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BEFORE THE WASHI NGTON

UTI LI TIES AND TRANSPORTATI ON COWM SSI ON

)
In re Application No. GA-079251 of )Docket TG 040221

) Vol unme VI |
HAROLD LEMAY ENTERPRI SES, INC., ET )Pages 567-721
AL ) (Consol i dat ed)

)

For an Extension of Certificate No. )
G 98 for a Certificate of Public )
Conveni ence and Necessity to Operate)
Mot or Vehicles in Furnishing Solid )
Waste Col | ection Service.

In re Application No. GA-079254 of Docket TG 040248

KLEEN ENVI RONMENTAL TECHNOLOG ES,
I NC.

N N N N N N N N

For a Certificate of Public
Necessity to Operate Motor Vehicles )
in Furnishing Solid Waste Col | ecti on)
Servi ce. )

)
In re Application No. GA-079266 of )Docket TG 040553
(Conti nued on Next Page) )

)

A hearing in the above-entitled matter
was held at 9:43 a.m on Wednesday, Septenber 29,
2004, at 220 Fourth Avenue South, Kent, Washington

before Adm ni strative Law Judge ANN E. RENDAHL

Barbara L. Nel son, CCR

Court Reporter
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RUBATI NO REFUSE REMOVAL, | NC.

For an Extension of Certificate
No. G 58 for a Certificate of

Publ i ¢ Conveni ence and Necessity
to Operate Motor Vehicles in
Furni shing Solid Waste Col |l ection
Servi ce.

— N N e N N N N N

The parties present were as foll ows:

COWM SSI ON STAFF, by Gregory J.
Traut man, Assistant Attorney General, 1400 S.
Evergreen Park Drive, S.W, P.O Box 40128, d ynpia,
Washi ngt on, 98504- 1028.

KLEEN ENVI RONMENTAL TECHNOLOGQ ES, | NC.,
by Greg Haffner, Attorney at Law, 555 W Snmith, Kent,
Washi ngton, 98035.

STERI CYCLE OF WASHI NGTON, | NC., by
St ephen B. Johnson, Attorney at Law, Garvey Schubert
Barer, 1191 Second Avenue, 18th Fl oor, Seattle,
Washi ngt on 98101.

RUBATI NO REFUSE REMOVAL, | NC., HAROLD
LEMAY ENTERPRI SES, | NC., WASHI NGTON REFUSE AND
RECYCLI NG ASSOCI ATI ON, by Janes Sells, Attorney at
Law, 9657 Levin Road, N.W, Silverdale, Wshington
98383.
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JUDGE RENDAHL: All right. Let's be on the
record. Good norning. We're here before the
Washington Utilities and Transportati on Conm ssion
for the third day of hearing in the application of
Kl een Environnmental Technol ogies, Incorporated, for a
solid waste certificate to collect, transport and
di spose of bionmedical waste.

For those of you who haven't been here
before, my nane's Ann Rendahl, |I'mthe Adm nistrative
Law Judge in this proceeding. Wile we were off the
record this norning, we -- M. Johnson provided a
copy of what | have now marked as Exhibit 145, which
are the suppl enental responses of Harold LeMay
Enterprises, Incorporated, to the first data requests
of Stericycle of Washington. M understanding is
that there's a stipulation for adm ssion; is that
correct?

MR JOHNSON: Yes, Your Honor.

JUDGE RENDAHL: All right. So exhibit --
what's been marked as Exhibit 145 will be admitted.
M. Johnson, was there sonething you wished to state
on the record concerning Exhibit 145?

MR, JOHNSON: Yes, Your Honor. On page four
of the exhibit, there's sone data that was provided

by Harold LeMay Enterprises, Inc. in response to
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Stericycle's first data requests. You'll see, under
docunents for Data Request Nunber 24, there is a
couple of tables or lists, a nunber of |large quantity
generators, as defined, and a nunber of small
quantity generators, as defined.

You will recall that, in the testinony of
Larry Meany yesterday for LeMay, there was reference
to LeMay having submitted in some docunment nunbers of
large and small quantity generators it serves, it has
served. This is that data.

I would Iike you to note for the record that
the data request that Stericycle submtted defined
| arge quantity generator in different ternms than we
have previously discussed it in this hearing, and the
breakpoint for the data request was $500 per nonth or
nore woul d be a |large quantity generator, and
anyt hing bel ow that would be a small quantity
generator.

So to conpare data for |large and smal
gquantity generators, you need to take that into
account when evaluating the information on page four
of Exhibit 145.

JUDGE RENDAHL: Okay. Thank you very nuch.
Does anyone wi sh to add anything to that explanation?

Al right. | think our next order of business is to
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hear from M. Graves. Now, M. Haffner, | understand
M. Graves is adopting the testinony of M.
Vander wal ?

MR. HAFFNER: He is. W have prepared a
separate pre-filed testinmony of M. Gaves, but it
has the same content in it as that of M. Vanderwal,
ot her than the personal biography of M. Gaves, and
I will offer that as an exhibit. | don't know if we
want to substitute it for 55-T or use it as a new
exhibit for 58.

MR. JOHNSON: M. Haffner -- excuse ne, Your
Honor, may | ask a question?

JUDGE RENDAHL: Yes.

MR JOHNSON:. M. Haffner, do you have a
red-lined text that shows changes?

MR. HAFFNER: | don't have a red-lined text,
no. |It's a very short docunent. |It's only three
pages | ong.

JUDGE RENDAHL: All right. Let's be off the
record for a nmoment.

(Di scussion off the record.)

JUDGE RENDAHL: All right. Let's be on the
record. While we were off the record, we marked or
substituted what's been marked as Exhi bit 55-T, which

was the testinmony of Richard Vanderwal, with the
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testi nony provided this norning, the pre-filed
testimony of M. Allen Graves, and so |'ll just nake
that substitution. The attachnents are marked as
Exhi bit 56 and 57, and those didn't change. So |
think we're ready to take M. Graves, unless there's
anyt hing further.

MR. HAFFNER: No, Your Honor

JUDGE RENDAHL: All right. M. Gaves,
could you step forward, please? Could you state your
full name for the record and your business address?

MR. GRAVES: Allen Arthur Andrews Graves,
and it's 662 Norris Court, Kingston, Ontario.

JUDGE RENDAHL: Thank you. Could you raise
your right hand, please?
Wher eupon,

ALLEN ARTHUR ANDREWS GRAVES,

havi ng been first duly sworn, was called as a witness
herein and was exani ned and testified as follows:

JUDGE RENDAHL: Okay. So two things before
you all go ahead. |If you can wait till your attorney
or another attorney has finished their question
before you start, it's a little nerve-wacking to be
in one of these proceedings, so you just kind of want
to get your answer out, but if you can just nmake a

mental note to pause, then it will be easier for the
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court reporter.

And secondly, since we're dealing with
nmedi cal waste terninol ogy and we have a new court
reporter here this norning, if there are any terns or
acronynms, if you can spell them that mi ght not be
normal |y used in conversation that we night need to
know, and that will be helpful. 1've given sone of
the terms to the court reporter, but if you can just
be aware of that, that would be hel pful.

THE W TNESS: Ckay.

JUDGE RENDAHL: Ckay. Please go ahead, M.
Haf f ner.

MR. HAFFNER: Thank you, Your Honor.

DI RECT EXAMI NATI ON
BY MR. HAFFNER:
Q M. Graves, can you take a | ook at the
docunent marked for this hearing as Exhibit 55? It's
that | oose docunent that's in your hand. Can you

tell us if you recall seeing that docunent before?

A Yes.

Q Is that your signature on page three?
A Yes.

Q Is everything in that docunent true and

accurate as of the date it was signed?



0576

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Yes.

Q You reference two exhibits in that docunent.
If you could take a | ook at Exhibits 56 and 57 in
your book and tell us if you're famliar with those
docunent s?

A Yes.

Q What do those docunments portray?

A They go through the operation of the

hydrocl ave and how it achieves the sterilization. It
al so shows, | believe, the capacities.

Q And based on your testinony, you work for
the hydrocl ave -- the conpany that nakes the

hydr ocl ave?

A Yes.

Q So you have experience with the hydrocl ave
process and its systenf?

A Yes.

MR. HAFFNER: Okay. Those are all the
guestions | have for the witness, and offer the
exhibits at this tine.

JUDGE RENDAHL: Okay. M. Johnson, any
objection to the exhibits, or do you wish to wait
until you've cross-exanined the witness to --

MR, JOHNSON: | have no objection to the

exhi bits.
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JUDGE RENDAHL: All right. Any objection to
the exhibits?

MR. SELLS: No, Your Honor.

MR, TRAUTMAN:  No.

JUDGE RENDAHL: Then what's been marked as
Exhi bits 55-T, 56, and 57 will be admitted into the

record. Please go ahead, M. Johnson.

CROSS- EXAMI NATI ON
BY MR. JOHNSON:

Q Hell o, M. Graves.

A. How are you?
Q My nanme is Steve Johnson. | am an attorney
here representing Stericycle of Washington. I'm

going to ask you a few questions, hopefully very few,
and if you are uncl ear about any part of my question,
pl ease ask for clarification. |If ny question is
confusing, please ask ne to restate, and I'll do ny
best to make it clear for you. And you should answer
audi bly to these questions so the court reporter wll
have sonething to take down.

A Okay.

Q Thank you. M. Graves, on page one of your
written testinmony, which is Exhibit 55-T, there is a

stat ement about the types of bionedical waste handl ed
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at the Port Coquitlamfacility. Do you see that at

line 147
A Yes.
Q And then it goes down to line 18 or so?
A Yes.
Q Is it the case that each of these categories

of nedical waste is required to be segregated to be
processed or to be handled, | should say, by the Port
Coquitlamfacility operated by Hospital Sterilization
Services?

A Yes, Vancouver -- or yeah, Vancouver has --
you have to separate the sharps, yes. Not in
Ontari o, but Vancouver, yes.

Q Ri ght, but we're tal ki ng about Port

Coqui t | am
A Yeah.
Q Is that what you're referring to as --
A Sorry.
Q Is that what you're referring to as

Vancouver ?

A Yes. Yeah, sorry.

Q Thank you. So sharps waste needs to be
segregated. How about pathol ogi cal waste?

A The hydrocl ave doesn't do pathol ogi ca

waste, so they have to separate it, yes.
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Q How about cytotoxic waste?

A No, hydrocl ave doesn't do it, either.

Q So that would al so have to be segregated?
A MM hmm

Q So a generator that had each of these types

of waste would have to package its waste in four
different containers; is that right?

A Yes, | would think so, yes.

Q Do you know whet her the hydrocl ave operated
by Hospital Sterilization Services in British
Col unbi a has contractual commitnents with Canadi an
haul ers or waste generators to process their waste?

A | don't.

Q So you don't know the unused capacity of
that facility?

A No, | don't.

Q You're not actually involved in the
operation of the hydrocl ave, are you?

A No, no.

Q So in your testinony, where you say we
handl e the foll owi ng types of biomedical waste,
that's perhaps not quite accurate?

A Yeah, that's what the we refers to, the HSS.

Q The Hospital Sterilization Services?

A Yeah.
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They handl e that kind of --
Yes.

So it's not your conpany?

> O > O

No.

Q M. Graves, do you know what regul atory
requi renents the Canadi an governnent or the Province
of British Colunbia would inpose on a nedical waste
haul er taking U. S. origin bionmedical waste into
British Col umbi a?

A No.

Q M. Graves, are there hydrocl aves operating
in the United States?

A No, not at the nonent. We are installing a
systemin Maine, but no.

Q Do you know anyt hi ng about the prices
charged by the Hospital Sterilization Services
hydrocl ave for processing at that facility?

A | don't -- | think | may have heard it one
time, but |I'mnot sure.

Q Okay. So in your testinony, when you refer
to | ow processing cost, for exanple, on page three,
roughly line three --

A MM hmm

Q -- of your witten testinony --

A Yeah.
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Q -- you're referring to sort of a generalized

A Qur technol ogy.
Q | see, yeah, a generalized statenent about
the technol ogy and the cost to the processor itself;

not to the generator, necessarily?

A Yeah.

Q O excuse ne.

A Yes.

Q So it's the cost to the processor you're

referring to?

A Yes.

Q Looki ng at the top of page three, where you
tal k about guaranteed sterility, when you say
guar ant eed, what do you nean?

A Well, we have -- well, we have spore sanpl es
that are put in on a regular basis, depending on
where it's operating.

Q That's true of other --

A. Yes. Sorry.

Q Excuse nme. That's true of other
technol ogi es. They use the same type of testing, do
t hey not?

A Yes.

Q So your guarantee is no different from any
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ot her processing technol ogy's guarantee with respect
to what it can achieve in the way of sterility; is
that right?

A Yeah. Well, the difference being that we do
-- besides the random spore testing, we do have a
continual chart that makes sure that we neet the
paraneters in order to achieve those sterility
| evel s.

Q So you do an ongoing testing process as part
of your technol ogy?

A Yeah, it's a recording process that proves
that you have been at the minimum paranmeters for the
process in order to reach the 6 log sterility, yes.

Q Is that different for what other
technol ogi es or other processes use to evidence
ef ficacy of their processes?

A I think they probably all have to have some
kind of a hard copy or avail able hard copy, yes.

Q M. Graves, are you familiar with the tub
washing facility there in the Hospital Sterilization
Servi ces' hydrocl ave?

A Yes.

Q Are you aware of any limtations on the size
of containers that can be handl ed there?

A It was designed for the containers that HSS
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uses. You could go smaller, but not too nmuch | arger.

Q What size is that?

A It's a Rubbermaid product. | forget what
the size is, whether it's -- | think it's 20 -- |
think it's 30 liters or 30 gallons or sonmething |like
t hat .

Q Per haps 28 gal |l ons?

A Yeah, I"'mnot -- it's just -- | should know,
but | don't, because of --

Q So it can't wash tubs that are larger than
that; is that right?

A Yeah, no, it's pretty well designed to
handl e those.

MR, HAFFNER: M. Graves, if you could speak
up a little at the end of your answers.

THE W TNESS: Ch, okay.

MR. HAFFNER: Thank you.

MR. JOHNSON: | have no further questions.

JUDGE RENDAHL: M. Sells.

MR, SELLS: Thank you, Your Honor.

CROSS-EXAMI NATI ON
BY MR SELLS:
Q M. Graves, my nane's JimSells. |

represent several small garbage haulers here in this
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state. I1'ma bit confused. Is it my understanding
that the hydroclave will only treat the regul ated
nmedi cal waste category of your four categories here?

A No, it will treat the regul ated nedica
wast e and the sharps.

Q Ah, okay. The other two, the pathol ogica
waste and the cytotoxic waste, is treated in sone
di fferent fashion up there?

A Yes.

Q Al right. Wat's one of these things cost,
t he hydrocl ave?

A The H-100, | believe the H-100 is probably

around a hundred -- I"'mnot really sure. About
110,000 U.S., | guess, 120,000 U.S. I'mnot really
sure. |I'mnot in sales, but I do know some of the
prices.

Q And ny understandi ng of your testinony is
there are none of these operational in the U S. at
this point?

A Correct.

Q And the only one that's going inis on the
East Coast?

A Yes.

MR, SELLS: All right. Thank you. | have

not hi ng further.
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JUDGE RENDAHL: M. Traut man.

MR, TRAUTMAN: No questions. Thank you.

EXAMI NATI ON
BY JUDGE RENDAHL:

Q | just have one question, and that has to do
with following up on M. Sells' line of questioning.
The HSS facility, does that al so have an incinerator?

A No.

Q So do you know how t he pathol ogi cal waste
and cytotoxic waste are treated?

A | believe they have a contract with another
conmpany, but 1'd have to -- that's not in my line. |
really don't.

JUDGE RENDAHL: Okay. Then | don't have
anything further. M. Haffner, do you have any
redirect?

MR. HAFFNER: | have one question on
redirect and three questions of rebuttal in response
to M. Shiner's pre-filed testinony. G ven the fact
that M. Graves is fromout of town and goi ng back,
may | ask those three questions?

JUDGE RENDAHL: Let's go ahead.

MR, HAFFNER: Thank you.
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1 REDI RECT EXAMI NATI ON

2 BY MR HAFFNER

3 Q First, on the redirect, M. G aves, how nany

4 hydrocl ave units has your conpany installed in

5 Canada?

6 A Si x.

7 Q And t hroughout the worl d?

8 A Oh, gosh. Count themall in ny head. |
9 think around 17, just -- | haven't really counted

10 themall, but --

11 Q That's okay. Wth respect to sone rebutta
12 guestions, there was a statenent by -- | believe it
13 was a M. Shiner, in sone pre-filed testinony that

14 has not been adnmitted yet, that the hydrocl ave

15 systens has problens with the internal mxing arns

16 jamm ng. Can you address that clain®

17 A The arnms don't jam On our original unit or
18 test units, we did have sone problens, we had to

19 change the arns. The arns sonetinmes get tangled with
20 rags or surgical tubing, which have to be renoved at
21 the end of the cycle, but it doesn't affect the

22 cycle, doesn't affect the sterilization

23 Q When you say the end of the cycle, are you
24 sayi ng, then, that the process can continue and the

25 sterilization can occur before you have to go in and
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take that product off the arms?

A Yes.

Q Can you describe the anpunt of reduction in
the waste that occurs during the process of using the
hydr ocl ave systenf?

A. We generally get around 75 percent in the

wei ght reduction, and 60 to 75 percent in the volune

reducti on.

Q How is the air fromthe hydrocl ave system
vent ed?

A Oh, at the end of the cycle, the steamis

vented through the top of the machine, goes through a
strainer, it then goes to a condenser, which could be
either water or air, where the waste is cooled to a
tenperature that's allowed by whatever tenperature
that the municipality requires. The nonconbustible
gases that remain are vented to atnosphere, that cone
of f, that can't go down the drain.

