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In the Matter of the ) Docket No. UT-021120
Appl i cation of ) Vol unme | X

) Pages 881-1038
QNEST CORPORATI ON
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HEMSTAD and Conmi ssi oner PATRICK J. OSHI E.

The parties were present as
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QNEST CORPCRATI ON, by Lisa Anderl
and Adam Sherr, Attorneys at Law, 1600 Seventh
Avenue, Suite 3206, Seattle, Washington 98191.

THE PUBLIC, by Robert W Cromnell,
Jr., Assistant Attorney General, 900 Fourth Avenue,
Suite 2000, Seattle, Washington 98164-1012.

DEX HOLDI NGS, LLC, by Brooks E.
Harl ow, Attorney at Law, MIler Nash, LLP, 601 Union
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WEBTEC, by Arthur A. Butler,
Attorney at Law, Ater Wnne, LLP, 601 Union Street,
Sui te 5450, Seattle, Washington 98101.
Barbara L. Nel son, CCR
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1 JUDGE MOSS: Let's cone to order. A couple
2 of housekeeping matters. W received by filing at

3 the Commission -- 1've lost track of the days,

4 suppose it was yesterday -- the final prefiled

5 testinony, | believe, which was -- which is MSR-3

6 SRTC, supplenmental rebuttal testinony regarding Dr.

7 Bl acknon's response testinony, as revised on My

8 14t h, 2003, and this is by M. Reynolds. That wll

9 be Exhibit 94 for identification. And there was

10 attached to that an exhibit pre-identified as MSR-4C,
11 Quest's illustration of Staff's May 4, 2003 proposal
12 al so by M. Reynolds, and that will be marked for

13 identification as 95.

14 We have had handed up this norning the

15 responses by Dex Hol dings to Record Requisition

16 Nurmber Two, which will be marked for identification
17 as Exhibit 3; the response to Record Requisition

18 Nunber Three, which will be marked as Exhi bit Number
19 4; and the response to Record Requisition Nunber Six,
20 which will be marked as Exhibit 13, for purposes of
21 identification in this proceeding. And I'll take
22 care of those exhibits in due course.
23 In the nmeantinme, let us take advantage of
24 our available tinme renmai ning before the | uncheon

25 recess and resune with Dr. Selwn's
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1 cross-exam nation. And Dr. Selwn, of course |

2 rem nd you that you are under oath.

3 DR. SELWYN: Yes, sir

4 JUDGE MOSS:  And --

5 MR, HARLOW Excuse ne, Your Honor

6 JUDGE MOSS: Yes, M. Harlow

7 MR, HARLOW Ms. Anderl's pointed out that
8 | probably was premature in handing the record

9 requisitions to the Bench, that M. Trautmn may want
10 an opportunity to review before deciding whether to
11 mark them as exhibits.

12 JUDGE MOSS:  All right. Well, I've just
13 mar ked them for identification, so we'll deal with
14 their admi ssion later. Let's deal with that or you
15 can do that over the lunch hour and we can tal k about
16 it over the close of the hearing.

17 MR, HARLOW Ckay. | apologize to M.

18 Trautman for junping the gun on that.

19 JUDGE MOSS: That's all right. There's a
20 | ot of paper. Whole generations of forests are

21 dying. So | think we're ready to resunme with your
22 cross-exam nation, M. Anderl.

23 MS. ANDERL: Thank you, Your Honor. Just
24 as an additional note for later, we also provided

25 responses to a nunber of bench requests yesterday.



0887

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JUDGE MOSS: That was through filing?

M5. ANDERL: Yes.

JUDGE MOSS: | apparently didn't receive
themas of this nmorning, but I'Il get them at noon
Wher eupon,

DR. LEE L. SELWYN,
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

CROSS- EXAMI NATI ON
BY MS. ANDERL:

Q Dr. Selwyn, good norning.

A Good nor ni ng.

Q Let's talk a little bit about your view of
the value of the asset or assets that are being
transferred in this matter. |'d |ike you to turn to
your direct testinmony, Exhibit 311, page 10, I|ine
ei ght and line 19.

A Yes.

Q In both of those lines --

JUDGE MOSS: Ten.
M5. ANDERL: Yes, page ten of the direct
testi nony.

Q In both of those line references that |'ve

gi ven you, you use the phrase virtually all of the
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1 val ue, and in both cases, you're using the phrase

2 virtually all of the value to describe your view of

3 the value that is being conveyed to the buyer in this

4 transaction; is that correct?

5 A Yes.

6 Q And again, on page 69, line 12, you state
7 - -

8 JUDGE MOSS: |'msorry to interrupt. Dr
9 Selwyn, you'll need to push the red button on your
10 m crophone so that it is up, and that will turn it

11 on. Thank you.
12 Q And again, on page 69, |line 12, you use the
13 phrase virtually all of the intangible value, and

14 again referencing the value that's being transferred

15 in this case; is that correct?
16 A Yes.
17 Q Do the phrases virtually all nmean the sane

18 thing each tinme you use themin those three

19 i nst ances?
20 A | believe so, yes.
21 Q And on page 81, line 25, you describe an

22 amount of a value or level of value that principally
23 ari ses out of assets that are the property of QC and
24 not of Dex. Do you have that reference in mnd?

25 A Yes.
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Q And again, is that nmeant to describe the
same general quantification as virtually all?

A Well, I'"'mnot offering a specific
quantification in terms of an actual percentage.
Cobviously, if I were, | would have substituted that.
But certainly it is ny belief that substantially all
virtually all, practically all

Q Principally?

A Principally all.

Q You nean all those --

A A lot, yes.

Q And you nean those phrases to generally

mean the sane thing there? You're not trying to

di stingui sh --
A No.
Q Al right. That's all | was really |ooking

for. Now, in Exhibit Nunmber 340, which is a response
to a data request that Qwaest propounded to you, you
were asked to provide all studies perfornmed or relied
upon in making the determination that virtually al
of the value arises from QC, as we have just been
di scussi ng.

Now, you indicate in that response, It is
not necessary to conduct separate studies to observe

that the value of the Dex business will be
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substantially di m ni shed without certain agreenents

and i ntangi ble assets to be provided by QC. |Is that

correct?
A Yes.
Q Did you perform any studies or rely upon

any studies in making your deternination that

virtually all of the value arises from QC?

A O her than as described in this response,
no.
Q Okay.
And -- well, and as discussed in ny

testi mony generally.

Q Okay. Does virtually all nean a hundred
percent ?

A No.

Q How much | ess than a hundred percent does
it mean?

A Well, | think there are two ways to respond

to that. To the extent that the Conmi ssion has
previously determned in the accounting order case
that the Qmest Dex, or then USWC, US West Dex Yel | ow
Page busi ness was a regulatory asset, | think that in
one sense that is dispositive of the issue anyway,
irrespective of how Qnest Dex cane to acquire

whatever value it has in the Washi ngton Yel | ow Pages.
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But with respect to that value, nore specifically, if
one were to performan analysis, and just based upon
representations being made by the conpany in
testinmony and in other information provided in this
proceeding, it's clear that there is a very heavy
reliance by the buyer on the preexisting relationship
bet ween QC and Qwest Dex, the existence of the
custoner base that has been acquired by virtue of
t hat preexisting relationship
And in that sense, even if one were to

perform such an analysis, which | don't think is
necessary, because | think the Commi ssion's already
made that determ nation, but even if one were, it
woul d still be clear that certainly a very |arge
portion of the value would have to be attributed to
that rel ationship.

Q But you didn't undertake to quantify what
you nean by very | arge?

A No, | did not.

Q And Dr. Selwyn, turn to Exhibit 343,
pl ease. That data request generally asked you, in
Subpart A and B, to describe research efforts
undertaken to quantify the value of sonme of the
agreenents that are being referred to in your

testinmony and in this docket, and the dollar amounts.
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And is that your response there in Exhibit 3437

A Yes, it is.

Q Now, Dr. Selwyn, it's your contention that
all of the gain should go to QC ratepayers; is that
right?

A. Yes. Well, nore specifically, all of the
gain conputed with respect to a non-di stress sale,
fair market val ue

Q More than a hundred percent of the gain,
actually. You're saying that all of the value, as
you calculate it, should go to ratepayers?

A The gain, based on the fair market val ue,
which | believe is in excess of the distress price,
yes.

Q As we discussed on Friday |ast week, you
were not retained by Staff, nor did you, in fact,
undertake to prepare a point estimate of fair narket
value on this asset; isn't that correct?

A That's correct.

Q Dr. Selwn, do you believe that Dex's
managenent has any expertise, either in the
managenment of a publishing business or advertising
sal es?

A I'm sure they do.

Q To your know edge, if Qwest Corporation had
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to reconstitute a publishing operation in Wshi ngton
today, wouldn't QC need to hire enployees? Wre they
to want to reconstitute that operation in-house,

woul dn't they need to hire or train enpl oyees?

A. I don't think that's the correct question
interms of a valuation. |I'mnot sure if you're
still on the sanme subject or not. If we're turning

to another subject, if QC were to reenter the
busi ness, they would have to recruit enployees, but
if QC had never exited the business, they would have
t hose enpl oyees.
Q Do you believe that if QC were to reenter
t he publishing business today, it's likely that QC
woul d have to devel op relationships with printers?
A Well, et me nake sure | understand the
i mport of your question. To be precise, you asked ne
if QC were to reenter the publishing business today,
when, in fact, it still has an affiliate in the
publ i shing business. [If it were to sinply reacquire
the publishing business that the affiliate currently
mai nt ai ns and reacquire the resources of that
affiliate to acconmplish that reentry, those
enpl oyees, systens, relationships, custonmers would
all be in place.

Q That wasn't ny question, Dr. Selwn. |
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t hi nk you understood it correctly the first tinme.

A Well, you did say today, and today, to ne,
means today, which at this point we still have an
affiliate. The sale has not been consunmat ed.

Q If QC were to -- the question was if QC had
to reconstitute a publishing operation today, not if
it reacquired its affiliate or didn't sell the asset.
So assune that the asset is sold and there's -- let's
say no nonconpete and no publishing agreenent, so QC
is in a such situation where it needs to have its
directory publishing obligations nmet, the White Pages
published. |In order to do that, wouldn't QC need to
devel op relationships with printing conpani es?

A. The answer's no. And let ne refer you to
ny suppl enental testinony where | discuss this issue.

CHAl RWNOVAN SHOWALTER:  What exhi bit?

THE W TNESS: This would be Exhibit T-363,
begi nni ng at page 12 and conti nuing through the end
of the testinony.

Q Right. And |I'mgoing to ask you again, Dr.
Selwn, to please keep the inport of ny question in
mnd. |'mnot asking you if QC had to go out and
establish a relationship with another directory
publ i sher in order to have its obligation net,

because | will ask you some questions about that a
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little later. 1'masking you, if QC had to
reconstitute a directory publishing operation today,
wouldn't QC, and let's start at the beginning on
this, either need to hire or train enployees to do
that function?

A. Well, in the hypothetical that you've
descri bed, which | have already indicated in ny
testimony | disagree with, | suppose that if subject
to that constraint, the answer's yes.

Q And woul d need to devel op rel ati onshi ps
with printing conmpani es?

A Well, | suppose it could | ook themup in
the Dex Yell ow Pages and find one.

Q And potentially develop relationships with
ot her suppliers, such as paper and ink suppliers?

A It would need to obviously acquire the
resources to acconplish the various requirenments of
being in the publishing business in some manner, not
necessarily in the manner you describe, but in sone
manner .

Q Okay. Is it your understanding that Quest
Dex has all of those arrangenents in place already
today because it is already in the publishing
busi ness?

A I would assune so, yes.
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1 Q Do you think it would potentially cost tine
2 and noney to reconstitute a publishing operation

3 today, as we've been discussing?

4 A It probably would, which is precisely why I
5 don't believe that's a feasible strategy for QC, or a
6 necessary strategy for QC

7 Q To the extent that those functions and

8 rel ati onshi ps would cost noney and take tine to

9 recreate, would you agree with me that they have

10 val ue?

11 A Well, they certainly have value in that

12 they are precisely part of the value that the

13 Conmmi ssion determined to be a regul atory asset,

14 because, in fact, the Comm ssion determined in the
15 accounting order docket that there was no transfer,
16 ot her than a publishing agreenent of a non-pernmanent
17 nature. So in fact, fromthe Conm ssion's

18 perspective, those assets, those relationships,

19 personnel and so on, are effectively within QC s
20 property for purposes of regulation.
21 Q Is it your testinmony that the Commi ssion
22 has the authority to approve or deny the transfers of
23 enpl oyees under its transfer of property statutes?
24 A | don't know

25 Q Is it also your understanding, Dr. Selwn
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that part of the transfer that was approved in 1983
i ncl uded cash and hard assets?

A Yes.

Q Do you know how that -- would you accept,
subj ect to your check, that the anmpbunt of cash that
was transferred was approximately $23 mllion?

A Subj ect to check

Q Do you know how that cash was used by Dex's
management after the transfer occurred?

A No.

Q Turning to your direct testinony at page
52, lines 12 through 17, you seemto be stating there
t hat Qwest should not sell Dex now, but rather shoul d
retain the asset until it's a better tine to sell
Is that fair?

A Yes. Yes.

Q Okay. Assune for a minute that Qwest did
decide to do just that and assune that Qmest retained
the asset for five years and, further, that there was
no rate case during that time. Wuld the period of
time during which the Dex asset was retai ned by Quest
be risk-free to ratepayers?

A. Well, | guess the problemI'mhaving in
responding to that question is that you're asking ne

to assume sonething that | can only know for certain



0898

1 in 20/ 20 hindsight, i.e., five years -- after the

2 conclusion of five years, and that's not how one

3 assesses risk. W can't assune today that there

4 won't be a rate case for five years, and therefore

5 ratepayers are at risk and will be at greater risk of
6 arate case if the Dex asset is sold than if it is

7 not .

8 Now, after the fact, if there was no rate

9 case, then there was no rate case. But, you know,

10 after the fact, if | didn't have an insurance claim
11 | ast year, | guess | shouldn't have paid nmy insurance
12 premum but | did, and | don't see any way of

13 getting it back

14 Q Ckay. Dr. Selwyn, | understand that

15 sonmetinmes you disagree with nmy hypotheticals, but I'm
16 going to ask you to please try to answer the

17 guestion, unless your counsel objects, within the

18 confines of the hypothetical that |'ve given you.

19 A. Well, then, | don't understand your

20 previ ous question.

21 Q Wuld you like me to restate it?
22 A Pl ease
23 Q Assunme that Qwest retained the Dex asset

24 for the next five years and, during that tinme, there

25 was no rate case. Wuld the period of tinme during
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which the asset was retained be risk-free to
rat epayers?

A I cannot respond to that question unless |
know which tinme frane we're tal king about, before --
at the beginning of the five years or at the end of
the five years?

Q ' masking you for your assessnent of risk
t oday, not knowi ng what's going to happen during

those five years, other than that there is no rate

case?
A But | don't know that and | can't know
t hat .
JUDGE MOSS: Can you not assune that?
THE WTNESS: No, | can't assume it unless
there's a firm-- some firmconmmitment that there
won't be a rate case. | don't see howit could be

assuned that there's no rate case in advance of that
period of time. The rate cases are -- will arise
based on the circunstances that exist. After the
fact, | can assune anything -- | can know what
happened, but | don't see how | can nake that
assunpti on.

Q Ckay. Well, let's ook at a historica
period of tinme, then, from 1998. March of 1998

t hrough March of 2003 is a five-year period, about
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whi ch we know everything we can probably know, since
it has already happened, and during that tinme, Quest
Dex remai ned in the Qnvest fam |y of conpanies and QC
had no rate case. Wbuld you accept those facts?

A Yes.

Q During that tinme period, was QCl's
retenti on of the Qmest Dex publishing business
risk-free to ratepayers?

A Was it risk-free to ratepayers?

Q That's the question, Dr. Selwn.

A | want to make sure | understand this
qgquestion, because, | apologize, but |I'mhaving a
great deal of difficulty with it. Are you assumn ng
here sort of two scenarios, one under which QC
retained Dex as it did as an affiliate and the other
scenario where it did not, and the question is does
-- is there a difference in risk to ratepayers as
bet ween those two scenari 0s?

Q No, the question doesn't envision two

scenarios; it just envisions the scenario that | gave

you.
A I don't have an answer to that question,

then. | just -- either | don't understand it or |

don't -- the question just doesn't make any sense. |

don't know how to answer it. You can't assess risk
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I mean, QC did retain Dex, there was no rate case.

If the reason that -- if perhaps the reason there was
no rate case was because QC retained Dex, we can only
assess the relative risk of that scenario on -- as
agai nst a scenario in which sonething different
occurred. There's no absolute, no zero risk based on
that that | can descri be.

Q Let's go back to | ooking forward, and let's
assume --

A Back to the future?

Q Yeah, let's go back to the scenario where
we were trying to | ook forward. And you were having
a hard time with that, solet nme re --

A. Well, I was not having a hard time | ooking
forward. |I'mhaving a hard time telling you that
there was no ri sk.

Q Okay, Dr. Selwn. That wasn't a question
Go ahead and envision a period of five years from now
into the future, during which tine we don't know
whet her there's going to be a rate case. Can you
accept that?

A Yes.

Q Ckay. If, during this period of tinme, and
assum ng again that Dex does not get sold, but

remai ns where it is today, if during that tine a
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significant portion of Dex's conputer systens and

dat abases were w ped out by sone sort of a
catastrophic fire or earthquake, is it your testinony
that the Comm ssion would or should adjust rates for
t el ephone service in the state of WAshi ngton such
that Quwest's tel ephone ratepayers paid rates that
conpensated Dex in an amount sufficient to replace

t hose | ost assets?

A My answer woul d be no, because were that to
occur and there was no backup plan or other insurance
coverage, | would consider that to have been a case
of m smanagenment or inprudent behavior on the part of
managenment, and the Conmi ssion certainly should not
bai |l managenment out in that circunstance.

Q On page 57 of -- well, are there scenarios
under which you could inagine a catastrophic |oss of
assets where there wasn't inprudence and ratepayers
ought to be required to conpensate Dex's managenent
for a loss of those assets?

A Well, for exanple, if there were an
eart hquake and the earthquake destroyed some -- had a
maj or destructive effect on QC s network, causing
| arge scale reconstruction of the network that it was
not contenpl ated by any reasonabl e i nsurance

coverage, that certainly would be factored into --
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particularly in a rate of return regul ated conpany,
it wuld certainly be factored into a revenue
requi rement.

Q I wasn't asking you about QC s network. |
was asking you about Dex's assets.

A. Well, | suppose, by extension, you know, if
one were to envision a catastrophic event of
conpar abl e magni tude, that had a conparable effect, |
suppose that the sane rule would apply. | just am
having difficulty envisioning how you destroy a
dat abase that is easily backed up and stored off-site
or in a different location, for exanple.

