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BEFORE THE WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COVM SSI ON

In the Matter of the
Appl i cation of

Docket No. UT-021120
QVNEST CORPORATI ON
Vol une V
Regardi ng the Sal e and Pages 362 to 576
Transfer of Qmest Dex to
Dex Hol di ngs, LLC, a
non-affiliate,

— N N N N N N N N N

A hearing in the above matter was held on My
21, 2003, from9:00 a.mto 4:50 p.m, at 1300 South
Evergreen Park Drive Southwest, Room 206, O ynpia,
Washi ngton, before Adm nistrative Law Judge DENNI S MOSS
and Chai rworman MARI LYN SHOMLTER and Commi ssi oner

Rl CHARD HEMSTAD and Conmi ssi oner PATRICK J. OSHI E.

The parties were present as follows:

QVEST CORPORATI ON, by LI SA ANDERL and ADAM
SHERR, Attorneys at Law, 1600 Seventh Avenue, Suite
3206, Seattle, Washington 98191, Tel ephone (206)
345- 1574, Facsimle (206) 343-4040, E-Mil
| ander| @west.com and by PHI L ROSELLI, Attorney at Law,
1801 California Street, Suite 4900, Denver, Col orado
80202, Tel ephone (303) 672-2887, Facsimle (303)
295-7049, E-Mail prosel |l @west.com

THE PUBLIC, by ROBERT W CROWELL, JR.,
Assi stant Attorney General, 900 Fourth Avenue, Suite
2000, Seattle, Washington, 98164-1012, Tel ephone (206)
464- 6595, Facsimle (206) 389-2058, E-Mil
robertcl@atg. wa. gov.

Joan E. Kinn, CCR, RPR
Court Reporter
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THE COWM SSI ON, by SHANNON SM TH, Assi st ant
Attorney Ceneral, 1400 South Evergreen Park Drive
Sout hwest, Post O fice Box 40128, O ynpia, Washington,
98504- 0128, Tel ephone (360) 664-1192, Facsinmle (360)
586-5522, E-Mail ssmith@wtc.wa.gov; and by GREGORY J.
TRAUTMAN, Assistant Attorney General, 1400 South
Evergreen Park Drive Southwest, O ynpia, Washington
98504- 0128, Tel ephone (360) 664-1187, Facsinmle (360)
586- 5522, E-Mail gtraut man@wtc.wa. gov.

DEX HOLDI NGS, LLC, by BROOKS E. HARLOW
Attorney at Law, MIIler Nash LLP, 601 Union Street,
Suite 4400, Seattle, Washington 98101, Tel ephone (206)
777-7406, Facsimle (206) 622-7485, E-Mil
br ooks. harl ow@ri | | ernash. com and by BI LL CONNORS,
Attorney at Law, MIler Nash LLP, 601 Union Street,
Suite 4400, Seattle, Washington 98101, Tel ephone (206)
622-8484, Facsimle (206) 622-7485, E-Mil
bill.connors@rillernash.com and by R CHARD R. CAMERON,
Attorney at Law, Latham & Watkins LLP, 555 El eventh
Street Northwest, Suite 1000, Washington, D.C.
20004- 1304, Tel ephone (202) 637-2200, Facsimle (202)
637-2201, E-Mail richard.cameron@w. com

DEPARTMENT OF DEFENSE, FEDERAL EXECUTI VE
AGENCI ES, by STEPHEN S. MELNI KOFF, Attorney at Law,
Regul atory Law Office, U S. Army Litigation Center, 901
North Stuart Street, Suite 700, Arlington, Virginia
22203-1837, Tel ephone (703) 696-1643, Facsimle (703)
696- 2960, E-Mail stephen. nel ni kof f @qda.army.ml.

WEBTEC, by ARTHUR A. BUTLER, Attorney at Law,
Ater Wnne LLP, 601 Union Street, Suite 5450, Seattle,
Washi ngton 98101, Tel ephone (206) 623-4711, Facsimle
(206) 467-8406, E-Mil aab@terwnne.com
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W TNESS: PAGE:
GEORGE A. BURNETT
Direct Examination by M. Roselli 388
Cross- Exani nation by M. Trautnman 390
Exam nati on by Chai rworman Showal t er 416
Exami nati on by Conm ssioner Henstad 426
Exam nati on by Conmi ssioner Oshie 429
Exam nati on by Chai rwoman Showal ter 435
Recross- Exam nation by M. Trautnman 440
Redi rect Examination by M. Roselli 442
Examni nati on by Chai rwoman Showal ter 450
Recross- Exam nation by M. Trautnmn 452
ANN KOEHLER- CHRI STENSEN
Directi on Exam nation by Ms. Ander| 455
Cross-Exanmi nation by M. Trautmn 457
Cross-Exanination by M. Trautman (cont'd) 485
Exam nati on by Chai rworman Showal ter 489
Exam nati on by Conm ssi oner Henstad 496
Exami nati on by Comnmi ssioner Gshie 497
Recross- Exam nation by M. Trautnmn 498
Redi rect Examination by Ms. Anderl 499
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PROCEEDI NGS

JUDGE MOSS: Staff distributed to the Bench
and | assune to the -- no, | take it back, it was Qnest.
Qnest distributed to the Bench and to the parties sone
data responses that canme in and that were previously
identified as exhibits, and so those are already
nunbered, and it just fleshes out the material in your
not ebooks.

We received | ast evening the supplementa
testimony and exhibits filed on behalf of the Federa
Executive Agencies, Departnment of Defense, by Charles W
King, that's five docunents. For identification, | have
mar ked the suppl enental testinmony as Exhibit Nunmber 286.
Then we have Exhibit 287C, which is a conparison of rate
payer benefits; 288C, a graphic presentation of the
conpari son of rate payer benefits; 289, described as
present val ue of the agreenent; and 290, Dex Hol di ngs
response to DoD/ FEA Data Request |-2.

In addition, we have received this norning
suppl enental direct testinony fromDr. Selwn. [|I'm
mar ki ng that for identifications as Exhibit Nunmber 363.

And we received suppl emental testinmony from
Dr. denn Blacknmon. |'m marking that as 421C. And
Dr. Bl acknon's testinony is acconpanied by an exhibit,

conpari son of proposals, nunbered 422 for
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i dentification.

We al so received this norning the response hy
Dex Hol di ngs witness Kennard to the record requisition
i nterposed by Staff during M. Kennard's
cross-exam nation. | believe | had previously assigned
Nunber 252 to that, and that will be its nunber.
Typically if there are objections to that sort of thing,
we hear themat the time of the requisition, and | heard
none, but | will ask.

And apparently there are no objections, so it
will be admitted, and | will nmark that as adm tted today
since we received it today.

I am wondering too so that we make good use
of our tinme here, there are certain exhibits that |
expect not to be controversial. For exanple, we have
these two very large volumes up here which we pre-marked
as Exhibit Number 1, which are all the transactiona
docunents related to this, and | don't see any --
there's no particular wtness sponsor, but why don't we
see about admitting that. |Is there any objection to the
adnmi ssion of the transaction docunents?

Al right, well, we will go ahead and admt
Exhi bit Nunmber 1 as of today.

Now parties will wish to continue, | expect,

to refer to individual portions of that that they have



0372

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

tendered as potential cross-exam nation exhibits. But
if there is a need to refer to something that hasn't
been previously identified, then we can always refer
back to Exhibit 1 for that.

I woul d propose as well since we're going to
be tal king about it that we go ahead and accept as an
exhibit in the proceeding the stipulation and settlenent
agreenent anong signatories Qwmest, Dex Hol di ngs, Public
Counsel , AARP, and WeBTEC, Exhibit Nunmber 2.

And hearing no objection to that, we will go

ahead and admit that, and people can refer to it freely

t hen.
MR, SHERR: Your Honor, Adam Sherr, Quwest.
JUDGE MOSS:  Yes.
MR, SHERR: | believe DoDis also a signatory
to the --
JUDGE MOSS: | apol ogi ze, thank you for

correcting that, so DoD)FEA | will add at the end.

And by way of further housekeepi ng noving on
fromexhibits, | think that probably conpletes the
housekeepi ng on the exhibits.

M5. SM TH:  Your Honor, Shannon Smith for
Commi ssion Staff. | have copies of Exhibits 91 and 92,
whi ch were responses to data requests that were filed

subsequent to the pre-hearing conference where we
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di stributed the exhibits, and those cross exhibits were
mar ked for the testinmny of M. Reynolds. However, |

| earned from counsel the other day that he woul d have
deferred those questions to M. Cunmm ngs, and so these
two exhibits plus sone others we will be dealing with in
the cross-exam nation of M. Cummings, and | would |ike
to know fromthe Bench whether you would like nme to
distribute these copies now or wait until a few nonments
before he takes the stand.

JUDGE MOSS: Let's go ahead and do it now.

MS. SM TH. Thank you, Your Honor.

JUDGE MOSS: And we will renunber those,
that's 91 and 92 you say. All right, so those happen to
fall at the end of a set, so convenient sinply renunber
and nmeke those 203 and 204 so that they are identified
Wi th witness Cumn ngs.

And | should note if |I did not previously
that Staff also passed out this norning, and I'm sure
the parties have it as well, sone updated material with
respect to Exhibit 146 and 149. So if you don't have
the updates, you will need to check with Staff.

Did you have those, let's see, we already
have 91, no, you're going to hand them out now, 203 and
204.

MS. SMTH.  And |' mrenunbering those, Your
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Honor .

JUDGE MOSS: Okay, good. Wiile you're
renunbering those, | will just talk about w tness order
alittle bit.

MR, SHERR: Your Honor, sorry to interrupt.

JUDGE MOSS: That's all right, we'll get
through the exhibits here in a mnute | guess. GCo
ahead.

MR. SHERR: Adam Sherr for Qwest.

JUDGE MOSS: Sure.

MR. SHERR: One other exhibit related
housekeeping matter, and | advised Ms. Smith of this
prior to convening today. Qwest has identified two new
cross exhibits for Ms. Folsom Both are newspaper
articles that have been published since we marked
exhibits in this case

JUDGE MOSS: Okay.

MR. SHERR: | have handed a copy to Ms. Smith
and to Ms. Folsom Unfortunately | only brought ten
copies foolishly thinking that was sufficient, but |
will bring the requisite nunber after |unch today.

JUDGE MOSS: Yeah, why don't we deal with
this at lunch, okay.

MR, SHERR: Okay.

JUDGE MOSS: So let's take this one up at
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l unch when you have all the copies. | wll need six up
here.

MR. SHERR:  Your Honor, apparently we have
one nore housekeeping matter relating to --

JUDGE MOSS: Co ahead.

MR, SHERR: It's just been pointed out to ne
that there are two cross exhibits that are duplicates
among those that have been marked already. Exhibits 404
and 405 have been replicated as 445 and 446, so we may
be able to renove one of those sets.

JUDGE MOSS: Okay.

MR. SHERR: They are for different w tnesses.

JUDGE MOSS: All right, well, let's note that
agai n when we get to those witnesses.

MR, SHERR: Thank you, Your Honor

JUDGE MOSS: | don't want to take that up
just right at this nonent. | may actually just do
sonmet hing about it in the interimand announce it to the
parties.

Al right, while we remain on the record
taki ng care of our housekeeping matters, | think we now
have concluded the exhibits. | will say that for, what,
is that the fourth or fifth tinme, I think we have made
it nowin terns of cleanup.

W tnesses. We have had M. Kennard, of
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course. The order that | believe we will follow and I
want to announce this so that we can have any
corrections that we need to have, have M. Burnett

foll omed by Ms. Koehl er-Christensen foll owed by

M. Gate followed by M. Mabey. And then |I have tal ked
to some counsel, not all counsel, M. King is here and |
went ahead and schedul ed him for Thursday norning. W
have a session Thursday nmorning, and so he is from
Washington D.C. I'mtrying to accommpdate wi tnesses who
are traveling as best we can, so Thursday norning for
M. King.

Friday | would expect we will have
M. Cummings and Dr. Selwn. And then the follow ng
week on Thursday | would expect us to have M. Brosch
and M. Bl acknon, and | have put Ms. Fol somon the
Fri day, but we nay be able to fit her in sonmewhere
earlier, we'll just have to see how things go in terms
of the lengths of exam nations and what not.

Now as to Dr. Taylor, ny understanding is
that it's one of those that if you don't, | won't
situations where everybody is saying, well, if nobody
el se has questions, then we don't need to have him So
at this juncture, we have no need to have Dr. Tayl or
appear, and we can have his testinmony and exhibits by

stipulation as to cross-exam nation, that there will be
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no cross. O, of course, Qwmest may choose to put
Dr. Taylor on. He's identified as a witness. So have
you reached a decision on that, M. Anderl?

M5. ANDERL: Yes, Your Honor, | think it
woul d be our preference to offer Dr. Taylor to testify
ei ther next Wednesday or next Thursday.

And | did want to al so point out to you that
you didn't identify M. Reynolds as being a witness on
Wednesday the 28th.

JUDGE MOSS: That's because it's not on ny
notes, but that was what was intended, of course. Thank
you, Wednesday the 28th.

MS. ANDERL: And | haven't yet been able to
speak with Dr. Taylor live, and we will pin down a day,
ei t her Wednesday or Thursday.

JUDGE MOSS: Next week?

MS. ANDERL: Yes.

JUDGE MOSS: Okay, and then the other thing
is Dr. Kalt.

CHAI RMOVAN SHOWALTER: | have a question
about that. | thought we had just said nobody is going
to cross examine him M personal preference is always
to have people here live. On the other hand, if he
travels all the way here and no one has a question --

MS. ANDERL: M understanding was that Staff
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woul d not have -- if he did not appear, Staff would not
have questions for him but that it mght be if he were
here in the hearing room both the Bench and ot her
parties m ght want to speak with hi mabout his
testinony, and we're willing to nake himavailable to do
t hat .

MR, TRAUTMAN:  Well, no, our position was as
the Chair said, if no one el se has questions, then we
don't. That was what our position was.

CHAl RMOVAN SHOMWALTER:  Well, if you don't
m nd having himcone here at the risk that he sinply
comes and sits in the chair and steps down, that's
great, because | think the greater probability is he
will get in the chair and we will have questions.

MS. ANDERL: That was ny thinking as well,
and that's why we would |ike to bring himin.

MR. CROWAELL: Your Honor, also | think we
had agreed that M. Brosch would be on Friday next week.
JUDGE MOSS: Did we agree to that?

MR. CROWELL: | believe so, and he is
able --

JUDGE MOSS: We can agree to that.

CHAI RWOVAN SHOWALTER: We di d.

JUDGE MOSS: That's fine, not a problem

MR, CROWELL: | have confirmed with him he
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will be able to fly out, get here about m dni ght
Thursday and be here Friday norning.

JUDGE MOSS: That's right, we had a | engthy
di scussion about that. Well, I"'mslipping in ny niddle
years, okay.

Now di d we want to tal k about Dr. Kalt?

MR. HARLOW No, Your Honor.

JUDGE MOSS: You have sonething el se?

MR. HARLOW Yeah, sonething you haven't
heard of .

JUDGE MOSS: Ch, no.

MR, HARLOW And | wanted to give you a heads
up. We have issued a subpoena to M. Lott of the
Commi ssion Staff, and Staff has accepted that reserving
obj ections other than service. And the reason we have
done that is that we have issued a series of data
requests in which Dr. Blacknmon was |listed as the
Wi tness, but M. Lott was listed as the respondent. W
still have sone confusion regardi ng those responses, and
whi ch rather than noving to conpel, we decided to dea
with through cross-examination. And it's quite possible
that Dr. Blacknon will be able to answer our questions.
But in the event that he is not able to do so, we wanted
to have M. Lott as a backstop. And so what | propose

that we do is, if it's agreeable to Staff, is that we
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defer any notions to strike until after Dr. Blacknon
testifies and that we pencil in M. Lott for Friday at
the end of the proceeding since it's quite possible that
we won't need to call himas a witness in any event.

JUDGE MOSS: Well, he is located conveniently
to us, and so we will no doubt be able to squeeze himin
either on Friday or Thursday.

MR. HARLOW | don't know if he has any
availability issues, Your Honor, on any of those days.
That may change t hings.

JUDGE MOSS: We'll work it out.

Al right, now but we do have the question of
Dr. Kalt. As in the case of Dr. Taylor, at this
juncture my understanding is that parties at |east have
said they don't have questions for Dr. Kalt unless
sonmeone el se has questions for Dr. Kalt. And presumably
that woul d be naybe questions fromthe Bench, so maybe
we can resolve -- Dr. Kalt is here, and so --

MR. HARLOW  Your Honor, we had intended that
he be here for Dr. Selwn's cross-exani nation anyway, SO
at this point his availability is not an issue.

JUDGE MOSS: The question is whether we need
to have himtake the stand, and | have not consulted
with the Comm ssioners on that subject, so we wll

probably need to discuss that and tal k about it again
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later.
M5. ANDERL:  Your Honor.
JUDGE MOSS:  Yes.
MS. ANDERL: Just a couple of additiona
thi ngs maybe. | know that we had intended to defer al

cross-exani nation of w tnesses supporting and opposing
the settlement until next week. However, it does | ook
like we will have time to start on the cross of

Dr. Selwn, and because of the ampunt of time | have
estimated already on his pre-filed testinony from March
it would be nmy preference to start on himthis week. |
just wanted to nake sure that we were all okay with
that. He did file testinony in opposition to the

stipulation, and | believe it's likely that if he's not

on the stand until Friday | will be ready to cross him
on that as well, but | have only had it for a couple of
m nut es.

JUDGE MOSS: Yeah, the schedule that | have
outlined for you is based on ny eval uation of the
estimates of cross-exam nation time, not even including
the settlenent material. And so | think in order to get
everyt hing done, we're going to have to start Dr. Selwn
this week, because there's nearly four hours of
cross-exam nation indicated for himalone, so we wll

have to do what we can.
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CHAl RWOMAN SHOWALTER: There's just one ot her
t hi ng, maybe you were going to nention this, but
tentatively on Wednesday we would start at 10:45, but we
will be able to give you a later estimate | think by
tonorrow, or no, nmaybe by Friday.

JUDGE MOSS: Now | believe fromny
perspective at |east that conpletes our housekeepi ng
matters and that we are ready to proceed with
M. Burnett.

MR, SHERR:  Your Honor, at the risk of you
throwi ng sonething at ne, | do have but one nore
procedural matter to bring up

JUDGE MOSS: Al right.

MR. SHERR: And that relates to
Dr. Bl acknon's revised testinmony that was filed | ast
Wednesday afternoon, the 14th. Qeaest has now had an
opportunity to read that very carefully and to
under st and what has changed in that testinony, and Qmest
is quite concerned. Initially I think our response, our
i nternal response was that we were going to nove to
strike that testinony. G ven the changes in the
schedul e and the opportunity for cooler heads to
prevail, we would instead prefer and ask that Qwest have
the opportunity to file | guess you would call it

surrebuttal testinmony of M. Reynolds in response to the
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changes in that testinony.

JUDGE MOSS: When woul d you propose to do
t hat ?

MR. SHERR: We could do that -- we could
provide it to the parties on Monday, so we could do it
over the weekend, provide it to the parties on Mnday,
understanding that it's a holiday so that we couldn't
actually file it, but we could E-mail it to the parties
on Monday and file it first thing Tuesday norning.

I can go on at length if you would Iike about
why we need to do so, but.

JUDGE MOSS: All right, we'll hear your
argunment then, and we'll also give Staff an opportunity
to respond, and then we'll make a determ nation

MR, SHERR: Thank you, Your Honor, and | will
try to keep it as brief as | can.

JUDGE MOSS:  Sure.

MR. SHERR: The testinony that was filed | ast
Wednesday in Quwest's estimation can only be described as
surrebuttal testinmony. It was not in the nature of an
errata, it was not technical fixes or changes in
spelling or citations, but was a whol esal e change to
Dr. Blacknon's ultinmte recomrendation in this case, not
only fundanmental changes, but also adding a ton of

speci fics that were not there previously in his March 18
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testi nony.

Qwest is very concerned about that, because
it's, nunber one, inconsistent with the second
suppl enental order which set out the procedural schedul e
in this case, which gave Staff the opportunity to file
testimony on March 18th, which it did. Had Staff been
under the inpression that it needed to file surrebutta
testi mony, what woul d have been appropriate woul d have
been a long tinme ago for Staff to have filed a notion
asking for leave to do so. That woul d have given Quest
the opportunity once it received that testinony and had
an opportunity to object if necessary to go through the
process of discovery, ask questions of Staff to fully
ferret out what was in this new testinony, and if
necessary to ask for leave to file its own rebutta
testi nony.

It's also inconsistent with the rules of
procedure of this Commi ssion, specifically WAC
480- 09- 735, which very clearly gives the party with the
burden of proof, here Qenest, the right to file the | ast
evi dence. G ven the nature of Dr. Blacknmon's changes in
position, we think that that's basically then viol ated,
t hat Qwmest has been deprivated of its opportunity to do
di scovery, and we ask that we have the opportunity to

file surrebuttal testinony.



0385

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JUDGE MOSS: Thank you.

Any response from Staff?

MS. SMTH.  Yes, Your Honor, thank you,
Shannon Smith representing Commi ssion Staff. The
Commi ssion Staff opposes any opportunity that Qwest may
seek to file surrebuttal testinmony to Dr. Bl acknon's
settlenent testinony. Dr. Blacknon's settlenent --

CHAl RAMOMAN SHOWALTER: Ms. Smith,
understood it not to be on the settlement testinony. |
understood it to be on | ast Wednesday's testinony.

JUDGE MOSS: That's right, this was the
revised testinony that Dr. Bl acknon filed before the
settl enent.

MR, TRAUTMAN:. Well, again, we would object
to any surrebuttal of that testinmony. W feel that that
testinmony filed by Dr. Blacknon was an appropriate
response to the testinony of Qwest.

CHAl RMOVAN SHOWALTER:  Yeah, but | think the
guestion was he's not noving to strike Dr. Blacknon's
testinmony, he's requesting to file testinony in response
toit. So the issue is, | think, does Dr. Blacknon's
testimony raise issues that require Quaest to have the
opportunity to file sonmething beyond | presune
cross-exani nati on questi ons.

MR, TRAUTMAN: And we do not believe that it
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does.

CHAl RMNOVAN SHOWALTER:  But for what reason?

JUDGE MOSS: M. Trautman, rather than put
you to the | abor of extensive research there while we're
waiting --

MR, TRAUTMAN:  Well, there were basically two
-- there were two areas in the testinony that was
changed. One was sinply an amendnment to refl ect
additional information that had been provided to Staff
by Qwest, and that would involve pages 15 to 16. And
then the other changes were on pages 24 to 25, and
believe the only significant change was to change the
anount of up front paynent. That was the npst
si gni ficant change, the change to the anmount of up front
paynment that Staff would reconmend.

JUDGE MOSS:  All right.

MR. SHERR:  Your Honor, may | be heard,
response?

JUDGE MOSS: | don't think we really need to

hear any nore argunment on this. The Bench is prepared

to grant your notion, and you will have the opportunity
to file the, I'"mnot sure what it is at this point, so
surrebuttal or whatever we want to call it, supplenental
testinmony let's call it.

And | believe you indicated that could be
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done, at least distributed to the parties by electronic

means on Monday, and so parties are alerted to that

fact. |If they choose to check their E-nmil on that day,
they will have it then. Oherw se, of course, Tuesday
is a business day, and it will be there first thing. So
we will have it before we go back into our session on

Wednesday. And actually, we nay start Dr. Bl acknon on
Wednesday, depends on how things go with Reynol ds and
what we end up doing with M. Lott and one thing and
anot her. So anyway parties will have it in advance, and
I would expect it would be reasonably brief.

MR, SHERR: | sure hope so.

JUDGE MOSS:  Yes.

MR, SHERR: Thank you, Your Honor

One other thing that relates to a question
Ms. Smith raises. W would reserve the right to cone
back and ask for permi ssion to file surrebutta
testinony, again whatever we would call it, to the
testinmony that was just filed this norning. Obviously
haven't had a chance to review it and don't know if
that's going to be necessary or not. | just want to
make it clear to the Bench that we haven't precluded
t hat .

JUDGE MOSS: Well, you may make anot her

notion at the appropriate tinme if needed. | would
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encour age, however, given the tightness of our schedul e,
we can certainly do things live on the stand, and we
have had suppl enental direct testinony live on the stand
before. Personally |I kind of like it. So we'll see.

MR, SHERR: Thank you, Your Honor

JUDGE MOSS: But that's another option is ny
only point.

MR. SHERR  Thank you.

JUDGE MOSS: Al right, anything el se before
we nove to our w tnesses?

Let's get M. Burnett on the stand.

Wher eupon,
GEORGE A. BURNETT,
havi ng been first duly sworn, was called as a w tness

herein and was exani ned and testified as foll ows:

MR. ROSELLI: Good norning, Judge Moss,
Chai rwonman Showal t er, Conmi ssions Henstad and Oshi e,
Philip Roselli representing Qwvest. W have called

M. Burnett to the stand, and he has been sworn.

DI RECT EXAMI NATI ON
BY MR. ROSELLI :

Q M. Burnett, could you please repeat your
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name and provi de your busi ness address, please.
A Yes, my nane is George Arthur Burnett.
CHAl RWOVAN SHOWALTER:  You need to have the
red button up.
THE W TNESS: The red button is now up.
JUDGE MOSS: We're set, great.
THE WTNESS: That's a little off convention
isn't it, but okay.
A My nane is George Arthur Burnett, ny business
address is 198 Inverness Drive Wst, Suite 800,
Engl ewood, Col orado.

BY MR, ROSELLI :

Q And by whom are you enpl oyed, and in what
capacity?
A. | am actually enployed by two conpanies. |

am enpl oyed by Qwest as the President of the division or
Chi ef Executive O ficer of the seven western states

whi ch Qmest currently owns of the directory business. |
am al so enployed by Carlyle and Wel sh Carson as the
Chi ef Executive O ficer of Dex Media East.

Q Okay, thank you. And you should have in
front of you some docunents that have been pre-narked as
Exhi bits 51, 52, and 53, Exhibit 51 being your pre-filed
testimony and Exhibits 52 and 53 being exhibits to that

pre-filed testinobny. Do you see those docunents?
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A Yes, sir, | have themin front of ne.

