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2 PROCEEDI NGS

3 JUDGE JONSSON:  Good norning. For the record,
4 today is Wednesday, January 27th, 2016. |It's just after
5 nine o' clock in the norning. W' ve had sonme technical

6 difficulties in getting going. But this is the date and
7 time set for the continuation of the hearing, the fornma
8 hearing in docket No. 15-2302-01 in the matter of the

9 application of Carbon/Enmery Tel ecom |ncorporated, for
10 an increase in Uah Universal Service Fund Support.

11 W are to the point in the proceedi ng where
12 the Ofice of Consuner Services has the opportunity to
13 present its case in chief. So M. More, if you're

14  ready.

15 MR. MOORE: Yes, your Honor.

16 JUDGE JONSSON: Take it away.

17 MR MOORE: Initially, if I may, at the

18 pleasure of the record to correct an error.

19 JUDCE JONSSON: Pl ease.
20 MR MOORE: It's been brought to ny attention,
21 the very first words out of ny nouth yesterday were
22 incorrect. Apparently | testified that | was
23 representing the Ofice of Community Services instead of
24 the Ofice of Consumer Service. 1'd |like to nake that
25 correction on the record.
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JUDGE JONSSON:  Thank you.
MR MOORE: The office calls David Brevitz.
DAVI D BREVI TZ,
called as a witness at the instance of the Ofice of
Consuner Services, having been first duly sworn, was
exam ned and testified as foll ows:
DI RECT EXAM NATI ON

BY MR MOORE:

Q Coul d you state your nane, enployer and
busi ness addr ess.

A My nane is David Brevitz. |'man independent
regul atory consul tant enpl oyed on behalf the Ofice of
Consuner Services in this matter.

Q Have you revi ewed the application and
testi nony presented in this docket?

A Yes, | have.

Q Have you filed direct rebuttal and surrebuttal
t esti nony?

A Yes, along with related exhibits.

Q Do you have any changes to this testinony?

A | have three changes. The first -- in each
pi ece of testinony. The first change is in ny direct,
and it parallels the change that M. Col eman nade
yesterday. And it involves confidential nunbers. But I

think if | refer to M. Coleman's change, we can

Litigation Services | 800-330-1112
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_ _ _ Page 250
acconplish that in public.

At Line 103 of ny direct testinony, there is a
t abl e which derives the weighted average rate of return,
and the separations factors in that table are slightly
off what they should be. So if one puts in the
separations factors that M. Col eman put in yesterday
and runs the arithmetic, the weighted average return
changes fromthe 8.45 percent shown in the direct as
filed to 8.46 percent.
JUDGE JONSSON:  Ckay.
A And that should be the change. I|f we're ready
to nove on to the next change, in ny rebuttal at Line
20 -- at Line 98, change 1984 to 1991.
JUDGE JONSSON: Ckay. Tell ne the line again.
Sorry.
THE W TNESS: Line 98, change 1984 to 1991
JUDGE JONSSON:  Ckay.
A And then in ny surrebuttal at Line 354, delete
two words. Delete "expected future.” And that
conpl etes ny changes.
JUDGE JONSSON:  Thank you.
Q (By M. Miore) Oher than those changes, if
asked you the questions presented in your witten
testi nony, would your answers be the sane?

A Yes, they woul d.
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Q Have you prepared a summary of your tesf?%%n@%}
A Yes, | have.

Q Wul d you read that into the record pl ease?

A Yes, | will. M direct rebuttal and

surrebuttal testinonies and rel ated exhibits have been
pre-filed on behalf of the Ofice of Consunmer Services
on the subject of the appropriate rate of return for
Car bon/ Enery's application for increased U ah universal
servi ce funds.

This case differs froma general rate case
where a conpany seeks to collect its revenue requirenent
only fromits custoners. |In this case Carbon/Enery
seeks to transfer noney fromall consunmers in Uah to
the menbers of Enery Telcom At least three rate return
i ssues have been presented to the conm ssion.

The first is, what is the investors' required
return on equity for the state portion of the weighted
average cost of capital? The second question is, what
is the appropriate bal ance of debt versus equity to be
assuned for the hypothetical capital structure for the
state portion of the weighted average cost of capital
since Carbon/Enery is now 100 percent equity on its
books?

The third question is, what's the appropriate

rate of return for the interstate portion of weighted

Litigation Services | 800-330-1112
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average cost of capital to be drawmn fromthe FCC s Form

492 rate of return report?

In nmy testinonies, | nade the follow ng
observations and recomendations to the comm ssion:
First, Carbon/Enery presents its proposed rate of return
and equity based on inproper risk assessnent that is
contrary to nodern portfolio theory, basic principles of
finance and | ong-standing regul atory practice.

In particular, the conpany advocates that
various prem a be |ayered on top of determ ned rate of
return based on individual conpany risk assessnent.

This advocacy is entirely inconsistent with nodern
portfolio theory under which investors are conpensated
only for systematic risk within an efficient portfolio
but not for any unsystematic risk such as the specific
ri sks of an individual conpany.

Systematic risk is nmeasured by beta in the
capital asset pricing nodel, which accounts for the
firms sensitivity to changes in nmacroeconom ¢ factors
such as inflation, the state of the econony, the term
structure of interest rates, and the spread between
yi el ds on | ow and hi gh grade bonds.

The investor-required return on a conpany's
stock is a function only of the risk factors that affect

all stocks, systematic risk. Under nodern portfolio
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1 theory, investors are not conpensated for firmspecific
2 or unsystematic risks since the investor can mnim ze

3 these risks by adhering to the cardinal rule of

4 investing, diversify.

5 Car bon/ Enery's enphasis on firmspecific risk
6 and various prema results in an inappropriately high

7 requested rate of return on equity which should be

8 rejected by the conm ssion. Second, Carbon/Enery's

9 advocacy of recognizing firmspecific risk in various
10 prema is inconsistent wth the efficient market

11  principles which underlie the operation of gl obal

12 capital markets.

13 Were these various prema to actually exist,
14 the inplication would be that their investnent

15 strategies to profitably exploit them efficient markets
16 arbitrage away any apparent excess returns.

17 Third, Carbon/Enmery's advocacy of recogni zi ng
18 firmspecific risks and various prema as well as

19 leverage beta are not accepted approaches to rate of
20 return determnation in state rate nmaki ng proceedi ngs.
21  Carbon/Enmery provides no citations to any deci sion by
22 the State Regul atory Conm ssion accepting this approach.
23 In nmy search | could not find any instances
24 where a state regulatory comm ssion accepted such
25 recommendations. However, | did find instances where
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state conm ssions explicitly rejected these type of

appr oach.

| f the comm ssion accepts Carbon/Enery's
advocacy in this case, it can expect many jurisdictional
utilities across all sectors to seek higher rates of
return based on various prem a specifically seeking
inclusion of a snmall conpany prem um

No. 4, Carbon/Enery's advocacy of recognizing
firmspecific risks in various prema is one directional
and inproperly ignores substantial offsetting additional
benefits, which pertain to incunmbent |ocal exchange
conpani es such as subsidy funds adm nistered by state
and federal regulators, subsidized | ong-term debt
fundi ng available fromthe RUS, subsidized |ong-term
debt fundi ng avail abl e from banks owned by i ncunbent
| ocal exchange conpani es such as CoBank, and the ability
to raise rates by a general rate case and | ong-standing
nmonopol y franchise originally granted to incunbent | ocal
exchange conpani es.

Fifth, Carbon/Enery fails to provide a rate of
return cal culation which is consistent and conports with
| ong standing State Regul atory Conm ssion practices and
nodern portfolio theory. M testinony provides a
reconmmended return on equity of 10 percent based on

appropriate and consistent rate of return estimations

Litigation Services | 800-330-1112
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_ _ _ Page 255
fromrecent determ nations for state universal service

fundi ng using both the standard CAPM C- A-P-M and DCF
met hodol ogi es.

The conmi ssion can appropriately rely on these
estimations and recomendations in this case. DCU al so
provi des a recommendati on based on the standard CAPM
met hodol ogy which again is consistent with | ong-standing
regul atory practice.

Si x, Carbon/Emery recommends a capital
structure of 65 percent equity and 35 percent debt for
the conputation of the state portion of the weighted
cost of capital. OCS reconmends the conm ssion enploy a
50-50 capital structure based on the fact that such a
capital structure is nore balanced in favor -- the
requested capital structure is inbalanced in favor of
t he individual conpany and agai nst the consunmers which
pay noney into the UUSF.

Furthernore, the comm ssion explicitly
rej ected the use of 65-35 hypothetical capital structure
in favor of individual conpany determ nations. The
50-50 that the OCS recommends conmes from an anal ysis of
conpar abl e conpani es.

No. 7, "The commi ssion's rule requires
cal cul ation of a weighted average rate of return on

capital of the intrastate and interstate jurisdiction."

Litigation Services | 800-330-1112
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1 That's a quote fromthe applicable rule. "Fronwtﬁgge #°0
2 FCCs Form492 rate of return report, which is generated
3 by the NECA adm nistration on behalf of the NECA pool."
4 Car bon/ Enery selects a return fromthis report
5 which conprises only a small portion of the interstate

6 jurisdiction and not the full interstate jurisdiction.

7 The interstate jurisdiction is conprised of nmultiple

8 services including conmon |ine, special access and

9 switched access services.

10 The commi ssion's rule evidently did not

11 contenplate that the Form 492 report has nore than one
12 rate of return onit. And not -- and the rule is not

13 specific on which rate of return to use fromthat form
14  QOCS believes the proper application of the rule requires
15 a rate of the return which covers all interstate

16 services, and that return would be the 9.40 percent rate
17 of return recomended in ny testinonies.

18 The rule refers only to a rate of return on

19 the Form 492, not any separate or additional rate of
20 return calculations. |It's reasonable for the conmm ssion
21 to enploy the rate of return on Form 492 which captures
22 all interstate services and includes hundreds of rural
23 tel ephone conpani es across the country such as
24  Carbon/ Enmery.
25 There seens to be sonme confusion surrounding

Litigation Services | 800-330-1112
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the rule of NECA, the role of NECA and the Form 492

report. All rural tel ephone conpanies are in NECA s
comon |ine pool. However, sone conpanies, including
Emery, have elected to withdraw from NECA's traffic
sensitive and special access pools.

Al'l conpanies offer common |ine special access
and traffic-sensitive access services in the interstate
jurisdiction. Each conpany has the choice of offering
speci al access and traffic sensitive access services,
ei ther through the NECA pooling arrangenents or by
managi ng and adm nistering their ow interstate tariffs.

No. 8. Carbon/Enmery makes various assertions
that the conpany's access to capital is constrained and
therefore, the nmuch higher rate of return sought is
justified. However, Carbon/Emery provides no specific
evi dence that access to capital is in fact constrained,
and in fact, its financial results denonstrate the
opposite.

Carbon/ Enery's paid off all its long-term
debt, and at the sane tinme it has substantially grown
menber equity. Cooperative nenbers continue to
contribute to and benefit from growi ng nenber equity.

Lastly, Carbon/Enmery's rate of return
reconmmendations is inbalanced agai nst the U ah statew de

consuners that pay noney to fund the UUSF. This

Litigation Services | 800-330-1112
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i mbal ance can be considered fromthe |likely reaction of

a Utah consumer to the fact that the conpany has
suggested it's appropriate that the consunmer pay a 16. 83
percent return to the conpany's nenber owners.

Such a consuner woul d no doubt refer to his or
her experience with investnents and returns and vi ew
such a request with dismay and perhaps anger, given that
i nvest nent experience, and especially so since the
consuner nost |ikely cannot use Carbon/Enery services.

OCS's rate of the return recommendati on of
8.46 is properly bal anced between the consuners which
fund the UUSF and the need to fund appropriate cost of
basi c tel ephone service fromthe UUSF. Furthernore,
this recommended rate of return is consistent with
recent return on equity decisions of the conm ssion.

And therefore, we recomrend that the conmm ssion adopt
the 8.46 rate of return as recomended.

Q Does that conplete your sunmary?

A Yes, it does.

MR MOORE: M. Brevitz is available for
Cross.

JUDGE JONSSON:  Ms. Sl awson.

M5. SLAWEON:  Car bon/ Enmery has no questions
for M. Brevitz.

JUDGE JONSSON: M. Jetter.

Litigation Services | 800-330-1112
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1 MR JETTER | do have a few questions Fg?e “>°
2 M. Brevitz. | think they'll be relatively brief.

3 CROSS- EXAM NATI ON

4 BY MR JETTER

5 Q Are you famliar wth, and maybe counsel m ght
6 have a copy, of OCS Exhibit 2R-2 which is a letter --

7 A | have it.

8 Q Okay. And I'mgoing to read briefly fromthat
9 letter a sentence that appears about a little beyond

10 hal fway down. And this reads, "The general paraneters
11 of the rule acconpanied by the variability attenpted to
12 be included in the rule proposed may be applied by the
13 division itself inits interactions wth conpanies."

14 | s that an accurate reading of what's included
15 in that letter?

16 A Yes.

17 Q And | believe in your opening statenment you
18 had said that the comrssion rejected the rule; is that
19 correct?

20 A Yes. Uh-huh.

21 Q Is it your understanding then that the

22 comm ssion also rejected the principles within the rule
23 and rejected their use in the future?

24 A No. | would not say that.

25 Q Ckay. And finally, would it be reasonable for

Litigation Services | 800-330-1112
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arural utility, a rural tel ephone conpany, potentially

to fall within the range of possible capital structures
that could all be considered reasonabl e?

A | don't know that | would put it that way. |
woul d say that the conmmi ssion can and wll exercise its
know edge and judgnment to determ ne what the appropriate
capital structure is in this case. W recommended
50-50. The departnent's recomrended 65- 35.

Q Ckay.

A And the comm ssion wll nake a deci sion.

Q That's the only questions | have for you.
Thank you.

A Uh- huh.

JUDGE JONSSON:  Any redirect?
MR MOORE: One quick one.
REDI RECT EXAM NATI ON
BY MR MOORE:

Q After the sentence that M. Jetter read to
you, is the next question -- sentence, "The conm ssion
is also concerned of the inpact of a rule in setting
just and reasonable rates under Title 54 where the
comm ssion is required to nake a determ nati on based
upon the evidence presented in adjudi cated proceedi ngs,
based on circunstances facing each conpany relevant to

the tinme in which rates will be affected"?

Litigation Services | 800-330-1112
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A. Yes.

Q Do you believe that's consistent with a, an
ongoi ng policy setting rates consistent throughout the
| ocal tel ephone conpani es?

A Can you repeat that.

Q Do you believe that's consistent with the
notion that there should be a long-termpolicy setting
capital structure for incunbent tel ephone conpanies?

A | think the sentence that we just went over
i ndicates that the comm ssion desires to have the
ability to nake determ nations based on the facts and
circunstances in the individual cases as they arise,
rat her than have the outcone governed by a particul ar
rul e.

MR MOORE: Thank you. | have no further
qguesti ons.

JUDGE JONSSON: Recross?

MR JETTER  No.

JUDGE JONSSON: Ckay. M. Brevitz, | just
want to make sure that | understand. So you're
reconmmendi ng that the interstate rate of return taken
off of the NECA formis 9.4, correct?

THE WTNESS: Yes. For all the relevant |ines
of business in the interstate jurisdictions.

JUDGE JONSSON: Ckay. And on the intrastate
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where you're evaluating cost of debt and cost of equity,

there's no dispute that the cost of debt is the 5.636
that Carbon put in its application, right?

THE WTNESS: Yes, that's correct.

JUDGE JONSSON: The cost of equity is where we
have the dispute. And your reconmendation is for 10
per cent ?

THE W TNESS: Yes.

JUDGE JONSSON: Right? And so your, your
blend intrastate rate is then the 8.46, or is that the
total overall?

THE WTNESS: 8.46 is the overall conbined
wei ght ed average cost of capital for both jurisdictions.

JUDGE JONSSON:  Ckay.

THE WTNESS: 7.82 is the cost of capital for
the state jurisdiction

JUDGE JONSSON: That was ny question.

THE W TNESS:  Uh- huh.

JUDGE JONSSON: Ckay. 7.82 percent for the
intrastate cost of equity.

THE W TNESS. Yeah, cost of capital. That's
t he bl ended cost of debt and equity.

JUDGE JONSSON: Ckay. Geat. Thank you.

THE WTNESS: And then the interstate return

of 9.40 is a conprehensive overall return for both debt
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and equity.

JUDGE JONSSON:  Ckay. Thank you.
MR MOORE: O fice calls Bion Ostrander.
Bl ON OSTRANDER,
called as a witness at the instance of the Ofice of
Consuner Services, having been first duly sworn, was
exam ned and testified as foll ows:
DI RECT EXAM NATI ON
BY MR, MOORE:
Q For the record, can you state your nane, your
enpl oyer and your busi ness address.
A. Bi on Gstrander, GOstrander Consulting, 1121 SW
Chetopa Trail, Topeka, Kansas, 66615.
Q Have you reviewed the application and the
witten testinony in this case?
A Yes.
Q Did you file pre -- witten test -- witten
direct testinony and witten surrebuttal testinony in

this case?

A Yes.
Q Do you have any changes to this testinony?
A Yes. | amgoing to start with ny revised

direct testinony, page 1, Line 3. After the reading

t hat says, "I am an independent regul atory consultant,'

there should be a period. And then the renai nder of
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1 that sentence and the related footnote should be rage =4

2 stricken.

3 And in its place should be inserted, "I have

4 previously practiced as a CPA in Kansas since 1990."

5 But | amnot presently holding nmyself out as a CPA in

6 Kansas because | have not renewed ny permt to practice,

7 and | have not yet submitted the required hours of

8 continuing education.

9 And that sane change should al so be nade to ny
10 OCS Exhibit 1D-1 which is ny CV. And if you go to that
11 Exhibit, 1D 1, the second sentence and rel ated footnote
12 shoul d be stricken. So where it says, "I am an
13 independent regul atory consul tant and have mai ntai ned an
14  uninterrupted permt to practice as a certified public
15 accountant in the state of Kansas since 1990," that
16  should be stricken.

17 The reason | am nmaking that change is just to

18 nmake sure and to clarify in case there is any

19 msunderstanding that |I'mnot holding nyself out at this

20 time as a CPAwith a permt to practice. That will be

21 renewed probably in the next few nonths, pending ne

22 getting ny CPE continuing hours -- continuing education

23  hours subm tted.

24 Q Was that your only change?

25 A No. | have sone other changes. Page 19 --
Litigation Services | 800-330-1112
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1 JUDGE JONSSON:  Is this still in your rgggie%GS
2 direct?

3 THE W TNESS: Yes.

4 JUDGE JONSSON:  Ckay.

5 A Page 19. If you go to table BCO3, under the
6 colum that says allocation factors, if you go down to
7 the third line that says CABS, that should be stricken
8 and shoul d be changed to "accounting in general." And
9 then if you go to the 8th Iine down which currently says
10 Human Resources, that should be stricken and again that
11  shoul d say, "accounting in general."

12 | *' m maki ng this change because there was a

13  conmpany docunent that had these allocation factors in
14 that format that | think were all under the sane

15 assunption now that the accounting in general factor is
16 applied to those particul ar departnment cost pools.

17 | have sone nore changes. |If you go to page
18 27, the sentence that starts on 5, on Line 581 through
19 Line 585 should be stricken. That starts out, "If total
20 revenues was adopted..." And the reason that |I'm
21 striking that sentence is because the sentence down on
22 Li nes 589 and 594 basically state the sane thing and
23 provide that -- state that with nore clarity.
24 And now page 30, going to Footnote 37. And
25 1'mgoing to add sonme words on the end of that sentence

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



http://www.litigationservices.com

PROCEEDI NGS DOCKET NO. 16-2302-01, VOLUME Il - 01/27/2016

© 00 N o o B~ W N P

N N T N T N T e N S O e e I N e
o A~ W N P O ©O 00 N oo 0o A W NN+ O

_ Page 266
so that sentence currently ends with OCS 2.36. And the

remai ni ng | anguage after that should say, "...for Carbon
and 2.40 for Enery, comma, wth the related Exce
spreadsheets for these data request responses provided
with my direct testinony at work paper 1.5."

The reason | am naking that change is because
OCS data request 2.36 relates to Carbon, and OCS data
request 2.40 relate to Emery. But they both provide the
sane information related to the overheads. And when you
| ook at certain Excel files, they may say 2.36 or 2.40,
but they're the same information. They're just for
ei ther conpany, although it's the sanme information.

Page 31 -- I'msorry. Yes, page 31, footnote
38, this will be the same change. After the current
| anguage it says, "OCS 2.36," and the | anguage that
shoul d be added to that is, "...for Carbon and 2.40 for
Enery, with the related Excel spreadsheets for these
data request responses provided with ny direct testinony
in wrk paper 1.5."

Al so on page 31, Line 669 the first word

there, "Emery," that should be changed to
“Carbon/Enery's." Page 34, Line 735, "Colum H' should
be changed to read "Colum J." Page 35, Line 745
"Colum |I" should be changed to "Colum K. " Page 36

Line 781 after the word, "of," the two words, "triple
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pl ay" should be inserted there.

Page 37, Line 783, strike the word, "IP TV
and insert "digital TV." This change is nmade to reflect
that the triple play bundle includes one regul ated
service and two nonregul ated services. But that other
nonregul ated service is digital TV and not IP TV. And
t hat concl udes the changes for ny direct.

And | have one change for ny surrebuttal. And
that is at page 20, Line 450, the word, "interstate"
shoul d be changed to "intrastate.” And finally, the
| ast change that | have to ny testinony is, |I'm
wi t hdrawi ng ny adjustnment related to the mgration of
cable TV custoners fromthe cable TV affiliate to the
Internet affiliate. This adjustnent was originally
proposed by DPU and then withdrawn. And now |'ve
wi t hdrawn that adjustnent. That concludes ny changes.

Q (By M. More) Oher than those changes, if
were to ask you those questions in your prepared
testi nony, woul d your answers be the sane?
A Yes.
Q Have you prepared a sunmary of your testinony?
A. | have. 1In this case, Carbon seeks about
800, 000 of new UUSF, along with existing UUSF of about
one mllion for total UUSF of about 1.8 mllion that it

is seeking. Through its adjustnments in this case, the
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OCS proposes to elimnate all of the new UUSF of 800, 000

that Carbon is requesting and renove about 400, 000 of
the existing UUSF so that OCS's bottom i ne
recommendation is that Carbon shoul d get about 600, 000
of UUSF.

My testinony proposes adjustnments that are
consistent with state and federal |aw and regul atory
best practices included in Section 254K of the Federal
Tel ecom Act, U ah Code 54-8B-6 and the FCC s Part 32
affiliate transaction rules, along with the FCC s Part
64 cost allocation procedures.

The | argest adjustnent that | propose is
related to an overhead adjustnent. And if this
adjustment is not nmade, it is nmy opinion that
Car bon/ Enery's regul ated operations w ||l be subsidi zi ng
its nonregul ated operations for a fairly significant
amount. And that would be in violation of Uah Code
54- 8B- 6.

Regar di ng the overhead adjustnent, | have a
nunber of concerns. One is that Carbon has not provided
a fully docunented and supported Part 64 cost allocation
manual . This manual is deficient in a nunber of ways.
When the information was first submtted, it included
basi cally sonme PDF pages that |ook |ike they'd been in
Excel format, | think about 10 pages.
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And those pages had no underlying Excel

spreadsheets at that time that showed the cal cul ations
or expl anation of how those factors were derived.
Subsequently, through a data request that OCS sent
asking for all supporting cal culati ons and docunentation
for the CAM the conpany did provide sone Exce
spreadsheet s.

But once again, they provided these Excel
spreadsheets without really any witten expl anation of
what literally are hundreds of thousands of fields
included in these spreadsheets.

Al so sone of these spreadsheets are
dat abase-type Excel docunents. And they were not
presorted to show the anount of cost pools and how nuch
had been allocated to various expense accounts through
various allocation factors. And that's also a
requi rement of the CAM

So essentially the OCSis left with a CAM
with -- that really doesn't have a | ot of narrative
expl anation as to how the factors were derived al ong
with the supporting cal cul ati ons.

Sonme of the problens I have with the Carbon
allocation factors are varied and nunerous. First of
all, Carbon, for the cost pools of chief executive

officer, board of directors and public relations and

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



http://www.litigationservices.com

PROCEEDI NGS DOCKET NO. 16-2302-01, VOLUME Il - 01/27/2016

© 00 N o o B~ W N P

N N T N T N T e N S O e e I N e
o A~ W N P O ©O 00 N oo 0o A W NN+ O

Page 270

mar keting, they allocate 75 percent of those costs to
regul at ed operation and 25 percent to nonreg. | have
made adj ustnents --

JUDGE JONSSON: Can | get the pool s again.
CEQ, board. ..

THE WTNESS: And public relations slash
marketing. And each one of those cost pools uses the

sane allocation factor, which is a single input

al location factor that is the nunber of billing records.
For those three cost pools -- anyway, for the board of
director and chief executive officer cost pools, | have

changed that allocation factor to allocating 50 percent
to regul ated and 50 percent to nonregul at ed.

For the remai ning cost pool, public relations
and marketing, | have changed that to an allocation
factor of 25 percent regulated and 75 percent
nonr egul at ed.

The | oan remai ning cost pool which |'ve
adjusted is custoner service representatives. And the
conpany has all ocated about 65 percent of those costs to
regul at ed operations and about 35 percent to nonreg.
And ny adjustnent basically flips those two allocations
and al |l ocates about 35 percent to regul ated and 65
percent to nonregul at ed.

The reason that | have opted to use a
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1 corporate allocation factor that includes five inputs

2 instead of one is because in ny vast experience in

3 telecomunications and regulation in general, |'ve never

4 seen a corporate overhead allocator that uses customer

5 records as one single input.

6 Cor porate overhead costs are varied and ki nd

7 of like a hodgepodge of various different expenses. And

8 so it would not usually be anticipated that one single

9 allocator could be cost causative or directly related to

10 all of those different types of expenses. Also, Carbon

11 is not provided any precedent in Utah cases or other

12 regul atory cases to show that a single input billing

13 records allocator has been accepted or adopted in a

14  regul atory proceedi ng.

15 One of the exanples that |'ve tal ked about is

16 using M. Johansen, the chief executive officer, as an

17 exanple. M. Johansen's salaries, benefits, travel

18 costs, cell phone costs and m scel | aneous travel costs

19 and credit card costs are all included in the chief

20 executive officer cost pool. And so they're all

21 allocated by single input factor of nunber of billing

22 records.

23 But | don't think that the manner in which

24 M. Johansen spends his tinme is cost causative or

25 directly related to the nunber of billing records. |
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don't believe there's a director cost causative
relationship in that regard.
The allocators that | have used or the inputs

and drivers that | have used in nmy corporate overhead

al l ocators consist of five elenments. |It's revenues,
expenses, payroll, net plant, and nunmber of billing
records. So | have included the company's billing

records as one conponent, but |'ve also included four
ot her conponents.

The conpany has taken exception with nmy use of
revenues as one of the inputs to the corporate overhead
all ocator. However, it was just as recent as May 2014
that the conpany itself used revenues as a single driver
for the business solutions allocator. So it's clear
that despite their objection to ne using revenues, they
t hensel ves were using the sane revenues allocator as a
driver in another overhead allocator -- or another
al | ocator.

Al'so, around 19 -- I'msorry. Around year

2006, the conpany used three inputs, including payroll,

nunber of custoners and billing records, for the
corporate overhead general and allocating -- accounting
al | ocat or.

So it's clear that the conpany has used

revenues and has used multiple inputs in the past. But
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for some reason they've changed that to a single unit

al l ocator which is nunber of billing records. And
coincidental ly using that single allocator drives nore
cost to the regul ated operations and assists the conpany
in getting increased UUSF.

The conpany has al so taken exception with ny
use of an allocator of 24 of 25 percent for allocating
the public relations and nmarketing cost to regul ated
operations. One of the exanples | give is the triple
pl ay bundl e which the conpany offers to its custoners,
whi ch i ncludes one regul ated service, which is basic
| ocal service, and two nonregul ated services which are
Internet and digital TV.

And for sinmplicity purposes, you could
rationalize that I"'mgoing to allocate a third of the
advertising public relations costs to each one of these
services, just on a common sense or reasonabl eness
st andpoi nt .

But when | further exam ne the type of
advertising information the conpany provided ne, | saw
that there was no specific advertising or docunentation
t hat advertised basic local service as a stand-al one
service. And even the advertising for triple play never
specifically pronoted | ocal service. It just nerely

listed | ocal service as one of the conponents of the
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triple play package.

Regardi ng the customer service representatives
factor, we also have a difference of opinion there. |
have al |l ocated 35 percent of those costs to regul ated
operations. Basically using sone of the same rationale
that | used for the 25 percent factor for payroll and
mar keting, except | ratcheted it up another 5 percent
just to be conservati ve.

The conpany's claimthat the anount that |
have allocated of 900 -- I'msorry. That's a
confidential nunber. The conpany clainms that the nunber
that | have allocated is excessive and they said the
amount should be less than that. And in rebuttal,

Car bon/ Enery provi ded an Excel spreadsheet wi th pivot
table. However, when | attenpted to open that pivot
table and look at it, it was hard-w red or hard-coded.

So | could not open it up. | could not |ook
at the formulas. | could not see how the conpany
determned its calculations. So |I'mnot necessarily
saying it's incorrect. |'mjust saying | don't have
adequate information at this point in tinme to audit that
information. And the conpany subsequently never sent ne
an updated disk or information that would fix that
i nformati on.

Anot her adjustnent that |'mproposing is to
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only include 50 percent of tel ephone plan under

construction of materials and supplies and rate base,
and |'ve basically used the sane |logic for renmoving 50
percent of those costs in both cases. Those account
bal ances have fluctuated significantly in recent years,
and it appears a significant increase in these accounts
is due to the conpany's placenent of fiber.

However, ny concern is, if we establish the
| evel of tel ephone plan under construction materials and
supplies at the highest level it may ever be because of
t he conpany's construction fiber placenent plan, when
those levels fall off, they will continue to recover
UUSF at those unusually high levels. Therefore, | have
renoved 50 percent of those ampbunts to reflect what |
think is a nore reasonable | evel based on historical
| evel s.

Anot her adjustnent | have nade is to renove
t he conpany's proposed three year projection of an
access line loss. The conpany projects that it wll
| ose access lines through three years outside the test
period through Decenber 17th. They have already nade
one true-up revision to that adjustnment because their
projection was not accurate, and that's an indication of
the problens with using these projections.

There are a | ot of other changes in revenues
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expenses that could possibly occur in the next three

years, and the conpany has not made any attenpt to
synchroni ze those adjustnent. They've basically taken
one single conponent and said that is going to change in
the next three years and apparently assune that there
will be no other changes for the next three years. And
| don't think that's a reasonabl e manner to approach
this. | think it's nore reasonable just to go ahead and
wi t hdraw t hat adj ustnent or renove it.

Al so, |'m proposing an Adjustnent 8 for
depreciation. M adjustnment is sonewhat simlar to the
DPU s adjustnment in that we're both attenpting to cone
to the reasonabl e depreci ati on expense anmounts, except
we're comng at it fromdifferent angles. |'m not
opposed to the DPU adjustnent. | just look at it as
anot her net hodol ogy, an alternative to mne.

| ' ve adjusted four accounts. And for the two
| arger accounts related to subscriber equi pnent and
aerial cable, these accounts will be fully depreciated
in the not-so-far future. And | have taken the anount
of depreciation that remains to be depreciated on those
accounts and anortized it over five years. So
essentially |'ve del ayed recovery of that depreciation
fromthree years to five years.

And one thing | do want to nake clear is that
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|"monly tenporarily stopping depreciation on these
accounts. |1'mnot saying that these accounts will be
permanently stopped fromrecording depreciation. |If the

conpany continues to nmake plan additions to these
accounts in the future, |I'mnot opposed to them com ng
in and asking for increased UUSF if that occurs.

However, the problemthat will occur if we
don't deal with these depreciation issues nowis, once
again, the conpany will receive these elevated | evels of
depreci ati on expense in the -- through its UUSF funds
that it draws down.

And t hen when these accounts do becone fully
depreciated and/or if they would stop depreciation on
t hose thensel ves, they would continue to receive those
el evated | evel s of UUSF wi thout actually incurring the
costs. And so those are sone of the issues we are
attenpting to deal wth.

Finally the last adjustnent | propose is an
i nterest synchronization adjustnent. And the conpany is
opposed to this adjustnment because they say interest
synchroni zation is not reasonable for a conpany that has
a hypothetical capital structure.

But | provide an exanple of a case here in
Utah, and | cited to a specific conmm ssion order which

cal cul ated synchroni zati on on @Gunni son Tel ephone
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Conpany. And that was via a stipulation between

Gunni son and the DPU, and the conm ssion accepted that
stipulation. So there's definitely some precedent
t here.

Al so, the conpany has used the cost of debt in
its cost of capital calculations, although it doesn't
have any existing debt. So they are getting the
advant age of using the cost of debt via an increased
rate of return. So that benefits them and they get
i ncreased UUSF.

But it appears the conpany wants the best of
both worlds. They want to be able to include the cost
of debt in rate of return, and receive an elevated rate
of return and increased UUSF, but they don't want to
recogni ze the interest synchronizations on that sanme
cost of debt. So in a sense, they want to recogni ze
cost of debt when it's beneficial to them but they want
to ignore the cost of debt also when it's beneficial to
them That concludes ny sumary.

MR. MOORE: Your Honor, before | submt
M. Ostrander for cross, | want to state that the OCS
had a different understanding wth regard to the
questions asked by the conm ssion prior to this hearing.
W understood that the answers should be in the form of

evi dence presented by a w tnesses.
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JUDGE JONSSON:  That's fine.

MR MOORE: Rather than a policy argunent
presented by attorneys. However, | would like to sinply
ask M. Ostrander these questions and have himreply
quickly. If on cross policy issues conmes up, we would
like to object to M. Ostrander sending up the policies
of the OCS and instead introduce those -- if this
occurs, introduce the policies through the testinony of
M chel e Beck of the office.

JUDGE JONSSON:  We' ||l deal with that if it
comes up. |If you feel like you need to change your
wtness, let ne know, and we'll see where we are. To
the statenment you'd like to have M. Ostrander respond
to those questions, that's fine. You can go ahead and
do that now.

Q (By M. More) Yes, M. Ostrander, in
question No. 1, Utah Code 548-B, are you satisfied that
the continued or increased disbursenents of the UUSF
woul d not serve to subsidize a nonregul ated operations
of Carbon/Enmery, Carbon/Enmery Tel ecom Carbon/Enery?
Way or why not ?

A OCS is concerned that continued and increased
di sbursenents fromthe UUSF woul d cause nonregul at ed
affiliate operations to be subsidized by Carbon/Enery's

regul ated operations. And this would be in violation of
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the statutory | anguage.

The adoption of OCS proposed adjustnments wll
sufficiently mtigate the subsidization of nonregul ated
affiliate operations by Carbon/Enmery's regul ated
operations to warrant continuation of the UUSF at the
| evel we reconmend in this case.

The conmm ssion shoul d adopt OCS adj ustnents
t hat reduce Carbon/Enmery's total proposed UUSF from
about 1.8 mllion to about .6 mllion, and this would
consist of the followng: Renoving the entirety of OCS
proposed new i ncrease in the UUSF of about 816,909 and
removi ng about $428, 897 of Carbon/Emery's existing UUSF
to about 1,038,714, which results in a residual anount
of 609,907 that Carbon woul d be able to recover fromthe
UUSF.

Car bon/ Enery assigns and al |l ocates costs,

i ncl udi ng corporate overhead expense to its regul ated

operation that causes nonregul ated affiliate services

such as retail Internet service provided by

Carbon/ Enery's nonregul ated affiliate to be subsidized
by Carbon/Enery's regul ated servi ces.

As an exanple, the OCS proposed adj ust nent
BCO2 to revise Carbon/Enery's allocation of corporate
over head expenses and shift a certain anount of

corporate overhead expenses fromregul ated operations to
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nonr egul at ed operations to prevent substantive cross

subsi di zati ons of nonregul ated operations by regul ated
oper ati ons.

In addition, ny testinony explains that | have
proposed adjustnents that are consistent with state and
federal law, along with regulatory best practices to
help mtigate the negative inpact of Carbon/Enery's
cross subsi di zati on.

Citations to these are included in ny
testinony. For exanple, ny testinony explains that
control s subsidization concerns and rel ated proposed
adjustnents are properly addressed via Ut ah Code Section
54-8B-6 at Ostrander direct testinony, page 13, Line 292
t hrough page 14, Line 313.

Al 'so, ny direct testinony addresses concerns
related to cross subsidization via Section 254K of the
Federal Tel ecom Act of 1996 at ny direct testinony page
12, Line 261 through page 13, Line 290. Also ny
testi nony addresses concerns related to cross
subsi di zation via the FCC s Part 32 affiliate
transaction rules, per FCC Section 32.27, and that's
addressed in any direct testinony at page 14, Line 315
to page 15, Line 335.

The final citation in ny direct testinony

addresses concerns related to cross subsidi zation via
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the FCC s Part 64 allocation of cost rules at FCC

Section 64.901-904. And that is cited at my direct
testi nony page 15, Line 337 to Line 347.

Q The second question reads, "Utah Code Section
54- 8B- 15- 1A states, 'Base of phone service neans | ocal
exchange services.' Uah Code section 54-8B-15-6A
states, 'The UUSF shall be designed to pronote equitable
cost recovery of basic tel ephone services."

Are you satisfied that a continued or
i ncreasing disbursenent fromthe UUSF -- UUSF to
Car bon/ Enery would comply with the statutory | anguage?
Way or why not?

A OCS is satisfied that reduced |evel of UUSF
that it recommends in this case will allow Carbon/Enery
adequat e cost recovery related to basic tel ephone
service. The OCS further asserts than an increased
di sbursenment or continued di sbursement at current |evels
woul d be equitable because it would allow Carbon/ Enery
cost recovery for nore than is necessary for basic
t el ephone servi ce.

Q Question No. 3 reads, "Utah Code section
54-8B- 15-5 states, 'Qperation of the UUSF shall be
nondi scrim natory and conpetitive and technol ogically
neutral in the collection and distribution of funds,

neither providing a conpetitive advantage for nor
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i nposi ng conpetitive di sadvantage upon any
t el ecommuni cati on provider operating in the state.”

Are you satisfied that continued or increased
di sbursenent fromthe UUSF to Carbon/Enmery woul d conply
with the statutory | anguage? Wy or why not?

A OCS is concerned that the continued and
i ncreased di sbursenments fromthe UUSF woul d not pronote
nondi scrim natory, conpetitive and technol ogically
neutral collection and distribution of UUSF, which would
be in violation of this statutory |anguage.

When nonregul ated affiliated Internet
operations are subsidized by Carbon/Enery's regul ated
basi c | ocal exchange operations, via excessive
al l ocation of nonregulated affiliate cost to regul ated
operations, this provides the conpany with excessive
UUSF which it can use to underm ne conpetitors that do
not have the ability to subsidize their conpetitive
oper ati ons because they do not have access to UUSF
revenues, and they do not have regul ated operations
whi ch coul d be used to subsidize their conpetitive
operati ons.

The adoption of OCS proposed adjustnents wll
sufficiently mtigate any conpetitive advantage enjoyed
by Carbon/Enery to warrant continued di sbursenent of

UUSF funds at the |level we recommend. OCS is satisfied
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that the reduced | evel of UUSF di sbursenent that we

recommend will not create any conpetitive di sadvant ages
for Carbon/ Enery.

MR MOORE: M. Ostrander is available for
Cross.

JUDGE JONSSON:  Ms. Sl awson.

M5. SLAWSON: Thank you. I'mgoing to need to
set up a projector. So it takes a few minutes to warm
up. | don't know if you want to break

JUDGE JONSSON:  Sure. Let's take a break.

Pl an on about 10 m nutes. See where we are then.

(Recess from11:17 a.m to 11:29 a.m)

JUDGE JONSSON:  All right. W're back on the
record. M. Slawson, go ahead.

CROSS- EXAM NATI ON
BY MS. SLAWSON:

Q Thank you. Good norning, M. Ostrander.

A Good nor ni ng.

Q | wanted to out -- at the outset, you are
aware, are you not, that Carbon's current revised
request for the UUSF in this case is $573,643, correct?

A Yes.

Q Ckay. I'mgoing to junp around a little bit
in the sake of trying to be brief. You just testified

that the inputed debt, 35 percent benefits the conpany.
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In fact, if the actual conpany debt is zero, the

cal cul ati on woul d show that the state rate of return
woul d be the state return on equity; is that correct?

A Yes.

Q Okay. WII you turn in your testinmony to OCS
Exhi bit 1D2 Schedul e A3.

A Ckay.

Q And | believe this is the schedule that you
use as the basis for your table enbedded in your
testinmony BCO5; is that correct?

A Yes.

Q Ckay. The revenues that you've listed in
Col um D on the schedul e, because |I'mgoing to talk
about actual dollar nunbers here, I'mnot going to say
the nunbers. But | want you to | ook at the columm that
has the dollar figures in it.

A Ckay. So just for clarification, you' re on
page 2.

Q Page 2 of the --

There's two pages to that particular --
Yeah, let's nmake sure.

| just heard the word revenues, so..

o > O »F

Yeah, page 2.
JUDGE JONSSON: Ckay. And the exhibit nunber
Is OCS Exhibit 1D3. 1Is that what | heard?
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MS. SLAWBON: | think it's 1 D2, Schedul e A3,

page 2.
JUDGE JONSSON:  Ckay.

Q (By Ms. Slawson) The revenues listed in Col um
D are annual revenue figures; is that correct?

A Yes.

Q Ckay. And the operating expenses listed in
Colum F, those are annual expense figures, correct?

