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PROCEEDI NGS

JUDGE SCHAER: We're here today for a second
day of hearing in Docket Number TC-001846. This is a
conplaint case in which the Staff of the Comm ssion is
seeking to reduce the rates of Brenerton-Kitsap
Airporter. Today is Decenmber 13th, 2001, and |I'm
Marjorie Schaer, the Adm nistrative Law Judge assi gned
by the Comm ssion to this proceeding.

I would like to start taking brief
appearances. Again, if counsel would just give your
name and your client's name, please, starting with
M. Thonpson.

MR. THOWSON: Jonat han Thonpson representing
t he Comm ssion Staff.

MR. WLEY: Dave Wl ey representing
Respondent Bremerton-Kitsap Airporter, Inc.

MR. SELLS: Your Honor, thank you, Janes
Sells, also representing Respondent.

JUDGE SCHAER: Okay, as we begin this
norning, | believe that the wi tness who was before us
yesterday, M. Col bo, has re-taken the stand.

| would rem nd you, M. Col bo, that you are
under oath in this proceeding.

And did you have any redirect, M. Thonpson?

MR. THOWPSON: | do.
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JUDGE SCHAER: Go ahead.

REDI RECT EXAMI NATI ON
BY MR. THOMPSON:

Q M. Colbo, M. WIley yesterday asked you if
you t hought that a 2.44% revenue margin was sufficient
to allow the conpany to pay taxes and al so to provide
themwi th a reasonable profit. And as | recall, you
said yes. But he also asked you if you had done any
cal cul ati ons to support that conclusion, and have you?

A. I have done some on Exhibit RC-6, page 1,
lines 67 through 78.
Q Ckay. Could you be a little nore specific

and sort of wal k us through what that cal cul ation
i nvol ved and which |Iines we should be | ooking at
specifically?

A Yes, the net incone before tax in colum H,
line 68, is $34,078. The federal inconme tax effect on
t hat taxable income is $5,012, leaving a bottomIline net
income on line 70 of $29,967. That conports to a 97.56

operating ratio on line 72 and a return on -- and a
return on line 76 of 8.29%
Q. And that 8.29% represents return on

i nvest ment ?
A It represents the return on investnent and
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the return on equity as well since there is no debt for
t hi s conmpany.

Q. M. WIley al so asked a nunmber of questions
about what the conpany shoul d have done with excess
profits or excess revenue and whether it would have been
better to distribute them as dividends or to pay
M. Asche a bonus. What concerns do you have about
excess profits?

A Well, I'"m-- whether you're tal king about
excess profits or excess revenues or excess owner's
conpensation or whatever, if rates are set on a fair,
just, and reasonabl e basis, there shouldn't be any
excesses, and the rates would be set on a reasonable
| evel of expense, and the return would provide a
reasonabl e return on the investnment. So the goal is to
set rates that are fair, just, and reasonable, and if we
do that, there won't hopefully be any excesses, at | east
on a sustained basis.

Q. M. WIey asked you sone questions about your
adj ust ment RA-4, which concerns the refund from L& and
the other organization | can't recall the name of right
now, but I think M. WIey was asking you sone questions
about the conpany's concern that these refunds m ght not
occur again. Do you agree that the refunds m ght not
occur in the future?
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1 A " mnot sure that they will or they won't.
2 What | have done in this case is to anortize them over
3 what | feel is a reasonable period, and | have set three
4 years. This is an itemthat's if there are no
5 additional credits in the future, the conpany can cone
6 inand file for a rate increase to make up that
7 differential whenever they want using either a 93 or
8 depending on the operating ratio that the Conm ssion
9 sets inthis case. It's simlar to the rate case
10 treatnent for rate case costs.
11 And that -- what normally happens is when
12 the, for a deferred charge for rate case costs or
13 sonething else, that the standard Comm ssion practice is
14 to anortize those as well. And normally when that
15 anortization period ends, we normally don't have the
16 conpanies cone in and saying our expenses are now | ess
17 so we're going to lower rates. But in this case, the
18 conpany does have the option of comng in and saying
19 that the anortization of the credit has now ended, and
20 our expenses are higher, so they can file for another
21 rate case if they want to.

22 Q How did the Staff conclude that the conpany
23 was overearning for the last five years?
24 A The basis of that conclusion is nmy Exhibit

25 15, page 1.
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Q And could you just summarize, at the risk of
repeating | suppose your pre-filed testinony, just to
clarify what was the analysis there?

A Well, it's a recap of the information
supplied to the Staff by the conpany in response to Data
Request Nunber 16 and 17. | have noved charter and

baggage revenue up into revenue as an operating revenue
and therefore included it in effect above the line. |
have nmoved fuel taxes on line 12, fuel tax credits on
line 12 above the line also to be included.

Depreciation on line 29 is as recorded by the conpany.
For a nore definitive approach, it my be proper to use
t he depreciation that the Conmm ssion finds, the

depreci ation expense that the Comm ssion finds
appropriate in this case at |east calculated on a
straight line basis and four years on line 29. And |
have used rent as recorded by the conpany on |ine 40.
There agai n, depending on what the Conm ssion rules in
this case, rent mght be a different nunmber. And then,
of course, owner's allowance is at issue on line 16. |
have included -- | have taken the officer's conpensation
as recorded by the conpany and then split it on line 47
bet ween t he base anobunt and the bonus anount on |line 51.
But on the Exhibit 15, line 1 is what | used to reach ny
conclusion that the conpany has been overearni ng.
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Q Ckay. There were also a | ot of questions
fromM. WIley about CEO salary or what's sonetines
referred to | guess as owner allowance. Could you
pl ease explain generally what would be included in the
owner's salary?

A. Yes, | think as | testified yesterday,
owner's allowance is a function of principally the
duties perforned and the time it takes to performthose
duti es.

Q Well, let ne give you sort of a hypothetical
and get your reaction. For a small conpany with a total
revenue around say $100, 000, would you expect that

conpany and that the -- well, yeah, that conpany woul d
require a full tinme CEO job rate?
A I think --
MR. WLEY: Your Honor, | object to the form
it's so vague. | nean is it a transportation conpany?

Can we have a little nore specifics to the hypothetical ?
JUDGE SCHAER: M. Thonpson, the objection is
that there are not enough specifics to the hypothetical.
MR. THOWMPSON: Well --
JUDGE SCHAER: So are you going to ask a
di fferent question, or do you want to respond to the
obj ecti on?
MR. THOWSON: | guess | didn't intend any
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nmore specificity. It could be a -- it could be a
restaurant or an espresso stand or what have you. |It's
just a general question about conpensation for
executives by businesses generally.

JUDGE SCHAER: (Okay, then I'mgoing to allow
the witness to answer that hypothetical, and |I'm not
certain what relevance it would have for this situation,
but go ahead and respond, M. Col bo.

MR. THOWPSON: Well, let me -- | wll
rephrase the question.

BY MR. THOWPSON:

Q. Let's say for a small regul ated
transportation conmpany with revenues of $100, 000 a year,
woul d you expect that that conpany would require a
full-time CEO?

A No, | think the m x of CEO type duties and
ot her duties would depend on the size and conpl exity of
t he conpany.

Q. M. WIley asked if in your analysis you

provided a risk prem um or provided sonething extra for
in recognition of I think entrepreneurial risk to
conpensate the officer for managing his own funds. Does
t he amount a person is paid for CEO duties depend on
whet her that person is the owner or a third party?

A No, | think the primary function is what the
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duties are and not who is doing them a CEO or an arms
| engt h enpl oyee.

Q. M. WIley also asked you if you could provide
exanpl es where the Comm ssion had decreased rates for
auto transportati on conpani es and went through the
exanpl es that you provided in your testinony, but has
t he Comm ssion ever reduced rates for a regul ated
conpany of any sort that's filed a general rate
i ncrease?

MR. WLEY: Objection, that's outside the
scope of nmy cross. Mne was purely and strictly limted
to either auto transportati on conpani es or
transportati on conmpani es.

JUDGE SCHAER: |I'mgoing to allow the w tness
to respond if there is sonething in his admtted
testimony or exhibits that relates to this.

Wth that limtation, go ahead, M. Col bo.

A. I would refer you to Exhibit 16, page 3.

BY MR. THOVPSON:

Q. And what's the information you have
summari zed there?

A. Those are exanples of utility cases where the
cited conpany asked for a rate increase in the initial
request columm, and upon final Conm ssion order shown in
the disposition colum actually received decreases.
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Q Yesterday you indicated that if it hadn't
been for the past five years of overearning by the
conpany that Staff would not be advocating a 97%
operating ratio over the next three years. Do you nean
that Staff would never advocate for a 97% operating
ratio for a conpany, or does that refer just to this
case?

A That referred to this case. There have been
cases that | can think of, the Rabanco solid waste
filing, where Staff set rates using a 98% operating
ratio. It was a garbage case, and it involved an east
si de garbage conmpany. | don't have the docket number in
front of nme, but | can provide it along with the Staff
meno. And in that case, due to the heavy debt of the
parent conpany, that made the return requirenment |ess,
and we set rates based on a 98 sonething operating
ratio.

Q Simlarly on the 97% operating ratio
gquestion, would -- is the 97% proposal from Staff the
only reason why rates -- Staff is advocating for a

reduction in rates in this case, or would a reduction be
appropriate even at a 93% - -

A. My position is that this conpany is
overearni ng whether you use a 93 or a 97. |If you use a
93, the increase in the Pierce County mlitary routes
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woul d be nbre, and the reductions in the Brenerton

routes would be less, but there would still be
over ear ni ngs.
Q. Can you explain the intent behind the credit

account into which funds would go in excess of 97%
operating ratio?

A. Well, the intent is to return -- in lieu of
the five year history of overearnings, the intent of the
credit account is for three years to return future
overearnings to the custoners.

Q. Okay.
A. In the formof | ower fares.
Q. All right. M. WIley asked whether, except

for the officer salary question, which is capped, right,
the officer's salary is capped, and anything in excess,
paid in excess of that | suppose would go into the
credit account; is that right?

MR. WLEY: Objection, |eading.

JUDGE SCHAER: Can you restate the question,
M . Thonpson.

MR. THOWPSON: Okay, |et nme back up.
BY MR. THOWVPSON

Q Wuld it be consistent with the intent of

this account for the conpany to increase, for exanple,
the amount that it pays to M. and Ms. Asche for the
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1 facility that it operates out of during the three year

2 period?

3 A. No. The intent is to return to custoners any
4 excess earnings over the next three years. And as |

5 said earlier, that would involve including charter and

6 baggage revenue as operating revenue, fuel tax credits

7 as an operating expense, depreciation on a straight |ine
8 basis, rent presumably at the |l evel that the Commi ssion

9 thinks is appropriate in this case, and owner's

10 allowance presumably at the |evel found acceptable by

11 the Commission in this case. The intent is not to give

12 -- not to have any excess earnings. The conpany -- the
13 custonmers have paid higher rates | ong enough.
14 Q | want to refer you to Exhibit 22, and

15 don't know if you have it in front of you, but you can
16 probably recall the 1998 draft Staff menorandum
17 concerning the conpany's rate filing?

18 A | have it.

19 Q. Does the spreadsheet on page 2 of that
20 exhibit represent Staff's final case?

21 A It represents the case as it -- as of

22 sonmewhere around February 11th, 1998, at the point in
23 time when it was withdrawn, but before it was presented
24 to the Conm ssion at its open neeting.

25 Q Ckay. Wth respect to the officer's salary
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t hat was di scussed yesterday, on that sanme page, colum
N, line 60, would, which the figure is $105, 735, woul d
Staff have used that figure fromthat tinme forward in
the case if it had gone forward?

MR. WLEY: Your Honor, |I will object to
this, because this was directly the questions you were
aski ng yesterday as far as Bench requests about this
Exhibit 22. | don't see anything different in the
questi on.

JUDGE SCHAER: M. Thonpson.

MR. THOWPSON: Oh, we're aware of that, but |
think it needed a little further clarification from our
poi nt of view.

JUDGE SCHAER: M. Wley, I"mgoing to allow
the questions. | think it's appropriate that the
parties can ask redirect about questions fromthe Bench
if they think that's necessary, and you will have the
same opportunity.

Go ahead, M. Col bo.

A You nean in a formal case?
Q Ri ght .
A. If we're tal king about a formal case, then

t here woul d probably be additional analysis not only of
owner's al lowance, but all of the other revenue and
expense accounts, to arrive at a record to be devel oped
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for the Comm ssion to make a final determ nation.

Q And t he sal ary amount coul d change based on
Staff's study?
A It could go up or down. Presumably there

woul d be sonme kind of analysis simlar to what | did in
this case to arrive at an owner's all owance.
MR. THOWSON: Okay, thank you, that
concl udes ny redirect.
JUDGE SCHAER: (Okay. |Is there anything
further for M. Col bo?
MR. WLEY: Yes, there are, Your Honor.
JUDGE SCHAER: What do you have in nind,
M. WIley?
MR. WLEY: About five questions, Your Honor.
JUDGE SCHAER: Ckay, go ahead.

RECROSS- EXAMI NATI ON

BY MR. W LEY:

Q. M. Col bo, you did not, in answer to
M. Thonmpson's question about your cal cul ation of the
return based on the operating ratio of 97.56, you didn't
refer to the page, and so | was madly turning, and by
the time | got to the page, you were gone. So I'm
sorry, but | need a couple -- you need to point me to --
and is it on Exhibit 6, page 1 that we are?



Yes.
Okay, that helps me a lot, thank you. Now

O >

JUDGE SCHAER: So should we turn to --

MR. WLEY: Yes, please, Your Honor.

JUDGE SCHAER: Thank you, M. W/ ey.
BY MR. W LEY:

Q. Turning to Exhibit 6, page 1, you indicated

t hat you had done cal cul ati ons based on that 97.56%
operating ratio, and you tal ked about a cal cul ation on
return on equity; is that correct?

A. Yes.

Q And is that found at |line 78?

A. Yes.

Q. Okay. And you al so derive, do you not, at

line 70, colum H, a total amount of net income which
woul d be the revenue margi n of $28,967, correct?

A. Yes.
Q. And are you saying that under your proposal
that this conmpany will earn a return and have noney for

taxes and theoretically for interest in the totality of
t hat $28,967 figure?

A. Well, right now there is no interest, but
yes, there would be enough for the resulting federal
i nconme tax.
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Q And woul d there -- and then the bal ance woul d
be what ever nodi cum of profit you would provide for; is
that correct?

A. Yes.

JUDGE SCHAER: [|I'msorry, M. Wley, nowI|l'm
conf used.

Looki ng at that same colum, M. Col bo, is
t hat $28, 000 figure already net of taxes?

