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

In re Application No. B-079273

DOCKET NO. TS-040650

AQUA EXPRESS, LLC

For a Certificate of Public
Conveni ence and Necessity to
Provi de Conmercial Ferry
Servi ce

)
)
)
) Volume |11
) Pages 60 to 231
)
)
)

)

A hearing in the above natter was held on
June 21, 2004, from9:30 a.mto 4:30 p.m, at 1300 South
Evergreen Park Drive Southwest, Room 206, O ynpia,

Washi ngton, before Adm nistrative Law Judge ANN RENDAHL
and Chai rwoman MARI LYN SHOMLTER and Comnri ssi oner
Rl CHARD HEMSTAD and Conmi ssi oner PATRICK J. OSHI E.

The parties were present as follows:

AQUA EXPRESS, LLC, by DAVID W W LEY,
Attorney at Law, WIIlians Kastner & G bbs, 601 Union
Street, Suite 4100, Seattle, Washington 98101, Tel ephone
(206) 628-6600, Fax (206) 628-6611, E-Mil
dwi | ey@kg. com

THE COWM SSI ON, by DONALD T. TROTTER, Seni or
Assi stant Attorney General, 1400 South Evergreen Park
Drive Sout hwest, O ynpia, Washi ngton 98504-0128,

Tel ephone (360) 664-1189, Fax (360) 586-5522, E-nmuil
dtrotter @wtc. wa. gov.

KI TSAP TRANSI T, by JAMES K. SELLS, Attorney
at Law, Ryan Sells Uptegraft, 9657 Levin Road Nort hwest,
Suite 240, Silverdale, WA 98383, Tel ephone (360)

307- 8860, Fax (360) 307-8865, E-mmil
jinmsell s@sul aw. com

| NLANDBOATMENS' UNI ON OF THE PACI FIC, by
DM TRl I GLITZIN, Attorney at Law, Schwerin Canpbel l
Barnard, 18 West Mercer Street, Suite 400, Seattle,
Washi ngton 98119, Tel ephone (206) 285-2828, Fax (206)
378-4132, E-mail iglitzin@wrkerlaw. com

Joan E. Kinn, CCR, RPR

Court Reporter
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Direct Examination by M. Wl ey 69
Cross-Exanmination by M. lglitzin 91
Cross-Exanination by M. Trotter 116
Exami nati on by Chai rwonman Showal t er 126
Exam nati on by Conmi ssioner Henstad 131
Exam nati on by Conmi ssioner Oshie 133
Exam nati on by Judge Rendahl 136
Redi rect Exami nation by M. Wley 138
Recr oss- Exam nation by M. Iglitzin 143
Recross- Exam nation by M. Trotter 147
DAVI D TOUGAS
Direct Examination by M. Wley 150
Cross- Exam nation by M. Iglitzin 190
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PROCEEDI NGS

JUDGE RENDAHL: Good nmorning, we're here
before the Washington Utilities and Transportation
Commi ssion this norning, Mnday, June 21st, 2004, to
begin a hearing in Docket Nunber TS-040650, captioned In
re Application Nunber B-079273 of Aqua Express, LLC, for
a Certificate of Public Convenience and Necessity to
Provi de Commercial Ferry Service. |'m Ann Rendahl, the
Admi ni strative Law Judge presiding over this hearing
wi th Chai rwoman Marilyn Showal ter and Commi ssioners
Ri chard Henstad and Patrick Oshie.

The focus of our hearing is whether the
servi ce proposed by the applicant Aqua Express is
requi red by the public conveni ence and necessity and to
consi der other statutory requirenents in Chapter 81.84
RCW

After we take the appearances of the parties,
we' || address several admi nistrative details and then
begin the testinony of the applicant's first wtness.
Let's take appearances fromthe parties. Al of you
have previously nmade appearances in this proceeding, so
pl ease just state your nanme and the party you represent
for the record. Let's begin with the applicant.

MR, W LEY: Thank you, Your Honor, David W

W | ey appearing for the applicant, Aqua Express, LLC
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1 If I could also, I would like to introduce a Rule 9

2 intern fromnmy office, Joe Corr, who is attending his
3 first adm ni strative hearing today.

4 JUDGE RENDAHL: Thank you, welconme. And

5 could you spell his last name for the record, please.

6 MR WLEY: CORR

7 JUDGE RENDAHL: Thank you.

8 And for the Inlandboatnmens' Union, please.
9 MR, ITGITZIN. Dmtri lglitzin, Schwerin

10 Canpbel | Barnard, representing the protestant

11 I nl andboat mens' Uni on of the Pacific.

12 JUDGE RENDAHL: Thank you. And just to

13 rem nd you, you need to speak into the m crophones.
14 Remenber if the button is up, it's on, and down it's
15 of .

16 COW SSI ONER HEMSTAD:  And | don't believe
17 you need to stand to speak in the mke just for

18 conveni ence.

19 JUDGE RENDAHL: For Kitsap Transit.

20 MR, SELLS: Janes Sells appearing on behal f

21 of intervenor Kitsap Transit.

22 JUDGE RENDAHL: Thank you.
23 For Staff.
24 MR. TROTTER: Donald T. Trotter, Assistant

25 Attorney Ceneral
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JUDGE RENDAHL: Thank you.

Al t hough we did address this off the record,
are there any prelinmnary issues we need to discuss this
norni ng that we haven't discussed off the record?