Q Do those vented gases have any odor issues
with thenf

A There's an odor with them but they're not
-- as a rule, we haven't had any problens with the
odors in the other plants we have, but there is an
odor.

MR, HAFFNER: Okay. Those are all the
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questions | have, Your Honor.

JUDGE RENDAHL: And M. Johnson, do you have
any cross based on the rebuttal, or how would you
wi sh to address the rebuttal? W had di scussed
yesterday the option of bringing M. Shiner in next
week if you felt the need to bring himin.

MR, JOHNSON: Right, Your Honor. | don't
think we'll need M. Shiner. | might have a
question, if | could gather ny thoughts here.

JUDGE RENDAHL: All right. Let's be off the
record for a nmoment.

(Di scussion off the record.)

JUDGE RENDAHL: Let's be on the record.

RECROSS- EXAMI NATI ON

BY MR. JOHNSON:

Q M. Graves, just a question about the
jamm ng issue. | don't know -- | didn't quite
understand your answer on that. | thought you said,

maybe at an earlier point, with an earlier test
nodel , you did have jamr ng problens, and then you've
solved the probleny is that right?

A Yes, sir.

Q And |' m wonderi ng about the extent of the

reduction in weight --
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A MM hmm

Q -- achieved with a hydrocl ave process. Are
you saying that if you put 1,000 pounds of bionedica
waste into the hydrocl ave, you' re going to get 250
pounds out ?

A. Dependi ng on the amount of liquid content.

Q Right. Pardon ne. |t depends on the anmount
of liquid content?

A MM hmm

Q But I'mtal king about sort of in general or

on average, what do you get in ternms of a reduction

by wei ght ?
A Well, we get about that because npost nedica
waste that we process is fairly -- has a | ot of

liquid init. Blood pails and things |ike that have
alot of liquid in them so they do -- we do get rid
of all or nost of the liquid in it, yeah

Q So it would depend on the amount of liquid
in the waste, and then the average that you would
achi eve woul d depend on the source of the materi al
is that right?

A Yes.

Q So perhaps -- | don't know whether you know
whet her the general nedical waste stream coming out

of WAshi ngton bi omedi cal waste system woul d be
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1 simlar or different to what you're fanmliar with in

2 Canada. Do you know?

3 A No.

4 MR. JOHNSON:  Your Honor, | have no further
5 questions. | would ask that the testinony of M.

6 Shiner be admitted. | had understood that that was

7 our understandi ng when we deferred his presentation
8 yest erday.

9 JUDGE RENDAHL: All right. 1Is there any
10 objection to admtting the testinony of M. Shiner,

11 which is currently marked as Exhibits 110-T and 1117

12 MR. HAFFNER: No, Your Honor.

13 MR. SELLS: No, Your Honor.

14 MR, TRAUTMAN:  No.

15 JUDGE RENDAHL: All right. Exhibits 110-T

16 and 111 will be admtted. M. Sells, do you have any

17 additional cross for the w tness?

18 MR. SELLS: | do not, Your Honor.

19 JUDGE RENDAHL: M. Trautman.

20 MR, TRAUTMAN:  No.

21 JUDGE RENDAHL: All right. And | don't have

22 anything further. So M. Haffner, are we finished?
23 MR. HAFFNER: | have nothing further of the
24 wi t ness, Your Honor.

25 JUDGE RENDAHL: Well, thank you very nuch
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1 for comng in such a short tinme, M. Graves. | think
2 it is useful for you to be here, and | appreciate you

3 com ng in on such short notice from Canada.

4 THE W TNESS: Thank you.
5 JUDGE RENDAHL: So you may step down and
6 you' re excused. We'Il be off the record while we

7 change witnesses.

8 (Recess taken.)

9 JUDGE RENDAHL: Let's be back on the record.
10 We took an extended break. W did discuss sone

11 things off the record. |In particular, M. Haffner

12 distributed two exhibits that | have marked as

13 Exhi bits 50 and 51. Exhibit 50 is titled Kleen

14 Envi ronnment al Technol ogi es, | ncorporated, Biohazard
15 Waste Disposal Division Pro Fornma Bal ance Sheet

16 Anal ysi s for Conbi ned Regi ons One Through Four. And

17 ny understanding, M. Haffner, is that this exhibit

18 is essentially a nodification of Exhibits 44 and 49;
19 is that correct?
20 MR. HAFFNER: Exhibit 50 is a revision of

21 Exhi bit 49, and Exhibit 51 is a revision of the
22 combi ned pro formas of Exhibit 44.

23 JUDGE RENDAHL: Okay. And what | have
24 marked as Exhibit 51 is titled Kleen Environnental

25 Technol ogi es, Inc. Biohazard Waste Di sposal Division
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1 Pro Forma Profit and Loss Anal ysis, Conbi ned Regions
2 One through Four, Revised Three Audit, Dated

3 9/23/2004.

4 VWhat we will be doing is bringing M. Lee

5 up. M. Haffner, you may ask a few prelimnary

6 guestions of M. Lee about these two exhibits. W'l
7 reserve di scussion about admi ssion of what's been

8 marked as Exhibits 49, 50 and 51 until we conclude at
9 | east with M. Lee's testinony today, and possibly
10 the rebuttal testinobny next week

11 We had sone discussion off the record about
12 shi pper/ generator witnesses. The parties should be
13 providing to ne and distributing to other parties

14 their -- the identity of their shipper/generator

15 Wi t nesses and the description of what they intend to
16 testify to today, and |'ve asked parties to file

17 those with the Commi ssion by tonorrow so that the

18 Commi ssion has an official record of it.

19 Any additional shipper/generator wtnesses,
20 due to the changes in the tariff, Kleen's tariff, can
21 be provided up to the start of the hearing next
22 Wednesday. We had sone di scussi on about whet her
23 shi pper/ generator wi tnesses can be provided, their
24 testimony can be provided through witten statenents.

25 I've asked counsel to discuss that during the |unch
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break to see if there's an agreenent, and then we'l
bring that back after the |lunch break.

And M. Johnson had a final question about
timng for filing rebuttal exhibits, and | think
deferred that discussion till either later today or
tomorrow, following M. Lee's testinony, and possibly
Ms. Wal ker's testinmony. So with that, is there
anything else prelimnarily we need to discuss?

MR. HAFFNER: No, Your Honor

JUDGE RENDAHL: Ckay. So M. Lee, why don't
you cone forward. |If you could state your full nanme
and your business address for the record, please?

M5. LEHOLM  Kenneth R Lee, 754 CGarfield,
Seattl e, Washington, 98109.
JUDGE RENDAHL: Thank you. Could you raise
your right hand, please?
Wher eupon,
KENNETH R. LEE,
havi ng been first duly sworn, was called as a w tness
herein and was exani ned and testified as follows:

JUDGE RENDAHL: Okay. And you've been here
t hrough -- since Minday; is that correct?

THE WTNESS: Don't talk over.

JUDGE RENDAHL: Don't talk over. That's

right.
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1 THE WTNESS: | will do ny best.

2 JUDGE RENDAHL: And the court reporter is
3 pretty famliar with financial detail fromthe

4 Conmi ssion, but if there's any acronynms or anything

5 that needs to be spelled out, please do so.

6 THE WTNESS: | will.

7 JUDGE RENDAHL: Ckay. Please go ahead, M.
8 Haf f ner .

9 MR. HAFFNER:  Thank you, Your Honor.

10

11 DI RECT EXAMI NATI ON

12 BY MR HAFFNER:
13 Q M. Lee, can you | ook at the docunent that

14 is identified as Exhibit 40 in the book before you?

15 A Yes, | see that.

16 Q And are you famliar with that document?

17 A. Yes.

18 Q Is that your signature on page two?

19 A It is.

20 Q Can you al so | ook at the docunent, marked as

21 Exhi bit 41?

22 A Yes.

23 Q Are you famliar with those docunments?

24 A | am

25 Q Did you assist in the production of those
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1 document s?

2 A | did not.
3 Q How are you familiar with thenf
4 A | amfamliar with them-- | provided the

5 basic information to our auditors.

6 Q Okay.
7 A And t hey prepared the docunent.
8 Q Can you |l ook at Exhibit 42? And please tell

9 me if you're fanmiliar with that docunent?

10 A I am

11 Q Is that your signature on page two?

12 A It is.

13 Q Can you please take a | ook at the docunent

14 on Exhibit 43?

15 A Yes.

16 Q Are you famliar with that docunent?

17 A | am

18 Q How are you famliar with that document?
19 A. Thi s document was given to me by M. O son,

20 the president of --

21 JUDGE RENDAHL: And that's O1-s-o0-n, O son?
22 THE W TNESS: Yes.

23 Q And how did you use that document?

24 A | used that in developing information that

25 went into our pro fornas.
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Q Al right. Thank you.

MR, JOHNSON:. |'msorry, were you referring
to Exhibit 437
MR, HAFFNER: Yes.

Q Can you | ook at the document marked as
Exhibit 44. And there's a series of documents there.
Can you tell me or tell us if you're famliar with
t hose docunents?

A I am | prepared themall.

Q And then let's skip to Exhibit 49. And can

you tell me if you're famliar with that document?

A. I am
Q Did you prepare that document?
A | did.

Q Does that docunent go together with the
documents in Exhibit 44?

A It does.

Q If I can have you |l ook at Exhibit 50. Are
you famliar with that docunent?

A | am

Q Did you prepare it?

A I did.
Q Is that a revision of the docunents -- in
sone of the documents on Exhibit 49?

A It is.



0597

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

And can you | ook at Exhibit 517

Yes.

And are you familiar with that document?
I am

And did you prepare that document?

| did.

© » O » O > O

Is that a revision of the sumuary docunents
that are reflected in Exhibit 447

A It is.

Q Then, if you can look at Exhibit 45. Is
that a docunent that you are famliar with?
Actually, | guess we've already admtted 45, haven't
we?

JUDGE RENDAHL: W have.

MR, HAFFNER: Okay. Never mind about 45.
Those are all the initial questions | have of the
wi tness, and | would offer those as Exhibits 40-T,
41, 42, 43, 44, 49, 50, and 51

JUDGE RENDAHL: | have a question about 46.
That hadn't been admitted yet, | don't believe,
unless | wote things down incorrectly. Did you
intend to ask M. Lee about that document and intend
to offer it?
MR. HAFFNER: | believe that 46, 47, 48 and

49 are all docunents that M. Johnson w shes to use
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on cross-exam nation.

MR. JOHNSON:  Your Honor, that's true, with
the exception of 49, which | believe, M. Haffner, is
one of yours.

MR, HAFFNER: |I'msorry. Right, 46, 47 and
48 are cross-exani nation exhibits.

JUDGE RENDAHL: GCh, excuse nme. So your
intent is to offer 40, 41 has already been admitted,
42 through 44, and you've offered 49 through 51, as
wel | .

MR, HAFFNER:  Yes, Your Honor

JUDGE RENDAHL: Okay. M. Johnson.

MR. JOHNSON: Well, Your Honor, | would Iike
to request that we defer adm ssion or decision on
admi ssion of these docunents until |'ve had a chance
to cross-exanm ne M. Lee.

JUDGE RENDAHL: All right. M. Sells.

MR, SELLS: Same, Your Honor

JUDGE RENDAHL: Ckay. Well, at this point
the offer to adnmit themis made, and we'l| defer
ruling until after cross-exam nation. So is there
anyt hing further, M. Haffner?

MR, HAFFNER: No, Your Honor

JUDGE RENDAHL: All right. Please go ahead,

M. Johnson.
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MR, JOHNSON: Thank you, Your Honor
CROSS-EXAMI NATI ON

BY MR, JOHNSON

Q M. Lee, ny name is Steve Johnson. [|'m an
attorney. | represent Stericycle of Washington in
these proceedings. 1'mgoing to ask you a series of

questions, and I would like you to answer as
conpletely and fully as you can. If any of ny
guestions are uncl ear or cause any confusion, which
I'"'msure will happen sonetinme during this process,
pl ease ask ne to restate or clarify ny question. |Is
t hat under st ood?

A Yes.

Q Thank you. M. Lee, would you pl ease tel
us what your present position is with Kleen
Envi ronnment al ?

A. I'"'mthe CFO chief financial officer

Q And are you not al so a sharehol der?

A I am

Q And what is your percentage interest in the
conpany?

A Approxi mately 29 percent.

Q And M. Lee, | think we've had earlier
testinmony that you are not full-tinme enployed with

Kleen; is that right?
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1 A. That's right.
2 Q Appr oxi mat el y what percentage of your

3 enpl oynment is with Kl een?

4 A Approxi mately 25 percent.

5 Q And how are you conpensated by Kl een?
6 A. On an hourly basis.

7 Q And what is the hourly rate?

8 A. Twenty dol |l ars an hour

9 Q Is this based on tinme actually spent

10 perform ng services, or is that sort of a -- for

11 exanple, if 25 percent is 10 hours a week with

a

12 standard 40- hour week, that your conpensation woul d

13 be $200 a week. Is it done on a pro forma basis or
14 is it done on an actual tinme spent basis?

15 A. An estimated actual tinme spent.

16 Q What has been your --

17 A | don't -- sorry.

18 Q Go ahead, sir.

19 A I don't count ny hours every week that |

20 spend. |'ve done tests of how nuch tinme | do spend,

21 and that's the basis.

22 Q Okay. So what is your annual conpensation

23 from Kl een?
24 A Approxi mately $10, 000.

25 Q And has it been about that anount for

t he
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| ast several years, or has it fluctuated?
A It fluctuates with the bonuses.

Q So does that $10,000 per year include

bonuses?
A Aver age, yes.
Q So what have been the ampunts of your

bonuses the | ast few years?

A Last year, we issued a bonus of
approxi mately $10,000 apiece. Prior years, it could
have been as much as 20 to 25.

Q So when you say 10, 000 api ece, did you
recei ve 25 percent of 10,000, or did you receive
10, 000 as a bonus?

A | received 10, 000.

Q So that woul d have been on top of your other
conpensation, would it not?

A You' re correct.

Q So perhaps in 2003, your total conpensation
woul d have been about 20, 0007

A That's correct.

Q 2003 was not a particularly good year
because bonuses were reduced; is that right?

A. It was a | ower year. \We base our bonuses on
profitability and avail abl e cash.

Q And M. Perrollaz yesterday indicated that
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he didn't expect a bonus for the year ending in a few
days, maybe tomorrow. |s that your anticipation, as
wel | ?

A That is ny anticipation.

Q So year endi ng Septenber 30, 2004, has not
been a particularly good year, either?

A Well, the reason it's not been good is
because we've expended all the expenses for this
project. We didn't capitalize any of those expenses.
Legal fees, outside |abor fees, that kind of thing.

Q Do you antici pate your gross revenues in the
exi sting Kleen business being substantially the sane
as in prior years or different for the 2004 fisca
year ?

A. It's hard to determine that, because a good
part of our business is project-oriented.

Q But we're pretty close to the end of the
year.

A. Oh, you're thinking of the end that ends
t omor r ow?

Q That's right.

A It will be within range of prior years. It
vari es between 750 and 950, 000.

Q And so you woul d expect the revenues for

fiscal year ending Septenber 30, 2004, to be within
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t hat range?
A Yes.

Q Do you know where they'Il be within that

A At the | ower end.

Q Okay. M. Lee, could you tell us alittle
bit -- you've described your position as being chief
financial officer for Kl een. What duties does that
entail in the current business?

A. Cash managenent, financial statenent
preparation, accounts receivabl e managenent, accounts
payabl e managenent .

Q And woul d you anticipate those functions
continuing with respect to the proposed bi onedi ca
wast e col |l ection service?

A | do.

Q So you woul d be perform ng functions -- the
function that you've just described in relation to
t he new bi onedi cal waste collection business in
addition to the preexisting business?

A. | expect to.

Q M. Lee, do you anticipate your -- the
ampunt of time spent on Kl een business increasing as
a result of the new bionedi cal waste collection

business if the application is granted?
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1 A. I think it will go up slightly.

2 Q You're aware of the financial reporting

3 requi renents of the Washington Uilities and

4 Transportation Conmission with respect to solid waste
5 col l ecti on conpani es?

6 A. |'ve seen the form yes, sir

7 Q And you're aware that the Commi ssion

8 requires the accounts of a solid waste collection

9 conpany to be kept in accordance with certain rules
10 and standards?

11 A As | understand it, yes.

12 Q Are you familiar with those rules and

13 st andar ds?

14 A Not in detail

15 Q So right at this point, perhaps you don't
16 know entirely what additional duties you nmay have
17 that would come with a grant of an application to

18 operate as a solid waste collection conpany; is that

19 right?
20 A That's correct.
21 Q Are you aware that there's an annua

22 financial report required?
23 A. I woul d expect there to be one, yes.
24 Q M. Lee, what other business are you

25 involved in with the remaining el enents of your tinme?
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You' ve mentioned current activities with Kleen
i nvol ving 25 percent of your time. Do you have ot her
busi ness i nvol venment ?

A | do.

Q Could you just give us a little sketch of --

A. I own a construction tenporary help service
as well as several real estate investnent conpanies.

Q And do | take it that your involvenent in
t hose ot her business ventures takes the remaining 75
percent of your tinme currently?

A That's correct.

Q But | gather you have sonme flexibility with
respect to the amount of tinme you devote to these
different activities?

A | do.

Q Do you own these conpanies that you're
i nvol ved with?

A | do.

Q So you will be able to allocate additiona
time to the Kleen service, as needed, to conply with
the Comnmi ssion's regulations and to neet the other
requi rements of its business if the application is
grant ed?

A | will be able to.

Q M. Lee, would you anticipate doing the
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financial accounting that nay be required to neet the
Conmmi ssion's requirenents yourself or would you be

enpl oyi ng accountants to assist you with that?

A At this present tinme, | don't know.

Q So there's no plan at this present tinme?

