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PUGET SOUND PILOTS

PREFILED DIRECT TESTIMONY (NONCONFIDENTIAL) OF
CAPTAIN IVAN CARLSON

I. INTRODUCTION

Please state your name and position with Puget Sound Pilots.

My name is Ivan Carlson. I am the President of Puget Sound Pilots (“PSP” or “the

Association”).

Have you prepared an exhibit describing your education, relevant

employment experience, and other professional qualifications?

Yes, I have. It is Exh. IC-02.

What are your duties as President of PSP?

As the PSP President, I serve as the Chief Executive Officer of the Association
and its primary spokesperson. The PSP President is a full-time position. As
President, I am a member of the Board of Directors of PSP, and I am an ex-officio
member of all committees of the Association. I am responsible for organizing and
leading monthly meetings of PSP's seven-pilot Board of Directors. I am also
responsible for appointing or re-appointing the pilot members of our various
committees, such as our Boat Committee, Efficiency Committee, Safety
Committee, Rate Committee and Pension Committee. As the spokesperson for

PSP, I represent PSP at all meetings involving our state or federal regulators,
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including the Board of Pilot Commissioners (“BPC”), Washington Utilities and
Transportation Commission (“Commission”) and U.S. Coast Guard. I also
regularly interact with other pilot groups throughout the U.S., which also includes

attendance at regional, national and international pilot group meetings

What topics are you covering in your testimony?

In my testimony I provide a high-level overview of the issues raised in PSP’s

direct filing and I introduce the witnesses who are testifying on behalf of PSP.

First, I address the reasons why PSP is filing this rate case. I discuss how PSP’s
actual total distributed net income (“TDNI”) has fallen short of the authorized
amount for many years and that PSP’s expenses exceed the authorized expense set
in rates. I highlight some of the requests that are part of this case, including a
request for a Capital Recovery Charge to help finance upcoming capital expenses

and a request for an operating margin.

Second, I address PSP’s request for an increase in TDNI based on a
compensation analysis submitted by PSP witness R. Lane Sisung of United
Professionals Company (“UPC”), a consulting company engaged in a wide
variety of regulatory economic and rate matters. PSP’s TDNI proposal also
reflects the increased number of pilots authorized by the BPC in 2024. PSP
requests the Commission fund the number of pilots authorized by the BPC. 1
address the difficulty in attracting qualified pilot candidates who can ultimately

pass the exam, enter training, and get licensed. This is a problem that has been
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recognized by the Chair of the BPC. Competitive compensation is necessary if we
are to be successful in attracting qualified and diverse candidates from around the

country.

Third, and relatedly, I discuss PSP’s request for an annual cost of living
adjustment (“COLA”) on its DNI. Automatic adjusters are commonly used in the
pilotage industry, as demonstrated by PSP witness R. Lane Sisung, and they can

reduce the need for more frequent rate filings.

Fourth, I address PSP’s proposal for recovery of pension costs and an overview of
the status of PSP’s development of a multiple employer defined benefit plan
(“MEP”). PSP’s proposal is an interim proposal while we await an advisory
opinion from U.S. Department of Labor and approval from the Internal Revenue
Service. The MEP is discussed in more detail in the testimony of PSP witnesses

Bruce J. McNeil.

Fifth, I address the reasonableness of recovery of certain costs, including costs for

conferences and general legal expenses.

Sixth, I address PSP’s projections of changes in vessel assignments and its

detailed portrayal of vessel assignments.

Seventh, I discuss PSP’s rate design proposal. PSP is proposing to revise the Pilot
Boat Charge and to change the name to the Port Angeles Expense Charge.

Separate from the revenue requirement in this case, PSP is also proposing a
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Capital Recovery Charge that would tie to loan payments used for capital

expenses and would be updated annually.

Finally, I introduce the witnesses who are providing testimony on behalf of PSP

in this case, and I provide a brief description of the topics they address.

PSP IS FILING THIS CASE TO RECOVER NECESSARY COSTS AND
UPDATE ITS TDNI

Why is PSP filing this general rate case?

There are several factors that are causing PSP to file this rate case. First, PSP’s
expenses are exceeding what is currently authorized in rates. Also, PSP will need
to invest a substantial amount in its pilot boats in the rate year, and PSP is
proposing a Capital Recovery Charge for the financing of specific capital

expenses.

Second, PSP’s TDNI requires updating to reflect the number of pilots authorized
by the Board of Pilotage Commission, which increased in 2024. PSP seeks
recovery for 60 pilots. Additionally, PSP has provided a compensation analysis
demonstrating that PSP falls at the lower end of pilot compensation nationally.
PSP requests the Commission authorize a TDNI consistent with the national

average, as discussed in more detail later in my testimony.

Why are PSP’s expenses exceeding the amount set in rates?

There are several reasons why expenses are exceeding what is set in rates. First,

PSP’s current rates were set based on an adjusted 2021 test year. Inflationary
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pressures have increased costs since that time. Inflation has increased 15 percent
nationally, and 18.5 percent in the Seattle areas since the 2021 test year.! Second,
certain charges have not been updated for several years and do not reflect the
expenses being incurred. One example is the Transportation Charge, discussed in
the Prefiled Direct Testimony of Captain Eric Klapperich. The current charge is
based on rates that were last adjusted in 2009. There are other expenses that were
not fully included in rates in the last case, such as training expenses,
transportation expenses, pension expense and general legal expenses. PSP is

providing testimony demonstrating the reasonableness of these expenses.

What proposals is PSP making in this case with respect to operating

expenses?

In addition to recovering its prudently incurred operating expenses, PSP proposes
an operating margin, which is discussed in the Prefiled Direct Testimony of Ann
LaRue, CPA. This will allow PSP to address rising costs and unexpected

expenses between rate cases with the goal of avoiding frequent rate cases.

What capital expenses is PSP proposing to recover in this case?

PSP is proposing a Capital Recovery Charge that will recover financing costs for
capital expenses planned for 2026 and 2027, including the repower and mid-life
refit of the Pilot Boat Puget Sound, the shipyard period for the Ediz Hook barge,

and Phase 2 of a feasibility study to help determine the future of the 70-year old

!https://www.seattle.gov/economic-and-revenue-forecasts/inflation
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Port Angeles Pilot Station. This is discussed in more detail in the Prefiled Direct

Testimony of Scott Brewen and the Prefiled Direct Testimony of Ann LaRue.

Has PSP earned its authorized TDNI since the transfer of rate setting

authority to the Commission?

No, PSP has failed to earn its authorized TDNI for several years. Even with
vessel assignments in 2024 being above the assignments set in rates, PSP failed to

earn its authorized TDNI.

Did the increase in vessel traffic cause PSP to come closer to earning its

authorized TDNI in 2024?

Yes. PSP came closer to reaching its authorized TDNI in 2024 because of an
unexpected traffic increase. In 2024, PSP had 7,588 assignments, outperforming
the projection of 7,443. Without this substantial increase in traffic, PSP’s actual

TDNI would have fallen even farther below its authorized TDNI.

What level of traffic do you project in the rate year?

It is difficult to project vessel assignments. PSP is relying on its adjusted test year
vessel assignments as a projection of rate year vessel assignments. While
assignments did decrease in early 2025 due to tariffs and overall economic
headwinds, we do have increased cruise assignments in 2025. I address this in

more detail later in my testimony.
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Is PSP proposing a change to its authorized TDNI?

Yes, as discussed in more detail later in my testimony, PSP is requesting its DNI
be increased to be consistent with other pilot groups across the country.
Additionally, PSP requests that the Commission fund the number of pilots

authorized by the BPC, which is 60 pilots.

What steps did PSP take prior to filing this case?

PSP followed the directions set forth by the Commission in its Final Order in
Docket TP-220513 before filing this case. Specifically, PSP participated in a
Commission Staff led ratemaking workshop. The first workshop was held on July
22,2024, with Commissioners present; and subsequent workshops were held on
November 15, 2024 and January 23, 2025. In these workshops the parties
engaged in discussion of several ratemaking issues including: operating margin
with revenue requirement formula and result of operations revisions, affiliated
transactions, transportation expense recovery, capital account/pilot boat funding

with a surcharge mechanism, salary survey, and automatic COLA adjustment.

Did PSP take other steps to try to streamline its filing?

Yes, PSP met with Pacific Merchant Shipping Association (“PMSA™)
representatives on numerous occasions in 2024 to discuss ratemaking issues. The
meetings resulted in some general understanding of positions though no
settlement of issues was reached. PSP is hopeful that these meetings will lay the

groundwork for fruitful settlement discussions during this case.
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Do you have any further thoughts on pilotage ratemaking?

Yes, it is important to recognize that marine pilotage ratemaking is still very new
at the Commission. The Commission has recognized the need for ratemaking
workshops to help refine the ratemaking methodology for pilotage,> and PSP has
participated in these workshops. In this case, PSP is asking the Commission to
consider some alternative approaches to pilotage ratemaking that differ from what
was approved in past cases. Given the newness of pilotage ratemaking before the
Commission, this is a reasonable approach and reflects an evolution of

understanding of the Commission process for setting marine pilotage rates.