Q Were those prepared under your direction and
supervi si on?

A Yes, they were.

Q If I were to ask you the sane questions that
are put to you in that testinony today, would you
provi de the same answers?

A Yes, | woul d.

MR, ROSELLI: Wth that, Your Honor, | would

move the admi ssion into evidence of Exhibits 51, 52, and

53.

MR, TRAUTMAN: No objection

JUDGE MOSS: (Okay, there being no objection
those will be admitted as marked.

MR. ROSELLI: And with that, M. Burnett is
avail abl e for cross-exam nation, thank you.

MR. TRAUTMAN:  Thank you.

CROSS- EXAMI NATI ON

BY MR. TRAUTMAN

Q Good norning, M. Burnett.

A Good nor ni ng.

Q I'"'m Greg Trautman, Assistant Attorney CGenera
for the Commi ssion Staff. |[If you could just start by

turning to Exhibit 51.
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A Yes.

Q Which is your direct testinony. And on page
14.

A Yes, sir, | have it in front of ne.

Q On line 6, you refer to the new publishing

agreenent as a long-term agreement. From your
perspective as a directory publisher, do you consider it
to be an advantage to have a | ong-term agreenent instead
of an agreement that renews every two to three years?

A Yes, | do.

Q And if you could have negotiated a | ong-term
agreenent with the various independent LECs, would you
have done so?

A Yes, | woul d.

CHAl RMOVAN SHOWALTER: M. Trautnman, |'mjust
not certain what you nean by the various independent
LECs, so | didn't really understand the answer.

MR, TRAUTMAN: Well, okay. Qwest has
publ i shing agreenents, not only the current one, the
exi sting one and the current -- and then the one that's
proposed between Qwmest and Dex Hol di ngs, but also it has
publ i shing agreenments with other tel ephone conpani es.
And, in fact, nost of those other agreenents, in fact,
those other agreenents are contained in Exhibit 152,

whi ch was provided on CD, and | passed around the paper
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1 response and included one illustrative agreenent.
2 CHAI RMOVAN SHOWALTER:  Thank you.
3 JUDGE MOSS: And | will just note for the

4 record that LECs is a | ocal exchange conpany.

5 BY MR TRAUTMAN:

6 Q And |I'"mreferring just generally here to the
7 handout | provided of Exhibit 152, an illustrative

8 publ i shing agreenment, and | think |I believe |I gave --

9 A Yes, 152 is sitting here, | can refer to it.
10 Q Are you famliar with or were you involved in
11 the publishing agreenents that Qmest Dex has with the
12 ot her |l ocal telephone conpanies?

13 A I was not specifically involved with those

14 agreenents, no. They predated ny tenure.

15 Q Are you famliar with any of then?
16 A Not directly, no, |'mnot.
17 Q Do you know whet her any of these agreenents

18 provi de for a 50 year ternf?

19 A No, | do not.
20 Q So you don't know whether they do or --
21 A I do not know whether they do or do not,

22 that's correct.
23 Q Do you know whet her any of the agreenents
24 restrict the ability of the |local tel ephone conpany to

25 sell its exchanges or assets?
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> o >

Q

No, | do not.
You don't know that?
No.

Does Qmest have a non-conpetition agreenent

in conjunction with any of these directory publishing

agreenents,

A

Q
A

to your know edge?
Does Qnest ?
Yes.

No, no, it does not, not to nmy know edge. |

do not know that they do.

o > O >

Q
testi nony.

A

we' re back

Q

contract ual

Okay. You don't know or --
| do not know.

-- you think they don't?

| do not know.

You don't know, all right.
Turning to page 4.

o ?

Line 8 of -- I'm back on your direct

Al right, we're back.

Whi ch is Exhibit 51.

Il literally amthe one arned paper hanger, so
to page 4.

And there you describe the current

rel ati onshi p between QC and Qwnest Dex?
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A Correct.

Q Now di d you participate in the negotiation of
the publishing agreenent that is in effect today between
QC and Qwest Dex?

A. No, | did not. Those were negotiated between
buyer and seller.

Q Okay, maybe | m sspoke, let ne make sure |'m
clear. Did you participate in the negotiation of the
publ i shi ng agreenent between QC and Qmest Dex?

A Bet ween?

Q I want to nake sure I'mnot referring to the
QC Dex Hol di ngs agreenent, that the current agreenent,
the current publishing agreenment between QC and Quest
Dex.

A No, | did not.

Q Okay. Now are you familiar with the
publ i shing agreenment that's proposed as part of the sale
transaction?

A Yes, | am

Q And that would be |I believe Exhibit 77, which
was Exhibit D, publishing agreenent?

A Yes, | have that in front of ne.

Q Did you participate in the negotiation or
devel opnent of the Exhibit D publishing agreenent?

A I was not a participant in the negotiations,
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t hat was done between buyer and seller

Q And what was your involvenent, if any?

A At various tinmes the buyer or seller would
ask ne and ot her managenent nenbers our opinions on
certain topics. Frankly, not a specific one cones to
m nd. And we would give an opinion, but we were not
privy or party to the direct negotiations.

Q Okay. Did anyone who reports to you
participate in that, in witing that agreement?

A. No, they did not.

Q And Exhibit D is a proposed agreenent between
QC and the entities referred to as the Dexter Publisher
and the Rodney Publisher; is that correct?

MR, ROSELLI: If | mght interpose an
objection just for clarity, M. Trautman is referring to
it as Exhibit D. It would probably be nore clear to
refer to it as it has been pre-identified.

Q And that's correct, Exhibit 77.

A. That's my understanding fromreadi ng on the
first page of Exhibit 77.

Q Now is it fair to say in this case that
you' re not testifying about the reasonabl eness of the
Exhi bit 77 agreenent from the perspective of Quest
Cor poration?

A That's correct, | think that is fair to say.
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In ny testinmony | think I was describing sinply the
obligations involved in the agreenent as presented.

Q Are you speaking fromthe perspective of Dex
Medi a, the buyers?

A. Actual |y, because | have -- | have really
both obligations here. | nean | represent both Quwest in
terms of running the directory conpany in Wst, and
represent the buyers in running it in East. So in a
sense, my perspective of sitting here is really around
runni ng a good directory conpany.

Q So you're not speaking fromeither
perspective in particular?

A Ei t her perspective of buyer or seller, no.

I m speaki ng from an operating perspective of running a
first class directory conpany.

Q Do you have any opi nion about the
reasonabl eness of the agreenent?

A [f you wouldn't mnd, M. Trautman, could you
give ne a specific provision? | mght be able to give
you a point of view. As opposed to the whole agreenent,
it seems to -- | nean | have accepted it as what the
buyer and seller have negotiated is reasonable, and, you
know, we were prepared to inplenment this agreenment and
certainly will be in other states.

Q Can you explain why there are not separate
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publ i shing agreenents for the Dexter Publisher and the
Rodney Publ i sher?
A No, | can not. | don't fully conprehend the

i ssue of what's at issue there.

Q If you could turn in Exhibit 51, your direct
testi nony.

A Yeah.

Q To page 15.

A Yes.

Q At line 11

A Yes.

Q There you say that the structure established

by the publishing agreenent, and | amthen skipping, is
identical to the nodel in place today.

A Mm hm

Q Now t he publishing agreenment you're referring
to is the proposed publishing agreenent in Exhibit 77,
is that correct?

A Correct.

Q Now just to be clear, you're not saying that
the Exhibit 77 publishing agreenent is identical to the

exi sting publishing agreenent between QC and Qwest Dex,

are you?
A What |'mreferring to is the fact that the
structure is -- | think what | have said is that the
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structure is identical, nmeaning at |east from an
operating perspective that Qwest has, you know, Quest
continues to have a regul atory obligation, and Dex will
fulfill that regulatory obligation in the sanme quality
and manner as it did when it was owned by Qwest as it
will when it is separated. So | stand by this statenent
that the structure is identical on that major point.
VWhether it is identical in technical words or in some
specific detail, | don't think I testified to that, and
I'"mactually not know edgeabl e whether it is exactly
i denti cal

Q Are you testifying that there are no
significant differences between those two publishing
agreenents?

A. I"'mtestifying that the structure is in ny
judgment simlar, or | used a specific word, identical

Q Coul d you pl ease describe the significant
differences in the two agreenments?

A No, | can not.

Q Is the termof the agreenent significantly
different?

A I'"'m not aware of the term of the agreenent in
the current QC docunment, so | can not comment.

Q Al right. So in other words, the publishing

agreenent in Exhibit 77 has a 50 year term you do not
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know whet her the existing publishing agreenment has --

A Whet her it has that one or is in perpetuity,
no, | do not know
Q Are you fam liar or do you know whet her there

are any provisions in the existing publishing agreenent
providing for publisher's |iquidated danages?

A No, | am not specifically aware. | suspect
there are not, but | do not know

Q Do you know whether -- | guess let nme refer
you to Exhibit 77.

A Okay.

Q This agreenent you're famliar with. The
question | had just asked previously was related to
Par agraph 6.4 on page 25, Section 6.4, and that section
on publisher's |iquidated danages. And it's your
testinmony that you're not aware whether the current

publ i shi ng agreenent has any such tern?

A No, |I'm not.

Q Okay.

A | repeat nyself, | amnot aware whether it
does.

Q And turning to page 14.

JUDGE MOSS: O ?
Q Ch, of Exhibit 77, and Section 3.10.
A MM hm
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Q Whi ch carries over to the next page, changes
in service areas, and contains certain restrictions on
QC sal e of exchanges. Do you know whether this type of
provision is included in the existing publishing
agreenent ?

MR, ROSELLI: | would interpose an objection
to the extent that counsel is characterizing the
provision. It does speak for itself.

JUDGE MOSS: Well, | don't really understand
the objection, so let's let the question stand, and the
wi tness can answer it if he can.

THE W TNESS: That's fine.

A No, |'m not aware whether there is a
provision for that in the existing agreenent.

BY MR, TRAUTMAN

Q And turning to page 16 of that agreenent,
3.13 on regul atory change and the things that can happen
upon a regul atory change. Do you know whet her that type
of provision or whether that particular provision is
contained in the existing publishing agreement?

A No, | do not. And what | would like to do is
just reiterate for all of these questions that at the
| evel that an operating -- where |I'm concerned, other
than living up to whatever agreenent we decide on, is

that the fundanental purpose of a publishing agreenent
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is to make sure that we as the publisher can fulfill in
a quality manner Qwest's regulatory obligation in terns
of , you know, supporting the citizenry in any state.
And it is in nmy belief that this publishing agreenment
was absol utely designed to support --

JUDGE MOSS: Wait, M. Burnett, I'mgoing to
stop you, I'mgoing to cut you off there, because you're
goi ng way beyond the response to any questions that's
pendi ng, so we appreciate your coments, but let's keep
your remarks confined to a response to the questions.

Q Al right, so you testified that the
structure is the same, but that you do not have
know edge of any of these particular terns or indeed of
the existing publishing agreenent, correct?

A That is correct, and | defined structure
previ ously.

Q Who for Qmest would be able to testify as to
these matters? Let me ask you who is famliar with the
exi sting publishing agreenent?

A I woul d i magi ne our | egal counsel would be --
woul d be avail abl e or sonebody in the regul atory staff.

MR, TRAUTMAN: Does Qwest have any wi tness --

MR, ROSELLI: Yeah, hopefully I won't be
testifying, but | believe the next witness we are

intending to call, Ms. Ann Koehl er-Christensen, will be
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1 abl e to answer any questions that you specifically have

2 addressed to the current publishing agreenent between QC

3 and Dex.
4 CHAI RMOVAN SHOWALTER: |Is she also going to
5 -- will she be able -- is she fanmliar with the new

6 agreenent so that she can nmke the conparison?

7 MR, ROSELLI: | sure hope so, yes, | believe
8 she is.

9 BY MR TRAUTMAN:

10 Q And are you famliar with Exhibit 79, which
11 was t he non-conpetition agreenent?

12 A | do not have that in front of me, but | am
13 generally famliar with it, yes.

14 Q Is there today a non-conpetition agreenent
15 bet ween QC and Qmest Dex?

16 A | doubt there is, but |I'mnot aware of one.
17 Q Are you famliar, well, are you famliar at
18 all with the Qaest and the Qanest Dex trademarks and the
19 agreenents pertaining to that?

20 A I'"'mgenerally famliar with them vyes.

21 Q Now it appears that there are two rel evant
22 agreenents in that regard, one being Exhibit 78, which
23 was the trademark |icense agreenent, and one bei ng

24 Exhi bit 328, which was the branding exhibit to the

25 publ i shing agreenent. |Is that correct?
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1 A Yes, | believe it is, and | have both of

2 those exhibits in front of me.

3 Q What specific trademarks are covered by the
4 trademark |icense agreement?

5 A. It's my understanding it is the use of Quwest,
6 it's the use of the conbined mark of Qwest Dex and the
7 use of Dex. And | think there's another one, Dex

8 Advant age or sonething |ike that, but that's not an

9 active mark that we use.

10 Q Coul d you turn to page -- this is again

11  Exhibit 78.

12 A Yes.

13 Q Turning to page 21 of that docunent, which at
14 the top says Appendi x A, marks.

15 A. 21, yes.

16 Q And does that not indicate that the two

17 speci fic trademarks are Qwmest Dex and Qwest Dex

18 Advant age?

19 A Yes, it does.

20 Q What's the termof the trademark |icense

21 agreenent ?

22 A | believe it's five years.

23 Q Does Dex Hol di ngs intend to nake use of the
24 Qnest Dex name during the transition away from Qmest Dex

25 to sinmply Dex?
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A Yes, that would be our intent.

Q And what's the purpose of the transition
peri od?

A The purpose of the transition period is to

give the conpany tinme to nmanage its brand rel ationship
with customers and advertisers as it noves to Dex and
noves to how it will deal with the official publisher of
Qnest desi gnation

Q Now at the end of the transition period, Dex
Hol dings will no | onger have the right to use the Quest
Dex name; is that correct?

A That is correct, that is nmy understanding,
yes, that's correct.

Q Ckay. Now that's under the trademark
agreenent. Turning to the branding exhibit, Exhibit
328, and if you turn to page 1, and is it not -- and
Section 1.10 has the definition of Qwest directory
branding. Isn't it correct that the branding exhibit
al l ows Dex Hol dings as the official publisher of the
Qnest directories to continue to use the Qwest brand
name and mark on its directories for a period of 50
years, assum ng no breach of the publishing agreenent?

A | believe that's correct.

Q So then is it correct that the distinction in

what's pernmitted and not permitted under these two
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agreenents is that after the end of the five year
transition, Dex nay not use the Qwest Dex mark, but it
may use the Qwest mark, and it may al so use the Dex
mark, which, in fact, it will own; is that correct?

A Yes.

MR, ROSELLI: | would object that that calls
for a legal conclusion and an interpretation of the
contracts, and M. Burnett is not a |awyer.

JUDGE MOSS: | will overrule that objection.

You may answer the question if you know.

A It is ny understanding that that is correct.
BY MR TRAUTMAN

Q So is there any specific requirenent as to
t he anount of bl ank space or distance between -- that
nust be | eft between the words Qwest and Dex?

A I don't know if there is a specific guideline
in that regard. You know, | believe we do agree to
manage the Qmest mark within Qaest's defined guidelines.

Q So you're not sure what that -- did you
i ndi cate you don't know?

A | indicated two things. One was you asked ne
a specific question about whether there was specific
space requirenments, and | said | did not know that. |
did say, however, that | believe we agreed with Quest

that we woul d adhere to whatever brand gui delines they
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had in effect at the tine, because it was their brand
and we wanted to treat that appropriately. |f that

i ncluded a specific space requirenment, then that woul d
be applicabl e.

Q I was going to ask, is there anything in the
gui del i nes that addressed that issue?

A I"'mnot famliar with the specific
provi si ons.

Q Now isn't it also true that under the
brandi ng exhibit, and I"'mreferring to Section 2.4,
which is on -- starts on page 3 and carries over to page
4, and | believe the relevant section is on page 4,
isn't it also true that if QC should change its name or
sell any of its service areas that QC would be required
to obtain fromthe new LEC, L-E-C, the right for Dex
Hol di ngs to use the LEC s name on any directories or Wb
sites?

A Yes, that is ny understandi ng.

JUDGE MOSS: Did you say the LEC s,
M. Traut man?

MR. TRAUTMAN: LEC, L-E-C apostrophe S

JUDGE MOSS: |I'mgoing to ask you to try to
avoid that particular acronym because with Dex and LECs
and so forth, it begins to get a little bit difficult.

MR, TRAUTMAN: All right, | will say LEC or
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| ocal exchange carrier
JUDGE MOSS: All right, thanks, appreciate

t hat .
BY MR. TRAUTMAN

Q Are the Dexter and the Rodney entities
currently operating on a separated or on an integrated
basi s?

A On an integrated basis except for their
financi al s.

Q And besi des yoursel f, how nmany ot her

enpl oyees are currently being shared between Rodney and

Dexter?
A | believe the number is six.
Q So all the other enployees either work for

one conpany or the other?

A That is correct. However, they can do work
for the other entity, and there are cross charging
provi si ons between the two compani es, but they are
assigned froman adnmnistrative and a pay perspective to
one or the other.

Q How many enpl oyees work for each entity?

A There are approximately 3,000 enpl oyees in
total, and | think it splits, and again this is an
approxi mate, about 1,500 for each entity.

Q If you could refer to what was provided to us
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1 today, it was Exhibit 252HC.

2 A I would be happy to. | don't have that in
3 front of me if someone can --

4 Q It was the response to Record Requisition

5 Number 1.

6 MR, HARLOW Just a nonent, Your Honor.
7 Don't look at it, please.
8 M. Burnett is not a party to the highly

9 confidential protective order, and | think we need a
10 noment to confer to see whether he's covered by sone

11 ot her agreenent.

12 MR. TRAUTMAN: He doesn't need to |look at it
13 in particular.

14 JUDGE MOSS: Then take it away.

15 MR, TRAUTMAN: It's not the particular

16 nunbers, it's the context of the question.

17 JUDGE MOSS: G ve us a minute, M. Trautnman.
18 (Di scussion on the Bench.)
19 JUDGE MOSS: All right, go ahead now,

20 M. Traut man.

21  BY MR TRAUTMAN

22 Q Are you generally famliar that in response
23 to questions to M. Kennard that there were figures

24 provided as to target returns on equity?

25 A Actually, I'mnot famliar about that
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particul ar aspect of his testinony.
Q Well, is it correct that the debt equity
structure for Dex Holdings will be approximtely 80%

debt, 20% equity?

A. That is nmy understandi ng, yes.
Q And perhaps this needs to be nade as a record
requisition and it nay be confidential as well, what

return on equity does Dex Hol dings currently project
over the next three to five years?
A. Dex Hol di ngs in aggregate?

MR, ROSELLI: Let nme object and ask for sone
clarity in the question. Dex Holdings is a vague term
at this point, and I don't know if he neans the
consol i dated or aggregated operations of Dex Hol di ngs,
if they're reintegrated, if in fact Dex Hol di ngs
acquires the western operations of Dex or the separated
operations or both. | would ask for some clarity in the
guesti on.

JUDGE MOSS: In light of that, I think it
m ght be hel pful to just clarify what you nean, what
entity you're referring to when you say Dex Hol di ngs.
BY MR TRAUTMAN:

Q I"'mreferring to the conmbi ned Dexter and
Rodney entities.

A I would tell you that -- | nean this is
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really a determ nation of the buyer, their nodels. To
ny know edge, there have been equity returns that have
been, you know, a range of projections. | think the
kind of middle nost likely projection is | have heard
fromthe high teens to the |ow 20's.

Q And what return on equity would Dex, does Dex
Hol di ngs currently project over the next 15 years?

A | don't know that.

MR. HARLOW  Your Honor, |'m going to object,
| think we're getting to the sane area that we
designated as highly confidential earlier this week
There is also no foundation. M. Burnett does not work
for Dex Hol dings, he works for Dex Media East, which at
best is half of Dex Holdings, and I think we're getting
into highly speculative areas while potentially
confidenti al

JUDGE MOSS: M. Trautman, how do we --

MR. TRAUTMAN:  Well, he will work for Dex
Hol di ngs, is that correct, upon assunm ng the
transaction?

MR. HARLOW  No.

MR. TRAUTMAN: No, with whomare we --

JUDGE MOSS: |1'mgoing to rem nd counse
again to direct their coments to the Bench, not to each

other. And so if you have questions, now if you have a
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question for the witness with respect to whom he works
for, that would be the appropriate person to put it to,
not to counsel, so let's focus on the witness.

And | think you may be referring to Dex
Hol dings in a particular way as a conmbined entity. |If
you are defining it that way for the purpose of all your
guestions as you previously defined it, then |I think the
wi t ness understands what you're referring to. And if
not, we can cover that ground. M. Burnett is nodding
in the affirmative, | think he understands what you
mean, so why don't you put your question

MR, TRAUTMAN: All right.
BY MR TRAUTMAN:

Q You are enpl oyed by Dex Hol di ngs or Dex Media
East ?

A I think I'menployed by Dex Media East and on
the closing of the western portion would be enpl oyed by
Dex Media West. | don't know of any enpl oyees who are
enpl oyed by that |egal entity of Dex Holdings at this
poi nt .

Q At the closing, who will you be enpl oyed by,
at the closing of Dex Media West?

A. My understanding is | will be enployed by Dex
Medi a West.

Q And not by --
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A And Dex Media East, and both of those
entities are owned by Dex Hol di ngs.

Q Now gi ven that, what return on equity would
the two entities together, Dex Media East and Dex Media
West, currently project?

MR. HARLOW Before the w tness answers, Your
Honor, if he has a nunber in nmnd, we would |ike that to
be mai ntained as confidential. Mybe he doesn't, but.

JUDCGE MOSS: You nentioned before that
perhaps this could be handl ed as a records requisition,
M. Trautman. Maybe that woul d be the easiest way to do
this is we'll just make this question a records
requi sition. W can have it provided on a confidentia
or highly confidential basis as appropriate, and then we
coul d perhaps nove al ong.

MR. TRAUTMAN: Can we have both of the
guestions in terms of we had one question of what return
on equity does Dex Holdings currently project over the
next three to five years?

MR, HARLOW  Your Honor, we would object to
that. The question needs to be limted to Dex Media
East at this point, since that's the witness's capacity.
The question to Dex Hol dings shoul d have been asked of
M. Kennard when he was avail abl e.

JUDGE MOSS: Well, we could al ways recal
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him | suppose.
MR. HARLOW It sort of was, and he answered.

Well, he mght be happy to return. But we just nade
this inportant distinction between Dex Hol di ngs and the
wi tness's enpl oyers, enployer and prospective enpl oyer,
and now we're going back to the sane probl em
BY MR. TRAUTMAN

Q VWho is in charge of Dex Hol dings right now?

A It's nmy understanding that Welsh Carson and
Carlyle as represented by their managi ng partners are
Jim Atwood at Carlyle and Tony de Nicola of Wl sh Carson
Anderson and Stowe. They're the co-chairmen of the
conmpany, and | understand they're in control of Dex
Hol di ngs.

Q Did you not indicate you were one of the

shared enpl oyees between --

A Bet ween - -
Q -- Rodney and Dexter?
A. What | think | said, | hope | said this

correctly, was that |I'ma shared enpl oyee between
wor ki ng for Qwest, which runs Qanest Dex, which is the
western states, seven states, and Dex Media East, which
runs the eastern states, and that -- and | work for

Wel sh Carson and Carlyle in that capacity.

JUDGE MOSS: Lest we |ose the point, we're
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1 trying to work on this records requisition here. And

2 while we do have, you know, a particular w tness on the
3 stand at a particular tine, a records requisitionis to
4 a party. It's just |like a data request, only it cones
5 up during the course of the proceeding. And so | would
6 expect the answer to be furnished by the person best

7 able to furnish the response, assumng the question is
8 otherwise allowed. And so | don't think we're going to
9 et this turn on witness availability nor need to recal
10 M. Kennard.

11 So the one question as | understand it is

12 what Dex Hol di ngs projects over the next three to five
13 years as a return on equity, and that answer can be

14 furni shed by M. Kennard or sonebody el se that

15 represents Dex Hol dings or that works for Dex Hol di ngs.
16 And then the other question is the conbi ned conpani es?
17 MR. TRAUTMAN: The sane question over the

18 next 15 years rather than 3 to 5 years.

19 JUDGE MOSS: And you're interested at the
20 | evel of Dex Hol di ngs?
21 MR. TRAUTMAN:  Correct.
22 JUDGE MOSS: Which is the parent conpany of
23 Medi a East and Media West.
24 MR, TRAUTMAN:  Yes.

25 MR, HARLOW And if | may clarify, is that
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assuni ng that Rodney cl oses?

MR TRAUTMAN:  Yes.

MR. HARLOW W th the caveat since we don't
have the witness here that the response may be that we
don't have such projections, but we'll take it back to
Dex Hol di ngs.

JUDGE MOSS: All right, and I'm going to just
reserve, | will go ahead and reserve nunmbers 3 and 4
since those will be separate answers, | suppose.

MR, HARLOW Records Requisition 3 and 47

JUDGE MOSS: We'll call them Records
Requisition 3 and 4, right. |'msorry, that would be
Records Requisition 2 and 3.

Al right, now naybe we can wap up. Did you
have sone nore questions?

MR, TRAUTMAN: No, that's all the questions |
have, thank you.

JUDCGE MOSS:  All right, do we have questions
fromthe Bench for this w tness?

(Di scussion on the Bench.)

JUDGE MOSS: | think the Bench's preference
at this point would be to take a brief recess, so 15
m nutes, we'll be back at 20 before the hour by the wal
cl ock.

(Recess taken.)
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JUDGE MOSS: | think we are ready for sone
qgquestions fromthe Bench, M. Burnett.

CHAl RWOMAN SHOWALTER:  Thank you.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q M. Burnett, | would just like to get a
better sense of the physical operation of Dex as it
operates now and how it would operate after the sale.
First, how | ong have you been with -- what is the right
term here?

A | really started with Qaest in August of 2000
and took the | eadership of the Dex organi zation, which
continues in a sense despite this deal structure
uni nterrupted from an operating perspective in February
of '01. That puts my tenure at about two and a half
years now.