A. Well, ny initial planis | will doit. [If |
need additional help, | will get it. | do have ny

son, who works for nme, and |"'mtraining himto becone
nmy replacement at mnmy other businesses so that | will
have nore tinme to spend, if necessary.

Q And is it your intent to spend whatever tine

is necessary in the Kleen business?

A It is.

Q Are you an accountant, M. Lee?

A Am | an accountant?

Q Yeah.

A I do not have any certification as an

account ant.

Q Per haps you coul d give us your educational
background, just briefly?

A Certainly. | have a B.A in econonmics from
Rut gers University, and | have an MB. A in finance
and marketing from Col unbia University.

Q Am | correct that your prior work experience

has not involved any activities for regul ated
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transportation conpani es, and by that | nean
conpani es regulated by the Uilities and
Transportati on Comi ssion?

A That's correct. | have not.

Q M. Lee, what other personnel do you
anticipate will be involved in the performance of the
services proposed in Kleen's application?

JUDGE RENDAHL: Can you hold that for just a
second? We're fine, go ahead. Back on the record.
Do you renenber the question?

THE W TNESS: Pl ease restate it.

JUDGE RENDAHL: Sorry to interrupt.

Q Ot her than yourself, what other personne
woul d be involved in delivering the services proposed
in Kleen's application?

A You nean within ny purview?

Q No, just in general
A Ch.
Q Al'l personnel that would be involved in the

proposed bi onedi cal waste coll ection service?

A Well, as | understand it -- | amnot the
operations side of the business, but as | understand
it, we'll have a director or general nmanager of
operations.

Q That would be M. O son?
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1 A. No, that would probably be M. MC oskey if
2 -- you know, nothing has been defined yet with regard

3 to his work within the division, but |I expect we

4 woul d have soneone -- if not him sonmeone |ike him
5 Q In a general manager position?
6 A. A general nmanager position for that

7 di vi si on.

8 Q How about M. O son? Wuld he be involved,
9 as wel | ?

10 A. Oh, yes. M. Oson is involved in

11 everything. W are a small business.

12 Q Under st ood.

13 A We all wear many hats.

14 Q And additional folks. M. Perrollaz?

15 A He' I | have invol vement.

16 Q And ot her enpl oyees?

17 A Probably not of the existing enpl oyees.

18 Q Woul d there be new -- excuse ne. Were you

19 finishing your answer?

20 A Yes. No, | had not finished.
21 Q Pl ease proceed.
22 A We will not be using any -- nost likely, any

23 of the existing enployees. They are needed in the
24 exi sting business. W will be hiring one or nore

25 drivers/technicians.
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Q Ckay. So when you say you won't be using

your existing enployees, you nean the tech |eve

peopl e?

A That's correct.

Q But you've already indicated you' Il have
sonebody in the position -- obviously, M. O son wll

be invol ved, M. MC oskey or sone other genera
manager, M. Perrollaz, and then one or nore

driver/technicians; right?

A That's correct.
Q How about office personnel ?
A I don't knowif there will be any office

personnel added. That's M. O son's purview.

Q So he hasn't indicated that to you?

A No.

Q O nmarketing personnel ?

A. No.

Q M. Lee, | understand that, from M. O son's

testinmony, that you're looking for a new facility at
which to base the proposed bi onedi cal waste
col l ection service?

A We are. Yes, we are. Sorry.

Q But that facility hasn't yet been found; is
that right?

A That's correct.
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1 Q Do you know the sort of specifications for
2 the facility that you're looking for, in ternms of

3 space?

4 A In general, | do. 1've spoken with M.

5 O son. W're |ooking for between four and 5, 000

6 square feet, with sone potential room for expansion
7 on the facility, of which 2,000 will be --

8 approximately 2,000 will be office, the balance will
9 be warehouse type space, with a fenced-in yard

10 attached to the building.

11 Q Excuse ne. So the fenced yard would be in

12 addition to the four to 5,000 square feet?

13 A Oh, yes.

14 Q And how much space? | think M. O son, if
15 I"'m-- if | didn't invent this nunber, said sonething
16 i ke 30,000 square feet. |Is that consistent with

17 your under st andi ng?

18 A No.

19 Q Okay. Please tell me what you understand
20 the --

21 A | understand that we're | ooking for a tota

22 space of about a hal f-acre, upon which there is a
23 4,500, 5,000 square foot building.
24 Q So a half-acre would be about 20,000 square

25 feet; is that right?
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A. Yes, that's right.

Q So we're tal king maybe a 15,000 square foot
yard, plus or ninus?

A That's correct.

Q And that yard would be a transportation
yard, where you would store your vehicles and so
forth?

A. That's correct.

Q And is it your understanding that, within
t he war ehouse space that you've nmentioned, there
woul d be a refrigerated storage facility installed
for the storage of bionedical waste?

A That's correct.

Q M. Lee, do you know what Kleen's cash on

A Yest erday or |ast nonth?

Q Take yesterday.

A Ni nety-five thousand.

Q And is that located in a bank account
sonmepl ace?

A Yes.

Q Is that retained earnings, essentially, or
cash generated by the existing business?

A It's cash generated by the business.

Q Now, | believe the financial statenents



0612

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

we' ve | ooked at previously suggest that that nunber,
95,000 to 105, or sonething like that, is a cash
bal ance that you've been carrying for several years?

A Yes.

Q And | take it that, related to the project
nature of the business, that the sharehol ders of the
conpany have deened that appropriate to hold in the
conmpany in order to deal with changes in cash flow?

A No, 1've determined that | don't want to get
bel ow 50,000, that's ny bottomlimt, and | just keep
the other part in the cash account. And | could put
it in a nmoney market, but they don't pay anything, so
it doesn't matter.

Q Well, I'mnot distinguishing necessarily
bet ween noney nmarket and cash. In your prior answer,
wer e you di stingui shing between cash and cash
equi val ent s?

A No.

Q So the 95,000 is sort of all --

A Cash.

Q -- the readily avail able cash and cash
equi val ents; is that right?

A That's correct.

Q So 50,000 is what you think is needed for

the existing business to sort of deal with the
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wor ki ng capital requirenment?

A Yes.

Q So that |leaves you with approximately 45, 000
that could be invested in other activity; is that
correct?

A. That's as of yesterday. Cash varies every
day.

Q Under st ood.

A And in the past nonth, it's varied from
85, 000 to 135, 000.

Q Okay. So the ampunt avail abl e woul d be that
i ncrement above 50,000, but al so, depending on a

certain anmount of judgnent as to what's com ng down

the pike in the next nonth or two, | assune?
A. That's a correct assunption.
Q Now, M. Lee, could you please refer to

what's been marked as Exhibit Nunmber 17, | believe
it's already been admitted, as well. And | don't
think I'"mgoing astray to identify the docunent there
as Stericycle of Washington's Second Data Request to
Kleen. Are you familiar with that docunent?

A Not in total
Are you --

|'ve seen sections of it.

O > O

Okay. Were you asked to provide input on



0614

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

t hat ?
A I was.
Q Okay. And then, Exhibit Nunmber 18 is
Kl een's response to that data request, | believe.

Were you involved in preparing those responses?

A. No, not this letter, | was not.
Q I"'msorry, sir. |'mnot |ooking at a
letter.

A Well, this docunent.
Okay.
| didn't prepare this docunent.

So you haven't seen it before?

> O > O

No.

Q Ckay. Sir, if I could ask you to | ook at
the response at the bottom of the page to Data
Request Number 5 on Exhibit 18 -- I'msorry, the
bottom of page one, Data Request Number 5. \When |
asked M. O son whether this statement was an
accurate statenent, he said it was. Do you have any
reason to disagree with that?

A Yes.

Q Okay. 1'mgoing to read the statement so
the record is clear what we're tal king about here, if
I may.

A Okay.
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Q The statenent on Exhibit 18, page one, under
the headi ng Data Request Nunber 5, is as foll ows:
Quote, "The sharehol ders of Kleen have an ora
under standi ng that the funding for the proposed
service will conme fromworking capital and cash flow
of existing operations of the conpany as an expansion
of the conpany," unquote. So you disagree with M.

QO son's perspective on that?

A Yes, only in the sense that we nmay need nore
capital than what we would strip out of the -- or use
of the existing cash that we have avail able, but --

Q Thi s statenent suggests that the ora
understanding is that the new business, the proposed
bi omedi cal waste coll ection business, would be funded

from existing cash sources within the conpany; is

that right?
A M. Oson -- | can't interpret what M.
O son nmeant. We've had discussions, he and |, about
where the funds will come from and there are three
| evel s of funds that we will supply into the conpany,

into the cash, and those three sources are existing
cash, line of credit, and a personal fund supplied by
the partners, stockhol ders.

Q By the partners, you nean the sharehol ders?

A By the sharehol ders, yes.
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Q M. Lee, if | could refer you to Exhibit
Nunber 43, an attachment to your pre-filed testinony,
| believe you testified, in response to M. Haffner's
guestions, that you were not the author of this
docunent ?

A That's correct.

Q And this is the docunent that's headed Kl een
Envi ronmental Tech, Inc. Biohazardous Waste
Capitalization Inventory List. So M. Lee, were you
involved in attenpting to cone up with the cost
estimtes that are shown on this table?

A | was not.

Q So you couldn't answer questions about where
these nunbers cane from or what research was done to
cone up with them or anything of that kind?

A No.

Q Were you involved in trying to inventory
what capital cost itens mght be required to devel op
t he new busi ness?

A | used these nunbers to help as a basis for
entering these figures into ny pro formas.

Q But you did not -- you're not involved in
obt ai ni ng these nunbers or -- and you can't testify
as to whether they're reasonable or anything el se

about thenf
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1 A Some of the line itens, | can. The

2 vehicles. | personally have contacted our truck

3 deal er that we use and can verify those prices.

4 Q But that was subsequent to the preparation
5 of this docunent; is that right?

6 A. It was approximately at the sane tine,

7 because when | saw -- not to come up with these

8 nunbers, but when | saw what the nunbers were,

9 called ny deal ership, verified the cost.

10 Q But you didn't do that with respect to any
11 of the other items on this list?

12 A That's correct, | did not.

13 Q Now, M. Lee, may | refer you to Exhi bit
14 Nurmber 46? And | would like to ask you if you're

15 fam liar with that docunent?

16 A I am
17 Q Coul d you tell us what it is?
18 A This is a pro forma profit and | oss

19 anal ysi s.

20 Q And it's -- the heading is Biohazard Waste
21 Di sposal Division Pro Forma Profit and Loss Anal ysis;
22 correct?

23 A Correct.

24 Q And did you prepare that docunent?

25 A I did, in conjunction with M. MC oskey.
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Q And am | correct that this docunent was used
to respond to data requests provided to you by
Stericycle?

A No, | don't believe it was.

Q Wel |, what do you think it reflects?

A. It reflects our first attenpt at | ooking at
the nunber relationships when we had initially
t hought we would just do -- operate in the area of
the I-5 corridor, fromBellinghamto O ynpia, what,
in essence, is Region One.

Q | see.

A Subsequently canme to be call ed Regi on One.

MR, JOHNSON: So M. Haffner, are you willing
to stipulate that this is the pro forma information
that was provided by Kleen in response to
Stericycle's First Data Request?

MR, HAFFNER: | don't recall. | think you
may be correct, but frankly, | don't recall if that
was the document that we submitted. That's easily
verified.

MR, JOHNSON: Perhaps you coul d check your
records.

MR, HAFFNER: Ckay.

MR, JOHNSON:. It's ny representation that

that's what it is. And | think M. Lee has indicated
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that it's his work product and it relates to an
earlier point in time when you thought your service
would be linited to the I1-5 corridor; is that
correct?

THE W TNESS: That's correct.

And at what point in tinme was that?

| don't recall exactly. | can't answer
t hat .

Q Wasn't it during the sumer, this past

sunmmer ?

A Coul d have been. | don't know.

Q Do you know when t he plan changed?

A I don't recall the specific date, no.

Q Roughl y, roughly.

A. It was probably sometine in the sumer.

Q Well, the I-5 corridor isn't just Region
One, is it?

A Is that a question?

Q Yes.

A The Regi on One, the counties are what we

subsequently called Region One. There's a list in
one of the pre-filed testinonies of what counties are
i n Regi on One.

Q Okay. | guess I'mreferring to exhibit -- |

believe you're referring to Exhibit 25, which is the
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1 pre-filed testinmny of M. MC oskey, and on page
2 five, there's alist of -- or a table showing the

3 different --

4 A Yes.

5 Q -- the different counties by region?

6 A Yes.

7 Q So am | correct that the original plan was
8 just to provide service in Region One, as shown here

9 on page five of M. MC oskey's testinony?

10 A. This docunent, we didn't identify a specific
11 region at that tine. W were tal king about a

12 circunference around the Seattl e-based area.

13 Q So by this docunment, you're referring to

14 Exhi bit 467?

15 A That's correct.

16 Q So you didn't have any specific set of

17 counties or locations in mnd when you prepared

18 Exhi bit 467

19 A That's correct.

20 Q But it mght be roughly -- a rough

21 approxi mation to Regi on One?

22 A I woul d expect so.

23 Q Now, subsequently, | believe, with your

24 pre-filed testinony, you filed what is in our exhibit

25 book as Exhibit 44, so I'll ask you to |look at that
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exhibit with me. Do you have that in front of you?

A | do.

Q Okay. The first page of that exhibit, |
believe -- and this is headed at the top, Kleen
Envi ronnment al Technol ogi es, Inc. Biohazard Waste
Di sposal Division Pro Forma Profit and Loss Anal ysis.
The first page, in the upper |eft-hand corner, says
Region One; is that right?

A That's correct.

Q And isn't it the case that Exhibit 46 is, in
essence, the sanme as the first page here that's now

| abel ed Regi on One?

A It is.
Q M. Lee, could you shownme -- well, let ne
go on. | guess -- and this profit and | oss anal ysis

has Regi on One, Region Two, Regi on Three, Region
Four, and then, at the end, it has a sumuary
conbining all these; right?

A Correct.

Q And so | might |ook at the conbined page as
just as a way of being a summary, which we don't have
t he pages nunbered here. Should we number then?

JUDGE RENDAHL: Well, they're the last two
pages of the exhibit, aren't they?

MR, JOHNSON: Right.
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Q And M. Lee, could you show ne where on this
exhi bit your conpensation is in terms of cost that
t he proposed bi onedi cal waste collection service

woul d i ncur?

A. It isn't specifically. It nay be part of
adm ni strative hours. | don't recall
Admi nistrative hours is -- basically, I"'mM. O son

and perhaps sone of M. Perrollaz's tinme.

Q So | guess that's what was going to be ny
ot her questions, to ask you where M. O son's tine
and expense would be, or M. Perrollaz's time and
expense would be. Is it all under adm nistrative
hours down here or administrative expense toward the
bottom of this summary page?

A It was our expectation, yes.

Q So you would anticipate that, in
conbi nati on, the three of you would only put in 35
hours a month on proposed bi omedi cal waste collection
service?

A Most of my -- of that nunmber is M. O son's.
How much tine | spend on it, | don't know at this
point, so | didn't try to guesstimate or increase
t hat number by any great degree.

Q But presumably it would need to be increased

to account for your tine?
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A Yes.
Q How about M. Perrollaz? | believe the
operating plan indicates he will be the adm nistrator

of the operating plan with substantia
responsibilities for the new bionedi cal waste
coll ection business. |If the bulk of this tine is M.
O son's, where is his tinme?

A I can't answer that. | don't know how nuch

time he has planned on spending on this project.

Q You did not consult with himabout that or
A | did not.

Q O others within the conpany?

A No.

Q M. Lee, could you show nme where on this

summary table you have space cost?
A. Space cost.
Q ["mthinking of for the facilities used, the
real property used to provide service?
It's not on this one.
Okay. So there --
| failed -- I'"msorry.

Pl ease go ahead.

> o >» O >

| failed to put it in. | forgot about rent.

And | did put it in the subsequent one.
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Q Ckay. Now, by the subsequent one, | think
you're referring --

A Exhibit --

Q -- to what we've narked as -- let nme see if
I can get this straight. Exhibit 517

A No, that would be Exhibit 50.

Q That's the bal ance sheet?

Wel |, then naybe one of us has it backwards.
I don't know which one.

MR, JOHNSON:  Your Honor, can you help us?

JUDGE RENDAHL: | will. 1"l clarify. |
mar ked Exhibit 50 as the Pro Fornma Bal ance Sheet
Anal ysis, and 51 as the Pro Forma Profit and Loss
Anal ysi s.

THE WTNESS: | will fix that.

JUDGE RENDAHL: Okay.

Q Okay. So M. Lee, | believe we're referring
to Exhibit 517

A. | believe you're right, sir.

MR, HAFFNER: My ni st ake.

Q And M. Lee, reserving ny objections to this
exhibit, 1'd like to ask you a few questions about
it, starting with where is the cost of the facility
in this docunent?

A It's on page two of Exhibit 51, under rent.



0625

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Ckay. Maybe, just for the record, | don't
know i f the record's clear, but we should just -- let
me describe what this docunment is as it's |abel ed.
It's labeled at the top Kl een Environnenta
Technol ogi es, Inc. Biohazard Waste Di sposal Division
Pro Forma Profit and Loss Analysis, and this
particul ar docunent is a two-page docunent and it
shows, | believe, changes that you woul d be proposing
for the conbi ned Regi ons One through Four
presentation that is found at the |ast two pages of
Exhibit 44; is that right?

JUDGE RENDAHL: M. Johnson, can you repeat
for me the last part of your question?

THE W TNESS: That's correct.

JUDGE RENDAHL: When you conpared it to 44,
just so | understand what you're asking?

MR, JOHNSON: Well, I'mnot sure | was
asking a question there, but this Exhibit 51, I
believe, is the witness intends or his conpany
i ntends woul d substitute, in fact, for the last two
pages of Exhibit 44.

Q Is that right, sir?

A That's correct.