III.  PSP’S TDNI SHOULD BE INCREASED TO ALLOW FOR
COMPETITIVE COMPENSATION TO ATTRACT A DIVERSE AND

SUFFICIENT NUMBER OF QUALIFIED APPLICANTS FROM A NATIONAL
POOL AND TO REFLECT THE BPC AUTHORIZED NUMBER OF PILOTS

PSP’s DNI Lags Far Behind Other Pilot Groups and Should Be Increased

1. Overview of PSP’s DNI request and the Pilot Compensation Study

What is PSP’s proposal in this case with respect to Distributed Net Income

(“DNI”)?

PSP is proposing a DNI of $729,467 that is consistent with the national average
compensation for state licensed pilots. PSP has provided a detailed Compensation
Study of Regulated Pilots in the United States (“Pilot Compensation Study’’). The

study was conducted by Lane Sisung and his team at United Professionals

2 Docket TP-220513, Order 08 49 62, 270; Docket TP-190976, Order 09 99 390, 493.
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Company (“UPC”), and it is an exhibit to the testimony of Lane Sisung, a
principal with UPC. See Exh. RLS-4. The Pilot Compensation Study
demonstrates PSP’s actual (and authorized) DNI falls significantly below the
national average actual income for state licensed pilots. The study shows that
PSP members are amongst the lowest compensated pilots in the country; PSP’s
actual DNI ranks 20 out of the 22 groups with publicly available financials as
shown in the Pilot Compensation Study. PSP is not seeking to be the highest-
compensated pilot group in the country, only to be treated fairly. There is no
reason that Puget Sound pilotage should be compensated below the national
average. Accordingly, PSP requests that its total compensation be increased to be
commensurate with the average total compensation for pilots as shown in the Pilot

Compensation Study, and as supported by Lane Sisung.

Has Commission Staff recommended the use of a salary study for

benchmarking purposes?

Yes. In preparation for the pilotage workshop ordered in Docket TP-220513,
Commission Staff Senior Regulatory Analyst Scott Sevall circulated a draft
template workbook of a salary survey for consideration by the parties. This is

provided as Exh. IC-03.
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Why did PSP commission a national compensation study, and how was it

designed?

PSP retained UPC to conduct the Pilot Compensation Study to develop a more
robust and transparent benchmark for setting pilot compensation. The study’s
design reflects the Commission’s guidance in prior rate cases and incorporates
feedback provided during the July 2024 workshop, particularly regarding the use
of broad benchmarking, present-day normalization, and cost-of-living

adjustments.

The study includes pilot associations with publicly available financial statements,
consistent with Commission Staff’s suggestion that a large sample size helps
reduce the effects of individual outliers. The study standardizes comparisons in a
transparent and neutral way, by adjusting all historical compensation data to
present-day dollars and normalizing results to Seattle’s cost of living. The
adjustments used by UPC cut both ways. The cost-of-living adjustment, for
example, lowered the comparative average in high-cost markets like San
Francisco and Los Angeles, but was retained in the interest of fairness and

consistency.

Did PSP share Commission Staff’s salary survey model with its consultant?

Yes. When PSP retained UPC to conduct a nationwide pilot compensation study,

PSP provided UPC with the draft Salary Survey Model originally developed by

Scott Sevall. UPC followed Commission Staff’s core approach of using publicly
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available financial information from as many comparable pilot groups as possible
and adjusting reported pilot incomes to present-day values using CPI and to the
Seattle-area cost of living. The resulting UPC study was therefore largely

informed by, and consistent with, Staff’s model and methodology.

One area where UPC struggled to align with the Commission Staff model was in
the use of bridge hours as a component for normalizing pilot income. While
Commission Staff’s draft model incorporated a time-based element, UPC
recognized that bridge hour data was not consistently reported across pilotage
jurisdictions and could not be verified through public filings. To ensure the study
remained objective and based solely on uniform, verifiable data, UPC relied
instead on total reported pilot income and other clearly documented benefits,
avoiding reliance on incomplete time records. This is discussed in more detail in

Exh. RLS-4.

2. PSP’s Distributed Net Income falls significantly below the national
average

How does PSP’s DNI for 2024 compare to the national average in the Pilot

Compensation Study?

PSP’s 2024 actual DNI, based on PSP’s audited financial statements, falls
significantly below the national average presented in the Pilot Compensation
Study. When considering cash only compensation, PSP’s 2024 DNI was
$449,591. In contrast, the Pilot Compensation Study showed a total average cash

compensation per pilot of $690,151; when viewed by pilot association, the
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average pilot compensation is $643,855.3 These results are shown in Table 1

below and discussed in more detail in the prefiled direct testimony and exhibits of

PSP witness R. Lane Sisung.

Table 1. Cash Only Compensation -- Pilot Compensation Study and PSP

PSP 2024 Pilot Comp. PSP Shortfall | Pilot Comp. PSP

Cash Comp. | Study — Cash | (Weighted Study — Cash | Shortfall
Comp. Avg. Comp. (Simple | (Simple
(Weighted Calculation— | Avg. Avg.
Avg. Per Pilot). Calculation— | Calculation
Calculation— Per Pilot — Per Pilot
Per Pilot) Group) Group)

$449,591 $690,151 $240,560 $643,855 $194,264

Q. Did the Pilot Compensation Study look at total compensation for pilots?

A. Yes. In addition to comparing annual cash compensation for pilots, the Pilot

Compensation Study also looked at total compensation for pilots, taking into

consideration cash and an estimated value of annual benefits provided to the pilot.

This did not take into consideration pension benefits. Pensions were left out

because it is difficult to make an apples-to-apples comparison of the value of

pension benefits across groups. Pilot groups structure them very differently,

3 When the average is viewed by pilot association, rather than per pilot, it is referred to as
“unweighted,” because it is not weighted based on the number of pilots in the association. When the

average is viewed on a per pilot basis, it is referred to as “weighted.”
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which makes consistent valuation difficult. That said, most pilot associations have
retirement benefits funded in rates, which is important to keep in mind when

evaluating total compensation.

What did the Pilot Compensation Study show in terms of total compensation

for pilots?

A. The Pilot Compensation Study showed that PSP remains well below the average

when considering total compensation (cash and benefits). PSP’s total

compensation for 2024 was $453,938.* In contrast, the Pilot Compensation Study

showed a total average compensation per pilot of $729,467; when viewed by pilot

association, the average pilot compensation is $681,608,> as shown in Table 2.

Table 2. Total Compensation — Pilot Compensation Study and PSP

PSP 2024 Pilot Comp. PSP Shortfall | Pilot Comp. PSP Shortfall
Total Study — Total | (Weighted Study — Total (Simple Avg.
Comp. Compensation | Avg. Compensation | Calculation—
(Weighted Calculation— | (Simple Avg. Per Pilot
Avg. Per Pilot) Calculation— Group)
Calculation— Per Pilot
Per Pilot) Group)
$453,938 $729,467 $275,529 $681,608 $227,670

4 The difference between PSP’s cash compensation and total compensation is the cost of the disability
insurance, which is $4,347, as recorded in the PSP 2024 audited financial statement, page 24, line 6. See

Exh. RLS-04 at 245.

5 When the average is viewed by pilot association, rather than per pilot, it is referred to as
“unweighted,” because it is not weighted based on the number of pilots in the association. When the
average is viewed on a per pilot basis, it is referred to as “weighted.”
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Why is it appropriate to consider total compensation, rather than just cash

compensation?

Total compensation measures the pilot groups in the study in terms of the cash
and benefits they receive, excluding pensions. As stated in the Pilot
Compensation Study, these benefits include medical insurance, disability
insurance, life insurance, workers compensation insurance, and sick leave. There
are certain benefits the Commission has decided should not be recovered in rates
for PSP. Thus, when comparing compensation among pilot groups, it is important
to recognize the additional value of benefits that pilots receive, or do not receive,
in addition to cash compensation, as these are factors that presumably would be
important to pilot candidates when making a decision about where to take a pilot

exam and where to become a pilot.

If PSP’s position is that total compensation is the appropriate benchmark,

why do you also present cash compensation?

PSP maintains that total compensation aligns with the statutory standard that rates
must be fair, just, reasonable, and sufficient, particularly in a national labor
market for pilots. However, we also recognize the Commission’s past
determinations regarding the non-recoverability of medical insurance premiums
as an expense through rates. Accordingly, PSP presents both total and cash-only
compensation data. This allows the Commission to evaluate pilot earnings against

national benchmarks in either framework.
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While the benefits included in the total compensation figure, such as disability
insurance and sick leave, vary among pilot groups, medical insurance is the most
significant factor. If the majority of other pilot groups have medical insurance
covered in rates as an expense and provided to pilots as a benefit, and PSP pilots
must pay for their own medical insurance, then PSP’s DNI arguably should be

raised to achieve a competitive compensation and benefits package.

PSP does not request a change in the Commission’s treatment of specific benefit
expenses in this proceeding. Rather, we present total compensation data to
illustrate how compensation is understood by the workforce that the State of
Washington must attract, one that evaluates opportunities based on overall value,

not accounting classifications.

When viewing PSP’s 2024 DNI as compared to other pilot groups in the
study, how did you treat factors such as reserves for comp. days and the
disallowance of a portion of PSP’s pro forma pension expense resulting from

Order 08 in Docket TP-220513?

My understanding is that UPC relied on the audited financial statements, or other
publicly available information, for all pilot groups in the study, including PSP. It
would be possible to adjust PSP's DNI, reflecting an increase to account for the
GAAP accounting of callbacks and for the $450,000 disallowance of one-half of
PSP’s retirement expense pro forma, as ordered in Docket TP-220513. This
adjustment, however, would be an increase and would therefore increase the

resulting average pilot compensation. The more conservative approach was to use
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the income from PSP's financial statement, as was done with the other pilot

associations.