Q VWhat about the hardware? What about the
conputers thenselves, to the extent that those are
val uabl e?

A Well, | feel quite certain that those are
all -- represent insurable risks and probably are, in
fact, being insured.

Q So | guess, Dr. Selwn, I"'mtrying to get
back to the question which I still don't believe that
| do have an answer for. |s there any scenarios
under which you believe the Washi ngton Comi ssion
shoul d or woul d adjust telecommunications rates in
the state of Washington to conpensate Dex's

managenment for any | oss of Dex's assets?
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A. Under the existing inmputation arrangenent,
which is driven by earnings, if, for whatever reason,
whether it was a | oss of business, a |oss of assets,
the onset of conpetition, however it arose, if Dex's
earnings fromits WAshi ngton operations were to be
affected up or down, that would affect the potentia
anount of the inputation, which in turn would
effectively result in a change in the residua
revenue requirenent.

Now, if that -- if there were a | oss of
assets that were conpensable in that way, under an
i mputation arrangenent, then that would be eligible
for consideration as part of a rate of return
regul atory proceeding, just |ike any other QC network
asset.

Q And earnings -- if Dex's earnings in any
i nstance ever becanme negative, is it your
recommendati on or understanding that the Conmmi ssion
woul d or should set rates to enable Dex to recover
from Qnest Corporation's tel ecommunications
rat epayers an anount sufficient to offset the
negati ve earnings?

A. That woul d be ny understandi ng of the
i mplications of the Comrission's deternmination in the

accounting order case, yes.
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Q Now, on page 57 of your direct testinony,
line 12, you state, Ratepayers supported the entire

package. Do you see that phrase?

A Yes.
Q What ratepayers are you referring to there?
A. Well, | intend to be referring to

Washi ngton ratepayers, although | think the statenent
is generally true.

Q Rat epayers for which services?

A. For, in this case, services furnished by --
to be precise, intrastate services furnished by QC
and its predecessor conpanies subject to regul ation.

Q So intrastate tel ecomruni cati ons services?

A All intrastate services that the revenues
and costs of which are captured above the |ine which
woul d i nclude Yell ow Page publishing, for exanple.

Q Can you identify any specific
t el econmuni cati ons services rates that supported the
Dex operation?

A Rat es that supported the Dex operation?

Q That's right.

A I don't think I contend that there are any.

Q Ckay. Thank you, Dr. Selwyn.

A But as an exanple, certainly sonmething that

would flow in that direction would be charges for
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unli sted nunbers that have historically applied and
that arguably are no different than any other
directory-rel ated revenue source. So here you have a
case where there's an additional charge for providing
| ess service

Q You don't know how those charges are booked
in Qwvest's regul ated accounts, do you?

A Oh, | assune they're booked in Qwest's --
in QC s accounts, and not in Dex's accounts, but --

Q Dr. Selwn, | asked you, did you know?

A | believe that's where they're booked.

Q Do you know?

A Well, they're a tariffed item and
therefore they -- you know, they are, | would expect,
booked that way, yes.

Q Turn to page 72 of your testinobny, please.
On lines 16 through 18, you list a nunber of
i ntangi bl e assets there. Are you neaning to list or
identify there intangible assets that you claimare
subject to the sale transaction in this case, or
merely provide an illustrative list?

A Well, | would refer you to the description
begi nning at line 13, Intangible assets are those
ot her elenents of a business enterprise that enable

it to produce revenues and profits, assets that exist
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in addition to the firmis financial and tangible
assets.

Continuing, the reference here is not
specific to Dex, and it is also, very specifically,
"Il note the phrase inter alia. It is not intended
to in any way to be exhausti ve.

Q Did you do any analysis or did you reach
any conclusions as to whether any of these intangible
assets that you list generally are, in fact, being
transferred in the Dex transaction?

A Well, certainly some of themare. Custoner
| oyalty, brand nane recognition, trademarks, probably
trade secrets, customer |ists, databases, know- how,

i censes, experienced work force. Al of those are
bei ng transferred.

Q The only one you didn't |list was the
enbedded custonmer base. Did you |leave that out
intentionally?

A. No, | just started reading further in the
line. That should be included, as well

Q Al right. Wth regard to each of these
assets, starting, for exanple, with the enbedded
custoner base, did you performa separate val uation
to quantify the value associated with that?

A No.
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Q Did you make any determ nation as to who
owns that asset?

A That woul d be a | egal question. | believe
t he Conmi ssion made that determination in the
accounting order case, but, in any event, these are
custoner relationships that were acquired quite
specifically by virtue of the affiliate relationship
with QC and its predecessors.

Q And if | were to ask you the sanme questions
with regard to each of these other intangible assets,
woul d your answer be the sane?

A Substantially. CObviously, the
circunmst ances of each are a little different, but
ei ther enbedded custoners clearly are nore directly
being transferred, you know, were directly acquired
as a result of the affiliation. Less direct are
things |ike enpl oyees and know how, which were
acqui red by empl oyees of Dex, but by virtue of the
fact that Dex assuned a responsibility. Dex and its
predecessors, US West Direct, assuned responsibility
for the publishing of directories as a result of the
1983 publishing agreenent. Had that not occurred,
then those enpl oyees, that know how, et cetera, would
all be -- continue to reside in what is now QC

Q So just to take another itemoff the list,
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with regard to trade secrets, did you performa
separate valuation analysis to quantify the val ue
associ ated with trade secrets?

A No, | didn't performa separate val uation
or analysis with respect to any of these
i ndi vi dual |y.

Q And with regard to trade secrets, for
i nstance, are you aware of any of the trade secrets
that are being transferred in this transaction?

A. Well, | suppose if | were aware of them
they woul dn't be secrets.

Q Well, Dr. Selwn, you had an opportunity to
review a number of confidential and highly
confidential docunents; isn't that right?

A Yes.

Q And did any of those docunents disclose to
you whether there were trade secrets that were being
transferred?

A. Well, there was software that's being
transferred, and to the extent the software is not
subject to a copyright or trademark, it would qualify
as a trade secret, for exanple. Customer lists
typically fall in the list of trade secrets.

Q Let's take the software for an exanple.

Did you do any analysis with regard to any
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1 potentially trade secret software as to when that

2 sof tware was devel oped?

3 A No, because it doesn't matter

4 Q Did you do any analysis as to who devel oped
5 t he sof tware?

6 A That doesn't nmatter, either

7 Q Dr. Selwyn, in your testinony, not here

8 specifically, but in other places, you have

9 enphasi zed the val ue associated with the publishing
10 agreenent and the nonconpete; isn't that correct?

11 A Yes.

12 Q Okay. Do you agree that that's an

13 i mportant elenent in the directory publishing

14 busi ness?

15 A. Apparently. | nmean, that -- | both

16 concl uded that independently, but just fromthe

17 testimony of the various witnesses in this

18 proceeding, it's clear it's an inportant elenent.

19 Q Did you separately value the publishing
20 agreenent ?
21 A | did not, although there m ght have been a
22 basis for it with respect to the |iquidated damages
23 provision, but | didn't necessarily consider that to
24 be totally dispositive of the value because it had to

25 be interpreted in the context of the overal
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1 contract. This whole transaction has to be viewed

2 wholistically, not in its piece parts, which is one

3 of the reasons that | didn't -- not only didn't | do

4 i ndi vidual valuations, but | didn't think it was

5 ei ther necessary or appropriate to do that.

6 Q Do you agree that access to subscriber

7 listings is an inportant elenent in the publication

8 of directories?

9 A It was certainly an inportant element at
10 the tinme when subscriber listings were not generally
11 avail abl e to conpeting providers, because it assisted
12 Dex and its predecessors in acquiring their current
13 customer base and critical mass to retain -- to
14 acquire and maintain their dom nance and preem nence
15 in the market.

16 The availability of customer lists on an
17 ongoi ng basis, now that that condition has been

18 altered, will permt prospectively sone fringe

19 conpetition to enter the nmarket, but it cannot alter
20 the acquisition that -- the preexisting acquisition
21 of the critical nmass of custoners.

22 Q | take it fromyour answer, Dr. Selwn

23 that you understand that Qemest is obligated to

24 provi de subscriber list information on a

25 nondi scrim natory basis to all publishers?
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1 A. I"'mfully aware of that, but that's a
2 relatively recent requirenment.
3 Q Are you contending in this proceeding that
4 Qnest is not neeting that obligation?
5 A No, no, |'m not.
6 Q Let's | ook at page 78 of your testinony.
7 You identified there assets that you claimthat QCis

8 providing in this --

9 A VWhat |ine are you on?

10 Q -- transaction.

11 A What |ine are you on?

12 Q Starting on line one.

13 A Okay. Yes.

14 Q And one of the assets that you claimQCis

15 contributing --

16 A I would call your attention to the fact

17 that some of this information is considered

18 confidenti al

19 Q Actually, it's shaded, but that's a

20 hol dover. This whole page is white now, and so none
21 of the information here is confidential

22 A So the designation on |ine two should be

23 renoved, shoul d be del eted?

24 Q Staff has filed testinony revising that and

25 taking the confidential designation off; yes, that's
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correct.

A Okay.

Q Thank you for pointing that out.

A I"msorry. You had a question?

Q Yes. Turn, please, to Exhibit 350-C, which
is the intellectual property contribution agreenent,

A Three-fifty --

Q C, as in confidential

A | have it.

Q And Dr. Selwyn, just so that we are kind of
literally on the sane page here, |'m going to double
check. On page one of that document, nunber one in
the center, it's the second page, it identifies the
parties to that agreenment; is that correct?

A Yes.

Q Now, QC is not listed as a party to that

agreenent, is it?

A That is correct.
Q There are five exhibits to that -- to that
Exhibit C. If you could turn back to page 28 -- it's

nunber 28 in the center, number 29 in the | ower
right-hand corner, and so that's Exhibit A Is there
anything there on the Exhibit A that indicates that
the assets listed there belong in any way to QC?

A Well, subject to the general determ nation
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by the Commi ssion with respect to the status of Qwest
Dex for regul atory purposes, these appear to be marks
associated with the -- specifically with the Yell ow
Page busi ness.

Q Is there anything there that indicates that
any of those Dex marks belong in any way to QC?

A Well, that calls for a | egal conclusion,
based on the Commission's order in the accounting
order docket.

Q Look at Exhibit B, which is the next page,
Dr. Selwyn. That exhibit is entitled Dex Donmin
Names; is that right?

A Yes.

Q Is there anything on that Exhibit B that
indicates to you that those assets belong in any way
to QC?

A Well, again, they appear to be all related
specifically to the directory business, but subject
to the same response to ny previous question

Q Is it likely, Dr. Selwyn, that those donmin
nanmes were devel oped after 19837

A | think that's a pretty safe bet. It's
al so irrel evant.

Q Look at Exhibit C, which is the very next

page, entitled Dex Patents.
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A. By the way, I'msorry, | need to respond --
| need to nodify ny previous answer. As domai n nanes
per se, clearly there was no Internet in 1983, and
there was no such thing as a domain name. | cannot
say as a fact that each and every one of these nmarks
in some simlar formdidn't exist in 1983. That may
well be the case, but | don't knowit. Al | can say
is, specifically as domain names, they didn't exist
in 1983.

Q Okay, thank you. That's a fair

clarification. Exhibit C, which is entitled Dex

Pat ent s?

A Yes.

Q Wul d you agree that in the colum under
filing date, all of those patents were either -- were

filed in 1996 or after that?

A Appears to be, yes.

Q And is there anything on that Exhibit C,
Dex Patents, that indicates to you in any way that
those patents are owned by QC?

A I have no way of know ng when the work
| eading to the creation of these patents was
comrenced and whet her or not any of that work, for
exanpl e, preexisted the transfer. |In a typica

exanpl e, an enpl oyee agreenent would typically
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1 provide the enployer with rights to patents where the
2 work leading to the patent was performed by the

3 enpl oyee. If any of this occurred, began, was

4 derived fromactivities that predate 1983, then that

5 woul d certainly suggest that they were transferred.

6 Q Do you --
7 A So | don't know.
8 Q You earlier agreed with nme, subject to

9 check, that approximately $23 million in cash working
10 capital had been transferred in 19837

11 A Subj ect to check. | don't even renenber if
12 that was the same nunber you said before, but 'l

13 assune it was.

14 Q Ckay. | think it was.
15 A. Okay.
16 Q Do you know, Dr. Selwn, whether that cash

17 wor ki ng capital was used to either devel op these
18 patents or domain nanmes?
19 A. | told you before | didn't know what the

20 noney was used for

21 MS. ANDERL: OCkay. Your Honor, | -- this
22 is not an unreasonable tinme to stop. | have a series
23 of questions, not a big topic. | can keep going, if

24 you'd I|ike.

25 JUDGE MOSS: How nuch?
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1 M5. ANDERL: Oh, |I'm not done. | have

2 probably have a half hour, 45 m nutes.

3 JUDGE MOSS: Oh, okay. We probably want to
4 go ahead and take our |uncheon recess. And

5 appreci ate you pointing out a conveni ent nonment to

6 st op.

7 MS. ANDERL: Thank you.

8 JUDGE MOSS: So we'll take our |uncheon

9 recess and we'll come back at 1:30.

10 (Lunch recess taken.)

11 JUDGE MOSS: Let's be back on the record.
12 Ms. Anderl, | believe we will just continue with your

13 cross-exam nation

14 MS. ANDERL: Thank you, Your Honor

15 Q Dr. Selwn, before we broke, we were

16 tal ki ng about your testinobny on page 78, and the
17 assets that you've discussed there. On lines eight
18 and nine of that page 78, you discuss the expanded

19 use list license agreenent; is that correct?

20 A Yes.

21 Q Did you review that docunent?

22 A Yes.

23 Q Dr. Selwyn, you claimthat this is a

24 significant identifiable intangible asset; is that

25 correct?
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Yes.
Okay. Did you value it separately?

No.

o > O >

Is it your testinmony that this intangible
asset is being transferred to Dex in this transaction
or nerely being licensed to Dex?

A It's being licensed.

Q Okay.

A As | understand it.

Q Okay. Now, in your review of the
agreenent, do you recall whether the agreement has
any statenent in it to the effect that it is
nonexcl usi ve?

A It is nonexclusive.

Q Woul d you take a | ook at Exhibit 352,

pl ease?
A. Yes, | have it.
Q Is it, fromyour review of the expanded use

list license agreenent, do you recognize this as the
price schedul e associated with that agreenent?

A Yes.

Q Do you understand that this pricing
represents the anount Dex Hol dings will pay to Qmest
Corporation separate fromand in addition to --

stri ke that.
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Do you understand that this pricing
represents the anmobunt that Dex Holdings will pay to
Qwest Corporation for the subscriber |ist database,
| oad, and updates associated with the expanded use
list license agreenent?

A Yes.

Q Okay. And that that pricing is separate
fromand in addition to the purchase price associ ated
with the Dex transaction?

A Yes.

Q Do you have -- is it your contention, Dr.
Selwyn, that that pricing set forth in Exhibit Cis
di scrim natory?

A No.

Q Do you have any evidence that that pricing
is either above or bel ow nmarket value for the
information that's being transferred?

A | haven't studied it.

Q And there's also a -- strike that.

I'd like to talk with you generally, Dr.
Sel wn, about your testinony that all of the val ue
associated with this transaction should go to
Washi ngt on r at epayers.

A Well, all of Washington's share of the

val ue.
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Q Washi ngton's share of the value. | was
trying to find a place in your testinony where you
set forth succinctly your rationale for that, and
find it, you know, sprinkled throughout your
testinony. But tell me, if you turn to page 81, and
I'"d like to point you to sone testinony here and ask
you if | have found a spot in your testinopny that
sumrari zes your rationale, and that's lines 16
t hrough 20.

A. I would say that's certainly part of the
rationale, but it certainly is not the entire
rationale, and in fact, this is actually sort of
stated in the negative.

Q Part of the rationale, though, is, in your
view, the fact that the Commi ssion has repeatedly
ordered that ratepayers should receive the full value
of the rights granted to Dex and its predecessors via
i mputation; is that right?

A. The Conmmi ssion has used inputation as a
device to sinulate the -- what the -- the financia
result of what would have occurred had Quest
Corporation and its predecessors continued to be the
publ i sher of Yell ow Pages in WAashington State.

Q And so is it, in your view, then, that the

hi storic treatnment of Yell ow Pages is sonehow
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di spositive or controlling in ternms of what the
Conmi ssi on should do here?

A Certainly, it's an inportant factor. A |ot

of the -- a lot of these issues were addressed in the
accounting order case and were, | believe, resolved
in that case, but as a general matter, | think as a

-- in terns of just looking at it fromsinply a
straight policy issue in ternms of the history of how
t he Yel |l ow Page business cane into existence and how
the QC and its predecessors acquired the critica
mass during a nonopoly era and acquired the val ue
that is reflected in the transaction that is before
t he Conmi ssion here, | think that, |ooked at

col lectively and wholistically, the Yell ow Page
activity is part and parcel of the local tel ephone
business. And if it is to be sold, it should be
treated just like any other regul atory asset.

Q Do you have in mind any asset disposition
that this Comm ssion has addressed wherein a val ue
was returned to ratepayers that was in excess of the
rate -- Washington's share of the realized sale
price, such as you're proposing here?

A I don't know.

Q Dr. Selwn --

A | also don't know if the Comm ssion had
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previously confronted what anobunts to a distress sale
situation, such as we have here, where there is an

i mpendi ng bankruptcy and a sale is being consunmat ed
during a period in which the availability of capita
is limted, capital markets are very depressed, and
the econonmy is in recession. So it's one of those
perfect stormsituations that |I'mnot sure the

Conmi ssion has confronted before.

Q VWhen was the last time, Dr. Selwyn, that
you revi ewed the accounting order?

A | reviewed it when | was drafting this
testimony and | nay have | ooked at it since.

Q Okay. You' ve stated several tinmes during
your answers that you believe that the Comm ssion
deci ded a nunber of these issues in the accounting
order; is that right?

A. Yes.

Q And when you say deci ded a nunber of these
i ssues, do you nean who should -- who has basically a
beneficial interest in the assets that are the
subj ect of this transaction?

A ' m not sure whether those precise terns
were used in the accounting order, so |I'mhesitant to
agree with the question as franmed, but --

Q | wasn't --
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A -- the Commi ssion determ ned that, for
regul atory purposes, the Yell ow Page business woul d
be treated as a regulatory asset and that inputation
woul d conti nue.

CHAIl RWOMAN SHOWALTER:  Ms. Anderl, just so
those past two questions are clear and it's clear in
nmy head, what do you nean by the accounting order?

M5. ANDERL: OCh, |'msorry, Your Honor
It's the -- | believe it's the 14th Suppl enenta
Order in Docket 980948.

CHAI RWOVAN SHOWALTER:  Thank you.

MS. ANDERL: July 2000.

