the companies -- is we can at				false

		5118						LN		196		5		false		               5  least look at some publicly available information and make				false

		5119						LN		196		6		false		               6  a determination with the Commission.				false

		5120						LN		196		7		false		               7              In looking at the companies, unfortunately				false

		5121						LN		196		8		false		               8  there is not very much small rural phone company that are				false

		5122						LN		196		9		false		               9  available who are publicly traded.  So what I tried to do				false

		5123						LN		196		10		false		              10  in looking at the companies was to pick those that I felt				false

		5124						LN		196		11		false		              11  at least would be serving in similar areas of the United				false

		5125						LN		196		12		false		              12  States that could be considered rural.  I know that's a				false

		5126						LN		196		13		false		              13  very broad definition.  But at least maybe they would have				false

		5127						LN		196		14		false		              14  some of their services that they're providing that would be				false

		5128						LN		196		15		false		              15  similar to what Carbon/Emery would be doing.  I recognize				false

		5129						LN		196		16		false		              16  that some of them may be in different lines than what				false

		5130						LN		196		17		false		              17  Carbon/Emery was.  But also what I was trying to do is if I				false

		5131						LN		196		18		false		              18  only had two or three companies then the capital asset				false

		5132						LN		196		19		false		              19  pricing model and getting an average for the company				false

		5133						LN		196		20		false		              20  doesn't work very well because I could pick three outliers				false

		5134						LN		196		21		false		              21  and come up with a rate that maybe wouldn't give us a				false

		5135						LN		196		22		false		              22  certain level of comfort.				false

		5136						LN		196		23		false		              23              So even though maybe the companies weren't				false

		5137						LN		196		24		false		              24  perfect matches for Carbon/Emery, I at least felt that they				false

		5138						LN		196		25		false		              25  had some benefit in the fact they gave us data points and				false

		5139						PG		197		0		false		page 197				false

		5140						LN		197		1		false		               1  were at least offering some type of service that if you				false

		5141						LN		197		2		false		               2  stretch the bounds of the definition a little bit could				false

		5142						LN		197		3		false		               3  work to get us to a point to where we had a certain number				false

		5143						LN		197		4		false		               4  of companies that would be acceptable.  And the flip side				false

		5144						LN		197		5		false		               5  of that is I've heard both parties who have been pretty				false

		5145						LN		197		6		false		               6  unhappy with maybe my list of companies for somewhat valid				false

		5146						LN		197		7		false		               7  reasons, but I've never heard anybody suggest other				false

		5147						LN		197		8		false		               8  companies that should be included that would make sense.  I				false

		5148						LN		197		9		false		               9  mean, other than Mr. Meredith did put in AT&T and Verizon				false

		5149						LN		197		10		false		              10  and a couple of those other companies, which I purposely				false

		5150						LN		197		11		false		              11  excluded because, let's be honest, they're not anywhere				false

		5151						LN		197		12		false		              12  close to what Carbon/Emery is doing.				false

		5152						LN		197		13		false		              13              And so if there are other companies that makes				false

		5153						LN		197		14		false		              14  sense to include, I would be happy to redo a calculation				false

		5154						LN		197		15		false		              15  with that.  But I don't know of any of them out there that				false

		5155						LN		197		16		false		              16  made sense.  So I went off what was available at Yahoo and				false

		5156						LN		197		17		false		              17  a few other different resources to try to find companies				false

		5157						LN		197		18		false		              18  that were telecommunications companies that were at least				false

		5158						LN		197		19		false		              19  serving in areas that may be rural.				false

		5159						LN		197		20		false		              20              Now grant it I don't know Cincinnati and the				false

		5160						LN		197		21		false		              21  outlining areas very well, but sometimes to me Kentucky				false

		5161						LN		197		22		false		              22  could be considered in my mind at least rural or some of				false

		5162						LN		197		23		false		              23  the challenges that Carbon/Emery may be facing.  So that's				false

		5163						LN		197		24		false		              24  why the list was kind of compiled the way that it was.				false

		5164						LN		197		25		false		              25        Q.    Thank you.  I would actually like to ask you a				false

		5165						PG		198		0		false		page 198				false

		5166						LN		198		1		false		               1  few more questions about that and direct you to page 12 of				false

		5167						LN		198		2		false		               2  Exhibit CE-4.0R and looking at lines 324 and 325.  This is				false

		5168						LN		198		3		false		               3  the revised rebuttal testimony of Douglas Meredith.  This				false

		5169						LN		198		4		false		               4  is the calculation that he had compiled.  I believe he had				false

		5170						LN		198		5		false		               5  used the comparable companies that you had chosen and in				false

		5171						LN		198		6		false		               6  addition added AT&T and Verizon; is that accurate?				false

		5172						LN		198		7		false		               7        A.    Yes.  I believe that's what he did with that,				false

		5173						LN		198		8		false		               8  yes.				false

		5174						LN		198		9		false		               9        Q.    Is it accurate to say that the smallest one on				false

		5175						LN		198		10		false		              10  the list of any comparable presented here is the Shenandoah				false

		5176						LN		198		11		false		              11  Telecommunications?				false

		5177						LN		198		12		false		              12        A.    That would seem to be accurate, yes.  As far as				false

		5178						LN		198		13		false		              13  looking at the access line that would be the one that would				false

		5179						LN		198		14		false		              14  be closet to my understanding what Carbon/Emery would have.				false

		5180						LN		198		15		false		              15        Q.    If we were to walk through the calculations				false

		5181						LN		198		16		false		              16  that Mr. Meredith did on that company, is it correct to				false

		5182						LN		198		17		false		              17  state in column 4 he calculated an unadjusted CAPM of 8				false

		5183						LN		198		18		false		              18  percent?				false

		5184						LN		198		19		false		              19        A.    Yes, that's correct.				false

		5185						LN		198		20		false		              20        Q.    If we follow that through the debt to equity				false

		5186						LN		198		21		false		              21  ratio in fact with Carbon/Emery it would be a zero; is that				false

		5187						LN		198		22		false		              22  correct?				false

		5188						LN		198		23		false		              23        A.    If I understand the way that he calculated the				false

		5189						LN		198		24		false		              24  debt to equity that would be accurate because they are 100				false

		5190						LN		198		25		false		              25  percent equity.				false

		5191						PG		199		0		false		page 199				false

		5192						LN		199		1		false		               1        Q.    Using the Division's policy of making that				false

		5193						LN		199		2		false		               2  adjustment, would that be approximately 0.538, meaning 35				false

		5194						LN		199		3		false		               3  divided by 65?				false

		5195						LN		199		4		false		               4        A.    5.38 would be -- for the debt to equity, yes.				false

		5196						LN		199		5		false		               5        Q.    Would that be among the lowest debt to equity				false

		5197						LN		199		6		false		               6  ratios of any company on there?				false

		5198						LN		199		7		false		               7        A.    Yes, it appears that way.				false

		5199						LN		199		8		false		               8        Q.    Just following that through with the zero ratio				false

		5200						LN		199		9		false		               9  there, using that 8 percent, that would flow through into				false

		5201						LN		199		10		false		              10  the leveraged CAPM actually used by Carbon/Emery?  It would				false

		5202						LN		199		11		false		              11  ultimately result again in 8 percent?				false

		5203						LN		199		12		false		              12        A.    Yes.				false

		5204						LN		199		13		false		              13        Q.    And then you would potentially add the 3				false

		5205						LN		199		14		false		              14  percent using his calculation of a small company premium;				false

		5206						LN		199		15		false		              15  is that correct?				false

		5207						LN		199		16		false		              16        A.    If you were to add a small company premium that				false

		5208						LN		199		17		false		              17  he did, yes, the 3 percent would be added on that.				false

		5209						LN		199		18		false		              18        Q.    And that would result in 11 percent?				false

		5210						LN		199		19		false		              19        A.    Yes, 8 plus 3 is 11.				false

		5211						LN		199		20		false		              20        Q.    And that's very similar or close to the 10.75				false

		5212						LN		199		21		false		              21  percent?				false

		5213						LN		199		22		false		              22        A.    That is close to what we had, yes.				false

		5214						LN		199		23		false		              23        Q.    Just to clarify to make sure this is accurate,				false

		5215						LN		199		24		false		              24  in your calculation you did not add a small company				false

		5216						LN		199		25		false		              25  premium; is that correct?				false

		5217						PG		200		0		false		page 200				false

		5218						LN		200		1		false		               1        A.    That is correct.				false

		5219						LN		200		2		false		               2        Q.    But you also did not adjust for any reduced				false

		5220						LN		200		3		false		               3  risk by having a Utah Universal Service Fund make up the				false

		5221						LN		200		4		false		               4  gap?				false

		5222						LN		200		5		false		               5        A.    Correct.  Basically what I did is I did a				false

		5223						LN		200		6		false		               6  straight CAPM calculation, or a textbook calculation to use				false

		5224						LN		200		7		false		               7  the words of Mr. Meredith.  I looked at the companies, I				false

		5225						LN		200		8		false		               8  looked at what would be the beta and then did the math				false

		5226						LN		200		9		false		               9  calculation and came up with an average to say this is what				false

		5227						LN		200		10		false		              10  we felt the right rate was for Carbon/Emery.				false

		5228						LN		200		11		false		              11        Q.    That was the same calculation that you used for				false

		5229						LN		200		12		false		              12  Hanksville?				false

		5230						LN		200		13		false		              13        A.    Yes.				false

		5231						LN		200		14		false		              14        Q.    Same method?				false

		5232						LN		200		15		false		              15        A.    Same method, yes.				false

		5233						LN		200		16		false		              16        Q.    Do you know how large Hanksville is?				false

		5234						LN		200		17		false		              17        A.    I don't know exact numbers, but I know they are				false

		5235						LN		200		18		false		              18  a relatively small ILEC.  I mean, we're talking less than				false

		5236						LN		200		19		false		              19  100 customers.				false

		5237						LN		200		20		false		              20        Q.    In comparison Carbon/Emery is significantly				false

		5238						LN		200		21		false		              21  larger?				false

		5239						LN		200		22		false		              22        A.    Yes.  That could be the AT&T versus				false

		5240						LN		200		23		false		              23  Carbon/Emery, could be Carbon/Emery versus Hanksville				false

		5241						LN		200		24		false		              24  analysis if you want to look at it that way.				false

		5242						LN		200		25		false		              25              MR. JETTER:  That's the conclusion of my				false

		5243						PG		201		0		false		page 201				false

		5244						LN		201		1		false		               1  redirect.				false

		5245						LN		201		2		false		               2              HEARING OFFICER:  Ms. Slawson, any recross?				false

		5246						LN		201		3		false		               3              MS. SLAWSON:  Yes, just a little bit.				false

		5247						LN		201		4		false		               4                       RECROSS EXAMINATION				false

		5248						LN		201		5		false		               5  BY MS. SLAWSON:				false

		5249						LN		201		6		false		               6        Q.    We were just looking at the table embedded in				false

		5250						LN		201		7		false		               7  Mr. Meredith's testimony on page 12, table 2.  This is the				false

		5251						LN		201		8		false		               8  one that includes Verizon and AT&T.  Do you have that in				false

		5252						LN		201		9		false		               9  front of you?				false

		5253						LN		201		10		false		              10        A.    Yes.				false

		5254						LN		201		11		false		              11        Q.    In this table Mr. Meredith was focussing on				false

		5255						LN		201		12		false		              12  adjustments that needed to be made to the CAPM model; is				false

		5256						LN		201		13		false		              13  that correct?				false

		5257						LN		201		14		false		              14        A.    That's what Mr. Meredith testified earlier in				false

		5258						LN		201		15		false		              15  the hearing today, and I'll accept that as accurate.				false

		5259						LN		201		16		false		              16        Q.    Let's look at your exhibit when you're				false

		5260						LN		201		17		false		              17  analyzing that CAPM premium.				false

		5261						LN		201		18		false		              18        A.    Okay.				false

		5262						LN		201		19		false		              19        Q.    What is the market risk premium that you used?				false

		5263						LN		201		20		false		              20        A.    Give me just one second so I can pull that up				false

		5264						LN		201		21		false		              21  to make sure I have it accurate.  It's Exhibit 3.2?				false

		5265						LN		201		22		false		              22        Q.    Yes.				false

		5266						LN		201		23		false		              23        A.    Okay.  I have one here in front of me.  Which				false

		5267						LN		201		24		false		              24  area did you want to look at?				false

		5268						LN		201		25		false		              25        Q.    The market risk premium that you used.				false

		5269						PG		202		0		false		page 202				false

		5270						LN		202		1		false		               1        A.    There is actually two different columns there.				false

		5271						LN		202		2		false		               2  There is a T-bill CAPM and a 30 year CAPM.  I did use the				false

		5272						LN		202		3		false		               3  30 year CAPM, which is looking at the bond.  So that's the				false

		5273						LN		202		4		false		               4  risk premium that would be in there that came up with the				false

		5274						LN		202		5		false		               5  10.75 percent.				false

		5275						LN		202		6		false		               6        Q.    That's the 6.81 percent, correct?				false

		5276						LN		202		7		false		               7        A.    Yes.				false

		5277						LN		202		8		false		               8        Q.    Mr. Meredith used the T-bond, his rate was 5.01				false

		5278						LN		202		9		false		               9  percent; is that correct?				false

		5279						LN		202		10		false		              10        A.    From what he shows on there I believe that is				false

		5280						LN		202		11		false		              11  accurate, yes.				false

		5281						LN		202		12		false		              12        Q.    Would you need to add the additional market				false

		5282						LN		202		13		false		              13  risk premium to Mr. Meredith's numbers?				false

		5283						LN		202		14		false		              14        A.    If you want to do that analysis you could.				false

		5284						LN		202		15		false		              15        Q.    So I can compare apples to apples, right?				false

		5285						LN		202		16		false		              16        A.    Sure.				false

		5286						LN		202		17		false		              17        Q.    Mr. Meredith -- you just testified about				false

		5287						LN		202		18		false		              18  Mr. Meredith's Shenandoah number and it was 10.66.  What is				false

		5288						LN		202		19		false		              19  the CAPM rate that you show for Shenandoah?				false

		5289						LN		202		20		false		              20        A.    13.35.				false

		5290						LN		202		21		false		              21        Q.    And that's an unadjusted number, correct?				false

		5291						LN		202		22		false		              22        A.    Yes.				false

		5292						LN		202		23		false		              23              MS. SLAWSON:  I don't have any other questions.				false

		5293						LN		202		24		false		              24              MR. MOORE:  No questions, Your Honor.				false

		5294						LN		202		25		false		              25              HEARING OFFICER:  All right.				false

		5295						PG		203		0		false		page 203				false

		5296						LN		203		1		false		               1              MR. JETTER:  I have one followup question.				false

		5297						LN		203		2		false		               2              HEARING OFFICER:  It's okay with me as long as				false

		5298						LN		203		3		false		               3  there is no objection.				false

		5299						LN		203		4		false		               4              MR. MOORE:  No objection.				false

		5300						LN		203		5		false		               5              MS. SLAWSON:  I guess I want to hear the				false

		5301						LN		203		6		false		               6  question before I insert my objection.				false

		5302						LN		203		7		false		               7                REDIRECT EXAMINATION (continued)				false

		5303						LN		203		8		false		               8  BY MR. JETTER:				false

		5304						LN		203		9		false		               9        Q.    My question is just going to ask if the				false

		5305						LN		203		10		false		              10  calculation is different between the two Shenandoah based				false

		5306						LN		203		11		false		              11  on the beta used for that.				false

		5307						LN		203		12		false		              12        A.    Am I okay to respond?				false

		5308						LN		203		13		false		              13              HEARING OFFICER:  I think we can hear your				false

		5309						LN		203		14		false		              14  response.  Go ahead.				false

		5310						LN		203		15		false		              15              THE WITNESS:  That kind of gets back to the				false

		5311						LN		203		16		false		              16  heart of the capital asset pricing model because what you				false

		5312						LN		203		17		false		              17  do is you take the beta and times that by basically a risk				false

		5313						LN		203		18		false		              18  free rate -- sorry.  You take the beta, you times that by a				false

		5314						LN		203		19		false		              19  risk premium and add that on to a risk free rate.  So if				false

		5315						LN		203		20		false		              20  you look at what I have here for my beta for Shenandoah at				false

		5316						LN		203		21		false		              21  the time period of July 29 versus what Mr. Meredith pulled				false

		5317						LN		203		22		false		              22  as his beta for Shenandoah, I believe his is just barely				false

		5318						LN		203		23		false		              23  below 1, which means it would be a little bit less risky,				false

		5319						LN		203		24		false		              24  and I mine is 1.56.  That would explain why there would be				false

		5320						LN		203		25		false		              25  a significant difference between what he is showing and I'm				false

		5321						PG		204		0		false		page 204				false

		5322						LN		204		1		false		               1  showing.  And I think it also emphasizes the problem if				false

		5323						LN		204		2		false		               2  you're trying to look at just one or two companies, the				false

		5324						LN		204		3		false		               3  CAPM starts to lose some of its strength and foundation and				false

		5325						LN		204		4		false		               4  that's where with my trying to come up with a list of				false

		5326						LN		204		5		false		               5  companies that it gets -- where you need enough reference				false

		5327						LN		204		6		false		               6  points to come up with a level of comfort.				false

		5328						LN		204		7		false		               7              And that's really what my testimony talked				false

		5329						LN		204		8		false		               8  about is with the CAPM is it perfect, no, I don't think so.				false

		5330						LN		204		9		false		               9  But it at least gets us to a level of comfort where we				false

		5331						LN		204		10		false		              10  think we're getting within the right range of what would be				false

		5332						LN		204		11		false		              11  reasonable for the cost of equity for Carbon/Emery.  So you				false

		5333						LN		204		12		false		              12  can see just in that calculation right there and what we				false

		5334						LN		204		13		false		              13  did right here, one company can make a significant				false

		5335						LN		204		14		false		              14  difference.  So getting enough companies on the list is				false

		5336						LN		204		15		false		              15  important as well.				false

		5337						LN		204		16		false		              16              HEARING OFFICER:  Ms. Slawson, anything you				false

		5338						LN		204		17		false		              17  want to add or pursue?				false

		5339						LN		204		18		false		              18              MS. SLAWSON:  One second please.				false

		5340						LN		204		19		false		              19                 RECROSS EXAMINATION (continued)				false

		5341						LN		204		20		false		              20  BY MS. SLAWSON:				false

		5342						LN		204		21		false		              21        Q.    You testified just now that the difference				false

		5343						LN		204		22		false		              22  would be accounted for by the beta; is that correct?				false

		5344						LN		204		23		false		              23        A.    I'm saying that's one potential reason why.  I				false

		5345						LN		204		24		false		              24  can tell you from a CAPM and if you do a straight				false

		5346						LN		204		25		false		              25  mathematic if you take a beta times the risk free rate and				false

		5347						PG		205		0		false		page 205				false

		5348						LN		205		1		false		               1  add all that in there where if -- I have 1.56 as a number				false

		5349						LN		205		2		false		               2  and I have .9 as a number, then the end result is going to				false

		5350						LN		205		3		false		               3  be different.  I have done the calculation here, and I				false

		5351						LN		205		4		false		               4  don't know all the reasons why, but off the top of my head				false

		5352						LN		205		5		false		               5  that would be a very easy thing to point to as far as why				false

		5353						LN		205		6		false		               6  those percentages and rates of return are different.				false

		5354						LN		205		7		false		               7        Q.    And another easy thing to point to would be the				false

		5355						LN		205		8		false		               8  difference in the market risk premium provided by you and				false

		5356						LN		205		9		false		               9  Mr. Meredith?				false

		5357						LN		205		10		false		              10        A.    Sure.  That would be another element of that as				false

		5358						LN		205		11		false		              11  well, yes.				false

		5359						LN		205		12		false		              12              MS. SLAWSON:  That's it for me.  Thank you.				false

		5360						LN		205		13		false		              13              HEARING OFFICER:  Still okay, Mr. Moore?				false

		5361						LN		205		14		false		              14              MR. MOORE:  Still okay.				false

		5362						LN		205		15		false		              15              HEARING OFFICER:  All right.  Mr. Jetter, your				false

		5363						LN		205		16		false		              16  next witness.				false

		5364						LN		205		17		false		              17              MR. JETTER:  The Division would next like to				false

		5365						LN		205		18		false		              18  call Mr. Joseph Hellewell.				false

		5366						LN		205		19		false		              19              (The witness is sworn in.)				false

		5367						LN		205		20		false		              20                       DIRECT EXAMINATION				false

		5368						LN		205		21		false		              21  BY MR. JETTER:				false

		5369						LN		205		22		false		              22        Q.    Mr. Hellewell, would you please state your name				false

		5370						LN		205		23		false		              23  and occupation for the record?				false

		5371						LN		205		24		false		              24        A.    My name is Joseph Hellewell.  I'm a utility				false

		5372						LN		205		25		false		              25  analyst for the Department of Public Utilities.				false

		5373						PG		206		0		false		page 206				false

		5374						LN		206		1		false		               1        Q.    Thank you.  In the course of your employment				false

		5375						LN		206		2		false		               2  with the Division of Public Utilities have you had the				false

		5376						LN		206		3		false		               3  opportunity to review the application as well as the				false

		5377						LN		206		4		false		               4  testimony filed by the applicant in this docket?				false

		5378						LN		206		5		false		               5        A.    Yes, I have.				false

		5379						LN		206		6		false		               6        Q.    Did you create and cause to be filed with the				false

		5380						LN		206		7		false		               7  Public Service Commission direct, rebuttal, surrebuttal,				false

		5381						LN		206		8		false		               8  and sur-surrebuttal testimony in this docket?				false

		5382						LN		206		9		false		               9        A.    Yes, I have.				false

		5383						LN		206		10		false		              10        Q.    Do you have any edits or corrections that you				false

		5384						LN		206		11		false		              11  would like to make to your testimony?				false

		5385						LN		206		12		false		              12        A.    No, I do not.				false

		5386						LN		206		13		false		              13        Q.    If you were asked the questions that are				false

		5387						LN		206		14		false		              14  contained in your prefiled written testimony that you filed				false

		5388						LN		206		15		false		              15  today would your answers remain the same?				false

		5389						LN		206		16		false		              16        A.    Yes, they would.				false

		5390						LN		206		17		false		              17        Q.    Thank you.  Have you prepared a brief statement				false

		5391						LN		206		18		false		              18  summarizing your testimony in this docket?				false

		5392						LN		206		19		false		              19        A.    Yes.				false

		5393						LN		206		20		false		              20        Q.    Please go ahead.				false

		5394						LN		206		21		false		              21        A.    At the time of Carbon/Emery Telecom's				false

		5395						LN		206		22		false		              22  application I along with other DUP analysts reviewed the				false

		5396						LN		206		23		false		              23  application and conducted our normal audit.  During this				false

		5397						LN		206		24		false		              24  time we reviewed the depreciation method used by				false

		5398						LN		206		25		false		              25  Carbon/Emery Telecom and found it to be distorting annual				false

		5399						PG		207		0		false		page 207				false

		5400						LN		207		1		false		               1  depreciation expense.  At this time an adjustment was made				false

		5401						LN		207		2		false		               2  to Carbon/Emery's application based on a single asset				false

		5402						LN		207		3		false		               3  straight line depreciation method.  In our initial direct				false

		5403						LN		207		4		false		               4  testimony we outline reasons why Carbon/Emery's group				false

		5404						LN		207		5		false		               5  depreciation method was distorting and suggested				false

		5405						LN		207		6		false		               6  alternative methods to remedy this.  In addition to this				false

		5406						LN		207		7		false		               7  depreciation adjustment we also made adjustments for				false

		5407						LN		207		8		false		               8  customer migration and under collection based upon				false

		5408						LN		207		9		false		               9  Carbon/Emery's tariff process.				false

		5409						LN		207		10		false		              10              MR. JETTER:  Thank you.  I have no further				false

		5410						LN		207		11		false		              11  questions for Mr. Hellewell and he is available for cross				false

		5411						LN		207		12		false		              12  examination.				false

		5412						LN		207		13		false		              13                       CROSS EXAMINATION				false

		5413						LN		207		14		false		              14  BY MS. SLAWSON:				false

		5414						LN		207		15		false		              15        Q.    Thank you.  Good afternoon, Mr. Hellewell.				false

		5415						LN		207		16		false		              16  I'll just jump right in.  On lines 259 to 269 of your				false

		5416						LN		207		17		false		              17  direct testimony you discuss the DPU adjustment for imputed				false

		5417						LN		207		18		false		              18  revenue for migration of customers who currently receive				false

		5418						LN		207		19		false		              19  their internet service through Carbon's cable affiliates to				false

		5419						LN		207		20		false		              20  the new fiber to the home network that is being constructed				false

		5420						LN		207		21		false		              21  by Carbon.  Do you recall that testimony?				false

		5421						LN		207		22		false		              22        A.    Yes, I do.				false

		5422						LN		207		23		false		              23        Q.    Mr. Woolsey in his rebuttal testimony on lines				false

		5423						LN		207		24		false		              24  986 to 1017 describes an increase in revenue to				false

		5424						LN		207		25		false		              25  Carbon/Emery that results from the migration of cable				false

		5425						PG		208		0		false		page 208				false

		5426						LN		208		1		false		               1  internet customers to the fiber to the home network.  My				false

		5427						LN		208		2		false		               2  question is this, in performing the analysis of the impact				false

		5428						LN		208		3		false		               3  per customer per month Mr. Woolsey uses a rate of return of				false

		5429						LN		208		4		false		               4  10.5 percent, which includes the Company's requested rate				false

		5430						LN		208		5		false		               5  of return on equity of 12.13 percent.  Am I correct in				false

		5431						LN		208		6		false		               6  reviewing the Division's testimony that the Division agrees				false

		5432						LN		208		7		false		               7  with the methodology employed by Mr. Woolsey, but does not				false

		5433						LN		208		8		false		               8  agree with the rate of return used by Mr. Woolsey in his				false

		5434						LN		208		9		false		               9  calculation?				false

		5435						LN		208		10		false		              10        A.    Yes, I believe so.				false

		5436						LN		208		11		false		              11        Q.    And so is it accurate that the Division of				false

		5437						LN		208		12		false		              12  Public Utilities is no longer proposing the adjustment				false

		5438						LN		208		13		false		              13  amount set forth in lines 259 through 269 of your direct				false

		5439						LN		208		14		false		              14  testimony?				false

		5440						LN		208		15		false		              15        A.    Yes.				false

		5441						LN		208		16		false		              16        Q.    And is it fair to say that except for the rate				false

		5442						LN		208		17		false		              17  of return element involved in this calculation this cable				false

		5443						LN		208		18		false		              18  migration issue is not an open issue in the case?				false

		5444						LN		208		19		false		              19        A.    Yes.				false

		5445						LN		208		20		false		              20        Q.    The Division in your testimony has used what				false

		5446						LN		208		21		false		              21  you call a single asset straight line method; is that				false

		5447						LN		208		22		false		              22  correct?				false

		5448						LN		208		23		false		              23        A.    Yes.				false

		5449						LN		208		24		false		              24        Q.    And you have provided testimony on that				false

		5450						LN		208		25		false		              25  calculation, which results in a depreciation adjustment --				false

		5451						PG		209		0		false		page 209				false

		5452						LN		209		1		false		               1  I don't want to go into closed session here, so I'm going				false

		5453						LN		209		2		false		               2  to say that adjustment found in column G of the Division of				false

		5454						LN		209		3		false		               3  Public Utilities Exhibit 1.2SR.  That's the exhibit offered				false

		5455						LN		209		4		false		               4  by Mr. Duncan.  Does that accurately reflect your				false

		5456						LN		209		5		false		               5  depreciation adjustment?				false

		5457						LN		209		6		false		               6              MR. JETTER:  May I have a moment to provide my				false

		5458						LN		209		7		false		               7  witness with that?				false

		5459						LN		209		8		false		               8              MS. SLAWSON:  Sure.				false

		5460						LN		209		9		false		               9              THE WITNESS:  Yes, that's accurate.				false

		5461						LN		209		10		false		              10        Q.    (By Ms. Slawson)  And this reduces				false

		5462						LN		209		11		false		              11  Carbon/Emery's depreciation expense for the test year,				false

		5463						LN		209		12		false		              12  correct?				false

		5464						LN		209		13		false		              13        A.    I'm sorry.  Say that one more time.				false
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		5707						LN		218		22		false		              22  language was based upon each capitalized asset having				false