Q All right, sois it fair to say in colloquial

ternms you're the head of the Yell ow Pages operation for

Qnest ?
A That's exactly right.
Q All right. And prior to the proposed sale,

were all 3,000 enpl oyees, roughly 3,000 --
A Ri ght .

Q -- under a single entity?



0417

1 A. That's correct. You know, directory
2 operations are really different than telco operations,
3 and so therefore it's really always been run, | nean
4 before ny time, it's always been run really as a
5 separ at e operating conpany.

6 Q Al right. And are the enpl oyees assigned to
7 separate states, maybe one enployee to a single state or
8 a couple of states?

9 A It would really -- it would really depend on

10 depart ment.

11 Q I was thinking of advertising.
12 A Well, if you don't mnd, |let ne say
13 functional group. |If you' re a sal esperson, you

14 certainly are assigned to a specific market, although

15 you might work several markets during the year

16 Generally those would be in one state.

17 Q And are markets typically divided? Wuld

18 Washi ngton be a market, or would the Seattle area and

19 maybe the Vancouver area or Spokane area be a separate
20 mar ket ?

21 A The markets would really be defined really by
22 the economic trading area, so they would tend to be nore
23 of your former. They would be Seattle, Tacoma, Spokane,
24 those would be markets where we woul d have sal es

25 offices. |If you're in operations, you' re probably --
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you may be located in a state, but you're probably
handl ing work that might go well beyond the state
boundaries. |It's not a state specific operation. |If
you' re doing credit and collections, for exanple, you
m ght do that -- you might be sitting in Portland or you
m ght be sitting in Omaha, but you nmay do that for a
variety of states. Sanme thing with our artists, our
artists who are located in many of our markets both do
| ocal work, you are an artist in Seattle doing work for
Seattle advertisers, but you may well get a job

el ectronically in froma very different state and do
that work to even out your work fl ow

Q And what about commn costs or conmon
functions, naybe payroll

A. Ri ght .

Q Ot her things, what proportion of the business
are those commn functions either in ternms of expenses
or nunber of enployees by sone neasure that you could
gi ve?

A It would be easier for me to do number of
enpl oyees. Comon functions would be things |ike
finance, HR, marketing, certain collection functions and
operations functions. |If you included operations, it
woul d be approxi mately 40% of the business if you

i ncluded operations. |If you did not include operations,



0419

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

whi ch is about 900 of our 3,000 enpl oyees, and they
operate for all the directories irrespective of where
they're physically located, those kind of HR marketing,
finance functions which you alluded to, would be
probably about 20% of our business, 20% of the enpl oyee
base.

Q Al right. Wthout operations, the commn

functions are about 20% of your enpl oyee base; is

that --

A. That's a guesstimate, but that feels about
right.

Q And with operations it's about 40%

A Correct.

Q And, I'msorry, what is involved in

operations?

A Operations would be the fol ks who physically
do things like get the book published in the sense of
they enter the orders, they run the comm ssioning system
for our sales people, they -- operations people are
people who -- the artists who create the ads thensel ves
and then do the physical conpilation of the book, which
is sent to the printer to end up in the physical product
whi ch you have seen.

Q And then for the other 60% generally

speaki ng, those enpl oyees do that?
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A. They would tend to -- the other 60% woul d
really be involved primarily in sales or sales support,
peopl e who physically have the relationship with the
custoner, call on the custonmer, and generate the orders.

Q Now getting to the proposed sale, you have
divided this into east and west, are those comon
functions that we nmentioned, either the 20% or the 40%
bei ng di vi ded now?

A They really are operating as an integrated
entity. | said that one of the purposes or intentions
of both buyer and seller in this intervening period was
to run the conpany as seam essly as possible for our
advertisers and for our custonmers and for our enployees.
So all those common functions really operate on behal f
of the entire conpany. So in other words, they're
produci ng books in East one day, West another day.
We're doing finance for both East and West, marketing
for East and West on a daily basis which no rea
distinction froman operating perspective of whether
it's East or West.

We have financially charging people
appropriately, because there's two different financia
entities and we have a fiduciary responsibility to both
entities. But if you asked our operating people, they

woul d say, well, I"'min the business of producing books,
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and those books, | don't meke a distinction every day
bet ween whether it's an Omaha book in East or whether
it's a Seattle book in West.

Q Al right. And then of the 20% or the 40%
let's say the 40%

A Fi ne.

Q I"'mtrying to get some sense of how scal abl e
that is or divisible it could be if the conpany were

actual Iy divided.

A One of the --
Q Woul d you address that question?
A Yes, | will. One of the argunents that we

made, not to you but just between buyer and seller, is
that they were not easily divisible and that there were
tremendous di seconom es of scale in trying to break up
the common functions into snmaller geographic units. For
exanmpl e, we argued in a sense -- counsel had asked ne
earlier, was | asked to opine on certain issues, this
was one issue | was asked by both buyer and seller
well, could you break these things up. W said, sure
everything is physically possible, but your finance
departnment to run half is about the same as to run
whol e.

I nmean you're talking out of a finance

departnment of 60 people maybe 4 or 5 difference, because
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all the functions are the sane. And it's not |ends
itself at this scale to any kind of econony of scale
where -- econony of scale. So therefore, finance would
be about -- have to be duplicated. Mrketing to a |large
extent would have to be duplicated. National sales and
di rect marketing would have to be duplicated. And our
operations we did not think would -- we thought, this is
that other 20% up to 40 -- we thought again was not
easily divisible, because the systens, the physica
systens and the people who run those systens, really
doesn't change how many books they do. Their throughput
is about the sane. So you would see sonme not
duplication, but it would be reasonably cl ose.

Q So then by the sane token, if you were to
contract with another conpany or another state, and
take it you do contract with other |ocal exchange
conmpani es for books, it does not add 40% nore cost
proportionately for the commn costs, but your 60% - -

A. Ri ght .

Q -- segnment woul d probably be alnpbst totally
non-scal abl e?

A I think that is accurate. |If you were going
to go into a new geography, you know, all your |ocal on
the ground sales things would be new. Those can't be

replicated fromany other location. A nunber of your
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common functions could extend, and I don't know exactly
what -- depends how much geography you add, but | don't
know -- those things could expand to handle in a sense
nore books.

Q And if I'masking for a confidential nunber,
just stop, don't answer the question. But what is
approximately the total expenses for Dex right now? And
if that's confidential, [et ne know.

MR. ROSELLI: You nean, |'msorry, Chairwoman
Showal ter, do you nean the current Dex operations?

CHAI RWOVAN SHOWALTER:  Yes.

MR, ROSELLI: If | might have just a nmonent.

Yes, we do deemit confidential

CHAIl RWOMAN SHOWALTER: | will just w thdraw
the question, but it may very well be that there's a
place in the testinony where you can just point nme to
that figure later, and anyone can do so at a break or a
later tine.
BY CHAI RWOMVAN SHOWALTER

Q I wanted to ask you about the transition
process of brands. Did you help facilitate a transition
fromthe US West Dex era to the Qmest Dex era?

A. | actually did in a different capacity as
Chi ef Marketing O ficer of Quest.

Q And at the outset of the nerger, was the term



0424

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

for Yell ow Page books a conbination of US West and Dex?

A That's correct, what was on the books was U S
West Dex.
Q And if you look at a Yell ow Page book today,

is it Qnest Dex?

A That's correct, and a what we would call in
branding terns a conbined brand. Qmest Dex has one, in
a sense is one word.

Q And how long did it take to naeke that
transition?

A Wel |, because we publish on a continuous
basis across our 14 states, we publish in a sense a
little bit nore than one book every day. W have about
-- every business day we do about 269 directories
t hroughout the 14 states. It takes, you know, with
pl anning things, it probably takes about 18 nonths.

Q In the case of that transition, did the very
next book drop U S West and add Dex, | mean add Qwest?

A That would be a -- that would be a choice
that you could make. And, in fact, that's in a sense
what happens. You decide to nake the conversion, and
you convert it wi th whatever book you can -- you decide
is the right thing, particularly in comrunicating with
your custoners and enpl oyees, and then you start the

process through books that are subsequent in terns of
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1 producti on.
2 Q Well, | guess the last question | have is
3 where do the nanes Rodney and Dexter come fron? That's
4 sort of the first question that pops into your mnd as |
5 starting reading.
6 A. | think -- they were naned by the bankers as
7 a -- during a long and protracted negotiati on between

8 buyer and seller.

9 Q So is it a mystery as to --

10 A. No, Dex -- do you want the origin?

11 Q Yes.

12 A | actually don't like those terns, because

13 t hi nk, you know, for our enployees it's East or West as
14 opposed to these rather cutesy nanmes. But to satisfy
15 your curiosity on this issue, | think because it was Dex
16 was being sold and it was seven states, it was half, it
17 was kind of the diminutive termof Dex or Dexter. And
18 t hen Rodney stands for rest of Dex. And then it had to
19 be equally cute, so, you know, it's the way things are
20 born, and Dexter and Rodney were born, and | can't wait
21 until the transaction is over and those go away and

22 we' re back to one conpany.

23 CHAl RWOMVAN SHOWALTER: Al l right, thank you,
24 | have no further questions.

25



0426

1 EXAMI NATI ON

2 BY COW SSI ONER HEMSTAD:

3 Q On the issue of commmon costs or shared

4 enpl oyees, what is the relationship between Dex as it

5 has been operating and either the utility, Qwest

6 Corporation, or the parent, Qwmest International; what

7 kind of common costs are there, if any?

8 A There are the conmon costs are really in the
9 area of what we -- what we have now is transition

10 services are really the common corporate functions. So
11 they would be things like if you are on the Qanest side
12 what we receive fromthe corporation in the Wst would
13 be finance, HR, I T would be the three big departnents.
14 There woul d be smaller ones like real estate. There

15 woul d be some subfinancial functions |ike treasury or
16 procur enment .

17 Q And during the transition period, Quest

18 Corporation or Qaest International will continue to

19 provi de those services; is that the point?
20 A That's correct, they continue to provide them
21 for what | believe is 18 nonths past the close of
22 Dexter. And what we are doing on East is we are
23 bui Il ding up our own capabilities and slowy
24 transitioning off the capabilities of Qwest into a stand

25 al one environnent. And in sone cases where we have done
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that prior to the close of West, we are then providing
t hose new services back to West for a fee.

Q Pursuing the issue of the branding and the
trademarks, after a five year period the arrangenent is,
as | understand it, that the new Dex will no |onger use

the term Quest; is that right?

A No, sir, that is not entirely correct.
Q Okay.
A After five years we are not allowed to use

this conmbi ned mark, Qwmest Dex, so therefore we have to
break themapart. We will own the Dex mark. Dex is
wel | known in the 14 states, and therefore the book
woul d becone | abeled Dex. | think it would -- it would
be our intent today to continue to use Qwest under the
designation of the official publisher of Qwest or in a
sense the | ocal exchange carrier, because people want
you associated with the | ocal exchange carrier. And so
therefore we would find a space on the book appropriate
to Quest's brand guidelines in order to nake that
designation. So it would be like, if you will, N ke or
Reboc, the official sports shoe of the Oynpics, we
woul d have that type of relationship

Q So is it a fair assunption that for the next
40 years it would be the intention to continue to use

the phrases or the terns Qwvest and the officia
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directory of Qwest in your cover or your adverti sing?

A Yes, sir, that would be, you know, sitting
here today, that would be the intent. And | think just
for one point of clarification, |I think it would be Dex,
the official publisher of the |ocal exchange carrier
and | think that is the publishing agreenent would be
for 50 years.

Q So, M. Kennard responded to this in his
comments yesterday, so is there any real significance to
the splitting of the operating termnow and Qwest Dex
into on the one hand just saying Dex and bel ow t hat
Qunest? | don't quite understand what the strategy is
here.

A. It is ny understanding, and frankly I would
have to defer you nore to intellectual property counsel
but that there was a concern between buyer and seller
that if Qvest were to give Dex or whatever this entity
is the 50 year right to that couplet, there may be sone
di m nution of Qnest's ownership of Qmest. So there was
no formal strategy other than to nmake sure that Quest
had full ownership of Qwmest, which it obviously has a
desire to have, you just had to break that couplet up

Qur -- the intent of the buyer it seenmed to
me was that we want to be associated as the officia

publ i sher, and we can do that without having themin a
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sense in one word, and Dex is a well known brand, which
we, in a sense, which they purchased, and that would be
the nane of the book. So no formal strategy, | think it
was sonet hing done as a matter of practicality to
satisfy Qnest and the buyers' intellectual property
needs.

Q So that the overall general strategy is to
continue the branding of Qmest and Dex going forward?

A Yes, sir, that is correct.

COW SSI ONER HEMSTAD: That's all | have

t hank you.

EXAMI NATI ON
BY COWM SSI ONER CSHI E:

Q M. Burnett, there is your exhibit, | guess
it's GAB-2, which is | think it m ght have been attached
to your direct testinony, you list your work experience,
and in the body of the initial paragraph there are,
there exists the sentence:

Devel oped and currently inplenmenting a
five year strategic growth plan

projected to produce significant

i ncremental shared owner val ue.

' massunmi ng that you produced the docunent

entitled George Burnett and work experience?
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A Yes, that's correct.

Q And what do you nmean by a five year strategic
growt h pl an?

A We had identified prior to frankly any
consi deration of the sale of Dex sone nodeling and
proj ections of things we could do to continue to grow
t he business, which has had an enviable track record of
growt h since the divestiture.

Q How do you nean by growth? | nmean how do you
define gromth? |Is it gromh of revenues, growth of --

A W were defining gromh in revenue.

Q And growmth in revenue would also, it would
include growth in subscribers or individuals that are
delivered, if you will, the directory?

A In an ideal world, those would have been
ancillary effects of a growh plan and revenue. But the
situation that the business was in in 2000 and which
rai sed frankly, you know, sone -- considerable issues of
risk with the buyers, was that the business had been
| osing usage in its print books over nmmny, nany years.

I could say five, because | know that's true, but it may
even be longer than that. And |osing subscribers in the
sense of advertisers. It always had in a sense
uni versal distribution as part of its publishing

agreenent and it's a good value to proposition to
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cust oners.

So what we were tal king about in this plan
was we have seen growth, in a sense rates of top line
revenue growth deteriorating since the, you know, |ate
'90's, and we were saying, okay, what could we do
strategically to get the business to in a sense either
flatten out that decline and continue to be in positive

growth territory going forward

Q And that woul d include increasing advertiser
rates?
A Actually, no, that was not one of the prinmary

noti ons of the plan. Because what we have seen in the
mar ket pl ace was that the elasticity of demand for our
servi ces, people were beconing nore elastic, and I wll
have to defer to the econonmi sts in the room but
basically they were less and less willing to absorb
price increases, and so therefore our pricing power was
becom ng | ess, and therefore you could not just grow
revenue by sinply pricing.

What were other things you could do, and what
we came up with was a plan with various planks and
various degrees of operational risks and outcones for
things like innovating our product |ine, Wite Pages,

Hi spanic directories, new things on the covers. Like we

just put a nmagnet on the Seattle book, things Iike that
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in the product area. How to increase the productivity
of our sales force, how to nmanage better our national
busi ness, and how to inmprove our infrastructure to nmake
it nmore efficient for us to produce.
Q How much growth did your five year strategic
pl an project?
A We had three different |evels of projection.

MR. ROSELLI: 1'mgoing to indicate that we
m ght be getting into an area that could be deened
confidential or proprietary here.

JUDGE MOSS: Well, we need to know.

MR. ROSELLI: Well, we are, because that was
a docunent that | think was produced in response to a
data request and was marked as confidential.

JUDGE MOSS: Do we have that in our record
anywhere?

MR. ROSELLI: | don't believe it's in the
record, no.

JUDGE MOSS: Would you like to have that
furni shed as a Bench request response?

COW SSI ONER OSHI E:  Yes, please.

JUDGE MOSS:  All right, we will make that a
Bench request. That will be the first Bench request.

MR, ROSELLI: Thank you.

COW SSI ONER OSHI E: And perhaps this m ght
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be the second Bench request is the expected rate of
return fromoperations over the five year strategic
growt h plan peri od.
JUDGE MOSS: Confidential ?
MR, ROSELLI: Confidential, yes, |I'msorry.
JUDGE MOSS: All right, we will ask that that
be a second Bench request.
BY COWM SSI ONER OSHI E:

Q I know, M. Burnett, that you testified that
you weren't intimately famliar, | don't think that
those were your words but they're nmy words, intimtely
famliar with the contract between what | will just
refer to as Dex Holdings and QC. But there is a termin
there | thought you m ght be able to shed sonme |ight on
for me at least, and that is under Section 3.13, the
parties use the term any additional |egal requirenent,
and they explain that to be a material regul atory
change. And from your perspective as the CEO of Dex as
it currently exists, what is, at least in your mnd,
what would be a material regulatory change that woul d
cause concern, if you will, for you?

A Well, it, you know, again | don't -- | will
specul ate here a little bit, but it seems to nme that it
woul d be Qnest still has a regulatory obligation to

publish, therefore it has a relationship with
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comm ssi ons about, you know, the specifications of that
publishing. And there could be, you know, there could
be requirements by the Conmission to do X, and | can't
even specul ate what X would be, and if we're fulfilling
t hat obligation, then there would be associ at ed
operational and costs and other considerations
associated with fulfilling what you have asked Qwest to

do, and we're in a sense the prine contractor of

fulfilling that.
Q Well, let me ask, maybe | can use this fact
situation as a hypothetical. |If you were required as

t he new Dex Hol di ngs West to provide Hispanic | anguage
directories in areas in which the popul ation of that
particul ar exchange were over 50% Hi spani c, woul d that
be a material regulatory change?

A Yes, | believe it -- | believe it would be
It also is probably something that we would actually --
it would be very positive for us to do, so it would be
significant in the sense that it would be new and
different. It wouldn't be significant in the sense that
it woul d be onerous.

Q Anot her hypothetical, if we, if the
Commi ssi on required Dex Hol di ngs West to provide nore
than one White Page directory annually, would that be a

mat eri al regul atory change?
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A. | suspect it would, because it would -- it
woul d require a substantial increnental cost associated
wi th producing increnmental books and distributing them
yes.

COW SSIONER OSHIE: | don't have any further

guestions, thank you.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q I have a couple of foll owup questions, one
to Comm ssioner Henstad's questions. | realize | m ght
not have understood even what | was asking in ny
questions. That is, of the 3,000 enployees that you
have, how many of them performthe first 20% of your
comon costs as distinct fromthe next 20% which was

operations?

A How many peopl e?
Q Yeah, how many -- well, when |I was asking you
those questions, | assuned that the 3,000 enpl oyees did

everything 100% Then when | heard your answer to
Conmmi ssi oner Henstad's questions, | got the inpression
that it was not Dex enployees, it was Qwest, in one of
t he ot her endi ngs of Qamest, enployees that were
perform ng those functions.

A No - -
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Q Maybe you could just clarify it for ne.
Yes, please, | don't think so. | mean Qnest
really runs -- Dex really runs as a kind of whole unit,

very separate froma systens and people standpoint. |
think I was trying to say to the Conm ssioner that, you
know, Qwest has the regulatory obligation, so it is the
one who would face the Commissions in terns of what
woul d be required to fulfill its directory obligations.
And then we're the prime contractor to that, so that if
a commi ssion were to ask sonething of Qwest, obviously
that's going to cone back to us to be able to fulfill

it, and that would nmeet the criteria.

Q vell, | --

A. We woul d have to -- we would be the people
having to fulfill that.

Q Okay, that wasn't ny question

A I"msorry.

Q Let's take the human resources function

A. Okay.

Q Ri ght now or let's say a year ago.

A Yeah.

Q Enpl oyees of whom perfornmed that function?

A. Qnest enpl oyees perfornmed that function and
provi ded themto the Dex division, and the Dex division

pai d Qvest for those services.
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Q Al right. Then | amcorrect that, | have
been corrected in nmy thinking that the 3,000 enpl oyees
that you have do not performdirectly all of those
functions that | was going through

A That is -- that is correct with the
understanding that we're now in transition, for exanple,
today. A year ago that was correct, and a year from now
it will be holistically correct. Right now | do have
probably 15 people in ny HR departnent, and we're doing
about half of the service, half of the services cone
from Quest HR people, and half are being generated
internally, and then the costs internally are being
di stributed East and West.

Q Al right, so again, of the original enployee
base of Dex, are virtually all of them going to be

transferred with the sale of the business, first of all?

A. Yes.

Q Al right. But am]l right that that does not
i ncl ude --

A Conmon functi ons.

Q -- those common functions, and is it the

first 20% common functions or the next 20% which was
t hat operations question?
A It's -- let me see if | can clarify it, and

I"'mgoing to have to drill down a little bit to do it,
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because the answer is really depending on departnent.

So if you go -- in that 20% i ncludes things where we are
hiring new and our enploynent is going up, because in a
sense we have to replicate an HR function, we're not
taki ng Qnest people. So in the HR exanple, our

enpl oynent goes up. You know, in marketing we actually
had those -- that was a conmon function which we had
entirely in house. That's sinply being transferred in a
sense from Quest to the new entity, and those people
cone intact, but they always worked for Dex.

Q Al right. So the new functions that Dex
will have to develop either in the transition or
afterwards primarily include that first 20% of
functions?

A Part of that first 20% and the main ones
that we have to rebuild are HR and finance. |T because
so many people -- our systenms are separate than a | ot of
the telco systens, the IT department of about 200 people
cane over from West from East on the first close.

Q Al right. Conmm ssioner GCshie al so asked you
some questions about your five year plan, and you can
keep your answers on a qualitative level. |Is your five
year plan different with or without the sale?

A | think at a strategic |level, the basic

poi nts of the strategy, which is innovate your product
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line, expand the productivity of your sales force,
i mprove your infrastructure, it is not different. And,
in fact, we presented to all those nunmerous buyers who
bid for this business, we presented our thinking about
how to grow this business going forward and very
particularly tal ked about the different risks of
acconpli shment of different levels. | believe the
i rpl ementation of that plan actually accel erates under
the new owners, because they are nore focused on this
busi ness and have nobre interest in in a sense investing
in the business going forward than when we were a
di vi sion of Quest.

Q So if you conpare your business staying
within Qvest versus being sold, do you see nore val ue

bei ng generated if the business is sold?

A | think the -- | think the advertiser and the
consuner will get a better product sooner
Q | didn't really nmean that qualitative. |

meant nore in terns of the revenues or profitability of
Dex itself. Do you feel that it itself will be nore
profitable, for lack of a better term if it's sold than
if it is not sold?

A. Actual ly, the business is probably |ess
profitable if it's sold.

Q And why is that?
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A. Because you have to run a stand al one
conpany. So in a sense froma straight margin
perspective, it's probably less profitable if it's sold,
but the quality -- but | come back to you asked me about
i npl ementing the strategy, and the strategy is really
about better products and services, and that probably
happens nore quickly and at a higher rate of devel opnent
under new owner shi p.

Q But then what | heard your answer is, if it's
not sold, it would be at |least in the short termnore
profitabl e?

A That's correct.

CHAI RWOVAN SHOWALTER:  Thank you.

JUDGE MOSS: Before we turn to M. Rosell
for any redirect, | will ask M. Trautman if there's
anyt hing the Bench pronpted that you wanted to follow up
on so that M. Roselli will have a full opportunity on
redirect.

MR. TRAUTMAN. We did have -- we had one

questi on.

RECROSS- EXAMI NATI ON
BY MR TRAUTMAN
Q | believe you indicated that Qwvest woul d be

transferring about 200 enployees in I T and HR to Dex.
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A No, | mentioned that in IT.

Q In IT.

A Not in HR

Q Okay. WIIl Qwest need to replace any of the

enpl oyees that are being transferred --

A No.
Q -- to Dex?
A My understanding is they will not, because
t hese people were dedicated to the, I'msorry to stunble

there, they're dedicated to the Dex systens, and, you
know, those systens are al so being transferred.

Q Are the Qnest systens and the Dex systens
integrated in any significant way?

A. No, they are not, because the Dex systens are
really around the publishing of directories. And what
I"mtal king about is the production systens are really
around the production of directories, which is not a, in
a sense, a networked telco function. They're separate,
they come over, the people who are know edgeabl e and
dedi cated to those systens are coming with themor, in
fact, came with them on the close of East.

MR. TRAUTMAN: Thank you.
JUDGE MOSS: M. Roselli?

MR, ROSELLI: Yes, thank you.
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REDI RECT EXAMI NATI ON
BY MR ROSELLI :

Q You were asked by Conmi ssioner Oshie about
this five year plan which we are going to provide as
Bench Request Nunber 1. Wbuld you characterize that as
a projection, a growmh plan, or sonething el se?

A I mean | think it -- | would characterize it
as sone nodeling and some projections at various |evels
of growth with various plans, underpinning themwth
differing risk factors, risk rates associated with those
at different |evels.

Q And without getting into any of the specifics
obvi ously because the Bench will be reviewing this
docunent, does the docunent anticipate for the various
scenarios sonme | evels of investnent and investment risk?

A Yes, obviously with the higher, nore
specul ative investnents being, you know, kind of

additive to higher rates of potential growth.

Q Does the docunent represent where you think
Dex will be in five years?
A No, not specifically. This was a -- this was

a nodel that we had presented, and I will give you one,
in a sense, specific, that the under, you know, the
econony of these -- when these projections were done

al nrost two years ago | ooked a lot rosier than it does
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today. And so therefore, you know, the underlying
growt h assunptions in the business and our ability to
price in the business | think are -- have substantially
eroded from what they were 24 nonths ago. So al nost on
its face, the value of this nodeling is not to
definitively determ ne exactly where you're going to be,
because frankly nobody knows.

It would be Iike can you definitively node
where the DOWis going to be five years from now, no,
you can't. But you can deternm ne and nodel the choices
that you can neke strategically, you can assess RIFs,
and you can, you know, kind of see -- you can kind of
use that as a testing ground for progranms that you woul d
put into the marketpl ace.

Q Thank you. In a related vein, does this plan
contain any guarantees or assurances of particul ar
growh rates; would you characterize it in that fashion?