THE W TNESS: Yes.

JUDGE SCHAER: Thank you, go ahead.
BY MR. W LEY:

Q. So the $28,000 figure would be the nunber if
t his conpany took your advice and borrowed noney to pay
interest with, and that would include the totality of
the profit or the return; is that correct?

A Well, if they borrowed noney --
Q Return to owner.
A If they borrowed noney, then there would have

to be interest.

Q. And so the answer is yes?
A. Yes.
Q Thank you. You also testified that

theoretically there should be no excess profits based on
the rates that you would establish in a rate proceeding.
You nmeant that generically and universally, | assune,
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did you not? |In other words, that you set rates as --
t he Comm ssion sets rates to theoretically get right on
target and not avoid -- and not achieve any excess
profits; is that correct?

A We try to set rates which generate fair,
reasonabl e profits.

Q. You woul d acknow edge, woul d you not, that
there is nothing per se inproper about an owner of a
regul ated conpany trying to squeeze out nore profit by
running even nore efficiently and cutting back on
expenses efficiently, would you?

A No, it happens routinely.

Q And so if an owner did that periodically and
routinely, that would generate what you would then
descri be as excess profits, would it not?

A Not necessarily.
Q Ckay, would you explain that, please?
A. | think it's fairly common for regul ated

conpanies to conme in for a rate increase, get rates, and
then it is to their econon ¢ advantage to avail
t hensel ves of whatever economes are there to try to
i mprove their operating performance. |In this case, |
think it's a question of degree, and the nunbers are
hi gher now in this case.

Q Ckay. So in answer to ny question, there
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woul d be excess profits generated by cutting back on
operating expenses and running efficiently at the

al | owed revenue requirenment, there would be excess
profits generated, and if that, the excess profits
continued periodically, you would view that as a
potenti al overearning problenf

A. If they were of a high enough amount and if
they continued routinely year after year after year,

t hen yes.

Q Well, do you see any flip side to that in
terns of a disincentive to an owner of a regul ated
conpany? Are you aware of the term gold plating the
asset base, for instance?

A. Yes.

Q. Well, isn't that the risk if you penalize or
if you scrutinize the generation of excess profits too
strictly, that you run the risk of encouragi ng owners of
regul ated conpanies to be inefficient and gold plate the
asset base?

A That's why we do investigations at the tine
of setting rates, to see if there's gold plating.
Hopefully we catch that when we do our audit and
i nvestigation.

Q. Okay. So if an owner is generating excess
profits by running efficiently and squeezi ng expenses,
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does that equate in your view if he does it routinely to
gold plating the asset base?

A. Not necessarily.

Q. You al so testified about a hypothetical of a
regul ated transportati on conpany who generates $100, 000
in revenues. Could you tell ne, you said, in response
to the question, you said that that kind of conpany
woul dn't need a full-time CEO. Are you saying that --
did that have any relationship to the nunber of
enpl oyees that -- the job duties the CEO perforned, what
-- was that a universal conclusion, or can you give us
any qualifications of your answer that you woul dn't need
a full-time CEOif the conpany only earned $100, 000 in
gross revenues?

A. I wasn't relating just to the level of
revenues. | was relating to the size and conpl exity of
the operation in general.

Q Well, if, for instance, it was a courier

conpany, which as you woul d acknow edge many couri er
conpani es have pretty | ow annual revenues, snmller ones,
if it was a courier conpany and it had 20 couriers
working for it, students and bi ke nmessengers, wouldn't a
CEO be required to manage 20 enpl oyees?

A Probably so.

Q And in any event, that wouldn't have any
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relationship to Brenerton-Kitsap Airporter's operations
in your testinmony, would it?

MR. THOMWPSON: |1'mgoing to object to the
formof the question. |'mnot sure it's clear what
M. Wley is referring to as that.

MR. WLEY: His answer about the courier
conpany, and |'m asking whether that has any parallels
to the respondent conpany.

JUDGE SCHAER: (Okay, does that clarify the
gquestion enough for you, M. Thonmpson?

M. Col bo, did you understand that question?

THE WTNESS: | don't know where we are, Your
Honor .

JUDGE SCHAER: M. W/ley, can you try to
refine that a bit and restate it, please.

BY MR. W LEY:

Q M. Col bo, you testified that a courier
conpany with 20 enpl oyees m ght need a CEGC, is that
correct, or you didn't know?

A They woul d need sone kind of nmanagenent.

Q Yeah. And | said that that anal ogy of
$100, 000, a regul ated transportati on conpany has really
no pertinence to Brenmerton-Kitsap Airporter's operations
either in gross revenues, nunber of enployees, or
conpl exity of operations, does it?
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A. The courier conpany?

Q Yes, the exanple that M. Thonpson used of a
$100, 000 regul ated transportati on conpany.

A Well, | think -- let nme answer you this way.

The key is the executive duties performed and how nuch
t he executive would have to pay someone to do those
duties if he had to hire someone to do it, to put those
-- to put that task on an arm s |ength basis.

Q Okay, and that relates to your |engthy
testinony yesterday where | tried to get sonme factors
for you on that; is that correct? So that's your
answer ?

A. Yes.

Q That that relates again to that issue?

A. Yes. | think it relates to your question.

Q. Thank you. You reference page 3 of Exhibit

16 as an exanple of conpanies, even though | asked about
transportation conpanies, you alluded to utility
conpani es that had sought to increase rates and then
suffered a rate decrease; is that correct?

A. You asked about transportation conpanies. M
counsel in redirect expanded that to all regul ated
conpani es.

Q. There's no argunent on that, M. Colbo, I'm

just saying, is that correct?
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A Did you ask nme about transportation
conpani es?
Q. Let me restate. You testified at page 3 of

Exhi bit 16 that there were non-transportati on conpanies
t hat had sought rate increases fromthe Conm ssion and
then had suffered a rate decrease; is that correct?

A. Yes, it is.

Q. Okay. And on page 3 of Exhibit 16, were any
of those cases, and if so which ones, did any of those
cases involve a filing by a regul ated conpany for rate

i ncreases who had then sought to withdraw the filing and
then suffered a conpl aint proceedi ng?

A. Not to nmy know edge.

Q Thank you. Finally, you nentioned the east

si de di sposal case. You said you don't know very nmany
specifics about the case; is that correct?

A | said | didn't know the docket nunber, but |
could provide it and the Staff meno if you need it.
Q. Do you know if that's the 1994 rate design

case that was litigated at the Comm ssion and went to
Ki ng County?

A. I know that it was not.
Q. Okay. Do you know what year the case was?
A. It has a 95 docket number, | assune it was

19 --



Q Okay.
A. Oh, wait a mnute, it may have been '98. |
will have to refer to counsel on that.
MR. W LEY: | woul d make a records

requi sition request, Your Honor, for the citation of
that case, but | can continue ny question with that
request made.

JUDGE SCHAER: Okay, well, before |I put a
record requisition into the record, let's find out if
that's sonething that can be furnished during the
heari ng.

Is that information that can be nade
available in the hearing time, M. Thonpson?

MR. THOWSON: Yeah, | have it right here. |
have a copy of the Staff menmo, which | can distribute.

JUDGE SCHAER: Wbuld you like to see the
Staff meno, M. Wley?

MR. WLEY: For the purposes of ny question,
| don't think that will be necessary, but | would |ike
to see it, yes.

JUDGE SCHAER: All right. Wy don't you --
do you mind if a copy is given to the witness to refresh
his recollection on the date and docket nunber?

MR. WLEY: That's fine.

JUDGE SCHAER: \Why don't you give a copy to



00251

M. Wley and to M. Col bo, please.
MR. THOWSON: (Conplies.)

THE WTNESS: | have it.
BY VR. W LEY:

Q Do you have enough -- | don't think we really
need to -- one thing that you have clarified is that
it's not -- this was not a Comm ssion order froma
formal contested case; is that correct? It was an
agreed disposition of the filing with -- between the
conpany and Staff?

A. That's correct.

Q Okay.

JUDGE SCHAER: M. Wley, | would like to
have the answer to your question that you nmade a record
requi sition about. What year was this, and what was the
docket ?

Q Ch, yes, can you answer that, M. Col bo?
A. Yes. Your Honor, the docket nunber was
TG 960510, and so that means it was processed in 1996.
JUDGE SCHAER: Thank you
Go ahead, M. W/ ey.
BY MR. W LEY:
Q. M. Colbo, ny -- you alluded to the fact that
this related to the outcone in ternms of the operating
ratio related to the debt of the parent conpany, et
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cetera; is that correct?

A. Yes.

Q Now t his case was not -- does not involve the
regul ati on of earnings on the straight operating ratio
basis |ike auto transportation conpani es are regul ated,
does it?

A. Solid waste conpani es are regul ated on an
operating ratio basis as well.

Q Let me nodify that. This does not involve
the use of the Lurito -- this case that we're in a

conpl ai nt proceeding in does not involve the
Lurito-Gall agher nethodol ogy of neasuring risk and
return to get to an operating ratio, does it,
traditionally by Comm ssion regul atory standards of auto
transportation conpani es?
A. No.
Q And t he east side disposal case, in fact,
i nvol ves the application of the Lurito-Gallagher
nmet hodol ogy, does it not?
A. Yes.
MR. WLEY: No further questions, Your Honor.
JUDGE SCHAER: Is there anything further on
redirect?
MR. THOWSON: We don't have any nore
questi ons.
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JUDGE SCHAER: (Okay, thank you for your
testi mony, M. Col bo.

Let's go off the record for a nmonent to all ow
M. Colbo to depart the stand and all ow the next w tness
to take the stand and get organi zed, please.

We're off the record.

(Di scussion off the record.)

JUDGE SCHAER: Let's be back on the record
following a brief recess where we changed w tnesses and
did informal nunbering of exhibits.

Woul d you like to call your first wtness,

M. Sells.

MR. SELLS: | call Richard E. Asche, Your
Honor, please.

(Wtness sworn.)

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

MR. SELLS: Thank you

V\her eupon,

RI CHARD E. ASCHE,
havi ng been first duly sworn, was called as a w tness
herein and was exam ned and testified as foll ows:



DI RECT EXAMI NATI ON
BY MR. SELLS:
Q. M. Asche, you are Richard E. Asche?
A That's correct.
Q. And you are the CEO of Brenerton-Kitsap

A That's correct.

Q. And you have submtted in this case Docket
Number TC-001846 a docunent entitled testinony of
Ri chard E. Asche?

A That's correct.

Q. Are there any corrections in the testinony
portion of that docunent?

A. None that | can see imedi ately.

Q. You have to speak up so the court reporter

can hear you.
JUDGE SCHAER: M. Asche, you m ght want to
pul I that m crophone a little closer.

Q. And attached to that testinony were several
exhi bits that you have submtted along with your
testinony; is that correct?

That's correct.

And are there any changes in those exhibits?
None that | can see.

And to this point in the proceeding then,

O >0 >
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does this testinmony and these exhibits represent your
direct testinmony?

A. Yes, they do.

MR. SELLS: Ready for cross, Your Honor,
pl ease.

A The only exception is the airporter schedul e
that was submtted as one of the exhibits, which has
been revised.

MR. SELLS: All right.

JUDGE SCHAER: The airporter schedul e has
been revised?

THE WTNESS: |It's obsolete. W go to
printing on these things every nonth or so.

JUDGE SCHAER: So that raises a different
gquestion for ne. Wuld you prefer to have this in
because it's current?

THE W TNESS: Its current, yes.

MR. SELLS: Well, in that case, we probably
shoul d substitute it, Your Honor. | guess |
m sunderstood. That is Nunber 27.

JUDGE SCHAER: All right, I'"mgoing to

identify those exhibits formally now, M. Sells.

MR. SELLS: All right.

JUDGE SCHAER: | have marked for
identification as Exhibit T-24 Exhibit REA-1T, which is
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the testinony of Richard E. Asche. | have marked as
Exhi bit 25 REA-1, the resune' of Richard E. Asche. |
have marked as Exhibit 26 a docunment entitled
Brenmerton-Kitsap Airporter, Inc., general information,
whi ch appears perhaps to be a printout froma hone page.
|"mjust trying to distinguish this fromthe next one,
which is also general information. | have marked for
identification as Exhibit 27 a docunment which is the new
hourly schedule for airport service for this conpany. |
will indicate that the REA-3 that was pre-filed and is
in your books is no |longer current and should be
replaced by the gol denrod col ored brochure that was

distributed this morning. | have marked for
identification as Exhibit 28 REA-4, enployee hourly wage
information. | have marked for identification as

Exhi bit 29 REA-5, salary history for Richard E. Asche.
| have marked as Exhibit 30 REA-6, a rental survey and
analysis of the Brenerton-Kitsap property. | have
mar ked as Exhibit 31 a Western Washi ngton Airporters
revenue for per passenger mle conparison.

MR. SELLS: | nove the adm ssion of those,
Your Honor.

JUDGE SCHAER: All right, is there any
obj ecti on?

MR. THOWPSON: No objection.
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1 JUDGE SCHAER: Those docunents are adm tted.
2 And | believe you have indicated the w tness
3 is now available for cross, M. Sells.

4 MR. SELLS: That's correct, Your Honor.

5 JUDGE SCHAER: Go ahead, M. Thonpson.

6

7 CROSS- EXAMI NATI ON

8 BY MR THOWPSON:

9 Q Good norning, M. Asche.

10 A Good nor ni ng.

11 Q. On page 4 of your testinony, if | could

12 direct you there, please. Do you have that in front of
13 you?

14 A. Yes, | do.

15 Q. Okay, there's no line nunbers, so it's what |

16 want to refer you to is the | guess the first full
17 question there.

18 JUDGE SCHAER: What's the page nunber again
19 please?

20 MR. THOWPSON: Page 4.

21 JUDGE SCHAER: Thank you

22 BY MR THOVPSON

23 Q. And your answer to that first question on

24 that page, you say that your conpany has what you
25 Dbelieve is the | owest cost per mle of airporter
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services in the state.

A That's correct.

Q. And a little further down in response to the
next question, which is why is this, you say that's
because you have been able to successfully enhance
revenue and reduce expenses on a sustained basis.

A That's correct.

Q. Your current rates were approved in 1991,
right?

A That's correct.

Q. Okay. | want to refer you to, and | don't

know i f you have this available to you right this
moment, but to Exhibit 9 of M. Col bo's testinony.
JUDGE SCHAER: Can you provide that to the
wi tness, M. Sells.
MR. SELLS: Data Request Nunber 2, counsel?
MR. THOWSON: What |I'm-- actually, I'm
referring to it's Exhibit 9, sheet 9. W have tal ked
about this quite a bit. It shows the rate cases filed
by the conpany over the years.
THE W TNESS: Okay.
BY MR. THOWVPSON
Q. Now | have to find it. Okay.
Now referring to that '91 approval of your
present rates, do you see there in this page 9 of
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Exhibit 9, down the first colum, colum A, where it --
where there's a Docket Nunber TC-9112797?