		5708						LN		218		23		false		              23  depreciated under a single asset straight line approach				false

		5709						LN		218		24		false		              24  since its inception; is that correct?				false

		5710						LN		218		25		false		              25        A.    Yes.				false

		5711						PG		219		0		false		page 219				false

		5712						LN		219		1		false		               1        Q.    We have established here that Carbon/Emery				false

		5713						LN		219		2		false		               2  chose the group asset method of depreciation and used that				false

		5714						LN		219		3		false		               3  method to calculate what it believed is an accurate				false

		5715						LN		219		4		false		               4  depreciation expense, correct?				false

		5716						LN		219		5		false		               5        A.    Yes.				false

		5717						LN		219		6		false		               6        Q.    And the Division is suggesting that that is not				false

		5718						LN		219		7		false		               7  an accurate depreciation expense and that the single asset				false

		5719						LN		219		8		false		               8  straight line method should be used, or at least was used				false

		5720						LN		219		9		false		               9  by the Division to calculate the depreciation expense,				false

		5721						LN		219		10		false		              10  correct?				false

		5722						LN		219		11		false		              11        A.    Yes.				false

		5723						LN		219		12		false		              12        Q.    So it seems to me that the Division is				false

		5724						LN		219		13		false		              13  suggesting or is changing the rules in the middle of the				false

		5725						LN		219		14		false		              14  game, effectively eliminating what you call the stable				false

		5726						LN		219		15		false		              15  predictable depreciation expense under the group method				false

		5727						LN		219		16		false		              16  that Carbon/Emery's management was using for forecasting				false

		5728						LN		219		17		false		              17  and planning.  Is that not -- are you not doing that?				false

		5729						LN		219		18		false		              18        A.    Every single company to my knowledge that I				false

		5730						LN		219		19		false		              19  have been involved with that has used group depreciation				false

		5731						LN		219		20		false		              20  has had an according adjustment on the straight line				false

		5732						LN		219		21		false		              21  method.  Whether those cases have been settled in the court				false

		5733						LN		219		22		false		              22  or out is up to each individual company, but each of those				false

		5734						LN		219		23		false		              23  -- we have consistently applied the single asset straight				false

		5735						LN		219		24		false		              24  line approach to companies practicing group depreciation,				false

		5736						LN		219		25		false		              25  not because we have any fondness or preference over one				false

		5737						PG		220		0		false		page 220				false

		5738						LN		220		1		false		               1  depreciation method over another, we just feel that the				false

		5739						LN		220		2		false		               2  single asset straight line is the most transparent, the				false

		5740						LN		220		3		false		               3  most straightforward, the easiest one to duplicate, and the				false

		5741						LN		220		4		false		               4  easiest one to communicate back to the companies.				false

		5742						LN		220		5		false		               5        Q.    Okay.  In addition to the single asset straight				false

		5743						LN		220		6		false		               6  line method of depreciation that the Division uses to				false

		5744						LN		220		7		false		               7  calculate the depreciation expense, in your testimony you				false

		5745						LN		220		8		false		               8  identify several other methods of depreciation that you				false

		5746						LN		220		9		false		               9  indicate would be Commission approved lives and rates and				false

		5747						LN		220		10		false		              10  would be reasonable alternatives for calculating Carbon's				false

		5748						LN		220		11		false		              11  revenue requirement; is that correct?				false

		5749						LN		220		12		false		              12        A.    Yes.				false

		5750						LN		220		13		false		              13        Q.    And in particular you identify what you call				false

		5751						LN		220		14		false		              14  the FCC method as an acceptable method of calculating				false

		5752						LN		220		15		false		              15  depreciation expense.  So I want to look at that for a				false

		5753						LN		220		16		false		              16  minute.  On line 223 of your direct testimony you identify				false

		5754						LN		220		17		false		              17  a formula that is used by the FCC to recalculate the				false

		5755						LN		220		18		false		              18  depreciation rate based on the plant's remaining life,				false

		5756						LN		220		19		false		              19  future net salvage, and depreciation reserve ratio.  Did				false

		5757						LN		220		20		false		              20  you calculate the depreciation expense for Carbon using the				false

		5758						LN		220		21		false		              21  FCC method identified on line 223 of your direct testimony?				false

		5759						LN		220		22		false		              22        A.    No, we did not.				false

		5760						LN		220		23		false		              23        Q.    As I understand it, the FCC method applies such				false

		5761						LN		220		24		false		              24  depreciation rates as will ratably distribute the				false

		5762						LN		220		25		false		              25  difference between the net book cost of the plant account				false

		5763						PG		221		0		false		page 221				false

		5764						LN		221		1		false		               1  and it's estimated net salvage during the known or				false

		5765						LN		221		2		false		               2  estimated remaining service life of the plant; is that				false

		5766						LN		221		3		false		               3  correct?				false

		5767						LN		221		4		false		               4        A.    Yes.				false

		5768						LN		221		5		false		               5        Q.    In other words, the FCC method looks at				false

		5769						LN		221		6		false		               6  remaining asset lives to ensure that the depreciation rate				false

		5770						LN		221		7		false		               7  is reasonable, correct?				false

		5771						LN		221		8		false		               8        A.    Yes.				false

		5772						LN		221		9		false		               9        Q.    And I want you to -- are you familiar with Utah				false

		5773						LN		221		10		false		              10  Code 54-7-12.1?				false

		5774						LN		221		11		false		              11        A.    No.				false

		5775						LN		221		12		false		              12        Q.    I'll quote that section for you and you can				false

		5776						LN		221		13		false		              13  read it together with Mr. Jetter.				false

		5777						LN		221		14		false		              14        A.    Sure.				false

		5778						LN		221		15		false		              15        Q.    The Commission shall consider all relevant				false

		5779						LN		221		16		false		              16  factors including the alteration of asset lives to better				false

		5780						LN		221		17		false		              17  reflect changes in the economic life of plants and				false

		5781						LN		221		18		false		              18  equipment used to provide telecommunications services.				false

		5782						LN		221		19		false		              19  Does that refresh your recollection as to 54-7-12.1?				false

		5783						LN		221		20		false		              20        A.    Okay.				false

		5784						LN		221		21		false		              21        Q.    I believe you referred to this section in your				false

		5785						LN		221		22		false		              22  testimony, this section code in your testimony.  Do you				false

		5786						LN		221		23		false		              23  deny that?				false

		5787						LN		221		24		false		              24        A.    No, I don't deny.				false

		5788						LN		221		25		false		              25        Q.    The single asset straight line method that is				false

		5789						PG		222		0		false		page 222				false

		5790						LN		222		1		false		               1  being recommended or that was used by the Division in				false

		5791						LN		222		2		false		               2  calculating the depreciation expense in this case applies				false

		5792						LN		222		3		false		               3  the consistent depreciation rate across the expected life				false

		5793						LN		222		4		false		               4  of the asset, correct?				false

		5794						LN		222		5		false		               5        A.    I'm sorry.  Say that one more time.				false

		5795						LN		222		6		false		               6        Q.    So the single asset straight line method				false

		5796						LN		222		7		false		               7  applies a consistent depreciation rate across the expected				false

		5797						LN		222		8		false		               8  life of an asset, correct?				false

		5798						LN		222		9		false		               9        A.    Yes.				false

		5799						LN		222		10		false		              10        Q.    And that depreciation rate is established at				false

		5800						LN		222		11		false		              11  the time that the asset is installed, correct?				false

		5801						LN		222		12		false		              12        A.    Yes.				false

		5802						LN		222		13		false		              13        Q.    Are there factors that could affect the				false

		5803						LN		222		14		false		              14  expected life of an asset?				false

		5804						LN		222		15		false		              15        A.    Yes.				false

		5805						LN		222		16		false		              16        Q.    What would those be?				false

		5806						LN		222		17		false		              17        A.    Any kind of substantial repairs, changes to the				false

		5807						LN		222		18		false		              18  asset's nature, any kind of change in the conditions in				false

		5808						LN		222		19		false		              19  which it was installed.				false

		5809						LN		222		20		false		              20        Q.    Obsolescence of the asset?				false

		5810						LN		222		21		false		              21        A.    Yes.				false

		5811						LN		222		22		false		              22        Q.    End of life, if a piece of equipment as				false

		5812						LN		222		23		false		              23  Mr. Johansen has testified is no longer supported by the				false

		5813						LN		222		24		false		              24  manufacturer that could reduce the life of the asset?				false

		5814						LN		222		25		false		              25        A.    Yes.				false

		5815						PG		223		0		false		page 223				false

		5816						LN		223		1		false		               1        Q.    And the single asset straight line method of				false

		5817						LN		223		2		false		               2  depreciation doesn't account for these potential issues; is				false

		5818						LN		223		3		false		               3  that correct?				false

		5819						LN		223		4		false		               4        A.    In the calculation of the expense, no.				false

		5820						LN		223		5		false		               5  However, common depreciation practice as implemented by an				false

		5821						LN		223		6		false		               6  accountant accounts for these changes as they occur.				false

		5822						LN		223		7		false		               7        Q.    How?				false

		5823						LN		223		8		false		               8        A.    So if a company asset is all of a sudden struck				false

		5824						LN		223		9		false		               9  by lightning then that asset would obviously need to be				false

		5825						LN		223		10		false		              10  retired.  Then it's removed from the book, it's removed				false

		5826						LN		223		11		false		              11  from the asset base, and its corresponding accumulated				false

		5827						LN		223		12		false		              12  depreciation is also removed.				false

		5828						LN		223		13		false		              13        Q.    But as long as the asset stays in service --				false

		5829						LN		223		14		false		              14  you're talking about an adjustment that is made after the				false

		5830						LN		223		15		false		              15  asset is retired from service, correct?				false

		5831						LN		223		16		false		              16        A.    Yes.				false

		5832						LN		223		17		false		              17        Q.    So doesn't 54-7-12.1 require the Commission to				false

		5833						LN		223		18		false		              18  consider the alteration of asset lives to reflect changes				false

		5834						LN		223		19		false		              19  in the economic life of plant and equipment?				false

		5835						LN		223		20		false		              20              MR. JETTER:  I'm going to object to that to the				false

		5836						LN		223		21		false		              21  extent that it calls for a legal conclusion.				false

		5837						LN		223		22		false		              22              HEARING OFFICER:  Let's maybe handle it this				false

		5838						LN		223		23		false		              23  way.  That's what that section says.  Are you asking for				false

		5839						LN		223		24		false		              24  the Division to explain what it feels it means?				false

		5840						LN		223		25		false		              25              MS. SLAWSON:  No.  Mr. Hellewell identified				false

		5841						PG		224		0		false		page 224				false

		5842						LN		224		1		false		               1  this section in his testimony.  So I was just asking him to				false

		5843						LN		224		2		false		               2  -- Mr. Jetter is right.  I've represented what that says so				false

		5844						LN		224		3		false		               3  there is no question.				false

		5845						LN		224		4		false		               4              HEARING OFFICER:  Okay.				false

		5846						LN		224		5		false		               5        Q.    (By Ms. Slawson)  You testified that				false

		5847						LN		224		6		false		               6  identification of the remaining lives of the asset group on				false

		5848						LN		224		7		false		               7  a periodic basis is critical to a properly configured				false

		5849						LN		224		8		false		               8  group, correct?				false

		5850						LN		224		9		false		               9        A.    Yes.				false

		5851						LN		224		10		false		              10        Q.    In fact, on line 126 of your sur-surrebuttal				false

		5852						LN		224		11		false		              11  testimony you criticize Carbon's group asset methodology				false

		5853						LN		224		12		false		              12  because you state when additions are made to a group no				false

		5854						LN		224		13		false		              13  adjustment is made to the depreciable life of the group; is				false

		5855						LN		224		14		false		              14  that correct?				false

		5856						LN		224		15		false		              15        A.    I'm sorry.  Which line again?				false

		5857						LN		224		16		false		              16        Q.    Line 126 of your sur-surrebuttal.				false

		5858						LN		224		17		false		              17        A.    Yes.				false

		5859						LN		224		18		false		              18        Q.    I want to look at that conclusion that you				false

		5860						LN		224		19		false		              19  reach and I want to walk you through a depreciation				false

		5861						LN		224		20		false		              20  example.  It's very simple because I too -- I am a lawyer				false

		5862						LN		224		21		false		              21  and not an accountant.  So let's say you have an existing				false

		5863						LN		224		22		false		              22  group asset that when you put it in service it costs				false

		5864						LN		224		23		false		              23  $1,000.  Its life in years is 10 years.  What would the				false

		5865						LN		224		24		false		              24  annual depreciation expense for that group be?				false

		5866						LN		224		25		false		              25        A.    $100.				false

		5867						PG		225		0		false		page 225				false

		5868						LN		225		1		false		               1        Q.    Let's say in year nine you have accumulated				false

		5869						LN		225		2		false		               2  depreciation of $900, correct?				false

		5870						LN		225		3		false		               3        A.    Yes, under the straight line method.				false

		5871						LN		225		4		false		               4        Q.    Under the straight line method, right.  And you				false

		5872						LN		225		5		false		               5  have a net book value -- well, yes, the group method				false

		5873						LN		225		6		false		               6  applying straight line depreciation.				false

		5874						LN		225		7		false		               7        A.    Okay.				false

		5875						LN		225		8		false		               8        Q.    In year nine if you have accumulated				false

		5876						LN		225		9		false		               9  depreciation of $900, what is the net book value of that				false

		5877						LN		225		10		false		              10  asset?				false

		5878						LN		225		11		false		              11        A.    $100.				false

		5879						LN		225		12		false		              12        Q.    And what is the remaining life in years?				false

		5880						LN		225		13		false		              13        A.    One year.				false

		5881						LN		225		14		false		              14        Q.    Let's say that group has a piece of copper				false

		5882						LN		225		15		false		              15  cable in it that stops working.  You replace that copper				false

		5883						LN		225		16		false		              16  cable for $200.  So you add that to the group.  At that				false

		5884						LN		225		17		false		              17  point the entire value of the group asset when it was				false

		5885						LN		225		18		false		              18  placed in service would be $1200, correct, the $1000				false

		5886						LN		225		19		false		              19  original plus the $200 that you have added?				false

		5887						LN		225		20		false		              20        A.    Right, that would be the gross book value.				false

		5888						LN		225		21		false		              21        Q.    And the life in years would remain the same,				false

		5889						LN		225		22		false		              22  the straight line depreciation method would remain a 10				false

		5890						LN		225		23		false		              23  year depreciable life, correct?				false

		5891						LN		225		24		false		              24        A.    It depends on what the addition does.				false

		5892						LN		225		25		false		              25        Q.    So under group methodology what would the life				false

		5893						PG		226		0		false		page 226				false

		5894						LN		226		1		false		               1  in years for that group be?				false

		5895						LN		226		2		false		               2        A.    According to Carbon/Emery from what I				false

		5896						LN		226		3		false		               3  understand the remaining life would still be one year in				false

		5897						LN		226		4		false		               4  which they would depreciate $300 in the remaining year.				false

		5898						LN		226		5		false		               5  No, no.  Without doing the math it would be $1200 divided				false

		5899						LN		226		6		false		               6  by 10.  So it would be $120.				false

		5900						LN		226		7		false		               7        Q.    Great.  In year nine the accumulated				false

		5901						LN		226		8		false		               8  depreciation of the group is still $900, correct?				false

		5902						LN		226		9		false		               9        A.    Yes.				false

		5903						LN		226		10		false		              10        Q.    And in year nine the net book value of the				false

		5904						LN		226		11		false		              11  group with the $200 addition is now $300, correct?				false

		5905						LN		226		12		false		              12        A.    The net book value is $300 with the addition,				false

		5906						LN		226		13		false		              13  yes.  It's a complicated example for being a simple one.				false

		5907						LN		226		14		false		              14        Q.    How many years will it take to depreciate that				false

		5908						LN		226		15		false		              15  remaining net book value using the annual depreciation				false

		5909						LN		226		16		false		              16  expense of $120?				false

		5910						LN		226		17		false		              17        A.    Roughly two and a half years.				false

		5911						LN		226		18		false		              18        Q.    So it's not accurate to say that Carbon/Emery's				false

		5912						LN		226		19		false		              19  group method doesn't make any adjustment to the depreciable				false

		5913						LN		226		20		false		              20  life of the group, is it?  We've just shown that it does				false

		5914						LN		226		21		false		              21  add a year and a half to the plant life?				false

		5915						LN		226		22		false		              22        A.    In the example you are correct.  However, the				false

		5916						LN		226		23		false		              23  groups -- when we see Carbon/Emery add things to a group,				false

		5917						LN		226		24		false		              24  we don't know if it's a betterment or a repair that's				false

		5918						LN		226		25		false		              25  extending the life.  All we see is that a new asset is				false

		5919						PG		227		0		false		page 227				false

		5920						LN		227		1		false		               1  being added to the group.  And oftentimes it's a				false

		5921						LN		227		2		false		               2  substantial new asset.  So we think that an entire new				false

		5922						LN		227		3		false		               3  asset, an entire new $1000 asset is being added to the				false

		5923						LN		227		4		false		               4  group.  We don't know if it's a change or a repair or what.				false

		5924						LN		227		5		false		               5  All we see is the capital additions.				false

		5925						LN		227		6		false		               6        Q.    So it seems to me -- is it fair to say that				false

		5926						LN		227		7		false		               7  your concern is that you're not sure whether Carbon/Emery				false

		5927						LN		227		8		false		               8  is actually adjusting the depreciable life of the asset				false

		5928						LN		227		9		false		               9  remaining, the actual remaining life of the asset?				false

		5929						LN		227		10		false		              10        A.    Right.  We see no adjustment on the life of an				false

		5930						LN		227		11		false		              11  asset that's being repaired.				false

		5931						LN		227		12		false		              12        Q.    That's different from what you just said				false

		5932						LN		227		13		false		              13  because initially you said you're not sure if they're doing				false

		5933						LN		227		14		false		              14  that.  So is your testimony now that they're not doing				false

		5934						LN		227		15		false		              15  that?				false

		5935						LN		227		16		false		              16        A.    No.  My testimony is not that they're not.  We				false

		5936						LN		227		17		false		              17  do not know.				false

		5937						LN		227		18		false		              18              HEARING OFFICER:  The testimony is you see no				false

		5938						LN		227		19		false		              19  evidence in the record that Carbon/Emery does adjust the				false

		5939						LN		227		20		false		              20  life of an asset that has an addition?				false

		5940						LN		227		21		false		              21              THE WITNESS:  Correct.				false

		5941						LN		227		22		false		              22        Q.    (By Ms. Slawson)  But you will agree that the				false

		5942						LN		227		23		false		              23  example that I said was simple and you said turned out to				false

		5943						LN		227		24		false		              24  be a little bit complicated shows that under the group				false

		5944						LN		227		25		false		              25  method the depreciable life of the asset is increased by a				false

		5945						PG		228		0		false		page 228				false

		5946						LN		228		1		false		               1  year and a half under that simple example, correct?				false
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               1                      P R O C E E D I N G S



               2              HEARING OFFICER:  Good morning.  Today is



               3  Tuesday January 26, 2016.  It is 9:00.  This is the date



               4  and time set for the formal hearing in the matter of the



               5  application of Carbon/Emery Telecom Incorporated for an



               6  increase in Utah Universal Service Fund Support.  This is



               7  Public Service Commission Docket 15-2302-01.



               8              Let's go ahead and get appearances on the



               9  record.  Carbon/Emery.



              10              MS. SLAWSON:  Thank you.  My name is Kira



              11  Slawson.  I represent Carbon/Emery Telecom Inc. as the



              12  attorney.  With me, starting at the far end of counsel



              13  table is Brock Johansen, the CEO of Carbon/Emery Telecom



              14  Inc.  Next to him, and next to me, is Darren Woolsey, the



              15  CFO of Carbon/Emery Telecom Inc.  We also have another



              16  witness, Douglas Meredith from JSI.



              17              HEARING OFFICER:  Then you are also



              18  representing URTA, the intervener; is that correct?



              19              MS. SLAWSON:  I am, yes.



              20              HEARING OFFICER:  Thank you.  Is anyone else



              21  here from URTA?



              22              MS. SLAWSON:  No -- well, Douglas Meredith is



              23  the witness for URTA, yes.



              24              HEARING OFFICER:  Thank you.  And for the



              25  Division.
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               1              MR. JETTER:  Good morning.  I'm Justin Jetter.



               2  I'm with the Utah Attorney General's office and I represent



               3  the Utah Division of Public Utilities.  With me at counsel



               4  table is William Duncan with the Utah Division of Public



               5  Utilities.  And the Division intends to present two



               6  witnesses today who are seated in the back, Casey Coleman



               7  and Joseph Hellewell.



               8              HEARING OFFICER:  Thank you.  And for the



               9  Office.



              10              THE WITNESS:  Robert Moore, Attorney General's



              11  office representing the Office of Consumer Services.



              12  Seated next to me is our witness Bion Ostrander.  We also



              13  have a witness David Brevitz who will be testifying.  And



              14  Michele Beck, the director of the Office of Consumer



              15  Services, is also present and she may speak to any policy



              16  issues that come up during the hearing.



              17              HEARING OFFICER:  Thank you.  Just as we get



              18  started here, a couple of housekeeping matters.  We are



              19  scheduled to break from the UUSF hearing this morning at



              20  noon to take any comments from any public witnesses who



              21  might appear.  I don't know if any will be here or not.  We



              22  haven't had any requests to call in, correct?  So we'll see



              23  if anybody comes.  If we don't see anybody for the public



              24  witness hearing then I think we could just continue with



              25  the UUSF hearing.  We do need to be prepared to take public
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               1  comments for a period of about an hour at least, but then



               2  at 1:00 we could take a lunch break.  Does that sound all



               3  right?



               4              Let's talk about witness and exhibit lists just



               5  briefly.  All parties have filed those and the Office did a



               6  little amendment to it yesterday to remove information that



               7  related to testimony that's been withdrawn.  Does any party



               8  have an objection to any other party's witness and exhibit



               9  list today?  Carbon.



              10              MS. SLAWSON:  I guess it's not so much as an



              11  objection, but I wasn't aware that Ms. Beck was on the



              12  witness list for policy issues.



              13              HEARING OFFICER:  Do you object to her making a



              14  statement if she feels it is necessary?



              15              MS. SLAWSON:  We would obviously want the



              16  opportunity to cross examine on any statements.



              17              HEARING OFFICER:  All right.  Thank you.



              18  Division, any objection?



              19              MR. JETTER:  The Division has no objection.



              20              HEARING OFFICER:  Office.



              21              MR. MOORE:  That's fine.



              22              HEARING OFFICER:  And you speak for URTA as



              23  well?



              24              MS. SLAWSON:  I do.



              25              HEARING OFFICER:  Thank you.  So I think it
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               1  would be appropriate, largely the exhibit and witness lists



               2  -- well, the exhibit lists just capture and summarize the



               3  prefiled testimony that's been submitted.  So I believe all



               4  the parties have had a chance to look at all of that.  I



               5  think it would be appropriate for me to just accept it into



               6  the record as filed and as marked and that might save us



               7  some time.  Is that what the parties were expecting, or is



               8  that acceptable?



               9              MS. SLAWSON:  That's acceptable to the Company.



              10              MR. JETTER:  It's generally acceptable to the



              11  Division.  We have some corrections that we would like to



              12  make that generally the witnesses will do at the beginning



              13  of their testimony.  I'll walk through that with them.



              14              HEARING OFFICER:  Okay.  Office, does that meet



              15  with your expectations?



              16              MR. MOORE:  That's fine.  I had some exhibits



              17  that came up that might not have been on the exhibit list.



              18  I guess Ms. Slawson can object to them at that time if she



              19  feels.



              20              HEARING OFFICER:  Sure.



              21              MR. MOORE:  If she feels they're not



              22  appropriate.



              23              HEARING OFFICER:  But to the extent that we



              24  already have filed exhibits that are on that list, we'll



              25  accept them to the record as filed subject to correction
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               1  during testimony and as premarked.  Okay.  I think that



               2  will save us some time.



               3              The next thing I wanted to do for housekeeping



               4  is just note for the record that many of the exhibits do



               5  contain information that the parties have marked as



               6  confidential.  Generally the confidential sections include



               7  financial information and numbers.  I just wanted to make



               8  the parties aware and put on to the record Utah Code



               9  Section 54-3-21(4), which requires this hearing to be open



              10  to the public, including all records to be open to the



              11  public, except it says that the Commission may withhold



              12  from the public any information that it determines needs to



              13  be withheld in the best interest of the public.  I can give



              14  you that.  Do you want me to read it exactly what it says?



              15              MS. SLAWSON:  No, that's fine.



              16              HEARING OFFICER:  So I anticipate today that



              17  the parties will be discussing concepts and principles and



              18  polices and leave the numbers where they are, which is in



              19  the confident exhibits.  If you find it necessary to talk



              20  about the numbers today and you want me to close the



              21  hearing for the purpose of doing that you're going to have



              22  to demonstrate that closing the hearing is in the public



              23  interest, which is an interesting concept.  I just wanted



              24  to make the parties aware of that.



              25              Then finally, the Commission issued a notice a
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               1  few days ago on January 21st asking the parties to be



               2  prepared to address threshold questions that are raised in



               3  the statute specifically prohibiting any use of UUSF funds



               4  for support of unregulated activities or any activities



               5  that do not constitute basic telephone service.  Do the



               6  parties have a preference as to how and when to address



               7  these issues?



               8              MS. SLAWSON:  The Company, Carbon/Emery would



               9  prefer that these issues be addressed in post hearing



              10  briefing.  I think that affords the opportunity to look at



              11  the legal aspects of the statute after all the testimony



              12  has been entered so we can apply the legal aspects of the



              13  statute to the testimony as in the record.



              14              HEARING OFFICER:  Are you prepared to address



              15  it at all today?



              16              MS. SLAWSON:  I am.



              17              HEARING OFFICER:  Could you address it at least



              18  generally at the outset here, the threshold question, so if



              19  the statute isn't satisfied then that is perhaps as far as



              20  we need to go.  If you could address it at least briefly at



              21  the beginning that would be helpful.



              22              MS. SLAWSON:  Okay.



              23              HEARING OFFICER:  Division.



              24              MR. JETTER:  I suppose we have a question for



              25  the Commission on this.  We have a witness prepared to give
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               1  a statement responding to those questions, but we weren't



               2  certain if you preferred that from counsel or -- it's kind



               3  of to some extent mixed questions of policy that may be



               4  more appropriate, at least from the Division's perspective,



               5  to have one of our policy folks discuss it.  But the



               6  alternative is also I'm prepared to provide you with our



               7  position on it.



               8              HEARING OFFICER:  Perhaps you could just



               9  address it briefly upfront.



              10              MR. JETTER:  Okay.



              11              HEARING OFFICER:  And then we'll take your



              12  witness whenever you want to bring him or her.



              13              THE WITNESS:  Okay.



              14              HEARING OFFICER:  Office.



              15              MR. MOORE:  We'll address it briefly in the



              16  beginning.  We also have a condensed written response that



              17  we would like to introduce as an exhibit if Ms. Slawson



              18  does not object.  Also this is the reason we have Ms. Beck



              19  available to talk on policy questions if they arise.



              20              HEARING OFFICER:  All right.  Thank you.  So



              21  that is all that I wanted to discuss here as we get started



              22  in terms of housekeeping.  Do the parties have any other



              23  questions that we need to talk about before we go into the



              24  meat of this matter?  All right.  It doesn't look like it.



              25  Are the parties ready to begin then with opening
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               1  statements?



               2              MS. SLAWSON:  Basically I would introduce the



               3  witness and then each witness has prepared a summary of



               4  their testimony, so I didn't prepare any particular opening



               5  statement.



               6              HEARING OFFICER:  All right.  The Division or



               7  the Office, you're fine to left Carbon just go ahead?



               8              MR. JETTER:  Yes.  I think our general practice



               9  has not been to offer -- generally we don't have an opening



              10  or closing statement unless requested by the Commission.



              11              HEARING OFFICER:  All right.  Very good.



              12              MS. SLAWSON:  I guess as a preliminary matter



              13  in light of what Mr. Jetter just said, we have requested



              14  through an e-mail communication with counsel and the with



              15  the ALJ that there be closing argument in this matter.  And



              16  we suggested that our preference was to have that on a post



              17  hearing basis provided in a written form.  But we are



              18  prepared if necessary and if time permits to do a closing



              19  argument also.



              20              HEARING OFFICER:  I think I responded and said



              21  we'll see how the hearing goes.



              22              MS. SLAWSON:  Exactly.



              23              HEARING OFFICER:  Very good.  All right.  Then



              24  under the rule Carbon/Emery, which is the applicant, has



              25  the burden of proof.  Begin.  Go ahead.
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               1              MS. SLAWSON:  Thank you.  I would like to call



               2  Darren Woolsey -- I'm sorry, I mean Brock Johansen to the



               3  stand.



               4              (The witness is sworn in.)



               5                       DIRECT EXAMINATION



               6  BY MS. SLAWSON:



               7        Q.    Good morning, Mr. Johansen.  Would you please



               8  state your name, employer and business address for the



               9  record?



              10        A.    Yes.  Brock Johansen.  I'm the chief executive



              11  officer of Carbon/Emery Telecom Inc.  My business address



              12  is 445 East Highway 29, Orangeville, Utah, 84537.



              13        Q.    On behalf of the applicant Carbon/Emery you



              14  have participated in this record, correct?



              15        A.    Yes.



              16        Q.    Have you prepared and caused to be filed



              17  testimony in this record?



              18        A.    Yes.



              19        Q.    If you were asked those same questions here



              20  today that you prepared in written form, would your answers



              21  be the same?



              22        A.    Yes.



              23        Q.    Do you have any correction to the testimony



              24  that you gave in your prefiled testimony?



              25        A.    Yes, just one.  Through this process the amount
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               1  that Carbon/Emery has requested in UUSF distribution has



               2  changed.  So lines 59 and 141 should be corrected to



               3  reflect the accurate amount of $570,643 which is the amount



               4  of Carbon/Emery's UUSF request.



               5        Q.    Do you have a summary of your testimony that



               6  you would like to give today?



               7        A.    Yes.



               8        Q.    Go ahead.



               9        A.    I filed direct testimony in support of



              10  Carbon/Emery's amended application for an increase in Utah



              11  Universal Service Fund distributions.  The purpose of my



              12  testimony is to demonstrate that Carbon/Emery is a



              13  telephone corporation qualified to transact business and



              14  operate as a local exchange carrier providing



              15  telecommunications services within the State of Utah under



              16  authority issued to Carbon/Emery by the Utah Public Service



              17  Commission, which I will refer to as the Commission, and to



              18  testify that Carbon/Emery is an eligible telecommunications



              19  carrier pursuant to 47 U.S.C. Section 214(e) and is in



              20  compliance with Commission orders and rules.



              21              I testify that Carbon/Emery conducted a



              22  thorough review of its operational expenses and revenues



              23  for test year 2014, adjusted for known and measurable



              24  changes, and determined that Carbon/Emery has a revenue



              25  deficiency, which pursuant to Utah Code Annotated Section
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               1  54-8b-15 and Utah Administrative Code R746-360 Carbon/Emery



               2  is entitled to receive additional disbursements from the



               3  Utah Universal Service Fund (UUSF).  I testify that the



               4  increase of UUSF support will enable Carbon/Emery to



               5  continue providing affordable service to its customers, and



               6  to engage in construction of capital projects, while



               7  earning a reasonable rate of return as permitted by Utah



               8  Code.



               9              I indicate in my testimony that Carbon/Emery's



              10  current rates for basic residential and commercial services



              11  are set at the current affordable base rate as determined



              12  by the Commission.



              13              I identify Darren Woolsey, Carbon/Emery's Chief



              14  Financial Officer, and Douglas Meredith of John Staurulakis



              15  Inc. as individuals who will be providing additional



              16  testimony on behalf of Carbon/Emery.  And I indicate I have



              17  reviewed the testimony and exhibits filed on behalf of



              18  Carbon/Emery in this case and that the testimony and



              19  exhibits filed on behalf of Carbon/Emery accurately reflect



              20  the financial and operational situation of the company.



              21              I also present testimony that Carbon/Emery has



              22  not implemented any significant changes in its accounting



              23  procedures.  I describe the collection and write-off



              24  policies for bad debt.  And I identify immaterial penalties



              25  assessed to the company.  I testify that the company has
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               1  not received any revenue ruling requests, IRS responses or



               2  had any correspondence from the IRS other than periodic



               3  filing of payroll and tax forms.



               4              Finally, I testify that the increase in UUSF



               5  support requested by Carbon/Emery is in the public interest



               6  and is just and reasonable to permit Carbon/Emery to



               7  continue to provide telecommunications services at just and



               8  reasonable rates to its customers.  This concludes the



               9  summary of my testimony.



              10              MS. SLAWSON:  Mr. Johansen is now available for



              11  cross examination questions.



              12              HEARING OFFICER:  Mr. Jetter, anything?



              13              MR. JETTER:  No questions from the Division.



              14              HEARING OFFICER:  Mr. Moore?



              15              MR. MOORE:  No questions.  Thank you.



              16              MS. SLAWSON:  Carbon/Emery would now like to



              17  call to the stand Darren Woolsey.



              18              (The witness is sworn in.)



              19                       DIRECT EXAMINATION



              20  BY MS. SLAWSON:



              21        Q.    Would you please state your name, employer and



              22  business address for the record?



              23        A.    Yes.  My name is Darren Woolsey.  I'm employed



              24  by Carbon/Emery Telecom Inc. since April of 2006.  The



              25  address of our corporation is 445 East Highway 29 in
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               1  Orangeville, Utah, 84537.



               2        Q.    Did you prepare and cause to be filed direct,



               3  supplemental rebuttal, surrebuttal and sur-surrebuttal



               4  testimony with attending exhibits in this case?



               5        A.    Yes.



               6        Q.    Do you have any substantive changes to the



               7  answers that you gave in the questions asked in the



               8  prefiled testimony?



               9        A.    I have no substantial changes, but there are



              10  three small corrections that I would like to make.  At line



              11  746 of my revised rebuttal testimony, which was dated



              12  September 4, 2015, there is a reference to aerial cable



              13  plant life which is dated at 20 years.  And the correct



              14  life for that aerial cable plant should read 10 years.



              15  There is no subsequent calculations or additional testimony



              16  that rely on that correction.



              17              The other two corrections are related to lines



              18  402 in the sur-surrebuttal testimony dated December 18,



              19  2015.  There is a number here which needs to be corrected



              20  that was originally marked as confidential.



              21              MS. SLAWSON:  It's a number that was originally



              22  marked as confidential in the testimony.  He just wants to



              23  make a change to that number.  I'm not sure what the best



              24  way of making that change is since we want it to remain a



              25  confidential number.
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               1              HEARING OFFICER:  If you want to give it to me



               2  in this matter you have to make some sort of explanation as



               3  to why we close the hearing for that purpose.  Otherwise,



               4  you're going to have to provide it outside of this open



               5  meeting.



               6              MS. SLAWSON:  We would argue that the hearing



               7  should be closed for this limited purpose to state the



               8  number so that the confidential record would accurately



               9  reflect the correction that needs to be made.  We think



              10  that the number that is being changed is a calculation with



              11  regard to depreciation expense, which is a confidential



              12  number which should remain confidential in this hearing.



              13              HEARING OFFICER:  And why is it in the public



              14  interest?



              15              MS. SLAWSON:  It's in the public interest



              16  because the confidential financial information of the



              17  company allows -- if in the hands of competitors it could



              18  cause a competitive advantage to the competitors and a



              19  competitive disadvantage to Carbon/Emery.



              20              HEARING OFFICER:  Does the Division agree or



              21  disagree?



              22              MR. JETTER:  I think it's generally been our



              23  practice to close these hearings when similar issues have



              24  come up for the same reasons that we would, I guess, allow



              25  the confidentiality of these type of numbers for purpose of
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               1  encouraging the Company to be as forthcoming as possible



               2  with providing at least the Division with as much



               3  information as we request without having extensive



               4  discovery fights over that.



               5              HEARING OFFICER:  Mr. Moore.



               6              MR. MOORE:  We have no objection to going



               7  confidential.  If it's simply a number that needs to be



               8  corrected there doesn't seem to be any strong public reason



               9  to have that information provided publically.  The public



              10  won't gain much in weighing it against the loss of



              11  confidential information.



              12              HEARING OFFICER:  I'm persuaded by Mr. Jetter's



              13  argument that allowing any company to keep its financial



              14  information confidential is in the public interest because



              15  it fosters open disclosure to the Division and to the



              16  Commission, which allows for better decision making in



              17  these matters.  So I will grant the request to close the



              18  hearing briefly in order to correct the number in Darren



              19  Woolsey's sur-surrebuttal testimony at line 402.



              20              Ms. Slawson, is there anybody that you want to



              21  leave the room?



              22              MS. SLAWSON:  No.



              23              HEARING OFFICER:  Can you pause the stream?



              24  Okay.  Go ahead.



              25
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              24              HEARING OFFICER:  Okay.  We are back in the



              25  open portion of this hearing.  Go ahead.
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               1        Q.    (By Ms. Slawson)  Do those two changes that you



               2  have identified confidentially affect the conclusions that



               3  you arrived at in your testimony?



               4        A.    They do not affect the conclusions we arrived



               5  at in the testimony.



               6        Q.    Do you have a summary of your testimony that



               7  you would like to give today?



               8        A.    I do.



               9        Q.    Go ahead.



              10        A.    Carbon/Emery Telecom filed an amended



              11  application for increase in UUSF support on April 2, 2015.



              12  Accompanying this filing was my direct testimony which is



              13  provided today to introduce the application and the



              14  associated exhibits.  The application is based upon a



              15  calendar 2014 historical base year and ties directly to the



              16  Carbon/Emery 2014 trial balances and annual report



              17  submitted to the Public Service Commission of Utah.  This



              18  is true with only four adjustments needed.  One of them is



              19  a rate base exclusion.  There are two known and measurable



              20  adjustments.  Then there is the associated tax adjustments



              21  needed for these other changes.  Based upon this



              22  information I recommend that the Commission adopt 2014 with



              23  the recommended adjustments as a representative test year



              24  for the effective period.



              25              I testify that Carbon/Emery complies with FCC
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               1  rules guiding the measurement, gathering, and allocation of



               2  the costs necessary to provide regulated telecommunications



               3  services, including the FCC rules contained in Part 32 and



               4  Part 64 as well as Public Service Commission Rule



               5  746-340-2.



               6              My direct testimony includes a general



               7  description of the process used in the application for



               8  Carbon/Emery's calculation of cost of capital.  My



               9  testimony regarding this calculation describes the process



              10  by which costs are assigned to the interstate or intrastate



              11  jurisdiction, the imputation of 35 percent debt through use



              12  of a hypothetical capital structure, and the calculation of



              13  the authorized rate of return and revenue requirement.



              14              I also provide additional testimony addressing



              15  various concerns identified by the Division and the Office



              16  in their prefiled testimony.  Specifically, with the



              17  benefit of hindsight and to address concerns raised by the



              18  Office and Division with which I do not object, I accept



              19  four adjustments to Carbon/Emery's initial UUSF request.



              20              These adjustments included a reduction in the



              21  original landline loss adjustment proposed by Carbon/Emery



              22  to reflect additional actual loss data experienced in 2015.



              23  The second item was an increase for nonregulated affiliate



              24  revenue projected for the anticipated migration of



              25  customers from cable internet to fiber to the home internet
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               1  as our fiber to the home project progresses.  So this is



               2  basically a move of customers from our nonregulated plant



               3  to our regulated plant.  The third item is an increase in



               4  interstate revenue to Carbon/Emery related to interstate



               5  services provided by Carbon/Emery to its affiliate ET&V.



               6  This adjustment was evidenced on the July 2015 cost study,



               7  which was unavailable at the time of our original



               8  application.  And finally, a decrease in rate base for the



               9  exclusion of long-term healthcare obligation liabilities



              10  consistent with FCC handling of these same liabilities.



              11              The combination of the adjustments result in a



              12  decrease in the UUSF request of $246,266.



              13              HEARING OFFICER:  Can you give me that number



              14  again?



              15              THE WITNESS:  $246,266, which brings our



              16  revised UUSF request to $570,643.



              17              I would like to briefly summarize key disputed



              18  issues that I think are remaining in this proceeding.



              19              First of all, depreciation.  Carbon/Emery's



              20  method of depreciation and calculated depreciation expense



              21  are at issue in this case.  I have testified to the



              22  appropriateness of Carbon/Emery's group asset methodology



              23  in accordance with the FCC's Uniform System of Accounts,



              24  which is contained in Part 32.  Specifically, Part 32



              25  Section 32.2000(g)(i) promulgates depreciation expense be
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               1  calculated using a group plan of accounting.  This



               2  methodology has been consistently applied since



               3  Carbon/Emery's beginning in 2001 and is an industry



               4  accepted method of calculating depreciation.  I testify



               5  that Carbon/Emery's test year depreciation expense



               6  contained in its application is representative of the



               7  effective UUSF period.  As support, I testify that



               8  historical depreciation has remained consistent with recent



               9  increases reflecting plant replacement which is anticipated



              10  to continue for the next five to seven years.



              11              Though the Division acknowledges that there are



              12  many different acceptable methods to calculate



              13  depreciation, the Division recommends that the Commission



              14  use a single asset depreciation method to calculate the



              15  appropriate depreciation expense in this case.  I do not



              16  agree with the Division's recommendation, nor do I agree



              17  with their calculation under that method because the



              18  Division's method does not result in a depreciation expense



              19  number or a rate base number that is representative of the



              20  realized and effective period.



              21              The Office does not question the group method



              22  of depreciation, but takes exception to the calculation of



              23  depreciation expense for certain accounts because of the



              24  asset lives of the group.  I testify that the depreciation



              25  expense in the application is representative of the
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               1  effective period, and that a switch of depreciation method



               2  is not needed.  Any concerns raised by the Office or the



               3  Division with regard to depreciation expense can be



               4  addressed with adjustments to the remaining asset lives in



               5  certain groups used by Carbon/Emery as prescribed by the



               6  FCC method.



               7              In the alternative, if the Commission decides



               8  to abandon group depreciation, I testify that such action



               9  should be taken on a prospective basis for assets added



              10  after the Commission establishes a different methodology.



              11              The next outstanding issue that I would like to



              12  discuss briefly is the cost of capital used to calculate



              13  the required rate of return.  With respect to cost of



              14  capital, and capital rate structure, I defer to Douglas



              15  Meredith who has provided testimony on this issue.  My



              16  testimony on this issue is limited to using the 12.13



              17  percent return on equity, which has been used by the



              18  Division in recent cases that we have been involved with.



              19              My next topic is the exclusion of certain rate



              20  base items.  Carbon/Emery's application for additional UUSF



              21  includes telephone plant under construction and materials



              22  and supplies as rate base items.  These inclusions are



              23  allowed by the FCC in rate base at their full value, and I



              24  testify that the PSC has historically matched this



              25  treatment by recognizing these inclusions at their full
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               1  rate value.  The Office proposes a 50 percent reduction to



               2  both plant under construction and materials and supplies to



               3  which Carbon/Emery remains opposed.



               4              I testify that Carbon/Emery's telephone plant



               5  under construction account represents the actual plant



               6  expenditures with no inclusion of future purchases or known



               7  and measurable adjustments.  These plant expenditures, like



               8  any other properly documented actual plant expenditures,



               9  should be included in both federal and state base rate.



              10              With respect to the materials and supplies, the



              11  Office argues that the materials and supplies account needs



              12  to be normalized because it is higher than historical



              13  levels.  I testify that the increase in materials and



              14  supplies represents real purchases of materials and



              15  supplies, which are inventoried onsite, and that the



              16  increased levels are needed for current operations,



              17  including current construction projects.  I also testify



              18  that the current level of materials and supplies will be



              19  needed for at least the next five years.  No normalization



              20  adjustment is needed to this account.



              21              The next issue I would like to discuss is



              22  expense allocations, including the CSR allocator and the



              23  accounting and general allocator.  The Office proposes an



              24  adjustment to Carbon/Emery's CSR expense allocator between



              25  regulated and nonregulated operations, but the Office's
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               1  proposed adjustment is based on faulty assumptions.  CSR



               2  costs are allocated between regulated and nonregulated



               3  companies based first on the direct coding of CSR time to



               4  the regulated or nonregulated companies.  The remaining



               5  time that is not direct coded is allocated using four cost



               6  allocation factors, including the CSR distribution



               7  currently at issue as well as three other allocators



               8  including the dispatch distribution, directory



               9  distribution, and Moab CSR distributions.



              10              I testify that when all CSR coding is



              11  considered, more CSR labor in 2014 was coded to the



              12  nonregulated affiliates of Carbon/Emery Telecom than to the



              13  regulated affiliates -- that was 52 percent versus 48



              14  percent -- and that the final disposition of CSR labor and



              15  associated other department costs are the result of direct



              16  coding as well as the use of these four different cost



              17  allocators and we feel that allocation is correct.



              18              The Office also takes issue with the CSR



              19  distribution allocation factor because it was based on a



              20  time study from 2010.  I have testified to changes in the



              21  CSR department, including the addition diagnostic tools and



              22  an advanced internet troubleshooting group.  These changes



              23  have greatly reduced the amount of time spent by CSR's



              24  related to nonregulated customer service functions that



              25  they perform.  And these changes have corresponded with



                                                                            28

�











               1  increased internet customers from that 2010 date.  So we



               2  feel like the original costs of our time study is still



               3  valid in this case.



               4              With respect to the accounting and general



               5  allocator, I testify that the use of billing records as an



               6  indicator of costs is appropriate and results in a



               7  representative allocation factor.  However, I also testify



               8  that with proper weighting and application, the use of



               9  plant, labor, and billing records could also be considered



              10  representative cost drivers.  My testimony includes a



              11  recalculation and proper weighting and use of these three



              12  identified cost drivers, the billing records, the labor



              13  dollars, and the plant costs.  The results of this



              14  calculation evidence essentially the same allocation



              15  percentages for Carbon/Emery as was determined by using



              16  just the billing records.



              17              The next item with which we take issue is



              18  interest synchronization.  In this issue I testify that



              19  interest synchronization in the Carbon/Emery proceeding is



              20  inappropriate.  Because Carbon/Emery has no debt, the tax



              21  deductions related to interest expense therefore do not



              22  exist.  We have no debt.  No amount of debt imputation in a



              23  hypothetical capital structure is going to create that tax



              24  deduction.  In the absence of any actual interest to



              25  synchronize, I maintain that this adjustment is not needed.
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               1  In doing that I want to be clear here, I concede that the



               2  imputation of hypothetical debt on Carbon/Emery will reduce



               3  its taxable income because they're going to get less tax in



               4  that calculation.  So as a result there is less income



               5  taxes to be paid because there is less income made there.



               6  With interest synchronization, however, there is not any



               7  real tax deductions created by that synchronization.  What



               8  this results in is a change in the amount of tax without



               9  having an actual or possibility of an actual interest



              10  deduction for tax purposes to offset that.  So we have no



              11  possibility to ever recover through the UUSF process that



              12  interest synchronization.  That concludes my summary really



              13  on that.



              14        Q.    (By Ms. Slawson)  Thank you.  Mr. Woolsey, in



              15  Carbon/Emery's application the Company requests that the



              16  reasonable costs incurred by Carbon/Emery in the UUSF



              17  application be recovered in a one time lump sum



              18  distribution to Carbon/Emery from the UUSF.  Do you know



              19  what those costs are?



              20        A.    I do not at this time.  The costs are



              21  continuing at this point.  I would anticipate that



              22  Carbon/Emery could submit a bill for the costs of this



              23  proceeding, that we could submit those to the Commission



              24  much like an attorney would do for attorney's fees at the



              25  conclusion of a trial.
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               1              MS. SLAWSON:  Mr. Woolsey is now available for



               2  cross examination.



               3              HEARING OFFICER:  Mr. Jetter.



               4                       CROSS EXAMINATION



               5  BY MR. JETTER:



               6        Q.    Good morning, Mr. Woolsey.  I do have a few



               7  questions.



               8        A.    Okay.



               9        Q.    I would like to ask you a few questions this



              10  morning related to depreciation and the depreciation method



              11  used by Carbon/Emery.  I believe an accurate representation



              12  of the testimony both of yours and Mr. Meredith that you



              13  would agree that the method of group depreciation proposed



              14  by Carbon/Emery does in fact accelerate the depreciation of



              15  the assets in many of the listed groups?



              16        A.    Yes.



              17        Q.    I'm looking at Confidential Exhibit 1 that was



              18  filed by Carbon/Emery in the application.  I'm going to



              19  avoid using the confidential numbers, but if you could take



              20  a quick look --



              21              MR. JETTER:  Could I have just a moment off the



              22  record to ask counsel for Carbon/Emery whether ratios



              23  between a few of these numbers would be something they



              24  consider confidential?



              25              HEARING OFFICER:  Sure.
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               1              (Off the record.)



               2              MR. JETTER:  I would actually request -- I



               3  think it's going to be a little bit more convenient for us



               4  to go off the record briefly for this.  I shouldn't say off



               5  the record, but to go into a confidential mode here.



               6              HEARING OFFICER:  Go ahead.



               7



               8



               9



              10



              11



              12



              13



              14



              15



              16



              17



              18



              19



              20



              21



              22



              23



              24



              25
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               1



               2



               3



               4



               5



               6



               7



               8



               9



              10              HEARING OFFICER:  Would you repeat your



              11  question, Mr. Jetter?



              12              MR. JETTER:  Yes.



              13        Q.    (By Mr. Jetter)  I asked if the ratio of those



              14  two values indicate that the requested depreciation annual



              15  value results in a specific time period in which the entire



              16  proposed rate base currently in service would be fully



              17  depreciated?