CHAI RWOVAN SHOWALTER:  Thank you.

Q Dr. Selwyn, in your review of the
accounting order, do you recall reading a statenent
by the Commission to the effect that the Comm ssion
does not rule out any Yell ow Page treatnent, nor does
it predict what the Conmmi ssion will do, given the

facts of any possible future record?

A I do recall that | anguage.
Q Now, on page 86 of your direct testinony,
Dr. Selwn, you address -- you discuss eBay and the

first nover advantage?
A Yes.

Q During the tine that eBay was establishing
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itself in the market and creating the first nover
advant age, did the individual buyers and sellers on
that auction site bear the risk of loss or the burden
of the eBay operations?

A. No, but eBay was never a regulated entity
with a franchi sed nonopoly.

Q You' ve anticipated nmy next question, and
that was why or why not? 1Is that the only reason
that you would state --

A. eBay was the result of entrepreneuria
activity on the part of that conpany that acquired
critical nass as a result of the presence of network
externalities that, in that particul ar instance,
afforded it a -- what is | think colloquially
referred to as a first nover advantage, and | use
that termwith reservation, because sonetinmes the --
a firmcan come to domi nate a market as a result of
network externalities that didn't happen to get there
first, but for whatever reason, was able to acquire
sufficient critical nass subsequent to its entry that
it essentially eradicates or dimnnishes the
i nportance of its conpetitors.

Exanpl es, for exanple, are M crosoft Exce
vis-a-vis Lotus 1-2-3 or Mcrosoft Wrd relative to

ot her word processing prograns |ike WordPerfect or
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the IBMPC relative to Apple are all exanpl es of
sonmet hing coming along later than the first nover and
the true absolute first to arrive, but as a result of
achieving critical nmass, was essentially able to cone
to dominate the market. VHS and Betamax are yet

anot her exanple. There are plenty of exanples.

Q Now, | believe that you had previously
testified that it is your belief that a first nover
advantage is not appropriately attributable to QC
shar ehol ders because it is your view that they do not
incur any risk in establishing that advantage; is
that right?

A Well, not only didn't they incur any risk,
but that their ability to acconplish, again, as |I've
nodi fied ny use of the termfirst nover to refer now
to the first to acquire critical mass in the face of
-- and to exploit network externalities, in the case
of QC and its predecessors, it had a de facto
nonopoly with respect to | ocal tel ephone service and
it did not have any requirenment to license its
subscri ber database or to nmake its subscriber
dat abase available or its Yell ow Page dat abase
avail abl e to conpeting providers.

So as a result and as a direct consequence

of that nmonopoly condition of its |ocal service and
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its ability to |l everage that nonopoly to cone to
dom nate the Yell ow Page business, it acquired

dom nance in the Yell ow Page business, not through
any risk-taking on its part, but rather by virtue of
its position as the dom nant incunbent |ocal carrier

Q And along those lines, is it then your
testinmony that part of the benefit that the early
Yel | ow Pages publisher would have received fromits
association with the tel ephone conpany is that it had
establ i shed business relationships with virtually al
of the potential advertisers? |s that your view?

A Not as inmportant, actually, as the fact
that it had achieved critical mass in the market.
Because of its domi nance in the market, it has the
| argest circulation, the | argest custoner acceptance,
whi ch then makes advertisers nost willing, nore
willing to advertise in that -- in that directory
than in fringe conpeting directories.

And consequently, since there are nore ads
inthat -- nore ads, nore listings in the doni nant
provider's, the dom nant directory custoners are nore
willing and nore likely to accept that directory as
their primary directory. So these two conditions
feed on each other so as to support and nmi ntain that

dom nance
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And that's far nore inportant. The
rel ati onships part is inportant, certainly, but not
as inportant as the externality. And the externality
is what was acquired as a direct consequence of QC
and its predecessor status as regul ated nonopolies.

Q Dr. Selwyn, did you review Phil Gate's
testi mony?

A I did.

Q Wbul d you accept, subject to your check
that the advertisenents that he included as exhibits
to his testinony show, in a nunber of instances,
adverti sements wherein the advertiser does not even
list a tel ephone nunber in the early Yell ow Pages
publ i cations?

A | don't recall

Q Wul d you be willing to accept that,
subj ect to your check?

A We're al so tal king about a tinme when the
penetration of tel ephone service was mninmal, and it
al nost didn't matter, because a | ot of people didn't
have phones, so it was the advertisenent that m ght
have been nore inportant than the phone nunber.

But certainly, when we're dealing with
t el ephone penetration rates of five, 10, 15 percent,

the network externality conponent is not operative to
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anywhere near the extent that we've had in nore
recent years, which is why |I've suggested all al ong
that early period was essentially conpletely
irrelevant for any discussion here, and | stil
bel i eve that.

Q Dr. Selwn, would you agree that
circulation is an inportant conponent of the val ue of
t he Yel | ow Pages book?

A It's a conmponent, but it is, in the case of
a product such as the publication such as Yell ow
Pages, it is not all that inportant, because the
circulation itself is free to the -- that is, the
delivery of the book is free to the recipient. And
when -- so if a conpeting directory came along, it
coul d achieve al nbst the sanme circul ation sinply by
gi ving away free copies.

When | opened my hotel roomthis norning at
t he Phoeni x, | found a new copy of the TransWestern
O ynpia directory on the floor in front of ny room
| didn't ask for it and | don't think | was expected
to take it with ne, and | certainly don't have room
to take it with me, so | assunme it will stay there
The mere fact of circulation by itself is not
di spositive. What's much nore inportant is which

book the custoner reaches for when the custoner's
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| ooking to a Yell ow Page directory, and the evidence

continues to suggest that the custoner, nost of the

time, will reach for the incunbent phone conpany's
directory.
Q I'"d like to read you a statenent and |1'd

like to ask you if you agree or disagree with it.
The willingness of advertisers to advertise is
directly related to the circulation of the book. The
val ue of the Yell ow Pages -- put another way, the
val ue of the Yell ow Pages to advertisers is directly
related to the total nunber of tel ephone subscribers
in the coverage area.

A Yeah, that's my | anguage, so | obviously
agree with it.

Q And noreover, that value is not dimnished
nmerely because sone subscribers may el ect to take

their service froma conpeting |ocal carrier

A I"mreferring to their tel ephone service.
Q Ri ght .

A Not directory service.

Q I had asked you a few nonments ago whet her

circulation is an inmportant conponent of the val ue of
t he book.
A And | said it was, but not dispositive.

Q Not di spositive of what?
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A. Wel |, not dispositive of the val ue.
mean, | guess -- |I'mdefining circulation here, just
to be clear, when we think of a paid publication,
that is a publication soneone has to go out and
purchase at a newsstand or subscribe to. Circulation
there neans -- it reflects the custoner's willingness
to actually part with noney to acquire a copy of the
publi cati on.

VWhen you | ook to a publication that is
distributed free, the circulation there has to be --
the concept of circulation has to be tenpered by the
i kelihood that the customer will use the book,
rather than just throw it away. Experience over the
last 15 or 20 years with conpani es that have
attenpted to break into the Yell ow Page business in
various cities suggests that nerely because they give
out copies to everybody doesn't make that book
accept ed.

If | receive a copy of the book and toss it
in the trash, then, for all practical purposes, that
-- there is no circulation to me. That would be an
incorrect count of circulation. And | think that, in
viewing a statistic in the case, again, of a
publication that's distributed free, one has to | ook

not just at how many copi es are handed out, but how
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many copies are retained and used.

Q Dr. Selwn, | have sone questions for you
about your supplemental rebuttal testinony, Exhibit
-- | believe it's 363, but I'mnot sure.

JUDGE MOSS: That's right, 363.
THE W TNESS: 363.

Q Turn to page four, please. Well, actually,
three. You state there, on lines 17 and 18, that the
exi sting inputation, by contrast, increases over tine
to reflect the growth in Washington directory
publ i shing profits. It is not required by any

Commi ssion rule or order to increase over tine, is

it?
A. That has been the practice.
Q I"'msorry, is that a yes or a no?
A | said that has been the practice, and it's

my understandi ng that the manner in which inputation
has been determi ned has been consistent in recent
years.

Q But it's not required to increase, is it?

A | don't know

Q Now, you've stated, | think both in your
direct testinmony and in your rebuttal testinony, that
i mputation is probably not sustainable when there's

no Dex revenue; is that accurate?
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A. Well, what |'ve said in ny suppl enent al
testinmony is that the concept of a revenue credit is
not the same as inputation, and that it is the
revenue credit that may not be sustainable in the
absence of correspondi ng revenues in anot her
affiliate.

Q Didn't you also say in your direct
testi mony, though, at page 46, that it would probably
not be a viable option to continue the inputation
process if the Conm ssion approved the sale? And |I'm
on lines nine through 13.

A That is how |I'mresponding to that
guestion, yes, probably not.

Q And can you pl ease explain why that is?

A. Well, as |'ve discussed in ny suppl enmental
testinmony, inputation is essentially a device that is
used by regul atory agencies to, in some cases and in
this case, to effectively pierce the corporate veil,
as it were, and treat, for purposes of regulation,
revenues and expenses that are booked by the -- by
the conpany in an affiliate as if those revenues and
expenses occurred in the regulated entity itself.

So basically, Qmest, or nore specifically,
QC, cones before this Conmm ssion wthout any Yell ow

Page directory revenues or correspondi ng costs,
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because those are being captured in an affiliate.
And t he Conmi ssion, through the inputation process,
is saying, Well, that's all well and good, but for
regul atory purposes, we will treat QC as if those
revenues were bei ng booked here. Now, that's
different than in the case of the revenue credit,
which is being proposed in the partial settlenent,
because in that situation, there is no revenue that
is comng in that the Commi ssion effectively is
sayi ng shouldn't be in the affiliate; it should be
here, in QC. And consequently, the revenue credit is
unf unded.

In other words, if QC were to find itself
in a situation where it was short of cash, for
exanpl e, because of an inputation, it would be free
-- there's nothing to prevent it fromactually having
the directory affiliate wite out a check to QC for
t he amount of the inputation. |In fact, that would
effectively capture on the books of the conpany what
the Commission is determning for regulatory
pur poses.

However, if there's no revenue comng in,
there's no ability to wite such a check. QCIl would
not have the ability to fund the revenue credit. So

all that happens with the revenue credit is that it
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erodes QC s earnings and QC s cash position

Q Now, to the extent that Staff has
recommended that QCIlI make actual cash paynents to QC
after the sale, what revenue streamwould QCIl use to
fund those actual cash paynents that Staff has
recomended?

A Well, QCis realizing seven billion dollars
fromthe sale, and with respect to funding those
revenue credits, it certainly could allocate a
portion of that revenue into some nechani smthat
woul d fund the credit and allow it to make the
accounting transfer on an ongoi ng basis.

Q And - -

A. O in the alternative, it could sinply
write out a check to QC for the full net present
val ue of the revenue credit that QC could then
effectively use to fund the revenue credit over tinmne.

Q And with regard to the difference in your
recommended val ue and the realized sale price, do you
have those figures in mnd?

A Yes.

Q Where does that noney come fron?

A. Wel |, you know, as with any inputation, for
exanpl e, an inputation of a capital structure,

mean, they're -- in this situation, the parent woul d
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be required to make QC whole in order that QC receive
fair market value, which is the only thing that has
been authorized by, for exanple, the Washington
Suprene Court, to justify an inputation

Q Wul dn't that, in effect, put additiona
debt on QClI1's books?

A Well, it mght, but that's not a probl em of
the maki ng of the Washington ratepayer. QCII has to
find a solution for it.

Q Turn to page six, please, of Exhibit 363.
At lines 16 and 17, you express concern that if the
sale now helps QClII to avoid bankruptcy, it would
neverthel ess nean that QCI1 woul d not have the
quality asset of Dex to sell as a neans for raising
short termcash in the future; is that right?

A Yes.

Q If QI were to wait to sell Dex until a
year from now, and market conditions were worse, such
that the Dex sale only brought in $6.3 billion, but
it was necessary in order for QCII to raise
short-termcash, is that the type of a solution that
you' re recomrendi ng here? Wbuld that be appropriate,
in your view?

A I'"'mnot sure | understand the question.

Q Well, Dr. Selwn, Staff's recomended --
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1 let me cut right to the chase here. Staff's

2 recommendation is that QCII not be pernmitted to sel
3 the asset today. Your testinmony, at lines 16 and 17,
4 suggests that we should be retaining the asset to

5 sell it tomorrow. What is Staff's response to the

6 qguestion of how can QCIl be sure that the

7 recommendati on tonorrow woul d be any different from
8 what Staff's recomrendation is today, which is you

9 shouldn't sell it; you should wait?

10 A. Well, 1 think you've m scharacterized ny
11 testinmony, so let ne clarify what |'mactually

12 testifying to here. It is, has been, still is ny

13 recommendati on that QC retain the Washi ngton

14 directory publishing business as a regul atory asset,
15 that it not be sold. And | believe that that is the
16 outcone that is in the best interests of Wshington
17 ratepayers now and in the future. And | don't alter
18 that. Nothing |I've said in nmy direct or in ny

19 suppl enental testinony in any sense nodifies that

20 posi tion.

21 What |'m addressing here is sinply the

22 question that has been raised, which is -- and

23 believe Dr. Bl acknon di scusses this. There was sone
24 cross-exanination on this point of QC wi tnesses |ast

25 week that the potential exists that even if this sale
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were consummat ed and even if the proceeds were used
to pay down the QCIl debt, that does not get QCII out
of the woods, and that bankruptcy in the future, and
per haps not even the very far distant future, is
still a possibilty.

And |' m addressing here the point that were
that to occur and QCIl no longer had Dex in its
portfolio, then it would not have the option that it
purports to have now as a device for staving off
bankr upt cy.

Q So Staff thinks the nore i nmedi ate prospect
of bankruptcy is preferable to postponing that
pr ospect ?

A | think, nunber one, | would defer the
specifics of Staff's position on that to Dr.
Bl acknon, but, that said, | think the Comm ssion has
to address this issue not in terns of the inmediate
i npact, but to | ook at the inpact on this conpany
over tine.

For exanple, just -- there was a | ot of
di scussion | ast week about whether or not this
revenue credit was sustainable, and there were
contentions by QC witnesses to the effect that it
was, but the very existence of the revenue credit

wi |l depress the value of QC going forward, by ny
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1 cal cul ati ons, perhaps something on the order of a
2 billion dollars in market val ue.

3 And on that basis, going forward, if QC
4 were to be put on the block to prevent QC

5 bankruptcy a couple of years fromnow, that the

6 exi stence of the revenue credit would depress the
7 price that could be obtained, the cash price that
8 could be obtained for QC, and therefore we'd be right
9 back where we were

10 And | think that the Conmi ssion needs to
11 ook at this issue not in terms of the inmediate
12 crisis, but in terms of a solution that is in the
13 best interests of ratepayers in this state.

14 Q Turn to your rebuttal testinony at page

15 ei ght, please.

16 A I[t's not --

17 Q O suppl enent al ?

18 A Okay. This is --

19 Q Suppl enent al testinmony.

20 A Yes.

21 Q On line 14, you say, None of the gain wll

22 be shared with QC ratepayers under the settlenent.
23 Was that your testinony?
24 A Yes.

25 Q You' ve read the settlenent; is that
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1 correct?

2 A Yes.

3 Q Is it your understanding that the

4 settlenent provides for a $67 million one-time bil

5 credit?

6 A Yes.

7 Q And that that bill credit will not exist if

8 the sal e does not take place; is that right?

9 A Apparently, yes.
10 Q Turn to page 11.
11 A But that's not sharing the gain. |In fact,

12 the net result is, as | explain right in this very
13 par agraph, that the ratepayers, even with the bil

14 credit, end up with less than they would without the
15 settlenent. And in addition, we don't know -- |

16 can't tell fromthis stipulation docunment actually
17 who's paying that $67 mllion. |If the 67 mllion is
18 being paid by QC, then -- and yet the revenue from
19 the sale is being captured by QClI, then all that 67
20 mllion paynent is going to do is further weaken QC
21 and there's certainly no sharing of any gain going
22 on.

23 M5. ANDERL: Your Honor, I'd nove to strike
24 that as non-responsive.

25 JUDGE MOSS: Let's have the question back
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MR, TRAUTMAN:  Your Honor --

MS. ANDERL: |I'msorry, Your Honor, did you
ask the reporter to read the question back?

(Record read back.)

JUDGE MOSS: Did you want to be heard, M.
Tr aut man.

MR. TRAUTMAN:  Well, | believe he's
entitled to explain his answer. And the question
directly related to his statement in the testinony
that was referred to, that none of the gain would be
shared with QC ratepayers, and he was answering it
with reference to that.

JUDGE MOSS: | think the Bench finds it
reasonably responsive, Ms. Anderl. If you want to
nmove on to your next question

MS. ANDERL: Thank you, Your Honor.

Q Turn to page 11, please, Dr. Selwn. Line
three, you say that elimnation of the contribution
from Yel |l ow Pages woul d not cause bel ow cost services
to be priced above cost. Do you see that?

A Yes.

Q Why couldn't the Conmi ssion nmake such a
pricing decision?

A Oh, obviously, the Conm ssion can do

anything it wants, but it seens to ne that the nore



0941

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

i mredi ate problemis to deal with the above-cost
pricing of services that are provided as inputs to
other carriers. And my point sinply here is that we
have a tension between the public policy objective of
meki ng services, basic services affordable, which in
some cases mght cause themto be priced either bel ow
cost or certainly to generate nminimal or no
contribution, with the contribution from other
services being used to fund the common costs of the
conmpany's operations.

And if you elimnate the contribution from
Yel | ow Pages, then you make it nore difficult for the
Commi ssion to, for exanple, reduce access charges and
at the sanme tinme maintain the affordability of basic
services, and that -- ny point sinply is that, in
terms of achieving a fair and effective conpetitive
environnent, it's far nore inportant to reduce things
i ke access charges than it would be to reduce Yell ow
Page rates because -- or I'msorry, to reduce the
Yel | ow Page contribution, because reducing the Yell ow
Page contribution will not result in a reduction in
Yel | ow Page rates, whereas reduci ng access charge
contribution will result in a reduction in access
charge rates.

Q So is it your testinmony here, then, that
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1 there are a nunber of different support mechani sns

2 for local rates and sone ought to be elim nated

3 before others are considered to be elin nated?

4 A That's certainly one of the points I'm

5 meki ng here, yes.

6 Q Now, let's talk a little bit about your

7 proposal that starts on page 12, wherein you describe
8 the potential for QC to enter into an arrangenent

9 wi th anot her publisher to have its directory

10 publ i shing obligation net.

11 A Yes.

12 Q You al so tal ked about that in your direct
13 testimony, and |I'mjust going to refer you briefly to
14 page 91 of that testinmony. You state, at lines three
15 through five, that QC, if it were not required to

16 enter into the publishing agreenment and

17 nonconpetition agreement with the buyer, would be

18 able to accept bids and assign the publishing

19 agreenent and title of official publisher to an
20 alternative directory publisher. Do you have that

21 testinmony in mnd?