Ckay, in terms of exhibits, | did circulate a
proposed exhibit list that premarked sone of the
exhibits or all of the exhibits that the parties
provi ded in advance of the hearing, and we'll use this
exhibit list unless you have objections.

| also distributed an agenda for the hearing,
which indicates an estimted schedule for the hearings
today and tonorrow. |t does provide for a kind of a
wWor se case scenario, so we nay be able to be nore
efficient than the agenda states. And the breaks will
be generally at that tine, but wherever it works best.

And finally, if you all would please turn off
your cell phones and refrain from hol di ng side
conversations during hearings so that we can keep noi se
in the hearing roomto a mninmm that would be
appreci ated. Thank you.

Is there anything further before we start
with the applicant's first w tness?

Ckay, M. Wley, would you call your first
Wi t ness, please.

MR. WLEY: Yes, Your Honor, | call Darrel
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Bryan to the stand, please.

JUDGE RENDAHL: Good nmorning, M. Bryan.

THE W TNESS: Good nor ni ng.

JUDGE RENDAHL: Wbuld you pl ease state your
full name and address, and spell any words or nanes that
may not be conmon.

THE WTNESS: W nane is Darrell E. Bryan,
that's DDA-R-R-E-L-L, Bryan, B-R-Y-A-N, and ny address,
ny hone address, is 3925 - 97th Avenue, Mercer Island,
98040.

JUDGE RENDAHL: Thank you very nuch. Pl ease
rise and raise your right hand.

(Wtness Darrell Bryan was sworn.)

JUDGE RENDAHL: Okay, you nmay proceed.

THE W TNESS: Thank you.

MR, WLEY: Thank you.

(The followi ng exhibits were identified in
conjunction with the testinony of DARRELL
BRYAN. )

Exhibit 1 - Darrell Bryan CV.

Exhibit 2 - Description of Aqua Express
Partners.

Exhibit 3 - Boat Illustration.

Exhibit 4 - Map of Proposed Route.
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Exhi bi t
Exhi bi t
Exhi bi t
Exhi bi t

Ar gosy.

Certificate of Inspection USCG
Proposed Ti ne Schedul e.
Proposed Tariff.

Dock Lease Arrangenent with
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Wher eupon,
DARRELL BRYAN,
havi ng been first duly sworn, was called as a wtness
herein and was exam ned and testified as foll ows:
DI RECT EXAMI NATI ON

BY MR. W LEY:

Q M. Bryan, could you also give us your
current business address for the record, please.

A Current business address is 2701 Al askan Wy,

Seattle 98121

Q Thank you. By whom are you enpl oyed?

A Cli pper Navigation, Inc.

Q And what is Clipper Navigation, Inc. just
briefly?

A. Cli pper Navigation operates the Victoria

Cli pper vessels that operate between Seattle and
Victoria and al so has another entity, San Juan Express,
Inc., which operates service between Seattle and Friday
Harbor as certificate Seattle/Friday Harbor as well as
Fri day Harbor/Port Townsend.

Q Thank you. What relation does Clipper
Navi gati on have to the applicant Aqua Express?

A. Clipper is one of four partners in the entity
Aqua Express, LLC

Q And are you indicated on an exhibit that you
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caused to be prepared for admission into the record of
this proceedi ng?

A Yes, | am

Q And that would be the exhibit -- do you have
a copy of the exhibits?

A. Mne is all marked up.

Q Okay. Calling your attention to the exhibit

that's been previously identified as the first exhibit

in line.

A Yes, sir.

Q Wul d you pl ease state what those two pages
show?

A. The first page --

JUDGE RENDAHL: Pl ease hold on. The first
exhibit, if you can, do you have a copy of the exhibit
list that was circul ated?

THE WTNESS: No, ma'am | do not.

JUDGE RENDAHL: | will hand you m ne.

THE W TNESS: Thank you.

JUDGE RENDAHL: And that will show you what
nunber your exhibits have been assi gnhed.

So, M. Wley, if you could refer to the
nunber in the exhibit list, that would be useful.

MR, WLEY: Sure, thank you.

BY MR. W LEY:
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1 Q Exhibit 1, M. Bryan, just generally what

2 does that show?

3 A That shows my professional job history as

4 wel | as professional associations that | have been

5 affiliated with, various organizations that | have been
6 involved with, as well as ny educational background.

7 Q And t he Aqua Express nenbers page of Exhibit

8 1 is to show what, please?

9 JUDGE RENDAHL: Actually, | think that's been
10 mar ked as Exhibit 2. | separated them
11 MR, WLEY: Oh, okay, |'msorry.

12 BY MR WLEY:

13 Q M. Bryan, she has separated the two

14 exhibits, so if you would tell us what that is, please.
15 MR ITGITZIN. I'msorry, my copy of the

16 exhibit list does not appear to have Exhibit 2.

17 Pardon me, it's in front of Exhibit 1.
18 JUDGE RENDAHL: When you need to speak,
19 you'll need to press the button up.

20 Let's be off the record for a nonent.
21 (Di scussion off the record.)

22 BY MR. W LEY:
23 Q M. Bryan, | believe I was asking you about
24 Exhibit 2, what that just was prepared to show.

25 A Yes, sir, that shows the four partners in
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Aqua Express, LLC, and those conpani es bei ng Argosy
Crui ses, Clipper Navigation, Four Seasons Marine
Services, and Nichols Brothers Boat Buil ders.