              18        A.    I agree from that calculation that would be



              19  roughly five and a half years if that were a straight up



              20  calculation.  There are certain components of that



              21  calculation which will extend out into the future,



              22  including conduit and buildings.  The expenses that would



              23  become fully depreciated are going to be our cable



              24  accounts, both aerial and buried cable, as well as our



              25  subscriber equipment.  This is actually very appropriate
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               1  and it's a good starting point I think for discussion.



               2              Our subscriber equipment only has an eight year



               3  life.  We are into this equipment six years at this point



               4  from when we purchased the equipment shortly after Brock



               5  and I began our employment back in 2006.  This equipment is



               6  no longer supported by our vender.  It needs to be



               7  replaced.  What we're doing with this replacement is we're



               8  corresponding this replacement with the fiber to the home



               9  upgrade.  So the equipment will be upgraded with fiber to



              10  the home type of equipment.



              11              Similarly, our buried and aerial cable plant is



              12  being significantly overhauled.  Fiber to the home, we're



              13  actually doing drops to each of our existing customers, not



              14  to all homes that currently have copper to them, but to our



              15  existing customers.  This process is anticipated to



              16  continue for the next five years, a little bit longer.  We



              17  have some outlining areas that we will end up picking up



              18  past that point.



              19              But this kind of demonstrates the fact that our



              20  plant is at the end of its life and it needs to be replaced



              21  and we're in the process of doing that.  It's not as if



              22  this depreciation is the end of the depreciation, the 10



              23  million, is scheduled to be replaced.  We provided data



              24  showing that replacement in a methodical and a very



              25  measurable approach to a fiber to the home type
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               1  replacement.



               2              HEARING OFFICER:  Can you help me understand



               3  what you mean when you say that your existing equipment is



               4  no longer supported by your vender?



               5              THE WITNESS:  I may not be the best person to



               6  describe this because I'm an accountant and not the plant



               7  guy.  But it's electronic equipment that has software



               8  capability to it.  And at some point the support for that



               9  equipment is no longer -- the equipment is no longer



              10  supported by the company that originally created the



              11  equipment so it requires upgrades to the existing equipment



              12  or replacement to the existing equipment.  In this case



              13  we're moving specifically from the traditional copper based



              14  equipment to fiber equipment.



              15              HEARING OFFICER:  So it's the software



              16  component that is no longer supported?



              17              THE WITNESS:  Right.  It's hardware as well.  I



              18  guess it's a combination of hardware, software that works



              19  together to allow the copper -- the phone line at the end



              20  of the loop to talk back to the switch at the CO or to



              21  allow the transmission of IP data back for internet



              22  purposes, that kind of thing.  So it's that software,



              23  hardware combination that allows that communication to



              24  occur.



              25              HEARING OFFICER:  Thank you.  Mr. Jetter.
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               1        Q.    (By Mr. Jetter)  Thank you.  I would like to



               2  ask you just a little bit more about that actually.  The



               3  software you're discussing no longer being supported and



               4  the upgrades needed.  Are the upgrades needed necessary for



               5  future service for the telephone service?



               6        A.    Yes.



               7        Q.    Are they also necessary for faster internet



               8  service?



               9        A.    They do both.



              10        Q.    Okay.  Is part of your telephone service



              11  provided on essentially an internet type service than a



              12  switching done at -- I guess, through an IP type service



              13  rather than a traditional switch telephone service?



              14        A.    It is a packet base protocol.  It is digital.



              15  But it isn't internet protocol phone, it is traditional



              16  phone.



              17        Q.    Are you aware of any other venders that may



              18  continue to support the equipment that you have going



              19  forward for other companies who are also using that same



              20  equipment?



              21        A.    The equipment could be updated, but it would be



              22  a cost similar to the fiber to the home equipment that we



              23  decided to replace it with.



              24        Q.    I'll ask a little bit more about this.  The



              25  equipment that we're discussing is specifically items that
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               1  would be in a central office, such as your -- I guess,



               2  essentially they're computers that do the switching in a



               3  central office; is that right?



               4        A.    Yes.



               5        Q.    And that's not the actual cable itself?



               6        A.    No.



               7              MR. JETTER:  I would like to, I think, go back



               8  into a confidential hearing for another brief time to



               9  discuss some more numbers.



              10              HEARING OFFICER:  Okay.



              11



              12



              13



              14



              15



              16



              17



              18



              19



              20



              21



              22



              23



              24



              25
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               2



               3              HEARING OFFICER:  Would you recap where we are



               4  and what we're talking about?



               5        Q.    (By Mr. Jetter)  To recap for those who were



               6  not available to participate in the confidential portion we



               7  just returned from, we're discussing the projected capital



               8  expenditures through 2019.  We're discussing what those



               9  expenditures are for and what type of expected life the



              10  capital assets that will be acquired and put into service



              11  through those expenditures would have.



              12        A.    I do agree with the capital expenditures that



              13  are shown on this sheet.  We do have again the benefit of



              14  hindsight.  In 2015 our expenditures are going to come in



              15  above $2 million, so $1.8 million is a little bit light on



              16  capital expenditures there.  But otherwise this is



              17  representative.



              18              One thing that we need to be careful -- I



              19  indicated about 90 percent of the fiber to the home project



              20  would be completed by 2019.  The remaining 10 percent is



              21  our outlining areas.  It is costly.  There will still be



              22  capital expenditures there to be incurred.



              23              Then there is additional events that we can see



              24  coming.  Our soft switch will need to be replaced.  We



              25  actually -- because those are software based equipment,
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               1  it's much cheaper than the traditional switch, but it does



               2  require updates and replacement on that type of equipment.



               3  Similar to the subscriber switching equipment, a 10 year



               4  life is actually -- 8 to 10 years is probably pretty



               5  representative of what that equipment will do.  So it's



               6  fair to say that this is representative of what our five



               7  year plans are, but it's not the end of capital



               8  expenditures.



               9        Q.    Thank you.  Most of the dollars that would be



              10  capitalized in those years are going to the actual



              11  installation of the fiber lines, the fiber drops to the



              12  customers, the needs of the customer premise, that type of



              13  thing?



              14        A.    That's correct.



              15        Q.    Do you expect that portion of these capital



              16  expenditures to last more than eight years?



              17        A.    The actual cabling?



              18        Q.    Yes.



              19        A.    The actual cabling will, yes.



              20        Q.    Do you have any estimate of what you think a



              21  typical lifespan of your fiber network, the fiber drops to



              22  the home is?



              23        A.    For the aerial plant we have a life of 10



              24  years.  For the buried plant we have 20 years.  We're on



              25  the front side of this.  So each of these asset lives are
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               1  subject to examination each year.  I would say it would at



               2  least last the prescribed lives that the Commission has



               3  established for these assets.



               4        Q.    In fact it would be pretty surprising, wouldn't



               5  it, if you are 10 years down the road and you're going to



               6  go out and replace all of your fiber again?



               7        A.    I would say that's true.



               8        Q.    And even then, it would be surprising probably



               9  if it was 20 years, wouldn't it?



              10        A.    I would disagree with that statement.  The



              11  reason why is there are so many events that occur in the



              12  life of the fiber.  What we found -- without working on our



              13  fiber to the home project we have averaged $1.8 million in



              14  capital expenditures each year, and that's to maintain our



              15  existing plant.  We're going to see similar type of



              16  expenditures in the future on our fiber plant.  We hope



              17  that they're less in some respects, but you always have



              18  fiber cuts.  You have issues that are kind of beyond



              19  control of management to prevent.  So there is always going



              20  to be a portion of the plant that needs to be replaced or



              21  upgraded as needed or subject to obsolescence in the case



              22  of subscriber equipment and that kind of thing.



              23        Q.    Do you expect your fiber network to be as



              24  reliable as your copper network?



              25        A.    More reliable.
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               1        Q.    How old is the average age of your current



               2  aerial copper?



               3        A.    I don't have that calculation in front of me,



               4  but I think in the testimony we provided, that detailed



               5  list, and it is significantly aged.



               6        Q.    Significantly longer than 10 years?



               7        A.    Yes.



               8        Q.    And the same with your buried cable?



               9        A.    Yes.



              10        Q.    And the fiber should be more reliable than that



              11  infrastructure you currently have?



              12        A.    Yes.



              13        Q.    You have just testified a few minutes ago that



              14  you would expect through 2019 capital expenditures that



              15  would build out about 90 percent of this network upgrade?



              16        A.    Correct.



              17        Q.    So if we were to use the depreciation amount



              18  you have proposed here, and I'm going to try to avoid the



              19  numbers so we don't back into the confidential mode.  You



              20  would in fact depreciate practically all of that by, it



              21  looks like it would be, a ballpark of 2021.  Would you



              22  accept that subject to doing your own calculation?



              23        A.    Which plant are you referring to?



              24        Q.    All of the capital expenditures that you're



              25  going to be making in 2015, 2016, 2017, 2018, 2019,
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               1  continuing at the depreciation expense that you have



               2  proposed in your application.



               3        A.    No, I would disagree with that statement.  The



               4  reason why is you excluded your existing asset base in that



               5  assumption.  So maybe to shed some light on this, you have



               6  roughly $2.3 million a year on average that you're adding,



               7  and you're only taking out $2 million a year in



               8  depreciation based upon what I've testified.  So you



               9  actually have a plant increase over that period of time.



              10  It won't be gone.  It will actually be greater than it is



              11  now.



              12        Q.    I'm concerned that with some of your answers



              13  you're getting into confidential information that I'm



              14  trying to avoid.



              15        A.    Sorry.



              16        Q.    Ultimately, what you're saying is that the



              17  capital expenditures you have planned with the current



              18  depreciation estimate you've used have a slightly growing



              19  rate base through the end of 2019.  And then that would



              20  begin to trail off fairly significantly at that point,



              21  would it not?



              22        A.    That is correct.  I do want to point using the



              23  table you have referenced here that the majority of the



              24  expenditures in this project are subscriber equipment.



              25  It's not the aerial cable or the buried cable.  Fiber
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               1  cabling is much cheaper than copper cabling.  And because



               2  we're not doing an entire overlay of the existing plant



               3  we're able to save significant amounts of money in the



               4  cable aspect of that project.



               5              So if you're looking at what it is that we're



               6  spending money on, we have nearly $8 million in -- sorry.



               7  You have a large amount of dollars in subscriber equipment



               8  that has a very short life.  We currently have two-thirds



               9  of that amount roughly on the books in subscriber equipment



              10  with that same eight year life.  So the cycling of that



              11  equipment is actually very appropriate.  It's matched what



              12  we have historically done.  We don't foresee any real



              13  change in that account going forward.



              14              So the rapid acceleration that is being alluded



              15  to, I think, in this question is very appropriate for the



              16  types of expenditures that we are projecting in the table



              17  that is being referenced.



              18        Q.    The types of subscriber equipment that you're



              19  referencing with very short life span, that's directly



              20  related to the choice to move to fiber; is that correct?



              21        A.    Correct.  But as I've -- without using specific



              22  numbers, it's real similar to the expenditure we incurred



              23  to place that equipment in place, the existing copper



              24  equipment in place.



              25        Q.    If you will indulge my hypothetical here.
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               1  Hypothetically if your fiber network is rolled out by 2019



               2  and your depreciation remains the same and your capital



               3  expenditures beyond 2019 drop significantly as you're not



               4  rolling out any new product or new network, approximately



               5  -- let's do the math here.  You go about five years beyond



               6  that.  So you're looking at about 2025, 2024.  Is that



               7  where you would expect to see effectively a depreciation



               8  cliff?



               9              MS. SLAWSON:  I'm going to object to the



              10  question it calls for a speculation on a hypothetical.



              11  It's not based on the facts in evidence in this case.



              12              HEARING OFFICER:  I noted your objection.  I



              13  think the information is useful and I'm going to ask the



              14  witness to go ahead and answer the question.



              15              THE WITNESS:  Can we go confidential again for



              16  a minute?



              17              HEARING OFFICER:  Are you going to talk about



              18  actual numbers?



              19              THE WITNESS:  Yes, as presented in the



              20  schedule.



              21              HEARING OFFICER:  Can you avoid talking about



              22  actual numbers, especially whether there will be a



              23  depreciation cliff in 2024, 2025 due to there being no



              24  further expenditures for infrastructure and basically



              25  having everything fully depreciated?
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               1              THE WITNESS:  I would say no.  The assumption



               2  that there is no additional capital expenditures is a



               3  faulty assumption.



               4              HEARING OFFICER:  Why is that?



               5              THE WITNESS:  You have to continue to maintain



               6  your telecommunications plant.  Just because an upgrade is



               7  done doesn't mean that there will never be a future need



               8  for plant expenditures.  There is a myriad of aspects to



               9  our plant, including our internal core network that



              10  consistently needs upgrades.  We have the switching



              11  equipment that will need upgrades.  The plant itself will



              12  require additional maintenance and repair over time.  The



              13  subscriber equipment we anticipate will last eight years.



              14  If we're installing some of this equipment in 2016, it's



              15  possible that in 2022 or 2024 this equipment becomes



              16  obsolete and needs to be replaced again.  So it's short



              17  sided to say that you do one upgrade and that's it.



              18  Historically we have averaged an amount slightly less than



              19  that projected in our application on average, and that was



              20  without a significant plant upgrade.  And that's just to



              21  maintain and replace equipment as needed.



              22              HEARING OFFICER:  On a copper network?



              23              THE WITNESS:  On a copper network.



              24              HEARING OFFICER:  Thank you.  You anticipate



              25  the costs will be essentially the same on a fiber network
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               1  beyond --



               2              THE WITNESS:  During the build out period it



               3  jumps up.  So for sure we see an increase in the activities



               4  of these accounts.  We've also focussed the dollars on the



               5  replacement rather than the maintenance, so you see a



               6  shifting of dollars to that project.  Once the project is



               7  completed there will be a shift back to normal maintenance



               8  and repair costs that have a life more than a year so we



               9  capitalize it.  So there is an ongoing cost there.  We hope



              10  it will be less, but in some respects there is always going



              11  to be additional maintenance and repair and upgrades to



              12  that equipment to maintain it.



              13              HEARING OFFICER:  How much fiber do you have



              14  laid currently?



              15              THE WITNESS:  That question may be better for



              16  Brock.



              17              HEARING OFFICER:  But there is some?



              18              THE WITNESS:  There is some, yes.



              19              HEARING OFFICER:  How long has it been in



              20  place?



              21              THE WITNESS:  Well, depending on the sections



              22  we actually started laying fiber to what we call fiber to



              23  the node or fiber to the curb three or four years ago.  So



              24  some of the capital expenditures that we've incurred up to



              25  this point have been part of the future plan to take that
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               1  all the way to the customer homes.  So it's been quite some



               2  time since we really replaced copper.  Unless there is a



               3  direct need it doesn't make sense to do that.  Like trunk



               4  copper is about a sixth of the cost of the -- sorry.  Fiber



               5  is a sixth of the cost of the equivalent copper.  On a



               6  fiber drop it's about half the cost of a copper drop.  So



               7  when that ages it doesn't make sense to replace it with



               8  copper anymore.



               9              HEARING OFFICER:  I guess what I'm struggling



              10  to understand is the cost to install the fiber in year one



              11  versus the cost to main it in year two.  Are those costs



              12  the same?



              13              THE WITNESS:  No.



              14              HEARING OFFICER:  That's what I'm trying to



              15  understand as I listen to your testimony and you say that



              16  these costs that you're projected to due to build out will



              17  basically become costs to maintain the build out in



              18  subsequent years and there is no real change in the number.



              19  That's what I kind of hear you saying.  Have I heard you



              20  incorrectly?



              21              THE WITNESS:  I've provided testimony that our



              22  historical average is --



              23              HEARING OFFICER:  Meaningful.



              24              THE WITNESS:  -- meaningful, yes.  And it is



              25  increased by about $600,000 during this phrase.  I
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               1  anticipate that we'll probably go back down to that average



               2  prior to this phase.  So our historical capital



               3  expenditures will probably remain consistent for this



               4  period of time.  For the build out it's going to go up by



               5  about $600,000 for each of those years.



               6              HEARING OFFICER:  I'm sorry for jumping in.



               7  Mr. Jetter, please continue.



               8              MS. SLAWSON:  Your Honor, if it would be



               9  helpful to the process Mr. Johansen will probably be able



              10  to answer some of those questions.



              11              HEARING OFFICER:  He seems very eager to say



              12  something.  Is that all right, Mr. Jetter?



              13              MR. JETTER:  I'm happy to recall -- I think I



              14  would prefer the best information from the best witness to



              15  answer this.



              16              HEARING OFFICER:  All right.  That's fine.  Go



              17  ahead.



              18              MR. JOHANSEN:  Do you want me to answer the



              19  same question?



              20              HEARING OFFICER:  I want you to say what is



              21  burning to be said.



              22              MR. JOHANSEN:  I don't know the confidential



              23  information.  Darren knows that.  The only other person



              24  probably in this room that understands this is Bill because



              25  we're the plant guys, right.  We're getting things confused
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               1  here from a plant standpoint.  So let me back everybody up.



               2  When Darren says we're going to be 90 percent down, he's



               3  talking customers.  But that's not 90 percent of the



               4  project.  And everybody needs to understand that.



               5              The first phase of the project is East Carbon,



               6  Wellington, Price and Helper.  It's the main customers.



               7  Then we're going into Miller Creek, and Miller Creek is



               8  spread out.  So you're not going to see the capital budget



               9  fall like Mr. Jetter is saying.  Those customers have to be



              10  served too.  And that's going to be an increase in cost



              11  because those customers are a lot further out.  So we're



              12  not going to be serving -- if you know the Price area at



              13  all.  Right now we're building -- and we have to separate



              14  trunk versus drop.  Drops are most expensive.  They cost us



              15  a lot of money.



              16              There are a whole bunch of things going on



              17  here, and this is for your clarification in your question



              18  you asked Darren.  When you go build a network it's not all



              19  -- you go out and you put the trunk in and then you have to



              20  drop to the customers and then you have the electronics,



              21  right.  Different parts of that can go bad.



              22              For those of you that have computers, they



              23  don't last very long.  Seven, eight years and processors



              24  start failing, the hard drives start failing.  That's what



              25  is on the end of this.  That's your electronics.  A seven
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               1  year old electronic computer is old.  It's going to get



               2  replaced.  It's not going be supported.  That's what is



               3  hanging on the end of this fiber and it's what is hanging



               4  on the end of the copper.  It's a computer.  And that



               5  computer will end life in about seven or eight years, which



               6  is exactly close to what is prescribed by the Commission



               7  for depreciated life.



               8              Now you talk about the actual going out in the



               9  future.  The Division is trying to say there is a cliff.



              10  We get done with these projections that Darren has out



              11  there and it is a cliff.  It isn't.  They only go into the



              12  hard reach areas.  You have North Coal Creek -- and I would



              13  have loved to have had the Division or the Office come down



              14  and talk about this.  None of them wanted to do a plant



              15  tour.  They didn't come down to inspect --



              16              HEARING OFFICER:  I don't want to talk about



              17  those things.



              18              MR. JOHANSEN:  Okay.  But if they want to talk



              19  about this issue and what's going to happen on our build



              20  out, we can talk about that.  But the point I think that is



              21  important here is it's not going to drop.  We're going to



              22  go into North Coal Creek.  That's going to be one customer



              23  per half mile.  That's an exaggeration probably.  Then



              24  you're going to go into Miller Creek.  Then you're going to



              25  go up above West Wood.  Then you're going to go up into --
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               1  there are a bunch of outlining areas.  So this project



               2  doesn't end in year five.



               3              Then after that, Darren said there are a bunch



               4  of other parts of the network.  Our core is getting



               5  dilapidated.  We don't have money to put into the core.



               6  The core is a 10 year core that we updated a few years ago.



               7  It needs to go to a 100 gig core.  It does.  You're hanging



               8  all of this off from your output.  So right now our money



               9  is going towards fiber deployment, we haven't gone back to



              10  the router.  So now you're back to the core.  So those have



              11  to be upgraded.  Then there is fiber between some of the



              12  towns that needs to be upgrade that is old.  It's 10, 15



              13  years old now and we're starting to see errors on it.  It's



              14  old -- there are actually different types of fiber, and



              15  it's an old fiber that we put in back in the day.  So that



              16  needs to be replaced.  So we have these lists of projects.



              17  They go out a lot further than what the Division is asking



              18  right here.  It's not a cliff and we're just going to stop.



              19  There is a lot of capital expenditures to keep the network



              20  going and we're going to keep making those capital



              21  expenditures as long as we have the funding and they're



              22  necessary to provide telecommunications services.  They



              23  are.  That network is going to get old.  The electronics



              24  are going to get old.



              25              And then one other thing I think is important
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               1  is -- I think everybody thinks when you put fiber in it's



               2  golden forever, especially on drops.  That's not the case.



               3  Drops are a huge cost.  Aerial drops get caught in the



               4  wind, they blow, they -- if you picture we have our strand



               5  that holds it pretty solid out on the trunk, but on the



               6  fiber drop it's kind of waving there because you don't have



               7  a strand holding it, it's just going from a pole over



               8  there.  Those come, those break, and within about 10 years



               9  you're going to replace them.  These are well established



              10  principles that I'm sure somebody took into account when



              11  the Commission gave us the lives.  They should have.  But



              12  the point is the fiber doesn't just stay there and is good



              13  forever.  It doesn't.  That's not how the plant works.



              14              And the other point is there is not a cliff



              15  where, boom, we're not going to do anymore capital



              16  expenditures.  We might have 90 percent of the customers,



              17  the last 10 are going to take years.



              18                       CROSS EXAMINATION



              19  BY MR. JETTER:



              20        Q.    I would like to ask you some followup



              21  questions.



              22        A.    Sure.



              23        Q.    Those customers that you're discussing, the



              24  sort of the end of the line customers, are you currently



              25  serving those customers?



                                                                            55

�











               1        A.    We are.



               2        Q.    And they currently have telephone service?



               3        A.    They do.  On buried and copper networks it



               4  requires a lot of maintenance because -- especially since



               5  you figure a lot of those are going out.  It's really



               6  interesting on how the plant works.  A lot of buried



               7  copper, and because it's buried you're out in fields where



               8  moisture gets in, the lines get old, more moisture gets in.



               9  Those are our hardest to maintain, but we're trying to do



              10  the biggest bang for the buck.  We're cutting the towns



              11  first and then we'll go into those areas, but they need to



              12  be cut because it's hard to provide telecommunications



              13  services when their lines aren't as good of quality, but



              14  they're hard to reach.



              15        Q.    When you say telecommunications service you



              16  mean internet and telephone?



              17        A.    No, I'm referring to basic telephone service.



              18  Even basic telephone service to serve these you've got to



              19  think the net plant.  Of course you can put internet across



              20  it also, but for this rate increase purpose we're talking



              21  basic telephone services.



              22        Q.    And you testified though that you currently are



              23  providing that to all of those customers?



              24        A.    All of them?



              25        Q.    The customers that you're intending to replace
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               1  that with funding?



               2        A.    Yes.  The project is only to replace current



               3  customers.  We're not just going to run lines out to



               4  locations that aren't taking our services if that's what



               5  you mean, Mr. Jetter.



               6        Q.    I'm just talking about where you're rolling out



               7  your fiber.



               8        A.    We're going to roll out fiber -- I mean, the



               9  plan will be to everybody if possible to fiber eventually



              10  and get rid of those old copper lines that are hard to



              11  maintain.



              12        Q.    So the fiber should be cheaper; is that right?



              13        A.    Fiber is cheaper and it's actually -- the FCC



              14  said if we're going to replace something put fiber in



              15  because it is cheaper.  If I went and ran new copper lines



              16  to Miller Creek it's going to cost me a lot more than



              17  running fiber to Miller Creek.



              18        Q.    And fiber is a lot cheaper to maintain; is that



              19  also correct?



              20        A.    I can't testify to that.  The studies show that



              21  it should be, but we're just cutting.  So I don't have a



              22  lot of data personally on that.



              23        Q.    But you don't project any reduction in the



              24  costs of maintaining it?



              25        A.    Well, those costs -- again, I think we're
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               1  getting a little off topic here in that some of those will



               2  be realized way outside the effective time period of this



               3  rate case if at all.  So you've got to remember this cut is



               4  going to take a couple years.  If all of a sudden our



               5  expenses go down, when the Division is reviewing our costs



               6  then they can pull us back in.  But there is no reason to



               7  say, okay, we'll -- we know that's not going to be until we



               8  get fiber project done, which is years out.  So if at that



               9  point our costs of operation goes down pull us back in.



              10  That's the process.  But we don't need to say in five years



              11  you're going to have decreased operations, so right now



              12  you're going to get penalized.  I mean, pull us back in in



              13  five years.  But I can't even project.  They do say that



              14  those costs should go down dramatically, but we're not



              15  going to realize that for years.  And Mr. Jetter, if the



              16  Division -- they review our numbers every year, and if they



              17  want to pull us back in, they can do it.



              18        Q.    Are you familiar with an accounting term called



              19  the matching principle?



              20        A.    No, I'm not an accountant.



              21        Q.    Maybe this is a question back for Darren.



              22        A.    Do you want to jump back?  Your Honor, do you



              23  have any other questions about the plant?



              24        Q.    I do have some more questions about the plant.



              25              HEARING OFFICER:  Go ahead.  I have one as well
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               1  which is why the 10 gigabyte -- did you say core?  Is that



               2  the term you used, 10 gigabyte --



               3              THE WITNESS:  Yes, core.  There is --



               4              HEARING OFFICER:  -- is needed?



               5              THE WITNESS:  Yes.  So there --



               6              HEARING OFFICER:  My question is is it needed



               7  for basic telephone or is it needed for --



               8              THE WITNESS:  Sure.



               9              HEARING OFFICER:  -- all of the other things?



              10              THE WITNESS:  No, definitely it is needed for



              11  that.  The core -- again, it's an upgrade issue.  So



              12  whether you upgrade to a bigger core or not you still have



              13  to upgrade those because those routers are still -- and



              14  they're expensive.  They're -- I don't know.  I think we



              15  just bought one and it was $120,000.  But the core is again



              16  a computer, and that core is about six years old now.  My



              17  IT guys have put in the capital budget every year, hey, the



              18  core is starting to take errors, we're having outages



              19  because of this.  And I say, well, the project right now is



              20  fiber to the home.  We'll put that behind fiber to the



              21  home.  So it's just like other electronics.  You're going



              22  to have to maintain it.  These things you don't just put



              23  them in and they drive forever.  You don't buy one computer



              24  and it lasts for your whole lifetime.  It's not going to do



              25  that.
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               1              HEARING OFFICER:  You say it's six years old



               2  currently?



               3              THE WITNESS:  I would have to go back and look,



               4  but I think we actually started the core project about the



               5  same time as some -- it might actually be a little older.



               6  Some of them might be -- I would have to go back.  The



               7  router it's kind of -- you don't go in and replace the



               8  whole core.  You'll say okay, I'm going to replace the main



               9  router.  These are the main routers that are connecting the



              10  town and creating the core.  So we'll say this year we're



              11  going to replace the Price router, this year we're going to



              12  replace the Helper router, this year we're going to replace



              13  the -- these are $120,000 to $150,000 computers.  It's not



              14  cheap.  And so there are things like that.  There is the



              15  old DWM equipment.  We can go on and on.  The network isn't



              16  just the fiber.  The DWM equipment is the actual -- across



              17  the fiber you split it into light weight lengths, and that



              18  DWM input is getting old and we're starting to have trouble



              19  maintaining it too.  So it's all throughout.  You maintain



              20  a network.



              21              The point here that I want to make is, one, the



              22  project doesn't end when we get 90 percent of the towns



              23  done.  We still have to go out and serve the hard to reach



              24  areas that are really the hardest for us to serve even with



              25  basic telephone services.  Point number two is there are



                                                                            60

�











               1  other projects.  And point number three is if at any point



               2  they need to pull us back in that's the rule, they can.



               3              HEARING OFFICER:  Go ahead.



               4        Q.    (By Mr. Jetter)  Thank you.  When you're



               5  talking about 10 gigabyte or 100 gigabyte core we're



               6  talking about bits per second; is that correct?



               7        A.    Yes.  In testifying again to what you asked



               8  Darren a minute ago, basic telephone now is packet based.



               9  So you're putting packets across that and that's all that



              10  goes across the core is IP network.



              11        Q.    Of the network that you're using now, and the



              12  one you intend to use, do you have an idea about what



              13  percentage of the bit rate is being taken up by basic



              14  telephone service?



              15        A.    I would not know that number.



              16        Q.    Do you think across your entire network you've



              17  ever used 10 gigabytes per second of basic telephone



              18  service transfer?



              19        A.    No.  But again, Mr. Jetter, you're -- this is



              20  when it gets to be attorneys and lawyers talking about



              21  networks that they don't understand.  A 10 gig core does



              22  not mean that you need a full 10 gigs because you're going



              23  to be using every core.  It's called an MPLS network.



              24  Mr. Jetter, you probably don't know what an MPLS network



              25  is.  But an MPLS network is put in so you actually create
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               1  the circuit across an IP -- you have one 10 gig core and



               2  you're creating individual circuits between it.  So even



               3  though you might not be maxing out the full 10 gig, you



               4  need the 10 gigs to create the different circuits.  Those



               5  circuits used to run across old copper T1's, those T1's are



               6  now converted on to -- or DS3's or converted on to IP and



               7  they run across that.  So we're not talking full capacity



               8  when you're saying do I need a 10 gig core.  You have to



               9  look at the number of circuits inside that core and what



              10  they're carrying and how they're configured.  So it's



              11  completely different than to just say -- you can't think of



              12  it like a -- a normal resident would say I have 10 meg at



              13  my house.  That's not how these networks run.  And it's a



              14  complete lack of understanding when people look at them



              15  that way.  MPLS 10 gig core is completely different than



              16  just a 10 gig pipe.



              17        Q.    Are you expanding the number of circuits in --



              18        A.    Definitely.  Everything single one of these --



              19  every one of these nodes that is served by the fiber has to



              20  have an IP port back.  It's a separate circuit back.



              21  That's how you talk to the switch out to an area where



              22  you're going to hang out these fiber OLT.  The ONT is at



              23  the house.  The OLT you could have a circuit between the



              24  core and each one of those is a different circuit.  So that



              25  MPLS, the reason why that technology is developed is
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               1  because as you add more and more of those on you need more



               2  and more circuits.



               3        Q.    And that's --



               4        A.    Don't look at it as a total capacity is what



               5  I'm saying.  Don't say, oh, it's 10 gig.  It's a lot more



               6  complex than that.



               7        Q.    Let me ask you this question.  As you increase



               8  your core capacity does it increase your ability to sell



               9  higher band width internet?



              10        A.    Sure.



              11        Q.    The more internet you want to sell the larger



              12  capacity core you're going to need?



              13        A.    Sure.  The internet definitely drives usage.



              14  But I'm saying don't look at as simple as that.  You have



              15  to remember this includes specials also, specials are



              16  circuits across that, special access circuits.



              17        Q.    But ultimately the majority of the computation



              18  that is being done in the routing of those packets is



              19  primarily on a band width level for the internet services?



              20        A.    It kind of depends on which leg you're on that



              21  core.  Some of those would be, some of those will be



              22  special circuit.  It just kind of -- again, you can't look



              23  at one area.  You can say on the Price router or on -- and



              24  I don't have the stats on that immediately.  But you could



              25  say okay the Price router, what is the primary going across
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               1  that and then you could look at the whole mountain or you



               2  could look at whatever, it might be special circuits or it



               3  might be customer voice.  It just depends on what it is and



               4  where it's located.



               5              MR. JETTER:  I think that's the questions I



               6  have about the network upgrade.



               7              THE WITNESS:  Thank you, Mr. Jetter.



               8              HEARING OFFICER:  Mr. Moore.



               9              MR. JETTER:  I have more questions for



              10  Mr. Woolsey.



              11              HEARING OFFICER:  Go ahead.



              12                    CROSS EXAMINATION Resumed



              13  BY MR. JETTER:



              14        Q.    Are you familiar with the matching principle in



              15  accounting?



              16        A.    Yes.



              17        Q.    Would you describe what that means to you



              18  generally?



              19        A.    The matching principle generally requires that



              20  events that occur within a period are matched to their



              21  associated expenses.  So if you have a revenue transaction



              22  that occurs, you have a point of sale.  We sell a computer



              23  or we sell phone service, you would match that to the



              24  associated costs for the same period.  So if there is a



              25  cost of goods sold or an inventory transaction, those would
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               1  also be recorded in conjunction with that.



               2        Q.    Thank you.  So with respect to building out,



               3  for example, a fiber network would the matching principle



               4  generally suggest that the depreciation method chosen would



               5  be one that would spread the cost, if you will, spread the



               6  recognition of those costs through depreciation expense



               7  over effectively as close as you can get the life of that



               8  asset that you're capitalizing?  I suppose being more



               9  specific, the period of time in which that asset that



              10  you're capitalizing being used to produce revenue?



              11        A.    That's correct.  That really becomes the



              12  question that we're dealing with today.  What is



              13  representative, what is the life of the asset.



              14        Q.    It is your testimony though that the



              15  depreciation rate that you have chosen is relatively in the



              16  ballpark of the annual capitalization of the network on an



              17  annual basis is appropriate?



              18        A.    Yes.



              19        Q.    One final followup question.  If hypothetically



              20  you had reached a point of zero on your depreciation



              21  account head, taking your company's proposed rate plan of



              22  service to a value of zero before you had started to



              23  install the fiber network, so say you're starting from zero



              24  today, would it be appropriate to expense the fiber network



              25  costs annually as you go forward?
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               1        A.    The portion that is related to depreciation



               2  expense for that matching principle, yes.



               3        Q.    I mean the expense -- the entire costs on an



               4  annual basis?



               5        A.    No.



               6              MR. JETTER:  Thank you.  Those are all the



               7  questions I have, Mr. Woolsey.  Thank you.



               8              HEARING OFFICER:  Mr. Moore.



               9              MR. MOORE:  Yes, I have a few questions.



              10  Before we get on to depreciation I would like you to



              11  quickly clear up some confusion I have in the record.  I'm



              12  going to pass down to you Carbon/Emery's response to the



              13  Division's sixth set of discovery requests.



              14              MS. SLAWSON:  Mr. Moore, is this identified in



              15  your exhibit list?



              16              MR. MOORE:  It's not in the exhibit list.  I



              17  can make it an exhibit if you would like or I can just ask



              18  questions of it.



              19              MS. SLAWSON:  I'll look through it.



              20                       CROSS EXAMINATION



              21  BY MR. MOORE:



              22        Q.    I just have a quick question on this.  Could



              23  you turn to the second page on request 6.2.  Do you see



              24  that?



              25        A.    Yes.
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               1        Q.    Could you read the question for the record



               2  please beginning, Mr. Woolsey states that a single asset



               3  straight line system?



               4        A.    Mr. Woolsey states that a single asset straight



               5  line system would be too burdensome for Carbon/Emery to use



               6  and implement.  However, a single asset system is used by



               7  Carbon/Emery for all their nonregulated plant.  Why is it



               8  too burdensome for the regulated sites, but not for the



               9  nonregulated sites?



              10        Q.    Thank you.  Can you switch down to the second



              11  paragraph of your response and read the first two



              12  sentences?



              13              MS. SLAWSON:  Your Honor, I'm going to object



              14  at this point because there is a portion of the response



              15  before that that includes an objection to the question.  So



              16  I think that should be part of the record too.



              17        Q.    (By Mr. Moore)  Fine.  Could you read from



              18  response to the first paragraph into the record and then go



              19  down to the second paragraph and read down until the first



              20  three lines, group asset depreciation?



              21        A.    Carbon objects to this data request because the



              22  premise of the question mischaracterizes Mr. Woolsey's



              23  surrebuttal testimony.  Line 76 to 77 of Mr. Woolsey's



              24  surrebuttal testimony did not include the phrase too



              25  burdensome, but rather Mr. Woolsey testified that to treat
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               1  these assets as individual units would be administratively



               2  burdensome.  Carbon further objects to this data request as



               3  it implies that Carbon/Emery uses the single asset method



               4  of depreciation in its nonregulated plant.  This is not



               5  accurate.  The nonregulated company does use group asset



               6  depreciation.



               7        Q.    Can you now turn to page 20 of your revised



               8  confidential rebuttal testimony filed September 4, 2015.



               9  Could you read the question and the first part of the



              10  answer starting on line 407 and ending on line 413 with the



              11  words straight line depreciation?



              12        A.    So you want me to read from 309 to 313?



              13        Q.    I think it would make more sense if you would



              14  read from 407 to 413.



              15        A.    Do you agree that plant can be used as an input



              16  for developing cost allocators?



              17              Yes.  Carbon/Emery Telecom could consider plant



              18  as a possible cost driver to determine the accounting and



              19  general allocator.  If plant were to be used, gross plant



              20  would be a better indicator than net plant because the



              21  regulated entities use group asset depreciation per FCC



              22  Part 32, whereas the nonregulated entities use single asset



              23  straight line depreciation.



              24        Q.    Is that sentence consistent with Carbon/Emery's



              25  response on 6.2?
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               1        A.    It's a good question.  We've had to define



               2  single asset depreciation for the term used by both the



               3  Division and ourselves, and now we need to probably clarify



               4  it with the Office.  It appears to be in conflict.  The



               5  methodology that we use doesn't take individual assets down



               6  to a minute separation.  A good example may be the



               7  subscriber equipment that we talked about previously and



               8  that Brock discussed briefly.  Part of that subscriber



               9  equipment is individual ONT's.  It's the end piece of that



              10  communication network.  We don't capitalize every single



              11  individual ONT.  Similarly, on the nonregulated side the



              12  equivalent may be set-top boxes.  We wouldn't capitalize



              13  individual set-top boxes, but we might capitalize a group



              14  of them that were purchased in a year.  So when you use the



              15  term single asset, it may refer to a group of similar



              16  assets that were purchased in a period.  So the difference



              17  between nonregulated and regulated side may be it's more of



              18  a difference in the nature of that group than it is



              19  strictly single assets.



              20              So when we make the comment in this section of



              21  the testimony, we're saying single asset, describing that



              22  process that our nonregulated end uses.  It doesn't get



              23  down to minute single assets, which is where it becomes



              24  burdensome and that's what the other testimony refers to.



              25  But in this case it refers to a period of time or a group
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               1  of assets.  And they're not -- that group doesn't span



               2  multiple years and constitute a functioning network like it



               3  would on the regulated side.



               4              That may not have clarified it well for you.  I



               5  don't know if I'm answering the question fully the way you



               6  want.



               7        Q.    Well, as Mr. Johansen said I'm just a lawyer



               8  here and this is accounting.  But it seems to me that you



               9  stated in section 6.2 you use the term group asset



              10  depreciation, saying it does use group asset depreciation.



              11  And in your testimony you said that they don't use group



              12  asset depreciation.  Is this just being uncareful with your



              13  terms?



              14        A.    No.  I guess I feel like I've answered the



              15  question.  We've done the same thing with the Division in



              16  pointing out their use of the term single asset doesn't



              17  really result in a true single asset reputation and it's



              18  the same clarification for us.  The level that the Division



              19  goes down to in defining single asset is really what is in



              20  question here, but it's not a true single asset approach.