A No, in fact, very nuch the opposite. | think
that when these were shared with the buyers associ ated
with the offering menoranduns, there was explicit
| anguage associated with the fact that there were no
representations this is going to -- | nean on its face
if I could guarantee sonmething five years from now, |
woul d probably take up a different Iine of work. But

that having been said, | nmean there were explicit
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representations that you could not -- that these were
not definitive, nor could you count on them that there
were varying degrees of risk associated with different
programs. | nean we can bring a new ad size to a Wite
Pages, that's very different than putting a voi ce based
product in the nmarketplace, fundanentally different in
terms of capital, in terns of risk, in ternms of
potential return.

Q Thank you. Chai rwoman Showal ter asked you
some questions about divisibility, scalability of the
Dex operations in relationship to this transaction. |
want you to assunme with nme hypothetically that the
second phase of the sale, Rodney or Dex West, closes but
cl oses wi thout WAshi ngton, that Washington is not part
of that transaction. And assune that you with your
operational expertise were brought in to assist Q in
figuring out how QC would get its publishing obligations
fulfilled and have its directories published. What kind
of issues do you see that you would face in neking that
det erm nati on?

A You give me a fun job, okay. First thing is
I have to understand the situation that I'min, and that
is that on average in the state of WAshi ngton we produce
a directory every 15 days, because we do about 26

directories, 28 directories here. So |I've got to
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understand that the Commi ssion is going to hold ne to a
regul atory obligation that comes up every coupl e of
weeks, so |I've got a certain amunt of urgency to
fulfill that obligation.

I"ve got to | ook at both in-house devel opnent
as well as outsourcing options for nyself. Let ne just
tick through sonme of those. In house | basically have
to hire and reconstitute depending on what's left in
Washi ngton particularly all of the systens and
operations folks and common functions. | may or may not
have the sal es peopl e dependi ng on how the sal e gets
di sposed.

So the building option seens to have two
characteristics. One is to be very tinme and | abor
intensive and difficult to do given the regulatory
obligation to publish right along, which, you know, |
don't know the specifics, but | would say that would be
very much on ny mnd. And then second, because of
di seconom es of scale, |'ve got to be concerned about
the economics, whether it's a very profitable business
or not.

| also have to be concerned about the guys |
just left, Dex, whether they're going to be a conpetitor
of mine or not. And if they're a conpetitor, then

that's kind of chunking up the fornmer market into a
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coupl e of pieces of unknown proportion, which is
probably going to lower the profitability of the new
entity.

| also have to | ook at outsourcing options,
and let nme just tick through sone of those, you know,
kind of off the top of my head. | could look to Verizon
because they're in this state. The question on ny mnd
there is, or nore interpreting for the Conm ssion, is
that's going to be really taking a nmajor conpetitor out
of the market, because they're now going to have
t hensel ves, they conpete with us in several markets, and
now they're going to now have, in a sense, nmy new
territory, and the question is how are they going to
deal with those conpetitive issues where we have been
conpeting head to head. Now they're going to have to,
you know, are they going to advantage or di sadvantage ne
in the whol esal e agreenent that | have with them now to
publish the directories when they also have a retai
directory in the same marketplace. 1In fact, Washington
has the characteristic of probably having the nost
conpetitive market in our 14 states because of the very
strong presence of Verizon as the, in a sense, |oca
exchange carrier under the former GIE territories.

| can | ook at Transwestern, which is another

maj or conpetitor. The issue there is simlar froma
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conpetitive perspective, that I'mnow taking a
conpetitor out of the market, neaning nme, because |I'm
now havi ng Transwestern do both, and | have the question
of where we conpete how are they going to separate, put
the Chinese wall between what they do at retail and what
they do at whol esale. And then, of course, Transwestern
i s non-unionized, and | cone froma union culture and
environnent, and |'ve got substantial union questions
about how let's say the people who were left |ike
uni oni zed sal es enpl oyees woul d operate and woul d t hey
get union support in a Transwestern environnent.

And then finally I guess | would have to | ook
at the other regional Bell operating conpanies.
Renmenber, as the Comm ssion well knows, you know,
Washington is a very large state with lots of capacity
needed to use, so the people who can do this kind of job
are probably people like Bell South or SBC. And then the
question there is, how fast can they ranmp up and
| ogistically operate 26 directories, $300 MIlion in
revenue. | think we have sonething |ike 7, don't quote
me on this please, but 75,000 custoner relationships
with advertisers, how well can they ranp up in a
nonconti guous geography.

And, of course, all the while |'ve got ny

former enployer, Dex Media East, constituting an ability
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to enter the market and take their systens, whatever
peopl e they have left, and all the relationships they
have prior and obviously conpete agai nst ne.

Q You may already be quoted on it, | hate to
tell you.

I have a followup question. You nentioned
some conpani es, Bell South, SBC, Transwestern, Verizon,
have any of those conpani es published directories for QC
in the last 20 years?

A No.

Q Has any conpany ot her than Dex published
directories on behalf of QCin the last 20 years?

A Not to ny know edge.

Q Ckay, thank you. You were also asked sone
guestions by M. Trautman and al so by Conm ssioner Gshie
with regard to the branding and the |icense agreenents.
You were asked specifically about the publishing
agreenent and the non-conpetition agreenment. | want you
to put your buyer's hat on for a nonent.

A Okay.

Q And you're now in a capacity representing the
buyer and the new conpany. Do those agreenents add
val ue fromthe buyer's perspective? |Is this a better

deal given that buyer has those agreenents in place with

QCc?
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A. Publ i shi ng and non-conpete?

Q And the branding and the |icense agreenents.
A Yes, they absolutely add value to the deal
Q Is that the entirety of the value fromthe

buyer's perspective?

A. No, not in ny judgment.

Q And why not ?

A Because there is substantial value associated
with systenms, with people, and their relationships. In
ot her words, if you took those things away and you had
all the other operating parts of the conpany, you stil
have a rel ationship irrespective of brand that you
probably had -- our average customer relation between
our enpl oyees and our custonmers is over ten years. So
you still have those enpl oyee rel ationshi ps, you have
all the publishing systens, you have all the
intellectual property and history of an enpl oyee body,
and those are of substantial, you know, substantia
value too. So the idea that the official designation
things is all the value is would be a nonstarter fromny
per specti ve.

MR. ROSELLI: Thank you, | have no further

questi ons.
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EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:
Q | have a followup to this scenario if
Washi ngton were |l eft out of the sale. |If you now put on
your hat as head of the new Dex operation that was sold,
what would it take for your new operation to conpete

with or to conpete in Washi ngton?

A Ri ght .

Q And how woul d you go about that?

A Well, | have all -- nowif |I'mon the other
side of the fence, | have all the physical capabilities

to conmpete fromday one. And so the cal culous that |
woul d probably do is, do | want to try to conpete and
bid for the Washi ngton business in a sense on a supplier
basis, be one of those bidders, or do | want to go in as
an i ndependent now and use ny Dex name which is wel
known. | have all of the physical capabilities to do
it.

It seens to me | don't know -- | don't know
in this scenario whether, you know, to what extent |
have the sal es enpl oyees, and | don't know to what
extent | have a non-solicit. But to the extent | have a
non-solicit, I would try to take those enpl oyees. To
the extent that | -- | don't -- | need to reconstitute

nmy sales force, but | have every other capability.
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And | have to do a financial calculation,
which | have not done in any way, shape, or form tois
it better to enter as an independent in this market and
take nmy share with all of the advantages | have in a
contiguous market, or do | want to bid versus other
bi dders, of which | think there are very few by the way
that are legitimate, to handl e Qmest operations for
Qnest .

Q And in the case of being an outright
conpetitor as opposed to one of the bidders, you would
not be able to use the Qwest nane?

A No, | would not. But | would be an
i ndependent. | would, in a sense, | would grow from
zero revenue, so | would have a, you know, so the
attractiveness of that is, you know, | don't have the
Qwest business, but |'ve got lots of leg up, it's a
conti guous nmarket. And we have seen, for exanple, in
Nebr aska where we have gone from Omha to Lincoln where
Alltel is the big | ocal exchange carrier that we have
been able to very effectively nove into contiguous
mar kets. That | could actually add to my growth rate
and ny business by growing in a big market |ike
Washi ngton from zero now, because | don't own it, with
lots of leg up in terns of having systens people,

know edge of the narket, and relationships.
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CHAl RMOMAN SHOWALTER: Thank you.
JUDGE MOSS: All right, does this conplete
our exam nation of M. Burnett then?

MR. TRAUTMAN: W have one or two follow ups.

RECROSS- EXAMI NATI ON
BY MR TRAUTMAN

Q First of all kind of follow ng up, in your
capacity as the CEO of Dex assum ng Washi ngton was not
part of the sale, would Dex be willing to enter into a
publ i shing agreenent with Qmest Washington to publish
the Qmest WAshington directories on an outsourcing
basi s?

A. You' re asking ne to specul ate, because
frankly that would be determ ned by the buyer. And
think in -- | would answer it the same way | answered
Conmi ssi oner Showal ter's or Chai rworman Showal ter's
qguestion, which is | think that becones a financia
calcu -- would we be willing to? We would be willing to
entertain it, but it would not be a forgone concl usion,
because there's another very legitimte economc
alternative

Q If the sale is not approved in this state, on
what basis could you use the Dex name in Washi ngton?

A It's nmy understanding that as part of the
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transacti on we own the Dex nane, and we would be able to
use it -- it is nmy understanding we would be able to use
it in Washi ngton.

Q If the Rodney deal were not approved at all
woul d they be able to use the Dex nane in any of the
Rodney states?

MR, ROSELLI: |'m going to object again, that
does call for a legal conclusion and interpretation of
t he branding and |icense agreenents.

JUDGE MOSS: | think we are getting into the
area of legal interpretation, M. Trautnman.

MR, TRAUTMAN:  Well, I'mjust asking to the
extent he knows.

JUDGE MOSS: To the extent he knows as a
non-| egal prof essional

A | do not have -- | do not know what the
answer to that question would be.

BY MR. TRAUTMAN

Q Well, did your response to the Chai rwoman
assune that you would be able to use the Dex nane in
Washi ngt on?

A When | answered the question, it did assune
that. But | would not assune that if we were not able
to through sone fornmal determnation that that would --

t hat woul d change the cal culus, but it would not
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elimnate the option in any way, because we would still
have all the other assets.

JUDGE MOSS: All right, then, that does
appear to conclude our questioning of M. Burnett, and |
will go ahead and thank you very nuch for your testinony
and let you step down at this tine.

While he's doing that, | will just remind the
parties that we need to econom ze our questions to the
extent possible. W had one half hour designated for
this witness, and we have had himon the stand for two
hours. So if we follow that trend, we will be here a
very long tinme, so we don't want to do that. W don't
want to have hearings that run late into the evening and
that sort of thing if we can avoid it. So please do try
to be crisp in your questioning and precise.

CHAI RMOVAN SHOWALTER: Are you directing
t hose coments to the Bench?

JUDGE MOSS: | would never dream of doing
such a thing. Actually, the Bench was fairly economn cal
in its questioning.

We do need to take advantage of the renaining
time, so |l will ask you to call your next wtness,

Ms. Anderl .
MS. ANDERL: Thank you, Your Honor, Qnest

calls Ms. Ann Koehl er-Chri stensen.
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Wher eupon,
ANN KOEHLER- CHRI STENSEN,
havi ng been first duly sworn, was called as a wi tness

herein and was exani ned and testified as foll ows:

DI RECT EXAMI NATI ON

BY MsS. ANDERL:

Q Good nor ni ng.
A. Good nor ni ng.
Q Woul d you pl ease state your nanme and your

busi ness address for the record.

A My nane is Ann Koehl er-Christensen, and |
work for Quaest in Seattle, Washington, 1600 Seventh
Avenue.

Q And, Ms. Koehl er-Christensen, you have
previously filed rebuttal testinmony in this matter; is
that correct?

A Yes, it is.

Q And in that rebuttal testinony you adopted a
part of the pre-filed testinony of Ms. Theresa Jensen;
is that also right?

A Yes, it is.

Q And you have various exhibits associated with

both your testinony and Ms. Jensen's pre-filed direct?
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A Yes.

Q Do you have those docunments before you?

A Yes, | do.

Q And t hose documents have been nunbered by the

Admi ni strative Law Judge as Exhibits 131, 132, 133C,
134C, and 135C. Do you have any changes or corrections
to make to any of that testinony or those exhibits at
this time?

A No, | don't.

Q If | were to ask you the questions contained
in that testinony today, would your answers be the same?

A Yes, they woul d.

M5. ANDERL: Thank you. Your Honor, we would
of fer Exhibits 131 through 135C i ncl usi ve.

MR, TRAUTMAN: No obj ection.

JUDGE MOSS: Okay, there being no objection,
then those will be admitted as marked.

MS. ANDERL: And Ms. Koehl er-Christensen is
avai |l abl e for cross-exam nation.

JUDGE MOSS: And | will just interject that
while | appreciate the crispness with which you are
presenting there, | think we did get a little fast there
a couple of tinmes, and for the sake of our reporter who
is keeping up with all of this remarkably well, | would

ask that everyone be mindful of the pace at which they
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1 speak so that we don't overtax.

2 M. Traut man.

3 MR. TRAUTMAN: Thank you

4

5 CROSS-EXAMINATI ON

6 BY MR. TRAUTMAN

7 Q Good norning, M. Koehler-Christensen
8 A Good nor ni ng.
9 Q I would like to start initially by | ooking at

10 what was marked as Exhi bit 151, and that was a Quest

11 response to Staff Data Request 49.

12 A Okay.

13 Q And |'m | ooki ng at response nunber four, and

14 this reads:

15 Dex strives to publish the listings of

16 al | businesses and residences within the

17 scope of their directories irrespective

18 of which | ocal exchange conpany provides

19 t el ephone service, because this nmkes

20 its directories nore valuable to

21 directory users.

22 Do you see that?

23 A Yes, | do.

24 Q And now wasn't there a tinme when Dex did not

25 i ncl ude CLEC custoners in its directories?



0458

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. Before there were CLECs obviously. Not to ny
know edge was there a time when CLECs existed and Dex
chose not to include them That may have been true of
ot her publishers in other areas of the country, but it

is not ny understanding that that was the policy at Dex.

Q Are you -- do you know that for a fact?
A | can not say with absolute certainty that
there was never a nonent in time. | do know that at the

ti me CLECs began to provide service in Washington and

t hroughout Qwest territory that we had conversations,
and it was Dex's policy at the very begi nning of that
time that they wanted to include them because it created
val ue. There were various interconnection agreenents
where the CLECs were anxious to have it docunented that
Dex must because they had fears that they would not.

But Dex's policy always was, to ny understandi ng, that
they would and wanted to include the |istings.

Q If you could turn to Exhibit 131, which is
your rebuttal testinony, and turn to page 9, and |I'm
reading lines 9 to 12. And here you say:

The inmputation calculation in Docket
Nunmber UT-950200 t hus erroneously

i ncl uded not just operating revenues
associated with publishing directories

for US West Conmuni cations, but al so
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for additional directories and other

| ocal exchange carriers listings.

Do you see that?

A Yes, | do.

Q And when was the first time that you brought
this error to the attention of the Conmi ssion in any
formal filing?

A I think | pretty nmuch described that in ny
testinony, that it wasn't really | ooked at in either
this docket, 950200, because that wasn't the focus of
Qnest's testinony at that tine. And then the subsequent
docket was sinply what was considered a nmake whol e case,
and it wasn't addressed at all. There was no filed
testi nony.

So the first tine that |'maware that we nade
it known was actually when | assunmed additionally in
addition to nmy responsibilities related with Dex sone
responsibilities associated with filing information in
the state of Washington. And at that tine, | recognized
that the information being included included revenues,
financial results from areas outside of the scope of
providing directories for the affiliate relationship
with Qnest Corporation, so | believe it was in the year
2000 that we did that.

Q And you formally brought this error to the
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attention of the Comm ssion?

A W filed a report and with a cover letter
that fully disclosed what we were doing, yes.

Q Did Qnest ever petition the Comrission to
nmodi fy any previous decision specifically to correct
this error in your words?

A No, because we were not asking for any
retroactive treatnent on this, and we were al ready under
a regulatory scenario that effectively froze our rates
until a future point in tine. So we began filing the
corrected information, disclosed that, but felt that
there was no regul atory action that needed to be taken
until there was a case that would deal with the issue
agai n.

Q So then the filing that you made did not
change the amobunt of the inputation, correct?

A It did not change the anpbunt of the enbedded
i mputation, no. It sinply changed the anpunt of -- the
requi renent was to | ook at Dex's financials annually and
recal cul ate using the sanme fornula, and we began using
only the financials that were related to publishing
directories on behalf of Qwmest Corporation

Q Has t he Conmm ssion ever issued an order in
which it recogni zed the existence of this error, an

order, any correction?
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A. This is the first proceeding that this issue
has been rai sed.

Q And you --

A Formal |y.

Q Excuse ne. And you nmake a distinction here
between primry and secondary directories.

A Yes, | do.

Q Is that a distinction that woul d be obvi ous

to the average custoner?

A. | really can't speak for the average
custoner, because |'m not an average custonmer. | have
had too many years experience in this. | can say that

the secondary directories are distinctly different than
the average Qmest custoner woul d deal with. Secondary,
the two secondary directories in Washington, one is
publ i shed totally outside of the service area where QC
provi des tel ephone service, and the other one includes
no White Pages and includes only advertising for an area
that extends for the greater Puget Sound area wel

beyond any nornmal White and Yel |l ow Pages directory. So
therefore, | would say that while they nay not be able
to say, oh, this is a secondary directory, they wouldn't
know the term nol ogy of course, but | think they woul d
recogni ze these directories as sonething different and

other than the normal directories that they're used to
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seei ng.

Q Is it possible to provide -- for you to
provi de the covers of the two secondary directories or
provi de the two secondary directories | should say to
whi ch you refer?

A. I"'msure | can obtain copies of the two
secondary directories, yes.

MR. TRAUTMAN: And that will be a record
requisition.

MS. ANDERL: Your Honor, | guess | wll
i nterpose an objection at this point as to why it's
necessary to nake this as a record requisition and could
not have been made during the past seven nonths as a
data request. | don't mind providing it, it's not
obj ectionable, its relevant, but it does seem as though
we're going to be burdening the record with things
coming in that certainly could have been asked for a
I ong tine ago.

JUDGE MOSS: Well, | would have to say that's
not really an objection, that's nore of a conplaint.
And while | appreciate your basis of your conplaint,
let's just provide it and save tine.

MS. ANDERL: That's fine, Your Honor, | guess

JUDGE MOSS: And we have a great big stack of
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t hem back there anyway that |'m anticipating sonebody is
going to dunp on the Bench at sonme point, so let's have
two nore

Go ahead with your questions, M. Trautmn.

MS. ANDERL: May | clarify the record, is he
asking just for the cover or for the entire --

JUDGE MOSS: | think it was just the cover.

CHAI RWOVAN SHOWALTER: | think he wanted the
whol e t hing.

MR, TRAUTMAN: The entire directory.

JUDGE MOSS: The entire directory. |
actual ly thought | saw one floating around the room
sonmewher e

MS. ANDERL: And that's Record Requisition
Nunber 47?

JUDGE MOSS: That's right.

BY MR TRAUTMAN:
Q On page 42 of Exhibit Nunber 131 in your
rebutt al

MS. ANDERL: Excuse ne, Your Honor, may | get
t he page reference?

Q Page 42.
A Yes.
Q And this is where you describe the publishing

agreenent with the buyer. On lines 15 to 17, you say:
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1 The only difference between Dex's

2 agreenents with these other |oca

3 exchange carriers and Dex's agreenent

4 with QCis the length of its term 50

5 years.

6 Do you see that?

7 A Yes, | do.

8 Q And in response to Staff Data Request Nunber

9 50, which has been marked as Exhibit 152, and | should
10 add that the response itself was provided on a CD, and
11 there were several publishing agreenents, of which for
12 reference purposes | have printed out the first one that
13 you have put down, and it's Attachnent A, All egi ance
14 Tel ecom do you have that for reference?

15 A And that was the CD was offered under which

16 exhibit?

17 Q Exhi bit 152.

18 A 152, actually, yes, | do have it.
19 MS. ANDERL: Your Honor, may |?
20 THE W TNESS: ©Ch, okay, thank you.

21 BY MR. TRAUTMAN:

22 Q And is this a copy of one of the agreenents;
23 do you recognize it?

24 A Yes, | do.

25 Q Are each of the ten agreenents publishing
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agreenents that you provided in response to this
request, that being Attachnments A through J, are they
essentially the same?

A Yes, it's ny understanding that they are
essentially the sanme. | think it's possible that there
were one or two that were negotiated and signed prior to
1997. | believe it was Inland Tel ephone was in 1995.
These publishing agreenents, the renmining ones, were
nodel | ed after the publishing agreement between Dex and
QC that was negotiated and signed in 1997. So while
there may be a few wording differences dependi ng on what
i ndi vidual carriers wanted in their agreenments, the
agreenents are essentially the same, including the terns
of the agreenments. In fact, it's my understanding that
the CLECs, I'mnot familiar with the |ILECs that have the
publ i shing agreenents, but the CLECs were very concerned
that their agreenents be essentially the sanme as the
agreenent between Dex and QC. So therefore, to answer
your question, | would say they are essentially the
same, and that nmekes them essentially the sane as the
agreenent between the buyer and QC as well for the
future.

Q Are you saying that the agreenment between
the current agreenent between QC and Dex is

substantially the sane as the agreenent between, the
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proposed publishing agreenent between Qwmest and Dex

Hol di ngs?
A Yes.
Q Okay.
A. I think they are structured the sane. They

have made sone changes and actually just rearranged sone
informati on. For exanple, the branding exhibit, there
is a paragraph in the current agreement between Dex and
QC that has been pulled out and put into the branding
exhibit in the one with the buyer.

Q Al right. Now sticking with Exhibit 152,
and you're famliar then with Exhibit 77, again which
was the publishing agreement between Dex Hol di ngs and
Qnest; is that correct?

A Yes, | am

Q Now is it true that in length alone there is
a significant difference between Exhibit 152 and Exhi bit
77, that being that Exhibit 77 is 34 pages versus 157

A. Yes, there is a difference in |ength.

Q Are there any |iquidated danage cl auses in

the agreenments between All egi ance Tel ecomin Exhibit 152

and Dex?
A. No, and | think the difference here is that
with Allegiance, Allegiance -- there wasn't any sale

i nvol ved. Allegiance was contracting with the
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publisher. There is in the Allegiance contract |anguage
that states that Allegiance can not contract with any
ot her publisher or publish thenselves a directory that
is at |least branded with All egiance's name in any way.
So there was that protection in the Al egiance, but
since All egiance wasn't -- there was no sal e involved,
and so there is a difference between the agreenents
because of those differences.

Q And is there a difference in the agreement in

terms of ability to assign the agreenent to other

parties?

A | have to say | don't know. | would have to
read it more carefully. | don't recall whether there is
a difference in -- assign what part of the agreenment, |

was not clear on that?

Q Well, conparing -- if you conpare page 31 of
Exhibit 77, 9.6, although it says no assignment, then
there are several conditions that follow And in
conparison in Exhibit 152, Paragraph 10.3 on page 12, it
appears to be a nmuch nore strict prohibition against
assi gnment .

A Yes, | will agree there's a difference.

Q I believe you stated with reference to the
brandi ng exhi bit that a paragraph from Exhibit 152 had

been pulled out and placed in the branding exhibit. Now
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are you claimng that the paragraph in Exhibit 152 is
the sane as the entire brandi ng exhibit?

A | don't believe that |I clained -- | certainly
did not intend to claimthat the paragraph was pulled
out. My intent is to say that in the publishing
agreenent with All egiance and with the others as well as
with the publishing agreenent that exists today with QC
and Dex, Qwest Dex, there is a paragraph, and | believe
in this exanple it is Paragraph 3.4, where the LEC
grants Dex a nonexclusive, royalty free, worldw de right
and license to use the LEC s trade nanes, trademarks,
| ogos, service nmarks, and any other words or designs
collectively referred to as the LEC s marks in
connection with the directories that it publishes on
behal f of these, |'m paraphrasing now, on behalf of the
| ocal exchange carrier

VWhat |'mwanting to explain is that in the

publ i shi ng agreenent between Dex Hol di ngs and QC, rather
than including this paragraph, and | believe in order to
assure the buyer that they have the proper protections,
they created i nstead of this paragraph a brandi ng
exhi bit, which effectively does the sane thing. The
Al | egi ance allows Dex to use their brand, their | ogos,
their trademarks, in association with publishing

directories on their behalf, and the brandi ng exhi bit
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bet ween Dex Hol di ngs and QC all ows Dex Hol di ngs to use
QC s trademarks nanes in branding the directories they
publish on behalf of QC. So it's essentially the sane
i dea. The words are probably different. 1In fact, they
are different, but they provide about the sane.

Q So your testinobny is that this one paragraph
really this branding exhibit is alnbst unnecessary, |
nmean to have -- to go to the trouble of having a 13 page
attachnent ?

A. No, | didn't say that, and | don't nean to
imply that. And the paragraph that is in this agreenent
is not in the agreenent between Dex Hol di ngs and QC. So
I would submit that it is necessary to have sone
contractual agreenment between QC and Dex Hol dings with
respect to the use of QC s brands.

Q Al right. Referring to that branding
exhibit, is it correct that the branding exhibit to the
publ i shi ng agreenment includes the right for Dex to use
the Qmvest nanme on not just the primary directories but
al so on the secondary directories and the |nternet
ventures as well?

A You know, | don't have the brandi ng exhi bit
in front of me, but | do know that it was intended to
al |l ow Dex Hol dings to brand what is currently branded by

Quvest Dex. It does not allow, for exanple, ny
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understanding is that it does not allow Dex Hol dings to
create new products or new secondary directories and
brand themwi th Qwest's brand. It only allows themto
brand what is already produced today.

Q And is it also true that the branding exhibit
requires that QC should it change its nane or sell its
service area to a LECwith a different name to secure
for Dex the right to use the new service area LEC name
on Dex's primary and secondary directories and in its
I nternet ventures?

A That is ny understandi ng, yes.

Q Now is it true, it's true, | believe, is it
not, that the publishing agreenent between QC and Dex
Hol di ngs, and that would be Exhibit 77, guarantees that
QL will refer QC custoners only to Dex for Yell ow Page
adverti senents?

A Yes, that's true

Q However, in your rebuttal testinony, Exhibit
131, on page 34.

A Yes.