Q And generally could you just briefly

characterize the experience of those partners or those

menbers --
A Yes, sir.
Q -- in the industry.
A Thank you. Argosy Cruises has been providing

service in Seattle for 55 years. N chols Brothers

Boat yard has been building boats in either Hood River,
Oregon, or in Widbey Island for 65 years. Four Seasons
Mari ne has been operating since 1990. And Cipper

Navi gati on has been operating vessels for 18 plus years.

Q For instance, Clipper Navigation, how nuch --
what is that relative experience in ternms of commercia
passenger ferries?

A Cli pper Navigation is the second nost tenured
hi gh speed ferry operator in North Anerica. The only
conpany with nore experience is Catalina Cruises in
Sout hern California. They operate between Long Beach
and Catalina Island. So we have been around. In fact,
our history predates the establishnent of criteria for
hi gh speed catanarans by the Coast Guard.

Q Can you just generally explain the genesis
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for the creation of Aqua Express and what it was forned
in response to, please

A Yes, sir. Clipper Navigation has had an
interest in service between Seattle and Ki ngston since
1992. In fact, Clipper's interest predates that of the
three partners. |In 1993 Clipper Navigation and Puget
Sound Express filed for a transfer of the Port Townsend
to Kingston certificate, and unfortunately that
certificate because of technical errors on the part of
Puget Sound Express and Clipper Navigation, that
certificate was revoked. Clipper chose not to chall enge
t hat decision on the basis of a number of things but
probably nost notably was that Cipper was not prepared
to provide i medi ate service between Seattle and
Ki ngston, and that certificate was Port Townsend to
Ki ngston to Seattle. Two is the cost of the hearing
t hat we had gone through, which was a contentious and
adversarial hearing with Puget Sound Express, had cost
quite a bit nmore noney than we had anticipated. And
three, news cane out that Washington State Ferries had
an interest in providing service between Seattle and
Ki ngst on.

Q If I can interrupt you, this was in the md
1990's was it that you're referring to about news conmi ng

out ?
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1 A. 1993 was the first news, and so we stepped

2 back, and in 1996 Clipper filed an application to

3 provi de service Seattle to Kingston. And in 1997,

4 February, the Commi ssion under SBC Order Number 533

5 deferred. And that was a pretty involved case because
6 Horl ock Transportation was involved, but the part that
7 was germane to us was that a decision was deferred for
8 three years, and we were ordered to on the anniversary
9 date of that decision to provide a status report. So in
10 1998 and ' 99 and 2000, Clipper wote to M. Paul Curl
11 i ndicating the status, and that was that we were stil
12 awaiting a decision on the part of Washington State

13 Ferries and inplenentation of the service.

14 Q In other words, you forbore in follow ng

15 through on the certificate proceeding or certificate

16 i mpl ementation until the ferry system operated?

17 A Yes, sir, that's correct. W had taken a

18 position that the best provider of cross sound service
19 woul d, in fact, be the Washington State Ferries, and we
20 have continued that up until the point when Kitsap

21 Transit was going to go forward. Wen the voters

22 decided in their infinite wisdomw th the R51 and 695
23 not to support funding, the -- well, I won't go into

24 those details, you all probably know them better than I,

25 but that the State Ferries could not go forward with
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1 passenger only and Kitsap Transit then wanted to provide
2 service based on a sales tax increase, we supported

3 Kitsap Transit. And it was only after it was clear that
4 neither entity would be able to provide the service that
5 we decided to get invol ved.

6 And the we, the four conpanies, were all very
7 close friends, had been working together for a very |long
8 time. In fact, John Blackman from Argosy and | had been
9 i nterviewed over the years on radio and so on about the
10 use of ferries for conmuter service and the

11 establishnent and the devel opnent of the marine hi ghway
12 system So we have been long tinme advocates for use of
13 the waterways. But, of course, our vision had been for
14 a public entity to do that at the tinme, and when Kitsap
15 Transit was unfortunately not supported by the voters,
16 we decided that it was tine for the private sector to

17 step in.

18 Q When was that referendum or the vote for

19 Kitsap Transit that you're referring to?

20 A That was a year, let's see, |last year, 2003.
21 Q During the | ast decade, have you in your

22 capacity with Clipper Navigation or in any other

23 capacity conducted any informal surveys of the narket?
24 A We have conducted three surveys, and they

25 were surveys that Cipper had done, the npst recent
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bei ng 2004, the one prior to that was 2000, where we
were trying to determne denmand and price sensitivity
and how people that currently or at those tines
transitted between Kingston and Seattle.

Q And was there -- were those informal surveys
of riders, prospective riders?

A Yes, sir, we did not use an outside research
conpany.

Q And what did they, just briefly, what did
they consist of in terns of how you surveyed the market?

A We, in 2000, we actually handed out surveys
on Washington State Ferry property to ferry riders going
from Ednmonds, or excuse nme, Kingston to Ednonds and al so
fromBai nbridge to Seattle. 2004 we asked M. Thorne,
Washi ngton State Ferries, about doing the sane thing,
and it wasn't felt that it would be appropriate at that
time, that it mght be a contentious issue, so we used
t he Chamber of Commerce in Kingston, a nunmber of
outlets. W had information that was put out through
several of the newspapers over in Kitsap Peninsula
advi si ng people, and we distributed themthroughout the
comunity in Kingston, and they were self addressed.
And one of the things we required on both the 2000 and
2004 surveys was the only way we woul d tabul ate them was

if there was a nane, address, and phone nunber
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avai |l abl e.
Q Wt hout getting into the substantive content
of those surveys, as a result of those surveys what did

you as Aqua Express determ ne to do?