              21  To get to the separation of every single asset is where it



              22  becomes burdensome.



              23              HEARING OFFICER:  When you used the term single



              24  asset separate line depreciation in your prefiled



              25  testimony, is it equivalent or fairly equivalent to what
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               1  you've described as vintage group depreciation?



               2              THE WITNESS:  It would be vintage, but it would



               3  be to a year level rather than to a two or three year



               4  level.  If you look at depreciation on -- if we can use the



               5  term gray scale -- you could have a very theoretical and



               6  pure single asset straight line method and then you could



               7  get to the group method.  Vintage, depending on how many



               8  years you choose and how you group it, it would be



               9  somewhere within that gray scale.  Vintage is some level of



              10  in between, between those two levels.



              11              So the difference in definition here is to the



              12  level it gets burdensome if it's very detailed minute



              13  single assets approach, and it's not even what the Division



              14  got to.  It's more of a group of assets in a particular



              15  year or -- generally it's a project.  So it might be a



              16  three month project where we have -- I don't know what a



              17  good example would be.  Say we have a small construction



              18  build in one of our small towns and we capitalize that as a



              19  project to -- it might have a couple different categories,



              20  but it might need so many feet of fiber.  So some of it



              21  goes to buried cable and some to subscriber equipment so we



              22  capitalize that.  But we don't go down and capitalize every



              23  single piece of subscriber equipment, we capitalize it as a



              24  group on that project.



              25              HEARING OFFICER:  Mr. Moore.
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               1        Q.    (By Mr. Moore)  Just one more question.  Is it



               2  your testimony that what you termed in your written



               3  testimony as single asset straight line depreciation is



               4  equivalent to what you said in your discovery requests, you



               5  described it as a group asset depreciation?  Which one



               6  would be a closer description to what the Division uses in



               7  the single asset depreciation?  Would it be closer to --



               8  I'm sorry.  Let me start over again.



               9              For your nonregulated plant which you say does



              10  use group asset depreciation, is that the same group asset



              11  depreciation that you use in your general depreciation



              12  adjustment?



              13        A.    If I understand the question you're asking, the



              14  regulated -- I'm sorry.  The nonregulated methodology that



              15  we're using would be similar to what the Division is



              16  proposing as single asset.



              17        Q.    All right.



              18        A.    So it's not --



              19              HEARING OFFICER:  And why do you not use the



              20  same method for regulated?



              21              THE WITNESS:  This goes back to industry



              22  practice and what has typically been prescribed by the FCC



              23  and what is common in the industry.  We view certain assets



              24  in the network as a unit, as an operating network, and the



              25  components of that network don't operate separately from
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               1  the other units of that network.  So it operates as a



               2  telephone network or as a buried cable plant network.  So



               3  we view it as one asset rather than pieces, a whole bunch



               4  of pieces.  This really kind of bears itself out.



               5              There is copper and fixes that we may have done



               6  in the last five years that will end up being replaced with



               7  the fiber project that we're doing now.  They may not last



               8  the 20 year life that would be assigned to it.  So when you



               9  look at it as an operating network, if that operating



              10  network becomes obsolete or it's replaced that entire asset



              11  becomes obsolete and replaced.



              12              HEARING OFFICER:  I think I understand that.



              13  You're going to have to forgive me because like many in the



              14  room I'm an attorney and not an accountant.  But you're



              15  using the same network for both regulated and nonregulated



              16  activities, correct?



              17              THE WITNESS:  We do cost separations to prevent



              18  that from happening.  The plant is used for -- so go back



              19  to maybe Justin's question.  It's not just internet and



              20  phone.  It's not that simple.  The network carries a lot of



              21  data.  And basic local service isn't our largest revenue



              22  source on the regulated side.  We have special access.  We



              23  have data circuits.  They are not internet circuits, they



              24  are large circuits for Utah Division Network or for cell



              25  phone providers.  We have special access and switch access
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               1  transport where we provide a transport path for data and



               2  phone calls coming out of Moab, and yet that isn't revenue



               3  or those aren't customers directly in our area.  So the



               4  regulated plant provides service in a lot of different



               5  capacities.  That's why the core is required.  I guess



               6  maybe -- did I misunderstand what you're saying?



               7              HEARING OFFICER:  I'm going to speak just very



               8  simply.  I apologize if I'm oversimplifying.  But when you



               9  talk about, for example, a machine that might have some



              10  older components and some newer components but it has to be



              11  depreciated as a whole, my question is aren't you using



              12  that machine for both regulated and unregulated activities,



              13  and if you are then why do you depreciate it in one way for



              14  your regulated activities, but depreciate it in another way



              15  for your nonregulated activities?



              16              THE WITNESS:  It would only be capitalized on



              17  one set of books.  So it would be either a regulated asset



              18  or a nonregulated asset.  We don't split that asset in the



              19  capitalization process.  Then we have --



              20              HEARING OFFICER:  But in your testimony one of



              21  your primary objections is that the Division's recommended



              22  method of depreciation doesn't account for that split.



              23              THE WITNESS:  Maybe I'm not following the



              24  question.  I'm sorry.



              25              HEARING OFFICER:  Go ahead.
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               1              THE WITNESS:  One of the things that you need



               2  to be aware of too is our regulated plant has a much --



               3  there is a different capitalization threshold.  There are



               4  items that we would normally expense on the nonregulated



               5  side of our business that we may capitalize on the



               6  regulated side of the business.  That's dictated by the



               7  FCC, and there are certain capitalization rules that we



               8  follow there.  To the extent that we don't have the



               9  oversight in our nonregulated entities we may expense items



              10  that don't need to be tracked to that individual level and



              11  that minute level as well.  So there is a difference in our



              12  capitalization process and I testified to that as well.



              13              HEARING OFFICER:  Mr. Moore.



              14        Q.    (By Mr. Moore)  Moving to your -- we're going



              15  in this direction anyway -- to your cost separation



              16  procedure through your CAM.  Can you explain to the judge



              17  what a CAM is?



              18        A.    It's a cost allocation manual.  It provides the



              19  basis for the allocation of shared costs.



              20        Q.    In your CAM you use only one -- in your



              21  accounting and general -- can you describe what your



              22  accounting and general driver is in your CAM?



              23        A.    It's originally based upon billing records.



              24        Q.    That's applied to the CEO, board of directors,



              25  public relations and marketing?
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               1        A.    Correct.



               2        Q.    And that led to dividing up the costs of 74



               3  percent to the regulated operations and 26 percent to the



               4  nonregulated operations?



               5        A.    The results of that allocation -- yes, that's



               6  true, but only the costs that are subject to that



               7  allocation.  So it's a little bit misleading to say that



               8  all the costs are allocated that way when you are only



               9  dealing with the costs that are subject to that allocation.



              10        Q.    The costs that are subject to allocation are



              11  your cost pools of the CEO, the board of directors, the



              12  public relations and marketing; isn't that correct?



              13        A.    Correct.



              14        Q.    And the OCS has proposed a change allocation to



              15  a 50/50 for the CEO and the board of directors and a 75



              16  percent regulated and 75 nonregulated for public relations



              17  and marketing, is that correct?



              18              HEARING OFFICER:  I think you said 75 and 75.



              19  Did you mean 75 and 25?



              20              MR. MOORE:  It was 25 regulated -- it was 75 --



              21  we changed it to 25 percent regulated and 75 percent



              22  nonregulated.



              23              HEARING OFFICER:  Right.



              24              THE WITNESS:  It's a good question.  Why I want



              25  to separate or make a distinction on the costs subject to
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               1  the allocation, payroll and marketing may be a good one to



               2  just to highlight one of the examples.  This is true also



               3  in the CSR area, which we'll discuss I'm sure here in a



               4  minute.



               5              We have certain areas of our serving area that



               6  are only nonregulated in nature.  So we have all of our



               7  Moab area, it's a CLEC, it's nonregulated.  The first step



               8  in the allocation process is if there is cost directly



               9  related to nonregulated operations we separate those out



              10  and code them directly to nonregulated entities.  This is



              11  true whether it's CSR or marketing and public relations or



              12  whatever the allocator may be.  So there are different



              13  levels of allocation that occur prior to what I would call



              14  the leftover costs that are allocated.



              15              When you look at any of these allocators you



              16  have to look at what the end result is.  Did we allocate



              17  enough cost to the nonreg side or not.  If we pulled out



              18  certain sections of it and direct coded it, it's a little



              19  bit misleading to look only at what is left in the



              20  allocation and say we didn't do our job I guess.  So you



              21  need to say okay what was the final results of all the



              22  costs and is it reasonable.  And I think sometimes we get



              23  so focussed on one allocator that we forget the allocation



              24  process.  We throw out the whole process instead of looking



              25  at what the process resulted in rather than just what that
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               1  one allocator did.



               2        Q.    Did you direct code any expenses for the CEO



               3  cost pool?



               4        A.    I would have to check.  I'm not sure.  I think



               5  I could probably produce that number for you given 15



               6  minutes or so if you want to take a -- the majority of the



               7  board and the CEO are allocated.



               8        Q.    Are allocated through --



               9        A.    But I don't know that for sure how much is



              10  direct coded.



              11        Q.    But the majority of the amount?



              12        A.    Yes, the majority.



              13        Q.    Is that true of public relations and marketing?



              14        A.    I wouldn't dare guess the exact number, but



              15  probably 70 percent is subject to allocation.  We do have



              16  our Moab operation that are direct coded.  So I'm not sure



              17  exactly what that percentage would be.



              18              HEARING OFFICER:  The answer is some of



              19  marketing is direct coded, but not all; is that right?



              20              THE WITNESS:  That's correct.



              21        Q.    (By Mr. Moore)  I'm a little confused.  Your



              22  allocation of 74 percent regulated and 26 percent



              23  nonregulated, that's done after direct coding?



              24        A.    Correct.



              25        Q.    This direct coding, your CAM, you relied on a
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               1  single cost driver of a number of billing records; is that



               2  correct?



               3        A.    In the original application, yes.  I've also



               4  provided testimony to an examination of three different



               5  cost drivers.



               6        Q.    That includes direct billing records?



               7        A.    Yes.



               8        Q.    But that's not part of your CAM.  That's



               9  something you just did after you read our testimony?



              10        A.    My CAM calculation, no.  But the use of the



              11  three resulted in essentially the same percentages that we



              12  arrived at with using the billing records.



              13        Q.    Are you familiar with Mr. Ostrander's testimony



              14  that 35 years experience he's never seen a single cost



              15  driver of a number of billing records used for corporate



              16  overhead in a CAM?



              17        A.    I read the testimony.



              18        Q.    Do you acknowledge -- isn't it true that no one



              19  from Carbon was able to provide an example of a UUSF case



              20  where a regulatory commission issued an order using a



              21  single cost driver of billing records in their CAM?



              22        A.    I don't think we were asked to do so.



              23        Q.    Well --



              24        A.    Rephrase the question.



              25        Q.    Let me restate the question.  Sitting here
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               1  today you can't point to a UUSF case where a regulatory



               2  commission has issued an order using the single asset



               3  driver of billing records in their CAM.  Can you?



               4        A.    No, but the question is still vague to me.  So



               5  you're saying am I aware of any other case where there is a



               6  single point CAM allocation -- actually I think it would be



               7  fairly common.  I can't cite cases, but the CAM -- there



               8  may be an allocation that is based upon direct labor hours,



               9  and that's a single point of allocation, or it may be it's



              10  based upon -- I can't imagine that other companies don't



              11  identify their drivers and make some sort of allocation and



              12  that could be a single point driver.



              13        Q.    Yes, but that's not a billing record, the



              14  driver that you used, is it?



              15        A.    The one I used was billing records, yes.



              16        Q.    Right.  The example you just gave me you were



              17  not using billing records in that example?



              18        A.    No, I agree.



              19        Q.    Isn't it true that data from the billing



              20  records on the cost -- the data you receive from your



              21  billing records is arrived from data from 2011, and not the



              22  test year 2014?



              23        A.    That's correct.



              24        Q.    Are you aware that FCC Part 64 Section 46.903



              25  of the FCC cost allocation procedures requires the
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               1  allocation be current and updated annually on a consistent



               2  basis?



               3        A.    I am familiar with that section.  And maybe a



               4  point and important distinction needs to be made here.  We



               5  are actually exempt from the requirements of the CAM by



               6  that section.  So to the extent we have a CAM it's in --



               7  actually it goes further than what is required in that



               8  section for our size of company.  The fact we don't have a



               9  glossy manual or an index or cover page is not relevant to



              10  the process which we have undertaken here.



              11        Q.    So your testimony here is that your CAM is



              12  exempt from Part 64 Section 54.903 of the cost allocation



              13  procedures?



              14        A.    I'm not saying that we don't use a similar



              15  methodology or that we don't follow the affiliate



              16  transaction rules described in that and the allocation



              17  process described in that section.  We do follow those.



              18  I'm just saying the mechanics of the actual CAM are not a



              19  requirement that we're -- we're not required to file that.



              20  We do follow affiliate transaction rules.



              21        Q.    Would you agree there has been significant



              22  changes that have occurred in Carbon's operations since



              23  2011?



              24        A.    With Carbon's operations directly?



              25        Q.    Yes.  Including nonregulated, DSL, fiber
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               1  operations and increased revenues and expenses and plant



               2  assets?



               3        A.    Yes, there are changes every year.  Some of



               4  those changes are offsetting.  We've seen continued



               5  decreases we've demonstrated in our landlines, but we've



               6  maintained steady or actually increased in some instances



               7  in our special access, which has offset some of those



               8  losses?  So there is give and take in those.  And our



               9  billing records are somewhat reflective of those changes.



              10        Q.    But you do not use the test year 2014 billing



              11  records?



              12        A.    No.  We do testify the allocation is



              13  representative.



              14        Q.    You think it's representative.  All right.



              15              MR. MOORE:  I have some questions that may go



              16  into some numbers related to the distinction between the



              17  changes that occurred between 2011 and 2014.  Would anybody



              18  object if I took about five questions?



              19              HEARING OFFICER:  About numbers, dealing with



              20  the confidential numbers?



              21              MR. MOORE:  Yes.



              22              HEARING OFFICER:  That's fine.  We'll stop the



              23  streaming.  Go ahead.



              24



              25
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              16              HEARING OFFICER:  Go ahead.



              17        Q.    (By Mr. Moore)  Those changes are not going to



              18  be reflected in your billing records, the number of billing



              19  records that constituted your allocation driver; is that



              20  correct?



              21        A.    That would be correct.



              22        Q.    In the billing records you have two types of



              23  billing records, general billing records and CAB records,



              24  which has a 25 percent gross; is that correct?



              25        A.    That's correct.
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               1        Q.    Could you explain what is meant by CAB records?



               2        A.    It's carrier access billing records.  We had to



               3  weight those a little bit differently and there is a reason



               4  why.  If we included each line item of the accounts billing



               5  it would overweight the CAB section significantly and



               6  result in too much cost being allocated to the CAB side of



               7  the house.  So when you look at a CAB records in detail it



               8  includes both terminating and originating special -- or



               9  switch access records and these records are in the



              10  millions.



              11              So instead what we have done is we went back to



              12  a summary bill for purposes of weighting the CAB records.



              13  But because of the significant amount of time spent in CAB



              14  related issues we weighted those records by 25 percent.



              15              So what we did is look at them and said what



              16  percentage of time do we spend in the tariff and rate



              17  making process for our special access, how much time do we



              18  spend working with interconnection agreements with long



              19  distance or cellular phone service providers, how much time



              20  do we spend looking at the regulated issues related to



              21  CAB's and special access which is your 499 reporting with



              22  the FCC and there is a great deal of compliance there.



              23              To make sure CAB's gets a fair share of costs



              24  we had to weight that a little bit more heavily.  That was



              25  a judgment call.  Again, this is our cost allocation.  We
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               1  try to do the best we can to determine what drives our



               2  costs.  And if we see a deficiency or a significant



               3  overstatement in the driver that we're using, we'll try to



               4  adjust that to be more reflective of what we feel is the



               5  appropriate level of cost allocation.



               6              One thing with respect to CAB is we also have a



               7  CAB allocator specifically to address time spent that I



               8  would say was more direct coded to CAB.  So this is one of



               9  the administrative functions.  This would be myself and



              10  Brock, the CEO time, the board time.  That's to deal with



              11  these additional issues related to special access and to



              12  our carrier access billing system.



              13        Q.    My understanding when you talk about the CAB



              14  billing section, you're talking about billing from other



              15  carriers using your plant, your equipment?  If someone is



              16  calling from Paris to Carbon there would be a CAB bill in



              17  regards to that?



              18        A.    Yes.  To clarify, it's not us billing for other



              19  carriers.  We don't do billing and collection for other



              20  carriers.  I think we stopped that 15 years ago.  But it's



              21  the billing to the carrier to access our network.  So if



              22  AT&T carries that call from Paris to Price, Utah there is a



              23  portion of our network that AT&T had to use to access our



              24  customer.  So we would bill AT&T for the use of our network



              25  for that small portion that we have within that call
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               1  stream.



               2        Q.    That's the basic concept of CAB?



               3        A.    Correct.



               4        Q.    All right.  You do not -- as I understand your



               5  testimony you do not have any specific time or motion study



               6  or any other study to come up with the 25 allocator or



               7  gross number?



               8        A.    Specifically related to Brock's time and CEO



               9  time, that's correct.



              10        Q.    Did you provide any specific information about



              11  how you developed your net weighing factor?



              12        A.    The CAB weight function?



              13        Q.    Yes.



              14        A.    No.  I didn't provide support to that.  Just my



              15  verbal text within the CAM and then as asked or -- I guess



              16  it's not part of this proceeding, but we have discussed



              17  that with the Division and Office.



              18        Q.    Do you agree an allocation factor or driver



              19  must have a direct causal relationship to the expenses they



              20  are allocating to?



              21        A.    That they should or that they do?



              22        Q.    That they should.  That's the purpose of it;



              23  isn't that correct?



              24        A.    Ideally, yes.  If it's direct causal effect



              25  that is a better allocator than an indirect causal effect.
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               1        Q.    What is your understanding of the term direct



               2  causal relationship?



               3        A.    If it's directly related my understanding it



               4  would be either directly tied or close enough of a tie to



               5  be considered direct.  I don't know what the best example



               6  to use here would be.  But if we're talking about billing



               7  records, and there are certain line numbers on a phone bill



               8  that represent significant compliance or significant work



               9  for the CEO or our board, then I would say that cost is



              10  fairly reflective of the work that is being performed.  Is



              11  it the only driver of cost, no.  Is it possible that direct



              12  coding could be done in some instances, yes.  But to say



              13  that it doesn't relate is not true.  To say that it's the



              14  best allocator basis is probably also not true.  But we do



              15  the best we can to determine a method of allocation.  So we



              16  go through the process to try to do that and then we step



              17  through it.



              18              There is a hierarchy described in Part 64 that



              19  we discussed of how to approach these matters and we apply



              20  that.  We look at the ability to direct code.  We look at



              21  direct association of costs.  Lower on the hierarchy is the



              22  use of the general allocator, like revenue or expenses.



              23  It's lower on the threshold.  So we do examine those when



              24  we're making our cost allocators.



              25        Q.    Now let's look at the CEO cost pool.
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               1  Mr. Johansen doesn't keep daily timesheets indicating how



               2  much time he spends on regulated and nonregulated



               3  operations; isn't that true?



               4        A.    That's correct.



               5        Q.    If he did it would make this much easier?



               6        A.    If he direct coded?



               7        Q.    Yes.



               8        A.    Yes.  Then there would be no need for an



               9  allocator, that's correct.



              10        Q.    The CEO cost pool has various types of expenses



              11  associated with it, including salary, benefits, cost, cell



              12  phone, NECA and URTA dues; is that correct?



              13        A.    Correct.



              14        Q.    By way of example, how would an increase in CAB



              15  bills in 2011 have direct causal relationship to NECA and



              16  URTA dues?



              17        A.    I guess if we're looking at NECA and URTA dues



              18  those should probably be direct coded 100 percent reg.



              19  We've probably given too much nonreg side on those to begin



              20  with.  So let's start from that standpoint.  We may have



              21  included cost in the pool that should have been 100 reg.



              22  So I'll have to look at that.  We may need to either adjust



              23  for direct cost on some of those that we see or -- but the



              24  answer to your question, what is the direct causal



              25  relationship, the amount of billing line items associated
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               1  with the phone bill versus an internet bill -- I don't know



               2  that -- just picture in your mind what you get at home on



               3  your phone bill maybe.  But under the phone section you'll



               4  have 911 --



               5        Q.    Excuse me.  I don't know if this is responsive.



               6        A.    I guess what I'm saying though is that all



               7  those regulatory matters, a lot of them are dealt with in



               8  the NECA arena and allocate interstate costs and compliance



               9  and FCC compliance and tariff and rate making with each of



              10  those line items that are reflected in the billing there is



              11  a relationship there.  Now is it the best relationship, I



              12  don't know.  I testified that there are other methods that



              13  we can use.  I'm saying they're not unrepresentative or



              14  they're not unreflective.



              15        Q.    They're not unreflective.  All right.  The same



              16  would be true for an increase in CAB bill and possibly the



              17  CEO phone bill, mobile phone bill?



              18        A.    Yes.  So if we have -- we have to file tariffs



              19  with the FCC every two years.  A significant amount of time



              20  is spent by myself and Brock.  We file -- we deal with



              21  regulatory change issues constantly and those are reflected



              22  on our bills in the form of CAB surcharges or subscriber



              23  line charges.  Again, we deal with interconnection



              24  agreements that affect those phone bills on the CAB side of



              25  the house as well.  And Brock spends time on those issues.
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               1  And those are the issues, especially recently with all the



               2  regulatory changes that are going on.  A high percentage of



               3  Brock's time is associated with those types of changes.



               4              We spent a significant amount of time in



               5  Washington trying to push through a waiver with the FCC



               6  this year.  I would suggest that 74 percent is pretty



               7  reasonable for the amount of time that is spent on



               8  regulated operations.



               9              Our fiber to the home project similarly is



              10  taking a lot of attention in our --



              11        Q.    I'm sorry.  I'm going to have to object again



              12  for being nonresponsive.  I'm trying to get specific here



              13  about your specific -- how your billing records



              14  specifically relate and constitute cost causative



              15  relationships between the number of expenses in the CEO



              16  pool and --



              17        A.    If I bill a tariff cost, then that means I've



              18  had to prepare a tariff.  If I bill a tax, that means I



              19  have to prepare a tax return.  If I bill a 499, a USAC, I



              20  have to prepare those forms.  And that's all regulated.



              21  There isn't any tax on an internet charge.  There is very



              22  little compliance associated with that.  I don't have to



              23  file a tariff every two years on my internet charges.  I



              24  rarely have to address that ever.



              25        Q.    Do you have to file the tariff every time you
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               1  have a CAB bill?



               2        A.    No.



               3        Q.    Do you have to go and work with -- what was the



               4  other example you used?



               5        A.    I'm saying that it's representative of the time



               6  we spend regulated versus nonregulated on all the issues



               7  that are related to those billing line items.  So to me it



               8  is the causal relationship.  I don't understand I guess how



               9  it couldn't be.  I guess -- is there testimony that shows



              10  that there is no relationship there?  You guys say there



              11  isn't, but why wouldn't there be?  We have the burden of



              12  proof and we've tried to demonstrate and describe why we



              13  think those are related and I think we've done that.



              14              HEARING OFFICER:  Mr. Moore, I think --



              15              THE WITNESS:  I can go into more detail.  We



              16  can throw a photo up on the wall.  I can throw up the exact



              17  billing records and we can see what is involved with them.



              18              HEARING OFFICER:  I think it might be easier



              19  for me to understand the point that you're trying to make



              20  through the questioning of your own witness.



              21              MR. MOORE:  All right.



              22              HEARING OFFICER:  All right.



              23        Q.    (By Mr. Moore)  Mr. Ostrander testified that



              24  the CEO, and for that matter the board of directors, would



              25  most likely spend a significant amount of time on forward
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               1  looking projects.  Do you dispute that?



               2        A.    It's a combination of both.  In any -- I would



               3  say the board time is directly tied to Brock's time because



               4  the issues that Brock deals with are the issues we discuss



               5  in our board meetings.  So if time is spent in a particular



               6  area basically that time is reflective in our board



               7  meetings.  So those two are very closely tried together.



               8              There is an aspect to forward looking projects,



               9  yes.  That is also reflective of billing records.  They've



              10  gone a little bit of a lag.  But when we build a new



              11  circuit, let's say a CAB circuit out to a cell phone tower,



              12  the weighting of that would probably -- if it's in our



              13  area, in our regulated area, it's going to pull a little



              14  bit of cost to the regulated side.  If it's in an



              15  nonregulated area it pulls costs to the nonregulated side.



              16  But associated with that build is the actual construction



              17  that Brock is intimately involved with with the plant side



              18  to make sure that construction occurs, and again with



              19  forward looking plans as well.  So yes.



              20        Q.    So yes, you do spend a significant amount of



              21  time, the CEO and the BOD board, reviewing future plans?



              22        A.    We do spend time.  The definition of



              23  significant I guess we would have to define that.



              24        Q.    So it would depend on year to year I guess?



              25        A.    Right.
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               1        Q.    And from 2011 to 2014 it would be different?



               2        A.    Correct.



               3        Q.    If the CEO spends time on forward looking



               4  projects that don't come to fruition until another year,



               5  there would be no billing records to reflect that in the



               6  test year; isn't that correct?



               7        A.    Yes, but is the existing customer reflective of



               8  that effort.  I guess you're demonstrating that we're not



               9  keeping that up to date enough; is that correct?



              10        Q.    Yes.



              11        A.    I guess if this is the only issue that we're



              12  dealing with I can rerun the records and we could look at



              13  it.  We updated that allocator in 2015, this year, and it's



              14  not significantly different.  I can give you updated



              15  numbers if that's what you're getting at.



              16        Q.    Why don't we just stick with the record we have



              17  right now.



              18        A.    That's fine, but I'm saying we do adjust these



              19  allocators from time to time.  And I can pull up our



              20  existing one and it would be based on newer records.  It's



              21  not going to be a huge shift from what we have now.  I



              22  would be happy to do that if that's where we're headed on



              23  this.



              24        Q.    I'm sorry.  Are you saying you want to use a



              25  different allocator than the allocator you have in --
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               1        A.    No, I think it's representative.  I'm just



               2  saying there is not a big smoking gun here.  If we change



               3  from 74 percent to 72 percent I would be surprised.  I can



               4  pull that number if we need to.  I don't know.  It changes



               5  over time, it does.  But this number was based upon the



               6  fall of 2011.  The allocator that was in place at the



               7  beginning of 2014, there is a two and half years separation



               8  there.  Is it significant?  If we update it to the 2015



               9  records and took a look at it, it wouldn't be significantly



              10  different.



              11        Q.    But you haven't done that?



              12        A.    I have done that.  I don't have them with me



              13  today.  But that's what I'm saying, I can pull that and



              14  give it to you and give it to the court today if we need to



              15  if that satisfies the concern here.



              16        Q.    Let me turn to your public relations and



              17  marketing allocator.  You list 74 percent of your total



              18  hour costs to regulated service and only 26 percent to



              19  nonregulated service; is that correct?



              20        A.    That's not correct.



              21        Q.    What is correct?



              22        A.    The correct is we direct allocate a significant



              23  portion of costs before we get to that allocator.  The



              24  costs that are left with that allocator are then allocated



              25  upon the percentages you just stated.
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               1        Q.    What are the costs that are left?



               2        A.    It would be costs that are in the shared areas



               3  of service.  So that would be within the combined service



               4  areas of Carbon/Emery Telecom, Emery Telecom and



               5  Hanksville.



               6        Q.    In your response to OCSDR34 you said your



               7  allocation factor was reasonable because regulated services



               8  benefit from the company's advertising for bundle services;



               9  is that correct?



              10        A.    Correct.



              11        Q.    You have one regulated service of basic phone



              12  service and two regulated services of internet and another



              13  regulated -- nonregulated service, excuse me, of internet



              14  and another nonregulated service IPTV; is that correct?



              15        A.    That is not correct.



              16        Q.    Why is that not correct?



              17        A.    We don't provide IPTV services.



              18        Q.    But for bundle services of regulated phone



              19  service, and let's take your position of internet, you



              20  still charge the 74/26 percent for that?



              21        A.    I'm sorry.  Please repeat the question again.



              22        Q.    When you advertise your bundle services, which



              23  according to you, your testimony here is bundling regulated



              24  phone service with unregulated internet, you still use the



              25  74 percent allocation to regulated service, the basic phone
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               1  services, and the 26 nonregulated services, the internet



               2  services, correct?



               3        A.    If that service is offered to our regulated



               4  area, yes, that would be true.



               5        Q.    But internet is not in your regulated area?  I



               6  mean, internet is a nonregulated operation?



               7        A.    Service provided within that same area,



               8  correct, inside the serving area.



               9        Q.    Most of these customers in the service area --



              10  let me just go back here.  Does Carbon have any competition



              11  for basic phone services in the service area?



              12        A.    With the exception of cell phones, no.



              13        Q.    Isn't it true these customers that you're



              14  advertising your bundle services for generally already have



              15  local phone, basic phone service?



              16        A.    No, that's not necessarily true.



              17        Q.    But the majority of them?



              18        A.    No.



              19        Q.    Who do you advertise to?



              20        A.    We advertise to basically all the residents of



              21  the Carbon/Emery counties and Moab.  Again, the Moab



              22  serving areas are directly coded to our nonregulated



              23  entities.  Moab services include phone, internet, cable TV.



              24  Then in our regulated areas we have similar services that



              25  are offered both on our nonregulated plan and on our
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               1  regulated plan.  Those services are all advertised to the



               2  residents and businesses of that serving area.



               3              HEARING OFFICER:  I'm sorry.  You said the



               4  direct allocators are done by geographic area?



               5              THE WITNESS:  By serving area, yes.  We operate



               6  as an incumbent local exchange carrier in Carbon/Emery



               7  counties and in the Hanksville area.  We operate as a



               8  competitive local exchange carrier in the Moab area as well



               9  as those services we also provide internet and cable TV.



              10              HEARING OFFICER:  In the areas where you're the



              11  ILEC you do the 74 percent allocation to regulated, and the



              12  areas where you're CLEC you do 100 percent to nonregulated?



              13              THE WITNESS:  That's correct.



              14              HEARING OFFICER:  And there is no additional



              15  allocation?



              16              THE WITNESS:  No.



              17        Q.    (By Mr. Moore)  Isn't it true that the internet



              18  is significantly more profitable to Carbon than basic phone



              19  service?



              20        A.    Yes.



              21        Q.    So when you advertise the bundle service you



              22  have two services, one regulated which is not as profitable



              23  as the other nonregulated, correct?



              24        A.    That's correct.



              25        Q.    But you allocate the costs associated with this
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               1  bundle approximately three times higher on the nonregulated



               2  side than you do to the -- backward, to the regulated side



               3  than you do to the nonregulated side?



               4        A.    We do those allocations at 74 percent, yes.



               5        Q.    Do you think it's reasonable that the



               6  advertising -- let's take one step back.  If you have two



               7  services, phone and internet, wouldn't it make more sense



               8  to divide them up at least 50/50?



               9        A.    Is the phone being provided over regulated



              10  plant or nonregulated plant?



              11        Q.    Let's take the regulated plant first.



              12        A.    Okay.  We closely tie those.  And the reason



              13  why is is the loop used by the customer to provide phone



              14  service to that customer.  The regulated side benefits from



              15  the internet usage of that phone line.  It actually sures



              16  up the phone line.  The phone line has become super



              17  critical for us to maintain both federal and state funding



              18  and it is critical to our customers and our ability to



              19  serve the customers is dependent upon the healthiness of



              20  that.  We continue to promote those lines, continue to tie



              21  the bundles closely with the phone line and the reason why



              22  we do is because we understand that there is -- out of the



              23  two products, the internet definitely would be the most



              24  desirable or the most popular thing to have versus the



              25  traditional phone line.  But all of our advertising -- the
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               1  majority of the advertising I should say includes that



               2  bundle to tie to that regulated plant.  So I guess it's not



               3  an easy question to answer because the ads aren't



               4  separated, they're tied together.



               5        Q.    That's my problem with your separation.  It



               6  seems if we take the position you have of two services and



               7  you're advertising primarily for the internet, which is the



               8  more profitable aspect, why would the cost for that



               9  advertising be allocated 76 percent to regulated plant and



              10  24 percent to nonregulated when you're advertising for the



              11  nonregulated and that's where your profit is going to come



              12  from?



              13        A.    Let's switch that example up a little bit.



              14  Let's move that to cable TV.  Cable TV we don't make money



              15  at.



              16        Q.    I'm sorry.  I'm going --



              17        A.    Are you saying --



              18        Q.    -- to object as nonresponsiveness again.  We'll



              19  be here forever.



              20        A.    The ability to pay shouldn't be the basis for



              21  the allocation.  So if the company is profitable it doesn't



              22  mean they should get more allocation cost.



              23        Q.    The cost --



              24        A.    Let's take profitability out of the question



              25  and then reask the question.  It's not based upon the fact
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               1  that the cable company makes no money and the internet



               2  company makes money.  I mean if we switch up the example



               3  and say can our cable company afford advertising, no.  They



               4  don't make any money.  So it's not an ability to pay that



               5  drives the cost.  It's the actual advertising.  If we're



               6  getting to the root of the question, let's make sure we do



               7  that.



               8        Q.    But you're advertising primarily for internet?



               9        A.    We advertise for both.



              10        Q.    But primarily for internet.  That's what the



              11  people want to purchase?



              12        A.    No, no.  Internet kind of sells itself.  We



              13  have to focus on -- we have to focus on telephone, to keep



              14  telephone numbers up.  We have to show our customers why



              15  it's important to maintain the phone, for safety a line



              16  power in an emergency situation is going to be more



              17  reliable than cell phone.  We spend significant time



              18  educating our customers that way.  We also have



              19  requirements annually and ongoing to advertise life line



              20  services which is promoted by the state.  There is no



              21  requirement for life line internet services.  So we have



              22  additional advertising that has to be done separately and



              23  distinctly for life line.  We do that through newspaper.



              24  We do that through our website.  We have to post posters



              25  and --
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               1        Q.    Objection, nonresponsive.  I didn't ask about



               2  life line.  I asked about advertising for bundle services.



               3        A.    It's phone service.  Life line is phone service



               4  and we have to advertise for it.  This is all part of that



               5  cost we're allocating.  It goes to the question what are we



               6  doing with our advertising dollars.  There is a lot of



               7  things that go to the advertising dollars.



               8              MR. MOORE:  I have no further questions.



               9              HEARING OFFICER:  Ms. Slawson, any followup?



              10              MS. SLAWSON:  Would it be possible to have a



              11  quick break?



              12              HEARING OFFICER:  Sure, that's fine.



              13              (Off the record.)



              14              HEARING OFFICER:  We're back from our break and



              15  back on the record.



              16              MS. SLAWSON:  Thank you.  Time for redirect?



              17              HEARING OFFICER:  Yes, go ahead.



              18                      REDIRECT EXAMINATION



              19  BY MS. SLAWSON:



              20        Q.    Let's see.  My first question is can you tell



              21  me what you consider the affected period of the UUSF



              22  application that Carbon/Emery has made in this case?



              23        A.    I would say between three and five years.



              24        Q.    You talked a little bit about -- this is back



              25  on the first question that was presented by Mr. Moore with
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               1  regard to the testimony on single asset versus group asset



               2  depreciation.  You testified briefly there is a



               3  capitalization threshold difference.  Can you explain to us



               4  why does the capitalization threshold differ between the



               5  regulated and nonregulated companies?



               6        A.    The threshold is established a little bit lower



               7  in regulated cases generally to allow for or prevent I



               8  should say, prevent the expenses from spiking in one year.



               9  If you were to expense certain items rather than capitalize



              10  them, you may have a year that is overstated by that



              11  expense.  Whereas, capitalizing that same item, spreading



              12  it over a useful life, would smooth that expense.  So to



              13  prevent spikes in the operations and the reporting of that



              14  operation.



              15              With respect to the nonregulated entities



              16  that's not as big of a concern because it's not subject to



              17  a rate making process.  A spike that would be material to a



              18  regulated entity could be considered nonmaterial for this



              19  nonregulated entity.  Maybe a good example would be modems



              20  for the internet on the nonregulated side.  We have



              21  significant purchases of those modems.  They do have a



              22  three to five year life on them.  But rather than



              23  capitalize those and track those in our asset records for



              24  five years each one of those modems, or even groups of



              25  modems, we go ahead and expense those groups of modems.
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               1  And because there is no associated rate making or reason to



               2  kind of normalize those expenditures, if that expense



               3  policy spikes our cost for modems in any one given year



               4  it's not material to the financial statements as a whole



               5  and so it's not considered necessary to track down to that



               6  level.



               7              So that's kind of how we apply the



               8  capitalization policy.  Once we meet that threshold then we



               9  get into that gray scale area that I talked about how you



              10  group those assets, whether it's single asset or a group of



              11  assets and what constitutes those groups and what point do



              12  you segregate the groups based on vintage or based upon the



              13  type of plant, that type of thing.



              14              So I think there is a distinction there, first



              15  in the policy, and then within the policy, is it true



              16  single asset or is it a group.  And so when I compared our



              17  nonreg entity capitalization similar to what the Division



              18  shows, there is a little bit of distinction, you have to



              19  get past that first capitalization threshold first.  So we



              20  just capitalize less on the nonreg side.  Then when we do



              21  it it follows somewhat close to what the Division is



              22  recommending on their straight line policy.  I think maybe



              23  -- you might go ahead with the questions.  Sorry.



              24        Q.    I guess what I'm wondering is could the



              25  regulated company, Carbon/Emery, adopt the Division's
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               1  proposed method of depreciation, this kind of single asset,



               2  maybe vintage, not true single asset, but method of



               3  depreciation?



               4        A.    It could.  And generally what it requires from



               5  the interstate side is permission from FCC we found that



               6  the FCC has been a little bit lenient in granting to the



               7  states some leeway in the methodology.  So we feel like it



               8  is a methodology that could be adopted.  The issue that we



               9  take with the methodology isn't necessarily the method



              10  itself, but the implementation of it.  We have provided



              11  testimony that if we're going to go that direction what the



              12  Division is proposing then we need to have a transition to



              13  that methodology.  It can't just be a calculation of a



              14  historical number and then use that number.  We need to say



              15  okay this has changed and we're going to transition to it.



              16  So we've provided some testimony to what we think that



              17  transition would look like.



              18        Q.    How do you see that transition?



              19        A.    What we have proposed is that -- our books are



              20  still open for 2015.  So we have a little bit of leeway on



              21  how we report depreciation.  We could do some extent of



              22  restatement, but what we've proposed is that -- basically



              23  from the time frame that we knew that the Division had a



              24  concern with our methodology, if we restated the assets



              25  from that point going forward it would be basically January
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               1  1, 2014.  So if we at that point cut to a single asset



               2  straight line methodology as promulgated by the Division at



               3  this point and then allowed our existing groups as of



               4  12/31/2013 to continue and run their course, let the



               5  depreciation finish out on those assets, and then project



               6  that forward, that would be the transition that we would



               7  suggest.  And the projection forward is somewhat necessary



               8  to determine what the correct number is in this proceeding



               9  because it is a change from the methodology that we're



              10  using now.



