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PROCEEDI NGS

JUDGE SCHAER: We're here this norning for
hearings in Docket Number TC-001846. This is a
conpl ai nt case wherein the Conm ssion Staff is seeking a
reduction in the Brenerton-Kitsap Airporter tariff
rates. We are in the Comm ssion's Hearing Room 108 at
t he Comm ssion's headquarters in O ynpia, Washington.
Today is Decenmber 13th, 2001. |'m Marjorie Schaer, and
' mthe Adm nistrative Law Judge assigned by the
Conmmi ssion to this proceeding. Seated at nmy right is
Robert Danron, who is the accounting advisor in this
pr oceedi ng.

' mgoing to start by taking appearances, and
all counsel have previously appeared, so you can just
give nme your nanme and the party that you represent, and
we will start with you, M. Thonpson.

MR. THOWSON: Okay, |'m Jonathan Thonpson
representing the Comm ssion Staff.

JUDGE SCHAER: M. W ey.

MR. WLEY: Yes, Your Honor, David W W/ ey
representing the Respondent Brenmerton-Kitsap Airporter,
Inc. And | just wanted to clarify on the record, |
believe it's the 12th today. You threw ne off.

JUDGE SCHAER: Ckay, thank you.

MR. WLEY: You're welcone.
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(Di scussion off the record.)

JUDGE SCHAER: This nmorning we're going to
begin as | understand it with cross-exam nation of the
testimony of M. Robert Col bo, and | had asked the
parties earlier, M. Col bo presents both the direct
testimony and rebuttal testinony, and what is your
preference, M. Thonpson, on whether you have all of the
cross-examnation for himin one setting, or do you want
the ability to have himcone back with his rebutta
testinony after hearing the conpany's case in chief?

MR. THOWPSON: Qur preference would be to
take both at once.

JUDGE SCHAER: (Okay, does that cause any
probl ems for the conpany?

Then that's what we'll do. So would you |ike
to call your w tness, M. Thonpson.

MR. THOWPSON: Yes, the Staff would cal
Robert Col bo.

(Wtness sworn.)

JUDGE SCHAER: Thank you, your witness is
sworn, M. Thonpson.

Wher eupon,
ROBERT COLBO,
having been first duly sworn, was called as a w tness
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herein and was exam ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR. THOWVPSON
Q M. Col bo, would you pl ease state your ful
name for the record.
Robert Col bo.
And you're enpl oyed by the Washi ngton
Uilities and Transportati on Conmm ssion?

O >

A. Yes.

Q. And what's your position?

A Transportation program consultant.

Q And you are the sanme Robert Col bo who has
pre-filed testinony, both direct and rebuttal, in this
case?

A. Yes.

Q And those have been marked as Exhibits 1
t hrough 197

A Yes.

Q. Do you have any corrections to your testinony
or exhibits that you would |like to make at this tinme?

A. Yes.

Q. Okay, let's -- do you have a -- and what are

they specifically?
A They are -- they relate primarily to Exhibit
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for identification RC-6, and it has to do with the fact
that that exhibit was reissued on Decenber 5th changing
some of the nunbers in that exhibit.

Q. Okay. And that was distributed to the
parties under ny cover |etter on Decenber 5th?
A. That's correct.

MR. THOWPSON: Your Honor, | would offer that
revised Exhibit 6 together with my cover letter as an

addi tional exhibit to M. Colbo's testinony. |Is that
appropri ate?
JUDGE SCHAER: | think that what we usually

do with a revised exhibit, M. Thonpson, is that we put
it inwth the original exhibit, so that --
MR. THOWSON: So that it replaces --
JUDGE SCHAER: -- it would have the sane
numnber .
MR. THOWPSON: Okay.
JUDGE SCHAER: And that's why you have to
i ndi cate when sonmething is revised so that people know
which is the correct version to use.
MR. THOWPSON: All right.
BY MR. THOVPSON:
Q. And woul d you pl ease explain generally what
corrections you made to your Exhibit 6.
A Well, they are as listed in the cover letter
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dat ed Decenber 5th that we have just tal ked about. The
first item nunber one, changed the SeaTac concessions
from $13,664 to $13,634. The nunbers 21 relate to fue

t axes where the credit changed from $22,385 to $22, 983.
The next item 3 relates to public utility taxes on line
27 which changed from $31,838 to $31, 822, and the tax
rate changed from 1.823% to 1.926% And on depreciation
expense at the bottom of page 1 of the December 5th

| etter, which says nunber 3 but | assume it means nunber
4, the depreciation expense anmount changed from $75, 253
to $90,990. And then the final itemis on page 2 of the
Decenber 5th letter, and that adjusts the gain on the
sale of assets on line 52 froma credit of $7,902 to a
credit of $ 5,579.

Q. Okay. And do you have any further
corrections to your testinony?

A Yes, | do.

Q And could you please turn to Exhibit 1-T |

guess it would be, and if we could just march through
and have you identify those, please.

A Yes, on page 3, line 8, ny first action on
November 29th, 2001, should say Novenber 29th, 2000.
The next one is on page 4 where -- it's on line 3 where

it says the letter dated Decenber 22, 2001, the correct
date is 2000. And then on page 10, because of the
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changes in Exhibit Nunmber RC-6, sonme of the nunbers
changed that | was referring to in this section of ny
testinony on lines 14 through 20. The $48, 823 anount on
line 14 is now $33,086. On line 15, the $8,015 anpunt
is now $10,338. And on line 19, the rate base anmount is
now $349, 453 in place of the $381, 875.

JUDGE SCHAER: Did everybody get all of those

changes?
MR. BURTON: | would |ike the |ast one,
pl ease.
JUDGE SCHAER: Wbuld you give the | ast one,
pl ease.
A On page 10, line 19 of in ny testinony, where

| tal k about the inclusion of the resulting $381, 875
total conpany rate base, the new nunber because of the
revised depreciation figure is $349, 453.

BY MR. THOMPSON:

Q And are there any revisions to your rebuttal
testi nony?
A " mnot done with this exhibit yet.
Q Ch, sorry.
MR. WLEY: What page are we on?
A. Now |I''m on page 13, line 8 M. Spivey and

his wife's conmbi ned earni ngs of $20,413, the correct
number is $21,346. And on page 18, line 22, last line
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on the page, that's that rate base nunber that we

al ready tal ked about, the correct nunber is $349, 453.
Page 21, line 9, the inconme tax anount is now $111, 533
not $117,774.

MR. WLEY: One nore tinme on that one,
pl ease.

A. Page 21, line 9, where it says inconme tax
expense is $117,774, the correct nunber is $111, 533.

And on page 32, line 17, where it speaks of
the $292,576 decrease, the correct nunber because of the
revisions to Exhibit Nunber RC-6 is $277,964. And on
line 18, the increase in Pierce operations is now
$35, 152 in place of the indicated $31,776. W' re al nost
there folks.

On page 33, line 4, where it shows the
conpany is overearning to the extent of $260, 800, that
anount is now $242,812. On line 6 where the Pierce
County increase shows $1.75, that amount is now $2. On
line 11 where it tal ks about the overall decrease in
revenues of $261,686, that anmount is now $257,047. And
the operating ratio indicated as 96.64 is now 97. 56.

And that's what | have.

Q. So there's nothing further in your rebuttal
testi nony?
A Not that |I'm aware of.
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Q Okay. Wth those corrections to your Exhibit
6 and to your testinony which was pre-marked as Exhibit
1-T, is your testinony and the attendant exhibits true
and correct to the best of your know edge?

A. Yes.

MR. THOWSON: Staff would offer M. Col bo
for cross-exam nation if you need to have the Bench
requests.

JUDGE SCHAER: Are you going to offer his
testimony and exhi bits?

MR. THOWPSON: Oh, and | would offer the
testimony and exhibits.

JUDGE SCHAER: What | would like to do at
this time is go through and identify these on the
record. Marked for identification as Exhibit 1 a
document | abel ed RC-1T, testinony of Robert Col bo.
have marked for identification as Exhibit 2 the docunment

| abel ed RC-2 statenent of qualifications. | have nmarked
for identification as Exhibit 3 the docunment | abel ed
RC-3 proposed tariff 6. | have marked for

identification as Exhibit 4 a docunent headed RC-4 staff
| etter of Novenmber 29th, 2000. Marked for
identification as Exhibit Nunmber 5 what's been
identified by the Staff as RC-5 Staff open nmeeting neno
of Decenber 27th, 2000. | have narked for
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identification as Exhibit 6 a docunent entitled pro
forma income statenment of Brenmerton-Kitsap Airporter,
Inc., and | should indicate that there has been a
revised version of this exhibit provided. It was
revised on Decenber 5th, 2001. And with that revision
there was provided a cover letter which indicates what
the changes to that revised exhibit are conpared to the
original exhibit, and I1"mgoing to mark both the cover
letter and the revised pro forma statenent as Exhibit 6
for identification. 1'mgoing to mark for
identification as Exhibit 7 a docunent entitled RC-7
uni form system of accounts for Class 2 bus conpani es.
|"mgoing to mark for identification as Exhibit 8 RC- 8,
which is a five year extracted bal ance sheet. |'m going
to mark for identification as Exhibit 9 a docunent
headed RC-9 entitled owner conpensation packet. |'m
going to mark for identification as Exhibit 10 orders in
RC-10 which is orders in cause TC1880. |1'mgoing to
mark for identification as Exhibit 11 a docunent RC-11
orders in docket nunber D2576. |'mgoing to mark for
identification as Exhibit 12 RC-12 Conm ssion order
granting tariff revisions in cause TC846. 1'mgoing to
mark for identification as Exhibit 13 a docunment --
actually, lets go off the record for just a nonent.

(Di scussion off the record.)
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JUDGE SCHAER: |'m going to mark for
identification as Exhibit 13 a docunent entitled RC-13
and it is an inportant notice of end of fuel surcharge

program |I'mgoing to mark for identification as
Exhi bit 14 a docunent headed RC-14, which is a Staff
open neeting neno of March 14th, 2001. 1'mgoing to

mark for identification as Exhibit 15 a docunent
entitled RC-15, five years of incone statenents for
Brenmerton-Kitsap Airporter, Inc. I|I'mgoing to mark for
identification as Exhibit 16 a docunent entitled RC- 16,
order in cause U86130. |I'mgoing to mark as Exhibit
T-17 a docunment entitled rebuttal testinmony of Robert
Colbo. I'mgoing to mark for identification as Exhibit
18 a docunment entitled RC-18, total reduced copy of
Decenber 21, 2001, nonthly income statenent.

THE WTNESS: | don't have that. O wait,
maybe | do. \Where are we, Your Honor?

JUDGE SCHAER: We're on the exhibits that
woul d have conme with your rebuttal, M. Col bo.

THE WTNESS: Well, | don't have it, but |
can make a note and get it, | guess.

JUDGE SCHAER: M. Thonpson, do you have
copies of the exhibits to M. Colbo's rebutta
testi nony?

MR. THOWPSON:. Yes.
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1 THE W TNESS: Oh, excuse ne, | do have it,

2 |'msorry.

3 JUDGE SCHAER: Okay. And while we're at that

4 docunment, M. Col bo, | want to ask you about the date.

5 |Is this Decenber 21, 2001, or should it be a different

6 year?

7 THE W TNESS: That should be 2000, Your

8 Honor.

9 JUDGE SCHAER: Ckay, then |I'm going to ask
10 everyone to correct that date, and I will identify for
11 identification Exhibit 18 as RC-18 being a copy of the
12 Decenber 21st, 2000, nmonthly incone statement. |'m

13 going to mark for identification as Exhibit 19 RC- 19,
14 just common el enments of job descriptions for public
15 transit organi zations.

16 And then at the begi nning of the hearing
17 distributed copies of Staff's responses to Bench

18 Requests 1 through 6, which | have marked for

19 identification as Exhibit 20. And | also distributed
20 Staff's response to Bench Request Nunber 10, which |
21 have marked for identification as Exhibit 21.

22 And M. Wley has distributed a cross-exhibit
23 that | will go ahead and identify at this point also,
24 Exhibit 22, February 11, 1998, Staff nenorandum about
25 this conpany in C-903.
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And | believe you have offered Exhibits 1
t hrough 19, M. Thonpson; is that correct?

MR. THOWPSON: That's correct.

JUDGE SCHAER: |Is there any objection to
t hose exhi bits?

MR. WLEY: Your Honor, | would ask you to
reserve a ruling on a portion of Exhibit RC-9 and RC-19
pending cross. And the portion of Exhibit RC-9 |
bel i eve are pages 9 through 13. | wll double check
that, Your Honor, and all of Exhibit RC-19.

JUDGE SCHAER: Ckay.

MR. THOWPSON: And, Your Honor, on | think
it's Nunber 22, the Staff nmenorandum

JUDGE SCHAER:  Yes.

MR. THOWPSON: | think that should be
identified by the -- probably by the docket nunber,
TC-980036, rather than the certificate nunber.

JUDGE SCHAER: Ckay.

MR. THOWMPSON: Just for identification.

JUDGE SCHAER: So |I'm going to go ahead and
admt Exhibits T-1 through 8. 1'mgoing to reserve
ruling on Exhibit 9 pending cross. |I'mgoing to admt
Exhi bits 10 through 18. 1'mgoing to reserve ruling on
Exhi bit 19.

And then I'"'mgoing to ask if there's any
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objection to adm ssion of

and 21, which were the Bench request

MR. WLEY: No,
JUDGE SCHAER:
M. Thonmpson?
MR. THOVPSON:
JUDGE SCHAER:
Exhi bits 20 and 21.
MR. THOVPSON:
reserving on 6 and 19?
JUDGE SCHAER:
MR. THOVPSON:

adm t

JUDGE SCHAER:
MR. W LEY: Yes,
And |

JUDGE SCHAER:
it's only been identified.

exhibits for identification 20
responses.

Your Honor.
Any concerns about those,

No.

Okay, then I'"malso going to

Just for clarification, you're

9 and 19.

' m sorry.

Is that correct, M. WIley?
Your Honor.

assume you're reserving on 22?

22 hasn't
I will

been of fered yet,
expect you to offer

that if you choose to.
MR. WLEY: Ckay.
JUDGE SCHAER: So go ahead, M. W/ ey.
MR. WLEY: Thank you, Your Honor.
CROSS- EXAMI NATI ON
BY MR. W LEY:
Q M . Col bo, good norni ng.
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A Good nor ni ng.

Q It's been a while since we have been in a
rate case together, hasn't it?

A Yeah.

Q I would like to -- you lost ne a little bit,

and | may have been the only one in the room who got

| ost, on the substitute or revised Exhibit RC-6. That's
your letter or your counsel's letter to opposing counsel
and some of your changes. And where | |ost you was
trying to identify the changes on the internal page
references. And if you wouldn't m nd wal ki ng me

t hrough, because these pages are not nunbered.

A Oh.

Q And | was trying to track them and | got
| ost early on, and | just thought |I would ask you about
it now So could you help me by going to -- and pl ease

let me know if | need to | ook at the original RC-6 for
any purpose in going back over your changes, but | would
like to identify them on the page. W've got a line
reference, that should be easy.

A Okay.
Q So let's start with concession SeaTac,
pl ease.
A Mght | -- and on ny copy of RC-6, | don't

have page numbers either, so maybe we shoul d put page
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nunbers in now so we know what we're tal king about.
JUDGE SCHAER: That would be fine with ne.
Anyone have any problemw th that?
MR. THOWMPSON:  No.
A. | have nunbered the summary pro forma i ncone
st atenent as page nunber 1.
BY MR. W LEY:
Q. And up at the top it says the nane of the
carrier, the certificate nunber, and it says pro form
i nconme statenent 12 nont hs endi ng 9-30-00, correct?

A Yes.
Q. Okay, that's page 17
A. Yes.
Q Okay.
A. Page 2 are the restating adjustnents.
Q. That's a doubl e sided page that has been
provi ded, correct? That's what | have.
A. Well, | have restating adjustnents on page 2,
and | have nunbered pro forma adjustnents on page 3.
Okay.
And then | have a page 4.
Okay.

Which is the separated results.
. Okay. And that also says pro forma incone
statenment, does it not?

Q>0 >0
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A. Yes.
Q Up at the top, and then at the bottomit says
separation?
A Yes, and it lists in Colum B and E the
Brenmerton operation and the Pierce County operation.
Q Thank you, and that's page 4 you said,
correct?
A. Yes.
Q And then that continues, does it not?
A. That's as far as | have.
JUDGE SCHAER: | am thoroughly confused at
this point.
MR. THOWSON: | apol ogize, this is --

sonet hi ng strange happened in the copying of this
exhibit this norning. There are actually only four

sheets, right, but we have -- some of them have been
reproduced tw ce here, and it confused ne.
THE W TNESS: | have the original

MR. THOWSON: We do have a clean copy that
maybe we shoul d substitute rather than --

MR. WLEY: And, Your Honor, where |I'm
getting confused right nowis that I want to nmake sure
that the copy that was handed out today versus what |
received in the mail on Decenmber 6 are the sane
docunments. And if they're not, | want to just discard
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one of them

JUDGE SCHAER: Let's go off the record for a
moment to discuss the |ogistics.

(Brief recess.)

JUDGE SCHAER: Let's be back on the record
after a brief recess. During this time, | believe,

M. WIley, that you were able to, M. Thonpson, excuse
me, you were able to get page numbers put on the revised
version of Exhibit 6, and |I'm going to substitute this
docunment for the one that was admtted a few m nutes
ago.

Do you have any concerns about that,

M. WIley?

MR. WLEY: No, | don't, Your Honor. Now I
think I understand what has happened, so I'mgoing to
use this.

JUDGE SCHAER: So then everybody use this
copy. This copy has page nunbers on the bottom of the
pages that | hope will help you with your questions,
M. WIey.

MR, W LEY: Good.

JUDGE SCHAER: \Why don't you go ahead with
that at this point.

BY MR. W LEY:
Q M. Colbo, | think that the page nunbering
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now is going to help ne, but let's just walk through it

qui ckly.

A. 1 through 67

Q Excuse me?

A. Corrections 1 through 67

Q Yeah, RC-6, and this is the Decenber 5 letter
from counsel

A Yes, | have it.

Q On the concession SeaTac, the change at I|ine

18 to the pro forma, where do | make that change
internally?

Yes, on page 1 of the exhibit.

Ckay.

Li ne 18.

Okay.

Concessi on SeaTac.

Ckay.

. The corrected nunmber has al ready been entered
on the revised exhibit of $13, 634.

Q>0 >0 >

>

Q. Thank you. Let's just go down through these
and do them Line 217

A. Yes, fuel taxes.

Q. And that's on page 1?

A Yes, everything is on -- | think everything

is on page 1.



Q Excuse ne, page -- oh, the letter --
A. Well, let's just key in to page 1.
Q. Yeah. The reason | was confused, |'m sorry,

M. Colbo, is the letter of Decenmber 5th, which is the
revised RC-6, which is a part of the exhibit, refers to
page 4, and is that --

A Well, | think the |ine nunbers are consistent
t hr oughout .

Q Okay.

A So if we tie to line page 1, | think we're
okay for all of it.

Q. Okay.

A That's pretty nuch it.

Q It carries out throughout the exhibit is what
you're sayi ng?

A | hope so.

(Di scussion off the record.)
BY MR. W LEY:
Q. Counsel has indicated that on pages 1 through
3, it's line 18, and on page 4 it's line 11 for
concessi on SeaTac, for instance. So if we are guided by

this letter, we will be fine that way.
A. Okay.
Q. And down bel ow, depreciation, that should be

item nunber 4, not item nunber 3, correct?
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A Yes.

Q And then on page 2 of the letter, gain |oss
on sale would be the fifth revision, not the fourth,
correct?

A Yes, that is correct.

Q Okay. | haven't gone through to highlight
themall, but if |I ask you questions about them if you
slow down, | will find them

A. Thank you.

Q Okay. For instance, on the depreciation

adj ustment, the change increases depreciation expense
approxi mately $15,000 in the conpany's pro forma; is
t hat correct, your change?

A. Yes, | have accepted M. Burton's.

Q. And t hat was based on your acceptance of the
anortization period fromfive years to four years,
correct?

A That's correct.

Q. Now woul d you pl ease highlight for us I
believe it's line 72.

JUDGE SCHAER: O what exhibit, please?

Q ' msorry, these questions are on RC-6, page
1, line 72, and then let me see if it's on any of the
ot her pages. No, it isn't. So the operating ratio

cal cul ati on appears only to be on line 72 of RC-6
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revised; is that correct?
JUDGE SCHAER: Also on page 4 at the bottom

Q. M. Colbo, there is a reference to operating
ratio on page 4 of RC-6 as well, is there not?

A. There's references to operating ratio on line
72 of page 1 and |ine 49 of page 4.

Q. And the cal culation for operating ratio at

line 49 on page 4 of RC-6 is a different cal cul ation
other than the 82.76 reference than the line 72 at page
1, is it not?

A. You | ost ne.

Q. You're separating the operating ratio on page
4 by operations, and you're not doing that on page 1,
correct?

A That's correct.

Q. Okay.

A. Page 1 is total conpany, page 4 is total
conpany split between the two routes.

Q. Now t he operating ratio recomendation that
you are now proposing is 97.56; is that correct?

A. Yes.

Q And you have --

A. " m proposing 97 in my testinony.

Q. Okay, well, that's what | wanted to ask you.

Your pro forma shows 97.56 as the result of operations
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after all of your adjustnents, correct?

A. Yes.

Q. And you have revised your testinony, at |east
you gave us a page where you were revising your
testinmony to reach 97.56, and by that | nmean a change to
RC-1? Were you not, where you were referencing the

calculation. | will try to find it. |If anybody finds
it before nme --

A. Page 33.

Q Okay, thank you.

A. Li ne 11.

Q. Thank you. So page 33, line 11, yes, you
are. And could you please clarify how that revised
operating ratio squares with, for instance, line 3 of

RC-1, page 33, where you tal k about a 97% operating
rati o?

A. Yes, the 97.56 on page 1 of RC-6 follows from
the fact that | have rounded off the Staff recommended
revisions to existing rates to the nearest quarter.
CGeneral |y speaki ng, when bus conpani es have rates, they
like to keep things either in whole dollar ambunts or to
the nearest quarter so when people get on the bus
drivers don't have to funble with pennies and nickels
and dinmes. That's the difference.

Q. I think your answer was going to the design
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1 of the rate rather than to the operating ratio, and ny
2 question was, how does the 97% operating ratio

3 referenced on line 3 now square with the revision that
4 you have made to 97.56 in terns of the operating ratio
5 requirement? Wuld | be revising your testinony in

6 RC-1, page 33, line 3 to put 97.56 as your recommended
7 operating ratio?
8
9

A The target operating ratio that | testified
tois 97. Since | accommpdated the conveni ence of the
10 drivers to round off revised -- proposed revised rates

11 to the nearest quarter, that happens to be an operating
12 ratio that's higher than that, 97.56.

13 Q So then ny question is, should we not be

14 revising your target operating ratio reference to be

15 accurate to 97.56 rather than 97?

16 A No.

17 Q And that's because of the rate design --

18 A. Yes.

19 Q. -- allowance that you nade?

20 A. Yes.

21 Q But if we're tal king about an operating ratio

22 target, aren't we talking nowin ternms of your testinony
23 about a higher than 97% operating ratio?