Q. What is your understanding of the use of the five-year average in Docket TP-

190976 and its applicability to this case?

A. My understanding is that a five-year average was used in 2019 to determine DNI
because that was the first PSP rate case before the Commission. At the time, Staff
had no prior Commission-established baseline for authorized pilot compensation,
so the average of prior years was used as a proxy. These years were not

representative of “normal” years due to a rate freeze that had been in effect.

Because pilotage ratemaking at the UTC was new, the Commission ordered the
parties to engage in ratemaking workshops.® After the 2022 general rate case,
Commission Staff convened workshops to discuss ratemaking issues. As
discussed above, in the ratemaking workshops, Commission Staff expressed a
view that benchmarking through a salary survey is a beneficial methodology for
determining PSP’s DNI and provided some principles to consider in the

benchmarking exercise.” In the UPC Pilot Compensation Study, PSP has

8See Docket TP-220513, Order 08 4 62 (“We also reiterate our expectation that the parties should
participate in a Regulatory Staff-led technical workshop to address rate of return methodology in the
context of the pilotage industry.”); Docket TP-190976, Order 08 9 493 (“PSP, Staff, and other stakeholders
should conduct a Staff-led technical workshop to address rate of return methodology in the context of
setting pilotage service.”).

" Docket TP-220513 July 24, 2024 Pilotage Workshop Recording at 1:10:51 — 1:12:12. (discussion of
Scott Sevall questioning whether historical average is a justifiable position on which to base DNI and
discussing the benefits of a salary survey as a benchmark).
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attempted to closely follow and build on the principles put forth by Commission

Staff and discussed at the workshops.

3. The BPC competes nationally for pilots and it is important that the UTC
authorizes a competitive DNI for pilots

Q. Why is it important for PSP’s authorized DNI to be at or near the national

average of pilot DNI?

A. There is a national pool of pilot candidates. The BPC recruits throughout the
country for diverse, qualified pilot candidates. Compensation is one important
factor candidates consider when making a decision about where to take the pilot

exam and where they want to pilot.

Q. Can you elaborate on your statement that the BPC competes for pilot

candidates nationally?

A. Yes. The BPC is seeking to attract a national candidate pool; therefore the
national average compensation is relevant. The Legislature recognized the need
for PSP to more effectively recruit nationally for pilots. In 2005, the Washington
Legislature unanimously passed Substitute Senate Bill (“SSB”) 5150,® which
amended the state’s pilotage act to allow the BPC to admit applicants without

requiring a federal pilotage endorsement’ at the time of the application. Prior to

8 Revising RCW 88.16.090.

° Federal First Class Pilotage (“FCP”) is a U.S. Coast Guard endorsement issued on the Merchant
Mariner Credential (MMC). To obtain an Unlimited Tonnage FCP Endorsement for Puget Sound and
Connecting Waters, an applicant must:

e Complete 12 round-trip transits across designated main ship channels, terminal ports, lesser
ports/routes, and ferry routes. At least 25% of those trips must occur during hours of darkness.

*  Perform all trips on self-propelled vessels over 1,600 GRT unless otherwise specified.
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this legislative change, mariners were required to observe trips in the area and
draw the 24 charts from memory . . . before qualifying to take the entrance
exam. Local mariners had a greater advantage in meeting the federal
requirements prior to applying because they live and work in the area, whereas
mariners who lived elsewhere were at a disadvantage if they did not live and work
in the Puget Sound area. Now, with the change in legislation, the drawing of these
charts must be completed before the end of training. The legislative change was
designed to broaden the applicant pool and facilitate national recruitment by
removing a significant barrier for qualified mariners who had not yet obtained a
federal endorsement. The same legislation removed local knowledge
requirements from the examination process for pilot applicants. Before this
change the exam topics included extensive local knowledge that could only be
gained by mariners in Puget Sound. Removing this from the exam along with
ending the requirement for federal pilotage at the time of application opened the
door to mariners around the country. The Senate and House Bill Report on SSB

5150 are provided as Exh. I1C-04.

*  Document trips using Coast Guard-approved trip sheets signed by the master or pilot.

After satisfying route experience requirements, the mariner must:

¢ Draw 24 navigation charts from memory.

e Submit detailed written route descriptions for each chart.

»  Pass multiple written examinations covering navigation, rules of the road, local knowledge, and
other maritime subjects with passing scores of 70-90%, depending on the section.

This credential demonstrates mastery of local navigation and pilotage and is a prerequisite for licensure
as a state pilot.
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In addition to the BPC, other parties who supported the passing of SSB 5150
included PSP, Pacific Merchant Shipping Association (“PMSA”), and the Port of

Grays Harbor. See Exh. IC-04.

Are you aware of other changes the BPC has made that broaden the pool of

potential applicants?

Yes. In recent years, the BPC has taken several steps that broaden the pool of
qualified applicants. In 2018, the BPC created a new sea service category for
mariners serving on articulated tug barges (“ATBs”), as documented in the
Washington State Register (“WSR”) WSR 18-10-061."° Under this change, ATB
applicants became eligible with only one year of service as master, provided they
also had at least three additional years of sea service as mate. This was a departure
from the traditional requirement of two years as master, which still applies to

most other categories.

In 2020, through WSR 20-16-026,"! the BPC introduced a similar change in
qualifications for a newly created category of ship assist tug captains, who could
also qualify with one year as master and three additional years as mate. That same
rulemaking also allowed applicants in the “Towing” category to combine the
tonnages of the tug and the barge to achieve the minimum tonnage requirement,

broadening the threshold to qualify.

10 WAC 363-116-0751.
1 See id.
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In addition, the BPC changed the required piloting experience in the “Pilot”
category from three years to two years. This change further expanded the pool of

eligible candidates with prior pilotage experience.

Over the years, the BPC has made other changes and amendments which

broadened the applicant pool. These include:

e Adding an equivalency standard to WAC 363—-116-075 to allow sea

service on ships without a domestic gross tonnage to qualify for the exam;

e Adding a displacement tonnage equivalency of 3000 tons to allow sea

service on U.S. flag government vessels to qualify for the exam;

e Adding an equivalency standard to WAC 363—-116-0751 to open the door
to applicants with sea service on special-purpose vessels that had not

qualified until that time;

Do you have anything more to add?

Yes. The policy change in 2005, as enacted by the Legislature, opened the door
to national recruitment. The subsequent changes to qualification requirements for
entry into the training program, that I discuss above, are further efforts to broaden
the pool of qualified pilot candidates. The Commission’s ratemaking decisions,
and specifically its DNI decision, should align with this policy shift by approving
a DNI that is consistent with the national average to encourage broader national

recruitment.
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4. The Pilot Compensation Study comports with Commission direction in
past cases

Q. How has the Commission addressed DNI and national average in the past

two cases?

A. In the final orders in both Docket TP-190976 and Docket TP-220513, the
Commission did not incorporate national earnings into its calculation of DNI.
The Commission indicated it would consider PSP’s testimony and exhibits
concerning income from other pilotage districts as evidence offered to support its
proposed DNI and afford it weight based on its reliability and relevance to the

particular facts of the case.'?

Q. What did the Commission say about the pilot compensation evidence

provided by PSP in its 2019 case, Docket TP-190976?

A. In the 2019 case, PSP provided evidence from nine pilotage districts. The
Commission stated that as a threshold matter, it found the evidence insufficient to
adequately or accurately demonstrate that it represents the pilotage industry as a
whole. The Commission indicated that while an independent audit of each
comparable district is not necessary, PSP must provide financial statements for

each pilot association included in its analysis."?

12 Docket TP-190976, Order 09 9 141; Docket TP-220513, Order 08 § 117.
13 Docket TP-190976, Order 09 q 149.
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How did PSP’s compensation analysis change in Docket TP-220513?

In the 2022 case, PSP’s compensation analysis included 13 pilotage districts, with
another added in rebuttal. These represented 42 percent of the total number of

pilot licenses in the country, according to PSP’s witness.'*

What did the Commission say about PSP’s updated compensation analysis in

Docket TP-220513?

The Commission had concerns about the commingling of actual and authorized
DNI in the study. The Commission also expressed concern about inconsistent
treatment of the data from different pilotage districts, inaccurate claims regarding
pension and medical benefits, and the lack of a detailed explanation as to how
each of the identified pilot districts operations are comparable to PSP operations

to support a higher DNI than would otherwise be indicated.!?

What has PSP done in this case to address these concerns raised by the

Commission?

PSP retained UPC to conduct a robust Pilot Compensation Study. UPC has a
strong background in regulatory proceedings and has previously conducted a pilot
compensation analysis for the marine pilotage rate regulator (Louisiana Pilotage

Fee Commission) in Louisiana. Notably, this is the first case in which UPC has

4 Docket TP-220513, Order 08 99 73-74.
15 Docket TP-220513, Order 08 9 120.
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testified on behalf of a regulated company; in all past cases UPC’s work was

undertaken on behalf of the regulator.

The Pilot Compensation Study that we present in this case, undertaken by Lane
Sisung and his colleagues at UPC, is more expansive than past studies presented
by PSP. It is provided as Exh. RLS-4. As explained in the Pilot Compensation
Study, after removing an outlier, the 2025 study includes 22 pilot associations.
All but one of these pilot associations are members of the APA. (The 17 Los
Angeles Port Pilots are included in the study but are not an APA member.) '® The
21 APA-member associations included in the Final Sample Group of the Pilot
Compensation Study collectively have 649 APA member pilots, which represents

52 percent of APA member pilots.