A That's correct, | see that.

Q. Now do you recogni ze that as the -- that's
t he docket in which your present rates were approved?

A. That's correct, it appears that way.
Al t hough there was anot her one, TC-910646, it says
revised rates approved and then the sanme date, well, six

nmonths prior to that, and I don't recall what those
were, but | believe that the TC-911279 were the approval
of our present rates.

Q. Okay. Do you recall that the first one was
t he general case, and then the follow up there was an
increase to cover the cost of insurance?

A. | don't know. It's been a decade ago. |
don't renenber.

Q Ckay. Could you accept that subject to
check, to verification?

A Yes, | will.

Q. Okay. Do you see the colum D, which says PF
revenue, and | think that nmeans pro forma revenue. In

that colum for that docket nunber, the figure is
$763, 091.

A Yes, | do.

Q Woul d you agree that that represents the
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revenue that was taken into account by the Conm ssion in
setting your current rates?

A. Yes, | do, providing that it's above the |ine
revenue, not including charter revenue, charter and
baggage revenue. | don't believe it was.

Q Ri ght, okay. And would you al so agree that
the -- on the bottomline of this sanme spreadsheet,
there is the current case, current filing, TC-001846,
and then going across to that sanme revenue, pro form

revenue columm, the figure there is the $1.6 M1 1lion
figure?
A Yes, | see that. |'mnot certain that it

al so doesn't include the below the |ine revenue. [
beli eve that exhibit nunber, the bal ance sheet for the

year 2000 -- oh, there is no P& statenent, |'m sorry,
have to accept that.
Q So that's -- you would agree that that's the

pro forma revenue that both the conpany and the Staff
are using for purposes of this case?

A Yes, | do.

Q Ckay. Now | won't ask you to do math on the
stand here, but would you agree subject to check that
the -- say the increase from $763,000 to the $1.6
MIlion figure represents about 116% i ncrease in revenue
for the conpany since 19917
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A I will take your word for it.

Q Okay. So in other words, it's a bit nore
than twi ce as much revenue?

A That's probably correct, that's right, it is.

Q Okay. If -- well, we know that the fares

have been constant, in other words, the fares have been
t he sanme throughout that whole period of tinme, correct?
A. That's correct.
Q So that increase in revenues woul d represent
t he sanme increase in riders, wwuld it not, as a
percentage if we accept that 116% i ncrease figure?

A I don't have the ridership figures avail able
today, but it would be -- approximately it would be the
same. |'mnot sure, because the revenue doesn't exactly

equate to the proportional rate increase in passengers,
but approximately.

Q Well, shouldn't it? | nmean if you have -- if
we're just tal king revenue fromregul ated operations,
you're tal king about fares, right?

A They are, that's correct, but ridershinp,
remenber that round trip passengers get a 10% di scount.

Q Okay.

A. So that would be reflected in the anount of

revenue coll ect ed.
Q. Okay.
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A. And it wouldn't be exactly a two to one, |
mean two passengers per round trip ticket. It could be
| ess than that when you total them all up.

Q. Wel I, okay, that was true -- well, okay,

t hose sanme assunptions go into both years though,
correct?

A. Yes, they do.

Q. Do you have any reason to believe there are
more round trip passengers currently than in '91?

A. Yes, we do, we have nore round trip
passengers.

Q. Well, do you think that has made a materi al
difference in the calculation then as to --

A Well, a slight m scal cul ati on because of the

-- based on the nunber of round trip passenger tickets
per sales we're selling today versus we did in 1991

Q Okay. | want to review with you, still on
page 4 of your testinony, just below that testinony I
was referring you to earlier where you stated that you
have been able to successfully enhance revenue and
reduce expenses on a sustained basis, you provided sone
exanpl es there next to the bullets of | gather what you
attribute that to, right?

A That's correct.

Q. Okay. And specifically have -- are these
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t hi ngs new, are these changes since 1991?

A. Yes, the nunber of the frequency of our
trips, which is the primary reason why we have increased
t he revenue.

Q Ckay. Have you changed your schedul e since
'91?

A. Yes, we have, several tines.

Q. Okay. In what respect?

A Addi ng nore trips.

Q Okay. And what is that in response to,

i ncreased demand or --

A Yes, it is. Well, it's we're kind of a
supply side econom cs business. | nean the nore trips
you add, the nore passengers you're going to carry.
It's kind of like build a ball park and they will cone.

| mean that's the way this business operates. Nobody
likes to wait. So the nore frequent our trips are, the
nmore our ridership is going to be increased.

Q. Okay. In other words, if you add new runs,
new vehi cles, you don't have any trouble filling thenf
A We have trouble filling theminitially, but

eventual |y people get used to our new schedul e, and they
understand that it's nore convenient to ride on our
buses, and so eventually we start filling them up.

Q. Okay. Just noving down the list, the second
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bull et there, the provision of courtesy tel ephone calls,
is that an addition since '91?

A. Yes, it is.

Q. Okay.

A. In "91 we didn't have cell phone radi os on
our vehicles.

Q. What about operating clean and safe vehicles
whi ch are naintai ned by your own nechani cs?

A. Yes, that's inproved since 1991, because we

have replaced all of our vehicles with new vehicles,
reduci ng mai ntenance costs and dependability of the
vehicles. And we do our own nmmi ntenance, routine
mai nt enance and mgj or mai nt enance, in our own shop,
thereby elimnating a | ot of costs.

Q. What, going down a couple, you indicate there
t hat you don't provide hone pick up or delivery, which
allows for closer adherence to published schedul es.
Well, first of all, is that a change since '91?

A Yes, it is.

Q. Okay. You previously did do --

A We did hone deliveries.

Q Okay, you --

A. We didn't do hone pick ups. We did honme

del i veri es.
Q And did that -- | suppose that added to your
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cost per passenger mle?

A. No, it didn't. We did honme deliveries for a
whil e, and when we have a van full of ten people, it was
fine for the first guy that got home delivered, but that
tenth guy that got honme delivered, he never woul d get
home. So we discontinued that. Plus there was a matter
of accountability for the noney collected for honme
deliveries. It was $1 a mle. There was no way to
really control that. So plus we also found out that --

Q Well, let ne just ask you a follow up on
that. There was a separate rate for honme deliveries?

A Yes, we charged themthe basic rate or tariff
rate to get to say the Silverdale Hotel. And then if
they lived two mles fromthe Silverdale Hotel and they
were honme delivered, we woul d charge them anot her doll ar
per mle. And the driver was supposed to record the
odoneter reading, and it was very difficult to control.

In addition, nost passengers don't like to be
home delivered. They want to get fromthe airport
swiftly to the Silverdale Hotel, for instance. Because
t hey can al ways have sonebody pick them up or we can
radio for a taxi cab to pick themup, and they just want
to get to their destination, the city of their
destination, quickly.

Q Does pick up and delivery, home pick up and
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delivery, figure into the cost per mle of other
carriers as you calculated it?

A. No, it doesn't. Those are the basic rates
for the city of their destination.

Q Okay.

A. The Shuttle Express figures that | provided

are for their schedul ed service. They do not hone
deliver there, for instance.

Q A bit further down the |ist where you
i ndicate that you use 21, well, actually at the bottom
of the list where you indicate you use 21-passenger
vehicles instead of is it 11-passenger vans, yeah?

A That's correct.

Q I's that unusual anong airporter services in
the state?

A I would say so. Most of them are operating
vans. We operate 21-passenger buses.

Q Okay. Do you think that can contribute
toward the difference in your -- what your fares are per
passenger mle versus what other carriers are?

A Well, no, because --

Q Let me back up, let me strike that.

Is this sonething that you started doing
since 19917
A That's correct, we have.
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Q In other words, were the assunption in '91
then was that you were using the 11-passenger vans?

A That's correct.

Q. Okay. And how does the cost of operating a

21-passenger vehicle conpare to operation of an
11- passenger vehicle?

A. Slightly nore.
Q. It's slightly nore?
A. It uses nore gasoline. They're nore

expensi ve vehicles. They're nore than tw ce the anount
of a small van. They're nore costly. They're the --
mai nt enancewi se they're about the same, except they're
new vehicles so they require | ess mai ntenance.

Q Okay. But they create the potential at | east
for approximtely tw ce the revenue, right?

A If they're filled up, that's correct.

Q Okay. And | think you have indicated that

generally that's not a problem at |east after you have
establ i shed a new route?

A Well, let ne explain our operation. |In the
norni ng runs when we take people to the airport, we
generally have -- we could have on one run, in

particul ar run nunber one, we could have as nmany as 30
people on that run, which would require the use of one
| arge van, 21-passenger bus, and one small van to get --
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and they leap frog to the pick up points to get
everybody picked up on tine to get to the airport.

These filled up vans usually occur in the norning, the
first five or six runs in the norning. 1In the
afternoon, thereafter, we could have a |l arge van | eaving
the airport with one passenger on there. So it varies
by the tinme of day, but generally the norning is our

busi est schedul e.

Q Okay. Wth respect to | guess having the
demand there to justify adding routes or buying |arger
vans, would you attribute any of that to the -- well,

let me, first I would ask you, has there been nuch
growth in the Brenmerton and Kitsap Peninsula area in the
| ast decade?

A. Wel |, supposedly, but the nunmber of air
passengers has al so grown. The nunber of people flying
today versus ten years ago is significantly nore.

Q Okay. And would you -- is that a reason,
woul d you say, for your ability to always have | guess
the demand there to neet your addition of other runs and
| ar ger vans?

A. " mnot sure | understand the question.
Q. Well, you were tal king about the nature of
your business and how there's -- | can't recall exactly

how you characterized it, | think you said the demand
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si de.

A Supply side.

Q. Supply side rather, that there tends to be
demand there if you -- if you build it, they will cone.
Do you -- would you attribute any of that to the growh
in air travel or to growth in the -- just generally in
the area that you serve during that ten year tine frane?

A That's certainly part of it, and as are al

of these other factors that | have enunerated on page 4
of Exhibit 24.

Q Okay.

A But the fact that we have 21-passenger buses
doesn't nean that that's why we're carrying nore people.
We're carrying nore people because of these reasons.

Q. Wel I, okay, you indicate just above that,
well, | guess the second bullet point fromthe bottom
t hat you schedul e service so that the sanme vehicle that
drops passengers off at the airport picks them up

i medi ately, picks up another |load i mediately. 1Is that
a function of demand? | nean is that --

A No, that's a --

Q -- sonmething that other airporters are able
to do?

A No, they're not. | don't believe they are.

But in our case, for instance, the driver that has runs
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one, has run nunber one in the norning also has run
nunmber five, which enables himto pick up passengers on
run nunber one to the airport. And when he |eaves to
the airport, he gets to the farthest northest point on
our schedule to pick up passengers for his next run,
which is run nunber five, so we elimnate dead van
travel or bus travel.

Q. Okay.

A. I don't believe the other airporters do that.

Q And do you have any idea why they wouldn't do
t hat ?

A Schedul i ng probl ens, because a |lot of them

are maki ng hone deliveries. And when you home deliver
sonebody, ten people on a bus or a van, you don't know
when you're going to get to your next pick up point in
time, so.

Q Switching to a different part of your
testinmony a little further on on page 7, actually just
carrying over | guess fromthe question at the bottom of
page 6 there, you're | guess basically tal king about why
you don't think it's fair to conpare your salary to that
of other regul ated conpanies. Do you recall that, or do
you see that?

A Is this page 67?

Q Referring to there's a -- let's see, it says,
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on page 6 at the bottom it says, in Staff's testinony,
did you review their conparison of your conpany's owner
conpensation versus other regul ated conpanies. And you
say yes. And then the question is, what's your reaction
to that testimony. And | guess what |I'mreferring to is
your answer at the top of page 7 there. And you, |
guess you indicate that you think that's an unfair
conpari son because you don't have door to door service.
You have a large mlitary custoner base. You indicate

t hat concentrates your custoner base configurations and
i nvol ves significantly different denographics, markets,

and operational considerations. Is it a fair
characterization of that to say -- it seens |ike you're
arguing that you -- your conpany has exploited a niche

t hat makes your business different than these other
regul at ed conpani es?

A Well, certainly we have a larger mlitary
popul ati on that we serve. 1In fact, | don't know of any
other airporters that serve mlitary popul ation. |
believe we're the only one in the Puget Sound area.
Possi bly Shuttle Express in the Everett area where there
isamlitary -- a naval base in Everett now. But it's
brand new, so they don't have the mlitary popul ation
t hat we do.

Q Ckay. But what significance does that have?
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How does that make your operations different than others
specifically with reference to the mlitary custoner
base?

A Well, | guess what |I'msaying is that we
serve a different kind of market in the Kitsap Peninsul a
than the other airporters serve. In fact, our market on

the whole is pretty well disbursed throughout a | arge
area, whereas Shuttle Express, for instance, in the
Seattle area, their market is within the confined city
limts of Seattle, for instance. Large population in a
concentrated area, where ours is nore disbursed.

Q. Well, | thought you said there that this --
the fact that you don't do door to door service and you
have a large mlitary custonmer base concentrates your
custonmer base configurations. And | think that was with

regard -- | nean that's in conparison to other
airporters, correct?

A. Yes.

Q. I mean | would interpret that to nean that

you consi der your customer base nore concentrated than
theirs, is that --

A The mlitary bases are concentrated.

Q. Okay. Isn't that simlar though to a
concentrated downt own area?

A. No, because we have many downtowns in our
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area of operations versus Shuttle Express, which serves
the Seattle area. W serve the Kitsap County area,
consi dered, you know, of many |ocalities and

muni ci palities.

Q Well, here's what | guess confuses ne. It
seens like in the discussion we were having earlier
about what you attributed your inproved efficiency I
guess is how you m ght characterize it of your firm over
t he years, one of the things is that you have elim nated
door to door service, and here it would seemthat in
addition to that you' re tal king about taking advantage

of | guess what | interpret as a concentrated nmarket; is
that not correct?

A. The concentrated market on the mlitary base,
that's correct. But each one of those mlitary bases is

different and requiring different entry procedures for
entering the base. For instance, at Puget Sound Naval
Shi pyard as a result of 9-11, we're still not allowed to
go aboard Puget Sound Naval Shipyard, as we are not

all owed to go aboard McChord Air Force Base for security
reasons. We are allowed to go aboard the Banger
submarine base finally after a couple of weeks ago. But
the fact that we serve these mlitary bases provides us
with unique situations that we have to deal wth,
whereas the other airporters don't have to deal with
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this kind of situation.