24 A Yes, if the conpany -- if the rates proposed
25 when this is resolved cone out to exactly to pennies,
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1 then we can accommodate 97.

2 Q | guess | don't understand your answer based
3 on ny question then. Are you saying that we would then
4 -- we would add to the revenue requirenent to hit the

5 97% or we would accept the revenue requirenment which

6 would then come out to 97.567

7 A. No, 97 is the target, and those $3 and $2

8 amounts on lines 4 and 8 of page 1 of Exhibit RC-6 have
9 been rounded to the nearest quarter. |If as a result of
10 this hearing there are revised rates when all is said
11 and done, those can be adjusted to the actual nunbers
12 that will yield a true 97%

13 Q And that would be at the election of the
14 regqul ating conpany or --

15 A. | guess it would be at the election of the
16 Judge or the Comm ssion, whoever wites the orders.

17 Q Ckay. Well, | just want to understand your

18 testinony, and that is it appears that you' re saying

19 that because of rate design issues, you have naintained
20 the reference to the target operating ratio, but the

21 actual operating ratio that your proposed rates now

22 yield is 97.56.

23 A That's correct.

24 Q. Are you saying then that a 2.44% revenue

25 margin would be sufficient for this conpany to pay taxes
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and provide a reasonable profit to the conpany?

A. Yes.

Q. And have you done any further cal cul ation
based on the adjustment upwards of the operating ratio
to update your conclusion regarding that revenue nmargin
of 2.44%

A. Repeat the question, please.

MR. WLEY: Could | have that read back, Your
Honor .

JUDGE SCHAER: Wbuld you read back the
guestion, please.

(Record read as requested.)

A. No.
BY MR. W LEY:

Q I want to make sure | understand RC-6, and if
we could go back to it, please, because this -- it's

correct that this is your focal docunment in terns of the
Staff's position on rates in this proceeding, correct?

A That's correct.

Q. Okay. Sonme sort of explanation of sonme of
the line itenms would be hel pful for those of us who are
not accountants in terns of dealing with this on a daily
basis. Wuld you describe the adjustnent that you nade
on line 62, which is gain on sale of assets, which |
understand fl ows out of your acceptance of the
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anortization and depreciation adjustnents of the
conpany; is that correct? It does flow out of your
acceptance of that?

A Yes, | just accepted M. Burton's nunbers.

Q Ckay. So when we say, and | can ask
M. Burton this too, but gain/loss sale of assets,
restating adjustment, a debit of $15,917, what does that
-- can you give us in layman's terns what that
represents, please?

A. Well, with respect to line 62, that
adj ustment just transfers the gain to line -- fromline
62 to line 52, putting it above the line to consider it
as an operating expense.

Q And you have, by accepting the conmpany's
position, you added dollars to the amunt up above the
line adjustnment; is that correct?

A. Yes. Just a nonent, | will verify that.

Yes, the number of line 52 gain/loss on sale, the credit
bal ance of $5,579, line 52, page 1 of Exhibit RC-6, is
exactly the sanme as that appearing in M. Burton's
exhibit on line 44. | have accepted the conpany nunber
her e.

Q. Thank you. You al so prepared a Bench --
pursuant to a Bench request a conbined pro forma in this
proceedi ng, did you not? And by conbined, | nmean the



00056

conpany and the Staff pro formas sort of contracted; is
t hat correct?

A. Yes.

Q Is that a fair characterization of what
you're doing there? If | msstated it, please correct
ne.

A. | think it's basically fair. |If you could
refer ne to the specific one you're tal king about.

Q Yes, it would be Exhibit 20, Bench Request
Response Nunber 6.

A Yes, | have it.

Q. Now can you give us a little bit of
foundation on this. |Is it correct that you have taken
the pro forma i ncone statenents, yours is RC-6, and
M. Burton's | will get you, is it RC-3, excuse ne,
WIB- 2, correct?

A Yes. |'m pausing because ny listing of it
shows it as WIC-2. It should be WB-2.

Q Yes, WIB- 2.

A. Yes.

Q And there is sone restating adjustnents at 3

and pro forma adjustnments at WIB-4. But you take both
your RC-6 and M. Burton's and then conpile the
contrasting restating and pro forma adjustnents on your
response to Bench Request Number 6; is that correct?
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A " mnot sure | understood all of that, but
with respect to the depreciation and the gain on the
depreciation, | have accepted his nunber in ny final
revi sed Exhibit RC-6.

Q ' m not asking about a specific adjustnent.
" mjust asking about what your response to Bench
Request Nunber 6 represents.

A Represents -- Bench Request Number 6
represents a conparison between M. Burton's exhibit and
my original Exhibit RC-6. And wherever there's a
difference, it attenpts to explain that difference.

Q. Okay. Are you saying, when you enphasize
your original RC-6, are you saying that Bench Request
Number 6 would be further revised by your revised pro
forma RC-67

A. Yes.

Q Okay.

A. There woul d be fewer differences at that
poi nt .

Q. Okay. And so it actually -- this would

actually be broader, neani ng Bench Request Nunber 6
response, Exhibit 20, would actually be a broader
anal ysis than a current revised one because you have
accepted some of the conmpany's adjustnments?

A That is correct.
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Q Okay. But other than that, there aren't any
ot her revisions to Bench Request Nunber 6, are there,
that you can think of?

A. No.

Q Okay. Now is it correct that we can | ook at
Bench Request Nunber 6, your response to Bench Request
Nunmber 6, as sort of a tenplate of where the parties
stand in this rate proceeding right nowin terns of
their differences?

A Yes, we can.

Q. Okay. And could we just then with that
foundati on, could we sort of highlight those so that we
can have a road map of the remmining issues, okay. And
my first question to you is, in the far right-hand
colum, you have very cogently provi ded expl anati ons of
the line item adjustnents, correct?

A. Yes.

Q And right now they're on, for instance -- I'm
not going to ask you about the typographical errors and
adj ustments because | think those are very self
explanatory. The fuel tax credit, for instance, which
is shown at line 9 on your response to Bench Request
Nunmber 6, that involves a fuel credit adjustnent that
you concur in, correct?

A That's correct.
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Q Okay. Now the next line 15, your note in the
ri ght-hand side says, see note at the bottomof this
schedule titled "payroll tax differences". Is it

correct that these -- that the $5,939 difference all
flows out of the conpensation which the parties provide
for the owner and the taxes that would be attributable
to the differing conpensati on?

A No.

Q Ckay. Can you describe what that is?

A. Part of that is due to that.

Q. Okay.

A. That's of the $5,940, $2,351 is attributable

to differences in owner conpensation. The renaining
$3,589 is attributable to differences in how M. Burton
and nyself has handl ed the L& tax refunds.

Q. Okay. And so -- and you have at the bottom
the note that those nunbers that you have just referred
to are found. Can you explain essentially the
cal culation there. That's you are -- M. Burton renoved
the refund, you retained the refund, and then you
anortized it over a three year period; is that correct?

A. Yes.

Q And that's where the nunmber of $3,589 cones
fronf

A. Yes.
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Q Ckay. So | would take that one third
cal culation and add it to the difference in payrol
t axes based on the differing |l evel of recommended
conpensation, and | would conme up with $5,940, which |
find in a rounded format line 15; is that correct?

A That is correct.

Q. Thank you. The next itemis a very heavily
di scussed but not very material adjustment to the public
utility tax rate which both Respondent and Staff
initially used an erroneous rate for, correct?

A. That's true.
Q. And now you have corrected that, and that
makes a difference now at | east -- when you say

difference, that's again because a different revenue
requi rement since the public utility tax is based on
gross revenue, correct? Let ne ask it this way, maybe
it wuld be easier. What's the difference derived from
the $274 figure?

A Let nme take a | ook.

Q Sur e.

A Oh, | used in ny nunber the $31, 838.

Q Wait a mnute, you're going to have to take
me there, I'mnot seeing that nunber.

A We're tal king about the $274 difference

bet ween $31, 838 and $32, 112.



Q. Ri ght .

A "' mnot exactly sure what the difference is,
M. Wley. It's a $275 difference.

Q. Ri ght .

A It may be the difference between 1.926 and
1.823 tinmes the present |evel of revenues.

Q. | agree with you, it's not material. Wat |
was trying to address was whether it was based on a
di fferent revenue figure because the conpany and the
Staff derived different revenue figures for proposed
rates.
Oh, no, it's not due to that at all.
What is it due to?
It's present |evel revenues.
Oh, okay. It says that, but | didn't
understand t he basis of the calculatlon So how do you
think there's a difference now? |t appears you didn't
adj ust the nunber of the conpany to the public utility
tax rate of 1.92, whatever it was. Just you had used
their ol der nunber, is that what you think happened?

O >0 >

A | don't know what | did.
Q Okay.
A. I think I took revenues and nultiplied by

1.926 to cone with up with ny existing nunmber per
revi sed Exhibit RC-6.
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Q And t he conpany's nunber m ght not be at al
different fromyours if you took the present rates and
t hey concur on the public utility tax rate?

A |'massum ng that the number would be the
same if that happened.

Q Okay.

A. And if it isn't, it's only $275.

Q. Legal and accounting, we will get into that

topic in nuch greater |length, but right now on RC-6, the
$8,555 figure that you cone up with is test year |ega
expenses; is that correct? O is that a restating

adj ust nent ?

A. I'"'m-- | have revised RC-6 here if you can
refer me to what you're tal king about.

Q. Oh, I"'msorry, it's line 25, |egal and
accounting. |'mjust asking you on the exhibit, not

getting behind the theory of the number at this
juncture.

JUDGE SCHAER: What page nunmber are you on,
M. WIey?

MR. WLEY: Oh, I'msorry, it's Bench Request
Number 6, Staff response, I'msorry, line 25, and | wll
have a nunber of questions about this exhibit.

THE W TNESS: And now that | am on the sane
page you are, could you repeat the question?
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BY MR. W LEY:

Q Yes, |'m saying, could you just tell me the
difference in the nunmbers as you understand. |It's
$100, 000, and that's based upon what?

A. M. Burton's inclusion as a pro form

adj ust mrent of $100, 000 for the |legal fees pertaining to
this case.

Q. And you provide no adjustnment for |egal fees;
is that correct?

A That's correct.

Q. And the next line, which is 36, a figure of

$15,737. And again, this is on the Staff response to
Bench Request Nunber 5. That's where you concur and
i ncrease the depreciation expense by $15, 737, correct?

A. Yes, that's the $15,000 you asked ne about
earlier.
Q Okay. Line 47 of Staff response to Bench

Request Nunber 6, that's the affiliated rent issue,
correct?

A. Correct.

Q. And could you just, we will explore that
further later too, but just tell nme your figure is --
the $37,000 figure is based on what, and the $60, 000
figure as you understand it is based on what?

A $60, 000 is the anobunt that the conmpany
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actually recorded on its books in the way of rental
paynments paid to an affiliate for use of their facility.
In Iieu of the actual booked and paid amounts, | have
substituted the actual cost plus a return associ ated
with that facility. That anount is less than the

$60, 000 that the conpany has recorded on their books.

Q. Do you have any cal cul ation that addresses
the adjustnment for return that you just referred to?

A. Yes.

Q And is that in your testinony?

A | don't -- well, | -- the fact that there was

a return elenent to it nmay be, but the exhibit, the
cal culation isn't shown anywhere.

Q And do you have that in work papers that you
coul d provide?
A Yes, | do.
MR. WLEY: Your Honor, | would Iike to make
a request that that be provided to the conpany. | don't

know i f there's an objection.

JUDGE SCHAER: Can you either nake that a
record requisition, or if that's sonething that could be
found at the next break, it would be nice if it could
just be provided so we could question if necessary.

Woul d you be able to provide that after the
next break, M. Col bo?
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O©CoO~NOOUITAWNE

THE W TNESS: Yes, | can.

JUDGE SCHAER: And is that acceptable to you
M. Thompson?

MR. THOWPSON: It is.

JUDGE SCHAER: All right, let's proceed.
BY MR. W LEY:

Q. Okay, two nore left to go, M. Colbo. On
Staff response to Bench Request Nunber 6. Line 54,
officer salary, that's a famliar topic in this
proceeding, isn't it?

A. I went |ooking for that exhibit, and now I
can't find where we are.

Q I"msorry, I will let you get toit. | can
probably find it here. No, | don't think |I have nore
t han one copy, |'msorry.

A Oh

JUDGE SCHAER: We're on the |ast page of
response to Bench request 6, M. Col bo.

A. Oh, just a nmonent, okay, I'mwth you.
Q. Okay. We've just got two nore, and then you
can --
A Then | can | eave?
Q No.
Line 54, | said that's a famliar topic in

this proceedi ng, correct?
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1 A Oh, yes.

2 Q And that reconciles the direct testinony of
3 yourself and M. Burton in ternms of what you reconmend
4 be included in rates for officer or owner conpensation
5 is that correct?
6
7
8
9

A. Yes.
Q. And that difference at the present tine is
$42,362; is that correct?
A. Yes.
10 Q Okay. And finally, the item now getting nore

11 famliar, the gain/loss on sale adjustnment that we have
12 been tal king about, that shows the effect of your
13 acceptance of the conpany's anortization of four years

14 on reducing -- explain the parens of $5,579 in that

15 context, please.

16 A The gain --

17 Q It reduces the anount of gain, doesn't it?
18 A. It reduces the anount of gain because nore
19 depreciation was taken or -- |I'm accepting his nunber.
20 It gets conplicated.

21 Q. Okay.

22 A. It has to do with the changed service life

23 going fromfive to four years, and as a result of that,
24 the gain is different than it would have been if | had
25 stuck with ny five year anpunt.
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Q I'"mrelieved to hear accountants say it gets
conplicated, because we were trying to correlate the
adj ust ments ourselves, and for the non-accountants, it's
sonewhat tricky at tinmes.

Okay, | want to next go to sone of your
statements in RC- 1T, which is your direct exam
testimony, and we're going to skip around a bit. But I

want to first go to your discussion which I was not
conpletely clear on at page 12 of your testinony
regardi ng adjustments that you made for, rather
characterizing | should say, the use of bonuses by the
conpany. And the testinony -- the questions start on
page 11 on this adjustnment and go over to your testinony
at page 12 where you tal k about inconme tax approaches
used by the conpany. Are you with nme?

A. Yes.
Q Ckay. Now woul d you descri be, please, your
under st andi ng of why a conpany would take -- would agree

to a distribution of conpensation by bonus versus sal ary
under I RS regul ations?

A Yes, and ny response is simlar to the
conpany's response to one of the Staff data requests.
| f the conpany pays dividends and distributes profits
rat her than including those anobunts as conpensation,
then they pay tax, the corporation pays tax on nore
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incone. And the individual when he or she gets those

di vi dends pays personal inconme tax on themas well, so
they're taxed twice. |If you class them as conpensati on
to the owner, taxable incone is less. And for the
corporation, they get -- those anpbunts get passed

through to the individual, and they only get taxed once
on his tax, personal income tax return.

Q. So then you woul d agree that distribution of
proceeds via bonus versus a dividend to a sharehol der of
a closely held corporation is a consistent approach to
reduce federal incone taxes?

A | don't know what you nean by consistent.
The IRS allows it.
Q Well, you use a termon line 10 of page 12

t hat :
This is a perfectly legitimate
| RS- al | owed approach to reduce incone
t axes.

A. Whul d you naeke that reference again, please.
Q. Yes. At line 10 of page 12, you say:
This is a perfectly legitimte
| RS- al | owed approach to reduce incone
t axes.
A. Yes.
Q And so | guess ny question is, based on that
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statenent, you see nothing inappropriate by the issuance
of bonuses to owners of closely held corporations rather
t han di vi dends?

A. Not for tax purposes, | don't. But for
regul atory purposes, | certainly do.

Q Okay. Well, then let's explore that a little
bit. If a regulated conpany is closely held |ike
Brenmerton-Kitsap Airporter, Inc., do you know what |
mean by the expression closely hel d?

A. I think so.

Q. Okay. If it's a closely held corporation and

it's a regul ated conpany |ike the respondent in this
proceedi ng, which master should the conpany serve in
maki ng decisions |like this, the Internal Revenue Service
or the regulatory entity?

A I think they should do the right thing.
think they should call owner's conpensati on owner's
conpensation and call profits profits or dividends and
quit going through this charade.

Q. Okay. Well, | want to explore that, because
| just thought -- | thought you just testified that it
was entirely appropriate consistent with IRS regul ati ons
to distribute excess profits through bonuses rather than
di vi dends. You --

A. | said for I RS purposes it's absolutely
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1 proper and all owed.

2 Q Okay.

3 A. For regul ation purposes, | don't think it's

4 proper to include those bonuses as operating salaries

5 for the owner.

6 Q So your answer to ny question when you used

7 the termdo the right thing was basically your testinony
8 that the master the conpany should serve is the

9 regulatory entity in nmaking a decision |ike that rather
10 than maxi m zing inconme through application of IRS

11 regulations; is that correct?

12 A Wel |, the conpany on its books and records --
13 at rate case tine, we can nmake the appropriate

14 adjustnents to handle it the way we think it should be
15 handl ed.

16 Q. And | guess then that begs the question of

17 how do you think it should be handled? It appears that
18 you don't think it is appropriate to distribute excess
19 profits through bonuses.

20 A That is correct.

21 Q And why is that so?

22 A. Because it's profits, it's not an operating
23 expense of the conpany that should be used to cal cul ate
24 rates. It's a distribution of earnings.

25 Q Ckay. So then you woul d argue that rather
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than distribute the profits to the owner of the closely
hel d regul ated conpany, they should | eave the excess
profits in retained earnings in the conpany to be used
for some other purpose other than owner's conpensati on;
is that correct?

A They could do that, and they could distribute
di vi dends through those accunul ated retai ned earni ngs.
Q. But isn't it true that if they distributed

di vi dends through the retained earnings, they would run
af oul of the double taxation issue with the IRS and al so
continue to raise flags with you as the auditor about
excess conpensation?

A If they did that, there would be no fl ags
raised to us. |If they declared bonuses nore properly to
be profits, which, in fact, is what they are, that's
fine with us.

Q So are you saying that in this proceeding and
in the test year period that we have totalled bonus and
salaries to be $421,000, that if M. Asche as president
of the corporation had issued a dividend for $265, 000,
or excuse nme, $365,000, you would have thought that was
entirely appropriate and woul dn't have sought to reduce
the rates of Brenmerton-Kitsap Airporter, Inc.?

A Is $365, 000 the ampunt of the bonuses that
happened during our test year?



Q That's my under st andi ng.
A. And now can you repeat the question?
Q. My question is, if rather than issue that

amount of noney to bonus, that anount

by a dividend, whether

that, in fact,

had been rem tted
woul d have caused

the Staff not to file a conplaint against

Brenmerton-Kitsap Airporter, Inc., for overearning?
A Well, that's not quite true.
Q Well, | guess |I'm asking you what approach

you woul d recommend that this conpany take if it
accumul at es excess earnings to avoid runni ng af oul of
your concerns that they are conpensating their owners

too highly.

A You asked me that if the 355 or --

Q 365.

A 365, whatever, was paid as a bonus, would I
be recommend -- would | -- would there be no conpl ai nt
proceedi ng and woul d existing rates therefore not need
to be rolled back. Is that --

Q Yeah, that was one --

A -- essentially your question?

Q -- of my questions.

A. If I can refer you to Exhibit RC-6, page 1,
have al ready done that. |If you look at colum F, |ine

72.
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Q Hold on, I'mnot finding -- okay, colum F.
A Line 72, the operating ratio after having
made t hat adjustment, in effect saying that the 355 or

365 is dividends or distribution of earnings and not an
expense for officer conpensation, that operating ratio
is still pretty low, so rates would still be too high,
and there very well may be a conplaint or some kind of
effort nade to reduce present rates, and that still

| eaves the issue of overearnings in prior years to be
addr essed.

Q. Okay, well, | guess | want to go back to your
statenment that you said that they should do the right
thing by calling it owner conpensation and not bonus
when they distribute revenue, and that seened to nme to
suggest a qualitative judgnment by you of a preference
for dividends over bonuses; is that correct or not

correct?
A That's correct.
Q. Okay.
A But that's only one el enent of the whole mass

of data that's presented on this sheet. There are other
factors that conme into play as well.

Q. So then at | east one factor that you say
woul d have aneliorated their position in your eyes in
part is the distribution of excess revenues by a bonus
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1 -- by a dividend rather than a bonus, correct?

2 A. Yes.

3 Q. Now you referred to line 72 of page 1 of

4 RC-6, and you're telling nme that that, by your

5 ~calculations or by your estimate, that the difference
6 between a bonus and a dividend would actually increase
7 the operating ratio of the conpany by approximtely 2
8 1/2 percentage points; is that correct?
9

A. Bet ween per books and present |evel, yes.
10 Q So --
11 A. Excuse nme, between per books restated, and
12 present |evel, yes.
13 Q Ckay. And so we get that figure, do we not,

14 by | ooking at colum D and colum F and making the

15 <calculation of the percentage difference?

16 A. Yes.

17 Q Ckay. So what -- by the way, do you know

18 what the consequence would be in ternms of additional

19 federal incone tax to the sharehol der and to the conpany
20 if they paid excess revenues in dividends rather than

21 bonuses?

22 A. Just a nmonent, | have the conpany's response
23 to Bench Request 9.
24 Q. Okay, you're going to have to enlighten ne in

25 terns of the relevance to -- excuse ne, Bench Request 9,
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| was | ooking at the data request, sorry.

A Oh.

Q. Did you say Bench request or data request?
A No, | said Bench request.

Q Okay.

A. I may have m sstated nyself. Could you

repeat the question?

MR. WLEY: Could | have it read back, Your
Honor .

JUDGE SCHAER: Wbul d you pl ease read back the
guesti on.

(Record read as requested.)

A There woul d be nore net inconme to the
conpany, so they would have to pay nore federal incone
tax, and there would be nore taxable inconme to the
i ndi vidual, and he or she woul d have to pay nore tax.
BY MR W LEY:

Q So it would be an adverse effect, correct?
A Yes.
Q. Now you said that one inprovenent or

anmelioration of the excess earnings issue for this
conpany currently would be to do what we have just been
tal ki ng about, to make divi dends rather than bonuses for
excess revenues, correct?

A. Yes.
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Q Now i f they did that under your
recommendati on, there would be | ess excess revenues to
pay taxes with, correct?

A. Yes.

Q The -- if, in fact, let's go back --

A The taxes, yeah, there would. Well, say that
agai n.

Q. I think my question said, if they did what
you recommended in part, which is to dividend the excess
revenue rather than -- or inconme rather than to issue

bonuses to the sharehol der, they would be in a position
where they would owe nore income tax, both the conpany
and the sharehol der?

A. Yes.

Q. And under your recommended revenue
requi renent, there would be | ess income to pay taxes
with is my question; is that not correct?

A. What do you nean by revenue requirenment?

Q. Under your proposed rates, revenue
requi renment | evel, and nethodol ogy of regulating the
revenue and earnings of this conmpany, there would be
| ess net dollars to pay taxes with than at present,
correct?

A Are you assum ng that Staff proposed rates
beconme effective?
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Q Yes, nmy question assunes that if your -- that
there is less of -- there's |less aggregate dollars in
the revenue margin than present to pay taxes with; isn't
that pretty clear?

A Yes.

Q Okay.