              11              Now I guess without getting into the



              12  confidential numbers again, that number would be slightly



              13  less than what we projected in our application, but it is



              14  materially close to that number.  So there may be a slight



              15  reduction there, but not significant.



              16              We think that satisfies the concerns of the



              17  Division going forward, but it also allows us a transition



              18  period into that.  A lot of our decisions with respect to



              19  how we manage our books are based upon the certainty that's



              20  provided by the FCC and by the state.  So if those things



              21  change it would change the decisions that we would make



              22  regarding the timing of the investments or how we -- I



              23  guess how we would make decisions based upon rate of return



              24  and weigh those decisions against similar decisions that



              25  we're making on our nonregulated plant.
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               1              So it's a choice scenario for us.  Where do we



               2  put our new capital dollars this year.  What type of rate



               3  of return are we going to get.  Is that rate of return



               4  guaranteed or how much risk is involved with that rate of



               5  return.  These capital type decisions are dependent upon



               6  some consistency.  That's what we're --though we're not



               7  opposed to the methodology, we are opposed to the way it is



               8  being proposed in the findings.  We would like some sort of



               9  transition or methodology to get to where they want us to



              10  be.



              11        Q.    We had a series of questions about the cost



              12  allocations, the various allocations that you have made.  I



              13  want to ask you the allocators that you have identified,



              14  those are used to allocate costs; is that correct?



              15        A.    Correct.



              16        Q.    Does revenue correlate or is it representative



              17  of costs?



              18        A.    No.



              19              MS. SLAWSON:  I have no other questions.



              20              HEARING OFFICER:  Any recross?



              21              MR. MOORE:  No.



              22              MR. JETTER:  No recross from the Division.



              23  Thank you.



              24              HEARING OFFICER:  We just have a couple of



              25  minutes before the public witness portion of this hearing
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               1  is supposed to begin.  It's only been a few minutes since



               2  our last break, but let's go ahead and break until noon and



               3  we'll see if anybody appears.  If not, we'll go ahead and



               4  continue unless someone appears.



               5              (Off the record.)



               6              HEARING OFFICER:  We are back on the record and



               7  I am ready to begin the public witness hearing, which is



               8  scheduled for today at noon.  Is there anyone here in the



               9  room who would like to give comments or provide testimony



              10  as a public witness today?



              11              We are going to go ahead then and resume with



              12  our UUSF hearing for the next hour or so.  We'll kind of



              13  keep a watch to see if anybody comes in to give a comment



              14  as a public witness.  Then at 1:00 we will break for lunch.



              15  So Ms. Slawson, go ahead and you may call your next



              16  witness.



              17              MS. SLAWSON:  Thank you.  Carbon/Emery calls



              18  Douglas Meredith.



              19              (The witness is sworn in.)



              20                       DIRECT EXAMINATION



              21  BY MS. SLAWSON:



              22        Q.    Good after, Mr. Meredith.  Would you state your



              23  name, your employer and your business address for the



              24  record?



              25        A.    Yes.  My full name is Douglas Duncan Meredith.
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               1  I am employed by the firm John Staurulakis Incorporated.



               2  That is spelled S-T-A-U-R-U-L-A-K-I-S.  My business address



               3  is 547 Oakview Lane, Bountiful, Utah.  That's my office.



               4  The headquarters for JSI is in Greenbelt, Maryland.



               5        Q.    On behalf of the applicant Carbon/Emery Telecom



               6  Inc. have you participated in this record?



               7        A.    Yes.



               8        Q.    Did you prepare prefiled rebuttal and



               9  surrebuttal testimony and exhibits in this case?



              10        A.    Yes.



              11        Q.    Do you have any substantive changes to the



              12  answers you gave to the questions asked in the prefiled



              13  testimony?



              14        A.    No.



              15        Q.    Do you have a summary of your testimony that



              16  you would like to present us with?



              17        A.    Yes.



              18        Q.    Please go ahead.



              19        A.    Thank you.  In my rebuttal and surrebuttal



              20  testimonies I address two topics:  Carbon/Emery's



              21  authorized rate of return and the appropriate depreciation



              22  method to use, and in the alternative of using that method



              23  what transition should be used to move to a new



              24  depreciation method for Carbon/Emery.



              25              Topic one, rate of return.  I will summarize
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               1  first the authorized rate of return for Utah USF purposes.



               2  My testimony and the exhibits I supply support



               3  Carbon/Emery's proposed overall authorized rate of return



               4  of 10.5 percent.  For comparison, the current authorized



               5  interstate rate of return for Carbon/Emery is 11.25



               6  percent.



               7              I examine in my testimony the following items



               8  related to the calculation of the overall rate of return.



               9              Item one, capital structure.  The overall rate



              10  of return is calculated using a hypothetical capital



              11  structure.  The Division and Carbon/Emery recommend that



              12  the Commission adopt the Division's sliding scale capital



              13  structure result.  This method was developed by an industry



              14  task force that has been used frequently by the Division.



              15  This method represents a reasonable balancing of competing



              16  interests.  The capital structure for Carbon/Emery assumed



              17  by the Division's sliding scale is 65 percent equity and 35



              18  percent debt.  The Office takes exception to the Division's



              19  long-standing practice and recommends a 50 percent equity



              20  and 50 percent debt capital structure.  I recommend the



              21  Commission continue to use the Division's sliding scale



              22  method and adopt a 65 percent equity and 35 percent debt



              23  capital structure for Carbon/Emery in this proceeding.



              24              Item two, the appropriate interstate rate of



              25  return.  By Commission rule, companies are instructed to
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               1  use in its application the applicable NECA form 492A for



               2  the most recently available year.  I supply the NECA form



               3  492A as an exhibit and the applicable form for Carbon/Emery



               4  yields a 11.45 percent interstate rate of return.  The



               5  Division initially proposed an incorrect rate and



               6  subsequently revised its number.  The Office recommends



               7  using a NECA form 492A that does not apply to Carbon/Emery.



               8  NECA applies two forms 492A based on individual company



               9  participation in NECA cost pools.  I recommend the



              10  Commission use the applicable form 492A in my exhibit for



              11  Carbon/Emery which reports a 11.45 percent overall rate of



              12  return for interstate purposes.



              13              Item three, the appropriate intrastate rate of



              14  return.  Carbon/Emery, the Division, and the Office agree



              15  on the cost of debt used for intrastate rate of return



              16  calculations.  This leaves the intrastate cost of equity or



              17  return on equity as a disputed item.  The Division uses an



              18  unadjusted capital asset pricing model, CAPM, to calculate



              19  an intrastate rate of return for Carbon/Emery.  The



              20  Division does not see any other model alternative available



              21  for use.  I rebut the Division's claims suggesting that an



              22  unadjusted CAPM is not appropriate.  I provide facts from



              23  credible capital finance authorities which support the need



              24  to adjust the textbook version of CAPM in the telecom



              25  sector.  In the exhibits I provide that address telecom
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               1  issues specifically, Drs. Heaton and Billingsley



               2  specifically examine the telecom industry and address this



               3  issue.  These authorities recommend adjusting the textbook



               4  version of CAPM for telcos.



               5              Dr. Heaton, in Exhibit 1, states that a small



               6  company premium is the minimum adjustment that should be



               7  applied when using the CAPM for real world applications.



               8  Dr. Billingsley, in Exhibit 2, recommends a small company



               9  premium developed by well established financial service



              10  research firms, such as Ibbotson & Associates or Duff &



              11  Phelps.  These exhibits are unrebutted in this proceedings.



              12              I provide another analysis filed at the FCC in



              13  Exhibit 3 which the Office takes exceptions to based on its



              14  author.



              15              I explain on alternative to the CAPM that was



              16  proposed by Dr. Glass, formerly of NECA and now of Rutgers



              17  University, to overcome the common pitfalls of the



              18  discounted cash flow method.  This method proposed uses a



              19  free cash flow approach instead of the discounted cash flow



              20  approach.  This information is located in Exhibit 2.  The



              21  benefit of this approach is that Dr. Glass uses actual



              22  rural telephone company data rather than large company



              23  peers to develop the appropriate discounted cash flow rate.



              24  I update this data in Exhibit 5.  The Division remains



              25  silent on this alternative approach and the Office provides
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               1  no rebuttal on this method.



               2              The Office argues that the Utah Commission



               3  should adopt the results from a number of Kansas decisions.



               4  I respond by recommending the Commission give them very



               5  little, if any, weight.



               6              There are serious mechanical problems with the



               7  Division's selection of publicly traded companies and the



               8  calculation of the risk free return used in its CAPM.  I



               9  identify these problems and propose solutions for them.



              10              All of this data and analysis support the 10.5



              11  percent overall rate of return proposed by Carbon/Emery.



              12  And I recommend the Commission adopt the proposed and



              13  supported 10.5 percent overall rate of return for



              14  Carbon/Emery in this proceeding.



              15              Topic two, depreciation method.  I will briefly



              16  summarize the depreciation method proposed by the Division



              17  and Carbon/Emery.  The Division seeks to change the



              18  standard and industry accepted group asset straight line



              19  depreciation method used by Carbon/Emery for Utah USF



              20  purposes.  I observe that this approach will add



              21  administrative complexity to Carbon/Emery's accounting



              22  procedures.  And in making such a change it should be fully



              23  vetted to ensure that the public interest is served.  The



              24  claims made by the Division are not fully explained.



              25  Notwithstanding, if the Commission were to adopt the
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               1  Division's method, I recommend the Commission adopt this



               2  monumental policy change on a prospective basis for new



               3  assets that are purchased and placed into service.  The



               4  test year 2014 is representative of forecasted depreciation



               5  expense for the next five years and so the transition that



               6  I describe is in the public interest.  This concludes my



               7  summary.



               8              MS. SLAWSON:  Mr. Meredith is available for



               9  cross examination.



              10              HEARING OFFICER:  Mr. Jetter.



              11                       CROSS EXAMINATION



              12  BY MR. JETTER:



              13        Q.    Thank you.  Good afternoon, Mr. Meredith.  I



              14  have a few questions and they're a little bit disjointed as



              15  far as we'll skip around just a little bit.  I would like



              16  to just start out discussing the risk free rate of return.



              17  I'm looking at CE-4.0R, which is your revised rebuttal



              18  testimony dated September 4, 2015.  And specifically I'm



              19  addressing your discussion of the risk free rate of return



              20  beginning on lines 271 through 279.  Is it an accurate



              21  representation of your testimony there that you believe the



              22  better more accurate risk free rate of return to use in



              23  calculation of an ROE for this specific purpose is an



              24  average from 1990 through today?



              25        A.    That's what I have used.  I observe that the
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               1  Division proposed a spot rate, which as I understand it was



               2  a rate on a particular day.  I propose that that be trended



               3  a bit.  I used 1990, 25 years from when this was prepared,



               4  but 20 or 25 would be an appropriate trending of the risk



               5  free rate.



               6        Q.    Were you in this room about 30 minutes to an



               7  hour ago when Mr. Woolsey testified about what he believed



               8  to be the term for which we would apply the findings of



               9  this particular case?



              10        A.    Yes.  The effective period of the findings,



              11  yes, I was.



              12        Q.    Do you agree with him that it would be three to



              13  five years?



              14        A.    Yes, that's my understanding is that it would



              15  be a three to five years effective period.



              16        Q.    And it's still your testimony that using a 20



              17  to 25 year trend of Treasury Bill average equally weighing



              18  for each year over that time is a better choice than the



              19  current actual risk free rate?



              20        A.    Yes, I do.



              21        Q.    I would like to jump a little bit now here to



              22  the factors that you discussed in promoting the -- in



              23  discussing the premium that you would assign as a small



              24  company premium to Carbon/Emery.  In support of that is it



              25  correct, I believe it's lines 120 through 121 of this same
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               1  exhibit, that you rely on Morningstar/Ibbotson Annual



               2  Yearbook?



               3        A.    No, my sources for relying on the premium are



               4  related to Dr. Heaton and Dr. Billingsley.  The



               5  Morningstar/Ibbotson Yearbook or the Morningstar/Ibbotson



               6  source and also Dr. Billingsley as I mention in the summary



               7  used the Duff & Phelps report that is identified on line



               8  142 of my testimony.



               9        Q.    Let me direct you beginning at line 120 on page



              10  5.  Would you please read the first sentence in that



              11  paragraph?



              12        A.    Yes.  The Morningstar/Ibbotson Annual Yearbook



              13  routinely reports an adjustment that would be applied to a



              14  company based on market capitalization.



              15        Q.    Is that publication something that is a



              16  reliable source for information on this type of item?



              17        A.    Yes.  Morningstar/Ibbotson or Duff & Phelps are



              18  established research firms.  Yes, they are.



              19        Q.    Thank you.  Are you aware of what companies



              20  that the Morningstar/Ibbotson Annual Yearbook uses to



              21  calculate its small company premium?



              22        A.    Not specifically, no.



              23        Q.    To be more specific, are you aware if any of



              24  those companies have a government run program that



              25  subsidizes those programs in the event that they're not
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               1  earning their authorized rate of return?



               2        A.    No, I don't know any specifics about the



               3  companies or their operations.



               4        Q.    And such a type of government program would



               5  produce the risk to those companies; is that correct?



               6        A.    Can be, yes.



               7        Q.    I would like to hand you a photocopy of the



               8  2015 Ibbotson SBBI Classic Yearbook and this is page 113.



               9              MR. JETTER:  May I approach the witness?



              10              HEARING OFFICER:  Yes.



              11              MR. JETTER:  This is not on my exhibit list.



              12  We can enter this as DPU Cross Exhibit 1.



              13              HEARING OFFICER:  Any objection?



              14              MS. SLAWSON:  No.



              15              MR. MOORE:  No.



              16              HEARING OFFICER:  DPU Cross Exhibit 1?



              17              MR. JETTER:  Yes.



              18              HEARING OFFICER:  Go ahead.



              19        Q.    (By Mr. Jetter)  I think this will somewhat



              20  confirm what you have just answered, but would you please



              21  read what I have highlighted in yellow, a paragraph which



              22  is on the upper right hand corner of page 113 of that



              23  publication?



              24        A.    Yes.  This is page 113.  I don't have the title



              25  of the document, but it is page 113.  Most criticisms of
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               1  the use of the size premium do not address the underlying



               2  reason for its existence.  Small cap stocks are still



               3  considered riskier investments than large cap stocks.



               4  Investors require an additional reward, in the form of



               5  additional return, to take on the added risk of an



               6  investment in small cap stocks.  It is unlikely that in the



               7  future investors will require no compensation for taking on



               8  this additional risk.  That's the end of the paragraph.



               9        Q.    Thank you for reading that.  And you testified,



              10  is that correct, just a few moments ago that a program like



              11  the State Universal Fund for Utah reduces the risk that



              12  Carbon/Emery has as compared to the risk it would



              13  experience were it not eligible for such a program?



              14        A.    Yes, I did say that but it probably needs to be



              15  amplified just a bit that there are lots of risks



              16  associated with a telephone company or with a small



              17  company, it's not just the size.  In fact Roger Ibbotson,



              18  and I quote him in my testimony, says that even liquidity



              19  risk is also very, very important.  And I would argue quite



              20  strongly that liquidity risk is just as apparent or more



              21  apparent for a small rural telephone company operating in



              22  Price, Utah and no government operation is going to solve



              23  that liquidity risk.



              24        Q.    Let me ask you a few question about liquidity



              25  risk.  Are you familiar the capital structure of
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               1  Carbon/Emery Telephone?



               2        A.    Yes, I am.



               3        Q.    Could you describe that briefly?



               4        A.    The actual capital structure is they are 100



               5  equity.



               6        Q.    Who are the equity holders?



               7        A.    The shareholders, members of the cooperative I



               8  don't know.  I don't have a list of all the holders.



               9        Q.    Are you aware of any recent attempts to



              10  increase the equity of the company, any sales of stock?



              11        A.    No.  That question -- I reviewed the answer to



              12  that question that was asked by the Office to the company



              13  and there was no -- there have been no issuance of stock in



              14  the public sector.



              15        Q.    Are you aware of any of the current owners who



              16  have had a desire to sell and no ability to do such?



              17        A.    A desire to sell and would want to essentially



              18  cash out?  I do not know of any.  To the extent that some



              19  of those are cooperative members, I know other cooperatives



              20  that people have those desires, but I don't have specific



              21  information for Carbon/Emery.



              22        Q.    And you're aware that Carbon/Emery in fact



              23  makes decisions based on the certainty provided by the



              24  Universal Service Fund; is that correct?



              25        A.    No.  The Company, just like any company, has an
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               1  array of investment options both regulated, nonregulated,



               2  however it goes.  And that array of investment options is



               3  before the decision makers and they can choose what



               4  investments to make.



               5        Q.    So do you disagree with Mr. Woolsey's testimony



               6  an hour or two ago when he said that they in fact do make



               7  decisions based on, I believe it's a quote, certainty



               8  provided by the FCC and state?



               9        A.    I didn't hear him say that.  So I'll defer if



              10  he said that.



              11        Q.    Do you disagree with that statement?



              12        A.    Say the statement again please.



              13        Q.    That Carbon/Emery makes decisions based on the



              14  certainty provided by the FCC and state, and that was



              15  specifically referring to the subsidy programs for rural



              16  telephone.



              17        A.    Yes, without looking at the full transcript



              18  that's possibly one item that they use, but they still have



              19  the array of investment options.



              20        Q.    Based on how much risk is involved do you think



              21  it would in fact change the decisions that the company



              22  might make?



              23        A.    Certainly.  The risk of a particular investment



              24  opportunity or plan to use capital, the risks associated



              25  with that endeavor will definitely be a factor in a
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               1  decision.



               2        Q.    You further testified you believe they may also



               3  be capital constrained in the borrowing process by the



               4  nature of their size; is that right?



               5        A.    Yes.  As far as borrowing goes, yes.  Small



               6  companies are constrained.  There are actual boutique



               7  lending firms that cater to small rural telephone



               8  companies.  If you go to ABC bank down on Main Street, it's



               9  not likely that they're going to want to lend you money



              10  because of the -- because of all of these associated risks



              11  and the unmentioned risks that we haven't talked about.



              12  Liquidity in small companies are definitely considerations



              13  for a bank.



              14        Q.    Are you familiar with the most recent long term



              15  borrowing rate that has been used in this case?



              16        A.    No.  I reviewed it.  It's not a controversial



              17  item so I can't remember what the number is.  I can look it



              18  up.  It's on Mr. Coleman's exhibits.



              19              MR. JETTER:  Counsel, do you consider that a



              20  confidential number?



              21              MS. SLAWSON:  Tell me which one it is again.



              22              HEARING OFFICER:  The interest rate paid on --



              23              MS. SLAWSON:  That's not confidential.



              24        Q.    (By Mr. Jetter)  Would it surprise you to know



              25  that rate is 5.64 percent?
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               1        A.    No.



               2        Q.    Doesn't that seem like an awfully low amount



               3  compared to the Treasury Bond rate over the 20 year period,



               4  or 25 year period that you suggested being more appropriate



               5  for the term of effects of this case being 5.009 percent?



               6        A.    So we're talking about 50 paces points



               7  difference.



               8        Q.    Yes, between a risk free rate and the small



               9  company that you say has such a high risk that it needs



              10  significant risk premium to attract capital.



              11        A.    One, this is a cost of debt number that we just



              12  referred to.  It's not the cost of equity.  That's one



              13  important consideration.  The other consideration when



              14  you're talking about debt is -- at least one of the -- the



              15  biggest focus of boutique firms is RUS, which is the rural



              16  utility service, which is a government lending program that



              17  produces rates that are very attractive for purposes of



              18  federal public policy.  So I don't think you can compare



              19  the cost of debt and relate it to the cost of equity or the



              20  equity premium that should be applied.



              21        Q.    Well, the two of those are both based on risk,



              22  are they not?



              23        A.    Different types.  A lender has different claims



              24  against a company than a stockholder.  For example, if a



              25  company like Fairpoint, which is one of Mr. Coleman's
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               1  examples, goes bankrupt there is a triage or a hierarchy of



               2  who has claim against assets that still exist.  And the



               3  common stock shareholders are the last ones to get any



               4  claims.  So there is a difference in valuation and



               5  weighting of risks and claims.



               6        Q.    Just in the abstract just let me ask you, would



               7  you expect a company with a higher variability in its



               8  revenue stream to be considered a higher risk company by a



               9  lender?



              10        A.    It really depends on cash flow.  You're saying



              11  higher variability, but does it have enough cash flow to



              12  meet its obligations.  And all lenders have certain



              13  thresholds, factors if you want to call them, that the



              14  companies have to meet in order to not be in breach of that



              15  loan.  So they have safeguards, lenders have safeguards to



              16  address and principally -- a lot of them relate to cash



              17  flow, but there are others as well.  But it's the ability



              18  to pay the loan off.  It's just like if we were to buy a



              19  car the lender would want to know if you had enough money



              20  to pay off that car.  The variability of your income may



              21  not be a factor because you may have plenty of money above



              22  the threshold that they're looking for.



              23        Q.    If you had a source as reliable as, for



              24  example, the State of Utah Universal Service Fund as well



              25  as the Federal Communications subsidy programs providing a
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               1  significant portion of that cash flow, would that indicate



               2  to you potentially a lower risk for that company as



               3  compared to a similar company without those resources to



               4  draw on?



               5        A.    Not in 2015 because there is great uncertainty



               6  in both programs, both the Utah USF dealing with the



               7  depreciation method that is now proposed and how it could



               8  affect the claim or the request from Carbon/Emery, and even



               9  more importantly the flows from Federal Universal Service



              10  as we are going through a major transformation at the



              11  federal level.  There is not much certainty as to what is



              12  going to happen in very near terms with Federal Universal



              13  Service.  So there is quite a bit of uncertainty in a



              14  market, I should mention, in a market that is traditionally



              15  over the long last 100 years has been relatively calm and



              16  stable.  But ever since telecommunications back in 1996,



              17  and now the reform in 2011 at the FCC, there is quite a bit



              18  of uncertainty within the market.



              19        Q.    I think back to reiterate that question.  If



              20  you're comparing let's say Carbon/Emery to one of the



              21  references that both you and Mr. Coleman have used,



              22  Shenandoah Valley Telecommunications, who I believe is in



              23  Virginia, which does not have a comparable universal



              24  service fund program.  Between those two companies would



              25  you say is it more or less risky to have those types of
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               1  subsidy programs, the Utah Universal Service Fund, at your



               2  disposal?



               3        A.    It's hard to say because Shenandoah Valley it



               4  is in Virginia.  I have just a small acquaintance with the



               5  company.  It would be better for a company and for a lender



               6  or for an investor to look at the customer base and the



               7  customer structure and the stability of that customer base



               8  and customer structure rather than a government universal



               9  service program that may or may not exist, may or may not



              10  be cut.  There is quite a bit of uncertainty.  It is not a



              11  certain thing that USF exits in states, and as you



              12  mentioned in Virginia it doesn't exist.



              13        Q.    Is there something unique about their customers



              14  that you think make them more likely to remain customers or



              15  to remain more reliable than the customers of Carbon?



              16        A.    Well, I don't know if you've been to Shenandoah



              17  Valley, but it is a fairly dynamic economic space.  I mean



              18  there is -- I would say, no offense, Brock, but Shenandoah



              19  Valley has more economic activity potential than Carbon and



              20  Emery counties in Utah.



              21        Q.    I'm talking about on a per customer basis.  Do



              22  you think each individual customer is more reliable, more



              23  predictable?



              24        A.    I don't have any information to give you or to



              25  inform you on that question.
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               1              MR. JETTER:  Thank you, Mr. Meredith.  Those



               2  are all the questions I have.



               3              HEARING OFFICER:  Mr. Moore.



               4              MR. MOORE:  Just a few questions.  Mr. Jetter



               5  took most of mine.  Just for clarity shake --



               6              THE WITNESS:  Your Honor, I have a small



               7  hearing problem.  So could the microphone be drawn a little



               8  closer so I can hear better.



               9              MR. MOORE:  How is this?



              10              THE WITNESS:  That's good.



              11                       CROSS EXAMINATION



              12  BY MR. MOORE:



              13        Q.    In your summary you stated that you are not



              14  changing your proposed rate of return from your initial



              15  application; is that correct?



              16        A.    Correct.  I am -- my recommendation is the



              17  Commission adopt the 10.5 percent overall rate of return



              18  for Carbon/Emery's application.



              19        Q.    That's including a 12.13 intrastate rate of



              20  return; is that correct?



              21        A.    Yes.  According to the application that was the



              22  rate of return used for the intrastate portion.



              23        Q.    You didn't apply a small company premium?



              24        A.    What I did is I looked at several different



              25  methods, several different items and I'm recommending the
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               1  Commission adopt the 10.5 because all of those indicators



               2  show that if you were to do anything else, look at the



               3  different risks, liquidity premium risks, and small company



               4  premium risks, you would be in excess of that 12.13, I



               5  believe.  So, therefore, the 10.5 percent is supported.



               6        Q.    How did you arrive at the 12.13?



               7        A.    12.13 I didn't arrive at it.  The Company used



               8  12.13 because I understand the Division proposed and



               9  testified in 2014 that rate was just and reasonable and



              10  within the public interest in another case.



              11        Q.    Was that case taken to hearing?



              12        A.    That case was not taken to hearing.  The



              13  Commission adopted in full the Division's recommendation.



              14        Q.    Through a settlement?



              15        A.    No, it wasn't settled.  There was no dispute.



              16  The Office -- the Division created a petition, created



              17  testimony, filed the petition, and the Commission adopted



              18  it.  That's how I understand the Hanksville case to have



              19  happened.  There was no settlement because there was no



              20  issue in dispute.



              21              MS. SLAWSON:  Your Honor, if I may, I believe



              22  there actually was a hearing in that case, a hearing to



              23  adopt the stipulation just as a matter of record.



              24        Q.    (By Mr. Moore)  But the stipulation didn't end



              25  from a settlement?
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               1        A.    I did not participate.  My understanding is



               2  that the Division prepared, produced, and supported the



               3  12.13 percent in 2014, which incidentally is the same test



               4  year that we're dealing with today.



               5        Q.    But they haven't taken that position in this



               6  case?



               7        A.    No, they have not.  They are recommending an



               8  adjustment.



               9        Q.    Could you turn to page 13 of your rebuttal



              10  testimony, your revised rebuttal testimony September 4,



              11  2015?



              12        A.    Yes, I'm there.  It starts with a graph?



              13        Q.    Yes.  I have some questions about the graph.



              14  The fifth column entitled small stocks and lists various



              15  premiums or additions; is that correct?



              16        A.    Yes.  This is by Roger Ibbotson from Ibbotson &



              17  Associates that we've been talking about, very credible



              18  professor at Yale University, or was.  I don't know his



              19  status now.  He is identifying premiums that are looked at



              20  in the real world.



              21        Q.    The first premium is a small stock premium,



              22  which is the small company premium we've been referring to;



              23  is that correct?



              24        A.    Yes, that's what I would understand that to be.



              25        Q.    Do you know of any USF case that has used a
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               1  small company premium?



               2        A.    No, most USF cases don't even address this



               3  issue.  They use the 11.25 percent authorized rate of



               4  return that the FCC uses and that's the end of the



               5  discussion.



               6        Q.    Do they use an equity risk premium?



               7        A.    I'm sorry.



               8        Q.    Are you aware of ones that use a equity risk



               9  premium?



              10        A.    Well, the equity risk premium is the premium



              11  that is given as a market or risk premium, however you want



              12  describe it.  That's used with a CAPM model.  As I



              13  understand it from your witness's testimony that in some



              14  cases, although dated, that equity risk premium has been



              15  used in a CAPM model in Kansas.



              16        Q.    Do you have one from a bond horizon premium?



              17        A.    No, I don't know of any application of -- this



              18  is getting more into the -- the bond horizon premium I



              19  don't have any information on a state universal service



              20  program, or federal for that matter, addressing a bond



              21  horizon premium.



              22        Q.    Did you attempt to compute the required rate of



              23  return using this graph, adding up these various premiums



              24  for Carbon?



              25        A.    No, I did not.  My testimony, I do state the



                                                                            130

�











               1  liquidity premium and the small company premium are



               2  somewhat intertwined.  The range, Dr. Billingsley's range



               3  or rate for small company such as Carbon/Emery is 6 or 7



               4  percent small company premium.  And I did not even go that



               5  far.  I just took half of it and I took a 3 percent small



               6  company premium to address liquidity and small company and



               7  it exceeded the 12.3 generated that supported 10.5 so I did



               8  not have to extend my analysis further.



               9        Q.    Could you turn to page 12 of your testimony?



              10        A.    Sure.



              11        Q.    You have a table there, table 2.  Did you



              12  prepare this table?



              13        A.    I did prepare the table.



              14        Q.    What is the source of your spot beta



              15  information on the table?



              16        A.    The spot beta was -- to date the spot beta in



              17  trying to replicate the information that Mr. Coleman of the



              18  Division used I have went to Yahoo.com and obtained the



              19  spot beta for these companies listed.



              20        Q.    Can you provide the source documentation?



              21        A.    Did I provide source documentation, no.  It was



              22  the spot beta as of that date at Yahoo.com.



              23        Q.    What does the term CAM adjusted mean?



              24        A.    That's a very conservative straight -- CAPM.



              25        Q.    I'm sorry, CAPM.
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               1        A.    It's the expected return using a risk free rate



               2  and then applying the data to a market premium.



               3        Q.    Where did you get the data for this CAPM



               4  adjustment?



               5        A.    The CAPM, the equation is the expected return



               6  equals the risk free rate.  And the risk free rate in this



               7  calculation.  Again as I said I used a very conservative --



               8  actually not a textbook approach, but I used the T-bill



               9  rate, which is the rate that was found below.  It's from



              10  1990 to today as of the date of filing.  So a 3.04 percent



              11  T-bill rate.  Then I applied the -- then you add to that



              12  that risk free rate the beta multiplied by a risk premium.



              13  Mr. Coleman used a risk premium of about 6.8 percent.  I



              14  opted to use an even more conservative number and I used



              15  the 5.01 percent number listed here as a T-bond rate trend



              16  as my risk premium.  So it's a few, maybe a 150 paces



              17  points lower than Mr. Coleman.  Doing it with the abundance



              18  of caution of get the lowest possible unadjusted CAPM.



              19              This particular table is really not focussed on



              20  getting the CAPM number itself, but rather the adjustment.



              21  My whole testimony is there needs to be adjustments to a



              22  standard CAPM.  You just don't do the standard CAPM for



              23  conditions that we have before us.  And so that's why the



              24  -- so I used a very small -- that's the equation that I



              25  used in order to develop the column called CAPM unadjusted.
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               1              And that's why I think if you were to compare



               2  this to Mr. Coleman's those numbers would be different



               3  because I did not use his numbers.  I used in the instance



               4  of the market premium, the equity premium, I used a lower



               5  rate than he did.



               6        Q.    This is reflected in the third column of the --



               7        A.    Yes.



               8        Q.    You used the T-bill and the T-bond rates.  Can



               9  you describe where the interest rates are inputted into the



              10  CAM asset pricing model?



              11        A.    Sure.  The T-bill rate is a 90 day T-bill.



              12  That information was obtained from the U.S. Department of



              13  Treasury.  They have a series that gives this information.



              14  And the T-bond rate is the 20 year T-bond, Treasury Bond.



              15  Those numbers go into the column we were just describing.



              16  The first one, the T-bill, the 3.04, gives the risk free



              17  rate in the CAPM equation.  The second one, the 5.01, is a



              18  conservatively low proxy for the risk market premium.  That



              19  number is multiplied by the beta and the sum of that



              20  represents the CAPM.



              21        Q.    These calculations created the leveraged CAPM



              22  in the last column?



              23        A.    No.  The levered -- if we go over to the far



              24  right.



              25        Q.    The far right.
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               1        A.    We have taxes and debt and equity percentages,



               2  and then we have a levered beta referenced by Dr. Heaton in



               3  Exhibit 1 as well.  This adjusts for taxes and also debt



               4  and equity.  So there is a formula that creates the lever



               5  and then you apply that lever to the unadjusted beta and



               6  you get a levered beta.



               7        Q.    The conclusion of the chart is your leveraged



               8  CAPM on the far right hand column?



               9        A.    Correct.  That is a leveraged CAPM, which



              10  adjusts for taxes and debt and equity structure of the



              11  various proxy companies.



              12        Q.    You have Verizon and AT&T as your first two



              13  companies, correct?



              14        A.    Yes, Verizon.



              15        Q.    Is Verizon the same as --



              16        A.    Verizon is a Bell operating company, changed



              17  its name to Verizon in the 90's.



              18        Q.    Both Verizon and AT&T have very similar



              19  industry profiles, don't they?



              20        A.    Very similar --



              21        Q.    Industry profiles.



              22        A.    Industry profiles meaning their scope?



              23        Q.    Their size.



              24        A.    Their capital structure is very, very



              25  different.  Verizon is highly leveraged and AT&T is not.
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               1  You can see that in the debt and equity percentage.  You



               2  can take the percent debt divided by the percent equity



               3  which is reported in the third to last column, the Verizon



               4  number is 8.9 and AT&T is 0.88.



               5        Q.    But in terms of size, they're both remnants of



               6  the Bell company, they're competitors, aren't they?



               7        A.    Yes.  Verizon and AT&T are competitors for



               8  certain services, for primarily their wireless services.



               9  They have a couple local exchange carriers, traditional



              10  local exchange areas that are not -- I wouldn't call them



              11  competitive with each other.  There is some overlap.  But



              12  what we see in the press most of the time is AT&T and



              13  Verizon fighting out signal coverage for wireless service



              14  across the United States map.  So they're highly



              15  competitive in that market.



              16        Q.    In your last column how would you -- how does



              17  leveraged CAPM relate to cost of equity?



              18        A.    Okay.  The leveraged CAPM is produced -- or the



              19  leveraged beta is produced by multiplying the beta times an



              20  equation or a function that addresses the tax structure of



              21  the company, and that tax piece is then multiplied by the



              22  debt and equity percentages.  So the levered beta takes



              23  into account taxes and debt and equity structure all in one



              24  calculation.



              25        Q.    That's the second to the last column?
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               1        A.    Correct.



               2        Q.    I'm asking about the last column.



               3        A.    Yes.  Then the last column is the CAPM that



               4  uses instead of the spot beta, it uses the levered beta and



               5  creates a levered CAPM result.



               6        Q.    How does that relate to the cost of equity?  Is



               7  there any relationship whatsoever?



               8        A.    Well, in this case the levered beta would



               9  reflect the equity premium that market analysts would



              10  expect from these companies based on their capital



              11  structure.



              12        Q.    The leveraged CAPM Verizon has over three times



              13  the number of AT&T; is that correct?



              14        A.    Correct.  It's 25.7 and AT&T is 7.4.  That



              15  again is a function of the very different capital structure



              16  of the two companies.



              17        Q.    Doesn't a levered CAPM of this magnitude cause



              18  some problems with competition?



              19        A.    With competition?



              20        Q.    Between AT&T and Verizon.



              21        A.    I don't think so.  Competition would be on the



              22  demand side for services, seeking market share.  And I



              23  don't know how the capital structure would be influenced by



              24  market share.  I mean, investors are looking at market



              25  share because that is a risk assessment that they have to
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               1  take as to whether the company has a desirable environment



               2  to operate with the potential for growth.  So to that



               3  extent the competition could affect it, but I don't think



               4  it's direct.



               5        Q.    It's a cost though, isn't it?  How can Verizon



               6  compete if they have a cost that is over three times higher



               7  than AT&T?



               8        A.    No, this is not a cost.  There is a cost of



               9  capital if an analyst is looking at Verizon and AT&T,



              10  Verizon is growing a lot more than AT&T in some of its



              11  markets, in its wireless markets, for example.  So from an



              12  investment standpoint you say okay I'll take that growth



              13  potential for Verizon.  And AT&T is more of a stay company



              14  -- I hate to say that if anybody has any AT&T relatives.



              15  But they're a little bit more conservative and more of a



              16  dividend value company than Verizon is.



              17              MR. MOORE:  That's all I have.  Thank you.



              18              HEARING OFFICER:  Any redirect?



              19                      REDIRECT EXAMINATION



              20  BY MS. SLAWSON:



              21        Q.    Would you take a look at DPU Cross Exhibit 1?



              22        A.    Is this the Morningstar page 113?



              23        Q.    Yes.



              24        A.    Yes.



              25        Q.    Mr. Jetter questioned you on this wanting to



                                                                            137

�











               1  know -- I believe his questions were something along the



               2  lines of -- I'm not trying to restate them exactly --



               3  whether a company that receives USF -- if the company



               4  receives USF would that offset a small company premium.  Do



               5  you recall that?



               6        A.    Yes, I recall that.



               7        Q.    How would this size premium relate to the risk



               8  that Mr. Jetter was alluding to or the lower risks



               9  associated with USF?



              10        A.    Say that again.



              11        Q.    How would the risk factor that Mr. Jetter was



              12  identifying and the small company premiums that is



              13  identified here by Mr. Ibbotson, how would that relate to a



              14  company that receives USF distribution?



              15        A.    As I look at page 113 there is a graph, 7.5,



              16  that shows essentially small company premium over time



              17  going back to 1945 and it various.  There is some



              18  variability there.  But I think the two take aways are one



              19  is positive, there is a small company premium that is



              20  generally applied in the real world, it's just not a



              21  straight CAPM, a traditional textbook CAPM.  And then the



              22  number ranges right now in 2014 it looks like that's at



              23  about two and a half, I guess a fair read maybe a little



              24  north of two and a half percent small company premium.



              25              Dr. Billingsley looked at small company
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               1  premium, and actually it was one of his criticisms of the



               2  FCC method they used in looking at whether they should



               3  re-prescribe the authorized rate of return of 11.25 percent



               4  and they produced a staff report.  Mr. Billingsley used a



               5  small company premium in that case, and almost all of the



               6  companies that would be affected were federal universal



               7  service recipients.  So it did not persuade Dr. Billingsley



               8  from using a small company premium even when you had this



               9  quote or this alleged government program for funds.  So I



              10  think they are distinct and I don't think they offset one



              11  another.



              12              MS. SLAWSON:  Thank you.  No other questions.



              13              MR. JETTER:  I do have some followup questions.



              14              HEARING OFFICER:  How much time do you



              15  anticipate?



              16              MR. JETTER:  Ten minutes.



              17              HEARING OFFICER:  Let's go ahead and break for



              18  lunch and do that when we come back.  Is that okay?  How



              19  long do you all want for lunch?  We'll come back at 2:00.



              20              (Off the record.)



              21              HEARING OFFICER:  Let's go back on the record.



              22  We are picking up where we left off before our lunch break.



              23  Mr. Jetter, I believe you had some recross for



              24  Mr. Meredith.



              25              MR. JETTER:  Yes.  I have reconsidered and have
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               1  decided not to recross.