22 A Yes.
23 Q You al so indicated in that testinony that
24 QC could do so with significant royalties. |s that

25 al so correct?
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A Yes.

Q Now, at Exhibit 349, Qwest asked you to
quantify those royalties. Can you please turn to
page -- Exhibit 349 and indicate to ne if that's your
response to that question?

A. Yes, that is nmy response.

Q Now, | wanted to ask you a little bit about
Verizon as a potential publisher, but since you
indicated earlier that you're also famliar with
TransAnerica's publication of a conpeting book, we
coul d use that one.

A I think I said TransWestern.

Q TransWest er n.

A I"'mfamliar with it to the extent that I
saw it on the floor this nmorning outside ny hotel
room and | picked it up and | brought it in.

Q Cl ose enough, Dr. Selwyn.

A | didn't even open it.

Q Did you happen to notice whether it was a
publication of both Yell ow and White Pages?

A | think it was, but I -- in all honesty,
I"mnot going to swear to that.

Q Did it purport to be for the AOynpia area?

A It said Oynpia on the front cover. Now

I"'msorry | didn't bring it with ne. But you're
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stayi ng at the Phoenix, | think. You probably got

t he sane book.

Q | checked in today. |[I'll see if | have one
t onor r ow

A. Ckay.

Q Let's | ook at the econom cs of a situation

where there is no directory publisher or QCin

Washi ngton. Let's say the sale transaction has gone
t hrough, but the Washi ngton share has not been
transferred, and so QC has no publishing agreenent
and no in-house way of having its directory

publ i shing obligation met. Do you have that in mind?

A Yes.

Q And you' ve suggested here in your testinony
that Verizon might -- Verizon's directory affiliate
m ght be willing to step in and performthat function

for QC, is that right?

A I don't think I put it quite in those
terms, but I'mcertainly suggesting that Verizon is
one of the possible publishers.

Q Now, let's |look at the econom c incentives
or the econom cs of such an arrangenent. |f QC needs
to have a directory published to neet its regulatory
obligation, would you agree with ne that QC's

econonmic incentive there is to try to extract froma
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publ i sher as |large a publishing fee as possible?

A Yes.

Q Okay. And let's | ook at the publisher's
econonic incentives. Wuld you agree with ne that
the publisher's economic incentive is likely to be --
to gain the official publisher status and title in
exchange for as small a publishing fee as possible?

A. Yes.

Q Okay. Are you aware of what, if anything,
Dex currently pays to other independent |oca
exchange conpanies in the state of Washington for the
right to be their official publisher?

A I"mnot aware of it, but it's not a
conparabl e situation by any renote stretch of the
i magi nati on.

Q Woul d you accept, subject to your check
that Dex does not pay those independent conpanies
anyt hi ng?

A. It wouldn't surprise ne. 1In fact, | could
envision a situation where Dex could try to extract
nmoney from the independents for the privilege of
having their listings conmbined in a |arger area
directory. That's why | say it's not conparable to a
situation where you're dealing with directories that

cover the area that is served by the dom nant
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carrier.

Q If Verizon already publishes a conpeting
book, let's say in the Seattle market, which | think
you indicate in your testinony that you' re aware of
t hat ?

A. | said | was aware that they published
directories in Seattle netropolitan area. |'m not
precisely sure what parts of the Seattle nmetropolitan
area they cover.

Q So to the extent Verizon already publishes
Yel | ow Pages directories serving portions of the
Seattle nmetro area that are currently Qwest-served
areas, do you think, under those circunstances, it is
reasonable to assune that if Dex were not publishing
directories in those areas, Verizon could capture 100
percent of the advertising revenues that Dex
currently receives?

A Well, that's actually a very interesting
guestion. That goes to, anobng other things, the
i ssue of what the effect of conpetitors are in the
mar ket pl ace on the donminant carrier's revenues,
because it's not all obvious that conpeting
directories actually take away revenues fromthe
dom nant carrier; they sinply may force advertisers,

if they have even a npdest share of the nmarket, to
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buy advertising in the additional directories, as
wel | .

I woul d expect that Verizon would certainly
increase its share and its revenues and its
advertising rates and a nunber of other aspects of
its directory business, including the coverage areas
and other things, were it to beconme the officia
directory for Qmest -- for QC in Washington, and that
it wuld realize a very substantial increase inits

revenues fromthat activity.

Q And if --
A Whet her it would get every |ast nickel, |
can't say.

Q And if Qmest were to put the publishing
function out to bid and the right to be its officia
publ i sher and were to receive bids from Verizon and
TransWestern for no nore than $20 mllion for the
state of Washi ngton, would you accept that as the
ri ght and proper anount?

A I think I1'"'mnot going to -- sitting here,
with the minimal facts that you've given me about
what that bid mght constitute and what the
paraneters of the deal would be, I"'mnot in a
position to tell you that that would be the right and

proper amount.
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Q Is it your testinony that only an anmount
that matched or exceeded today's inputation would be

the right and proper anount?

A No, it mght well be Iess than that, you
know. As |I've said any nunber of times, I'mgoing to
repeat it again, | think the best solutionis to

sinply retain the directory operation in its present
form and that probably none of the other
alternatives are as good.

MS. ANDERL: Thank you, Your Honor. | have
no further cross at this tine.

JUDGE MOSS: Thank you. M. Harl ow.

MS. ANDERL: ©Oh, | will nove some exhibits,
but "Il figure out which ones I want to nove while
M. Harlow s doing his cross.

JUDGE MOSS:  All right.

MR. HARLOW Does that nean you won't be
payi ng attention to nmy cross?

MS. ANDERL: | didn't say that.

MR. HARLOW  Your Honor, there's not a | ot
left.

MR. BUTLER: We'll be mindful of everything
you say.

MR, HARLOW Ch, great. There's not a |ot

left of my initial cross after Ms. Anderl's cross,



0949

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Your Honor, but | do have sonme foll ow ups.

CROSS- EXAMI NATI ON
BY MR HARLOW
Q First of all, if you would, please, turn,
Dr. Selwyn, to Exhibit 312, your qualifications. And
I note in the first paragraph, you nay be able to do
this fromnenory, actually, that you state you have a
Ph. D. degree, but you do not state what your degree

isin; is that correct?

A | thought | did. M degree is in
managenment. It's fromthe Sl oan School of Managenent
at MT.

Q That's all | wanted to clarify, was your

Ph.D. is not in economcs; is that correct?

A well --
Q Is that correct or not?
A It's not issued by the economcs

departnent. The programwas heavily oriented toward
econonmics and ny dissertation was certainly an area
relating to applied economnics

Q Okay. Can you answer the question yes or
no, Dr. Selwn? Do you have a degree, a Ph.D., that
says it's in econom cs?

A No.
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1 Q I understand your naster's degree is also
2 not in economcs; is that correct?

3 A That's correct.

4 Q You do have bachel or of arts degrees from
5 Queens College in econonmics; is that correct?

6 A Yes.

7 Q Dr. Selwyn, at Exhibit 354, which is a data
8 request response to Dex Hol di ngs, you indicate that
9 you define the rel evant product market -- are you

10 with ne yet?

11 A Yes.

12 Q You woul d define the rel evant product

13 mar ket for Yell ow Pages directories, and if | can

14 just sumup, basically you define it as printed

15 Yel | ow Page directories. Wuld that be a fair

16 summat i on?

17 A Yes.

18 Q And so you woul d exclude fromthe

19 definition of relevant product market, for the
20 product market in which Yell ow Pages directories are
21 defined, things such as radio adverti sing?
22 A Yes.
23 Q I assune you'd al so excl ude newspapers and
24 the Internet and those kinds of outlets?

25 A Well, that gets a little closer
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Q But according to your definition in Exhibit
354, you would not include those, even though you now
testify they're close; is that correct?

A As stated here, | do not include it. The
noti on of a product market or a rel evant product
mar ket is not absolute. There isn't necessarily a
bright |Iine where one ends and the other begins. And
clearly Internet directories or the ability to obtain
simlar information to a printed directory over the
Internet is certainly a very close market. \Wether
it's actually separate at this point or not is
certainly subject to question.

Q So and | assune your answer, that answer is
based on the fact that there is sone substitute -- at
| east some degree of substitutability anong
advertisers and they have a choice whether they're
going to advertise in Yell ow Pages versus on the
I nternet?

A. Well, that's part of it. It's not a matter
of so much a choice of one versus the other, but
these are, in a sense, both conplenents and
substitutes. Some custonmers will obtain information
-- we mght have a comon dat abase that is used both
by a Yell ow Page publisher both to produce printed

directories, as well as to provide access to that
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dat abase over the Internet. And so some customers

m ght obtain the sought-after information by opening
up a printed directory or, alternatively, by using a
directory, a searchable directory on the Internet
that accesses the identical database, and it's not
really clear that those are separabl e product

mar ket s.

Q What woul d you say the penetration rate of
Yel | ow Pages advertising is in the market?

A. Define penetration rate for -- |I'mnot sure
| understand how that relates to this question

Q Well, would you say that nearly everyone,
nearly a hundred percent of the popul ati on has access
to Yell ow Pages directories?

A In terns of the user or the advertiser now?
That's why |'m --

Q In terns of the user?

A I woul d agree that Yell ow Pages directories
are probably distributed to nearly a hundred percent
of the market. \Wether they actually have access to
it is another question.

Q Whul d you agree that the access that the
user has to the Internet is sonmething substantially
| ess than a hundred percent?

A It's | ess.
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1 Q Wul d you agree that, as the penetration

2 rate for Internet access increases, that that will in
3 turn beconme a nore inportant avenue for advertisers?
4 A It will shift the access to the conmon

5 dat abase away fromthe printed directory and toward
6 the Internet-based directory.

7 Q If we could turn to the scope of your

8 engagenent again. Did your engagenent enconpass

9 studyi ng whet her or not the rel evant product narket
10 for Yell ow Pages directories is effectively

11 conpetitive in Washi ngton?

12 A No.

13 Q So you have offered no opinion in this

14 matter on whet her or not Yell ow Pages directory

15 mar ket, product nmarket, that is, is or is not

16 effectively conpetitive?

17 A Oh, | think I have offered such an opinion
18 Q So your opinion goes beyond the scope of
19 your engagenent. |Is that what |'m hearing?

20 A I thought you asked me -- | heard your

21 guestion on the scope of engagenent, whether or not |
22 was engaged to conduct a study of whether or not the
23 mar ket was conpetitive, and that clearly was beyond
24 the scope of my engagenent.

25 Your second question, at |east the way |
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heard it, and perhaps the reporter could read it
back, was did | have an opinion, and | do have an
opi ni on.

Q My question was have you of fered an opinion

in this docket. Do you understand the question now?

A. | understand the question.

Q And the answer is?

A | don't remenber whether | did or didn't.
Q If you would turn --

A. | think, on balance, | probably did.

Q If you'd turn again to Exhibit 354, would

you please read out |loud the | ast sentence of that
response?

A. Dr. Selwyn has not specifically
i nvestigated the extent to which those separate
geographic markets in Washington are effectively
conpetitive

Q Okay. To your know edge, has the Staff
suppl enented this response in any way?

A | don't believe so.

Q Dr. Selwyn, did you interview any of the
bi dders for the Qwmest Dex business?

A No, | did not.

Q And specifically, | assune you' ve had no

conversations with anyone at Carlyle G oup or Wl sh,



0955

1 Carson, Anderson and Stowe?

2 A No.

3 Q So you have no direct contact fromwhich to
4 base any assunptions as to their notivations in

5 establishing their bids for the Qvwest Dex business?
6 A. Except as described in their testinony,

7 that's correct.

8 Q How | ong have you been testifying in

9 tel econf

10 A. About 30 years. Well, nore than that.

11 Q Do you renenber a tinme when at | east npst
12 t el ephone conpani es woul d not all ow people to connect
13 their own tel ephones to the network in their honmes?
14 A Yes.

15 Q And the concept was, at that tine, that

16 t el ephone set, the CPE, to use the vernacul ar, was
17 considered an integral part of the network. Do you
18 renmenber that time?

19 A Yes.
20 Q And do you recall that, typically, your
21 basi ¢ service included only one tel ephone set?
22 A Typi cal ly, yes.
23 Q And do you recall typically you' d pay an
24 extra nonthly charge to connect another tel ephone to

25 that same tel ephone |ine?
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1 A. Wel |, you would pay an extra charge to rent
2 addi tional CPE, a conponent of which was perhaps a

3 fee for the equi pmrent and another conponent was a fee
4 for the right to connect it, but these were not

5 separ abl e.

6 Q And do you recall kind of a range of what

7 t hose extension phone charges were, say 30, 25, 30

8 years ago?

9 MR. TRAUTMAN:  Cbj ection. Your Honor,

10 don't see the relevancy of this Iine of questioning.
11 JUDGE MOSS: Sounds |ike foundation to me,
12 M. Harl ow.

13 MR. HARLOW  Your Honor, we are getting

14 into an area here as an illustration of what happens
15 as markets begin to open up to conpetition, which is
16 exactly the situation we believe we're facing with

17 di rectory publi shing.

18 JUDGE MOSS: Yeah, | think we'll allowit.
19 Sur e.

20 Q Do you recall the question?

21 A Yes. M recollectionis it's probably in

22 the range of a dollar a nonth.
23 Q And to the extent that there's this
24 conponent that you nentioned, for the right to

25 connect, would that have been a cost-based conponent?
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A. Well, nothing in those days was cost-based,

but in fact, the dollar a nmonth actually covered

three things. It covered the equipnent rental, it
covered the -- well, nore than three things, for that
matter. Covered equi pnent rental, it covered

mai nt enance on that equipnment, it covered inside wire
and mai ntenance on the inside wire, as well as what

m ght be considered a network access fee, and that
fact is borne out that it was not at all uncomon for
the extension nonthly rental rate to be higher for
flat rate service custonmers than for neasured rate
service custonmers on the theory that it would

stimul ate additional usage, and therefore sonme of

t hat additional usage would be captured in the

ext ensi on charge.

Q Was there ever an el enent of support for
t he basic | ocal exchange service in these renta
char ges?

A. My opinion is yes, but there were also in
those days very few actual cost studies that would
have permitted that fact to be established. And when
one | ooked at the conponents of the -- of all of the
el ements of those charges, it's unclear precisely
what that was. Certainly, as you got into prem um

sets, like trimine phones or, you know, other types
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of prem um equi pnent, there would have been support
fromthose -- for that type of equi pnent, nore so
than fromthe plain black tel ephone.

Q Do you renenber buying your first or maybe
one of your first phones, roughly what it cost?

A. Yeah, | actually bought a fair amount of
equi pnent shortly after it becane available for ny
firm And | think a standard 500 type hand set,
whi ch woul d have been a plain black dial telephone,
of the type that was simlar to Western Electric, was
probably about, at retail, maybe 35 bucks or
sonmething |ike that.

Q Do you know what a trimine style touch
tone phone woul d have been in that time frame?

A. Not precisely, but it would have been
sonewhat nore than that.

Q Maybe 60 to 80 dollars?

A I don't think that nuch, but perhaps
sonmething in that range.

Q And woul d a conparabl e phone today, do you
agree, we're talking, again, about the trimine touch
tone, be available in many stores for around 10 or 12
dol | ars?

A Well, | guess | would hesitate to respond

to that by your use of the word conparable. | have
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t el ephone sets --

Q Let me withdraw that question. Let ne try
and clarify it. Wuld a phone of conparable
functionality be available today at many outlets for
10 or 12 dollars?

A. Yeah, sane point. | have equi pnent, phones
that | bought 20 years ago that are still working and
I have phones that | bought five years ago that don't
work. So | think that it's hard to make a direct
assessnent. They certainly are cheaper, but they're
much poorer quality.

CHAl RMOVAN SHOWALTER: M. Harlow, are you
going to finish with your foundation pretty soon?
MR, HARLOW  Yes.

Q Woul d you agree that the price drops that
occurred in the equi pment market did not happen
overnight, but it took place over a nunmber of years?

A Didn't happen overnight. It actually
didn't take very long to occur, however. For
exanple, in 19 --

Q | think you' ve answered the question
adequately.

MR. TRAUTMAN:  Your Honor, | believe the
witness is entitled to finish his answer.

JUDGE MOSS: Well, | think he probably did
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respond adequately to the question that was asked.
We'll nmove on, M. Harl ow.
MR, HARLOW And |'mready to npbve on

Q Dr. Selwyn, do you have sone famliarity
with the requirenments of FAS 141?

A Yes.

Q And woul d you agree that Exhibit 243, which
was the attachment to M. Kennard's testinony, is an
exanpl e of a report prepared pursuant to FAS 141?

A Yes.

Q To your understandi ng, would your report in
this docket conply with the requirenents of FAS 141?

A No, and it shouldn't.

Q Do you recall the questions by Ms. Anderl
about -- first it was about the expertise of the Dex
managenent, and then it was about the enpl oyee
relationships in relation to the hypothetical of
Qnest reentering the Yell ow Pages markets with
i n-house capability?

A | recall them generally, yes.

Q And I'd Iike to pose a slightly different
hypot hetical, which I've called the go it al one
strategy or option. Assume sonehow, hypothetically,
that Dex Hol dings were to purchase the directory

busi ness for 13 out of the 14 Qmest states, excluding
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Washi ngton. Do you have that hypothetical in mnd?

A Yes.

Q Assunme that, for whatever reason
regul atory action or sone other reason, the
Washi ngt on busi ness were not sold. Do you have that
further supplenental hypothetical in mnd?

A Yes.

Q I f Dex Holdings were to put ads in the
newspaper hel p wanted sections, advertising nmgjor
directory publisher, 13 of 14 Qwmest states seeking
enpl oyees to enter into the Yell ow Pages business in
conpetition with Qunest Corporation of Wshi ngton,
woul d there be anything that this Comr ssion could
do, to your understanding, to prevent those enpl oyees
fromtaking a job with Dex Hol di ngs?

A There woul d be nothing that the Comm ssion
could do to prevent enployees fromtaking a job with
Dex Hol di ngs. \Whether or not Dex Hol dings, in that
scenario, would be able to enter the Washi ngton
mar ket using the Dex brand nanme, for exanple, or
certainly using the Qmest brand nanme or in any way
benefit fromthe preexisting Dex presence in the
Washi ngton market is a totally different question and
it woul d have to be addressed by an exam nation of

the vari ous agreenents.
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1 Q But the Conm ssion couldn't prevent the
2 enpl oyees fromtaking a new job; is that correct?

3 A They're at-will enployees, best of ny

4 know edge, so no.