A. And there would be | ess taxes, because there
woul d be | ess incone, |ess taxable incone.

Q That wasn't ny question though. M question

was whether the result of your reconmended regul ati on of
the earnings of this conpany would yield fewer dollars
to pay taxes with.

A. That's true insofar as you limted your
guesti on.

Q. Okay. Now you tal ked about at -- we teed off
on this issue by referring to RC-1 and your testinony
about taxes, which begins at 11 and 12. The issue of
maki ng perfectly legitimte financial decisions to
reduce i ncone taxes has certainly in this case by using
bonuses rather than dividends raised flags to you as a
rate auditor, has it not?

A. Yes.

Q. If the conpany did not distribute the excess
proceeds to the shareholder, let's say in the test year,
which | believe ended in Septenber of 2000, correct?
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A. Yes.

Q If it had not distributed the excess incone
in bonuses and say had left all or a large part of the
$365, 000 that conprised the bonus in the conpany as
retained earnings, isn't it true that that would have
been far less likely to draw attention of the Conmm ssion
staff than the rem ssion of bonuses did?

A Well, that's one of the major -- one of the
main things in this case is the difference, yes, is
owner's conpensation. So if owner's conpensation woul d
have excluded the bonus, then that would have elim nated
one of the or reduced one of the mmjor contentions,
that's correct.

Q Well isn't it true that if M. Asche hadn't
recei ved the $365, 000 bonus, we wouldn't be here?

A | don't know whether that's true or not. As
| said, there are other issues renaining between the
parties.

Q. But they don't anopunt to as material an issue

as the owner's conpensation, do they, the |egal and
accounting expense?

A. No, but that's a big difference too, that's
$100, 000.
Q. Well, | agree with you on that, but I'm

saying that we wouldn't be in this proceeding if the
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$365, 000 bonus hadn't been issued in the test period,
correct?

A. | don't know whether we would be in the
proceedi ng or not.
Q Are you aware of any conplications to closely

hel d corporations, or any corporation for that matter,
if a retained earnings figure grows over the years?

A | understand there are some federal incone
tax regul ations regarding retained earnings and what
happens if it isn't distributed.

Q. Okay. Could you give nme the basic prem se of
your understandi ng of that issue?

A. I know that accunul ated earnings that build
up are taxed at sone point.

Q. Do you know when that -- it reaches a point

where the tax is triggered, or are you testifying that
it occurs throughout the buildup, or what do you know?

A. I don't know the details.

Q. Haven't you had di scussions with the
accountant for Brenerton-Kitsap Airporter, Inc.,
regardi ng the accunul ated retained earnings issue?

A. We had a discussion where he said that was
one of the reasons that they treated it |ike they did,
i ncludi ng those | arge anounts as owner's conpensati on
rat her than profits.
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Q And when you say they treated it |ike they
did, what do you nean?

A | mean they included the entire $421, 000
anpunt as owner's conpensation rather than profits.

Q Okay. Well, let's be clear on the terns

you're using just there. Rather than the profits, you
mean rather than retaining that anount as a retained
earnings in the corporation, correct? Because the
profits were there, but isn't what happens to the
profits the issue?

A. | think the issue is |evel of earnings and
profitability and rates that are fair, just, and
reasonabl e.

Q. Well, let's --

A. $421, 000 owner's allowance is not fair, just,
and reasonabl e.

Q Ckay, let's go back and try to answer ny
gquestion. | understand your view on this, and you w ||

get a chance to express it in addition to your
pre-filed. But | was asking you about your discussions
with the conpany's accountant and the issue of retained
earnings and the liabilities that flow froma grow ng
retai ned earni ngs i ssue, okay?

A. Yes.

Q And | said, didn't you have discussions with
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the accountant with respect to the liability that the
conpany faced about the retained earnings issue? Yes or
no?

A. I had one brief discussion with M. Cox.
Q And did you understand as a result of that
di scussion that M. Cox or -- that M. Cox had advi sed

the conpany to take a specific action in the test period
with regard to the buil dup of retained earnings?

A. I think we were -- it was a very brief
di scussion. It was general in nature, and it didn't
relate to any test period at all. Just in general that

the conpany is seeking to mnim ze its overall tax
bur don.

Q Okay. And how did you understand the conpany
was going to be doing that based on that discussion?

A By classifying -- by reclassifying profits as
owner's conpensati on.

Q Okay. Well, in other words, if the conpany

didn't take that course and sinply continued to
accurmul ate the retained earnings in the conpany, what

did you understand the consequences of that will be?

A If they didn't pay dividends, there would be
sone federal tax obligations accruing to that.

Q. Okay. And by dividends, you al so nean

bonuses, don't you?
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A | guess they're one and the sane.

Q In the context of nmy question now, not in the
earlier questions, correct?

A Then I"'ma little bit confused where we are.

Q Ckay, let's back up then. What |' m asking

about now, M. Col bo, is what you understood based on
your, as you characterized it, a limted discussion with
t he conpany's accountant regarding the i ssue of retained
earni ngs and federal inconme tax consequences, okay?

A Okay.

Q. And we can use the figure of $365,000 in the
test year if you want to use that figure or any other
dol | ar anmount of retained earnings. But ny question to
you seeks your understandi ng of what the accountant was
telling the conpany about what it had to do with excess
earnings. |f you don't have an understandi ng, tell ne,
but --

A. Just a nmonent. M understanding is provided
by the conpany in response to Staff Data Request Nunber
2.

Q For the record, Staff Data Request Nunber 2
recal cul ates conpensation paid to the sharehol der over
the test period; is that correct in part?

A | don't know about that at all.

Q Ckay. Well, | want to understand why you
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said in answer to nmy question about your understandi ng
of what the accountant was advising the conpany that
it's your understanding is based on the response of the
conpany in Data Request Number 2.

A My understanding is to mnim ze the overal
tax obligations of the conpany and the prine
shar ehol der, the conpany has elected to classify, in
effect, treat profits as owner's conpensation. So they
reduce the tax liability of both the conpany and the
tax, overall tax obligation of the conpany and the prine
shar ehol der.

Q. I s that understandi ng based on any
i nformation you have about the peril of accumul ated
retai ned earnings surpluses in the conpany?

A. That coul d be addressed either through doing
it the way they have done it, or it could be addressed
by distributing dividends. Either way, retained
earni ngs woul d be decreased, and they would effectively
deal with the tax liability flowing from excessive
retai ned earnings.

Q. Okay, | think you neant to answer my question
yes.

A | don't --

Q. That is based on an understandi ng of the

perils of accunul ated retained earnings in the conpany.
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So you're acknow edgi ng, are you not, that all ow ng
retained earnings to accunulate in the conpany's coffers
woul d be a federal income tax problemfor the conpany?

A If retained earnings builds up, then there is
tax consequences flow ng fromthat.

Q That are adverse to the conpany and to the
shar ehol der, are they not?

A It increases the federal incone tax
[iability.

Q Wel |, and that could be quite substanti al,
could it not? That's adverse? | nmean who wants to pay
nore taxes, right?

A. Well, it increases their liability to the
federal government and the Internal Revenue Service.

Q. You have al ready acknow edged t hat avoi ding

tax is legitimte under federal |aw as you understand
it, correct?

A For I RS purposes, there's nothing wong with
that, it's fine.

Q. Okay.

A For regul atory purposes, it's not fine.

Q Okay, well --

A. As | stated before a couple of tines.

Q. Well, we may go back to that point, but for
now, | want to understand you do acknow edge t hat
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there's a probl em about accunul ated retained earnings in
a conmpany, and thus is it correct that you understood
that as a result of that problem the conpany elected to
distribute its excess retained earnings in the formof a
bonus to its sharehol der?

A. That's what they do.

Q. " mnot saying -- |'m saying this conpany;
when you say they, do you nean this conpany?

A. Yes.

Q Okay. So if, in fact -- do other conpanies
do that in your experience?

A I can't think of any, and certainly not
i nvol ving the magni tude of these nunbers.

Q But nmy question -- so your answer IS no, you

don't know of any other conpanies that have distributed
retai ned earnings to the sharehol der?

A. Through di vi dends presumably they have.

Q Thr ough bonuses?

A. ' mnot aware of any off hand.

Q. And you're speaking with respect to regul at ed

conpani es or all conpanies in general ?

I don't know about any of them either one.
Okay, so you're speaking of both then?

Yes.

Now if, in fact, the conpany had left the

O >0 >
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excess revenues as retained earnings during the test
year, not distributed themto the sharehol der, you have
tal ked about the consequences on the operating ratio,

whi ch woul d have increased the operating ratio, correct?

A. It would have | owered the operating ratio.
Ch, wait a mnute, you said if they did what with the
bonus?

Q. They left the retained earnings of $365, 000,
et cetera, in the conpany in the test period. You
testified, have you not, that it would have increased
the operating ratio by at |east approximtely 2.5%
correct?

A. Can you refer nme to that?

Q Yes, it's line 72, page 1 of substitute RC-6
where you testified in colum D that the operating ratio
t hrough the bonus distribution format was 80.29 and t hat
if they had -- excuse ne, excuse ne, | want to restate
this question.

And if they had, in fact, dividended it |
bel i eve was your testinony, that it would have been
82.767

JUDGE SCHAER: \Why don't we give the w tness
a noment to find the reference, M. W/l ey.

MR. WLEY: Sure.

THE WTNESS: | have RC-6 in front of nme now
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JUDGE SCHAER: | believe, M. Col bo, that you
were being asked to refer to the Staff Response to Bench
Request Nunber 6.

Is that correct, M. WIley?

MR. WLEY: | believe, hold on, it's -- no,
it's the revised pro forma, RC-6, Your Honor.

JUDGE SCHAER: Okay.

MR. WLEY: And it mght be in Bench Request

Nunmber 6; | don't know, but I'mreferring to line 72.
THE WTNESS: | have it.
BY MR. W LEY:
Q. Is it correct that your testinmony is, if the

conpany did not use the bonus nethod but used the

di vidend nmethod, its operating ratio under your

cal cul ati ons woul d have increased by 2 1/2%in the test
year ?

A If | said that, | don't know that that's
correct. On that page, line 72, there is no difference
bet ween officer salary at per books restated and officer
salary at present. They're one and the same. So if
there's any change in operating ratio, it's due to other
t hi ngs goi ng on.

Q. Okay.

A Its not due to owner's all owance.

Q So any reference that you nade to an
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adjustnent in the operating ratio that would have been
affected by the -- by a revision in the conpany's
practices from bonuses to issuing dividends isn't
correct?

A Well, if you look on line 72, M. WI ey,
columms B and D, that is the change in operating ratio
t hat woul d ensue by reclassifying owner's conpensati on
as dividends, and there is a significant change in the
operating ratio there, and there are other things that
play into it as well as the bonus anount.

Q. You did allude to that as just one factor,
but I"mstill trying to go back to your earlier
testinmony so that | understand.

A I may have m sunderstood the question.

Q. Are you saying that the operating ratio is

unaf fected, that in colum D and colum F that the
change in percentage of operating ratios would be

unaf fected by whether the conpany divi dended or bonused
its excess revenues to the owner?

A If you' re tal king about the difference
bet ween col umm D and colum F, yes.

Q Okay. So then anything that you said earlier
t hat would involve that we should revise?

A Well, | may have m sspoke nyself, or | may

have not understood the question. But at that point,
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t he bonus adjustnent, if you want to call it that, has
al ready been nade.
Q So it doesn't matter how it's characterized,

as bonus or a dividend, those cal cul ati ons woul d be
unaffected; is that your testinony?

A. Bet ween colum D and colum F, yes.

Q. That's my question.

A But not between B and D.

Q My question never even addressed B.

A Okay.

Q. We've only dealt with Dand F in ny
guesti ons.

A That doesn't have anything to do with
reclassifying owner's all owance.

Q. Now you used the termearlier in your

testi mony when | was asking you about the use of bonuses
and how you square that with your reference to
legitimate I RS practices, you used the termthat it was,
you know, that you wanted the conpany to do the right
thing. How would you define doing the right thing in
the circunstances that they were faced with in the test
period with retained earnings grow ng? Wat is your
concept of doing the right thing?

A The right thing may have been to cone in
periodically through the years when these earnings were
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accunmul ati ng and | ower rates.

Q So you would -- so really then your reference
is not to any distribution of incone to the owner, but
it is to conme in and seek |lower rates, that that should
be -- the onus is on the regul ated conpany to cone in
and to reduce its rates once the retained earnings
accumul ates; is that correct?

A When they start accunulating in this
magni tude, | think that would be a good thing to do.
Q Okay. Well, isn't -- by the tinme the conpany

realizes, for instance, that its retained earnings
anount has grown by $200,000 in a year, isn't it in
effect too late for them at |east as concerns the IRS
and their tax problem to deal with that by the tinme
that that's recognized?

A I don't know about the IRS aspect, and it
didn't just happen to be --

Q My question --

A. -- one year. |It's been going on for a number
of years.

Q My --

A There's plenty of time to do sonethi ng about
t hat .

Q. Try to answer the question first, and then

you can nodify it. But ny question goes to the IRS
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liability, and by the tinme the conpany realizes in a
test year period that its accunul ated retai ned earnings
has grown by $200,000, isn't it too late fromthe IRS
obligation standpoint to deal with it?

A They can give dividends.

Q Okay. But then they pay double taxation and
have the problem correct?

A Yes, but they have the dividends and the
income to pay the tax liability.

Q But even if they dividended the excess
earnings, you would still feel by your testinony that

they had a problem fromthe standpoint of regulatory
ear ni ngs, correct?

A If they dividended it, then owner's
conpensation would be |l ess and nore realistic, and that
woul d be good in terns of setting rates.

Q So is it your testinony that if this conpany
had di vi dended the excess earnings in the test period,
it would have mtigated the problenf?

A Not the tax problem but it --
Q Well, the regulatory problem
A. It would have presented revenues and expense

that were nore realistic in terns of reclassifying
profits as owner's all owance.
Q. But my question goes, M. Colbo, as to
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whet her it still would have raised flags with you as a
rate auditor whether the excess earnings were dividended
or bonused; you still would have had problenms with the
retai ned earnings figure, correct?
A That's not nmy concern, that's an I RS concern.
Q No, |'m asking you froma regul atory concern.
A | haven't addressed the issue of retained
earnings at all.
Q Ckay. Well, then | guess what | want you to

do, and speak hypothetically then, and tell me if, in
fact, Brenerton-Kitsap Airporter, Inc., had distributed
its excess retained earnings in the test period in the
formof a dividend to M. Asche rather than a bonus
whet her that woul d have mtigated from your standpoint
as a regulatory utility accountant a problemw th the
conpany's operations?

A One of the problems, but there are others
relating to the 82.76% operating ratio in RC-6, line 72,
colum D, present rates.

Q. Okay, well --

A. There are other issues that still show that
t he conpany's overearning.

Q. Okay.

A. That is one of them

Q Ckay. And how nmuch of the problem would have
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been mtigated by use of a dividend rather than a bonus?

A $355, 000.

Q | think the figure is $365, 000.

A | don't think it is.

Q Ckay, maybe you're right, I could be wong, |

t hi nk you are maybe right. At any event, if it's

$355, 000, are you saying then that that would have

all eviated the pressure on the conpany froma regul atory
standpoint as far as their present rates, but you could
t hen renmove $355, 000 of earnings that you would no

| onger feel are excessive if they dividended that noney
rat her than bonused that noney?

A If they dividended it, then profits would be
-- expenses woul d have been reduced by $355, 000, and net
i ncome woul d have been increased by $355, 000, and that
-- does that answer your question?

Q Well, not conpletely. | think nmy question
goes to whether we would have a probl em on excess
owner's conpensation if we had bonused the noney -- if
we had divi dended the noney rather than bonused it. |I'm
taking it fromyour testinony that you woul dn't have had
a problemthen with owner's conpensation if they --

A Wth owner's --

Q. Let me finish -- if they, in fact, had
di vi dended the excess inconme rather than bonused it?



And expensed it.

Dol Il ar for dollar.

And expensed it.

And dol | ar for dollar.

That's true with respect to that one issue.

. That's what |'m asking you about, that issue,
and |'m saying the dollar amount of that issue would not
be in dispute if the conpany had used a dividend rather
than a bonus; is that your testinony?

OPO>0»

A. Yes.

Q. And you make that statenment w thout any
reference, | understand, to the federal incone tax
treatment and consequences of a dividend versus a bonus?

A. Yes.

Q Let's shift a little bit to the issue of the
i ndustrial insurance premium | believe you tal k about
that at page 11 of your testinmony RC-1T, yes, lines 2
t hrough 10. Do you have that in front of you?

A. Page 117?

Q Yes.

A. Yes.

Q You explain your restating adjustnment in the
testi mony here, do you not?

A. Yes.

Q And you're discussing your treatnent of an
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L& credit received by the conpany during the test
period there, correct?

A. Yes.

Q And that was an amount of $10, 767, correct?
A. Yes.

Q Okay. What is your understandi ng of that

refund; was it by the Departnent of Labor and
| ndustries?

A It was ny understanding that it was.

M. Burton in his testinony says that part of it is from
Labor and Industries, and part of it is from CH32M or
sonet hi ng or ot her.

Q What is your understanding of what CH32M i s?

A. It's a conmpany that manages i ndustri al
i nsurance matters for their clients, one of whom
apparently is Brenmerton-Kitsap Airporter.

Q Are you famliar with retrospective rating
groups under the Washington Industrial |Insurance Law?

A. | know that periodically there are
adjustnments to -- there are conparisons nade between
actual clai mexperience and prem uns paid, and sonetines
there are adjustnments made for that.

Q. And are you famliar with certain regul ated
i ndustries that the Conm ssion regul ates that are
menbers of these kinds of groups?
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A. Yes, there are sonme solid waste conpanies
that are.
Q. And in the past, there have been trucking

conpani es and courier conpani es and ot her types of
groups that the Comm ssion regulates that do this, don't

t hey?

A. | don't know. | wouldn't be surprised.

Q. And what is your understandi ng of how those
groups work in terms of triggering refunds of industrial
i nsurance premunms? And by those groups, | nean these
retrospective rating groups.

A As | said, | think there are conpari sons made

bet ween prem uns paid and actual claimexperience. And
if claimexperience is | ess than prem uns paid, there's
adj ust mrents made and refunds given.

Q. I's that based on an experience rating that
the industry group has, or what's your understandi ng of
how you cal cul ate or how you qualify for that refund?

A. Well, I"'mnot, as | said, ny understanding is
it's a conparison nade between prenm unms paid and actua
cl ai m experi ence.

Q So that woul d be an experience rating
guoti ent ?
A | guess that would be true.

Q And did you, in fact, investigate whether
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this conpany, Brenerton-Kitsap Airporter, Inc., was a
participant in such a group during the test period?

A No.

Q. And do you know whet her the refunds then
related to conventional industrial insurance program
adm ni stration by the State or by a private entity?

A. Well, it was my understanding that it was
both by the -- that it was all from Labor and
| ndustries, but M. Burton in his testinony says that
part of it was from Labor and Industries and part of it
was from CH32M

Q. And you don't know what portion of the
$10, 767 refund that you have identified in the test
period related to noneys adm ni stered by Labor and
| ndustries and what part related to noneys adm ni stered
by the retrospective rating group that you have
identified as CH3M or sonething?

A. I can find out that if you would |ike.

Q. I'"mjust asking you at the present tine based
on your adjustnment whether you have that information?

A | didn't make a distinction between the two
parts. | dealt with the total amount of $10, 767.

Q. Okay. And can you tell nme the rationale that

you use to basically require the $10,767 as you
anmortized it to be included in revenues?
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A. Yes, these adjustnments are by nature
adj ustments of prior claimand prem um experience and --
Q. Can | interrupt you, when you say these

adj ustnments, are you referring to the retrospective
rating group or just conventional L& prem um
adm ni stration?

A I don't know that there's a distinction. |
don't know that much about it. But in ternms of this
adjustnment, it was a refund given of premuns paid in
t he past and conparing that with clains or
adm ni strati on expense levels that were | ess than the
anmounts previously received, and so they gave an
adj ustment returning some of the increased prem uns paid
in the past.

| understand the nmechanics of how that was

det erm ned, but what I"'minterested in is how you
treated it.

A. | anortized that refund over three years,
including one third of it in our test year.

Q. | understand that. |'m saying why you felt
that it was a normal type adjustnent and not -- a
recurring adjustnent.

A. Well, as | stated in ny rebuttal testinony at

page 1 of Exhibit 17, lines 21 through 23, or excuse ne,
lines 21 through lines 4 of the next page, in order for
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the rate -- if the refund was sinply given and the
conpany elimnated it fromconsideration in terns of
setting rates as M. Burton has done, then the rate
payers woul d never get those savings passed back to
them Vhat | tried to do here is even things out over a
three year period and make that adjustnent.

Q. But isn't that adjustnent based on an
assunmption on your part that this is a sort of
normal i zing, recurring circunstance where refunds are
going to be reoccurring cyclically?

A. They do happen periodically.

Q. Are you saying that they do happen for this
conpany or for the industry in general ?

A For the industry in general.

Q. For this conpany, do you know if they have

ever experienced in test periods that you have | ooked at
retrospective rating credits for L& ?

A. No.

Q. Do you know if there is any -- are you
famliar with any formal or informal staff policy for
di sposition and treatnment of this type of credit?

A. I know that in the past for solid waste
conpani es that | have audited where there have been such
refunds that | have done the same thing as | have done

here, | have anortized them over a nunber of years.
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Q Well, ny question went to whether there was
an informal or formal policy about the treatnment of
retrospective rating refunds to regul ated conpani es.

A | think the principle is that to elimnate
t hem woul d be to forever pass those savings back to the
rate payers, and that would allow themto accrue solely
t o managenent or ownership of the conpany and not share
any of it with the custoners.

Q Ckay. You have told ne what the principle
is, but you haven't told me whether there's a policy,
informally or formally; that's what nmy question goes to.

A Well, there is no formal policy witten down
anywher e.
Q And the informal policy may be a prem se that

you understand but not that's a universally accepted
anongst the Staff or --

A | don't know.

Q Okay. All you can tell ne is that that is
your principle then, correct?

A Yes, and that allows the benefits to be
passed back to rate payers.

Q Well, | understand what the effect is, but

I"mtrying to get to the notivation for making the
adj ustnment, and that's based on your i ndividual
understanding of it being a benefit that is sonehow
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recurring to the conpany, correct?

A. They do happen periodically, yes.

Q. So one has to assune that this is a recurring
benefit to the conpany, but you have not reviewed this
conpany's books and records to establish whether there
ever has been anot her instance of themreceiving a
refund fromL& in a retrospective rate --

A No, | have not.

Q You woul d acknowl edge that as far as prem um
expense is concerned, certainly premuns will continue
to be due over the future, correct?

A Yes, they could be higher or |ower.

Q CGenerally in nost industries they have, what,

have they gone up, or have they gone down, or can you
make any characteri zati on?

A. | think since M. Locke wanted to be
reel ected, he |Iowered the rates.

Q And can you say that with specificity with
respect to the airporter industry?

A. No, but | think it was an across the board
decrease. | think there were a couple of them

Q But you don't know apparently if you say you
t hi nk?

A. There have been reductions in L& rates from

t he Departnment of Labor and Industries in the past few
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years.
Q Across the board?
A Acr oss the board.
Q. I n your experience, since you' re alluding to,

you know, industry w de and L& w de actions, don't
refunds depend entirely on the experience rating of nore
than just a single taxpayer but typically of an industry

group?
A. I don't know the specifics of how these
t hi ngs are cal cul at ed.
Q. So then you can't tell me if the experience

of other conpanies would inpact the issuance of refunds
in the future to Brenerton-Kitsap Airporter?