A Correct. They exclude depreciation and i ncone
t axes.

Q Right. Net plant that you have listed in
Colum H, those are annual net plant figures?

A Vell, trial balance is not an annual anount.
It's -- it's an anount that carries forward. But it's
t he end of Decenber 31st, 2014.

Q Ckay. In your net plant nunber, you did not
real | ocate the shared assets which were held 100 percent

on the books of ETV, correct?

A | did not do that.

Q Ckay.

A And | don't think --

Q And that --

A -- that any of these --

Q That was the question. Thank you. Also, by

your --
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1 A VWell, they didn't include any adjustnents.
2 Q It's going to go faster if | ask the
3 questions, and you answer the ones that | ask.
4 A VWll, there's -- | have to explain that these
5 anmounts don't include any adjustnents.
6 JUDGE JONSSON: If there's nore that you want
7 to explain, your counsel can help you with that on
8 redirect.
9 THE W TNESS: (kay.
10 Q (By Ms. Slawson) The -- by using the net plant
11 figure, | believe you ve testified this is net plant.
12 So depreciation is elimnated fromthat; is that
13 correct? Depreciation expense.
14 A Accunul ated depreciation is --
15 Q Ckay.
16 A -- deducted fromthat.
17 Q And by, by using net plant, you don't take
18 into account the different depreciation nmethods applied
19 to the regulated and the nonregul ated conpani es t hat
20 were testified to earlier, correct?
21 A Correct.
22 Q kay. On payroll anmpbunts listed in Colum L,
23 those are annual payroll figures?
24 A Yes.
25 Q Ckay.
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_ _ Page 288
A Wt hout any adj ustnent.

Q And then, then the billing records that you
listed in Colum J, you've got those |isted as doll ar
figures, but those are not dollar nunbers; is that
correct?

A Correct.

Q The underlying data for those woul d be a
nunber of billing records, correct?

A Yes.

Q kay. And the billing records that you' ve

listed there, if you -- if we elimnate the dollar sign,
those are nonthly billing records; is that correct?
A | believe that's correct.

Q kay. So if we were going to be consistent
wth the analysis, the figure in Colum J should be
multiplied by 12 to get an annual figure, correct, on
billing records?

A Well, it's a matter of --

Q Al'l the other --

A -- what's representative because the -- |'m
relying on your allocation factors.

Q kay. Al of the other columms are
annual i zed. But the Colum J is a nonthly figure; is
that correct?

A. That's correct.
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Q Ckay. Let's see. You excluded the -- you

just testified that you excluded the accunul at ed
depreciation fromthe net plant nunber, correct?

A Yes.

Q And then on the operating expenses, did you

i nclude from Columm F payroll from net operating

expenses?
A No, | didn't.
Q Ckay.
A It's intended to be in there.

Q So you' ve got payroll in Colum J, and then

you' ve al so included payroll in Colum F; is that
correct?
A Yes.

Q Okay. And you woul d agree, would you not,
t hat Carbon/ Enery has plant that would be fully
depreciated but still has costs associated with it?

A Can you --

Q Plant can be fully depreciated, but it stil
has costs associated wth it. Not depreciation but

other costs associated with it, correct?

A Yes.
Q kay. Okay. | want to talk alittle bit
about -- in your surrebuttal testinony and then here

today in your summary, you tal ked about on the one hand
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Car bon/ Enery gave you hundreds of thousands of fields of
informati on, and then you testified that Carbon wasn't
forthcomng with its data. So | want to touch on that a
little bit.

Looki ng -- you indicated that Carbon/Enery
gave you -- sent you a pivot table that was hard-coded;
is that correct?

A Excuse ne.

Q You said it wasn't working?

A | was not able to open it up and | ook at the
assunptions or the formulas in it.

Q And that was sent to you how?

A | received it -- that particular version, it
was confidential, so I probably received it on a CD

Q And would it surprise you to know that it was
confidential, sent by ne and you received it by e-mail?

A That woul d not surprise ne.

Q Ckay. And are you saying -- when you're
sayi ng you couldn't open it, do you nean you coul dn't
open the attachnment, or do you nean that you couldn't

open the pivot table?

A | couldn't open the pivot table.

Q Ckay.

A | coul d open the broad Excel spreadsheet.

Q And so when you opened it, the sunmary page
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1 looked like this; is that correct?

2 A | believe that's correct.

3 Q Ckay. And you're saying that when you went

4 to, for exanple, Columm C-20, CSR Distribution, and you

5 clicked on that, it was hard-coded because the nunber

6 appeared up in the fornula bar but no formula. 1Is that

7 what you're saying by hard-coded?

8 A My version -- and naybe you have got this a

9 little bit -- nmy -- the pivot table appeared like as a

10 square like within the mddle of the spreadsheet.

11 Q Okay. So let's look at the exhibit that we've

12 identified.

13 M5. SLAWSON: |'Il nake sure that you have the

14  one that's been marked. My |?

15 COURT REPORTER  Yes.

16 Q (By Ms. Slawson) | have turned to what's been

17 marked as CE Exhibit 3.3R 1'll give you just a mnute

18 to get there. Okay. Does the exhibit that's printed in

19 the book |l ook Iike the exhibit that's on the screen?

20 A Yes.

21 Q kay. And do you -- are you -- is it your

22 testinony that you received the exhibit that |ooks |ike

23 this, or are you testifying that you received an exhibit

24  that |ooks different?

25 A | received a particular schedule that had a
Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

PROCEEDI NGS DOCKET NO. 16-2302-01, VOLUME Il - 01/27/2016

© 00 N o o B~ W N P

N N T N T N T e N S O e e I N e
o A~ W N P O ©O 00 N oo 0o A W NN+ O

. . _ - Page 292
pi vot table that was kind of inserted within the body of

the exhibit. So you could appear |ike you could punch
on it and open it up and sel ect things.

Q Okay. Well, let's just see because this is
the one that was sent to you. Let's just see. If we go
into that colum and we double click it |ike you would
do in a pivot table, doesn't that take you to all of the
underlying data that the pivot table and that columm in
the pivot table is representing?

A This particul ar spreadsheet does.

Q So | guess | want to be clear. You're -- are
you suggesting that you did not receive this particular
spreadsheet in this particular fornf

A Yes.

Q OCkay. So | guess we mght need to recall a
Wi tness or enter into evidence the e-mail that was sent.
Let me ask you this. D d you have any -- did you call
when you got the pivot table, and it was represented to
be a pivot table, and you couldn't nmake it work, did you
call the conpany?

A | did better than that. | put it in ny
testinony. And | never got any response back fromthe
conpany and never received a replacenent disk.

Q No. |'mtalking about before under you filed

your testinony. Wen you were in the process of filing
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_ _ _ Page 293
-- preparing your testinony, did you call the conpany?

A No. | didn't know what to --

Q Did you notify your counsel that the docunent
was not as represented, and that he or she should nake a
call to Carbon/Enmery's counsel ?

A | didn't know what | was supposed to have and

not supposed to have. There's a |lot of docunments |

received --
Q Ckay.
A -- which did not have the required

information. And so | don't know what Enery was
intending to provide ne. | never really know that.

Q VWll, they said in their testinony they were
intending to provide you a pivot table. | would inagine
that if the pivot table didn't work, you would contact
t he conpany. But you're saying, your testinony here
today, is that you did not contact anybody at the
conpany about the nonworking pivot table that you
al l egedly received; is that correct?

A | did not contact them because it was in ny
testinony and they could have contacted ne.

Q kay. Yes or no?

A | did not contact them

Q Ckay. That's the only question | have on the

pivot table. You also indicated that you received the
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1 cost allocation manual -- we're done with this. EE%E %?4
2 seat if that's nore confortable for you.

3 You also testified that you received a PDF of
4 the cost allocation manual; is that correct?

5 A That was -- in the conpany's original filing,
6 that was a docunment that was originally provided.

7 Q Ckay. And would, would it surprise to know
8 that a copy of the Excel spreadsheet form of the cost

9 allocation manual was sent by counsel to your counsel
10 the day of the filing?

11 A | don't know.

12 Q O the application.

13 A | don't know, because sonmetinmes there were
14  docunents | would receive, and | would not have a

15 working version.

16 Q So --

17 A And sonme of those documents we got, and sone
18 of themwe didn't.

19 Q Wuld it surprise -- do you have anything to
20 dispute that the docunent was sent in an Excel
21  spreadsheet version to office for the division and
22 office for the -- | nmean counsel for the division and
23 counsel for the office the date it was filed on March --
24  April 2nd?
25 A | can't confirmif it was or wasn't.
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Q Ckay.

A | just don't know.

Q Did you visit Carbon or Enmery to inspect its
books and records or plant prior to filing your
testinony in this case?

A No. W --

Q Yes or no?

A W got the indication that DPU was not going
to go and do field work, so we decided if they weren't
going to go that, it probably would not be necessary for
us.

Q kay. And did you participate in the
conference held at the O fice of Consumer Services on
August 24th with the conpany and the office to go over
sone of the details in the testinony that was fil ed?
Did you participate in that conference?

A Conference call?

Q No. W actually had a conference. | just
wondered i f you were there.

A | don't -- | don't believe so.

Q kay. And one of your adjustnents is with
regard to materials and supplies, correct?

A Correct.

Q And you're concerned if Carbon's UUSF is

establ i shed when the nmaterials and supplies are what you
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1 would call high, then the materials and supplies ??ggn%QG

2 if they then decrease or fall off, level off, that

3 Carbon will over-recover UUSF; is that correct?

4 A That's correct.

5 Q And if Carbon -- and if Carbon's |evels of

6 materials and supplies did drop off, it would be

7 reflected on Carbon's annual report filed with the

8 Public Service Conmssion; is that correct?

9 A For what period?

10 Q For the period -- for annually. They file

11 that annually. So the materials and supplies would be

12 reflected on the annual Public Service Conm ssion

13 report, correct?

14 A Yes.

15 Q Ckay. And the division reviews the annual

16 reports, correct?

17 A They review the annual reports, but that

18 doesn't mean they take actions.

19 Q But they could. |[If they determ ned that the

20 materials and supplies had | evel ed off or decreased, the

21 Division of Public Uilities could say, "Hey, you're

22 over earning." |Is that correct?

23 A | guess they coul d.

24 Q Ckay.

25 A But I'mnot aware that they've done that.
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1 Q You're not aware that they've done thatp?%e v

2 this case, or you're not aware they have done that in

3 any case?

4 A |''mnot aware that they' ve done that in a

5 nunber of cases that |'ve been involved in.

6 Q Ckay. But it wouldn't surprise you to know

7 that they have in fact done that with other tel econs

8 that you have not provide -- or not been involved wth?

9 A Oh, I'mnot disputing that.

10 Q kay. You also indicated that in your BCO

11 Adjustnent 2 with regard to the accounting and general

12 allocator, you don't think billing records as a single

13 input is appropriate; is that correct?

14 A That's correct.

15 Q And yet in M. Wolsey's rebuttal testinony,

16 he included a calculation of the A and G all ocator using

17 billing records, gross plant and payroll, weighted

18 equally. And the result was within one half of one

19 percent of the original calculation using billing

20 records alone, wasn't it?

21 A He did that, but he included gross plant

22 instead of net plant. |'mrecomendi ng the use of net

23 plant. So he used -- you know, selected sone factors

24 that | had not used.

25 Q G oss -- and he select -- selected gross plant
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1 so that all of the plant would be -- all of the B?%%tzgS
2 that mght have costs associated would be included in
3 the calculation, correct?
4 A Vell, the problemw th that --
5 Q Vell, just yes or no?
6 A You' ve got --
7 MR MOORE: Your Honor, | believe he is --
8 JUDGE JONSSON: Do you know why Wol sey made
9 his calculations as he did?
10 THE WTNESS: | --
11 JUDGE JONSSON: O woul d you be guessing?
12 THE WTNESS: | don't know why he did what he
13  did.
14 JUDGE JONSSON: So perhaps that's a question
15 for your own W tness.
16 M5. SLAWSON:. (Ckay. One second. Those are
17 all the questions | have.
18 JUDGE JONSSON:  Any redirect? Onh, sorry.
19 Justin -- M. Jetter. Any cross?
20 CRCSS- EXAM NATI ON
21 BY MR JETTER
22 Q Thank you, your Honor. | just have one kind
23 of short series of clarification questions, if that's
24 okay.
25 A Sur e.
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1 Q I n your opening statenment you had nenti g%%% e
2 that it was your understanding that the division had

3 wthdrawn its adjustnment for cable mgration; is that

4 correct?

5 A Had wi thdrawn its original adjustnent.

6 Q Ckay. And what is your position with respect
7 tothe -- let me ask a question prior to this one. 1Is
8 it your understanding that the division maintains a

9 adjustnent for cable mgration, but it's substantially
10 smaller than it initially proposed?

11 A | think they m ght have agreed with

12 M. Wol sey's adj ustnent.

13 Q Ckay. If the division continued a snmall cable
14 mgration adjustnent, would you be supportive or opposed
15 to that or uncertain?

16 A | woul d not agree with that because | do not
17 agree with M. Wol sey's cal cul ati on net hodol ogy.

18 Q Ckay. Thank you.

19 MR MOORE: | just have one question, your

20 Honor .

21 JUDGE JONSSON:  Unh- huh.

22 REDI RECT EXAM NATI ON

23 BY MR MOORE:

24 Q |s there a possible mstake in your testinony
25 regarding the three issues presented to the -- presented
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1 by the comm ssion? rage St
2 A There may be a mistake. |'mnot sure howthis
3 showed up in the official record, but regarding Question
4 No. 2, when | responded, | may have left out the word

5 "not," which would make a big difference in how it

6 reads.

7 Q Unh- huh.

8 A So this is really just two sentences. So |'l|
9 just read the second sentence where | nmay have

10 i nadvertently not included the word "not."

11 "The OCS further asserts that an increased

12  disbursenment or continued disbursement at current |evels
13 would not be equitable because it would al |l ow

14  Carbon/ Emery cost recovery for nore than what is

15 necessary for basic tel ephone service."

16 MR MOORE: Thank you. | have no further

17  questions.

18 JUDGE JONSSON: M. Sl awson, anything further
19 for this wtness?

20 M5. SLAWSON:  No.

21 JUDGE JONSSON: M. Jetter?

22 MR. JETTER No. Thank you

23 JUDGE JONSSON: Ckay. |Is that -- does that

24  conclude your case in chief?

25 MR. MOORE: That concl udes the case. The
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1 office rests. rage S5
2 JUDGE JONSSON: Ckay. | spoke with a couple
3 of the commssioners |ast night. They are wlling to

4 take closing argunment by brief, if that's what the

5 parties prefer. M. Slawson, you've already nentioned
6 that that would be your preference, correct?

7 M5. SLAWSON: That would be -- one point of

8 order. W have URTA as an intervenor.

9 JUDGE JONSSON:  All right. You are correct.
10 Very good. Go ahead.

11 M5, SLAWSON:  Shall [17?

12 JUDGE JONSSON:  Unh- huh.

13 MS. SLAWSON: URTA would file -- or would call
14 Dougl as Meredith to the stand.

15 JUDGE JONSSON: M. Meredith, you remain under
16  oath.

17 THE W TNESS: Yes.

18 DOUGLAS MEREDI TH,

19 recalled as a witness at the instance of the intervenor,
20 URTA, having been first previously sworn, was exam ned
21 and testified as fol |l ows:

22 DI RECT EXAM NATI ON

23 BY MS. SLAWSON:

24 Q Good norning, M. Meredith.

25 A Good nor ni ng.
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Q You' ve already stated your nane, enployer and

busi ness address for the record so we'll skip over that.
But can you tell us who you are representing?

A Yes, |I'mrepresenting the URTA, the Utah Rural
Tel ecom Associ ati on.

Q And as URTA's witness, do you have a sunmary
of your testinmony that would differ fromthe sumrary you
previ ously gave?

A Yes, just with a little bit nore enphasis on a
couple of points that URTA is very concerned about.

Q Go ahead.

A Good norning, your Honor. The U ah Rural
Tel ecom Associ ation or URTA is an association conprised
of 13 menbers that are incunbent |ocal exchange carriers
operating in Uah. URTA nenbers are regulated by the
conm ssion and provi de operational information to the
di vision and the comm ssion on a regul ar basis.

URTA is very concerned about the division's
proposed change of a conpany's decision of its
depreci ati on nmet hod when eval uating Utah USF
di sbursenents or rate case proposals. This proceeding
is a case of first inpression before the comm ssion for
URTA nenbers. This proceeding is the first tine a
change in depreciation nmethod has been presented before

the conmm ssion to resolve a dispute between the division
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and a URTA nenber.

URTA recommends that the conmm ssion all ow URTA
menbers to use their chosen group asset nethod, as
prescribed by Part 32 of the code of federal
regulations. And if nodifications are needed, use
adjustments to the average service |life as described by
Utah Code Annotated 54-7-12.1 that inforns the
conm ssion to include the, quote, alteration of asset
lives to better reflect changes in the economc |ife of
pl ant and equi pnent, unquot e.

This process is contrasted by the division's
single asset straight-line nmethod proposed by w tness
Hel l ewel |, that did not evaluate the alteration of asset
lives, nor did he exam ne Carbon/Enmery's FCC net hod t hat
addresses the sane issue.

If the commission ultimately decides to nove

away froma URTA nenber's chosen depreciation nethod,
t his change should be on a prospective basis, used only
for new assets placed into service. Uah Code Annotated
54-4-4 -- 4A Roman F3 infornms the comm ssion on judgi ng
t he prudence of a conpany's decision on past -- in the
past and provi des guidance in maki ng nonunental changes
t o conpany operati ons.

Utimately, if the conm ssion wanted to adopt

the uniformpolicy for all companies, URTA reconmends
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that the commi ssion adopt a rul e-maki ng process that

woul d provide for expression by all interested parties.

Wien judgi ng this recommendati on, URTA urges
the comm ssion to please reflect on the experience we
had with the capital structure task force. As a
participant in this task force, | wtnessed the
devel oprment of proposal that addressed and bal anced
conpeting interests.

Furthernore, an added benefit of a rule making
process, is that all parties know the proposed policy.
This benefits all parties and serves the public
interest. URTA al so observes that a rule maki ng process
woul d serve the public interest in establishing guiding
principles for the devel opnent of an intrastate cost of
equity. Such a process would greatly increase the
preci sion of an estimate by establishing generally
accepted nmethods to estinmate the cost of equity for a
particul ar conpany.

| urge the conm ssion to consider these
recommendations as it judges this case. This ends ny
URTA sunmmary.

M5. SLAWSON: M. Meredith is available for
Cross-exam nation

JUDGE JONSSON: M. Jetter.

CROSS- EXAM NATI ON
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1 BY MR JETTER rage St
2 Q | do have a few questions. M. Meredith, good
3 nmorning. Are you aware that there are URTA nenbers that
4 use single asset straight |ine depreciation?

5 A Yes, | amaware that sone do. Their

6 circunstances are unique, | would say. | know that at

7 least one is an average schedul e conmpany. But the

8 decision of a conpany to use a particul ar depreciation

9 nmethod is the conpany's.

10 Q And it would be your testinony that the

11 uni versal service funds support for a conpany that is

12 subject to that decision should vary by conpany based on
13 their chosen depreciation nethod?

14 A Yes. Because the Uah Code allows for

15 adjustnments to the nethod that, that reflect what the

16  conmi ssion has described in its order on the notion for
17  summary judgnent.

18 Q And so it is your testinmony then that the

19 anount that other rate payers for tel ephone service in
20 Utah pay to support rural telephone service should vary
21 based on the, | guess, the whinms of an accountant at

22 each of URTA s nenbers?

23 A No. No.

24 Q No. But you did testify that they should be
25 able to choose whatever depreciation nethod they w sh
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_ _ _ — Page 306
and that their universal service fund cal cul ati on shoul d

t hen be cal cul ated based on that?

A No, | didn't say that either

Q You did testify that there are URTA nenbers
that do have different accounting nmethods; is that
correct?

A Yes.

Q And you don't think those should be adjusted

by the conmm ssion?

A No. | didn't say that either. Wat | said --
Q Go ahead.
A -- was that if there were to be changes to

better reflect the economic |life of plant and equi pnment,
t hose changes and those adjustnents can be nade using
what the Utah Code tal ks about, and what we've described
in this proceeding as adjustnment to the average service
life.

Q And that's regardl ess of the fact that the
choice to use single asset straight |line depreciation
would result in a different nunber for the exact same
scenario with the same conpany as the choice to use a
group asset nethod?

A Vell, the straight Iine method is not --
didn't come down from Mount Sinai on tablets.

Q That's not what | asked you
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A And so what I'msaying is, it's an

approximation. Straight line method is an
approxi mation. The group nmethod is an approxi mati on of
the actual dimnution of value of the asset. And the
conm ssion can judge very, very plainly which better
actual -- which nethod nore accurately attenpt -- or
descri bes the actual.

A straight |line nmethod as proposed by the
of fi ce does not have adjustnments contenplated init.
And so it's, by ny judgnent, a |ess accurate
representation of the actual

JUDGE JONSSON: Did you nean to reference the
di vi si on when you nentioned --

THE WTNESS: Division, I'msorry. Yes.

Q (By M. Jetter) Let nme ask you anot her
question. Wwen is -- are you famliar with the
accounting practices of URTA nenbers?

A Sonme of them yes.

Q Do you know when the | ast depreciation study
was done by any URTA nenber?

A URTA nenbers -- depreciation study, |'m not
exactly sure how you're defining that. But URTA nenbers
do revi ew depreci ation and depreciation expenses and
activities continually.

Q Do you know the last time that one of them
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reviewed their operations, all of their plant and

reviewed the service lives of the current plant and then
adj usted their accounting service lives to match?

A Vwell, if -- well, they do this continually.
They ook at -- they |ook at whether there's adjustnents
that need to be nade on a continual basis through --
particularly the cost studies. | can't speak to the
aver age schedul e conpani es because they have different
procedures. But for a cost conpany |ike Carbon/Enery,
and for other cost conpanies that are URTA nenbers, this
is a continual function

Q kay. And so let's talk about that for a
second. Let's say hypothetically you have a buil ding
that you put in your account wth, let's say, a 30
year -- let's say a 20 year service life. And you
realize that that building is going to last for 60
years. You would certainly adjust that service life to
60 years, would you not?

A That's a very strange hypothetical. Quite
extreme to go froman estimated service life when it was
pl aced into service at 20 and then suddenly realize
that, oh, golly, it's going to last for 60.

But an adjustnent even that extrene is |ooked
at in evaluation. |If it's reasonable to nake that type

of a hypothetical extrene, then it woul d be reasonabl e
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1 to nake the adjustnent. rage ST
2 Q It would be unreasonable not to nake that

3 adjustnment, would it not?

4 A I n your hypothetical, if you -- if you find a
5 situation where the expected |life of the asset exceeds
6 or needs to be changed fromwhat is being used,

7 contenplated with all the assets that are -- with al

8 the activity and projected activity of that asset, yes,
9 it's reasonable to nake the change.

10 Q kay. And so if | |ooked at a group of

11 assets, for exanple, and we saw that nore than half of
12 them were beyond their expected service life, and yet
13 the group was renmining with such a |arge amount of

14 assets and that far exceeding their expected service

15 life, that would indicate that these adjustnents were
16 not being nade in a tinmely manner, would it not?

17 A No, not at all. Because if an asset is beyond
18 its expected service life, that neans that all the

19 depreciation expense that would accrue to that asset is
20 gone. There is no -- there is no depreciation expense
21 allocated to that asset.
22 And but the asset is still -- is still used
23 and useful. And so the company still uses it. It
24  doesn't dispose of that asset if it still has useful
25 life.
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1 Q kay. How does -- how does the gross VZ?%% %%0

2 that asset that's beyond its service |life change the

3 depreciation dimnution of value of a new asset that's

4 added that's unrelated to that old asset and is the

5 exception that it happens to be in the sanme group?

6 A Well, technically there is only one asset in a

7 group. The group has the asset. There are units in

8 that group. But there's one asset for purposes of

9 depreciation

10 Q kay. | guess we're tal king semantics. So

11 let's go back and ask the same question. |If we have a

12 unit in the group that is beyond its expected service

13 life, and you testified that it would be fully

14  depreciated, how is that changing the di mnution of

15 value of a new unit that would be added within the sane

16 group?

17 A Vel |, under this particular method, the

18 proposal, the nmethod prescribes that you use the average

19 service life of the group. And so if you were to add a

20 particul ar asset to -- a unit to a group asset, then the

21 average service life would change.

22 Q And are you aware of that recal cul ati on havi ng

23  been done by URTA nenbers?

24 A Yes, they -- as | said before, they evaluate

25 that based upon the expected service life of the -- of
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all of the units in a group on a continual basis.

Q Ckay. And so a building that would last for
60 years being on a 20 year depreciation schedule, how
woul d that match up with what you're descri bing?

A Vell, | wouldn't see that hypothetical.

Q Ckay. What if that was in fact on the books
of one of your URTA nenbers?

A If that was on the books of the URTA nenbers,
then -- well, it's a hypothetical that is just so
extraordinarily odd that can't -- | don't know. | nean,
obviously, | would be saying are you sure you -- (o
check the -- go check that 60 year expected life of
that, of the building. Because it's a hypothetical that
is a corner solution. It's way extraordinary.

Q You' re happy to discuss hypotheticals with al
of the other URTA nenbers; is that right?

A Wth -- I'msorry. Say again.

Q You' re happy to discuss hypothetical future
interactions wth the conm ssion with the URTA nmenbers;
Is that correct?

A Vel |, the only hypothetical that | can recal
in this proceeding was a $1, 000 hypot heti cal which was
used. And that's, that's a perfectly reasonable
hypot heti cal because it's very true to what happens.

Q OCkay. But a building that, let's say, was
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1  $500,000, but in the same scenario where you fully

2 depreciated it by year 10 and you're now in 21 adding a
3 newunit in that group, how does that differ from-- or
4 other than if you were --

5 A Wll, the asset -- if you add a new unit to a
6 building group, then you have a change in, as | nen --
7 as | said before, you have a change in the average

8 service life of that group.

9 Q Ckay.

10 A And you nmeke the change.

11 Q But the annual depreciation nethod then from
12 that depreciation nmethod of group depreciation would

13 result in a different nunber for a particular year than
14 a single asset straight line; is that correct?

15 A | think |I've already answered that. Correct,
16  yes.

17 Q Ckay. And so then two conpanies with the sane
18 facts but different accounting nmethods woul d present

19 different depreciation calculations to the conm ssion?
20 A They could. Those approxi mations of
21 depreciation could differ.
22 Q kay. And you do have URTA nenbers that use
23 varying types of accounting practices; is that correct?
24 A Yes, as |'ve said before, they have
25 different -- they have different depreciation nethods.
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And this is why the alternative, also as | described in
ny summary, cones to bear, that if the comm ssion wants
a uniformty, then we should ook at this so that al
interested parties are able to talk about it in a
rul e- maki ng procedure or task force.
Q But until then, they should -- you believe
that they should receive UUSF based on whatever,
what ever they decide to come in with; is that correct?
A No. The depreciation expense is thoroughly
reviewed by the division. And if it cones to an
adj udi cated proceeding, it's reviewed by the comm ssion,
and it would be deened -- whatever changes or
alterations are nade woul d be deened -- woul d be
eventual |y deened prudent. And the conm ssion and the
di vision and the conpany shoul d receive that, that
assi gnment .
MR JETTER  Thank you. That's all the
questions | have.
MR MOORE: No questions, your Honor.
JUDGE JONSSON:  Ms. Slawson, any redirect?
REDI RECT EXAM NATI ON
BY Ms. SLAWSON:
Q | just have one question on redirect. You
testified that the URTA nenbers have different methods

of doing depreciation. They also have different Public
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Servi ce Conm ssion prescribed rates of depreciation,

don't they?
A Yes, | believe they do. They do indeed.

MS. SLAWSON: That's all | have.

JUDGE JONSSON:  Any recross?

MR JETTER No recross, thank you.

JUDGE JONSSON:  Thank you. Thank you for
keeping ne on ny toes. Al right. So | believe that
concl udes the testinony today; is that correct?

M5. SLAWBON:  Yes.

JUDGE JONSSON:  All right. And the
comm ssion, as | nentioned before, is wlling to accept
closing argunments by post-hearing brief. And | think
that's the way the parties want to go. So we need to
establish the deadline for that to happen. | also think
it mght be worth discussing page limt. And then | am
going to specifically request that the parties deal wth
two issues in their closing argunents.

One, when we've been tal ki ng about
depreci ati on and about sone of the allocated accounts
for materials supplies, things like that, the parties
have all nade reference to the possibility that another
rate case m ght be needed down the road.

| f Carbon -- Carbon's UUSF is set at a

relatively higher |evel based on a high depreciation
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expense and high materials and supplies right now, then

we mght need to have a rate case maybe within three
years, five years, whatever, to correct for that, if at
that point it's over-recovering.

On the other hand there's al so been discussion
that if Carbon's UUSF is set today according to adjusted
depreciation and a nore normalized value for materials
and supplies and things like that, then down the road at
sone point, if it feels like it's under-recovering, it
can cone in for a rate case and that UUSF can be bunped
up.

My question for you in your closing argunents
is to give sone sort of analysis as to why the
conm ssi on should go one way or the other. |If there's
going to be a true-up, if you wll, needed down the
road, then why should the comm ssion, Carbon, go high
now and true up down | ater down the road?

Di vision office, why should the comm ssion go
normal i zed now and if necessary, increase |ater down the
road? Okay. So I'd like you to address that point.

And then also in dealing with depreciation
there's been sone discussion about how the asset -- how
Carbon's assets should be viewed. Carbon, it seens |like
your position is to ask the comm ssion to viewthe

assets and then each asset group were sort of one big
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machine that's being continually repaired, inproved,

what ever, and therefore is being it depreciated all at
once.

And the division, the office seemto view the
asset groups as being of a different nature, that when
an addition is made, it's not a new piece to a new
machine. |It's a new asset, and the fully depreciated
assets are then skewi ng that assets depreciation.

| believe we have in the record, particularly
in the exhibits, sone pretty good |list of what Carbon's
assets are. And so | think we have the facts that we
m ght need in order to decide whose view of the assets
is nmore accurate. But | would |ike sone discussion in,
in your closing argunent briefs as to why these assets
| ook |Ii ke a machi ne versus why these assets don't |ike
one singl e nmachi ne.

And | think that would be hel pful to me and to
the comm ssion. kay. So with that, does any party
want to propose a deadline for closing argunment briefs.

MR. JETTER Can | nake one request?

JUDGE JONSSON:  Sure.

MR JETTER If -- presumably we'll have, as
you di scussed, a page limt. | was considering -- |
think it mght be worthwhile to have a response that's

sonewhat shorter page limt. So to make a response
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brief, but if parties need to respond to sonething they

may not have anticipated --

JUDGE JONSSON:  So you're thinking nmaybe two
deadlines. One to file final closing argunents, and one
tofile areply to any other party's closing.

MR MOORE: So | would be in support of that
argunment as wel | .

JUDGE JONSSON: I'mcertainly willing to go
there. | amconcerned about the cost of this case.
This case has been protracted. There's been a great
deal of briefing. Every time we go for a new round of
briefing, the costs go up. And so | want you to bear
that in mnd as well. Wat's your --

MR. JETTER And | woul d be happy to nake --

JUDGE JONSSON: What's your suggestion?

MR JETTER  Maybe the reply could be one or
two pages.

JUDGE JONSSON:  Ckay.

MR JETTER  Just very brief.

MR MOORE: We would like at |east five pages.

JUDGE JONSSON:  For cl osing argunent?

MR, MOORE: For the reply brief.

JUDGE JONSSON:  For a final reply. Wat's
your thought Kira, M. Sl awson?

MS. SLAWBON: Well, we're al so concerned about
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1 the costs. Just kind of thinking out |oud here. P? ei?18
2 were a oral closing argunent, we'd be limted by

3 mnutes.

4 JUDGE JONSSON:  Ri ght.

5 MS. SLAWSON: And we coul d reserve however

6 many mnutes we thought we mght need to reply.

7 JUDGE JONSSON:  Ri ght.

8 M5. SLAWSON: So | guess you could set a tota
9 page limt and use it how you want.

10 JUDGE JONSSON: | like that idea.

11 M5. SLAWEON: But as |'mthinking about this,
12 you know, the initial closing argunent then could be one
13 page, and if they do everything on reply, so the parties
14 don't have the opportunity to -- the other parties

15 wouldn't have a opportunity to respond to the actual

16 closing. They get the last word. So you know - -

17 JUDGE JONSSON: Ckay. So sonebody pl ease nake
18 a proposal.

19 MS. SLAWSON:  Maybe.
20 MR JETTER | would -- well --
21 M5. SLAWEON. Five pages for the reply seens
22  fine.
23 JUDGE JONSSON:  Ckay.
24 M5. SLAWEON:. For the closing argunent, | nean
25 there's a lot of evidence in the case, maybe 25 or 30
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pages.

JUDGE JONSSON:  Ckay. And you don't
necessarily need to repeat the evidence.

MS. SLAWSON: Ri ght.

JUDGE JONSSON:  You can cite to it.

MS. SLAWSON: Ri ght.

JUDGE JONSSON: Twenty-five and five? Thirty
and five?

MR. JETTER  Yeah, | can probably do 10 for a
closing. If we need nore, that's fine.

M5. SLAWSON. The conpany has nore issues
because we have to address the issues of the division
and the office.

JUDGE JONSSON:  Both. Correct.

MR MOORE: We would recommend 25 and 5.

M5. SLAWSON: That's fine.

JUDGE JONSSON:  Okay. All right. And then
dat es.

MR JETTER | think we're going to need tine
to get a transcript.

JUDGE JONSSON:  Shall we set the dates after
we see the transcript?

MR JETTER Sure. Do we -- well --

JUDGE JONSSON: O do you want to just say

| i ke 30 days or X days after the transcript for closing
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argunent, and then X days after that for rebuttal.

MR JETTER  That works for us.

JUDGE JONSSON: Ckay. So what period do you
need? The conmm ssion staff has input. Yes, John.

MR HARVEY: Just what's our 240 deadline to
have an order out?

JUDCGE JONSSON:  We don't have a 240.

M5. SLAWEON: Not a rate case.

MR. HARVEY: Ch, that's right.

JUDGE JONSSON:  Ckay. How many days?

M5. SLAWEON:. Does anybody have any i dea about
how | ong the transcript's going to take?

(Di scussion off the record.)

M5. SLAWSON: |'mwondering if for scheduling
purposes it mght be easier to set the dates after we
get the transcripts. Because, you know, if the deadline
for filing ends up on a day that sonebody has a heari ng,
that's going to be anxiety provoking.

JUDGE JONSSON: | just don't want to have to
get the parties back together to discuss things. So --
wel |, again, then we have nore cost. So if we can
figure out today how many days you need to put together
your closing argunent and how many days you need to put
t ogether your reply, | think that would be best. So |I'm

going to push you on that. Three weeks after
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transcripts?

MS. SLAWSON: That's fi ne.

MR JETTER  Yeah

JUDGE JONSSON: Ckay. |If there's a holiday in
there, I'lIl adjust. So when | say three weeks, 21 days
excl udi ng any holidays. Including weekends but
excl udi ng hol i days, okay? And then for your reply then,
a week after that?

MR JETTER | think that's reasonabl e.

MR. MOORE: That's fine, your Honor.

M5. SLAWBON:  Sure.

JUDGE JONSSON:  Ckay. So when we get the
transcript, 1'll issue a scheduling order. But I'll
just do it unilaterally without calling a schedul e
conference, and put the actual dates into it. And issue
t hat .

Ckay. | think with that, I'"'mready to close
the hearing unless |I've mssed sonething. Anybody?

Ckay. Thank you all very much. This has been extrenely

hel pf ul .

M5. SLAWEON: Thank you.

(The proceedings in this matter concl uded at
12: 17 p.m)
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CERTI FI CATE

STATE OF UTAH )
COUNTY OF SALT LAKE )

THIS IS TO CERTI FY that the foregoi ng proceedi ngs
were taken before ne, Teri Hansen Cronenwett, Certified
Real ti ne Reporter, Registered Merit Reporter and Notary
Public in and for the State of U ah.

That the proceedi ngs were reported by ne in
Stenotype, and thereafter transcri bed by conputer under
ny supervision, and that a full, true, and correct
transcription is set forth in the foregoi ng pages,

Vol une 2, nunbered 248 t hrough 321 inclusive.

| further certify that I amnot of kin or otherw se
associated with any of the parties to said cause of
action, and that I amnot interested in the event
t her eof .

W TNESS MYy HAND and official seal at Salt Lake
Cty, Uah, this 8th day of February, 2016.

Teri Hansen Cronenwett, CRR, RWMR
Li cense No. 91-109812-7801

My conmi ssi on expires:
January 19, 2019
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 1   January 27, 2016                              9:14 a.m.

 2                     P R O C E E D I N G S

 3             JUDGE JONSSON:  Good morning.  For the record,

 4   today is Wednesday, January 27th, 2016.  It's just after

 5   nine o'clock in the morning.  We've had some technical

 6   difficulties in getting going.  But this is the date and

 7   time set for the continuation of the hearing, the formal

 8   hearing in docket No. 15-2302-01 in the matter of the

 9   application of Carbon/Emery Telecom, Incorporated, for

10   an increase in Utah Universal Service Fund Support.

11             We are to the point in the proceeding where

12   the Office of Consumer Services has the opportunity to

13   present its case in chief.  So Mr. Moore, if you're

14   ready.

15             MR. MOORE:  Yes, your Honor.

16             JUDGE JONSSON:  Take it away.

17             MR. MOORE:  Initially, if I may, at the

18   pleasure of the record to correct an error.

19             JUDGE JONSSON:  Please.

20             MR. MOORE:  It's been brought to my attention,

21   the very first words out of my mouth yesterday were

22   incorrect.  Apparently I testified that I was

23   representing the Office of Community Services instead of

24   the Office of Consumer Service.  I'd like to make that

25   correction on the record.
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 1             JUDGE JONSSON:  Thank you.

 2             MR. MOORE:  The office calls David Brevitz.

 3                        DAVID BREVITZ,

 4   called as a witness at the instance of the Office of

 5   Consumer Services, having been first duly sworn, was

 6   examined and testified as follows:

 7                      DIRECT EXAMINATION

 8   BY MR. MOORE:

 9        Q.   Could you state your name, employer and

10   business address.

11        A.   My name is David Brevitz.  I'm an independent

12   regulatory consultant employed on behalf the Office of

13   Consumer Services in this matter.

14        Q.   Have you reviewed the application and

15   testimony presented in this docket?

16        A.   Yes, I have.

17        Q.   Have you filed direct rebuttal and surrebuttal

18   testimony?

19        A.   Yes, along with related exhibits.

20        Q.   Do you have any changes to this testimony?

21        A.   I have three changes.  The first -- in each

22   piece of testimony.  The first change is in my direct,

23   and it parallels the change that Mr. Coleman made

24   yesterday.  And it involves confidential numbers.  But I

25   think if I refer to Mr. Coleman's change, we can
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 1   accomplish that in public.

 2             At Line 103 of my direct testimony, there is a

 3   table which derives the weighted average rate of return,

 4   and the separations factors in that table are slightly

 5   off what they should be.  So if one puts in the

 6   separations factors that Mr. Coleman put in yesterday

 7   and runs the arithmetic, the weighted average return

 8   changes from the 8.45 percent shown in the direct as

 9   filed to 8.46 percent.

10             JUDGE JONSSON:  Okay.

11        A.   And that should be the change.  If we're ready

12   to move on to the next change, in my rebuttal at Line

13   20 -- at Line 98, change 1984 to 1991.

14             JUDGE JONSSON:  Okay.  Tell me the line again.

15   Sorry.

16             THE WITNESS:  Line 98, change 1984 to 1991.

17             JUDGE JONSSON:  Okay.

18        A.   And then in my surrebuttal at Line 354, delete

19   two words.  Delete "expected future."  And that

20   completes my changes.

21             JUDGE JONSSON:  Thank you.

22        Q.   (By Mr. Moore)  Other than those changes, if I

23   asked you the questions presented in your written

24   testimony, would your answers be the same?

25        A.   Yes, they would.
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 1        Q.   Have you prepared a summary of your testimony?

 2        A.   Yes, I have.

 3        Q.   Would you read that into the record please?

 4        A.   Yes, I will.  My direct rebuttal and

 5   surrebuttal testimonies and related exhibits have been

 6   pre-filed on behalf of the Office of Consumer Services

 7   on the subject of the appropriate rate of return for

 8   Carbon/Emery's application for increased Utah universal

 9   service funds.

10             This case differs from a general rate case

11   where a company seeks to collect its revenue requirement

12   only from its customers.  In this case Carbon/Emery

13   seeks to transfer money from all consumers in Utah to

14   the members of Emery Telcom.  At least three rate return

15   issues have been presented to the commission.

16             The first is, what is the investors' required

17   return on equity for the state portion of the weighted

18   average cost of capital?  The second question is, what

19   is the appropriate balance of debt versus equity to be

20   assumed for the hypothetical capital structure for the

21   state portion of the weighted average cost of capital

22   since Carbon/Emery is now 100 percent equity on its

23   books?

24             The third question is, what's the appropriate

25   rate of return for the interstate portion of weighted
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 1   average cost of capital to be drawn from the FCC's Form

 2   492 rate of return report?

 3             In my testimonies, I made the following

 4   observations and recommendations to the commission:

 5   First, Carbon/Emery presents its proposed rate of return

 6   and equity based on improper risk assessment that is

 7   contrary to modern portfolio theory, basic principles of

 8   finance and long-standing regulatory practice.

 9             In particular, the company advocates that

10   various premia be layered on top of determined rate of

11   return based on individual company risk assessment.