               2              HEARING OFFICER:  All right.  Mr. Moore, do you



               3  have any recross?



               4              MR. MOORE:  No, I do not.



               5              HEARING OFFICER:  Okay.  Then Ms. Slawson, I



               6  think what I would do at this point is ask you to please



               7  address as well as you can the questions that the



               8  Commission posed in its notice.



               9              MS. SLAWSON:  I would be happy to do that, but



              10  I'm just wondering if it might be more appropriate at the



              11  end after all of the witnesses have testified so we know



              12  what all the testimony in the record is.  I think a lot of



              13  the testimony, or some of the testimony that we might



              14  illicit through cross examination might go to some of those



              15  issues and not make those statements based on an incomplete



              16  record, but it's up to you.



              17              HEARING OFFICER:  I would like you to address



              18  what you can at this point.



              19              MS. SLAWSON:  Thank you.  In the notice served



              20  by the Public Service Commission on January 21, 2016 the



              21  Commission notified parties that they should come prepared



              22  to discuss three issues.  Do you want me to identify those



              23  issues for the record?



              24              HEARING OFFICER:  Sure.



              25              MS. SLAWSON:  Number one, Utah Code Section
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               1  54-8b-6 states, a telecommunications corporation providing



               2  intrastate public telecommunications services may not



               3  subsidize its intrastate telecommunications services which



               4  are exempted from regulation with the proceeds from other



               5  intrastate telecommunications services not so exempted.



               6  Disbursements from the UUSF constitute proceeds from



               7  regulated intrastate telecommunications operations.  Are



               8  the parties satisfied that a continued or increased



               9  disbursement from the UUSF would not serve to subsidize the



              10  nonregulated operations of Carbon/Emery?  Why or why not?



              11  Have I identified that issue correctly?



              12              HEARING OFFICER:  I believe so.



              13              MS. SLAWSON:  As the Commission has noted this



              14  is a threshold issue and the questions that this issue



              15  presents are addressed in the voluminous testimony filed in



              16  this case.  The testimony specifically filed in this case



              17  identifies with particularity the uses for which



              18  Carbon/Emery will use or utilize its UUSF funds.



              19              Each party in this matter has provided



              20  testimony on, for example, cost allocation between



              21  regulated and nonregulated activities.  And so those issues



              22  are briefed for the Commission in terms of testimony.  The



              23  Commission I would say has the obligation at this point to



              24  determine how those cost allocations should be made to



              25  avoid any subsidization.
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               1              We believe, Carbon/Emery believes and is



               2  satisfied that a continued and increased disbursement from



               3  the Utah Universal Service Fund would not serve to



               4  subsidize its nonregulated operations, and that the



               5  testimony they have provided on this case in this matter is



               6  clear on those points.



               7              Carbon/Emery filed it's application for Utah



               8  Universal Service Fund and its requested revenue



               9  requirement has gone through a vigorous review process.



              10  The testimony or evidence in this case proves that



              11  Carbon/Emery is not using the UUSF funds to subsidize its



              12  nonregulated operations.



              13              In order to be eligible for UUSF funds the



              14  Company must show that it is an eligible telecommunications



              15  carrier, that it is in compliance with Commission orders



              16  and rules.  Did the Company complete a Commission review of



              17  its revenue requirement and other telecommunications



              18  service rate structure prior to any change in the UUSF,



              19  which is what we're doing here today, and then does not



              20  charge rates in excess of the affordable base rate.  It



              21  must also show that it provides lifeline service and it is



              22  a facility based provider.



              23              The testimony that's been provided in this case



              24  through the prefiled written testimony and the testimony



              25  illicit here today demonstrates that Carbon/Emery has met
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               1  the requirements and the statute and rules and there is no



               2  evidence of subsidization in the extensive record.



               3              Shall I go forward with issue two?



               4              HEARING OFFICER:  That's fine.



               5              MS. SLAWSON:  Issue two, Utah Code Section



               6  54-8b-15(1)(a) states, a basic telephone service means



               7  local exchange service.  Utah Code Section 54-8b-15(6)(a)



               8  states, the UUSF shall be designed to promote equitable



               9  cost recovery of basic telephone services.  The question



              10  asked by the Commission are the parties satisfied that a



              11  continued or increased disbursement from the UUSF to



              12  Carbon/Emery would comply with this statutory language?



              13              Each party in this case has supplied testimony



              14  as to the reasonable costs -- let me back up.  Carbon/Emery



              15  has provided testimony and an application as to the



              16  reasonable costs associated with providing basic telephone



              17  services.  Each of the other parties have provided



              18  testimony on this issue.  At this point the record is



              19  robust and demonstrates through the testimony of the



              20  Company that the reasonable costs of providing basic



              21  telecommunications services are not met through rate



              22  recovery at the affordable base rate, and the Company is



              23  not earning the allowed rate of return.



              24              And so we believe that the testimony shows that



              25  Carbon/Emery is entitled to additional UUSF funds to meet
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               1  the reasonable costs of providing basic telecommunications



               2  for telephone services.



               3              Issue three, Utah Code Section 54-8b-15(5)



               4  states, operation of the Utah Universal Service Fund shall



               5  be nondiscriminatory and competitively and technologically



               6  neutral in the collection and distribution of funds,



               7  neither providing a competitive advantage for, nor imposing



               8  a competitive disadvantage upon any telecommunications



               9  provider in the state.  Are the parties satisfied that a



              10  continued or increased disbursement from the Utah Universal



              11  Service Fund to Carbon/Emery would comply with the



              12  statutory language?  Why or why not?



              13              As indicated previously in my statement, and as



              14  demonstrated in the testimonies of Brock Johansen and



              15  Darren Woolsey, Carbon/Emery has met the requirements of



              16  the statute outlining the eligibility for disbursement from



              17  the Utah Universal Service Fund.  And therefore, is



              18  entitled to continued and increased disbursements from the



              19  fund.  There has been no testimony, nor has there been to



              20  my knowledge any argument that the fund is not being



              21  administered neutrally.



              22              So based on the testimony provided in the



              23  record Carbon/Emery's position is that Carbon/Emery is



              24  entitled to additional UUSF distribution from the fund and



              25  has met the requirements of the statute.
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               1              HEARING OFFICER:  Thank you.  And you have no



               2  more witnesses; is that correct?



               3              MS. SLAWSON:  That is correct.



               4              HEARING OFFICER:  Does the Division want to



               5  call its witness.  Just so you know, I figure we'll go at



               6  this point until about 3:20, break for 15 or 20 minutes,



               7  and then we can go up to 5:00 as needed.  Go ahead.



               8              MR. JETTER:  It's a little out of the order



               9  that the Company did, but if you would like I could address



              10  the same questions now just back to back.



              11              HEARING OFFICER:  That's fine.



              12              MR. JETTER:  Because it might be easier looking



              13  back at the record to see.  And if it's acceptable I'll



              14  rely on Kira's reading on the questions and just address



              15  them as questions 1, 2, 3.



              16              HEARING OFFICER:  That's fine.



              17              MR. JETTER:  With respect to question one.  In



              18  practically every incumbent local exchange carrier



              19  territory or companies in Utah are receiving Utah Universal



              20  Service Fund support.  The telephone company receiving the



              21  support is under common ownership with its affiliate



              22  internet service provider.  In most, if not all, cases the



              23  ILEC owns the facilities and sells access to the affiliated



              24  internet company.  Generally the access fees paid by the



              25  internet company are based on the National Exchange Carrier
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               1  Association tariff rate, also referred to as NECA.



               2              The NECA tariff rate is a cost based tariff



               3  derived from other similar ILEC costs.  The Division has



               4  relied upon the NECA tariff or prior recommendations



               5  because it is a reasonable proxy established by an outside



               6  entity.  To the extent to which UUSF funds may subsidize an



               7  affiliate in such circumstances is difficult to determine.



               8              Most of the current plant additions that we're



               9  seeing in the ILEC territories are providing fiber to the



              10  home.  Installation of fiber to the home is not necessary



              11  for basic telephone service.  However, fiber network can



              12  and do provide basic telephone service as well as offer



              13  significantly improved availability of high-speed internet



              14  access for the affiliate internet provider.



              15              In the event that the copper network is failing



              16  and must be replaced it is often most economical to replace



              17  facilities with fiber.  The benefit of fiber is shared



              18  between the ILEC as well as the affiliate.  Revenue



              19  increases generated from and received after the fiber



              20  install are likely to be received primarily by the internet



              21  and/or television affiliates.



              22              What were once telephone companies



              23  traditionally that began to provide internet through an



              24  affiliate are often now predominantly internet and



              25  television companies that also happen to offer telephone
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               1  service.  However, all three services in the case of fiber



               2  networks can often use the same facility.  And all of them



               3  will likely benefit from sharing of the costs of the



               4  facility.



               5              Whether it can measure the benefit to the



               6  company's basic telephone service or to first determine



               7  whether the investment was necessary in order to continue



               8  basic telephone service is a critical question.



               9              If, for example, the Commission were to take



              10  the view that the revenue increases or revenue derived from



              11  the value of the facility to each affiliate were indicative



              12  of whether subsidy were occurring, then the calculation of



              13  costs shared based on revenue would indicate that it is



              14  likely that an affiliate may be being subsidized.  On the



              15  other hand, if the Commission views the test as whether it



              16  reduces the cost to provide basic telephone service by



              17  selling access to affiliates, it may be argued that because



              18  the affiliate contributes some dollars to defray the costs



              19  of the telephone service the Utah Universal Service Fund is



              20  not subsidizing the affiliate if that investment in the



              21  fiber or other upgrades was a prudent investment for the



              22  regulated ILEC.



              23              With respect to the cost of operations the



              24  Division of Public Utilities periodically reviews all



              25  regulated telecommunications companies receiving Utah
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               1  Universal Service Fund support.  This review includes a



               2  desk audit of the annual report filed by the companies with



               3  the DPU.  If the desk audit indicates issues that need



               4  further investigation, the DPU then takes the appropriate



               5  action, which may include a more formal audit at the time



               6  if the Division has the ability to dedicate time and



               7  resources to that investigation.



               8              Cases filed with the Commission that are



               9  ongoing tends to take precedence over those proactive



              10  audits.  If a formal audit is conducted then the DPU will



              11  receive the cost allocation manual that the company is



              12  using to allocate costs between its regulated operations



              13  and unregulated affiliates.  This has been a standard



              14  practice for several years.



              15              The cost allocation manuals are normally



              16  developed based on the FCC Part 64 guidelines as there is



              17  no Utah specific Public Service Commission rules to use as



              18  guidance for these cost allocation manuals.  If the cost



              19  allocation manual seems reasonable to the Division and the



              20  company appears to have made a good faith effort to



              21  allocate costs between regulated and nonregulated



              22  companies, then the Division will test to make certain that



              23  the cost allocation manual is being followed and practiced.



              24  If there is no cost allocation manual, or the cost



              25  allocation manual seems insufficient, then the Division
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               1  will propose its own cost allocation method.



               2              In the case of Carbon/Emery Telecom Inc. the



               3  Division has reviewed its cost allocation manual



               4  approximately five times in the last six to seven years



               5  during various Universal Service Fund requests.  The DPU



               6  has found that Carbon/Emery Telecom's cost allocation



               7  manual seems to be fairly robust and it appears to be



               8  followed and practiced.



               9              The only criticism of the cost allocation



              10  manual is that it is sometimes dated and could be reviewed



              11  and updated more often.  The DUP recognizes that there are



              12  some inherent problems developing accurate cost allocation



              13  manuals.



              14              If the Commission is interested in developing



              15  rules to provide more specific guidance in this area the



              16  DPU would welcome such an opportunity and would like to



              17  participate in an effort to do so.



              18              With respect to question two.  Yes,



              19  disbursements comply with this language.  The DPU views the



              20  Utah Universal Service Fund as a cost recovery mechanism to



              21  be used were the total cost of providing basic telephone



              22  services exceed the revenues generated from those services.



              23  The calculation of that support is defined in Commission



              24  Rule 746-360-8.



              25              If a telecommunications company is charging the
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               1  affordable base rate as defined in Rule 746-360-2, then the



               2  Division believes that the Universal Service Fund is



               3  designed to fill in the gap between the total revenue and



               4  total expense for providing basic telephone service.



               5              If the telecommunications company were not



               6  charging the affordable base rate, the Division would



               7  impute the revenue it would receive if it were charging the



               8  affordable base rate and reduce the Utah Universal Service



               9  Fund recommendation by that amount.



              10              In this case Carbon/Emery Telecom is charging



              11  the affordable base rate and the Division believes that



              12  continued disbursement from the Universal Service Fund to



              13  Carbon/Emery Telecom for the cost recovery for the basic



              14  telephone communication services is appropriate to the



              15  extent that the actual cost of providing basic telephone



              16  service exceed the revenue generated.  However, the



              17  Division is mindful of opportunities for effectively



              18  recovering for expenses that would benefit parts of the



              19  Company's business that are unregulated.  Progressive



              20  replacement of infrastructure, such as copper cable that



              21  remain sufficient to provide basic telephone service, can



              22  allow the Company to recover for investments that have not



              23  been needed for the service of basic telephone.  The



              24  Division recognizes that basic telephone service can



              25  benefit from these investments even if it did not require
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               1  them.



               2              Further to stave off customer departures,



               3  telephone companies attempt to retain customers with more



               4  advanced services.  Given their affect on reducing customer



               5  losses and some incremental benefits, these investments



               6  have not been the subject of the Division's adjustments in



               7  this case.



               8              Nevertheless, when the investment is recovered



               9  through accelerated depreciation the Division is unwilling



              10  to accept that accelerated recovery and has made



              11  adjustments in our recommendations to the Commission.



              12              And with respect to question three, eligibility



              13  for Utah Universal Service Fund disbursement is defined in



              14  Commission Rule 746-360-6.  To be eligible the company must



              15  be designated as an eligible telecommunications carrier



              16  pursuant to 47-USC-214(e).



              17              Carbon/Emery Telephone is an eligible



              18  telecommunications carrier as described above and is an



              19  incumbent rate of return telephone corporation that is



              20  described in Rule 746-360-6.  The Division, therefore,



              21  believes it is eligible to receive Universal Service Fund



              22  disbursements in the amounts that would be calculated



              23  appropriately.



              24              While a variety of rules governing Utah Code



              25  54-8b-15(5) might be permissible under the Commission's
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               1  existing rules, Carbon/Emery Telephone is eligible subject



               2  to the establishment of Commission -- subject to the



               3  Commission's establishment of an appropriate amount.



               4              There are other carriers competing in the



               5  Carbon/Emery service territories utilizing other technology



               6  such as wireless service.  These carriers may be at a



               7  competitive disadvantage when competing with a carrier such



               8  as Carbon/Emery that receives Utah Universal Service Fund



               9  subsidy.  However, as of yet these carriers have either



              10  chosen not to pursue ETC designation or their applications



              11  have been denied by the Commission for this territory.



              12              Designation as an ETC may qualify them for



              13  Universal Service Fund disbursements.  There are several



              14  wireless lifeline carriers that have received ETC



              15  designations from the Public Service Commission.  These



              16  carriers as of yet have not requested Utah Universal



              17  Service Fund support, and in each instance they have agreed



              18  in stipulations to only seek Utah Universal Service Fund



              19  support after additional proceedings requesting it before



              20  the Commission.  And that concludes the Division's



              21  responses.



              22              HEARING OFFICER:  That's very helpful.  Thank



              23  you.  Would you like to call your witness?



              24              MR. JETTER:  The Division would like to call



              25  first Mr. William Duncan.
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               1              (The witness is sworn in.)



               2                       DIRECT EXAMINATION



               3  BY MR. JETTER:



               4        Q.    Good afternoon, Mr. Duncan.



               5        A.    Good afternoon.



               6        Q.    Would you please state your name and occupation



               7  for the record?



               8        A.    Yes.  My name is William Duncan.  I am the



               9  manager of the Telecommunications and Water Section for



              10  Utah Division of Public Utilities.



              11        Q.    Thank you.  In the course of your employment



              12  did you have the opportunity to review the application and



              13  testimony filed by the applicant in this case?



              14        A.    Yes.



              15        Q.    Did you create and cause to be filed with the



              16  Commission prefiled direct testimony?



              17        A.    Yes.



              18        Q.    I'll just read them all if that's okay.  Direct



              19  testimony, rebuttal testimony, revised rebuttal testimony,



              20  and surrebuttal testimony along with the attending



              21  exhibits?



              22        A.    Yes, I did.



              23        Q.    If you were asked those same questions today



              24  would you answer them the same way?



              25        A.    Yes.
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               1        Q.    Do you have some corrections that you would



               2  like to make to those?



               3        A.    Yes.  On my rebuttal testimony, revised



               4  rebuttal and surrebuttal on page 1, the title page on each



               5  of those documents, I failed to change the name of Emery



               6  Telephone to Carbon/Emery Telecom Inc.  The docket number



               7  is correct and the testimony is correct, but I evidently



               8  used the same testimony in the Emery case and inadvertently



               9  forgot to change the title page.  So that's page 1 on each



              10  of those.



              11        Q.    Do you have any other changes that you would



              12  like to make?



              13        A.    Yes.  During our final review of the exhibits



              14  prior to the hearing we discovered a calculation error in



              15  the rate of return calculation.  After correcting the error



              16  the Division's position on the rate of return has been



              17  revised to 9.97 percent rather than the 9.85 percent that



              18  was submitted in previous testimony.  Mr. Coleman will



              19  testify to the Division's position on that later today.



              20  That change has been considered by the Division and the



              21  Division has adjusted its recommendation from decrease in



              22  Utah Universal Service Fund of $14,458, which I believe was



              23  in my surrebuttal testimony, to an increase in Utah



              24  Universal Service Fund annually of $6,833.  This increase



              25  would put the Division's position for a total annual UUSF
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               1  disbursement of $1,045,547.



               2              We have two exhibits that we have developed to



               3  replace two exhibits in my surrebuttal testimony.  One of



               4  them is the template we used for calculating the Utah



               5  Universal Service Fund, which Carbon/Emery used in their



               6  application and then we used that template to put our



               7  adjustments in.  So that one has been used before.



               8              The second exhibit that we're passing out today



               9  -- actually there are two tables in my surrebuttal



              10  testimony that -- I didn't know the best way to handle



              11  this, so rather than replace them in a written format I



              12  just produced some Excel tables.  One of them, the first



              13  table on line 54 of my surrebuttal, and the second one is



              14  on line 81 of my surrebuttal.  But they both just show the



              15  revenue requirement and revenue deficiency that I



              16  previously spoke about of $6,833.  So it's a fairly minor



              17  change, but one we had to correct when we found the error.



              18              HEARING OFFICER:  That's based on the change on



              19  the rate of return, correct?



              20              THE WITNESS:  Yes.  The rate of return changed



              21  from 9.85 to 9.97.



              22              HEARING OFFICER:  That's the composite?



              23              THE WITNESS:  That's the composite, that's



              24  correct.



              25              HEARING OFFICER:  Thank you.
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               1              MR. JETTER:  At this time I would like to hand



               2  out another hearing exhibit that is the correction made in



               3  another one of our witnesses, Casey Coleman's testimony,



               4  but it relates to the same issue so I thought it be



               5  reasonable to pass this out at the same time.



               6              HEARING OFFICER:  Go ahead.



               7              MR. JETTER:  I intend to have Mr. Coleman



               8  address this briefly.



               9              HEARING OFFICER:  Is there any objection?  This



              10  is just a replacement of an exhibit on file?



              11              MR. JETTER:  It is.



              12              MS. SLAWSON:  I just want to make sure I'm



              13  seeing the corrections correctly on Mr. Coleman's



              14  testimony.  I can ask him about this if there are any



              15  issues.  We can keep going.



              16              HEARING OFFICER:  The Office has no objection?



              17              MR. MOORE:  No objection.



              18              HEARING OFFICER:  Did you want to ask



              19  Mr. Coleman about this now?



              20              MR. JETTER:  I can ask him about it when he is



              21  sworn in and we get it authenticated in the record at that



              22  time.



              23              HEARING OFFICER:  Okay.  Go ahead.



              24              MR. JETTER:  I believe at this time the two



              25  exhibits that were first handed out, which are entitled at
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               1  the top DPU Exhibit 1.1 Hearing and DPU Exhibit 1.2 Hearing



               2  and those relate to Mr. Duncan's testimony, that those be



               3  accepted into the record?



               4              HEARING OFFICER:  And there is no objection?



               5              MS. SLAWSON:  No objection.



               6              MR. MOORE:  No objection.



               7              HEARING OFFICER:  All right.  We'll accept them



               8  as marked.



               9              MR. JETTER:  And with that that concludes my



              10  direct testimony of Mr. Duncan.  He is available for cross.



              11              HEARING OFFICER:  Ms. Slawson, questions for



              12  Mr. Duncan?



              13              MS. SLAWSON:  Yes.



              14                       CROSS EXAMINATION



              15  BY MS. SLAWSON:



              16        Q.    Good afternoon, Mr. Duncan.  You provided



              17  summary testimony for the Division in this case, correct?



              18        A.    That is correct.



              19        Q.    As I have reviewed your testimony I've



              20  identified three issues that remain unresolved between the



              21  Company and the Division; is that correct?



              22        A.    That is correct.



              23        Q.    Those would be rate of return, correct?



              24        A.    Yes.



              25        Q.    The final figure for the adjustment for
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               1  migration of customers from cable internet to fiber to the



               2  home internet service, correct?



               3        A.    That is correct.



               4        Q.    And then the depreciation expense?



               5        A.    That is correct.



               6        Q.    With regard to the rate of return it's my



               7  understanding that the only issue between the Company and



               8  the Division at this point is on the appropriate cost of



               9  equity; is that correct?



              10        A.    That is correct.



              11        Q.    And it's my understanding that Mr. Coleman will



              12  be providing that testimony for the Division?



              13        A.    Yes.



              14        Q.    And with regard to the depreciation expense Joe



              15  Hellewell will be providing that testimony for the



              16  Division, correct?



              17        A.    Yes.



              18        Q.    Throughout this procedure the Division has



              19  propounded several sets of data requests in this matter; is



              20  that correct?



              21        A.    Yes.



              22        Q.    In addition to the data requests did you have



              23  telephone calls with the Company throughout this process?



              24        A.    Yes.



              25        Q.    If you were unclear about an issue or response
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               1  to a data request you would call the Company for



               2  clarification; isn't that accurate?



               3        A.    I don't know if we called them on every issue,



               4  but we certainly did on some.



               5        Q.    You felt as though you could call them on any



               6  issue?



               7        A.    Yes.



               8        Q.    Because you're providing the summary testimony



               9  I just have a couple questions for you.  But I wanted to



              10  make sure in the testimony of Joe Hellewell there are



              11  several references to the proposition that the Utah



              12  Universal Service Fund should not be used as an incentive



              13  for increased infrastructure investments.  Do you recall



              14  that testimony from Mr. Hellewell?



              15        A.    Yes, vaguely.



              16        Q.    I couldn't find any example when I looked



              17  through your testimony of where you testified that



              18  Carbon/Emery unnecessarily accelerated its plant investment



              19  by replacing assets before the end of their useful life; is



              20  that correct?



              21        A.    That's correct, I don't believe I testified on



              22  that.



              23        Q.    I just want to identify the last remaining



              24  issue between the Division and Carbon/Emery, and that was



              25  the cable migration number.
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               1        A.    Yes.



               2        Q.    As I've reviewed your testimony the final



               3  figure with regard to the Division's adjustment for imputed



               4  revenue for migration of customers who currently receive



               5  their internet services through Carbon's cable affiliates



               6  to the new fiber to the home network that is being



               7  constructed by Carbon still needs final calculation which



               8  is dependent upon the rate of return authorized by the



               9  Commission, correct?



              10        A.    Correct, it's dependent upon the rate of



              11  return.



              12        Q.    So is it fair to say that once that rate of



              13  return has been determined by the Commission, the



              14  calculation and the methodology for that calculation would



              15  be finalized and the adjustment will be made, correct?



              16        A.    Yes.  The adjustment is dependent upon whatever



              17  the final rate of return is.



              18        Q.    With regard to the rate of return the Company



              19  has proposed a return on equity of 12.13 percent, correct?



              20        A.    That is correct.



              21        Q.    Were you involved in the Hanksville Telecom



              22  UUSF proceeding which was filed by the Division in May



              23  2014?



              24        A.    Yes.



              25        Q.    Did the Division prepare the confidential
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               1  exhibits attached to its Hanksville application?



               2        A.    I'm sure we did.



               3        Q.    Do you recall the return on equity that was



               4  used by the Division in that application?



               5        A.    Not specifically, but I -- if you say it was



               6  12.13 I'll accept that.



               7        Q.    I think the Commission can take judicial notice



               8  of what that number was.  At the time the Division was



               9  preparing the application in the Hanksville Telecom UUSF



              10  proceeding was the Division aware that Emery Telecom was



              11  also planning to file an application for UUSF?



              12        A.    I don't remember.



              13        Q.    In fact, Emery filed an application for an



              14  increase in UUSF in September 2014; is that correct?  The



              15  first one.



              16        A.    Yes.  I would say -- I would accept that's



              17  correct.  I don't remember the date, but I remember the



              18  proceeding.



              19        Q.    Because you don't remember the proceeding I



              20  would just state that the Commission can take judicial



              21  notice that the return on equity number that was filed by



              22  Emery in September of 2014.  Was the return on equity



              23  figure an issue that was contested by the Division in the



              24  Emery 2014 UUSF application?



              25        A.    I don't remember.
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               1        Q.    Have you reviewed the adjustments identified by



               2  Mr. Ostrander in his surrebuttal testimony relating to



               3  allocation adjustments?



               4        A.    Not in depth.



               5        Q.    I didn't see it in your summary testimony.  So



               6  the Division is not recommending that the Commission adopt



               7  those adjustments; is that correct?



               8        A.    No, we're not.



               9        Q.    With regard to the landline loss projection, is



              10  it your testimony that the Division supports and has



              11  adopted the calculation provided by the Company for



              12  landline loss projection?



              13        A.    I would say we adopted the amended landline



              14  loss numbers that came in, that Carbon/Emery developed and



              15  revised I'm going to say during testimony.



              16        Q.    With respect to the Division and Carbon/Emery



              17  there is no issue, remaining issue, as to the landline loss



              18  adjustment, correct?



              19        A.    No.



              20              MS. SLAWSON:  I have no other questions for the



              21  witness.



              22              HEARING OFFICER:  Mr. Moore.



              23                       CROSS EXAMINATION



              24  BY MR. MOORE:



              25        Q.    Just a few short questions on the capital
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               1  structure issue.  Mr. Duncan, the Division is recommending



               2  on its capital structure 35 debt and 65 percent equity in



               3  this case?



               4        A.    Yes.



               5        Q.    This capital structure was derived from a 2008



               6  capital structure task force; is that correct?



               7        A.    Yes.



               8        Q.    In your testimony you stated that prior to 2008



               9  the DPU used various hypothetical structures, including the



              10  50/50 structure recommended by Mr. Brevitz; is that



              11  correct?



              12        A.    I wasn't here prior to 2008 so I can't -- the



              13  information I received is from others that over the years



              14  preceding 2008 the Division used a variety of capital



              15  structures.



              16        Q.    The point of the 2008 capital structure task



              17  force was to arrive at a capital structure that would



              18  provide the ILEC's with certainty making future investment



              19  decisions?



              20        A.    It was to provide some level of certainty in



              21  Utah Universal Service Fund applications.



              22        Q.    Since you've been here the Division has used



              23  that capital structure in its UUSF cases; is that correct?



              24        A.    Correct.



              25        Q.    In reading your testimony you seem to stress
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               1  that this was due to a policy of regulatory consistency?



               2        A.    Yes, it was trying to provide some regulatory



               3  consistency.



               4        Q.    On page 48 of your rebuttal testimony you



               5  stated that while DPU understands the OCS concerns with the



               6  65/35 hypothetical capital structure, the DPU believes this



               7  is not the place to make a major policy change.  Does that



               8  sound correct?



               9        A.    Yes.



              10        Q.    You went on to state, the DPU would support a



              11  much broader proceeding to examine the question that could



              12  ultimately result in consistent practices that could be



              13  applied globally; is that correct?



              14        A.    Correct.



              15        Q.    Now the 2008 capital structure task force did



              16  not result in a rule from the Commission, did it?



              17        A.    That's correct.



              18        Q.    In fact, October 27, 2008 the Commission sent a



              19  letter to DPU rejecting a rule?



              20        A.    Correct.



              21        Q.    I'm going to hand you -- I believe this is in



              22  our exhibit list, but there seems to be some confusion.  So



              23  I'll just hand these down and just ask a question without



              24  putting it in the record unless there is an objection.  Is



              25  this letter -- have you ever seen this letter before?
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               1        A.    Yes.



               2        Q.    Is this the letter that I was referring to?



               3        A.    I believe so.



               4        Q.    In the last sentence of the major paragraph the



               5  Commission writes, it is also concerned that the impact of



               6  the rules that sets rates under title 54 where the



               7  Commission is required to make a determination based on



               8  evidence presented in an adjudicated proceeding based on



               9  circumstances facing each company and relevant to time the



              10  rates will be effective.



              11        A.    Correct, that's what it says.



              12        Q.    Now if you provided a policy based on regular



              13  consistency that's been in effect since 2008 and going to



              14  go in effect indefinitely, until I guess there is another



              15  global change, the capital structure is not as the



              16  Commission suggests, the Commission pronounces, relevant to



              17  time to which the rates take effect; isn't that true?



              18        A.    Can you restate that?



              19        Q.    I'm sorry.  The Commission states that they



              20  rejected the rule because in part they feel like the



              21  capital structure should be based on evidence and



              22  circumstances facing each company, and importantly relevant



              23  to the time in which the cases will be effective.



              24        A.    Okay.



              25        Q.    My question is, if we have a stable global
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               1  policy that lasts from 2008 indefinitely that policy will



               2  run array the Commission's concern about having the capital



               3  structure in place relevant to the time with which the rate



               4  will be taking effect, won't they?



               5        A.    I don't think there is any prohibition on us



               6  not using this as a policy.



               7        Q.    No, but it's not the policy of the Commission,



               8  is it?



               9        A.    No, it's not.  Obviously the rule was not



              10  adopted.



              11        Q.    Would you agree that there has been significant



              12  changes in the telecommunications business since 2008?



              13        A.    Yes.  The telecommunication business is



              14  evolving continually.



              15        Q.    So the circumstances facing each company will



              16  evolve over time?



              17        A.    Correct.



              18        Q.    Isn't your policy contradictory to this last



              19  sentence of the first paragraph of the Commission's letter?



              20        A.    No, I don't believe so.



              21        Q.    Could you explain that?



              22        A.    In the Commission's letter it says in the



              23  sentence above that the general parameters of the rule



              24  accompanied by the variability attempted to be included in



              25  the rule proposed may be applied by the Division itself in
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               1  its interactions with companies.



               2        Q.    But it goes on to say the Commission will not



               3  provide that as a rule due to concerns of timing and



               4  producing and looking at the evidence of a case by case



               5  basis?



               6        A.    That's correct.  The Commission certainly has



               7  the authority to reject our use of that rule, or not rule,



               8  but that policy if they see fit.



               9              MR. MOORE:  That's all I have.



              10              HEARING OFFICER:  Any redirect, Mr. Jetter?



              11              MR. JETTER:  I have no redirect.  Thank you.



              12              HEARING OFFICER:  Your next witness.



              13              MR. JETTER:  The Division would next like to



              14  call Casey Coleman and have him sworn in at this time.



              15              (The witness is sworn in.)



              16                       DIRECT EXAMINATION



              17  BY MR. JETTER:



              18        Q.    Mr. Coleman, would you please state your name



              19  and occupation for the record?



              20        A.    My name is Casey J. Coleman.  I'm an utility



              21  technical consultant with the Division of Public Utilities.



              22        Q.    Thank you.  In the course of your employment



              23  have you had the opportunity to review the application



              24  filed by the applicant in this docket?



              25        A.    Yes.
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               1        Q.    Did you prepare and cause to be filed with the



               2  Commission direct testimony of Casey Coleman as well as



               3  surrebuttal testimony of Casey Coleman?



               4        A.    Yes, I did.



               5        Q.    Do you have any corrections that you would like



               6  to make to either of those or the exhibits that were



               7  attached thereto?



               8        A.    Yes, I wanted to put into the record, which has



               9  already been provided and labeled DPU Exhibit 3.1 for the



              10  hearing, which is an updated calculation for what the



              11  Division is recommending for allowed rate of the return for



              12  Carbon/Emery which Mr. Duncan talked about earlier changed



              13  the rate from the 9.85 to 9.97.  And I can go into more



              14  detail now or later with whichever makes sense.



              15        Q.    I think it would be a great time now to give a



              16  brief explanation of what was changed and for what reason.



              17        A.    Primarily on this, if you look at this compared



              18  to what we filed before, the only thing that changed is



              19  what would be the separation factor for intrastate and



              20  interstate.  Previously what I had done before is I had x'd



              21  that out because we agreed with the calculation of



              22  Mr. Darren Woolsey as far as what that separation would be.



              23  When we first did the calculation we were going off of what



              24  his first filed numbers were.  Then I believe about three



              25  weeks later he filed some amended numbers, which had these
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               1  second set of numbers in there.  Because for whatever



               2  reason those numbers didn't get translated through



               3  originally I went back in and created the confidential



               4  exhibit which now shows those numbers, which I believe are



               5  accurate.  And if you just do the normal calculations



               6  across you will see what we believe would be the correct



               7  weighted cost and finally get to the 9.97.  So that's the



               8  only change.  We believe it was accurate to reflect the



               9  most recent information that was filed by the Company,



              10  which is what we were supporting.



              11              And our other numbers don't change as far as



              12  what we believe the correct debt to be and also our



              13  recommendation for the cost of equity for the Company.  If



              14  there are other questions, it's pretty straight arithmetic



              15  from there, but I can explain that further if need be.



              16        Q.    Thank you.  With that slight change to your



              17  testimony on that exhibit, if you were asked the questions



              18  contained both in your direct and your surrebuttal



              19  testimony would the answers today be the same as they were?



              20        A.    Yes, they would be.



              21        Q.    Do you have any other edits or corrections that



              22  you would like to make today?



              23        A.    No.



              24        Q.    Have you prepared a brief statement summarizing



              25  your testimony?
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               1        A.    Yes.  As the witness for the rate of return for



               2  the Division, I went through and did a calculation to try



               3  to determine what we believe would be the appropriate



               4  allowed rate of return.  And as discussed by Mr. Duncan and



               5  myself the Division believes the Commission should use the



               6  9.97 percent rate.



               7              We did agree with Carbon/Emery as far as the



               8  cost of debt and that is reflected in the information that



               9  I have provided.  We also believe, as the Division has done



              10  in other times, that the policy of a hypothetical capital



              11  structure of 35 percent debt and 65 percent equity should



              12  be used.  Carbon/Emery does not have any debt, but because



              13  of the policy we have done before we are recommending that



              14  hypothetical of 35/65.  And as reflected on the new updated



              15  information we do agree with the separation calculations



              16  provided by Carbon/Emery for the weight in between



              17  intrastate and interstate there.



              18              Where we do disagree and believe the number



              19  that should be accurate is for the cost of equity.  The



              20  Division is recommending a 10.75 percent cost of equity



              21  with that.  We come to that number by using a capital asset



              22  pricing model or CAPM, which has been discussed with that,



              23  and doing the same type of analysis which has been done in



              24  previous cases and for an extensive period of time by the



              25  Division.
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               1              We believe the Commission should continue to



               2  follow some of the same policy that has been done before,



               3  the same process that has been done before which is what we



               4  have done before and accept the 10.75 percent as a cost of



               5  equity and ultimately the 9.97 for the allowed rate of



               6  return for Carbon/Emery.



               7        Q.    Thank you.  I would like to address something



               8  else briefly on direct testimony.



               9        A.    Sure.



              10        Q.    The Division recommended cost of equity in this



              11  case has varied slightly from some previous cases.  Can you



              12  briefly explain why that is?



              13        A.    Sure.  There has been discussion as far as the



              14  rate of return that was used in previous cases to now.  The



              15  most simple way to explain that is we did an analysis



              16  according to when the information was filed.  We went and



              17  looked at the beta rates that would be applicable for those



              18  companies, ones that were still in service and the ones we



              19  felt made sense, and then looked at what the risk free rate



              20  and risk free premium would be for that time.  So there



              21  would be an adjustment just because the markets have



              22  changed and the scenario has changed a little bit.  But our



              23  methodology and the way we went through the calculation was



              24  basically the same as what would have been done in previous



              25  times, it's just with updated information that we feel is
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               1  applicable in this case and scenario to try to represent as



               2  I guess as best you can with what the market conditions



               3  would be as of the filing date for Carbon/Emery.



               4              MR. JETTER:  Thank you.  Those are all the



               5  direct questions I have for Mr. Coleman.  He is available



               6  for cross examination.



               7              HEARING OFFICER:  Ms. Slawson, any questions?



               8              MS. SLAWSON:  Yes.  Thank you.



               9              HEARING OFFICER:  Go ahead.



              10                       CROSS EXAMINATION



              11  BY MS. SLAWSON:



              12        Q.    Good afternoon, Mr. Coleman.  I want to confirm



              13  that you reviewed the testimony and exhibits of



              14  Mr. Meredith, Mr. Woolsey and Mr. Johansen filed in this



              15  proceeding, correct?



              16        A.    Yes.



              17        Q.    In response to your direct testimony the



              18  Division is recommending that the Commission adopt the task



              19  force's hypothetical capital structure framework for this



              20  proceeding; is that correct?



              21        A.    Yes, we are.



              22        Q.    Just so I understand, and for benefit of the



              23  record, the task force's recommendation was not that the



              24  hypothetical capital structure of 35 percent debt and 65



              25  percent equity should be used in all cases; is that
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               1  correct?



               2        A.    Yes, that's correct.



               3        Q.    In fact, I believe the task force's



               4  recommendation was it would be a sliding scale, correct?



               5        A.    Yes.



               6        Q.    And if a company has an actual capital



               7  structure with less than 35 percent debt, then 35 percent



               8  debt would be imputed to that company; is that correct?



               9        A.    Yes, that's correct.



              10        Q.    If the company has an actual capital structure



              11  of 45 percent debt, then the Division and the task force



              12  recommended that the Commission use the actual capital



              13  structure, correct?



              14        A.    Correct.



              15        Q.    In your testimony you identified NECA, that's



              16  the National Exchange Carrier Association; is that correct?



              17        A.    Yes, that's true.



              18        Q.    Did you rely on NECA as an authority to



              19  determine the interstate rate of return for Carbon/Emery?



              20        A.    I guess the best way to explain that is I



              21  didn't understand the form 492 as well as I would like to.



              22  So I called NECA to try to get a better understanding as



              23  far as what the information on there was and asked a



              24  variety of questions to help me get a better understanding



              25  of that.  Through the conversations I came to understand
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               1  why there were two different forms 492 and what that meant.