Q At line 15, however, you say:

However, it is estimated that |ess than
1% of QC s business custoners are
referred to Dex on an annual basis. The

nunber of referrals is so small as to be
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consi dered i nconsequenti al
Do you see that?
A Yes, | do.
Q All right. Now if you could turn to what's
been marked as Exhibit 156, and this is the Qwmest

response to Staff Data Request 54.

A Yes.

Q And if you could turn to Attachment A of that
exhi bit.

A Yes.

Q It says referral estimates.

A Yes.

Q Now t hi s spreadsheet indicates that in 2001
there were an estimated 12,000 customer referrals,
correct?

A Yes, it does, and that is ny estimte, and
have recently found that | significantly overesti mted
the nunber of referrals.

Q Have you suppl enented the exhibit?

A No, | haven't. It didn't -- | didn't feel

it, while | overestimted the nunber of referrals, it

didn't affect the neaning of ny testinony nor the -- nor
the less than 1% It was still less than 1%
Q Al right. Using the nunbers that you have

in your exhibit.
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A. Ckay.

Q Is this estimate for the entire Quest Dex
region for Rodney only or for Washington?

A It is for the entire Qmest Corporation

region, 14 state region.

Q And | believe | gave for your reference,
just have one, | believe, one quick reference to nake
fromit, | gave you a copy of Exhibit 243, which has

previ ously been marked for M. Kennard, and it was the

FAS 141 report.

A What was the exhibit nunber again?

Q 243,

A Oh, yes, okay.

Q And |'m | ooking at page 6 near the bottom of

that page. And | believe it indicates there that there
are, as of Decenber 31, 2001, there are approxi nately

206, 000 Dex custonmers in the Dexter area; is that

correct?
A Yes.
Q Do you know what the corresponding figure

woul d be for the Rodney area?

A No, | don't.
Q | believe, now just for purposes of
assunption, | believe, well, we know that Dexter in

terms of the sales price is $2.75 Billion out of the
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1 total of $7 Billion; is that correct?
2 A Yes.
3 Q And so it's about 39% doing the math of the

4 sal es price?

5 A. I will accept that subject to check

6 Q So for assunption purposes, if there were

7 206, 000 Dex custoners in the Dexter area, there would be
8 approxi mately 300,000 in the Rodney area, that being a

9 60 to 40 ratio?

10 A. | believe that your math is correct.
11 Q Ri ght.
12 A | am not certain that you can assune that. |

13 t hi nk depending on the parts of the country, the states,
14 that the nunber of businesses can vary. Because | do
15 know that there are large advertisers, snal

16 advertisers, so | really couldn't namke that concl usion
17 that that would nmean that there was that many in the

18 Rodney or the western part of the business. | do not
19 know t hat answer.

20 Q Al right. Can we assune for purposes of ny
21 guestion that that approximation is correct, as a

22 hypot hetical if you will?

23 A. As a hypothetical, all right, as a

24 hypot heti cal

25 Q Al right. Assum ng 500,000 for the entire
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area, now remaining with that Exhibit 243, turning to
pages 26 to 27, there's the carryover paragraph, and
again assuming that there is zero growth in the Dex
customer base, all right, the carryover, this paragraph
i ndi cates that Dex had anywhere froman 89%to a 93%
renewal rate; is that correct?

A Yes.

Q Al right. So assum ng an 89% renewal rate
and zero growth, all right, in order to maintain a
steady state of growth, Dex would need to replace 11% of
its custonmers every year, correct?

A If you say so. | haven't done the math, and
| apol ogize, but I can't do it that quickly up here on
the stand to follow the nunbers.

Q I'"mtaking 100% m nus 89% and |'m saying if
89% renew and 11% | eave, you have to replace those 11%
to stay at the sanme level, correct?

A Al right. But | don't know that we're
staying at the sane | evel, because |I thought | heard
M. Burnett testify that the nunber of advertisers were
decreasing, not increasing, so | don't know that that's
an appropriate assunption. But under a hypothetical, we
coul d accept that.

JUDGE MOSS: M. Trautnman, we need to take

our noon recess, so I'mgoing to cut you off at this
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point, and we need an hour and a half at |lunch today, so
we will ask that people be back at 1:30.

(Luncheon recess taken at 12:05 p.m)

AFTERNOON SESSI ON
(1:35 p.m)

JUDGE MOSS: During the luncheon recess, we
had di stributed three new exhibits, proposed
cross-exam nati on exhibits by Qwest, for w tness Fol som
Staff witness Folsom and those have been nunbered as
447 is it looks like a news article | guess with the
titl e Notebook: Enron may use PGE shares, so we'll just
identify it by its title. 448 is a copy, an excerpt
fromthe Daily Bankruptcy Review. And 449 is it |ooks
like a part | guess of a 10-K for PGE, is it? Okay, so
we have those identified, and we'll get to themin the
cour se.

I have al so been informed that parties have
been making efforts to shorten their cross-exan nation
M. Butler, for exanple, has inforned ne that he and
Publ i ¢ Counsel have honed theirs to the finest possible
l evel .

MR. CROWAELL: Zero from zero.

JUDGE MOSS: But in all seriousness,

M. Trautman infornmed nme that we prom se to nove things
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alittle nore quickly fromthis point forward, and
that's good news.

So with that, | think we can proceed with our
cross-exam nation, M. Trautmn.

MR. HARLOW  Your Honor.

JUDGE MOSS: Oh, |I'msorry, there was a
prelimnary matter, M. Harlow renminds ne. He told ne
before and | forgot.

MR. HARLOW Yes, thank you, Your Honor

Dex Hol di ngs noves for perm ssion to offer
oral surrebuttal fromDr. Kalt, who | believe we expect
to testify on Friday. And the notion is really two
parts. He would like to offer oral surrebuttal to the
revi sed Bl acknon pages at the Bench's invitation. That
m ght be an efficient way to handle it. And then
particularly for himwe didn't feel that witten
surrebuttal would be feasible given the short tine
bet ween now and Friday when he's expected to | eave the
state.

Part two, we wish to offer oral surrebutta
of Dr. Kalt on the settlenment testinony filed by Staff
for Dr. Selwn and Dr. Bl acknon.

And the grounds for the notion as to the
revi sed pages has al ready been adequately stated by

Qnest, | won't repeat that.
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The settl enent surrebuttal is a new matter.
And just very briefly, Qrmest and Dex are the proponents
of the settlenment along with others, but really it's
just a shifting of our recommendation and sinmilar to an
extensi on of the prior recomendations. And as the
proponents of the application in this case, | believe
Dex, and Qmest can speak for thenselves, but al so Dex
are entitled to have the last word on this matter, and
so surrebuttal is appropriate to the settl enent
testinmony filed by Staff.

JUDGE MOSS: Do you have sonething too,

Ms. Anderl ?

MS. ANDERL: Yes, Your Honor, we support the
motion. We would also like to request |eave for ora
surrebuttal by M. Mabey to the settlenent testinony
proposed by Dr. Selwyn and Dr. Bl acknon. W believe
that we could do that on Friday.

We woul d al so request |leave to file
M. Reynolds' witten responsive testinony on Monday
wherein he's going to respond to the May 14th revisions,
that he be pernmitted as well to respond to the
settlenent testinony.

JUDGE MOSS: All right, so part of your
proposal then would put M. Mbey off until Friday?

MS. ANDERL: It looks like that my be when
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he woul d be testifying in any event.

JUDGE MOSS: We're going to speed things
along M. Trautman has told ne, so we might get to
M. Mabey, but would he be ready?

MS. ANDERL: He would be ready to stand cross
on his witten testinony to date.

JUDGE MOSS: We coul d perhaps nmove Cunmi ngs
up instead.

MS. ANDERL: We could do that.

JUDGE MOSS:  All right, fine, well, we have
some flexibility there.

We have the notions in mind, do we want to
hear argunent from Staff?

MR, TRAUTMAN:. Well, Your Honor, with regard
to any oral surrebuttal on M. Blacknon's revisions,
those were filed back on May 14th, and any notion for
oral surrebuttal could have been nade prior to today.
We would -- and discovery. W believe that any rebutta
to be fair to Staff should and could be done in witing
as had previously been provided, and | do not hear -- |
have not heard any reason why oral surrebuttal is
necessary in this matter.

JUDGE MOSS: Anybody el se want to be heard?

Al right.

COW SSI ONER HEMSTAD: Wl |, | was



0479

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

anticipating this kind of a motion, and I"'mtrying to
sort out just in a process sense, yes, the filing
parties are entitled to the last word. But, of course,
this was a settlenent that has now been proposed, and
Staff has responded to that settlenment. What is the
process rationale for a response to the response?

MR, HARLOW The process rationale is that
the settlenent is really sinply an extension of the
parties' positions in the case of Qmest and Dex
Hol di ngs. They're kind of extending their proposal as
to what is fair, just, reasonable, and in the public
interest, and the other settling parties are extending
theirs downward to where they met, but ultimtely it's
Qnest and Dex that are still the proponents of approving
the sale with conditions, conditions that we nust
denonstrate to you are in the public interest. | think
we bear the burden of proof on the settlenment agreement.
Is that fair to say?

MS. ANDERL: | would agree with that. |
woul d al so note that the settlenent testinony, while we
have only had it for a short tinme, we have had a brief
opportunity to reviewit, it does appear to inject a new
position on the nerits and the outcone taken by Staff.
Now, while that nmay be responsive to the stipulated

settlenment, it is also adverse to our case in chief, and
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I think that thereby gives us the right to have the |ast
word on it.

MR, HARLOW So procedurally since we stil
bear the burden of proof we should have the | ast word.

MR, TRAUTMAN:  Your Honor, |'m not sure
whet her any party bears a burden of proof on a
settlenent, as would be the case of a litigation
posi tion.

MR. HARLOW | will gladly give you the
burden of proof.

MR, TRAUTMAN: But, Your Honor, they already
have an opportunity to cross exam ne Dr. Selwn and
Dr. Blacknmon at the schedul ed tines, as had been the
procedure that was previously agreed upon, and that
shoul d be -- that should be deemed sufficient.

CHAI RMOVAN SHOWALTER:  Wel |, | guess the
practical issue |I'mthinking about is given the
wi t nesses and given the settlement and the response, |
can tell you |I have the desire to say to the settling
Wi t nesses, so, what about what Dr. Bl acknmon says, which
in essence is going to be their surrebuttal or response.
And | think if we don't grant the notion and allow it to
be done in an orderly way, it's probably going to be
done in a somewhat disorderly junbled way. The

Commi ssioners need to join the issues sonehow, and we
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al ways get to this point in a hearing where questions
are asked on the stand, if there's sonmething that really
does surprise a witness or they need tine to react to
it, we entertain that notion.

MR, TRAUTMAN:  And Staff did not -- we did
not object to having the Comm ssioners ask questions or
to have the witnesses be questioned on both the
settlenent testinmony and their original testinony, and
that had been the procedure that had been agreed to by
all parties when it was determ ned that Staff would have
the opportunity, would have the one day of no hearings
in order to file their testinmony. And the response to
t hat through questioning of the wi tnesses had al ready
been agreed to, | believe, by all the parties.

CHAl RAMOVAN SHOWALTER: | guess what |I'm
trying to get at is, what is the real difference
functionally between oral testinobny in response to a
guestion, what do you think about Dr. Bl acknon's
critique, and sonething that's called formally
surrebuttal or response or rebuttal ?

MR, TRAUTMAN: Well, | suppose, Your Honor
that may depend in part on the way in which the
questions are framed. But in response -- answers have
to be phrased in response to particular questions. |It's

not sinply an open ended opportunity for the witness to
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now expound on whatever conmes to mind, and particularly
if it's done orally, not done in witing, if at all

(Di scussion on the Bench.)

JUDGE MOSS: Al right, we're ready to rule.
The Bench is of the view that the questions fromthe
Bench will be sufficiently thorough and pointed to
elicit the information that we require. And so the
nmotion for oral surrebuttal with respect to the
settl ement portions is denied.

Wth respect to the revised testinony
submtted by Dr. Blacknon on the Wdnesday, | ast
Wednesday | believe it was, we did provide Qunest the
opportunity to file some witten surrebuttal, and
believe it was M. Reynolds who was going to provide it?

MS. ANDERL: Yes.

JUDGE MOSS: And we woul d provide that sane
opportunity to Dex Holdings if you want to file
sonmething brief in response to the revised testinony.

But ot herwi se, the notion or notions are
denied. And if anybody feels prejudiced at the end of
the day, they will certainly let us know. And if you
feel like the record has in some way suffered from our
deci sion on this process, you will no doubt |et us know.
But we do believe that the record will be adequate on

the basis of the exchanges that we expect this week and
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next .

MR, HARLOW  Your Honor, | expect that we
will want to file the witten testinony, so perhaps we
could discuss timng briefly. W would hope that
Dr. Kalt could be crossed on that very brief surrebutta
on Friday with his other testinony, so | think we would
be prepared to file sonetinme in the mddle of the day
tomorrow i f that would be acceptabl e.

JUDGE MOSS: Well, | would expect it to be
quite brief, so yes. And Staff is acknow edgi ng through
its head nods that that will be all right. After lunch

CHAI RWOVAN SHOWALTER: Say before lunch so
that we could read it

MR, HARLOW Well, you know, if we could get
it ready this evening and hand it out tonorrow, of
course we woul d.

JUDGE MOSS: Okay, well, let us knowif it's
going to be a problemto get it to us by noon, and we'l
figure sonmething out.

MR, HARLOW Ckay, thank you.

MS. ANDERL: And, Your Honor, just to advise
you with regard to M. Mabey's ability to respond to
questions on the settlenent testinony that we received
this nmorning, that may be somewhat |inited today. |

think we would be better prepared to do that if you
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woul d stand cross on Friday on that issue. He would, of
course, otherw se be ready to appear today, but there's
sinmply been no tinme to --

JUDGE MOSS: Okay, well, we still need to
finish Ms. Koehl er-Christensen and we've still got
M. Grate, although do you have anything on G ate?

MR. TRAUTMAN: No, we do not.

JUDGE MOSS: Okay, so we will be I suppose
novi ng then to Cunm ngs. Do you have something on
Cummi ngs?

M5. SMTH:  Yes, Your Honor.

JUDGE MOSS: Okay, good, then we will not be
witnessless if that's a word.

Al right, let us resune our cross exam

Al right, | shouldn't get ahead of nyself.
Every time | do, sonebody tells ne there's sonething
el se that we need to take up. | should say then, can we
proceed with our cross-exam nation?

It appears that we can, M. Trautman, go
ahead.

MR, TRAUTMAN: Thank you, Your Honor. | only

have a few questions remai ni ng.
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1 CROSS- EXAMI NATI ON

2 BY MR, TRAUTMAN:

3 Q | just wanted to clarify where we were. |

4 had referred you to a, Ms. Koehler-Christensen, to a

5 portion of your testinony where you conpared the percent
6 of QC s business custoners.

7 MR. CROWELL: Your Honor, are we still at

8 page 34 of Ms. Koehler-Christensen's testinony?

9 MR, TRAUTMAN:  Yes.
10 MR, CROWELL: All right.
11 JUDGE MOSS: So we're at page 34.
12 MR. TRAUTMAN:  Correct.
13 JUDGE MOSS: Al right.

14 BY MR. TRAUTMAN:

15 Q And on lines 15 to 17 you had stated that it
16 was estimated that |ess than 1% of QC s busi ness

17 customers are referred to Dex on an annual basis, and
18 therefore you were taking referrals as a percentage of
19 t he busi ness custoners, correct?

20 A Yes, that's correct.

21 Q Al right. And then | referred you to a
22 statistic fromthe Exhibit 243, which indicated that
23 there were 206 Dex customers.

24 A Dext er.

25 Q Dexter, correct, Dexter custonmers in 2001.
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And then for the sake of argument or as a hypothetical,
because | believe you indicated you were not aware of
the exact nunbers, taking a 60%to 40%ratio, we wll
assunme that there's 300,000 Dex custoners in the Rodney
area and 500,000 for the entire region, business
custoners. So 200 plus 300, 500,000. And so -- and
then | also referred you to the Exhibit 243, which was
the FAS 141 report, and that indicated an 89% renewa
rate. And so again as part of the hypothetical, | said
in order to nmaintain a steady state of growth, al

t hi ngs being equal, Dex would need to replace 11% of the
custoners each year. Now 11% of Dex's customers using
t he 500,000 as a hypothetical, 11% of that would be
about 55,000 custoners, correct?

A Yes.

Q So if -- and that woul d represent the new
custoners, the ones that would have to be replaced to
mai ntain the gromth. So if the 12,000 referrals that
you cite in your exhibit, in | should say Exhibit 156,
that would actually then be approxi mately 22% of the
total new Dex custoners under this hypothetical
correct?

A Yes, it would be, but I think there's two
problems with that assunption even though | recognize

it's a hypothetical. One is that you are assuning that
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every referral becones a new custoner. And, of course,
we don't know that to be the fact. And secondly, as |
stated earlier, and | do apol ogi ze for not having

suppl enented the data response because | didn't -- was
not aware it would be an inportant issue, the actua
referrals according to Dex, which they got to ne only
late | ast week, was 2,400. So if you take 2,400 divided
by that 55,000, that cones out somewhat |ess than 5%
and that's just assum ng that every one of those

referrals becane a new custoner, which | think is

unli kel y.

Q And first, do you intend to supplenment your
response?

A. I will be glad to do that.

Q And secondly, in any event, if the conparison

is made of the referrals to the new customers rather
than of the referrals to the entire business customer
base, the percentages will be quite different, would you
agree?

A They wi Il be higher, yes, because obviously
there are fewer advertisers than there are Quest
busi ness custoners, that's right.

Q | believe you indicated that you got 2,400
referrals, correct, in 2001?

A Appr oxi matel y.
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1 Q As a record requisition, I would like to ask

2 how many new custoners did Dex get in 20017

3 A Okay, | will see if I can get that
4 i nformati on from Dex.
5 MS. ANDERL: As a point of clarification, is

6 that new advertising business, advertising custoners for
7 Yel | ow Pages?

8 MR. TRAUTMAN: Yes.

9 JUDGE MOSS:  All right, that will be Record
10 Requi si ti on Nunmber 5.

11 A I would Iike to point out that if we used the
12 same hypothetical assunptions that Dex's adverti sing

13 custoners are sonewhat |ess than 25% of QC s busi ness

14 custoners, then the referrals one could assume that --
15 I"'mnot sure it's a correct assunption, but

16 mat hematically one could using the sanme | ogic you used
17 assume that it would be in the nei ghborhood of 600

18 actual advertisers fromthose business custoner

19 referrals.

20 MR, TRAUTMAN: | have no further questions.
21 JUDGE MOSS: Thank you.

22 MS. ANDERL: Your Honor, further

23 clarification on the record requisition. |Is Staff

24 seeking information on total nunber of new or ones

25 resulting fromreferral s?
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1 MR. TRAUTMAN:  Total nunber of new custoners.
2 JUDGE MOSS:  All right.

3 MR, TRAUTMAN: And that's for the year 2001.
4 MS. ANDERL: Thank you.

5 JUDGE MOSS: Thank you, okay, are we clear on

6 t hat then?
7 Al right, do we have questions fromthe

8 Bench for this w tness?

9 CHAl RMOVAN SHOWALTER: | have one.
10
11 EXAMI NATI ON

12 BY CHAI RAMOVAN SHOWALTER:
13 Q Coul d you turn to page 37 of your rebuttal

14 testi nony, Exhibit 131.

15 A. I"'msorry, what line was it?

16 Q | haven't told you yet.

17 A Oh, sorry.

18 Q Lines 8 to 10.

19 A. Okay.

20 Q The sentence is:

21 Revenues from Dex's incone stream have
22 been imputed to QC s revenue

23 requi renment, but QC does not actually

24 receive the revenues, so there are no QC

25 ri sks associated with a | oss of these
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revenues.

And | want to question you about that |ast
assertion, there being no risks associated with a |oss
of these revenues. 1Isn't it the case today that the
revenues that go to Dex enable or help to enable QC and
QCl, | hope that's the right term the biggest, broadest
version of Qmest, isn't it -- don't those revenue
streans enable or help to enable the inputation?

A Well, certainly the -- Dex's revenues or
their earnings flowto the parent, QCII, but there are
no dollars that flow directly to QC. So fromQC s
perspective, the inputation exists, we don't have the
dol l ars today, so the fact that we don't have the
dollars tonorrow, we don't view it as anything
different. |Is it -- does it affect the overall health
of the conpany? O course it does just like the risk of
bankruptcy affects the overall health of the conpany,
and that flows to QC. And therefore, that's why QC sees
the sale as a benefit, because it hel ps avoid
bankruptcy. But to QC itself, there's no flow, there's
no actual dollars received frominputation, so the |oss
of dollars within the corporation doesn't affect QC
directly.

Q Al right. But if you renoved the revenues

fromthe Yell ow Pages operation conpletely w thout
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1 substituting any other benefit such as sal es proceeds,
2 woul d inmputation put QCIlI at greater risk and therefore
3 also QC? In other words, supposing you gave the Yellow
4 Pages away, would QC itself and QCIl be at greater risk?
5 A. I would have to say that QC woul d be at

6 greater risk if QCIl is at greater risk but that QCis
7 not directly at greater risk because of that. So to the
8 extent that any of those dollars may or may not be

9 flowed fromQClIl to QC, and |I'm not saying there are

10 because | don't have access to that kind of information,
11 then QC could be at greater risk. But it's my general
12 understanding that QC froze its earnings to QClI, so

13 QI would receive | ess from Dex, because Dex woul dn't
14 be there any |onger, but QC would not be directly

15 af f ect ed.

16 Q And so if the Yell ow Pages were given away,
17 i mputation could continue without risk to QC?

18 A I"m saying that the financial inpact on QC
19 woul d be no different.

20 Q I was just asking if -- what | think I'm

21 trying to get at is whether the | oss of Yell ow Pages

22 revenue in and of itself and only that would increase
23 risks to QC?

24 A Not directly.

25 Q Well, indirectly would it?
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A. Well, indirectly as far as any inpact on the
health of the total corporation, yes, | would say there
woul d be sonme inpact. But it was clainmed that the
Yel | ow Pages were given away in 1984 and the inputation
was created because of that, and QC has not received any
of the revenues but has set rates as if it did receive
the revenues through the inputation process.

Q But in that instance, that is the current
instance, the QC famly still owns the Yell ow Pages, it
still get gets the revenue fromit?

A Yes, but QC doesn't get the revenue. And ny
statement here was directed to QC. | guess that's the
controlling factor was that | was not speaking of the
entire Qwest Corporation, | was speaking of QC

Q Al right. So nowif the sale is approved
and Dex is separate and the settlenent or something like
it is approved and inputation continues, what happens if
QC itself doesn't have enough revenue to allow for the
i mputation and QCl or QClII, I'mnot sure which, also
does not have enough revenue to allow for that
i mput ati on?

A Well, assuming rate of return regulation, it
isn"t QCl1's financial status that is considered, it's
QL' s. So that when you | ook at the revenue requirenent,

when you establish or develop a revenue requirenent,
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it's based on QC s financials, and | don't see any

change in that with a sale or without a sale.

Q I don't know about change, |'m just asking
you to tell me what happens. | don't --
A. You know, | guess what you do is you | ook at,

have to ook at all along it has the perspective as |
understand it fromthe conpany's side is that the
revenue requirenent has been established, and in the
case of the last tinme rates were set the inputation was
approximately $85 MIlion, so the results because of the
i mputation was that QC's rates were set to collect $85
MIlion |l ess than they would have otherw se collected

wi thout the inputation. |f QC has a higher revenue
requi rement because of other factors, that woul d be the
case with or without the inputation, with or without the
ownership of the directory conpany and the total
corporation, in ny opinion. It would be you would take
a look at what is QC s stand al one revenue requirenent
and deternine whether it was appropriate to adjust it by
an inputation or not.

Q Well, let's say Quest conmes in for arate
case, and let's just say that all of the expenses and
other things add up to, well, $100 MIIlion absent the --
let's say if there is continued -- if there is continued

i nputation, the total revenue requirenment would be $100
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MI1lion.
A Okay.
Q Al right, so that's the revenue requiremnment.

But let's assume that there actually is not enough

revenue if either within QC alone or QCl itself -- is it
QI or Q17?2

A Q1.

Q Okay.

A | believe.

Q That that additional inputation anpunt can

not be afforded, that's my question, what happens?
Because isn't it a given that the settlenent says that's

to be excluded froma revenue requirenent?

A Yes.
Q So |l nean | take it this is not the answer.
The answer is not, well, we just go back to the

Commi ssi on and get our total revenue requirement and
make up for the difference. That's the normal regul ated
schene, reqgulatory scheme. But here there's an
agreenent to exclude that ampunt, so where does it --
what woul d happen in that instance?

M5. ANDERL: And, Your Honor, | don't nmean to
precl ude your opportunity to explore this with this
wi tness, but | do know that M. Reynolds is probably a

better witness to talk to about these issues. Certainly
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Ms. Koehler-Christensen is famliar with the history of

i mputation, but the questions that you're asking seemto
have a lot to do with how the settl enent agreement and
the inmpact of it is going to flow out or even not, but

it certainly relates at least in sone sense to what the
parti es have proposed under the settlenent, and

M. Reynolds is definitely prepared to talk to that as

wel | as the hypotheticals you' re posing.

CHAl RAOMAN SHOWALTER: Al l right, 1'm happy
to have anybody answer the question. |It's not really
solely with respect to the settlenent. It's the

i mput ati on, post sale inputation scheme and how it would
work. But if you think M. Reynolds is the nore
appropriate witness, |I'mhappy to ask the questions of
him M questions were triggered by this statenent
about risk of |oss of revenues.

MS. ANDERL: Yes, | understand.

CHAl RMOVAN SHOWALTER: But woul d you prefer |
ask these questions of M. Reynol ds?

M5. ANDERL: You can --

CHAI RWOVAN SHOWALTER:  |'m going to ask the
guestions, it's not important to me -- | want the
conpany to provide the witness that can answer the
guestions the best.

MS. ANDERL: M. Reynolds woul d probably Iike
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1 a five day preview of his questions, so if you were to

2 ask themto Ms. Koehl er-Christensen and M. Reynol ds

3 ends up answering them it mght work out just fine.