Q. What - -

A. We al so --

Q. Oh, sorry. Well, if you want to add nore.
A. We also don't have to deal with the problens

of door to door service, which is efficiency on our
part. We feel it's efficient.

Q. Okay. What percent of your custoners are
mlitary? And if you could break it down by your two
different routes, that m ght be hel pful.

A. Well, all the passengers that we carry on the
Fort Lew s/ McChord side of our operations are mlitary,
they're all mlitary. On the Brenerton side, the Kitsap
side, | would say roughly 30% well, 20%to 30% for
mlitary on active duty.

Q. Okay. Can you explain -- well, 100% for Fort
Lews. So do -- how do those custoners, on just the
Fort Lewis side now, how do they -- how do they get
steered toward or |earn about your service?

A Well, nmostly it's word of nouth, but we do
provi de our schedules on all of our vehicles. They're
provided to all of our pick up points and drop off
points at Fort Lewis and McChord. And at the Fort Lew s
bus term nal there is a dispatcher there, not our
di spatcher, but there is a bus term nal there, and
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there's a dispatcher in there, a G eyhound Bus depot.
What it is is a G eyhound Bus depot, and they call us
with people who want to ride our van.

Q. Do mlitary service people who use the
airporter typically get reinbursed for that by their
enpl oyer ?

A. If they're on official travel orders. |If
they're going on | eave, they get no reinmbursenent.

Q I just had a -- | had a question that you

state in your testinony, and | won't refer you to it,
you probably renmenmber it, you say you operate 24 hours a
day, 7 days a week.

A That's correct.

Q But | ooking at -- looking at it, | just was
confused on this, I'msure you can probably just clarify
it for me, but |ooking at your revised Exhibit 27, which
is the -- you have provided a brochure that's updated
but -- well, this |looks different to me. Well, it

appeared to me from what was provided earlier, and this
is your exhibit that you had designated as REA-3, that
your earliest pick up was, this is I think just on the
Bremerton run.

A. That's correct.

Q Was 2:30 a.m, and it |ooked |like the | atest
drop off was 11:30 p. m
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A That's correct.

Q So | mean in what respect is it 24 hours |
guess?

A Maybe | shoul d have said our vehicles are on
t he road 24 hours a day.

Q Okay.

A. In other words, the driver who nmakes his pick

up at the Banger submarine base at 2:30 in the norning,
he has to | eave our office at 1:30. By the tinme the
driver gets back from making his drop offs on the | ast
run of the day, run nunmber 20, it's probably about the
sane tinme, maybe 3:00 in the norning by the tine he
drops off all of his passengers and returns to the base.
He's getting to the office at the same time the first
guy is leaving in the nmorning. So our vehicles are on
the road basically 24 hours a day, one to as many as SiX
vehicles are on the road at any one tine.

Q | see. Why don't you have a schedule, |
didn't find one at |east, for Fort Lewis and McChord?

A | did not bring that with ne.

Q It appeared to ne that your web site doesn't
t hat have i nformation.

A. It doesn't now, but we're revising that also,
our own server, our own web page, which will include the

Fort Lewi s schedul e.
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Q Ckay. Back on page 7 of your testinony, in
your answer to the first question on that page, it says,
regarding the latter, have you done a conparison using
airporters relied on by Staff in their testinony, and
you tal k about how other airporters have significantly
hi gher revenue yields per passenger mle. Wen you talk
about revenue yields, you don't nmean net revenue, do
you?

A. I nean the fare divided by the nunber of
mles it takes when you get there.

Q. Ri ght .

A To that destination.

Q Okay.

A So it's a revenue mle.

Q. Do you know what those other airporters’
expenses are?

A What their what?

Q What their expenses are?

A. | don't have any idea what their expenses
are, but | know what they're collecting in fares. This
is a fare conparison

Q Yeah, under st ood.

A. So | don't know what their expenses are. [|I'm

assum ng that many of them their expenses are higher
t han ours because they're hone delivering, so.
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21
22
23
24
25

Q Okay. I'mgoing to switch topics a bit here,
and | want to refer you to page 5 of your testinony.
This is the -- what | want to focus on is your response

to the second question on that page, and the question
i's, you have received fairly substantial bonuses in
recent years, and what are they used for. And you see a
part of your response there to say, | typically use
t hese bonuses to pay off and/or avoid debt within the
conpany. Do you see that?

A. That's correct, yeah

Q. You then refer to the fact that you and your
wi fe borrowed noney in order to nake inprovenents to the
facility that you own and | ease to the conpany.

A. Yes.

Q. Now this affiliated rent issue is a big issue
in the case, right, and you -- basically you -- the
conpany pays you is it $5,000 a nmonth in rent?

A That's correct.

Q. Okay. And you bought the facility in 1986;
is that right?

A We conpl eted construction of the building in
'86, that's correct, it was in '86.

Q. Okay. And you were present yesterday for

M. Col bo's cross-exani nation testinmony, right?
A That's right.



00279

Q Do you recall when he -- where there was
di scussion of | think what's now Exhibit 23, which was
his work sheet where he was -- M. Col bo was show ng
cost, the cost of those facilities and, well, and
conparing that to the | ease figure?

A. | don't have that exhibit.

Q. Well, okay, | just -- in general, did you
foll ow that discussion yesterday?

A. Somewhat, al though | did not have that

exhibit at the time, so | wasn't able to put ny finger
on exact amounts that he was referring to.

Q. Okay. | guess all | want to ask you is, do
you have any idea whether the conpany, the conpany now,
woul d have |lower facility expenses if it had bought the
bui | ding and made the inprovenents that you refer to
itself rather than you doing it, you and your w fe doing
it personally and then leasing it to the conpany?

A. | don't know, except | know that it was on
t he recommendati on of our CPA that we do it in this
manner .

Q. Okay. But | nean was he taking into
consi deration your personal finances as well as the
conpany' s?

A I think he was taking into consideration that
a tax angle -- the tax advantages to doing it in the
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manner that we did it.

Q Okay.

A. In fact, I"mcertain he was taking that into
account .

Q Again, | want to nake just a conparison to a

different part of your testinony, just on the prior
page, page 4, beginning where you were discussing in
t hose various bullet points what you attribute your
success to | guess. The third one fromthe bottom
there, you say, we have no debt, all equipnent
acquisitions are made with conpany cash reserves.

A That's correct.

Q Do you see that?

A. Yes.

Q. I wanted just for clarification, back on page

5, you say that, bonuses were paid to me. This is, |

wi sh there were |ine nunmbers, but again, just under that
part | was referring you to before about the use of
bonuses, it says, bonuses were paid to ne to reduce
retai ned earnings and then used to avoid the conpany
incurring debt to finance renovation and new pl ant and
equi pment costs. So here, | guess here you're saying

t hat you use the bonuses to finance new renovation or
renovati on and new plant and equi pnent cost. And |
guess | understand the renovation part as you have
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explained it, but the -- I want to focus in on the new
pl ant and equi pnment, because it woul d appear that on
page 4 you're saying, we have no debt, all equi pnment
acqui sitions are nmade with conpany cash reserves. But
then here | think you're suggesting maybe that sone of
t hat financing my have been obtained from you
personal | y.

A That's correct initially, not in the last --
currently we're purchasing our equi pnent, our buses,
with cash reserves in the conpany. Previously when we
built the building, I borrowed noney fromthe bank, and
| borrowed noney fromthe corporation to build our
initial buildings. W have two buildings that we built
in 1986. Since then, we have added two nore -- we have
added one nore building, one nore six stall bus garage,
and we have extended our existing ten stall garage to
accommpdate six nore |arge 21-passenger buses. So those
are the inprovenents and the additions that |'m tal king
about for facilities.

Q. But that's not in the last five years say?

A Probably in the last three years.

Q Well, okay, with reference to the -- with
reference to the facility, correct?

A No, with reference to facility, | borrowed

money fromthe corporation to make those additions and
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extensions that | tal ked about.

Q Okay. Just noving down on page 5 in response
to the next question where it says -- the question is,
t he conpany has generated significant retained earnings
over the past few years, what did you do with that
noney. And you say that you were advised by your CPA
that you can't continue to maintain such retained
earnings without attracting unwanted attention fromthe

IRS. | think there was sone discussion about this
yesterday; do you recall?

A. Yes, there was.

Q. What exactly does that mean?

A. Well, as | understand it in discussions with

our CPA, the IRS allows you to retain earnings in your
corporation. And again, depending on the size of the
organi zation, the revenues generated, that size can
vary. We're in a dangerous position now, you know, by
drawi ng the attention of the IRS because of the retained
earnings. The retained earnings account is an

accurmul ation of all the earnings in the corporation in
our 22 year history, so it keeps building up each year
unl ess we rid ourselves of those profits by paying not
owner's sal ary, because owner's salary is different than
-- or | nean CEO s salary is different than owner's
conpensati on. W pay our owner's conpensation back to
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t he shareholders in the formof a bonus, which is --
reduces the profits of the corporation and that

therefore -- and then that's incone that's to the
shar ehol ders, which we pay federal incone taxes on
t hereby avoi ding the double taxation. |If we retain

those earnings in the corporation and we paid corporate
i ncome taxes on those earnings for the year and then we
pai d those earnings out to the shareholders in the form
of dividends, the sharehol ders woul d again be taxed on
their personal income tax for those dividend earnings.
So that's the way we do it with the bonuses to avoid
doubl e taxati on.

Q Okay. Wuld one -- well, in order to avoid
that problem is it possible that one of the things you
coul d have done was to reinvest the retained earnings?

A Agai n, the retained earnings account is the
accurmul ation of all the earnings of the corporation
since day one, so it's not a -- it's not a matter --
because they're retained earnings doesn't nean we have a
mllion dollars in cash sitting around.

Q Ri ght .

A Plenty of those retained earnings have been
i nvested back in the corporation.

Q. | see. Well, let me put it this way. [If --

isn't it true though that if you had -- well, could you
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increase, not specifically to reinvest them | guess is
what |'m asking, but if you had increased expenses in
order to add vans or add, not routes but what's the word
" m | ooking for, add nore frequency to your schedul e and
so on, certainly that would have had the effect of
reduci ng retained earnings, would it not?

A. Yes, we could have used that noney for
expansi on. We could have bought out sonme other
authority. We could start operating additional trips.
We coul d have expanded into our building and add nore
bui l dings. There are a |lot of ways that the retained
earni ngs account could be reduced if it's invested back
in the corporation. And that's what the IRS is |ooking
for. O it could go for a self insurance program W
could be self insured, thereby reducing our insurance
costs considerably through the insurance conmpanies. O
we could provide a owner's retirenent fund. A lot of

t hi ngs.

Q. Okay. A bit further on on page 7 of your
testimony, if | could refer you there, please.

A (Conmplies.)

Q And | want you to take a | ook at | guess the
second to the | ast question, which is, wouldn't you
expect lower -- I'"'msorry, that's the wong place. Just

above that, the question, what would be the effect of
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i mpl enentation of Staff's recomendation in this
conpl ai nt proceeding. And you suggest there that the
conpany woul d have to drastically reduce the nunber of
trips and/ or other services that you offer.

MR. SELLS: That's a m scharacterization, and

| will object, Your Honor. The quote is that he was
sinply not certain at this point but nostly likely, and
that's a | ot further away fromwe will have to.

JUDGE SCHAER: Do you want to accept that
correction of your question?

MR. THOWSON: | will, I will accept that
correction.

JUDGE SCHAER: | believe you're just trying
to get to the right place on the page because there are
not |ine nunbers.

MR. THOWPSON: That's exactly right, Your

Honor .
JUDGE SCHAER: So why don't you go ahead then
and just --
BY MR. THOWPSON:
Q. Well, | just wondered -- why don't | just

have you read your response to the question, if you
woul d, please, M. Asche, there.
A (Readi ng.)
What woul d be the effect of



i npl enentation of Staff's recomendati on
in this conplaint proceeding to
substantially reduce revenues of your
oper ati ons.

And ny answer is:

I am not entirely certain at the
present, but nost |ikely we would have
to drastically reduce the nunber of
trips and/ or other services we offer.
Certainly we would also have to |lay off
a nunmber of enployees.

Q. Okay. And are you assunming in this statenment
that you would first reduce the anmount you receive in
total conpensation?

A. Well, we're going to have to take sone
action, particularly if Staff's recomendation is that
we -- if we earn over 2.44% we are to ask for a rate
decrease in ensuing years. |If we're asked to conpile ny
-- a data book on the hours that | spend driving people
to the airport who are m ssed at one of our pick up
poi nts and thereby reducing ny net salary of $66,000 a
year, yes, we're going to have to make sonme changes.

Q Doesn't Staff's recomendation include in
rates all the conpany's operating expenses?

A. I don't know. |I'mcertain they do, but for a
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1 2.44% net profit, there's nore noney to be made by

2 investing nmy investnment in a bank, a CD at the Bank of

3 Anerica, and not have any of the risk.

4 Q. Well, you recogni ze, don't you, that 2.44%

5 does not represent return on investnent, right?

6 A. That's the amount of net profit that the

7 Commission is allowing me to make.

8 Q But that's a percent of revenue, correct, not
9 a percent of investnent?

10 A. That's a percent of revenue collected, that's
11 correct.

12 Q. And did you hear the discussion this norning

13 about what M. Col bo's calculation was as to the
14 percentage rate of return on investnent under his
15 analysis --

16 A | heard --

17 Q -- at Staff's proposed --

18 A. | heard it, but I was not able to follow the
19 exhibit.

20 Q. Okay. | would like to refer you, | guess,

21 to, since you indicated you didn't have that exhibit in
22 front of you, M. Colbo's Exhibit 6. Do you have that
23 available to you?

24 A No, | do not.

25 MR. SELLS: Let ne find it, counsel, and
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wll get it for him
"' m handing the witness Exhibit 6 revised.
JUDGE SCHAER: Thank you, M. Sells.
BY MR. THOWPSON:
Q Okay, do you have that in front of you now?
A. Yes, | do.
Q. Have you had a chance to |l ook at this
document previously?

A. | don't believe |I have.

Q. well --

A. This has been revised, has it not?

Q. That is the -- you should have, | inagine,
the revised --

A. You have revised Exhibit Nunber 67

Q That's correct.

A Yeah, | have that in front of ne.

Q I nmean you understand, don't you, the general
| ogic of what's presented here, correct?