12   This advocacy is entirely inconsistent with modern

13   portfolio theory under which investors are compensated

14   only for systematic risk within an efficient portfolio

15   but not for any unsystematic risk such as the specific

16   risks of an individual company.

17             Systematic risk is measured by beta in the

18   capital asset pricing model, which accounts for the

19   firm's sensitivity to changes in macroeconomic factors

20   such as inflation, the state of the economy, the term

21   structure of interest rates, and the spread between

22   yields on low and high grade bonds.

23             The investor-required return on a company's

24   stock is a function only of the risk factors that affect

25   all stocks, systematic risk.  Under modern portfolio
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 1   theory, investors are not compensated for firm-specific

 2   or unsystematic risks since the investor can minimize

 3   these risks by adhering to the cardinal rule of

 4   investing, diversify.

 5             Carbon/Emery's emphasis on firm-specific risk

 6   and various premia results in an inappropriately high

 7   requested rate of return on equity which should be

 8   rejected by the commission.  Second, Carbon/Emery's

 9   advocacy of recognizing firm-specific risk in various

10   premia is inconsistent with the efficient market

11   principles which underlie the operation of global

12   capital markets.

13             Were these various premia to actually exist,

14   the implication would be that their investment

15   strategies to profitably exploit them, efficient markets

16   arbitrage away any apparent excess returns.

17             Third, Carbon/Emery's advocacy of recognizing

18   firm specific risks and various premia as well as

19   leverage beta are not accepted approaches to rate of

20   return determination in state rate making proceedings.

21   Carbon/Emery provides no citations to any decision by

22   the State Regulatory Commission accepting this approach.

23             In my search I could not find any instances

24   where a state regulatory commission accepted such

25   recommendations.  However, I did find instances where
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 1   state commissions explicitly rejected these type of

 2   approach.

 3             If the commission accepts Carbon/Emery's

 4   advocacy in this case, it can expect many jurisdictional

 5   utilities across all sectors to seek higher rates of

 6   return based on various premia specifically seeking

 7   inclusion of a small company premium.

 8             No. 4, Carbon/Emery's advocacy of recognizing

 9   firm specific risks in various premia is one directional

10   and improperly ignores substantial offsetting additional

11   benefits, which pertain to incumbent local exchange

12   companies such as subsidy funds administered by state

13   and federal regulators, subsidized long-term debt

14   funding available from the RUS, subsidized long-term

15   debt funding available from banks owned by incumbent

16   local exchange companies such as CoBank, and the ability

17   to raise rates by a general rate case and long-standing

18   monopoly franchise originally granted to incumbent local

19   exchange companies.

20             Fifth, Carbon/Emery fails to provide a rate of

21   return calculation which is consistent and comports with

22   long standing State Regulatory Commission practices and

23   modern portfolio theory.  My testimony provides a

24   recommended return on equity of 10 percent based on

25   appropriate and consistent rate of return estimations
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 1   from recent determinations for state universal service

 2   funding using both the standard CAPM, C-A-P-M and DCF

 3   methodologies.

 4             The commission can appropriately rely on these

 5   estimations and recommendations in this case.  DCU also

 6   provides a recommendation based on the standard CAPM

 7   methodology which again is consistent with long-standing

 8   regulatory practice.

 9             Six, Carbon/Emery recommends a capital

10   structure of 65 percent equity and 35 percent debt for

11   the computation of the state portion of the weighted

12   cost of capital.  OCS recommends the commission employ a

13   50-50 capital structure based on the fact that such a

14   capital structure is more balanced in favor -- the

15   requested capital structure is imbalanced in favor of

16   the individual company and against the consumers which

17   pay money into the UUSF.

18             Furthermore, the commission explicitly

19   rejected the use of 65-35 hypothetical capital structure

20   in favor of individual company determinations.  The

21   50-50 that the OCS recommends comes from an analysis of

22   comparable companies.

23             No. 7, "The commission's rule requires

24   calculation of a weighted average rate of return on

25   capital of the intrastate and interstate jurisdiction."
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 1   That's a quote from the applicable rule.  "From the

 2   FCC's Form 492 rate of return report, which is generated

 3   by the NECA administration on behalf of the NECA pool."

 4             Carbon/Emery selects a return from this report

 5   which comprises only a small portion of the interstate

 6   jurisdiction and not the full interstate jurisdiction.

 7   The interstate jurisdiction is comprised of multiple

 8   services including common line, special access and

 9   switched access services.

10             The commission's rule evidently did not

11   contemplate that the Form 492 report has more than one

12   rate of return on it.  And not -- and the rule is not

13   specific on which rate of return to use from that form.

14   OCS believes the proper application of the rule requires

15   a rate of the return which covers all interstate

16   services, and that return would be the 9.40 percent rate

17   of return recommended in my testimonies.

18             The rule refers only to a rate of return on

19   the Form 492, not any separate or additional rate of

20   return calculations.  It's reasonable for the commission

21   to employ the rate of return on Form 492 which captures

22   all interstate services and includes hundreds of rural

23   telephone companies across the country such as

24   Carbon/Emery.

25             There seems to be some confusion surrounding
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 1   the rule of NECA, the role of NECA and the Form 492

 2   report.  All rural telephone companies are in NECA's

 3   common line pool.  However, some companies, including

 4   Emery, have elected to withdraw from NECA's traffic

 5   sensitive and special access pools.

 6             All companies offer common line special access

 7   and traffic-sensitive access services in the interstate

 8   jurisdiction.  Each company has the choice of offering

 9   special access and traffic sensitive access services,

10   either through the NECA pooling arrangements or by

11   managing and administering their own interstate tariffs.

12             No. 8.  Carbon/Emery makes various assertions

13   that the company's access to capital is constrained and

14   therefore, the much higher rate of return sought is

15   justified.  However, Carbon/Emery provides no specific

16   evidence that access to capital is in fact constrained,

17   and in fact, its financial results demonstrate the

18   opposite.

19             Carbon/Emery's paid off all its long-term

20   debt, and at the same time it has substantially grown

21   member equity.  Cooperative members continue to

22   contribute to and benefit from growing member equity.

23             Lastly, Carbon/Emery's rate of return

24   recommendations is imbalanced against the Utah statewide

25   consumers that pay money to fund the UUSF.  This
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 1   imbalance can be considered from the likely reaction of

 2   a Utah consumer to the fact that the company has

 3   suggested it's appropriate that the consumer pay a 16.83

 4   percent return to the company's member owners.

 5             Such a consumer would no doubt refer to his or

 6   her experience with investments and returns and view

 7   such a request with dismay and perhaps anger, given that

 8   investment experience, and especially so since the

 9   consumer most likely cannot use Carbon/Emery services.

10             OCS's rate of the return recommendation of

11   8.46 is properly balanced between the consumers which

12   fund the UUSF and the need to fund appropriate cost of

13   basic telephone service from the UUSF.  Furthermore,

14   this recommended rate of return is consistent with

15   recent return on equity decisions of the commission.

16   And therefore, we recommend that the commission adopt

17   the 8.46 rate of return as recommended.

18        Q.   Does that complete your summary?

19        A.   Yes, it does.

20             MR. MOORE:  Mr. Brevitz is available for

21   cross.

22             JUDGE JONSSON:  Ms. Slawson.

23             MS. SLAWSON:  Carbon/Emery has no questions

24   for Mr. Brevitz.

25             JUDGE JONSSON:  Mr. Jetter.
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 1             MR. JETTER:  I do have a few questions for

 2   Mr. Brevitz.  I think they'll be relatively brief.

 3                       CROSS-EXAMINATION

 4   BY MR. JETTER:

 5        Q.   Are you familiar with, and maybe counsel might

 6   have a copy, of OCS Exhibit 2R-2 which is a letter --

 7        A.   I have it.

 8        Q.   Okay.  And I'm going to read briefly from that

 9   letter a sentence that appears about a little beyond

10   halfway down.  And this reads, "The general parameters

11   of the rule accompanied by the variability attempted to

12   be included in the rule proposed may be applied by the

13   division itself in its interactions with companies."

14             Is that an accurate reading of what's included

15   in that letter?

16        A.   Yes.

17        Q.   And I believe in your opening statement you

18   had said that the commission rejected the rule; is that

19   correct?

20        A.   Yes.  Uh-huh.

21        Q.   Is it your understanding then that the

22   commission also rejected the principles within the rule

23   and rejected their use in the future?

24        A.   No.  I would not say that.

25        Q.   Okay.  And finally, would it be reasonable for
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 1   a rural utility, a rural telephone company, potentially

 2   to fall within the range of possible capital structures

 3   that could all be considered reasonable?

 4        A.   I don't know that I would put it that way.  I

 5   would say that the commission can and will exercise its

 6   knowledge and judgment to determine what the appropriate

 7   capital structure is in this case.  We recommended

 8   50-50.  The department's recommended 65-35.

 9        Q.   Okay.

10        A.   And the commission will make a decision.

11        Q.   That's the only questions I have for you.

12   Thank you.

13        A.   Uh-huh.

14             JUDGE JONSSON:  Any redirect?

15             MR. MOORE:  One quick one.

16                     REDIRECT EXAMINATION

17   BY MR. MOORE:

18        Q.   After the sentence that Mr. Jetter read to

19   you, is the next question -- sentence, "The commission

20   is also concerned of the impact of a rule in setting

21   just and reasonable rates under Title 54 where the

22   commission is required to make a determination based

23   upon the evidence presented in adjudicated proceedings,

24   based on circumstances facing each company relevant to

25   the time in which rates will be affected"?
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 1        A.   Yes.

 2        Q.   Do you believe that's consistent with a, an

 3   ongoing policy setting rates consistent throughout the

 4   local telephone companies?

 5        A.   Can you repeat that.

 6        Q.   Do you believe that's consistent with the

 7   notion that there should be a long-term policy setting

 8   capital structure for incumbent telephone companies?

 9        A.   I think the sentence that we just went over

10   indicates that the commission desires to have the

11   ability to make determinations based on the facts and

12   circumstances in the individual cases as they arise,

13   rather than have the outcome governed by a particular

14   rule.

15             MR. MOORE:  Thank you.  I have no further

16   questions.

17             JUDGE JONSSON:  Recross?

18             MR. JETTER:  No.

19             JUDGE JONSSON:  Okay.  Mr. Brevitz, I just

20   want to make sure that I understand.  So you're

21   recommending that the interstate rate of return taken

22   off of the NECA form is 9.4, correct?

23             THE WITNESS:  Yes.  For all the relevant lines

24   of business in the interstate jurisdictions.

25             JUDGE JONSSON:  Okay.  And on the intrastate
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 1   where you're evaluating cost of debt and cost of equity,

 2   there's no dispute that the cost of debt is the 5.636

 3   that Carbon put in its application, right?

 4             THE WITNESS:  Yes, that's correct.

 5             JUDGE JONSSON:  The cost of equity is where we

 6   have the dispute.  And your recommendation is for 10

 7   percent?

 8             THE WITNESS:  Yes.

 9             JUDGE JONSSON:  Right?  And so your, your

10   blend intrastate rate is then the 8.46, or is that the

11   total overall?

12             THE WITNESS:  8.46 is the overall combined

13   weighted average cost of capital for both jurisdictions.

14             JUDGE JONSSON:  Okay.

15             THE WITNESS:  7.82 is the cost of capital for

16   the state jurisdiction.

17             JUDGE JONSSON:  That was my question.

18             THE WITNESS:  Uh-huh.

19             JUDGE JONSSON:  Okay.  7.82 percent for the

20   intrastate cost of equity.

21             THE WITNESS:  Yeah, cost of capital.  That's

22   the blended cost of debt and equity.

23             JUDGE JONSSON:  Okay.  Great.  Thank you.

24             THE WITNESS:  And then the interstate return

25   of 9.40 is a comprehensive overall return for both debt
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 1   and equity.

 2             JUDGE JONSSON:  Okay.  Thank you.

 3             MR. MOORE:  Office calls Bion Ostrander.

 4                        BION OSTRANDER,

 5   called as a witness at the instance of the Office of

 6   Consumer Services, having been first duly sworn, was

 7   examined and testified as follows:

 8                      DIRECT EXAMINATION

 9   BY MR. MOORE:

10        Q.   For the record, can you state your name, your

11   employer and your business address.

12        A.   Bion Ostrander, Ostrander Consulting, 1121 SW

13   Chetopa Trail, Topeka, Kansas, 66615.

14        Q.   Have you reviewed the application and the

15   written testimony in this case?

16        A.   Yes.

17        Q.   Did you file pre -- written test -- written

18   direct testimony and written surrebuttal testimony in

19   this case?

20        A.   Yes.

21        Q.   Do you have any changes to this testimony?

22        A.   Yes.  I am going to start with my revised

23   direct testimony, page 1, Line 3.  After the reading

24   that says, "I am an independent regulatory consultant,"

25   there should be a period.  And then the remainder of
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 1   that sentence and the related footnote should be

 2   stricken.

 3             And in its place should be inserted, "I have

 4   previously practiced as a CPA in Kansas since 1990."

 5   But I am not presently holding myself out as a CPA in

 6   Kansas because I have not renewed my permit to practice,

 7   and I have not yet submitted the required hours of

 8   continuing education.

 9             And that same change should also be made to my

10   OCS Exhibit 1D-1 which is my CV.  And if you go to that

11   Exhibit, 1D-1, the second sentence and related footnote

12   should be stricken.  So where it says, "I am an

13   independent regulatory consultant and have maintained an

14   uninterrupted permit to practice as a certified public

15   accountant in the state of Kansas since 1990," that

16   should be stricken.

17             The reason I am making that change is just to

18   make sure and to clarify in case there is any

19   misunderstanding that I'm not holding myself out at this

20   time as a CPA with a permit to practice.  That will be

21   renewed probably in the next few months, pending me

22   getting my CPE continuing hours -- continuing education

23   hours submitted.

24        Q.   Was that your only change?

25        A.   No.  I have some other changes.  Page 19 --
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 1             JUDGE JONSSON:  Is this still in your revised

 2   direct?

 3             THE WITNESS:  Yes.

 4             JUDGE JONSSON:  Okay.

 5        A.   Page 19.  If you go to table BCO3, under the

 6   column that says allocation factors, if you go down to

 7   the third line that says CABS, that should be stricken

 8   and should be changed to "accounting in general."  And

 9   then if you go to the 8th line down which currently says

10   Human Resources, that should be stricken and again that

11   should say, "accounting in general."

12             I'm making this change because there was a

13   company document that had these allocation factors in

14   that format that I think were all under the same

15   assumption now that the accounting in general factor is

16   applied to those particular department cost pools.

17             I have some more changes.  If you go to page

18   27, the sentence that starts on 5, on Line 581 through

19   Line 585 should be stricken.  That starts out, "If total

20   revenues was adopted..."  And the reason that I'm

21   striking that sentence is because the sentence down on

22   Lines 589 and 594 basically state the same thing and

23   provide that -- state that with more clarity.

24             And now page 30, going to Footnote 37.  And

25   I'm going to add some words on the end of that sentence
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 1   so that sentence currently ends with OCS 2.36.  And the

 2   remaining language after that should say, "...for Carbon

 3   and 2.40 for Emery, comma, with the related Excel

 4   spreadsheets for these data request responses provided

 5   with my direct testimony at work paper 1.5."

 6             The reason I am making that change is because

 7   OCS data request 2.36 relates to Carbon, and OCS data

 8   request 2.40 relate to Emery.  But they both provide the

 9   same information related to the overheads.  And when you

10   look at certain Excel files, they may say 2.36 or 2.40,

11   but they're the same information.  They're just for

12   either company, although it's the same information.

13             Page 31 -- I'm sorry.  Yes, page 31, footnote

14   38, this will be the same change.  After the current

15   language it says, "OCS 2.36," and the language that

16   should be added to that is, "...for Carbon and 2.40 for

17   Emery, with the related Excel spreadsheets for these

18   data request responses provided with my direct testimony

19   in work paper 1.5."

20             Also on page 31, Line 669 the first word

21   there, "Emery," that should be changed to

22   "Carbon/Emery's."  Page 34, Line 735, "Column H" should

23   be changed to read "Column J."  Page 35, Line 745

24   "Column I" should be changed to "Column K."  Page 36

25   Line 781 after the word, "of," the two words, "triple
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 1   play" should be inserted there.

 2             Page 37, Line 783, strike the word, "IP TV"

 3   and insert "digital TV."  This change is made to reflect

 4   that the triple play bundle includes one regulated

 5   service and two nonregulated services.  But that other

 6   nonregulated service is digital TV and not IP TV.  And

 7   that concludes the changes for my direct.

 8             And I have one change for my surrebuttal.  And

 9   that is at page 20, Line 450, the word, "interstate"

10   should be changed to "intrastate."  And finally, the

11   last change that I have to my testimony is, I'm

12   withdrawing my adjustment related to the migration of

13   cable TV customers from the cable TV affiliate to the

14   Internet affiliate.  This adjustment was originally

15   proposed by DPU and then withdrawn.  And now I've

16   withdrawn that adjustment.  That concludes my changes.

17        Q.   (By Mr. Moore)  Other than those changes, if I

18   were to ask you those questions in your prepared

19   testimony, would your answers be the same?

20        A.   Yes.

21        Q.   Have you prepared a summary of your testimony?

22        A.   I have.  In this case, Carbon seeks about

23   800,000 of new UUSF, along with existing UUSF of about

24   one million for total UUSF of about 1.8 million that it

25   is seeking.  Through its adjustments in this case, the
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 1   OCS proposes to eliminate all of the new UUSF of 800,000

 2   that Carbon is requesting and remove about 400,000 of

 3   the existing UUSF so that OCS's bottom line

 4   recommendation is that Carbon should get about 600,000

 5   of UUSF.

 6             My testimony proposes adjustments that are

 7   consistent with state and federal law and regulatory

 8   best practices included in Section 254K of the Federal

 9   Telecom Act, Utah Code 54-8B-6 and the FCC's Part 32

10   affiliate transaction rules, along with the FCC's Part

11   64 cost allocation procedures.

12             The largest adjustment that I propose is

13   related to an overhead adjustment.  And if this

14   adjustment is not made, it is my opinion that

15   Carbon/Emery's regulated operations will be subsidizing

16   its nonregulated operations for a fairly significant

17   amount.  And that would be in violation of Utah Code

18   54-8B-6.

19             Regarding the overhead adjustment, I have a

20   number of concerns.  One is that Carbon has not provided

21   a fully documented and supported Part 64 cost allocation

22   manual.  This manual is deficient in a number of ways.

23   When the information was first submitted, it included

24   basically some PDF pages that look like they'd been in

25   Excel format, I think about 10 pages.
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 1             And those pages had no underlying Excel

 2   spreadsheets at that time that showed the calculations

 3   or explanation of how those factors were derived.

 4   Subsequently, through a data request that OCS sent

 5   asking for all supporting calculations and documentation

 6   for the CAM, the company did provide some Excel

 7   spreadsheets.

 8             But once again, they provided these Excel

 9   spreadsheets without really any written explanation of

10   what literally are hundreds of thousands of fields

11   included in these spreadsheets.

12             Also some of these spreadsheets are

13   database-type Excel documents.  And they were not

14   presorted to show the amount of cost pools and how much

15   had been allocated to various expense accounts through

16   various allocation factors.  And that's also a

17   requirement of the CAM.

18             So essentially the OCS is left with a CAM

19   with -- that really doesn't have a lot of narrative

20   explanation as to how the factors were derived along

21   with the supporting calculations.

22             Some of the problems I have with the Carbon

23   allocation factors are varied and numerous.  First of

24   all, Carbon, for the cost pools of chief executive

25   officer, board of directors and public relations and
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 1   marketing, they allocate 75 percent of those costs to

 2   regulated operation and 25 percent to nonreg.  I have

 3   made adjustments --

 4             JUDGE JONSSON:  Can I get the pools again.

 5   CEO, board...

 6             THE WITNESS:  And public relations slash

 7   marketing.  And each one of those cost pools uses the

 8   same allocation factor, which is a single input

 9   allocation factor that is the number of billing records.

10   For those three cost pools -- anyway, for the board of

11   director and chief executive officer cost pools, I have

12   changed that allocation factor to allocating 50 percent

13   to regulated and 50 percent to nonregulated.

14             For the remaining cost pool, public relations

15   and marketing, I have changed that to an allocation

16   factor of 25 percent regulated and 75 percent

17   nonregulated.

18             The loan remaining cost pool which I've

19   adjusted is customer service representatives.  And the

20   company has allocated about 65 percent of those costs to

21   regulated operations and about 35 percent to nonreg.

22   And my adjustment basically flips those two allocations

23   and allocates about 35 percent to regulated and 65

24   percent to nonregulated.

25             The reason that I have opted to use a
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 1   corporate allocation factor that includes five inputs

 2   instead of one is because in my vast experience in

 3   telecommunications and regulation in general, I've never

 4   seen a corporate overhead allocator that uses customer

 5   records as one single input.

 6             Corporate overhead costs are varied and kind

 7   of like a hodgepodge of various different expenses.  And

 8   so it would not usually be anticipated that one single

 9   allocator could be cost causative or directly related to

10   all of those different types of expenses.  Also, Carbon

11   is not provided any precedent in Utah cases or other

12   regulatory cases to show that a single input billing

13   records allocator has been accepted or adopted in a

14   regulatory proceeding.

15             One of the examples that I've talked about is

16   using Mr. Johansen, the chief executive officer, as an

17   example.  Mr. Johansen's salaries, benefits, travel

18   costs, cell phone costs and miscellaneous travel costs

19   and credit card costs are all included in the chief

20   executive officer cost pool.  And so they're all

21   allocated by single input factor of number of billing

22   records.

23             But I don't think that the manner in which

24   Mr. Johansen spends his time is cost causative or

25   directly related to the number of billing records.  I
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 1   don't believe there's a director cost causative

 2   relationship in that regard.

 3             The allocators that I have used or the inputs

 4   and drivers that I have used in my corporate overhead

 5   allocators consist of five elements.  It's revenues,

 6   expenses, payroll, net plant, and number of billing

 7   records.  So I have included the company's billing

 8   records as one component, but I've also included four

 9   other components.

10             The company has taken exception with my use of

11   revenues as one of the inputs to the corporate overhead

12   allocator.  However, it was just as recent as May 2014

13   that the company itself used revenues as a single driver

14   for the business solutions allocator.  So it's clear

15   that despite their objection to me using revenues, they

16   themselves were using the same revenues allocator as a

17   driver in another overhead allocator -- or another

18   allocator.

19             Also, around 19 -- I'm sorry.  Around year

20   2006, the company used three inputs, including payroll,

21   number of customers and billing records, for the

22   corporate overhead general and allocating -- accounting

23   allocator.

24             So it's clear that the company has used

25   revenues and has used multiple inputs in the past.  But
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 1   for some reason they've changed that to a single unit

 2   allocator which is number of billing records.  And

 3   coincidentally using that single allocator drives more

 4   cost to the regulated operations and assists the company

 5   in getting increased UUSF.

 6             The company has also taken exception with my

 7   use of an allocator of 24 of 25 percent for allocating

 8   the public relations and marketing cost to regulated

 9   operations.  One of the examples I give is the triple

10   play bundle which the company offers to its customers,

11   which includes one regulated service, which is basic

12   local service, and two nonregulated services which are

13   Internet and digital TV.

14             And for simplicity purposes, you could

15   rationalize that I'm going to allocate a third of the

16   advertising public relations costs to each one of these

17   services, just on a common sense or reasonableness

18   standpoint.

19             But when I further examine the type of

20   advertising information the company provided me, I saw

21   that there was no specific advertising or documentation

22   that advertised basic local service as a stand-alone

23   service.  And even the advertising for triple play never

24   specifically promoted local service.  It just merely

25   listed local service as one of the components of the
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 1   triple play package.

 2             Regarding the customer service representatives

 3   factor, we also have a difference of opinion there.  I

 4   have allocated 35 percent of those costs to regulated

 5   operations.  Basically using some of the same rationale

 6   that I used for the 25 percent factor for payroll and

 7   marketing, except I ratcheted it up another 5 percent

 8   just to be conservative.

 9             The company's claim that the amount that I

10   have allocated of 900 -- I'm sorry.  That's a

11   confidential number.  The company claims that the number

12   that I have allocated is excessive and they said the

13   amount should be less than that.  And in rebuttal,

14   Carbon/Emery provided an Excel spreadsheet with pivot

15   table.  However, when I attempted to open that pivot

16   table and look at it, it was hard-wired or hard-coded.

17             So I could not open it up.  I could not look

18   at the formulas.  I could not see how the company

19   determined its calculations.  So I'm not necessarily

20   saying it's incorrect.  I'm just saying I don't have

21   adequate information at this point in time to audit that

22   information.  And the company subsequently never sent me

23   an updated disk or information that would fix that

24   information.

25             Another adjustment that I'm proposing is to
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 1   only include 50 percent of telephone plan under

 2   construction of materials and supplies and rate base,

 3   and I've basically used the same logic for removing 50

 4   percent of those costs in both cases.  Those account

 5   balances have fluctuated significantly in recent years,

 6   and it appears a significant increase in these accounts

 7   is due to the company's placement of fiber.

 8             However, my concern is, if we establish the

 9   level of telephone plan under construction materials and

10   supplies at the highest level it may ever be because of

11   the company's construction fiber placement plan, when

12   those levels fall off, they will continue to recover

13   UUSF at those unusually high levels.  Therefore, I have

14   removed 50 percent of those amounts to reflect what I

15   think is a more reasonable level based on historical

16   levels.

17             Another adjustment I have made is to remove

18   the company's proposed three year projection of an

19   access line loss.  The company projects that it will

20   lose access lines through three years outside the test

21   period through December 17th.  They have already made

22   one true-up revision to that adjustment because their

23   projection was not accurate, and that's an indication of

24   the problems with using these projections.

25             There are a lot of other changes in revenues
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 1   expenses that could possibly occur in the next three

 2   years, and the company has not made any attempt to

 3   synchronize those adjustment.  They've basically taken

 4   one single component and said that is going to change in

 5   the next three years and apparently assume that there

 6   will be no other changes for the next three years.  And

 7   I don't think that's a reasonable manner to approach

 8   this.  I think it's more reasonable just to go ahead and

 9   withdraw that adjustment or remove it.

10             Also, I'm proposing an Adjustment 8 for

11   depreciation.  My adjustment is somewhat similar to the

12   DPU's adjustment in that we're both attempting to come

13   to the reasonable depreciation expense amounts, except

14   we're coming at it from different angles.  I'm not

15   opposed to the DPU adjustment.  I just look at it as

16   another methodology, an alternative to mine.

17             I've adjusted four accounts.  And for the two

18   larger accounts related to subscriber equipment and

19   aerial cable, these accounts will be fully depreciated

20   in the not-so-far future.  And I have taken the amount

21   of depreciation that remains to be depreciated on those

22   accounts and amortized it over five years.  So

23   essentially I've delayed recovery of that depreciation

24   from three years to five years.

25             And one thing I do want to make clear is that
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 1   I'm only temporarily stopping depreciation on these

 2   accounts.  I'm not saying that these accounts will be

 3   permanently stopped from recording depreciation.  If the

 4   company continues to make plan additions to these

 5   accounts in the future, I'm not opposed to them coming

 6   in and asking for increased UUSF if that occurs.

 7             However, the problem that will occur if we

 8   don't deal with these depreciation issues now is, once

 9   again, the company will receive these elevated levels of

10   depreciation expense in the -- through its UUSF funds

11   that it draws down.

12             And then when these accounts do become fully

13   depreciated and/or if they would stop depreciation on

14   those themselves, they would continue to receive those

15   elevated levels of UUSF without actually incurring the

16   costs.  And so those are some of the issues we are

17   attempting to deal with.

18             Finally the last adjustment I propose is an

19   interest synchronization adjustment.  And the company is

20   opposed to this adjustment because they say interest

21   synchronization is not reasonable for a company that has

22   a hypothetical capital structure.

23             But I provide an example of a case here in

24   Utah, and I cited to a specific commission order which

25   calculated synchronization on Gunnison Telephone
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 1   Company.  And that was via a stipulation between

 2   Gunnison and the DPU, and the commission accepted that

 3   stipulation.  So there's definitely some precedent

 4   there.

 5             Also, the company has used the cost of debt in

 6   its cost of capital calculations, although it doesn't

 7   have any existing debt.  So they are getting the

 8   advantage of using the cost of debt via an increased

 9   rate of return.  So that benefits them, and they get

10   increased UUSF.

11             But it appears the company wants the best of

12   both worlds.  They want to be able to include the cost

13   of debt in rate of return, and receive an elevated rate

14   of return and increased UUSF, but they don't want to

15   recognize the interest synchronizations on that same

16   cost of debt.  So in a sense, they want to recognize

17   cost of debt when it's beneficial to them, but they want

18   to ignore the cost of debt also when it's beneficial to

19   them.  That concludes my summary.

20             MR. MOORE:  Your Honor, before I submit

21   Mr. Ostrander for cross, I want to state that the OCS

22   had a different understanding with regard to the

23   questions asked by the commission prior to this hearing.

24   We understood that the answers should be in the form of

25   evidence presented by a witnesses.
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 1             JUDGE JONSSON:  That's fine.

 2             MR. MOORE:  Rather than a policy argument

 3   presented by attorneys.  However, I would like to simply

 4   ask Mr. Ostrander these questions and have him reply

 5   quickly.  If on cross policy issues comes up, we would

 6   like to object to Mr. Ostrander sending up the policies

 7   of the OCS and instead introduce those -- if this

 8   occurs, introduce the policies through the testimony of

 9   Michele Beck of the office.

10             JUDGE JONSSON:  We'll deal with that if it

11   comes up.  If you feel like you need to change your

12   witness, let me know, and we'll see where we are.  To

13   the statement you'd like to have Mr. Ostrander respond

14   to those questions, that's fine.  You can go ahead and

15   do that now.

16        Q.   (By Mr. Moore)  Yes, Mr. Ostrander, in

17   question No. 1, Utah Code 548-B, are you satisfied that

18   the continued or increased disbursements of the UUSF

19   would not serve to subsidize a nonregulated operations

20   of Carbon/Emery, Carbon/Emery Telecom, Carbon/Emery?

21   Why or why not?

22        A.   OCS is concerned that continued and increased

23   disbursements from the UUSF would cause nonregulated

24   affiliate operations to be subsidized by Carbon/Emery's

25   regulated operations.  And this would be in violation of
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 1   the statutory language.

 2             The adoption of OCS proposed adjustments will

 3   sufficiently mitigate the subsidization of nonregulated

 4   affiliate operations by Carbon/Emery's regulated

 5   operations to warrant continuation of the UUSF at the

 6   level we recommend in this case.

 7             The commission should adopt OCS adjustments

 8   that reduce Carbon/Emery's total proposed UUSF from

 9   about 1.8 million to about .6 million, and this would

10   consist of the following:  Removing the entirety of OCS

11   proposed new increase in the UUSF of about 816,909 and

12   removing about $428,897 of Carbon/Emery's existing UUSF

13   to about 1,038,714, which results in a residual amount

14   of 609,907 that Carbon would be able to recover from the

15   UUSF.

16             Carbon/Emery assigns and allocates costs,

17   including corporate overhead expense to its regulated

18   operation that causes nonregulated affiliate services

19   such as retail Internet service provided by

20   Carbon/Emery's nonregulated affiliate to be subsidized

21   by Carbon/Emery's regulated services.

22             As an example, the OCS proposed adjustment

23   BCO2 to revise Carbon/Emery's allocation of corporate

24   overhead expenses and shift a certain amount of

25   corporate overhead expenses from regulated operations to
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 1   nonregulated operations to prevent substantive cross

 2   subsidizations of nonregulated operations by regulated

 3   operations.

 4             In addition, my testimony explains that I have

 5   proposed adjustments that are consistent with state and

 6   federal law, along with regulatory best practices to

 7   help mitigate the negative impact of Carbon/Emery's

 8   cross subsidization.

 9             Citations to these are included in my

10   testimony.  For example, my testimony explains that

11   controls subsidization concerns and related proposed

12   adjustments are properly addressed via Utah Code Section

13   54-8B-6 at Ostrander direct testimony, page 13, Line 292

14   through page 14, Line 313.

15             Also, my direct testimony addresses concerns

16   related to cross subsidization via Section 254K of the

17   Federal Telecom Act of 1996 at my direct testimony page

18   12, Line 261 through page 13, Line 290.  Also my

19   testimony addresses concerns related to cross

20   subsidization via the FCC's Part 32 affiliate

21   transaction rules, per FCC Section 32.27, and that's

22   addressed in any direct testimony at page 14, Line 315

23   to page 15, Line 335.

24             The final citation in my direct testimony

25   addresses concerns related to cross subsidization via
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 1   the FCC's Part 64 allocation of cost rules at FCC

 2   Section 64.901-904.  And that is cited at my direct

 3   testimony page 15, Line 337 to Line 347.

 4        Q.   The second question reads, "Utah Code Section

 5   54-8B-15-1A states, 'Base of phone service means local

 6   exchange services.'  Utah Code section 54-8B-15-6A

 7   states, 'The UUSF shall be designed to promote equitable

 8   cost recovery of basic telephone services."

 9             Are you satisfied that a continued or

10   increasing disbursement from the UUSF -- UUSF to

11   Carbon/Emery would comply with the statutory language?

12   Why or why not?

13        A.   OCS is satisfied that reduced level of UUSF

14   that it recommends in this case will allow Carbon/Emery

15   adequate cost recovery related to basic telephone

16   service.  The OCS further asserts than an increased

17   disbursement or continued disbursement at current levels

18   would be equitable because it would allow Carbon/Emery

19   cost recovery for more than is necessary for basic

20   telephone service.

21        Q.   Question No. 3 reads, "Utah Code section

22   54-8B-15-5 states, 'Operation of the UUSF shall be

23   nondiscriminatory and competitive and technologically

24   neutral in the collection and distribution of funds,

25   neither providing a competitive advantage for nor
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 1   imposing competitive disadvantage upon any

 2   telecommunication provider operating in the state."

 3             Are you satisfied that continued or increased

 4   disbursement from the UUSF to Carbon/Emery would comply

 5   with the statutory language?  Why or why not?

 6        A.   OCS is concerned that the continued and

 7   increased disbursements from the UUSF would not promote

 8   nondiscriminatory, competitive and technologically

 9   neutral collection and distribution of UUSF, which would

10   be in violation of this statutory language.

11             When nonregulated affiliated Internet

12   operations are subsidized by Carbon/Emery's regulated

13   basic local exchange operations, via excessive

14   allocation of nonregulated affiliate cost to regulated

15   operations, this provides the company with excessive

16   UUSF which it can use to undermine competitors that do

17   not have the ability to subsidize their competitive

18   operations because they do not have access to UUSF

19   revenues, and they do not have regulated operations

20   which could be used to subsidize their competitive

21   operations.

22             The adoption of OCS proposed adjustments will

23   sufficiently mitigate any competitive advantage enjoyed

24   by Carbon/Emery to warrant continued disbursement of

25   UUSF funds at the level we recommend.  OCS is satisfied
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 1   that the reduced level of UUSF disbursement that we

 2   recommend will not create any competitive disadvantages

 3   for Carbon/Emery.

 4             MR. MOORE:  Mr. Ostrander is available for

 5   cross.

 6             JUDGE JONSSON:  Ms. Slawson.

 7             MS. SLAWSON:  Thank you.  I'm going to need to

 8   set up a projector.  So it takes a few minutes to warm

 9   up.  I don't know if you want to break.

10             JUDGE JONSSON:  Sure.  Let's take a break.

11   Plan on about 10 minutes.  See where we are then.

12             (Recess from 11:17 a.m. to 11:29 a.m.)

13             JUDGE JONSSON:  All right.  We're back on the

14   record.  Ms. Slawson, go ahead.

15                       CROSS-EXAMINATION

16   BY MS. SLAWSON:

17        Q.   Thank you.  Good morning, Mr. Ostrander.

18        A.   Good morning.

19        Q.   I wanted to out -- at the outset, you are

20   aware, are you not, that Carbon's current revised

21   request for the UUSF in this case is $573,643, correct?

22        A.   Yes.

23        Q.   Okay.  I'm going to jump around a little bit

24   in the sake of trying to be brief.  You just testified

25   that the imputed debt, 35 percent benefits the company.
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 1   In fact, if the actual company debt is zero, the

 2   calculation would show that the state rate of return

 3   would be the state return on equity; is that correct?

 4        A.   Yes.

 5        Q.   Okay.  Will you turn in your testimony to OCS

 6   Exhibit 1D2 Schedule A3.

 7        A.   Okay.

 8        Q.   And I believe this is the schedule that you

 9   use as the basis for your table embedded in your

10   testimony BCO5; is that correct?

11        A.   Yes.

12        Q.   Okay.  The revenues that you've listed in

13   Column D on the schedule, because I'm going to talk

14   about actual dollar numbers here, I'm not going to say

15   the numbers.  But I want you to look at the column that

16   has the dollar figures in it.

17        A.   Okay.  So just for clarification, you're on

18   page 2.

19        Q.   Page 2 of the --

20        A.   There's two pages to that particular --

21        Q.   Yeah, let's make sure.

22        A.   I just heard the word revenues, so...

23        Q.   Yeah, page 2.

24             JUDGE JONSSON:  Okay.  And the exhibit number

25   is OCS Exhibit 1D3.  Is that what I heard?
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 1             MS. SLAWSON:  I think it's 1 D-2, Schedule A3,

 2   page 2.

 3             JUDGE JONSSON:  Okay.

 4        Q.   (By Ms. Slawson) The revenues listed in Column

 5   D are annual revenue figures; is that correct?

 6        A.   Yes.

 7        Q.   Okay.  And the operating expenses listed in

 8   Column F, those are annual expense figures, correct?

 9        A.   Correct.  They exclude depreciation and income

10   taxes.

11        Q.   Right.  Net plant that you have listed in

12   Column H, those are annual net plant figures?

13        A.   Well, trial balance is not an annual amount.

14   It's -- it's an amount that carries forward.  But it's

15   the end of December 31st, 2014.

16        Q.   Okay.  In your net plant number, you did not

17   reallocate the shared assets which were held 100 percent

18   on the books of ETV, correct?

19        A.   I did not do that.

20        Q.   Okay.

21        A.   And I don't think --

22        Q.   And that --

23        A.   -- that any of these --

24        Q.   That was the question.  Thank you.  Also, by

25   your --
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 1        A.   Well, they didn't include any adjustments.

 2        Q.   It's going to go faster if I ask the

 3   questions, and you answer the ones that I ask.

 4        A.   Well, there's -- I have to explain that these

 5   amounts don't include any adjustments.

 6             JUDGE JONSSON:  If there's more that you want

 7   to explain, your counsel can help you with that on

 8   redirect.

 9             THE WITNESS:  Okay.

10        Q.   (By Ms. Slawson) The -- by using the net plant

11   figure, I believe you've testified this is net plant.

12   So depreciation is eliminated from that; is that

13   correct?  Depreciation expense.

14        A.   Accumulated depreciation is --

15        Q.   Okay.

16        A.   -- deducted from that.

17        Q.   And by, by using net plant, you don't take

18   into account the different depreciation methods applied

19   to the regulated and the nonregulated companies that

20   were testified to earlier, correct?

21        A.   Correct.

22        Q.   Okay.  On payroll amounts listed in Column L,

23   those are annual payroll figures?

24        A.   Yes.

25        Q.   Okay.
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 1        A.   Without any adjustment.

 2        Q.   And then, then the billing records that you

 3   listed in Column J, you've got those listed as dollar

 4   figures, but those are not dollar numbers; is that

 5   correct?

 6        A.   Correct.

 7        Q.   The underlying data for those would be a

 8   number of billing records, correct?

 9        A.   Yes.

10        Q.   Okay.  And the billing records that you've

11   listed there, if you -- if we eliminate the dollar sign,

12   those are monthly billing records; is that correct?

13        A.   I believe that's correct.

14        Q.   Okay.  So if we were going to be consistent

15   with the analysis, the figure in Column J should be

16   multiplied by 12 to get an annual figure, correct, on

17   billing records?

18        A.   Well, it's a matter of --

19        Q.   All the other --

20        A.   -- what's representative because the -- I'm

21   relying on your allocation factors.

22        Q.   Okay.  All of the other columns are

23   annualized.  But the Column J is a monthly figure; is

24   that correct?

25        A.   That's correct.
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 1        Q.   Okay.  Let's see.  You excluded the -- you

 2   just testified that you excluded the accumulated

 3   depreciation from the net plant number, correct?

 4        A.   Yes.

 5        Q.   And then on the operating expenses, did you

 6   include from Column F payroll from net operating

 7   expenses?

 8        A.   No, I didn't.

 9        Q.   Okay.

10        A.   It's intended to be in there.

11        Q.   So you've got payroll in Column J, and then

12   you've also included payroll in Column F; is that

13   correct?

14        A.   Yes.

15        Q.   Okay.  And you would agree, would you not,

16   that Carbon/Emery has plant that would be fully

17   depreciated but still has costs associated with it?

18        A.   Can you --

19        Q.   Plant can be fully depreciated, but it still

20   has costs associated with it.  Not depreciation but

21   other costs associated with it, correct?

22        A.   Yes.

23        Q.   Okay.  Okay.  I want to talk a little bit

24   about -- in your surrebuttal testimony and then here

25   today in your summary, you talked about on the one hand
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 1   Carbon/Emery gave you hundreds of thousands of fields of

 2   information, and then you testified that Carbon wasn't

 3   forthcoming with its data.  So I want to touch on that a

 4   little bit.

 5             Looking -- you indicated that Carbon/Emery

 6   gave you -- sent you a pivot table that was hard-coded;

 7   is that correct?