4 CHAI RMOVAN SHOWALTER: | will take a cue from
5 Ms. Anderl, and I will ask these questions of

6 M . Reynol ds.

7 Thanks, that's all | have.
8
9 EXAMI NATI ON

10 BY COWM SSI ONER HEMSTAD:

11 Q O Cll's total revenues, what is the

12 approxi mate proportion of that total that comes from QC?
13 A I have no idea, I'msorry. | suspect that

14 that coul d best be answered by M. Reynolds or

15 M. Gate, but | don't have that information.

16 COW SSI ONER HEMSTAD:  All right, | will

17 ask --

18 MS. ANDERL: O M. Cunmm ngs.

19 A. O M. Cunmi ngs.

20 COW SSI ONER HEMSTAD: | guess | will ask it

21 sequential ly.

22 JUDGE MOSS: And we can al ways nake it a
23 Bench request if we don't get it any other way.

24 COW SSI ONER HEMSTAD: That's all | have.

25 THE W TNESS: Ckay.
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EXAMI NATI ON
BY COMM SSI ONER OSHI E:

Q And my question will be brief as well. Wuld
you please turn to page 42 of your Exhibit 131C

A. Okay.

Q And on the sentence that runs fromline 19 to
the end of 21, and on line 21 you nmeke the statenent
that the directories will be provided to both QC and
QC s custonmers at no cost for the same period of tine,
and that being 50 years. And ny question has to dea
with your phrase at no cost, and is that true under al
ci rcunstances, that there will be no change in the cost
to QC for the provision of the directories under the
publ i shi ng agreenent?

A Well, certainly under the publishing
agreenent, both the current publishing agreement with
Qnest Dex and with the buyer, Dex Holdings. |If there
are additional regulatory requirenents placed on QC, as
was discussed this norning with M. Burnett, there may
be some additional costs that will be referred back to
QC rat her than having the publisher absorb all of those
costs. But under the ternms of the publishing agreenent
with the conditions as they are today, the directories

are published at considerable cost to Dex, and none of
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1 those costs are passed back to QC or its customers.

2 Q So | guess then the termat no cost is

3 conditioned on no changes in the regulatory environnent?
4 A Yes, but as | said, those costs under a

5 change in regul atory environnment would be incurred

6 whet her the sal e goes through or whether the existing

7 publi shing agreenent with Dex is in place.

8 COW SSI ONER OSHI E:  Okay, thank you, | have
9 no further questions.

10 JUDGE MOSS: |Is there any followup to the

11 Bench's questions before we go to redirect?

12 MR, TRAUTMAN:. We just had a couple, Your
13 Honor .

14

15 RECROSS-EXAMI NATI ON

16 BY MR. TRAUTMAN:

17 Q Respecting the effect of the inputation on QC
18 and QClI1, in determ ning the dividend that QC pays to
19 QCl 1, does QC calculate that anpbunt with or w thout the

20 revenues associated with the inmputation from Dex?

21 A I can venture a guess, but | amnot the
22 correct person to answer that, |'msorry.

23 Q Do you know which wi tness that woul d be?
24 A M. Cumm ngs.

25 JUDGE MOSS: Maybe counsel can tell us.
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1 MS. ANDERL: I think Ms. Koehl er-Christensen

2 correctly identified M. Cumm ngs.

3 JUDGE MOSS: Okay.

4 MR. TRAUTMAN: All right, that's all | have.
5 JUDGE MOSS: Any redirect?

6

7 REDI RECT EXAMI NATI ON

8 BY MS. ANDERL:

9 Q Ms. Koehl er-Christensen, you were asked about
10 the referrals that Qwmest Corporation night nmake to

11 ei ther Qwvest Dex or Dex Hol dings; do you recall those

12 guestions?

13 A Yes, | do.

14 Q Under either the existing publishing

15 agreenment or the new agreenent that will take place
16 after -- that will take effect after closing, is Qnest

17 Corporation obligated to nmake those referral s?

18 A No, Qwest isn't obligated to make the

19 referrals. They're only obligated if referrals are nade
20 to refer themto Dex, and that's the sane arrangenent

21 that Dex has with all of the |ocal exchange carriers

22 with which it has publishing agreenents.

23 MS. ANDERL: Thank you, nothing el se.

24 JUDGE MOSS: Did you want to nove exhibits?

25 MR, TRAUTMAN: Ch, yes, Your Honor. W would
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1 move to admit Exhibits 143C t hrough 158.

2 MS. ANDERL: Well, Your Honor, nobst of those
3 were not even identified by the witness, nor were any

4 guestions asked. | guess | did not understand that

5 counsel was going to offer those, and I mi ght have

6 redirect on sone of those that were not questioned

7 about, but | would need to take a nmoment to | ook at

8 t hem

9 JUDGE MOSS: While Ms. Anderl is doing that,
10 we had identified during the pre-hearing conference a
11 nunber of potential cross-exam nation exhibits from

12 Publ i ¢ Counsel, Departnment of Defense, and so forth, I'm
13 just assum ng that those are not being offered.

14 MR. CROWELL: That's correct, Your Honor, at
15 this point we would intend to offer only our pre-filed
16 testinmony as well as the stipulation, which | believe

17 has been identified as Exhibit 2.

18 JUDGE MOSS: Sure. That makes sense that you
19 woul dn't offer them but | just wanted to confirmthat.
20 In that connection, we had previously noted in the

21 record that Exhibit Nunmber 145 that Staff has now

22 tendered was a duplicate of Number 138, and so | just
23 want to be clear that we will be considering 145. 138,
24 of course, will not be offered, so the duplication

25 t her eby di sappears.
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MR. MELNI KOFF:  Your Honor, as far as our two
cross-exam nation exhibits, we would not offer the one
for this witness. The other one is now incorporated
into what was identified as Exhibit Number 290, which is
associated with Charles King's supplenental testinony.

JUDGE MOSS: Ch, okay.

MS. ANDERL: Your Honor, no objections to
t hese exhibits and no redirect on them

JUDGE MOSS: Okay, very well, then the
Exhi bit Nunbers 143C through 158 will be admitted as
mar ked.

And with that, | believe you are free to go,
thank you very much for your testinony.

G ve ne just a mnute.

Now |l et's di scuss what we want to do in terns
of M. Grate. M. Trautman has previously indicated
that Staff does not have questions. Let ne -- well
actually I see we have | ost Conm ssioner Gshie. Let's
be off the record, let's see if the Bench has any
guesti ons.

(Di scussion off the record.)

JUDCE MOSS: Let's have M. Gate.

MS. ANDERL: Oh, all right, M. Roselli wll

be handling that.
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Wher eupon,
PH LI P E. GRATE
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

JUDGE MOSS: M. Roselli, your witness.

MR, ROSELLI: Thank you, Judge Moss.

DI RECT EXAMI NATI ON

BY MR. ROSELLI :

Q Coul d you pl ease state your nane and busi ness
addr ess.

A Philip Grate, 1600 Bell Plaza, Seattle
Washi ngt on.

Q And by whom are you enpl oyed, and in what
capacity?

A I am enpl oyed by Qwmest Corporation as a state
finance director.

Q Okay. | think you should have Exhibits 101
through 111 in front of you. Exhibit 101 has been
pre-marked. It is your pre-filed direct testinony.

Exhi bits 102 through 109 are exhibits to your pre-filed
direct testinmony. Exhibit 110 is your pre-filed
rebuttal testinony. And Exhibit 111 is an exhibit to

your pre-filed rebuttal testinony. |Is that correct?
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A That is.

Q And were these docunents prepared by you or
under your direction and supervision?

A Yes.

Q And if | asked you the sanme questions posed
in that testinony today, would you provide the sane
answers?

A I woul d.

MR. ROSELLI: Wth that, | would nmove into
evi dence Exhibits 101 through 111

MR, TRAUTMAN: No objection

JUDGE MOSS: There being no objection, those
will be admitted as marked, and | believe we have

questions fromthe Bench

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q Good afternoon. Actually |I had been
anticipating there mght be other questions, but I'm
| ooki ng at page 12 of your direct testinony, Exhibit 101
| believe. And at line 6, the sentence reads:

Consequently after 1917, rate payers
never had to bear the financial burden
of the conpany's directory expenses.

This comes up again in here later | believe,
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1 but is that statenent intended by you to be a natter of
2 fact or a matter of theory? Wen | say theory, are you
3 asserting that under no circunstances putting one's self
4 in the position of 1917, that in theory it could never

5 in the future have been the circunmstance whet her the

6 rate payers would have to bear the financial burden of

7 the conpany's directory expense?

8 A It was an assertion of fact, which was that

9 as it happened, rate payers never did have to bear the
10 expenses, because the revenues were in excess.

11 Q And, of course, that's the benefit of

12 hi ndsi ght. But you are not asserting, are you, that

13 that's how one | ooks at the issue of risk reward and

14 benefit burden?

15 A. | am asserting that, yes. | am asserting

16 t hat whether rate payers have born the burden is a

17 question of fact.

18 Q And it is not whether the rate payers could
19 have born the burden?

20 A No, it's not. In the case of the question of
21 burden, it is a question of whether they actually did or
22 did not bear the burden

23 Q Well, let me give you a different fact

24 circunstance. A regul ated conpany buys a piece of

25 property, whether depreciable or not, and sone years
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later it sells it at a gain, and the asset has never
experienced a circunstance where in the accounting it
woul d be considered to have |ost nmoney. |Is it your
assertion that under the Denocratic Central Committee
and its progeny that all of the gain in that
ci rcunstance upon the sale would then go to the conpany?
A Wel |, under Denocratic Central Committee we
need to do a two step test. And the first step of the
test is whether or not the rate payers bore the risk of
a capital loss on that asset. And that is a question of
what was the rate making policy, what was the regul atory
schenme in effect during the period of tinme that the
asset was held. So in that case, there is a question
about if there had been a |oss, a capital |loss on that
asset during the period of tinme that it was held, would
the rate payers have been obligated through the rate
maki ng process to nake the owners of the asset whole for
the loss. That's the first step of the test. And under
Denocratic Central, the court says, if you can answer
that question, then you need not go to the second step
But if you do go to the second step, then you
| ook at what was the actual as a matter of fact burden
that the rate payers bore. So they're very -- they're
different tests. One is what woul d have happened had

there been a loss, the other is what actually was the
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burden that the rate payers bore.
Q Well, back to my hypotheti cal
A In your hypothetical, there was no capita

| oss on the asset.

Q Held for a period of tinme.

A Ri ght .

Q And then sold for a gain.

A And it really -- it depends on what the

regul atory schene was during the period that the asset

was hel d.
Q Rate of return, rate base regul ation.
A Okay. Wth original cost, let's assune it's

original cost.

Q Original cost.

A. Under those facts, under the first step of
the test the rate payers would be entitled to the gain.

Q Al right. Then take the publishing issue,
and any tinme during the period of rate base rate of
return regulation, let's assume hypothetically that the
publ i shing function internal to the utility, not having
been spun off, experiences a | oss, would the rate payers
be responsible for that?

A. | assune you're speaking of an operating
| oss.

Q Yes.
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A Where the revenues are |less than the
expenses?

Q Yes.

A And under cost of service regulation as we

know it, the answer is yes, that the rate payers woul d
be responsible for bearing that loss in a rate making
setting. That does not say that under the second step
of the test rate payers would have born the burden if
there were no actual operating |loss. M understanding
of the standard under Denocratic Central Committee is
that the rate payers need to actually bear operating
| osses, they need to actually provide through their
rates recovery of the costs incurred for the operation
of a utility function. And so even though they could
have been at risk of bearing an operating |oss or of
having to provide rates to cover the cost of the
activity, if they didn't in fact bear any costs, their
rates never forced themto bear those costs, then under
the second step of the test they would not qualify for
entitlenent to the gain.

COW SSI ONER HEMSTAD: I nteresting anal ysi s,
and that's all | have

JUDGE MOSS: Okay.
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EXAMI NATI ON
BY CHAl R\OMVAN SHOWALTER:

Q Coul d you turn to page 4 of, oh, no, I'm
sorry, it's Exhibit 110. 1'mkind of confused here
because it appears to ne that page 4 of Exhibit 110 at
the top says direct testinobny. Maybe it's just --

A That header is incorrect because that's ny
rebuttal testinony.

Q Al'l right, so page 4 of Exhibit 110. | want
to see if | understand your position. You say that the
Yel | ow Pages, | believe you say that this has al ways
provi ded a subsidy to the operations of or to the rate
payers of what is now QC. And | guess there are two
ways to |l ook at that. One is a subsidy in the sense
that they weren't entitled to it in the first place, and
therefore it's just a sinple subsidy that the absence of
whi ch shouldn't create any entitlenment. The other way
is that it's part and parcel of an operation of the
regul ated conpany, a predecessor of the regul ated
conpany, and therefore its absence then triggers the
guestion of what are the rate payers owed, in which case
then your argunent goes into risk and |lack of risk.

A MM hm

Q But on the first question or the first |eve

of ny question, do you agree or disagree that the Yell ow
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Pages operation fromthe point of 1984 onwards, maybe at
the point of 1984, was a part of the operations of the
regul ated conpany for the benefit of the rate payers?

A Yes, | think it was a part of the regul ated
operations before 1984 and that effectively nothing
changed after 1983. It continued to be a part of the
regul at ed operati ons.

Q So fromyour point of view, it's not the fact
that this is or isn't a subsidy, however one wants to
determine that, that triggers the question of whether --
how the gain should be distributed. You have noved, not
nmoved i n your testinony, but you focus on the question
of what has been the risk to the rate payers, and that's
how your anal ysis begins of how to distribute the gain?

A That's true, | start with -- well, what I'm
attenpting to do in ny testinobny is to analyze all the
facts that | think bear on this question of risk of
capital loss and then secondarily burden of the
regulatory or the utility activity. And the fact that
we -- that there was a subsidy, what that nmeans to ne,
the significance of that to me is that that sinply says
that the rate payers were not providing revenues to
support the directory operation, that the directory
operation was providing revenues to support the rate

payers. So that the rate payers were not burdened by
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the directory operations, they were -- they were

benefited by the directory operations, so --

Q Can you stop at that point?
A Sure.
Q Because | want to question you about that.

Does that analysis that you just laid out sinply reflect

an operation whose -- of where the revenues exceeded the
costs and no nore, or does it sonehow -- well, first l|et
me ask you that. |Is it just the case that if revenues

exceed cost, then there are no risks to the rate payers?

A Well, | think it's inportant to remenber the
source of the revenues. These were not revenues that
were coming fromrate payers, they're revenues that were
com ng fromadvertisers. And so in terms of -- not in
terms of the risk analysis, but in terns of the burden
anal ysis, the fact that those revenues cane from
advertisers nmeant that rate payers didn't have to
provide that source of revenue. And to my mind, that's
what's significant about the burden test is that the
rate payers weren't burdened with those costs because
the revenues were coning from advertisers.

Q Well, let ne follow up with Commi ssi oner
Henmst ad' s anal ogy. Supposing old Pacific Northwest Bel
at sone point had a building in downtown Seattle that

was a prinme piece of real estate. Maybe it wasn't
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originally, but nowit is, and so the rents are very
hi gh. And supposing the building itself, the ownership
was transferred within the Qvest fanmly at some point,
but the sale, there was no sale or no approved sal e by
the Comm ssion, and so the Comm ssion said, well, the
rents are going to keep going to the rate payers.

A MM hm

Q Now in a situation |ike that, of course,
let's say the rents exceeded the cost of the building by
quite a bit but that originally sonewhere back in
hi story the rate payers had taken on the cost of the
building. Now if in that case, | suppose, you know that
this is all hypothetical, but a conm ssion could have
said, well, all right, we're still going to count the
expenses and the revenues of the building as if they
were in the regul ated conpany. But the other scenario
woul d be, well, the costs are very cheap, it's just
paynment of taxes, the revenues are very great, so we'|l
i mpute those revenues. Are you draw ng any distinction
bet ween those two types of scenarios, those scenari os,
or at what point in that anal ogy would you say, if you
do, that the rate payers bear no risk and therefore
don't deserve the gain?

A Yes, | do think there is a distinction. 1In

the case of the building, under nodern day, you know,



0512

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that woul d be after about 1947 at WAshi ngton, under
nodern day rate neking based on original cost, the rate
payers bear a risk of capital |loss on the building,
assuming it's a part of the rate case, they bear a risk
of capital loss on the building if the building gets
sold for less than its net value. And so in that case
where you transfer the building out of the regul ated
utility to sone other entity, the rate payers who have
born this risk of capital |oss under Denocratic Centra
Committee have an entitlenent to the gain, and that's
essentially what Denocratic Central Conmittee was about,
although it was a different set of facts there. But in
t hat case, they bore the risk of the capital |oss.

If they -- if the rents were not comng from
the rate payers but were com ng fromjust comercia
rents, for instance, and those comercial rents exceeded
the expenses that the rate payers were bearing in terns
of , you know, the taxes and the nai ntenance and
operations and so forth, then in that hypothetical the
rate payers did not bear the burden of the operation.
They were receiving a net benefit fromit. But they
woul d still be, under Denocratic Central, they would
still be entitled to the gain because they were bearing
the risk of loss of the asset in the first place.

Q Al right. Then what is the distinction, and
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maybe you already answered but | don't think

understand, what is the distinction between the val uable
old building in downtown Seattle and this Yell ow Pages
case?

A Well, the distinction is that instead of
selling a single tangi ble asset, we're selling an entire
busi ness, and that business is conprised of all the
operations that we heard about this morning. It's a
busi ness that has existing customer relationships with
custoners. The rate payers are not at risk for |osses
on the intangible value of the business. They don't --
they don't have an obligation, if the value of the
busi ness declines, they don't have an obligation through
the rate maki ng process to conpensate the owners of the
busi ness for that loss in value of the business as a
whole. And so we're tal king about sonething that's
significantly different than the sale of a tangible
asset that's been included in the rate base.

The intangi bl e assets that create the val ue
of the business, the custoner rel ationships, the
enpl oyee skill and ability, those are not itens that
were ever reflected in the rate base. They have a val ue
clearly, because it's the business is fetching a | arge
sal es price, but they were never in the rate base such

that the rate payers had any risk of having to
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conpensate the sharehol ders for |oss.

Q So in other words, if 20 years ago the
managenment of the Yell ow Pages had been abysnal and/or
even scandal ous and the nanagers had | ost nost of the
val ue of the Yell ow Pages and then a new conpetitor cane
in, that you were saying that the rate payers would not
have born any risk there, and so -- or they would not
have a stake in the matter?

A Well, they clearly have a stake in the
matter. They wouldn't have born an obligation to pay
the owners for that | oss on the value of the business as
a whole. They would have in that scenario have |ost the
benefit of the revenues that had been coming in fromthe
advertisers, so they would | ose the subsidy that the
Yel | ow Pages busi ness had been providing them They
m ght even get to a point where they would have to start
bearing the costs of the directory operations in order
to have printed directories, so in that sense they would
have a risk that they would have to bear operating costs
or bear the costs of | want to say the financial costs
of the utility activity. But under Denocratic Central
the risk that they m ght have to bear the cost at sone
point in the future is not one of the two tests.

Q So are you saying that in that scenario that

| outlined, the rate payers woul d have been basically
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out of luck that the precursor of debts had done a bad
job, and so likewise if the operation is a success, they
don't enjoy the benefits either; is that part of what
you' re sayi ng?

A. Well, I'"'mnot sure that I'mfollow ng you,
but to the extent that the revenues decline because of
this debacle in the business, the rate payers would then
be in a position where they would receive | ess of a
subsidy fromthe operation. So if that's what you mean
by out of luck, then | agree with you that that's what
woul d happen.

In terns of the flip side, would the rate
payers have an opportunity to enjoy additional benefits
if the business were nore successful, | think that's
al so equally true, that their opportunity to enjoy a
hi gher | evel of subsidy corresponds to their opportunity
to lose part of the benefit of the subsidy.

CHAIl RMOMAN SHOWALTER: | see, okay, thank

you.

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:
Q I would like to pursue the point. I'm
interested in your use of the term subsidy. Are you

using that termin the sense of providing support for
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servi ces such that they will be sold below cost? |Is
that your use of the term subsidy, or are you using it
nore | oosely in the sense of the benefits?

A Well, | didn't really think of it in terns of
whet her or not it neant that services were being sold
bel ow cost froma -- the way in which | was using the
termwas to recogni ze that revenues from an adverti sing
activity were providing a benefit that caused rates for
t el ephone service to be |ower than they would be wi thout
the revenues. So that's what the subsidy is.

Q Okay. Let ne give you anot her hypothetical
This is in an unregul ated environnent. Assunme a
newspaper publisher, and it receives revenues fromtwo
sources, the sale of the newspaper through subscriptions
or news stand sales and the sale of advertising. Is it
your view that the sale of advertising is a subsidy to
t he persons buyi ng the newspaper?

A No, and the reason is that we're talking
about an unregul at ed busi ness.

Q But that's the distinction?

A That is the distinction. The rates set for
t he newspaper price, the purchase price of the
newspaper, is not determ ned under cost of service
regul ati on.

Q But then transferring the issue to the
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envi ronnment of the regul ated conpany, and let's ignore
the i ssue about conpensation for the nonent and we'l
assunme that the Yell ow Pages are sinply spun off. At
one point that seemed to be part of the scenario or the
strategy. And as a result of that, of course, then it
woul d follow that rates would have to rise to make up
for the loss of the your term subsidy or generically
benefit that otherwi se was assisting rate payers?
A | agree.
COW SSI ONER HEMSTAD: Okay, that's all

have.

EXAMI NATI ON
BY COMM SSI ONER OSHI E:

Q M. Gate, this is a very general question,
but from your position as the director of finance for
the state of Washington for Qwest, what's going to
change if the sale is consumated? Howis it going to
change, you know, how, you know, what you're doing in
your position at the conpany or how you | ook at the
financing of the corporation?

A Looking at it strictly froma standpoi nt of
how I view the finances of the state of Washi ngton, |
don't see that it causes a change. |If the stipulation

is approved, then if and when we have a rate case in
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Washington, | will be devel oping a revenue requirenent
based on the assunption of whatever |evel of revenue
credit is as reflected fromthe stipulation. Fromthat
standpoint, | don't see that as being fundanental ly
different fromwhere | amtoday. Wen | develop a
revenue requirenment, | take into account the |evel of

i mputation. So froma rate nmaking standpoint, | see no
fundanmental difference at all

COWM SSI ONER OSHI E: Thank you.

EXAMI NATI ON
BY JUDGE MOSS:

Q It would be unusual if |I nade it through an
entire case w thout having a question, so, M. Gate,
Will junmp in here on the Denocratic Central Committee
and ask you a question about your view of it. The first
part of the test you described is the principle that the
capital |oss, who bears the risk of capital loss is
entitled to any capital gain. Essentially that's the
principle, isn't it?

A That's correct.

Q And so that answers the question of who gets
the capital gain, if any, on the sale of the capita
asset. The second part of the test though, there seens

to be just a one piece. The question is, did the rate
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payers bear the burden, the financial burden, and if so,

then they're entitled to the gain, and if not, they're

not entitled to the gain. |Is that how you see it
wor ki ng?

A That is.

Q But does the case really stand for the

proposition that the sharehol ders by default are
entitled to, if there's no capital assets involved, then
clearly there's no question of capital |loss or capita
gain, that part of the test just falls by the way. The
second part of the test then seens to only ask half the
guestion. Wiy does it necessarily follow that the
sharehol ders are entitled to 100% of the gain? 1Is it
just the case that perhaps the Denocratic Centra
Committee case didn't have enough alternatives before
the court to truly address the issue that we face here
where we have an asset that is not part -- not a capita
asset ?

A. I"'mnot sure | agree with you that we don't
have a capital asset here. And in Denobcratic Centra
Committee, the presunption is that you are selling a
capital asset.

Q Yeah, it's real estate.

A Real estate, tangible property, and

i ntangi bl e property, which is principally what we're
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selling here. So because we do have a capital asset, if
we know what the risk is, if we know who bore the risk
of capital loss, then that's the end of the inquiry.

But if we don't know who bore the risk of capital |oss,
I think we do, but if we don't know, that's when we go
to the burden test.

And | think I may have |ost sight of your
qguestion conpletely, so I'"mgoing to stop there, and if
you woul d state your question again

Q Well, the question is whether in your view
the old Denpocratic Central Committee case, which
concerned a very specific set of facts concerning rea
estate in downtown Washington, D.C., the old trolley
property as | recall, whether that case has sufficient
breadth to capture the problemthat we face here where
we have a very different type of an asset, the first
prong of the test isn't going to give us a satisfactory
answer it appears, and then the second part of the test

doesn't either?

A Well, | disagree own both counts.
Okay
A I think both prongs give a satisfactory
answer. | believe we are selling a capital asset,

because we are selling a business, and a business is

clearly a capital asset. And | think that while
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Denocratic Central addressed itself to the narrow
qguestion of what to do about sone |and, the reason the
case is so often cited is because of the principles that
it set forth and the fact that the case was exhaustive
inits review of the history of the incidents of risk
and burden under the history of various forns of

regul ation. The principles | think still stand on their
own, on their own nerits.

And let ne just, if I might, | could read to
you a small passage fromthe case itself that | think
puts this in perspective.

Q Sure, assuming it's a very snall passage
because if it's very long --

A. | promise it's a small passage, and it begins
on page 109 of the case, but it says:

The rel evant principles can be stated

simply, that consumers becone entitled

to capital gains on operating utility

assets when they have di scharged the

burden of preserving the financia

integrity of the stake which the

i nvestors have in such assets. Their

entitlement is established too when it

is mani fest that investors have

benefited measurably from specia
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treatment accorded those assets in the

past .

And it's my viewthat in this case, in the
case of the Yell ow Pages operations, the rate payers
have not discharged the burden of preserving the
financial integrity of the stake the investors have in
t he busi ness, because the assets that create the val ue,
the fact that there's a customer relationship with
custoners who are not buying tel ephone service but are
buyi ng advertising service, that's what causes rate
payers to not have born this burden. They have been
supported by the revenues fromthese other custoners,
fromthese advertising customers.

And | think that the second point that the
case nmkes, it says that rate payers are entitled if
i nvestors have benefited nmeasurably from specia
treatment accorded the assets in the past. Again, under
Denocratic Central, that falls in favor of, well, under
the facts of this case that falls in favor of the
owners, because it's the rate payers who have benefited
nmeasurably by the support that they have received from
these unregul ated directory advertising revenues.