A That there was a market for the service
bet ween Ki ngston and Seattle, and it -- at the tine that
we did the 2004, we had not -- well, excuse ne. 2004 we

had wanted to see if the presunptions we had rmade in
2000 were still accurate and if people were stil
interested in a direct service fromKingston to Seattle.

Q Did anything in the 2003 | egislative session
i ncrease your interest or heighten the issue in the
m nds of Aqua Express?

A. Wel |, a nunmber of things. 2003 wherein
changes to the | aw about the ten mle rule, one of --
really | think it can be said that when it becane clear
to us that the Washington State Ferry System was not
going to be stepping in to the passenger only service
and that Kitsap Transit, which was really the only, as |
used to refer, was the only white night available from
the public sector, when that was not available, it
became clear to us that if there's going to be service
any time soon between those two communities, it was
going to take a private sector initiative.

Q When you reached that deternination, what was
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the next step in terns of identifying equipnment, vessels
to performthe service, et cetera?

A Thi ngs canme together pretty quickly as a
matter of fact when we | earned that the Tyee catamaran
built by N chols Brothers in | believe 1985 was being
sold on eBay, we -- that's what was the catalyst for the
formation or formalizing the partnership. Because we,
al though we did not buy it on eBay, we bought it froma
br oker who had the sense to buy it on eBay, and we
bought it fromhimfor $150,000 nore than he purchased
it for, but we quite frankly got a very good deal on it,
whi ch enabl ed us froma pricing mechani sm having a good
enough price on that vessel so that we could come up
with affordable ticket price, and so everything noved
very quickly. W actually bought the boat, the four of
us, then we forned Aqua Express, LLC, but it was al
com ng together very, very quickly, and that was -- the
boat was purchased | ate 2003, and the LLC was created
early 2004.

Q M. Bryan, calling your attention to Exhibit
3 that's been previously marked as Exhibit 3, we have
kind of a grainy rendition of something, would you tel
us what that is, please.

A That is the vessel formerly known as the Tyee

and the Tyee and currently renanmed to Aqua Express.
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Q And is that a catanaran vessel, or what kind

of vessel is it, please?

A That is a Nichols Brothers Boatyard built
cat amar an.
Q And we have a snmller color picture of that

vessel in the hearing room do we not, today?

A Yes, we do.
Q And how | ong a vessel is that?
A That vessel, | have to quite frankly | ook at

the CO because --
JUDGE RENDAHL: When you say CO, what do you
mean?
A Oh, I"'msorry, the certificate of inspection

which is perforned by the Coast CGuard.

Q And you're skipping to Exhibit 5, are you?

A That's correct, and | apol ogi ze for --

Q I think the exhibit will speak for itself,
M. Bryan, | just wanted to get sone idea of the

specifications of the vessel just in terns of its
passenger carrying characteristics, et cetera.

A Yes, sir. And, in fact, on the face of the
certificate it shows the gross tonnage as well as the
Il ength, 86.5 feet overall

Q Thank you. And Exhibit 5, what's the

certificate of inspection for the Comm ssion, please?
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A. Thank you. That is what authorizes you to
sail. If you're carrying passengers, you can not sai
or operate without a certificate of inspection being
conducted and signed off by the Coast Guard.

Q So anyone who perforns passenger
transportation on the water nmust have a certificate of
i nspection; is that correct?

A. That's correct.

JUDGE RENDAHL: M. Wley and M. Bryan, you
need to be careful not to speak over one another

THE W TNESS: | apol ogi ze.

JUDGE RENDAHL: M. Bryan, if you just wait
for a mnute after M. Wley is finished, then that wll
wor k, thank you.

THE W TNESS: Thank you.

BY MR W LEY:

Q In addition to the acquisition of the vessel
did you also find a route that you wanted to propose
service for?

A Yes, in fact Seattle to Kingston

Q And you intend a round trip route, is that
true, it's not just a one way?

A. That's correct, although people over on
Kitsap Peninsula are interested in going Kingston to

Seattle for comrute purposes, these vessels have -- it's
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not a unique capability, they can do round trips, and so
we're | ooking to al so generate business from Seattle to
Ki ngston. And, of course, they need that for the return
segment of their trip.

Q What has Aqua Express done with respect to
proposing a tinme schedule that you would provide service
to commuters and other comrercial ferry riders for?

A It is our intention to operate norning
departures fromoriginating Kingston, round trips from
Ki ngston to Seattle in the norning, and then also in the
| ate afternoon with the afternoon departures comenci ng
from Seattle, and it is really geared towards the
conmuter traffic.

Q Cal ling your attention to Exhibit 6 that's
been pre-identified as Exhibit 6, is this, in fact, the
schedul e that you're proposing?

A Yes, sir, that's correct.

Q And is the service, if this application is
granted, is the service set to begin Septenber 13, or is
that date slightly pushed now?

A That was a best case date. Right now we're
anticipating the 1st of October subject to approvals but
| ooking to start the first part of Cctober.

Q In looking at Exhibit 6, is there any science

or goal that is being served in terms of how you group
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departures or sailings, are you |ooking at a particul ar
mar ket; can you just elaborate a little bit on that?