Q So it doesn't conpletely replace Exhibit 44;

it just replaces what we mght call the sunmary,
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conbi ned section; is that right?

A That's correct.

Q So you have a line itemnow on this pro
forma, which was provided to us during the hearing,
for rent; is that right?

A That's correct.

Q And what is that figure?

A The figure is, on a nonthly basis, $650,
annual basis, 7,800.

Q Is that what your current |ease costs are
for the Kleen facility?

A No, we're not going to be using the current
facility.

Q Do | read this correctly, where it says rent
at 1,000 square feet?

A That's correct.

Q So you're assum ng you're going to be basing

this operation in a 1,000-square-foot facility --

A No.
Q -- or do | msread?
A That's not correct. |f you | ook at the

title of that section, which is the last |ine on page
one, it says marginal indirect expenses. And all of
these expenses are marginal, nmeaning they're the

expenses that will be added to our overhead for this
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division. So $1,000 -- or 1,000 square feet is what
we estimate we will need for just this operation

Q M. Lee, | thought that -- well, let nme ask
you this. \What's your current space at the 754
Garfield? What's the square footage?

A. It's never been neasured, but | guesstinmate
it about 1,700 to 1,800 feet of office and about
1,500 feet of storage.

Q But my understanding fromyour earlier
comments was that the new facility that you're
pl anning to acquire would be substantially |arger
than that?

A VWhat | told you, it would be 4,500 feet. So
if I add the 2,000, the 1,750, and 1,500, that cones
up to about, what, 2,780, just under 3,000, and we'l
add anot her 1,000 for the new operation.

Q | see. So that's referring to just the
bui | di ng space?

A Yes.

Q But | believe we established that there
woul d be about 15,000 square feet of vehicle storage,
fenced yard, also; right?

A Yes.

Q But is there a rent cost in your revised

Exhibit 51 for that additional space?
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A No.

Q Why not ?

A The comrercial rental brokers | have spoken
wi th have indicated that nost renters don't charge
extra for a reasonabl e anmount of |and space that goes
with the building, stand-alone building.

Q But aren't we tal king about three tines the

of fice space that's in the stand-al one buil di ng?

A ["msorry, | don't --
Q ' msorry.
A I"'msorry. | don't understand your
questi on.
Q Okay. Well, | thought we were tal king about

four to 5,000 square feet of office space, office and
war ehouse space?
A Ri ght .

Q Pl us 15,000 square feet of fenced yard

space?
A That's correct.
Q So that the ampunt of yard space is three

times, roughly, naybe a little nore than three tines
the square footage of the office space?

A That's correct.

Q But so you didn't think that it was

necessary to include a rental increnment for that
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15, 000 square feet?
A | did not, based on my conversations with
several real estate -- comrercial real estate agents.

Q But you don't actually have this facility;

right?
A That's correct.
Q So you don't even really know what the costs

are going to be, do you?

A No, but | do know what going rates are in
the South Sound area, or down in this area.

Q I'"msorry.

A "Il clarify that. 1In Kent, Renton, Tukwila
and south end Seattle, industrial park, they al
average about 60 cents for warehouse space and a
dollar to a dollar and a quarter for office space,
and generally no expense for the surrounding |ot,
because nmpost conmercial buildings, at |east the kind
we woul d be renting, are pretty nuch stand-al one
buildings on a lot, and they're not wall-to-wall, as
you m ght expect in the downtown area.

Q So are you referring to fenced yard space
that's secure to prevent public access?

A I am

Q So your testinobny with respect to the renta

cost is based on conversations with soneone else; is
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1 that right?

2 A That's correct.

3 Q You don't personally know what the renta

4 costs are?

5 A. O her than talking to people that are doing

6 the renting, no.

7 Q And you don't have a facility now, right?
8 A Ri ght .
9 Q So you don't know for sure what your renta

10 costs are going to be, do you?
11 A All I can knowis in the ranges | just
12 menti oned, around 60 cents a foot for warehouse and a

13 dollar to dollar and a quarter for office.

14 Q M. O son indicates that you m ght purchase
15 a building or land. |s that another possibility?

16 A It's a possibility.

17 Q You haven't decided whether to rent or to
18 buy?

19 A That's correct.

20 Q M. O son indicated that several proposals

21 had been made to acquire a facility that would be
22 suitable for this bionmedi cal waste collection

23 service. Are you aware of that?

24 A | amnot, and that's an incorrect statenent

25 of what he said, | think, because at the tinme we had
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| ooked and made offers, the bionedical waste was not
in our forecast. W were |ooking to replace what we
have now wi th our own buil ding.

Q | see. So have you been investigating what
it would take to site this new facility that you've
descri bed?

A Well, other than talking to brokers,
commer ci al brokers.

JUDGE RENDAHL: M. Johnson, are you going
to nove on to a new subject at this point?

MR, JOHNSON:. Maybe we coul d take our break,
if that's what you're thinking, Your Honor

JUDGE RENDAHL: |'m thinking maybe we'l
break for lunch and cone back just a little before
1: 30 and start then. So let's be off the record for
a lunch break, and conme back at 1:25.

(Lunch recess taken.)

JUDGE RENDAHL: Let's be back on the record.
We're continuing with the cross-exan nation of M.
Lee. Go ahead, M. Johnson.

MR, JOHNSON: Thank you, Your Honor

Q M. Lee, | think we were talking about the
rental expense shown on the new Exhibit 51, Profit
and Loss Anal ysis, when we broke. | have a few nore

qgquestions about that, if you could refer to it.
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M. Lee, | believe you said that office and
war ehouse space, at |east based on your -- what you
had been told by real estate brokers, went for

different rates per square foot per nonth?

A That's correct.
Q Coul d you give nme those again?
A They're varying from 45 cents to 65 cents

for warehouse, and a dollar to a dollar and a quarter
for office.

Q And however, you've only shown 65 cents a
foot here for your rent expense in Exhibit 51. How
did you conme to that numnber?

A Because that's the margi nal rent expense we
were expecting to incur for 1,000 square feet of
addi ti onal warehouse.

Q Sir, I"'magain having a little trouble
following. Are you saying that 1,000 square feet
woul d be the total square footage needed for the new
nmedi cal waste facility that you're | ooking to
acquire?

A That's what our expectation is. Yes, sir

Q So 1,000 square feet would be the tota
square footage, according to your Exhibit 51, but
what about the 65 cents? How does that work? |Is it

al | warehouse?
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A. War ehouse space averages between 45 and 65
cents a square foot per nonth.

Q Understood. So are you assuming this
mar gi nal 1,000 square feet is all warehouse space; is
that correct?

A Yes, | am

Q And there would be no office space devoted
to the new nedical waste collection services?

A Not specifically, no.

Q But some office activities would be
i nvol ved, would they not?

A Yes.

Q So actually, there should be sonme all ocation
of office space?

A. Well, | don't find it necessary to do that.

Q So you didn't do that in this Exhibit 51?

A | did not do that.

Q I think you need to wait till | finish ny
guestion, so we don't talk over each other

A | apol ogi ze.

Q Now, | believe M. O son testified that the
new space that at |east he thought Kl een was | ooking
for would involve 2,000 square feet of refrigerated
storage. Are you aware of that?

A | don't recall that.



0634

1 Q If that was his testinony, all of that 2,000
2 square feet would be associated with the new nedi ca
3 waste col |l ection service, would it not?
4 A If that were his testinmony. | don't recal
5 hi m sayi ng that, but --

6 Q M. Lee, do you recall himalso indicating
7 that Kl een would intend to install shower and

8 dressing facilities in the new space?

9 A Yes.

10 Q Is that included within the 1,000 square
11 feet?

12 A Yes.

13 Q About how nuch square footage would you

14 assune woul d be taken up by that kind of a facility?
15 A. Well, 1'mexpecting there to be a bathroom
16 in the new facility, several of themin that much

17 square footage, and |I'm assuming that we're going to
18 find something or install a shower.

19 Q And a dressing area for the driver or

20 drivers?

21 A MM hmm  yes.

22 Q M. Lee, there's nothing in the record from
23 any real estate broker or agent with respect to | ease
24 costs in the South King County area or anywhere el se,

25 is there?
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A Not that | know of.

Q You have not provided us with any such
i nformati on, have you?

A | have not.

Q M. Lee, referring to -- | think it's the
same on Exhibit 44 and Exhibit 51. There is a line
-- well, again, we'll look at the summary pages at
t he back of Exhibit 44. Under direct cost of sales,
there's an itemcalled disposal adm n at $2 per box?

A Correct.

Q | believe M. MC oskey testified that that
was his conpensation. |Is that -- is that correct?

A That' s my under st andi ng.

Q Why is M. MC oskey's conpensati on
described there as a direct cost of sales, rather
than as an adm nistrative expense?

A We just elected to put it there, sir.

Q But you haven't got any factor associated

with payroll taxes or workers' conp or anything |ike

that --
A No.
Q -- for this salary; is that true?
A Yes, that's true.
Q Why is that?
A The nunber was all-inclusive of those
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t hi ngs.
Q But we can't see that here. There's no

breakdown here on either Exhibit 44 or Exhibit 51; is

that right?

A That's correct.

Q | believe M. MC oskey testified that this
was going to be his conpensation. |If that were true,

woul dn't payroll taxes and workers' conp be payable
in addition to that anmount for his conpensation?

A. We've had no direct agreenent with M.

McCl oskey on his conpensation. M understanding is
that that direct disposal administration would be his
conmpensation, including payroll taxes.

Q Did you put M. MC oskey's conpensation
under direct cost of sales because he is not going to
be an enpl oyee of the conpany?

A No, | did not.

Q You're not sure, though, whether he's going
to be an enpl oyee or exactly what his status would
be?

A Not at this tine.

Q M. Lee, |I'm |l ooking at Exhibit 44 again,
and the summary pages, the last two pages of that
exhibit, and I'm | ooking at the unit for disposal

And your assunption there is, | believe, that you're
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going to pick up 15 containers per custoner, per
week, four weeks in a nonth; is that right?

A That's correct.

Q So if I -- so that would be 60 units per
custonmer per nonth; right?

A. Appr oxi matel y, yes.

Q So if I multiply the nunber of clients
obt ai ned, as shown on Exhibit 44, the | ast few pages,
times 60, in each case | should get, for each nonth,
| should get the nunber of containers; is that right?

A If -- that's correct, if Excel calcul ated
correctly, and | believe it does nost of the tine.

Q Now, if you look at Exhibit 44 again, if you
| ook at Region One and you go through the nunber of
contai ners obtained and the units for disposal, the
-- and you nultiply the nunber of clients obtained,
sorry, by 60 on each of those nmonths, you don't get
the nunber of units for disposal shown on that second
line there, do you?

A Not on every nonth, and | think there was

sonme roundi ng problens within that.

Q So that would just be arithmetic error
per haps?
A Yes.

Q And have you tried to -- | guess you have



0638

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

given us a -- your Exhibit 51 is a summary. You
didn't give us the region-by-region basis for Exhibit
51, did you?

A No, | did not.

Q So we can't tell whether the
regi on-by-region analysis in Exhibit 44 is stil
good, can we?

A I did not go back and redo Regi ons One, Two,
Three and Four.

Q Any reason that you did not?

A | didn't see the value of it. The whole
purpose of getting Regions One, Two, Three and Four
was to try and identify custoners, not -- and perhaps
sone of the vehicle expense. The rest of the things
were not really meaningful at that |[ow | evel.

Q Well, 1'"mgoing to ask you to | ook at Region
One, for exanple, under Exhibit 44. And | could not
-- | could not get your numbers for clients obtained
times 60 to equal the nunber of units for disposal
But your point is that that was an arithnetic error
that we can overl ook or that was sonehow corrected in
the summary that you've given us in Exhibit 517

A As | said, there are sone arithnmetic errors
within the calculations that Excel did. |If you | ook

at March, that is -- 10 tines 60 is 600. |If you | ook
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at April, 16 times 60, | believe it's 960. |If you
| ook at May, 20 tinmes 60 is 1,200. So --

But if you look at July --

I understand that.

-- 21 tinmes 60 does not equal 1,2617?

You' re absolutely right.

© » O > O

And nor does, for August, 22 tines 60 equa
1,292; or for Septenber, 22 times 60 equals 1, 325; or
for Cctober, 23 tines 60 equals 1,358, and if you'd
just take my word for it, perhaps, that none of the
rest of the nonths work out either.

A "' m not disagreeing with you.

Q Now, if you look -- again, |I'mon Exhibit
44, and for the nmonent |'m sticking with Region One,
just to get the assunptions. |It's the top sheet.
You assune a sal es revenue of $18.44 per unit. \Were
did that nunber come fron®

A M. M oskey.

Q And do you know what that nunber was based
on?

A M. MC oskey. He gave ne that nunber.

Q Okay. And how about the 15 -- the
assunpti on above that, in the line i mediately above
that, that says that each client would generate 15

contai ners per week. \Were did that conme fronf
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A. M. MC oskey.

Q And you have no way of know ng whet her
that's correct, either?

A No, | do not.

Q Did M. MC oskey discuss the basis for that
nunber with you?

A He said that was what he felt, after his
di scussions with prospective clients that had tal ked
to him about that's what their count was.

Q Are you aware that that's a very |large
nunber for nobst generators in the state of
Washi ngt on?

A | do not know.

Q How about the $18.44 per unit? Do you know
how that rates in relation to the average cost per
unit for containers collected by existing bionedica
wast e col | ecti on conpani es i n Washi ngton?

A I do not know.

Q Now, | ooking again at Exhibit 44, there is a
line called Labor Hours. It |ooks |like one enployee,
up to 1,000 units. Does that explain the assunption
on which the subsequent nunbers across the col ums
are based?

A Yes.

Q And basically, the nunber there, |abor
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hours, is four tinmes 40, so it's a nonth's worth of
hours; right?

A Yes.

Q And | abor wages, then, is on the next line.
The next nunber is $3,200 all the way across; right?

A Correct.

Q So presumably, with one enpl oyee at $20 an
hour, | suspect, working 160 hours in January, would
produce a | abor cost of $3,200?

A Correct.

Q And that's the assunption all the way across
there, is it not?

A It is.

Q But shouldn't that change after you hit
1,000 units? I'ma little unclear here. If you |look
up in your table, in May, there's 1,200 units picked
up, but we still have the sane | abor wages. And
guess | understood the reference, the |abor hours
line, the one enployee, up to 1,000 units, to nean
that after you hit 1,000 units, you would need a
second enpl oyee; is that right?

A Not totally. As | said before, the
regi onal analysis was mainly to try and identify how
many clients we would obtain out of each region. W

conmbi ned those quantities into the conbined, and the
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conmbi ned is what we used for our determnation for
| abor hours. So the regionals are not that val uable.

Q Well, isn't it true that they're not
consistent with the assunptions that you made or that
you at |east stated on the |eft-hand side of the
docunent? | nean, if you | ook at Region One, the
assunption is one enployee, up to 1,000 units, and at
| east as far as Region One is concerned, you exceed
1,000 units in May of the first year, but you don't
i ncrease your |abor cost; right?

A That's because our staff will be handling
all four regions at the sane tinme. |'mnot going to
have one person devoted to this one region. We will
not operate by region; we'll operate over the state
as a whole, and that's why | don't think using the
| abor quantities on a regional basis have any val ue
inaproforma. | didit, but | don't think it has
great value in maki ng managenent deci si ons about how
many staff we're going to have.

Q If | understand, the way | would interpret
your answer is that you didn't allocate |abor by
regi on?

A. Real |y not.

Q So the nunbers shown here by region, under

| abor hours, are essentially neaningless, are they
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not? | nmean, they do sumto the total that's at the
back. |'mnot --

A Yeah, they're a very mnor val ue.

Q Well, | can't see that they would have any

value with respect to this | abor wages point, because
the | abor wages do not track your assunption; right?

A Absol utely. Yes.

Q It says material, boxes at $1.40 a box. Did
you -- where did that number cone fronf?

A. M. M oskey.

Q And then, further down beneath that,
material |abels at 36 cents a box, that came from M.
McCl oskey, al so?

A Yes.

Q And di sposal at $4 a box, | think we've --
the prior testinony established that was based on the
di sposal at the Covanta incinerator?

A That's correct.

Q Now, if you keep going down that colum and
get the indirect cost of sales in Exhibit 44, there
isa--I"mstill on Region One, just for the
exercise of it, it says mles per nonth, and it shows
2,800 there as the nmiles per nonth in January of the
first year. What was that nunber based on?

A W tried to base it on what our expectations
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1 are of how big the route would be, and it's hard to
2 do that in a vacuum W tried to take a stab at it.
3 It was our best guess.

4 Q Okay. We really are in a vacuum here

5 because we don't know where your facility is |ocated;
6 right?

7 A It's located in Seattle, or South King

8 County, we do know.

9 Q Sonepl ace in King County?

10 A. Sonepl ace in South King County, as | --
11 sorry.

12 Q Okay. Assuming --

13 A As | had testified, we're looking in the

14 South Seattle Industrial Park, Tukwi |a, Renton and
15 Kent and Buri en.
16 Q Thank you, sir. Assuming you find a

17 suitable facility --

18 A Yes.

19 Q -- that's where you would | ocate it?

20 A Yes.

21 Q So was the 2,800 nmiles based on sone point

22 Wi thin South King County, or was it based on 754
23 Garfield Street, or neither?
24 A Neither. Basically, it was based on

25 Seattle, the dowmntown area of Seattle. | had to pick
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a point.

Q Now, when | | ooked at that nunmber, | thought
2,800 mles in January for Region One was a very odd
nunber. Because you only have four custoners and
you're dealing with King, Pierce, Snohom sh Counties,
maybe there's another one in there sonewhere, but
basically the Seattle, Tacomm, Everett area. But you
still think it would be 2,800 niles in the first
mont h that your vehicles would travel ?