 8        A.   Excuse me.

 9        Q.   You said it wasn't working?

10        A.   I was not able to open it up and look at the

11   assumptions or the formulas in it.

12        Q.   And that was sent to you how?

13        A.   I received it -- that particular version, it

14   was confidential, so I probably received it on a CD.

15        Q.   And would it surprise you to know that it was

16   confidential, sent by me and you received it by e-mail?

17        A.   That would not surprise me.

18        Q.   Okay.  And are you saying -- when you're

19   saying you couldn't open it, do you mean you couldn't

20   open the attachment, or do you mean that you couldn't

21   open the pivot table?

22        A.   I couldn't open the pivot table.

23        Q.   Okay.

24        A.   I could open the broad Excel spreadsheet.

25        Q.   And so when you opened it, the summary page
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 1   looked like this; is that correct?

 2        A.   I believe that's correct.

 3        Q.   Okay.  And you're saying that when you went

 4   to, for example, Column C-20, CSR Distribution, and you

 5   clicked on that, it was hard-coded because the number

 6   appeared up in the formula bar but no formula.  Is that

 7   what you're saying by hard-coded?

 8        A.   My version -- and maybe you have got this a

 9   little bit -- my -- the pivot table appeared like as a

10   square like within the middle of the spreadsheet.

11        Q.   Okay.  So let's look at the exhibit that we've

12   identified.

13             MS. SLAWSON:  I'll make sure that you have the

14   one that's been marked.  May I?

15             COURT REPORTER:  Yes.

16        Q.   (By Ms. Slawson)  I have turned to what's been

17   marked as CE Exhibit 3.3R.  I'll give you just a minute

18   to get there.  Okay.  Does the exhibit that's printed in

19   the book look like the exhibit that's on the screen?

20        A.   Yes.

21        Q.   Okay.  And do you -- are you -- is it your

22   testimony that you received the exhibit that looks like

23   this, or are you testifying that you received an exhibit

24   that looks different?

25        A.   I received a particular schedule that had a
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 1   pivot table that was kind of inserted within the body of

 2   the exhibit.  So you could appear like you could punch

 3   on it and open it up and select things.

 4        Q.   Okay.  Well, let's just see because this is

 5   the one that was sent to you.  Let's just see.  If we go

 6   into that column and we double click it like you would

 7   do in a pivot table, doesn't that take you to all of the

 8   underlying data that the pivot table and that column in

 9   the pivot table is representing?

10        A.   This particular spreadsheet does.

11        Q.   So I guess I want to be clear.  You're -- are

12   you suggesting that you did not receive this particular

13   spreadsheet in this particular form?

14        A.   Yes.

15        Q.   Okay.  So I guess we might need to recall a

16   witness or enter into evidence the e-mail that was sent.

17   Let me ask you this.  Did you have any -- did you call

18   when you got the pivot table, and it was represented to

19   be a pivot table, and you couldn't make it work, did you

20   call the company?

21        A.   I did better than that.  I put it in my

22   testimony.  And I never got any response back from the

23   company and never received a replacement disk.

24        Q.   No.  I'm talking about before under you filed

25   your testimony.  When you were in the process of filing
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 1   -- preparing your testimony, did you call the company?

 2        A.   No.  I didn't know what to --

 3        Q.   Did you notify your counsel that the document

 4   was not as represented, and that he or she should make a

 5   call to Carbon/Emery's counsel?

 6        A.   I didn't know what I was supposed to have and

 7   not supposed to have.  There's a lot of documents I

 8   received --

 9        Q.   Okay.

10        A.   -- which did not have the required

11   information.  And so I don't know what Emery was

12   intending to provide me.  I never really know that.

13        Q.   Well, they said in their testimony they were

14   intending to provide you a pivot table.  I would imagine

15   that if the pivot table didn't work, you would contact

16   the company.  But you're saying, your testimony here

17   today, is that you did not contact anybody at the

18   company about the nonworking pivot table that you

19   allegedly received; is that correct?

20        A.   I did not contact them because it was in my

21   testimony and they could have contacted me.

22        Q.   Okay.  Yes or no?

23        A.   I did not contact them.

24        Q.   Okay.  That's the only question I have on the

25   pivot table.  You also indicated that you received the
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 1   cost allocation manual -- we're done with this.  Have a

 2   seat if that's more comfortable for you.

 3             You also testified that you received a PDF of

 4   the cost allocation manual; is that correct?

 5        A.   That was -- in the company's original filing,

 6   that was a document that was originally provided.

 7        Q.   Okay.  And would, would it surprise to know

 8   that a copy of the Excel spreadsheet form of the cost

 9   allocation manual was sent by counsel to your counsel

10   the day of the filing?

11        A.   I don't know.

12        Q.   Of the application.

13        A.   I don't know, because sometimes there were

14   documents I would receive, and I would not have a

15   working version.

16        Q.   So --

17        A.   And some of those documents we got, and some

18   of them we didn't.

19        Q.   Would it surprise -- do you have anything to

20   dispute that the document was sent in an Excel

21   spreadsheet version to office for the division and

22   office for the -- I mean counsel for the division and

23   counsel for the office the date it was filed on March --

24   April 2nd?

25        A.   I can't confirm if it was or wasn't.
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 1        Q.   Okay.

 2        A.   I just don't know.

 3        Q.   Did you visit Carbon or Emery to inspect its

 4   books and records or plant prior to filing your

 5   testimony in this case?

 6        A.   No.  We --

 7        Q.   Yes or no?

 8        A.   We got the indication that DPU was not going

 9   to go and do field work, so we decided if they weren't

10   going to go that, it probably would not be necessary for

11   us.

12        Q.   Okay.  And did you participate in the

13   conference held at the Office of Consumer Services on

14   August 24th with the company and the office to go over

15   some of the details in the testimony that was filed?

16   Did you participate in that conference?

17        A.   Conference call?

18        Q.   No.  We actually had a conference.  I just

19   wondered if you were there.

20        A.   I don't -- I don't believe so.

21        Q.   Okay.  And one of your adjustments is with

22   regard to materials and supplies, correct?

23        A.   Correct.

24        Q.   And you're concerned if Carbon's UUSF is

25   established when the materials and supplies are what you
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 1   would call high, then the materials and supplies -- and

 2   if they then decrease or fall off, level off, that

 3   Carbon will over-recover UUSF; is that correct?

 4        A.   That's correct.

 5        Q.   And if Carbon -- and if Carbon's levels of

 6   materials and supplies did drop off, it would be

 7   reflected on Carbon's annual report filed with the

 8   Public Service Commission; is that correct?

 9        A.   For what period?

10        Q.   For the period -- for annually.  They file

11   that annually.  So the materials and supplies would be

12   reflected on the annual Public Service Commission

13   report, correct?

14        A.   Yes.

15        Q.   Okay.  And the division reviews the annual

16   reports, correct?

17        A.   They review the annual reports, but that

18   doesn't mean they take actions.

19        Q.   But they could.  If they determined that the

20   materials and supplies had leveled off or decreased, the

21   Division of Public Utilities could say, "Hey, you're

22   over earning."  Is that correct?

23        A.   I guess they could.

24        Q.   Okay.

25        A.   But I'm not aware that they've done that.
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 1        Q.   You're not aware that they've done that in

 2   this case, or you're not aware they have done that in

 3   any case?

 4        A.   I'm not aware that they've done that in a

 5   number of cases that I've been involved in.

 6        Q.   Okay.  But it wouldn't surprise you to know

 7   that they have in fact done that with other telecoms

 8   that you have not provide -- or not been involved with?

 9        A.   Oh, I'm not disputing that.

10        Q.   Okay.  You also indicated that in your BCO

11   Adjustment 2 with regard to the accounting and general

12   allocator, you don't think billing records as a single

13   input is appropriate; is that correct?

14        A.   That's correct.

15        Q.   And yet in Mr. Woolsey's rebuttal testimony,

16   he included a calculation of the A and G allocator using

17   billing records, gross plant and payroll, weighted

18   equally.  And the result was within one half of one

19   percent of the original calculation using billing

20   records alone, wasn't it?

21        A.   He did that, but he included gross plant

22   instead of net plant.  I'm recommending the use of net

23   plant.  So he used -- you know, selected some factors

24   that I had not used.

25        Q.   Gross -- and he select -- selected gross plant
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 1   so that all of the plant would be -- all of the plant

 2   that might have costs associated would be included in

 3   the calculation, correct?

 4        A.   Well, the problem with that --

 5        Q.   Well, just yes or no?

 6        A.   You've got --

 7             MR. MOORE:  Your Honor, I believe he is --

 8             JUDGE JONSSON:  Do you know why Woolsey made

 9   his calculations as he did?

10             THE WITNESS:  I --

11             JUDGE JONSSON:  Or would you be guessing?

12             THE WITNESS:  I don't know why he did what he

13   did.

14             JUDGE JONSSON:  So perhaps that's a question

15   for your own witness.

16             MS. SLAWSON:  Okay.  One second.  Those are

17   all the questions I have.

18             JUDGE JONSSON:  Any redirect?  Oh, sorry.

19   Justin -- Mr. Jetter.  Any cross?

20                       CROSS-EXAMINATION

21   BY MR. JETTER:

22        Q.   Thank you, your Honor.  I just have one kind

23   of short series of clarification questions, if that's

24   okay.

25        A.   Sure.
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 1        Q.   In your opening statement you had mentioned

 2   that it was your understanding that the division had

 3   withdrawn its adjustment for cable migration; is that

 4   correct?

 5        A.   Had withdrawn its original adjustment.

 6        Q.   Okay.  And what is your position with respect

 7   to the -- let me ask a question prior to this one.  Is

 8   it your understanding that the division maintains a

 9   adjustment for cable migration, but it's substantially

10   smaller than it initially proposed?

11        A.   I think they might have agreed with

12   Mr. Woolsey's adjustment.

13        Q.   Okay.  If the division continued a small cable

14   migration adjustment, would you be supportive or opposed

15   to that or uncertain?

16        A.   I would not agree with that because I do not

17   agree with Mr. Woolsey's calculation methodology.

18        Q.   Okay.  Thank you.

19             MR. MOORE:  I just have one question, your

20   Honor.

21             JUDGE JONSSON:  Uh-huh.

22                     REDIRECT EXAMINATION

23   BY MR. MOORE:

24        Q.   Is there a possible mistake in your testimony

25   regarding the three issues presented to the -- presented
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 1   by the commission?

 2        A.   There may be a mistake.  I'm not sure how this

 3   showed up in the official record, but regarding Question

 4   No. 2, when I responded, I may have left out the word

 5   "not," which would make a big difference in how it

 6   reads.

 7        Q.   Uh-huh.

 8        A.   So this is really just two sentences.  So I'll

 9   just read the second sentence where I may have

10   inadvertently not included the word "not."

11             "The OCS further asserts that an increased

12   disbursement or continued disbursement at current levels

13   would not be equitable because it would allow

14   Carbon/Emery cost recovery for more than what is

15   necessary for basic telephone service."

16             MR. MOORE:  Thank you.  I have no further

17   questions.

18             JUDGE JONSSON:  Ms. Slawson, anything further

19   for this witness?

20             MS. SLAWSON:  No.

21             JUDGE JONSSON:  Mr. Jetter?

22             MR. JETTER:  No.  Thank you.

23             JUDGE JONSSON:  Okay.  Is that -- does that

24   conclude your case in chief?

25             MR. MOORE:  That concludes the case.  The
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 1   office rests.

 2             JUDGE JONSSON:  Okay.  I spoke with a couple

 3   of the commissioners last night.  They are willing to

 4   take closing argument by brief, if that's what the

 5   parties prefer.  Ms. Slawson, you've already mentioned

 6   that that would be your preference, correct?

 7             MS. SLAWSON:  That would be -- one point of

 8   order.  We have URTA as an intervenor.

 9             JUDGE JONSSON:  All right.  You are correct.

10   Very good.  Go ahead.

11             MS. SLAWSON:  Shall I?

12             JUDGE JONSSON:  Uh-huh.

13             MS. SLAWSON:  URTA would file -- or would call

14   Douglas Meredith to the stand.

15             JUDGE JONSSON:  Mr. Meredith, you remain under

16   oath.

17             THE WITNESS:  Yes.

18                       DOUGLAS MEREDITH,

19   recalled as a witness at the instance of the intervenor,

20   URTA, having been first previously sworn, was examined

21   and testified as follows:

22                      DIRECT EXAMINATION

23   BY MS. SLAWSON:

24        Q.   Good morning, Mr. Meredith.

25        A.   Good morning.
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 1        Q.   You've already stated your name, employer and

 2   business address for the record so we'll skip over that.

 3   But can you tell us who you are representing?

 4        A.   Yes, I'm representing the URTA, the Utah Rural

 5   Telecom Association.

 6        Q.   And as URTA's witness, do you have a summary

 7   of your testimony that would differ from the summary you

 8   previously gave?

 9        A.   Yes, just with a little bit more emphasis on a

10   couple of points that URTA is very concerned about.

11        Q.   Go ahead.

12        A.   Good morning, your Honor.  The Utah Rural

13   Telecom Association or URTA is an association comprised

14   of 13 members that are incumbent local exchange carriers

15   operating in Utah.  URTA members are regulated by the

16   commission and provide operational information to the

17   division and the commission on a regular basis.

18             URTA is very concerned about the division's

19   proposed change of a company's decision of its

20   depreciation method when evaluating Utah USF

21   disbursements or rate case proposals.  This proceeding

22   is a case of first impression before the commission for

23   URTA members.  This proceeding is the first time a

24   change in depreciation method has been presented before

25   the commission to resolve a dispute between the division
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 1   and a URTA member.

 2             URTA recommends that the commission allow URTA

 3   members to use their chosen group asset method, as

 4   prescribed by Part 32 of the code of federal

 5   regulations.  And if modifications are needed, use

 6   adjustments to the average service life as described by

 7   Utah Code Annotated 54-7-12.1 that informs the

 8   commission to include the, quote, alteration of asset

 9   lives to better reflect changes in the economic life of

10   plant and equipment, unquote.

11             This process is contrasted by the division's

12   single asset straight-line method proposed by witness

13   Hellewell, that did not evaluate the alteration of asset

14   lives, nor did he examine Carbon/Emery's FCC method that

15   addresses the same issue.

16             If the commission ultimately decides to move

17   away from a URTA member's chosen depreciation method,

18   this change should be on a prospective basis, used only

19   for new assets placed into service.  Utah Code Annotated

20   54-4-4 -- 4A Roman F3 informs the commission on judging

21   the prudence of a company's decision on past -- in the

22   past and provides guidance in making monumental changes

23   to company operations.

24             Ultimately, if the commission wanted to adopt

25   the uniform policy for all companies, URTA recommends
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 1   that the commission adopt a rule-making process that

 2   would provide for expression by all interested parties.

 3             When judging this recommendation, URTA urges

 4   the commission to please reflect on the experience we

 5   had with the capital structure task force.  As a

 6   participant in this task force, I witnessed the

 7   development of proposal that addressed and balanced

 8   competing interests.

 9             Furthermore, an added benefit of a rule making

10   process, is that all parties know the proposed policy.

11   This benefits all parties and serves the public

12   interest.  URTA also observes that a rule making process

13   would serve the public interest in establishing guiding

14   principles for the development of an intrastate cost of

15   equity.  Such a process would greatly increase the

16   precision of an estimate by establishing generally

17   accepted methods to estimate the cost of equity for a

18   particular company.

19             I urge the commission to consider these

20   recommendations as it judges this case.  This ends my

21   URTA summary.

22             MS. SLAWSON:  Mr. Meredith is available for

23   cross-examination.

24             JUDGE JONSSON:  Mr. Jetter.

25                       CROSS-EXAMINATION
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 1   BY MR. JETTER:

 2        Q.   I do have a few questions.  Mr. Meredith, good

 3   morning.  Are you aware that there are URTA members that

 4   use single asset straight line depreciation?

 5        A.   Yes, I am aware that some do.  Their

 6   circumstances are unique, I would say.  I know that at

 7   least one is an average schedule company.  But the

 8   decision of a company to use a particular depreciation

 9   method is the company's.

10        Q.   And it would be your testimony that the

11   universal service funds support for a company that is

12   subject to that decision should vary by company based on

13   their chosen depreciation method?

14        A.   Yes.  Because the Utah Code allows for

15   adjustments to the method that, that reflect what the

16   commission has described in its order on the motion for

17   summary judgment.

18        Q.   And so it is your testimony then that the

19   amount that other rate payers for telephone service in

20   Utah pay to support rural telephone service should vary

21   based on the, I guess, the whims of an accountant at

22   each of URTA's members?

23        A.   No.  No.

24        Q.   No.  But you did testify that they should be

25   able to choose whatever depreciation method they wish
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 1   and that their universal service fund calculation should

 2   then be calculated based on that?

 3        A.   No, I didn't say that either.

 4        Q.   You did testify that there are URTA members

 5   that do have different accounting methods; is that

 6   correct?

 7        A.   Yes.

 8        Q.   And you don't think those should be adjusted

 9   by the commission?

10        A.   No.  I didn't say that either.  What I said --

11        Q.   Go ahead.

12        A.   -- was that if there were to be changes to

13   better reflect the economic life of plant and equipment,

14   those changes and those adjustments can be made using

15   what the Utah Code talks about, and what we've described

16   in this proceeding as adjustment to the average service

17   life.

18        Q.   And that's regardless of the fact that the

19   choice to use single asset straight line depreciation

20   would result in a different number for the exact same

21   scenario with the same company as the choice to use a

22   group asset method?

23        A.   Well, the straight line method is not --

24   didn't come down from Mount Sinai on tablets.

25        Q.   That's not what I asked you.
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 1        A.   And so what I'm saying is, it's an

 2   approximation.  Straight line method is an

 3   approximation.  The group method is an approximation of

 4   the actual diminution of value of the asset.  And the

 5   commission can judge very, very plainly which better

 6   actual -- which method more accurately attempt -- or

 7   describes the actual.

 8             A straight line method as proposed by the

 9   office does not have adjustments contemplated in it.

10   And so it's, by my judgment, a less accurate

11   representation of the actual.

12             JUDGE JONSSON:  Did you mean to reference the

13   division when you mentioned --

14             THE WITNESS:  Division, I'm sorry.  Yes.

15        Q.   (By Mr. Jetter)  Let me ask you another

16   question.  When is -- are you familiar with the

17   accounting practices of URTA members?

18        A.   Some of them, yes.

19        Q.   Do you know when the last depreciation study

20   was done by any URTA member?

21        A.   URTA members -- depreciation study, I'm not

22   exactly sure how you're defining that.  But URTA members

23   do review depreciation and depreciation expenses and

24   activities continually.

25        Q.   Do you know the last time that one of them
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 1   reviewed their operations, all of their plant and

 2   reviewed the service lives of the current plant and then

 3   adjusted their accounting service lives to match?

 4        A.   Well, if -- well, they do this continually.

 5   They look at -- they look at whether there's adjustments

 6   that need to be made on a continual basis through --

 7   particularly the cost studies.  I can't speak to the

 8   average schedule companies because they have different

 9   procedures.  But for a cost company like Carbon/Emery,

10   and for other cost companies that are URTA members, this

11   is a continual function.

12        Q.   Okay.  And so let's talk about that for a

13   second.  Let's say hypothetically you have a building

14   that you put in your account with, let's say, a 30

15   year -- let's say a 20 year service life.  And you

16   realize that that building is going to last for 60

17   years.  You would certainly adjust that service life to

18   60 years, would you not?

19        A.   That's a very strange hypothetical.  Quite

20   extreme to go from an estimated service life when it was

21   placed into service at 20 and then suddenly realize

22   that, oh, golly, it's going to last for 60.

23             But an adjustment even that extreme is looked

24   at in evaluation.  If it's reasonable to make that type

25   of a hypothetical extreme, then it would be reasonable
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 1   to make the adjustment.

 2        Q.   It would be unreasonable not to make that

 3   adjustment, would it not?

 4        A.   In your hypothetical, if you -- if you find a

 5   situation where the expected life of the asset exceeds

 6   or needs to be changed from what is being used,

 7   contemplated with all the assets that are -- with all

 8   the activity and projected activity of that asset, yes,

 9   it's reasonable to make the change.

10        Q.   Okay.  And so if I looked at a group of

11   assets, for example, and we saw that more than half of

12   them were beyond their expected service life, and yet

13   the group was remaining with such a large amount of

14   assets and that far exceeding their expected service

15   life, that would indicate that these adjustments were

16   not being made in a timely manner, would it not?

17        A.   No, not at all.  Because if an asset is beyond

18   its expected service life, that means that all the

19   depreciation expense that would accrue to that asset is

20   gone.  There is no -- there is no depreciation expense

21   allocated to that asset.

22             And but the asset is still -- is still used

23   and useful.  And so the company still uses it.  It

24   doesn't dispose of that asset if it still has useful

25   life.
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 1        Q.   Okay.  How does -- how does the gross value of

 2   that asset that's beyond its service life change the

 3   depreciation diminution of value of a new asset that's

 4   added that's unrelated to that old asset and is the

 5   exception that it happens to be in the same group?

 6        A.   Well, technically there is only one asset in a

 7   group.  The group has the asset.  There are units in

 8   that group.  But there's one asset for purposes of

 9   depreciation.

10        Q.   Okay.  I guess we're talking semantics.  So

11   let's go back and ask the same question.  If we have a

12   unit in the group that is beyond its expected service

13   life, and you testified that it would be fully

14   depreciated, how is that changing the diminution of

15   value of a new unit that would be added within the same

16   group?

17        A.   Well, under this particular method, the

18   proposal, the method prescribes that you use the average

19   service life of the group.  And so if you were to add a

20   particular asset to -- a unit to a group asset, then the

21   average service life would change.

22        Q.   And are you aware of that recalculation having

23   been done by URTA members?

24        A.   Yes, they -- as I said before, they evaluate

25   that based upon the expected service life of the -- of
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 1   all of the units in a group on a continual basis.

 2        Q.   Okay.  And so a building that would last for

 3   60 years being on a 20 year depreciation schedule, how

 4   would that match up with what you're describing?

 5        A.   Well, I wouldn't see that hypothetical.

 6        Q.   Okay.  What if that was in fact on the books

 7   of one of your URTA members?

 8        A.   If that was on the books of the URTA members,

 9   then -- well, it's a hypothetical that is just so

10   extraordinarily odd that can't -- I don't know.  I mean,

11   obviously, I would be saying are you sure you -- go

12   check the -- go check that 60 year expected life of

13   that, of the building.  Because it's a hypothetical that

14   is a corner solution.  It's way extraordinary.

15        Q.   You're happy to discuss hypotheticals with all

16   of the other URTA members; is that right?

17        A.   With -- I'm sorry.  Say again.

18        Q.   You're happy to discuss hypothetical future

19   interactions with the commission with the URTA members;

20   is that correct?

21        A.   Well, the only hypothetical that I can recall

22   in this proceeding was a $1,000 hypothetical which was

23   used.  And that's, that's a perfectly reasonable

24   hypothetical because it's very true to what happens.

25        Q.   Okay.  But a building that, let's say, was
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 1   $500,000, but in the same scenario where you fully

 2   depreciated it by year 10 and you're now in 21 adding a

 3   new unit in that group, how does that differ from -- or

 4   other than if you were --

 5        A.   Well, the asset -- if you add a new unit to a

 6   building group, then you have a change in, as I men --

 7   as I said before, you have a change in the average

 8   service life of that group.

 9        Q.   Okay.

10        A.   And you make the change.

11        Q.   But the annual depreciation method then from

12   that depreciation method of group depreciation would

13   result in a different number for a particular year than

14   a single asset straight line; is that correct?

15        A.   I think I've already answered that.  Correct,

16   yes.

17        Q.   Okay.  And so then two companies with the same

18   facts but different accounting methods would present

19   different depreciation calculations to the commission?

20        A.   They could.  Those approximations of

21   depreciation could differ.

22        Q.   Okay.  And you do have URTA members that use

23   varying types of accounting practices; is that correct?

24        A.   Yes, as I've said before, they have

25   different -- they have different depreciation methods.
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 1   And this is why the alternative, also as I described in

 2   my summary, comes to bear, that if the commission wants

 3   a uniformity, then we should look at this so that all

 4   interested parties are able to talk about it in a

 5   rule-making procedure or task force.

 6        Q.   But until then, they should -- you believe

 7   that they should receive UUSF based on whatever,

 8   whatever they decide to come in with; is that correct?

 9        A.   No.  The depreciation expense is thoroughly

10   reviewed by the division.  And if it comes to an

11   adjudicated proceeding, it's reviewed by the commission,

12   and it would be deemed -- whatever changes or

13   alterations are made would be deemed -- would be

14   eventually deemed prudent.  And the commission and the

15   division and the company should receive that, that

16   assignment.

17             MR. JETTER:  Thank you.  That's all the

18   questions I have.

19             MR. MOORE:  No questions, your Honor.

20             JUDGE JONSSON:  Ms. Slawson, any redirect?

21                     REDIRECT EXAMINATION

22   BY MS. SLAWSON:

23        Q.   I just have one question on redirect.  You

24   testified that the URTA members have different methods

25   of doing depreciation.  They also have different Public

0314

 1   Service Commission prescribed rates of depreciation,

 2   don't they?

 3        A.   Yes, I believe they do.  They do indeed.

 4             MS. SLAWSON:  That's all I have.

 5             JUDGE JONSSON:  Any recross?

 6             MR. JETTER:  No recross, thank you.

 7             JUDGE JONSSON:  Thank you.  Thank you for

 8   keeping me on my toes.  All right.  So I believe that

 9   concludes the testimony today; is that correct?

10             MS. SLAWSON:  Yes.

11             JUDGE JONSSON:  All right.  And the

12   commission, as I mentioned before, is willing to accept

13   closing arguments by post-hearing brief.  And I think

14   that's the way the parties want to go.  So we need to

15   establish the deadline for that to happen.  I also think

16   it might be worth discussing page limit.  And then I am

17   going to specifically request that the parties deal with

18   two issues in their closing arguments.

19             One, when we've been talking about

20   depreciation and about some of the allocated accounts

21   for materials supplies, things like that, the parties

22   have all made reference to the possibility that another

23   rate case might be needed down the road.

24             If Carbon -- Carbon's UUSF is set at a

25   relatively higher level based on a high depreciation
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 1   expense and high materials and supplies right now, then

 2   we might need to have a rate case maybe within three

 3   years, five years, whatever, to correct for that, if at

 4   that point it's over-recovering.

 5             On the other hand there's also been discussion

 6   that if Carbon's UUSF is set today according to adjusted

 7   depreciation and a more normalized value for materials

 8   and supplies and things like that, then down the road at

 9   some point, if it feels like it's under-recovering, it

10   can come in for a rate case and that UUSF can be bumped

11   up.

12             My question for you in your closing arguments

13   is to give some sort of analysis as to why the

14   commission should go one way or the other.  If there's

15   going to be a true-up, if you will, needed down the

16   road, then why should the commission, Carbon, go high

17   now and true up down later down the road?

18             Division office, why should the commission go

19   normalized now and if necessary, increase later down the

20   road?  Okay.  So I'd like you to address that point.

21             And then also in dealing with depreciation,

22   there's been some discussion about how the asset -- how

23   Carbon's assets should be viewed.  Carbon, it seems like

24   your position is to ask the commission to view the

25   assets and then each asset group were sort of one big
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 1   machine that's being continually repaired, improved,

 2   whatever, and therefore is being it depreciated all at

 3   once.

 4             And the division, the office seem to view the

 5   asset groups as being of a different nature, that when

 6   an addition is made, it's not a new piece to a new

 7   machine.  It's a new asset, and the fully depreciated

 8   assets are then skewing that assets depreciation.

 9             I believe we have in the record, particularly

10   in the exhibits, some pretty good list of what Carbon's

11   assets are.  And so I think we have the facts that we

12   might need in order to decide whose view of the assets

13   is more accurate.  But I would like some discussion in,

14   in your closing argument briefs as to why these assets

15   look like a machine versus why these assets don't like

16   one single machine.

17             And I think that would be helpful to me and to

18   the commission.  Okay.  So with that, does any party

19   want to propose a deadline for closing argument briefs.

20             MR. JETTER:  Can I make one request?

21             JUDGE JONSSON:  Sure.

22             MR. JETTER:  If -- presumably we'll have, as

23   you discussed, a page limit.  I was considering -- I

24   think it might be worthwhile to have a response that's

25   somewhat shorter page limit.  So to make a response
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 1   brief, but if parties need to respond to something they

 2   may not have anticipated --

 3             JUDGE JONSSON:  So you're thinking maybe two

 4   deadlines.  One to file final closing arguments, and one

 5   to file a reply to any other party's closing.

 6             MR. MOORE:  So I would be in support of that

 7   argument as well.

 8             JUDGE JONSSON:  I'm certainly willing to go

 9   there.  I am concerned about the cost of this case.

10   This case has been protracted.  There's been a great

11   deal of briefing.  Every time we go for a new round of

12   briefing, the costs go up.  And so I want you to bear

13   that in mind as well.  What's your --

14             MR. JETTER:  And I would be happy to make --

15             JUDGE JONSSON:  What's your suggestion?

16             MR. JETTER:  Maybe the reply could be one or

17   two pages.

18             JUDGE JONSSON:  Okay.

19             MR. JETTER:  Just very brief.

20             MR. MOORE:  We would like at least five pages.

21             JUDGE JONSSON:  For closing argument?

22             MR. MOORE:  For the reply brief.

23             JUDGE JONSSON:  For a final reply.  What's

24   your thought Kira, Ms. Slawson?

25             MS. SLAWSON:  Well, we're also concerned about
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 1   the costs.  Just kind of thinking out loud here.  If it

 2   were a oral closing argument, we'd be limited by

 3   minutes.

 4             JUDGE JONSSON:  Right.

 5             MS. SLAWSON:  And we could reserve however

 6   many minutes we thought we might need to reply.

 7             JUDGE JONSSON:  Right.

 8             MS. SLAWSON:  So I guess you could set a total

 9   page limit and use it how you want.

10             JUDGE JONSSON:  I like that idea.

11             MS. SLAWSON:  But as I'm thinking about this,

12   you know, the initial closing argument then could be one

13   page, and if they do everything on reply, so the parties

14   don't have the opportunity to -- the other parties

15   wouldn't have a opportunity to respond to the actual

16   closing.  They get the last word.  So you know --

17             JUDGE JONSSON:  Okay.  So somebody please make

18   a proposal.

19             MS. SLAWSON:  Maybe.

20             MR. JETTER:  I would -- well --

21             MS. SLAWSON:  Five pages for the reply seems

22   fine.

23             JUDGE JONSSON:  Okay.

24             MS. SLAWSON:  For the closing argument, I mean

25   there's a lot of evidence in the case, maybe 25 or 30
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 1   pages.

 2             JUDGE JONSSON:  Okay.  And you don't

 3   necessarily need to repeat the evidence.

 4             MS. SLAWSON:  Right.

 5             JUDGE JONSSON:  You can cite to it.

 6             MS. SLAWSON:  Right.

 7             JUDGE JONSSON:  Twenty-five and five?  Thirty

 8   and five?

 9             MR. JETTER:  Yeah, I can probably do 10 for a

10   closing.  If we need more, that's fine.

11             MS. SLAWSON:  The company has more issues

12   because we have to address the issues of the division

13   and the office.

14             JUDGE JONSSON:  Both.  Correct.

15             MR. MOORE:  We would recommend 25 and 5.

16             MS. SLAWSON:  That's fine.

17             JUDGE JONSSON:  Okay.  All right.  And then

18   dates.

19             MR. JETTER:  I think we're going to need time

20   to get a transcript.

21             JUDGE JONSSON:  Shall we set the dates after

22   we see the transcript?

23             MR. JETTER:  Sure.  Do we -- well --

24             JUDGE JONSSON:  Or do you want to just say

25   like 30 days or X days after the transcript for closing
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 1   argument, and then X days after that for rebuttal.

 2             MR. JETTER:  That works for us.

 3             JUDGE JONSSON:  Okay.  So what period do you

 4   need?  The commission staff has input.  Yes, John.

 5             MR. HARVEY:  Just what's our 240 deadline to

 6   have an order out?

 7             JUDGE JONSSON:  We don't have a 240.

 8             MS. SLAWSON:  Not a rate case.

 9             MR. HARVEY:  Oh, that's right.

10             JUDGE JONSSON:  Okay.  How many days?

11             MS. SLAWSON:  Does anybody have any idea about

12   how long the transcript's going to take?

13             (Discussion off the record.)

14             MS. SLAWSON:  I'm wondering if for scheduling

15   purposes it might be easier to set the dates after we

16   get the transcripts.  Because, you know, if the deadline

17   for filing ends up on a day that somebody has a hearing,

18   that's going to be anxiety provoking.

19             JUDGE JONSSON:  I just don't want to have to

20   get the parties back together to discuss things.  So --

21   well, again, then we have more cost.  So if we can

22   figure out today how many days you need to put together

23   your closing argument and how many days you need to put

24   together your reply, I think that would be best.  So I'm

25   going to push you on that.  Three weeks after
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 1   transcripts?

 2             MS. SLAWSON:  That's fine.

 3             MR. JETTER:  Yeah.

 4             JUDGE JONSSON:  Okay.  If there's a holiday in

 5   there, I'll adjust.  So when I say three weeks, 21 days

 6   excluding any holidays.  Including weekends but

 7   excluding holidays, okay?  And then for your reply then,

 8   a week after that?

 9             MR. JETTER:  I think that's reasonable.

10             MR. MOORE:  That's fine, your Honor.

11             MS. SLAWSON:  Sure.

12             JUDGE JONSSON:  Okay.  So when we get the

13   transcript, I'll issue a scheduling order.  But I'll

14   just do it unilaterally without calling a schedule

15   conference, and put the actual dates into it.  And issue

16   that.

17             Okay.  I think with that, I'm ready to close

18   the hearing unless I've missed something.  Anybody?

19   Okay.  Thank you all very much.  This has been extremely

20   helpful.

21             MS. SLAWSON:  Thank you.

22

23             (The proceedings in this matter concluded at

24   12:17 p.m.)

25
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		108						LN		248		20		false		              20             MR. MOORE:  It's been brought to my attention,				false