A. No, all I know is that during our test year
t hey got the $10, 700 sonet hing refund.
Q. And you don't know then, you woul d

acknow edge, would you not though, that circunstances to
establish or qualify for refunds are at |east partially
if not conpletely out of the control of the regul ated
conpany to trigger refunds?

A. Well, they could if they had an aggressive
safety program and sought to reduce clainms, that would
have sone i npact on the potential for future additional
refunds and | ower future rates.

Q And assum ng that the industry as a whole is
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rated, in establishing an individual rating for a
conpany, this taxpayer individually couldn't affect

other than its own performance the overall industry
rating, could it?
A That's true, but for whatever the reason is,

the fact remmins they got a $10,000 plus refund during
my test year. That was their share of it.

Q. Okay, we're not disputing the fact that there
was a refund.

A Okay.

Q. We're disputing your treatnent of it as a

recurring credit.
As | said, it's --
Okay.
These t hings happen, and they go credits, and
they go the other way too. Sonetimes there's an
addi tional due. And if that happened, we would put the
i ncreased anount in and spread it over a nunmber of years
so that it wouldn't be all lunped up into one year

Q. But again, you nade no investigation of the
past to normalize this adjustnment based on historic
operating experience of this conpany, correct?

A. Not of this conpany, no.

Q. Okay. Let's go, let's start in on the owner
conpensati on i ssue, okay. You have offered quite a bit

>0 >
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1 of testinony on the -- in response to the direct

2 testinmony of M. Asche and M. Burton and al so on your
3 own about the job functions and responsibilities of

4 M. Asche, have you not? 1In reviewing M. Asche's

5 conpensation and job functions in this rate proceeding,
6 did you personally nmake an on-site eval uati on of

7 M. Asche's job functions at his termnal in Port

8

9

Or chard?
A Not in this case.
10 Q Did you ever seek to shadow M. Asche or ask

11 himor request that you shadow himfor a part of the
12 business day to see what he did?

13 A. No.

14 Q Okay.

15 A. We [imted our inquiry to data requests.

16 Q. And how |l ong has it been since you have been
17 to the termnal and met with M. Asche would you say?
18 A I think I was there in 1998.

19 Q. In drawi ng conparisons to the

20 Brenerton-Kitsap management enpl oyees, which you do at
21 page 13 of your direct testinmony, did you conpile job

22 descriptions fromthe individual enployees to understand
23 what they did, or how did you draw t hose conpari sons

24 that you do at page 13 of your testinony?

25 A. Can you point me to a |line nunber?
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Q Yeah, you tal k about the -- it generally
begi ns at page 12, line 18, when you tal k about how you
drew the appropriate |evel of conpensation for
M. Asche, and then you nmention other people in the
conpany on page 13. And you also address this in a
shorter fashion in your rebuttal testinony about how you
contrast M. Asche's job responsibilities with others in
his conpany. And |I'm wondering how you conpil ed this.
Was that solely based on a description data request from
t he conpany?

A Yes.

Q. Did you talk individually to any of these
enpl oyees or request the ability to talk to any of these
enpl oyees to ascertain what they did during the typical

wor kday ?
A. No.
Q So then your calculation really canme off

charts or data that would be a |line item describing the
position of the person and the nane opposite the
description?

A. Yes.

Q Okay. Do you know if any of these people did
nore, perfornmed nore than one function at the conpany?

A Yes, they do.

Q. Okay. And woul d that be accurate about
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M. Asche as well? In other words, he perforns nore
t han one function for the conpany?

A. I think he -- according to the response to
the data request, he lists quite a few functi ons.
Q Since we don't have the data requests in the

record, can you just tell us what your understandi ng of
the job functions he perfornms are? You have referred to
themin generic formin your rebuttal testinony, but I'm
just asking you now, what's your understandi ng of the
role of M. Asche in the managenent and operation of
Brenmerton-Kitsap Airporter?

JUDGE SCHAER: M. Wley, is that included in

Exhi bit 9?

THE WTNESS: | believe it is, Your Honor,
specifically page 28.

JUDGE SCHAER: | was | ooking at the reference

you gave to the testinony, and it refers to an exhibit.
MR. WLEY: Sure, it probably does, Your
Honor .
JUDGE SCHAER: If you could refer to that, it
m ght be hel pful .
BY MR. W LEY:

Q. You have referred to the Data Request Nunber
3 that you also incorporate in RC-9 at page 28?
A. Yes.
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Q Have you -- is that consistent with your
under st andi ng of the broad overview of the job
description and functions that M. Asche provides for
Brenmerton-Kitsap Airporter?

A. Yes.

Q I n addressi ng what you deemto be an
appropriate conpensation |evel for M. Asche, you have
provi ded RC-9 as support for your position, have you
not ?

A. Yes.

Q. And that, would it be fair to say that's a
conpil ation of various source data that establish the
actual conpensation of M. Asche during the test year
and seek to support your dramatic revision dowward of
t hat conpensati on?

A That's true.

Q You indicate in your conpilation of the
owner's conpensation packet and at page 13 of your
testimony that you reviewed prior Staff audits in
seeking to determ ne an appropriate |evel of
conpensation for M. Asche; is that correct?

A. Yes.

Q. And, in fact, you recap his conpensation at
page 9 of RC-9, do you not, through the Staff audit?

A Yes, | do.
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Q Ckay. And | ooking at page 9, just so that we
have an understandi ng of what you're doing here, you
take the docket nunmber as the first point of reference,

t he proposed effective date, the test year, the pro
forma revenue, and then conpare that to a base sal ary,
correct, and bonus and booked conpensation. | nean we
can read the headings, but that's what you' re seeking to
do; is that not correct? 1In other words, to split out
and conpare the total conpensation, the all owed
conpensation, to the revenue requirenment and by docket
number ?

A Present |evel revenues, yes. |'m conparing
present |evel revenues with owner conpensati on.

Q And as far -- this chart also includes your
recommendation in this proceeding, does it not?

A. Yes.

Q That, in fact, is the last |line item on page
9 of RC-9, correct?

A Yes.

Q. And this page, by the way, has not been

revised by any of your |ater changes in Decenber, has
it?

A. | don't think so.

Q. Okay. And you tell us over to the right the
out cone and di sposition, and that says current case in
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di spute, so that's how we nmatch that in addition to the
docket nunber; is that right?

A. That was ny attenpt to accurately portray
what we're going through here today.
Q Okay. Well, let me ask you about that. As I

go through RC-9 at page 9 and your testinony, isn't it
true that in the last three to four years, the Staff of
t he Comm ssion, which | assume includes you, has
proposed conpensation for Richard Asche considerably
above the $66, 000 you now are advocating for M. Asche?

A well --

Q. Yes or no please first.

A. Ckay, then repeat the question.

Q As | go through page 9 of RC-9 and your

testinmony, isn't it true that over the last three to
four years the Staff of the Comm ssion, including
presumably you, have recomended owner conpensation
consi derably above the $66, 000 figure you recomrend in
this proceeding? Yes or no?

A. No.

Q. Okay, why isn't it true that you have
recommended - -

A. Because we didn't recommend them Except for

this case, which is in dispute, they were w thdrawn.
The results were never presented to the conmm ssioners,
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the filings were withdrawn, the results were
prelimnary, there was no final anything issued on it.

Q. But that's not nmy question, M. Col bo.

VWhet her the Conm ssion fornmally adopted the Staff
recommendation or not isn't the issue. The issue is
whet her during the processing and review of the filing
by Brenerton-Kitsap Airporter, Inc., the Staff all owed
in rates as conpensation for M. Asche an anpunt

consi derably above $66,000. And you have said no, and
" m asking you, well, can you go to page 9 of RC-9 and
tell me why the columm that says total Staff all owed
conpensation is erroneous?

A Those dollars are correct, but there were no
final results. The filings were wi thdrawn before there
were final nunmbers actually applied.

Q. Well, | understand that, and your colunn case
clearly indicates that. But ny question didn't go to
the ultimate disposition of the filing.

A. Okay.

Q. But to the recommendati on by you and the
Staff as to all owed conpensation |evels of M. Asche as
owner of Brenerton-Kitsap Airporter, Inc.

MR. THOWPSON: |'m going to object as asked
and answered. | think he has explained that there never
was a Staff recommendation, because there wasn't a case.
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MR. W LEY: He didn't use that termat all,
Your Honor. He said that the Comm ssion hadn't decreed.
JUDGE SCHAER: M. Wley, | think a couple of

guestions back that was asked and answered. |'m going
to sustain the objection.
MR. WLEY: | would ask you to instruct the

witness the next time to answer ny question yes or no.
| don't object to himproviding an el aboration, but he
has repeatedly failed to answer with a yes or no
response, and it is conpounding the record here.

JUDGE SCHAER: Well, it is ny recollection
that he said no and why, but we could go back a few
questions and have that read back. | don't know if you

want to pursue the question. That is nmy ruling,
M. WIey.

MR. WLEY: | just wanted you to know that |
wi |l object the next time | catch himdoing it.
BY MR. W LEY:
Q. M. Col bo, your testinony then as I

understand it is, no, the Staff never recomended a
conpensati on anount above $66, 000 because the Comm ssion
never approved the Staff recommendation; is that
accurate?

A ' msaying -- no.

Q That's not accurate either, okay.
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A ' msaying that at sone point in the
processing of this case, the Staff canme up with these
nunmeri c val ues for conpensation for M. Asche, but that
the cases were never finalized. They were wthdrawn at
sonme point. These nunbers appeared in the anal ysis of
the work papers | have done to get this page 9.

Q. Are you saying that those anal yses that
appeared at |evels above $66, 000 were erroneous?

A ' msaying that's how those cases were -- no,
that's how those cases were processed.

Q. That's not ny question. |'m saying, are you

saying that the figures that were above $66, 000 that are
reflected in colum H at page 9 of RC-9 are erroneous?

A. No.
Q. Then it's true, is it not, that at sone stage
of at least two proceedings for rate filings by this

conpany that someone in the Staff recommended an owner's
al | owance above $66, 000? Yes or no?

A. Yes, at sonme point in the processing of the
case, but it was |ater wthdrawn.
Q. | understand your answer to all of these

gquestions about the entries on TC-980036 and TC-981332
at page 9 of RC-9 will all be predicated on the fact
that they're withdrawn; is that correct?

A. Yes.
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Q They were withdrawn, but that isn't ny
guestion. M question is to your chart and the entries
on the owner conpensation level. And nmy question now to
you i s, do you know upon what basis the Staff made
recommendations in -- at some stage in the proceeding in
a proceeding that was wi thdrawn that allowed owner's
conpensation over $40,000 in one case above your current
recommendati on and over $16, 000 above your current
recomendati on?

A. I know that for the ampunt in cause nunber
TC-980036, which is M. -- which was handled in, well,
February 15, 1998, that ampbunt was based on a percentage
of revenue anount that was developed in the prior case
in Docket Nunber TC-920667. And since revenues had
increased so dramatically between those two parts, that
was the reason why there was this owner's all owance
increase. |In cause nunber 981334, that was a case that
| did, and | canme up with an amount of $82,500, and |I'm
not sure exactly how | came up with that nunber.

Q. Okay. Have you seen an exhibit that's been
identified as | believe 22 in this proceeding
previously, 20, I'"'msorry, no, it's 22.

JUDGE SCHAER: Mar ked for identification as
Exhi bit 22, M. WIey.
A. | have it.



You do have it?

Yes.

Have you seen that docunent before?

I think | probably have.

And assum ng you have seen it before, it
appears t hat you have sonme information at | east to how
t he nunmber on owner's conpensati on got devel oped in
exhibit for identification 22, correct? | mean you
testified that it was based on an increase in gross
revenues?

A. Yes.

Q. Okay. And woul d you then acknow edge that
the size of the revenues has a bearing on the owner's
conpensation at |east that you establish for an
airporter conpany |like Bremerton-Kitsap Airporter?

Q>0 >0

A. It's one of several factors that woul d be
consi der ed.
Q And your understandi ng of one of the

rational es for the owner's all owance being factored by
Staff at $105, 735, which is the net Staff allowed
conpensati on.

A. Yes.

Q I's the fact that between 1992 and 1997, the
gross revenues had grown materially of this conpany?

A. Yes.
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Q And thus it would -- the Staff felt it would
be fair to conpensate the owner at a proportionately
hi gher rate due in part to the growh in revenues of the

conpany?

A That's apparently what that Staff person
felt. |1 don't necessarily agree with that.

Q. Well, | just asked if that's what the
Staff --

A That is correct.

Q Okay. Now, in fact, today, are the revenues

shown on Exhibit 22 for identification, page 2, bel ow
t he revenues of Brenmerton-Kitsap Airporter at present?

A. Woul d you give ne a reference again,
M. WIley?

Q. Okay, Exhibit 22 for identification, page 2.

A. Yes.

Q The gross revenues shown.

A. Line 177

Q. Well, you can find them yeah, it's line 17
that I'mlooking at. |It's the total incone, but yeah.

Ckay, total income, is the total incone |arger today
than that shown on page 2 of exhibit for identification
227

A. Yes.

Q And under the rationale at |east used by that
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1 Staff person, you would expect the owner's allowance to
2 increase if we also adjust owner's all owances for

3 increase in operating revenues of the conmpany, correct?
4 A Yes, if that person had done this case.

5 Q Thank you

6 MR. WLEY: Your Honor, it's 12:00, | think
7 this would be a good place to break for lunch. | don't
8 know how you feel.

9 JUDGE SCHAER: How much nmore do you have,

10 M. Wley?

11 MR. WLEY: On this topic or --

12 JUDGE SCHAER: All together

13 MR. WLEY: It's always dangerous to

14 estimate. Hold on, | think we certainly will finish his
15 cross this afternoon, Your Honor.

16 JUDGE SCHAER: Wbul d you have a significant
17 anount nore?

18 MR. WLEY: Yes.

19 JUDGE SCHAER: Okay, let's go off the record
20 for a nmonment and di scuss schedul i ng.
21 (Di scussion off the record.)
22 JUDGE SCHAER: While we were off the record,
23 we discussed our lunch break for today and have
24 determned that we will break now and cone back at 1:30.

25 We're off the record.



(Luncheon recess taken at 12: 00 p.m)

AFTERNOON SESSI ON
(1:30 p.m)

JUDGE SCHAER: Let's be back on the record
after our lunch recess.

Do you have additional questions, M. WIley?

MR. WLEY: Yes, believe it or not, | do,
Your Honor.

JUDGE SCHAER: Go ahead.
BY MR. W LEY:

Q | believe as we broke for lunch, M. Col bo,
you were tal king about the references on RCis it 9, the
owner's conpensation packet and the chart, yes, it's
page 9 of RC-9 and the chart that you derived from your
review of prior rate cases.

A | have it.

Q Okay, good. Now in an earlier data request
that was Brenmerton-Kitsap Data Request Nunmber 11, you
were asked to produce any E-mails, menoranda, or other
internal communi cation by Staff addressing or
referencing existing rate | evels or proposed increases
sought by Brenerton-Kitsap Airporter, Inc., from 1998 to
present. Do you have that request in mnd? | can hand
it to you.



A That's okay, |'ve got it here.

Q Okay.

A. Just give me a mnute. | have it.

Q. Okay. And in that response, you provided a

menor andum i ncluded in the response was a nenorandum
dated November 25, 1998, in TC-981332. It says draft,
and you provided that?

A What was the docket nunmber, M. WIley?
Q. TC-981132.

A | have it.

Q. And you provided that, and | believe you

alluded to that earlier in tal king about you neking the
decision on allowing 825 in as contrasted to the earlier
docket reference that | was asking a nunmber of questions
on, correct?

A. Yes.

Q Ckay. Now in answer to our data request
nunmber 11, you provided this nmeno. Can you tell me why
you didn't provide the meno that is identified as
Exhibit 22 in this proceedi ng when you provi ded the meno
that is TC-981332?

A Well, apparently it was an oversight.

Q. So then for your response in Data Request
Nurmber 11 from Brenmerton-Kitsap Airporter, Inc., the
meno TC- 980036 dated February 11, 1998, that's been
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mar ked for identification as Exhibit 22 in this
proceedi ng this nmorning should have been included in the
response, shouldn't it have?

A It appears that it should have been.

Q Okay, thank you. Now in both of those
docunments, and I'mgoing to be referring to --

MR. WLEY: Your Honor, can | nove for the
adm ssion of Exhibit 22?
JUDGE SCHAER: Yes, is there any objection?
MR. THOWPSON: No objection.
JUDGE SCHAER: That document is admtted.
MR. WLEY: Thank you.
BY MR. W LEY:

Q That shortens ny question a little bit,

M. Colbo. |In Exhibit 22 and the nmeno that you refer to
in RC-9, page 9, which is Docket Nunber 981332, there
are provisions for owner's allowance | think you

acknow edged above the present owner allowance provision
of $66, 000, correct?

A. Yes.

Q Can you tell me why, you have alluded to one
factor as being the revenues of the conpany affecting
proposed owner all owance, can you tell nme why you
retrogressed even fromyour own nmeno dated November 25,
1998, to the $66,000 you're allowing in this proceeding
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in the course of four years? Instead of adjusting for
inflation, you reduced the anount of owner's
conpensation, and |I'm asking you why?

A Yeah, | have now done additional studies and
research conmparing M. Asche's salary with other
executives of other regul ated conpanies, and | have al so
done the study of nunicipal transit entities and what

their -- what they pay their key executives. That
wasn't done back in 1998.
Q So | want to understand your answer. The

reason you are allow ng $16,500 less in owner's salary
is because in 1998 you didn't perform any review of
owner's allowances |ike you did in 2001 in conjunction
with the present filing; is that your testinony?

A Yes.

Q. And are you saying then that the fact that
t he gross revenues of Brenerton-Kitsap Airporter went up
some $200, 000 to $300,000 in the four years had no
bearing on your adjustnment downward for owner's salary
in this proceedi ng?

A. Revenue, it was -- was not a factor in com ng
up with the -- it was one factor | considered, but one
of several.

Q. So then, excuse me, so then in answer to ny

question, the answer is yes, you did consider that?
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A That was one of the factors that |
consi der ed.

Q. Well, how did you treat it then specifically?
| f you considered it and we still have a reduction, yet

we have an approxi mately $300, 000 i ncrease over the four
years, how did you consider it?

A. | recognized -- | just |looked at it, and it
was one of the factors, it wasn't one of the weighty
factors, but it's one thing that | | ooked at.

Q Is there any work paper or any other witten

anal ysis you have produced or prepared that woul d wei gh
t hese factors such as gross revenues in a forrmula that |
could ook at? You're referring to RC-9 are you now?

A I don't know where I"'mreferring now.
Q. Okay, | just wanted to keep up with you.
A | could refer you to RC-6 where -- oh, no, |

take that back, excuse ne. Maybe sonmebody can help ne
here, but sonewhere in ny testinmony | think | state that
the relationship between the $421, 000 owner's al |l owance
and the $1.6 MIlion revenue is about 25% and |I further
stated that the relationship between that owner's

al l owance of $421, 000 and the number of passengers

haul ed represents $3 and sonet hing per passenger haul ed.
That's one analysis | did of how owner's all owance
relates to revenue.
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Q Ot her than a testinonial reference though, do
you have any work paper or quantitative analysis, which
is what nmy question went to, where you would have
wei ght ed factors such as increase in gross revenues, et
cetera?

A No, and | suspect that the growth in revenues
was nore a factor of increased passenger hauls, nunber
of passengers haul ed.

Q Well, that's your supposition, but |I'm asking
whet her you did any analysis quantitatively of that
supposition or any others as you arrived at the fornula
that gets us to $66, 0007

A. No.

Q Okay. Can you -- okay, it's true then that
you are recomending, if you |look at RC-9, page 9, and
you | ook at the two nost recent as opposed to this
filings by this conpany, you're recommending at a
m nimum 16. 5 bel ow what you previously recomended, and
at a --

MR. THOMWPSON: |1'mgoing to object to the
formof the question. | think it's been discussed
before that he didn't recommend anythi ng previously, and
M. WIley continues to use the termrecomend. And |
think it's been -- M. Col bo said that he never
recommended that figure previously.
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MR. W LEY: Well, Your Honor, if | have

m sstated, | didn't intend to. Can | use the term
all owed as a verb? Wuld that be nore appropriate?
JUDGE SCHAER: Well, | think maybe it would

be worthwhile to restate it. Maybe since it is called
all owed on the table, that probably would be a good way
to proceed.

BY MR. W LEY:

Q M. Colbo, |I didn't nean to m sstate what you
had -- how you had characterized it. Isn't it true that
on page 9 of RC-9, you allowed in conpensation at a
m ni mum $16, 500 nore than at present in the |ast meno
that you did on this conpany, and indeed in a neno that
was drafted earlier on in that same year, 1998, that the
Staff allowed over $40,000 nore or approxi mately $40, 000
nore in owner's salary than is being provided in this
proceedi ng?

A. That's true, but that was before | did the
addi ti onal research in this case.
Q. So your answer is yes, and your reason as to

why it is true is that it's based on this survey that
you refer to in RC-9?

A. Survey is plural

Q. Okay, surveys. And, in fact, you didn't do
both the surveys, did you?
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A. No.

Q Actual |y one was done by another party who is
not a witness; is that correct?

A That is correct.

Q Ckay. Now with respect to those surveys,
whi ch one did you perfornf

A. This one here on page 9.

Q. Well, this -- is this a survey, or is this
just a chart?

A It's a review of prior work papers.

Q But excuse ne, | need to know, is that a
survey t hough?

A It was a survey of what the Staff had in
their work paper files in earlier filings for this
conpany's rate filings.

Q. So it's a recap --

A. Yes.

Q -- of the previous filings by this conpany?

A Yes.

Q. Okay. But | guess ny question goes to the

survey. Now we have the Ms. Dobyns survey that | wll
ask you about | ater.

A. Yes.

Q. But al so the survey of what |'m going to cal
t he "anal ogous operations".



A Okay.

Q Did you performthat survey?

A. | performed the survey on page 10.

Q. We're referring again for the record to RC-9,
page 10, correct?

A That's correct.

Q. Okay. And what was that survey based on,
contact of all of these conpanies?

A. It was based on work paper files of the nost
recent rate cases of other airporters in the state.

Q. So it wasn't based on personal contact by

you, but it was based on personal review by you of
filings by these conpanies; is that correct?

A. Yes, with the exception of the anmbunt shown
for Shuttle Express in colum C where the executive
salary is shown as $250, 000.

Q Per conpany - -

A. And if you have real good eyesight, you can
see that that was per a conversation that | had with the
conpany controller.

Q So other than that inquiry, everything else

was based on historic records that you personally
reviewed and extracted, correct, to make this exhibit
page 10 of RC-9?

A Yes. And additionally I did the case in
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colum E for Centralia SeaTac Airporter, and |I did have
conversations with that executive.

Q. As you prepared page 10 or during the rate
filing?

A No, during the rate filing.

Q Okay.

A And also a simlar statement in the first
colum A for Grey Line of Seattle.

Q And again, your testinony would be that when

the conpany filed, during the pendency of the filing,
you had conversations with them --

A. Yes.

Q -- about sone of this information?