A. Yes, | do.

Q. Okay. And | nean |ooking at this, | want to

refer you particularly to the pro forma Staff |eve
colum, which is H the farthest to the right. And
there's, you know, the revenue figure at the top and
t hen bel ow that expenses. And | guess | asked you
earlier one thing was, aren't the expenses of your
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1 operations included in the rates the Staff is proposing,
2 and |I'mnot sure of your answer, but | nmean you had --

3 it's yes, isn't it, |I nean that's the --

4 A well --

5 Q -- intention of what's --

6 MR. SELLS: Your Honor, objection, this

7 witness can't testify as to what the Staff's intention
8 was in preparing this docunent.

9 JUDGE SCHAER: As | heard the question, it

10 was asking if he recalled in answer to an earlier
11 question, and |I'm not sure --

12 MR. THOWPSON: Well, | --

13 JUDGE SCHAER: Go ahead, M. Thonpson.

14 MR. THOWSON: Yeah, | guess | would just

15 like a clarification. | guess | will ask the question I

16 asked earlier again.
17 BY MR THOMPSON:

18 Q And that was, doesn't Staff's recomendation
19 include in rates all operating expenses?

20 A As the Staff sees those operating expenses.
21 Q. Okay.

22 A. For instance, | have a problem --

23 MR. SELLS: Dick, you have answered the

24 question.
25 Q. Yeah. Now since you didn't have this sheet
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in front of you when M. Col bo was testifying to it

earlier, | would refer you to in that colum H at |ine
76 the 8.29% figure for total return. Based on that
figure, does that -- what inpact does that have on your

conclusion that you could do better by investing in a CD
under Staff's proposal ?

A Well, as | see this, it shows revenue of
$1.396 MIlion, and it shows total expenses of one --
operating expenses of 1.362, leaving a operating ratio
of 97.56% which translates to a 2.44% net profit. And
" m saying that for every dollar that | collect froma
passenger, | will get back -- it will cost me 97.56
cents to take that passenger, to collect that fare,
| eaving me a profit margin of 2.44% and that is
unsati sfactory.

Q. Brenmerton-Kitsap has nade | think four rate
filings with the Conm ssion since the current rates were
set in "91; is that right?

A | have to refer to that exhibit.

MR. SELLS: Do you have the number of that
exhi bit, counsel ?

MR. WLEY: RC-9, page 9.

MR. THOWSON: It's Exhibit 9, page 9. I|I'm
not really going to go to the substance of it. | just
have a general question. |If the witness wants to verify
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it, that's fine.

MR. SELLS: Go ahead, counsel, |'mjust
| ooking for it in case we need it.
BY MR. THOWPSON:

Q Ckay. | nmean assumng that that's correct,
that there were four rate filings by the conmpany with
the Comm ssion since rates were set in '"91, | gather in

each instance the decision was yours to w thdraw those
filings, correct?

A. As | recall the last two, the last in '98, it
was ny decision to withdraw it.

Q. What about the prior two?

A | don't recall what those were actually.

Q Okay. Well, with respect to the last two --

A. Agai n, we're going back ten years.

Q. Yeah, | understand. Wth respect to the | ast
two that you do recall, what was your reason for

deciding to withdraw those?
Is one of themthe instant, the present case?
A No, the last two before that.
Q. Okay.
JUDGE SCHAER: Let the record reflect that
M. Sells has approached the witness and provi ded sonme
paper. |'m not sure what.
MR. SELLS: Page 9 of Exhibit 9, Your Honor.
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JUDGE SCHAER: Ckay.
A In early '98, | requested before a

conm ssi oners open neeting that our famly rates be
di scontinued fromour tariff. The reason being that we
were threatened with a lawsuit by an irate custoner from
G g Harbor who happened to be gay, and he questioned
whet her he and his partner would qualify for the famly
rates. And when we instructed himthat they nust be
married, he said, well, we're not married, but we're
going to sue you anyway. So at that time, | approached
t he Comm ssion about discontinuing our famly rates.
And | was instructed by the Staff that if, in fact, we
go before the comm ssioners, that they would all ow
di scontinuing of the famly rates as long as we --
because it would result in nore revenue to the conpany,
and we would then have to increase or reduce our fares
otherwi se, and that's when | withdraw it. That was the
first instance in early 1998.

The second instance was | had approached the
officials, the transportation officials, at Fort Lew s
and McChord Air Force bases and got their concurrence to
i ncrease our rates to Fort Lewis and McChord to $15 and
$14 respectively in exchange for providing 14, 12, 12
trips a day versus the 9 trips that we were providing
previously, and increasing the nunber of stops we made



00293

at Fort Lewis and McChord in exchange for that
additional fare. The reginental conmander at Fort

Lewi s, the transportation officer, concurred with this
rate structure and the additional stops and the other
conditions that we agreed to. Again, | went before the
Commi ssi on and approached themwith this matter, and
they, again, they told me they would allow it if I
reduced ny rates on the Kitsap side, and that's when |
wi t hdrew that one. So those are the |ast two.

BY MR. THOWVPSON

Q. Just for clarification, when you refer to the
Comm ssion, you're referring to the Staff of the
Comm ssi on, right?

A. Well, I went before the open neeting the
first time for the famly rates. The second tine was
the Staff recommendation, we are going to reconmend
di sapproval, and which woul d probably have necessitated
going to a hearing, and I did not want to, you know,
retain the cost to go to a hearing, so.

Q. | apol ogi ze, I'"mjust conferring here.

I would like to at this point refer you to
what's been marked as Exhibit 35, and that's the
conpany's response to Staff Data Request 19.

JUDGE SCHAER: Let's go off the record for
just a nonent.
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(Di scussion off the record.)

JUDGE SCHAER: While we were off the record,
there was a di scussion about cross-exam nation exhibits,
and | believe that M. Thonpson has indicated that he
will not be trying to enter any exhibits through this
witness at this point in the hearing. |[Is that correct,
M. Thompson?

MR. THOWPSON: That's right.

JUDGE SCHAER: So let's go ahead with the
qguestions then, please.

BY MR. Thonpson:

Q. M. Asche, | guess | started asking you about
a conmpany response to a Staff data request, but |'m
going to switch gears and abandon that train of thought
t here.

I nstead, | want to point you to page 2 of
your testinony. And the -- |I'm |l ooking at your answer
to the fourth question, which is, what are the duties
and responsibilities, what are your duties and

responsibilities at Brenerton-Kitsap Airporter, Inc.
And the | ast sentence of your answer to that question
is, in addition, | manage our investnment portfolio. Do
you see that?

A Yes, | do.

Q What exactly does that involve?
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A. Well, not a lot, because -- this past year
anyway. Mpst of that investnent portfolio is invested
in rmutual funds, which sit idle. Sone of it's invested
in stocks and some cash reserves in those account
bal ances.

Q Is this -- are we tal ki ng about investnent of
-- what noney are you investing?

A Money that's retained by the corporation.

Q Okay.

A. The current assets of the corporation, nostly
of which is investnents.

Q. What -- how |l ong has that been a part of your
duties?

A Perhaps in the |ast ten years.

Q. Okay.

A | believe we bought our first mutual fund ten
years ago.

Q But just to clarify, the conpany is not

cIa|n1ng t hat expenses related to investnent of the
conpany's retained earnings is recovered in rates,
right?
A. ' mnot sure | understand that question.
Q well --
JUDGE SCHAER: Perhaps you can frame it with
a couple fewer negatives.
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MR. THOWPSON: | can probably do it better
once | consult for a nonment here with sonebody el se.
BY MR. THOVPSON:

Q. Let me just ask this. |Is the managenent of a
conpany's retained earnings, is that something that a
CEO of other airporter services has anong his duties, to
your know edge?

A Wel |, again, the retained earnings is an
accurmul ation of all the earnings of the corporation. It
doesn't necessarily mean that those earnings are in the
form of cash. They could have been expensed years ago
for purchase of equipnent or whatever. So it's not a
cash bal ance that we're tal king about here. W're
tal ki ng about the actual -- the investnents of the
corporation are the residue cash that's left over that's
i nvest ed.

Q But in this case, it is cash that we're
tal ki ng about, isn't it?

A. Yes.

Q In the investnent accounts?

A. It is, yes.

Q Okay.

A. Cash or stocks or nutual funds.

Q. But -- and so what's your answer to the

gquestion then? M question was, do other executives of
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airporter services have that anong their duties for
whi ch they receive conpensation through rates?

A I don't know their -- | don't know about the
other airporters in that regard.

MR. THOWPSON: Okay, that concludes ny
guestions. Thanks, M. Asche.

JUDGE SCHAER: Let's go off the record for
just a nmoment to di scuss scheduling.

(Di scussion off the record.)

JUDGE SCHAER: While we were off the record,
we di scussed scheduling and determ ned that we are going
to take our lunch break starting now and that we will be
back in this roomand ready to go at 1:15. W' re off
the record.

(Luncheon recess taken at 11:45 a.m)

AFTERNOON SESSI ON
(1:15 p. m
JUDGE SCHAER: Let's be back on the record
after our lunch recess.

EXAMI NATI ON
BY JUDGE SCHAER
Q. And at this point, M. Asche, | have just a
few questions that | would |like to ask you.
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A Yes, mm' am
Q To nmake sure | understand your testinony.
First of all, 1"mcurious about your participation with

Labor and Industries in how you pay your industri al
i nsurance. Are you in a program where you can el ect
each year whether you're going to participate in

sonething that will |ook at your experience and then
retroactively determ ne whet her you pay too nuch or --
A. Yes, mr'am we were engaged with 3CHRM which

is no longer in the business of retroactive rate making.
But what we do essentially is we pay our L& quarterly,
our L& expenses quarterly, and then after two years,
two or three years | believe, 3CHRM awarded us this
refund on our benefit paynents that we pay through L&l.
It's a retroactive rate making thing.

Q. Okay. And are you continuing to participate
in an L& retro programat this point?
A. 3CHRM went -- got out of the business in My,

| believe, May of 2000. In July or August, we joined
anot her group, retroactive group, and we haven't seen
any nmoney fromthem yet, so.

Q Okay. And then do you know what your L&l
rate was that you were paying in the test year of 19907
A No, ma'am | do not.

Q Do you know if that rate has changed?
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A | don't know that for sure either. | know
that annually at the end of the year, we get another
rate fromthe L&, and | don't know what our rate for
2002 is yet, or | don't know what it is for 2001
actual ly.

Q But we have an experience where you are
getting refunds, does that have any relation to then
having the rate go down for the future so you won't be
getting rate refunds, or do you know?

A | don't know.

JUDGE SCHAER: Okay. Sone of the questions
" masking, M. Sells, are questions that | probably
w Il ask both of M. Asche and M. Burton just to see if
ei ther one of them does know the answer. So if there is
sone information, | probably will be asking about this
agai n of the next w tness.
BY JUDGE SCHAER

Q There was sone di scussion yesterday about you
being in Arizona for a period of tine.

A. Yes, m'am

Q. Do you go to Arizona for a period of tine
every year, or was that a special occasion, what --

A. That was a -- well, we have been goi ng down
to Arizona for two years from Decenber until probably

March. My wife stays down there during the entire
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period. Every three weeks | fly back up here for a
week. Then | fly back down there during that. This

| ast year. This year, | have no idea what's going to
happen.

Q Ckay. And who manages t he day-to-day
operations of the conpany when you are in Arizona, sir?

A. Well, I"'min daily conmmunications with the
office. | call the office every day while I'"'min
Arizona. | have a operations manager who manages the
day-to-day operations, but I"'min voice contact with
him and if there's anything that | have to manually

process, we've got a fax machine, and | correspond in
t hat manner.

Q Okay. |'m | ooking now at your testinony,
which is Exhibit 24, and | ooking at the first page about
the m ddl e of the page, you were asked a question about
what is the business structure of Brenerton-Kitsap
Airporter, Inc., and your answer is that we are a C
cor porati on.

A. Yes, mm'am
Q What is a C corporation?
A. Well, we could -- when we first began

operations, we were a Sub Chapter S corporation
identified by the, you know, as per the IRS regul ati ons.
But under a Sub Chapter S corporation, all the profits
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of the conpany at the end of the year are shared with

t he sharehol ders. There's no corporation tax.
Corporation tax, it's all split -- it's split up evenly
anong the sharehol ders at the end of the year, all the
profits of the corporation. About | don't remenmber when
the -- that the year, | think it was about '86 or so, we
shifted froman S corporation to a C corporation.

A C corporation is a separate entity. It's
just |ike another person in which all the profits of the
corporation are retained by the corporation. | nean the
corporation is a separate person, nakes these profits,
all the profits go back into the corporation.

If shareholders are to get that share of the
profits, they can obtain it in one of two ways. They
can either obtain a bonus, which we're paying to the
shar ehol ders, or we can -- they can share in dividends.
But there are disadvantages to paying dividends with a C
corporation. The corporation's already earned those
profits, they' re paying taxes on it, corporate incone
tax. Then when they pay the dividends to the
shar ehol ders, which is ny wife and nyself, we pay
personal income taxes on that share. So the end result
is if we go that route, we're probably paying al nost
close to 80% of those profits in taxes, federal incone
taxes. So that's why we choose to go the bonus nethod,
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to avoid the tax --

Q That's getting a little bit beyond what | was
aski ng.

A Oh.

Q I have heard of an S corporation, and | just,

|"'mnot as famliar with a C corporation and wanted to
know what that was, and | think you have told ne, thank
you.

A Okay.

Q Now |I''m | ooki ng at page 5 of your testinony
again, and I"'mpretty nmuch in the m ddle of the page.
There's a question about the conpany has generated
significant retained earnings over the past few years,
what do you do with that noney. Do you see that?

A Yes, m'am

Q. I n your response, you indicate that there are
bonuses paid to reduce retained earnings, and then you
spend the bonuses to finance renovati on and new pl ant
and equi pment rather than taking out |oans for that

pur pose.
A. That's correct.
Q And what | wondered was whet her the conpany

could instead run it as the corporate person, just spend
sone of that noney on those itenms wi thout first taking
it out of the conmpany in a bonus. |[If it wanted to spend
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that directly, would that be another way they could
bring down those retained earnings and finance these
i nvestments debt free?

A The net effect is the same. Under the advice
of our CPA, who is also a financial planner, certified
financial planner, he recomended that we do it this
way.

Q. Do you know why?

A. For tax reasons, tax advantages. | nmean the
bui I di ngs and the property are jointly owned by nmy wife
and nyself, so any renovations and inprovenents to the
property are al so our property.

Q Is this the sane CPA who recommended that you
and your wife as individuals build the building and then
| ease it to your conpany?

A That's correct.

Q And what was the reason he thought that was a
better way to go than to have the conpany do it
directly?

A As | understand it, it's conmon practice for
the tax reasons.

Q Okay.