		109						LN		248		21		false		              21   the very first words out of my mouth yesterday were				false

		110						LN		248		22		false		              22   incorrect.  Apparently I testified that I was				false

		111						LN		248		23		false		              23   representing the Office of Community Services instead of				false

		112						LN		248		24		false		              24   the Office of Consumer Service.  I'd like to make that				false

		113						LN		248		25		false		              25   correction on the record.				false

		114						PG		249		0		false		page 249				false

		115						LN		249		1		false		               1             JUDGE JONSSON:  Thank you.				false

		116						LN		249		2		false		               2             MR. MOORE:  The office calls David Brevitz.				false

		117						LN		249		3		false		               3                        DAVID BREVITZ,				false

		118						LN		249		4		false		               4   called as a witness at the instance of the Office of				false

		119						LN		249		5		false		               5   Consumer Services, having been first duly sworn, was				false

		120						LN		249		6		false		               6   examined and testified as follows:				false

		121						LN		249		7		false		               7                      DIRECT EXAMINATION				false

		122						LN		249		8		false		               8   BY MR. MOORE:				false

		123						LN		249		9		false		               9        Q.   Could you state your name, employer and				false

		124						LN		249		10		false		              10   business address.				false

		125						LN		249		11		false		              11        A.   My name is David Brevitz.  I'm an independent				false

		126						LN		249		12		false		              12   regulatory consultant employed on behalf the Office of				false

		127						LN		249		13		false		              13   Consumer Services in this matter.				false

		128						LN		249		14		false		              14        Q.   Have you reviewed the application and				false

		129						LN		249		15		false		              15   testimony presented in this docket?				false

		130						LN		249		16		false		              16        A.   Yes, I have.				false

		131						LN		249		17		false		              17        Q.   Have you filed direct rebuttal and surrebuttal				false

		132						LN		249		18		false		              18   testimony?				false

		133						LN		249		19		false		              19        A.   Yes, along with related exhibits.				false

		134						LN		249		20		false		              20        Q.   Do you have any changes to this testimony?				false

		135						LN		249		21		false		              21        A.   I have three changes.  The first -- in each				false

		136						LN		249		22		false		              22   piece of testimony.  The first change is in my direct,				false

		137						LN		249		23		false		              23   and it parallels the change that Mr. Coleman made				false

		138						LN		249		24		false		              24   yesterday.  And it involves confidential numbers.  But I				false

		139						LN		249		25		false		              25   think if I refer to Mr. Coleman's change, we can				false

		140						PG		250		0		false		page 250				false

		141						LN		250		1		false		               1   accomplish that in public.				false

		142						LN		250		2		false		               2             At Line 103 of my direct testimony, there is a				false

		143						LN		250		3		false		               3   table which derives the weighted average rate of return,				false

		144						LN		250		4		false		               4   and the separations factors in that table are slightly				false

		145						LN		250		5		false		               5   off what they should be.  So if one puts in the				false

		146						LN		250		6		false		               6   separations factors that Mr. Coleman put in yesterday				false

		147						LN		250		7		false		               7   and runs the arithmetic, the weighted average return				false

		148						LN		250		8		false		               8   changes from the 8.45 percent shown in the direct as				false

		149						LN		250		9		false		               9   filed to 8.46 percent.				false

		150						LN		250		10		false		              10             JUDGE JONSSON:  Okay.				false

		151						LN		250		11		false		              11        A.   And that should be the change.  If we're ready				false

		152						LN		250		12		false		              12   to move on to the next change, in my rebuttal at Line				false

		153						LN		250		13		false		              13   20 -- at Line 98, change 1984 to 1991.				false

		154						LN		250		14		false		              14             JUDGE JONSSON:  Okay.  Tell me the line again.				false

		155						LN		250		15		false		              15   Sorry.				false

		156						LN		250		16		false		              16             THE WITNESS:  Line 98, change 1984 to 1991.				false

		157						LN		250		17		false		              17             JUDGE JONSSON:  Okay.				false

		158						LN		250		18		false		              18        A.   And then in my surrebuttal at Line 354, delete				false

		159						LN		250		19		false		              19   two words.  Delete "expected future."  And that				false

		160						LN		250		20		false		              20   completes my changes.				false

		161						LN		250		21		false		              21             JUDGE JONSSON:  Thank you.				false

		162						LN		250		22		false		              22        Q.   (By Mr. Moore)  Other than those changes, if I				false

		163						LN		250		23		false		              23   asked you the questions presented in your written				false

		164						LN		250		24		false		              24   testimony, would your answers be the same?				false

		165						LN		250		25		false		              25        A.   Yes, they would.				false

		166						PG		251		0		false		page 251				false

		167						LN		251		1		false		               1        Q.   Have you prepared a summary of your testimony?				false

		168						LN		251		2		false		               2        A.   Yes, I have.				false

		169						LN		251		3		false		               3        Q.   Would you read that into the record please?				false

		170						LN		251		4		false		               4        A.   Yes, I will.  My direct rebuttal and				false

		171						LN		251		5		false		               5   surrebuttal testimonies and related exhibits have been				false

		172						LN		251		6		false		               6   pre-filed on behalf of the Office of Consumer Services				false

		173						LN		251		7		false		               7   on the subject of the appropriate rate of return for				false

		174						LN		251		8		false		               8   Carbon/Emery's application for increased Utah universal				false

		175						LN		251		9		false		               9   service funds.				false

		176						LN		251		10		false		              10             This case differs from a general rate case				false

		177						LN		251		11		false		              11   where a company seeks to collect its revenue requirement				false

		178						LN		251		12		false		              12   only from its customers.  In this case Carbon/Emery				false

		179						LN		251		13		false		              13   seeks to transfer money from all consumers in Utah to				false

		180						LN		251		14		false		              14   the members of Emery Telcom.  At least three rate return				false

		181						LN		251		15		false		              15   issues have been presented to the commission.				false

		182						LN		251		16		false		              16             The first is, what is the investors' required				false

		183						LN		251		17		false		              17   return on equity for the state portion of the weighted				false

		184						LN		251		18		false		              18   average cost of capital?  The second question is, what				false

		185						LN		251		19		false		              19   is the appropriate balance of debt versus equity to be				false

		186						LN		251		20		false		              20   assumed for the hypothetical capital structure for the				false

		187						LN		251		21		false		              21   state portion of the weighted average cost of capital				false

		188						LN		251		22		false		              22   since Carbon/Emery is now 100 percent equity on its				false

		189						LN		251		23		false		              23   books?				false

		190						LN		251		24		false		              24             The third question is, what's the appropriate				false

		191						LN		251		25		false		              25   rate of return for the interstate portion of weighted				false

		192						PG		252		0		false		page 252				false

		193						LN		252		1		false		               1   average cost of capital to be drawn from the FCC's Form				false

		194						LN		252		2		false		               2   492 rate of return report?				false

		195						LN		252		3		false		               3             In my testimonies, I made the following				false

		196						LN		252		4		false		               4   observations and recommendations to the commission:				false

		197						LN		252		5		false		               5   First, Carbon/Emery presents its proposed rate of return				false

		198						LN		252		6		false		               6   and equity based on improper risk assessment that is				false

		199						LN		252		7		false		               7   contrary to modern portfolio theory, basic principles of				false

		200						LN		252		8		false		               8   finance and long-standing regulatory practice.				false

		201						LN		252		9		false		               9             In particular, the company advocates that				false

		202						LN		252		10		false		              10   various premia be layered on top of determined rate of				false

		203						LN		252		11		false		              11   return based on individual company risk assessment.				false

		204						LN		252		12		false		              12   This advocacy is entirely inconsistent with modern				false

		205						LN		252		13		false		              13   portfolio theory under which investors are compensated				false

		206						LN		252		14		false		              14   only for systematic risk within an efficient portfolio				false

		207						LN		252		15		false		              15   but not for any unsystematic risk such as the specific				false

		208						LN		252		16		false		              16   risks of an individual company.				false

		209						LN		252		17		false		              17             Systematic risk is measured by beta in the				false

		210						LN		252		18		false		              18   capital asset pricing model, which accounts for the				false

		211						LN		252		19		false		              19   firm's sensitivity to changes in macroeconomic factors				false

		212						LN		252		20		false		              20   such as inflation, the state of the economy, the term				false

		213						LN		252		21		false		              21   structure of interest rates, and the spread between				false

		214						LN		252		22		false		              22   yields on low and high grade bonds.				false

		215						LN		252		23		false		              23             The investor-required return on a company's				false

		216						LN		252		24		false		              24   stock is a function only of the risk factors that affect				false

		217						LN		252		25		false		              25   all stocks, systematic risk.  Under modern portfolio				false

		218						PG		253		0		false		page 253				false

		219						LN		253		1		false		               1   theory, investors are not compensated for firm-specific				false

		220						LN		253		2		false		               2   or unsystematic risks since the investor can minimize				false

		221						LN		253		3		false		               3   these risks by adhering to the cardinal rule of				false

		222						LN		253		4		false		               4   investing, diversify.				false

		223						LN		253		5		false		               5             Carbon/Emery's emphasis on firm-specific risk				false

		224						LN		253		6		false		               6   and various premia results in an inappropriately high				false

		225						LN		253		7		false		               7   requested rate of return on equity which should be				false

		226						LN		253		8		false		               8   rejected by the commission.  Second, Carbon/Emery's				false

		227						LN		253		9		false		               9   advocacy of recognizing firm-specific risk in various				false

		228						LN		253		10		false		              10   premia is inconsistent with the efficient market				false

		229						LN		253		11		false		              11   principles which underlie the operation of global				false

		230						LN		253		12		false		              12   capital markets.				false

		231						LN		253		13		false		              13             Were these various premia to actually exist,				false

		232						LN		253		14		false		              14   the implication would be that their investment				false

		233						LN		253		15		false		              15   strategies to profitably exploit them, efficient markets				false

		234						LN		253		16		false		              16   arbitrage away any apparent excess returns.				false

		235						LN		253		17		false		              17             Third, Carbon/Emery's advocacy of recognizing				false

		236						LN		253		18		false		              18   firm specific risks and various premia as well as				false

		237						LN		253		19		false		              19   leverage beta are not accepted approaches to rate of				false

		238						LN		253		20		false		              20   return determination in state rate making proceedings.				false

		239						LN		253		21		false		              21   Carbon/Emery provides no citations to any decision by				false

		240						LN		253		22		false		              22   the State Regulatory Commission accepting this approach.				false

		241						LN		253		23		false		              23             In my search I could not find any instances				false

		242						LN		253		24		false		              24   where a state regulatory commission accepted such				false

		243						LN		253		25		false		              25   recommendations.  However, I did find instances where				false

		244						PG		254		0		false		page 254				false

		245						LN		254		1		false		               1   state commissions explicitly rejected these type of				false

		246						LN		254		2		false		               2   approach.				false

		247						LN		254		3		false		               3             If the commission accepts Carbon/Emery's				false

		248						LN		254		4		false		               4   advocacy in this case, it can expect many jurisdictional				false

		249						LN		254		5		false		               5   utilities across all sectors to seek higher rates of				false

		250						LN		254		6		false		               6   return based on various premia specifically seeking				false

		251						LN		254		7		false		               7   inclusion of a small company premium.				false

		252						LN		254		8		false		               8             No. 4, Carbon/Emery's advocacy of recognizing				false

		253						LN		254		9		false		               9   firm specific risks in various premia is one directional				false

		254						LN		254		10		false		              10   and improperly ignores substantial offsetting additional				false

		255						LN		254		11		false		              11   benefits, which pertain to incumbent local exchange				false

		256						LN		254		12		false		              12   companies such as subsidy funds administered by state				false

		257						LN		254		13		false		              13   and federal regulators, subsidized long-term debt				false

		258						LN		254		14		false		              14   funding available from the RUS, subsidized long-term				false

		259						LN		254		15		false		              15   debt funding available from banks owned by incumbent				false

		260						LN		254		16		false		              16   local exchange companies such as CoBank, and the ability				false

		261						LN		254		17		false		              17   to raise rates by a general rate case and long-standing				false

		262						LN		254		18		false		              18   monopoly franchise originally granted to incumbent local				false

		263						LN		254		19		false		              19   exchange companies.				false

		264						LN		254		20		false		              20             Fifth, Carbon/Emery fails to provide a rate of				false

		265						LN		254		21		false		              21   return calculation which is consistent and comports with				false

		266						LN		254		22		false		              22   long standing State Regulatory Commission practices and				false

		267						LN		254		23		false		              23   modern portfolio theory.  My testimony provides a				false

		268						LN		254		24		false		              24   recommended return on equity of 10 percent based on				false

		269						LN		254		25		false		              25   appropriate and consistent rate of return estimations				false

		270						PG		255		0		false		page 255				false

		271						LN		255		1		false		               1   from recent determinations for state universal service				false

		272						LN		255		2		false		               2   funding using both the standard CAPM, C-A-P-M and DCF				false

		273						LN		255		3		false		               3   methodologies.				false

		274						LN		255		4		false		               4             The commission can appropriately rely on these				false

		275						LN		255		5		false		               5   estimations and recommendations in this case.  DCU also				false

		276						LN		255		6		false		               6   provides a recommendation based on the standard CAPM				false

		277						LN		255		7		false		               7   methodology which again is consistent with long-standing				false

		278						LN		255		8		false		               8   regulatory practice.				false

		279						LN		255		9		false		               9             Six, Carbon/Emery recommends a capital				false

		280						LN		255		10		false		              10   structure of 65 percent equity and 35 percent debt for				false

		281						LN		255		11		false		              11   the computation of the state portion of the weighted				false

		282						LN		255		12		false		              12   cost of capital.  OCS recommends the commission employ a				false

		283						LN		255		13		false		              13   50-50 capital structure based on the fact that such a				false

		284						LN		255		14		false		              14   capital structure is more balanced in favor -- the				false

		285						LN		255		15		false		              15   requested capital structure is imbalanced in favor of				false

		286						LN		255		16		false		              16   the individual company and against the consumers which				false

		287						LN		255		17		false		              17   pay money into the UUSF.				false

		288						LN		255		18		false		              18             Furthermore, the commission explicitly				false

		289						LN		255		19		false		              19   rejected the use of 65-35 hypothetical capital structure				false

		290						LN		255		20		false		              20   in favor of individual company determinations.  The				false

		291						LN		255		21		false		              21   50-50 that the OCS recommends comes from an analysis of				false

		292						LN		255		22		false		              22   comparable companies.				false

		293						LN		255		23		false		              23             No. 7, "The commission's rule requires				false

		294						LN		255		24		false		              24   calculation of a weighted average rate of return on				false

		295						LN		255		25		false		              25   capital of the intrastate and interstate jurisdiction."				false

		296						PG		256		0		false		page 256				false

		297						LN		256		1		false		               1   That's a quote from the applicable rule.  "From the				false

		298						LN		256		2		false		               2   FCC's Form 492 rate of return report, which is generated				false

		299						LN		256		3		false		               3   by the NECA administration on behalf of the NECA pool."				false

		300						LN		256		4		false		               4             Carbon/Emery selects a return from this report				false

		301						LN		256		5		false		               5   which comprises only a small portion of the interstate				false

		302						LN		256		6		false		               6   jurisdiction and not the full interstate jurisdiction.				false

		303						LN		256		7		false		               7   The interstate jurisdiction is comprised of multiple				false

		304						LN		256		8		false		               8   services including common line, special access and				false

		305						LN		256		9		false		               9   switched access services.				false

		306						LN		256		10		false		              10             The commission's rule evidently did not				false

		307						LN		256		11		false		              11   contemplate that the Form 492 report has more than one				false

		308						LN		256		12		false		              12   rate of return on it.  And not -- and the rule is not				false

		309						LN		256		13		false		              13   specific on which rate of return to use from that form.				false

		310						LN		256		14		false		              14   OCS believes the proper application of the rule requires				false

		311						LN		256		15		false		              15   a rate of the return which covers all interstate				false

		312						LN		256		16		false		              16   services, and that return would be the 9.40 percent rate				false

		313						LN		256		17		false		              17   of return recommended in my testimonies.				false

		314						LN		256		18		false		              18             The rule refers only to a rate of return on				false

		315						LN		256		19		false		              19   the Form 492, not any separate or additional rate of				false

		316						LN		256		20		false		              20   return calculations.  It's reasonable for the commission				false

		317						LN		256		21		false		              21   to employ the rate of return on Form 492 which captures				false

		318						LN		256		22		false		              22   all interstate services and includes hundreds of rural				false

		319						LN		256		23		false		              23   telephone companies across the country such as				false

		320						LN		256		24		false		              24   Carbon/Emery.				false

		321						LN		256		25		false		              25             There seems to be some confusion surrounding				false

		322						PG		257		0		false		page 257				false

		323						LN		257		1		false		               1   the rule of NECA, the role of NECA and the Form 492				false

		324						LN		257		2		false		               2   report.  All rural telephone companies are in NECA's				false

		325						LN		257		3		false		               3   common line pool.  However, some companies, including				false

		326						LN		257		4		false		               4   Emery, have elected to withdraw from NECA's traffic				false

		327						LN		257		5		false		               5   sensitive and special access pools.				false

		328						LN		257		6		false		               6             All companies offer common line special access				false

		329						LN		257		7		false		               7   and traffic-sensitive access services in the interstate				false

		330						LN		257		8		false		               8   jurisdiction.  Each company has the choice of offering				false

		331						LN		257		9		false		               9   special access and traffic sensitive access services,				false

		332						LN		257		10		false		              10   either through the NECA pooling arrangements or by				false

		333						LN		257		11		false		              11   managing and administering their own interstate tariffs.				false

		334						LN		257		12		false		              12             No. 8.  Carbon/Emery makes various assertions				false

		335						LN		257		13		false		              13   that the company's access to capital is constrained and				false

		336						LN		257		14		false		              14   therefore, the much higher rate of return sought is				false

		337						LN		257		15		false		              15   justified.  However, Carbon/Emery provides no specific				false

		338						LN		257		16		false		              16   evidence that access to capital is in fact constrained,				false

		339						LN		257		17		false		              17   and in fact, its financial results demonstrate the				false

		340						LN		257		18		false		              18   opposite.				false

		341						LN		257		19		false		              19             Carbon/Emery's paid off all its long-term				false

		342						LN		257		20		false		              20   debt, and at the same time it has substantially grown				false

		343						LN		257		21		false		              21   member equity.  Cooperative members continue to				false

		344						LN		257		22		false		              22   contribute to and benefit from growing member equity.				false

		345						LN		257		23		false		              23             Lastly, Carbon/Emery's rate of return				false

		346						LN		257		24		false		              24   recommendations is imbalanced against the Utah statewide				false

		347						LN		257		25		false		              25   consumers that pay money to fund the UUSF.  This				false

		348						PG		258		0		false		page 258				false

		349						LN		258		1		false		               1   imbalance can be considered from the likely reaction of				false

		350						LN		258		2		false		               2   a Utah consumer to the fact that the company has				false

		351						LN		258		3		false		               3   suggested it's appropriate that the consumer pay a 16.83				false

		352						LN		258		4		false		               4   percent return to the company's member owners.				false

		353						LN		258		5		false		               5             Such a consumer would no doubt refer to his or				false

		354						LN		258		6		false		               6   her experience with investments and returns and view				false

		355						LN		258		7		false		               7   such a request with dismay and perhaps anger, given that				false

		356						LN		258		8		false		               8   investment experience, and especially so since the				false

		357						LN		258		9		false		               9   consumer most likely cannot use Carbon/Emery services.				false

		358						LN		258		10		false		              10             OCS's rate of the return recommendation of				false

		359						LN		258		11		false		              11   8.46 is properly balanced between the consumers which				false

		360						LN		258		12		false		              12   fund the UUSF and the need to fund appropriate cost of				false

		361						LN		258		13		false		              13   basic telephone service from the UUSF.  Furthermore,				false

		362						LN		258		14		false		              14   this recommended rate of return is consistent with				false

		363						LN		258		15		false		              15   recent return on equity decisions of the commission.				false

		364						LN		258		16		false		              16   And therefore, we recommend that the commission adopt				false

		365						LN		258		17		false		              17   the 8.46 rate of return as recommended.				false

		366						LN		258		18		false		              18        Q.   Does that complete your summary?				false

		367						LN		258		19		false		              19        A.   Yes, it does.				false

		368						LN		258		20		false		              20             MR. MOORE:  Mr. Brevitz is available for				false

		369						LN		258		21		false		              21   cross.				false

		370						LN		258		22		false		              22             JUDGE JONSSON:  Ms. Slawson.				false

		371						LN		258		23		false		              23             MS. SLAWSON:  Carbon/Emery has no questions				false

		372						LN		258		24		false		              24   for Mr. Brevitz.				false

		373						LN		258		25		false		              25             JUDGE JONSSON:  Mr. Jetter.				false

		374						PG		259		0		false		page 259				false

		375						LN		259		1		false		               1             MR. JETTER:  I do have a few questions for				false

		376						LN		259		2		false		               2   Mr. Brevitz.  I think they'll be relatively brief.				false

		377						LN		259		3		false		               3                       CROSS-EXAMINATION				false

		378						LN		259		4		false		               4   BY MR. JETTER:				false

		379						LN		259		5		false		               5        Q.   Are you familiar with, and maybe counsel might				false

		380						LN		259		6		false		               6   have a copy, of OCS Exhibit 2R-2 which is a letter --				false

		381						LN		259		7		false		               7        A.   I have it.				false

		382						LN		259		8		false		               8        Q.   Okay.  And I'm going to read briefly from that				false

		383						LN		259		9		false		               9   letter a sentence that appears about a little beyond				false

		384						LN		259		10		false		              10   halfway down.  And this reads, "The general parameters				false

		385						LN		259		11		false		              11   of the rule accompanied by the variability attempted to				false

		386						LN		259		12		false		              12   be included in the rule proposed may be applied by the				false

		387						LN		259		13		false		              13   division itself in its interactions with companies."				false

		388						LN		259		14		false		              14             Is that an accurate reading of what's included				false

		389						LN		259		15		false		              15   in that letter?				false

		390						LN		259		16		false		              16        A.   Yes.				false

		391						LN		259		17		false		              17        Q.   And I believe in your opening statement you				false

		392						LN		259		18		false		              18   had said that the commission rejected the rule; is that				false

		393						LN		259		19		false		              19   correct?				false

		394						LN		259		20		false		              20        A.   Yes.  Uh-huh.				false

		395						LN		259		21		false		              21        Q.   Is it your understanding then that the				false

		396						LN		259		22		false		              22   commission also rejected the principles within the rule				false

		397						LN		259		23		false		              23   and rejected their use in the future?				false

		398						LN		259		24		false		              24        A.   No.  I would not say that.				false

		399						LN		259		25		false		              25        Q.   Okay.  And finally, would it be reasonable for				false

		400						PG		260		0		false		page 260				false

		401						LN		260		1		false		               1   a rural utility, a rural telephone company, potentially				false

		402						LN		260		2		false		               2   to fall within the range of possible capital structures				false

		403						LN		260		3		false		               3   that could all be considered reasonable?				false

		404						LN		260		4		false		               4        A.   I don't know that I would put it that way.  I				false

		405						LN		260		5		false		               5   would say that the commission can and will exercise its				false

		406						LN		260		6		false		               6   knowledge and judgment to determine what the appropriate				false

		407						LN		260		7		false		               7   capital structure is in this case.  We recommended				false

		408						LN		260		8		false		               8   50-50.  The department's recommended 65-35.				false

		409						LN		260		9		false		               9        Q.   Okay.				false

		410						LN		260		10		false		              10        A.   And the commission will make a decision.				false

		411						LN		260		11		false		              11        Q.   That's the only questions I have for you.				false

		412						LN		260		12		false		              12   Thank you.				false

		413						LN		260		13		false		              13        A.   Uh-huh.				false

		414						LN		260		14		false		              14             JUDGE JONSSON:  Any redirect?				false

		415						LN		260		15		false		              15             MR. MOORE:  One quick one.				false

		416						LN		260		16		false		              16                     REDIRECT EXAMINATION				false

		417						LN		260		17		false		              17   BY MR. MOORE:				false

		418						LN		260		18		false		              18        Q.   After the sentence that Mr. Jetter read to				false

		419						LN		260		19		false		              19   you, is the next question -- sentence, "The commission				false

		420						LN		260		20		false		              20   is also concerned of the impact of a rule in setting				false

		421						LN		260		21		false		              21   just and reasonable rates under Title 54 where the				false

		422						LN		260		22		false		              22   commission is required to make a determination based				false

		423						LN		260		23		false		              23   upon the evidence presented in adjudicated proceedings,				false

		424						LN		260		24		false		              24   based on circumstances facing each company relevant to				false

		425						LN		260		25		false		              25   the time in which rates will be affected"?				false

		426						PG		261		0		false		page 261				false

		427						LN		261		1		false		               1        A.   Yes.				false

		428						LN		261		2		false		               2        Q.   Do you believe that's consistent with a, an				false

		429						LN		261		3		false		               3   ongoing policy setting rates consistent throughout the				false

		430						LN		261		4		false		               4   local telephone companies?				false

		431						LN		261		5		false		               5        A.   Can you repeat that.				false

		432						LN		261		6		false		               6        Q.   Do you believe that's consistent with the				false

		433						LN		261		7		false		               7   notion that there should be a long-term policy setting				false

		434						LN		261		8		false		               8   capital structure for incumbent telephone companies?				false

		435						LN		261		9		false		               9        A.   I think the sentence that we just went over				false

		436						LN		261		10		false		              10   indicates that the commission desires to have the				false

		437						LN		261		11		false		              11   ability to make determinations based on the facts and				false

		438						LN		261		12		false		              12   circumstances in the individual cases as they arise,				false

		439						LN		261		13		false		              13   rather than have the outcome governed by a particular				false

		440						LN		261		14		false		              14   rule.				false

		441						LN		261		15		false		              15             MR. MOORE:  Thank you.  I have no further				false

		442						LN		261		16		false		              16   questions.				false

		443						LN		261		17		false		              17             JUDGE JONSSON:  Recross?				false

		444						LN		261		18		false		              18             MR. JETTER:  No.				false

		445						LN		261		19		false		              19             JUDGE JONSSON:  Okay.  Mr. Brevitz, I just				false

		446						LN		261		20		false		              20   want to make sure that I understand.  So you're				false

		447						LN		261		21		false		              21   recommending that the interstate rate of return taken				false

		448						LN		261		22		false		              22   off of the NECA form is 9.4, correct?				false

		449						LN		261		23		false		              23             THE WITNESS:  Yes.  For all the relevant lines				false

		450						LN		261		24		false		              24   of business in the interstate jurisdictions.				false

		451						LN		261		25		false		              25             JUDGE JONSSON:  Okay.  And on the intrastate				false

		452						PG		262		0		false		page 262				false

		453						LN		262		1		false		               1   where you're evaluating cost of debt and cost of equity,				false

		454						LN		262		2		false		               2   there's no dispute that the cost of debt is the 5.636				false

		455						LN		262		3		false		               3   that Carbon put in its application, right?				false

		456						LN		262		4		false		               4             THE WITNESS:  Yes, that's correct.				false

		457						LN		262		5		false		               5             JUDGE JONSSON:  The cost of equity is where we				false

		458						LN		262		6		false		               6   have the dispute.  And your recommendation is for 10				false

		459						LN		262		7		false		               7   percent?				false

		460						LN		262		8		false		               8             THE WITNESS:  Yes.				false

		461						LN		262		9		false		               9             JUDGE JONSSON:  Right?  And so your, your				false

		462						LN		262		10		false		              10   blend intrastate rate is then the 8.46, or is that the				false

		463						LN		262		11		false		              11   total overall?				false

		464						LN		262		12		false		              12             THE WITNESS:  8.46 is the overall combined				false

		465						LN		262		13		false		              13   weighted average cost of capital for both jurisdictions.				false

		466						LN		262		14		false		              14             JUDGE JONSSON:  Okay.				false

		467						LN		262		15		false		              15             THE WITNESS:  7.82 is the cost of capital for				false

		468						LN		262		16		false		              16   the state jurisdiction.				false

		469						LN		262		17		false		              17             JUDGE JONSSON:  That was my question.				false

		470						LN		262		18		false		              18             THE WITNESS:  Uh-huh.				false

		471						LN		262		19		false		              19             JUDGE JONSSON:  Okay.  7.82 percent for the				false

		472						LN		262		20		false		              20   intrastate cost of equity.				false

		473						LN		262		21		false		              21             THE WITNESS:  Yeah, cost of capital.  That's				false

		474						LN		262		22		false		              22   the blended cost of debt and equity.				false

		475						LN		262		23		false		              23             JUDGE JONSSON:  Okay.  Great.  Thank you.				false

		476						LN		262		24		false		              24             THE WITNESS:  And then the interstate return				false

		477						LN		262		25		false		              25   of 9.40 is a comprehensive overall return for both debt				false

		478						PG		263		0		false		page 263				false

		479						LN		263		1		false		               1   and equity.				false

		480						LN		263		2		false		               2             JUDGE JONSSON:  Okay.  Thank you.				false

		481						LN		263		3		false		               3             MR. MOORE:  Office calls Bion Ostrander.				false

		482						LN		263		4		false		               4                        BION OSTRANDER,				false

		483						LN		263		5		false		               5   called as a witness at the instance of the Office of				false

		484						LN		263		6		false		               6   Consumer Services, having been first duly sworn, was				false

		485						LN		263		7		false		               7   examined and testified as follows:				false

		486						LN		263		8		false		               8                      DIRECT EXAMINATION				false

		487						LN		263		9		false		               9   BY MR. MOORE:				false

		488						LN		263		10		false		              10        Q.   For the record, can you state your name, your				false

		489						LN		263		11		false		              11   employer and your business address.				false

		490						LN		263		12		false		              12        A.   Bion Ostrander, Ostrander Consulting, 1121 SW				false

		491						LN		263		13		false		              13   Chetopa Trail, Topeka, Kansas, 66615.				false

		492						LN		263		14		false		              14        Q.   Have you reviewed the application and the				false

		493						LN		263		15		false		              15   written testimony in this case?				false

		494						LN		263		16		false		              16        A.   Yes.				false

		495						LN		263		17		false		              17        Q.   Did you file pre -- written test -- written				false

		496						LN		263		18		false		              18   direct testimony and written surrebuttal testimony in				false

		497						LN		263		19		false		              19   this case?				false

		498						LN		263		20		false		              20        A.   Yes.				false

		499						LN		263		21		false		              21        Q.   Do you have any changes to this testimony?				false

		500						LN		263		22		false		              22        A.   Yes.  I am going to start with my revised				false

		501						LN		263		23		false		              23   direct testimony, page 1, Line 3.  After the reading				false

		502						LN		263		24		false		              24   that says, "I am an independent regulatory consultant,"				false

		503						LN		263		25		false		              25   there should be a period.  And then the remainder of				false

		504						PG		264		0		false		page 264				false

		505						LN		264		1		false		               1   that sentence and the related footnote should be				false

		506						LN		264		2		false		               2   stricken.				false

		507						LN		264		3		false		               3             And in its place should be inserted, "I have				false

		508						LN		264		4		false		               4   previously practiced as a CPA in Kansas since 1990."				false

		509						LN		264		5		false		               5   But I am not presently holding myself out as a CPA in				false

		510						LN		264		6		false		               6   Kansas because I have not renewed my permit to practice,				false

		511						LN		264		7		false		               7   and I have not yet submitted the required hours of				false

		512						LN		264		8		false		               8   continuing education.				false

		513						LN		264		9		false		               9             And that same change should also be made to my				false

		514						LN		264		10		false		              10   OCS Exhibit 1D-1 which is my CV.  And if you go to that				false

		515						LN		264		11		false		              11   Exhibit, 1D-1, the second sentence and related footnote				false

		516						LN		264		12		false		              12   should be stricken.  So where it says, "I am an				false

		517						LN		264		13		false		              13   independent regulatory consultant and have maintained an				false

		518						LN		264		14		false		              14   uninterrupted permit to practice as a certified public				false

		519						LN		264		15		false		              15   accountant in the state of Kansas since 1990," that				false

		520						LN		264		16		false		              16   should be stricken.				false

		521						LN		264		17		false		              17             The reason I am making that change is just to				false

		522						LN		264		18		false		              18   make sure and to clarify in case there is any				false

		523						LN		264		19		false		              19   misunderstanding that I'm not holding myself out at this				false

		524						LN		264		20		false		              20   time as a CPA with a permit to practice.  That will be				false

		525						LN		264		21		false		              21   renewed probably in the next few months, pending me				false

		526						LN		264		22		false		              22   getting my CPE continuing hours -- continuing education				false

		527						LN		264		23		false		              23   hours submitted.				false

		528						LN		264		24		false		              24        Q.   Was that your only change?				false

		529						LN		264		25		false		              25        A.   No.  I have some other changes.  Page 19 --				false

		530						PG		265		0		false		page 265				false

		531						LN		265		1		false		               1             JUDGE JONSSON:  Is this still in your revised				false

		532						LN		265		2		false		               2   direct?				false

		533						LN		265		3		false		               3             THE WITNESS:  Yes.				false

		534						LN		265		4		false		               4             JUDGE JONSSON:  Okay.				false

		535						LN		265		5		false		               5        A.   Page 19.  If you go to table BCO3, under the				false

		536						LN		265		6		false		               6   column that says allocation factors, if you go down to				false

		537						LN		265		7		false		               7   the third line that says CABS, that should be stricken				false

		538						LN		265		8		false		               8   and should be changed to "accounting in general."  And				false

		539						LN		265		9		false		               9   then if you go to the 8th line down which currently says				false

		540						LN		265		10		false		              10   Human Resources, that should be stricken and again that				false

		541						LN		265		11		false		              11   should say, "accounting in general."				false

		542						LN		265		12		false		              12             I'm making this change because there was a				false

		543						LN		265		13		false		              13   company document that had these allocation factors in				false

		544						LN		265		14		false		              14   that format that I think were all under the same				false

		545						LN		265		15		false		              15   assumption now that the accounting in general factor is				false

		546						LN		265		16		false		              16   applied to those particular department cost pools.				false

		547						LN		265		17		false		              17             I have some more changes.  If you go to page				false

		548						LN		265		18		false		              18   27, the sentence that starts on 5, on Line 581 through				false

		549						LN		265		19		false		              19   Line 585 should be stricken.  That starts out, "If total				false

		550						LN		265		20		false		              20   revenues was adopted..."  And the reason that I'm				false

		551						LN		265		21		false		              21   striking that sentence is because the sentence down on				false

		552						LN		265		22		false		              22   Lines 589 and 594 basically state the same thing and				false

		553						LN		265		23		false		              23   provide that -- state that with more clarity.				false

		554						LN		265		24		false		              24             And now page 30, going to Footnote 37.  And				false

		555						LN		265		25		false		              25   I'm going to add some words on the end of that sentence				false

		556						PG		266		0		false		page 266				false

		557						LN		266		1		false		               1   so that sentence currently ends with OCS 2.36.  And the				false

		558						LN		266		2		false		               2   remaining language after that should say, "...for Carbon				false

		559						LN		266		3		false		               3   and 2.40 for Emery, comma, with the related Excel				false

		560						LN		266		4		false		               4   spreadsheets for these data request responses provided				false

		561						LN		266		5		false		               5   with my direct testimony at work paper 1.5."				false

		562						LN		266		6		false		               6             The reason I am making that change is because				false

		563						LN		266		7		false		               7   OCS data request 2.36 relates to Carbon, and OCS data				false

		564						LN		266		8		false		               8   request 2.40 relate to Emery.  But they both provide the				false

		565						LN		266		9		false		               9   same information related to the overheads.  And when you				false

		566						LN		266		10		false		              10   look at certain Excel files, they may say 2.36 or 2.40,				false

		567						LN		266		11		false		              11   but they're the same information.  They're just for				false

		568						LN		266		12		false		              12   either company, although it's the same information.				false

		569						LN		266		13		false		              13             Page 31 -- I'm sorry.  Yes, page 31, footnote				false

		570						LN		266		14		false		              14   38, this will be the same change.  After the current				false

		571						LN		266		15		false		              15   language it says, "OCS 2.36," and the language that				false

		572						LN		266		16		false		              16   should be added to that is, "...for Carbon and 2.40 for				false

		573						LN		266		17		false		              17   Emery, with the related Excel spreadsheets for these				false

		574						LN		266		18		false		              18   data request responses provided with my direct testimony				false

		575						LN		266		19		false		              19   in work paper 1.5."				false

		576						LN		266		20		false		              20             Also on page 31, Line 669 the first word				false

		577						LN		266		21		false		              21   there, "Emery," that should be changed to				false

		578						LN		266		22		false		              22   "Carbon/Emery's."  Page 34, Line 735, "Column H" should				false

		579						LN		266		23		false		              23   be changed to read "Column J."  Page 35, Line 745				false

		580						LN		266		24		false		              24   "Column I" should be changed to "Column K."  Page 36				false

		581						LN		266		25		false		              25   Line 781 after the word, "of," the two words, "triple				false

		582						PG		267		0		false		page 267				false

		583						LN		267		1		false		               1   play" should be inserted there.				false

		584						LN		267		2		false		               2             Page 37, Line 783, strike the word, "IP TV"				false

		585						LN		267		3		false		               3   and insert "digital TV."  This change is made to reflect				false

		586						LN		267		4		false		               4   that the triple play bundle includes one regulated				false

		587						LN		267		5		false		               5   service and two nonregulated services.  But that other				false

		588						LN		267		6		false		               6   nonregulated service is digital TV and not IP TV.  And				false

		589						LN		267		7		false		               7   that concludes the changes for my direct.				false

		590						LN		267		8		false		               8             And I have one change for my surrebuttal.  And				false

		591						LN		267		9		false		               9   that is at page 20, Line 450, the word, "interstate"				false

		592						LN		267		10		false		              10   should be changed to "intrastate."  And finally, the				false

		593						LN		267		11		false		              11   last change that I have to my testimony is, I'm				false

		594						LN		267		12		false		              12   withdrawing my adjustment related to the migration of				false

		595						LN		267		13		false		              13   cable TV customers from the cable TV affiliate to the				false

		596						LN		267		14		false		              14   Internet affiliate.  This adjustment was originally				false

		597						LN		267		15		false		              15   proposed by DPU and then withdrawn.  And now I've				false

		598						LN		267		16		false		              16   withdrawn that adjustment.  That concludes my changes.				false

		599						LN		267		17		false		              17        Q.   (By Mr. Moore)  Other than those changes, if I				false

		600						LN		267		18		false		              18   were to ask you those questions in your prepared				false

		601						LN		267		19		false		              19   testimony, would your answers be the same?				false

		602						LN		267		20		false		              20        A.   Yes.				false

		603						LN		267		21		false		              21        Q.   Have you prepared a summary of your testimony?				false

		604						LN		267		22		false		              22        A.   I have.  In this case, Carbon seeks about				false

		605						LN		267		23		false		              23   800,000 of new UUSF, along with existing UUSF of about				false

		606						LN		267		24		false		              24   one million for total UUSF of about 1.8 million that it				false

		607						LN		267		25		false		              25   is seeking.  Through its adjustments in this case, the				false

		608						PG		268		0		false		page 268				false

		609						LN		268		1		false		               1   OCS proposes to eliminate all of the new UUSF of 800,000				false

		610						LN		268		2		false		               2   that Carbon is requesting and remove about 400,000 of				false

		611						LN		268		3		false		               3   the existing UUSF so that OCS's bottom line				false

		612						LN		268		4		false		               4   recommendation is that Carbon should get about 600,000				false

		613						LN		268		5		false		               5   of UUSF.				false

		614						LN		268		6		false		               6             My testimony proposes adjustments that are				false

		615						LN		268		7		false		               7   consistent with state and federal law and regulatory				false

		616						LN		268		8		false		               8   best practices included in Section 254K of the Federal				false

		617						LN		268		9		false		               9   Telecom Act, Utah Code 54-8B-6 and the FCC's Part 32				false

		618						LN		268		10		false		              10   affiliate transaction rules, along with the FCC's Part				false

		619						LN		268		11		false		              11   64 cost allocation procedures.				false

		620						LN		268		12		false		              12             The largest adjustment that I propose is				false

		621						LN		268		13		false		              13   related to an overhead adjustment.  And if this				false

		622						LN		268		14		false		              14   adjustment is not made, it is my opinion that				false

		623						LN		268		15		false		              15   Carbon/Emery's regulated operations will be subsidizing				false

		624						LN		268		16		false		              16   its nonregulated operations for a fairly significant				false

		625						LN		268		17		false		              17   amount.  And that would be in violation of Utah Code				false

		626						LN		268		18		false		              18   54-8B-6.				false

		627						LN		268		19		false		              19             Regarding the overhead adjustment, I have a				false

		628						LN		268		20		false		              20   number of concerns.  One is that Carbon has not provided				false

		629						LN		268		21		false		              21   a fully documented and supported Part 64 cost allocation				false

		630						LN		268		22		false		              22   manual.  This manual is deficient in a number of ways.				false

		631						LN		268		23		false		              23   When the information was first submitted, it included				false

		632						LN		268		24		false		              24   basically some PDF pages that look like they'd been in				false

		633						LN		268		25		false		              25   Excel format, I think about 10 pages.				false

		634						PG		269		0		false		page 269				false

		635						LN		269		1		false		               1             And those pages had no underlying Excel				false

		636						LN		269		2		false		               2   spreadsheets at that time that showed the calculations				false

		637						LN		269		3		false		               3   or explanation of how those factors were derived.				false

		638						LN		269		4		false		               4   Subsequently, through a data request that OCS sent				false

		639						LN		269		5		false		               5   asking for all supporting calculations and documentation				false

		640						LN		269		6		false		               6   for the CAM, the company did provide some Excel				false

		641						LN		269		7		false		               7   spreadsheets.				false

		642						LN		269		8		false		               8             But once again, they provided these Excel				false

		643						LN		269		9		false		               9   spreadsheets without really any written explanation of				false

		644						LN		269		10		false		              10   what literally are hundreds of thousands of fields				false

		645						LN		269		11		false		              11   included in these spreadsheets.				false

		646						LN		269		12		false		              12             Also some of these spreadsheets are				false

		647						LN		269		13		false		              13   database-type Excel documents.  And they were not				false

		648						LN		269		14		false		              14   presorted to show the amount of cost pools and how much				false

		649						LN		269		15		false		              15   had been allocated to various expense accounts through				false

		650						LN		269		16		false		              16   various allocation factors.  And that's also a				false

		651						LN		269		17		false		              17   requirement of the CAM.				false

		652						LN		269		18		false		              18             So essentially the OCS is left with a CAM				false

		653						LN		269		19		false		              19   with -- that really doesn't have a lot of narrative				false

		654						LN		269		20		false		              20   explanation as to how the factors were derived along				false

		655						LN		269		21		false		              21   with the supporting calculations.				false

		656						LN		269		22		false		              22             Some of the problems I have with the Carbon				false

		657						LN		269		23		false		              23   allocation factors are varied and numerous.  First of				false

		658						LN		269		24		false		              24   all, Carbon, for the cost pools of chief executive				false

		659						LN		269		25		false		              25   officer, board of directors and public relations and				false

		660						PG		270		0		false		page 270				false

		661						LN		270		1		false		               1   marketing, they allocate 75 percent of those costs to				false

		662						LN		270		2		false		               2   regulated operation and 25 percent to nonreg.  I have				false

		663						LN		270		3		false		               3   made adjustments --				false

		664						LN		270		4		false		               4             JUDGE JONSSON:  Can I get the pools again.				false

		665						LN		270		5		false		               5   CEO, board...				false

		666						LN		270		6		false		               6             THE WITNESS:  And public relations slash				false

		667						LN		270		7		false		               7   marketing.  And each one of those cost pools uses the				false

		668						LN		270		8		false		               8   same allocation factor, which is a single input				false

		669						LN		270		9		false		               9   allocation factor that is the number of billing records.				false

		670						LN		270		10		false		              10   For those three cost pools -- anyway, for the board of				false

		671						LN		270		11		false		              11   director and chief executive officer cost pools, I have				false

		672						LN		270		12		false		              12   changed that allocation factor to allocating 50 percent				false

		673						LN		270		13		false		              13   to regulated and 50 percent to nonregulated.				false

		674						LN		270		14		false		              14             For the remaining cost pool, public relations				false

		675						LN		270		15		false		              15   and marketing, I have changed that to an allocation				false

		676						LN		270		16		false		              16   factor of 25 percent regulated and 75 percent				false

		677						LN		270		17		false		              17   nonregulated.				false

		678						LN		270		18		false		              18             The loan remaining cost pool which I've				false

		679						LN		270		19		false		              19   adjusted is customer service representatives.  And the				false

		680						LN		270		20		false		              20   company has allocated about 65 percent of those costs to				false

		681						LN		270		21		false		              21   regulated operations and about 35 percent to nonreg.				false

		682						LN		270		22		false		              22   And my adjustment basically flips those two allocations				false

		683						LN		270		23		false		              23   and allocates about 35 percent to regulated and 65				false

		684						LN		270		24		false		              24   percent to nonregulated.				false

		685						LN		270		25		false		              25             The reason that I have opted to use a				false

		686						PG		271		0		false		page 271				false

		687						LN		271		1		false		               1   corporate allocation factor that includes five inputs				false

		688						LN		271		2		false		               2   instead of one is because in my vast experience in				false

		689						LN		271		3		false		               3   telecommunications and regulation in general, I've never				false

		690						LN		271		4		false		               4   seen a corporate overhead allocator that uses customer				false

		691						LN		271		5		false		               5   records as one single input.				false

		692						LN		271		6		false		               6             Corporate overhead costs are varied and kind				false