A That's correct.

Q. You can't tell me whether it was with respect

to verifying the executive salary per se, can you, that
you had a conversation --

A. I think it was a discussion regardi ng pay
| evel s and duties perfornmed and tine spent.
Q. Okay. And so that would be your testinony

with respect to Gray Line, with respect to Centralia
SeaTac Airport, and a question that you did point to,
was it M. Sherrill or who is it at Shuttle Express?
A Yes, | think it's Jiny Sherrill.
Q Now ot her than this survey, your recap of
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Brenmerton-Kitsap filings, which is page 9 of RC-9, and
the survey performed by another Staff person, was there
any other basis upon which you relied in arriving at
this reduced all owance for salary in this proceedi ng
versus the imedi ately prior proceedi ng?

A. Well, | also have -- are you tal king about
surveys of salary?
Q. ' mtal ki ng about what supports your

concl usion that you arrived at of $66,000 in this
proceedi ng as opposed to your earlier 82.5 all owed

salary in the immedi ately preceding rate filing.

A Okay. Another Staff menber did the survey of
muni ci pal transit entities.

Q Yeah, | referenced that in nmy question.

A. | prepared the, based on information
contained in that survey, | prepared page 14 of Exhibit
9.

Q Hold on until | get there. That all deals
with the public transit systenf

A. Yes.

Q Correct?

A. Yes.

Q. I'"mgoing to call that as one source.

A Okay.

Q. The survey and the concl usions.
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A. Ckay. | also recapped the information on
page 15, which cones froman Avista case in 1999, and
the related order that follows it, part of -- an extract

of a part of that order. And | also provided on pages
23 through 25 a Staff exhibit from another Staff menber
relating to chief executive officers of electric and gas
utility conmpanies in the United States. And on page 26
and 27, Ms. Dobyns put together this schedul e surveying
chi ef executive conpensation in Washington state for the
year 2001 on pages 26 and 27.

Q. So your answer is that you prepared RC-9 and
that the enclosures in RC-9, you selected the enclosure
that make up RC-9; is that correct?

A. | selected the enclosures that make up RC-9?
Q. You personally --

A Oh.

Q -- selected the enclosures --

A. Yes.

Q.

-- that nmade up the owner's conpensation
packet in RC-9?

Yes.

And nmy question then goes back to whether,
ot her than the references, the two surveys, and the
Comm ssion case, the big utility Avista case, and the
i st of Washi ngton executive conpensati on, whether you

O >
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based your conclusion of $66,000 to allow for owner
conpensation in this proceeding on any other external
source?

A | learned that M. Asche spends his winters
in Arizona. That was a factor that | put into it as
wel | .

Q Well, excuse ne, that sounds a little
subj ective. Could you be a little bit nore specific
about how you learned it and what rel evance that has?

A. I had a conversation with the operations
manager when | tried to get in touch with M. Asche on
t he phone asking him some questions relating to this
filing or to a fuel surcharge filing. | can't renmenber
exactly which. | was told that he was in Arizona for
the winter and that he reported back to the office once
every six weeks.

Q And so you essentially docked his owner
conpensation for that factor, is that --

A. No, | did not.

Q. Well, then why --

A. That was one of the factors that | considered

in all of the factors that | considered in arriving at
t he $66, 000 owner's conpensati on.

Q. Well, if you considered it, | assunme it had
sone influence on the nunber you arrived at.
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A It doesn't have any -- there's no work sheet
t hat shows any cal cul ati on or anyt hi ng.
Q. Okay. So you can't quantify how nmuch you

attributed to the Arizona winter issue, but it certainly
was a nuneric factor in |leading you to your $66, 000
cal cul ati on?

A. It was one factor that | took into account of
all the factors that are included in Exhibit Nunber
RC- 9.

Q Okay, and I"'mtrying to get you to all of
those factors. So you have articul ated gross revenues,
t he surveys and other data in RC-9, the winter in
Arizona issue. |Is there anything else that you woul d
list as a factor that conprised the criteria upon which
you arrived at the $66,000 figure?

A At page 28 of Exhibit RC-9, there is the
conpany's response to Staff Data Request Nunber 3 where
M. Asche reveals his duties and responsibilities.

Q I meant to include that when | said RC 9.

A. ' m sorry.

Q You had previously referenced that, but
assume that that's included in RC9.

A. Okay.

Q. Is there any other factor other than what you

have just articulated that influenced your
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gquantification of owner's salary in this proceeding at
$66, 000?

A. The conpany's response to Staff Data Request
Number 19.

Q Can | just interrupt you before you allude to
that. Isn't it true that this response cane after you
arrived at the proposed salary of $66,000 and rates?

A | received the response to this data request
on August 16t h.

Q I guess we're tal king about two different
things, I"'msorry. | was |ooking at your Response
Nurmber 19, sorry, | apol ogize.

Ckay, I'm | ooking at that response, and can
you tell nme, that dealt -- deals with the question of
what M. -- what job functions M. Asche performed and

how he characterized the tinme he put in on the job.
What in this response |ed you to reduce the forner
al l owed salary to $66, 000?

A. The totality of the response. [It's al
related to what duties he has and the tine he spends
doi ng those duties. That's one of the factors we
consi der when we set owner's all owance.

Q. Could you be a little bit nore specific about
what in the totality of the response you found to be
meriting of a reduction in allowed salary as opposed to
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what you understood in 1998 when you recomended an
$82, 500 --

A. In 1988 | didn't do any of this work. This
was an -- Exhibit Nunmber 9 is a summary of all of the
information | did trying to come up with a $66, 000 --
trying to come up with a reasonabl e operati ng owner's
al l owmance for M. Asche. 1In 1998, | didn't do any of
this stuff. | knew that owner's all owance was going to
be an issue in this case, and in order to establish a
reasonabl e owner's all owance, we did all of this
addi tional work trying to come up with an objective
basis to set the salary.

Q Ckay. |I've got two questions flow ng out of
that answer. First of all, how did you know t hat
owner's salary was going to be an issue in this case and
woul dn't have been an issue in 1998?

A The conpany withdrew in 1998. This tinme they
didn't, and the salary is still higher.

Q Is that --

A Booked.

Q Isn't it true that the conmpany withdrew its
filing for a rate increase in this proceedi ng?

A. Yes, they did, and it was changed into a
conpl ai nt.

Q Ckay, well, nmy question then goes to why you
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knew t hat owner's all owance was going to be an issue in
this case and didn't believe it was going to be an issue
in the previous case?

A It's an issue in both cases.

Q So you correct -- so your testinony is that
owner's allowance was an issue in both proceedings
what ever the disposition of the proceedi ng?

A Yes, and what that allowance would be to set
rates that were fair, just, and reasonabl e.
Q Okay. Now then let's go back to your answer

to data request or our answer to your Data Request
Nurmber 19, and | agai n apol ogi ze for confusing those two
responses. \What, you said it was the totality of the
circunstance, it was the answer, it was your survey, but
| was asking you specifically what in that answer,
because you pointed to that as one of the factors that
led to your allowance of $66, 000, what specifically did
you find in there that led you to that adjustnent?

A. The duties that he said he performed and the
hours he spent doing those duties.
Q And you're saying that you didn't feel that

$82,500 was an appropriate all owance for himbased on
how he described the duties and the tinme increments that
he did in the answer to Data Request Nunber 197

THE W TNESS: Could | have that read back,
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pl ease.

JUDGE SCHAER: Joan, could you read that
guesti on back, please.

(Record read as requested.)

A Yes, and in addition -- in |light of the
additional work that |I did with the rest of the materi al
that's presented in Exhibit RC9.

BY MR. W LEY:

Q Okay, then that's what nmy original question
goes to, M. Colbo. [I'mjust asking you to identify
what factors, surveys, RC-9, et cetera, what criteria
you relied upon to arrive at your nunber. | understand
you don't have work papers supporting it, | asked for
those. But |I'mjust asking you to list those, and you
have |isted Data Request Number 19, our answer thereto,
you have listed the materials that were provided in
RC-9, you have answered gross revenues of the conpany;
is there anything el se that you would |list as a factor
that led to your arrival at $66,000 to allow for owner's
conpensation in this proceedi ng?

JUDGE SCHAER: |'m confused, M. Wley, in
this question, do you nean to enconpass all of the
t hi ngs he has already stated --

MR. WLEY: All of the things --

JUDGE SCHAER: So the Snow Bird thing and al
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of this other stuff is in this.
BY MR. W LEY:

Q. Is there anything el se other than what | have
just identified that you have testified to?

A | don't think so.

Q Okay. Now the reason | ask that, M. Col bo,
is that you, at least in your rebuttal testinony, you
tal k about -- you nmake a reference at RC, excuse nme, in

your original testinony RC-1T, page 37, you conclude, do
you not, that this conpany has overearned for five
consecutive years to a total of $1,155,0007?

A. Yes.

Q Did you, in fact, nmake any adjustnent on the
owner's conpensation based on your conclusion that the
conpany has overearned for five years?

A. No.

Q So your answer is that you didn't | ook at the
past five years to make any judgnment about owner's
al l owance in this proceedi ng?

A That is true.

Q. Okay.

A. That wasn't one of the factors.

Q Is it true that this is the first tine that
the Staff over the past filings by this conpany -- |et

me withdraw that and ask it another way.
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Over the last four to five years, is it true
that it is only in this proceeding that the Staff had
i nformati on upon which it concluded that this conmpany
was overearni ng?

A. See, if you |look at page 9 of Exhibit RC9,
that shows the history of rate filings for this conpany.

Q Yes, it does.

A. Since 1985. And in each of those cases, the

conpany nmade a filing asking for increased rates. And
in each case, it was either denied, or the conpany

elected to withdraw that filing.

Q Wait a m nute.

A Except for this instance.

Q Wel |, what about, |I'm going up above, it
says --

A Oh, I'"'msorry, except for the present, where
present rates were affected in 1991.

Q So at least in 1991 it was approved as filed
or as anended, correct?

A. Yes.

Q. Okay.

A. So in each of those instances when the

conpany elected to either withdraw or there was a formal
Comm ssi on deci sion by order saying that the proposed
i ncreases were disallowed, apparently there was
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overearni ngs going on there.

Q Wel I, you say apparently there was
overearni ngs going there, you | ooked at the conpany in
1998, and you have al so reviewed Exhibit 22, and it
| ooks |i ke there's exchanges between the Staff and the
conpany where that's suggested, isn't it? You say
apparently, wasn't that actually done? 1In other words,
wasn't there actual representation by the Staff that
you're overearning?

A In ternms of making decisions where their
rates or proposed rates should be fair, just, and
reasonable, that's different from-- that's an informal

process. When we get into a formal process, then the
Comm ssi on deci des what the salaries should be.

Q But | think --

A Or whether there are overearnings. Al |I'm
saying is except for 1991 in page 9, every tine this
conpany made a rate increase request, they either
withdraw it or it was rejected.

Q. Okay, | understand that that's your
characterization of Exhibit 9, but mne is a nmuch
br oader question than RC-9, page 9.

A. Okay.

Q. Mne is, isn't it true that, let's say the
last two filings in February and Decenber of 1998, that
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overearnings as an issue was comuni cated by the Staff
to the conpany?

A Yes.

Q. Why then is it that it is only in this filing
that this Staff has gone on the offensive in a conpl aint
proceedi ng agai nst the conpany?

A. I think the size of the total conpensation
package that M. Asche paid hinmself this year was
significantly higher than in the past.

Q But in 1998, that, as you termit package,
was well above what you have allowed in rates currently
or previously, was it not?

A. Yes.

Q Okay. So why is the specter of overearnings
so pronounced now and it wasn't in 1998?

A Well, in 1998, as | said, the amount of

conpensation M. Asche paid hinself wasn't as nuch, and
in 1998, those high salaries hadn't been going on for as
| ong as they have now as we | ook at the situation in
2001.

Q Well, that is --

A. The situation is getting worse instead of
better in terns of salary.

Q. Well, if M. Asche had incurred the potenti al

t hreat of an excess earnings deficit by |eaving for
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excess earnings in the conpany in 2001, or in, excuse
me, in the test year 2000 and had paid hinmself a total
of $256, 000 as your neno of 1998 shows he was being --
he was conpensating hinself with, or page 9 of RC-9
reflects, let's say he paid hinself in the test year
that we're now dealing with $256,000 and |l eft the
remai nder of the difference between that and what he
actually paid in retained earnings, would you have still
pursued this conplaint?

A The pointed issue is just is to set rates
that are fair, just, and reasonable. That's what we're
trying to do here.

Q Can you answer ny question, please,
M. Col bo?
A. Coul d you repeat it?
Q. Pretty specific question.
MR. WLEY: Could | have it read back, Your
Honor .
JUDGE SCHAER: Could you read the question,
pl ease.
(Record read as requested.)
MR. W LEY: Il will restate, |I'msorry.
BY MR. W LEY:
Q. If M. Asche in this test year had paid

hi msel f $256, 000 and |l eft the bal ance in retained
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earnings in the conpany, would you still have pursued
this conpl ai nt proceedi ng?

A I don't know.

Q. Well, if you don't know, can you tell me who

on the Staff nmade the decision to pursue the conpl aint
pr oceedi ng?

A. | can tell you that in 1998 we were aware of
the situation. There were sonme discussions anongst the
Staff with respect to whether we should or should not do
anything. And for whatever reason, it was put on the
shelf, and it was never dealt with, never pursued.

Q. well --

A | don't recall why.

Q Who - -

A. It m ght have been other staffing
requi renents, other rate case activity. | don't know
why.

Q Okay.

A. But | was aware that the conpany was
significantly overearning in 1998.

Q But you didn't nake a decision to pursue a
conpl ai nt proceeding then; is that your testinony?

A That is correct.

Q. In 2001, the issue still was pendi ng of

overearning, correct?
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1 A. Yes.

2 Q Who nade the decision to pursue a conpl aint
3 proceeding against this conpany in 20017

4 A I think it was a joint decision of nyself and
5 WM. Eckhardt.

6 Q And can you tell me what -- is M. Eckhardt
7 your imredi ate supervisor?

8 A. Yes.

9 Q. And his title is?

10 A. Assi stant director of water and

11 transportation.

12 Q. So then in answer to nmy question, the

13 decision to pursue a conplaint against Brenmerton-Kitsap
14 Airporter, Inc., was made jointly by you and

15 M. Eckhardt; is that correct?

16 A That's correct.

17 Q When the conpany withdrew its rate increase
18 in 2001, is that when the decision was nade to pursue a
19 conplaint? |Is that the decision you're referring to

20 that was nade jointly?

21 A. I don't recall exactly when the decision was
22 made.
23 Q. Do you know if it was before or after it

24 sought withdrawal of, meaning Brenmerton-Kitsap, sought
25 wthdrawal of its rate increase filing?



00142

A. I think that we had very serious concern
about the ongoing profitability of the conpany for five
years, or as | have shown in ny exhibit, for a nunber of
years, and our mandate is to set fair, just, and
reasonable rates. To do nothing one nore time and to
| et these existing present rates go forward woul d have
been irresponsible with that nandate.

Q Isn't it true then in the -- that unless and
until Brenerton-Kitsap Airporter, Inc., had filed for a
general rate increase in |ate 2000, early 2001, you
never woul d have pursued a conpl aint against this

conpany?

A. That's probably true.

Q You nentioned when we were talking about
i ncome taxes, and serving two masters is the term | used
if you will recall, that one of the -- that the concept

of doing the right thing as you understood was for the
conpany to cone in in a general rate decrease filing; is
that correct?

A That's one of the things they could have
done.
Can you -- well, what else could they have
done? That's the only thing |I understood you to say.

Q
A That pretty well covers it.
Q Ckay. Can you tell nme any auto
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transportation conpani es that have conme in to the
Conmmi ssion for a general rate decrease filing other than
for fuel surcharge adjustnents?

A. No.

Q To your know edge, has there ever been an
auto transportation conpany that has come in for a
general rate decrease filing?

A We don't hear from conpani es when, generally,

when their earnings are what they deemto be
satisfactory. W are the squeaky wheel that gets the
grease when things go bad and they have a rate filing.
We hear fromthem when they need rate relief.

Q So your answer is you can't |ist any conpany
that's ever come in to the Comm ssion, that's an auto
transportation conpany at |east, for a general rate

decrease filing?
A. No.
Q You say at page 17 of your testinony, excuse

me, your RC-17, which is your rebuttal testinony, page
6, let's go to that briefly. You say at line 5, 4, 5,
and 6:
In the proper context, owner's all owance
sinply reimburses the executive in
accordance with his or her duties.
Now | take it that that is sort of a
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f oreshadow ng of your testinmony that you have given

t oday about the answer to Data Request Nunmber 19 by the
conpany, is that correct, where you didn't find -- where
you found various increnments of job performance that
ultimtely led you to arrive at the $66, 000 owner's

al l owance figure; is that correct? Do you understand
what |' m sayi ng?

A. No.

Q Does that, in fact, relate or correlate to
the sort of references you made to Brenerton-Kitsap's
response to Staff Data Request Nunber 19 where they
descri be job duties?

Can you tell nme what you're | ooking at?

A " mlooking at the conpany's response to
Staff Data Request Number 19.

Q. Okay.

A That's one of the things that | was referring
to there. | think M. Asche at another point, and |
don't recall exactly where, maybe even in his testinony.

Q Excuse me?

A It may have been in his testinony where he
said he's -- that he pretty nmuch runs things and he has
responsibilities across the board throughout the
conpany.

Q Now | et nme take that statenent in isolation
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that you just nmade. It would be ny |ayman's
under st andi ng that a person who "pretty nuch runs things
across the board at a conpany"” should receive high
conpensation vis-a-vis other people in the conpany. |Is
that a fair assunption, or is that incorrect?

A Depends on what those other duties are when
he's doing all those other duties. [If he's driving the
bus, he should not receive the high conpensation of a
CEO type for those -- for the length of tinme he spends
doi ng that duty.

Q. Okay, and that's what | understand your
statenment at |lines 4 through 6 of RC-17, page 6, to be
sayi ng.

A. That's what it says.

Q. And | guess what |'m asking you is, how can

guantify or put into sone sort of tangible fornula how
you know that, how you convert a job function to a
specific conpensation |evel even in a range of high,

l ow, mediun? | mean can you help ne with the subjective
sound of that assertion?
A The $66,000 -- it is difficult to do. \hat |

had to rely on was Ms. Dobyns' survey, which was
exclusively dealing with CEO types of transit entities
that were strictly involved with CEO type activities at
a high level of multidimensional, mnultifunctional,
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1 several types of service operatings, op roomnms, |arge

2 entities. And their average salary for those entities
3 whose annual revenues are |less than $10 MI1lion was

4 $66,000 plus dollars. That was the source of -- to ny
5 way of thinking, that confirmed nmy $66, 000 nunber for
6 M. Asche.

7 Q. Okay, my question wasn't going to the

8 quantification of $66,000. | think we have gone over
9 that. M question went to your statenent at lines 4
10 through 6 about the "proper context" of how you arrive
11 at a specific reinbursenent anount for owner

12 conpensation. And | am saying, and you el aborate a

13 little bit nore in that paragraph, but |'m asking you,
14 how do | understand what that proper context is? Can
15 you give nme any exanples of how a fornulaic approach to
16 this would work?

17 A | gave the exanple of if he -- if M. Asche
18 actually spends time driving the bus, then for those
19 hours, he would make $10.25 an hour for the hours that
20 he drove the bus.
21 Q So if you do -- if you're a small business
22 owner, and you have heard of the expression chief bottle
23 washer, haven't you?
24 A. Yes.
25 Q Ckay. If you're a small business owner and
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you act in that chief bottle washer capacity, are you
sayi ng that because you do sonewhat nenial or

m nisterial jobs that your salary should be
correspondi ngly reduced?

A. If it's a regulated small conpany and you
could hire sonmeone else at those lower rates to do those
meni al tasks, then yes.

Q. But wouldn't you in effect be addi ng wages in
t hat process if you added enpl oyees to do tasks that
sonebody who acts, the other expression you hear a | ot
is a one arnmed paper hanger, running around covering all
bases, wouldn't you be adding to your cost base in doing
t hat ?

A. The jobs are there, and they're being done,
and presumably they need being done. Whether it's being
paid to the chief executive when he does those meni al
tasks or whether there's nenial enployees doing those

meni al tasks, the total amount paid should be -- should
approxi mate the sane.
Q Well, then if M. Asche needed to cover a

weekend di spatch job or he tal ks about occasionally
there's a passenger stranded that he goes out and picks
up, you're really suggesting that if you performthose
jobs as a small regul ated busi ness owner, you're going
to suffer in having your salary reduced because you
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perfornmed nenial tasks?

A | guess yes. To the extent that you as an
owner performthose nmenial tasks, the owner's allowance
woul d i nclude the ampbunt for the going prevailing wage
of simlar people providing those nenial tasks.

Q Now i s that adjustment, which is new to ne,
is that adjustnment something that is codified in even a
Staff policy?

A It's codified -- it's -- the whole issue of
owner's allowance and owner's conpensati on when the
owner and the -- and the -- is also an enpl oyee of the

conpany is a gray area, and all of these factors are
taken into account in the establishment of a reasonable
owner's allowance to be included in rates.

Q. | perpetually unfortunately for ny clients
seemto be delving into gray areas, M. Col bo, so |
apologize if | seemto be questioning this. But |I'm
wondering how we can objectify this at all. [If, for
instance, if you were expecting sonebody to advise a
regul at ed conpany, a busi ness owner of the regul ated
conpany, as to what tasks he should not, he or she
shoul d not performat risk of their current owner's
conpensation, is there any standard that you coul d point
to?

A. The standard that rates should be fair, just,
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and reasonabl e.

Q Well, that's a legal standard; |1'mtalking
factual .
A But at some point a judgment has to be made

as to what the owner pays hinmself in view of the
activities and the duties and the tinme he spends doing

it. It's a gray area.

Q. And you basically performthose duties at
your own risk if you're going to be in a rate
proceeding, | take it?

A. There are enpl oyees at Brenerton-Kitsap who

drive buses, who do safety work, who do public relations
and governnental relations, and who do sone of these
other things. They're already there on the payroll.

Q. I understand that from your rebuttal
testinmony particularly. But when we have an instance
when the conpany wants to better serve a stranded
custoner and the only person to pick up that custonmer is
t he owner and president of the conpany, are you not
suggesting that if he perforns that duty, he suffers the
risk of having his salary reduced by episodes |ike that?

A. If he were to docunent those episodes and
present themat the tine of the rate case, then
presumably the Staff would review that infornmation.

Q Did you ever ask himfor that kind of
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docunentati on as to what tasks you felt were beneath his
particul ar I evel ?

A. We asked himin data requests for his duties
perfor ned.
Q And we provided that, and you concl uded t hat

sonme of themare too nenial to be perfornmed by an
executive of a regulated conpany. But my question went
to whether you specifically asked himto docunment the
times and frequencies and circunstances under which he
performed duties that you did not think were befitting
of an executive of a regul ated conmpany?

A | did not ask himspecifically for that. And
again, the $66,000 Staff nunmber pretty much is -- relies
upon the survey that Ms. Dobyns did correlating the
chief -- what the prevailing rate for transit operators
for transit operations, what they pay their CEO for CEO
type work.