A. Tax reasons al one basically. And every CPA,
as | understand it, will give you that type of advice,

SO.
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Q Ckay. And has your CPA had any experience to
your knowl edge with dealing with regul ated conpani es and
with the rules for things like affiliated interest
statute?

A Only nyself, only our conpany.

Q Okay.

A. | believe. He could be the CPA for sone
gar bage conpanies. |'m not sure.

Q Okay.

A. But | don't believe he is.

Q. And then that brings ne to a question at the

bottom of this sane page, and | have ny note here, and
"' m not seeing specific testinony that this is tied to,
but are you famliar with the affiliated interest
statute that governs regul ated conpani es?

A No, ma'am | haven't seen a copy of it. |
haven't read it.
Q Okay. And have you ever been advised by your

CPA or any other advisor that you need to file with the
Comm ssi on when you have a | ease or sone other
relationship --

A. No.

Q. -- of sonething you own --
A Not until --

Q -- in a conpany?
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A Not until this year, early this year, or not
early this year, md year.

Q. Okay.

A We became aware of that requirenment to file a

| ease with the Conm ssion.
Q Okay.

JUDGE SCHAER: Those are all the questions I
M.

had, Asche. Thank you.

THE W TNESS: Thank you.

JUDGE SCHAER: Is there any redirect,
M. Sells?

MR. SELLS: No, | have none, Your Honor. But
since Your Honor brought up the affiliated interest
| ease, M. Wley had indicated earlier in the proceeding
that we were going to ask Your Honor to consider
Comm ssion's approval of the | ease agreenent itself, not
the rates, of course, the | ease agreenent thensel ves
under this cause nunber. During the break, we talked to
M. Eckhardt, and he indicates that maybe the Conm ssion
woul d prefer to do that under a different cause nunber

via letter. It nmakes no difference to us frankly. W
brought a bunch of themalong if you want to do it under
this cause nunber. If not, we'll go back and do a cover
letter.

JUDGE SCHAER: | think perhaps it would be
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better if you filed that separately.
MR. SELLS: All right.

JUDGE SCHAER: | think the Commi ssion fairly
frequently in rate proceedings, and | think probably all
counsel have experience with this, will review

affiliated interest issues as part of a rate case or a
conpl ai nt case and determ ne appropriate |evels for how
much is included in rates, but | don't think that we are
in a position at this point to actually analyze the

| ease as it would need to be analyzed by Staff and dealt
wit h.

Any thoughts on that fromyou, M. Thonpson?

MR. THOWSON: I'mafraid | don't really have
anything to add on that, no.

JUDGE SCHAER: Ckay.

MR. SELLS: Then | have no questions, Your
Honor .

JUDGE SCHAER: Thank you

Is there anything further for this w tness?

MR. THOWPSON: Not hing further.

JUDGE SCHAER: M. Asche, thank you for your
testinmony. Let's go off the record for just a nonment to
al | ow change of witnesses.

(Di scussion off the record.)

JUDGE SCHAER: Would you like to call your
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next witness, M. Sells?

MR. SELLS: That will be M. Wley' s wtness,
Your Honor, thank you.

MR. WLEY: Your Honor, | would call Wl don
T. Burton to the stand.

(Wtness sworn.)

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

Wher eupon,

VELDON T. BURTON,
havi ng been first duly sworn, was called as a w tness
herein and was exam ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR. W LEY:

Q Good afternoon, M. Burton. Wiile we were
off record, we distributed sone additional exhibits, did
we not ?

A. Yes.

Q Do you have those in front of you?

A. Yes, | do.

MR. WLEY: And, Your Honor, can we identify
them pl ease?
JUDGE SCHAER: Wbuld you like nme to identify



00308

all of his exhibits, M. Wley, at this point?

MR. WLEY: Yes, | would.

JUDGE SCHAER: (Okay, |'mgoing to mark for
identification as Exhibit T-32 the testinony of Weldon
T. Burton, WIB-T. As Exhibit 33, I"'mgoing to mark
WIB-1 resune'. As Exhibit 34, I'"'mgoing to identify
WIB-2, Brenerton-Kitsap Airporter pro forma i ncone
statement. 1'mgoing to indicate that there is a
revised WIB-2 that has been distributed today, and that
is the docunent that I"mgoing to identify at this
point. As Exhibit 35, I'mgoing to identify WIB-3,
Brenmerton-Kitsap restating adjustnents. As exhibit for
identification 36 will be WIB-4, Brenerton-Kitsap pro
forma adjustnment. As Exhibit 37 for identification
WIB-5, Brenerton-Kitsap Airporter gain or |oss on sale
of operating assets. As Exhibit 38 for identification,
WI'B-6, Brenerton-Kitsap Airporter, Inc., regul ated
depreciation schedule. As Exhibit 39 for
identification, WIB-7, Brenmerton-Kitsap Airporter,

Ri chard Asche sal aries shown on pro forma. As Exhibit
for identification 40, WIB-8, Brenerton-Kitsap Airporter
federal fuel tax credit. And as Exhibit 41 for
identification, WIB-9, Brenmerton-Kitsap Airporter test
period Lurito-Gallagher.

And then you have distributed a docunent that
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1 had not been pre-filed, M. Wley, and I'"m going to ask
2 you to identify what that is, if you would, please.

3 MR. WLEY: Yes.

4 BY MR. WLEY:

5 Q M. Burton, could you please identify for the
6 record what exhibit for identification 42 -- would that
7 be, Your Honor?

8 JUDGE SCHAER: Yes, | will mark this as

9 Exhibit 42 for identification.

10 Q -- is.

11 A. WIC Staff Data Request Number 32.

12 Q. No.

13 A. ' msorry.

14 Q That's the exhibit next in line that hasn't

15 been identified. It would be WIJTC Staff Data Request
16 Nunber 34, and | will hand it to you if you don't have
17 it.

18 And can you tell us why you're proposing this
19 for admission into the hearing record?

20 A This is the support and backup of pro form
21 adjustnment nunber four.

22 Q M. Burton, ny question is, was that data

23 available to you in terms of an up-to-date total when
24 your testinony was filed on Novenber 9th?
25 A No, the data was not available for -- and I
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had to use an estimate of anticipated cost.

Q Well, in your case you did, but the other
pages of Exhibit 34 are actual, are they not?

A That is correct.

Q And this supports the pro forma adj ust nent

that you nmake including the estimte on | egal and
accounting costs?
A That is correct.

MR. WLEY: Your Honor, do we want to nmark,
since he msreferred to it, do we want to mark this as
Staff Exhibit Number 32 now, or do you want to wait
until cross?

JUDGE SCHAER: W can go ahead and identify
exhibit for identification 43 at this point, which is
sonet hing that was distributed by M. Thonpson and is
headed at the top, well, which is the response to Staff
Dat a Request Nunber 32.

Did you want this marked, M. Thonpson?

MR. THOWSON: Yes, please.

JUDGE SCHAER: Okay, | will go ahead and do
t hat now al so then

MR. WLEY: Thank you, Your Honor.

BY MR. W LEY:
Q. M. Burton, before | tender you for
cross-exam nation, | wanted you to be able to explain
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any changes or revisions to your testinony and the
reasons therefore, please.

A. Yes, | have sone changes in ny testinony, and
| would ask you to refer to page 7, line 6. The number
shown is $108, 362, that should be changed to $138, 881.

Q And before you go on, can you tell us what
this change is based on and why you're doing it now,
pl ease.

A Yes. During our preparation for trial, we
were given a response by Staff to a data request for the
reports and -- Staff reports and pro formas from 1998 to
present. The Staff gave us one report, a 1998 report by

M. Col bo, that was Docket Number TC-981332. That
docket nunber included a draft pro forma for
Bremerton-Kitsap Airporter, which included a salary of
$82,500 for M. Asche.

In conparing the dockets shown on M. Col bo's
RC-9, excuse ne, Exhibit 9, page 9, we saw the report,
Staff report, on Docket 980036, which was included as
Exhibit 22 in this proceedi ng yesterday, which included
a Staff report and a draft pro forma. The draft pro
forma indicated a regulated salary in that hearing, in
t hat proceedi ng of $105,735 for regul ated operations. |
revised ny exhibit --

Q Can | interrupt you for a second, please.
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When did you learn of the existence of a Staff report
that actually existed with detail and line itens?

A. On Tuesday, Decenber the 11th.

Q. And how did you find it?

A By going to the records center and requesting
the file on TC-980036.

Q. And it's on the basis of that Staff report,

which is Exhibit 22, that you nmade your revisions that
are shown in Exhibits 35, 36, and 377
A That is correct.
JUDGE SCHAER: M. Wley, you're getting
ahead of me a bit. W have had one revision on page 7,
line 7. | haven't heard about revisions on these other
exhi bits yet.
MR. WLEY: Ckay.
JUDGE SCHAER: Let's make sure we don't |ose
that string of where things are.
MR. WLEY: Okay, let's continue then on page
7, Your Honor, is that what this change is?
JUDGE SCHAER: That's what | heard M. Burton
to say, page 7, line 7.
THE W TNESS: On page 7, line 6, Your Honor.
JUDGE SCHAER: Line 6, excuse ne.
A Then page 7, line 8, in the question there is
a nunber of $108,362. That should be changed to
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$138,881. On line 10, the date October 19th, 1998,
shoul d be changed to January 9th, 1998. Line 11, the
docket number should be changed from 981332 to 980036.
And t he next sentence should read, this filing was
wi t hdrawn after suspension. On |line 12, second
sentence, WIC Staff did not provide a copy of the draft
report and pro forma results of operations fromthe
earlier filing.

JUDGE SCHAER: M. Wley, | feel like we're
going a bit beyond a correction to this testinony.

MR. WLEY: Do you want just the nuneric
corrections, Your Honor; is that what you' re saying?

JUDGE SCHAER: Well, | don't m nd you saying
that this answer should be taken out and having hi m put
the new information in, but | really don't think we need
to go through and interlineate the text.

MR. WLEY: | agree, Your Honor.

BY MR. W LEY:
Q. If you could just change the nunbers and tell

us how the nunbers change in the text of your testinony
on pages 7 and 8, please.
A Line 14, the nunber $256, 000 shoul d be
$215,800. Line 15, the nunmber $82,500 should be
$108, 956.
JUDGE SCHAER: Okay, M. Wley, are we
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correcting the testinmony that's here, or are we talking
about an entirely different docket nunber, entirely
different set of nunbers that are perhaps in one of the
exhi bits you just put in?

MR. WLEY: The latter. We are using Exhibit
22 to revise his testinony about owner's all owance.
That's what we're using it for.

JUDGE SCHAER: Okay, | have, as | indicated,
we have received the testinony, and you have asked him
about this also when the docunent was identified, but
goi ng through and just changi ng these nunbers w t hout
ot her changes still isn't going to nake sense. |t
appears to ne that this answer is no |onger the answer
and that the answer is sonething that he's giving orally
at this point or giving in reliance on a different

docurment. |I'mnot sure if anyone objects to him putting
that information in the record, |I'mjust not sure this
is the way to do it.

MR. WLEY: Okay, well, I will take any

suggesti ons Your Honor. What it changes and what the
intent is is to show how the cal cul ati ons change based
on Exhibit 22. That's the sole point of the revisions,
and if there's another procedure that you think would
make that clearer, fine.

JUDGE SCHAER: Let's go off the record for a
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1 nonent, and | would |like you and M. Thonpson to talk
2 for a mnute about what is happening here and whet her

3 that should change pre-filed testinony or be something
4 that can be addressed in brief with the docunments that |
5 think you're going to offer

6 (Di scussion off the record.)

7 JUDGE SCHAER: While we were off the record,
8 we discussed the effect of a change in a menorandum and
9 case that M. Burton was relying on for part of his

10 testinony and how those nunbers flow through his

11 testimony and exhibits, and it was agreed that revised
12 pages 7 and 8 to his testinmony woul d be provided.

13 It's also ny understanding that when

14 identified the exhibits, | should have indicated not

15 only that there was a revised Exhibit WIB-2, which is
16 identified as Exhibit 34, but that there is also a

17 revised Exhibit WIB-3, which is identified as Exhibit
18 35. There has been a revised Exhibit WIB-4, which |

19 have identified as Exhibit 36. And there is a revised
20 Exhibit WIB-7, which |I have identified as Exhibit 39.
21 And at this point where we're identifying or
22 re-identifying sone of the exhibits, I also want to

23 identify the responses to Bench requests fromthe

24 conpany 7 through 9, which | had neglected to do when |
25 was earlier identifying exhibits for this w tness, and
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so let's hold on for just a nmonent, and | have copies of
t hose.

MR. WLEY: You're referring to 7 through 9,
Your Honor ?

JUDGE SCHAER: So let ne indicate that those
copies will be distributed after our next break, and
they will be marked for identification as Exhibit 44.

Go ahead then, M. W/l ey.

BY MR W LEY:

Q M. Burton, | believe the next task is to
tell us on revised Exhibit 34 where the line itens
change and what the change is, please.

A. Yes, there are three changes. Line 18
changes because of the change in the officer salary.

Li ne --

Q. Can you tell us if it changes across the
colums there or in one particular colum?

It changes in colum C from $6,234 to $6, 676.

Okay.

Line 19, columm E, is a negative $290.

Now i s that change based on your concurrence
Col bo' s adj ust nent ?

That is correct.

Okay.

In line 45, colum C, officer salary changes

Wi th

>O0>ZO>0P
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from $312, 638 reduction to $282, 119 reducti on.

Q That's on columm C of |ine 45?

A. Col um C of line 45.

Q. Okay. Exhibit 35 revised, please.

A. Exhi bit 35, row 18, under RA-5, adjust
sharehol der salary, that is a change.

Q From what to --

A From $4,533 to $4, 091.

Q And the former nunber was in brackets or in
parens as wel | ?

A. Yes, fornmer was in brackets, excuse ne.

Row 45 under RA-5, adjust sharehol ders
sal ary, the previous number was a m nus $312, 638,
revised nunber is a mnus $282, 119.

Q Revi sed Exhi bit 36.

A Revi sed Exhibit 36, row 19, under PA-1,
renove fuel surcharge, previous was blank, revised is a
m nus $290.

Q. Finally, revised Exhibit 39.

A Exhibit 39 is identified by row for base year
1998. Previous was $82,500, revised $105, 735, and the
mul tipliers thereafter.

Q. And by multipliers thereafter, you mean the
-- do you nmean an entry on the page, or what do you nean
by -- | just don't --
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A Okay, the nmultipliers thereafter are the
i ncreases based on the Consuner Price |ndex.
Q. And that's shown in the right-hand col um?
A Shown in the right-hand colums, yes.
Q Are there any other corrections to your

testinmony, putting aside pages 7 and 8, that you would
like to make in ternms of any typographical errors?