Q. Are there other ways in which the current Pilot Compensation Study

responds to concerns raised by the Commission in past cases?

A. Yes. The 2025 Pilot Compensation Study uses only actual DNI; it does not
comingle actual and authorized DNI. Also, it includes detailed information about
benefits for each group. And there is consistent treatment of pilotage districts in
the study. All data is derived from publicly available financial statements and

filings to each group’s respective regulator.

16 The 57 Great Lakes pilots included in the sample are members of the APA, though they are not
state-licensed pilots. Pilotage on the Great Lakes is regulated by the U.S. Coast Guard due to the
international boundary with Canada, but the system is structured and operated in a manner closely modeled
on state pilotage frameworks. Both the Great Lakes and Los Angeles pilot groups have been included in
prior PSP compensation studies. Their inclusion in this study expands the sample size and supports a more
comprehensive comparison across U.S. pilotage systems.
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Does the Pilot Compensation Study use a single uniform year in comparing

pilot compensation nationally?

No. It is not possible to find 2024 data for each group. That said, PSP is prepared
to update the compensation study with more updated financial information that
becomes available in a supplemental filing no later than October 1, 2025, or on
rebuttal. However, it is our understanding that it is preferable to increase the
sample size and adjust the data to a single year, rather than limiting the study to
financial data tied to a single year. This is discussed in more detail in the Pilot

Compensation Study.

How do you respond to concerns raised by the Commission about the
comparability of PSP’s operations to the operations of the pilot districts

included in the Pilot Compensation Study?

Lane Sisung discusses this point, but I will briefly respond. The core piloting
skills are the same across all state pilot groups, including PSP. While no two
pilotage districts are identical, the professional responsibilities of state-licensed
pilots remain consistent nationwide: ensuring the safe navigation of large

commercial vessels in confined and environmentally sensitive waters.

Once a pilot completes a rigorous selection and training program, they possess the
same core competencies required to safely guide ships, whether in San Francisco

Bay, the Mississippi River, or Puget Sound.
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Pilots across the U.S. receive similar maritime training. When Puget Sound Pilots
attend manned model shiphandling school every five years, they often train
alongside pilots from other U.S. ports. These pilots, from widely differing

regions, are taught the same foundational shiphandling skills.

The Commission and PSP have both acknowledged the difficulty of identifying
pilot groups that are directly “comparable” to PSP, as there are many ways to
define comparability. PSP does not claim perfect operational equivalency between
pilotage districts. Instead, the UPC Pilot Compensation Study presents a
representative national sample of pilotage groups that perform substantially
similar work: the high-skill, high-risk navigation of commercial vessels in
dynamic maritime environments.

5. The BPC has recognized the difficulty in attracting new qualified
candidates

Q. On what do you base your statement that it is difficult to attract qualified

pilot candidates?

A. The problem of inadequate numbers of qualified pilot candidates in Washington
has been recognized by the Board of Pilotage Commission (“BPC”). Specifically,
Dr. Sheri Tonn, Chair of the BPC, addressed this issue and barriers to recruiting

pilots nationally at the first Commission pilotage workshop in July 2024:

We just gave an exam and we have a brand new list and I'm
very concerned that new list of possible aspirants is pretty
short and we're going to end up giving an exam in the not
too distant future again. And you know our exams could be
good for as long as four years. But I bet this list will be
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used up in less than two years. And the exam process is an
expensive one as well, and really determines that exam
process is really determined by what the word out is out
there in the national world of pilots of potential candidates
in terms of where they chose to choose to take the exam,
train and ultimately get licensed. You know, if we get
them to the point of getting licensed, they're going to stick
with us because it's a long process to get there just from the
exam to getting licensed, but we got to get them on that
exam list in the first place, so that's a really key part. You
know those the income level is a really key part of whether
we can even get them to take our exam.

And one of the issues, one of the issues for us in terms of
recruitment is the fact that people in training have to draw
25 charts and other pilotage districts for the Coast Guard,
and it's an exam process and other districts, they have one
or two, like Grays Harbor. So here we have Puget Sound
with a requirement of drawing 25 charts, which means
they've got to know those waters to draw all 25 charts,
whereas Grays Harbor, you know, it's a much simpler
process. So we do that as part of the training but it's a huge
impediment in terms of getting people to come to our
district when they realize they've got to draw those 25
charts while they're in training.!”

requesting an increase in the pilot training surcharge:

A strong pool of highly qualified pilot aspirants is
imperative to filling available and authorized pilot
positions. To attract the mariners required, Washington
state needs to remain competitive with other pilotage
districts, and specifically west coast pilotage districts.

Additionally, the BPC recently recognized the need to compete for pilot

candidates nationwide and on the west coast in its submission to the Commission

17 Docket TP-220513, Recording of July 24, 2024 Pilotage Workshop at 1:39:50 — 1:41:04; 1:42:11 —

1:42:57.
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The pool for qualified mariners to enter the pilotage pipeline is a
small one. Pilotage districts, especially on the west coast, are
typically in competition with each other for the same qualified
aspirants. The BPC does not receive specific information from
applicants on the factors influencing their decisions to train in
Washington or elsewhere . However, we are aware of several
factors that go into the decision including pay, cost of living,
schedule, rank on the waiting list, and familial ties.

In Q2 of 2024, Seattle was one of the most expensive urban
areas per The Council for Community and Economic Research.

Washington state’s pilotage districts are in direct competition
with California districts, and more specifically with San
Francisco. It is not uncommon for our two states to share
candidates on the waiting list to enter training.'®

Q. Can you elaborate on the relevance of the exam schedule for pilots?

A. In the April 2024, exam, 31 applicants produced only 13 successful candidates.
The next exam is scheduled for spring 2026. Although the statute allows the list
of applicants to last up to four years, the practical reality over the last decade has
been that the training pilot list has been exhausted significantly prior to the four

years allowed by statute.

As the UPC Pilot Compensation Study explains, compensation plays a critical
role in where experienced mariners choose to apply. Given PSP’s current position
near the bottom of national compensation rankings, this presents a clear

disadvantage in attracting candidates.

18 Exh. IC-05 (Docket TP-240966, BPC, Puget Sound Pilotage Tariff, Training Surcharge/Trainee
Stipend Increase Request, pp. 3-4).
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Is recruitment of diverse candidates a strategy of the BPC to increase

qualified candidates?

Yes. The BPC recognizes the benefits of a diverse pilot corps and seeks to recruit

diverse candidates nationally.

Do you see PSP’s low compensation ranking as a deterrent to attracting

diverse candidates?

Yes. Compensation is an important part of a comprehensive effort to increase the
diversity and overall health of an organization, and competitive compensation is a
factor that makes it easier for candidates to invest their efforts and sit for the pilot
exam. In addition to competitive compensation, there are other factors that will
help increase diversity. As described below, PSP is working with the BPC to
attract and retain diverse pilots, but competitive compensation is one very
important factor that candidates will consider.

6. The BPC and PSP Are Working to Attract and Retain Diverse Pilot
Candidates

What steps has the BPC taken to attract diverse pilot candidates from

around the country?

I am providing as Exh. IC-06, excerpts from the BPC annual reports addressing
diversity initiatives undertaken by the BPC, and PSP’s role in those efforts. As
noted in these annual reports, the BPC Chair and Executive Director regularly
attend annual conferences. These include Women Offshore, Women in Maritime

Leadership, and Women on the Water conferences in an effort to recruit diverse
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pilot candidates. The Women Offshore conference is an international group
dedicated to creating a safe space and professional opportunities for women and

other underrepresented populations in the maritime industry.

Additionally, the BPC added remote proctoring for written exams, which allows
mariners who live out of state to take the exam remotely, without the need to fly
to Seattle and rent a hotel room. As stated in the BPC annual report, “[t]he live
remote proctoring option for the 2024 Marine Pilot Exam is another example of
an innovative approach to remove barriers for those seeking a career in

pilotage.”"”

Q. What is PSP’s role in these efforts?

A. PSP has supported Women Offshore for several years and works with Women
Offshore staff and members to raise issues of gender and racial equity in pilotage.
PSP leverages Women Offshore conferences to recruit potential trainees into the
Washington State pilotage system and to learn about how to become a more

equitable and welcoming organization for underrepresented mariners.

Q. Are there additional outreach efforts PSP is taking to recruit and attract

diverse candidates?

A. PSP is actively involved in community and candidate outreach to develop a

pipeline of candidates that includes diverse candidates. The BPC annual reports

19 Exh. IC-06 at 9 (2023 BPC Annual Report).
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over the past several years commend PSP for its work in this area.?’ In addition
to participating in the Women Offshore conferences described above, activities
include: mentoring students at Maritime High School; visiting with students and
teachers who participate in the Core Plus Maritime curriculum; facilitating
opportunities to experience shiphandling in a simulator at MITAGS-West for
middle and high schoolers; and sponsoring and attending conferences focused on

maritime diversity.?!