A. As | said before, the regionals have very
little value to us in a managenent and operationa
basis. The one we use will be a our conbined.

That's what we use as our basis. W |ooked at the
nunmber of custoners that we're going to obtain on a
conbi ned basis and estimated our m | age based on

t hat .

Q So the nunbers for the regions are
essentially nmeaningless. | nean, they do sumto
sonmething at the end, but it's really the cumul ative
total s?

A Yes.

Q The only figures that we should be paying
any attention to here; is that right?

A The conbi ned, yes.

Q Because when | | ooked at 2,800 mles for
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Regi on One with four customers and 16 pickups, |
calculated 175 mles per pickup. That's just
dividing 2,800 by 16. Wuld you follow my nmath and
agree that that's the nunber that's produced?

A. I follow your math, and that's why it's
ludicrous to try and rely on it on a regional basis.
Q Right. And for exanple, in Region Four
which is the far eastern part of the state, niles per

nonth for two customers is 600 in January; right?

A. That's what it says, yes, sir

Q And again, that would be -- | believe that's
ei ght pickups; right? Two custoners, four tines a
nmont h, dividing 600 by eight, you get 75 mles per
pi ckup. So basically, if I"mcorrect, you were
projecting 175 nmiles per pickup in the area cl osest
to your base in King County, and 75 mles per pickup
in the area furthest away from your base; is that
correct?

A. That's what the nunbers say. And as | said
before, | do not rely on the nmles on a regiona
basis to be of any value. W |ooked at it on a
conmbi ned basis for meking that determ nation

Q The thing I can't understand is why you
filed these docunents if they're neaningl ess?

A | don't have any answer to that.
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1 Q M. Lee, wouldn't you agree that it is

2 difficult to evaluate the nmles that will be required

3 to be driven before you have a base for your nedica

4 waste col |l ection activity?

5 A No.

6 Q You don't think it matters where your base

7 is within King County?

8 A well --

9 Q Excuse nme, sir. In terns of the |length of
10 the routes and the tinme necessary to conplete routes
11 wi thin, say, the Puget Sound area?

12 A No.

13 Q So you don't believe that a route that

14 requires travel between Kent and Everett, for

15 exanpl e, and has to go through downtown Seattle or
16 t hrough downt own Bel | evue, on either -5 or |-405,

17 woul d necessarily be a longer route in terns of tine

18 than a route beginning in Bothell, for exanple?
19 A. No, because you're taking one client in
20 isolation, and I don't |ook at one client in

21 isolation. Yes, it mght be |longer to drive from

22 Kent to Everett, but it's going to be shorter to
23 drive fromKent to Pierce County, so it's going to
24 aver age out.

25 Q That really depends on where your custoners
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are, | suppose?

A Absol utely right.

Q M. Lee, now |I'mon the conbi ned pages of
Exhibit 44, the last two pages. There's a line
call ed vehicle | ease at $1,000. | guess |I'm having
trouble figuring out the note. |Is that $1,000 per
vehicle for two vehicles?

A. Yes.

Q And so it's your intention to | ease vehicles
for this service?

A It is.

Q Is a |l ease deposit normally required for a

| ease of a commercial vehicle?

A No.
Q How about a vehicle used in nedical waste?
A I don't know. | got ny nunbers fromHarris

Ford, a gentleman |'ve been dealing with for 10 years
in buying comercial vehicles fromhim

Q But you have provided no docunentation of
t hat conversation, no letter from someone at Harris
Ford or any other evidence that it would be willing
to | ease you vehicles at these rates, have you?

A. | have it at the office, yes.

Q It hasn't been provided for the record, has

it?
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1 A No.

2 Q Conti nui ng down that colum, if you would

3 with me, the next line is vehicle operating, at 22

4 cents a mle. Now, where did that nunber cone fronf
5 A That number was based on the 39 cents a mle
6 and backi ng out depreciation, because 39 cents a nile
7 was the number that | believe is used that includes
8 fuel, maintenance, oil, insurance and depreciation

9 and in a | eased vehicle, you'll have no depreciation
10 as long as it's an operating |ease.

11 Q So is it your testinony that the |essor of
12 the vehicle would absorb the depreciation, wouldn't
13 attenpt to recover that fromthe | essee?

14 A. Well, that's part of the paynents | nake on
15 the | eased vehicle.

16 Q | see. So you're just saying that insofar
17 as we're tal king about vehicle costs, that would be
18 within the $1,000 per nonth?

19 A. Yes, yes.
20 Q Now, M. Lee, looking at Exhibit 51, it
21 | ooks like that number has changed?
22 A It has.
23 Q Coul d you explain your intention there with
24 with respect to the change?

25 A Well, | went back and | ooked at it and
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actual ly went and added up what our estimates were of
that per nileage costs, and | decided that you were
right, based on the audit. One, it shouldn't be 39
cents, because that included depreciation, but it
shoul d be sonething nore than 22 cents, because the
fuel costs are higher now

Q So when you're referring to the audit,
you're referring to the testinony that Stericycle's

accounting expert put into the record?

A Yes.
Q Okay. So the original 22 cents a mle was
i ncorrect?
A Yes, it was too low, by ny estimations.
Q And that was an error of 30 sone -- 30 to 40

percent, roughly in that ballpark; is that correct?

A | don't know. |It's an error from what
point, from 39 cents or from 30 cents?

Q Wel |, between 22 cents and 30 cents is eight
cents. That's what | was calculating. Fromthe 22,
it was increased by eight.

A Sur e.

Q That's 30 to 40 percent, by my |awerly
brain; is that correct?

A Sounds about right.

Q About right. Now, M. Lee, going back a
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little bit to the admi nistrative costs that are shown
-- | don't actually think you changed the
admini strative costs between Exhibit 44 and Exhibit
51, did you?

A No, | did not.

Q That administrative -- the adm nistrative
hours shown there, 35 hours per nonth, that includes,
am| correct, M. Oson, M. MC oskey -- |'msorry,

not M. MC oskey -- M. Oson and M. Perrollaz and

yoursel f?
A Yes.
Q And we have | abor hours, as you indicated,

of initially one driver and then increasing to two
and a half drivers during the period of tinme that
you're portraying in these pro formas; correct?

A That's correct.

Q And is there any office staff included
wi thin those | abor figures anywhere?

A No.

Q So nobody involved in billing, nobody
i nvolved in answering the phones or custoner service?

A We're a small business. Everybody answers
the phones. And | do the billing.

Q But assuming you becone a statew de

bi omedi cal waste collection conpany, you have an
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1 enor nous nunber of potential custonmers that m ght be
2 interested in your services. Do you think you can

3 remain the size you are with nobody answering the

4 phones, nobody dedicated to answering the phones,

5 nobody dedicated to billing, nobody dedicated to

6 cust omer service?

7 A Well, | guess if that tinme cones when we
8 become hugely successful, then we probably will need
9 of fice personnel. But within the first year, based

10 on the custonmer count that we're going to obtain of
11 43, no.

12 Q M. Lee, M. MC oskey, in his testinony,
13 suggested that Kl een might at sonme point want to

14 offer an inter -- | believe he called it interactive
15 I nternet-based sort of document systemto custoners.
16 Are you familiar with that?

17 A Yes.

18 Q Are there any costs associated with that in

19 this pro form?

20 A No.

21 Q So none of the pro formas include that cost?
22 A No.

23 Q Have you done any investigation of what

24 costs would be involved to establish such a progran?

25 A. Not vyet.
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1 Q Am | also correct that there are no costs in
2 your pro formas, Exhibit 44 or 51 or any other pro

3 forma, for cost of processing at the Hospita

4 Sterilization Services hydroclave in British

5 Col unbi a?

6 A. That is correct. Only Covanta.

7 Q Are you famliar with the -- | believe the

8 testi mony was that Kleen intended to offer on-site

9 packagi ng of nedical waste to custonmers. Are you

10 famliar with that concept?

11 A Yes. Yes, | am

12 Q Are any costs included in your pro fornmas

13 for that service?

14 A There aren't either revenues nor costs

15 associated with it in ny pro formas. It's too

16 premat ure.

17 Q So for exanple, if that was -- is that

18 because you don't know whether there will be demand
19 for that service or --
20 A Well, that's one reason. W don't know at
21 this point, if we're given the permit to operate this
22 busi ness, of what custoners, where, or how many wll
23 utilize that service. W don't know. My point being
24 that if it does, it would be a -- should be a

25 profitable addition to the existing revenue stream
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because we will be billing accordingly 48.50 an hour
and if we're paying a packer, tech, whatever you want
to call it, you know, in the range of 20 to $25 an
hour, there's plenty of profit margin in that.

Q Ckay. M question basically has to do with
who's going to do that. M understandi ng was that
the drivers would do that service. |s that your
under st andi ng?

A That's my understandi ng, yes.

Q So if the drivers performthat service for a
few custonmers and it adds substantially to the hours
that they are occupied each day, it would seemt hat
it would cut down significantly on the ability of
those drivers to serve the rest of the state.

A. That may be the case, and we'd have to hire
nore, but we're getting the revenue fromit, so it
woul d be offset.

Q It would be offset pretty dramatically if
you had to hire two or three nore drivers, wouldn't
it?

A Well, if | had to do 2,000 hours of packing
over the year, that's what? M nental calculator's
not very good, but sonmewhere around $100, 000 in
additional revenue. | think | can hire an extra

person, which is represented by that 2,000 hours of
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1 work, for $96,000. | think I can do that.
2 Q Right. That assunes that you'd only need to
3 hire one, | suppose. Are there any costs in the pro

4 formas you' ve provided to us for marketing?

5 A No.

6 Q There's no 800 nunber, for exanple?

7 A We al ready have an 800 nunber

8 Q Okay. Would you plan to use the sane

9 nunber ?

10 A Yes.

11 Q Okay. How about tel ephone costs? That's an

12 additional cost, is it not, if you have custoners
13 calling, additional customers calling on your 800
14 nunber ?

15 A. We have six lines coming in, which is nore
16 t han adequate for our current needs, plus future

17 needs.

18 Q So there would be no additional cost --

19 A No.

20 Q -- in your view?

21 A Not in ny view

22 Q Looki ng at the, again, the summary section
23 of Exhibit 44, 1"mlooking at the second page summary

24 and the |ast page of the exhibit. You have building

25 i nsur ance. Is that renter's insurance or what,



0656

1 exact|y?

2 A In essence, it is. That's what we pay now
3 and that's what our agent told us that, for every

4 mar gi nal foot we rented, it would cost us that much
5 per foot.

6 Q So again, the nunbers across the line here
7 are based on the notion that you're going to rent

8 1,000 square feet, or perhaps Exhibit 44 didn't --
9 was that based on that assunption, that you' d have
10 1,000 square feet?

11 A Yes, at least | believe it was so.

12 Q And how about the liability insurance?

13 VWhat's that figure based on?

14 A. Based on my agent, again. | explained what
15 we' re doi ng and she says, because we al ready have
16 pollution liability and a | ot of other insurances,
17  our marginal cost per revenue dollar would be $1.20
18 at that time. | revised that to $1.31 in the

19 subsequent - -
20 Q So Exhibit 51, on that line, shows $1.31 per

21 $1, 000 of revenue; is that right?

22 A That's correct.
23 Q Now, I"m-- again, I'mhaving a little
24 troubl e seeing how that nunmber adds up. |If you | ook

25 across to the far right-hand colum, it |ooks like
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it's $517 of additional liability insurance costs; is
that correct?

A That's what | see, yes.

Q But your pro forma revenue, | believe, is
$395, 000, roughly?

A That's correct.

Q At | east on Exhibit 517

A Well, renmenber, this cost -- are you asking
me a question? |'msorry.

Q Yeah.

Al right.

Q So this is 395,000 times $1.31; is that what
that is?

A Per 1, 000.

Q Yeah, so 395 tinmes $1.31?

A That's correct.

Q Have you provided any witten docunentation
of your agent's quote or the basis for that quote?

A No.

Q Same with your building insurance. Did you
get that information fromthe sanme agent?

A Yes.

Q But you haven't provided us with any
docunent ati on of the costs involved?

A No.
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Q O the basis for the quote that was given to
you?

A No.

Q M. Lee, under licensing, in Exhibit 44, the
| ast page, | believe it totals $100, and you revised
that Exhibit 51 to read $1, 700?

A Yes, | was way under count there.

Q So you' ve just corrected the nunmber to match

what Stericycle's paying in its license fees?

A Yes.
Q And the line for postage, you show a rather
nodest postage cost of $1.32 -- I'msorry, $132 for

the year. And is that based on one --

A. One envel ope per custoner per nonth.
Mont hly billing.

Q So you're not planning to give notice of
your services or provide for notice of your tariff

filings or anything like that to your custoners?

A. I"'mnot involved in the marketing of this
service. | don't know how that's going to be done
yet.

Q So yours, anyway, your end of the business

is the invoice, and you figure one per customer, per
nont h, 37 cents each?

A Yes.
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1 Q Ckay. Thank you

2 A | had to figure something in there. That's
3 the only way | could do it.

4 Q Taxes -- | guess, you know, printing, |

5 guess, it's a rather nodest charge, as well, $240. |
6 guess you used a plug nunber of some kind, or did you

7 have a basis for that?

8 A Not really. W use comon paper, bond paper
9 for our billing system It prints the |ogos and al
10 that stuff on it, and you know, that's -- $20 is

11 probably too nmuch. That's 10 reans.

12 Q Okay. So you just figured what the cost of
13 a ream of paper was and spread it across the year?
14 Ckay.

15 Taxes. B&O tax. Exhibit 44 originally had
16 a tax rate of .00484. Exhibit 51 has zero. Any

17 reason for getting rid of the B&0 tax?

18 A Absol utely, absolutely.

19 Q Any reason to think that it has been gotten

20 rid of?

21 A | called DOR
22 Q Depart ment of Revenue?
23 A. Yes. And | explained to themwhat this --

24 what we were doing in this division, and | brought up

25 the public utility tax, as was brought to ny
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attention. And she says no, we would not have to pay
it, because we would get an exenption as we're
delivering the product out of state to a third party.
So | would have the total ampunt exenpt.

Q So your nedical waste collection business
woul d not be subject to a B& tax or the public
utility tax?

A That's what she said.

Q You really don't know. You're going based
on a phone call to sonebody down at the Departnent of
Revenue?

A Yes, that's correct.

Q And the theory is that, because you're

taking the waste out of state, that there's no B&O

tax?
A That's what she said. And | called twice.
Q Two different people?
A Yes.
Q Okay. Now, wouldn't you agree that the --
well, et me go back one step, | guess. |f you

| ooked at the very bottom of the line on Exhibit 44,
you're going to come to a net profit before
depreciation and anortization nunber. And over on
the far right columm for the year, $71, 153. 267

A Yes, | see that.



0661

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q But you've nodified that in Exhibit 51
Coul d you explain the change?

A Wel |, Exhibit 51 shows a gain of $56,981
based upon the additional expenses that | added
and/or revised in the revised addition.

Q Aren't there sone corrections just to
mat hematical or arithnetic errors in earlier
summat i ons?

A Each -- on the revised, which is in Nunber
51, you can see, in the second colum, under
anal ysi s-based changes, | have starred every single
line itemthat | nade a change in, and all of those
lines that have changes resulted in a profit of
56, 981, rather than the 71, 000.

Q Let me take you back just a nonent to the
i ssue of printing and sort of paper. W
understanding is that, based on prior testinony, that
Kl een intends to use bar code | abels, intends to
generate shipping manifests for its custonmers and
that kind of thing. Are those costs included in
these pro fornmas?

A I'"d guesstimate they are. |'mnot sure what
those costs are.

Q Where are they?

A |'mnot sure what those costs are. |



0662

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

pl ugged $20 in as an estimate. A ream of paper is
$2. That |eaves $18 left for the nonth.

Q So your mani fest would cost you $18, your
| abel s woul d cost you -- or fit within that 18 bucks
sonmewhere? O if not, it's perhaps not significant;
is that your thinking?

A That's my contention.

Q Okay.
A It could be nore.
Q Have you investigated the cost of nanifests

that are required for this kind of a service?

A | have not.

Q Are the costs of personal protective
equi pment for spill kits or anything like that
i ncluded within the cost you've submtted here?

A | believe, if my nenory serves ne, that we
built that into our capital supplies and materials
cost on the bal ance sheet. It would have been a
fi xed expense for inventory. Then, as usage, we
woul d have to replace it, but | had no handle on how

much that would be. Tyvek suits are very cheap, so

Q But you didn't attenpt to calculate --
A | did not.

Q -- the cost that would be invol ved?
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1 A | did not.

2 Q O the replacenent costs as they were used?
3 A | did not.

4 Q Now, | am-- let's see. Exhibit 49, |I'm

5 having trouble I ocating. Can we go off the record

6 for just a second?

7 JUDGE RENDAHL: Let's be off the record.

8 (Di scussion off the record.)

9 JUDGE RENDAHL: Let's go back on the record.
10 Q M. Lee, |I'mlooking at what's been narked
11 as Exhibit 49. It's a -- it's headed Kl een

12 Envi ronnent al Technol ogi es, Inc. Biohazard Waste

13 Di sposal Division Pro Forma Bal ance Sheet Anal ysis,
14 and it, on the top left corner, it says Conbi ned

15 Regions One to Four. It actually has -- my copy has
16 a certificate of service and a letter attached. |Is
17 that part of the exhibit?

18 JUDGE RENDAHL: No. | filed those in ny

19 correspondence file.

20 Q Okay. Well, M. Lee, these -- this pro

21 forma bal ance sheet anal ysis was provided by Kleen to
22 the parties under cover of a letter dated Septenber
23 23, fromyour counsel, | believe. Can you -- do you
24 have a copy of that in front of you?

25 A Yes, | do. I'mlooking at it.
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Q When was that prepared?

A At the same tinme the pro forma was prepared.

Q Sane tinme as Exhibit 447

A Forty-four, yes.