A. Yes.
Q And what is that?
A Page 12.

JUDGE SCHAER: Are we back in the testinony,

MR. WLEY: Excuse nme?
JUDGE SCHAER: Are we back in the testinony?
MR. WLEY: Yes, we are.
A Exhi bit 32, page 12, line 6, cots should be
costs, GO S-T-S.
BY MR. W LEY:

Q. Spel | checking problem correct? Any other
corrections or revisions to your testinony?
A. Not to nmy know edge.
MR. WLEY: Your Honor, | would tender the

wi tness and offer Exhibits 32 through 42.
JUDGE SCHAER: Any obj ections?
MR. THOWPSON: Well, no objections, but we
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wll be submtting revised exhibits to replace these
| ater, correct; isn't that the idea?

MR. WLEY: You nean the testinony?

JUDGE SCHAER: It's ny understanding that
revised exhibits were distributed today and that we w ||
have revised pages 7 and 8 to the testinony.

MR. THOWSON: Okay, no objection then.

JUDGE SCHAER: Okay, and then you offered
Exhi bits T-32 through 42 are adm tted.

Is the witness tendered?

MR. WLEY: Yes, he is, Your Honor.

JUDGE SCHAER: M. Thonpson, did you have
questions for M. Burton?

MR. THOWSON: Yes, | do.

JUDGE SCHAER: Go ahead, pl ease.

CROSS- EXAMI NATI ON
BY MR. THOWMPSON:

Q Good afternoon, M. Burton.

A Good afternoon.

Q. Okay, | want to first point you to page 7 of
your testinony, and specifically just the answer to the
first question there at line 5 on page 7. And you're

just stating basically your officer salary figure, which
is $108,362 on your testinmony as it stands now. But |
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gat her now that's -- you have changed that to $138, 881
correct?

A. That is correct.

Q. And the reason for that, | gather, is because

basically you found a Staff document work paper that
included a higher figure as a line itemthan the one you
had previously found for officer salary; is that
correct?

A That is correct.

Q Are you aware of what analysis, if any, was
behind the figure that the Staff person chose in that
docunent ?

A I n Docket TG 9800367

Q | believe that's correct. |It's Exhibit 22.
A Exhi bit 227

Q Correct.

A. Yes, | am

Q And what was that anal ysis?

A. That analysis was a handwitten note in the

file saying that officer's conpensation is approximtely
8% of gross sal es.
Q Are you aware of where the -- | w thdraw that
guesti on.
You understand, of course, you were here for
the testinony yesterday of M. Col bo?
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A. Yes, | was.

Q And you understand that Staff never actually
recommended to the Commi ssion the officer's salary --
that the officer's salary be set at that |evel through
t hat nmeno, correct?

A. Yes.

Q. Okay. In arriving at your officer's salary
figure, you basically extrapol ated using a cost of
living adjustment froma -- fromthat Staff figure,
correct?

A That is correct.

Q. Was there any additional analysis you did to
arrive at that figure?

A. Yes. Based on ny professional experience in

wor king with various regul ated conpani es over the | ast
25 years, | felt that the revised figure of $138,881 is
a reasonabl e conpensation for M. Asche's duti es.

Q Can you give ne a specific exanple of -- are
you thinking of a particular conpany or a particul ar
executive?

A No, no, not a particular executive. In prior
years, | have worked with various |og hauling conpanies,
trucki ng conpani es that were regul ated by the Comm ssion
prior to deregulation. |In that period of tinme in the
|ate 1970's and early 1980's, | had four different
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conpani es in Sout hwest Washington, two of which had
executives regularly drawing salaries in the six figure
nunbers, and in addition to their salary, also a very
generous pension contribution.

Q And you feel that the duties of those
i ndi vidual s were conparable to those perfornmed by
M. Asche for this airporter service?

A Yes, | do.

Q More so than transit agency executives?

A. Yes, | do.

Q. Do you have any exanples within the last five
years, or is it solely based on the | oggi ng conpany
exanpl es?

A I have not worked with trucking conpanies in
-- because transportati on has been deregul at ed.

Q So the answer is no?

A The answer -- that's correct.

Q | guess | would ask you next about page 8.

At page 8 from about lines 16 to 20, you' re responding

to the question:
Regardi ng the conpari sons that Staff
drew in their testinony to executive
conpensation and public transportation
entities, do you have any thoughts?
Coul d you read, please, your response to that
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for nme?

Q

the Staff nunber

My answer was:

Yes,

| find the premse flawed. It is

not the size of revenues or the scope of
t he operations that invoke the

correl ation, but the entrepreneuri al
risk factor in the day-to-day
operations, profitability, performance,
and pressures on the business executive

t hat

shoul d gauge the anount of

conpensation. Sinply pointing at total
revenues oversinplifies the issues and

i gnores these significant factors.

Didn't you indicate earlier that the basis of

in the meno that you're relying on was

to take a percentage of total revenue?

A.
did in that

Q

That is the conputation that the Staff person
meno.
And how, well, and do you know, the Staff

person | woul dn't imgine took any of these

consi derations into account?

MR. WLEY: Objection.

Woul d t hey have?

MR. WLEY: Objection to form

JUDGE SCHAER: M. Thonpson, the objection is

Q
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to the form

MR. THOWSON: |'mnot so certain what's
obj ecti onabl e about the questi on.

JUDGE SCHAER: M. W ey.

MR. WLEY: | understand the question to ask
M. Burton as to what the Staff nmenber took into
account, and | don't believe that there's any foundation
for an answer to that question.

JUDGE SCHAER: | recall earlier M. Burton
testified that he was aware of the basis that the Staff
person had used because of a note that he had found, and
so | would ask you to phrase the question, to the extent
that he is aware as he indicated earlier, and then go
ahead and ask what you're asking, please, M. Thonpson.

MR. THOWPSON: Okay.

BY MR. THOWMPSON:

Q M. Burton, based on your understandi ng of
how the Staff person who drafted the work papers on
whi ch you relied for the salary figure, how that person
arrived at that figure, did they take into account these
factors you' re discussing here?

A | do not know.

Q. Did you take those into account in arriving
at the figure?

A Yes. | again took into consideration
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experience in dealing with business owners and

busi nesses this size. | also review -- and revi ewed
various Internal Revenue Service cases regarding
executive conpensation and found many factors that -- in

t hose cases that gave ne indication that M. Asche's
salary should be in this range of $138, 881.

Q. When you were | ooking at the I RS docunents,
what sort of conparisons were you | ooking for?
A There are nunmerous cases in the tax court and

vari ous appeal courts and all the way to the suprene
court on executive conpensation and what the IRS tends
to term as excess conpensation. So many of those
factors |l ook at the size of the conpany, the nunber of
enpl oyees, the growth of the conpany, and the executive
that directs the operations of the conpany, and they
make determ nations.

Q Were you | ooking at regul ated conpani es?

A. I did not see any "regul ated conpani es" in ny
revi ew of cases.

Q. What did you --

A. They're all various types of businesses.

Q Wuldn't the IRS be | ooking at executive

conpensation for a different purpose than the WJTC woul d
in a rate maki ng proceedi ng?
A. Not necessarily. The IRS is going to be
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1 looking at it to attenpt to disallow as nuch

2 conpensation as possible, therefore raising tax revenue.
3 Q. But aren't they going to allow a broader

4 range of reasonability than the WJUTC would in --

5 A Per haps, perhaps not.

6 Q Is it your view that a | ogging operation or a
7 log trucking operation provides a better conparison for
8 executive conpensation than other airporter services?

9 A. I have to | ook at overall operations, and to
10 conpare within the industry, and especially an industry
11 like this, like the regulated airporter industry within

12 the state of Washington, where you have a conpany t hat
13 is clearly perform ng nmuch better than the rest of the
14 industry in ny opinion financially, it's difficult to
15 make conparisons with other airporters, so you have to
16 | ook outside the specific industry and to the broad

17 industry.

18 Q Wel I, what rel evance does how well the

19 business is doing have to what the executive should be
20 conpensated?

21 A. The executive is directing the operations of
22 the business, and how well that business does is based
23 solely on his directions and his managenent of the

24 business, and the financial rewards of that managenment
25 flow through to the bottomline of the business.
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Q Can you cite me any instance in which the
Comm ssion had indicated that it rewards a premumto
executives who are able to make nore noney for their
conpani es?

A In M. Colbo's study, and I wll get the
exact page on executive conpensati on.

And that is Exhibit 9, pages 12 and 13. On
page 12 and under the left colum under conpany,
approximately two thirds of the way down the page,
there's a row for bonus incentive, Cowitz County
Transit, salary includes 10% nerit pay award.

Q. Actually, if | could stop you there. MW
question was to provide exanples of the Conm ssion
providing a premumin allowed salary for | guess
performance, and | think what you're referring to here
is the public agencies, isn't that right?

A. I'"msorry, | msunderstood your question,
sir. | amnot aware of the Comm ssion providing in
their regul ati ons any bonus incentives for the conpanies
t hey regul ate.

Q I want to turn to the subject of case costs,
and you discuss that at page 8, or excuse ne, page 12 of
your testinony. This is the largest issue in the case
interms of dollars, isn't it?

A | believe that's correct.
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Q Even including the 97% operating ratio for
t he conpany?
A Well, it is one of -- it is one of two. |

mean | guess | consider the officer's salary in relative
dollars larger, but it is certainly in the top two.

Q Well, I'mtal king about the, well, turning to
the officer's salary, in ternms of the difference between
Staff's position and the conpany's position?

A Yes, that is correct.

Q Even with your revised conpensation figure,
isn't that still true, that this is a -- that the case
cost is larger? I'mjust trying to get a sense of the
magni tude, the difference again.

A. | believe that's correct. | have not done a
line by line analysis. | believe M. Colbo did in
response to a Bench request.

Q Okay. Is it -- well, so salary, the salary

di fference is about $40, 000, right, excuse ne $80, 000 at
this point?

A That's approximately it, subject to check.

Q. Okay. Maybe | m sspoke $70, 000, $74, 000;
woul d you accept that subject to check?

A. Absol utely.

Q. Are you aware of how the Comm ssion has

treated case cost recovery in instances where a conpany
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1 has filed for a rate increase but it has resulted in a
2 decrease?

3 A. I have not been involved in a case where a

4 rate case was filed for an increase that resulted in a
5 decrease. | have been involved in several cases that

6 ended up in contested hearings and rate case costs or

7 hearing cost was a part of that case.

8 Q. Okay.

9 A And to the best of --

10 Q So you're not aware of any -- you're not

11 famliar with any such case is the answer, correct?

12 MR. WLEY: Well, objection, Your Honor,

13 objection to the form | think we should refer

14 specifically to the exhibit that was addressed in

15 M. Colbo's testinony today where they referred to the
16 wutility conmpanies. | believe that's what M. Thonpson
17 is asking him about, because that was the testinony. |If
18 we could be specific in the question, the w tness m ght
19 be able to answer.

20 JUDGE SCHAER: Any response to the objection,
21 M. Thonpson?

22 MR. THOWSON: Well, | just asked this

23 witness if he was aware of how the Comm ssion has

24 treated it in any case. | wasn't specifically referring

25 to -- in any case where they filed for an increase and
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1 it resulted in a decrease and not specifically with

2 reference to the exhibit.

3 JUDGE SCHAER: | will allow the witness to
4 answer as far as any case he's aware of, M. Wl ey, even
5 if it's not listed in that exhibit.

6 Go ahead and answer, M. Burton.

7 A. I have not personally been involved in any
8 <cases such as that, and | am not aware of any cases.
9 BY MR THOWMPSON:

10 Q Okay, thank you.

11 Woul d you agree that the purpose of a pro
12 forma adjustnent is to reflect known and neasurabl e
13 expenses?

14 A. Yes.

15 Q. Okay. And recurring and nonrecurring

16 expenses are treated differently, aren't they?

17 A. Yes.

18 Q Okay. And how is that, how are they treated
19 differently?
20 A Reoccurring -- pro forma adjustnents are to

21 input or put into the record of the cost base known and
22 neasurable increases in cost, nost of which are

23 reoccurring such as wage increases, payroll tax

24 increases, fuel cost increases, |egal and accounting

25 costs, in known instances in contested hearings.
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1 Q Well, is it true the recurring costs are

2 expensed, and nonrecurring costs are capitalized or

3 anortized over the expected |life?

4 A That has -- that is M. Col bo's proposal in
5 this case. |In other cases, | have seen them handl ed

6 both as a reoccurring expense and capitalized and

7 anortized over two or three years depending on the

8 anticipated repeat of a case.

9 Q Well, are legal and accounting expenses

10 associated with this case recurring or nonrecurring?
11 A. I can not tell you an exact answer on that,
12 because this case may not -- this -- once this case is
13 <closed, there could be another case in the next year,
14 and | can not -- | can not -- | don't know what the

15 conpany is going to do. |'mnot making a prediction.
16 Q. Wel I, haven't you made an assunption though
17 by putting the full $100,000 in as an expense?

18 A. The anticipated costs of a contested -- of
19 this contested case may not be repeated. However, there
20 my be additional costs or other costs that will take
21 its place.
22 Q Are those known and neasur abl e?
23 A Not at this exact nmonment. However, in this

24 industry, as we know what has happened since Septenber,
25 the expenses of operation have increased, and the
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revenues have taken a decrease because of increased |ack
of travel by the public.

Q. Wel I, have you personally done any kind of
study to denonstrate the inpact of the September 11th
attacks on this conpany?

A Not specifically.

Q. Is it your position that any conpany,
ai rporter conpany, that canme in for a rate increase
shoul d receive an additional cushion in their rates for
dealing with a potential downturn as a result of
terrorisnf

MR. WLEY: Objection to the form used the
term cushion, it's not specific, Your Honor.

JUDGE SCHAER: M. Thonpson, why don't you
ask the witness to define what cushion nmeans to him so
t hat we know what that means in this record, and then go
ahead, pl ease.

MR. THOWPSON: Okay.

JUDGE SCHAER: O else ask a different
guesti on.
BY MR. THOMPSON:

Q It appeared to nme that you were arguing that
it's okay to put the entire | egal expense of $100, 000 in
one year because, well, there may be other expenses or
downturns in revenue, | guess, that would justify, |
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guess, providing a little, I can't put it any other way
t han fudge factor or cushion or something of that
nature. Is that a -- | will let you characterize it how
you |ike.

A I"'mnot -- | did not -- | did not intend to

put any cushi ons, fudge factors, or anything in this
rate base. These are out-of-pocket costs that the
conpany is incurring as we speak.