5 Q And a little different scenario.

6 Supposi ng, contrary to your suggestion, Verizon

7 decided it had no interest in becomng the official
8 publ i sher for Qwest Corporation in Washi ngton, and
9 i kewi se, Verizon were to run an ad indicating that
10 it decided it was going to go into conpetition with
11 Qnest Corporation for Yellow Pages in Quwest's |ocal
12 service territories in Washington. | assune the sane
13 answer woul d be true, that this Comm ssion couldn't
14 prevent the enpl oyees fromresponding to a Verizon

15 hel p wanted ad?

16 A. | suppose not.
17 Q If you would please turn to Exhibit 417.
18 JUDGE MOSS: Who was that identified wth,

19 M. Harl ow?

20 MR. HARLOW Dr. Bl acknon.

21 Q Do you have a copy of that?

22 A | don't.

23 MR. HARLOW My | approach the witness,

24 Your Honor?

25 JUDGE MOSS:  Yes.



0963

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MR, HARLOW Thank you.

JUDGE MOSS: G ve us a minute to find the
exhi bit.

MR. HARLOWN | could use a minute to get
anot her copy of it.

JUDGE MOSS: CGo ahead, M. Harl ow.

MR, HARLOW  Thank you, Your Honor.

Q Dr. Selwyn, | see you've had a chance to
study this. This was prepared by M. Bl acknon, Dr.
Bl acknon, for another purpose, but would you agree
that this could well roughly illustrate the
performance in the stock market of any nunber of
particul ar tech stocks over this tinme period
reflected by Exhibit 417?

A. Sadly, yes.

Q And this relates to your testinony, again,
in response to Ms. Anderl, regarding your prefiled
Exhi bit 311, page 52, and Ms. Ander| asked you if you
were saying that Qwvest should wait until a better
time to sell Dex, and your answer was yes. And |'ve
par aphrased that, but do you recall that testinony?

A Wel |, actually, | don't recall that being
my answer. | think nmy answer was that it's ny
position that Qwest should not be selling Dex.

Q And is your answer because you believe that
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Dex will be worth nmore in the future if Qwvest were to
wai t ?

A My -- on the basis of the valuation studies
that were done by the Qwmest and Dex, Dex Hol di ngs
financial advisers, on the basis of growth
projections that were provided, it appears that the
present val ue of the Washi ngton share of the revenues
that Qnest Dex will generate, if retained by Qwest,
exceed the price that Dex Holdings will pay for the
conpany or the Dex -- or that Qwest will be receiving
for the conpany.

Therefore, |'ve expressed the opinion as a
general matter that the conpany should not be sold.
And certainly given the current market condition, the
di fference between the sale price and that stream of
revenues is greater than it m ght have been had the
conpany been sold let's say three years ago.

MR. HARLOW  Your Honor, | object and nove
to strike that answer as non-responsive. | asked Dr.
Selwyn if his testinony was because he believed that
Dex woul d be worth nmore in the future.

JUDGE MOSS: Could you try to answer that
question, Dr. Selwn? | don't believe you did quite
get there.

THE WTNESS: Well, | don't think that was
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1 my -- my point was that it was not specifically ny

2 testinmony, but that ny testinony is this is not the
3 best time to sell. | do believe that if one | ooks at
4 the long-termtrend in the stock market, that the

5 stock market will rebound. W don't know precisely
6 when and we don't know precisely how nmuch, but |

7 think it's fair to say that in the future we can

8 expect to see the stock market to turn around and

9 that the value of equities generally to increase, the
10 availability of equity capital to increase, and that
11 this is just not a good tinme to sell

12 Now, that's not to say that, you know, it
13 could get worse for the next six nonths. |'m not

14 offering a prediction what's going to happen in the
15 near term but nerely that this -- today is not a

16 good tine to sell

17 Q Are you offering a prediction as to what's
18 going to happen in the long-termw th regard to the
19 val ue of the Dex business?

20 A I am not offering a specific projection

21 ot her than to observe that | believe M. Kennard

22 testified that it was his company's expectation that
23 the value would increase over time and that the

24 ability to sell Dex at a profit was certainly a

25 significant consideration in the offer that was
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extended. Therefore, if the Carlyle G oup expects
the value of Dex to increase over time, then
certainly would defer to themin ternms of that
expectation.

Q I"'mnot asking you to characterize M.
Kennard's testinony; |I'masking you if you are
of fering an opinion as to whether or not the
| ong-term val ue of Dex will increase?

A I'm not offering an i ndependent opi nion,
because | haven't nmde an assessnent, an i ndependent
assessnent of that, but | amindicating ny
under standi ng that the buyer in this case does expect
the value to increase and, noreover, that the present
val ue of the revenues that have been projected for
Dex is considerably higher than the price that has
been negotiated. So those two factors taken together
certainly give me a basis to expect that the price
will go up over tine.

Q Take a | ook at Exhibit 417, the tine period
roughly middle of the year -- well, excuse me. This
is a two-year scale. Take a | ook at 2001, the point
hal f way between 2000 and 2002. Do you see that point
on the curve?

A Yes.

Q Do you see that that curve is in a steep
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decline with sonme spi kes upward?

A Yes.
Q And woul d you agree that all of those
transactions -- this, again, is in the hypothetical

this is a hypothetical stock. Wuld you agree that
the transactions that occurred during that tine franme
have both buyers and sellers in equal nunbers of
shares?

A Mar ket cl ears, yes.

Q And woul d you expect that the buyers and
sellers of those stocks at those particular points in
time had different views of what the future val ue of
t he stock would be?

A Yes.

Q And isn't it true that one side of the
equation, in hindsight, was wong, and the other
side, in hindsight, was right?

A One could certainly draw that concl usion

Q Isn"t it true, Dr. Selwn, that it's really
i mpossible to predict, with any degree of certainty,
what's going to happen to the value of any particul ar
busi ness over the long ternf

A O course.

Q Okay. 1'd like to go back to your

i nsurance di scussion. Do you recall your analogy to
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an i nsurance policy?
A Yeah. Are we done with this?
Q Yes, we are. Thank you. Do you recal

that discussion with Ms. Anderl ?

A Yes.
Q When you buy fire insurance for your house,
Dr. Selwn -- well, | assume you do have fire

i nsurance on your house?

A | do.

Q And when you buy that insurance policy
every year, do you expect that your house is going to
burn down in that particular year?

A No.

Q Do you expect your house is never going to

burn down, Dr. Selwn?

A | expect that it mght. That's why | buy
i nsur ance.

Q Okay. So in other words, you're managi ng
that risk?

A Yes.

Q And you're willing to pay sonmething, if you
will, give up alittle to avoid a much |arger risk;
is that correct?

A Yes.

Q And you woul d agree that it would be



0969

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

i nprudent to try to maxinize the dollars in your
pocket by foregoing the prem um based on your
expectation that your house is not going to burn
down?

A That's correct.

Q There's one other thing I just want to
clarify and make sure | understand this correctly.
This is your testinmony, as | understand it, based on
t he accounting order, about what woul d happen if the
Yel | ow Pages busi ness became unprofitable with regard
to inmputation in Washington. Do you recall that |ine
of questioning?

A Yes.

Q Just so | understand it, are you saying
that you would recommend that the Comm ssion should
i mput e negative excess revenues, if you will, if,
hypot hetically, the fornul a devel oped that Yellow
Pages were | osing noney?

A. Not only would |I reconmend it, but | think
that is the inplication of the Comm ssion's
determ nation in that docket.

Q Woul d you recommend the Conmi ssion do that
indefinitely or just for a period of time till it
becanme cl ear whether or not Yell ow Pages were a

vi abl e busi ness?



0970

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. Well, the part of the directory publishing
operation or activity is to fulfill the regulatory
requi renent to produce a White Pages directory.

Q Excuse ne. | need to stop you there,
because ny question was specifically directed to
Yel | ow Pages. Does that change your answer with that
under st andi ng?

A No, because Yel |l ow Pages and Wi te Pages
directories are both published by the affiliate and
that -- they're part and parcel of the sane activity.

Q Are you --

A I'"msaying -- |'msuggesting here the cost
of the White Pages directory is a reduction in the
anmopunt of profit that is available to be used for
i mputation. So therefore, it is effectively being
paid for by ratepayers, unlike, for exanple, other
directories that mght only publish Yell ow Pages.

As long as the Comm ssion maintains a
requi renent that a White Pages directory be produced,
if that activity, when conmbined with the Yell ow
Pages, is incapable of generating a profit, then the
Conmi ssion can continue to eval uate whether or not at
that point it wants to continue that requirenent. It
may conclude at that point that it doesn't and shut

it dowmn. But | believe that certainly if the inport
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of the accounting order -- order is to treat the
Yel | ow Page operation as a regulatory asset, then it
makes a profit, fine. If it incurs a loss, then the
rat epayer has to sustain that |oss.

Q Al right. In your answer, Dr. Selwyn,
hear you're still tal king about the conbined function
of Yellow and White Pages and the profitability of
t hat combi ned function. Am 1 understandi ng your
answer correctly?

A Yes.

Q Okay. Then, again, | want you to separate
out Yell ow Pages, put aside Wite Pages for a nmonent.
Assume that Yellow Pages itself hypothetically has
beconme unprofitable. |Is it your testinony, then
that the Conmm ssion should inpute negative excess
revenues to | ocal exchange rates?

A Yes, under -- under the present condition
where it has accepted the notion that the -- that
that activity is a regulatory activity and subject to
contribution toward revenue requirenent, then as |ong
as that activity continues to exist, then both the
risks of loss and the gains are -- go to ratepayers.

Q And by that activity, you're strictly
speaki ng now about Yell ow Pages?

A Yes. Well, | think you're asking me to
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assune -- to strip off something that at the nonent
is entirely integrated and, you know, |'m not sure
exactly how one does that. Since | certainly have
read both the Qwest and Dex Hol di ngs' position in
this case that, anong other things, one of the
benefits that would continue to accrue to QC is that
the Wiite Pages obligation would be fulfilled by the
non-affiliated Dex Hol dings entities, so | don't know
how one separates those out, but if you insist that
they be separated out, | would still answer the sane
way.

Q Well, and your testinony that they're tied
together, that would be -- that would have to assune
that the current transaction were approved by this
Conmi ssion; isn't that correct?

A No, they're tied together because they're
tied together. | nean --

Q Are you aware of any |egal obligation that
currently -- 1'll withdraw that. Are you aware of
what the current term of the existing publishing
agreenent between Qmest Dex and QC is? Wen is that
agreenment up?

A I don't recall

MR, HARLOW Thank you, Dr. Selwyn. That's

all | have.
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CHAl RMOVAN SHOWALTER: Let's have a break.

JUDGE MOSS: Okay. We'll have our
afternoon recess before we turn to questions fromthe
Bench. So let's return at 3:15.

(Recess taken.)

JUDGE MOSS: Let's come back to order and
be on the record. Before we go to the Bench
guestions, why don't we have the cross exhibits
moved. And we'll go first to Qmest, and then we'll
get Dex Hol di ngs.

MS. ANDERL: Thank you, Your Honor. We
woul d nove the foll owing exhibits: 335, 336, 338,
339, 340, 343, 344, 345, 349, 350, and 352.

JUDGE MOSS: Okay. Any objection on any of

t hose?

MR. TRAUTMAN:  No, Your Honor.

JUDGE MOSS:  All right. Then those
exhibits will be entered as previously marked. Now,

Dex Hol di ngs.

MR, HARLOW Thank you, Your Honor. We
nmove for adm ssion of Exhibits 354 and 356 through
362, inclusive.

JUDGE MOSS: Okay. Any objections to any
of those?

MR. TRAUTMAN: No, Your Honor.
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2 adm tted as marked. Let's see. | believe, then, we

3 are ready for our questions fromthe Bench.

5 EXAMI NATI ON

6 BY CHAI RWOVAN SHOWALTER:

7 Q Good afternoon, Dr. Selwn, and thank you
8 for returning.

9 A Good afternoon.

10 Q The line of questions I'minterested in has
11 to do with the nulti-state aspect of this proposed
12 sale, and M. Harlow started down this line, but it
13 strikes nme that nuch of your testinmony is about the
14 wi sdom of selling or not selling Dex as a whol e

15 business, and |'mnot certain that's going to be our
16 choi ce.

17 So for this line of questioning, assune
18 that the Dex sale is approved or not needed in every
19 state but ours, all 13 states, and that now this

20 Conmi ssion, as you recommend, di sapproves the sale.
21 I want to play out that sequence and then conpare it
22 to our alternatives of approving the sale.

23 A. Ckay.

24 Q In the first instance, do you assune that

25 if all other states approve the sale or it's not
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acquired and we di sapprove, that we can hold up the
entire sale, or do you -- would you expect there'd be
some kind of renegotiations or end state wherein Dex,
in general, was sold, but just not -- the agreenents

i n Washi ngton woul d be mai ntai ned?

A. Well, 1 think there are several possible
scenarios. | seriously doubt that Dex Hol di ngs woul d
wal k away fromits proposed purchase of the -- or

conpl etion of the rest of the Rodney transaction
nerely because Washi ngton was not included, and | say
that sinply because it's already conpleted the
purchase of Dexter, so it's already in that business,
and the remai ni ng Rodney states, other than
Washi ngton, would certainly be assets that the
purchasers woul d want to have
So | think that the nore realistic issue is

not that they would walk fromthe transaction, but
what sort of issues would be raised and woul d have to
be renegoti ated between QCII and the buyers for a
Rodney transaction that did not include Washi ngton.
And there are several possibilities. For exanple,
one thing the Comm ssion could do is --

Q I want you to assune that we di sapprove the
sale entirely.

A Okay.
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Q That's your first recomrendati on

A First -- well, ny first recomendation is
that the sale, as proposed, mekes ratepayers worse
off than a -- than the status quo. Now --

Q How are you defining status quo? That's
the very word that is getting at ne, because there's
a status quo of today, but there's what you m ght
call the status quo of all other 13 states going one
way and us being the other. And as conpared to that
status quo, that's actually what I'"'minterested in
figuring out.

A |'ve suggested, both in nmy direct testinony
and in ny supplenmental testinony, that | believe that
it will be possible for Qwest in Washington to
effectively transfer the official Yellow Pages
function to another publisher that already has the
expertise and the scale at a level that would be
conparable to Dex and, therefore, that the result
woul d be a continuation of a Washington -- a viable
Washi ngton Yel | ow Pages busi ness.

Whet her that arrangenment woul d produce
quite as nuch revenue to QC Washi ngton as has been --
as the status quo, assuming the status quo were to
sinmply persist, is obviously sonething that one can

only specul ate about. But on the other hand,
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what ever revenue it produces would be real cash, and
not some vague and | believe unenforceable pronm se of

a revenue credit.

Q Al right. Well, let's take up that
scenario, then. Assune that Dex, in general, is sold
and -- but that in Washington, there are no

agreenents with Dex to publish the official Wite

Pages book?

A Ri ght .

Q First, are you assuning that there would be
a nunber of enployees still associated with
Washi ngton who would still be enployed somewhere in

the Qeest famly or not?

A. Yes, |I'm making that assunption, and the
basis for it is that | think anything other than that
woul d, you know, represent a cannibalization of the
conmpany, and the Conmm ssion would be in a position to
address that in its order.

Q Well, if we sinply di sapprove the sale, if
we say this entire transaction does not have our
approval, what is our |everage over the enpl oyees
currently associated with Dex, currently associated
with Washi ngton? How do we insist that they be
mai ntai ned in the Qwest auspices?

A Well, | nean, that is a good question, and
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you know, |I'mnot sure that there's necessarily a
good answer, because none of the -- none of the
scenari os before you is really good. You know, a
conmpany that has gotten itself into a financia
condition and is |looking for ways to sell off assets
in order to renedy the problem and I'mnot sure if
there's a way to avoid inflicting sonme pain on the
state.
But at the sane tinme, | think that the

Conmi ssion ought to be in a position to establish
requi renents on the conpany with respect to what it
is expected to continue to do as a -- as part of its
regul atory obligations, and the Comm ssion, having
al ready made the determ nation that the Washi ngton
portion of the Qmest Dex business is to be treated as
if it were part of QC, then actions by the affiliate
to canni balize the QC Washi ngton asset, it seenms to
me, fall within the Conm ssion's jurisdiction.

Q Begi nning with sonething that seens nuch
nore squarely within QC s and our purview are the

publ i shing agreenments. Do you agree with that?

A Yes.

Q And - -

A And a nonconpete agreenent.

Q Right. So let's assune, for purposes of
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this question, that we di sapprove any assi gnnent or
sal e or extension of those publishing agreements with
any new sold Dex operation, but that we have -- but
that we don't have ability to control the enpl oyees
or the aspect of the business that is -- that they
wor k for.

And that may be a debatable | egal question,
but supposing all that is left is QCs ability to
assign or contract the publishing rights for the
White Pages. |Is that a reasonable assunption, first
of all, a plausible assunption, | guess? |'m not
asking for ultimate | egal judgnents, but is that one
of the possible outconmes here?

A. Well, I think -- | think it's actually nore
than that, that it will be left. | mean, there is
the established base of custoners that would be part
-- for exanple, if you were to direct QCin
Washi ngton to, in effect, put on the market and go
out for bid for the right to be official publisher
whi ch woul d i nclude, anong other things, the transfer
of the entire existing custoner base and all of the
ot her benefits of the affiliation, including a
publ i shi ng agreenent and, in effect, the nonconpete

agreenent, the same sorts of things that are being

proposed to be given by QC in this transaction,



0980

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

believe that there is every reason to expect that
there will be bidders who will bid prices that wll
be conparable to the kind of numbers that we're
seeing fromthe buyer for the purchase of those
ri ghts under this transaction

Q Al right. Let's suppose that we don't
have the ability to keep our regul atory hands on the
customer base and enpl oyees, et cetera. Supposing
we're limted to keeping our regul atory hands on the
publ i shing agreenent and the ability of the regul ated
conpany to give its literal seal of approval, this is
the official publication of the White Pages. |f that
is all -- I'"mnot saying it is all; I'mjust saying
if it's all -- what kind of value is there in that
wi t hout those other things?

Maybe this is a good way to ask that
question. |If there were two books and they -- and
one has on its cover Qwest, the Oficial Publication
of the White Pages, and maybe there are ten pages of
Yel | ow Pages also in it, and the other book says Dex,
t he Book You've -- the Businesses and |Information
You' ve Always Used, and it's a really big, fat set of
Yel | ow Pages that | ooks a whole |ot |ike the Yellow
Pages that always used to exist, and in fact, has the

sanme custoners and ads and it also has sonme Wite
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1 Pages there. So one is the official version, but

2 one's the big, fat version. Wich would be the one
3 that people would likely pick up, do you think? You
4 could ask just as a |ay person.