A The | argest market will be Kingston to
Seattle for fol ks over on the peninsula. Wat we have
determned is with the housing prices, Kitsap Peninsul a
being significantly lower than King County, there are a
| ot of people living over there that want to have direct
easy access to downtown Seattle. Qur surveys indicated
that the bul k, the | argest segment of people are going
to downtown Seattle and that this will cut off a
significant transit tinme for them Wat we found are
many of those people are having to battle traffic on 305
to Bai nbridge or when they get to Ednonds are in that
gridlock in the norning going down I-5. So that's what
we're really geared towards, and hopefully what we will
al so be able to do is to devel op the market goi ng west
as well as that preponderance of comruters going from
Kitsap to Seattle.

Q Looki ng at Exhibit 4, the map of that
proposed service, despite what at |east a segnent of the
Conmmi ssion Web site said about the location of Kingston,
could you identify where Kingston is, please. |It's not
on Bainbridge Island, is it?

A No, it is not. It's 15.8 niles from Seattle.

And as you pointed out, the map, the proposed map, shows
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the routing going from Seattle through Elliott Bay into
the main traffic lanes to Kingston

Q And do you hope to draw commuters, you have
tal ked about the econonic base in Seattle and the
residents in the Kingston area, do you hope to draw
commuters to this passenger only ferry fromKitsap
North Kitsap County in general ?

A Yes. In fact, we have tal ked to people as
far north as Sequi mand Port Townsend that currently
drive to Bainbridge that are interested in service from
Ki ngston where they can | eave their car or take
Jefferson Transit down to Kingston and nake the
connection. One of the things about what we're doing
that is so inportant is our relationship with Kitsap
Transit. Kitsap Transit has been very helpful in terns
of schedul es, indication that they will work their
schedul es to neet the departing vessel and the arriving
vessel, and al so working with Jefferson Transit to meke
it much nore convenient for the traveling public for
that interconnectivity.

Q And Kitsap Transit will be here to testify in
thi s proceedi ng.

A Yes, sir.

Q M. Bryan, also | want to talk with respect

to the service you're proposing to provide, would you
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pl ease identify Exhibit 7 and tell us what that is.

A Exhibit 7 is our proposed tariff, which again
shows fares begi nning Septenber 13, would be the 1st of
Oct ober, and what we have shown here are the one way and
round trip prices. And you will also note that there is
no di scounting for age on those passengers, because
we' re | ooking at commuters, a high demand portion, and
so it will be what we believe predom nantly adults,
fol ks that are characterized as adults.

Q | do note that infants one or under are free;
is that correct?

A That's correct.

Q And you al so proposed to take bicycles as at
least in ternms of establishing a rate that's subject to
Conmi ssi on approval ; tell us a little bit about why
bi cycl es m ght be rel evant.

A There are a | arge nunber of folks that |ike
to use their bicycles particularly upon arrival in
Seattle, and one of the things frankly we're doing we
want to have that as an option, to take their bicycles,
but we're also working with Kitsap Transit to use
bi cycl e contai ners where people can | eave their bikes
either at Kingston if they wish if they're riding their
bi kes to the Kingston dock or to |l eave their bicycles in

Seattle, but that is a inportant part of the commuter
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market. And I think if you see the State Ferries at
Col man Dock, you will see the nunber of people that get
off with their bicycles.

Q And your understanding is we're going to have

sone prospective riders who can tal k about the bicycle

i ssue?
A That's correct, yes, sir.
Q M. Bryan, what has Aqua Express done with

respect to docking arrangenents in general, please?

A On the Seattle side it is our intention to
use Argosy's dock at Pier 56. They have docks | believe
it's fromPier 54 to Pier 57 but use Pier 56 as the
primary dock for arrivals and departures. And in
Ki ngston we are working with the Port of Kingston to
have a dock that is owned and operated by the Port of
Ki ngston for service.

Q And have you, has Aqua Express received an
i ndication fromone of its partners as to the econom cs
of the docking arrangenent in Seattle?

A We have, yes.

Q And calling your attention to the exhibit
that's been pre-identified as Exhibit 8, will you tel
us what that is, please.

A This is a letter indicating the willingness

to all ow docking at $200 per day for the use of Pier 56
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to dock on the Seattle side.

Q And | note that there is a | ast sentence
about | abor disruptions and contingencies involving
| abor di sruptions, does Aqua Express have a contingency
plan if in the unlikely event that should occur at the
Argosy docks?

A Yes, sir, in the unlikely event that that
woul d occur, Clipper Navigation has a dock at Pier 69,
actually we have three docks at that |ocation where that
vessel can arrive and depart.

Q And if that should be the case, would you
propose to submit the ternms of that transaction in terns
of the costs that would be charged Aqua Express, Inc.

to the Comm ssion for review and approval ?

Q Could you tell us just a little bit nore
briefly before M. Hayes' testinmony, we would like to
hear from you about what role Kitsap Transit is set to
play in terns of the |inkage with the passenger only
ferry that Aqua Express will operate and the ground
arrangenents that Kitsap Transit woul d propose to
provi de.

A. I'"m pleased that the first discussion that
Clipper had with Kitsap Transit dates back to 1993, and

the two individuals that we spoke to at the tine are
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still at Kitsap Transit, M. C auson and M. Hayes.
JUDGE RENDAHL: Sorry, could you spell the
nanme Cl auson.
THE WTNESS: C-L-A-U-S-ON, and | use the
| ast nane because | can't renenber the first nane.
JUDGE RENDAHL: That's fine.
THE W TNESS: Thank you.