Q Are you aware that Brenmerton-Kitsap filed a
-- filed to reduce its schedule foll ow ng Septenber 11
but then withdrew that filing?

A | am aware of that, yes.

Q. VWhat specifically would that $100, 000 be used
for next year?

A I do not know the exact answer to that, sir.
| have a feeling that M. Asche will be reviewing his
financial data on a nonthly basis and seeing if there is
a significant decrease in his either revenue or expenses

to determne if he needs to make a rate filing, and that
could be a rate decrease, yes.
Q Can you cite ne to another instance that

you're aware of in which the Conm ssion has not
anortized rate cases over sone period of years?

A Yes. | can not cite you specific docket
nunbers, but | was involved with a group of conpanies in
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Clark County regulated by the two -- two regul ated by
the Comm ssion and an affiliated landfill. The two
conpani es were Buckman Sanitary Service, Inc., and Cl ark
County Disposal Inc., d/b/a the Disposal G oup, and we
had several contested rate cases from 1986 through 1992,
| believe. M dates may not be exactly correct. And
the rate case expense was a part of the rate, of the
base.

Q Well, okay. Well, did that involve a
situation in which there was a history of frequent rate
cases; is that what you're saying?

A That is correct, there was -- there was not
only a rate case, but a hearing on another haul er
attenpting to have overriding authority, or overl apping
authority, excuse ne, within their certificated

territory. It was a case on landfill rates. It was a
case on hauling rates. Several filings on various cost
i ssues.

Q. I"msorry, I'"'ma bit confused. What you're

gi ving exanples of nowis in the case you referred to
earlier what the legal costs were, recurring | egal costs
were associated with it?

A. That's correct.

Q. Okay.

A. Those costs were expensed as incurred.
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Q I want to turn to what you predict, | guess,
woul d be the effect of Staff's 97% operating ratio, and
| think you' re discussing that on page 14. And
specifically at lines 18 and 19, you state that
M. Col bo's proposed revenue margi n woul d not all ow
sufficient operating net income to provide one
repl acenent van per year, and you received a data

request, | guess, on that to provide your analysis,
correct?

A That is correct.

Q. And that was data request, Staff Data Request

Nunber 32, which has been marked as Exhi bit 43,
pre-marked.
JUDGE SCHAER: Yes, that's correct, counsel

Q. Coul d you maybe with the help of this
document wal k us through your analysis of that, please.
A. Yes, | would be happy to. M response is |

did not have any "working papers"” per se. And in the
next paragraph, from M. Col bo's original pre-filed
testimony, his net income, pro forma net income was
$39, 730.

Q Shoul d that be, just when you're talking,
should that be fromline 70 rather than |line 207
A. Yes, | think that is correct, and |

apol ogi ze.
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Q And actually, while we're on the subject of
corrections, should -- were these nunbers taken prior to
the revised Exhibit 6?

A Yes, they were. | had -- | answered the

Staff data request before | received the revised
exhi bits.

Q. Yeah, | appreciate that. Maybe we could just
make that correction, if that would be possible. Do you
have Exhibit 6 available to you? Well, how about | just
do this, I know what they are, so how about if | give

themto you subject to check, would that be all right?
MR. WLEY: That's fine.

Q Woul d you accept subject to check that the
figure fromline 70 of the Col bo pro forma net incone
statement is $28,967, and depreciation is included in
net income, as a result of his acceptance of your four
year anortization is $90,990, resulting in an indicated
cash flow from operations of $119, 957.

A. Subj ect, yes.

Q. Okay. | believe you indicated that the cost
or, well, the cost of a new van could be at | east
$45, 000 there on page 14, correct?

A That is correct.

Q. And | guess the basis of your statenment there

in your testinony was that the conpany's replacing the
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entire fleet on a -- of 15, of 14 vehicles rather,
excuse ne, on a four year cycle. 1Isn't it true that
t here woul d be enough cash flow here to at | east
provide, well, alnpost three, three vans, at |east two
and a hal f?

A Approxi mately two and a hal f, yeah.

Q. And that's without -- that's buying themwth
cash, correct, as opposed to using debt to replace the
vehi cl es?

A That is correct.

Q. Coul dn"t the conpany use debt to replace the
vehi cl es?

A Its operating costs would go up relative to

t he amount of debt they incurred, the interest cost on
t he debt they incurred.

Q. There is not a question pending, | apologize
for the pause in the action here, | would like to nake
this as action packed as possi bl e.

Can you tell ne why a 93% operating ratio has
been used for regul ated bus conpani es over the years?

A The auto transportation industry, and | would
have to refer to sonme Staff data requests, sone conpany
data requests for historical correct dates, but the
operating -- the 93% operating ratio has been used by
this Comm ssion for a nunber of years in the
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transportation industry. | can not recall the exact
date it began, | believe in the early '60's.
Q. Well, what is it about airporter conpanies

that dictates, or transportation conpanies in general
for that matter, that dictates a 93% rati o between
expenses and revenue?

MR. WLEY: Your Honor, | don't know where
this line of -- | mean it's the Comm ssion who
establ i shes the 93% operating ratio, not the conpany, so
| don't know how productive this line of questioning is
going to be. He's asking himwhat the criteria for
establishing the 93% is, and | don't know where we're
goi ng, because | think there's no dispute that that's
set by the Comm ssion and has been historically for many
decades.

MR. THOWPSON: Well, the issue, if | can
respond, is | think M. Burton is saying 97 is not
enough but 93 is, and | guess I'mtrying to inquire into
what it is about the -- about the 93 that nakes it a
better number.

MR. WLEY: That's a different question, Your
Honor .

JUDGE SCHAER: Well, then, let's go ahead
with that question.

MR. THOWSON: Okay, | will restate the
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1 question this way.

2 BY MR THOMPSON

3 Q. I think you heard nme say there seens to be a
4 controversy here that 97 is too high but 93 is -- would
5 be preferable, and |I'm asking you for an expl anati on of
6 why, what it is about that relationship that is

7 inportant for this type of conpany, the relationship

8 between -- of 93% bet ween expenses and revenues?

9 A. The difference we're referring to here is

10 approximately 4% and for exanple purposes only, if |

11 take M. Col bo's RC-6, page 1, and do a very quick

12 calculation on his expense base of $1,368,816 with a 93%
13 operating ratio, that indicates a revenue requirenent of
14 $1,471,845 as conpared to $1, 396,916, so we're talking
15 about about $75,000 of pure revenue to the bottomline.
16 That's the difference between a 97% and a 93% operati ng
17 ratio.

18 Q Okay. Okay, well, assum ng that's accurate
19 -- well, excuse me just one nonent.

20 Wel I, how does that -- okay, assum ng that
21 figure of $75,000.

22 A Appr oxi mat el y.

23 Q. How does that conpare to -- well, | wthdraw

24 the question.
25 Are you -- you were present, were you not,
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for the -- for ny redirect of M. Col bo this norning?

A. Yes, | was.
Q And he made reference to a solid waste case
i nvol vi ng Rabanco, | think, as an exanple of when the

Comm ssi on had approved rates at a 98% operating ratio.
Are you famliar with that?

A | heard the reference in the discussion. 1'm
not personally famliar with that case. | have not read
the report.

MR. THOWSON: Thanks, M. Burton, that
concl udes ny questions for you.

JUDGE SCHAER: | have a few questions for you
al so, M. Burton.

THE W TNESS: Yes, Your Honor.

JUDGE SCHAER: But before we do that, had you
of fered Exhibit 43, M. Thonpson?

MR. THOWSON: Oh, no, | have not, but I
woul d do that at this point.

JUDGE SCHAER: |Is there any objection,

M. WIley?

MR. WLEY: No, Your Honor. Just one point
of clarification. D d we mke iterations to the exhibit
to include M. Colbo's, | did, | don't know if the Bench
did, to include that $119,977 figure?

JUDGE SCHAER: | believe that the record wll
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show that in the testinony.

MR. WLEY: Correct.

JUDGE SCHAER: | made notes to nyself, but I
don't consider them part of the official exhibit.

MR. WLEY: |If it's in the record, fine, no
obj ecti on.

JUDGE SCHAER: Then Exhibit 43 will be
adm tted.

At this point, I would like to take a nonent
to distribute what | have marked for identification as
Exhi bit 44, which are the responses by the conpany to
Bench Requests 7 through 9. | think I will distribute
t hose.

In I ooking at the clock, | think perhaps what
we should do at this point is take our afternoon recess,
and | will pass these out during the recess. W can
take themup immedi ately thereafter so that I don't take
hearing tinme in doing that.

Does break tinme work for everyone?

Okay, then let's be off the record until
3: 15.

(Brief recess.)

JUDGE SCHAER: Let's be back on the record
after our afternoon recess. During the recess, |
distributed a copy of the conpany's responses to Bench
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1 Request Nunber 7 through 9, and | have marked this for
2 identification as Exhibit 44.

3 Does anyone object to having this included in
4 the record?

5 MR, W LEY: No.

6 MR. THOWVPSON: No.

7 JUDGE SCHAER: (Okay, then Exhibit 44 is

8 admtted.

9

10 EXAMI NATI ON

11 BY JUDGE SCHAER

12 Q. Well, you're on the downward sl ope now

13 M. Burton. | would like you to | ook at your Exhibit
14 Nunber 34, which you may recogni ze as WIB-4 and your
15 adjustnent PA-1, please. Excuse nme, that shoul d be
16 Exhibit 36, WB-4.

17 MR. WLEY: Do you have it?

18 A Yes, mm' am

19 Q. And | want you to | ook at your adjustnent
20 PA-1, renove fuel surcharge revenue, please.
21 A Yes, mm' am
22 Q Okay. Looking at this adjustnent, you renove
23 $15,032 of surcharge revenue, correct?
24 A That is correct.

25 Q And | believe that Staff used the sane tota
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ampunt; is that correct?
A. | believe that's correct, yes.
Q. However, your assignnment, your adjustnent

assigns all of the amount to line 1 for your Brenerton
and Tacoma operations, whereas Staff in their conparable
adj ust mrent assigned $12,236 to Brenerton/ Tacoma and the
remai nder of $2,297 to Fort Lew s/MChord operations.
And ny question to you is, was the source of all of

t hese surcharge revenues from Brenerton/ Tacoma
operations, or do you accept M. Col bo's allocation of

t he $15, 032 between the two sectors of the conpany's
operations?

A. Your Honor, | would accept M. Col bo's
al | ocati on.

Q. Thank you. Next | would |like to ask you a
guestion that | asked M. Asche about Labor and
| ndustries anmobunts paid by the conpany.

A Yes, ma' am

Q And in our discussions with M. Asche,

bel i eve we established that his conpany participates in
the L& retro program which allows themto make an

el ection each year to deci de whether or not they're in
the program and then to seek refunds if their actual
acci dent experience is |ower than the rate woul d
otherwise be. And if | have described that w ong,
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pl ease tell nme how | have --

A. | believe that's correct, a correct
characterizati on.
Q. Okay. And | had asked him a coupl e of

gquestions about the conpany's L& rates and whet her they
were the sanme today as they were during the test period,
and |'m not sure if you know that, but if you do know, |
would like to know if they have changed.

A | can give you the rates during the test
period. | do not know if the rates went up in 2001
However, for the cal endar year 1999, their industrial
i nsurance rate for class 1404, bus lino transit drivers,
was .5992 cents per workman hour. That rate went up in
year 2000 to .6574 cents per hour. They also have sone
enpl oyees classified in class 4904, clerical office
workers. That rate was .0764 in 1999, and in year 2000
. 0896 cents per hour.

Q Thank you. Just as a general question, if
t here has been a period where an individual conpany is
getting refunds for past periods, does that have any
effect on the future rate that that particul ar conpany
is charged, if you know?

A | do not know.

Q. Okay. Would you show nme or refer ne in your
new exhibits to the per conpany recommended | evel of
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results for this conpany?

A That's shown in Exhibit 34 revised.
Q At what |ine?
A At line 47, colum H, pro forma proposed

rates, showing no rate increase nor decrease, which
results in a correspondi ng 94.98% operating ratio.

Q. Looki ng at page 3 of your testinony at |ine
4, you indicate there that you noticed certain materi al
differences between the information you were furnished
and M. Col bo's exhibit. Gven the revisions to his
exhibits and to your exhibit, is there any materi al
m sunder st andi ng as to what basic data are now?

A Not to ny know edge, Your Honor. Let ne
clarify, that's on the per books anount.

Q. I know that there are disagreenments as to
adj ustments, but | wanted to understand whet her we think
t he sanme per books nunbers --

A Yes, ma'am that's correct.

Q. -- are the right starting point?

A. Yes.

Q Because | need to know whether | need to

resolve issues there, and I'm hoping that I don't need
to, and it sounds like |I don't need to.

A Not to nmy know edge.

Q In I ooking at your resunme' and listening to
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1 your testinony earlier today, | note that from 1986 to
2 1991 you were working for Leichner Enterprises.

3 A Yes, m'am

4 Q. In that job responsibility, did you beconme at
5 all famliar with the Comm ssion's affiliated interest
6 statute and the kinds of adjustnents Staff proposes

7 under that statute?

8 A We did not -- that -- during -- in that

9 conpany, there were no affiliated interest transactions
10 except the disposal costs at the Leichner Brothers | and

11 reclamation land fill, which those rates were approved
12 by the Comm ssion in hearing.
13 Q So did the Comm ssion under the affiliated

14 interest statute make sonme revisions in how those rates
15 were reflected for regul ated purposes, to your
16 recollection?

17 A | can not recall.

18 JUDGE SCHAER: (Okay, thank you, that's all |
19 have.

20 M. Wley, is there any redirect?

21 MR. W LEY: No, Your Honor.

22 JUDGE SCHAER: We have concluded with this
23 witness. Thank you for your testinony.

24 We had a brief off the record discussion at

25 the beginning of this afternoon about next steps in this
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case, and | believe that it was agreed at the tinme of
prehearing that there would be post hearing briefs that
are due on February 1st, 2002. Those briefs are to be
acconmpani ed by proposed findings of fact and concl usi ons
of | aw.

And then | also indicated to the parties at
that time that | would like themto consult with each
ot her and make certain that they use the same adjustnent
nunbers for the sane issues and that if there are
different parts to an adjustnent, either break those out
by letters or in some other way so that in | ooking at
t he nunmbers, the accounting advisor and | are able to
see where the actual disagreenents are and what the
basis of those are.

Those are ny final words for today. |Is there
anything else we need to discuss at this time?

Then thank you, gentlenen, for a well
conducted hearing. | think that you have franmed the
i ssues and we have |learned quite a bit these |ast two
days.

We will be off the record.

(Hearing adjourned at 3:30 p.m)