So on both counts in the general concept or
principle underlying the case, it's the rate payers that

have enjoyed benefits and not been burdened with the
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ri sks of capital loss or the burdens of supporting the
activity. It's pretty clear cut.
JUDGE MOSS: Well, thank you for sharing your

Vi ew.

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER

Q I just want to foll ow up on Commi ssi oner
Cshie's |last question to you. | think you were saying
that not hi ng changes, you just determ ne your revenue
requi renent, take into account whatever inputationis
aut hori zed, and cal cul ate your revenue requirement and
rate request at that point. And |I know |I'm supposed to
ask this of M. Reynolds, but it does seemto nme that
you might be the person who would actually be facing
this question, which is that -- so assune that we
approve the settlenent and there is an inputation
anount, you go to cal cul ate your revenue requirement
taking that inputation anmobunt into account, you derive
kind of a net revenue requirenent, and supposi ng we give
you that rate, and now suppose that it's not enough to
make ends nmeet. | suppose you would eat into your
profits first.

A well --

Q But then what? And what |'m positing is
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supposi ng the revenue, the inputation anmount can't be
covered perhaps because of other expenses that you have
or conditions, but that it sinply can't be covered by QC
or QCIl, what do you do?

A. Well, | think we have that probl em whether or
not Dex is sold.

Q Yes, | suppose that's true. It may be the
situation that you're close to today.

A Perhaps so. In regards to Dex itself though,
the sale of Dex is the liquidation of this expected
stream of profits into the future, and when we |iquidate
t hat expected stream and take that cash and use that to
pay down debt, we effectively -- we offset a burden that
we were bearing financially because we had to support
the debt. So we're sinply trading itens that are on our
bal ance sheet today for itens that woul d have been on
our income statenment in the future.

Today we have debt and we have a directory
business. If we didn't sell the directory business, we
woul d have debt expense and future interest expense and
we woul d have profits fromthe directory operation. So
selling the business today doesn't, in the |arge sense,
doesn't create a situation that nmakes it -- makes our
position financially untenable, you know, the scenario

that you're suggesting. And it -- and we could reach
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that point even if we don't sell Dex. O course, we
woul d reach that point very quickly because we need to
sell to avoid bankruptcy. But whether or not we sell
we still face that risk.

Q If you do sell and there is a distribution
because of actual credit, that anount anyway woul d be
felt directly by the rate payers, correct, in a

beneficial way?

A Qovi ously, right, they would.
Q Okay.
A | mean if there were a custonmer credit on the

bills of the custoners, then the custonmers woul d
directly feel the effect of that financially.

Q But for the rest, for the inputation anount,
do you agree that it's not sonething that can be counted
on and perhaps can't be counted on today either, but
that it is sonmething that depends on the financia
health of QC and QCIl, in other words, it's not a
contract amount?

A No, echoi ng what Ms. Koehl er-Chri stensen
said, QC of course doesn't receive the cash fromthat,
fromthe revenues fromDex. |If we were talking about
the overall health of QCIlI as a consolidated entity,
then clearly we have |lost the benefit, the financia

benefit of the revenue stream and the i ncone stream from
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Dex. But we have al so, by getting rid of the debt, we
have of fset that |oss.

Q | understand that point, but isn't it the
case that the value of the inputation to the rate payers
is dependent on the financial health at some |evel of
QCll and QC, mainly QCIl | think?

A Well, | don't think it's dependent on the
financial health of QC, because we have been goi ng al ong
with an inputation for a long tine w thout those
revenues com ng back to QC to support us, so | wouldn't
t hi nk so.

And so it goes to the broader question of
whether QC's health in cost of service rate making, |
suppose that affects QC, if QCIlI's health is weakened,
what is the effect of that. That really starts to get
out of ny area of expertise and into M. Cumr ngs' area
of expertise, and I would really prefer to defer that
kind of a question to him

CHAl RMOVAN SHOMALTER: Okay, thank you.

JUDGE MOSS: And M. Cummings is slated to be
our next w tness, and we have about three hours of cross
designated for him so | say that in the hope that we
haven't pronpted too much in the way of follow up, have
we?

MR, TRAUTMAN:  Well, we have actually a
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1 different Iine. W can save -- we have some questions

2 for Cummings, but | have two or three follow ups.

3 JUDGE MOSS: Okay.
4
5 CROSS- EXAMI NATI ON

6 BY MR TRAUTMAN

7 Q You had tal ked about the intangible versus
8 the tangi bl e assets. You're not suggesting that there
9 are no tangi bl e assets in the directory publishing

10 operation, are you?

11 A No, | think there's about -- no, well, |
12 can't say that, I'"'msorry. There is a small anount.
13 Q And isn't it true that prior to 1983 those

14 assets woul d have been in PNB's rate base?

15 A Yes.

16 Q And so if the directory business fell apart
17 and had to be abandoned in 1983, would the |oss of those
18 assets have been recoverable fromrate payers?

19 A. Well, if you nean by fell apart that for sone
20 reason those tangible assets would | oss their val ue,

21 because even if the business falls apart, it doesn't

22 necessarily follow that the tangi ble assets would | ose
23 their value or be worth I ess than their net book val ue,
24 but if those assets --

25 Q That's what we're assuning, yes.
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A. Ckay, so if the tangible assets don't | ose
their value, if that value is maintained, then the rate
payers woul d not have a |l oss to bear

Q We are assum ng that the tangible assets |ose
their value. Wuld those | osses be recoverable fromthe
rate payers?

A And you're al so assuming that the rest of the
busi ness is not generating directory revenues?

Q Correct.

A. Then the answer is yes.

MR, TRAUTMAN: Thank you.

JUDGE MOSS: Okay, M. Roselli, did you have
any follow up on the questions you heard and answers?

MR, ROSELLI: Well, I do, and I will try to
be brief.

JUDGE MOSS: Sure, thank you.

REDI RECT EXAMI NATI ON
BY MR ROSELLI :
Q You thought this was going to be easy,
M. Gate.
Can rate payers be said to bear any risk of
capital loss on assets not in rate base, never in rate
base?

A No.
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Q Why not ?

A There's no nmechanismto recover the capita
loss fromthe rate payer in the regulatory accounting
and rate nmaki ng schene.

Q Do you have an understandi ng as to whet her
directory and tangi bl e assets |ike good will have ever
been recorded in the Washi ngton rate base?

A | don't believe that they ever have.

Q | want to clear up, there have been a | ot of
guestions put to you about risk. From your
under st andi ng of Denocratic Central Conmittee, when that
court spoke to risk, what risk specifically was it
addr essi ng?

A. It was specifically addressing the risk of
capital loss, the risk that rate payers would have to
conpensate owners for capital |osses, losses in the
val ue of the assets.

Q Is risk of decreased subsidy or contribution
a risk element that Denocratic Central Conmittee
addr essed?

A No.

Q Can you explain, and there are subtle nuances
here, but can you explain the distinction of Denocratic
Central Committee between burden of utility activity and

risk of burden of utility activity?
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A. Burden of utility activity is the
establishnent of rates that include -- that require rate
payers to pay rates to cover the costs of an activity.
The risk of a burden is the possibility that if the
unregul ated revenues fromthe activity are insufficient
to cover its costs that rate payers then would have to
provi de recovery of those costs in the rates that they
pay.

Q Are you aware or do you have an understandi ng
that in 1983 this Conm ssion approved the transfer of
the Dex tangible assets out of rate base in the
conveyance to Landmark and U S West Direct?

A Yes, they did.

Q So are those tangible assets in, the tangible
assets relating to directory operations, are they in
rate base, are they in QC s rate base today?

A No, they have been out of QC s rate base
since the transfer, 1984.

Q And the intangible assets relating to

directory operations, are they in QC s rate base today?

A No.

Q Have they ever been in QC s rate base?

A No.

Q If there were a situation where directory

operation expenses exceeded revenues as opposed to vice
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versa and we are in traditional rate of return node and
these assets were in rate base, would you have a
situation there where regul ated activities could
arguably be said to be supporting unregul ated directory
operations?

A. It's very unlikely that that would be the
case, and we're tal ki ng now about the current, the
status quo where we have a separate directory operation
and a separate corporation. And in that case where the
directory expenses exceed the directory revenues, it
woul d require the Conmi ssion to inpute those operating
| osses into the revenue requirenment. G ven the
directory business is a conpetitive business, it's not a
regul ated tel ephone utility business, I"mnot -- | doubt
seriously that the Commi ssion would do that. |'m not
sure as a matter of |aw whether they even coul d.

Q In your response to a question that
Chai rwoman Showal ter put to you, you stated something to
the effect that Yell ow Pages has been a part of the
regul ated conpany both before and after 1984. Did you
mean for rate meking purposes or as a nmatter of
corporate organi zation?

A. I meant it for rate maki ng purposes.

Qbvi ously Dex has been a separate corporation for

pur poses of corporate structure since right after 1983.
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Q And then the question that Judge Moss put to
you, it related to bearing the burden of utility
activity, and he said sonething to the effect that if
rate payers have born or bear the burden of utility
activity, then you agreed that they're entitled to
capital gains assum ng you get to the second step of the
two part test in Denocratic Central Committee. |Is it
al ways a wi nner take all proposition or not?

A No, it's not always a w nner take all
Denocratic Central Conmittee calls for a bal ancing of
the interests of rate payers and sharehol ders.

Q So is it possible that whether rate payers
have born or bear the burden of operating |osses can
change over tine?

A. Yes, that is true that it can change over
tinme.

Q Can you give an exanple relating to type of
regul ati on?

A. Oh, yeah, sure. For instance, if the form of
regulation -- well, first of all, if there's no
regul ation, then clearly the rate payers are not bearing
the financial burden of the utility activities. And
they ordinarily, under cost of service regulation, they
do bear the burden of at |least the regulated activities

of the utility, price regulated activities of the
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utility. Under price cap regulation, again they do not
bear the burden of the utility activities, because
changes in cost do not entitle the rate payers or the
utility to cone in and ask for a change in rates based
on that change in costs.

MR, ROSELLI: | have no further questions,
t hank you.

JUDGE MOSS: Thank you, M. Roselli

Al'l right, then | believe we have conpl eted
our exami nation, M. Grate. W appreciate you
testifying today, and you may step down.

Why don't we take our afternoon break unti

3:30, and then we will cone back and put M. Cumm ngs

on.
(Recess taken.)
JUDGE MOSS: And so M. Cunmm ngs can sit
down, |I'mgoing to go ahead and swear the witness while

you all are getting situated here.

Wher eupon,
PETER C. CUWM NGS
havi ng been first duly sworn, was called as a w tness

herein and was exani ned and testified as foll ows:

JUDGE MOSS: Thank you, please be seated.
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Gve ne half a nmonent, if you would,
M. Sherr. | just want to note a couple of exhibit
matters. We formerly had identified Exhibits 91 and 92,
whi ch were responses to Staff Data Requests 65 and 66
respectively. Those are now renmarked as Exhibits 203
and 204 for this witness. And in addition, Staff has
di stributed an exhibit which we have marked as 205, and
it is described as Gol dman Sachs Hi gh Yield Bond indices
1101 through 52103.

And with that | believe we can | et you go
forward, M. Sherr.

MR. SHERR: Thank you, Your Honor

DI RECT EXAMI NATI ON

BY MR. SHERR

Q Good afternoon, M. Cunm ngs.

A Good afternoon

Q Coul d you pl ease state your nane for the
record.

A My nanme is Peter Cunmi ngs.

Q And pl ease state your enployer and your

busi ness addr ess.
A. My enpl oyer is Qwest Corporation, and ny
busi ness address is 1600 Seventh Avenue, Seattl e,

Washi ngt on.
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Q Do you have in front of you what has been
mar ked for this hearing as Exhibits 171 through 1817

A Yes.

Q And Exhibit 171 is the direct testinony of
Bri an Johnson; is that correct?

A That's correct.

Q And you have adopted M. Johnson's testinony
as yours in this case?

A That's correct.

Q And Exhibit 172 is the direct testinony of
Pet er Cumm ngs dated January 17th of this year?

A That's correct.

Q And Exhibits 173 through 177 were attachnents
to that direct testinony; is that correct?

A Yes.

Q And Exhibit 178 is your rebuttal testinony
fromApril 17 of this year?

A That's correct.

Q And Exhibits 179 through 181 were attachnents
to that rebuttal testinony; is that correct?

A Yes.

Q Have you any corrections to the exhibits we
have just discussed other than those that have been
mar ked via errata filings?

A No.
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1 Q And are they true and correct to the best of
2 your know edge?

3 A Yes, they are.

4 MR. SHERR: Your Honor, Qwest noves for the

5 adm ssion of Exhibits 171 through 181.

6 JUDGE MOSS: (Okay, hearing no objection,
7 those will be admtted as nmarked.
8 And the witness is avail able for

9 Cross-exam nati on?

10 MR. SHERR: He is, Your Honor.
11 JUDGE MOSS: Thank you.
12 And, Ms. Snmith, | believe are you doing the

13 Cross-exam nati on?

14 M5. SMTH. Yes, | am Your Honor, thank you.
15 JUDGE MOSS: All right, go ahead.

16

17 CROSS- EXAMI NATI ON

18 BY M5. SM TH:

19 Q Good afternoon, M. Cunmm ngs, |'m Shannon
20 Smith with the Attorney General's office representing
21 Conmmi ssion Staff.

22 A Good afternoon.

23 Q You were here this afternoon, weren't you,
24 when M. Grate testified and deferred a few questions

25 wWith respect to inputation to you, were you not?
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A. I was. | hope | paid adequate attention.
And if | didn't, I"'msure you will remnd ne of the
questi on.

Q Thank you, M. Cummings. | have a few

questions for you that M. G ate deferred to you. The
first question is in determning the dividend that Quest
Corporation pays to QCIl, does QC cal culate this anmount
with or without the revenues associated with the

i mput ati on from Dex?

A. The dividend that's paid fromQ to QCII is
based on a net incone of QC. QC typically pays out 100%
of its net income to QCII. The net incone that QC
records would include the effects of any directory
imputation in the state of Washi ngton or other states in
which it operates.

Q By including, do you nean that the dividend
woul d be | ower or higher as a result of inputation?

A Let me try to clarify. There's no explicit
adj ustnent for the directory inputation in terns of the
revenues that are recorded on the books of QC. The
directory inputation is used to set rates, and the
revenues that QC ultimately records derive fromthose
custoner rates and the demand for its products and
services that it incurs. So point nunber one to ny

answer is there's no explicit adjustnment in the
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cal cul ation of the dividend. Point number two would be
to the extent that the revenues are | ower because of the
i mputation, that would be reflected in the net incone
and thus in the dividend paid to the parent corporation
Q So woul d that dividend be higher or |ower as

a result of inputation?

A Ot her things being equal, it would be | ower.
Q In the paying of dividends, is there an
actual paynment from Dex -- strike that.

Wth respect to the inputed revenues, is

there an actual paynment from Dex to Qwest Corporation?

A No.
Q And that's an internal decision, is it not?
A. The revenues aren't part of Qwest

Corporation. That's why they are, in fact, inputed, so
there's no reason for a paynent.

Q Woul d you agree that Qmest Corporation could
do that and make the managenment decision to do that if
it wanted to?

A. Qwest Corporation doesn't own Qumest Dex,
isn't responsible for the results of operations for
Qnest Dex, so | would say no, it wouldn't be within the
managenent purvi ew of Qmest Corporation.

Q Wuld it be within the nmanagenent purvi ew of

QCll to require a paynent from Dex to QC?
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A

Q

| suppose that could be done, yes.

M. Cumm ngs, in the direct testinony of

Bri an Johnson that you have adopted at page 12, line 16,

the testinmony reads:

Under those circunstances, | am advi sed
that the bankruptcy court and the
trustee in bankruptcy would not give
much, if any, consideration to rate
payer interests in connection with the

di sposition of the proceeds from any

sal e.

COWM SSI ONER HEMSTAD:  Counsel
page are you readi ng agai n?

M5. SMTH. I'msorry, |I"mread
of M. Johnson's direct testinony that M.
adopt ed.

JUDGE MOSS:  It's Exhibit 171

M5. SMTH: That's correct.

COWM SSI ONER HEMSTAD:  And what

MS. SMTH: Line 16.

f rom what

ng at page 12

Cummi ngs has

i ne?

COW SSI ONER HEMSTAD:  Thank you.

BY MS. SM TH:
Q M. Cummings, | would like to d
attention to Exhibit 201. Do you have that

A Yes, | do.

rect your

before you?
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Q And that exhibit is a data request from
Publ i ¢ Counsel asking for the reports, analyses, work
papers, and ot her docunments associated with that
statenment; is that correct?

A Yes.

Q And | would note that Qwest's response to
that is contained in Exhibit 201; is that correct?

A Yes, it is.

Q If you would turn now, please, to your
rebuttal testinony that's been nmarked as Exhibit 178,
specifically to page 6.

A Yes.

Q And in answer to the question that begins on
line 17 regarding other potential effects of the Enron
bankruptcy, you say that Enron's bankruptcy nay have an
adverse affect on PSE's credit ratings and access to the
capital markets. Is your testinony on that point
specul ati ve?

A. No, | would not characterize my testinony on
that point to be speculative with the caveat that ny
testinmony on this point derives from public disclosures
by Portland Ceneral Electric in their 10-K filing for
the year 2002.

Q Well, and followi ng that statement in your

testi mony, you quote PGE' s recent 10-K filing, and you
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quote it to the affect that Enron's managenent can't
predi ct what the rating agencies would do. Now ny
guestion to you is, wouldn't that statenent about the
inability to predict future rating agency actions be
true at any tine for any conpany, not just PGE?

A. Conpani es are never certain what the rating
agencies are going to do in the future, and that wasn't
ny point in citing the 10-K filed by PGE. | think it's
notabl e that PGE specifically identified this as a risk
in their comrunication to their sharehol ders.

Q You al so refer to PCGE s annual report, the
10-K filing, where PCE has stated its ability to access
its commercial paper nmarket has been adversely affected
by the May 2002 ratings reduction for comrercial paper
by Mbody's and Fitch. You would agree, however, that
the paragraph in PGE' s annual report continues to read,
managenment, and | quote:

Management believes that it has the
ability to use existing lines of credit
along with cash from other operations to
provi de the conpany with sufficient
liquidity to neet its day to day cash
requi renents.

A | don't have the report in front of ne, but

that's consistent with nmy recollection of how that
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section generally read.
JUDGE MOSS: And, Ms. Smith, let me ask if

you could when you're reading to try to sl ow down just a

little bit.
M5. SMTH. | will, Your Honor, thank you.
CHAl RMOVAN SHOWALTER: | was going to ask the
same thing, you're reading your questions as well, and

it's very difficult to understand the | anguage when it's
read.

MS. SMTH. | will do nmy best to sl ow down
and be nore coherent.

CHAl RWNOMAN SHOWALTER:  You're coherent, it's
just hard, the intonation is different reading than
speaki ng.

BY MS. SM TH:

Q In your rebuttal testinony on page 7, you
have a list of bullet points with respect to the effects
on PGE of the Enron bankruptcy as disclosed by PCGE in
its 2002 annual report. And your first bullet point
i ndi cates that PCGE was included anong those Enron
subsi di ari es suspended fromcontracting with the federa
government. Do you see that bullet point?

A Yes, | do.

Q Woul d you accept that PGE believes and has

noted in its 10-K report that it does not believe that
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the situation nerits suspension, and it has initiated
processes to have that suspension renoved?

A I's your question do | accept that subject to
checking it or --

Q Yes, would you accept that subject to check
that at page around 38 of the 10-K report from PGE that
it makes those statenents?

A I woul d.

Q Your next bullet point refers to the
potential that PGE nmay have potential exposure to
certain liabilities and asset inpairnents as a result of
the Enron bankruptcy. Wuld you accept subject to check
that PGE's 10-K states that a credit reserve has been
established for the entire $2 MIlion remaini ng bal ance
of those receivables as of December 31st, 20027

A Yes, | woul d.

MR. SHERR  Your Honor, | would like to ask
that Ms. Smith provide a page number reference in that
10-K so that M. Cunm ngs has an opportunity to find it.

MS. SMTH. | will, and the page reference |
have is page 107. | downl oaded this fromthe PGE web
site, and occasionally the page nunbers differ, so
woul d say it's either on page 107 or it's somewhere
around there.

THE W TNESS: | think | can find it. |
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downl oaded if fromtheir web site, and | also have
anot her version, so.
BY MS. SM TH:

Q Your third bullet point details sone
occurrences that PGE has noted in its 10-K with respect
to merging the PGE pension fund with the Enron pension
fund and sonme concerns about the PGE pension fund making
up the deficiency in the Enron pension fund. Wuld you
agree subject to check that on or about page 108 of
PGE' s 10-K PGE has noted that it would take | egal action

if necessary to prevent that from happening?

A I woul d accept that subject to check, and
yeah, | would al so expect that.
Q And with respect to your final bullet point

that has to do with sone tax consequences, would you
al so agree subject to your check on or about page 110 of
PGE' s 10-K filing that PGE managenent has indicated that
it my take legal action or will take whatever |ega

action it can take with respect to those tax

consequences?
A Yes.
Q In your rebuttal testinmony at page 8 on |ines

9 and 10, you state that PGE is a recent acquisition of
Enron. Do you know when PGE nerged with Enron?

A | believe it was in 1997.
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Q When did Qnest conplete its nmerger with US
West ?

A In June of 2000.

Q And on that same page at lines 7 and 8, you

state that Qwest Corporation is closely integrated with
its parent conpany. Does Qaest Corporation issue debt
inits own nane?

A. Yes.

Q Does Qmest Corporation receive a bond rating

from Standard & Poor's and Mbody's in its own nanme?

A Yes.
Q On line 10 of that same page where you state
that PGE is not well integrated with Enron, could you

tell me whether Enron bills PCE for allocated overheads
and ot her costs?

A | don't know that.

Q Woul d you accept subject to your check that
PGE' s 10-K for 2002 on or about page 102 indicates that
it, in fact, does, Enron does bill PGE for allocated
over heads and ot her costs?

A I will accept that.

Q Do you know whet her PGE provi ded services to
ot her Enron subsidiaries prior to and post filing of
bankruptcy?

A | believe that they have.
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Q I would like to turn your attention please to
your Exhibit PCC-8, which has been marked in this
proceedi ng as Exhibit 179.

A Yes.

Q And in that exhibit, you show the current
bond ratings of both PGE and QC.

A That's correct.

Q Are the Standard & Poor's and Mbody bond
ratings for PGE above investnent grade?

A. Yes, they are.

Q And for Qwest Corporation, whose parent
conpany is not in bankruptcy, are those sanme ratings
bel ow i nvest ment grade?

A. Yes, they are.

Q If we considered the Fitch rating agency, are
the bond ratings worse for QC than PGE as wel | ?

A They' re both bel ow i nvest ment grade, but
Fitch rates QC | ower than PGE.

Q Do you know whet her Qanest has ever discussed
with its lenders or the rating agencies the possibility
of establishing a ring fence to protect Quest
Corporation in the event of a QCII bankruptcy filing?

A. I don't have any know edge in that regard. |
don't know.

Q Wuld it be a good thing for Qnmest, for Qnest
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Corporation, to have an investnent grade rating even if
ot her Qnest entities were still in the junk bond
category?

A It would be advantageous for all of the
entities of Qmest to have an investnent grade rating.

Q If QI were to file for bankruptcy
protection, is it reasonable to expect that Qwmest and
its creditors would consider establishing a ring fence

mechani sm around QC?

A. I don't think so, and | suggest that you may
want to ask this question of M. Mabey as well, but |
will tell you why | don't think so. The reason | don't

think so i s because of the dom nant position that QC has
in the corporate structure of QCII. QCreally is the
majority of the operations of the conpany, and froma
financi al perspective it would seemdifficult to me to
ring fence that subsidiary given its dom nance and the
hi gh degree of integration that it has within the
corporate structure.

Q M. Cumm ngs, would it be at all realistic to
i magi ne a scenari o where one of Qmest's unregul ated
subsi di ari es such as Qaest Corporation, Quest
Communi cati ons Corporation, filed for bankruptcy
protection and the result would be that the bond ratings

of QC and QClII would actually increase?
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A. It would be difficult for me to i nagi ne a
scenari o where there's a bankruptcy for QCII that would
as a result of that bankruptcy pronpt an increase in the
bond ratings of any of the subsidiaries.

CHAIl RWOMAN SHOWALTER:  |'m sorry, | thought
the question was what if QCC, that is one of the
affiliates or subsidiaries.

MS5. SMTH: That's correct, it was Qwmest --

A ["msorry, | may have misinterpreted the
guestion. So the question is what if one of the
subsi diaries, not the parent QCII?

Q That's correct.

A But a subsidiary other than QC files
bankruptcy.

Q And would it be possible in that scenario for

the bond ratings of other subsidiaries such as QC and

the parent conpany, QClII, to actually increase?
A My answer relative to the bond ratings would
remain the sane. | don't think that's a plausible

scenario that any bond ratings would increase given a
bankruptcy anywhere in the corporate structure. It
doesn't seem plausible to ne either that a subsidiary
such as QCC would be in a position to declare bankruptcy
i ndependent of the other subsidiaries in the

corporation, but I would like to defer that question to
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1 M. Mbey.

2 Q Well, in that vein, are you aware of two

3 conpanies that are regulated utilities, Northern States
4 Power and Public Service Conmpany of Col orado that are
5 subsi di aries of Xcel, X-C-E-L, Energy, are you aware of
6 those conpanies and their relationship to Xcel Energy?
7 A I'"'mgenerally aware that they are

8 subsi di ari es of Xcel.

9 Q Are you al so aware that NRG Energy is also a
10 subsi di ary of Xcel Energy?

11 A Yes.

12 Q Are you aware that recently on May 14th,

13 2003, NRG Energy filed a voluntary bankruptcy petition?