Q But you --

A. That's the basis of the $66, 000.

Q. But you have no anal ogous survey or criteria,
which is what all of ny questions have been driving at
recently this afternoon, you have no anal ogous criteria
about what a small regul ated busi ness owner should do to
support an owner's all owance.

A Well, Brenerton-Kitsap is $1.6 M1 1ion,
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that's not real small.

Q Well, | think in the annals of corporations,
it's fair to call it a closely held small conpany. But
assum ng, putting aside the revenues, but assuning the
| abel of a small business owner, which M. Asche | think
wll testify tonorrow he considers hinmself and he's in
organi zations that are so allied, is there anything
anal ogous to what you have provided on a public sector
salary front that you could give us to give us sone
confidence about the criteria that will be used to judge
an owner's allowance of a small regulated auto
transportati on company?

A Keep detailed records of your duties, tinme
spent, hours perforned, duties performed, wite it down,
docunent it.

Q. And once those are provided, under what
standards will they be judged; can you tell us that?
Quantitatively, can you tell us anything about --

A. The standard woul d be what you would have to
pay soneone else to do those duties on an arm s |ength
basi s.

Q So then in answer to ny earlier question,

M. Colbo, |I believe you' re now testifying that if you
performa duty such as weekend di spatch when your
di spatcher is on vacation or weekend driver when your
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passenger is stranded, if you performthat duty and
you're the owner and the chief executive of a conpany,

your pay allowance will be reduced if you performthose
duties? Yes or no?
A I"mthinking. |If you're doing those duties,

then you're not doing CEO duties, and your CEO -- you
woul d get paid for those duties at those rates, but then
that's tine away from your CEO duties, and that would
take the pro rata reduction.

Q So yes is the answer?

A. So it's a bal ancing act.

Q. Then the answer to ny previous question is
yes.

A Okay.

Q. Wel |, do you agree or not?

A. Yes.

Q Thank you.

You talked a ot in your testinony both today
and in RC-1T about a survey of public sector
transportation conpanies, did you not?

A. Yes.

Q Okay. For instance, at page 15 of your
direct testinony, you tal k about the survey that was
perfornmed. By the way, was it performed in anticipation
of a hearing either on a rate increase or on this
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conpl ai nt case? Was the survey that Ms. Dobyns
perfornmed done in conjunction with or anticipation of a
rate increase proceeding of this conpany or a conpl aint
proceedi ng agai nst the conpany?

A. It was during the rate increase proceeding.

Q So it was in the context of what we will term
litigation of the rate issue; is that right?

A. Yes.

Q Isn't it true that Ms. Dobyns' survey was

predi cated on the belief that gross revenues and

ri dership census nunbers nmerit higher salary if |arger
t han Brenerton-Kitsap Airporter's conpensation to its
owner? Do you want nme to restate that?

A. Pl ease repeat it.

Q. Isn't it true that the survey that was
perfornmed was based on the assunption that higher gross
revenues and higher ridership translate into higher
chi ef executive conpensation than that of
Bremerton-Kitsap?

A No, that's not correct.

Q. Okay. What criteria or assunption was it
perfornmed on?

A. It was performed under the assunption of what
their actual -- what their actual duties were as chief
executives and how conparable they were to M. Asche's
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chi ef executive duti es.

Q Now t his survey that was perfornmed was at
your direction; is that correct?

A. Yes.

Q And it was anticipated -- it was in

anticipation of this rate proceeding litigation, not --
it wasn't just done for the sake of doing it, correct?

A No, that is correct.

Q Ckay. And were there -- you have talked
about assunptions and what the survey m ght have
proceeded under, and you said, | think you have just
said that it wasn't based on any criteria, it was just
based on a survey of public sector conpanies, and then
you translated the survey results into some concl usions.
| s that what you were trying to say in answer to ny

guestion?

A I don't think so. Could you repeat that?

Q Yeah, | want to understand what criteria that
t he survey proceeded under; what were the directions?

A The directions were go out to the rnunici pal

bus entities and find out what they pay their CEGCs for
CEO type activities relating to transit operations.

Q. Okay. And | guess that begs ny question of
why you even approached public sector nunici pal
transportation entities. \Wat relevance did that have



00155

to a regul ated auto transportati on conpany?

A. Nei t her one of them have conpetition.

They' re both hauling people in buses or vans. And
executives, chief executives of both, do chief executive
wor k and chi ef executive tasks.

Q Now | want to go over one of those
statenents, please. You say neither one of them have
conpetition. Can you please define that nore
specifically?

A Generally speaking, there's only one
muni ci pal transit entity within a county, and generally
speaking there are no other certificated bus hol ders
t hat have rights in Kitsap County as does
Brenerton-Kitsap Airporter, Brenerton-Kitsap
Transportation Conpany. It has a permt to do business.

Q. Don't you nean though in answer to ny
gquestion about conpetition, don't you nean that
generally it doesn't have regul ated conpetition? You're
not suggesting, are you, that there aren't other
conpani es or entities conpeting for the business that
Brenmerton-Kitsap provides?

A. Well, certainly people can take their cars in
both cases, or they can car pool, or there's all kinds
of options. But generally speaking, in county munici pal
transit operations, there's only one official county
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agency or that does the transit operation. The county

does not have two transit operations conpeting with one
another. Neither are there nmultiple certificated auto

transportation permt holders that conpete with

M. Asche in Kitsap County.

Q Okay. So then your answer is yes, you neant
tolimt the statenment about conpetition regarding
Bremerton-Kitsap to regul ated conpetition?

A. Yes.

Q And you have acknow edged al ready in your
previ ous answer that there are other providers who
conpete for the sane traffic that Bremerton-Kitsap
Ai rporter serves, correct?

A That's true.

Q. Okay. And you have indicated cars, parking.
How about ferries fromKitsap County that take people to
King County and to the airport?

A. That woul d probably be an alternative for
t hat situation.
Q. How about courtesy vans from hotels in Kitsap

and Pierce County that take people who stay at their
hotels for free as a part of their roomrate to the
airport?

A That would be an alternative way of getting
there as well.
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Q And reduced and free parking at the airport,
woul d that not be also serving the sane market from
Bremerton-Kitsap and Pierce Counties to SeaTac Airport,
in other words people would drive their cars but
woul dn't have to pay for parking?

A. That may divert some people to other neans.
| would only say that since 1990 or 1991 when the
present rates were set for this conpany, their passenger
counts have increased nore than 116% so they're getting
custonmers from sonmewhere

Q. That didn't, boy, | nmean | can't even get you
back to nmy question with that comment.

A You - -

Q My question to you was, you're acknow edgi ng

-- I'"masking you what fornms of conpetition, unregul ated
conpetition, there are for the same custoners, and you
have indicated cars, ferries, parking, courtesy vans.
How about I|inousines, they in a very |loosely regul ated
fashi on conpete for airport custoners in the sane

fashi on, do they not?

A. | think there are sone |inousine conpanies
that do that.
Q. So what ever your conmment was about the growth

in revenues or passenger counts, you certainly woul d
acknow edge that in the |ast decade, nore and nore
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entities conpeting for the sane custoners have sprung up
and proliferated in this area, correct?

A I don't know whether there's nore or |ess now
than in the past, but | acknow edge that there are other
means of getting to the airport other than
Brenmerton-Kitsap Airporter

Q. And when you drew a conpari son between public
sector transportation conpani es and Brenmerton-Kitsap
Airporter, did you adjust for any of the conparisons
t hat you were meki ng based on the differing types of
conpetition or lack thereof that the public sector
provi ders experience as opposed to the private regul ated
provi der we're here facing?

A. No, but |I'mnot sure that the same factors
exi st for both.

Q. Neither am |, but |I'm asking you whether you
drew any conparison?

A. No.

Q. Is it true then that the factor that you nost

wanted to focus on was not external conpetitive forces,
but ridership and sales volunmes?

A That's not true.
Q. What ot her factors did you nost want to
st udy?

A | have already told you that the instructions
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going into the survey were survey other bus operations,
and presumably that we already had a handl e on the
regul at ed bus operations fromthe work paper files of
the Staff in prior airporter rate cases that have cone
before us, and what we wanted to do was find out what
prevailing CEO rates, pay rates were for CEGCs of other
bus operations. And the thing that imrediately cones to
mnd is these nmunicipal county-wi de transit operations,
and we wanted to see what the prevailing arm s |ength
rate for CEO work for bus operations of these nunicipal
entities, what that prevailing pay scal e was.

Q. When you say prevailing arnis length rate for
CEO conpensati on, what do you nean by that?
A. I nmean that the CEOCs are enpl oyees of the

entity, not enployees and owners who say their own pay.
They report to sonmebody. They are responsible to other
peopl e who set their pay | oads.

Q And those woul d be county executives or
governnmental officials; is that correct?

A Presunmabl y.

Q What, in your analysis, what part does
entrepreneurial risk play in relation to the financi al
reward that an executive of a transit -- of a bus

conpany woul d yiel d?
THE W TNESS: Could you read that back,
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1 please.

2 JUDGE SCHAER: Pl ease.

3 (Record read as requested.)

4 A None for either.

5 BY MR WLEY:

6 Q Okay, do you feel then that entrepreneuria
7 risk is a criterion upon which conpensation should be
8 awarded?

9 A | just said it should not be.

10 Q For private bus conpany providers?

11 A. Or nmuni ci pal .

12 Q. Wel I, what kind of entrepreneurial risk do
13 nunicipal executives take on?

14 A. Risk | eads to return, which is net incone.

15 It has nothing to do with conpensation for executives
16 for the work they provide.

17 Q Well, that's your theory, but it may not be
18 an econom c theory. And ny question is really what part
19 entrepreneurial risk plays. You say none.

20 A. Yes.

21 Q And then | say, well, ny question to follow
22 up that answer was, well, if it has no relation, then
23 are you saying that the survey of public sector

24 executives is conmpletely -- conpletely correlates to

25 conpensation of private regul ated conpani es?
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A | think there is a correlation between
studyi ng the conpensati on of executives of munici pal
transit operations, what they pay their CEOCs, and what
M. Asche pays hinself.

Q And you say that on criteria that you have
listed?

A Yes.

Q Correct?

A. Yes.

Q Now you said that entrepreneurial risk, and

you said this in your rebuttal testinony,
entrepreneurial risk has no bearing or pertinence to

owner conpensation. It only has relevance to return on
investnent. |Is that correct?

A. Or net income profit, yes.

Q. Can you clarify that in the context of this

proceedi ng, which | believe you are advocati ng be
regul ated on an operating ratio as opposed to the
Lurito-Gall agher nethodol ogy?

A That's where | said it relates to or profits.

Q Okay. Well, isn't owner -- I'mjust trying
to understand this prem se of yours. |Isn't owner
conpensation an item of cost that at whatever level is
all owed into rates upon which the rate of -- the

operating ratio is regulated? | nean --
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A. That's absolutely true.

Q Okay, well, then that's why | don't quite
under st and your answer to the extent that owner
conpensation is a portion of those rates that we are
regul ati ng through the operating ratio nethodol ogy.

A Owner conpensation is included in the base of
expenses that are covered when fair, just, and
reasonabl e rates are set.

Q And so the level of that owner conpensation
beconmes very rel evant and very pertinent to the overal
operating ratio that is established through regul ated
rates, correct?

A Yes, but as it relates to risk, that is a
function of profits, not conpensation to executives for
duti es perforned.

Q. Okay, let nme ask you this way. Are you
saying that owner's conpensation is set wthout regard
to any risk factor that the owner of the regul ated
conpany assunes in owning and running the conpany?

A That's true.

Q Thus whether -- thus | assune based on that
testinmony that you would not advocate use of a
Lurito-Gall agher nethodol ogy, which does regulate risk
to sone extent or reward risk to sone extent, correct?

A It regulates risk when it sets the operating
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ratio that sets profits, not owner's all owance.
Q But again, we're tal king semantics here,
aren't we, M. Col bo?

A | don't think we are.
Q Okay.
A. | think there's a big difference between

owner's duties and the conpensation he or she should get
for those duties and that amount that should be carried

forward and included in rates. There's a big difference
bet ween that and risk, which is conpensated for in

return and net income. |It's not conpensated for owner's
al l owance for duties perfornmed.
Q So in other words, you would nake absolutely

no adjustnment for the owner's salary even if it's
dealing with debt, financing issues, et cetera, and the
managenent that is required to keep your head above

wat er as a regul ated conpany; you would nmake no
adjustnment in owner's allowance for the relative risk
and the managenent therefore of by the executive in
setting owner's all owance?

A If you' re negotiating | oans, seeking
financing, that would be part of the activities that you
woul d provide as CEO, and there would be conpensation
for that activity in the determ nation of your owner's
al I owance.



Q Ckay. So you would give sone recognition --

A Yes.

-- to the deallng -- let me finish -- with
deallng with risk factors in establishing or in allow ng
a dol I ar anpbunt of owner's conpensation for those
dealings, the risk, the equity, the financing, et
cetera?

A If you' re tal king about running the operating
aspects of the business, yes. |[If you' re talking about
setting up profits and return based on the risks of your
operation, it hasn't got anything to do with owner's
al I owance.

Q My question didn't go to that. It went to
owner's all owance and whether there is any prem um of
guotient to the owner's allowance for dealing with risk
managenent issues and financing?

A There is none.

Q That's a different answer than you gave
formerly.

A | don't know that that's true.

Q Okay. Now if, in fact, you're not giving any

dol | ar anount allowance for as a CEO of a regul ated
conpany for dealing with risk nanagenent issues and
equity financing or debt financing issues, are you
giving any quotient in dollars for owners allowance to
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cash fl ow managenent responsibilities?

A. It'"s the -- it's all of the CEO activities,
the mx of CEO activities, and are all taken into
account in the determ nation of what the proper owner's
al l owance should be. They are factored in, and that's
the beauty of Ms. Dobyns' study of CEGs of nmunici pal
entities. They do those. Those kinds of CEO people do
t hose kinds of activities or have people that do it, and

those factors are -- that's how we arrived at the
$66, 000 anmpunt for owner's all owance.
Q. Well, you just wapped up a |ot of your

testinmony real quickly in one answer, so | want to parse
it alittle bit so | understand what you're saying. M
gquestion said, do you give any allowance prem um factor
to cash fl ow managenent. You said, yes. Then you said,
that's the beauty of the public sector survey, because
apparently those executives do those kind of issues.
They certainly don't do with risk, personal risk
financial, personal financial risk, do they?

A They are held accountable. Presumably the
board or whoever they report to expects themto make
operating performance targets. Presumably there's sonme
ki nd of accountability.

Q. Wel I, now you're confusing, aren't you, job
performance accountability wth personal financial risk,
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1 which I"msaying for instance with this conpany,

2 everything that this individual presumably owns is at

3 stake based on the financial performance of the conpany.
4 And |I'm asking you, in this type of conpany, isn't cash
5 flow nmanagenent and ri sk nmanagenent recognized as a

6 factor that will increase the owner's allowance? |

7 don't know what your answer is for that based on your

8 previous statenent.

9 A. If M. Asche does cash flow managenent and
10 risk managenent as a part of his CEO activities, then
11 that would be included in the $66, 000 owner's all owance

12 that | have allowed for his conpensation in this case.
13 Q So you're saying that you did find that he

14 perfornmed those duties and that he --

15 A. " mnot disputing what he said his duties

16 were.

17 Q Well, you said earlier that our answer to

18 Number 19 led you to the $66,000, and part of his duties
19 as described there, | believe, are day-to-day cash fl ow

20 managenent activities. So you're saying you did

21 recognize that and allowed that in the $66, 000

22 al |l owance?

23 A. Yes, |'m not disputing his duties.

24 Q. And did you add anything in that formul a
25 based on the fact that his personal finances are
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conpletely at risk based on the financial performance of
this conmpany?

A No.

Q. And you woul d agree, would you not, that in
the public sector, the personal financial holdings of
t he public sector executive are not at risk based on the
performance of his job. His job mght ultimtely be at
ri sk, but his personal financial fortunes are not
dependent on his job performance, are they?

A. No, but when you start -- but when you start
tal ki ng about risk of losing it all, that's not owner's
al | owance; that's return.

Q Okay, we're going to have to get into your
under standi ngs of risk and return a little bit later,
but we'll hold that for |ater.

As far as the survey is concerned, you
understand -- you nmade the parallels between the public

sector and the private regulated sector. Wen you get
to your recommendati on here, and we have tal ked about
ri sk and your distinctions therein, is it realistic to
expect an owner of a regul ated bus conpany to accept the
considerable risk of operation for a revenue nmargi n of
2. 44%

A The 2.44% gi ves recognition to the five prior
years where the total return was significantly nore than
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t hat .

Q Wel |, again, you haven't answered ny
gquestion, M. Colbo.

A Okay, ask the question again.

Q Is it realistic to expect an owner of a

regul at ed bus conpany to accept the considerable risk of
operations for a total return or revenue margin of
2. 44%

A Yes, when taken in the context of the statute
t hat says, when setting the rates, the Comm ssion is to
take notice of the fact if there have been overearnings
in the prior five years.

Q Ckay, so | understand your answer to be, yes,
if you interpret the statute that you cite in the
fashion that you interpreted it?

A. Yes.

Q You acknow edged that there was no precedent
for your interpretation of that statute, didn't you?

A. " mnot aware of it being applied anywhere
el se before. |I'mnot aware of these kinds of excess
earni ngs before either in the regul ated bus conpani es.

Q Now | et's back up on that statenment. Are you

sayi ng that you have surveyed all past and present
conpani es and can state unequivocally that no regul at ed
auto transportati on conpany has earned at an operating
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ratio of 82% for instance? Have you nmade that review
to back that broad statement up?

A. In any of the cases that I worked on, | have
not run across these kinds of bonuses paid for the
executive of a bus conpany.

Q That isn't nmy question. M question is, have
you reviewed all auto transportation conpanies' results
of operations to confirmthat no other bus conpany has
achi eved an operating ratio, not an owner's return, but
an operating ratio of 82% approximtely 82% Have you
personal |y made that investigation of all conpanies, or

have you only made concl usi ons based on rate filings
t hat you have worked on?

A. I amnot -- | haven't nade a personal review
of that, but --

Q. That's not my question.

A -- | have never even heard of anything
approxi mating that.

Q. But you haven't done the research to confirm
t hat ?

A. No.

Q Did any of your surveys that you either

del egated to Ms. Dobyns or you personally conpiled, did
any of those surveys | ook at salaries of trucking
conpany executives prior to deregulation, and by that |
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mean privately owned regul ated trucking conpani es prior
to deregul ation?

A. I just | ooked at bus conpanies or entities.

Q. Do you know whet her the Commi ssion's archives
woul d have annual reports fromregul ated closely held
trucking conpani es that would include informtion on
owner conpensation and operating rati os?

A I think we have in the files old annual
reports of truck conpanies. Whether they' re closely
hel d or whether their owner's allowance is separately
stated on a line itemwhere it can be specifically
identified, I don't know.

Q And you didn't research that to determ ne
whet her cl osely held regulated intrastate trucking
conpanies prior to 1995 would have reported operating
rati os and owner's conpensation at conparable |evels
t han we have with this conpany in the present
pr oceedi ng?

A I don't know.

Q. Do you think that would have been as rel evant
as the public sector survey?

A No, | don't. Mbtor carriers are notor
carriers, buses are buses.

Q. But the fact that they are privately held and
regul ated by this Conm ssion and are a transportation



00171

conmpany wasn't relevant to you, wouldn't be relevant to
you | should say?

A. Well, in both cases, why -- when we were
regul ati ng notor carriers, we had the sane goal s of
setting fair, just, and reasonable rates. So in that
context, it would have been part of the job to review
owner's sal ary.

Q. But you didn't go back and do that now?

A. No.

MR. WLEY: This would be a good point to
break, Your Honor. We're going to finish this
afternoon, | prom se.

JUDGE SCHAER: Well, when you say we're going
to finish, are you tal king about you're going to
finish or --

MR. WLEY: Oh, excuse ne.

JUDGE SCHAER: -- so there's going to be your
guestions and then questions fromthe Bench and then
redirect? Because |'mnot very optimstic about
finishing with this witness today, M. Wl ey.

MR. WLEY: Do you want to continue then?
It's up to you.

JUDGE SCHAER: How nmuch nore do you have?

MR. WLEY: | would say another hour.

JUDGE SCHAER: Ckay, then | think probably
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this would be a good tinme to take our afternoon recess.

MR. WLEY: Okay.

JUDGE SCHAER: | woul d encourage you to try
to ask a question once to the extent you can try to keep
t hi ngs novi ng.

MR. WLEY: |If the witness cooperates, |
will.

JUDGE SCHAER: So let's take our afternoon
recess and be back at 3:15. W're off the record.

(Brief recess.)

JUDGE SCHAER: Let's be back on the record
after our afternoon recess. While we were off the
record, M. WIley had a docunment distributed which I
have marked for identification as Exhibit 23. |
understand that this is a work paper regardi ng an
affiliate rent adjustnment.

Go ahead, M. W/ ey.

BY MR. W LEY:

Q. M. Colbo, this norning you talked a little
bit about the affiliated rents adjustnment to the
response to Bench Request 6 and your adjustnent and the
dol | ar anpount there. At page 20 of Exhibit 1, you
reference in your testinony earlier Staff rate
adjustnments on affiliated rents for this conmpany and
note that you have not found an affiliated interest
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application for |ease approval. Have you ever asked the
conpany to submt the |ease for approval?

A. No, | searched the Conm ssion records and
couldn't find it.

Q You woul dn't have any objection to our
submtting the lease in this proceeding for ultimte
approval by the Comm ssion if that is, in fact, the case
that the | ease hasn't been subnmtted, would you?

A. I would have no objection.

Q Do you know why -- do you know if that issue
was ever raised by Staff previously as to where is your
affiliated interest | ease approval ?

A | don't believe it was raised.

Q Okay. Can you pl ease explain the basis for
your adjustnment at line 45 of | believe it's RC-6. |
had a question desi gned before we got the revision, so
we better check it. Yeah, it's still line 45 of RC-6,

of $22,930, reducing the rent actually paid by
Brenmerton-Kitsap from $60, 000 to $37,000 odd dollars?
A Yes, that's what | do in ny pro forma Exhibit
6, and the support for the $37,000 amount is Exhibit 23.
MR. WLEY: And that is for identification,
Your Honor, | would now nmove for its adm ssion.
JUDGE SCHAER: Any objection?
MR. THOWPSON: No objection.
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JUDGE SCHAER: That docunment is admtted.
Go ahead, M. W/ ey.
BY MR. W LEY:

Q. M. Col bo, | understand your testinony is
that the basis for your adjustnment is now shown on
Exhibit 23; is that correct?

A. Yes.

Q. And that will answer once we get through it,
and | hope we don't have to go through it itemby item
but that basically gets us to the adjustnent in |line 45
of RC-6, correct?

A Yes.

Q Okay. Can you tell me why, you know, what
formula or what policy notivated your adjustnment of
affiliated rents on |ine 45?

A. The Conm ssion has an affiliated interest

statute that requires the Staff to review affili ated
transactions to make sure that the transaction is fair
and reasonabl e and objective.

Q. So you're referring to RCW81.16 et sec and
your provision of the statute in answer to Data Request
Number 1 from Brenerton-Kitsap Airporter, correct?

A. I will take your word for that.

Q. And if I"mincorrect about that nunmber, you
do recall providing the statute in response?
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A. Yes.

Q So is it correct then that it's your
interpretation of the statute that you reduce the
affiliated rents to | believe you termed it cost plus
I nprovenent s?