Q Now, on this bal ance sheet, | guess it was
corrected -- or you're proposing to correct it in a

revi sed bal ance sheet analysis that we've narked as
Exhi bit 50.
JUDGE RENDAHL: [Is that a question?

Q Coul d you explain the difference between
t hese two bal ance sheets?

A The difference is that all of these val ues
are calculated fromthe P&. They're integrated with
the P&. And the cash will fluctuate with usage and
recei vabl e coll ections, and retained earnings is
transferred directly fromthe P&L.

Q Basically, to use the new $56, 000 profit?

A Basi cal ly, yes.

Q Okay. M. Lee, I'mreferring nowto, |
guess it's the same nunber on both exhibits, but
there is, under the -- on the |eft-hand col um,
there's a general section, liabilities and equity,
then there's an equity section, and under that
section is an itementitled stockhol der |oans. And

it appears to indicate a stockhol der |oan of $104, 707
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to the new bi onedi cal waste collection business. |Is
t hat what that indicates?

A That's what that indicates. It was
i ndicated that way so that | could have a starting

bal ance of $100, 000, basically.

Q Actually, there has been no such | oan, has
t here?
A There has not been.

Q And there's no commtnent for such a | oan

is there?
A No.
Q And again, we had this colloquy earlier

around M. O son's testinony, but | believe M.
Oson, in his testinony, indicated that the plan was
to finance the new nedical waste collection business
fromthe existing working capital of the conpany.
That is not your understanding; is that right?

A My understanding is nmy responsibilities are
to provide the cash that's necessary to run this
di vision and al so keep the existing business going.
I will take whatever cash that we have that | feel we
can use, and the balance will conme from either |oans,
line of credit, and/or capital infusion fromthe
partners.

Q So this is -- oh, I'"'msorry.
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A That's as | stated to the letter to M.
O son back in April

Q That's your intention?

A My what ?

Q Is that your intention?

A. Yeah, well, ny intention, as the CFQ yes,
and | made that aware to himin the letter that is in

the record sonepl ace here.

Q But, actually, this stockhol der |oans item
is a plug nunber, is it not? | nean --
A It is a plug nunber, yes, sir, because | had

to start with a dollar val ue.

Q Ri ght, you need sonme substantial anount of
capital to get this business going, and this is the
amount ?

A It was a basis for doing the pro forma.
started with $100,000, and | wanted to see how ny
cash woul d be affected by all of the transactions and
to see how low | could go. And ny mninumcash, as
you can see on Exhibit 50, | reached a | ow of $42, 000
in April, and that tells me that | used 60, 000 of
that 100 in operations. That's all it's telling mne.

Q But, basically, isn't the $104, 770 t he
anount of startup capital needed to put this business

t oget her ?
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A. No, it was a plug nunber so | could
determ ne how rmuch cash I would actually use if this
pro forma becane reality.

Q Under stood, but if you didn't need that
anount, woul dn't you have adjusted the nunber
downwar d?

A Absol utely.

Q Right, so this is the amobunt you decided is
what you need?

A No, this is the ampunt | decided to use as a
pl ug nunber so |I could watch nmy cash in the pro forma
to see what ny mninmumrequirements were. And ny
m ni mum requi renents were approxi mately $60, 000,

which is the difference between 104 and ny | owest

poi nt of 62, or 42, | guess it is.
Q Basi cal ly, what we've got here is the anmount
of -- the ampunt of, in the stockholder loan item is

t he amount of capital needed to fund the startup
busi ness at a point such that your cash woul d never
fall bel ow 40,000; is that right?

A You could say that, yes, sir.

Q I nean, and that's, | guess, what you're
thinking is a prudent way to run this business?

A I'"'mnot saying that at all. |'m saying

used that as a plug nunber to verify how nmuch cash
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woul d be using based on this pro forma. 1It's not a
conmitrment to put in $100,000. |It's nothing nore.
It was neant to be nothing nore than an anal ysis of
what my cash requirenments woul d be

Q Well, I'"'mhaving a little trouble
understanding it. Maybe that's because |I'ma | awer,
not a chief financial officer. But it seens to nme
t hat what you've got here is you're suggesting that
this ambunt of cash needs to be put into the conpany
in order to get this business going, and then you're
runni ng your -- this is what this bal ance sheet
suggest s.

I nmean, why woul d stockhol ders |oan -- |
mean, just conceptually, why would they | oan nore
funds into the conpany than was needed to run it?

A They woul dn't.

Q Right. So isn't it a fair reading of this
to say that this is the anmount you think the
st ockhol ders or soneone needs to put into this
conpany to nmake it go?

A No, as | said for the third tine -- or maybe
three, | don't know. Several tines |'ve said this is
a plug nunmber so that | can evaluate the cash
requi renents of this business over the period of this

pro forma. And that cash line there tells ne that
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["1I'l never fall below 42,000 or need nore than 60.

Q So then, | think it's your testinony that
you woul d need 40 to $60,000 to run this business?

A At | east 60.

Q At | east 607?

A. But probably nore, based on ny cash
requi renents --

Q Al right.

A -- of what | would want to keep in the bank.

Q And does that approxi mate the 104, 000, or am
| still off base?

A I don't know. | can't answer that question
at this point, only because |I don't know how much
cash | want to keep in the bank for this division.
Remenber, we still have the other operating rest of
the business, which | have been -- | estimate it
requiring 50,000 in cash, and that's for doing, you
know, approximately a million dollars worth of
volunme, and I want to keep 50 in the bank. If |I'm
going to add 40 percent to ny volunme, then | m ght
want to add another 20,000 in cash, which is a like
40 percent.

Q So you don't anticipate the stockhol ders
| endi ng $104, 7707

A No.
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1 Q You don't anticipate borrowi ng that amount?
2 A No.
3 MR. HAFFNER: Can we clarify for the record

4 t hat when he's saying no, he's agreeing with you?

5 When it shows up on the record in type, I"'mafraid

6 that there nmay be a di screpancy there.

7 JUDGE RENDAHL: Can you ask your question

8 again, M. Johnson?

9 MR JOHNSON: |'m not sure | can

10 JUDGE RENDAHL: | understood you to say you
11 don't anticipate a stockhol der | oan of 104, 770.

12 MR, JOHNSON: Let nme put it in the

13 affirmative.

14 JUDGE RENDAHL: Thank you.

15 Q Do you antici pate a stockholder loan in the

16 anmount of $104, 7707

17 A No, | do not.

18 Q Do you anticipate the conpany requiring

19 | oans in that anopunt?

20 A No, | don't. | expect to be able to -- were
21 this business to go forward, | would probably expect,

22 ri ght now, today, needing about $80, 000, which is ny
23 $60, 000 of what appears to be cash requirenents, used
24 requi renents, and another 20 in cash reserve for the

25 395,000 in sales. That will conme from existing cash
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in the business that | feel is excess, it will cone
fromperhaps a line of credit, and/or it will cone
from stockhol der | oans, a combination thereof.

Q Okay. So let nme recap it, see if 1've got
it. You re thinking you need at |east 80,000, 80
some thousand?

A Yes, that's correct.

Q And you' ve indicated that the cash on hand
in the existing conpany is between 86 and 136, 000

over the | ast six nonths?

A It's, yes, it's varied between 80, 85 and
135.

Q Okay. So you're assumng that you woul d be
able to -- and you want to have 50,000 in that side

of the business?

A Right. Yes, sir.

Q So you' re assum ng that you would be able to
take, what, about -- | think you said yesterday there
was $95,000 in the bank. So let's say 45,000 for the
exi sting business?

A Yes.

Q And you woul d need another 40 from
sonepl ace?

A Yes.

Q In the pro formas that you've filed,
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1 referring to Exhibit 44, and | guess Exhibit 51, you
2 have m | eage costs. Do those include both route

3 nm | eage and | ong haul mleage to the disposal

4 facility?

5 A. Yes, that's ny position.

6 Q Do you have a breakout of what you assuned
7 for those different nmleages?

8 A Not specifically.

9 Q You haven't given us those assunptions in

10 any of the filings?

11 A In Exhibit 50, second page.

12 Q Coul d you point out the place on the --

13 A ltem 13.

14 Q ltem 13.

15 MR, HAFFNER: Try to let himfinish.

16 THE W TNESS: Sorry.

17 Q So that says that there's a weekly trip to

18 Salem Oregon, plus weekly trips for client pickup,
19 so it doesn't really tell us the mles assuned in

20 each category, does it?

21 A That's correct. All | know is approximately
22 225 mles to Sal em

23 Q And the -- sort of the mles involved in the
24 route collection activity, did you try to estinmate

25 those m | es?
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A No, | did not.

Q And where did those mles conme fronf

A | did not try and estimate. W just | ooked
at the area and tried to deternmi ne how many mles we
m ght drive, but there was no concrete nileage nunber
we could come up with, because we don't know where
the custoners will be.

Q Did you try to anticipate where the nedica
waste generators are? For exanple, did you | ook at
the urban areas in the different regions and then try
to draw routes that would involve collections in the
di fferent urban areas?

A No, we did not. We do know that, you know,
nmost of -- many of the generators are in the Puget
Sound area, and we felt that a good portion of the
client base mght cone fromthere, but we didn't try
and specify any routes.

MR. JOHNSON:  Your Honor, if | mght have --
maybe if this were a good tine for a break, | could
review ny notes and see if we can wrap up pretty
shortly with M. Lee. |Is that a possibility?

JUDGE RENDAHL: That's fine. Wy don't we
take a five-m nute break right now, and we may take
another break later. So we'll take five m nutes now.

Be off the record.
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(Recess taken.)

JUDGE RENDAHL: Let's be back on the record.
M. Johnson.

MR, JOHNSON: Thank you, Your Honor

Q M. Lee, | want to go back to this issue of
m |l eage, and | want to nake sure | understand what
your testinony was before. M understanding is that
you didn't make any effort to design routes or to
estimte m|eage based on service to specific
| ocations within the state of Washington; is that
right?

A That's correct. W nade an educated guess,
based on our existing customer base.

Q So you assuned all your custoners would be
in the west side of the nmountains?

A Initially we did, and then we attenpted to
go -- or we were requesting to go statewi de. Then we
added in sone mleage for that.

Q But you did not attenpt to design routes
that would serve, for exanple, the major cities of

East ern Washi ngt on?

A I did not.

Q And did anyone in your organization do that?
A | don't know. | did not.

Q And t he nunbers that we have here in the pro
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formas, Exhibit 44 and Exhibit 51, are those m | eage

nunbers your nunbers or did they conme from sonewhere

el se?
A They came from a discussion with M.
McCl oskey and I. W discussed it jointly, and we

deci ded that, based on the information we had, that
this would be the best estimate that we could conme up
with at the time of what our nileage requirenents

m ght be.

Q And t hat was based on a region-by-region
anal ysis or not?

A No, based on the overall

Q So, for exanple, we went through a little
bit before the Region One through Four analysis in
Exhibit 44. The nileage analysis there is
meani ngl ess; is that right?

A. That's correct.

Q And you didn't attenpt, then, to determ ne
what mileage woul d be involved in serving Eastern
Washi ngton, then? You sinply put it all in one big
pot and said this is the number.

A Not really. W did try and do some anal ysis
of having to drive to Spokane, for instance, a couple
times a month, and we built that in.

Q Well, did you --
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A. But we did not design a route.
Q Okay. And you are as know edgeabl e as
anyone in Kleen with respect to the way these m | eage

nunbers were cal cul at ed?

A Yes.
Q Don't you agree that transportation business
is -- the expenses of a transportation business are

heavi |y dependent on nileage driven by the trucks

i nvol ved?

A. That is a part of a transportation business,
yes.

Q For exanple, fuel, |abor cost, frequently

vehicle | ease costs include a m|eage conponent, do
t hey not?

A. It depends on the | ease, and we did not
speci fy any nileage. W have choices when we get a
lease. It's just not one lease, that's it. You have
choices to decide on how many mileage -- if you even
want a mleage factor, or if you're going to want a
25 percent residual or --

Q Ri ght. Speaking of that |ease, we don't
have any of that information in front of us, in terns
of what kind of |eases you' re tal king about in terns
of your estimate of the | ease cost here?

A No, | did not provide that, but we do have
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written docunmentation at the office fromHarris Ford.

Q For exanple, let ne ask you this. You know,
if you have -- your assunptions are based on the
noti on of, you know, so many enpl oyees, so many
drivers per 1,000 units. | guess it's one driver per
1,000 units, but --

A Approxi mately, yes, yes.

Q And doesn't that assune that one driver can
serve all those 1,000 units?

A. That's the assunption.

Q But isn't it the case that if those 1,000
units are spread all over the state, that that would
be physically inpossible?

A. That may be, but -- not our assunptions, but
that may be. Since | don't know where the custoners
are, it's kind of hard for me to answer that
guesti on.

Q Ri ght. But you know what the popul ation
centers are in the state of Washi ngton?

A Yeah, about 75 percent here in Puget Sound.

Q But there are popul ation centers all over

the state, are there not?

A Yes, there are.
Q So you're proposing to serve the whole
state?
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A Yes, we are.

Q Now, | believe that you have a figure in
Exhibit 44 for utilities, or do you? Could you find
that for ne in Exhibit 44? Actually, | don't see it
in Exhibit 44.

A No, there is none in 44.

Q So that was an om ssion that you've proposed
to correct in Exhibit 51, perhaps?

A Yes, that's correct.

Q And you're estimating utilities cost there

of $25 a nonth; is that right?

A That's my guessed estinate, yes.

Q Does that include tel ephone?

A No.

Q Is tel ephone in here sonewhere?

A No, as | said before, we have six |ines

coming in. And in-state calls, as | recall, | don't
have it in front of ne, but in-state calls are, at
least within a certain region, have no nargi nal cost
toit. The other cost, fromthe 800 service, is |like
seven cents a mnute

Q So there would be an additional cost for
custoners calling you on the 800 nunber; right?

A Yeah, if | got 100 calls a nmonth, that would

be $7.
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Q How about your |ong distance inside the
st ate?
A I'd say it's seven mnutes -- seven cents

per mnute.

JUDGE RENDAHL: Let's not talk over one
another. If you can wait till the answer and the
guestion --

Q And that's on the 800 nunber?
A Yes.
Q How about utilities cost, things |like heat,

light, that kind of thing? Are they in these pro

formas?

A Well, at the new facility, the only margina
space will be the warehouse space.

Q And so does that nean that there are no

utilities costs associated with it?
A Yes, there will be, for the conpressor,

cool room

Q Right, that's electrical power you plan to
use?

A Yes.

Q And that is included in the $25 a nonth?

A. That's ny estinmate, yes.

Q To run a refrigerated storage facility of

2,000 square feet?
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1 A. My estimate of refrigerated storage would

2 not be 2,000 square feet.

3 Q What is your estimate?
4 A Cl oser to 500.
5 Q And have you attenpted to gather information

6 about what the utilities cost would be to run a

7 refrigerated storage facility?

8 A Not the electrical conponent, no.

9 Q VWhat conponent have you investigated?

10 A. Only the cost of erecting one.

11 Q Okay. So the utilities figure here doesn't
12 i nclude the cost of running the refrigeration systenf
13 A | don't know. Al | said is that | included

14 $25 a nonth, and | have not investigated what the
15 kil owatt-hour cost will be. Depends on the

16 efficiency of the unit and a | ot of other factors.
17 Q Now, M. Lee, did you -- when you were

18 testifying with respect to | ease costs involved for
19 the vehicles you were thinking of acquiring, did you
20 i ndi cate whet her these | eases woul d incl ude

21 mai nt enance or not?

22 A No, they do not.

23 Q Ckay. And so when you cal cul ated the new
24 operating costs under Exhibit 51, cone up with 30

25 cents a mle, did you include naintenance in that
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figure?
A Yes.
Q Now, | had understood from your earlier

testimony that you started with 39 cents a nmile that
was provided in Stericycle testinmony, and backed out
depreciation; is that correct?

A That's correct.

Q Okay. So if the Stericycle 39 cents did not
i ncl ude mai ntenance, then you didn't include it,
either; right?

A My nunber canme from Harris Ford. They said
they used a factor of about 38 and a half cents a
mle for these vehicles, which included fuel
mai nt enance, oil, insurance, and depreciation

Q You're not going to be paying themthat
figure?

A No, they say that's the factor that they
have -- they understood it to be. And | backed out
depreciation, and that's how | got to 22. And then
raised it up, based on the review that | was provided
by you.

Q Now, this representation to you by soneone
fromHarris Ford with respect to vehicle operating
costs, is that in the docunments back in the office,

al so?
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A. They are handwitten notes, based on ny

t el ephone conversation. Not in witing.

Q Your own handwritten notes?
A Yes.
Q But you haven't provided any evi dence to us

that would indicate that anybody know edgeabl e about
truck operating costs has provided this figure to
you?

A | have not provided anything to this
hearing, no.

Q M. Lee, part of your pro forma assunption
is that you can provide this service for severa
mont hs wi thout -- with only one driver, | believe.
Am | correct about that?

A That's correct.

Q And that, thereafter, you will use two

drivers, and then half of an additional driver?

A That's correct.

Q What happens if one of your drivers is il
or -- do you allow vacations in your calcul ation?

A Not in the first year. People earn

vacations in the second year
Q | see. So what happens if your drivers are

irr?

A Can't answer that question right now.
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Q It's a problem | would think.

A Probl em for any snmall conpany. W nmmy have
to cross-train some other people to have to step in.

Q They woul d have to be trained in things like
hazardous materials regul ati ons, bl ood-borne pathogen
regul ati ons?

A Ri ght .

Q Do you anticipate that you would be in
conmuni cation with your drivers while they' re out on
their routes?

A | presune so. We do now.

Q And on what basis? Wat tools do you use
for that?

A. Cel | phones.

Q And are you anticipating, then, that there
woul d be cell phones involved in your bionedica
waste collection service, that your drivers would
have cell phones?