14 A I"mnot aware of that.

15 Q Woul d you accept that subject to check?

16 A How woul d you propose that | check that?

17 Q Well, perhaps we could --

18 A It's not part of my testinony.

19 Q Wel |, perhaps you could check news rel eases,

20 or perhaps Conm ssion Staff could provide you with

21 i nformati on that would allow you to check that answer,
22 and we would be willing to do that.
23 MR. SHERR:  Your Honor, if Ms. Smith has a

24 particul ar docunent that she would like to showto

25 M. Cumm ngs while he's on the stand, that m ght be
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hel pful .
JUDGE MOSS: Well, you can just posit it as

part of a hypothetical, and it's a matter of public

record, | assunme, if it's the truth.
MS. SM TH: | do have a docunent here
somewhere. It's just going to take ne a second to find

it.

Your Honor, it appears that | do not have
with me at the table a copy of the news rel ease, so |
woul d continue to ask this question subject to check.

JUDGE MOSS: Well, see if you can pursue your
line without -- the witness is not really in a position
to confirmor deny the news report that you wanted to
use anyway, SO just assunme the fact and nove on with
your questions. Have the wi tness assume that the event
has occurred as you descri bed.

BY Ms. SM TH:
Q M. Cumm ngs, could you assune, please,
that --

MS. SMTH.  Your Honor, may | have a nonent,
pl ease?

JUDGE MOSS: Okay.

BY M5. SM TH:
Q M. Cumm ngs, please assune that on May 14th,

2003, NRG Energy filed for bankruptcy protection.
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A Yes.

Q Pl ease al so assune that the regulated utility
subsi di ari es did not seek bankruptcy protection.

A And that would include Northern States Power,

Public Service of Col orado?

Q That's correct.

A Is the parent conpany --

Q And Xcel .

A And Xcel ?

Q That's correct.

A And Xcel is the parent conpany of the other
three?

Q That's correct.

A. Thank you.

Q And | would al so --

A | have that assunption now.

Q Thank you. This is sonewhat awkward to ask

this question as an assunption as opposed to subject to
check, but would you find it reasonable to assune that
in that situation that Standard & Poor's could issue a
news rel ease putting the utility's subsidiaries on its
credit watch for a possible positive ratings change as a
result of the NRG bankruptcy?

A I can see that as a plausible scenario given

the nmultitude of factors that the rating agencies | ook
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at. And, you know, that sort of resolution could be
noving things in a positive direction conpared to where
they were before. You know, w thout know ng those
details, | would be hesitant to prescribe the cause and
effect that the declaration of bankruptcy by one entity
pronpts a rating increase by the other entity, other
things being entirely equal

Q And again, in Exhibit 178, which is your

rebuttal testinony, on page 5 at the top of the page,

you say -- are you there, M. Cummi ngs?

A | am there.

Q You say that in the event of a bankruptcy,
custoners would likely not get new services. |Is it your

testi nony that a conpany can not offer new services
while it is in bankruptcy?

A No, that's not ny testinmony. M testinony
here refers to ny analysis of what m ght be the likely
effects if QCl and QC were in bankruptcy. And ny
statement at the top of page 5 probably could have been
nore clear, but what | was attenpting to point out here
is that a conpany in bankruptcy has necessarily limted
resources, and ours is a capital intensive business, and
to bring new and i nproved services to our custoners it
generally requires capital expenditures. And my point

here is that a conpany in bankruptcy is not likely to
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have the | evel of capital available for expenditures
that an otherwi se financially healthy conmpany woul d.

Q Hasn't Qmest already cut its investnent
dramatically even though it's not in bankruptcy?

A. I wouldn't say that Qwest has cut its
i nvestment dramatically. | would |ike to put two pieces
of information into this answer. One is that if you
| ook at the very recent past of 2001 and 2000, for
i nstance, Qwest capital expenditures were notably higher
than they were in previous years. That's point nunber
one. Point number two is that Qwest has scal ed back, if
you will, or returned, if you will, to a nore nornal
| evel of capital expenditures, which our chairman
characterizes as in the range of 15%to 20% of our
revenues. We have seen a noticeable decline in our
revenues, in our access lines and in all of our revenues
during the last year, and we feel that the current |eve
of capital expenditures is appropriately scaled to that
| evel of revenues.

Q Do you have any specific services in mnd
that you think custonmers would not get in the event of a
bankr upt cy?

A. You' re back to ny statenent at the top of
page 5?

Q Yes, | am
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A No, | don't.

Q So would it be accurate to say that your
testinmony on this point is speculative?

A | have attenpted in this testinmony to outline

what | see are the risks fromthe standpoint of a

financial analyst in bankruptcy. | wouldn't call it
specul ative, | would call it identifying the risks.

Q Are you familiar with the bankruptcy of
Wor | dConf?

A In a general sense, yes.

Q Do you recall when WorldCom fil ed bankruptcy?

A Not specifically, no.

Q Woul d you accept subject to your check that

it was sonetine during the sumrer of 20027
A Yes.
Q Are you famliar with the MCl Nei ghborhood
service that Wrl dCom of fers?
A No.
CHAl RMOVAN SHOWALTER: Was that a yes or a
no?
THE WTNESS: That was a no, |'m sorry.
BY M5. SM TH:
Q Agai n at your rebuttal testinony at page 15.
Yes.

Q | apol ogi ze, the reference is to your direct
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testinony. That's been marked as Exhibit 172.

A. At page 157

Q That's correct, line 15. How rmuch does Qwest
currently owe under the ARCA?

A. Qrest currently owes $2 Billion under the
ARCA

Q When the ARCA was agreed to, was it
explicitly conditioned on the Dex transaction?

A It was in the context of Dex and ot her
potential asset sales. There were strict requirenents
having to do with the pay down of the ARCA based on
t hose asset sales, and the Dex sal e was nentioned
specifically in the conpletion of the first phase and
t he anount that needed to be paid down at that point,
whi ch was $1, 354, 000, 000.

Q I guess ny question is, does the ARCA
explicitly state that the arrangenents in the ARCA are
conditioned on the Dex transaction? |s there any
provision in the ARCA that would state that?

A Well, 1 just gave you an exanple of one. The
ARCA specifically states that fromthe proceeds of the
first increment of the directory sale, not nore than
$1, 354, 000, 000 needs to be paid at the time of the sale.

Q Under the ternms of the ARCA, is failure to

conplete either the Dexter portion or the Rodney portion
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an event of default?

A | don't believe it is, no.

Q Is it correct that under the ARCA, naking
incorrect statenents in any financial statement is an
event of default?

A I'"mnot sure about that. There are
provisions in the ARCA which require the filing of
financial statements, but |I'mnot sure about a provision
like as you' re speaking of.

Q Woul d you agree subject to your check of the
ARCA that such a provision is contained in Section 6.01
of that docunent?

A I would. Thank you for the reference to
where it is.

Q Is it correct that a portion of the Dex
transacti on proceeds nmust be used to repay the ARCA
| oans?

A Yes.

JUDGE MOSS: | probably shoul d have
interjected | ong before now that ARCA is an acronym
A-R-C-A, anended and restated credit agreenent. | was
first thinking of those black and white whal es.

CHAl RMOVAN SHOWALTER: I n a Baltinmore accent.
BY M5. SM TH:

Q In your rebuttal testinony, again that's been
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mar ked as Exhibit 178, at page 3, line 17, you testify
that Qwest al nost certainly would have been facing
bankruptcy wi thout the ARCA. Do you see that testinony?

A Yes.

Q What do you nean by that? Do you nean that
Quest woul d have sought bankruptcy protection had it not
negoti ated the ARCA?

A You know, | nean in sinple ternms that Quest
woul d not have had the cash to pay the banks the noney
that was owed absent a renegotiation of that credit
arrangenent. |t would not have had the liquidity to pay
its debts when they came due. And that is a likely

bankruptcy situation

Q Was Qmest solvent at the tine it entered into
t he ARCA?

A Yes.

Q Well, isn't it true that Qvest had to certify

to the ARCA lenders that its assets exceeded its
liabilities and that it was able to pay its debts as
they becane due; is that correct?

A. Qnest had to denpnstrate to its | enders that
it had the capability to pay off the |loans. That's why
it was essential for -- | think I said Dex, | neant to
say QCI had to denpbnstrate to its lenders that it had

the ability to pay off the loans. That's why a crucia
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pi ece of this credit arrangenment negotiation which
became known as the ARCA was, in fact, the announced
sal e of the Dex assets.

Q Woul d you agree subject to your check that in

Section 4.2 of the ARCA Qmnest stated that it was

sol vent ?
A I would agree with that.
Q Do you believe that Qemest was truthful when

it made that statenent?

A | believe it was. At the tinme that statenent
was nmade, Qwest had negotiated the sale of Dex and had
the prospect of closing on $7.05 Billion in the asset
sal e.

Q So it is your testinony then that Quest
conditioned that statenent upon the foreseeability of
the successful closing of the Rodney and the Dexter
transactions?

A It would be nmy testinony that the sale of Dex
was a part of the analysis that led to that statenent.

Q The ARCA that we have been referring to
repl aced another credit facility, did it not?

A Yes, it did.

Q So the one that we are referring to, the ARCA
in the questioning is the anended and revi sed credit

agreenent; is that true?
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A. | think it's technically the second anended
and restated credit agreenent; but yes, that's true.

Q Did the earlier agreenent, the one that was
revised by the ARCA that we have been referring to, also
requi re that Qwmest nmke accurate financial statements?

A | don't know that for sure, but | believe it
had simlar conditions that the ARCA does in that
financial statements had to be -- had to be provided
upon a certain schedule, and I'm not certain about the
| anguage relative to the accuracy. It sticks in ny mnd
that the | anguage had to go -- had to go to materia
deficiencies or sonething |ike that rather than, you
know, a sinple typographical error or an itemthat would
not be a material om ssion in the financial report.

Q And does that mean that the bankers could
have declared Qwest in default and demanded i medi ate
repaynment when Qmest adnmitted that its financia
statements were not accurate?

A | don't know

Q I would like to refer you back to your direct
testimony marked as Exhibit 172 at page 20.

A Yes, |'mthere.

Q And you refer in the chart that's in about
the m ddl e of the page that QC has debt, it |ooks |ike

just over $1 Billion in debt that matures in 2003.
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A Yes.
Q Do you know when that debt is due, what nonth

that debt is due?

A Yes.

Q And what nonth m ght that be?

A Sone of it has already matured. The $155
MIllion has already matured. There is $1 Billion of

debt that conmes due next nonth in June of 2003.
Q If the Rodney portion of the Dex sal e does

not close by June, does QC expect to default on that

paynment ?
A It's nmy understandi ng that QC and the | arger
enterprise, QCIl, has sufficient cash fromthe proceeds

of the Dexter transaction and other sources to satisfy
this upcomng allocation. Wth the sale of Rodney, our
chief financial officer has said that we are in essence
fully funded through 2005, that we woul d have enough
cash to take care of our obligations through 2005.

Q I would like to refer you back to Exhibit

178, your rebuttal testinmony, at page 13, |ine 3.

A Yes.
Q And there you say that Qmest was infornmed and
advi sed by Lehman Brothers and Merrill Lynch with

respect to these transactions.

A Yes, that's correct.
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Q Are these firnms also participating in the

process of raising investnment funds for the transaction

itsel f?

A | believe they are.

Q Is any potential conpensation to Lehman
Brothers or Merrill Lynch contingent on the closing of

t he Rodney transaction?

A | believe that to be the case

Q Can you quantify the size of those fees?

A | can't, | don't know what the size of the
fee is.

Q Woul d this be somewhat |ike having the rea

estate broker and the nortgage banker wite up an
apprai sal on the house when the house is sold?

A. I don't think I would accept that anal ogy.
The investnent bankers have multiple roles, and one of
their roles is to provide a fairness opinion to the
board of directors of QCII. And in doing so, they have
to adhere to the ethics and standards of their industry.
They're al so responsible to the board of directors for
rendering the fairness opinion as it's called. And
woul d expect and | am sure the board demanded that that
be done in an independent professional manner. It would
seemto ne to be inconceivable to, you know, for an

i nvestment bank to essentially offer its fairness
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opi nion for sale, because | think its exposure in the
securities industry and its potential for suits com ng
from sharehol ders and others would be so great that no
i nvest ment bank would want to put themselves into that
posi tion.

Q There are many references in your testinony
about the possibility that Qwest, the parent conpany,
woul d decl are bankruptcy without the Dex sale. |If Quest
had filed for bankruptcy, would it have filed for
reorgani zation or for |iquidation?

A My assunption would be that, you know, if the
liquidity issues facing Qmest were not able to be
remedi ed by the sale of Dex that the |ogical alternative
for Qvest would be a Chapter 11 filing in that it would
not be able to neet its upcom ng bank debt obligations.

I wouldn't see a liquidation filing in that
ci rcunst ance

Q At page 11 of your rebuttal testinmony you
di scuss about the m ddle of the page, Iine 10 or so, you
describe the decline in credit spread for QC since the
Dex transaction was announced; is that correct?

A Yes.

Q Now at |line 12 where you testify that the
credit spread was down 3.488% and that's the same thing

as saying that it would be down 248 basis points; is
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that correct, 348 basis point?

A 348 basis points, yes.

Q And at line 13 where you say it's down
2.285% that's the same thing as saying it's down 285

basis points; is that correct?

A. That woul d be 228 basis points, 228 1/2 basis
poi nts.
Q Thank you, |I'mglad you get the nunbers

better than | do. So is it your testinony that this
decline in credit spread, which you show as 228 to 348
basi s points, was unique to QC and not experienced by
all corporate bonds with ratings simlar to QC s?

A No, | wouldn't nake that claim | provided
this information in response to Dr. Blacknon's claim
that the long-termrisk of QCl is going to go up with
the Dex sale, and |I'm pointing out that the capita
mar ket s have reacted favorably since the announcenent of
the Dex sale, both in terms of equity securities and the
spreads which you just quoted on the debt securities.

It would not be nmy testinony that the announcenent of
the sale of Dex was the only factor involved in the
mar ket s.

Q What has been the conparable change in credit

spread for all B rated corporate bonds over this period?

A I don't have that in ny testinony.
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Q Could | direct you to Exhibit 205.
A I have it right here on the top of the pile.
Q And woul d you agree that Exhibit 205 is the

Gol dman Sachs high yield bond index printout?

A Yes.

Q And woul d you agree that according to this
docunent the spread has declined fromover 1,100 basis

poi nts in Septenber 2002 to about 700 basis points in

May 20037

A. I would agree with that interpretation of
this chart.

Q And that's a decline of about 400 basis

points or 4% is that correct?

A. That's right.

Q Now i f you would turn to the next page of
your testinony to page 12 in your testinmony at line 1
do you see that testinony?

A Yes.

Q Since the credit spread is down for al
conpani es that use high yield financing, is it your
testimony that the Dex sale is providing | ower financia
risk not just for QC but for the entire universe of U S.
corporations with publicly traded bonds?

A It would be great if |I could nake that claim

relative to the entire high yield bond market, but |
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can't. I'mjust, you know, observing that since the
announcenent of Dex, the specific credit spreads for QC
debt have narrowed. And to ne that indicates that the
long-termrisk for QCis not going up, it's going down.

Q Turni ng back to page 10 of your rebutta
testinmony at line 14 where you di scuss Qmest's stock
prices since |ast sumer.

A. Yes.

Q I's your point here that the stock price of

Qwest has increased since the Dex transacti on was

announced?
A It has, yes.
Q Has Qwest's stock price increased steadily

since the conpany announced in April of 2002 that it
intended to sell Dex?

A No.

Q Is it your testinmony that the only thing that
occurred in the summer of 2002 that mght affect Qmest's
stock price was the agreenent to sell Dex?

A No, the rising tide does float all of the
boats, and so Qwest did get sonme help fromthe stock
mar ket trends in general

Q Is there anything specific to Qaest that
happened | ast summer that m ght have affected the stock

price?
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A. There were a | ot of things that happened | ast
sumrer that affected the stock price of Qunest. \What did
you have in mnd?

Q Do you think that the renoval of Joe Nacchio
as the CEO of Qmest could have affected the stock price?

A It could have. You know, | didn't track it
cl osely enough with that event to, you know, to say one
way or the other.

Q And do you think the nam ng of Richard
Not ebaert as the new CEO mi ght have had an effect on the
stock price?

A He woul d probably like ne to say that there
was an inmedi ate inmpact, but I'mnot sure that | can
meke that claim | just don't know | didn't, you
know, | didn't track the change in the CEOw th the
stock price.

Q Do you think it's possible that any of the
i ncreases coul d have been attributed to the change in
managenent ?

A Let me put it this way. | think the change
i n managenent was a positive influence on the conpany,
and | think the change in managenent gave strong signals
to the investnment community, strong positive signals
about the future of the conpany. How much and how

specifically that was reflected in the stock price
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can't tell vyou.

MS5. SM TH: Your Honor, at this time | have a
series of questions for M. Cummings with respect to a
hi ghly confidential exhibit, it's Exhibit 87, and
would like to hear from Qvest how it would like to
proceed with this line of questioning in terns of
preserving the confidential nature of the information.

JUDGE MOSS: And 87 was previously identified
with witness Reynol ds?

M5. SMTH: Yes, it was.

MR, SHERR: May | ask a question, Your Honor

JUDGE MOSS: Sure.

MR. SHERR: May | ask a question directly of
Ms. Smith?

JUDGE MOSS: Well, you can direct it to ne.

MR, SHERR: | understand. Speaking to you,
Judge Mdss, that exhibit references, | believe, nultiple
dat a request responses, and if you could tell me which
data request responses you're going to be speaking
about, that woul d hel p.

MS. SMTH. Yes, M. Sherr, response to, or
to the Bench, whonmever |'m supposed to direct this
response to, Public Counsel's Data Request Nunber 71.

MR, SHERR: Thank you, Your Honor

JUDGE MOSS: And let's see, so the specific
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pages of the exhibit would be what, 4, 7, 8?

MS. SMTH. Really | think nost of our
guestions are going to relate to page 7.

JUDGE MOSS: Okay.

M5. SMTH. But it's a 13 page docunent.

JUDGE MOSS: Right, well, you know, there's a
couple of different ways we can handle this, and the way
| prefer to handle it if we can is to sinply have you
refer the witness to the points on say page 7, which is
a highly confidential portion of the exhibit, and
Wit hout stating the data that is indicated there, he can
ook at it and -- so can you conduct your questioning in
that fashion?

M5. SMTH: | believe that | can, Your Honor.

JUDGE MOSS: (Okay, that way we don't have to
go through the exercise of clearing the roomand turning
off the --

CHAl RMOVAN SHOWALTER:  Usi ng row and col um
is the easy way for others of us to get to the nunber
qui ckly.

MS. SMTH. And if | may ask of the Bench for
the benefit of Qwest the identifying nanes of the
colums and the rows, for exanple the description of
what's contained and the years that the nunbers pertain

to, that part is not confidential, it's just the actua
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1 nunbers thenselves; is that correct?

2 MR, SHERR:  Your Honor, I'msorry to not

3 answer Ms. Smith's question directly, we're trying to

4 get our copy of this exhibit.

5 JUDGE MOSS: Okay.

6 MR, SHERR: | apol ogi ze.

7 JUDGE MOSS: That's all right.

8 MR, SHERR: |If you could give nme just a

9 nmonent .

10 JUDGE MOSS: You need to get it, sure.

11 MS. SMTH. M. Sherr, | have an extra copy

12 for the witness if you need one for your wtness.

13 MR. SHERR  Sorry, | mnissed that.

14 JUDGE MOSS: She has a copy for your witness,
15 a spare copy.

16 MR, SHERR: Do you have an extra copy for

17 counsel ?

18 JUDGE MOSS: It has all the answers she wants
19 noted in the margins.

20 Now t he question that's pending, M. Sherr

21 is whether we can refer to the exhibit by the colum and
22 row desi gnati ons wi t hout breaching anything

23 confidenti al

24 MR. SHERR: That would be fine.

25 JUDGE MOSS: So | think you can proceed in
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that fashion, Ms. Smth.

MS. SM TH. Thank you, Your Honor, and did we
receive clarification from Qwest that the references to
years and the references to topics are not confidential?

JUDGE MOSS: Right, you can refer to the
colum and row headi ngs.

MS. SM TH. Thank you.

BY M5. SM TH:

Q M. Cunmmi ngs, before we nove into the
confidential portion of this exhibit, could you turn to
page 3 of this exhibit.

A Yes.

Q Now i n the suppl enental response, the conpany
descri bed the attached current projection of cash flow
as being devel oped on Decenber 8th of 2002; is that
correct?

A I"'msorry, I"mhaving difficulty follow ng

where you are. You're on page 3?

Q I'"'mon page 3 and --
A Under suppl enental response, 11-26-2002?
Q That's correct. And in that response, the

conpany states that this projected cash fl ow was
devel oped on Novenber 8th of 2002; is that correct?
A Yes.

Q And is it correct that the agreenent to sel
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Dex was finalized in August of 20027
A That's right.
Q Have the projections contained in this

exhi bit been updated in any way since December of 20027

A Yes.
Q How have those projections been updated?
A There was a third suppl enmental response which

| thought was filed after December of 2002, but maybe
not. |'mnow | ooking at page 5
Q In the suppl emental response, you indicate
that you have additional work papers, but did the actua
proj ecti on change?
A Bear with me for just a nonent here
MR, ROSELLI: And if | mght interpose a
guestion, which supplenental response just for the sake
of clarity? M. Sherr is working with Ms. Ander|l to try
to verify that we have all versions of supplenenta
responses to this particular data request.
A. If it helps, in nmy notes | show a
suppl enental response on 1-21-2003. That was the basis
for ny answer that it had been updated since the end of
t he year.
COWM SSI ONER HEMSTAD:  The Bench doesn't
qui ckly find that |ast suppl enental order

CHAI RWOMAN SHOWALTER: It's not in here.
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MR. CROWELL: Your Honor, Robert Cromnell.
For purposes of the record, | don't believe | have or
did not have for submi ssion when we made these exhibit
subm ssi ons a week ago the supplenent that M. Cumm ngs
is referring to.

JUDGE MOSS:  All right.

MR, CROWELL: It may be a clerical error on
my part, and | just wanted to note that. |If that isn't
the case, | don't think we brought it.

JUDGE MOSS: \Where does this leave us in
terms of what we need to do here today?

MR. SHERR:  Your Honor, just to add another
voice, | believe the confusion nay be that what was
identified as an exhibit was the second suppl enent al
data request response, but there was actually a third
suppl enental data request response. But | think what we
have as Exhibit 87 if | have that nunber correct is only
the second supplenental, and that's why the confusion

JUDGE MOSS: All right.

MS. SMTH. And when was, may | ask a
guestion, when was the third suppl emental response
provi ded to Public Counsel ?

JUDGE MOSS: Did you have a date for us,

M. Cumm ngs, | think you did, didn't you, January?

THE W TNESS: The material that | have shows
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it as January 21st, 2003.

MS. SM TH.  Your Honor, it appears that we
don't have that data request response, and we would like
to pursue this line of questioning, but we don't have
that. Wuld it be possible for us to take a break and
see if we can't locate that?

JUDGE MOSS: How rmuch nore do you have al
t oget her ?

MS. SM TH.  Probably about, oh, half hour, 20
m nut es.

JUDGE MOSS: Could we just junp to another
line and nmake good use of our next 15 nminutes?

M5. SMTH. This is it.

JUDGE MOSS: Oh, you have 30 minutes on this?

MS. SMTH. Well, actually it may not be 30

mnutes. It really depends on the answers. |t nay be
much shorter than that. | really don't know.

JUDGE MOSS: Okay. And what's the -- | guess
I"'ma little confused about the issue. |If you don't

have the exhibit, then | would presune your questions
wer e based on sonmet hi ng ot her than what you don't have.
MS. SMTH. We have questions based on the
second suppl emental response to --
JUDGE MOSS: Right, and why does the absence

of the third preclude you fromfollowi ng that |ine?
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M5. SM TH. Because if there is an updated
cash flow projection, we would prefer to cross on that
as opposed to one that's no |onger up to date.

JUDGE MOSS: | see.

CHAl RWOMAN SHOWALTER: It sounds like if you
got this update, you might be just ready to go with the
line of questioning after you take a fairly quick | ook
at it.

MS. SMTH. We probably coul d.

JUDGE MOSS: Do you have that, M. Sherr?

MR. SHERR: W do.

JUDGE MOSS: M. Sherr has it, so we can
provide it right now Let's provide it to Staff,
pl ease, and see if we can wap this up. Well, | don't
know if we'll wap it up anyway, because we'll have
probably questions fromthe Bench.

CHAl RWOVAN SHOWALTER:  Well, also if we're
going to pursue the |ine of questioning, of course we
all want the proper exhibit.

MS. SMTH. And we woul d need to nmake copies
on col ored paper as well, because it's highly
confidential.

CHAIl RWOMVAN SHOWALTER:  Maybe we shoul d end
the day 15 minutes early.

JUDGE MOSS: Oh, ny.
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CHAIl RWOMAN SHOWALTER: | know that Judge
Moss - -

JUDGE MOSS: How pai nful .

CHAI RWOVAN SHOWALTER: | think we're going to
do all right, because we have all those extra days next
week, but I'man optimst.

JUDGE MOSS: Wth the caveat that our extra

days have gotten rather full, we will be optimstic, and
| suppose we will let M. Curmings -- | hate to | eave a
Wi t ness overnight, but we'll just have to do that,

M. Cumm ngs.

THE W TNESS: That's acceptable to ne.

JUDGE MOSS: |I'mglad to hear it.

MR, BUTLER: Do we have your assurance you
won't punish us later by naking us stay |ate?

JUDGE MOSS: No.

Al right, is there any other business we
need to conduct before we recess until tonmorrow norning?

Al right, now!| will say this, we do have a
comm tment that we nmade, and that is that we will have
M. King. So before we close, let nme ask does Staff or
no, let's see, yes, Staff, would you have anything for
M. King?

M5. SMTH: W do not, Your Honor.

COW SSI ONER HEMSTAD: I's he here?



0576

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JUDGE MOSS: He is here, so it sounds though
that we may be able to get M. King up and off very
quickly. | don't know if the Bench knows at this
juncture whether it has questions. Mybe we woul d want
to look at it this evening, so we better have him here
tomorrow norning. Okay, so | just want to nake sure we
can fulfill our comritnents. All right, and then we can
take care of M. Cunmings as well and carry over. All
right, that will work.

Let's be in recess until tonorrow norning at
9: 00.

(Hearing adjourned at 4:50 p.m)