Additionally, PSP is working to expand its network of strategic partnerships and
increase visibility to the work it has been doing to promote a more diverse pilot
corps. PSP is working to map PSP’s existing relationships and outreach efforts in
order to inform and engage a diverse pilot candidate pool. One specific task is
updating PSP’s website and social media to include content that is more inclusive
and more clearly describes the path to pilotage. PSP is working to identify
potentially eligible mariners and develop channels, relationships, and connections

as part of a larger communication effort.

Q. What steps is PSP taking to promote a work environment that is welcoming

to diverse pilots and promotes retention?

A. PSP has been working over the past several years to promote a work environment

that is more welcoming for all pilots, including diverse pilots. One initiative PSP

20 See, e.g., Exh. IC-06 at 3, 7, 8 (2019 BPC Annual Report, 2022 Annual Report. 2023 Annual
Report).
21 See Exh. IC-06 at 8 (2023 BPC Annual Report).
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is currently undertaking is an evaluation of the Port Angeles Pilot Station. The
station was designed for men to occupy. There are communal restrooms with
urinals and limited privacy for walking to and from showers. PSP is in the
process of evaluating improvements to the pilot station or a new pilot station, as
the station is 70-year-old and approaching the end of its useful life. The feasibility
study of the Port Angeles Pilot Station provides an opportunity to evaluate how to

make the station more welcoming and comfortable for future pilots of all kinds.

Another step PSP has taken was to update its Pregnancy Leave policy. As noted
in the 2023 BPC Annual Report, PSP’s policy was the first of its kind in the
nation and recognizes that pregnancy and childbirth is a formidable obstacle to
those pursuing a sea-going career.” The policy provides extended medical leave

by combining maternity leave with existing major medical leave.??

PSP has also developed an intention statement focused on diversity, equity,
inclusion and belonging. The intention statement is intended to guide PSP’s
actions as it seeks to develop a more inclusive environment. The intention

statement is attached as Exh. IC-07.

22 Exh. IC-06 at 9 (2023 BPC Annual Report).
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The BPC Has Increased the Number of Authorized Pilots, and the TDNI

Should Reflect This Increase in Authorized Pilots

What is PSP requesting in this case in terms of the number of pilots to be

funded by the Commission?

PSP requests the Commission fund 60 pilots, which is the number of pilots
authorized by the BPC. This is consistent with the Commission’s approach in

Docket TP-220513.

What number of pilots did the Commission fund in the Final Order in

Docket TP-220513?

The Commission funded 56 pilots, which was the number of pilots authorized by
the BPC at that time. In that case the Commission emphasized its limited role as
the economic regulator of pilotage services and stated that “[a]lthough the facts
and circumstances may vary over time, rate-setting proceedings before the
Commission should support the provision of pilotage services deemed necessary

by the BPC.”3

Did PSP reach 56 pilots as authorized by the Commission in Docket TP-

220513?

Yes, PSP reached and exceeded 56 licensed pilots. PSP had 57 licensed pilots in
2024, although it was only funded for 56 pilots. The number of licensed pilots is

lumpy; it moves up and down with retirements and newly-licensed pilots.

2 Docket TP-220513, Order 08 9 158.
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Has the number of BPC authorized pilots changed since the Commission

issued its Final Order in Docket TP-220513.

Yes. Just a year ago, in July 2024, the BPC authorized additional pilots.?* The

current BPC-authorized number of pilots is 60.

Can you describe the process undertaken by the BPC to increase the number

of pilots?

Yes. Exh. IC-08 to my testimony provides the BPC’s Determination and
Rationale and meeting minutes addressing this issue. In response to a request by
PSP that the BPC address the number of pilots pursuant to WAC 363-116-065 the

BPC took the following action.

On April 12, 2024, the BPC tasked the Pilot Safety Committee (“PSC”) to
recommend a target assignment level (“TAL”) to be used in calculating the
number of pilots needed.*® The pilot safety committee is a committee of the BPC
relied upon by the BPC to advise on safety related issues. The BPC recognized
that setting the number of pilots is primarily a safety issue. The charter of the

committee provides that:

The purpose of the Board of Pilotage Commissioners’
(Board or BPC) Pilot Safety Committee (Committee or
PSC) is to: ensure that pilotage services in Washington
State are conducted in a safe and efficient manner
consistent with the Board’s mission of safety. The
Committee will analyze data related to pilot fatigue and

24 A full record of the BPC’s extensive deliberations on this topic is on the BPC’s website.
25 Exh. IC-08 at 20 (BPC, 2024 Number of Pilots Determination and Rationale).
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dispatch efficiency; propose WAC language for adherence
to the RCW; assess hazards; and monitor and evaluate
compliance with international pilot safety standards.?

The committee is made up of up to four members of the BPC, a maritime industry
representative, a Port of Grays Harbor representative and the President of PSP.

See Committee Charter at Exh. IC-09.

Q. Please continue describing the process undertaken by the BPC to increase

the number of authorized pilots.

A. On May 16, 2024, the BPC outlined the process it planned to follow for
establishing the number of pilots as per WAC 363-116-065.2” This process is
referred to as the “065 process.” This was a comprehensive, ten-step process

extending over four months.

From May to June the PSC held four work sessions and analyzed five years of
pilotage assignment data, quantified the number of pilots, the amount of not fit for
duty time, the number of on-watch assignments, the number of training days and

the number of upgrade trips.

At the June 20, 2024 BPC meeting, the Board unanimously voted to use the TAL
of 123 per pilot per year recommended by the Pilot Safety Committee in

computing how many pilots it would license.?

26 Exh. IC-09 at 1 (Pilot Safety Committee Charter, adopted by the BPC on February 20, 2020).
27 Exh. IC-08 at 1-2 (BPC WAC 363-116-065 Number of Pilots, Instructions to Stakeholders).
28 Exh. IC-08 at 1 (BPC, 2024 Number of Pilots Determination and Rationale).
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Both PMSA and PSP prepared submissions and provided public comments to the
board during the 065 process. PMSA proposed that 57 pilots be licensed. PSP

proposed that 62 pilots be licensed.

BPC staff prepared a recommendation to the BPC that it license 60 pilots as a
“conservative increase” from the 56 pilots authorized by the prior 065 hearing in

2019.%

On August 15, 2024 after the public process was completed, the BPC voted to

raise the number of pilots to 60 pilots, based on BPC Staff’s recommendation.*

Q. What is the number of currently licensed and active pilots and the projected

number of pilots for the rate year?

A. PSP currently has 56 licensed and active pilots. There are eight pilot candidates
currently in training, at different stages of training. A typical training program is
approximately 20-24 months. PSP projects it will have 60 licensed pilots during

the rate year as a result of the BPC process.

Q. Does PSP have any control over the number of pilots licensed by the BPC?

A. While PSP was accorded the opportunity to participate in the BPC deliberations
setting the number of pilots, PSP has no control over how many pilots are
licensed by the BPC and subsequently become members of PSP. The BPC has set

the number of authorized licenses at 60, and it will continue to license all

2 Exh. IC-08 at 10 (BPC August 15, 2024 Meeting Minutes, p. 2).
30 Exh. IC-08 at 14 (BPC August 15, 2024 Meeting Minutes p.6).
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successful training program graduates as they become available until that number

is reached. PSP has no ability to control this process.

What is PSP’s request regarding the number of pilots to be funded in this

case?

PSP requests the Commission continue to fund the number of pilots authorized by
the BPC, as it has done in the past. As of August 2024, that number is 60 pilots.
The number of pilots the Commission funds should reflect the BPC determination
regarding the number of pilots needed to meet safety goals and support the

provision of pilotage services deemed necessary by the BPC.

In light of the BPC’s recent authorization of 60 pilots, what role is there for

“average assignment level” in funding pilots?

We see no role for average assignment level (“AAL”) in assisting the
Commission to determine the number of pilots that should be funded in the tariff.
Whatever any interested party may advocate in terms of number of pilots, the
BPC has determined there should be 60 pilots, and PSP projects it will have 60
pilots during the rate year. This is an issue that is left to the discretion of the BPC
based on safety and efficiency, and the BPC has undertaken extensive

deliberations in reaching its conclusion less than a year ago.
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Q. What if the BPC authorizes a different number of pilots during this case?

A. If the BPC changes the authorized number of pilots during the pendency of this
case, PSP supports funding of that updated pilot number. This is consistent with

the Commission’s determination in the Final Order in Docket TP-220513.

IV. AN ANNUAL COST OF LIVING ADJUSTMENT ON TDNI IS
CONSISTENT WITH OTHER PILOTAGE GROUPS AND WILL ALLOW PSP
TO AVOID FREQUENT RATE CASES

Q. What is PSP proposing with respect to a cost-of-living adjustment in this

proceeding?

A. PSP is proposing a limited, annual cost-of-living adjustment that would apply
only to the TDNI portion of the revenue requirement. Details regarding the
proposed adjustment can be found in the Prefiled Direct Testimony of Ann
LaRue, CPA, Exh. AML-1T. The cost-of-living adjustment would be

implemented beginning one year after the final order in this case.

Q. Has the Commission previously applied an inflation adjustment to TDNI?

A. Yes, in both Final Order 08 and Final Order 09, the Commission applied an
inflation-based adjustment to TDNI, recognizing the role of inflation in

maintaining just and reasonable compensation.’!

3! Docket TP-220513, Order 08 9 269-70; Docket TP-190976, Order 09 9 157, 167, 420.
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Q. Has the Commission previously considered a COLA proposal from PSP?