A The enthusiasmthey had in 1993 is no |ess
today. In 1993, M. Hayes indicated that part of the
reason for their support was it neant greater
utilization of their equipnment with fewer road mles to
provi de service into Kingston. And they were willing to
set schedul es to assist supporting the service at that
time, and today as | say they're no less interested in
bei ng of assistance.

And, of course, the legislation that came out
2003 nmde it necessary for us to work through Kitsap
Transit, and al though we woul d have anyway because they
are integral to our success in providing the service.
They have access to renote parking. Their ability --
because as nuch parking as there is in the inmediate
area, it's insufficient for the nunmbers of people that
we're going to carry. So we have been very involved in
setting -- discussing schedul es, discussing the |and

side, the upland side of the transportation solution



0088

1 and we al so worked through them for a nunber of nonths
2 to devel op a working relationship consistent with the
3 goal s of the 2003 | egislation.

4 BY MR. W LEY:

5 Q M. Bryan, if this application is granted,

6 woul d Aqua Express intend to conduct its operations in
7 conpliance with Comm ssion |aw and rul e?

8 A. Yes, sir

9 Q Has Aqua Express or any of its members to
10 your know edge ever been cited by the Comm ssion for

11 violation of laws and rul es?

12 A No, sir

13 Q You nentioned enthusiasmwi th respect to

14 Kitsap Transit, can you just sunmarize as to why you
15 appear to have the sanme sort of enthusiasm about this
16 proposal ?

17 A Well, it's been a long tine com ng. W have
18 been interested for a very, very long tine, one, as an
19 i ndi vidual, two, as an independent conpany Clipper, but
20 the other partners of this entity, Agua Express, share
21 the sane enthusiasm W have spent a lot of tine

22 pl anning, we all are nenbers of the Passenger Vesse

23 Associ ation. That's a trade association that represents
24 passenger vessel operations in North Anerica, and |'m

25 the former president of that organization and have
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wor ked on a number of issues. As you may know or nmay
not know, while | was president of the Passenger Vesse
Association | authorized the filing of an amicus brief
in support of Washington State Ferries on the Rich
Passage issue. Also we work with Argosy on | ooking at
-- and that's where we really cane together in terns of
hel pi ng the gridlock on 520, service between Kirkland
and Seattle.

Unfortunately the econony started to take a
downturn, and it was you're conpeting with a bridge, and
when there is a gridlock, the attractiveness of the
ferry goes kind of away. But we have all been worKking
very, very diligently and have tried in our own ways to
support the efforts of State Ferries, Kitsap Transit,
because regardless of who is doing it, there is, | have
been cautioned |I shouldn't tal k about need, but there is
a great deal of interest of service not only between
Ki ngston and Seattle but other parts of the Puget Sound,
and we're just excited to see a first step going ahead
and hopefully to see another step from Brenerton.

But we feel that this is an excellent exanple
of collaborative efforts between the public and the
private sector to nmake sonet hing happen and that by
wor ki ng very, very hard and diligently, as we have done

wi th our own individual businesses, that this will be a
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success.
MR, WLEY: Thank you, M. Bryan.
I have no further questions at this point,
Your Honor, | tender the witness and offer Exhibits 1

t hrough 8 for adm ssion.

JUDGE RENDAHL: Are there any objections to
what have been marked as Exhibits 1 through 8?

Hearing no objection, those will be adnitted.

M. lglitzin.

MR ITGITZIN: Yes, if | could just have a
few mi nutes prior to cross-exan nation

JUDGE RENDAHL: Okay, we will be off the
record, we'll take a break for a few mnutes and be back
on the record.

MR, I GITZIN. Thank you.

JUDGE RENDAHL: Okay, we'll be off the
record.

(Recess taken.)

JUDGE RENDAHL: | think we're ready to start

Wi th your cross-exam nation, M. Iglitzin.
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CROSS- EXAMI NATI ON
BY MR I GLITZIN

Q Good norning, M. Bryan, | just have a few
questions for you. Let ne start by asking you,
noticed the material says that you are a principal in
Aqua Express, can you describe for us what your
day-to-day responsibilities, if any, for Agua Express
are or will be?

A Let me first clarify, Cipper Navigation is
the partner in that entity. Wth regard to nmy specific
i nvol venent, since Clipper was involved fromthe
begi nni ng and when the partnership canme together | have
been actively involved in going to neetings. Actually
all of the partners have had their representatives
i nvol venent in neetings. But primarily | have been
i nvol ved with the neetings on docking in Kingston, in
terms of the vessel acquisition and plans for the
vessel, but | have had an active invol venent because we
have not yet hired our general manager, which shoul d
take place within the next three weeks or so.

Q So does Aqua Express have any enpl oyees at
this point?

A. Aqua Express has no current enployees. Well
et me step back one nonment. W nmde an offer of

enploynent to a captain | believe | ast week that will be
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wor ki ng on that vessel once he formally accepts the
position, but at this point there are no official Aqua
Express enpl oyees.

Q And what enpl oyees do you envi si on Aqua
Express ultimately havi ng?

A. The testinony that Dave Tougas will present
will give some specifics as to what our ProForna, what
our business plan shows in terns of the nunber of
enpl oyees. And if | mght, it probably would -- that's
t he area he has worked on.