		693						LN		271		7		false		               7   of like a hodgepodge of various different expenses.  And				false

		694						LN		271		8		false		               8   so it would not usually be anticipated that one single				false

		695						LN		271		9		false		               9   allocator could be cost causative or directly related to				false

		696						LN		271		10		false		              10   all of those different types of expenses.  Also, Carbon				false

		697						LN		271		11		false		              11   is not provided any precedent in Utah cases or other				false

		698						LN		271		12		false		              12   regulatory cases to show that a single input billing				false

		699						LN		271		13		false		              13   records allocator has been accepted or adopted in a				false

		700						LN		271		14		false		              14   regulatory proceeding.				false

		701						LN		271		15		false		              15             One of the examples that I've talked about is				false

		702						LN		271		16		false		              16   using Mr. Johansen, the chief executive officer, as an				false

		703						LN		271		17		false		              17   example.  Mr. Johansen's salaries, benefits, travel				false

		704						LN		271		18		false		              18   costs, cell phone costs and miscellaneous travel costs				false

		705						LN		271		19		false		              19   and credit card costs are all included in the chief				false

		706						LN		271		20		false		              20   executive officer cost pool.  And so they're all				false

		707						LN		271		21		false		              21   allocated by single input factor of number of billing				false

		708						LN		271		22		false		              22   records.				false

		709						LN		271		23		false		              23             But I don't think that the manner in which				false

		710						LN		271		24		false		              24   Mr. Johansen spends his time is cost causative or				false

		711						LN		271		25		false		              25   directly related to the number of billing records.  I				false

		712						PG		272		0		false		page 272				false

		713						LN		272		1		false		               1   don't believe there's a director cost causative				false

		714						LN		272		2		false		               2   relationship in that regard.				false

		715						LN		272		3		false		               3             The allocators that I have used or the inputs				false

		716						LN		272		4		false		               4   and drivers that I have used in my corporate overhead				false

		717						LN		272		5		false		               5   allocators consist of five elements.  It's revenues,				false

		718						LN		272		6		false		               6   expenses, payroll, net plant, and number of billing				false

		719						LN		272		7		false		               7   records.  So I have included the company's billing				false

		720						LN		272		8		false		               8   records as one component, but I've also included four				false

		721						LN		272		9		false		               9   other components.				false

		722						LN		272		10		false		              10             The company has taken exception with my use of				false

		723						LN		272		11		false		              11   revenues as one of the inputs to the corporate overhead				false

		724						LN		272		12		false		              12   allocator.  However, it was just as recent as May 2014				false

		725						LN		272		13		false		              13   that the company itself used revenues as a single driver				false

		726						LN		272		14		false		              14   for the business solutions allocator.  So it's clear				false

		727						LN		272		15		false		              15   that despite their objection to me using revenues, they				false

		728						LN		272		16		false		              16   themselves were using the same revenues allocator as a				false

		729						LN		272		17		false		              17   driver in another overhead allocator -- or another				false

		730						LN		272		18		false		              18   allocator.				false

		731						LN		272		19		false		              19             Also, around 19 -- I'm sorry.  Around year				false

		732						LN		272		20		false		              20   2006, the company used three inputs, including payroll,				false

		733						LN		272		21		false		              21   number of customers and billing records, for the				false

		734						LN		272		22		false		              22   corporate overhead general and allocating -- accounting				false

		735						LN		272		23		false		              23   allocator.				false

		736						LN		272		24		false		              24             So it's clear that the company has used				false

		737						LN		272		25		false		              25   revenues and has used multiple inputs in the past.  But				false

		738						PG		273		0		false		page 273				false

		739						LN		273		1		false		               1   for some reason they've changed that to a single unit				false

		740						LN		273		2		false		               2   allocator which is number of billing records.  And				false

		741						LN		273		3		false		               3   coincidentally using that single allocator drives more				false

		742						LN		273		4		false		               4   cost to the regulated operations and assists the company				false

		743						LN		273		5		false		               5   in getting increased UUSF.				false

		744						LN		273		6		false		               6             The company has also taken exception with my				false

		745						LN		273		7		false		               7   use of an allocator of 24 of 25 percent for allocating				false

		746						LN		273		8		false		               8   the public relations and marketing cost to regulated				false

		747						LN		273		9		false		               9   operations.  One of the examples I give is the triple				false

		748						LN		273		10		false		              10   play bundle which the company offers to its customers,				false

		749						LN		273		11		false		              11   which includes one regulated service, which is basic				false

		750						LN		273		12		false		              12   local service, and two nonregulated services which are				false

		751						LN		273		13		false		              13   Internet and digital TV.				false

		752						LN		273		14		false		              14             And for simplicity purposes, you could				false

		753						LN		273		15		false		              15   rationalize that I'm going to allocate a third of the				false

		754						LN		273		16		false		              16   advertising public relations costs to each one of these				false

		755						LN		273		17		false		              17   services, just on a common sense or reasonableness				false

		756						LN		273		18		false		              18   standpoint.				false

		757						LN		273		19		false		              19             But when I further examine the type of				false

		758						LN		273		20		false		              20   advertising information the company provided me, I saw				false

		759						LN		273		21		false		              21   that there was no specific advertising or documentation				false

		760						LN		273		22		false		              22   that advertised basic local service as a stand-alone				false

		761						LN		273		23		false		              23   service.  And even the advertising for triple play never				false

		762						LN		273		24		false		              24   specifically promoted local service.  It just merely				false

		763						LN		273		25		false		              25   listed local service as one of the components of the				false

		764						PG		274		0		false		page 274				false

		765						LN		274		1		false		               1   triple play package.				false

		766						LN		274		2		false		               2             Regarding the customer service representatives				false

		767						LN		274		3		false		               3   factor, we also have a difference of opinion there.  I				false

		768						LN		274		4		false		               4   have allocated 35 percent of those costs to regulated				false

		769						LN		274		5		false		               5   operations.  Basically using some of the same rationale				false

		770						LN		274		6		false		               6   that I used for the 25 percent factor for payroll and				false

		771						LN		274		7		false		               7   marketing, except I ratcheted it up another 5 percent				false

		772						LN		274		8		false		               8   just to be conservative.				false

		773						LN		274		9		false		               9             The company's claim that the amount that I				false

		774						LN		274		10		false		              10   have allocated of 900 -- I'm sorry.  That's a				false

		775						LN		274		11		false		              11   confidential number.  The company claims that the number				false

		776						LN		274		12		false		              12   that I have allocated is excessive and they said the				false

		777						LN		274		13		false		              13   amount should be less than that.  And in rebuttal,				false

		778						LN		274		14		false		              14   Carbon/Emery provided an Excel spreadsheet with pivot				false

		779						LN		274		15		false		              15   table.  However, when I attempted to open that pivot				false

		780						LN		274		16		false		              16   table and look at it, it was hard-wired or hard-coded.				false

		781						LN		274		17		false		              17             So I could not open it up.  I could not look				false

		782						LN		274		18		false		              18   at the formulas.  I could not see how the company				false

		783						LN		274		19		false		              19   determined its calculations.  So I'm not necessarily				false

		784						LN		274		20		false		              20   saying it's incorrect.  I'm just saying I don't have				false

		785						LN		274		21		false		              21   adequate information at this point in time to audit that				false

		786						LN		274		22		false		              22   information.  And the company subsequently never sent me				false

		787						LN		274		23		false		              23   an updated disk or information that would fix that				false

		788						LN		274		24		false		              24   information.				false

		789						LN		274		25		false		              25             Another adjustment that I'm proposing is to				false

		790						PG		275		0		false		page 275				false

		791						LN		275		1		false		               1   only include 50 percent of telephone plan under				false

		792						LN		275		2		false		               2   construction of materials and supplies and rate base,				false

		793						LN		275		3		false		               3   and I've basically used the same logic for removing 50				false

		794						LN		275		4		false		               4   percent of those costs in both cases.  Those account				false

		795						LN		275		5		false		               5   balances have fluctuated significantly in recent years,				false

		796						LN		275		6		false		               6   and it appears a significant increase in these accounts				false

		797						LN		275		7		false		               7   is due to the company's placement of fiber.				false

		798						LN		275		8		false		               8             However, my concern is, if we establish the				false

		799						LN		275		9		false		               9   level of telephone plan under construction materials and				false

		800						LN		275		10		false		              10   supplies at the highest level it may ever be because of				false

		801						LN		275		11		false		              11   the company's construction fiber placement plan, when				false

		802						LN		275		12		false		              12   those levels fall off, they will continue to recover				false

		803						LN		275		13		false		              13   UUSF at those unusually high levels.  Therefore, I have				false

		804						LN		275		14		false		              14   removed 50 percent of those amounts to reflect what I				false

		805						LN		275		15		false		              15   think is a more reasonable level based on historical				false

		806						LN		275		16		false		              16   levels.				false

		807						LN		275		17		false		              17             Another adjustment I have made is to remove				false

		808						LN		275		18		false		              18   the company's proposed three year projection of an				false

		809						LN		275		19		false		              19   access line loss.  The company projects that it will				false

		810						LN		275		20		false		              20   lose access lines through three years outside the test				false

		811						LN		275		21		false		              21   period through December 17th.  They have already made				false

		812						LN		275		22		false		              22   one true-up revision to that adjustment because their				false

		813						LN		275		23		false		              23   projection was not accurate, and that's an indication of				false

		814						LN		275		24		false		              24   the problems with using these projections.				false

		815						LN		275		25		false		              25             There are a lot of other changes in revenues				false

		816						PG		276		0		false		page 276				false

		817						LN		276		1		false		               1   expenses that could possibly occur in the next three				false

		818						LN		276		2		false		               2   years, and the company has not made any attempt to				false

		819						LN		276		3		false		               3   synchronize those adjustment.  They've basically taken				false

		820						LN		276		4		false		               4   one single component and said that is going to change in				false

		821						LN		276		5		false		               5   the next three years and apparently assume that there				false

		822						LN		276		6		false		               6   will be no other changes for the next three years.  And				false

		823						LN		276		7		false		               7   I don't think that's a reasonable manner to approach				false

		824						LN		276		8		false		               8   this.  I think it's more reasonable just to go ahead and				false

		825						LN		276		9		false		               9   withdraw that adjustment or remove it.				false

		826						LN		276		10		false		              10             Also, I'm proposing an Adjustment 8 for				false

		827						LN		276		11		false		              11   depreciation.  My adjustment is somewhat similar to the				false

		828						LN		276		12		false		              12   DPU's adjustment in that we're both attempting to come				false

		829						LN		276		13		false		              13   to the reasonable depreciation expense amounts, except				false

		830						LN		276		14		false		              14   we're coming at it from different angles.  I'm not				false

		831						LN		276		15		false		              15   opposed to the DPU adjustment.  I just look at it as				false

		832						LN		276		16		false		              16   another methodology, an alternative to mine.				false

		833						LN		276		17		false		              17             I've adjusted four accounts.  And for the two				false

		834						LN		276		18		false		              18   larger accounts related to subscriber equipment and				false

		835						LN		276		19		false		              19   aerial cable, these accounts will be fully depreciated				false

		836						LN		276		20		false		              20   in the not-so-far future.  And I have taken the amount				false

		837						LN		276		21		false		              21   of depreciation that remains to be depreciated on those				false

		838						LN		276		22		false		              22   accounts and amortized it over five years.  So				false

		839						LN		276		23		false		              23   essentially I've delayed recovery of that depreciation				false

		840						LN		276		24		false		              24   from three years to five years.				false

		841						LN		276		25		false		              25             And one thing I do want to make clear is that				false

		842						PG		277		0		false		page 277				false

		843						LN		277		1		false		               1   I'm only temporarily stopping depreciation on these				false

		844						LN		277		2		false		               2   accounts.  I'm not saying that these accounts will be				false

		845						LN		277		3		false		               3   permanently stopped from recording depreciation.  If the				false

		846						LN		277		4		false		               4   company continues to make plan additions to these				false

		847						LN		277		5		false		               5   accounts in the future, I'm not opposed to them coming				false

		848						LN		277		6		false		               6   in and asking for increased UUSF if that occurs.				false

		849						LN		277		7		false		               7             However, the problem that will occur if we				false

		850						LN		277		8		false		               8   don't deal with these depreciation issues now is, once				false

		851						LN		277		9		false		               9   again, the company will receive these elevated levels of				false

		852						LN		277		10		false		              10   depreciation expense in the -- through its UUSF funds				false

		853						LN		277		11		false		              11   that it draws down.				false

		854						LN		277		12		false		              12             And then when these accounts do become fully				false

		855						LN		277		13		false		              13   depreciated and/or if they would stop depreciation on				false

		856						LN		277		14		false		              14   those themselves, they would continue to receive those				false

		857						LN		277		15		false		              15   elevated levels of UUSF without actually incurring the				false

		858						LN		277		16		false		              16   costs.  And so those are some of the issues we are				false

		859						LN		277		17		false		              17   attempting to deal with.				false

		860						LN		277		18		false		              18             Finally the last adjustment I propose is an				false

		861						LN		277		19		false		              19   interest synchronization adjustment.  And the company is				false

		862						LN		277		20		false		              20   opposed to this adjustment because they say interest				false

		863						LN		277		21		false		              21   synchronization is not reasonable for a company that has				false

		864						LN		277		22		false		              22   a hypothetical capital structure.				false

		865						LN		277		23		false		              23             But I provide an example of a case here in				false

		866						LN		277		24		false		              24   Utah, and I cited to a specific commission order which				false

		867						LN		277		25		false		              25   calculated synchronization on Gunnison Telephone				false

		868						PG		278		0		false		page 278				false

		869						LN		278		1		false		               1   Company.  And that was via a stipulation between				false

		870						LN		278		2		false		               2   Gunnison and the DPU, and the commission accepted that				false

		871						LN		278		3		false		               3   stipulation.  So there's definitely some precedent				false

		872						LN		278		4		false		               4   there.				false

		873						LN		278		5		false		               5             Also, the company has used the cost of debt in				false

		874						LN		278		6		false		               6   its cost of capital calculations, although it doesn't				false

		875						LN		278		7		false		               7   have any existing debt.  So they are getting the				false

		876						LN		278		8		false		               8   advantage of using the cost of debt via an increased				false

		877						LN		278		9		false		               9   rate of return.  So that benefits them, and they get				false

		878						LN		278		10		false		              10   increased UUSF.				false

		879						LN		278		11		false		              11             But it appears the company wants the best of				false

		880						LN		278		12		false		              12   both worlds.  They want to be able to include the cost				false

		881						LN		278		13		false		              13   of debt in rate of return, and receive an elevated rate				false

		882						LN		278		14		false		              14   of return and increased UUSF, but they don't want to				false

		883						LN		278		15		false		              15   recognize the interest synchronizations on that same				false

		884						LN		278		16		false		              16   cost of debt.  So in a sense, they want to recognize				false

		885						LN		278		17		false		              17   cost of debt when it's beneficial to them, but they want				false

		886						LN		278		18		false		              18   to ignore the cost of debt also when it's beneficial to				false

		887						LN		278		19		false		              19   them.  That concludes my summary.				false

		888						LN		278		20		false		              20             MR. MOORE:  Your Honor, before I submit				false

		889						LN		278		21		false		              21   Mr. Ostrander for cross, I want to state that the OCS				false

		890						LN		278		22		false		              22   had a different understanding with regard to the				false

		891						LN		278		23		false		              23   questions asked by the commission prior to this hearing.				false

		892						LN		278		24		false		              24   We understood that the answers should be in the form of				false

		893						LN		278		25		false		              25   evidence presented by a witnesses.				false

		894						PG		279		0		false		page 279				false

		895						LN		279		1		false		               1             JUDGE JONSSON:  That's fine.				false

		896						LN		279		2		false		               2             MR. MOORE:  Rather than a policy argument				false

		897						LN		279		3		false		               3   presented by attorneys.  However, I would like to simply				false

		898						LN		279		4		false		               4   ask Mr. Ostrander these questions and have him reply				false

		899						LN		279		5		false		               5   quickly.  If on cross policy issues comes up, we would				false

		900						LN		279		6		false		               6   like to object to Mr. Ostrander sending up the policies				false

		901						LN		279		7		false		               7   of the OCS and instead introduce those -- if this				false

		902						LN		279		8		false		               8   occurs, introduce the policies through the testimony of				false

		903						LN		279		9		false		               9   Michele Beck of the office.				false

		904						LN		279		10		false		              10             JUDGE JONSSON:  We'll deal with that if it				false

		905						LN		279		11		false		              11   comes up.  If you feel like you need to change your				false

		906						LN		279		12		false		              12   witness, let me know, and we'll see where we are.  To				false

		907						LN		279		13		false		              13   the statement you'd like to have Mr. Ostrander respond				false

		908						LN		279		14		false		              14   to those questions, that's fine.  You can go ahead and				false

		909						LN		279		15		false		              15   do that now.				false

		910						LN		279		16		false		              16        Q.   (By Mr. Moore)  Yes, Mr. Ostrander, in				false

		911						LN		279		17		false		              17   question No. 1, Utah Code 548-B, are you satisfied that				false

		912						LN		279		18		false		              18   the continued or increased disbursements of the UUSF				false

		913						LN		279		19		false		              19   would not serve to subsidize a nonregulated operations				false

		914						LN		279		20		false		              20   of Carbon/Emery, Carbon/Emery Telecom, Carbon/Emery?				false

		915						LN		279		21		false		              21   Why or why not?				false

		916						LN		279		22		false		              22        A.   OCS is concerned that continued and increased				false

		917						LN		279		23		false		              23   disbursements from the UUSF would cause nonregulated				false

		918						LN		279		24		false		              24   affiliate operations to be subsidized by Carbon/Emery's				false

		919						LN		279		25		false		              25   regulated operations.  And this would be in violation of				false

		920						PG		280		0		false		page 280				false

		921						LN		280		1		false		               1   the statutory language.				false

		922						LN		280		2		false		               2             The adoption of OCS proposed adjustments will				false

		923						LN		280		3		false		               3   sufficiently mitigate the subsidization of nonregulated				false

		924						LN		280		4		false		               4   affiliate operations by Carbon/Emery's regulated				false

		925						LN		280		5		false		               5   operations to warrant continuation of the UUSF at the				false

		926						LN		280		6		false		               6   level we recommend in this case.				false

		927						LN		280		7		false		               7             The commission should adopt OCS adjustments				false

		928						LN		280		8		false		               8   that reduce Carbon/Emery's total proposed UUSF from				false

		929						LN		280		9		false		               9   about 1.8 million to about .6 million, and this would				false

		930						LN		280		10		false		              10   consist of the following:  Removing the entirety of OCS				false

		931						LN		280		11		false		              11   proposed new increase in the UUSF of about 816,909 and				false

		932						LN		280		12		false		              12   removing about $428,897 of Carbon/Emery's existing UUSF				false

		933						LN		280		13		false		              13   to about 1,038,714, which results in a residual amount				false

		934						LN		280		14		false		              14   of 609,907 that Carbon would be able to recover from the				false

		935						LN		280		15		false		              15   UUSF.				false

		936						LN		280		16		false		              16             Carbon/Emery assigns and allocates costs,				false

		937						LN		280		17		false		              17   including corporate overhead expense to its regulated				false

		938						LN		280		18		false		              18   operation that causes nonregulated affiliate services				false

		939						LN		280		19		false		              19   such as retail Internet service provided by				false

		940						LN		280		20		false		              20   Carbon/Emery's nonregulated affiliate to be subsidized				false

		941						LN		280		21		false		              21   by Carbon/Emery's regulated services.				false

		942						LN		280		22		false		              22             As an example, the OCS proposed adjustment				false

		943						LN		280		23		false		              23   BCO2 to revise Carbon/Emery's allocation of corporate				false

		944						LN		280		24		false		              24   overhead expenses and shift a certain amount of				false

		945						LN		280		25		false		              25   corporate overhead expenses from regulated operations to				false

		946						PG		281		0		false		page 281				false

		947						LN		281		1		false		               1   nonregulated operations to prevent substantive cross				false

		948						LN		281		2		false		               2   subsidizations of nonregulated operations by regulated				false

		949						LN		281		3		false		               3   operations.				false

		950						LN		281		4		false		               4             In addition, my testimony explains that I have				false

		951						LN		281		5		false		               5   proposed adjustments that are consistent with state and				false

		952						LN		281		6		false		               6   federal law, along with regulatory best practices to				false

		953						LN		281		7		false		               7   help mitigate the negative impact of Carbon/Emery's				false

		954						LN		281		8		false		               8   cross subsidization.				false

		955						LN		281		9		false		               9             Citations to these are included in my				false

		956						LN		281		10		false		              10   testimony.  For example, my testimony explains that				false

		957						LN		281		11		false		              11   controls subsidization concerns and related proposed				false

		958						LN		281		12		false		              12   adjustments are properly addressed via Utah Code Section				false

		959						LN		281		13		false		              13   54-8B-6 at Ostrander direct testimony, page 13, Line 292				false

		960						LN		281		14		false		              14   through page 14, Line 313.				false

		961						LN		281		15		false		              15             Also, my direct testimony addresses concerns				false

		962						LN		281		16		false		              16   related to cross subsidization via Section 254K of the				false

		963						LN		281		17		false		              17   Federal Telecom Act of 1996 at my direct testimony page				false

		964						LN		281		18		false		              18   12, Line 261 through page 13, Line 290.  Also my				false

		965						LN		281		19		false		              19   testimony addresses concerns related to cross				false

		966						LN		281		20		false		              20   subsidization via the FCC's Part 32 affiliate				false

		967						LN		281		21		false		              21   transaction rules, per FCC Section 32.27, and that's				false

		968						LN		281		22		false		              22   addressed in any direct testimony at page 14, Line 315				false

		969						LN		281		23		false		              23   to page 15, Line 335.				false

		970						LN		281		24		false		              24             The final citation in my direct testimony				false

		971						LN		281		25		false		              25   addresses concerns related to cross subsidization via				false

		972						PG		282		0		false		page 282				false

		973						LN		282		1		false		               1   the FCC's Part 64 allocation of cost rules at FCC				false

		974						LN		282		2		false		               2   Section 64.901-904.  And that is cited at my direct				false

		975						LN		282		3		false		               3   testimony page 15, Line 337 to Line 347.				false

		976						LN		282		4		false		               4        Q.   The second question reads, "Utah Code Section				false

		977						LN		282		5		false		               5   54-8B-15-1A states, 'Base of phone service means local				false

		978						LN		282		6		false		               6   exchange services.'  Utah Code section 54-8B-15-6A				false

		979						LN		282		7		false		               7   states, 'The UUSF shall be designed to promote equitable				false

		980						LN		282		8		false		               8   cost recovery of basic telephone services."				false

		981						LN		282		9		false		               9             Are you satisfied that a continued or				false

		982						LN		282		10		false		              10   increasing disbursement from the UUSF -- UUSF to				false

		983						LN		282		11		false		              11   Carbon/Emery would comply with the statutory language?				false

		984						LN		282		12		false		              12   Why or why not?				false

		985						LN		282		13		false		              13        A.   OCS is satisfied that reduced level of UUSF				false

		986						LN		282		14		false		              14   that it recommends in this case will allow Carbon/Emery				false

		987						LN		282		15		false		              15   adequate cost recovery related to basic telephone				false

		988						LN		282		16		false		              16   service.  The OCS further asserts than an increased				false

		989						LN		282		17		false		              17   disbursement or continued disbursement at current levels				false

		990						LN		282		18		false		              18   would be equitable because it would allow Carbon/Emery				false

		991						LN		282		19		false		              19   cost recovery for more than is necessary for basic				false

		992						LN		282		20		false		              20   telephone service.				false

		993						LN		282		21		false		              21        Q.   Question No. 3 reads, "Utah Code section				false

		994						LN		282		22		false		              22   54-8B-15-5 states, 'Operation of the UUSF shall be				false

		995						LN		282		23		false		              23   nondiscriminatory and competitive and technologically				false

		996						LN		282		24		false		              24   neutral in the collection and distribution of funds,				false

		997						LN		282		25		false		              25   neither providing a competitive advantage for nor				false
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		999						LN		283		1		false		               1   imposing competitive disadvantage upon any				false

		1000						LN		283		2		false		               2   telecommunication provider operating in the state."				false

		1001						LN		283		3		false		               3             Are you satisfied that continued or increased				false

		1002						LN		283		4		false		               4   disbursement from the UUSF to Carbon/Emery would comply				false

		1003						LN		283		5		false		               5   with the statutory language?  Why or why not?				false

		1004						LN		283		6		false		               6        A.   OCS is concerned that the continued and				false
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		1013						LN		283		15		false		              15   operations, this provides the company with excessive				false

		1014						LN		283		16		false		              16   UUSF which it can use to undermine competitors that do				false

		1015						LN		283		17		false		              17   not have the ability to subsidize their competitive				false

		1016						LN		283		18		false		              18   operations because they do not have access to UUSF				false

		1017						LN		283		19		false		              19   revenues, and they do not have regulated operations				false

		1018						LN		283		20		false		              20   which could be used to subsidize their competitive				false

		1019						LN		283		21		false		              21   operations.				false

		1020						LN		283		22		false		              22             The adoption of OCS proposed adjustments will				false

		1021						LN		283		23		false		              23   sufficiently mitigate any competitive advantage enjoyed				false

		1022						LN		283		24		false		              24   by Carbon/Emery to warrant continued disbursement of				false

		1023						LN		283		25		false		              25   UUSF funds at the level we recommend.  OCS is satisfied				false
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		1026						LN		284		2		false		               2   recommend will not create any competitive disadvantages				false
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		1030						LN		284		6		false		               6             JUDGE JONSSON:  Ms. Slawson.				false

		1031						LN		284		7		false		               7             MS. SLAWSON:  Thank you.  I'm going to need to				false

		1032						LN		284		8		false		               8   set up a projector.  So it takes a few minutes to warm				false
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		1043						LN		284		19		false		              19        Q.   I wanted to out -- at the outset, you are				false

		1044						LN		284		20		false		              20   aware, are you not, that Carbon's current revised				false

		1045						LN		284		21		false		              21   request for the UUSF in this case is $573,643, correct?				false
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		1047						LN		284		23		false		              23        Q.   Okay.  I'm going to jump around a little bit				false
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		1065						LN		285		15		false		              15   the numbers.  But I want you to look at the column that				false
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		1092						LN		286		16		false		              16        Q.   Okay.  In your net plant number, you did not				false

		1093						LN		286		17		false		              17   reallocate the shared assets which were held 100 percent				false

		1094						LN		286		18		false		              18   on the books of ETV, correct?				false

		1095						LN		286		19		false		              19        A.   I did not do that.				false

		1096						LN		286		20		false		              20        Q.   Okay.				false

		1097						LN		286		21		false		              21        A.   And I don't think --				false

		1098						LN		286		22		false		              22        Q.   And that --				false

		1099						LN		286		23		false		              23        A.   -- that any of these --				false

		1100						LN		286		24		false		              24        Q.   That was the question.  Thank you.  Also, by				false

		1101						LN		286		25		false		              25   your --				false

		1102						PG		287		0		false		page 287				false

		1103						LN		287		1		false		               1        A.   Well, they didn't include any adjustments.				false

		1104						LN		287		2		false		               2        Q.   It's going to go faster if I ask the				false

		1105						LN		287		3		false		               3   questions, and you answer the ones that I ask.				false

		1106						LN		287		4		false		               4        A.   Well, there's -- I have to explain that these				false

		1107						LN		287		5		false		               5   amounts don't include any adjustments.				false

		1108						LN		287		6		false		               6             JUDGE JONSSON:  If there's more that you want				false

		1109						LN		287		7		false		               7   to explain, your counsel can help you with that on				false

		1110						LN		287		8		false		               8   redirect.				false

		1111						LN		287		9		false		               9             THE WITNESS:  Okay.				false

		1112						LN		287		10		false		              10        Q.   (By Ms. Slawson) The -- by using the net plant				false

		1113						LN		287		11		false		              11   figure, I believe you've testified this is net plant.				false

		1114						LN		287		12		false		              12   So depreciation is eliminated from that; is that				false

		1115						LN		287		13		false		              13   correct?  Depreciation expense.				false

		1116						LN		287		14		false		              14        A.   Accumulated depreciation is --				false

		1117						LN		287		15		false		              15        Q.   Okay.				false

		1118						LN		287		16		false		              16        A.   -- deducted from that.				false

		1119						LN		287		17		false		              17        Q.   And by, by using net plant, you don't take				false

		1120						LN		287		18		false		              18   into account the different depreciation methods applied				false

		1121						LN		287		19		false		              19   to the regulated and the nonregulated companies that				false

		1122						LN		287		20		false		              20   were testified to earlier, correct?				false

		1123						LN		287		21		false		              21        A.   Correct.				false

		1124						LN		287		22		false		              22        Q.   Okay.  On payroll amounts listed in Column L,				false

		1125						LN		287		23		false		              23   those are annual payroll figures?				false

		1126						LN		287		24		false		              24        A.   Yes.				false

		1127						LN		287		25		false		              25        Q.   Okay.				false

		1128						PG		288		0		false		page 288				false

		1129						LN		288		1		false		               1        A.   Without any adjustment.				false

		1130						LN		288		2		false		               2        Q.   And then, then the billing records that you				false

		1131						LN		288		3		false		               3   listed in Column J, you've got those listed as dollar				false

		1132						LN		288		4		false		               4   figures, but those are not dollar numbers; is that				false

		1133						LN		288		5		false		               5   correct?				false

		1134						LN		288		6		false		               6        A.   Correct.				false

		1135						LN		288		7		false		               7        Q.   The underlying data for those would be a				false

		1136						LN		288		8		false		               8   number of billing records, correct?				false

		1137						LN		288		9		false		               9        A.   Yes.				false

		1138						LN		288		10		false		              10        Q.   Okay.  And the billing records that you've				false

		1139						LN		288		11		false		              11   listed there, if you -- if we eliminate the dollar sign,				false

		1140						LN		288		12		false		              12   those are monthly billing records; is that correct?				false

		1141						LN		288		13		false		              13        A.   I believe that's correct.				false

		1142						LN		288		14		false		              14        Q.   Okay.  So if we were going to be consistent				false

		1143						LN		288		15		false		              15   with the analysis, the figure in Column J should be				false

		1144						LN		288		16		false		              16   multiplied by 12 to get an annual figure, correct, on				false

		1145						LN		288		17		false		              17   billing records?				false

		1146						LN		288		18		false		              18        A.   Well, it's a matter of --				false

		1147						LN		288		19		false		              19        Q.   All the other --				false

		1148						LN		288		20		false		              20        A.   -- what's representative because the -- I'm				false

		1149						LN		288		21		false		              21   relying on your allocation factors.				false

		1150						LN		288		22		false		              22        Q.   Okay.  All of the other columns are				false

		1151						LN		288		23		false		              23   annualized.  But the Column J is a monthly figure; is				false

		1152						LN		288		24		false		              24   that correct?				false

		1153						LN		288		25		false		              25        A.   That's correct.				false

		1154						PG		289		0		false		page 289				false

		1155						LN		289		1		false		               1        Q.   Okay.  Let's see.  You excluded the -- you				false

		1156						LN		289		2		false		               2   just testified that you excluded the accumulated				false

		1157						LN		289		3		false		               3   depreciation from the net plant number, correct?				false

		1158						LN		289		4		false		               4        A.   Yes.				false

		1159						LN		289		5		false		               5        Q.   And then on the operating expenses, did you				false

		1160						LN		289		6		false		               6   include from Column F payroll from net operating				false

		1161						LN		289		7		false		               7   expenses?				false

		1162						LN		289		8		false		               8        A.   No, I didn't.				false

		1163						LN		289		9		false		               9        Q.   Okay.				false

		1164						LN		289		10		false		              10        A.   It's intended to be in there.				false

		1165						LN		289		11		false		              11        Q.   So you've got payroll in Column J, and then				false

		1166						LN		289		12		false		              12   you've also included payroll in Column F; is that				false

		1167						LN		289		13		false		              13   correct?				false

		1168						LN		289		14		false		              14        A.   Yes.				false

		1169						LN		289		15		false		              15        Q.   Okay.  And you would agree, would you not,				false

		1170						LN		289		16		false		              16   that Carbon/Emery has plant that would be fully				false

		1171						LN		289		17		false		              17   depreciated but still has costs associated with it?				false

		1172						LN		289		18		false		              18        A.   Can you --				false

		1173						LN		289		19		false		              19        Q.   Plant can be fully depreciated, but it still				false

		1174						LN		289		20		false		              20   has costs associated with it.  Not depreciation but				false

		1175						LN		289		21		false		              21   other costs associated with it, correct?				false

		1176						LN		289		22		false		              22        A.   Yes.				false

		1177						LN		289		23		false		              23        Q.   Okay.  Okay.  I want to talk a little bit				false

		1178						LN		289		24		false		              24   about -- in your surrebuttal testimony and then here				false

		1179						LN		289		25		false		              25   today in your summary, you talked about on the one hand				false

		1180						PG		290		0		false		page 290				false

		1181						LN		290		1		false		               1   Carbon/Emery gave you hundreds of thousands of fields of				false

		1182						LN		290		2		false		               2   information, and then you testified that Carbon wasn't				false

		1183						LN		290		3		false		               3   forthcoming with its data.  So I want to touch on that a				false

		1184						LN		290		4		false		               4   little bit.				false

		1185						LN		290		5		false		               5             Looking -- you indicated that Carbon/Emery				false

		1186						LN		290		6		false		               6   gave you -- sent you a pivot table that was hard-coded;				false

		1187						LN		290		7		false		               7   is that correct?				false

		1188						LN		290		8		false		               8        A.   Excuse me.				false

		1189						LN		290		9		false		               9        Q.   You said it wasn't working?				false

		1190						LN		290		10		false		              10        A.   I was not able to open it up and look at the				false

		1191						LN		290		11		false		              11   assumptions or the formulas in it.				false

		1192						LN		290		12		false		              12        Q.   And that was sent to you how?				false

		1193						LN		290		13		false		              13        A.   I received it -- that particular version, it				false

		1194						LN		290		14		false		              14   was confidential, so I probably received it on a CD.				false

		1195						LN		290		15		false		              15        Q.   And would it surprise you to know that it was				false

		1196						LN		290		16		false		              16   confidential, sent by me and you received it by e-mail?				false

		1197						LN		290		17		false		              17        A.   That would not surprise me.				false

		1198						LN		290		18		false		              18        Q.   Okay.  And are you saying -- when you're				false

		1199						LN		290		19		false		              19   saying you couldn't open it, do you mean you couldn't				false

		1200						LN		290		20		false		              20   open the attachment, or do you mean that you couldn't				false

		1201						LN		290		21		false		              21   open the pivot table?				false

		1202						LN		290		22		false		              22        A.   I couldn't open the pivot table.				false

		1203						LN		290		23		false		              23        Q.   Okay.				false

		1204						LN		290		24		false		              24        A.   I could open the broad Excel spreadsheet.				false

		1205						LN		290		25		false		              25        Q.   And so when you opened it, the summary page				false

		1206						PG		291		0		false		page 291				false

		1207						LN		291		1		false		               1   looked like this; is that correct?				false

		1208						LN		291		2		false		               2        A.   I believe that's correct.				false

		1209						LN		291		3		false		               3        Q.   Okay.  And you're saying that when you went				false

		1210						LN		291		4		false		               4   to, for example, Column C-20, CSR Distribution, and you				false

		1211						LN		291		5		false		               5   clicked on that, it was hard-coded because the number				false

		1212						LN		291		6		false		               6   appeared up in the formula bar but no formula.  Is that				false

		1213						LN		291		7		false		               7   what you're saying by hard-coded?				false

		1214						LN		291		8		false		               8        A.   My version -- and maybe you have got this a				false

		1215						LN		291		9		false		               9   little bit -- my -- the pivot table appeared like as a				false

		1216						LN		291		10		false		              10   square like within the middle of the spreadsheet.				false

		1217						LN		291		11		false		              11        Q.   Okay.  So let's look at the exhibit that we've				false

		1218						LN		291		12		false		              12   identified.				false

		1219						LN		291		13		false		              13             MS. SLAWSON:  I'll make sure that you have the				false

		1220						LN		291		14		false		              14   one that's been marked.  May I?				false

		1221						LN		291		15		false		              15             COURT REPORTER:  Yes.				false

		1222						LN		291		16		false		              16        Q.   (By Ms. Slawson)  I have turned to what's been				false

		1223						LN		291		17		false		              17   marked as CE Exhibit 3.3R.  I'll give you just a minute				false

		1224						LN		291		18		false		              18   to get there.  Okay.  Does the exhibit that's printed in				false

		1225						LN		291		19		false		              19   the book look like the exhibit that's on the screen?				false

		1226						LN		291		20		false		              20        A.   Yes.				false

		1227						LN		291		21		false		              21        Q.   Okay.  And do you -- are you -- is it your				false

		1228						LN		291		22		false		              22   testimony that you received the exhibit that looks like				false

		1229						LN		291		23		false		              23   this, or are you testifying that you received an exhibit				false

		1230						LN		291		24		false		              24   that looks different?				false

		1231						LN		291		25		false		              25        A.   I received a particular schedule that had a				false

		1232						PG		292		0		false		page 292				false

		1233						LN		292		1		false		               1   pivot table that was kind of inserted within the body of				false

		1234						LN		292		2		false		               2   the exhibit.  So you could appear like you could punch				false

		1235						LN		292		3		false		               3   on it and open it up and select things.				false

		1236						LN		292		4		false		               4        Q.   Okay.  Well, let's just see because this is				false

		1237						LN		292		5		false		               5   the one that was sent to you.  Let's just see.  If we go				false

		1238						LN		292		6		false		               6   into that column and we double click it like you would				false

		1239						LN		292		7		false		               7   do in a pivot table, doesn't that take you to all of the				false

		1240						LN		292		8		false		               8   underlying data that the pivot table and that column in				false

		1241						LN		292		9		false		               9   the pivot table is representing?				false

		1242						LN		292		10		false		              10        A.   This particular spreadsheet does.				false

		1243						LN		292		11		false		              11        Q.   So I guess I want to be clear.  You're -- are				false

		1244						LN		292		12		false		              12   you suggesting that you did not receive this particular				false

		1245						LN		292		13		false		              13   spreadsheet in this particular form?				false

		1246						LN		292		14		false		              14        A.   Yes.				false

		1247						LN		292		15		false		              15        Q.   Okay.  So I guess we might need to recall a				false

		1248						LN		292		16		false		              16   witness or enter into evidence the e-mail that was sent.				false

		1249						LN		292		17		false		              17   Let me ask you this.  Did you have any -- did you call				false

		1250						LN		292		18		false		              18   when you got the pivot table, and it was represented to				false

		1251						LN		292		19		false		              19   be a pivot table, and you couldn't make it work, did you				false

		1252						LN		292		20		false		              20   call the company?				false

		1253						LN		292		21		false		              21        A.   I did better than that.  I put it in my				false

		1254						LN		292		22		false		              22   testimony.  And I never got any response back from the				false

		1255						LN		292		23		false		              23   company and never received a replacement disk.				false

		1256						LN		292		24		false		              24        Q.   No.  I'm talking about before under you filed				false

		1257						LN		292		25		false		              25   your testimony.  When you were in the process of filing				false

		1258						PG		293		0		false		page 293				false

		1259						LN		293		1		false		               1   -- preparing your testimony, did you call the company?				false

		1260						LN		293		2		false		               2        A.   No.  I didn't know what to --				false

		1261						LN		293		3		false		               3        Q.   Did you notify your counsel that the document				false

		1262						LN		293		4		false		               4   was not as represented, and that he or she should make a				false

		1263						LN		293		5		false		               5   call to Carbon/Emery's counsel?				false

		1264						LN		293		6		false		               6        A.   I didn't know what I was supposed to have and				false

		1265						LN		293		7		false		               7   not supposed to have.  There's a lot of documents I				false

		1266						LN		293		8		false		               8   received --				false

		1267						LN		293		9		false		               9        Q.   Okay.				false

		1268						LN		293		10		false		              10        A.   -- which did not have the required				false

		1269						LN		293		11		false		              11   information.  And so I don't know what Emery was				false

		1270						LN		293		12		false		              12   intending to provide me.  I never really know that.				false

		1271						LN		293		13		false		              13        Q.   Well, they said in their testimony they were				false

		1272						LN		293		14		false		              14   intending to provide you a pivot table.  I would imagine				false

		1273						LN		293		15		false		              15   that if the pivot table didn't work, you would contact				false

		1274						LN		293		16		false		              16   the company.  But you're saying, your testimony here				false

		1275						LN		293		17		false		              17   today, is that you did not contact anybody at the				false

		1276						LN		293		18		false		              18   company about the nonworking pivot table that you				false

		1277						LN		293		19		false		              19   allegedly received; is that correct?				false

		1278						LN		293		20		false		              20        A.   I did not contact them because it was in my				false

		1279						LN		293		21		false		              21   testimony and they could have contacted me.				false

		1280						LN		293		22		false		              22        Q.   Okay.  Yes or no?				false

		1281						LN		293		23		false		              23        A.   I did not contact them.				false

		1282						LN		293		24		false		              24        Q.   Okay.  That's the only question I have on the				false

		1283						LN		293		25		false		              25   pivot table.  You also indicated that you received the				false

		1284						PG		294		0		false		page 294				false

		1285						LN		294		1		false		               1   cost allocation manual -- we're done with this.  Have a				false

		1286						LN		294		2		false		               2   seat if that's more comfortable for you.				false

		1287						LN		294		3		false		               3             You also testified that you received a PDF of				false

		1288						LN		294		4		false		               4   the cost allocation manual; is that correct?				false

		1289						LN		294		5		false		               5        A.   That was -- in the company's original filing,				false

		1290						LN		294		6		false		               6   that was a document that was originally provided.				false

		1291						LN		294		7		false		               7        Q.   Okay.  And would, would it surprise to know				false

		1292						LN		294		8		false		               8   that a copy of the Excel spreadsheet form of the cost				false

		1293						LN		294		9		false		               9   allocation manual was sent by counsel to your counsel				false

		1294						LN		294		10		false		              10   the day of the filing?				false

		1295						LN		294		11		false		              11        A.   I don't know.				false

		1296						LN		294		12		false		              12        Q.   Of the application.				false

		1297						LN		294		13		false		              13        A.   I don't know, because sometimes there were				false

		1298						LN		294		14		false		              14   documents I would receive, and I would not have a				false

		1299						LN		294		15		false		              15   working version.				false

		1300						LN		294		16		false		              16        Q.   So --				false

		1301						LN		294		17		false		              17        A.   And some of those documents we got, and some				false

		1302						LN		294		18		false		              18   of them we didn't.				false

		1303						LN		294		19		false		              19        Q.   Would it surprise -- do you have anything to				false

		1304						LN		294		20		false		              20   dispute that the document was sent in an Excel				false

		1305						LN		294		21		false		              21   spreadsheet version to office for the division and				false

		1306						LN		294		22		false		              22   office for the -- I mean counsel for the division and				false

		1307						LN		294		23		false		              23   counsel for the office the date it was filed on March --				false

		1308						LN		294		24		false		              24   April 2nd?				false

		1309						LN		294		25		false		              25        A.   I can't confirm if it was or wasn't.				false

		1310						PG		295		0		false		page 295				false

		1311						LN		295		1		false		               1        Q.   Okay.				false

		1312						LN		295		2		false		               2        A.   I just don't know.				false

		1313						LN		295		3		false		               3        Q.   Did you visit Carbon or Emery to inspect its				false

		1314						LN		295		4		false		               4   books and records or plant prior to filing your				false

		1315						LN		295		5		false		               5   testimony in this case?				false

		1316						LN		295		6		false		               6        A.   No.  We --				false

		1317						LN		295		7		false		               7        Q.   Yes or no?				false

		1318						LN		295		8		false		               8        A.   We got the indication that DPU was not going				false

		1319						LN		295		9		false		               9   to go and do field work, so we decided if they weren't				false

		1320						LN		295		10		false		              10   going to go that, it probably would not be necessary for				false

		1321						LN		295		11		false		              11   us.				false

		1322						LN		295		12		false		              12        Q.   Okay.  And did you participate in the				false

		1323						LN		295		13		false		              13   conference held at the Office of Consumer Services on				false

		1324						LN		295		14		false		              14   August 24th with the company and the office to go over				false

		1325						LN		295		15		false		              15   some of the details in the testimony that was filed?				false

		1326						LN		295		16		false		              16   Did you participate in that conference?				false

		1327						LN		295		17		false		              17        A.   Conference call?				false

		1328						LN		295		18		false		              18        Q.   No.  We actually had a conference.  I just				false

		1329						LN		295		19		false		              19   wondered if you were there.				false

		1330						LN		295		20		false		              20        A.   I don't -- I don't believe so.				false

		1331						LN		295		21		false		              21        Q.   Okay.  And one of your adjustments is with				false

		1332						LN		295		22		false		              22   regard to materials and supplies, correct?				false

		1333						LN		295		23		false		              23        A.   Correct.				false

		1334						LN		295		24		false		              24        Q.   And you're concerned if Carbon's UUSF is				false

		1335						LN		295		25		false		              25   established when the materials and supplies are what you				false

		1336						PG		296		0		false		page 296				false

		1337						LN		296		1		false		               1   would call high, then the materials and supplies -- and				false

		1338						LN		296		2		false		               2   if they then decrease or fall off, level off, that				false
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               1   January 27, 2016                              9:14 a.m.