               2  So I don't know that I necessarily relied on their number,



               3  but I used their expertise as far as what the form was to



               4  help me come to the conclusion of what I felt was the right



               5  interstate return for Carbon/Emery in this proceeding.



               6        Q.    The revised exhibit that you provided here



               7  today shows that the interstate rate of return used by the



               8  Division in its calculation is 11.45 percent, correct?



               9        A.    Yes, that's correct.



              10        Q.    In your testimony, your direct testimony on



              11  line 157 you indicated there was no other viable



              12  alternative for calculating the appropriate cost of equity



              13  other than the CAPM.  Do you recall that testimony?



              14        A.    You said line 157 of my direct testimony?



              15        Q.    Yes.



              16        A.    I'm not seeing that exact quote on line 157,



              17  but I might -- I said something similar to that.  I don't



              18  know if the line matters specifically unless I'm looking at



              19  the wrong spot.  Okay.  Yes, I agree.  Sorry.



              20        Q.    When writing your direct testimony were you



              21  aware of NECA's method that calculates the return on equity



              22  estimates from the NECA rate of return carriers involved in



              23  capital transactions using what Douglas Meredith has



              24  identified as free cash flow method?



              25        A.    I'm not aware of that.
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               1        Q.    You weren't when you wrote your direct



               2  testimony, correct?



               3        A.    Yes.



               4        Q.    Now in reviewing the testimony you're aware of



               5  this approach, correct?



               6        A.    It is something that Mr. Duncan did provide as



               7  another alternative.



               8        Q.    Mr. Meredith?



               9        A.    Sorry.  Yes.



              10        Q.    Would you agree that NECA's free cash flow



              11  method as identified by Mr. Meredith in his testimony



              12  estimates the cost of capital based on actual information



              13  conveyed by buyers and sellers of rural access lines rather



              14  than generalized market data and proxy companies?



              15        A.    To be honest with you, as I said before I



              16  reviewed it, but that doesn't mean that I'm an expert in



              17  that area.  And part of what I said in my testimony that I



              18  think is still accurate is as the Division we're trying to



              19  find something where we can have publicly available



              20  information that will help us to be able to come to a rate



              21  of return that's acceptable.  I don't know if all the



              22  information in that report, because I'm not an expert, is



              23  publicly available that we can get to it or not.  I'm not



              24  familiar with the discounted cash flow and the different



              25  elements of it.  But the reality of it is the Company
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               1  didn't submit that as a proposal to begin with either.  So



               2  I went with what was done previously before with what I



               3  felt was publicly available information that any party



               4  coming to this table could look at it and say that's



               5  accurate or not accurate.



               6        Q.    Okay.  But after receiving the testimony in



               7  this case -- first of all, would it surprise you to know



               8  that information is publicly available?



               9        A.    It is possible that it is publicly available.



              10  It wouldn't surprise me.



              11        Q.    Would you agree that after receiving and



              12  reviewing the testimony in this case, particularly the



              13  testimony regarding NECA's free cash flow method, that you



              14  could have undertaken the evaluation of that approach,



              15  correct?



              16        A.    I could have, but I think the Division is



              17  comfortable with the quotes they did and it's the burden of



              18  proof of the Company to put forth something, and they could



              19  have done that analysis, but didn't.



              20        Q.    And wouldn't the free cash flow approach be



              21  valuable in assessing Carbon/Emery's cost of equity in this



              22  proceeding?  Do you think that would have been a valuable



              23  exercise to undertake?  Just yes or no.



              24        A.    If I had the information, sure.



              25        Q.    You have identified here in your testimony, in
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               1  your prefiled testimony and then in your testimony here



               2  today, that the Division recognizes NECA as an authority on



               3  certain rural carrier issues, correct?



               4        A.    I don't know that I ever said NECA was an



               5  authority on certain rural carrier issues.  I understand we



               6  have to go to the form 492, which is filed through NECA to



               7  get some of that information.



               8        Q.    Let's look at your CAPM approach.  In your



               9  surrebuttal testimony you argue that adjustments to the



              10  textbook CAPM shouldn't be made because telecommunications



              11  carriers, and specifically rural carriers receiving UUSF



              12  support or Universal Service Fund support, are different;



              13  is that correct?



              14        A.    Yes, that was part of my testimony.



              15        Q.    And it's your testimony that small company



              16  premium shouldn't apply to small carriers?



              17        A.    Correct.



              18        Q.    In forming your recommendation on small company



              19  premium did you review Douglas Meredith's rebuttal Exhibit



              20  1 where Dr. Heaton from BYU addresses the small company



              21  premium?



              22        A.    Yes.



              23        Q.    Dr. Heaton's review and address of small



              24  company premium, specifically addresses small company



              25  premiums for the telecom sector; is that correct?
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               1        A.    I believe so, yes.



               2        Q.    Doesn't Dr. Heaton recommend that small company



               3  premiums be a minimum adjustment for a CAPM use in the



               4  telecom sector?



               5        A.    He might have said that, yes.



               6        Q.    In forming your recommendation on small company



               7  premiums did you review Douglas Meredith's rebuttal



               8  testimony Exhibit 2 where Dr. Billingsley addresses the



               9  small company premium specifically for rural carriers?



              10        A.    Yes.



              11        Q.    Doesn't Dr. Billingsley recommend that small



              12  carriers receive a small company premium of 5.56 percent



              13  for the entire sample of rate of return carriers?



              14        A.    I don't know that I could give you the exact



              15  number.  I reviewed it, but -- I'll agree if that's what



              16  number is in there then that's fine.



              17        Q.    In your surrebuttal testimony -- in your



              18  calculation of the CAPM what level of precision would you



              19  apply to your recommendation using the CAPM model?



              20        A.    I think my calculations were 100 percent



              21  accurate if that's the level of precision that you're going



              22  for.



              23        Q.    I'm not talking about the calculation itself,



              24  but the determination of the return on equity developed



              25  from the CAPM model.  Is it precise?
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               1        A.    I think as far as what I said in my testimony



               2  is we don't have a huge level of comfort with the CAPM, but



               3  we also as the Division were not able to come up with



               4  something that was publicly available information that



               5  would come to a higher level of precision.



               6        Q.    And correct me if I'm wrong, but I believe your



               7  surrebuttal testimony is silent on Mr. Meredith's proposed



               8  calculation of the risk free rate used in the CAPM; is that



               9  correct?



              10        A.    Yes.  I didn't go that specifically to that



              11  aspect of this, but I don't think my being silent means I'm



              12  for or against it.  His calculation and the way he did the



              13  CAPM would have been the same I did, and we could argue



              14  over if the rates are accurate or not.  I don't know that



              15  was the substantial element of what we are getting at in



              16  this hearing.



              17        Q.    Are you aware that the Federal Reserve is



              18  ending its quantitative policy and is beginning to increase



              19  the federal funds interest rate?



              20        A.    I know that it slowly happens and it's been



              21  talked about for a period of time.  Sometimes it hasn't



              22  happened as quickly as what they had been suggesting.



              23        Q.    As the Federal Reserve increases its interest



              24  rates what is your expectation in the future of interest



              25  rates?
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               1        A.    Well, I think we don't know for sure.  The



               2  beauty of it is the company can come in if the rates change



               3  and ask for an increase or decrease according to that.  And



               4  we're dealing with the facts as far as what is happening



               5  now kind of similar to what Mr. Johansen testified earlier



               6  in this hearing.



               7        Q.    I want to discuss the peer group that you



               8  selected for your CAPM model.  Were you aware that Hickory



               9  Tech was purchased by Consolidated in 2014?



              10        A.    Yes.



              11        Q.    Were you aware of that when you provided your



              12  testimony?



              13        A.    Yes.



              14        Q.    Are you aware that before it was purchased by



              15  Consolidated its service area included Southern Minnesota,



              16  including the Twin Cities, Northwest and Central Iowa?



              17        A.    I knew generally where it was serving, but I



              18  don't know the exact areas of where it was serving.  So no,



              19  I don't know to that detail.



              20        Q.    Would you agree if it is accurate that the



              21  service areas included Southwest Minnesota, including the



              22  Twin Cities, Northwest and Central Iowa, would you agree



              23  that service territory is not comparable to Carbon/Emery?



              24        A.    Yes, that could be a true statement.



              25        Q.    Are you aware that the majority of Alteva's
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               1  revenues were generated from its voice operations and



               2  wireless partnerships and not its small ILEC operations?



               3        A.    I know that there was an amount of revenue that



               4  came from that, yes.



               5        Q.    And two of the other companies that you chose



               6  for your model, Earthlink and IDT, they don't have ILEC



               7  operations and don't provide basic local exchange services,



               8  do they?



               9        A.    That could be accurate, yes.



              10        Q.    Are you aware that Fairpoint, a company that



              11  you added in this proceeding, is a former Bell operating



              12  company that operates within three New England states?



              13        A.    Yes.



              14        Q.    Would it surprise you to know that Fairpoint



              15  provides service in 17 states?



              16        A.    Yes, that would be surprising.



              17        Q.    Would it surprise you to know that Fairpoint



              18  employs over 3,000 employees?



              19        A.    Sure.



              20        Q.    What about its annual revenues, would it



              21  surprise you to learn that Fairpoint had over $900 million



              22  in annual revenue in 2014?



              23        A.    No.



              24        Q.    You indicate on line 401 in your surrebuttal



              25  testimony that you added companies that would be considered
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               1  rural.  But Cincinnati Bell is a dominant telephone company



               2  for Cincinnati, Ohio and it's nearby suburbs in the U.S.



               3  states of Ohio, Indiana, and Kentucky.  Do you consider



               4  Cincinnati Bell to be a rural operating company?



               5        A.    I'm glad you asked that because I want to try



               6  to clarify what I tried to do with that.



               7        Q.    Let's answer my question first.  Do you



               8  consider Cincinnati Bell to be a rural company?



               9        A.    I included it in my list, so I believe parts of



              10  it was rural.



              11        Q.    Consolidated Communications is included in your



              12  list.  This is a family of companies providing advanced



              13  communication services in California, Kansas, Missouri,



              14  Illinois, Texas, and Pennsylvania; is that correct?



              15        A.    I'll agree with you.  I didn't look at every



              16  single state, but sure.



              17        Q.    I don't think there is any dispute that none of



              18  the companies that you looked at were located in rural



              19  Utah, correct?



              20        A.    Correct.  I would have loved to use that



              21  information, but it wasn't available.



              22        Q.    In your surrebuttal testimony lines 179 to 180



              23  you were asked in that testimony if the Division's rate of



              24  return calculation is fair and reasonable.  In your



              25  testimony in answering that question you refer to Docket
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               1  08-046-01 and state, in reviewing the details of Manti



               2  Telecom and Carbon I find nothing vastly different between



               3  those two companies that would warrant using a different



               4  methodology in this case; is that correct?



               5        A.    That was in my testimony, yes.



               6        Q.    And that docket was in 2008.  I believe the



               7  hearing was in 2012; is that accurate, 2011, 2012?



               8        A.    Sounds correct, yes.



               9        Q.    Why did you consult a Manti Telecom docket to



              10  determine the appropriate return on equity rather than just



              11  adopting the return on equity proposed by the Division in



              12  Hanksville, which was approved by the Commission less than



              13  eight months before Carbon filed its application?



              14        A.    It's not the rate that we looked at, but



              15  instead the methodology that we looked at.  And the



              16  Commission was pretty clear the Manti order they felt using



              17  a CAPM approach, which was the same approach we used in



              18  this rate, did produce just and reasonable rates.  And so I



              19  believe because we need to also again find just and



              20  reasonable rates, and if the Commission has already said



              21  that way is appropriate to use then we should use that same



              22  methodology.  And as has been asked before, the rates we



              23  used in the case before, which I believe was Hanksville, we



              24  did a similar type of approach, we just updated it for this



              25  time period.  So it's not that we changed the approach and
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               1  I believe the Commission was pretty clear that was an



               2  approach that would lead to just and reasonable rates and



               3  so that's why we followed that.



               4        Q.    So your testimony is that you used the CAPM



               5  model in the Hanksville case?



               6        A.    We looked at a rate of return using a CAPM



               7  model or something like that to come up with what we would



               8  consider to be a reasonable rate for Hanksville.



               9        Q.    And that was developed in 2014, correct?



              10        A.    I believe so, yes.



              11        Q.    And when the company used that figure, and



              12  you're eight months later when it filed the application,



              13  your testimony here today is the rate had changed based on



              14  the model?



              15        A.    Yes, because what we did is looked at --



              16        Q.    Just yes or no.



              17        A.    Yes.



              18        Q.    Are you aware that the Utah Supreme Court has



              19  stated that the governing standard in determining return on



              20  equity is the cost of inducing capital markets to invest in



              21  utility, not the cost of inducing the utility to invest in



              22  Utah?



              23        A.    I'm not entirely sure what that means and I'm



              24  not an attorney.  But if I could read it maybe I could



              25  better understand what it said, but just something that was
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               1  read there.



               2        Q.    You haven't heard of that governing standard,



               3  is that what you're saying?



               4        A.    No.



               5              MS. SLAWSON:  I don't have any other questions.



               6              HEARING OFFICER:  Mr. Moore.



               7              MR. MOORE:  Yes, just a few questions.



               8                       CROSS EXAMINATION



               9  BY MR. MOORE:



              10        Q.    Turning to the interstate rate of return for



              11  Carbon/Emery.  Would you agree that the interstate rate of



              12  return is dependent on the proper legal construction in



              13  Utah Administrative Code Rule 746-360-8(A)(1)?



              14        A.    Can you direct me maybe to where that is?



              15        Q.    I can direct you to page 4 of your --



              16        A.    Rebuttal testimony or direct testimony?



              17        Q.    Your surrebuttal testimony.



              18        A.    Okay.  You said page 4?



              19        Q.    Page 4 you cite the rule starting on line 76.



              20        A.    Okay.  R476-360-8.



              21        Q.    Yes.



              22        A.    Now if you want to ask that question again so I



              23  know what you're asking.



              24        Q.    Would you agree that the appropriate interest



              25  rate of return is dependent upon proper legal construction
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               1  of this rule?



               2        A.    Yes.



               3        Q.    Now you have taken the position under this rule



               4  746-360-8 that the proper rate of return in this case is



               5  11.45, correct?



               6        A.    Yes, correct.



               7        Q.    Could you explain how you came to that



               8  conclusion?



               9        A.    Yes.  I think there is some supporting



              10  documents to go along with that, but I can also just kind



              11  of tell generally.  From our understanding there are two



              12  forms 492 that is applicable when four different carriers



              13  are going to be participating in the NECA.  Some of those



              14  would be the ones that are going to be offering the variety



              15  of different services, and then there are another subset



              16  that would basically be providing -- I'm probably going to



              17  get the wording wrong, but in essence they're not providing



              18  all the services, they're only providing a certain subset



              19  of that.  And as I looked at the form 492 and also looked



              20  at Carbon/Emery and the tariff that I provided basically



              21  shows that Carbon/Emery is only participating in the one



              22  pool.



              23        Q.    The common line pool?



              24        A.    Yes, the common line pool.  I'm just going to



              25  grab that exhibit so I can talk about it a little bit more
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               1  accurately.  So there are different pools.  There is the



               2  multiline business and user common line, there is the



               3  special access, Ethernet transport services, local



               4  switching, local transport and tandem switch transport.  So



               5  there is a tariff that I provided in my surrebuttal that



               6  basically shows Emery Telephone company that would be



               7  participating in just the multiline business and user



               8  common line pool, but not the other ones that I said after



               9  that.



              10              In my phone conversation with NECA in trying to



              11  determine what that meant, they basically said that the



              12  companies who are only participating in the multiline



              13  business and user common line would be the ones that would



              14  have the first form 492 that is 11.45 and it doesn't have



              15  the different interest rates in the interstate calculation



              16  for those other pools.  And so that's why we believe that



              17  by following what the 492 has and that Emery, Carbon/Emery



              18  because the way NECA looks at that, again through the



              19  conversation I had, is they look at it as a study error.



              20  So they may only list Emery Telephone company, but to them



              21  that includes Emery, Carbon/Emery and Hanksville as far as



              22  that.  So we felt as far as the Division that showed that



              23  they should be part of that original or the first form 492



              24  that shows 11.45 for interstate.



              25        Q.    And that's a rate for the common line pool?
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               1        A.    Correct, yes.



               2        Q.    You are also aware, however, that the common



               3  line pool only represents a minority of Carbon's business?



               4        A.    Correct, yes.



               5        Q.    They also have traffic sensitive pools and



               6  special access services, don't they?



               7        A.    Yes, they do.



               8        Q.    So the 11.45 percent rate of return is actually



               9  for just a minority of their business?



              10        A.    I guess the best way that I can explain it, I



              11  don't have an intimate knowledge of now NECA works.  So do



              12  they receive 11.45 on all of it or a portion of it, I don't



              13  know.  I do believe that that's the reference point on the



              14  form 492 that shows that's what they get.  But I think also



              15  if you look in my surrebuttal testimony I do talk about how



              16  there could be a potential for an arbitrage position.



              17  Because I do agree with what Mr. Moore was saying, they do



              18  have other services that they are providing, but I don't



              19  know as far as the Division where we could go to a



              20  resource, nor does the rule allow to go to another point



              21  other than that.



              22              And so that's why looking at the rule and the



              23  statute the way we did we felt that was the interstate rate



              24  not precluding part of what was brought up by the Office in



              25  that discussion.  But we did feel that the rule, at least
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               1  the way it was written at that point, would deal with that.



               2        Q.    That's not always been your position in this



               3  case, has it?



               4        A.    No.  Originally because I had some



               5  misinformation or misunderstanding about the form 492 I



               6  thought that Carbon/Emery would be in all of the pools and



               7  so they would be applicable.  That was our original



               8  testimony.  And then as I understood the form more and had



               9  some discussions with Carbon/Emery and those type of



              10  classifications, it was really more of an error where I



              11  thought it was applicable only to Emery and not realizing



              12  that it was a study area versus that company because to me



              13  Emery Telephone means something different than



              14  Carbon/Emery.  So that's why in my original testimony I



              15  suggested that it should be a different rate, and



              16  subsequently changed it in my surrebuttal testimony.



              17        Q.    Isn't it true that you initially believed that



              18  Carbon was not in the common line pool?



              19        A.    I don't know if I said they were not.  I just



              20  know they weren't in the other pools.  So the letter that



              21  was provided, and I don't remember the person's name, but



              22  basically from NECA to the FCC saying here is our report,



              23  they talk about how there are two different reports.  I



              24  thought they should be in the second form 492 that includes



              25  all of the rates of interstate instead of just the one.
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               1        Q.    That's right.  So how did you reconcile these



               2  two positions?



               3        A.    I think I reconcile it just from how I



               4  explained it, that I had a misunderstanding from what Emery



               5  Telecom meant in the tariff for NECA that they had provided



               6  -- or the FCC tariff, sorry, and that meant something



               7  different than what Emery Telecom means to me as someone



               8  who works in Utah.  They had made an entire study area that



               9  would incorporate Carbon/Emery, and Emery Telecom and



              10  Hanksville.  So that's how I would reconcile it.  I don't



              11  know that we changed our position, but our understanding of



              12  the form and what the information was providing changed and



              13  so that's why we went with the 11.45.



              14              HEARING OFFICER:  Did you change your



              15  interpretation of the rule?



              16              THE WITNESS:  No.  And my interpretation of the



              17  rule didn't change.  I believe we were following the rule



              18  as it's prescribed.



              19        Q.    (By Mr. Moore)  Mr. Brevitz is proposing an



              20  interest rate of 9.4 percent, which would encompass all of



              21  Carbon/Emery business appropriate interest rate to use.  Is



              22  that your understanding?



              23        A.    I don't have it right here in front of me, but



              24  I'll accept that that's accurate, yes.



              25        Q.    That's basically the --
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               1        A.    Are you talking on interstate only?



               2        Q.    Interstate only.



               3        A.    I believe if I remember correctly that was the



               4  right rate for the blending of everything for interstate,



               5  yes.



               6        Q.    And that was what your initial --



               7        A.    Correct, yes.



               8        Q.    And that was when you did not believe that



               9  Emery was in the common line pool?



              10        A.    Correct, yes.



              11        Q.    So your interpretation of the rule provides



              12  that if a carrier is in the common line pool and not in the



              13  traffic sensitive pool you use the common line pool rate of



              14  return of 11.45 percent, but if the carrier is not in the



              15  common line pool and not in the other pools you use the



              16  blended interest rate of 9.4 percent?



              17        A.    This has come up before.  Looking at the rule



              18  492 when we were going through this discussion with



              19  different parties and not having as much knowledge of the



              20  492 form, I thought it was just going to be one data point.



              21  It would be something that we could go to and look at and



              22  say there is the number and plug it into the rule.  Having



              23  gone through this process a couple other times I now



              24  realize that there are more layers and complexity to it.  I



              25  believe that the rule basically requires we have to use
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               1  form 492(a), and I would think that it would be the one



               2  that is applicable for the company according to which pool



               3  is it in.



               4              What has happened in other proceedings is if a



               5  company had all of those pools that they were getting these



               6  rates from NECA then we would use the lower interstate



               7  rate.  If a company is only in the common line pool then we



               8  would use, and as we have recommended for Carbon/Emery



               9  here, the higher interstate rate of 11.45.



              10        Q.    And if the company is in none of the pools



              11  would you use the blended interstate rate of 9.4, which was



              12  what was initially --



              13        A.    No, I think the way the rule is read is that



              14  would come under a different portion of the rule where they



              15  would be like an average schedule company that is not part



              16  of the NECA pool.  And then at that point we would have to



              17  determine an appropriate rate.  The form 492 is only for



              18  those companies that are participating in the NECA pool and



              19  is -- I'll probably get this wrong.  They're not an average



              20  schedule, they're a different type of company.  So we have



              21  had -- in Manti Telecom they were not a -- we had to do



              22  something slightly different for them because of dealing



              23  with it.  That may not have answered your question, but



              24  that's my understanding.



              25        Q.    Just one last question which is obvious,
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               1  neither you, nor the personnel at NECA you talked to are



               2  Utah lawyers?



               3        A.    Correct.  I'm not a lawyer.  I'm a utility



               4  technical consultant and that gets me in enough trouble.



               5        Q.    And you would agree --



               6        A.    And I don't believe the person from NECA was.



               7  I don't know for sure, but he was the Western Regional



               8  Representative for NECA.  I don't know his background, but



               9  I wouldn't believe that he was an attorney.



              10              MR. MOORE:  I'm done.  Thank you.



              11              HEARING OFFICER:  It is time for a break.



              12  Let's break for about 15 minutes.  When we come back,



              13  Mr. Jetter, if you have any redirect we'll pick up with



              14  that.



              15              (Off the record.)



              16              HEARING OFFICER:  Mr. Jetter, any redirect?



              17              MR. JETTER:  I do have a few questions, Your



              18  Honor.  Thank you.



              19                      REDIRECT EXAMINATION



              20  BY MR. JETTER:



              21        Q.    I would like to first start out by asking you



              22  if you could explain briefly why the Division relies on the



              23  65/35 limits on both ends, and briefly describe the policy



              24  reasons behind that.



              25        A.    Sure.  Thank you.  The reason the Division
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               1  relies on that is because of the capital structure task



               2  force and what we feel was a process that allowed



               3  interested parties, rural phone companies, other phone



               4  companies, and other players to have an opportunity to



               5  discuss -- although I don't know that I take issue, but at



               6  least an element that's out there.



               7              I mean it is possible that a company like



               8  Carbon/Emery could come in with 100 percent equity and say



               9  we want to go all equity for our rate of return, which the



              10  Division was uncomfortable with because that's probably not



              11  -- I'm telling them how to manage their business, but from



              12  a financial perspective that may not be the most prudent



              13  choice for a company in the normal market.  But we also had



              14  other companies who maybe had 100 percent debt.



              15              It wouldn't be very fair for those companies



              16  for us to say, well, you know, we think all you should get



              17  is your cost of debt and that's your only allowed weighted



              18  average cost of capital.  So with this task force and with



              19  this discussion what we were able to do was say those who



              20  are in a relative middle ground, somewhere between 35 and



              21  65 private capital structure that for whatever reason they



              22  feel is appropriate for their company and is reflective of



              23  the market we would accept that.  But for those who may be



              24  the outliners we're going to pull the high equity companies



              25  in, but also maybe provide a little bit more equity to the
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               1  debt companies to help provide, one, a benefit to the state



               2  because they're not getting the full 100 percent equity of



               3  what a company would get, but also maybe for a company that



               4  is completely or extremely leveraged have a little bit more



               5  coming in from a rate of return that would allow them to



               6  get their equity portion to a level that I think everybody



               7  would agree in a financial community that would be a little



               8  bit more acceptable.



               9              So part of the reason why the Division went



              10  forward with the proposal, even though maybe the Commission



              11  didn't accept it in rule, is that it was something that was



              12  widely accepted by all parties and it gave a level of



              13  comfort to companies coming in to know, okay, if we are 100



              14  equity, this is probably what is going to happen is 65/35.



              15  So that's why we have adopted it and used it probably since



              16  that task force in most of the other cases where it made



              17  sense where we either had highly leveraged or a company



              18  that was using a high amount of equity to use that



              19  hypothetical structure.



              20        Q.    Thank you.  I would like to ask you a couple



              21  followup questions also about the peer group of other



              22  telephone companies that you chose as comparable.  Could



              23  you briefly discuss why you chose the grouping that you did



              24  and how you came to, I guess, narrow that group.



              25        A.    I think it's pretty clear in my testimony that
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               1  I don't -- I mean I'm not completely in love with the



               2  capital asset model because there are a couple challenges



               3  with it.  But the reason where I think it creates value --



               4  and this also comes back to the companies -- is we can at



               5  least look at some publicly available information and make



               6  a determination with the Commission.



               7              In looking at the companies, unfortunately



               8  there is not very much small rural phone company that are



               9  available who are publicly traded.  So what I tried to do



              10  in looking at the companies was to pick those that I felt



              11  at least would be serving in similar areas of the United



              12  States that could be considered rural.  I know that's a



              13  very broad definition.  But at least maybe they would have



              14  some of their services that they're providing that would be



              15  similar to what Carbon/Emery would be doing.  I recognize



              16  that some of them may be in different lines than what



              17  Carbon/Emery was.  But also what I was trying to do is if I



              18  only had two or three companies then the capital asset



              19  pricing model and getting an average for the company



              20  doesn't work very well because I could pick three outliers



              21  and come up with a rate that maybe wouldn't give us a



              22  certain level of comfort.



              23              So even though maybe the companies weren't



              24  perfect matches for Carbon/Emery, I at least felt that they



              25  had some benefit in the fact they gave us data points and
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               1  were at least offering some type of service that if you



               2  stretch the bounds of the definition a little bit could



               3  work to get us to a point to where we had a certain number



               4  of companies that would be acceptable.  And the flip side



               5  of that is I've heard both parties who have been pretty



               6  unhappy with maybe my list of companies for somewhat valid



               7  reasons, but I've never heard anybody suggest other



               8  companies that should be included that would make sense.  I



               9  mean, other than Mr. Meredith did put in AT&T and Verizon



              10  and a couple of those other companies, which I purposely



              11  excluded because, let's be honest, they're not anywhere



              12  close to what Carbon/Emery is doing.



              13              And so if there are other companies that makes



              14  sense to include, I would be happy to redo a calculation



              15  with that.  But I don't know of any of them out there that



              16  made sense.  So I went off what was available at Yahoo and



              17  a few other different resources to try to find companies



              18  that were telecommunications companies that were at least



              19  serving in areas that may be rural.



              20              Now grant it I don't know Cincinnati and the



              21  outlining areas very well, but sometimes to me Kentucky



              22  could be considered in my mind at least rural or some of



              23  the challenges that Carbon/Emery may be facing.  So that's



              24  why the list was kind of compiled the way that it was.



              25        Q.    Thank you.  I would actually like to ask you a



                                                                            197

�











               1  few more questions about that and direct you to page 12 of



               2  Exhibit CE-4.0R and looking at lines 324 and 325.  This is



               3  the revised rebuttal testimony of Douglas Meredith.  This



               4  is the calculation that he had compiled.  I believe he had



               5  used the comparable companies that you had chosen and in



               6  addition added AT&T and Verizon; is that accurate?



               7        A.    Yes.  I believe that's what he did with that,



               8  yes.



               9        Q.    Is it accurate to say that the smallest one on



              10  the list of any comparable presented here is the Shenandoah



              11  Telecommunications?



              12        A.    That would seem to be accurate, yes.  As far as



              13  looking at the access line that would be the one that would



              14  be closet to my understanding what Carbon/Emery would have.



              15        Q.    If we were to walk through the calculations



              16  that Mr. Meredith did on that company, is it correct to



              17  state in column 4 he calculated an unadjusted CAPM of 8



              18  percent?



              19        A.    Yes, that's correct.



              20        Q.    If we follow that through the debt to equity



              21  ratio in fact with Carbon/Emery it would be a zero; is that



              22  correct?



              23        A.    If I understand the way that he calculated the



              24  debt to equity that would be accurate because they are 100



              25  percent equity.
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               1        Q.    Using the Division's policy of making that



               2  adjustment, would that be approximately 0.538, meaning 35



               3  divided by 65?



               4        A.    5.38 would be -- for the debt to equity, yes.



               5        Q.    Would that be among the lowest debt to equity



               6  ratios of any company on there?



               7        A.    Yes, it appears that way.



               8        Q.    Just following that through with the zero ratio



               9  there, using that 8 percent, that would flow through into



              10  the leveraged CAPM actually used by Carbon/Emery?  It would



              11  ultimately result again in 8 percent?



              12        A.    Yes.



              13        Q.    And then you would potentially add the 3



              14  percent using his calculation of a small company premium;



              15  is that correct?



              16        A.    If you were to add a small company premium that



              17  he did, yes, the 3 percent would be added on that.



              18        Q.    And that would result in 11 percent?



              19        A.    Yes, 8 plus 3 is 11.



              20        Q.    And that's very similar or close to the 10.75



              21  percent?



              22        A.    That is close to what we had, yes.



              23        Q.    Just to clarify to make sure this is accurate,



              24  in your calculation you did not add a small company



              25  premium; is that correct?
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               1        A.    That is correct.



               2        Q.    But you also did not adjust for any reduced



               3  risk by having a Utah Universal Service Fund make up the



               4  gap?



               5        A.    Correct.  Basically what I did is I did a



               6  straight CAPM calculation, or a textbook calculation to use



               7  the words of Mr. Meredith.  I looked at the companies, I



               8  looked at what would be the beta and then did the math



               9  calculation and came up with an average to say this is what



              10  we felt the right rate was for Carbon/Emery.



              11        Q.    That was the same calculation that you used for



              12  Hanksville?



              13        A.    Yes.



              14        Q.    Same method?



              15        A.    Same method, yes.



              16        Q.    Do you know how large Hanksville is?



              17        A.    I don't know exact numbers, but I know they are



              18  a relatively small ILEC.  I mean, we're talking less than



              19  100 customers.



              20        Q.    In comparison Carbon/Emery is significantly



              21  larger?



              22        A.    Yes.  That could be the AT&T versus



              23  Carbon/Emery, could be Carbon/Emery versus Hanksville



              24  analysis if you want to look at it that way.



              25              MR. JETTER:  That's the conclusion of my
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               1  redirect.



               2              HEARING OFFICER:  Ms. Slawson, any recross?



               3              MS. SLAWSON:  Yes, just a little bit.



               4                       RECROSS EXAMINATION



               5  BY MS. SLAWSON:



               6        Q.    We were just looking at the table embedded in



               7  Mr. Meredith's testimony on page 12, table 2.  This is the



               8  one that includes Verizon and AT&T.  Do you have that in



               9  front of you?



              10        A.    Yes.



              11        Q.    In this table Mr. Meredith was focussing on



              12  adjustments that needed to be made to the CAPM model; is



              13  that correct?



              14        A.    That's what Mr. Meredith testified earlier in



              15  the hearing today, and I'll accept that as accurate.



              16        Q.    Let's look at your exhibit when you're



              17  analyzing that CAPM premium.



              18        A.    Okay.



              19        Q.    What is the market risk premium that you used?



              20        A.    Give me just one second so I can pull that up



              21  to make sure I have it accurate.  It's Exhibit 3.2?



              22        Q.    Yes.



              23        A.    Okay.  I have one here in front of me.  Which



              24  area did you want to look at?



              25        Q.    The market risk premium that you used.
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               1        A.    There is actually two different columns there.



               2  There is a T-bill CAPM and a 30 year CAPM.  I did use the



               3  30 year CAPM, which is looking at the bond.  So that's the



               4  risk premium that would be in there that came up with the



               5  10.75 percent.



               6        Q.    That's the 6.81 percent, correct?



               7        A.    Yes.



               8        Q.    Mr. Meredith used the T-bond, his rate was 5.01



               9  percent; is that correct?



              10        A.    From what he shows on there I believe that is



              11  accurate, yes.



              12        Q.    Would you need to add the additional market



              13  risk premium to Mr. Meredith's numbers?



              14        A.    If you want to do that analysis you could.



              15        Q.    So I can compare apples to apples, right?



              16        A.    Sure.



              17        Q.    Mr. Meredith -- you just testified about



              18  Mr. Meredith's Shenandoah number and it was 10.66.  What is



              19  the CAPM rate that you show for Shenandoah?



              20        A.    13.35.



              21        Q.    And that's an unadjusted number, correct?



              22        A.    Yes.



              23              MS. SLAWSON:  I don't have any other questions.



              24              MR. MOORE:  No questions, Your Honor.



              25              HEARING OFFICER:  All right.
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               1              MR. JETTER:  I have one followup question.



               2              HEARING OFFICER:  It's okay with me as long as



               3  there is no objection.



               4              MR. MOORE:  No objection.



               5              MS. SLAWSON:  I guess I want to hear the



               6  question before I insert my objection.



               7                REDIRECT EXAMINATION (continued)



               8  BY MR. JETTER:



               9        Q.    My question is just going to ask if the



              10  calculation is different between the two Shenandoah based



              11  on the beta used for that.



              12        A.    Am I okay to respond?



              13              HEARING OFFICER:  I think we can hear your



              14  response.  Go ahead.



              15              THE WITNESS:  That kind of gets back to the



              16  heart of the capital asset pricing model because what you



              17  do is you take the beta and times that by basically a risk



              18  free rate -- sorry.  You take the beta, you times that by a



              19  risk premium and add that on to a risk free rate.  So if



              20  you look at what I have here for my beta for Shenandoah at



              21  the time period of July 29 versus what Mr. Meredith pulled



              22  as his beta for Shenandoah, I believe his is just barely



              23  below 1, which means it would be a little bit less risky,



              24  and I mine is 1.56.  That would explain why there would be



              25  a significant difference between what he is showing and I'm
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               1  showing.  And I think it also emphasizes the problem if



               2  you're trying to look at just one or two companies, the



               3  CAPM starts to lose some of its strength and foundation and



               4  that's where with my trying to come up with a list of



               5  companies that it gets -- where you need enough reference



               6  points to come up with a level of comfort.



               7              And that's really what my testimony talked



               8  about is with the CAPM is it perfect, no, I don't think so.



               9  But it at least gets us to a level of comfort where we



              10  think we're getting within the right range of what would be



              11  reasonable for the cost of equity for Carbon/Emery.  So you



              12  can see just in that calculation right there and what we



              13  did right here, one company can make a significant



              14  difference.  So getting enough companies on the list is



              15  important as well.



              16              HEARING OFFICER:  Ms. Slawson, anything you



              17  want to add or pursue?



              18              MS. SLAWSON:  One second please.



              19                 RECROSS EXAMINATION (continued)



              20  BY MS. SLAWSON:



              21        Q.    You testified just now that the difference



              22  would be accounted for by the beta; is that correct?



              23        A.    I'm saying that's one potential reason why.  I



              24  can tell you from a CAPM and if you do a straight



              25  mathematic if you take a beta times the risk free rate and
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               1  add all that in there where if -- I have 1.56 as a number



               2  and I have .9 as a number, then the end result is going to



               3  be different.  I have done the calculation here, and I



               4  don't know all the reasons why, but off the top of my head



               5  that would be a very easy thing to point to as far as why



               6  those percentages and rates of return are different.



               7        Q.    And another easy thing to point to would be the



               8  difference in the market risk premium provided by you and



               9  Mr. Meredith?



              10        A.    Sure.  That would be another element of that as



              11  well, yes.



              12              MS. SLAWSON:  That's it for me.  Thank you.



              13              HEARING OFFICER:  Still okay, Mr. Moore?



              14              MR. MOORE:  Still okay.



              15              HEARING OFFICER:  All right.  Mr. Jetter, your



              16  next witness.



              17              MR. JETTER:  The Division would next like to



              18  call Mr. Joseph Hellewell.



              19              (The witness is sworn in.)



              20                       DIRECT EXAMINATION



              21  BY MR. JETTER:



              22        Q.    Mr. Hellewell, would you please state your name



              23  and occupation for the record?



              24        A.    My name is Joseph Hellewell.  I'm a utility



              25  analyst for the Department of Public Utilities.
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               1        Q.    Thank you.  In the course of your employment



               2  with the Division of Public Utilities have you had the



               3  opportunity to review the application as well as the



               4  testimony filed by the applicant in this docket?



               5        A.    Yes, I have.



               6        Q.    Did you create and cause to be filed with the



               7  Public Service Commission direct, rebuttal, surrebuttal,



               8  and sur-surrebuttal testimony in this docket?



               9        A.    Yes, I have.



              10        Q.    Do you have any edits or corrections that you



              11  would like to make to your testimony?



              12        A.    No, I do not.



              13        Q.    If you were asked the questions that are



              14  contained in your prefiled written testimony that you filed



              15  today would your answers remain the same?



              16        A.    Yes, they would.



              17        Q.    Thank you.  Have you prepared a brief statement



              18  summarizing your testimony in this docket?



              19        A.    Yes.



              20        Q.    Please go ahead.



              21        A.    At the time of Carbon/Emery Telecom's



              22  application I along with other DUP analysts reviewed the



              23  application and conducted our normal audit.  During this



              24  time we reviewed the depreciation method used by



              25  Carbon/Emery Telecom and found it to be distorting annual
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               1  depreciation expense.  At this time an adjustment was made



               2  to Carbon/Emery's application based on a single asset



               3  straight line depreciation method.  In our initial direct



               4  testimony we outline reasons why Carbon/Emery's group



               5  depreciation method was distorting and suggested



               6  alternative methods to remedy this.  In addition to this



               7  depreciation adjustment we also made adjustments for



               8  customer migration and under collection based upon



               9  Carbon/Emery's tariff process.



              10              MR. JETTER:  Thank you.  I have no further



              11  questions for Mr. Hellewell and he is available for cross



              12  examination.



              13                       CROSS EXAMINATION



              14  BY MS. SLAWSON:



              15        Q.    Thank you.  Good afternoon, Mr. Hellewell.



              16  I'll just jump right in.  On lines 259 to 269 of your



              17  direct testimony you discuss the DPU adjustment for imputed



              18  revenue for migration of customers who currently receive



              19  their internet service through Carbon's cable affiliates to



              20  the new fiber to the home network that is being constructed



              21  by Carbon.  Do you recall that testimony?