Q That's fine. Do you -- but you don't
antici pate yourself becom ng an enpl oyee of Aqua
Express?

A No, sir. In fact, what we want to do is to
make Aqua Express a stand al one conpany, and that there
may be certain services that they will contract, but we
haven't gotten into those kinds of details. But
ultimately, | shouldn't even say ultimately, it is our
intention to have that as a stand al one busi ness.

Q As | understand it, Clipper Navigation is a
one quarter partner in Aqua Express?

A Yes, sir, that's correct.

Q To date, what kind of financial commtnents
have the four partners nmade to Aqua Express?

A Again, that will be an area that Dave Tougas
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will testify specifically to, but I can say that the
four partners, one, equally purchased the vessel and
funded that, have al so done some other initial funding
that will -- for some specific things with regard to the
boat, some work that had to be done at N chols Brothers,
et cetera. But we have done this equally, and | think
the detail of that will become clearer as M. Tougas
goes through the financials.

Q But as | understand it, Aqua Express does not
own the vessel that was the Tyee; is that correct?

A No, the -- Aqua Express -- we had early
di scussions as to -- and this is not ny area of
expertise frankly, but we had sone initial discussions
as to what would be the best way to establish the
busi ness as to whether -- and nmuch of that had to do

with the taxable considerations or tax considerations,

but the nost current information M. Tougas wll have,
but Aqua Express will have the vessel

Q I noticed that in the Aqua Express
application, | apologize, just because | have you here

and | don't want to have the situation where M. Tougas
then doesn't have the answers and you do, the
application of Aqua Express states that the vessel is
going to be | eased from ACNT, LLC.

JUDGE RENDAHL: M. lIglitzin, before you go
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farther, do you intend to nake the application a cross
exhibit to use it as an exhibit in the proceedi ng?
MR, ITGITZIN. | was not intending to do that

at this point. Depending on the testinmony, | didn't

necessarily think I would need to. | imagine that the
wi tnesses for the applicant will in fact be able to
answer the questions. | don't object if soneone or the

Commi ssion wants that to be an exhibit.

JUDGE RENDAHL: Let's be off the record for a
moment .

(Di scussion off the record.)

JUDGE RENDAHL: While we were off the record
we marked the application of Aqua Express as Exhibit 9.
Are there any objections to this exhibit being adm tted?

MR, WLEY: No.

JUDGE RENDAHL: Okay.

MR, TROTTER:  Your Honor, just, no objection
but does that include -- by application do you nean al
of the attachments of fare schedul es and bal ance sheets
and so on?

JUDGE RENDAHL: Yes, it would be the entire
application, which | have as including five pages of the
application formsigned by M. Bryan, then an Exhibit A
which is the route, Exhibit B which is the tariff

schedul e, Exhibit C, which is the schedule, then foll ows
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a ProForma inconme statenent, then a ridership and
revenue forecast, and then lastly a resolution from
Kitsap Transit Board of Comr ssioners.

MR. TROTTER: Thank you.

JUDGE RENDAHL: That's what | amincluding in
the application.

MR, TROTTER: We have no objection to that
exhi bit.

JUDGE RENDAHL: Ckay, Exhibit Number 9 wil
be admitted.

Go ahead, M. Iglitzin.

MR, I GLITZIN. Thank you.
BY MR I GITZIN

Q My question was about the ACNT, LLC, which is

referenced in the application as the entity from which
the vessel's going to be leased. Can you tell us

anyt hi ng about ACNT?

A Excuse ne, did | interrupt you?
Q No.
A Okay, |'mpracticing here. ACNT is the

Argosy, Clipper, Nichols, Tougas. And initially as |
mentioned in previous testinony, everything was noving
very quickly. So when we submitted the application, it
was predicated on having that entity own the vessel with

a | easeback, if you will, to Aqua Express. And
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believe in subsequent testinony there will be
clarification on what we're proposing to do at this
point in tine that there is not a need to go through
that. We have had |ots of discussions on the tax issues
in the last nmonth or so, and that's something M. Tougas
will be able to clarify.

JUDGE RENDAHL: Okay, just to clarify for the
record, on page 3 of the application form question
nunber 10 of the application requests the applicant to
list the vessels which are owned unl ess otherw se
stated, and that's the information you're referring to,
M. lglitzin?

MR, I GLITZIN  Yes.

JUDGE RENDAHL: Okay, thank you.

BY MR I GITZIN
Q So woul d we be correct in understandi ng that

ACNT is another corporation that the four principals

creat ed?
A. That was a organi zation that we were creating
to handle the -- to hold on to the vessel, that's

correct. And frankly I don't know if we formalized that
entity formally or legally at this point because of what
we have chosen to do with the vessel through Aqua

Expr ess.

Q So is it possible that that vessel is in fact
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not going to be | eased by Aqua Express from ACNT, but in

fact the title would be transferred from ACNT to Aqua

Express?
A That's correct.
Q You said that ACNT as | understood it was

Argosy, Clipper, Nichols, Tougas, may | take it that the
Tougas refers to David Tougas and that M. Tougas is in
some way connected with Four Seasons Marine Services?

A It refers to Tom Tougas, who is the principa
in Four Seasons Marine, and Dave Tougas is the CPA and
handl es the financial matters for Four Seasons Mari ne,
whi ch is headquarters in Poul sbho, and Tom Tougas is in
Al aska.