A. Cost plus return.

Q. Okay. Could you please define cost plus
return, please?

A. Yes, costs are the expenses that you actually
incur. In addition to that, you're entitled to pay any

i nterest associated with the investnent and return on
t he net depreciated investnent as well.

Q And is that the return fornula, which is what
| don't understand in ternms of your quantification of
that, is that shown on Exhibit 23?

A. Yes.

Q Ckay, could you just point to it? You don't
need to bel abor it.

A. Yes, the interest portion of the return is
the $6,545 in interest expense.

Q. Coul d you point out where that -- |'mjust
not -- oh, here it is.

A. Okay.

Q I nterest expense per Data Request Number 9 is

in the center of the m ddle col um?



A. Yes.

Q Okay.

A. And the return on the equity portion is the
$20, 142 three or four |ines below that.

Q And where did you cone up with the 15%

A. Oh, it was just an estimate of what | thought
m ght be reasonabl e.

Q. Again, it's not standard to the auto

transportation industry or to Staff policy, it's just
what you used in this instance; is that --

A. That's correct.

Q. And so that gets us to the $37,000, that and
a couple other entries there get us to that figure?

A. Yes, the expense, the interest cost, and the

return, those, the total of those three things conprise
the total amount of allowance for rent.

Q And | don't nmean to belabor this, but | want
to understand as we nove on. Your interpretation of the
affiliated interest statute is that for an affiliated

rent expense, you apply the statute by calculating the
cost, the original cost, and adding a return and making
an adjustment to the actual rent paid based on that
cal cul ati on?

A. Yes.

Q And again, that goes fromyour interpretation
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of the | aw?

A Yes, and it gives recognition to the order
that the Comm ssion issued in Cause Nunber UT-950200,
which is how they arrived at an affiliated transaction

for that case.
Q And that was a utility case in 19957
A Yes.
Q. And you provided that in answer to a data

request ?

A. ' mnot sure that | did.

Q. What's the caption for that?

A It's UT-950200.

Q And who was the regul ated conpany?

A. I'"mnot sure. 1t mght have been a tel ephone
conpany. | think that's what the T stands for.

Q. And |'m sure your counsel can provide us a
nmore conplete citation.

A. | can do that too if you want.

Q. Not now, but thank you. | wll get that from
you | ater.

You say in your rebuttal testinony on this
issue at lines 9 through 13 of Exhibit 17, with regard
to the affiliated rent and the paynment thereof by BKA to
M. Asche --

A Can you let me catch up with you, M. Wley?



Q Absol utely.

A VWere are we at?

Q. We're at lines 9 through 13 at page 8 of your
rebuttal testinmony. And if | start nmoving too fast for
you, let me know. |I'mjust trying to save tine.

JUDGE SCHAER: M. Wley, | have had it
poi nted out to me by counsel in other cases that it's
nore hel pful if you give the page number first and then
the |ine nunbers.

Q Is that easier for you?
A I'"mthere.
Q. Okay, thanks.
MR. THOWSON: | didn't get there.
MR. WLEY: | believe it's lines 9 through 13

at page 8 of the rebuttal testinony. Now I've got to

check it nyself. Yes.

BY MR W LEY:

Q It begins:

Particularly in light of the fact that
t he conmpany has no debt, it woul d
clearly have | owered the conpany's
expenses to have purchased the property
itself rather than |easing from
M. Asche at well above his costs. It
was i nprudent for the conpany to enter



into this | ease when it could have

purchased the building itself.

Again, | want to get back to sone of the
i ssue we tal ked about this nmorning. In this type of
circunstance, keying off that statement that | just
quoted, if a sharehol der of a regulated conpany has an
i nvest nent opportunity and that opportunity provides
personal inconme tax benefits, is it your view that it
should only -- that the sharehol der of the regul ated
conpany should only consider the rate maki ng consequence
and not consider any beneficial personal incone tax
consequence with regard to who makes the investnent, the
conpany or the individual?

A. Well, if the entrepreneur wants to make the

i nvestment, he can make the investnent and lease it to
soneone el se, not necessarily the bus conpany. And he

can make -- and he can have whatever tax advantages fl ow
fromthat.

Q. But if he leases it to his own regul ated
conpany, it will suffer the consequence in terns of a

rate maki ng adjustnment to cost plus return rather than
fair market val ue?

A. That's true.

Q. Okay. And if -- are you saying that
consistently if a sharehol der considers the incone tax
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consequences and makes the deci sion based on the inpact
of the inconme tax consequence, it wll necessarily
suffer a rate maki ng consequence in seeing the
affiliated rent reduction that you acconplished here?

A. Yes.

Q Okay. Do you feel that there's any rock and
a hard place irony to the owner of the regul ated conpany
t hrough this process?

A Well, yes.

Q Okay. And if this conpany, if
Bremerton-Kitsap Airporter had rented the termnal in
Port Orchard froma third party and not its owner, based
on the information you have, would there have been any
reducti on whatsoever in the rent Brenerton-Kitsap
Airporter paid to the property owner?

A Not if it was in place.

Q So the $60, 000 woul d have been allowed in
rates?

A. If that was arrived at in an arm s |ength

transacti on between the | essee and the | essor, that
woul d have been what we woul d have all owed.

Q And based on the appraisal that you saw
submtted with the testinony of M. Asche, do you have
any reason to doubt that the rental paynent of $60, 000
is an arm s | ength amount ?
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A. No.

Q Page 33 of Exhibit 1, you tal k about
precedent for circunmstances involving transportation
conpani es and rol |l backs of rates, and this was in
response to sone data requests originally, wasn't it,
M . Col bo?

A Yes, | believe it was.

Q. And you cite, | think you were asked
originally, give us any exanples of situations where
there was a rate filing by a transportati on conpany and
a -- converted into a conplaint or naintenance of a
conplaint in that proceeding by the Staff; renmenber
t hat ?

A | hate to interrupt, M. Wley, but I didn't
catch your reference to what page.

Q. Oh, | believe it's at page 33 of Exhibit 1.

A. Coul d you show nme what |ine nunmber?

Q Okay, I"'msorry. | think it's at lines, you
cite sone exanples at lines 33 and 34.

A. Of page 337

Q Excuse nme, not |ines, page 33 and 34, yeah,

that's where you begin, the question is:
What Comm ssion precedents are there in
situations such as this when a conpany
initially asks for an increase but the



Staff investigation indicates a need for
a decrease?
And you go on to give sonme exanples, correct?

A. Yes.

Q And t he exanples you give, and | want to
characterize them quickly and see if this is fair, the
first one is the deferred recycling comodity credlt for
recycling for solid waste providers.

A. Yes.

Q The second one beginning on line 6 at page 35
is the tip fee war in Whatcom County when we had
conpeting disposal sites. And the third one is the
Shuttl e Express fuel surcharge, correct?

A. Yes.

Q. And those are the two exanples, the three
exanpl es, excuse nme, that you cite where sonmebody goes
in for -- a transportation conpany that's regul ated by

t he Comm ssion goes in for an increase and suffers a
rate roll back, correct?

A. Yes.

Q Now t he exanpl es you use, for instance the
deferred commodity recycling adjustnent, that really
doesn't have anything to do with the circunmstances here
of a general rate increase and a rollback. | nean it
just deals with a fluctuating secondary market, correct?



A I"mlooking for ny Exhibit 16, M. W/ ey.

Q Exhibit 16, | don't know what that is. Okay,
is that your case decisions, yeah. RC-16, Exhibit 167

A Oh, wait a mnute. Oh, no, that's not --

Q Those are tel ephone conpany --

A. Excuse nme, I'mlooking for something I can't
find.

Q. Well, I"'mreally only keying off your

testinmony, and if you want to supplenent it with
exhibits, you're free to do that, but I'mjust testing
your conparison here.

A Okay, I'mwith you now.

Q Okay. I'mjust -- your testinony at RC -- at
Exhibit 1 where you tal k about circunstances where
transportation, regulated transportati on conpani es
suffered rate roll backs.

A. Yes.

Q And you cite to the deferred accounting
mechani sm and then ny question to you where you wanted
to go look was, that really wasn't a general rate
decrease, it was a -- it was a nechanisminstituted to
reflect in rates the fluctuating secondary market for
recycl eabl es, correct?

A Yes, after it becane aware to us that the
mar ket commodity val ues had spi ked pretty dramatically
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and yet we weren't seeing any filings comng in fromthe
conpani es seeking | ower recycle rates.

Q. I think you answered ny question in a way,
yes?

A Okay.

Q Okay. Now nunber -- the second exanple you

use is a tip fee war in Whatcom County in 1997. Wasn't
that also a mechani smthat the Comm ssion instituted,
the Comm ssion Staff instituted, to reflect the
fluctuation of disposal fees in the Whatcom County

haul ers regul ated rates?

A. Yes.

Q It wasn't a circunstance of general rate
decrease in a rate proceedi ng brought by the conpany,
correct, in a rate increase proceedi ng brought by the
regul ated transportati on conpany?

A. No.

Q Okay.

A. " mnot exactly sure. | don't think it was.

Q. Woul d you accept ny representation subject to

check that that's what it entail ed?

Yes.

. Okay. And finally, the exanple of Shuttle
Express and its 1999 fuel surcharge, that occasion of
rate roll back was entirely predicated by the unil ateral

O >
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action by the carrier in msstating a fuel expense,
wasn't it?

A Yes.

Q. That had nothing to do with a general rate
i ncrease sought by the conpany that the Staff then
sought to roll back the rates on?

A Yes.

Q. Okay. Until the present case involving
Brenmerton-Kitsap Airporter, there hasn't been any
circunstance, has there, despite these three references
in your testinony, to a conplaint against a regul ated
transportation conpany in which it sought to roll back
underlying or core rates as opposed to rates that are
affected by external forces such as secondary markets or
di sposal site prices or fuel prices, correct?

A. Yes.

Q Let's go on to the adjustment on RC-6 for
| egal and accounti ng expense, sonething somewhat near
and dear to the hearts of some of the people at the
table. That is found -- and let's also reference it on
your response to Bench Request Nunber 6 so we can all be
on the same page. The adjustnent is a restating
adj ust ment, excuse ne, it's a pro form adjustnent,
isn"t it?

A It's a M. Burton pro forma adj ustnment.
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Q It's a Burton pro forma adjustnent that you
don't make.

A. That's it.

Q Is that how -- is that a correct --

A You got it.

Q Okay. And M. Burton in a nunber to be

better refined and quantified throughout this proceeding
had cal cul ated $100, 000, none of which you allow in the
formof a pro forma adjustnent; is that correct?

A That's correct.

Q. So we can't really find it on RC-6 is your
answer, because you didn't make it?

A You're right.

Q Okay. On your direct and rebuttal testinony,

you opine, do you not, that |egal and accounting
expenses relating and related to this proceedi ng shoul d
not be allowed in rates, correct?

A. Yes.

Q. Isn't it true that the normal practice at the
Comm ssion is to allowin rates reasonabl e | egal and
accounting costs incurred by a regul ated conpany in a
rate case?

A. In normal circunstances, yes.

Q. Do you al so understand from M. Burton's
testi nony, which you have read, correct?



00187

A. Yes.

Q Do you al so understand from his testinony
that no recovery of |egal and accounting costs is sought
by this conmpany from-- until the point at which this

proceedi ng changed froma -- or shall | say until the
point at which it sought to withdraw its rate increase
pr oposal ?

A | understand that's what he said, yes.

Q And do you not find that nore reasonabl e?

A. Yes.

Q. Okay. Why is the recovery of defensive | egal

and accounting costs in this proceedi ng unreasonable in
your view, please?

A Several reasons. The five prior years of
overearnings, the listing of prior filings of this
conpany where routinely they have been w t hdrawn or
deni ed except for in 1991. | just think it's a waste of
everybody's tinme to -- | think this case should never
have been filed in the first place. There was no
revenue requirement. | think the whole thing was --

t here has been overearnings, | think the conpany can
absorb whatever |egal expenses there are.

Q. Well, there m ght be sonme agreenent that the
case m ght not originally have been filed. But ny
question went to why in this specific case in the
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posture it's in now, which is a defensive posture from
the regul ated conpany's standpoi nt, why you woul d
believe that its | egal and accounting costs shouldn't be
al | owed?

A. Well, I think I wll repeat the answer | gave
before, and the other thing is | think it's highly
i mproper to include the full $100,000 in the base upon
whi ch present or pernmanent rates would be set.

Q You did say that, and I will ask you about
t hat .

A. Under the pretext that presumably we're going
to be here next year litigating all this all over again,
and there will be another $100,000. | don't think
that's very realistic.

Q. | guess just ny followup to that then is,
but you normally do allow |l egal and accounting costs for
rate cases, so wouldn't that assunption about being back
here pertain to any other conpany as well ?

A In both cases, if the Comm ssion decides to
al l ow sonething, it would be ny view that that should be
anortized over a nunber of years and not included in the
basi s upon which permanent rates would be set now.

Q. Okay. So | understand your answer to be,
yes, if that would apply to other conpanies, and you
don't believe that this amount should be allowed in over
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1 a 12 nonth period, but over a longer period of tinme in a
2 pro form adjustnent?

3 A. That's correct, and | want to reiterate that
4 | don't think this is normal circunstances for this

5 conpany and their history of rate applications.

6 Q So then you do acknow edge that part of the

7 reason you are denying or want -- seek to deny any

8 allowance for legal and accounting costs in this case is
9 because of the five year past history of what you term
10 overearning, correct?

11 A. That's correct.

12 Q. Is it also your view that if the Comm ssion
13 allows -- seeks to allow |l egal and accounting costs as a
14 pro forma adjustnent, it should not be granted for |ess
15 than a three year anortized period? | guess | can ask

16 the question this way. What is your position about

17 three versus five versus current year?

18 A. Well, | think my testinmony says that under

19 normal circunstances, the policy would be to do it over

20 three years. But because of the circunstances with this
21 case, if the Conm ssion does decide to allow it, they

22 should anortize it over five years.

23 Q. And is that five year judgnent that you' re

24 rendering, because you have said that you don't want to

25 allow any because of the five year overearning, but
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taking that statenent a bit differently, is the five
years to be consistent with the five past years, the
five prospective years, for allowing | egal and
accounting costs to match up with your perceived five
years of overearning?

A. That's just a circunstance, no.

Q. Okay. Can you cite to any other contested
transportation rate proceedi ng where before the hearing
t ook place you advocated conpl ete disall owance of a
conpany's | egal and accounting costs?

A. I can make reference to a waste nmanagenent
case, a formal solid waste case, where waste nanagenent
i ncurred hundreds of thousands of dollars of |egal
expense, and in the Comm ssion order in that case, which
was one of the generic solid waste cases, and | don't
have the cite, but --

Q I know the case.

A. The Conmm ssion scal ed back extensively the
extent of those |egal expenses and anortized them over a
period of years.

Q | believe you're tal king about the 1991
recycling commodity adjustnment case where they nodified
the Lurito-Gallagher for recycling purposes, and |
understand that citation. But my question went to
whet her you -- whether there was any other case where
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you as the Staff before the hearing had advocated
conpl ete disall owmance of the conpany's |egal and
accounting costs?

A I''mnot aware of any before the hearing.

Q You also talk at the end of your testinony in
Exhibit 1, towards the end of your testinmony, you talk
about this concept that we have tal ked a | ot about in
our testinmony about the 97% operating ratio. You
acknowl edge, do you not, that that is totally
unprecedented in ternms of Conm ssion orders and
Comm ssion policy on the operating ratio regul ati on of
auto transportation?

A ' m not aware of any operating ratio that
hi gh for an auto transportati on conpany.

Q. So the answer is yes?

A. Yes.

Q Thank you. And | want to understand, your

basis, the conplete basis for you advocating such an
extraordinarily high operating ratio in this proceeding
is based on your observation and your prem se that this
conpany has overearned for the last five years?

A. Yes.

Q. At Exhibit 1, page 31, and I will get you the
line, sorry | didn't provide the line, on line 5, you
acknow edge that that high an unconventional and
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operating ratio in your own words is to sone extent
"retroactive rate making", correct?

A. Yes, followed by the rest of that sentence.

Q Let me -- | understand. Isn't it true that
wi t hout your view that the conpany had earned excess
revenues over the past, you would never have advocated
the 97% operating ratio, and you woul d never have
acknow edged that you're retroactively rate making in
your proposal ?

A. | didn't hear the first few words.

Q. Isn't it true that had it not been for your
view that the conpany had overearned for the past five
years and had, in effect, to sone extent is the termyou
used, that you were to sone extent retroactively rate
maki ng, you never woul d advocate anything but a 93%
operating ratio?

A That's true.

Q And by doing that, aren't you in effect
taki ng away from future revenues and reduci ng rates,
taki ng away from future revenues based on historic
operating experience?

A. Yes, for the next three years.

Q. And do | understand correctly that you
bel i eve that despite the retroactive effect that you at
| east have partially acknow edged of this
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recomendation, that you find justification for the
rol I back of present rates based on past operating
practices to be authorized by RCW 81. 04. 360?

A That's correct, and it's not retroactive in
the sense that prior custoners are going to -- wll be
given refund checks. It's that rates in the future wll
be | ower than they otherw se woul d have been.

Q. | couldn't hear you, I'msorry, | was
i stening hard, but --

A | just further clarified to say that | don't

mean retroactive in the sense of tracking down prior
patrons and giving themrefunds for ticket prices.

Q And you make that clear in your testinony,
correct?

A Yes.

Q. And one of the -- I"'mtrying to kind of tie

this to your further statenment on page 31 in lines 5
through 12. 1Is it correct that when you say that the
conpany, at line 12, where you say that the conpany has
paid grossly excessive salaries to its CEO and did --
and reaped a windfall, you say, and didn't reinvest for
t he benefit of custonmers or consuners, you don't deny
the fact that $168,000 or thereabouts per year of the
conpany's profits have been used to reinvest in
operating equi pnment for the benefit of custoners, do
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you? | nean do you deny that that's been done?

A. I think it's been done, but | think it's been
done frominternally generated funds.

Q. Can you clarify that? Do you nean by --
hasn't that been generated fromthe cash flow of the
conpany?

A Yes.

Q. Okay. And isn't that reinvestnent at |east
in part for the benefit of custoners?

A. Yes.

Q. Okay.

A And also to the benefit of sharehol ders.

Q And doesn't that cycle of investnent in the

conpany equi pnent involve the use of conmpany profits not
purely for the |largess or the benefit of the owner, but
for improvenment of the plant and equi prment?

A. For both, yes.

Q Okay. You also tal k about, at near the
concl usi on of your testinony, about a special reserve
account. It begins at page 36 of Exhibit 1 where you're

setting forth some of your sort of the concl uding
flourish of recomrendati ons for your testinony.

A. I like your terns.

Q. Thank you. In that testinony, you advocate
establishing a, quote, credit account or special reserve
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1 account for this conpany, correct?

2 A. Yes.

3 Q. Coul d you pl ease describe in far nore detali
4 than you have thus far in your testinony to date what

5 concept you have for the special reserve account? \What
6 is it, you know, where would it exist, who would
7 admnister it? Gve us sone detail on this.
8

9

A | tried to provide that detail in ny rebutta
testi nony.
10 Q It was too limted in ny opinion. You didn't

11 answer questions |ike where would it exist, who woul d
12 administer it.

13 A Okay, if you want to hit nme with those

14 questions one at a time, go for it.

15 Q Where would the fund exist?

16 A At a bank.

17 Q At any bank?

18 A. Yes.

19 Q. One sel ected by the conpany?

20 A. Yes.

21 Q Who woul d adm ni ster the fund?

22 A The conpany.

23 Q How woul d funds be directed into this
24 account?

25 A If the conpany earned in excess of a 97%
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operating ratio for any cal endar year, those surplus
earnings would be put into the account.

Q. How woul d that practically be acconplished?

A Wite a check.

Q And how woul d we neasure when that point is
achi eved? Wuld it be the nmonth foll owi ng the end of
the cal endar year? | nmean can you give nme --

A Sure, that sounds good.

Q Well, it sounds just by your rather facile
answer that you think this is an easy squeezy idea --

A No, | --

Q. -- and we're serious in asking you to flesh
it out for us.

A. Okay, | didn't nean to inply that. After the

books are closed and the incone is finalized for the
year, there's a net income nunmber. To the extent that
operating expenses divided by operating revenues exceeds
or is less than 97% those extra dollars would be put
into the fund.

Q. Well, now wait a mnute, isn't it 97.56% by
your revised testinony?

A No, 97%is the target. The 97.5 results from
the fact that | used rounded to the nearest quarter.

Q. Okay, so it's --

A The target is 97.



Q So anyt hi ng above or bel ow --

A Bel ow.

Q -- 9772

A Yeah.

Q Woul d trigger this account being activated?

A. Yes, and adjusted annually.

Q. And funds woul d be withdrawn how, by the
conpany? You said wite a check?

A. MM hm

Q And it would -- then it would go -- it would

go fromthe business operating account, the conventi onal
one, to this special account?

A. In the bank.

Q And the conpany would wite the check. And
would it be based on financial results that are audited
or that the conpany itself prepares or that you provide?

A. It would be conpany results of operations.
The only stipulation would be that owner's all owance as
booked by the conmpany woul d have to be at that |evel
approved by this Conm ssion in this case for proper
operating all owance, owner all owance.

Q So other than that line item of expense
allowed into the rate base, there could be variation
that the conmpany as the Conm ssion has said in sonme
orders could squeeze as nmuch profit out of its revenue
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requirenment |level that it was allowed as possible, but
anything -- nothing over $66,000 could be paid to the
owner of this business?

A | didn't say $66,000. | said whatever nunber
the Comm ssion finally comes up with in its order in
this case.

Q. I guess ny question assunmed that the
Comm ssi on had adopted your allowance.

A. Thank you.

Q. And it was $66, 000, and my question about the
i nterworkings of this account is, other than that |ine

item of allowed expense in the rate base, anything el se
could, you know, be nore efficient and not trigger a
lid; is that correct?

A. I think I agree with what you're saying, but
" mnot sure, M. Wley. Let nme give you these
addi tional circunstances. In the derivation of that
97% | have noved the fuel tax credit above the |line and
included it and called it an operating expense.

Q. Are you referring to an exhibit right now?

A Yes, |I'mreferring to Exhibit 15, page 1,
line 54, colum G

Q. Okay, hold on, going too fast.

JUDGE SCHAER: But in the right order.
Q Col um G.



A Line 51, or line 54, the 97.1, rounded it's
97. That's the source of the 97 operating ratio.
Q. So are you saying that Exhibit 15 is the

predi cat e upon which your special reserve account is
based?

A "' msaying that would be a good basis to
proceed, yes.

Q. Okay. So other than the owner's all owance
that you put an absolute |lid on at $66, 000?

A. Yes.

Q. Assum ng your allowance is approved by the
Conmi ssi on?

A. Yes.

Q No other line item of expense would be
l[imted in that fashion, correct?

A. Correct.

Q Ckay. Now so you were saying what kind of
review would be required to trigger this. 1In other

words, is it audited financials, is it financials that
t he Comm ssion approves, is it financials that the
conmpany submts; how would you get to that threshol d?

A The inputs into the cal cul ati ons woul d be the

financial results of the conpany as supplied by their
account ant .
Q Ckay. So it would be reviewed at a m ni num
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didn't have to be audited, but it would be reviewed by
the conpany; is that correct?