A. Yes. In Docket TP-220513, PSP proposed a broader COLA mechanism that
would have adjusted the entire tariff annually based on CPI. While Staff
supported that proposal in principle, the Commission ultimately rejected it. The
Commission expressed concern over broad automatic adjustment mechanisms and

emphasized the need for an established ratemaking methodology.*

Q. Can you elaborate on Commission Staff’s position on PSP’s prior COLA

proposal?

A. Yes. Commission Staff recommended that the Commission approve the prior
COLA proposal. Commission Staff found that the mechanism met the definition
of “automatic,” as it was based on a known and measurable economic index (CPI-
U), and suggested that it could provide a predictable and transparent basis for

adjusting pilot compensation.*?

Q. How do you respond to claims that pilots are high-income earners and do not

require a COLA to be made whole?

A. Pilotage is a highly compensated profession because of the significant experience,
responsibility, and risk required to safely guide large vessels in challenging
waters. However, the Pilot Compensation Study demonstrates that PSP are among

the lowest compensated pilots nationally. Even a relatively high nominal income

32 Docket TP-220513, Order 08 9 269-70.
33 Docket TP-220513, Order 08 9 243 (discussing testimony of Mike Young).

Prefiled Direct Testimony (Nonconfidential) of Exh. IC-01T
Captain Ivan Carlson Page 38 of 61



10

11

12

13

14

15

16

17

does not insulate a professional from the impact of inflation. Without periodic
adjustments, inflation steadily erodes the real value of compensation, which can
ultimately undermine recruitment and retention of qualified mariners. This effect
also encourages frequent, costly rate cases to recalibrate compensation levels in
response to inflation. The proposed COLA addresses this erosion in a measured,
transparent way and aligns with how the Commission has already incorporated

inflation adjustments to TDNI in each of the last two rate cases.

Q. Has PSP discussed COLA and automatic adjustment mechanisms with other

interested parties since the prior rate case?

A. Yes. In Final Order 08, the Commission declined to adopt PSP’s proposed
automatic adjustment mechanisms but directed that future consideration of such
tools occur within a Staff-led technical workshop.** In accordance with that
directive, PSP participated in a Staff-led workshop on January 23, 2025, to
discuss potential ratemaking methodologies, including automatic adjustment
mechanisms like COLA. Representatives from PSP, Commission Staff, and
PMSA all participated in the discussion, although no formal methodology was

agreed upon.

34 See Docket TP-220513, Order 08 99 269-70.
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Does Washington law allow for the use of annual or periodic adjustment

mechanisms?

Yes. RCW 81.116.030(2)(c) states that if a petitioner proposes a tariff with an
annual or periodic adjustment mechanism, information justifying such a

mechanism must be provided with the filing.

How does this proposal address the statutory requirement for justifying an

automatic adjustment mechanism under RCW 81.116.030(2)(c)?

PSP's proposal is supported by a clearly defined formula based on an established,
widely accepted index, the CPI-U for Seattle-Tacoma-Bellevue. The adjustment is
limited to TDNI, avoiding complexity and unintended consequences. PSP has
presented testimony that its DNI falls far below the national average, which can
hamper efforts to recruit pilots nationally. Adjusting PSP’s DNI on an annual
basis to keep pace with inflation is reasonable and appropriate. It may also
promote efficiency by avoiding frequent rate filings The Commission adopted
inflationary increases to TDNI in Final Orders 09 and 08. PSP’s current COLA
proposal is a prospective approach to achieving the same ends in a transparent
fashion that reduces regulatory lag and increases predictability for interested

parties.
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Q. Are there examples of similar COLA mechanisms used in other pilotage

districts?

A. Yes. The Pilot Compensation Study provided as Exh. RLS-4 documents that 18 of
the 22 pilot associations in its final sample group utilize some form of COLA or
automatic adjustment clause. These mechanisms have been accepted by other rate
regulators to maintain compensation levels, minimize rate volatility, and prevent

the need for frequent rate cases.

Q. Are there other regulatory or legislative recommendations supporting COLA

mechanisms?

A. Yes. The Washington State Joint Transportation Committee’s 2018 Pilotage
Report recommended automatic and non-contested tariff adjustments as a best
practice. It cited Oregon’s CPI-based COLA system as an effective model and
recommended Washington consider a similar approach to improve predictability

and reduce the frequency and cost of formal rate hearings.*

35 See Exh. IC-10 at 14, 89 (Washington State Joint Transportation Committee, Washington State
Pilotage Final Report and Recommendations (January 18, 2018), Executive Summary p. X and p. 71,
Recommendation # 6: “Consider use of an automatic adjuster or formulaic approach to rate-setting, as used
in states and in Washington prior to 2006. Automatic adjusters contribute to greater predictability for
stakeholders.” )
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Q. Is PSP providing additional details in this case on how the automatic

adjustor would work?

A. Yes. This can be found in the Prefiled Direct Testimony of Ann LaRue, CPA,

Exh. AML-IT.

V. PSP PROPOSES CONTINUATION OF THE PAY-AS-YOU-GO PENSION
WHILE THE MEP IS UNDER CONSIDERATION BY THE DEPARTMENT OF
LABOR AND THE INTERNAL REVENUE SERVICE

A. PSP Is Taking Steps To Move From Its Pay-As-You-Go Pension To a Fully
Funded Defined Benefit Plan

Q. What is the current status of PSP’s pension?

A. PSP continues to provide its retirees with a pay as you go (“Paygo”) pension, as
an interim approach, while we work towards implementing a fully-funded defined
benefit pension plan for pilots, as directed by the Commission. In PSP’s first
general rate case in 2019, the Commission found that “a fully funded defined-
benefit retirement plan will best provide ‘security and confidence in the long-term
viability of the promised retirement benefits to current and future pilots.””*% As
discussed in the 2022 case and authorized by the Commission in the final order in
that case, PSP has (i) developed an MEP; (ii) requested an advisory opinion from
the U.S. Department of Labor (“DOL”) with respect to the MEP; and (iii) filed an
Application for Determination for Employee Benefit Plan with the Internal

Revenue Service (“IRS”) for approval, following PSP Board approval. The status

36 See Docket TP-190976, Final Order 09 9] 194.
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of these requests is discussed in more detail in the testimony of PSP witness
Bruce J. McNeil. The cost for the Paygo plan is discussed in more detail in the

Prefiled Direct Testimony of Ann LaRue, CPA.

Has PSP kept the Commission updated on the progress of the DOL and IRS

approval process?

Yes. PSP has filed updates with the Commission every 60 days on the status of
these requests, as required by the Order 08 in Docket TP-220513. Additionally,
PSP made a compliance filing on May 8, 2025, which provided PSP’s letter to the

IRS requesting a determination.

Do you have any concerns with the DOL process?

Yes. PSP’s request for an advisory opinion from the DOL has taken longer than
expected. There are a few factors that likely have contributed to the delay. First,
the structure of the PSP Association is somewhat unique, and as PSP witness
Bruce McNeil testifies, it has required follow-up explanation to the DOL.
Additionally, the change in the federal administration that occurred in the past
year may have caused delays. Also, PMSA sent a letter to DOL, asking the
agency to deny PSP’s requested advisory opinion. PMSA interjecting itself into
the discussions between the DOL and PSP may also have contributed to the delay.
Bruce McNeil discusses the work to get an advisory opinion in more detail in his

testimony.
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Q. What is PSP’s proposal for recovery of pension costs in this case?

A. PSP proposes to recover the full costs of its Paygo pension plan as an interim
measure while it awaits a determination by the IRS and an advisory opinion from
the DOL. If PSP receives the requested advisory opinion from DOL and the IRS
determination by September, 2025, PSP requests to file supplemental testimony
that includes the costs of the MEP, and a description and justification of the MEP.
Making this supplemental filing by October 1, 2025 would provide Commission
Staff and intervenors a fair opportunity to review the supplemental filing prior to

filing their response testimony.

If PSP does not receive the requested DOL advisory opinion and IRS
determination by September, 2025, PSP requests that the Commission authorize
PSP to make a subsequent filing after the final order is issued in this case. The
subsequent filing would update PSP’s pension costs and provide the approved
MEP for review by the Commission. The subsequent filing for the MEP is

consistent with the Commission’s direction in Docket TP-220513.%7

Q. Is PSP’s currently recovering its full Paygo pension costs?

A. No. Although the costs are known and measurable, in Order 08, the Commission

disallowed $451,219 in expenses, reflecting half of PSP’s pro forma adjustment

37 Docket TP-220513, Order 08, 9§ 212 (“If both the IRS and Department of Labor issue favorable
determination letters approving PSP’s proposed MEP, PSP may submit a subsequent filing to the
Commission, which will be assigned a new Docket number, seeking to adjust tariff rates to recover MEP
costs. The Commission expects any such subsequent filing will account for offsetting savings resulting
from the transition to the MEP as well as any costs.”).
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for the costs of continuing the Paygo retirement plan. This disallowance was due
to PSP’s failure to comply with the workshop process required by the final order,

Order 09, in Docket TP-190976.

In addition, there are more recent retirements that have occurred since the last

case that are not reflected in rates.

In the final order in Docket TP-220513, did the Commission order PSP to

participate in the workshop required in the prior case?