               2                     P R O C E E D I N G S



               3             JUDGE JONSSON:  Good morning.  For the record,



               4   today is Wednesday, January 27th, 2016.  It's just after



               5   nine o'clock in the morning.  We've had some technical



               6   difficulties in getting going.  But this is the date and



               7   time set for the continuation of the hearing, the formal



               8   hearing in docket No. 15-2302-01 in the matter of the



               9   application of Carbon/Emery Telecom, Incorporated, for



              10   an increase in Utah Universal Service Fund Support.



              11             We are to the point in the proceeding where



              12   the Office of Consumer Services has the opportunity to



              13   present its case in chief.  So Mr. Moore, if you're



              14   ready.



              15             MR. MOORE:  Yes, your Honor.



              16             JUDGE JONSSON:  Take it away.



              17             MR. MOORE:  Initially, if I may, at the



              18   pleasure of the record to correct an error.



              19             JUDGE JONSSON:  Please.



              20             MR. MOORE:  It's been brought to my attention,



              21   the very first words out of my mouth yesterday were



              22   incorrect.  Apparently I testified that I was



              23   representing the Office of Community Services instead of



              24   the Office of Consumer Service.  I'd like to make that



              25   correction on the record.
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               1             JUDGE JONSSON:  Thank you.



               2             MR. MOORE:  The office calls David Brevitz.



               3                        DAVID BREVITZ,



               4   called as a witness at the instance of the Office of



               5   Consumer Services, having been first duly sworn, was



               6   examined and testified as follows:



               7                      DIRECT EXAMINATION



               8   BY MR. MOORE:



               9        Q.   Could you state your name, employer and



              10   business address.



              11        A.   My name is David Brevitz.  I'm an independent



              12   regulatory consultant employed on behalf the Office of



              13   Consumer Services in this matter.



              14        Q.   Have you reviewed the application and



              15   testimony presented in this docket?



              16        A.   Yes, I have.



              17        Q.   Have you filed direct rebuttal and surrebuttal



              18   testimony?



              19        A.   Yes, along with related exhibits.



              20        Q.   Do you have any changes to this testimony?



              21        A.   I have three changes.  The first -- in each



              22   piece of testimony.  The first change is in my direct,



              23   and it parallels the change that Mr. Coleman made



              24   yesterday.  And it involves confidential numbers.  But I



              25   think if I refer to Mr. Coleman's change, we can
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               1   accomplish that in public.



               2             At Line 103 of my direct testimony, there is a



               3   table which derives the weighted average rate of return,



               4   and the separations factors in that table are slightly



               5   off what they should be.  So if one puts in the



               6   separations factors that Mr. Coleman put in yesterday



               7   and runs the arithmetic, the weighted average return



               8   changes from the 8.45 percent shown in the direct as



               9   filed to 8.46 percent.



              10             JUDGE JONSSON:  Okay.



              11        A.   And that should be the change.  If we're ready



              12   to move on to the next change, in my rebuttal at Line



              13   20 -- at Line 98, change 1984 to 1991.



              14             JUDGE JONSSON:  Okay.  Tell me the line again.



              15   Sorry.



              16             THE WITNESS:  Line 98, change 1984 to 1991.



              17             JUDGE JONSSON:  Okay.



              18        A.   And then in my surrebuttal at Line 354, delete



              19   two words.  Delete "expected future."  And that



              20   completes my changes.



              21             JUDGE JONSSON:  Thank you.



              22        Q.   (By Mr. Moore)  Other than those changes, if I



              23   asked you the questions presented in your written



              24   testimony, would your answers be the same?



              25        A.   Yes, they would.
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               1        Q.   Have you prepared a summary of your testimony?



               2        A.   Yes, I have.



               3        Q.   Would you read that into the record please?



               4        A.   Yes, I will.  My direct rebuttal and



               5   surrebuttal testimonies and related exhibits have been



               6   pre-filed on behalf of the Office of Consumer Services



               7   on the subject of the appropriate rate of return for



               8   Carbon/Emery's application for increased Utah universal



               9   service funds.



              10             This case differs from a general rate case



              11   where a company seeks to collect its revenue requirement



              12   only from its customers.  In this case Carbon/Emery



              13   seeks to transfer money from all consumers in Utah to



              14   the members of Emery Telcom.  At least three rate return



              15   issues have been presented to the commission.



              16             The first is, what is the investors' required



              17   return on equity for the state portion of the weighted



              18   average cost of capital?  The second question is, what



              19   is the appropriate balance of debt versus equity to be



              20   assumed for the hypothetical capital structure for the



              21   state portion of the weighted average cost of capital



              22   since Carbon/Emery is now 100 percent equity on its



              23   books?



              24             The third question is, what's the appropriate



              25   rate of return for the interstate portion of weighted
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               1   average cost of capital to be drawn from the FCC's Form



               2   492 rate of return report?



               3             In my testimonies, I made the following



               4   observations and recommendations to the commission:



               5   First, Carbon/Emery presents its proposed rate of return



               6   and equity based on improper risk assessment that is



               7   contrary to modern portfolio theory, basic principles of



               8   finance and long-standing regulatory practice.



               9             In particular, the company advocates that



              10   various premia be layered on top of determined rate of



              11   return based on individual company risk assessment.



              12   This advocacy is entirely inconsistent with modern



              13   portfolio theory under which investors are compensated



              14   only for systematic risk within an efficient portfolio



              15   but not for any unsystematic risk such as the specific



              16   risks of an individual company.



              17             Systematic risk is measured by beta in the



              18   capital asset pricing model, which accounts for the



              19   firm's sensitivity to changes in macroeconomic factors



              20   such as inflation, the state of the economy, the term



              21   structure of interest rates, and the spread between



              22   yields on low and high grade bonds.



              23             The investor-required return on a company's



              24   stock is a function only of the risk factors that affect



              25   all stocks, systematic risk.  Under modern portfolio
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               1   theory, investors are not compensated for firm-specific



               2   or unsystematic risks since the investor can minimize



               3   these risks by adhering to the cardinal rule of



               4   investing, diversify.



               5             Carbon/Emery's emphasis on firm-specific risk



               6   and various premia results in an inappropriately high



               7   requested rate of return on equity which should be



               8   rejected by the commission.  Second, Carbon/Emery's



               9   advocacy of recognizing firm-specific risk in various



              10   premia is inconsistent with the efficient market



              11   principles which underlie the operation of global



              12   capital markets.



              13             Were these various premia to actually exist,



              14   the implication would be that their investment



              15   strategies to profitably exploit them, efficient markets



              16   arbitrage away any apparent excess returns.



              17             Third, Carbon/Emery's advocacy of recognizing



              18   firm specific risks and various premia as well as



              19   leverage beta are not accepted approaches to rate of



              20   return determination in state rate making proceedings.



              21   Carbon/Emery provides no citations to any decision by



              22   the State Regulatory Commission accepting this approach.



              23             In my search I could not find any instances



              24   where a state regulatory commission accepted such



              25   recommendations.  However, I did find instances where
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               1   state commissions explicitly rejected these type of



               2   approach.



               3             If the commission accepts Carbon/Emery's



               4   advocacy in this case, it can expect many jurisdictional



               5   utilities across all sectors to seek higher rates of



               6   return based on various premia specifically seeking



               7   inclusion of a small company premium.



               8             No. 4, Carbon/Emery's advocacy of recognizing



               9   firm specific risks in various premia is one directional



              10   and improperly ignores substantial offsetting additional



              11   benefits, which pertain to incumbent local exchange



              12   companies such as subsidy funds administered by state



              13   and federal regulators, subsidized long-term debt



              14   funding available from the RUS, subsidized long-term



              15   debt funding available from banks owned by incumbent



              16   local exchange companies such as CoBank, and the ability



              17   to raise rates by a general rate case and long-standing



              18   monopoly franchise originally granted to incumbent local



              19   exchange companies.



              20             Fifth, Carbon/Emery fails to provide a rate of



              21   return calculation which is consistent and comports with



              22   long standing State Regulatory Commission practices and



              23   modern portfolio theory.  My testimony provides a



              24   recommended return on equity of 10 percent based on



              25   appropriate and consistent rate of return estimations



                                                                        254

�













               1   from recent determinations for state universal service



               2   funding using both the standard CAPM, C-A-P-M and DCF



               3   methodologies.



               4             The commission can appropriately rely on these



               5   estimations and recommendations in this case.  DCU also



               6   provides a recommendation based on the standard CAPM



               7   methodology which again is consistent with long-standing



               8   regulatory practice.



               9             Six, Carbon/Emery recommends a capital



              10   structure of 65 percent equity and 35 percent debt for



              11   the computation of the state portion of the weighted



              12   cost of capital.  OCS recommends the commission employ a



              13   50-50 capital structure based on the fact that such a



              14   capital structure is more balanced in favor -- the



              15   requested capital structure is imbalanced in favor of



              16   the individual company and against the consumers which



              17   pay money into the UUSF.



              18             Furthermore, the commission explicitly



              19   rejected the use of 65-35 hypothetical capital structure



              20   in favor of individual company determinations.  The



              21   50-50 that the OCS recommends comes from an analysis of



              22   comparable companies.



              23             No. 7, "The commission's rule requires



              24   calculation of a weighted average rate of return on



              25   capital of the intrastate and interstate jurisdiction."



                                                                        255

�













               1   That's a quote from the applicable rule.  "From the



               2   FCC's Form 492 rate of return report, which is generated



               3   by the NECA administration on behalf of the NECA pool."



               4             Carbon/Emery selects a return from this report



               5   which comprises only a small portion of the interstate



               6   jurisdiction and not the full interstate jurisdiction.



               7   The interstate jurisdiction is comprised of multiple



               8   services including common line, special access and



               9   switched access services.



              10             The commission's rule evidently did not



              11   contemplate that the Form 492 report has more than one



              12   rate of return on it.  And not -- and the rule is not



              13   specific on which rate of return to use from that form.



              14   OCS believes the proper application of the rule requires



              15   a rate of the return which covers all interstate



              16   services, and that return would be the 9.40 percent rate



              17   of return recommended in my testimonies.



              18             The rule refers only to a rate of return on



              19   the Form 492, not any separate or additional rate of



              20   return calculations.  It's reasonable for the commission



              21   to employ the rate of return on Form 492 which captures



              22   all interstate services and includes hundreds of rural



              23   telephone companies across the country such as



              24   Carbon/Emery.



              25             There seems to be some confusion surrounding
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               1   the rule of NECA, the role of NECA and the Form 492



               2   report.  All rural telephone companies are in NECA's



               3   common line pool.  However, some companies, including



               4   Emery, have elected to withdraw from NECA's traffic



               5   sensitive and special access pools.



               6             All companies offer common line special access



               7   and traffic-sensitive access services in the interstate



               8   jurisdiction.  Each company has the choice of offering



               9   special access and traffic sensitive access services,



              10   either through the NECA pooling arrangements or by



              11   managing and administering their own interstate tariffs.



              12             No. 8.  Carbon/Emery makes various assertions



              13   that the company's access to capital is constrained and



              14   therefore, the much higher rate of return sought is



              15   justified.  However, Carbon/Emery provides no specific



              16   evidence that access to capital is in fact constrained,



              17   and in fact, its financial results demonstrate the



              18   opposite.



              19             Carbon/Emery's paid off all its long-term



              20   debt, and at the same time it has substantially grown



              21   member equity.  Cooperative members continue to



              22   contribute to and benefit from growing member equity.



              23             Lastly, Carbon/Emery's rate of return



              24   recommendations is imbalanced against the Utah statewide



              25   consumers that pay money to fund the UUSF.  This
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               1   imbalance can be considered from the likely reaction of



               2   a Utah consumer to the fact that the company has



               3   suggested it's appropriate that the consumer pay a 16.83



               4   percent return to the company's member owners.



               5             Such a consumer would no doubt refer to his or



               6   her experience with investments and returns and view



               7   such a request with dismay and perhaps anger, given that



               8   investment experience, and especially so since the



               9   consumer most likely cannot use Carbon/Emery services.



              10             OCS's rate of the return recommendation of



              11   8.46 is properly balanced between the consumers which



              12   fund the UUSF and the need to fund appropriate cost of



              13   basic telephone service from the UUSF.  Furthermore,



              14   this recommended rate of return is consistent with



              15   recent return on equity decisions of the commission.



              16   And therefore, we recommend that the commission adopt



              17   the 8.46 rate of return as recommended.



              18        Q.   Does that complete your summary?



              19        A.   Yes, it does.



              20             MR. MOORE:  Mr. Brevitz is available for



              21   cross.



              22             JUDGE JONSSON:  Ms. Slawson.



              23             MS. SLAWSON:  Carbon/Emery has no questions



              24   for Mr. Brevitz.



              25             JUDGE JONSSON:  Mr. Jetter.



                                                                        258

�













               1             MR. JETTER:  I do have a few questions for



               2   Mr. Brevitz.  I think they'll be relatively brief.



               3                       CROSS-EXAMINATION



               4   BY MR. JETTER:



               5        Q.   Are you familiar with, and maybe counsel might



               6   have a copy, of OCS Exhibit 2R-2 which is a letter --



               7        A.   I have it.



               8        Q.   Okay.  And I'm going to read briefly from that



               9   letter a sentence that appears about a little beyond



              10   halfway down.  And this reads, "The general parameters



              11   of the rule accompanied by the variability attempted to



              12   be included in the rule proposed may be applied by the



              13   division itself in its interactions with companies."



              14             Is that an accurate reading of what's included



              15   in that letter?



              16        A.   Yes.



              17        Q.   And I believe in your opening statement you



              18   had said that the commission rejected the rule; is that



              19   correct?



              20        A.   Yes.  Uh-huh.



              21        Q.   Is it your understanding then that the



              22   commission also rejected the principles within the rule



              23   and rejected their use in the future?



              24        A.   No.  I would not say that.



              25        Q.   Okay.  And finally, would it be reasonable for
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               1   a rural utility, a rural telephone company, potentially



               2   to fall within the range of possible capital structures



               3   that could all be considered reasonable?



               4        A.   I don't know that I would put it that way.  I



               5   would say that the commission can and will exercise its



               6   knowledge and judgment to determine what the appropriate



               7   capital structure is in this case.  We recommended



               8   50-50.  The department's recommended 65-35.



               9        Q.   Okay.



              10        A.   And the commission will make a decision.



              11        Q.   That's the only questions I have for you.



              12   Thank you.



              13        A.   Uh-huh.



              14             JUDGE JONSSON:  Any redirect?



              15             MR. MOORE:  One quick one.



              16                     REDIRECT EXAMINATION



              17   BY MR. MOORE:



              18        Q.   After the sentence that Mr. Jetter read to



              19   you, is the next question -- sentence, "The commission



              20   is also concerned of the impact of a rule in setting



              21   just and reasonable rates under Title 54 where the



              22   commission is required to make a determination based



              23   upon the evidence presented in adjudicated proceedings,



              24   based on circumstances facing each company relevant to



              25   the time in which rates will be affected"?
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               1        A.   Yes.



               2        Q.   Do you believe that's consistent with a, an



               3   ongoing policy setting rates consistent throughout the



               4   local telephone companies?



               5        A.   Can you repeat that.



               6        Q.   Do you believe that's consistent with the



               7   notion that there should be a long-term policy setting



               8   capital structure for incumbent telephone companies?



               9        A.   I think the sentence that we just went over



              10   indicates that the commission desires to have the



              11   ability to make determinations based on the facts and



              12   circumstances in the individual cases as they arise,



              13   rather than have the outcome governed by a particular



              14   rule.



              15             MR. MOORE:  Thank you.  I have no further



              16   questions.



              17             JUDGE JONSSON:  Recross?



              18             MR. JETTER:  No.



              19             JUDGE JONSSON:  Okay.  Mr. Brevitz, I just



              20   want to make sure that I understand.  So you're



              21   recommending that the interstate rate of return taken



              22   off of the NECA form is 9.4, correct?



              23             THE WITNESS:  Yes.  For all the relevant lines



              24   of business in the interstate jurisdictions.



              25             JUDGE JONSSON:  Okay.  And on the intrastate
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               1   where you're evaluating cost of debt and cost of equity,



               2   there's no dispute that the cost of debt is the 5.636



               3   that Carbon put in its application, right?



               4             THE WITNESS:  Yes, that's correct.



               5             JUDGE JONSSON:  The cost of equity is where we



               6   have the dispute.  And your recommendation is for 10



               7   percent?



               8             THE WITNESS:  Yes.



               9             JUDGE JONSSON:  Right?  And so your, your



              10   blend intrastate rate is then the 8.46, or is that the



              11   total overall?



              12             THE WITNESS:  8.46 is the overall combined



              13   weighted average cost of capital for both jurisdictions.



              14             JUDGE JONSSON:  Okay.



              15             THE WITNESS:  7.82 is the cost of capital for



              16   the state jurisdiction.



              17             JUDGE JONSSON:  That was my question.



              18             THE WITNESS:  Uh-huh.



              19             JUDGE JONSSON:  Okay.  7.82 percent for the



              20   intrastate cost of equity.



              21             THE WITNESS:  Yeah, cost of capital.  That's



              22   the blended cost of debt and equity.



              23             JUDGE JONSSON:  Okay.  Great.  Thank you.



              24             THE WITNESS:  And then the interstate return



              25   of 9.40 is a comprehensive overall return for both debt
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               1   and equity.



               2             JUDGE JONSSON:  Okay.  Thank you.



               3             MR. MOORE:  Office calls Bion Ostrander.



               4                        BION OSTRANDER,



               5   called as a witness at the instance of the Office of



               6   Consumer Services, having been first duly sworn, was



               7   examined and testified as follows:



               8                      DIRECT EXAMINATION



               9   BY MR. MOORE:



              10        Q.   For the record, can you state your name, your



              11   employer and your business address.



              12        A.   Bion Ostrander, Ostrander Consulting, 1121 SW



              13   Chetopa Trail, Topeka, Kansas, 66615.



              14        Q.   Have you reviewed the application and the



              15   written testimony in this case?



              16        A.   Yes.



              17        Q.   Did you file pre -- written test -- written



              18   direct testimony and written surrebuttal testimony in



              19   this case?



              20        A.   Yes.



              21        Q.   Do you have any changes to this testimony?



              22        A.   Yes.  I am going to start with my revised



              23   direct testimony, page 1, Line 3.  After the reading



              24   that says, "I am an independent regulatory consultant,"



              25   there should be a period.  And then the remainder of
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               1   that sentence and the related footnote should be



               2   stricken.



               3             And in its place should be inserted, "I have



               4   previously practiced as a CPA in Kansas since 1990."



               5   But I am not presently holding myself out as a CPA in



               6   Kansas because I have not renewed my permit to practice,



               7   and I have not yet submitted the required hours of



               8   continuing education.



               9             And that same change should also be made to my



              10   OCS Exhibit 1D-1 which is my CV.  And if you go to that



              11   Exhibit, 1D-1, the second sentence and related footnote



              12   should be stricken.  So where it says, "I am an



              13   independent regulatory consultant and have maintained an



              14   uninterrupted permit to practice as a certified public



              15   accountant in the state of Kansas since 1990," that



              16   should be stricken.



              17             The reason I am making that change is just to



              18   make sure and to clarify in case there is any



              19   misunderstanding that I'm not holding myself out at this



              20   time as a CPA with a permit to practice.  That will be



              21   renewed probably in the next few months, pending me



              22   getting my CPE continuing hours -- continuing education



              23   hours submitted.



              24        Q.   Was that your only change?



              25        A.   No.  I have some other changes.  Page 19 --
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               1             JUDGE JONSSON:  Is this still in your revised



               2   direct?



               3             THE WITNESS:  Yes.



               4             JUDGE JONSSON:  Okay.



               5        A.   Page 19.  If you go to table BCO3, under the



               6   column that says allocation factors, if you go down to



               7   the third line that says CABS, that should be stricken



               8   and should be changed to "accounting in general."  And



               9   then if you go to the 8th line down which currently says



              10   Human Resources, that should be stricken and again that



              11   should say, "accounting in general."



              12             I'm making this change because there was a



              13   company document that had these allocation factors in



              14   that format that I think were all under the same



              15   assumption now that the accounting in general factor is



              16   applied to those particular department cost pools.



              17             I have some more changes.  If you go to page



              18   27, the sentence that starts on 5, on Line 581 through



              19   Line 585 should be stricken.  That starts out, "If total



              20   revenues was adopted..."  And the reason that I'm



              21   striking that sentence is because the sentence down on



              22   Lines 589 and 594 basically state the same thing and



              23   provide that -- state that with more clarity.



              24             And now page 30, going to Footnote 37.  And



              25   I'm going to add some words on the end of that sentence
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               1   so that sentence currently ends with OCS 2.36.  And the



               2   remaining language after that should say, "...for Carbon



               3   and 2.40 for Emery, comma, with the related Excel



               4   spreadsheets for these data request responses provided



               5   with my direct testimony at work paper 1.5."



               6             The reason I am making that change is because



               7   OCS data request 2.36 relates to Carbon, and OCS data



               8   request 2.40 relate to Emery.  But they both provide the



               9   same information related to the overheads.  And when you



              10   look at certain Excel files, they may say 2.36 or 2.40,



              11   but they're the same information.  They're just for



              12   either company, although it's the same information.



              13             Page 31 -- I'm sorry.  Yes, page 31, footnote



              14   38, this will be the same change.  After the current



              15   language it says, "OCS 2.36," and the language that



              16   should be added to that is, "...for Carbon and 2.40 for



              17   Emery, with the related Excel spreadsheets for these



              18   data request responses provided with my direct testimony



              19   in work paper 1.5."



              20             Also on page 31, Line 669 the first word



              21   there, "Emery," that should be changed to



              22   "Carbon/Emery's."  Page 34, Line 735, "Column H" should



              23   be changed to read "Column J."  Page 35, Line 745



              24   "Column I" should be changed to "Column K."  Page 36



              25   Line 781 after the word, "of," the two words, "triple



                                                                        266

�













               1   play" should be inserted there.



               2             Page 37, Line 783, strike the word, "IP TV"



               3   and insert "digital TV."  This change is made to reflect



               4   that the triple play bundle includes one regulated



               5   service and two nonregulated services.  But that other



               6   nonregulated service is digital TV and not IP TV.  And



               7   that concludes the changes for my direct.



               8             And I have one change for my surrebuttal.  And



               9   that is at page 20, Line 450, the word, "interstate"



              10   should be changed to "intrastate."  And finally, the



              11   last change that I have to my testimony is, I'm



              12   withdrawing my adjustment related to the migration of



              13   cable TV customers from the cable TV affiliate to the



              14   Internet affiliate.  This adjustment was originally



              15   proposed by DPU and then withdrawn.  And now I've



              16   withdrawn that adjustment.  That concludes my changes.



              17        Q.   (By Mr. Moore)  Other than those changes, if I



              18   were to ask you those questions in your prepared



              19   testimony, would your answers be the same?



              20        A.   Yes.



              21        Q.   Have you prepared a summary of your testimony?



              22        A.   I have.  In this case, Carbon seeks about



              23   800,000 of new UUSF, along with existing UUSF of about



              24   one million for total UUSF of about 1.8 million that it



              25   is seeking.  Through its adjustments in this case, the
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               1   OCS proposes to eliminate all of the new UUSF of 800,000



               2   that Carbon is requesting and remove about 400,000 of



               3   the existing UUSF so that OCS's bottom line



               4   recommendation is that Carbon should get about 600,000



               5   of UUSF.



               6             My testimony proposes adjustments that are



               7   consistent with state and federal law and regulatory



               8   best practices included in Section 254K of the Federal



               9   Telecom Act, Utah Code 54-8B-6 and the FCC's Part 32



              10   affiliate transaction rules, along with the FCC's Part



              11   64 cost allocation procedures.



              12             The largest adjustment that I propose is



              13   related to an overhead adjustment.  And if this



              14   adjustment is not made, it is my opinion that



              15   Carbon/Emery's regulated operations will be subsidizing



              16   its nonregulated operations for a fairly significant



              17   amount.  And that would be in violation of Utah Code



              18   54-8B-6.



              19             Regarding the overhead adjustment, I have a



              20   number of concerns.  One is that Carbon has not provided



              21   a fully documented and supported Part 64 cost allocation



              22   manual.  This manual is deficient in a number of ways.



              23   When the information was first submitted, it included



              24   basically some PDF pages that look like they'd been in



              25   Excel format, I think about 10 pages.
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               1             And those pages had no underlying Excel



               2   spreadsheets at that time that showed the calculations



               3   or explanation of how those factors were derived.



               4   Subsequently, through a data request that OCS sent



               5   asking for all supporting calculations and documentation



               6   for the CAM, the company did provide some Excel



               7   spreadsheets.



               8             But once again, they provided these Excel



               9   spreadsheets without really any written explanation of



              10   what literally are hundreds of thousands of fields



              11   included in these spreadsheets.



              12             Also some of these spreadsheets are



              13   database-type Excel documents.  And they were not



              14   presorted to show the amount of cost pools and how much



              15   had been allocated to various expense accounts through



              16   various allocation factors.  And that's also a



              17   requirement of the CAM.



              18             So essentially the OCS is left with a CAM



              19   with -- that really doesn't have a lot of narrative



              20   explanation as to how the factors were derived along



              21   with the supporting calculations.



              22             Some of the problems I have with the Carbon



              23   allocation factors are varied and numerous.  First of



              24   all, Carbon, for the cost pools of chief executive



              25   officer, board of directors and public relations and
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               1   marketing, they allocate 75 percent of those costs to



               2   regulated operation and 25 percent to nonreg.  I have



               3   made adjustments --



               4             JUDGE JONSSON:  Can I get the pools again.



               5   CEO, board...



               6             THE WITNESS:  And public relations slash



               7   marketing.  And each one of those cost pools uses the



               8   same allocation factor, which is a single input



               9   allocation factor that is the number of billing records.



              10   For those three cost pools -- anyway, for the board of



              11   director and chief executive officer cost pools, I have



              12   changed that allocation factor to allocating 50 percent



              13   to regulated and 50 percent to nonregulated.



              14             For the remaining cost pool, public relations



              15   and marketing, I have changed that to an allocation



              16   factor of 25 percent regulated and 75 percent



              17   nonregulated.



              18             The loan remaining cost pool which I've



              19   adjusted is customer service representatives.  And the



              20   company has allocated about 65 percent of those costs to



              21   regulated operations and about 35 percent to nonreg.



              22   And my adjustment basically flips those two allocations



              23   and allocates about 35 percent to regulated and 65



              24   percent to nonregulated.



              25             The reason that I have opted to use a
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               1   corporate allocation factor that includes five inputs



               2   instead of one is because in my vast experience in



               3   telecommunications and regulation in general, I've never



               4   seen a corporate overhead allocator that uses customer



               5   records as one single input.



               6             Corporate overhead costs are varied and kind



               7   of like a hodgepodge of various different expenses.  And



               8   so it would not usually be anticipated that one single



               9   allocator could be cost causative or directly related to



              10   all of those different types of expenses.  Also, Carbon



              11   is not provided any precedent in Utah cases or other



              12   regulatory cases to show that a single input billing



              13   records allocator has been accepted or adopted in a



              14   regulatory proceeding.



              15             One of the examples that I've talked about is



              16   using Mr. Johansen, the chief executive officer, as an



              17   example.  Mr. Johansen's salaries, benefits, travel



              18   costs, cell phone costs and miscellaneous travel costs



              19   and credit card costs are all included in the chief



              20   executive officer cost pool.  And so they're all



              21   allocated by single input factor of number of billing



              22   records.



              23             But I don't think that the manner in which



              24   Mr. Johansen spends his time is cost causative or



              25   directly related to the number of billing records.  I



                                                                        271

�













               1   don't believe there's a director cost causative



               2   relationship in that regard.



               3             The allocators that I have used or the inputs



               4   and drivers that I have used in my corporate overhead



               5   allocators consist of five elements.  It's revenues,



               6   expenses, payroll, net plant, and number of billing



               7   records.  So I have included the company's billing



               8   records as one component, but I've also included four



               9   other components.



              10             The company has taken exception with my use of



              11   revenues as one of the inputs to the corporate overhead



              12   allocator.  However, it was just as recent as May 2014



              13   that the company itself used revenues as a single driver



              14   for the business solutions allocator.  So it's clear



              15   that despite their objection to me using revenues, they



              16   themselves were using the same revenues allocator as a



              17   driver in another overhead allocator -- or another



              18   allocator.



              19             Also, around 19 -- I'm sorry.  Around year



              20   2006, the company used three inputs, including payroll,



              21   number of customers and billing records, for the



              22   corporate overhead general and allocating -- accounting



              23   allocator.



              24             So it's clear that the company has used



              25   revenues and has used multiple inputs in the past.  But
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               1   for some reason they've changed that to a single unit



               2   allocator which is number of billing records.  And



               3   coincidentally using that single allocator drives more



               4   cost to the regulated operations and assists the company



               5   in getting increased UUSF.



               6             The company has also taken exception with my



               7   use of an allocator of 24 of 25 percent for allocating



               8   the public relations and marketing cost to regulated



               9   operations.  One of the examples I give is the triple



              10   play bundle which the company offers to its customers,



              11   which includes one regulated service, which is basic



              12   local service, and two nonregulated services which are



              13   Internet and digital TV.



              14             And for simplicity purposes, you could



              15   rationalize that I'm going to allocate a third of the



              16   advertising public relations costs to each one of these



              17   services, just on a common sense or reasonableness



              18   standpoint.



              19             But when I further examine the type of



              20   advertising information the company provided me, I saw



              21   that there was no specific advertising or documentation



              22   that advertised basic local service as a stand-alone



              23   service.  And even the advertising for triple play never



              24   specifically promoted local service.  It just merely



              25   listed local service as one of the components of the
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               1   triple play package.



               2             Regarding the customer service representatives



               3   factor, we also have a difference of opinion there.  I



               4   have allocated 35 percent of those costs to regulated



               5   operations.  Basically using some of the same rationale



               6   that I used for the 25 percent factor for payroll and



               7   marketing, except I ratcheted it up another 5 percent



               8   just to be conservative.



               9             The company's claim that the amount that I



              10   have allocated of 900 -- I'm sorry.  That's a



              11   confidential number.  The company claims that the number



              12   that I have allocated is excessive and they said the



              13   amount should be less than that.  And in rebuttal,



              14   Carbon/Emery provided an Excel spreadsheet with pivot



              15   table.  However, when I attempted to open that pivot



              16   table and look at it, it was hard-wired or hard-coded.



              17             So I could not open it up.  I could not look



              18   at the formulas.  I could not see how the company



              19   determined its calculations.  So I'm not necessarily



              20   saying it's incorrect.  I'm just saying I don't have



              21   adequate information at this point in time to audit that



              22   information.  And the company subsequently never sent me



              23   an updated disk or information that would fix that



              24   information.



              25             Another adjustment that I'm proposing is to
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               1   only include 50 percent of telephone plan under



               2   construction of materials and supplies and rate base,



               3   and I've basically used the same logic for removing 50



               4   percent of those costs in both cases.  Those account



               5   balances have fluctuated significantly in recent years,



               6   and it appears a significant increase in these accounts



               7   is due to the company's placement of fiber.



               8             However, my concern is, if we establish the



               9   level of telephone plan under construction materials and



              10   supplies at the highest level it may ever be because of



              11   the company's construction fiber placement plan, when



              12   those levels fall off, they will continue to recover



              13   UUSF at those unusually high levels.  Therefore, I have



              14   removed 50 percent of those amounts to reflect what I



              15   think is a more reasonable level based on historical



              16   levels.



              17             Another adjustment I have made is to remove



              18   the company's proposed three year projection of an



              19   access line loss.  The company projects that it will



              20   lose access lines through three years outside the test



              21   period through December 17th.  They have already made



              22   one true-up revision to that adjustment because their



              23   projection was not accurate, and that's an indication of



              24   the problems with using these projections.



              25             There are a lot of other changes in revenues
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               1   expenses that could possibly occur in the next three



               2   years, and the company has not made any attempt to



               3   synchronize those adjustment.  They've basically taken



               4   one single component and said that is going to change in



               5   the next three years and apparently assume that there



               6   will be no other changes for the next three years.  And



               7   I don't think that's a reasonable manner to approach



               8   this.  I think it's more reasonable just to go ahead and



               9   withdraw that adjustment or remove it.



              10             Also, I'm proposing an Adjustment 8 for



              11   depreciation.  My adjustment is somewhat similar to the



              12   DPU's adjustment in that we're both attempting to come



              13   to the reasonable depreciation expense amounts, except



              14   we're coming at it from different angles.  I'm not



              15   opposed to the DPU adjustment.  I just look at it as



              16   another methodology, an alternative to mine.



              17             I've adjusted four accounts.  And for the two



              18   larger accounts related to subscriber equipment and



              19   aerial cable, these accounts will be fully depreciated



              20   in the not-so-far future.  And I have taken the amount



              21   of depreciation that remains to be depreciated on those



              22   accounts and amortized it over five years.  So



              23   essentially I've delayed recovery of that depreciation



              24   from three years to five years.



              25             And one thing I do want to make clear is that
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               1   I'm only temporarily stopping depreciation on these



               2   accounts.  I'm not saying that these accounts will be



               3   permanently stopped from recording depreciation.  If the



               4   company continues to make plan additions to these



               5   accounts in the future, I'm not opposed to them coming



               6   in and asking for increased UUSF if that occurs.



               7             However, the problem that will occur if we



               8   don't deal with these depreciation issues now is, once



               9   again, the company will receive these elevated levels of



              10   depreciation expense in the -- through its UUSF funds



              11   that it draws down.



              12             And then when these accounts do become fully



              13   depreciated and/or if they would stop depreciation on



              14   those themselves, they would continue to receive those



              15   elevated levels of UUSF without actually incurring the



              16   costs.  And so those are some of the issues we are



              17   attempting to deal with.



              18             Finally the last adjustment I propose is an



              19   interest synchronization adjustment.  And the company is



              20   opposed to this adjustment because they say interest



              21   synchronization is not reasonable for a company that has



              22   a hypothetical capital structure.



              23             But I provide an example of a case here in



              24   Utah, and I cited to a specific commission order which



              25   calculated synchronization on Gunnison Telephone



                                                                        277

�













               1   Company.  And that was via a stipulation between



               2   Gunnison and the DPU, and the commission accepted that



               3   stipulation.  So there's definitely some precedent



               4   there.



               5             Also, the company has used the cost of debt in



               6   its cost of capital calculations, although it doesn't



               7   have any existing debt.  So they are getting the



               8   advantage of using the cost of debt via an increased



               9   rate of return.  So that benefits them, and they get



              10   increased UUSF.



              11             But it appears the company wants the best of



              12   both worlds.  They want to be able to include the cost



              13   of debt in rate of return, and receive an elevated rate



              14   of return and increased UUSF, but they don't want to



              15   recognize the interest synchronizations on that same



              16   cost of debt.  So in a sense, they want to recognize



              17   cost of debt when it's beneficial to them, but they want



              18   to ignore the cost of debt also when it's beneficial to



              19   them.  That concludes my summary.



              20             MR. MOORE:  Your Honor, before I submit



              21   Mr. Ostrander for cross, I want to state that the OCS



              22   had a different understanding with regard to the



              23   questions asked by the commission prior to this hearing.



              24   We understood that the answers should be in the form of



              25   evidence presented by a witnesses.
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               1             JUDGE JONSSON:  That's fine.



               2             MR. MOORE:  Rather than a policy argument



               3   presented by attorneys.  However, I would like to simply



               4   ask Mr. Ostrander these questions and have him reply



               5   quickly.  If on cross policy issues comes up, we would



               6   like to object to Mr. Ostrander sending up the policies



               7   of the OCS and instead introduce those -- if this



               8   occurs, introduce the policies through the testimony of



               9   Michele Beck of the office.



              10             JUDGE JONSSON:  We'll deal with that if it



              11   comes up.  If you feel like you need to change your



              12   witness, let me know, and we'll see where we are.  To



              13   the statement you'd like to have Mr. Ostrander respond



              14   to those questions, that's fine.  You can go ahead and



              15   do that now.



              16        Q.   (By Mr. Moore)  Yes, Mr. Ostrander, in



              17   question No. 1, Utah Code 548-B, are you satisfied that



              18   the continued or increased disbursements of the UUSF



              19   would not serve to subsidize a nonregulated operations



              20   of Carbon/Emery, Carbon/Emery Telecom, Carbon/Emery?



              21   Why or why not?



              22        A.   OCS is concerned that continued and increased



              23   disbursements from the UUSF would cause nonregulated



              24   affiliate operations to be subsidized by Carbon/Emery's



              25   regulated operations.  And this would be in violation of
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               1   the statutory language.



               2             The adoption of OCS proposed adjustments will



               3   sufficiently mitigate the subsidization of nonregulated



               4   affiliate operations by Carbon/Emery's regulated



               5   operations to warrant continuation of the UUSF at the



               6   level we recommend in this case.



               7             The commission should adopt OCS adjustments



               8   that reduce Carbon/Emery's total proposed UUSF from



               9   about 1.8 million to about .6 million, and this would



              10   consist of the following:  Removing the entirety of OCS



              11   proposed new increase in the UUSF of about 816,909 and



              12   removing about $428,897 of Carbon/Emery's existing UUSF



              13   to about 1,038,714, which results in a residual amount



              14   of 609,907 that Carbon would be able to recover from the



              15   UUSF.



              16             Carbon/Emery assigns and allocates costs,



              17   including corporate overhead expense to its regulated



              18   operation that causes nonregulated affiliate services



              19   such as retail Internet service provided by



              20   Carbon/Emery's nonregulated affiliate to be subsidized



              21   by Carbon/Emery's regulated services.



              22             As an example, the OCS proposed adjustment



              23   BCO2 to revise Carbon/Emery's allocation of corporate



              24   overhead expenses and shift a certain amount of



              25   corporate overhead expenses from regulated operations to
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               1   nonregulated operations to prevent substantive cross



               2   subsidizations of nonregulated operations by regulated



               3   operations.



               4             In addition, my testimony explains that I have



               5   proposed adjustments that are consistent with state and



               6   federal law, along with regulatory best practices to



               7   help mitigate the negative impact of Carbon/Emery's



               8   cross subsidization.



               9             Citations to these are included in my



              10   testimony.  For example, my testimony explains that



              11   controls subsidization concerns and related proposed



              12   adjustments are properly addressed via Utah Code Section



              13   54-8B-6 at Ostrander direct testimony, page 13, Line 292



              14   through page 14, Line 313.



              15             Also, my direct testimony addresses concerns



              16   related to cross subsidization via Section 254K of the



              17   Federal Telecom Act of 1996 at my direct testimony page



              18   12, Line 261 through page 13, Line 290.  Also my



              19   testimony addresses concerns related to cross



              20   subsidization via the FCC's Part 32 affiliate



              21   transaction rules, per FCC Section 32.27, and that's



              22   addressed in any direct testimony at page 14, Line 315



              23   to page 15, Line 335.



              24             The final citation in my direct testimony



              25   addresses concerns related to cross subsidization via
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               1   the FCC's Part 64 allocation of cost rules at FCC



               2   Section 64.901-904.  And that is cited at my direct



               3   testimony page 15, Line 337 to Line 347.



               4        Q.   The second question reads, "Utah Code Section



               5   54-8B-15-1A states, 'Base of phone service means local



               6   exchange services.'  Utah Code section 54-8B-15-6A



               7   states, 'The UUSF shall be designed to promote equitable



               8   cost recovery of basic telephone services."



               9             Are you satisfied that a continued or



              10   increasing disbursement from the UUSF -- UUSF to



              11   Carbon/Emery would comply with the statutory language?



              12   Why or why not?



              13        A.   OCS is satisfied that reduced level of UUSF



              14   that it recommends in this case will allow Carbon/Emery



              15   adequate cost recovery related to basic telephone



              16   service.  The OCS further asserts than an increased



              17   disbursement or continued disbursement at current levels



              18   would be equitable because it would allow Carbon/Emery



              19   cost recovery for more than is necessary for basic



              20   telephone service.



              21        Q.   Question No. 3 reads, "Utah Code section



              22   54-8B-15-5 states, 'Operation of the UUSF shall be



              23   nondiscriminatory and competitive and technologically



              24   neutral in the collection and distribution of funds,



              25   neither providing a competitive advantage for nor
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               1   imposing competitive disadvantage upon any



               2   telecommunication provider operating in the state."



               3             Are you satisfied that continued or increased



               4   disbursement from the UUSF to Carbon/Emery would comply



               5   with the statutory language?  Why or why not?



               6        A.   OCS is concerned that the continued and



               7   increased disbursements from the UUSF would not promote



               8   nondiscriminatory, competitive and technologically



               9   neutral collection and distribution of UUSF, which would



              10   be in violation of this statutory language.



              11             When nonregulated affiliated Internet



              12   operations are subsidized by Carbon/Emery's regulated



              13   basic local exchange operations, via excessive



              14   allocation of nonregulated affiliate cost to regulated



              15   operations, this provides the company with excessive



              16   UUSF which it can use to undermine competitors that do



              17   not have the ability to subsidize their competitive



              18   operations because they do not have access to UUSF



              19   revenues, and they do not have regulated operations



              20   which could be used to subsidize their competitive



              21   operations.



              22             The adoption of OCS proposed adjustments will



              23   sufficiently mitigate any competitive advantage enjoyed



              24   by Carbon/Emery to warrant continued disbursement of



              25   UUSF funds at the level we recommend.  OCS is satisfied



                                                                        283

�













               1   that the reduced level of UUSF disbursement that we



               2   recommend will not create any competitive disadvantages



               3   for Carbon/Emery.



               4             MR. MOORE:  Mr. Ostrander is available for



               5   cross.



               6             JUDGE JONSSON:  Ms. Slawson.



               7             MS. SLAWSON:  Thank you.  I'm going to need to



               8   set up a projector.  So it takes a few minutes to warm



               9   up.  I don't know if you want to break.