              22        A.    Yes, I do.



              23        Q.    Mr. Woolsey in his rebuttal testimony on lines



              24  986 to 1017 describes an increase in revenue to



              25  Carbon/Emery that results from the migration of cable
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               1  internet customers to the fiber to the home network.  My



               2  question is this, in performing the analysis of the impact



               3  per customer per month Mr. Woolsey uses a rate of return of



               4  10.5 percent, which includes the Company's requested rate



               5  of return on equity of 12.13 percent.  Am I correct in



               6  reviewing the Division's testimony that the Division agrees



               7  with the methodology employed by Mr. Woolsey, but does not



               8  agree with the rate of return used by Mr. Woolsey in his



               9  calculation?



              10        A.    Yes, I believe so.



              11        Q.    And so is it accurate that the Division of



              12  Public Utilities is no longer proposing the adjustment



              13  amount set forth in lines 259 through 269 of your direct



              14  testimony?



              15        A.    Yes.



              16        Q.    And is it fair to say that except for the rate



              17  of return element involved in this calculation this cable



              18  migration issue is not an open issue in the case?



              19        A.    Yes.



              20        Q.    The Division in your testimony has used what



              21  you call a single asset straight line method; is that



              22  correct?



              23        A.    Yes.



              24        Q.    And you have provided testimony on that



              25  calculation, which results in a depreciation adjustment --
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               1  I don't want to go into closed session here, so I'm going



               2  to say that adjustment found in column G of the Division of



               3  Public Utilities Exhibit 1.2SR.  That's the exhibit offered



               4  by Mr. Duncan.  Does that accurately reflect your



               5  depreciation adjustment?



               6              MR. JETTER:  May I have a moment to provide my



               7  witness with that?



               8              MS. SLAWSON:  Sure.



               9              THE WITNESS:  Yes, that's accurate.



              10        Q.    (By Ms. Slawson)  And this reduces



              11  Carbon/Emery's depreciation expense for the test year,



              12  correct?



              13        A.    I'm sorry.  Say that one more time.



              14        Q.    This adjustment decreases Carbon/Emery's



              15  depreciation expense for the test period, correct?



              16        A.    Yes.



              17        Q.    Is it your testimony that Carbon's reduced



              18  depreciation expense will remain constant at that number in



              19  2015 after the test year?



              20        A.    Are you saying that Carbon/Emery's depreciation



              21  will remain exactly the same for 2014 and 2015?



              22        Q.    I'm asking if that's your testimony.  Do you



              23  think it will remain the same for 2014 and 2015?



              24        A.    No.



              25        Q.    Do you think that the depreciation expense will
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               1  remain constant at the number adjusted in the test year in



               2  2016?



               3        A.    No.



               4        Q.    2017?



               5        A.    Of course not.



               6        Q.    And what about Carbon's rate base over the next



               7  few years, is it your testimony that that will remain



               8  constant?



               9        A.    No.



              10        Q.    Do you know what the calculated -- have you



              11  calculated the anticipated depreciation expense for



              12  Carbon/Emery going forward beyond the test year?



              13        A.    We've run projections, but it hasn't ever been



              14  entered into testimony.



              15        Q.    Do you know what happens with that depreciation



              16  expense?



              17        A.    From the projections that we have run the



              18  depreciation -- well, are you referring to Carbon/Emery's



              19  group depreciation method, what happens to the depreciation



              20  expense?



              21        Q.    Well, actually I'm wondering if you've done the



              22  calculation on what Carbon's depreciation expense will be



              23  going forward under either method.



              24        A.    Well, for the single asset straight line the



              25  expense will increase proportionately with what is being
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               1  added to the rate with what is being capitalized.  But



               2  under Carbon/Emery's group depreciation the expense is



               3  significantly more than it is with the single asset



               4  straight line method.



               5        Q.    But does it remain constant?



               6        A.    Do you mean is there a constant increase?



               7        Q.    No.  I'm wondering if the test year is



               8  representative of the depreciation expense going forward?



               9        A.    Well, the -- no, it would not be.  Carbon/Emery



              10  has provided known and measurable adjustments saying that



              11  they anticipate having additional assets capitalized that



              12  would increase the depreciation expense accordingly.



              13        Q.    I know theoretically it would increase the



              14  depreciation expense.  But I'm wondering if you have done



              15  the calculation to know what the depreciation expense going



              16  forward will actually be so that we can identify whether



              17  the test year as proposed by Carbon/Emery or as proposed by



              18  the Division with its adjustment is representative of the



              19  depreciation expense in the future?



              20        A.    No.  Carbon/Emery chose the test year.  So we



              21  did calculations based upon the test year that Carbon/Emery



              22  has chosen.



              23        Q.    And you did not do any calculation to see what



              24  that depreciation expense would do after the test year?



              25        A.    Not that's been entered into testimony, no.
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               1        Q.    So whether or not it's been entered into



               2  testimony do you know what the depreciation expense does



               3  after the test year?  If you've performed the calculation



               4  do you know what that is?



               5        A.    I'm sorry.  Say that one more time.



               6        Q.    You said you haven't entered that in testimony,



               7  but that you have performed the calculation.  Is that an



               8  accurate reflection of your testimony?



               9        A.    Yes, that would be accurate.



              10        Q.    Even though it wasn't in previous testimony,



              11  I'm asking you what the depreciation expense for



              12  Carbon/Emery will be going forward?



              13        A.    I don't know the exact number.



              14        Q.    Do you have a range?



              15        A.    No.



              16        Q.    With regard to the depreciation expense you



              17  don't have a range and you don't know what the calculation



              18  is, can you say whether it's increasing or decreasing?



              19        A.    Our calculation show that depreciation expense



              20  will continue to increase.



              21        Q.    Okay.



              22        A.    Under both methods.



              23        Q.    It is your testimony that the -- on line 54 of



              24  your sur-surrebuttal testimony you indicate that the



              25  depreciation method chosen by the company has lasting
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               1  effects and must be chosen correctly, correct?



               2        A.    Yes.



               3        Q.    By way of example you testify that if the



               4  depreciation method chosen by the company accelerates



               5  depreciation expense it will also accelerate the rate at



               6  which accumulated depreciation accrues, thereby



               7  accelerating rate base reduction as well, correct?



               8        A.    Yes.



               9        Q.    You indicate that in prior accounting periods



              10  Carbon has reaped the reward of accelerated depreciation,



              11  but with that comes the burden of an accelerated



              12  accumulated depreciation count.  What you see as the



              13  consequence or the burden of Carbon/Emery choosing the



              14  group method of depreciation is that the group method also



              15  accelerates reduction to Carbon/Emery's rate base; is that



              16  correct?



              17        A.    Yes.



              18        Q.    Your testimony is that the Division is



              19  permitted to make an adjustment to the depreciation expense



              20  going forward, but is not permitted to make an adjustment



              21  to the rate base.  And I believe you testified that this



              22  would conflict with the basic tenant that the utility



              23  regulation is prospective, correct?



              24        A.    That is not accurate.



              25        Q.    Let's look at your testimony there.  Starting
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               1  on line 54 of your surrebuttal testimony -- I'm sorry.



               2  Your sur-surrebuttal testimony.



               3        A.    I'm sorry.  The first part was where you quoted



               4  the testimony that is accurate, however the second part of



               5  the question is not accurate.



               6        Q.    The second part where I said because it would



               7  conflict with the basic tenant that the utility regulation



               8  is prospective?



               9        A.    Right.



              10        Q.    You're saying that's not accurate?



              11        A.    Yes.  The adjustment that we have proposed is



              12  simply an adjustment.  We're not proposing that



              13  Carbon/Emery change their depreciation method.  If the



              14  Commission asks Carbon/Emery to change their method then



              15  the repercussions of accumulated depreciation would have to



              16  be taken into effect on a prospective basis, meaning that



              17  we could not go back and change the accumulated



              18  depreciation based off the Commission's decision to ask



              19  Carbon/Emery to change their depreciation method.



              20        Q.    And you testified that the Division's



              21  depreciation expense adjustment was simply an adjustment of



              22  an unreasonably inflated depreciation expense to a



              23  reasonable depreciation expense that better matches the



              24  actual diminution of value of Carbon's assets during the



              25  test year; is that correct?
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               1        A.    Yes.



               2        Q.    What is the actual diminution of value of



               3  Carbon's assets during the test year?



               4        A.    We feel that because of the acceleration that



               5  occurs naturally with the selection of group depreciation



               6  method is that the diminution of the assets occur on an



               7  accelerated level.  So a different method must be chosen to



               8  more accurately reflect the assets diminution.



               9        Q.    Okay.  I understand that you don't think that



              10  the group method selected by Carbon accurately reflects the



              11  actual diminution in value.  But what I'm asking you is not



              12  about the method, I'm asking you what the actual diminution



              13  in value of Carbon/Emery's assets were during the test



              14  period?



              15        A.    Are you asking for the number?



              16        Q.    Yes, the number.



              17        A.    I don't have the number in front of me.



              18        Q.    If you don't know what the actual -- do you



              19  have it somewhere?



              20        A.    I'm going to read off some numbers or I can



              21  just tell you where they appear.



              22        Q.    Tell me where they appear and then we'll decide



              23  whether they need it to be in the record.



              24        A.    Exhibit DPU 1.1D William Duncan.



              25        Q.    Let me turn there before we move on.  Where on
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               1  Exhibit 1.1D?



               2        A.    It would be column F row 12.  That is the



               3  proposed depreciation expense by Carbon/Emery.  Our



               4  adjustment is column G row 12.  So the diminution would be



               5  column I row 12.



               6        Q.    Again, I hate to split hairs here, but you're



               7  talking about the depreciation expense, the depreciation.



               8  What I'm asking is what those assets -- how they actually



               9  diminished in value during the test year.  Do you know what



              10  that is?  Did you go and look at the plant?



              11        A.    We went out and looked at the plant, but I'm



              12  not an appraiser so I wouldn't know.



              13        Q.    Did you go out and look at Carbon/Emery's plant



              14  in this case?



              15        A.    I don't recall.  I don't remember.



              16        Q.    So I guess my question is if you don't know



              17  what the actual diminution in value of Carbon's assets were



              18  during the test year, how do you know that your method of



              19  calculation calculating that depreciation expense better



              20  matches the actual diminish in value?



              21        A.    The acceleration that occurs because of the



              22  method chosen on paper, given the test samples that we



              23  pulled, there is no way that it could diminish that



              24  quickly.



              25        Q.    But you don't know what the actual diminish
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               1  value is; is that accurate?



               2        A.    Correct.  Yes, that's accurate.



               3        Q.    Let's move on.  You've noted that in choosing



               4  its depreciation method Carbon made a careful and informed



               5  decision to use -- well, you've noted that companies use or



               6  make a careful and informed decision on which method of



               7  depreciation to use; is that accurate?



               8        A.    Yes.



               9        Q.    And would it be reasonable to assume that



              10  Carbon also made the careful and informed decision to use



              11  its methodology for depreciation?



              12        A.    Yes.



              13        Q.    Is it reasonable -- Carbon/Emery has elected



              14  the group method of depreciation, correct?



              15        A.    Yes.



              16        Q.    And I think you testified just a minute ago



              17  that the Division is not recommending that Carbon use a



              18  different method of depreciation, you're just recommending



              19  that the Commission calculate the UUSF using a different



              20  method of depreciation; is that correct?



              21        A.    You're asking whether I -- can you restate the



              22  question one more time please?



              23        Q.    I believe you testified that the Division's



              24  position isn't that Carbon/Emery should change its



              25  depreciation method; is that correct?
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               1        A.    Yes.



               2        Q.    Yes, that is correct?



               3        A.    Yes, that is correct.



               4        Q.    But you are recommending that for purposes of



               5  calculating the Universal Service distribution or



               6  disbursement in this case that the Commission should look



               7  at or reach the depreciation expense using a different



               8  method of depreciation; is that correct?



               9        A.    Whether the Commission uses group depreciation



              10  to arrive at what they believe is a correct expense, single



              11  asset straight line, vintage, the FCC method, that's



              12  entirely up to them.  Our recommendation is that, yes, we



              13  adjusted the group depreciation expense down to a level



              14  that we felt was representative using a method that we have



              15  used for multiple companies across the state.



              16        Q.    Just so I understand the Division's



              17  recommendation, the Division is not suggesting that the



              18  single asset depreciation method be applied to assets that



              19  are added after the test period, but rather the Division is



              20  suggesting that when you looked at the single asset



              21  depreciation method you applied it, and I think your



              22  language was based upon each capitalized asset having



              23  depreciated under a single asset straight line approach



              24  since its inception; is that correct?



              25        A.    Yes.
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               1        Q.    We have established here that Carbon/Emery



               2  chose the group asset method of depreciation and used that



               3  method to calculate what it believed is an accurate



               4  depreciation expense, correct?



               5        A.    Yes.



               6        Q.    And the Division is suggesting that that is not



               7  an accurate depreciation expense and that the single asset



               8  straight line method should be used, or at least was used



               9  by the Division to calculate the depreciation expense,



              10  correct?



              11        A.    Yes.



              12        Q.    So it seems to me that the Division is



              13  suggesting or is changing the rules in the middle of the



              14  game, effectively eliminating what you call the stable



              15  predictable depreciation expense under the group method



              16  that Carbon/Emery's management was using for forecasting



              17  and planning.  Is that not -- are you not doing that?



              18        A.    Every single company to my knowledge that I



              19  have been involved with that has used group depreciation



              20  has had an according adjustment on the straight line



              21  method.  Whether those cases have been settled in the court



              22  or out is up to each individual company, but each of those



              23  -- we have consistently applied the single asset straight



              24  line approach to companies practicing group depreciation,



              25  not because we have any fondness or preference over one
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               1  depreciation method over another, we just feel that the



               2  single asset straight line is the most transparent, the



               3  most straightforward, the easiest one to duplicate, and the



               4  easiest one to communicate back to the companies.



               5        Q.    Okay.  In addition to the single asset straight



               6  line method of depreciation that the Division uses to



               7  calculate the depreciation expense, in your testimony you



               8  identify several other methods of depreciation that you



               9  indicate would be Commission approved lives and rates and



              10  would be reasonable alternatives for calculating Carbon's



              11  revenue requirement; is that correct?



              12        A.    Yes.



              13        Q.    And in particular you identify what you call



              14  the FCC method as an acceptable method of calculating



              15  depreciation expense.  So I want to look at that for a



              16  minute.  On line 223 of your direct testimony you identify



              17  a formula that is used by the FCC to recalculate the



              18  depreciation rate based on the plant's remaining life,



              19  future net salvage, and depreciation reserve ratio.  Did



              20  you calculate the depreciation expense for Carbon using the



              21  FCC method identified on line 223 of your direct testimony?



              22        A.    No, we did not.



              23        Q.    As I understand it, the FCC method applies such



              24  depreciation rates as will ratably distribute the



              25  difference between the net book cost of the plant account
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               1  and it's estimated net salvage during the known or



               2  estimated remaining service life of the plant; is that



               3  correct?



               4        A.    Yes.



               5        Q.    In other words, the FCC method looks at



               6  remaining asset lives to ensure that the depreciation rate



               7  is reasonable, correct?



               8        A.    Yes.



               9        Q.    And I want you to -- are you familiar with Utah



              10  Code 54-7-12.1?



              11        A.    No.



              12        Q.    I'll quote that section for you and you can



              13  read it together with Mr. Jetter.



              14        A.    Sure.



              15        Q.    The Commission shall consider all relevant



              16  factors including the alteration of asset lives to better



              17  reflect changes in the economic life of plants and



              18  equipment used to provide telecommunications services.



              19  Does that refresh your recollection as to 54-7-12.1?



              20        A.    Okay.



              21        Q.    I believe you referred to this section in your



              22  testimony, this section code in your testimony.  Do you



              23  deny that?



              24        A.    No, I don't deny.



              25        Q.    The single asset straight line method that is
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               1  being recommended or that was used by the Division in



               2  calculating the depreciation expense in this case applies



               3  the consistent depreciation rate across the expected life



               4  of the asset, correct?



               5        A.    I'm sorry.  Say that one more time.



               6        Q.    So the single asset straight line method



               7  applies a consistent depreciation rate across the expected



               8  life of an asset, correct?



               9        A.    Yes.



              10        Q.    And that depreciation rate is established at



              11  the time that the asset is installed, correct?



              12        A.    Yes.



              13        Q.    Are there factors that could affect the



              14  expected life of an asset?



              15        A.    Yes.



              16        Q.    What would those be?



              17        A.    Any kind of substantial repairs, changes to the



              18  asset's nature, any kind of change in the conditions in



              19  which it was installed.



              20        Q.    Obsolescence of the asset?



              21        A.    Yes.



              22        Q.    End of life, if a piece of equipment as



              23  Mr. Johansen has testified is no longer supported by the



              24  manufacturer that could reduce the life of the asset?



              25        A.    Yes.
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               1        Q.    And the single asset straight line method of



               2  depreciation doesn't account for these potential issues; is



               3  that correct?



               4        A.    In the calculation of the expense, no.



               5  However, common depreciation practice as implemented by an



               6  accountant accounts for these changes as they occur.



               7        Q.    How?



               8        A.    So if a company asset is all of a sudden struck



               9  by lightning then that asset would obviously need to be



              10  retired.  Then it's removed from the book, it's removed



              11  from the asset base, and its corresponding accumulated



              12  depreciation is also removed.



              13        Q.    But as long as the asset stays in service --



              14  you're talking about an adjustment that is made after the



              15  asset is retired from service, correct?



              16        A.    Yes.



              17        Q.    So doesn't 54-7-12.1 require the Commission to



              18  consider the alteration of asset lives to reflect changes



              19  in the economic life of plant and equipment?



              20              MR. JETTER:  I'm going to object to that to the



              21  extent that it calls for a legal conclusion.



              22              HEARING OFFICER:  Let's maybe handle it this



              23  way.  That's what that section says.  Are you asking for



              24  the Division to explain what it feels it means?



              25              MS. SLAWSON:  No.  Mr. Hellewell identified
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               1  this section in his testimony.  So I was just asking him to



               2  -- Mr. Jetter is right.  I've represented what that says so



               3  there is no question.



               4              HEARING OFFICER:  Okay.



               5        Q.    (By Ms. Slawson)  You testified that



               6  identification of the remaining lives of the asset group on



               7  a periodic basis is critical to a properly configured



               8  group, correct?



               9        A.    Yes.



              10        Q.    In fact, on line 126 of your sur-surrebuttal



              11  testimony you criticize Carbon's group asset methodology



              12  because you state when additions are made to a group no



              13  adjustment is made to the depreciable life of the group; is



              14  that correct?



              15        A.    I'm sorry.  Which line again?



              16        Q.    Line 126 of your sur-surrebuttal.



              17        A.    Yes.



              18        Q.    I want to look at that conclusion that you



              19  reach and I want to walk you through a depreciation



              20  example.  It's very simple because I too -- I am a lawyer



              21  and not an accountant.  So let's say you have an existing



              22  group asset that when you put it in service it costs



              23  $1,000.  Its life in years is 10 years.  What would the



              24  annual depreciation expense for that group be?



              25        A.    $100.
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               1        Q.    Let's say in year nine you have accumulated



               2  depreciation of $900, correct?



               3        A.    Yes, under the straight line method.



               4        Q.    Under the straight line method, right.  And you



               5  have a net book value -- well, yes, the group method



               6  applying straight line depreciation.



               7        A.    Okay.



               8        Q.    In year nine if you have accumulated



               9  depreciation of $900, what is the net book value of that



              10  asset?



              11        A.    $100.



              12        Q.    And what is the remaining life in years?



              13        A.    One year.



              14        Q.    Let's say that group has a piece of copper



              15  cable in it that stops working.  You replace that copper



              16  cable for $200.  So you add that to the group.  At that



              17  point the entire value of the group asset when it was



              18  placed in service would be $1200, correct, the $1000



              19  original plus the $200 that you have added?



              20        A.    Right, that would be the gross book value.



              21        Q.    And the life in years would remain the same,



              22  the straight line depreciation method would remain a 10



              23  year depreciable life, correct?



              24        A.    It depends on what the addition does.



              25        Q.    So under group methodology what would the life
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               1  in years for that group be?



               2        A.    According to Carbon/Emery from what I



               3  understand the remaining life would still be one year in



               4  which they would depreciate $300 in the remaining year.



               5  No, no.  Without doing the math it would be $1200 divided



               6  by 10.  So it would be $120.



               7        Q.    Great.  In year nine the accumulated



               8  depreciation of the group is still $900, correct?



               9        A.    Yes.



              10        Q.    And in year nine the net book value of the



              11  group with the $200 addition is now $300, correct?



              12        A.    The net book value is $300 with the addition,



              13  yes.  It's a complicated example for being a simple one.



              14        Q.    How many years will it take to depreciate that



              15  remaining net book value using the annual depreciation



              16  expense of $120?



              17        A.    Roughly two and a half years.



              18        Q.    So it's not accurate to say that Carbon/Emery's



              19  group method doesn't make any adjustment to the depreciable



              20  life of the group, is it?  We've just shown that it does



              21  add a year and a half to the plant life?



              22        A.    In the example you are correct.  However, the



              23  groups -- when we see Carbon/Emery add things to a group,



              24  we don't know if it's a betterment or a repair that's



              25  extending the life.  All we see is that a new asset is
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               1  being added to the group.  And oftentimes it's a



               2  substantial new asset.  So we think that an entire new



               3  asset, an entire new $1000 asset is being added to the



               4  group.  We don't know if it's a change or a repair or what.



               5  All we see is the capital additions.



               6        Q.    So it seems to me -- is it fair to say that



               7  your concern is that you're not sure whether Carbon/Emery



               8  is actually adjusting the depreciable life of the asset



               9  remaining, the actual remaining life of the asset?



              10        A.    Right.  We see no adjustment on the life of an



              11  asset that's being repaired.



              12        Q.    That's different from what you just said



              13  because initially you said you're not sure if they're doing



              14  that.  So is your testimony now that they're not doing



              15  that?



              16        A.    No.  My testimony is not that they're not.  We



              17  do not know.



              18              HEARING OFFICER:  The testimony is you see no



              19  evidence in the record that Carbon/Emery does adjust the



              20  life of an asset that has an addition?



              21              THE WITNESS:  Correct.



              22        Q.    (By Ms. Slawson)  But you will agree that the



              23  example that I said was simple and you said turned out to



              24  be a little bit complicated shows that under the group



              25  method the depreciable life of the asset is increased by a
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               1  year and a half under that simple example, correct?



               2        A.    Yes.  It is a simplified explanation, but yes.



               3        Q.    In Mr. Woolsey -- wouldn't the FCC method which



               4  specifically requires consideration of the average



               5  remaining life more closely align with Utah Code 54-7-12



               6  than the single asset straight line method?



               7        A.    Each asset method is the business of the



               8  company that chooses it.  I feel like each one could be --



               9  as long as it's properly implemented each depreciation



              10  method is proper.



              11        Q.    But you testified here that one of the kind of



              12  sticking points is that the depreciable life should reflect



              13  the actual life?



              14        A.    Yes.



              15        Q.    And 54-7-12 also states, and I'll read it here,



              16  that the Commission shall consider all relevant factors



              17  including the alteration of asset lives to better reflect



              18  changes in the economic life of plant and equipment used to



              19  provide telecommunications services, correct?



              20        A.    Yes.



              21        Q.    And the FCC method also uses the calculation



              22  that includes adjusting the average remaining service life



              23  of the asset, correct?



              24        A.    Of the asset group, yes.



              25        Q.    And the single asset straight line method does
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               1  not make any adjustments of the asset lives?



               2        A.    The single asset approach is done again on a



               3  reactionary basis.  So as betterments are made to the asset



               4  then the CFO or the accountant in charge would make a



               5  judgment call to see if that extended the life of the asset



               6  or not.  It seems the FCC method is doing this as it goes



               7  along.



               8        Q.    Did the single asset straight line method that



               9  the Division used in this case to come up with depreciation



              10  expense make adjustments to the remaining asset lives of



              11  the asset, the remaining life of the asset?  Did you make



              12  any adjustments?



              13        A.    No.



              14        Q.    In Mr. Woolsey's surrebuttal testimony he



              15  calculated the depreciation expense using the FCC method.



              16  Did you review that testimony?



              17        A.    Yes.



              18        Q.    And his testimony was filed on December 18,



              19  2015, correct?



              20        A.    Yes.



              21        Q.    And you indicate in your sur-surrebuttal



              22  testimony that given Carbon/Emery's use of a new method at



              23  such a late date the Division was unable to fully review



              24  and investigate Mr. Woolsey's implementation of this



              25  method, correct?
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               1        A.    Yes.



               2        Q.    I'm a little confused by that because in your



               3  direct testimony filed on August 21st it was you that



               4  identified the FCC method as a reasonable alternative for



               5  calculating Carbon's revenue requirement, wasn't it?



               6        A.    Yes.



               7        Q.    And didn't you have access to all of the data



               8  necessary to do the calculation prior to Mr. Woolsey doing



               9  the calculation in sur-surrebuttal testimony?



              10        A.    Yes.



              11        Q.    If you have never performed this calculation



              12  how do you know that the FCC method would be a reasonable



              13  alternative as you testified to in your direct examination?



              14        A.    Because it's a generally accepted depreciation



              15  method.



              16        Q.    And doesn't is also eliminate issues related to



              17  inaccurate depreciation life?



              18        A.    It could if done correctly.



              19        Q.    Since you haven't done the actual FCC



              20  calculation you can't say whether Mr. Woolsey's calculation



              21  using the FCC method was performed correctly or



              22  incorrectly, can you?



              23        A.    I'm not an employee of Carbon/Emery so I didn't



              24  do their depreciation for them, no.



              25        Q.    But you reviewed his calculation, correct?
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               1        A.    His FCC method of calculation?



               2        Q.    Yes.



               3        A.    Not in its entirety, which is what my testimony



               4  reflects.



               5        Q.    And your testimony is that you couldn't review



               6  it in its entirety because you didn't have enough time, or



               7  why couldn't you review that in its entirety?



               8        A.    Time was definitely a substantial factor.



               9        Q.    But you testified that you had all the



              10  information you needed, you identified the method in August



              11  and you had a month before your sur-surrebuttal testimony



              12  was due; is that correct?



              13        A.    Yes.



              14        Q.    You did state on line 161 of your



              15  sur-surrebuttal testimony that Mr. Woolsey failed to



              16  include several asset groups, which are not included in the



              17  most recent depreciation expense calculation.  Do you



              18  recall that in your testimony?



              19        A.    Yes.



              20        Q.    And you identified seven asset groups which you



              21  state contain assets and depreciation expense; is that



              22  correct?



              23        A.    Yes.



              24        Q.    And isn't it true, however, that none of those



              25  asset groups which you have identified have any remaining



                                                                            231

�











               1  book value to be depreciated?



               2        A.    Under the group depreciation method they do



               3  not.  However, using single asset straight line they do.



               4        Q.    Right.  But we're talking about the FCC method



               5  and adjusting, which is a group method, and adjusting for



               6  the average remaining life of the asset group, correct?



               7        A.    I did not fully review Mr. Woolsey's FCC



               8  calculation, so I do not know.



               9        Q.    So you don't know if it was correct or



              10  incorrect?



              11        A.    A cursory glance shows that they're missing.



              12        Q.    But those asset groups have no remaining book



              13  value, correct?



              14        A.    I didn't go through every asset group and



              15  determine if they have book value or not.



              16        Q.    Would you agree that if the asset groups have



              17  no remaining book value then they're not relevant to the



              18  FCC method calculation?



              19        A.    That would be correct, except for the fact if a



              20  company is trying to persuade somebody to adopt their



              21  methodology then it would stand to reason that they would



              22  at least show that they themselves looked at the groups.



              23        Q.    But you don't know if he looked at the group or



              24  he didn't look at the group, right?



              25        A.    Yes, that's correct.
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               1        Q.    You testified that the estimated service life



               2  is critical to these calculations, correct?



               3        A.    Sorry?



               4        Q.    Estimated remaining service life is critical to



               5  these calculations?



               6        A.    To the FCC method, yes.



               7        Q.    And you haven't offered any testimony that the



               8  service life as determined by Mr. Woolsey in his



               9  calculation do not properly represent the remaining service



              10  life of Carbon's assets; is that correct?



              11        A.    Yes.



              12        Q.    I just have a couple more issues here.  I want



              13  to talk a little bit about the interstate affect that's



              14  been identified in the testimony.  You haven't performed



              15  the depreciation calculation using the FCC method, but you



              16  have provided a calculation of the depreciation expense



              17  using what you call the single asset straight line method,



              18  correct?



              19        A.    Yes.



              20        Q.    And I believe you provided a calculation using



              21  what you call the vintage method of depreciation, correct?



              22        A.    Yes.



              23        Q.    Upon calculating the depreciation expense



              24  adjustments using either of those methods, did you make any



              25  adjustment for the interstate revenue associated with that
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               1  adjustment?



               2        A.    No.



               3        Q.    Would you agree that if you change a general



               4  expense item on the books of Carbon/Emery there is an



               5  interstate impact where the jurisdiction separations of the



               6  company -- I don't want to use confidential numbers here --



               7  are divided between interstate and intrastate



               8  jurisdictions?



               9        A.    Yes.



              10        Q.    If you don't consider the interstate revenue



              11  impact of the depreciation expense adjustment, then next



              12  year if Carbon/Emery takes the lower depreciation expense



              13  that you're suggesting and applies the jurisdictional



              14  percentage to that adjusted lower number, Carbon/Emery will



              15  recover less on the federal interstate side for that



              16  adjusted depreciation expense; is that correct?



              17        A.    Sure.



              18        Q.    And if that happens, then under the total



              19  company approach adopted by the Commission Carbon/Emery



              20  would be entitled to seek recovery of the revenue shortfall



              21  on the interstate side from the state; is that correct?



              22        A.    Yes.



              23        Q.    One final issue.  You identified in your



              24  summary testimony that you carefully examined the books and



              25  records of Carbon/Emery, correct?
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               1        A.    Yes.



               2        Q.    And I've been through your testimony at length



               3  and you allude in several places that the UUSF should not



               4  be used as an incentive for increase infrastructure



               5  investment, but I couldn't find any example where you



               6  testified that Carbon/Emery actually did this.  Is there



               7  anything like that in your testimony?



               8        A.    Your conclusions are your own.



               9        Q.    But you --



              10        A.    My testimony it my testimony.



              11        Q.    But there is nothing in your testimony about



              12  them doing that?



              13        A.    No, absolutely not.  There is no implication



              14  that Carbon/Emery is misusing any of the state USF funds.



              15              MS. SLAWSON:  I have no other questions.



              16              HEARING OFFICER:  Mr. Moore, you have a very



              17  big decision to make.  We do need to close today at 5:00.



              18  So you can elect to conduct your cross examination of



              19  Mr. Hellewell if you have any right now or --



              20              MR. MOORE:  I have no questions.



              21              HEARING OFFICER:  All right.  Mr. Jetter, you



              22  have a very big decision to make.  You can elect to do



              23  redirect now, or depending on how much time you feel like



              24  you need and how much energy you have left, I will let you



              25  choose to begin with that tomorrow morning.



                                                                            235

�











               1              MR. JETTER:  I actually have a fairly brief



               2  redirect, so it may be actually easier to press to do it



               3  now.



               4              HEARING OFFICER:  That's fine.  Let's go to it.



               5                      REDIRECT EXAMINATION



               6  BY MR. JETTER:



               7        Q.    I would like to just walk through a few



               8  questions with you on redirect.



               9        A.    Sure.



              10        Q.    Is it accurate to say that the depreciation



              11  number proposed by Carbon/Emery compared to their proposed



              12  rate base or the current book value of the assets in



              13  service would fully depreciate the entire company's



              14  remaining book value in about five years?



              15        A.    Yes.



              16        Q.    Is that even plausible, that could be the case?



              17  Based on --



              18        A.    Not unless everything was a computer.



              19              MS. SLAWSON:  I'm sorry.  I didn't hear what



              20  you said.



              21              THE WITNESS:  I said not unless everything was



              22  a computer and has that asset life.



              23        Q.    (By Mr. Jetter)  I would like to ask you



              24  quickly about the same hypothetical used by Ms. Slawson.



              25  In this hypothetical you have a gross book value of initial
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               1  asset on year one with a 10 year depreciation rate.  Using



               2  Carbon/Emery's group method year 10 with no additions that



               3  would sum set to a zero annual depreciation; is that



               4  correct?



               5        A.    Yes.



               6        Q.    And let's say hypothetically in year 11 you add



               7  another thousand dollar investment that you capitalize in



               8  that same group, while the original thousand dollar capital



               9  investment remains in service, what would the depreciation



              10  be in year 12?



              11        A.    $200.



              12        Q.    So in fact that second asset now would be



              13  depreciating at twice the rate of the first asset even



              14  though theoretically they should have the same depreciation



              15  rate?



              16        A.    That's correct.



              17        Q.    And that's because leaving an asset in the



              18  group that has lived in that group beyond its service life



              19  begins to affect the depreciation of all other assets added



              20  later; is that correct?



              21        A.    Yes.



              22        Q.    And when you looked at the asset groups that



              23  Carbon has used, they include significant amounts in dollar



              24  value of assets that are beyond the calculated depreciation



              25  life?
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               1        A.    Yes.



               2        Q.    And those are driving what we would consider



               3  significantly increased rates of depreciation?



               4        A.    Yes.



               5        Q.    Let me take my hypothetical one step further



               6  and let's say we get out to year 20.  And now you have



               7  $2000 in gross value that is entirely depreciated based on



               8  the group method, but they both remain in service.  Now



               9  let's say in year 21 you add another asset that would be a



              10  10 year depreciable life and let's say its value is $220 to



              11  make the math easy.  How quickly would that asset, which



              12  presumably under the Commission's 10 year depreciation rate



              13  or the company's 10 year depreciation rate, how fast would



              14  that asset actually be depreciated under the group method?



              15        A.    It would be depreciated in one year.



              16        Q.    And let's take that hypothetical and use it



              17  with straight line depreciation.  You add your $1000 asset



              18  in year one.  Year 10 that would depreciate $100 per year



              19  and that would reach zero in year 10; is that correct?



              20        A.    Yes.



              21        Q.    And now at year 11 add $1000, how would that



              22  depreciate over the next 10 years?



              23        A.    It would depreciate at $100 for the next 10



              24  years.



              25        Q.    Would that be something you would consider
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               1  ratably distributing the $1000 capitalization over the 10



               2  year depreciable life?



               3        A.    Absolutely.



               4        Q.    In the alternative, if you were depreciating



               5  that at $200 a year, you're depreciating that entirely over



               6  five years.  Is it also ratably distributing the value over



               7  10 years?



               8        A.    No.



               9        Q.    And finally with my hypothetical third



              10  investment at year 21, would depreciating the entire asset



              11  in one year ratably distribute it over a 10 year service



              12  life?



              13        A.    No.



              14              MR. JETTER:  That is all the redirect I have.



              15  Thank you.



              16              HEARING OFFICER:  Any recross, Ms. Slawson?



              17              MS. SLAWSON:  Yes, I have just a couple.



              18                       RECROSS EXAMINATION



              19  BY MS. SLAWSON:



              20        Q.    You testified that Carbon's assets will -- if



              21  the depreciation expense provided by Carbon in its



              22  application is accurate, then Carbon's assets will fully



              23  depreciate in five years; is that correct?



              24        A.    That's assuming no additions and no increase to



              25  depreciation expense.
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               1        Q.    And in fact Carbon is adding an additional



               2  plant, correct?



               3        A.    Yes.  So a depreciation expense, therefore,



               4  should also unreasonably inflate.



               5        Q.    Are Carbon's -- one second please.  If the



               6  company is adding an additional plant, but also making



               7  disposals, the statement that you just made would not be



               8  accurate; is that correct?



               9        A.    Yes.  However, Carbon/Emery's disposals do not



              10  match in any way their additions.  Their additions far



              11  exceed the amount at which they're disposing.



              12        Q.    Do you believe that Carbon's assets are going



              13  to fully depreciate in five years even with the additions?



              14        A.    Like I said, the situation was holding that



              15  everything stands still.  I don't know the calculation,



              16  however I do feel very strongly that a depreciation cliff



              17  will happen somewhere in the future at which no matter what



              18  Carbon/Emery adds it will be depreciated in an unreasonably



              19  quick manner.



              20        Q.    So I have two issues on that.  How far in the



              21  future do you think this depreciation cliff will happen?



              22        A.    I don't know.



              23        Q.    More than three years?



              24        A.    Possibly.



              25        Q.    More than five years?
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               1        A.    Again, I don't know.



               2        Q.    Do you think it will happen in less than three



               3  years?



               4        A.    I don't know.



               5        Q.    That was my first question.  My second question



               6  on this -- my second question is this.  It seems that the



               7  overarching concern about Carbon's group method of



               8  depreciation that the Division has is that it does not



               9  accurately reflect the average remaining life of the assets



              10  in the group; is that correct?



              11        A.    Yes.



              12        Q.    And isn't it true that the FCC method would



              13  address this concern that the Division has?



              14        A.    If properly configured, yes.



              15        Q.    And by being properly configured you mean if



              16  the asset remaining lives are accurately reflected; is that



              17  correct?



              18        A.    Well, all of the components which go into the



              19  calculation using the FCC must be properly configured.



              20        Q.    So average remaining life?



              21        A.    That's the main sticking point.  Because is it



              22  average remaining depreciable life, is it average remaining



              23  life as it exists in the field.  That's the question that



              24  needs to be answered.



              25        Q.    What does the FCC formula say?



                                                                            241

�











               1        A.    Average remaining life.



               2        Q.    Wouldn't it make most sense if you're actually



               3  trying to figure out when you should retire assets and what



               4  the depreciation rate should be, wouldn't it actually make



               5  the most sense to figure out what the average remaining



               6  life of the asset in the field is?



               7        A.    Yes.



               8        Q.    Mr. Jetter asked you about a lot of



               9  hypothetical examples.  If the average remaining life --



              10  wouldn't the FCC method address the concerns that the



              11  Division has with those hypotheticals?



              12        A.    Yes, in part.



              13              MS. SLAWSON:  I have no other questions.



              14              HEARING OFFICER:  We are going to adjourn for



              15  today.  Mr. Jetter, do you have any other witnesses?



              16              MR. JETTER:  No, that would be the end of the



              17  Division's presentation.



              18              HEARING OFFICER:  So Mr. Moore, tomorrow --



              19              MR. MOORE:  We have two witnesses.



              20              HEARING OFFICER:  -- is all yours.



              21              MR. MOORE:  Fine.



              22              HEARING OFFICER:  Ms. Slawson, do you need the



              23  screen tomorrow?



              24              MS. SLAWSON:  I need the screen tomorrow.  I



              25  didn't need it today.
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               1              HEARING OFFICER:  Thank you.  This room, I



               2  believe, will be locked and secured.  I'm going to leave



               3  all of my things right where they are.  So with that I



               4  think we can close.



               5              (The hearing adjourned at 5:10 p.m.)
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