No. The Commission clarified in Order 10 in Docket TP-220513 that the
Commission was not requiring “a “do over” of the failed workshop process”
required by the final order in Docket TP-190976°® and that it would make little
sense to do so given the evidence before the Commission and the Commission’s

final order in Docket TP-220513. Specifically, the Commission stated:

In the 2019 Rate Case Order, the Commission provided for
a series of workshops to determine what type of retirement
plan should be proposed to the Commission. Those
discussions subsequently failed, as discussed at length in
our earlier orders. In the present docket, PSP proposed a
specific defined benefit plan, its proposed MEP. In Final
Order 08, PSP the Commission considered this proposed
defined benefit plan and the potential obstacles to its
approval. The Commission provided a path forward for
review of the proposed MEP and discussed the
consequences of PSP’s noncompliance with the workshop
process required by the earlier 2019 Rate Case Order. The
Commission did not, at any point, indicate that the PSP was
required to return to the earlier workshop process to

38 Docket TP-220513, Order 10 49 13, 14.
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consider what type of retirement plan should be proposed
to the Commission. This would serve little purpose.®

Has PSP complied with the Commission’s direction in Docket TP-220513

with respect to the MEP pension?

Yes. In Order 08 the Commission required PSP to submit compliance filings and
status reports with the Commission detailing the progress made in obtaining an
advisory letter from the DOL and a determination from the IRS regarding PSP’s

proposed MEP.*

Should PSP recover its full pension costs in the current case?

Yes. Pension expense is known and measurable and is a contractual obligation to
retirees, as PSP witness Bruce McNeil testifies. As previously noted, the
disallowance ordered by the Commission in Docket TP-220513 was due to PSP’s
non-compliance with the final order in Docket TP-190976. The Commission
should not continue this disallowance in perpetuity. PSP has complied with the
requirements in Docket TP-220513 regarding its MEP and should be allowed to
recover its full pension costs as an interim approach in this case, while PSP
continues to move forward seeking approval of the MEP, a fully-funded defined

benefit plan.

3 Docket TP-220513, Order 10 9 15 (emphasis in original).
40 Docket TP-220513, Order 08 9 212.
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PSP’s Current Paygo System Was Developed and Endorsed by Industry

Was industry involved in the development of the current Paygo system?

Yes, industry was heavily involved in the negotiation of the current Paygo plan.
The plan was initially negotiated in 1987 between PSP and PMSA’s predecessor,
the Puget Sound Steamship Operators Association (“PSSOA™). In that
negotiation, the parties agreed on all aspects of the plan except the percentage of
target net income per year of service that would be used in the benefit formula.
This term was supplied by the BPC at its 1987 rate hearing in which it set the

percentage it would fund in the tariff at 1.25% per year of service.*!

Were there any subsequent agreements between industry and PSP regarding

the Paygo plan?

Yes, in 2001, PSP, PSSOA, and Polar Tankers agreed to increase benefits under
the plan to their current level of 1.5% per year of service applied to three years
average TNI. The 2001 Joint Tariff Presentation to the BPC signed by PSSOA,

PSP and Polar tankers provides:

Also, it is jointly proposed that the Amended Retirement
Program of Puget Sound Pilots be revised, subject to
ratification by the PSP membership, to reflect an
adjustment in the benefit rate from 1.25% to 1.5% for each
year of service. The adjustment is intended to cover all
future PSP retirees.*?

41 Exh. IC-11 at 4.
4 Exh. IC-12 at 3 (April 12, 2001).
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Did the BPC approve this increase for future funding at the 2001 rate

hearing?

Yes.

After the 1987 and 2001 funding decisions by the BPC, did the PSP members

vote to amend the plans as negotiated?

Yes.

In your opinion would the PSP membership have approved the plans if they

had not been approved for funding by the BPC?

No. The financial ramifications of the plans are so significant that it would have
been unwise to approve the plan amendments without an assurance from the BPC

that it would be funded in the tariff.

CONFERENCE EXPENSES AND GENERAL LEGAL EXPENSES ARE
REASONABLE AND SHOULD BE RECOVERED IN RATES

PSP Should Recover Its Conferences Expenses

Q. What is PSP’s proposal with respect to recovery of expenses for attending
conferences?

A. PSP proposes recovery of its adjusted test year expenses for the conferences
attended by PSP, as discussed in more detail in the Prefiled Direct Testimony of
Ann LaRue, CPA. The expenses in the test year, as adjusted, are representative of
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the expenses to be incurred prospectively. These are conferences that are

attended on a regular cycle, consistent with PSP’s policy.
What are the conferences that are included in the test year?
The conferences attended in 2024 are as follows:
e International Maritime Pilots Association (“IMPA”) conference, held
every other year;
e West Coast Pilotage conference, held annually;

e West Coast Local Pilotage conference, held annually;

e American Pilotage Association (“APA”) conference, held every other
year;

e APA Trustee Conference; held every other year;

e NavTech conference (electronic navigation), held annually;

Women Offshore conference, held annually.

How does PSP determine which conferences to attend and who should go?

The PSP Board of Directors has adopted a formal Conference Attendance Policy,
revised and approved in 2024, that governs attendance at key professional
gatherings. The policy outlines which individuals may attend, the selection

criteria, and the conferences supported. This is provided as Exh. IC-13.

Why is it important for pilots to attend these conferences?

PSP’s participation in industry conferences is closely aligned with our statutory
mission of providing safe, efficient pilotage in Washington State waters.

Attending these conferences helps to keep pilots informed on best practices,
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industry updates, industry trends, maritime safety, and regulatory and legal
aspects of piloting, which provides benefits to PSP’s customers. Pilots who attend
these conferences from around the world discuss their ideas and improved best
practices for the safe movement of vessels. PSP attendance at these conferences is
an essential part of our ability to maintain high pilotage standards. Pilots who
attend these conferences come back and share what they have learned with the

PSP leadership and pilot corps.

PSP also share information with other pilots who attend the conferences. For
example, PSP has been recognized both nationally (by APA) and internationally
(by IMPA) for its Pilot Ladder Safety initiative. PSP pilots have sat on panels and
presented at these conferences, which has increased collaboration between pilots
in ports around the world, and helped to avoid dangerous, non-compliant pilot

transfers.

Can you elaborate on the benefits of these conferences to PSP and its

customers?

Yes. The benefit to customers and Washington State is clear: the safety,
efficiency, and professional development fostered at these conferences directly

improve the quality and reliability of the service pilots provide.

I have previously discussed the importance of the Women Offshore conference,
which PSP regularly attends. Additionally, the IMPA conference convenes pilots

from around the world to discuss navigation, safety, technology, and other vital
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issues for maritime pilots. All of these are important topics for both PSP and its

customers.

The West Coast Pilotage conferences allow opportunities to network and discuss
navigation and ship handling issues with other West Coast pilotage groups. They
provide a valuable opportunity to discuss issues relevant to West Coast pilotage
and to raise awareness of shipping trends and navigational concerns specific to the
West Coast. The West Coast Local Pilotage conference is limited to PSP, San
Francisco Bar Pilots, Columbia River Bar Pilots, and Columbia River Pilots,
many of which share the same customers and cargoes. It is a valuable opportunity

to raise local issues and safety concerns.

The NavTech conference is an annual technology conference to discuss
navigation and marine safety technology. This national conference includes
sessions related to portable pilot unit (“PPU”) technology, lifesaving, and search
and rescue technology, onboard systems technology, and regulations relating to
the safe use of technology. Pilots learned at NavTech of the recent proliferation
of GPS “spoofing” attacks by hostile actors, which can interfere with ships’
navigation equipment. The PSP NavTech Committee is working with our PPU

vendor, NavSim, to harden our equipment against this vulnerability.

The APA is a national trade organization for maritime pilots. Pilots convene to
discuss marine safety navigation, technology, and regulatory issues affecting
pilots nationally and regionally. The conference provides an opportunity to

interact with regulators and lawmakers who influence national maritime policy
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and to learn the latest from other pilotage organizations on providing safe and
efficient pilotage service. Atthe APA Conference, pilots heard firsthand lessons
learned from those involved in major maritime incidents, such as the ship striking

and causing the collapse of the Francis Scott Key Bridge in Baltimore.

The APA Trustees meeting is the biannual meeting of the Trustees of the APA,
who direct and guide the business of the APA. The PSP president serves as a

Trustee of the APA.

PSP’s General Legal Expenses are Reasonable and Should be Recoverable

Is PSP seeking recovery of general legal expenses in this case?

Yes.

Has PSP taken steps to limit its general legal expenses?

Yes. Following up on the Commission’s direction in the 2022 general rate case,
PSP has minimized the use of outside legal counsel to the extent possible. This
means that outside legal counsel does not regularly attend BPC meetings, as was
the case in the past. As Ann LaRue testifies, PSP’s general legal expenses are

significantly lower than PSP’s request for recovery in the 2022 general rate case.
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Q. From your perspective, why is it appropriate to recover general legal
expenses?
A. General legal expenses are a recurring expense that are a necessary cost of

running a business.** While the legal issues may vary from year to year, there are
always legal issues that need to be addressed. Importantly, PSP no longer has an
Executive Director who is an attorney, as it did in the past. There are no attorneys
on staff at PSP. When legal issues come up, whether related to pensions, or state
regulatory issues, or statutory interpretation of pilotage territory, or employment
and labor law issues, or other legal issues, PSP will need assistance from an

attorney. As such, PSP should be permitted to recover these costs.