A Yes.

Q But you haven't provided for those costs
here, have you?

A No, you're absolutely right. There is no
cost in there for cell phone service.

Q Have you provided for taxes in Oegon

specifically the Public Uilities Conmi ssion tax?
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A No, | have not.

Q Are you aware of that tax?

A | am not.

Q M. Lee, you've assumed certain things with

respect to cash flow in your bal ance sheet,
believe. And that is both Exhibit 49 and Exhibit 50.
If you look at Exhibit 50, you're assum ng that your
accounts receivable -- let me ask you this. Wat are
you assuming with respect to the recovery on your
accounts receivable on a nonthly basis?

A For purposes of this pro forma, | assuned we
woul d collect within 30 days.

Q Do you think that's a reasonable assunption?

A. No, it would probably go a little bit
| onger. M ght be 40 days, 45 days. | don't know.

Q You're not experienced with this kind of

busi ness, are you?

A No.

Q So you really don't know?

A | don't know.

Q So that could be at issue with respect to

your cash cal cul ati ons here, in ternms of how much
cash is needed in the business?
A Mnhmm  Yes, it might.

Q And how about bad debt? |Is there any
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al |l owance for people who don't pay their bills at
all?

A No, there's not.

Q Do you think that's sonmething that should be
i ncl uded?

A. We have had -- our experience has been very
little bad debt with the kind of customers that we're
dealing with. So all | can go by is experiences
we've had. In the know edge we have, we've had
virtually no bad debt.

Q In fact, this is a new business, is it not?

A No, but we have the same custoners.

Q You're anticipating that your custoners for
t he bi omedi cal waste collection services will be

limted to your existing custoners?

A I'"'mnot assunming anything. |I'monly telling
you that -- or saying that, our experience, and
that's all | can base ny judgnents on, is dealing

with the people that we know. And the people we know
are custoners of ours. | know what their pay
schedul es are, and generally, they pay around 30 days
to us.

Q How many of your custoners do you think --
or how many of your existing custonmers do you think

you will serve with the bionedical waste collection
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service?
A | don't know. | can't answer that.
Q Is it 10 and 207

MR. HAFFNER: Asked and answer ed.
Cbj ecti on.

JUDGE RENDAHL: Sust ai ned.

THE WTNESS: | don't know, | can't answer
that. You m ght have to check with M. MCl oskey on
t hat .

MR. JOHNSON:  Your Honor, | think that
concl udes nmy questions for M. Lee.

JUDGE RENDAHL: Ckay. M. Sells, do you
have any questions for the w tness?

MR, SELLS: | do, Your Honor. Thank you.

CROSS- EXAMI NATI ON
BY MR SELLS:

Q M. Lee, I"'mcurious as to how you and your
fell ow sharehol ders decided -- or how and why you
decided to go into the nedical waste collection
busi ness?

A Well, | didn't decide. | -- ny partners,

M. Perrollaz, M. Oson, were getting inquiries from
our custoners, as | understand it. This is not ny

know edge fi el d.
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Q That's fine.

A That -- asking us to come into the business,
because they |iked the service that we've been
provi di ng them on the hazardous waste side.

Q So you didn't -- to your understanding, you
didn't get inquiries just fromout of the blue from
sonme hospital that was dissatisfied with Stericycle,

for exampl e?

A No.
Q It was existing custoners?
A It was only existing custoners.

Q And | know M. Johnson just asked this
gquestion, but | want to clarify it. Your
application, however, is not limted to servicing
those custoners that you provide hazardous waste
service for, is it?

A. No, it's not.

Q And you understand, and |'ve asked M. O son
this, you understand that if you are granted
statewi de authority, you will be required, by the
terms of that permit, to provide service for whonmever
seeks that service?

A | understand.

Q So if you are running one truck and that

truck goes over to Spokane, that truck nay al so have
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to go down to Asotin County. Do you understand that?
A MM hnm
Q Up to Pend Oreille County, Ferry County,
Stevens County, all of those places. Do you think

you can do that if you had one custoner per county,

those counties that |1've nentioned, and |I'Il bet you
there'll be a vet, because there's a ot of anim
stuff over there. |f you had one custoner, Ferry

County, Stevens County, Asotin County, and let's
throwin Garfield County, too, one custoner in each
one of those counties, and that customer wanted to be
pi cked up every two weeks, say, would you be able to
do that with one truck and one driver?

A. I can't answer that, but we will abide by
the requirenents of the permit. W wll do what we
have to do to make this business a success. That's a
commtrment on M. O son's part, and | concur with
hi m

Q And you own about 30 percent of the
busi ness, 29, was it?

A Twenty-ni ne percent.

Q Twenty-ni ne percent. How nmuch of your own
nmoney are you willing to put into this business to
make it a success?

A | don't know how to answer that.



0689

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Well, is there -- have you, within your own
m nd, have you put a linmt on, say, a sharehol der
loan fromyou or nore equity that you' re not going to
go beyond to meke this?

A. I have not put inalimt in my own mnd.

Q How about M. O son?

A You'd have to ask M. O son that.

Q Al right. Now, | understand that you are
i nvolved in some -- personally are involved in sone
ot her busi nesses; correct?

A That's correct.

Q And excuse nme if |'m butchering these nanes.

There's sonmething called Leeward Enterprises. What

is that?
A I nc.
Q I nc.
A That's the corporate nanme for Traffic

Control Services.

Q And what is Traffic Control Services?

A Traffic Control Services is a construction
tenmporary hel p service conpany. W rent out flaggers
and the equi pment for tenporary traffic control

Q And what is your percentage ownership in
t hat ?

A One hundr ed.
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1 Q And how about -- is it the Rem ngton G oup?
2 A The Rem ngton Group is a --

3 Q What is that?

4 A -- real estate hol di ng conpany.

5 Q Is that a corporation?

6 A It's an L.L.C.

7 Q And what is your share of ownership in that?
8 A One hundred percent. Excuse nme. | should

9 say 50. My wife would be very angry if | said --
10 Q I was going to call her and tell her if you
11 didn'"t. And there's sonething else that | can't read

12 here, called the Neptune, maybe?

13 A Nepent he.

14 Q Nepenthe. Spell that, if you would, please?
15 A. N-e-p-e-n-t-h-e.

16 Q G oup?

17 A. Goup, L.L.C

18 Q What is that?

19 A A real estate investnent L.L.C

20 Q And you and Ms. Lee own 100 percent of

21 that, as well?

22 A Yes, that's correct.

23 JUDGE RENDAHL: If you can not talk over one
24 anot her, that would be great. Thank you.

25 Q In considering this application, did you



0691
1 become aware of what are called the affiliated
2 interest rules of the Washington Uilities and

3 Transportati on Comi ssion?

4 A No, I'mnot famliar with those rules.

5 Q Does that termring a bell at all with you?
6 A No.

7 Q If | tell you in a very general way that if

8 you are a regul ated conpany, in this case, a solid

9 wast e conpany, and you are also a principal of a

10 certain percentage in another conpany, that the

11 Conmmi ssion, WUTC, has the right to |ook at the books
12 of that affiliated interest, your other conmpany? You
13 were not aware of that?

14 A No, | was not.

15 Q Does that cause you any concern, that they
16 woul d be able to dig into these three conpani es?

17 A Not at all.

18 Q Al right. Part of the statute that we

19 operate under, M. Lee, indicates that if an

20 applicant, your conpany, applies for a certificate to
21 operate in a territory that's already served by

22 anot her carrier or carriers, the Comrission will only
23 grant that if the, and I'm quoting now, if the

24 exi sting solid waste collection conpany or conpani es

25 serving the territory will not provide service to the



0692

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

satisfaction of the Commi ssion. | think you' ve heard
that quote before in here.

A Sonmething simlar, yes, sir.

Q Al'l right. Do you have any evidence and
will you present any evidence that Harold LeMay
Enterprises is not serving its territory to the
sati sfaction of the Conm ssion?

A I have no know edge of that.

Q Same question regardi ng Consol i dated
Di sposal in Grant County?

A | have no know edge of that.

Q And sane question regardi ng Rubati no Refuse,
Inc. in Everett?

A. Agai n, | have no know edge of that.

Q Al right. |1'mpresum ng that your
enpl oyees are nonunion; is that correct?

A. At Kl een?

Q Yes.

A. They are nonuni on.

Q Al right. And do you expect your driver or
drivers to be nonunion in the nedical waste side?

A I woul d expect so.

Q If those drivers sonmehow becanme uni oni zed,
heaven forbid, but if they did, that would throw al

these figures off, wouldn't it?
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1 A. Most |ikely.

2 Q Do you provide health insurance to your
3 enpl oyees?

4 A Yes.

5 Q What percentage does the conpany pay of the

7 A A hundred percent.
8 Q Hundred percent. How about retirenent

9 pr ogr anf

10 A. We have a sinple I RA program which --
11 Q Go ahead.
12 A -- is enployee contributed, and which the

13 conmpany will contribute up to three percent of their
14 gross sal ary.
15 Q And will that be nade available to the

16 driver or drivers?

17 A Yes.
18 Q Okay. And am | to understand that the --
19 "Il use a garbage term the route truck, the truck

20 that's going to nake the pickups, is the sane truck
21 that's going to take this stuff down to Oregon?

22 A That hasn't been decided. It depends on the
23 -- it will be basically the sanme truck or a truck of
24 the |ike.

25 Q Okay. So in theory, in a one or two-day
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period of time, this truck and driver could go from
Sout h Puget Sound, down to Asotin, up to Pend
Oreille, or vice versa, back across the state through
Spokane, and then down to Salem Oregon; correct?

A. It's possible.

Q Okay. You will be serving Kitsap County,
too, if this is granted. You're aware of that?

A Yes.

Q And assum ng your facility is in South
Seattle, how are you going to get to Kitsap County
from South Seattle, South King County?

A Typically, | would drive around over the

Tacoma Narrows Bridge.

Q You' re aware that, in a relatively short
period of tinme, the Tacoma Narrows Bridge will have
tolls?

A. I''m awar e.

Q Have you figured those tolls into any of

t hese costs?
| have not.
Have you figured the -- any ferry costs?
| have not.

A
Q
A
Q Any ferry costs for serving San Juan County?
A | have not.

Q

You' ve been here the whol e hearing, | think,
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haven't you?

A Most of it.

Q Pretty nuch?

A Yeah, pretty much.

Q As have I. And |I'm going back here to three
pri mary docunents that have been produced here, and
the first one was the proposed tariff, the first
tariff, and that docunment turned out to be totally
i naccurate; correct?

A Yes.

Q In fact, it was -- appeared to be pretty
much a Xerox copy of an old Stericycle tariff. Do
you recall that?

A. That's what | heard testified to, yes.

Q Al right. So that docunent, that first
docunent introduced was redone overnight, and
essentially a brand new tariff was brought in the

next day; right?

A Yes.

Q Al right. The second one | recall are the
operating procedures that M. -- | never knew all the
names -- M. Perrollaz produced yesterday, | think.

Do you recall that?
A Yes.

Q And as | recall, his |ast words were pretty
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1 much that that docunent was -- needed substantia
2 revisions. | think | tried to get himto say it was

3 usel ess, and he wouldn't say that. Do you recal

4 t hat ?
5 A | recall that.
6 Q | do recall himsaying, though, that it

7 woul d be reworked and woul d probably not be reworked
8 intime to be brought into this hearing. Do you

9 recall that?

10 A I think | remenber that. |'mnot sure on
11 t hat one.

12 Q Now, the final docunent that conmes to ny

13 mndis this pro forma, pro form, maybe, | don't

14 know what the plural is on that. Those were

15 initially brought in under -- as Exhibit 41,

16 bel i eve.

17 MR, JOHNSON: Forty-four, | believe.

18 Q Forty-four. And those turned out to be

19 wrong, and then they becane Exhibit Nunber 49, which
20 begat Exhibit 50 and 51, which is actually a profit
21 and | oss. So those documents, as well, turned out to
22 be of no value, as they were originally offered to
23 this Commi ssion. Wuld you say that's a fair

24 st at enent ?

25 A No.
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1 Q So -- well, tell nme -- tell me about Exhibit
2 Nunber 44, then. Am | wong in assum ng that that

3 thing had to be virtually totally reworked?

4 A No.

5 Q Ckay.

6 A. You' re wrong.

7 Q I am w ong?

8 A You are wrong.

9 Q Okay. Go ahead.

10 A The differences between the two documents

11 were based on the review that the CPA did, of

12 Stericycle's, and pointed out that | had nade sone
13 m st akes, a few m stakes, of which the nmi stakes

14 contributed about $15,000 | ess net profit before

15 depreci ation and tax.

16 Q So you --

17 A There were a --

18 Q Go ahead. |1'msorry.

19 A There were a few line itens that | had made

20 m stakes on, and | think we've gone over every one of

21 those line itens.

22 Q And we're not going to do it again, I'll
23 guarantee you of that. But you -- and when | say
24 you, | mean your conpany, not you personally --

25 A Yes.
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1 Q -- produced a docunent that was revi ewed by
2 Stericycle's witness, and then that document was

3 rewor ked, revised, on the basis of what Stericycle's

4 CPA said was wong with it; correct?

5 A That's correct.
6 Q Al right. So you got Stericycle's CPA
7 rewor ki ng your pro forma; you got -- tried to get

8 Stericycle's tariff in; and | don't know where the

9 operating procedures canme from

10 MR, HAFFNER: Your Honor, I'mgoing to

11 object to this questioning, which is nore argunent
12 t han questi oni ng.

13 MR. SELLS: |'ve got one nore question here.
14 MR, HAFFNER: Well, why don't you ask the
15 qguestion, instead of reiterating your argunent for
16 closing and your brief?

17 MR, SELLS: Well, | don't get to make a

18 cl osi ng.

19 JUDGE RENDAHL: I n your brief. Wy don't
20 you ask the question, a non-argunentative question
21 Q Excuse ne. In view of all of that, why

22 shoul d a generator use you instead of just go to the
23 source and use Stericycle?

24 A | can't answer that question

25 MR, SELLS: Okay. That's all | have.
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1 JUDGE RENDAHL: M. Traut man.

2 MR, TRAUTMAN: Thank you

3

4 CROSS- EXAMI NATI ON

5 BY MR. TRAUTMAN

6 Q | just had one area | wanted to clarify.

7 I'm Greg Trautman, Assistant Attorney Ceneral, for

8 the Commi ssion Staff. Wien you were tal ki ng about

9 t he space requirenents in the new space that you were
10 seeking to acquire, okay, currently, you have the 754

11 Garfield space; correct?

12 A Correct.
13 Q And that is the total of about -- is it
14 3,200 square feet or -- of which about -- | have

15 1, 700 square foot office and 1,500 for storage?

16 A That's approxi nate, yes, sir

17 Q And then, if you acquire the new property
18 somewhere in South King County, will that totally

19 replace the Garfield space?

20 A Absol utely.

21 Q And of that new space, that's four to 5,000
22 square feet?

23 A. I"'mtargeting 4,500 square feet.

24 Q Forty-five-hundred, so the 1,000 difference

25 is the difference, then, between -- well, that would
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be 4,500 m nus 3,200, that's 1,300, but that's --
now, of that new area, of the new space, you
allocated it all to warehouse; right?

A Yes.

Q And how did -- so how does that work?
Shoul dn't sone of it be dedicated to office, which is
at a higher rate?

A | don't feel that we're going to need any
additional office staff, at least in the first year
so | don't see any sense in allocating a desk.
Nobody's going to be sitting there.

Q Okay. So the office will be the same. The

remai nder will be warehouse; correct?

A Yes.

Q And t hen, now, of the warehouse, how nmuch
will be refrigerated storage?

A My estimates are 500.

Q Okay. And was there not another estimate of
2,000 by one of the other witnesses?

A Yes, there was. That's what M. O son said.
I don't know where he got the nunmber. Nothing we had
ever discussed, so -- so he and | have a difference
of opinion, which --

MR. TRAUTMAN: That's all | have. Thank

you.
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EXAMI NATI ON
BY JUDGE RENDAHL:

Q And M. Lee, just to follow up on M.
Trautman's question, in your Exhibit 51, when you
di scuss the margi nal expenses of new space, was that
an attenpt to allocate a cost -- costs of the
busi ness, both existing and for the new space between
the existing services the company provides and the
medi cal waste service?

A Basically, yes. A narginal cost analysis is
sayi ng here's what we've got, we're going to add
sonmet hing el se, what extra things is it going to cost
us, in indirect expenses, to do that sonething el se.
I.e., we have a hazardous waste business and we're
going to add a bi onedi cal waste business. Wat do we
have to add to our indirect expenses to accommpdate
that extra piece of business.

Q So --

A So it's on a margi nal basis. Sorry.

Q Okay. So what you did was on a nargina
basi s, as opposed to -- so did you allocate costs
fromthe existing business that m ght be the sane,
such as -- that night address both, such as utilities

or any of that nature? There was no allocation done,
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per se.

A No, not as a stand-al one division, there was
not. The analysis was based on, if | was adding this
extra business, what kinds of indirect expenses woul d
| incur because of it. 1l.e, rent, because we'd have
nore space, utilities, because we'd have extra air
conditioning, cleaning. These are all what | cal
i ndirect expenses. And because it's a margina
busi ness, meaning it adds to the base, these are the
extra expenses that | would incur.

JUDGE RENDAHL: Ckay. That's all | have.

M. Haffner, did you have any redirect?

MR. HAFFNER: Yes, Your Honor

REDI RECT EXAMI NATI ON

BY MR HAFFNER

Q M. Lee, there was -- there were questions
asked of your other businesses. Do any of those
ot her busi nesses involve the ownership or rental of
commercial office space?

A One does. The Remi ngton G oup.

Q From your experience in owning that business
-- and can you explain what that real estate business
is?

A It rents -- it owns a commercial property in
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Bel | evue.