5 A. In that scenario, | think clearly that the
6 Dex book, as you've described it, would be the

7 preferred book and the Qwest book woul dn't get very
8 far, but I'mnot sure that that scenario, it's not

9 clear to me that that scenario could exist. | don't
10 know that Dex could use -- if QC does not -- if the
11 Dex Washi ngton operation is not sold, it's not clear
12 to me that the Dex trademark could be used in

13 Washi ngton State.

14 Q Well, let's take that el enent out of it,
15 then. There is no Dex on the front cover; it's just
16 big and fat and these are the busi nesses and

17 i nformati on and ads that you' ve al ways used,

18 something a little nore el egant than that.

19 A | understand that, but it's also not clear
20 they could then inherit the custoner base in the sane
21 way, either, that they would have -- in other words,
22 I think in the -- you know, in the scenario you
23 descri be, where they get everything except the right
24 to call thenselves the official directory, | suppose

25 that that obviously would give that book a very
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consi der abl e advantage and could mai ntain the network
externality advantage that |'ve discussed earlier

I think, however, that that would
constitute a cannibalization of the assets. In
ef fect, what woul d be happening here is that Qmest
woul d be -- sorry, Dex would be getting the
Washi ngton operations for free. That's certainly not
what is intended. Now, if the effect here is that
the buyers are effectively, you know, holding a gun
to the Conmission's head to the effect to either
approve the sale or we're going to cone in and stea
it, you know, | don't know how to respond to that,
but that's the scenario | think you' re painting.

Q But steal -- but then, fromyour answer, do
you agree that one of the critical questions here is
what | egal reach does the Commission in fact have?
You don't need to know the | egal answer, unless you
care to venture one as a regul atory expert, but one
of the critical questions is what |egal reach do we,
in fact, have over the custonmer base, ad enpl oyees,
aspects of the business other than the -- |'ve
forgotten the term the agreenment, the publishing
agreenent ?

A The publishing agreenent.

Q Right. | nmean, that is, if we don't have
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| egal reach, then it's not stealing, and if we don't
have | egal reach, then the new Dex or sonebody el se,
for that matter, a Verizon or anyone el se, could cone
in and try to set up a business, but a business that
al ready had had that business would be likely to do a
very good j ob.

A Well, | nean, obviously Verizon could, at
any time, start publishing directories throughout the
state, and there's certainly name recognition
Verizon, they advertise Verizon Wreless all over the
state. People have heard of it, even if they're in
Qnest territory. That always remains a possibility,
yet it isn't happening because -- and sinply because
the val ue of the incunbency and the relationship with
the local -- with the current incunbent |ocal phone
conpany is extrenely inportant, and the -- you know,
the scenario that you are describing basically
suggests that even in the absence of a nonconpete
agreenent, in the absence of a publishing agreenent,
or even with a publishing agreenent that could be
wi t hhel d, that a strong Dex, with operations in 13
states, could conme in and sort of just slide along
with what it already has.

You know, if that were really the case,

then it's unclear to me why the buyer in this
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situation would be placing such enornous inportance
upon all of these QC-rel ated aspects of the deal, the
of ficial status, the nonconpete agreenent, the
publ i shi ng agreement.

Q Well, might the answer be that at the
outset of this whole proposal, there were 13 states,
and if all 13 states had said no, this deal isn't
good enough, and actually, M. Kennard, you can't do
this unless we all -- or at |east alnost all of us
agree to not just approve the sale, but enable you to
use the White Pages and be called the officia
listing. But doesn't it change if alnost all or al
but one of the states has nade that decision? |
think it does.

A I mean, sure --

Q Unl ess we have the ability, legally, which
we will ook at, to hold kind of a pro rata share of
t he business for ourselves, which, even then, is
only, you know, not 1/14th, it's probably bigger than
1/ 14th, but it's a piece of this bigger whole. It's
an issue of the whole being worth nore than the sum
of the parts, | think

A. Wel |, there's no question, Chairwoman
Showal ter, that you are not in as good a position as

you woul d have been if all the 14 states had deci ded
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to deal with this on a -- with a single voice, as it
were. You know, but -- you know, there are various
alternate scenarios. You know, there's the w dow who
lives in a house that -- where the land is attenpting
to be taken by sonebody who wants to put in a
shoppi ng center, and she holds off on the sale and,
you know, either ultimately the price of her house is
going to be bid up just to get rid of her or
alternatively, they're going to build a shopping
center and she's going to be right smack in the

m ddle of it.

And you know, clearly you can envision
vari ous outconmes where you in some cases win, in sone
cases lose, and I'mnot in any sense proposing that
the Conmmi ssion engage in a ganme of chicken with Quest
or with Dex Holdings in this case, but, | nean,
there's no question that the story is different given
the fact that the other 13 states are going to
happen.

That said, it still seems to me that
Washington is a very major portion of the total sale,
and it is an even larger portion of the Rodney
transacti on, and that the Comm ssion has
traditionally viewed this as a regulatory asset. It

has treated it as a regulatory asset for purposes of
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rate of return regulation, and if the effect of the
conpany's action is to underm ne the value of that
asset in sone manner, such as by engaging in a
transaction that undernmines its value, then it seens
to me the Commi ssion still has the authority to

i mpute that value back into the conpany's operations
as sort of the ultimate club.

I'"m not saying that's necessarily the
scenario that you need to pursue, and the Staff has
recommended and has proposed various alternative ways
in which this transaction could be acconplished that
m ght not be -- produce, you know, that sort of

draconi an result. For exanple, you could approve the

Q Well, 1 haven't gotten into the
alternatives yet. And I'Il tell you why -- one
reason | haven't, is it seems to nme that the
alternative recomrendati ons, your backup
recommendati ons, need to be conpared to us doing
nothing. |In other words, it's either we say no or we
say yes totally or yes with conditions, but that the
-- the status quo of today, and how the Yell ow Pages
is actually being produced today |I don't think is the
apt conparison, because we know that the other states

have either approved or approval is not required with
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-- | think maybe Arizona is not done yet. So that
may be, you know, a variation, but don't we need to
bear in mnd what the -- don't we have to conpare
that status quo, not the status quo ante, if you want
to call it that, even though it's in place today?

A. | think you have to be inforned by that
status quo. |'mnot sure that the status quo ante
shoul d be entirely disnmissed. It would be
unrealistic to ignore the fact that the world has
changed by virtue of the fact that this transaction
is partially conpleted and it is heading toward
conpl etion or near conpletion in some form | don't
suggest -- | mean, it would nmake no sense to ignore
that, but I'mnot sure that's necessarily the only
controlling factor here.

The point is that, you know, we are here
because an affiliate of the regul ated conpany has
created a financial condition that was not the doing
of the regul ated conpany, and to the extent that the
regul ated entity is being made to bail out the
affiliate, in this case the parent, that constitutes
a requirenment that ratepayers subsidize the
conpetitive activities of the parent. And | nean,
that fact is also inescapable and should not be

i gnored, even if the outcone is |ess than ideal
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Q Wel |, you tal k about the gane of chicken
and that's a pejorative way to put it, but it is the
case, isn't it, that if the demands that this
Conmi ssi on nmekes are deened to be too demandi ng,
doesn't the conpany and the other states and Dex
Hol di ngs, et cetera, don't they have the option to
sort of |eave us on the table and wal k away and
reconfigure their deal and -- in some manner. |
don't know what it would be. But in other words,
this isn't all up to us, | think is what --

A | can't disagree. | nean, they can build
t hat shopping center right around the house.

Q Ri ght .

A. Absol utely. You know, to suggest otherw se
woul d be foolish, and |I'm not ever suggesting
ot herwi se. But, you know, | think you need to -- |
guess what |'m saying and trying to say is you need
to temper reality with, you know, sort of what it
ought to be and cone up with sone solution that
bal ances what you should be doing, you know, in an
i deal situation, versus what a pragmatic result would
require.

Q Right. Now, it seens absolutely clear
we're not in the ideal situation. The nmerger didn't

work out the way that it had been pronmi sed. There
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are these econom c constraints that are sinply
present, and aren't we really just dealing with
various alternatives, none of which is very
encouragi ng financially?

A. Yes, but | think what |I'm saying here is
that when we heard the testinony of Qaest witnesses
in this case suggesting that they had explored all of
the alternatives and this is the one they decided to
pursue, that decision was made in the best interests
of QCIl and its sharehol ders, and not necessarily in
the best interests of Washington ratepayers.

For exanple, a spinoff of the Washington
operation altogether into a stand-alone LEC m ght be
a very viable choice for the Conm ssion to pursue,
even though it mght not necessarily be good for QCI
sharehol ders. And it may not have been addressed by
QCll sinply for that reason. | think, for exanple,
that would be a nmuch better result than the outcomne
that pushes -- if one is to believe the adnmonitions
of M. Mabey and other Qwest witnesses that
bankruptcy is -- would be detrinmental to the
operation of the Washi ngton conpany, then another
approach that woul d be available to the Commi ssion is
to pursue a spinoff of the Washington conpany to sort

of separate it fromthe rest of QClII
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And that's sonmething that, short of sinply
allowing this asset to -- which, by the way, right
now produces literally half the earnings, half the
intrastate earnings of this conpany, as the
i mput ati on amobunt is roughly conparable to the
earnings other than inputation. Rather than |et that
happen, there nmay be other alternatives.

Q I"'mnot sure. Did you say a spinoff of QC
or QC Washi ngton?

A. QC Washi ngt on.

Q Now, are you assunming in that spinoff that
it has its Yell ow Pages revenues and enpl oyees?

A Yes.

CHAl RMOVAN SHOWALTER:  Thank you.

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q Wel |, pursuing part of that |ine of
guestioning, do you have an opinion of if the sale is
not approved and assuning, you know, the best kind of
scenario that you would describe, with the Yell ow
Pages Washi ngton staying with the conpany, the QC
Washi ngton, either published there or, on a contract
basis, with sonme other publisher. Do you have an

opi nion as to what would be the Iikelihood that Dex
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woul d actually, in fact, nount a conpetitive assault
i n Washi ngton?

A That's difficult to say. And certainly, we
have seen Dex go into non-Qaest territory in a
limted -- at least in alinmted way in this state.

I don't know what their relative degree of success of
that product is financially, but | suppose they m ght
give it atry, but I don't think they would be
permtted to -- as | would understand it, if the
Washi ngton operation is not sold, then they woul d not
i nherit custoners or brand names or any of the things
associated with the Washi ngton Yel | ow Pages
operation, and -- at |east they shouldn't.

And | think, you know, that is obviously an
i ssue here. But if they don't, just coming into the
mar ket in the sanme way as a Verizon mght or a
Bel | South or TransWestern m ght cone into the narket
as a new entrant, then | think that their potentia
for achieving a substantial share would be very
[imted.

Q Assuni ng, again, that we would not approve
the sal e and Yel | ow Pages Washi ngton would stay with
QC Washington in sone form do you have an opinion as
to how such assets, as you were asked about on

cross-exani nati on, such as trademarks, dommi n nanes,
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and patents, would be allocated?

A Well, 1 think they would basically have to
be licensed back to the Washi ngton operations and
that -- some manner in which their use in Washington
woul d be permitted. | think certainly, in the case
of printed directories, this really is probably not a
particularly big issue. The brand nanmes can continue
to stay on the printed directories.

It gets a little nore conplicated in the
case of domai n nanmes, because, you know, if you
access Qmestdex.com and then ask for a Washi ngton
phone number, it's really still sonewhat unclear as
to how that would necessarily get back to the
Washi ngt on operation, but that actually is a problem
that has been addressed by other conpanies that have
split up and yet, with the sharing of brand name, for
exanpl e, AT&T and AT&T Wrel ess can both be accessed
by using the ATT.com donmmi n, and under their
separation agreenent, both are available on the hone
page of ATT.com

| can envision a situation in which, for
exanmpl e, Qunestdex.com if whatever advertising is
being -- and advertising revenue is being purchased
for custonmers in Washington, with businesses in

Washi ngton, that revenue would go to the Washi ngton
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conpany, even though they are accessed in conmon. So
I don't think that's an insurnountabl e problem

Q And you believe that this Comi ssion would
have the authority, assum ng, you know, a quote,
fair, end quote, solution, would have the authority
to require it?

A Well, I'"mnot an attorney and |' m not
offering a legal opinion. And with that caveat, you
know, my sense is this. That the Commi ssion has
deternmi ned that Qmest needs the approval for this
sale, which is why we're all here. And you know, if
t he Comnmi ssion di sapproves the sale and, you know,
Qnest sort of proceeds to -- with a de facto transfer
of the business anyway, then certainly that raises
SOMe serious issues.

| am operating on the assunption, and
perhaps an incorrect assunption that if the
Commi ssi on di sapproves the sale, that Qaest will not
engage in a de facto transfer of the business to the
buyer, to Dex Holdings in this case. | don't see why
they would want to if they're not being paid for it,
and it seens to ne that it would be in QCl's
interest, as well as in QC s interest, to take
what ever neasures are necessary to nmintain that

equity value, which is certainly an ampunt that is
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well in excess of a billion dollars by -- even by
their owmn -- by Qmest's own cal cul ati ons.

Q In your discussion about the upfront
paynment, you responded -- and it may have been in

your testinony, also, that an alternative would be to
reduce rate base. 1In sonme ways, isn't that a nore
attractive solution than just a one-tinme, one shot
payout ?

A I think it is, actually, because that's not
clear to ne that a one-shot payout is all that fair
because it rewards present custoners while not
necessarily providing the support going forward that
continued inputation would provide.

It also actually closely sinulates, froma
financi al perspective, the effect of the revenue
credit that the conpany is proposing in the sense
that if one accepts the representati ons of Qmest that
the revenue credit is real and enforceable and wll,
you know, continue for the stated period of tine,
then the effect of the revenue credit, on an ongoing
basis, is to dimnish the value of QC Washi ngton as
-- that is, the business enterprise value of QC
Washi ngton by the present value of the revenue
credit.

In other words, if we take, sort of as a
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default condition, that QC WAshington is earning
precisely the authorized rate of return, and that the
authorized rate of return is properly set to reflect
mar ket conditions, then the value or the business
enterprise value of QC Washi ngton ought to be equa

to its book val ue.

If you force those revenues to be cut by
roughly 50 percent, by virtue of the revenue credit,
which is, again, approximately what woul d happen
then, all else being equal and adjusting for the fact
that it's not going to continue in perpetuity, but
only for 15 years under the settlenment proposal, then
the market val ue of QC Washington, if sold, would
only be a little nore than 50 percent of its book
val ue, and that would correspond roughly to what
woul d happen if you took a rate base adjustnent.

Q | wanted to pursue with you -- you nade the
conment you're not at all sure where the $67 mllion
noney anount to be paid up front in the proposed
settlenent, where that's comng from WII you
el aborate on that?

A Well, | don't have the stipulation in front
of me, but ny recollection is that the stipulation,
inits first reference to the various Quwest entities,

collectively refers to themas Qaest, and then, in
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di scussing the 67 mllion, says Qmest will pay --
will rmake -- pay the 67 million as a one-tinme bil
credit.

So essentially, the stipulation is not
specific as to exactly which of the various Quest
entities that are collectively being referred to as
Quvest will be actually paying the 67 mllion. Now,
if the 67 million is conming fromQCll, that's one

thing. That nmeans it is a sinply a portion of the

proceeds of the sale. If, on the other hand, it is
coming fromQC, well, we already have QC intrastate
revenues in the nei ghborhood of $100 mllion

representing sonething south of a five percent return
on investnment. And if you now take two-thirds of
that away in the formof a bill credit, then their
intrastate return drops down to sonething in the |ess
than two percent range. That obviously creates a
potential problem and I don't see that as so nuch
sharing the gain as sinply creating the prospect of a
rate case occurring that nmuch sooner
Now, perhaps M. Reynolds, in his

testinmony, will clarify exactly who's paying the 67
mllion.

Q A coupl e of other questions here. You were

asked by M. Harlow about the issue of whether the
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1 Yel | ow Page market is effectively conpetitive and

2 that you hadn't done a study on it. Do you have an
3 opi nion as to whether you believe the Yell ow Page

4 market in the QC Washington territory is effectively

5 conpetitive?

6 A. Yes, | do.
7 Q And what is it?
8 A I think that by any reasonabl e standard,

9 the market is not conpetitive, and there's severa

10 tests that can be applied in order to establish that
11 fact. First off, despite the nominal presence of

12 some conpetitors in the market, and in fact, despite
13 a slowi ng econony over the |last several years, which
14 woul d, if anything, suggest that the demand for

15 advertising mght be sonmewhat reduced, we actually
16 see the Yell ow Page revenues increasing.

17 When a new directory enters the market, it
18 woul d be very unusual for a business to substitute
19 that directory for the incunbent directory. |If

20 anyt hing, they would sinply place an additional ad in
21 the new directory.

22 So that the entry of a conpetitor in the
23 mar ket doesn't so much take busi ness away fromthe
24 i ncumbent, but rather increases the total revenues of

25 the market to the extent that the new entrant is able
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to capture and attract customers willing to pay for
adverti sing.

If we | ook at the overall profitability of
the Dex Yell ow Page operation, it's clear that this
is -- Dex is able to sustain rate |evels for
advertising that are capabl e of producing enornous
profits and enornous value -- enterprise value wel
in excess of the actual asset -- value of the
tangi bl e assets, which would inmply a very significant
entry barrier, that is, a buyer is willing to pay a
huge prem um over the costs of sinply replicating the
physi cal assets of the business in order to enter the
mar ket, which inplies that the incunbent has achieved
a very significant market presence that cannot sinply
be duplicated by nere entry.

All of these factors taken together would
lead, | think, to a conpelling -- would conpel a
conclusion that this is in no renote sense a
conpetitive market.

Q You were asked by M. Harl ow about the
ci rcunst ance where Yel |l ow Pages woul d | ose noney, if
I recall correctly, those questions and answers?

A Yes.

Q I think we'd all agree that White Pages and

Yel | ow Pages are joined at the hip, they have been
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seen as an integral publication. But if, in the
unlikely scenario that Yell ow Pages were, because of
now unf oreseen circunmstances, were to start | osing
nmoney, a relatively quick result would be to exit

that market, wouldn't it? Wuldn't that be the

resul t?
A That would certainly be a choice, yes.
Q Rat her than continuing to | ose nmoney on

advertising, the rational choice would be sinply to

stop advertising, to stop selling --

A To shut down that operation.
Q Yeah.
Yeah, | would agree with that, but that's
true of a lot of things. | nmean, the same could be

said with respect to caller ID or --

Q Sur e.

A -- you know, or centrex or, you know, other
services that are currently being priced in excess of
cost to produce a profit. |If that market suddenly
goes away and they're not essential services, then
they could be exited.

Q And if the conpany were to, for any period
of time, persistently continue to | ose noney, at sone
point it would becone an inprudent choice on its

part?
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A. Yes, |1'd agree with that.

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

COW SSIONER OSHIE: | don't have any
gquesti ons.

JUDGE MOSS: Okay. Well, let's turn back

and see if we have any follow up before we get to the
redirect, and that way we can perhaps econom ze on
our time.