Q. Are PSP’s legal expenses reasonable as requested?

A. Yes, as I previously discussed, PSP’s general legal expenses requested in this case
are low. They reflect work to address statutory interpretation of pilotage territory
and legal expenses related to the MEP. PSP has been mindful not to overuse
outside legal counsel for matters that can be addressed by non-attorneys. PSP
respectfully requests the Commission allow recovery of these general legal

expenses in rates as supported in Ann LaRue’s testimony and in Exh. AML-03.

4 See, e.g., WUTC v. Avista, Dockets UE-240006/UG-240007 Order 08 § 694 (December 23, 2024)
(noting that litigation costs generally are part of the cost of doing business).
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VII. PROJECTION OF CHANGES TO VESSEL ASSIGNMENTS

Q. What does WAC 480-07-525(4)(m) require with respect to vessel

assignments?

A. WAC 480-07-525(4)(m) requires PSP to provide projected changes in vessel
assignments and a detailed portrayal of vessel assignments for the previous twelve
months along with the associated tariff and fees charged to vessel operators for
pilotage services . . ..” In addition, in Order 08 in Docket TP-220513, the
Commission said it expects PSP to clearly identify its projected changes in vessel
assignments and provide supporting testimony on the issue.** The Commission
also said that “projected rate-year vessel assignments are crucial to the rate setting

process and required by Commission rule.”*

Q. Is PSP providing a detailed portrayal of vessel assignments as required by
the above cited WAC?
A. Yes, I have provided a detailed portrayal of vessel assignments with the

associated tariff and fees charged for the year ending December 31, 2024, which
is the test year in this case. This has been adjusted to reflect pro forma
adjustments, which are known and measurable changes in vessel assignments.

This is provided as Exh. IC-14.

4 Docket TP-220513, Order 08 9 380.
4 Docket TP-220513, Order 08 9 380.
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Please elaborate on the projected changes in vessel assignments that are

reflected in the pro forma adjustments in this case.

There are two projected changes. First, we project an increase in cruise
assignments based on the cruise schedule for 2025. Cruise schedules are
provided in the first quarter of the year and reflect the cruise information that is
used to build the pro forma numbers. The 2025 cruise schedule shows an increase
of 40 cruise assignments as compared to 2024. Second, we project the removal of
Sea Reliance articulated tug barge (“ATB”) assignments reflecting the notice
received that these would be discontinued in Puget Sound. This results in a
projected decrease of 182 assignments. Exh. IC-14 is a spreadsheet showing pro
forma traffic with the pro forma rate calculation. This is being provided in
addition to the test year traffic and price-out provided by PSP witness Ann LaRue
in Exh. AML-03. It is provided out of an abundance of caution to ensure PSP is in

compliance with Commission orders and rules.

Do you have concerns with projecting rate year vessel traffic?

Yes, it is always difficult to project vessel traffic in the future. This is especially
true in the current environment, where PSP experienced record high vessel traffic
in 2024, and has seen a substantial decrease in vessel traffic at the start of 2025
due in large part to tariffs and economic uncertainty. Due to this uncertainty, PSP
is using the adjusted test year vessel assignments (increased for cruise traffic and

reduced for ATB assignments) as its projection of rate year traffic.
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VIII. PSP’S RATE DESIGN PROPOSAL

What is PSP’s proposal for rate design in this case?

PSP is proposing several changes to its rate design in this rate case to
accommodate its proposal to include an operating margin. PSP is proposing to
bifurcate TDNI. PSE is also proposing to rename and revise the Pilot Boat
Charge. These are discussed in more detail in the Prefiled Direct Testimony of

Ann LaRue, CPA. I describe some of these changes below.

How is PSP proposing to change the Pilot Boat Charge?

PSP is proposing that the Port Angeles Expense Charge replace the current Pilot
Boat Charge, which has not been updated for more than a decade. The Port
Angeles Expense Charge is designed to recover all expenses associated with the
Port Angeles operation. It will be independently calculated to recover these

expenses.

How was the previous Pilot Boat Charge established?

The $348 Pilot Boat Charge that is currently Item 330 in the PSP tariff was
developed and jointly proposed in 2014 by PSP, PMSA, and the Ports of Seattle
and Tacoma, a coalition known then as the “P4.” As documented in the
November 18, 2014 , BPC meeting minutes, this joint proposal increased the
boarding fee from $53 to $348 to recover the full costs of operating the pilot boats
plus the Port Angeles employee payroll costs, based on actual PSP expense data

from the BPC’s 2013 annual report. To offset the increase, the P4 also agreed to
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reduce the tonnage and LOA*® charges by about 6.5% across the board. The

Board approved the tariff adjustment with full consensus and no opposition.*’

Is the Port Angeles Expense Charge intended to be charged on all

embarkations and disembarkations in Port Angeles?

Yes. Consistent with the current Pilot Boat Charge, the Port Angeles Expense
Charge will be assessed on each embarkation and disembarkation in Port Angeles,

regardless of whether a pilot boat is used.

Why is PSP proposing to revise the Pilot Boat Charge now?

The original intent of the $348 charge was to align the charge to recover all pilot
boat operating expenses and Port Angeles payroll costs. Over the past decade,
however, total pilot boat operating costs, including fuel, insurance, and general
maintenance, have increased with inflation and aging vessels, but the Pilot Boat

Charge has not increased.

Therefore, to realign this tariff rate to properly recover the expenses associated
with the Port Angeles operations, PSP proposes to recover all Port Angeles
operating expenses, including the pilot station building costs that were not
included in the 2014 calculations, in this rate and rename it to reflect its intended
purpose. This keeps the funding method fair, transparent, and directly linked to

the operations causing these expenses. Given that this tariff item will recover all

46 LOA is a vessel’s Length Overall. It was a component of the BPC tariff.

47 Exh. IC-15 (Nov. 18, 2014 BPC minutes p. 1).
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Port Angeles-related costs, we propose renaming Item 330 as the Port Angeles

Expense Charge.

How do the revisions to this rate affect PSP’s rate design?

Because this rate has been redesigned to recover all Port Angeles operating
expenses, the total company operating expenses to be recovered across PSP’s

remaining rates has been reduced, as is explained by PSP witness Ann LaRue.

How does this adjustment relate to PSP’s proposed tariff clarifications on

alternate launch operations?

In the unlikely event that PSP needs to use third-party launch services when its
own pilot boats are unavailable, the fixed costs of the Port Angeles operation are
still incurred. Continuing to charge the Port Angeles Expense Charge in these
situations is essential to recover these fixed costs. This is discussed in more detail

in the Prefiled Direct Testimony of Scott Brewen, Exh. SB-1T.

Are there other changes to PSP’s rate structure that are outside of the

revenue requirement in this case?

Yes. PSP is proposing the addition of a Capital Recovery Charge that will be tied
to specific capital expense needs and will be updated annually. PSP is proposing
this surcharge mechanism be added to the tariff under Item 380: Special
Surcharges. PSP witnesses Scott Brewen and Ann LaRue provide more

information on the Capital Recovery Charge. The Capital Recovery Charges is
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consistent with recommendations in the Final Report of the Washington State
Joint Transportation Committee Pilotage Analysis in 2018. The Final Report
recognized the significant uncertainty regarding pilotage capital expense
financing and recommended development of a capital plan.*® We have developed
a capital plan that is presented by PSP witness Scott Brewen. The Final Report
also recommended funding of capital expenses using a defined period surcharge
rather than a general tariff increase.* PSP’s proposed Capital Recovery Charge

1s consistent with this recommendation.

SUMMARY OF PSP’S WITNESSES AND TOPICS THEY ADDRESS

Please provide a list of PSP’s witnesses who are testifying in this case and a

brief summary of the issues they address.

The following witnesses are providing testimony on behalf of PSP in this case:

e Scott Brewen, Executive Director of PSP, provides testimony on PSP’s
capital plan and proposes a Capital Recovery Charge to fund near-term

capital projects.

e Captain Matthew Hannuksela, Vice President, PSP, provides testimony

supporting the training expenses included in this case. In addition, he

4 See Exh. IC-10 at 15, 90-91 (Washington State Joint Transportation Committee, Pilotage Final

Report and Recommendations (January 18, 2018) Recommendation # 8 at Executive Summary XI and p.
72-73).

YUd.
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provides testimony in support of revisions to the geographical definitions

in the PSP tariff.

Bruce J. McNeil, partner at Leech Tishman, provides testimony on the
status of PSP’s MEP defined benefit plan and the status of the DOL

advisory letter request and the IRS determination application.

Captain Eric Klapperich, a PSP pilot, provides testimony on the proposal
to increase the Transportation Charge (Item 340 in the PSP tariff), which
is based on BPC rates that have not been adjusted for more than 15 years.
He also provides testimony on affiliated transactions and demonstrates the

costs PSP pays are reasonable.

Ann LaRue, a CPA and owner of Kalahiki Consulting LLC, provides
testimony supporting PSP’s Results of Operations and proposed
adjustments, PSP’s proposed change to the rate setting methodology and
revenue requirement formula, the revision to the Pilot Boat Charge, the
Capital Recovery Charge, and the revised Price-Out and proposed rate
design. She also discusses how the proposed COLA will be calculated and

implemented.

Lane Sisung, President of UPC, provides a detailed Pilot Compensation
Study, which supports PSP’s request for an increase in DNI. He also
demonstrates that the use of automatic adjustments to pilot income, like

the COLA PSP is proposing, are common amongst pilot associations.
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X. CONCLUSION

Q. Does that conclude your testimony?

A. Yes, it does.
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