Q How | ong have you owned that property?

A Ei ght years.

Q From your experience of owning that
property, have you garnered experience in | ooking for
ot her rental properties?

A Yes, we have | ooked at other renta
properties to buy as an investnent over the past
five, six years.

Q In looking for space for this venture that
is proposed in this application, where have you
| ooked to find | eads for potential space to operate

this business at?

A. I and ny wife, both -- nmy wife is in rea
estate, residential. She knows a nunber of people in
the comrercial, because occasionally she'll have a

request for commercial acquisitions, so she wll
contact her commercial people, and | know people in
t he business, too, fromny past experiences, so
woul d contact the people | know in the commercia
sal es and/or rental

Q Have you | ooked in the want ads for any --

A. I have also | ooked in the want ads, yes.
That's usually the first place |I go.

Q Have you found any places that m ght be able
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1 to suit your needs that are listed in the want ads?

2 A Wt hout | ooking at them | saw about a dozen
3 in the | ast weekend's paper that -- the warehouse

4 space, at l|least, was all quoted between 45 and 65

5 cents a square foot. There were about a dozen of

6 themin the paper

7 Q Has Kl een Envi ronnental Technol ogi es ever

8 had a line of credit?

9 A Yes, we had a line of credit for about four

10 years, required by our bondi ng conpany, and | don't

11 know -- we still don't understand why they required
12 it, but they did, and we've got -- we had a $100, 000
13 line of credit, which we never called on or a need to

14 use in the four years, so we finally got another

15 bondi ng conpany and we dropped it.

16 Q Are you confident that you could obtain

17 another line of credit if you needed it to assist
18 with this new business venture?

19 A Wt hout a doubt.

20 Q If this application were granted, how | ong
21 do you think it would take you to obtain | ease of a
22 space to operate this business?

23 A. Sixty to 90 days. | nean, there are vacant
24 spaces that are available today that | could nove

25 into, but I'mtal king about doing the research to



0705

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

meke sure we find the right one and nove in.

Q And would that -- let me ask -- let ne
rephrase the question here. Have you investigated
the cost of installing refrigeration equi pment at
that facility?

A | have.

Q Do you know what that cost would be?

A The | ast quote | got was about 7,500 for the
air conditioning, plus -- | don't have a firm quote
yet on the insulated walls yet at this point.

Q If this application is granted, how | ong do
you think it would take you to obtain the vehicles
that you've identified as necessary to provide the
services?

A. According to Harris Ford, ny agent up there,
he coul d probably have themw thin a week, Dependi ng
on our specifications.

MR. HAFFNER: No ot her questions, Your
Honor .
JUDGE RENDAHL: Any re-cross, M. Johnson?

MR, JOHNSON: Yes. Thank you, Your Honor

RECROSS- EXAMI NATI ON
BY MR, JOHNSON

Q M. Lee, if you were going to present a pro
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forma with respect to the proposed nedi cal waste
col l ection business on a fully allocated basis, it

woul d ook quite different than it does here, would

it not?
A. I don't know what you nean by fully
al | ocat ed.
Q Well, for exanple, you're assum ng that

exi sting office personnel would serve both the
exi sting hazardous naterials business, hazardous
wast e busi ness, and the new bi onedi cal waste
col | ection business, are you not?

A I am

Q But you're not allocating either their space
cost or their salary cost to the new business, are
you?

A | am not

Q So -- and you could run that through the
whole list here. | mean, we're tal king about the 800
nunbers, for exanple. You're talking about a
mar gi nal cost of seven bucks, perhaps, per nonth,
based on 100 calls at seven cents, if | remenber the
exanple, but if you were going to allocate based on
t he percentage of revenue, for exanple, that you
anticipate fromthe new nedical waste collection

busi ness conpared to the revenue that you typically
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earn in the existing business, you would allocate
something like a third of all the utility costs,
woul d you not? A third of the 800 nunber cost, a
third of the office space cost, all of those things,
woul d you not ?

A. No, why woul d you assune that | would use
that system of allocation based on revenue? No, |
woul d al |l ocate -- if | were to do that, | would
al |l ocate based on usage.

Q But, again, you would at |east make an
effort to calculate an allocation or cone up with a
pl an based on sonme system of allocation, not a
mar gi nal cost basis; right?

A. If I were doing an allocational basis, yes,
there woul d be sone met hod of allocation, but not
necessarily on a percentage of revenue.

Q But that woul d be one?

A That is one nethod, yes.

Q Met hod. Common net hod; right?

A Well, | don't knowif it's common. It is a
met hod.

Q But you have not allocated costs that would
be incurred for facilities, services, personnel that
woul d be perform ng services for both sides or would

be used in both sides of the proposed business, the
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exi sting business and the nedi cal waste collection

busi ness?

A O our office personnel

Q No, the whol e range of your cost?

A. O our -- we have, in the direct expenses,
the drivers, the general manager, they are -- they

are directly deducted or specified in the pro fornas.
But you're tal king about allocation of office
expense, and | have no office personnel

Q I'"mtal ki ng about space, too.

A Well, | cannot visualize in nmy mind at the
vol unes we're deal i ng about that we woul d need extra
space. | don't need an extra desk for soneone.

Q Bear with me, M. Lee, but I'm-- if M.

O son is sitting at the one desk and he's perfornmng
functions that are relevant to both the existing
busi ness and t he proposed busi ness, shouldn't his
costs be allocated and shouldn't his space cost, as
wel |l as his |labor cost, be allocated?

A It's a theory that one -- you could use,
yes. It isn't necessarily one | would use.

Q Do you know whether the Utilities and
Transportation Conm ssion, within its accounting
requirenents related to annual reporting, would

require such an allocation?
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A. I do not know that. But if it's required,
['1l doit.

Q Don't you also think, if it's required, it
should be -- the pro forma should be built on that
basis, as well?

A. | built ny pro formas on the basis of
mar gi nal cost from a busi ness perspective, not an
al |l ocated cost.

Q M. Lee, when you | ooked at the newspaper
| ast weekend and saw 12 sites that might work for, as
you' ve said, | believe, for the proposed new facility
for Kleen Environnmental, did you visit any of those
sites?

A No.

Q So you're just tal king about the squib in
the ads in the paper?

A I'"mtal ki ng about the squibs in the ad in
t he paper, and 12 of them had all prices for
war ehouse space between 45 and 65 cents per foot, and
that just substantiates in nmy mnd what we woul d have
to pay for our space, what we're requiring.

Q You have no --

A And that there were a dozen of themthat
were in the paper, so there are properties available

at that price, and that's only the ones adverti sed.
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Q But you have no i dea whet her those
properties have a 15,000 square foot fenced vehicle
storage yard, do you?

A No, | don't.

Q So what we're looking for is alittle -- |
guess you haven't provided us with any basis to think
that this 45-cent to 65-cent square foot figure is a
reasonabl e projection of what you would actually

incur to find the kind of facility you' re | ooking

for.
MR, HAFFNER: Objection, argunentative.
JUDGE RENDAHL: |Is there a question there?
Q Isn't that right? | nean, have you provided

us a basis to conclude that those per-square-foot
rates are anything that the Conm ssion should rely on
in identifying the potential costs of acquiring space
in a building to store bionedical waste with a 15,000
square foot storage yard?

MR, HAFFNER: Objection, calls for a lega
concl usion. Asked for what the Conm ssion would rely
on.

Q Well, are you asking the Conmi ssion to rely
on these nunbers that you've given us?
A I'"monly saying that, based on ny know edge

of marketplace, the commercial marketplace, that |
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shoul d be able to rent a building of a margi nal 1, 000
square feet of warehouse space at 65 cents a square
foot. That's all I'mstipulating.

Q So that isn't what you're actually | ooking
for, though? You're |looking for sonething quite

different, are you not?

A I'"m | ooking for a 4,500 square foot
bui I di ng.
Q Pl us 15,000 square feet of fenced vehicle

yard space?

A Yes, or sonething that will work, yes. That
woul d be ny ideal, yes.

Q So none of these squibs that you saw in the

paper identified that kind of facility, did they?

A. No, that wasn't the intent of |ooking in the
paper.
Q | understand. | think I understand what

you' ve testified to now.

A. Al right.

Q So when you told M. Haffner that you
t hought you could find | eased space to nobve into
within 60 to 90 days, if the application was granted,
you really don't know that, do you?

A | don't know that for a fact, no, but |

suspect | should be able to, only because there were
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so many facilities listed in the paper. | don't know
if they're going to fit ny needs, but there were a
ot in the paper, and according to both brokers |'ve
spoken with over the |ast several weeks, there are a
ot of facilities avail able, because vacancy rates
are very high in South Sound.

Q You haven't given us any indication fromthe
brokers that you refer to now that -- again, you're
tal ki ng about things people have told you outside
this hearing room You haven't given us any
statement by those folks as to what -- that would
denonstrate the kind of facility you've identified.

MR. HAFFNER: bjection. W're having nore
argunent and no questi on.

JUDGE RENDAHL: | would agree. You'll have
an opportunity to make your argunent in brief.
There's a direct question that you can ask. | also
bel i eve that you've asked that question a few tines.

MR, JOHNSON. Perhaps | have, Your Honor

Q M. Lee, | believe you said that you thought
you could get the vehicles you' re looking for froma
deal ership within a week, depending on -- | believe
your exact testinmony was depending on specifications?

A Yes.

Q Dependi ng on what specifications?



0713

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. That the specified truck that we want is
avail able locally. Al of the dealers trade
i nventory and --

Q So it's uncertain whether the truck that you
need woul d be available locally?

A. We're | ooking for a plain Jane 24-foot van,
and they are not rare. That's all | can say, and
that's what Bob Harris told ne.

Q Do you know whet her the box, the floor of
the box needs to have special characteristics to be
able to haul nedical waste?

A I do not know that specification.

Q So you did not specify anything specifically
to the folks at the dealership with respect to the
ki nd of box that would be -- that is specifically
required for nedical waste?

A No, | did not. | do know we have
contai nnent in our own trucks, and I'm assumng it
will be sonmething simlar to that. But | don't know.
' m not a technician.

MR, JOHNSON: That's it for ne. Thank you.
JUDGE RENDAHL: M. Sells, any re-cross?
MR SELLS: No, ma'am

JUDGE RENDAHL: M. Trautman.

MR. TRAUTMAN:  No.
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1 MR. HAFFNER: One question, Your Honor?
2 JUDGE RENDAHL: Go ahead.

3

4 REDI RECT EXAMI NATI ON

5 BY MR HAFFNER

6 Q M. Lee, is it your understanding that the
7 facilities that you will be | ooking at for renting
8 for the business you're proposing will typically have
9 fenced yards at the rates that you have been

10 observing in the paper and were quoted by your rea
11 estate agent?

12 A Based on ny experience in the past and

13 | ooki ng at prior properties, many of the properties
14 have a fenced yard, because, typically, a

15 si ngl e-story warehouse/ of fice building, and nmany of
16 t hem have an attached, because they're sitting on,

17 you know, half an acre, quarter of an acre.

18 MR. HAFFNER: No ot her questi ons.

19 JUDGE RENDAHL: M. Johnson

20

21 RECROSS- EXAMI NATI ON

22 BY MR, JOHNSON
23 Q M. Lee, you haven't actually gone | ooking
24 for such a facility, have you? Have you actually

25 gone to these sites that you are claimng exist out
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t here and exami ned thenf

A As | said before, | have not.

Q So you haven't actually | ooked for the type
of facility that you will need to enter into this
medi cal waste collection business?

A. The sane answer to your sane question. |
have not .

MR. JOHNSON: Thank you, sir

JUDGE RENDAHL: |Is there anything nore for
this witness?

MR, HAFFNER: No, Your Honor

JUDGE RENDAHL: Ckay. Thank you very much,
M. Lee. You can step down. You may -- you'l
remai n under oath, because | understand you may be
brought back next week, dependi ng on what our
di scussion is, so --

THE W TNESS: | understand that.

JUDGE RENDAHL: Ckay. So thank you very
much, and you nmmy step down.

THE W TNESS: Thank you.

JUDGE RENDAHL: Let's be off the record.

(Di scussion off the record.)

JUDGE RENDAHL: Let's go back on the record.
While we were off the record, we talked a bit about

schedul i ng for next week's hearing. | received a
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1 list of shipper witnesses from Kl een Environnental,
2 whi ch includes seven witnesses, and M. Haffner has
3 agreed to provide by tonorrow norning any date

4 restrictions and time restrictions for these seven
5 W t nesses.

6 We' Il endeavor to have M. Rogers and M.
7 Kni ght appear on the sanme day, preferably on

8 Wednesday, if they're available, and Stericycle has
9 provided its one witness at this point, Robb Menaul
10 Senior Vice President of the Washington State

11 Hospital Association, who is only avail able on

12 Wednesday, preferably Wednesday norning.

13 Parti es should, by noon on Mnday, send to
14 me el ectronically the names or general identities of
15 their rebuttal w tnesses, and any exhibits, any

16 rebuttal exhibits for those witnesses. |f those

17 rebuttal exhibits are avail abl e sooner, they should
18 be circulated to counsel and nyself.

19 On Wednesday norning, the 6th, the parties
20 shoul d identify any cross tinmes for those rebutta
21 Wi tnesses so we can plot out whether we actually need
22 the 12th. And at that time, we'll also discuss

23 whet her we need the 12th for additiona

24 shi pper/ generator witnesses on Stericycle's behal f,

25 and for M. Sells' clients' behalf, and take it from
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1 t here.
2 So the two other housekeeping natters we
3 have remaining -- oh, | should add, M. Johnson may

4 request witten shipper statements. At this point,
5 Kl een Environnental is not willing to stipulate to

6 such statements, so we'll address that if the need

7 ari ses.

8 Two housekeeping matters. First, off the

9 record we di scussed M. Wash's testinony for

10 Consol i dated Di sposal Services. W had di scussed

11 havi ng hi m appear next week, but the parties have

12 agreed to stipulate to admitting his testinony

13 wi t hout his appearance. And M. Sells has stipul ated
14 that the territory Consolidated Di sposal Services

15 serves is Grant County, and that there are currently
16 no conpl ai nts agai nst Consol i dated Di sposal Services
17 for its nedical waste services. |Is there anything
18 have omtted on that discussion?

19 MR, SELLS: |If the applicant w shes to put
20 their annual report into evidence, we have no

21 objection to that.

22 JUDGE RENDAHL: All right.
23 MR, SELLS: They bei ng Consol i dat ed.
24 JUDGE RENDAHL: So M. Haffner, you nmmy be

25 submtting exhibits for M. Wash as the annua
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reports for Consolidated Disposal ?

MR, HAFFNER:  Yes, Your Honor

JUDGE RENDAHL: All right. At this point,
"1l admit Exhibit 160-T and 161, and if Kl een
chooses to subnmit the annual reports for that
wi t ness, then we can address that at that tinme.

The only other remaining issue is M. Lee's
testimony. M. Johnson, is your objection stil
hol ding until tomorrow, or can we address at |east

40-T through 44?

MR, JOHNSON: | think we can address those.
| actually think we can go ahead and adnit -- let's
see. W should be able to admt -- we have no

objection, let me put it that way, to admtting 40-T,
40 -- 40-T.

JUDGE RENDAHL: Forty-one's already been
admi tted.

MR. JOHNSON: Forty-one's in. Forty-four,
46, 49, 50 and 51

JUDGE RENDAHL: But not 42 and 437

MR, JOHNSON: Forty-three is problematic in
that M. Lee did not prepare it and didn't provide a
foundation for that.

MR, HAFFNER: May | respond, Your Honor?

JUDGE RENDAHL: Pl ease do.
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MR. HAFFNER: | think it should be admtted
as a docunent that he relied upon to prepare the pro
formas, and that is what his testinmny was. It's not
testimony as to the accuracy of the nunbers provided
there, | believe, except for the | ease nunbers, which
he testified he verified by tel ephone.

MR, JOHNSON: Actually, | think -- |I'm not
sure they're | ease nunbers, but they're costs
associated with the trucks.

MR, HAFFNER: Right, the vehicle | ease. Oh,
maybe it was vehicle val ue.

MR. JOHNSON: | think it was vehicle cost.

MR. HAFFNER:  You mi ght be right.

MR, JOHNSON: But | have no objection to its
adm ssion for that purpose.

JUDGE RENDAHL: For the purpose that he
relied upon it to prepare the pro formas?

MR. JOHNSON: Right. Oherw se, he's not --

JUDGE RENDAHL: Well, | think the record is
clear that he didn't prepare it, and so | think we
have enough evi dence in the record concerning the
exhibit. So | would admit 43. Now, what about 427
It is aletter fromM. Lee.

MR JOHNSON: It seens a strange way to

present evidence, to have M. Lee, who's personally
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present, subnmit a letter that he previously wote to
M. Odson. | guess | --

JUDGE RENDAHL: Well, | guess what is your
objection to the adm ssion?

MR, JOHNSON: My objection is that it's
hearsay, that M. Lee did not testify with respect to
the contents of this letter.

MR. HAFFNER: He wrote the letter. He
acknow edged - -

MR, JOHNSON:. | understand. It's hearsay
for hinself.

MR. HAFFNER: He acknow edged that he signed

the letter. It was his letter
JUDGE RENDAHL: I'mgoing to admt it. |
think it's -- he authored it, you could have

cross-exani ned himon the contents, it was verified
that he wote the letter. | think it will be
adm tted, and whatever the value of it is, we'l
address it at that point. So at this point, I'm
going to admt into the record Exhibits 40-T, 42, 43,
44, 46, 49, 50 and 51. Did | catch everything?

MR. HAFFNER: Yes, Your Honor

JUDGE RENDAHL: All right. Wth that, is
there anything nore before we go off the record for

today? Hearing nothing, we'll be recessed unti
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1 tonorrow norning at 9:30. Let's be off the record.

2 (Proceedi ngs adjourned at 4:10 p.m)
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