MS. ANDERL: Thank you, Your Honor. Just a

coupl e of questions.

CROSS- EXAMI NATI ON
BY MS. ANDERL:

Q You were asked by the Chai rwoman about a
hypothetical -- well, I"msorry, not a hypothetical
di fferent scenari os where you were asked to assune
that either the enployee and custonmer base were to
transfer to Dex Hol dings, even if Washington weren't
sol d, and other scenari os where perhaps the enpl oyees
and custoner base were not to transfer to Dex
Hol dings if the other 13 states were sold and
Washi ngton weren't. Do you have that in mnd?

A Yes.

Q In your review of the sale transaction
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docunents in this case, have you found anything that
woul d indicate that the advertising custonmer base is
required in this transaction to continue to advertise
wi t h Dex Hol di ngs once the sale transaction is

consummat ed?

A. I's required to?
Yes.
A You nean -- well, in the sense that there

is a noncompete agreenent that would prevent QC, for
exanple, fromgoing -- fromattenpting to capture
t hose custoners, then in that sense there is a
requirenent in that an alternative that night be
of fered by QC woul d not be avail abl e.

Q Those custoners are free to advertise with
Dex Hol di ngs or not as they choose; isn't that right?

A Wel |, obviously they can shoot thenselves
in the foot and decide not to place an ad in the
Yel | ow Pages, but given that that is their preference
as a business decision for their respective business,
I think that, for all practical purposes, they don't
have a choi ce.

Q But they aren't required to advertise in
t he new book, are they?

A There's no | egal requirement that they have

to advertise in the book, but as a business natter
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they are required to advertise in the book.
Q Essential ly, what Dex Hol dings gets with
regard to the enbedded custoner base is the

opportunity to retain those custonmers; isn't that

right?

A. Well, it gets nore than the opportunity to
retain those custoners. It gets the likelihood that
those custonmers will renew their contract, which is

something that is, in fact, specifically recognized
in the FAS 141 study that was admitted as Exhibit
243.

Q Legal |y, does Dex Hol di ngs get anything
nore than the opportunity to retain those custoners?

A. | said legally, no.

Q Okay. Thank you.

A But that's not what's relevant.

Q Now, you were asked by Conm ssi oner Henstad
to assume that the sale was not approved and that the
publ i shing operation stays with Washington. Do you
recall that?

A Yes.

Q Is it your understanding that there is a
st and- al one publishing operation currently existent
i n Washi ngton?

A It's nmy understanding that there is not a
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st and- al one publishing operation per se that serves
Washi ngton. And that it would be necessary to, under
t hose circunstances, for Qwmest and QC to assure
themsel ves that, in renegotiating the transaction
that they retain the value that they were not being
conpensated for.

Q Now, Dr. Selwn, you've never operated a
publ i shi ng busi ness, have you?

A Actual ly, 1 have.
How | arge of an operation?
Very snal | .

Was it a Yell ow Pages publishing operation?

> O > O

No, it wasn't.

Q Did you hear M. Burnett's testinony in
this case?

A Yes.

Q And did you hear himtestify that there are
a nunber of currently comon functions that are being
provi ded by Dex/Dex Hol di ngs enpl oyees, such as HR
| egal, finance and nmarketing?

A Well, actually, | heard himsay that sone
of those were actually being provided by a Qnest
entity other than Dex, and that they were being
transferred fromthe Qunest entity to Dex.

Q Did you hear himtestify that a nunber of
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1 t hose common functions were not scalable to any

2 signi ficant degree?

3 A | heard him say that.

4 Q Do you know - -

5 A. He didn't quantify precisely what he was
6 referring to. | nean, clearly, there are econom es

7 of scale that woul d suggest that in nany common

8 functions, but that would suggest -- if he neant by
9 scalability a precise, proportionate change, then
10 that's one thing. |If you nmean by not scal abl e that
11 the function is absolutely fixed for all sizes,

12 didn't hear himsay that, and | don't think he said
13 t hat .

14 Q Now, you responded to a question about

15 whet her Yell ow Pages is a conpetitive business, and
16 you indicated that you did not think that it was. In
17 that response, you also stated that one of the

18 reasons you held that belief was because, even in a
19 sl owi ng econony, where you woul d expect denand for
20 advertising to be reduced, we saw Dex's revenues

21 increasing. |Is that a fair summary of your

22 testinony?

23 A. It's a fair summary of one aspect of ny
24 testinmony. It certainly was not the only thing that

25 I nentioned as a basis for ny concl usion.
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Q In a generally slow ng econony, would you
agree, as a general principle, that businesses m ght
be willing to exert nore effort and expend nore noney
t han under other economic conditions to try to gain
new busi ness?

A. Yes, but businesses al so go out of business
in a slow ng econony, and that would be a suggestion
that we woul d expect to see | ess advertising.

Q In a situation where busi nesses were
attenpting to attract new custoners or retain
exi sting custonmers, do you think it would be
reasonable for themto either spend nobre on
advertising or at |east not decrease their
advertisi ng expenses under those circunstances?

A. Well, they're going to be |ooking at
various advertising scenarios, but | was -- in nmeking
ny assessnent, | was al so considering other
advertising nedia in which conpetition has arrived.
For exanple, we know that network tel evision has been
-- network television advertising revenues have been
i mpacted by conpetition from other cable channels,
whereas there's no evidence that Yell ow Pages
revenues, advertising revenues, have been materially
i mpacted. That is, the dom nant incunbent tel ephone

conpany Yel |l ow Page revenues have been inpacted by
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fringe conpetitor Yellow Page directories.
MS. ANDERL: That's all. Thank you.
JUDGE MOSS: M. Harlow, anything at all?
MR. HARLOW Briefly, Your Honor. Just

give ne a nonent.

CROSS- EXAMI NATI ON
BY MR, HARLOW

Q There was a |ine of questioning that |
started, which arose out of a hypothetical that |
called the go it alone scenario, which turned into
the woul d Dex Hol di ngs steal the business scenario.
Do you recall that?

A. Yes, generally.

Q And | do want to clarify. | assume, when
you say steal, you don't nean in the sense of
violating any crimnal laws; is that correct?

A | don't have an opinion on whether they'd
be violating any crimnal laws. Apparently, sone
ot her aspects of Qwest mmnagenent recently may have
violated sonme crimnal laws, so |'mnot going to
suggest that that can't be a possibility here.

Q Wel |, okay. Conm ssioner Henstad foll owed
up and asked you what the |ikelihood that Dex woul d

nmount a conpetitive assault in Washington. That was
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how he phrased it. |Is that kind of what you had in
m nd?

CHAl RMOVAN SHOWALTER:  He didn't mean that
crimnally.

THE W TNESS: |'m assum ng he did not nean
assault in the crimnal sense.

Q Yes. And you said, | believe it's
difficult to say whether or not that would happen?

A That's what | said.

Q Woul d you agree that the hypothetical |
proposed, which then two conm ssioners followed up
on, is but one of many potential scenarios that could
fall out of the Conmm ssion -- hypothetical Comm ssion
denial of this transaction?

A. Look, anything is possible, but the fact is
that if --

MR, HARLOW That answers the question,
Your Honor.

JUDGE MOSS: M. Harlow, |I'mgoing to ask
you not to interrupt the witness when he's trying to
answer your question, and he's doing his best to do
t hat .

MR, HARLOW  Ckay, Your Honor.

JUDGE MOSS: Please let himfinish.

THE W TNESS: In a situation in which -- a
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scenario in which a significant portion of the
transaction, and |'mtrying to renenber the precise
nunber and I'mtrying to renmenber whether it's
proprietary, but ny recollection is it would be wel
in excess of 30 percent of the Rodney transaction
woul d constitute -- would be represented by the
Washi ngt on portion.

If the Commi ssion did not approve that
transaction and the deal had to be renegotiated to
excl ude Washington, | am assuming that QC and QCl |
represented by conpetent counsel and conpetent
managenment, would, in the course of the
renegoti ati on, assure thenselves that the val ue of
t he WAashi ngton Yell ow Page operation was sinply not
handed over to Dex, but was retained, and that they
woul d -- and that they have, in contenplation of that
possibility, recognized the steps that would be
necessary to protect the Washington Yell ow Pages
operation from encroachnment by Dex.

And |'massuni ng that they would not be
throwing away a billion and a half dollars of value
and handing it to the buyer in this case w thout
conpensation, and | think that's a reasonabl e
assunption. That's the basis upon which ny

recomendation is franed.
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1 Q I s anot her possible scenario that Qmest
2 woul d file bankruptcy and the bankruptcy court would

3 be in control of the new sale, rather than Qwest?

4 A Well, certainly that scenario has been
5 posi ted.
6 Q I s anot her possible scenario that maybe

7 TransWestern or sone other conpetitive directory

8 publisher with a strong foothold in the Rodney region
9 m ght attenpt to do a six-state deal with Quest

10 I nt ernational ?

11 A Certainly that's a possibility, although

12 apparently there wasn't that nmuch interest in that

13 before, but conditions have changed.

14 Q So doesn't this all suggest that there are
15 a lot of uncertainties? |In fact, | think on cross by
16 Commi ssi oner Showal ter, you nentioned it was not

17 clear that, in the Dex Hol dings scenario, they could

18 i nherit the custonmer base. Do you recall that?
19 A I"'msorry. |'mnot sure that's --
20 Q Let me rephrase it. Because there's so

21 many scenarios of how this could play out if the

22 Commi ssion were to deny the approval of the sale,

23 doesn't that create a |l ot of uncertainty for al

24 parties concerned as to exactly what the conpetitive

25 situation will be with regard to Yell ow Pages books
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i n Washi ngt on?

A Well, | nean, nothing is certain, but as |
said, | have sufficient confidence and expectation
that QC would not hand off a billion and a half
dol I ar business to Dex Hol di ngs without conpensation
and woul d take the steps necessary to protect that
business in a renegotiation of the Rodney transaction
to the extent that that would be required in the
event that the Comm ssion did not approve the sale.

And if the buyers in this case decided to
wal k away fromthe transacti on because Washi ngton
wasn't included, then | think there's still the sane
expectation that the value of that -- of the
Washi ngton Yel | ow Page busi ness woul d be preserved
and protected.

Q Okay. And indeed, in Exhibit 311, you
posit the scenario that the way Qmest Corporation
woul d protect its Washington portion of the Dex asset
woul d be to enter into an agreenent with sone other
publ i sher?

A And | posit that in Exhibit 363, as well
as certainly one possible outcone.

Q And woul dn't this other hypothetica
publ i sher be aware of the scenarios and potentials

for conpetitors to cone in and either, to use your
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1 term steal or perhaps do another deal and cone in

2 with a conpetitive book that has strong assets, be

3 sonmet hi ng that your hypothetical publisher would take
4 into account in deciding how much to agree to pay

5 Qnest Corporation for the right to be the officia

6 publ i sher for Washi ngton?

7 A Well, that woul d be no different than the
8 consi derations that the Dex Hol di ngs buyers, in this
9 case, would have had to consider

10 MR. HARLOW  Your Honor, | think I'm

11 entitled to a yes or no answer to that to acconpany
12 t hat expl anati on.

13 JUDGE MOSS: Can you answer his question
14 yes or no, Dr. Selwn?

15 THE W TNESS: Yes, but that woul d be no

16 different than the considerations that the buyer in
17 this case would have had to have consi dered

18 MR. HARLOW Thank you, Your Honor. No

19 further questions.

20 JUDGE MOSS: Redirect.

21 MR, TRAUTMAN: 1'Il be very brief, Your
22 Honor .

23 JUDGE MOSS: Thank you, M. Trautmn
24

25 REDI RECT EXAMI NATI ON
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BY MR. TRAUTMAN

Q Dr. Selwn, do you recall a question
earlier fromM. Harlow, and he asked whet her your
report conplied with FAS 141, and | believe your
answer was no, but it doesn't have to. Do you recal
t hat ?

A Yes, | do.

Q And why doesn't your report have to conply
with FAS 1417

A. Well, the purpose of FAS 141 is to conply
with certain financial reporting and potentially
taxation requirenents that, while they mght, to a
limted extent, be informative, certainly do not
address the matter of the value that is being
contributed by QC to the transaction.

And | can give you a very good exanpl e of
why this is the case. Specifically in valuing the
nonconpet e agreenent, which has the 30 percent
i qui dat ed damages provision, what the FAS 141 report
does is it takes the 30 percent of the Dexter
transaction and then multiplies that by the
probability that Qwest would be in default. That is,
it would violate the nonconpete agreenent in an
attenpt to reenter the market.

So it then comes up with a value of -- in
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ot her words, we start with a value of 275 -- 2.75
billion for the Dexter transaction, 30 percent of
that -- which is the |iquidated damages provision, is

825 million, and then, based on the probabilities
that are assigned by the Murray Devine firm that is
then reduced to 200 sone odd million dollars.

Wel |, supposing, just as a hypotheti cal
that Rodney -- |I'msorry, Miurray Devine were to have
concl uded that there is no chance that Qwmest woul d
vi ol ate the nonconpete agreenent because the terns
were so onerous. |In that situation, they would have
assigned the probability of zero, and under this
nmet hodol ogy, they woul d have assigned a zero value to
the nonconpete agreenent.

That clearly doesn't make any sense,
because, in fact, if the nonconpete agreement were so
onerous as to al nost absolutely assure that it would
not be violated, it would have a fairly substantia
value. So by contrast, if there was a hundred
percent chance that Qemest would violate the
agreenent, well, this nethodol ogy woul d have assi gned
even nore value to the nonconpete agreenent than it
actual Iy has.

So clearly, for whatever -- and |I'm not

qguestioning here whether or not this report, as it
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was prepared, does or does not conply with FAS 141.

I will accept, for purposes of this discussion, that
it does conmply with the requirements of FAS 141, but
clearly it produces results that would be anomal ous
interms of the purpose for which | attenpted to --
and have suggested that there is a value that QC
brings to the table. That is, that this report
sinmply is incapable of capturing. Therefore, there
is sinply -- there's no reason why my anal ysis should
attenpt to conply with this report or whether this
report, for that purpose, would be dispositive of the
Conmmi ssion's determ nation that QC is contributing
val ue and how nmuch val ue that m ght be.

Q You al so were given a line of questions
regarding the condition and the direction of the
mar ket and how they affect the price of Dex. Do you
recall that line of questioning?

A Yes.

Q Are the market conditions and direction the
only factors affecting the price of Dex?

A No, there are obviously other things,
including, in this particular instance, the distress
nature of the sale. The fact that the sale is taking
place at all is solely, if not certainly primarily,

due to the financial distress of QClII. And M.
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1 Kennard, as |'ve nmentioned in my suppl enental

2 testinmony, testified that if he were the CEO of an

3 RBOC, he wouldn't be selling its Yell ow Page

4 busi ness, because he considered it to be a

5 hi gh-qual ity asset.

6 The fact that Qrest is selling it is itself
7 an indication of the distress nature of the

8 transaction. And the timng of the transaction in

9 terms of the market condition only further

10 contributes to the | oss of value that is being

11 realized.

12 MR, TRAUTMAN: Thank you. | have no

13 further redirect.

14 JUDGE MOSS: Okay. Assuming there's

15 not hing further fromthe Bench -- all right. Dr.

16 Sel wn, we appreciate it and we appreciate you coni ng
17 back and rejoining us today, and |I'm happy we were
18 able to fulfill our commtment to get you off the

19 stand today, so thank you for testifying in our

20 proceedi ng.

21 THE W TNESS: Thank you, Your Honor
22 JUDGE MOSS: We had previously the
23 suggestion that we would go to M. Reynolds. 1I'm
24 just raising the question whether we would get Dr.

25 Tayl or up and off before 5:00, and if that would be a
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nore efficient use of our tine or whether we should
go ahead and put M. Reynolds on the stand.

MS. ANDERL: | think, Your Honor, it would
be our preference that M. Reynolds be able to take
the stand and that he precede Dr. Tayl or.

JUDGE MOSS: All right. Very well. W
will proceed in that fashion, then, when Dr. Selwn
has confortably gathered his things and M. Reynol ds
can take the stand.

(Recess taken.)

JUDGE MOSS: Let's be back on the record.
Wher eupon,

MARK S. REYNOLDS,
havi ng been first duly sworn by Judge Miss, was
called as a witness herein and was exam ned and
testified as foll ows:

JUDGE MOSS: Thank you. Pl ease be seated.

DI RECT EXAMI NATI ON
BY MS. ANDERL:
Q Good afternoon, M. Reynolds.
A Good afternoon.
JUDCGE MOSS: We're off to a slow start.
MS. ANDERL: | was going to say --

THE W TNESS: Is this adverse cross?
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MR HARLOW It was a trick question

Q It was not a trick question. Could you
pl ease state your nanme and your busi ness address for
t he record?

A. My nanme is Mark Reynol ds, and ny busi ness
address is 1600 7th Avenue, Seattle, Washi ngton, Room
3206.

Q And M. Reynolds, you filed several pieces
of testinmony with acconpanying exhibits in this case,
as well as having adopted sone of Ms. Teresa Jensen's
testinmony; is that right?

A That's correct.

Q And do you have those testinonies, marked
61 -- Exhibit 61, 62, 63, 64, 65, and 93, 94 and 95
before you?

A Yes, | do.

Q And you' ve also, at various times in this
proceeding, filed erratas to those testinonies; is
that also correct?

A That is correct.

Q Wth those erratas and corrections, is the
testimony that |'ve previously identified true and
correct, to the best of your know edge?

A Yes, it is.

Q And if | were to ask you the questions
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1 contained in those testinonies today, would your

2 answers be the sanme?

3 A Yes.

4 MS. ANDERL: Your Honor, we would offer the
5 exhi bits that have been preidentified for M.

6 Reynol ds.

7 MR, TRAUTMAN: No obj ection.

8 JUDGE MOSS: Those will be admitted as

9 mar ked.

10 MS. ANDERL: And M. Reynolds is available
11 for cross.

12 JUDGE MOSS: Thank you. WII this be M.

13 Tr aut man?

14 MR, TRAUTMAN:  Yes, Your Honor

15 JUDGE MOSS: Co ahead.

16

17 CROSS- EXAMI NATI ON

18 BY MR. TRAUTMAN:

19 Q Good afternoon, M. Reynolds.

20 A Good afternoon

21 Q I'"'m Greg Trautman, Assistant Attorney

22 General, for the Commi ssion Staff. |If you could turn

23 first to what's been marked as Exhibit 64, which is
24 your rebuttal testinony, and turn to page one. On

25 line five, | believe you indicate that you're
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enpl oyed by Qwmest Services Corporation; is that
correct?

A That's correct.

Q And is that the internediate corporation

between QC and QCl1?

Q You indicate, also, that you're the senior
di rector of Washington regulatory affairs for Quest

Corporation and other Qaest conpanies; is that

correct?
A That is correct.
Q Now, as the senior director of Washington

regul atory affairs for Qwvest Corporation, is it true
t hat nost of your work is done for Qwest Corporation?