              10             JUDGE JONSSON:  Sure.  Let's take a break.



              11   Plan on about 10 minutes.  See where we are then.



              12             (Recess from 11:17 a.m. to 11:29 a.m.)



              13             JUDGE JONSSON:  All right.  We're back on the



              14   record.  Ms. Slawson, go ahead.



              15                       CROSS-EXAMINATION



              16   BY MS. SLAWSON:



              17        Q.   Thank you.  Good morning, Mr. Ostrander.



              18        A.   Good morning.



              19        Q.   I wanted to out -- at the outset, you are



              20   aware, are you not, that Carbon's current revised



              21   request for the UUSF in this case is $573,643, correct?



              22        A.   Yes.



              23        Q.   Okay.  I'm going to jump around a little bit



              24   in the sake of trying to be brief.  You just testified



              25   that the imputed debt, 35 percent benefits the company.
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               1   In fact, if the actual company debt is zero, the



               2   calculation would show that the state rate of return



               3   would be the state return on equity; is that correct?



               4        A.   Yes.



               5        Q.   Okay.  Will you turn in your testimony to OCS



               6   Exhibit 1D2 Schedule A3.



               7        A.   Okay.



               8        Q.   And I believe this is the schedule that you



               9   use as the basis for your table embedded in your



              10   testimony BCO5; is that correct?



              11        A.   Yes.



              12        Q.   Okay.  The revenues that you've listed in



              13   Column D on the schedule, because I'm going to talk



              14   about actual dollar numbers here, I'm not going to say



              15   the numbers.  But I want you to look at the column that



              16   has the dollar figures in it.



              17        A.   Okay.  So just for clarification, you're on



              18   page 2.



              19        Q.   Page 2 of the --



              20        A.   There's two pages to that particular --



              21        Q.   Yeah, let's make sure.



              22        A.   I just heard the word revenues, so...



              23        Q.   Yeah, page 2.



              24             JUDGE JONSSON:  Okay.  And the exhibit number



              25   is OCS Exhibit 1D3.  Is that what I heard?
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               1             MS. SLAWSON:  I think it's 1 D-2, Schedule A3,



               2   page 2.



               3             JUDGE JONSSON:  Okay.



               4        Q.   (By Ms. Slawson) The revenues listed in Column



               5   D are annual revenue figures; is that correct?



               6        A.   Yes.



               7        Q.   Okay.  And the operating expenses listed in



               8   Column F, those are annual expense figures, correct?



               9        A.   Correct.  They exclude depreciation and income



              10   taxes.



              11        Q.   Right.  Net plant that you have listed in



              12   Column H, those are annual net plant figures?



              13        A.   Well, trial balance is not an annual amount.



              14   It's -- it's an amount that carries forward.  But it's



              15   the end of December 31st, 2014.



              16        Q.   Okay.  In your net plant number, you did not



              17   reallocate the shared assets which were held 100 percent



              18   on the books of ETV, correct?



              19        A.   I did not do that.



              20        Q.   Okay.



              21        A.   And I don't think --



              22        Q.   And that --



              23        A.   -- that any of these --



              24        Q.   That was the question.  Thank you.  Also, by



              25   your --
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               1        A.   Well, they didn't include any adjustments.



               2        Q.   It's going to go faster if I ask the



               3   questions, and you answer the ones that I ask.



               4        A.   Well, there's -- I have to explain that these



               5   amounts don't include any adjustments.



               6             JUDGE JONSSON:  If there's more that you want



               7   to explain, your counsel can help you with that on



               8   redirect.



               9             THE WITNESS:  Okay.



              10        Q.   (By Ms. Slawson) The -- by using the net plant



              11   figure, I believe you've testified this is net plant.



              12   So depreciation is eliminated from that; is that



              13   correct?  Depreciation expense.



              14        A.   Accumulated depreciation is --



              15        Q.   Okay.



              16        A.   -- deducted from that.



              17        Q.   And by, by using net plant, you don't take



              18   into account the different depreciation methods applied



              19   to the regulated and the nonregulated companies that



              20   were testified to earlier, correct?



              21        A.   Correct.



              22        Q.   Okay.  On payroll amounts listed in Column L,



              23   those are annual payroll figures?



              24        A.   Yes.



              25        Q.   Okay.



                                                                        287

�













               1        A.   Without any adjustment.



               2        Q.   And then, then the billing records that you



               3   listed in Column J, you've got those listed as dollar



               4   figures, but those are not dollar numbers; is that



               5   correct?



               6        A.   Correct.



               7        Q.   The underlying data for those would be a



               8   number of billing records, correct?



               9        A.   Yes.



              10        Q.   Okay.  And the billing records that you've



              11   listed there, if you -- if we eliminate the dollar sign,



              12   those are monthly billing records; is that correct?



              13        A.   I believe that's correct.



              14        Q.   Okay.  So if we were going to be consistent



              15   with the analysis, the figure in Column J should be



              16   multiplied by 12 to get an annual figure, correct, on



              17   billing records?



              18        A.   Well, it's a matter of --



              19        Q.   All the other --



              20        A.   -- what's representative because the -- I'm



              21   relying on your allocation factors.



              22        Q.   Okay.  All of the other columns are



              23   annualized.  But the Column J is a monthly figure; is



              24   that correct?



              25        A.   That's correct.
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               1        Q.   Okay.  Let's see.  You excluded the -- you



               2   just testified that you excluded the accumulated



               3   depreciation from the net plant number, correct?



               4        A.   Yes.



               5        Q.   And then on the operating expenses, did you



               6   include from Column F payroll from net operating



               7   expenses?



               8        A.   No, I didn't.



               9        Q.   Okay.



              10        A.   It's intended to be in there.



              11        Q.   So you've got payroll in Column J, and then



              12   you've also included payroll in Column F; is that



              13   correct?



              14        A.   Yes.



              15        Q.   Okay.  And you would agree, would you not,



              16   that Carbon/Emery has plant that would be fully



              17   depreciated but still has costs associated with it?



              18        A.   Can you --



              19        Q.   Plant can be fully depreciated, but it still



              20   has costs associated with it.  Not depreciation but



              21   other costs associated with it, correct?



              22        A.   Yes.



              23        Q.   Okay.  Okay.  I want to talk a little bit



              24   about -- in your surrebuttal testimony and then here



              25   today in your summary, you talked about on the one hand
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               1   Carbon/Emery gave you hundreds of thousands of fields of



               2   information, and then you testified that Carbon wasn't



               3   forthcoming with its data.  So I want to touch on that a



               4   little bit.



               5             Looking -- you indicated that Carbon/Emery



               6   gave you -- sent you a pivot table that was hard-coded;



               7   is that correct?



               8        A.   Excuse me.



               9        Q.   You said it wasn't working?



              10        A.   I was not able to open it up and look at the



              11   assumptions or the formulas in it.



              12        Q.   And that was sent to you how?



              13        A.   I received it -- that particular version, it



              14   was confidential, so I probably received it on a CD.



              15        Q.   And would it surprise you to know that it was



              16   confidential, sent by me and you received it by e-mail?



              17        A.   That would not surprise me.



              18        Q.   Okay.  And are you saying -- when you're



              19   saying you couldn't open it, do you mean you couldn't



              20   open the attachment, or do you mean that you couldn't



              21   open the pivot table?



              22        A.   I couldn't open the pivot table.



              23        Q.   Okay.



              24        A.   I could open the broad Excel spreadsheet.



              25        Q.   And so when you opened it, the summary page
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               1   looked like this; is that correct?



               2        A.   I believe that's correct.



               3        Q.   Okay.  And you're saying that when you went



               4   to, for example, Column C-20, CSR Distribution, and you



               5   clicked on that, it was hard-coded because the number



               6   appeared up in the formula bar but no formula.  Is that



               7   what you're saying by hard-coded?



               8        A.   My version -- and maybe you have got this a



               9   little bit -- my -- the pivot table appeared like as a



              10   square like within the middle of the spreadsheet.



              11        Q.   Okay.  So let's look at the exhibit that we've



              12   identified.



              13             MS. SLAWSON:  I'll make sure that you have the



              14   one that's been marked.  May I?



              15             COURT REPORTER:  Yes.



              16        Q.   (By Ms. Slawson)  I have turned to what's been



              17   marked as CE Exhibit 3.3R.  I'll give you just a minute



              18   to get there.  Okay.  Does the exhibit that's printed in



              19   the book look like the exhibit that's on the screen?



              20        A.   Yes.



              21        Q.   Okay.  And do you -- are you -- is it your



              22   testimony that you received the exhibit that looks like



              23   this, or are you testifying that you received an exhibit



              24   that looks different?



              25        A.   I received a particular schedule that had a
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               1   pivot table that was kind of inserted within the body of



               2   the exhibit.  So you could appear like you could punch



               3   on it and open it up and select things.



               4        Q.   Okay.  Well, let's just see because this is



               5   the one that was sent to you.  Let's just see.  If we go



               6   into that column and we double click it like you would



               7   do in a pivot table, doesn't that take you to all of the



               8   underlying data that the pivot table and that column in



               9   the pivot table is representing?



              10        A.   This particular spreadsheet does.



              11        Q.   So I guess I want to be clear.  You're -- are



              12   you suggesting that you did not receive this particular



              13   spreadsheet in this particular form?



              14        A.   Yes.



              15        Q.   Okay.  So I guess we might need to recall a



              16   witness or enter into evidence the e-mail that was sent.



              17   Let me ask you this.  Did you have any -- did you call



              18   when you got the pivot table, and it was represented to



              19   be a pivot table, and you couldn't make it work, did you



              20   call the company?



              21        A.   I did better than that.  I put it in my



              22   testimony.  And I never got any response back from the



              23   company and never received a replacement disk.



              24        Q.   No.  I'm talking about before under you filed



              25   your testimony.  When you were in the process of filing
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               1   -- preparing your testimony, did you call the company?



               2        A.   No.  I didn't know what to --



               3        Q.   Did you notify your counsel that the document



               4   was not as represented, and that he or she should make a



               5   call to Carbon/Emery's counsel?



               6        A.   I didn't know what I was supposed to have and



               7   not supposed to have.  There's a lot of documents I



               8   received --



               9        Q.   Okay.



              10        A.   -- which did not have the required



              11   information.  And so I don't know what Emery was



              12   intending to provide me.  I never really know that.



              13        Q.   Well, they said in their testimony they were



              14   intending to provide you a pivot table.  I would imagine



              15   that if the pivot table didn't work, you would contact



              16   the company.  But you're saying, your testimony here



              17   today, is that you did not contact anybody at the



              18   company about the nonworking pivot table that you



              19   allegedly received; is that correct?



              20        A.   I did not contact them because it was in my



              21   testimony and they could have contacted me.



              22        Q.   Okay.  Yes or no?



              23        A.   I did not contact them.



              24        Q.   Okay.  That's the only question I have on the



              25   pivot table.  You also indicated that you received the
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               1   cost allocation manual -- we're done with this.  Have a



               2   seat if that's more comfortable for you.



               3             You also testified that you received a PDF of



               4   the cost allocation manual; is that correct?



               5        A.   That was -- in the company's original filing,



               6   that was a document that was originally provided.



               7        Q.   Okay.  And would, would it surprise to know



               8   that a copy of the Excel spreadsheet form of the cost



               9   allocation manual was sent by counsel to your counsel



              10   the day of the filing?



              11        A.   I don't know.



              12        Q.   Of the application.



              13        A.   I don't know, because sometimes there were



              14   documents I would receive, and I would not have a



              15   working version.



              16        Q.   So --



              17        A.   And some of those documents we got, and some



              18   of them we didn't.



              19        Q.   Would it surprise -- do you have anything to



              20   dispute that the document was sent in an Excel



              21   spreadsheet version to office for the division and



              22   office for the -- I mean counsel for the division and



              23   counsel for the office the date it was filed on March --



              24   April 2nd?



              25        A.   I can't confirm if it was or wasn't.
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               1        Q.   Okay.



               2        A.   I just don't know.



               3        Q.   Did you visit Carbon or Emery to inspect its



               4   books and records or plant prior to filing your



               5   testimony in this case?



               6        A.   No.  We --



               7        Q.   Yes or no?



               8        A.   We got the indication that DPU was not going



               9   to go and do field work, so we decided if they weren't



              10   going to go that, it probably would not be necessary for



              11   us.



              12        Q.   Okay.  And did you participate in the



              13   conference held at the Office of Consumer Services on



              14   August 24th with the company and the office to go over



              15   some of the details in the testimony that was filed?



              16   Did you participate in that conference?



              17        A.   Conference call?



              18        Q.   No.  We actually had a conference.  I just



              19   wondered if you were there.



              20        A.   I don't -- I don't believe so.



              21        Q.   Okay.  And one of your adjustments is with



              22   regard to materials and supplies, correct?



              23        A.   Correct.



              24        Q.   And you're concerned if Carbon's UUSF is



              25   established when the materials and supplies are what you
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               1   would call high, then the materials and supplies -- and



               2   if they then decrease or fall off, level off, that



               3   Carbon will over-recover UUSF; is that correct?



               4        A.   That's correct.



               5        Q.   And if Carbon -- and if Carbon's levels of



               6   materials and supplies did drop off, it would be



               7   reflected on Carbon's annual report filed with the



               8   Public Service Commission; is that correct?



               9        A.   For what period?



              10        Q.   For the period -- for annually.  They file



              11   that annually.  So the materials and supplies would be



              12   reflected on the annual Public Service Commission



              13   report, correct?



              14        A.   Yes.



              15        Q.   Okay.  And the division reviews the annual



              16   reports, correct?



              17        A.   They review the annual reports, but that



              18   doesn't mean they take actions.



              19        Q.   But they could.  If they determined that the



              20   materials and supplies had leveled off or decreased, the



              21   Division of Public Utilities could say, "Hey, you're



              22   over earning."  Is that correct?



              23        A.   I guess they could.



              24        Q.   Okay.



              25        A.   But I'm not aware that they've done that.
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               1        Q.   You're not aware that they've done that in



               2   this case, or you're not aware they have done that in



               3   any case?



               4        A.   I'm not aware that they've done that in a



               5   number of cases that I've been involved in.



               6        Q.   Okay.  But it wouldn't surprise you to know



               7   that they have in fact done that with other telecoms



               8   that you have not provide -- or not been involved with?



               9        A.   Oh, I'm not disputing that.



              10        Q.   Okay.  You also indicated that in your BCO



              11   Adjustment 2 with regard to the accounting and general



              12   allocator, you don't think billing records as a single



              13   input is appropriate; is that correct?



              14        A.   That's correct.



              15        Q.   And yet in Mr. Woolsey's rebuttal testimony,



              16   he included a calculation of the A and G allocator using



              17   billing records, gross plant and payroll, weighted



              18   equally.  And the result was within one half of one



              19   percent of the original calculation using billing



              20   records alone, wasn't it?



              21        A.   He did that, but he included gross plant



              22   instead of net plant.  I'm recommending the use of net



              23   plant.  So he used -- you know, selected some factors



              24   that I had not used.



              25        Q.   Gross -- and he select -- selected gross plant
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               1   so that all of the plant would be -- all of the plant



               2   that might have costs associated would be included in



               3   the calculation, correct?



               4        A.   Well, the problem with that --



               5        Q.   Well, just yes or no?



               6        A.   You've got --



               7             MR. MOORE:  Your Honor, I believe he is --



               8             JUDGE JONSSON:  Do you know why Woolsey made



               9   his calculations as he did?



              10             THE WITNESS:  I --



              11             JUDGE JONSSON:  Or would you be guessing?



              12             THE WITNESS:  I don't know why he did what he



              13   did.



              14             JUDGE JONSSON:  So perhaps that's a question



              15   for your own witness.



              16             MS. SLAWSON:  Okay.  One second.  Those are



              17   all the questions I have.



              18             JUDGE JONSSON:  Any redirect?  Oh, sorry.



              19   Justin -- Mr. Jetter.  Any cross?



              20                       CROSS-EXAMINATION



              21   BY MR. JETTER:



              22        Q.   Thank you, your Honor.  I just have one kind



              23   of short series of clarification questions, if that's



              24   okay.



              25        A.   Sure.
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               1        Q.   In your opening statement you had mentioned



               2   that it was your understanding that the division had



               3   withdrawn its adjustment for cable migration; is that



               4   correct?



               5        A.   Had withdrawn its original adjustment.



               6        Q.   Okay.  And what is your position with respect



               7   to the -- let me ask a question prior to this one.  Is



               8   it your understanding that the division maintains a



               9   adjustment for cable migration, but it's substantially



              10   smaller than it initially proposed?



              11        A.   I think they might have agreed with



              12   Mr. Woolsey's adjustment.



              13        Q.   Okay.  If the division continued a small cable



              14   migration adjustment, would you be supportive or opposed



              15   to that or uncertain?



              16        A.   I would not agree with that because I do not



              17   agree with Mr. Woolsey's calculation methodology.



              18        Q.   Okay.  Thank you.



              19             MR. MOORE:  I just have one question, your



              20   Honor.



              21             JUDGE JONSSON:  Uh-huh.



              22                     REDIRECT EXAMINATION



              23   BY MR. MOORE:



              24        Q.   Is there a possible mistake in your testimony



              25   regarding the three issues presented to the -- presented
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               1   by the commission?



               2        A.   There may be a mistake.  I'm not sure how this



               3   showed up in the official record, but regarding Question



               4   No. 2, when I responded, I may have left out the word



               5   "not," which would make a big difference in how it



               6   reads.



               7        Q.   Uh-huh.



               8        A.   So this is really just two sentences.  So I'll



               9   just read the second sentence where I may have



              10   inadvertently not included the word "not."



              11             "The OCS further asserts that an increased



              12   disbursement or continued disbursement at current levels



              13   would not be equitable because it would allow



              14   Carbon/Emery cost recovery for more than what is



              15   necessary for basic telephone service."



              16             MR. MOORE:  Thank you.  I have no further



              17   questions.



              18             JUDGE JONSSON:  Ms. Slawson, anything further



              19   for this witness?



              20             MS. SLAWSON:  No.



              21             JUDGE JONSSON:  Mr. Jetter?



              22             MR. JETTER:  No.  Thank you.



              23             JUDGE JONSSON:  Okay.  Is that -- does that



              24   conclude your case in chief?



              25             MR. MOORE:  That concludes the case.  The
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               1   office rests.



               2             JUDGE JONSSON:  Okay.  I spoke with a couple



               3   of the commissioners last night.  They are willing to



               4   take closing argument by brief, if that's what the



               5   parties prefer.  Ms. Slawson, you've already mentioned



               6   that that would be your preference, correct?



               7             MS. SLAWSON:  That would be -- one point of



               8   order.  We have URTA as an intervenor.



               9             JUDGE JONSSON:  All right.  You are correct.



              10   Very good.  Go ahead.



              11             MS. SLAWSON:  Shall I?



              12             JUDGE JONSSON:  Uh-huh.



              13             MS. SLAWSON:  URTA would file -- or would call



              14   Douglas Meredith to the stand.



              15             JUDGE JONSSON:  Mr. Meredith, you remain under



              16   oath.



              17             THE WITNESS:  Yes.



              18                       DOUGLAS MEREDITH,



              19   recalled as a witness at the instance of the intervenor,



              20   URTA, having been first previously sworn, was examined



              21   and testified as follows:



              22                      DIRECT EXAMINATION



              23   BY MS. SLAWSON:



              24        Q.   Good morning, Mr. Meredith.



              25        A.   Good morning.
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               1        Q.   You've already stated your name, employer and



               2   business address for the record so we'll skip over that.



               3   But can you tell us who you are representing?



               4        A.   Yes, I'm representing the URTA, the Utah Rural



               5   Telecom Association.



               6        Q.   And as URTA's witness, do you have a summary



               7   of your testimony that would differ from the summary you



               8   previously gave?



               9        A.   Yes, just with a little bit more emphasis on a



              10   couple of points that URTA is very concerned about.



              11        Q.   Go ahead.



              12        A.   Good morning, your Honor.  The Utah Rural



              13   Telecom Association or URTA is an association comprised



              14   of 13 members that are incumbent local exchange carriers



              15   operating in Utah.  URTA members are regulated by the



              16   commission and provide operational information to the



              17   division and the commission on a regular basis.



              18             URTA is very concerned about the division's



              19   proposed change of a company's decision of its



              20   depreciation method when evaluating Utah USF



              21   disbursements or rate case proposals.  This proceeding



              22   is a case of first impression before the commission for



              23   URTA members.  This proceeding is the first time a



              24   change in depreciation method has been presented before



              25   the commission to resolve a dispute between the division
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               1   and a URTA member.



               2             URTA recommends that the commission allow URTA



               3   members to use their chosen group asset method, as



               4   prescribed by Part 32 of the code of federal



               5   regulations.  And if modifications are needed, use



               6   adjustments to the average service life as described by



               7   Utah Code Annotated 54-7-12.1 that informs the



               8   commission to include the, quote, alteration of asset



               9   lives to better reflect changes in the economic life of



              10   plant and equipment, unquote.



              11             This process is contrasted by the division's



              12   single asset straight-line method proposed by witness



              13   Hellewell, that did not evaluate the alteration of asset



              14   lives, nor did he examine Carbon/Emery's FCC method that



              15   addresses the same issue.



              16             If the commission ultimately decides to move



              17   away from a URTA member's chosen depreciation method,



              18   this change should be on a prospective basis, used only



              19   for new assets placed into service.  Utah Code Annotated



              20   54-4-4 -- 4A Roman F3 informs the commission on judging



              21   the prudence of a company's decision on past -- in the



              22   past and provides guidance in making monumental changes



              23   to company operations.



              24             Ultimately, if the commission wanted to adopt



              25   the uniform policy for all companies, URTA recommends
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               1   that the commission adopt a rule-making process that



               2   would provide for expression by all interested parties.



               3             When judging this recommendation, URTA urges



               4   the commission to please reflect on the experience we



               5   had with the capital structure task force.  As a



               6   participant in this task force, I witnessed the



               7   development of proposal that addressed and balanced



               8   competing interests.



               9             Furthermore, an added benefit of a rule making



              10   process, is that all parties know the proposed policy.



              11   This benefits all parties and serves the public



              12   interest.  URTA also observes that a rule making process



              13   would serve the public interest in establishing guiding



              14   principles for the development of an intrastate cost of



              15   equity.  Such a process would greatly increase the



              16   precision of an estimate by establishing generally



              17   accepted methods to estimate the cost of equity for a



              18   particular company.



              19             I urge the commission to consider these



              20   recommendations as it judges this case.  This ends my



              21   URTA summary.



              22             MS. SLAWSON:  Mr. Meredith is available for



              23   cross-examination.



              24             JUDGE JONSSON:  Mr. Jetter.



              25                       CROSS-EXAMINATION
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               1   BY MR. JETTER:



               2        Q.   I do have a few questions.  Mr. Meredith, good



               3   morning.  Are you aware that there are URTA members that



               4   use single asset straight line depreciation?



               5        A.   Yes, I am aware that some do.  Their



               6   circumstances are unique, I would say.  I know that at



               7   least one is an average schedule company.  But the



               8   decision of a company to use a particular depreciation



               9   method is the company's.



              10        Q.   And it would be your testimony that the



              11   universal service funds support for a company that is



              12   subject to that decision should vary by company based on



              13   their chosen depreciation method?



              14        A.   Yes.  Because the Utah Code allows for



              15   adjustments to the method that, that reflect what the



              16   commission has described in its order on the motion for



              17   summary judgment.



              18        Q.   And so it is your testimony then that the



              19   amount that other rate payers for telephone service in



              20   Utah pay to support rural telephone service should vary



              21   based on the, I guess, the whims of an accountant at



              22   each of URTA's members?



              23        A.   No.  No.



              24        Q.   No.  But you did testify that they should be



              25   able to choose whatever depreciation method they wish
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               1   and that their universal service fund calculation should



               2   then be calculated based on that?



               3        A.   No, I didn't say that either.



               4        Q.   You did testify that there are URTA members



               5   that do have different accounting methods; is that



               6   correct?



               7        A.   Yes.



               8        Q.   And you don't think those should be adjusted



               9   by the commission?



              10        A.   No.  I didn't say that either.  What I said --



              11        Q.   Go ahead.



              12        A.   -- was that if there were to be changes to



              13   better reflect the economic life of plant and equipment,



              14   those changes and those adjustments can be made using



              15   what the Utah Code talks about, and what we've described



              16   in this proceeding as adjustment to the average service



              17   life.



              18        Q.   And that's regardless of the fact that the



              19   choice to use single asset straight line depreciation



              20   would result in a different number for the exact same



              21   scenario with the same company as the choice to use a



              22   group asset method?



              23        A.   Well, the straight line method is not --



              24   didn't come down from Mount Sinai on tablets.



              25        Q.   That's not what I asked you.
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               1        A.   And so what I'm saying is, it's an



               2   approximation.  Straight line method is an



               3   approximation.  The group method is an approximation of



               4   the actual diminution of value of the asset.  And the



               5   commission can judge very, very plainly which better



               6   actual -- which method more accurately attempt -- or



               7   describes the actual.



               8             A straight line method as proposed by the



               9   office does not have adjustments contemplated in it.



              10   And so it's, by my judgment, a less accurate



              11   representation of the actual.



              12             JUDGE JONSSON:  Did you mean to reference the



              13   division when you mentioned --



              14             THE WITNESS:  Division, I'm sorry.  Yes.



              15        Q.   (By Mr. Jetter)  Let me ask you another



              16   question.  When is -- are you familiar with the



              17   accounting practices of URTA members?



              18        A.   Some of them, yes.



              19        Q.   Do you know when the last depreciation study



              20   was done by any URTA member?



              21        A.   URTA members -- depreciation study, I'm not



              22   exactly sure how you're defining that.  But URTA members



              23   do review depreciation and depreciation expenses and



              24   activities continually.



              25        Q.   Do you know the last time that one of them
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               1   reviewed their operations, all of their plant and



               2   reviewed the service lives of the current plant and then



               3   adjusted their accounting service lives to match?



               4        A.   Well, if -- well, they do this continually.



               5   They look at -- they look at whether there's adjustments



               6   that need to be made on a continual basis through --



               7   particularly the cost studies.  I can't speak to the



               8   average schedule companies because they have different



               9   procedures.  But for a cost company like Carbon/Emery,



              10   and for other cost companies that are URTA members, this



              11   is a continual function.



              12        Q.   Okay.  And so let's talk about that for a



              13   second.  Let's say hypothetically you have a building



              14   that you put in your account with, let's say, a 30



              15   year -- let's say a 20 year service life.  And you



              16   realize that that building is going to last for 60



              17   years.  You would certainly adjust that service life to



              18   60 years, would you not?



              19        A.   That's a very strange hypothetical.  Quite



              20   extreme to go from an estimated service life when it was



              21   placed into service at 20 and then suddenly realize



              22   that, oh, golly, it's going to last for 60.



              23             But an adjustment even that extreme is looked



              24   at in evaluation.  If it's reasonable to make that type



              25   of a hypothetical extreme, then it would be reasonable
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               1   to make the adjustment.



               2        Q.   It would be unreasonable not to make that



               3   adjustment, would it not?



               4        A.   In your hypothetical, if you -- if you find a



               5   situation where the expected life of the asset exceeds



               6   or needs to be changed from what is being used,



               7   contemplated with all the assets that are -- with all



               8   the activity and projected activity of that asset, yes,



               9   it's reasonable to make the change.



              10        Q.   Okay.  And so if I looked at a group of



              11   assets, for example, and we saw that more than half of



              12   them were beyond their expected service life, and yet



              13   the group was remaining with such a large amount of



              14   assets and that far exceeding their expected service



              15   life, that would indicate that these adjustments were



              16   not being made in a timely manner, would it not?



              17        A.   No, not at all.  Because if an asset is beyond



              18   its expected service life, that means that all the



              19   depreciation expense that would accrue to that asset is



              20   gone.  There is no -- there is no depreciation expense



              21   allocated to that asset.



              22             And but the asset is still -- is still used



              23   and useful.  And so the company still uses it.  It



              24   doesn't dispose of that asset if it still has useful



              25   life.
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               1        Q.   Okay.  How does -- how does the gross value of



               2   that asset that's beyond its service life change the



               3   depreciation diminution of value of a new asset that's



               4   added that's unrelated to that old asset and is the



               5   exception that it happens to be in the same group?



               6        A.   Well, technically there is only one asset in a



               7   group.  The group has the asset.  There are units in



               8   that group.  But there's one asset for purposes of



               9   depreciation.



              10        Q.   Okay.  I guess we're talking semantics.  So



              11   let's go back and ask the same question.  If we have a



              12   unit in the group that is beyond its expected service



              13   life, and you testified that it would be fully



              14   depreciated, how is that changing the diminution of



              15   value of a new unit that would be added within the same



              16   group?



              17        A.   Well, under this particular method, the



              18   proposal, the method prescribes that you use the average



              19   service life of the group.  And so if you were to add a



              20   particular asset to -- a unit to a group asset, then the



              21   average service life would change.



              22        Q.   And are you aware of that recalculation having



              23   been done by URTA members?



              24        A.   Yes, they -- as I said before, they evaluate



              25   that based upon the expected service life of the -- of



                                                                        310

�













               1   all of the units in a group on a continual basis.



               2        Q.   Okay.  And so a building that would last for



               3   60 years being on a 20 year depreciation schedule, how



               4   would that match up with what you're describing?



               5        A.   Well, I wouldn't see that hypothetical.



               6        Q.   Okay.  What if that was in fact on the books



               7   of one of your URTA members?



               8        A.   If that was on the books of the URTA members,



               9   then -- well, it's a hypothetical that is just so



              10   extraordinarily odd that can't -- I don't know.  I mean,



              11   obviously, I would be saying are you sure you -- go



              12   check the -- go check that 60 year expected life of



              13   that, of the building.  Because it's a hypothetical that



              14   is a corner solution.  It's way extraordinary.



              15        Q.   You're happy to discuss hypotheticals with all



              16   of the other URTA members; is that right?



              17        A.   With -- I'm sorry.  Say again.



              18        Q.   You're happy to discuss hypothetical future



              19   interactions with the commission with the URTA members;



              20   is that correct?



              21        A.   Well, the only hypothetical that I can recall



              22   in this proceeding was a $1,000 hypothetical which was



              23   used.  And that's, that's a perfectly reasonable



              24   hypothetical because it's very true to what happens.



              25        Q.   Okay.  But a building that, let's say, was
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               1   $500,000, but in the same scenario where you fully



               2   depreciated it by year 10 and you're now in 21 adding a



               3   new unit in that group, how does that differ from -- or



               4   other than if you were --



               5        A.   Well, the asset -- if you add a new unit to a



               6   building group, then you have a change in, as I men --



               7   as I said before, you have a change in the average



               8   service life of that group.



               9        Q.   Okay.



              10        A.   And you make the change.



              11        Q.   But the annual depreciation method then from



              12   that depreciation method of group depreciation would



              13   result in a different number for a particular year than



              14   a single asset straight line; is that correct?



              15        A.   I think I've already answered that.  Correct,



              16   yes.



              17        Q.   Okay.  And so then two companies with the same



              18   facts but different accounting methods would present



              19   different depreciation calculations to the commission?



              20        A.   They could.  Those approximations of



              21   depreciation could differ.



              22        Q.   Okay.  And you do have URTA members that use



              23   varying types of accounting practices; is that correct?



              24        A.   Yes, as I've said before, they have



              25   different -- they have different depreciation methods.
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               1   And this is why the alternative, also as I described in



               2   my summary, comes to bear, that if the commission wants



               3   a uniformity, then we should look at this so that all



               4   interested parties are able to talk about it in a



               5   rule-making procedure or task force.



               6        Q.   But until then, they should -- you believe



               7   that they should receive UUSF based on whatever,



               8   whatever they decide to come in with; is that correct?



               9        A.   No.  The depreciation expense is thoroughly



              10   reviewed by the division.  And if it comes to an



              11   adjudicated proceeding, it's reviewed by the commission,



              12   and it would be deemed -- whatever changes or



              13   alterations are made would be deemed -- would be



              14   eventually deemed prudent.  And the commission and the



              15   division and the company should receive that, that



              16   assignment.



              17             MR. JETTER:  Thank you.  That's all the



              18   questions I have.



              19             MR. MOORE:  No questions, your Honor.



              20             JUDGE JONSSON:  Ms. Slawson, any redirect?



              21                     REDIRECT EXAMINATION



              22   BY MS. SLAWSON:



              23        Q.   I just have one question on redirect.  You



              24   testified that the URTA members have different methods



              25   of doing depreciation.  They also have different Public
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               1   Service Commission prescribed rates of depreciation,



               2   don't they?



               3        A.   Yes, I believe they do.  They do indeed.



               4             MS. SLAWSON:  That's all I have.



               5             JUDGE JONSSON:  Any recross?



               6             MR. JETTER:  No recross, thank you.



               7             JUDGE JONSSON:  Thank you.  Thank you for



               8   keeping me on my toes.  All right.  So I believe that



               9   concludes the testimony today; is that correct?



              10             MS. SLAWSON:  Yes.



              11             JUDGE JONSSON:  All right.  And the



              12   commission, as I mentioned before, is willing to accept



              13   closing arguments by post-hearing brief.  And I think



              14   that's the way the parties want to go.  So we need to



              15   establish the deadline for that to happen.  I also think



              16   it might be worth discussing page limit.  And then I am



              17   going to specifically request that the parties deal with



              18   two issues in their closing arguments.



              19             One, when we've been talking about



              20   depreciation and about some of the allocated accounts



              21   for materials supplies, things like that, the parties



              22   have all made reference to the possibility that another



              23   rate case might be needed down the road.



              24             If Carbon -- Carbon's UUSF is set at a



              25   relatively higher level based on a high depreciation
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               1   expense and high materials and supplies right now, then



               2   we might need to have a rate case maybe within three



               3   years, five years, whatever, to correct for that, if at



               4   that point it's over-recovering.



               5             On the other hand there's also been discussion



               6   that if Carbon's UUSF is set today according to adjusted



               7   depreciation and a more normalized value for materials



               8   and supplies and things like that, then down the road at



               9   some point, if it feels like it's under-recovering, it



              10   can come in for a rate case and that UUSF can be bumped



              11   up.



              12             My question for you in your closing arguments



              13   is to give some sort of analysis as to why the



              14   commission should go one way or the other.  If there's



              15   going to be a true-up, if you will, needed down the



              16   road, then why should the commission, Carbon, go high



              17   now and true up down later down the road?



              18             Division office, why should the commission go



              19   normalized now and if necessary, increase later down the



              20   road?  Okay.  So I'd like you to address that point.



              21             And then also in dealing with depreciation,



              22   there's been some discussion about how the asset -- how



              23   Carbon's assets should be viewed.  Carbon, it seems like



              24   your position is to ask the commission to view the



              25   assets and then each asset group were sort of one big
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               1   machine that's being continually repaired, improved,



               2   whatever, and therefore is being it depreciated all at



               3   once.



               4             And the division, the office seem to view the



               5   asset groups as being of a different nature, that when



               6   an addition is made, it's not a new piece to a new



               7   machine.  It's a new asset, and the fully depreciated



               8   assets are then skewing that assets depreciation.



               9             I believe we have in the record, particularly



              10   in the exhibits, some pretty good list of what Carbon's



              11   assets are.  And so I think we have the facts that we



              12   might need in order to decide whose view of the assets



              13   is more accurate.  But I would like some discussion in,



              14   in your closing argument briefs as to why these assets



              15   look like a machine versus why these assets don't like



              16   one single machine.



              17             And I think that would be helpful to me and to



              18   the commission.  Okay.  So with that, does any party



              19   want to propose a deadline for closing argument briefs.



              20             MR. JETTER:  Can I make one request?



              21             JUDGE JONSSON:  Sure.



              22             MR. JETTER:  If -- presumably we'll have, as



              23   you discussed, a page limit.  I was considering -- I



              24   think it might be worthwhile to have a response that's



              25   somewhat shorter page limit.  So to make a response
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               1   brief, but if parties need to respond to something they



               2   may not have anticipated --



               3             JUDGE JONSSON:  So you're thinking maybe two



               4   deadlines.  One to file final closing arguments, and one



               5   to file a reply to any other party's closing.



               6             MR. MOORE:  So I would be in support of that



               7   argument as well.



               8             JUDGE JONSSON:  I'm certainly willing to go



               9   there.  I am concerned about the cost of this case.



              10   This case has been protracted.  There's been a great



              11   deal of briefing.  Every time we go for a new round of



              12   briefing, the costs go up.  And so I want you to bear



              13   that in mind as well.  What's your --



              14             MR. JETTER:  And I would be happy to make --



              15             JUDGE JONSSON:  What's your suggestion?



              16             MR. JETTER:  Maybe the reply could be one or



              17   two pages.



              18             JUDGE JONSSON:  Okay.



              19             MR. JETTER:  Just very brief.



              20             MR. MOORE:  We would like at least five pages.



              21             JUDGE JONSSON:  For closing argument?



              22             MR. MOORE:  For the reply brief.



              23             JUDGE JONSSON:  For a final reply.  What's



              24   your thought Kira, Ms. Slawson?



              25             MS. SLAWSON:  Well, we're also concerned about
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               1   the costs.  Just kind of thinking out loud here.  If it



               2   were a oral closing argument, we'd be limited by



               3   minutes.



               4             JUDGE JONSSON:  Right.



               5             MS. SLAWSON:  And we could reserve however



               6   many minutes we thought we might need to reply.



               7             JUDGE JONSSON:  Right.



               8             MS. SLAWSON:  So I guess you could set a total



               9   page limit and use it how you want.



              10             JUDGE JONSSON:  I like that idea.



              11             MS. SLAWSON:  But as I'm thinking about this,



              12   you know, the initial closing argument then could be one



              13   page, and if they do everything on reply, so the parties



              14   don't have the opportunity to -- the other parties



              15   wouldn't have a opportunity to respond to the actual



              16   closing.  They get the last word.  So you know --



              17             JUDGE JONSSON:  Okay.  So somebody please make



              18   a proposal.



              19             MS. SLAWSON:  Maybe.



              20             MR. JETTER:  I would -- well --



              21             MS. SLAWSON:  Five pages for the reply seems



              22   fine.



              23             JUDGE JONSSON:  Okay.



              24             MS. SLAWSON:  For the closing argument, I mean



              25   there's a lot of evidence in the case, maybe 25 or 30



                                                                        318

�













               1   pages.



               2             JUDGE JONSSON:  Okay.  And you don't



               3   necessarily need to repeat the evidence.



               4             MS. SLAWSON:  Right.



               5             JUDGE JONSSON:  You can cite to it.



               6             MS. SLAWSON:  Right.



               7             JUDGE JONSSON:  Twenty-five and five?  Thirty



               8   and five?



               9             MR. JETTER:  Yeah, I can probably do 10 for a



              10   closing.  If we need more, that's fine.



              11             MS. SLAWSON:  The company has more issues



              12   because we have to address the issues of the division



              13   and the office.



              14             JUDGE JONSSON:  Both.  Correct.



              15             MR. MOORE:  We would recommend 25 and 5.



              16             MS. SLAWSON:  That's fine.



              17             JUDGE JONSSON:  Okay.  All right.  And then



              18   dates.



              19             MR. JETTER:  I think we're going to need time



              20   to get a transcript.



              21             JUDGE JONSSON:  Shall we set the dates after



              22   we see the transcript?



              23             MR. JETTER:  Sure.  Do we -- well --



              24             JUDGE JONSSON:  Or do you want to just say



              25   like 30 days or X days after the transcript for closing
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               1   argument, and then X days after that for rebuttal.



               2             MR. JETTER:  That works for us.



               3             JUDGE JONSSON:  Okay.  So what period do you



               4   need?  The commission staff has input.  Yes, John.



               5             MR. HARVEY:  Just what's our 240 deadline to



               6   have an order out?



               7             JUDGE JONSSON:  We don't have a 240.



               8             MS. SLAWSON:  Not a rate case.



               9             MR. HARVEY:  Oh, that's right.



              10             JUDGE JONSSON:  Okay.  How many days?



              11             MS. SLAWSON:  Does anybody have any idea about



              12   how long the transcript's going to take?



              13             (Discussion off the record.)



              14             MS. SLAWSON:  I'm wondering if for scheduling



              15   purposes it might be easier to set the dates after we



              16   get the transcripts.  Because, you know, if the deadline



              17   for filing ends up on a day that somebody has a hearing,



              18   that's going to be anxiety provoking.



              19             JUDGE JONSSON:  I just don't want to have to



              20   get the parties back together to discuss things.  So --



              21   well, again, then we have more cost.  So if we can



              22   figure out today how many days you need to put together



              23   your closing argument and how many days you need to put



              24   together your reply, I think that would be best.  So I'm



              25   going to push you on that.  Three weeks after
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               1   transcripts?



               2             MS. SLAWSON:  That's fine.



               3             MR. JETTER:  Yeah.



               4             JUDGE JONSSON:  Okay.  If there's a holiday in



               5   there, I'll adjust.  So when I say three weeks, 21 days



               6   excluding any holidays.  Including weekends but



               7   excluding holidays, okay?  And then for your reply then,



               8   a week after that?



               9             MR. JETTER:  I think that's reasonable.



              10             MR. MOORE:  That's fine, your Honor.



              11             MS. SLAWSON:  Sure.



              12             JUDGE JONSSON:  Okay.  So when we get the



              13   transcript, I'll issue a scheduling order.  But I'll



              14   just do it unilaterally without calling a schedule



              15   conference, and put the actual dates into it.  And issue



              16   that.



              17             Okay.  I think with that, I'm ready to close



              18   the hearing unless I've missed something.  Anybody?



              19   Okay.  Thank you all very much.  This has been extremely



              20   helpful.



              21             MS. SLAWSON:  Thank you.



              22



              23             (The proceedings in this matter concluded at



              24   12:17 p.m.)



              25
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