A Yeah.

Q Conmpany account ant ?

A It would be -- it would be cal cul ated and
prepared by him

Q. Okay. And based on that, the trigger at the
reserve account would occur at the bank?

A The trigger would occur if the resulting
operating ratio was | ess than 97%

Q. That's what |'m assum ng by my question.

A And if it did, then the conpany would have to

make a deposit into the account at the bank.

And that's where they "wite a check"?

Yes.

Now you say that this fund would be used to
| ower rates.

Yes.

Can you tell nme how that would work?

Yes. At the tinme that the conpany proposed a
rate increase, they made a filing, the Staff would
conduct its normal review, and if there was a revenue
requi renent devel oped that was positive, the balance in
t hat account would offset the revenue requirenment as
determned fromthe Staff audit.

O >0

>0 >
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Q But what if there was no rate -- let's say
t he conpany proceeded -- achi eved, because of its
efficiencies, an operating ratio below 97% it
determ ned certainly based on the tenor of this
proceeding that it wasn't going to file a rate increase,
how woul d the Staff approach the adjustnent of rates
based on the special reserve account?

A Well, if there was no rate filing, the noney
woul d just be in the account.
Q Wel I, then what woul d happen at the end of

the three year |life that you expect for this fund?
Wuld it go back to the owner?

A Gve ne a mnute. | don't have an i medi ate
answer for you on that.
Q. Well, wouldn't you acknow edge, and that's

why | think you seem somewhat surprised that we're
troubled by this concept, but wouldn't you acknow edge
that that's one of the basic nmechanics of its operation
that has to be addressed?

A | would say that if the conpany didn't file,
apparently then they didn't earn below a 97 operating
ratio for three years and --

Q. No, my question assumes just the contrary.

My question assunes that it was efficient, as it has
historically been, it achieved an operating ratio bel ow
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97% it didn't touch the owner's allowance that you
al l owed at the $66,000 level, and it didn't go in for a
rate increase or rate adjustnent, what happens to the

noney?
A I woul d suggest returning it in the form of
| ower rates for sone period in the future.
Q. Wel I, how woul d that nechani sm work? Are you

saying that you would file another conplaint case as the
Staff and force the conpany to |ower rates? You' re not
saying that refund it to custoners obviously?

A No.

Q. Because the |l ogistics of that would be
i npossi bl e, would they not?

A. No, but it would -- it would be used to | ower
fares of future rate custoners. And if it was -- if it

was set up and specified in the order in this case, then
it would happen at the order of the Conm ssion.

Q Okay. But | guess you're saying that that's
an i ssue that hasn't been resol ved?

A. Yes.

Q And nmy question though to you is, at the
present time based on your testinony about this special
reserve account, what would you suggest about the -- at

the end of the third year period when there's excess
revenues accunul ated, there's no rate case filed, and
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there's some pot of noney that is hanging out there in
suspense?

A. Well, | just -- | thought | just said that
upon further reflection, it should probably be used to
| ower existing rates for a period of tine.

Q And nmy question was follow ng that answer,
how woul d t hat be done, through a conplaint?
A Presumably if the -- if this idea was

accepted by the Comm ssion in this case and it was put
in the order of the Comm ssion, the conpany would conmply
with the order if there was noney in that account at the
end of three years.

Q Okay, but 1'm asking you what el enent --
you're on the Staff, you can tell nme what recomendati on
you woul d naeke to the Conmm ssion about how that noney
woul d be remitted in the formof |ower rates, and ny
gquestion is, would the Staff file a conplaint to
accomplish that?

A If that's what it took.

Q. And who woul d pay the taxes on the excess
revenues that are generated below the 97% operating
ratio threshol d?

A | nconme taxes?

Q Yeah.

A The conpany.
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Q And woul d the rate payers be expected to
contribute to that in any event, to that excess fund
tax?

A. No.

Q Ckay. And has this concept of speci al
reserve account ever been tried before for auto
transportation conpani es?

A. No.

Q Has it ever been tried before for a regul ated
transportation conpany that you' re aware of?

A. No.

Q Has it been tried ever before at the
Comm ssion that you' re aware of?

A. No.

Q. Can you, based on that observation, can you

understand that there's concern about the details of the
i npl enentati on and operation of this account?

A. Yes, | can, and | would only reiterate that
it flows fromour belief that there have been
significant overearnings in prior years, and sonething
shoul d be done about that in a determnation in the
present case.

Q. So you're saying then that a trial balloon
li ke that should be attenpted even if presently we don't
understand how it would work?
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A I'"msure, yes, I'"'msure the details would be
wor ked out .
Q. And is there any Staff policy that you're

aware of or Conm ssion order that authorizes the
establ i shnent of such an account under certain specified
ci rcumst ances?

A. In the past?

Q Yes.

A ' m not aware of any.

Q Is there a present policy or one devel oped
for this?

A No, other than what's presented in ny
testi nony.

MR. W LEY: One m nute, Your Honor?
JUDGE SCHAER: Certainly.
(Di scussion off the record.)
BY MR W LEY:
Q M. Colbo, in response to a data request from
t he conpany, you indicated that the Comm ssion -- you
had not identified any conplaint by any custoner
consuner about the present rate |evels of
Bremerton-Kitsap Airporter, Inc.; do you recall that
response?
A Yes, | do.
Q And since you filed that response, are you
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aware of any conplaint filed by a customer or consuner
of Brenmerton-Kitsap Airporter, Inc., alleging that the
rates are too high at present?

A. No.

MR. WLEY: | don't believe |I have any
further questions, Your Honor. | would acknow edge t hat
| have shortened ny allotnment after the break.

JUDGE SCHAER: | really appreciated the

efficiency of the questions, M. WIley, thank you very
much.

Why don't we take about a ten m nute recess
to allow the next questioners to get their thoughts in
order and give the court reporter a break, and let's be
back on the record at 4:15, please.

(Brief recess.)

JUDGE SCHAER: Let's be back on the record
then after a brief afternoon recess.

EXAMI NATI ON
BY JUDGE SCHAER
Q At this point, M. Colbo, I"mgoing to go
through and try to clarify ny understandi ng by asking
you a few questions. And |I've got sone questions
witten in different ways about the sane topic. | think
the way to approach it would be when you tal k about an
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owner's all owance, should | consider that to be the
equi val ent of tal king about a CEO s salary for this

conpany?
A. Yes.
Q So if, for exanple, this conpany was owned by

one person or all the stock was owned by one group and
none of them worked for the conpany but they hired a CEO
to run the conpany, would the salary of that person in
the theory be equivalent then to the owner's all owance?

A Exactly. In that instance, it would be an
arm s length transaction where the person running the
busi ness was not the person who owned it, and he woul d
therefore not be setting his own salary, so that would
be an arm s | ength transacti on.

Q. And then the owners of a conpany al so get
paid for their investnment in the conpany; is that
correct?

A Yes, that's the return el enent.

Q And that return elenment would either be a
return on equity or a portion of the operating ratio
that is the margin; is that correct?

A Yes, the margin is designed to cover
interest, federal incone taxes, and profit. The
interest and the profit would be the, conbined and
wei ghted, would be the overall rate of return.
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Q Ckay. Now M. Wl ey asked you sonme questions
referring to Exhibit 1, page 12, line 8, which is the
note I wote to myself, regarding which master shoul d be
served. Do you recall that series of questions?

A. Yes.

Q Am 1 correct that many regul ated conpani es
keep books in one manner for inconme tax reporting, and
then they keep their books in a different manner for
their regul ated reporting?

A That's not unconmon.

Q. So that, for exanple, there m ght be a
di fferent depreciation schedule for tax reporting as
conpared to regul atory reporting and sone ot her
differences, is that --

A That's true.

Q. And as | read your testinmony at |ine 10 about
this being a perfectly legitimate I RS all owed approach,
am | correct that what you' re discussing there is that
for I RS purposes, the conmpany m ght want to report the
owner's allowance plus the return as a salary, although
for regul ated purposes, you would have the owner's
al l owance be like the CEO sal ary, and you woul d have the
bonus be like the return or profit?

A That's true.

Q I's that what you are recomending for this
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company?
A. Yes.
Q. Okay. And | note that one of your final

recomrendati ons was that this conpany not be allowed to
pay out amounts as a bonus to M. Asche and the other
st ockhol ders. Woul d you have a problemw th them doi ng
that so long as there was a clear distinction between
what was to be treated as CEO sal ary and what was to be
treated as profit?

A. Not if it was clearly |abeled and left a
trail to track.
Q. And that would be sonething that should be on

t he conpany's regul ated books that are kept consistently
with the uniform system of accounts; is that where that
shoul d show up?

A Yeah, | think that's -- | think | agree with
what you're saying.
Q Okay. Now |l got a little bit confused by the

di scussi on of whether ampunts are paid out as dividends
as opposed to bonuses. M. W/l ey asked you sone
guestions about would that increase taxes paid by the
conpany and by the individual. And | understand why
that woul d increase taxes paid by the conpany, | think.

A What woul d i ncrease taxes paid by the
company?



Q If you were to pay amounts out as a dividend.
A. Yes.
Q. But why would it increase the taxes paid by
t he individual ?
A Because divi dends are incone to the
i ndi vi dual .
Q But aren't bonuses income to the individual?
A Yes, but they're only taxed -- if it's taxed
as wages, owner's allowance, it's only taxed once as
wages. If it's taxed as incone to the corporation, it

gets taxed once then, and then if it gets distributed to
t he stockhol der and decl ared on his or her individual
tax return, then it would be taxed a second tine.

Q Okay, and that's where |I'm getting confused.
| understand that at the conpany level it would change
how its taxed and give you doubl e taxation, but | don't

under st and how after the noney gets to the individual,
since they're already paying tax on either the wages
pl us the bonus and instead it would be wages plus the
di vi dend, why does that nean their tax goes up?

A Because if it was received as dividends,
their wages would by definition go down, and so they
woul d be paying | ess taxes that way on their individual
return. But when they got the dividend check, that
woul d be inconme to them and it would have to be paid on
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t hat basi s.

Q But woul dn't that be the sane as paying tax
on the wages plus a bonus?

A No, because it gets taxed -- in that
circunstance when it's -- when the profit -- when the

excess profits, if you want to call themthat, are taxed
as wages, that is a deductible expense when cal cul ati ng
the corporation's federal incone tax. So it would just
be counted as an incone itemto the individual, and it
woul d be reported on his incone tax return. If instead
you call those anounts dividends, that would increase
the profits of the conpany, and they would pay tax on

t hat .

Q Yes, and | understand the conpany woul d pay
nor e.

A Yes. Then when you sent the dividend to the
st ockhol der, that would be inconme to himor her, and he
woul d pay personal inconme taxes at that time on that.

Q. And woul d he pay nore or less in personal
income taxes than he would have paid if that anount had
been called a bonus and conme to himas wages?

Oh, it would be nore.

Why ?

Because he had nore incone.

Ckay, I'mnot sure | understand, but | wll

O >0 >
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nove on.

A The point is, when it's paid -- when it's
call ed an operating expense of the conpany and it's
i ncluded as conpensation, it's --

MR. WLEY: Right.

A. -- it's taxed once.
Q Yes.
A. But when it's sent to the individual as a

dividend distribution, it's taxed by the corporation and
at the individual |evel.

Q | understand that, and | understand that's
doubl e taxation at the conpany. But M. W/ ey asked you
also if that would have an effect on the individual, and
that's the only part of this | want to focus on is the
effect on the individual

A Oh, okay.
Q Because | wasn't -- that part of it confused
me. It seenmed to ne like you would have the same nunber

either way. And unless there's sonething involved |ike
capital gains or how dividends are treated or sonething

el se, | don't know why there would be a difference
there. Perhaps | should ask M. Burton about this.
A. It may be that the conbined tax rate of the

corporation and the individual wouldn't be as nuch as
the tax rate of the individual if everything went to
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him or it would be nore than if everything went to the
i ndi vi dual .

Q. Okay, thank you.
A. ' m not sure.
Q Looki ng next at Exhibit 6.

MR. WLEY: Not Bench Request 6, but --
JUDGE SCHAER: Exhibit 6, M. Wley.
BY JUDGE SCHAER

Q I'm | ooking at the bottom of that page, |ine
72, | believe M. Wl ey asked you a series of questions
about if this $355,000, | believe you said $355, 000, had
been paid out as a dividend, would that change operating
rati o, and you said yes; is that correct?

A. Yes.

Q. And | want you to look, am | correct that it
woul d change the per books operating ratio shown in
colum B because you woul d have that nuch com ng out as
an expense before you got to this point?

A. Yes, net inconme would be nore because that
$355, 000 woul dn't be call ed an expense anynore.
Q And then nmoving fromcolum B as in boy to

colum D as in dog and stopping for a nonent at col um
C, looking at line 51, then if you had al ready taken
this out in colum B, you would no | onger be making the
adj ust nent shown at line 51; is that correct?



00214

24

A. Yes, if it had been paid out as dividends.

Q So then if that's already been taken into
account, would the nunber in line 72 of columm D be the
same as it is now?

A. I think the answer is yes.

Q And woul d the sanme answer apply to the nunber
in colum F?

A. Yes.

Q Ckay. And one of the concerns that | have in
this proceeding is that when we get to the end and |
have to start making decisions that | can tell what an

adjustnment is and that all of the parties are talking
about the same thing in an adjustnment. So | want, |

have a few nore questions, | want you to stay with your
Exhibit 6, and I want you to turn to page 3, please.
And | ooking at the line for -- |ooking at adjustnent

PA-1, renove fuel, surcharge revenue, it appears that
the only difference between your adjustnment and
M. Burton's is the $290 on line 27 for taxes, public
utility; is that correct?
A Are you conparing my PA-1 with his PA-1?
Q Yes.
MR. THOWMPSON: Your Honor, which exhibit are
we | ooking at?
JUDGE SCHAER: We're | ooking at Exhibit 6,
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page 3.

A That's true.
BY JUDGE SCHAER

Q. What does this anount represent?

A OCh, it's 1.926 times 15,032, | think.

MR. WLEY: Right.

A. In other words, | gave a tax effect to the

corrected revenues -- wait a mnute, that's what it is.

It's the 1.926 tinmes the $15,000 reduction. ©Oh, it's
the revenue reduction because of the fuel surcharge
revenue. Revenues are down, therefore the taxes on that
revenue that the conpany pays to the State would al so
decr ease.

Q Okay. And on the same exhibit, nowlet's
| ook at page 2 for a nonent, |ine 72.

A. Yes.

Q You appear to include a rate base amount of
$349, 453 in colum E.

A Yes.

Q. For adj ustnent, adjust nonrecurring L& tax

credit. Should this amount be noved to page 2, col um
D, under the adjustnment RA-3, adjust to Burton
depreci ati on schedul e?
A. Yes.
MR. WLEY: | want to track that. |s that
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the $7,178 figure that we're tal king about?

THE WTNESS: No, it's the rate base nunber
bel ow t hat .

MR. WLEY: Oh, okay.

THE WTNESS: It appears that it mght be in
the L& credit colum rather than the Burton. It should
be one colum to the left. It should be in the
depreci ati on col um.

MR. WLEY: [It's just in the wong col um.

JUDGE SCHAER: Yes, okay, thank you.

THE W TNESS: | agree.

BY JUDGE SCHAER

Q On the sane page in colum J at line 70,
shoul d that amount be $92, 103 rather than $91, 505?

A. Oh.

Q. This is under your adjustnent RA-9, federal
i nconme tax.

A. | see. Say that again, please.

Q Shoul d that amount be $92, 103 rat her than
$91, 505?

A. Yes.

Q Okay.

JUDGE SCHAER: Does everyone have that?
Ckay.
BY JUDGE SCHAER
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Q Just a couple nore questions. M. Colbo, if
t he conpany had achieved its all owed operating ratio of
93% for the test period, would the conmpany have been
able to pay M. Asche the sanme | evel of bonuses for the

period?
A. | don't believe so.
Q. Okay. | would like to | ook at Exhibit 22 for
a nonent.
A What was the exhibit reference?
MR. WLEY: 22.
Q. 22, please.
MR. WLEY: 22, Staff neno.
Q Are you there?
A. Exhi bit 22, yes.
Q. 22, yes, M. Caballero and Ms. Hansen's neno

of February 11, 1998. Just briefly reviewing this, it
appears that the purpose of this meno was to recommend
that this docket be suspended; is that correct?

A. That's correct. But before that could
happen, the conmpany wi thdrew the filing.

Q And, in fact, the last |line indicates unless
wi t hdrawn by the conpany; is that correct?

A. Yes.

Q. Looking at the salary amount that is included

in here, was $108, 000 conpensati on or conpensation plus
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a bonus, if you know?

A. It was -- it did not include any bonus.
Q. Okay.
A. But that, as | said, that's what the nunber

was at sonme point in the processing of it, but it was
wi thdrawn, and it didn't cone before the Conm ssion.

Q Now | believe that this meno reflects that
t he conpany was earning an operating ratio somewhere in
the md to low 80's; is that correct?

A. Yes, and that's even with the owner's
al | owance of $109, 000.
Q. Okay. So just trying to understand the

di fference between an open neeting neno and a case goi ng
to hearing.

A Yes.

Q. If you were trying to get a case suspended
and with the nunmbers that you had al ready, and you were
showi ng an operating ratio in the md to | ower 80's,
woul d you be then | ooking to | ower or exam ne other
items to the sanme degree of scrutiny that you mght if
it did go to hearing?

A. I think -- let me answer you this way. |If an
itemis presented -- if it's handled informally and
presented at a Wednesday open neeting, the Conm ssion
has the discretion to allow the rates to go into effect
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under the prem se that those results portrayed are fair,
just, and reasonable. |If it goes fromthat point to a
formal hearing where the Comm ssion has to wite an
order, then the Comm ssion nakes determ nati ons of what
proper rates are and what proper expenses are, and then
it's not a question of allowing the rates to becone
effective, but approving the rates and approving each
line item of expense and revenue that nmakes up their
determ nation of what a rate should be.

Does that answer your question?

Q. Well, let ne ask it this way. |If this case
had gone to hearing, would Staff have felt bound by any
of the nunbers on here, including the $108, 000
conpensation, or would they possibly have recomended a
| ower anount after they studied that in nore depth?

A Oh, | think the issue of the | ow operating
rati o would have had to have been addressed, yes.

That's to say it should have been investigated further.

Q. Now | ooki ng at the second page of this called
Attachnment 1, colum J, line 60, salaries R Asche, it
appears to nme in looking at this that the Staff nunber
was $105, 000 rather than $108, 000 shown in colum D; is
that correct?

A Yes, it appears that there was some kind of a
separati on made between the passenger hauling operation
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and t he baggage and charter operations.

Q Okay. Now you had an extensive discussion
with M. W1 ey about excess retained earnings and
various effects on excess retained earnings, and do
excess retained earnings occur because of excess
earnings? |Is there sone relationship there?

A Yes.
Q. Then going back to your Exhibit 6, | want to
| ook at the second page now, colum B. It appears that

portions of your adjustment RA-1 and RA-2 are handl ed by
a separate adjustnment nunber by the conpany; is that
correct?

A Well, let ne turn to M. Burton's exhibit.
Yes, that is true.
Q. And so can you tell ne, can you identify the

ampbunts and the |ine nunbers that, from his exhibit,
that are in these two adjustnents on your exhibit? And

if you can't, I'mgoing to ask M. Burton that, just as
a war ni ng.

A In my RA-1, columm B, fromlines 1 through 9,
all those are are ms -- entries that exchange nunbers,
but the net effect of it all is zero. Al I'mdoing is
trying to get the proper dollars in the -- into accounts
that will facilitate ny separati ons between the

Brenmerton operation and the Fort Lewi s operation on page
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4. So | have -- so the net effect of the revenue
adjustnments on line 14 is to increase revenue by

$15, 923, which is the sumof lines 11, 12, and 13.
Everything el se just rearranges things but doesn't

change anything in total. But then the -- as a result
of all of that, Brenerton incone is on one line, and
Pierce County income is on another line. Wth respect
to the gain on sale on line 52, when all is said and
done, | have accepted M. Burton's $5,579 gain. There's
no difference between the parties on that item

Q. And what adj ustnent nunmber does M. Burton
use for that, please?

A RA- 3, line 44.

Q Okay. Does that also relate to the anount on
line 62 of your exhibit?

A Line 52, oh, yes, the first part.

Q. 62.

A Yes, the first part of line -- in colum A,
the $15,917, all | did there was reclassify it, as | did
t he revenue up above. | just noved it froma bel ow the
line itemon line 62 to an above the line itemon |ine
52. And then after that, | had to adjust it one nore

time in columm D to obtain the $5,579 gain on sale,
which is in agreement with M. Burton.
Q That's the nunber on the right-hand colum?



A. Yes.

Q And that's all reflected in M. Burton's
RA-3; is that correct?

A Yes, we end up with the sane nunber.

Q Okay.

MR. WLEY: Your Honor, before you | eave RA-6
or RC-6, Exhibit 6, when you tal ked about the anount of
$92, 103 that should have been reflected, is that $92, 103
in parens or not in parens? | assune it's not in
parens. M. Thonpson and | both assuned it was in
parens where you clarified on line 70.

THE WTNESS: It should not be in parens.

MR. WLEY: Right, thank you.

JUDGE SCHAER: Ckay, hold on just a nonent,

pl ease.
BY JUDGE SCHAER
Q Ckay you're tal king about, M. Col bo, |ooking

at page 2, Exhibit 6, in columm RA-9, in |line 69, you
show a positive anount of $92, 103.

A. Yes.

Q And that nunber stays unchanged, correct?

A. Yes.

Q. And then in line 70, you show a figure now in
brackets of $91, 505.

A. Yes.
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Q And is it correct that that nunmber shoul d
remain in brackets but should be changed to $92, 1037
A. Yes. | answered M. Wley too quickly. The

expenses for federal inconme tax increase on line 69,
t hat means that net income decreases.

Q So those two things --

A. So those are --

Q -- should be the sanme nunber, but one
positive and one negative?

A. Yes.

JUDGE SCHAER: Are we all in the sanme place?

MR. WLEY: Thank you.

JUDGE SCHAER: All right. And | don't have
anyt hing further.

| did want to ask you, M. Wley, | have
reserved ruling on Exhibits 9 and 19. You had asked to
be able to question before you spoke to whether or not
you objected to those.

MR. WLEY: | have asked enough questi ons,
Your Honor, that | think they can go into the record.
It goes to the weight at this point.

JUDGE SCHAER: Okay, then Exhibits 9 and 19
are adm tted.

M. Thonpson, did you have any redirect?

MR. THOWSON: | do, Your Honor.
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1 JUDGE SCHAER: Can you give ne an esti mte of
2 about how nuch?

3 MR. THOWSON: | would say 15 m nutes.

4 JUDGE SCHAER: Okay, let's go off the record
5 for just a nonment to di scuss schedul i ng.

6 (Di scussion off the record.)

7 JUDGE SCHAER: Let's be back on the record
8 after a brief recess to discuss scheduling. W are

9 going to recess for the day at this tine and reconvene
10 tonorrow norning at 9:30 in hearing room 206, at which
11 time we will take up Staff redirect for M. Col bo.

12 Is there anything else to cone before us?
13 Hearing nothing, we are off the record.

14 (Hearing adjourned at 4:55 p.m)
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