A Yes.

Q And is it true that your salary, for the
time that you spend working on behalf of Qwest
Corporation, ultimately is paid by Qmest Corporation?

A. I"'mnot entirely sure of that.

Q Do you hold stock in QCII?

A Yes, | do.

Q On whose behalf are you testifying in this
proceedi ng? Wuld it be Qwmest Corporation, QCII, or
both entities?

A | believe I'mtestifying on behalf of the
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conpany that | -- the entity that I work for, which
is Qwest Services Corporation, and | am al so
representing QC on that behalf as one of the
subsi di aries of Qaest Services Corporation.

Q So woul d you be testifying on behalf of
QCll in any respect?

A | guess | don't know the answer to that
questi on.

Q Were you directly involved in the
negoti ati on of the Dex sal e?

A No, | was not.

Q Were you involved in any degree in the
negoti ati on of the Dex sal e?

A No.

Q Did you participate in the negotiation or
the drafting of the ancillary agreenents that involve
QC, such as the publishing agreenent or the
nonconpetiti on agreenent?

A No, | did not.

Q Do you have personal know edge of any plans
that QCII may have for bankruptcy?

A | do not.

Q Now, in Exhibit 64, on page 13, and I'm
| ooking at the bottom of the page, on |ine 22, and

there you state that, as of Decenmber 31st, 2001



1021

1 Qnest enpl oyees owned approximately 70 million shares
2 of Qmest stock in their 401(k) plans; is that

3 correct?

4 A Yes.

5 Q Just for clarification, would you agree now
6 that there is no |longer any di sagreenent between

7 Qnest and the Staff about the number of shares held

8 by Qmest enpl oyees, and that Dr. Bl acknon's revised

9 testinony now uses the same figure of 70 million

10 shares as you do?

11 A Yes, | saw that correction in Dr.

12 Bl acknmon' s nost recent addition

13 Q And as your testinony indicates in the

14 footnote to the testinmony, the $70 nmillion figure is
15 from Decenmber 30th, 2001; is that correct?

16 A Yes.

17 JUDGE MOSS: Just for clarification, it's

18 70 mllion shares.

19 MR, TRAUTMAN: Oh, I'msorry, 70 mllion
20 shares. Thank you. | stand corrected.
21 Q Are there any current restrictions on the

22 sal e of Qmest stock by Qnest enpl oyees?
23 A. It depends on how t hey purchase the shares.
24 For exanple, if they purchase themas a part of the

25 enpl oyee stock, actually as part of their 401(k) and
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1 t he conpany matching program | believe they need to
2 hol d those shares for a short period of tine. |It's
3 not very | ong.

4 Q Could I refer you to an excerpt | handed

5 out from Exhibit 83? And this is the one fromthe

6 Form 11-K annual report. And | attached two pages to
7 that, and I'mreferring nowto the page that is

8 mar ked 16 on the bottom At the top, it says Quwest

9 Savi ngs and I nvestnent Plan, Notes to Financia

10 St at enents Conti nued, do you see that?

11 A I"'mtotally lost. Could you give ne the --

12 it's the Form 8-K, did you say?

13 Q It's the Form 11-K

14 A I'"msorry, |I'msorry.

15 Q And it's for the year ended Decenber 30th
16 20017

17 A Page 167

18 Q Yes.

19 A Yes.

20 Q Okay. And under enpl oyer matching

21 contributions, does that not indicate -- it states,

22 quote, The plan was anmended effective April 8th,
23 2002, to allow all participants the ability to
24 transfer the value of Qnmest commopn stock, which was

25 received as the conpany match, to fund avail able --
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to any fund available for investnent within the plan?
A That's correct. That's what it says, but |

think, as a part of the process, you have to hold on

to the stock | believe like a month or so. It's part

of the -- you know, you receive the matching stock

and | don't think you can transfer it

i nstantaneously. | think you have to wait a m ni num

period of tinme.

Q Has that feature always been a part of the
pl an?

A No, at one point you needed to hold the
stock -- in fact, | don't think you could sell the
st ock.

Q And do you know on what date that was
changed?

A Well, it may have been this April 8th,
2002. 1'mnot sure, but -- you know, that seens
about the right time frame fromwhen it may have
changed. And | believe, prior to that, you had to
hol d the stock that the conpany provided you on a
mat ched basi s.

Q Now, is it not correct that Qmest enpl oyees
| ost nost of the value of their Qwmest stock before
the Dex sal e agreenent was reached?

A I guess | don't know that for a fact. |
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mean, | don't know which enpl oyees -- you know,
that's a pretty wi de open question, so --

Q Al right. Let me refer you again to page
16 of the excerpt from Exhibit 83, the Form 11-K
annual report from Decenber 30th, 2001. And under
t he paragraph headed Qanest Common Stock, | believe it
i ndi cates that, as of Decenber 30th, 2000, the
closing price of the stock was $40. 88 per share.

CHAl RWOVAN SHOWALTER:  2000.

MR, TRAUTMAN:  Well, it was $14.24 in 2001,
but it was $40.88 in December 31st, 2000. And by
June 26th, 2002, the closing price of the stock was
$1.79 per share; is that correct?

A That is correct.

Q So is it not correct that, between Decenber
30th of 2000, and June 26th of 2002, the difference
bet ween $40.88 down to $1.79 woul d represent a 96
percent loss in value; is that correct?

A. I would agree with that. | would al so
agree that enployees that held stock during that tine
experienced that type of reduction. What | couldn't
agree -- you were asking nme a generalized question
about all enployees, and it just wasn't true of al
enpl oyees. There are enpl oyees that have conme on

with the conpany since then, so -- | wasn't trying to
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be difficult.

Q But as to an enpl oyee that held stock as of
Decenber 30th, 2000, then the figures |'ve stated
woul d be correct?

A. I woul d agree.

Q And woul d you agree that Qmest enpl oyees
take a risk when concentrating too nuch of their
contributions into the Qvwest shares fund?

A | guess | would agree with that as a
general proposition, but, you know, enployees take a
risk if they concentrate their savings in any one
area, | would think, rather than diversify.

Q And staying with that same exhibit, the
Form 11-K, Exhibit 83, turning to page seven, which
is the preceding page of the excerpt, in -- the
fourth bullet point down refers to the Qwmest shares
fund, and is it correct that the |ast sentence of
t hat paragraph says, This is an undiversified limted
stock investnment and concentrating any undiversified
i nvestment shares is considered a high-risk
i nvest ment ?

A That's what it says.

Q The 70 million dollar -- 70 mllion shares,
pardon ne, of Qwest stock held by Qmest enpl oyees

woul d not include the shares held by Qwest's current
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CEG is that correct?

A | don't know that.

Q Well, since the -- since it was dated as of
Decenber 31st, 2001, it would not include his shares?

A. That's right, but it may have included the
shares of the prior CEO

Q Staying -- going back, | should say, to
Exhi bit 64, which is your rebuttal testinony, and
turning to page 12, and |ooking at lines 18 to 19,
fromthis statenent, is it correct that you don't
know what woul d happen if QCIlI went bankrupt?

A I think there's a |ot of uncertainty around
what woul d happen if QC went bankrupt, and | think
that's what I'mtrying to predict there or to portray
there. And you know, | do footnote the testinony of
Ral ph Mabey, and | received a |lot of the infornation
I know about bankruptcy from M. Mabey, and | think
he says that it is a high-risk proposition as to what
m ght come out of a bankruptcy.

Q So again, you don't know what woul d happen;

correct?
A No.
Q You can't say for certain whether Staff is

wrong about how QC enpl oyees would fare in a

bankruptcy; is that correct?
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A. I guess | don't understand what you're
referring to about what Staff's position is with
regard to enployees. | nean, Staff certainly didn't
focus very nuch attention on the enployees. MW
testinony, | think, takes a little bit broader
approach and says that there are inplications that
could conme out of a bankruptcy that would affect our
enpl oyees. That's all | was trying to point out in
ny testinony. | don't think Staff took the tinme to
take a | ook at the broad perspective.

Q Do you believe there's roomremaining to
cut enploynment at QC without harming service to
custonmers?

A. Hopefully that there isn't. Hopefully we
are operating at the margin and we're operating such
that every dollar counts. | don't know for a fact
whet her there is sonething out there that we could
cut. | haven't done that type of analysis.

Q Are you aware of any plans by Quest
managenent to cut nore enpl oyees?

A I don't know of anything right now, no.

Q Do you think that the present managenent of
Qnest could increase profits or free cash flow of QC
by reduci ng enpl oynent | evel s?

A I don't have any specific know edge, nor
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have | done any anal ysis along those |ines, nor do
believe that that's even in ny testinony.

Q Now, assum ng for the nmoment that Qnest
avoi ds a bankruptcy filing. |Is it possible that
Qnest either could be acquired by anot her conpany or
that it would voluntarily sell its tel ephone conpany
operation?

M5. ANDERL: May | have a clarification
Your Honor? The question, | believe, was directed to
Qwest avoi di ng bankruptcy. 1s there a specific Quest
entity that the question references?

JUDGE MOSS: That nmight be a useful
clarification, M. Trautman. Wen we say Qwest, we
really don't know which conpany we're tal ki ng about
in this proceeding.

Q Well, assuming that they all stay out of
bankruptcy. GCkay. |Is it possible that QClII either
coul d be acquired by another conpany or that it would
voluntarily sell its tel ephone conpany operation?

A | don't know about the former. | think
that the |latter was one of the possibilities that M.
Mabey listed in his testinmony. | don't know if --
yeah, | would assune that it depends on the type of
bankruptcy the conpany goes into. To the extent it

goes into one for reorganization, | don't think it
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woul d entertain being taken over.

Q Now, this was assum ng that Qwmest avoids a
bankruptcy filing.

A Okay.

Q In that scenario, would it be possible that
QClI could either be acquired by another conpany or
that it would voluntarily sell its tel ephone conpany

operation?

A Are you asking are those possibilities?
Q Yes.
A Are they likely possibilities or -- | nmean,

is there a degree?

Q Are they possibilities?

A. I'"'msure they' re possible.

Q And is it possible, also, that QCII would
sell the business to another conpany that provides
| ocal exchange tel ephone service?

M5. ANDERL: Objection, Your Honor. A
clarification. The question's vague. Sell which
busi ness?

JUDGE MOSS: | agree. |'mnot sure which
busi ness you're referring to.

Q Sell QC. Is it possible that QCI1 woul d
sell QC to another conpany that provides |oca

exchange t el ephone service?



1030

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MS. ANDERL: Well, and | guess | al so have
to object as to the -- the questions calls for the
Wi tness to speculate, and is really without
foundation in his direct testinony. W're ranging
sonewhat far afield here, tal king about
non- bankruptcy scenarios, it's unclear we're talking
about with or without the Dex sale transaction. You
know, | don't see howthis is illum nating any issues
for us in this proceeding.

JUDGE MOSS: |'mnot sure where the line is
going, M. Trautman, but | do find right now that it
woul d be hel pful to me, at least, if you could
restate the question with sonme greater degree of
focus, because I'"'mnot quite -- | don't quite
understand it, so |I'mafraid what we get fromthe
Wi tness may not be hel pful. So maybe you coul d j ust
restate the question and --

CHAIl RMOMAN SHOWALTER: Al so, | just want to
add, you've had questions assum ng bankruptcy,
guestions not assum ng bankruptcy and of different
conpanies, so | think each question should contain
the assunptions that you want the witness to
consi der.

MR, TRAUTMAN: Well, these questions, which

are --
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CHAIl RWOMAN SHOWALTER: M. Traut man, just
ask each question with a given assunption. It's too
hard for us to renenber the assunption of the third
qguestion before.

MR, TRAUTMAN:. |'m sorry, Your Honor. |
was trying to respond to the concern of the Bench for
clarification. The question that | asked about, QCII
selling QC to another conpany that provides |ocal
exchange service posited a non-bankruptcy filing and
-- or not filing for bankruptcy. The questions arise
because --

CHAl RWOVAN SHOWALTER: M. Traut man, by
whom -- can you just ask each question and with all
the assunptions in it specific to who is going to go
bankrupt or who hasn't, and that way we can
understand the question, and so can the w tness, and
then we can understand the answer that the witness is
gi ving, because it's too hard for us to hold in our
heads the different assunptions of the line of
guesti ons.

Q Assumi ng that Qwest does not nake a
bankruptcy filing --

CHAl RMOVAN SHOWALTER: M. Trautman, which
Qnest ?

Q Assunming that QCII does not nmake a
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bankruptcy filing, is it possible that QClII would
sell QC to another conpany that provides |oca
exchange t el ephone service?

A And | think |I answered before, and | think
I would repeat ny answer here that, yes, that is a
possibility. | think it would probably be unlikely.

Q In that scenario, assuming that such a sale
did occur, would the opportunity to consolidate and
elimnate duplicate jobs be a potential positive
factor?

A Yes, | would agree with that.

Q When Quest -- when QCIlI and US West agreed
in 1999 to nerge, did QCII propose to the WJUTC any
restrictions on the nunber of telephone conpany
enpl oyees that would be laid off after the nerger?

A Not to ny know edge.

Q And if you could turn to the 8-K excerpt
fromExhibit 83, and I"mturning to the page marked
Attachnent E at the top. And | believe this
i ndi cates that, as of Decenber 31st, 2002, there were
50, 788 enpl oyees for QClII overall; is that correct?
At the top of the colum under 2002.

A. l"msorry, M. Trautman, did you say that
as of Decenber 31st, 20017

Q Decenmber 31st, 2002.
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A. Yes, that's what it says.

Q And is that the npbst current enpl oyee count
for QClI1?

A I don't know.

Q And according to this sane exhibit, how

many people did QClII enploy at the end of 20017

A It appears to be 61, 306.

Q Now, switching to another |ine of
guestioning, are you aware that tel ephone conpanies,
such as QC, fromtinme to tine purchase or sel
t el ephone exchanges with other tel ephone conpanies?

A Yes.

Q To your know edge, has QC or its
predecessor, US West Communi cations, ever sold any
t el ephone exchanges i n Washi ngton?

A That | don't know. |'maware of the sale
of some access lines, but | think that had to do with
a sale in ldaho that inpacted sone access lines in
Washi ngton, but |I'mnot aware of any exchanges that
wer e sol d.

Q Do you know whet her US West Comruni cati ons
sol d exchanges to PTl, which is now CenturyTel, in
about 19957

A I'm generally aware of sone exchange sal es,

but | don't have any specific know edge. | know that
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sone took place in the past, but | don't have
speci fic knowl edge about the buyer or the terns.

Q Is it possible at any point in the future
that QC might sell other Washi ngton exchanges?

A. Once again, |I'd be speculating, but | think
that, you know, in sone of our own 8-Ks, we've
suggested that QCII is looking really at all neans to
deliver its balance sheet, and that nay include the
sal e of exchanges.

Q Now, when Qwest sells a tel ephone exchange,
are the assets sold on the books of QC or the books
of QCl17?

A I think probably both. | think it inpacts
both sets of books. From ny know edge about how it
woul d work, you would have to reflect it, | think,
both on the FR books and the MR books.

CHAl RWOVAN SHOWALTER:  What's FR and MR?

THE WTNESS: |I'msorry, the financia
reports that we nmake to the Securities and Exchange
Conmmi ssi on, as opposed to the nonthly reports, the
regul atory reports that are the basis for what we
file in the states. And the MR reports are actually
the FCC rules, and we nodi fy those, per each
particular state's jurisdictional changes, to the FCC

rul es.
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Q What assets of QCII would be sol d?

A Well, 1 think, by extension of QCII owning
QC, it would be the assets owned by QC.

Q Is it correct that QCIl1 owns the stock of
QC, but does not directly own the assets of QC?

A | think that's correct.

Q And is it correct that the proceeds of the
sale are paid to QC, rather than to QClI1?

A That | don't know.

Q Now, under the terns of the Dex purchase
agreenent that is the subject of this hearing, if
Qnest Corporation were to sell any exchanges to
anot her tel ephone conpany, would the purchasing
conpany be allowed to publish its own directory or
enter into a new publishing agreement with soneone
ot her than Dex?

MS. ANDERL: Your Honor, | would ask that
the witness be directed to a particul ar docunent
somewhere within the 1,300 pages that are the
purchase agreenent, if M. Trautman wants to ask a
speci fic question about what would or wouldn't be
required.

Q The purchase agreenent is Exhibit 77. And
I'm | ooking at Bates nunber 000719 in the | ower

ri ght-hand corner.
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A. This is the purchase agreenent, M.
Tr aut man?

Q This is a publishing agreement. And do you

A. I"msorry, which exhibit nunber did you say
t hat was?
Q Seventy-seven.

A Oh, | apologize. And what was the page
nunber ?

Q 719 in the | ower right-hand corner

A Okay.

Q And |'m | ooking at Section 3.10(c), and
after the large sub A, six lines down, does it not
state that QC will require the acquiring person to
agree in witing, then a parenthetical, to assune
this agreenent and the nonconpetition agreenment to
the extent of the relevant service areas?

MS. ANDERL: Well, Your Honor, | would,
guess, object. The agreenent says what it says and
it speaks for itself. To the extent that the witness
is being asked for a legal interpretation of the
contract, he's not offered in that capacity.

JUDGE MOSS: Well, at this point, all he's
been asked to do is confirmthat it says what it

says, So let's nmake sure he's read it, and then
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perhaps we'll have the follow up question.

THE WTNESS: It does say what it says.

Q Al right. Al other things being equal
would this restriction tend to reduce the price that
Qnest Corporation could expect to receive for the
sal e of an exchange?

MS. ANDERL: Well, and I'lIl object again on
di fferent grounds. It is asking this witness to
speculate and it is also asking this witness to
respond to things -- issues upon which there's been
no foundation laid that are outside the scope of his
direct testinmony. Certainly, if Staff wi shes to
argue that as a matter of logic on brief, they can do
that, but | don't believe this is the appropriate
witness to explore that issue with.

MR. TRAUTMAN:  Wel |, Your Honor, we felt
that M. Reynolds was the cl osest witness we would
have to an executive type of witness and that this
type of decision would be the type of managenent
deci sion that mght occur in the future and that he
m ght be the witness who woul d be best able to answer
what -- answer what mi ght happen if Qwmest woul d
decide to sell exchanges in the future and what the
effect of that sale would be.

JUDGE MOSS: Well, let's find out if he is
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the appropriate witness by having you |ay that
foundation with him M. Trautnman.

It being a few minutes after 5:00 in the

afternoon, | think it's best that we take our recess
at this tine. And so we can start at 9:00 -- we'll
resume at 9:00 tonorrow nmorning. So we'll see you

then. Thank you.
M5. ANDERL: Thank you, Your Honor.
MR. HARLOW  Good ni ght.

(Proceedi ngs adjourned at 5:09 p.m)