Q Is it your understandi ng that ACNT currently
owns the vessel which is being renamed Agqua Express or
has been renaned Aqua Express outright not subject to
any liens or bank | oans?

A Yes, sir, that's correct. ©Oh, excuse ne, |et
nme step back. Again, | would feel nore confortable with
Davi d Tougas answering the questions with regard to bank
| oans and that. It's nmy -- we purchased the vessel. W
recently arranged a line of credit. But not know ng the
nuances and rather than to trip nyself up here, | think
I would rather show nmy ignorance and kind of limt it to

t hat .
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Q If I understood your earlier testinony, it
sounds |ike the functions that you were nore involved
with had to do with the docks, finding the sites from
whi ch the vessel could sail?

A. Yes, sir. The operating aspects of the
service, the docking, the plans for the staffing, the
hel ping to establish operating procedures, ensuring that
the safety culture that our businesses have is in place,
and that the financial aspects would be handl ed by David
Tougas.

Q And you testified that the Aqua Express
vessel, the plan would be to have it enbark and

di senbark at Pier 56 on the Seattle side?

A That's correct.
Q And we | ooked at Exhibit 8, which is a letter
from Argosy Express saying that they will make that

facility available for $200 per day?

A That's correct.

Q Did you | ook at other pier options that m ght
be available in Seattle?

A | guess | should answer this twofold. One is
in our mnd, and this is one of the things that brought
the genesis of bringing fol ks together, we each have
sonmething to offer, and one of the things Argosy has are

the best, nobst centrally |located docks on the Seattle
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waterfront, so we did not | ook specifically to find

anot her dock. Now the second point to that is having
dock | ocation ourselves where pocket cruise vessels use
it, we know a little bit about pricing. And then also
in ternms of the avail abl e docki ng, we know generally
because it's a very small waterfront, there are very few
pl aces that vessels can go into, what those prices are.
But frankly we didn't | ook for another |ocation because
we had the best |ocation at Argosy.

Q Do you have any know edge or understandi ng of
whet her $200 per day is a market rate for that -- for
use of that dock facility?

A Based upon ny experience and nmy know edge,
that is a market rate for a regular use dock, yes, sir

Q | believe you testified that if for sone
reason due to | abor disruption or picketing Aqua Express

was not able to use Pier 56 that the backup woul d be

Pier 697
A That's correct.
Q And Pier 69 is |eased by Clipper Navigation

fromthe Port of Seattle?

A That's correct.

Q Is there a backup in case the sanme | abor
di sruption or picketing that rendered Pier 56

unavail able foll owed the Aqua Express up to Pier 69 and
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1 rendered that al so unsuitable?

2 A We have not investigated that.

3 Q Has there been any discussion of the terns
4 under which the Clipper Navigation would allow Pier 69
5 to be used under these circunstances?

6 A We have nade no such limtations. W have
7 been at that dock for 18 years, both prior to and

8 subsequent to the Port of Seattle noving in to that

9 dock, and have had no probl ens.

10 Q Is there a witten docunent that evidences
11 Clipper Navigation's willingness to make Pier 69

12 avai l abl e?

13 A At the --
14 Q Go ahead.
15 A. | apol ogize. At the current tine, no, but

16 one could be nmade avail abl e as and when necessary.

17 Q Have you had the opportunity to |l ook at the
18 financial statenment that was made part of the

19 application as being the financial information about

20 Aqua Express?

21 A | saw the first one and a number of
22 iterations since then and also briefly have seen the one
23 that M. Tougas will have for review. There have been a

24 nunber of changes fromthe subm ssion nade to the UTC.

25 Q You nentioned that surveys were taken, are
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t hose surveys sonmething that you're willing to nake
avail able to the Commi ssion?

A If the Commi ssion would like them | wll be
nore than happy to give the actual surveys as well as
the summari es.

MR ITGITZIN:. M understanding is that the
purpose of the hearing today is not to address need
i ssues, but the protestant IBU thinks it would be usefu
to have those surveys produced by this witness prior to
t he subsequent hearing date since that's clearly going
to be relevant to the need issues.

JUDGE RENDAHL: M. W/ ey.

MR. W LEY: Your Honor, we are not proposing
to introduce the survey results into the record. W
have no objection to having themreviewed in, you know,
bringing themto the hearing room but we think that the
statute requires live witnesses and that the surveys are
hearsay. We certainly don't have anything to hide in
the results but don't intend to make thema part of the
record.

CHAI RWOVAN SHOMALTER: Do you have any
objection to making thema part of the record?

MR. WLEY: | don't think so, Your Honor. |
want to namke sure that | review again the 2004 survey.

There have been a nunber of market surveys, but | don't



0102

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

have an objection. W have a matrix that sumrarizes the
surveys that M. Bryan has with him| believe, but they
are quite volum nous, are they not?

THE WTNESS: Yes, and if -- Your Honor, may
I make a comment that we would be nore than happy if
it's felt appropriate to provide that raw data.

However, what we would prefer is the addresses and phone
nunbers and E-neil addresses not be subject to public --
we did not get permi ssion fromfolks to make those
things public. And, in fact, |I think there mght be a
concern on the part of sone people having that

i nformation avail abl e.

JUDGE RENDAHL: Let's be off the record for a
moment .

(Di scussion off the record.)

JUDGE RENDAHL: While we were off the record,
we deternmined that it was appropriate to allow the
summary of the surveys from 2000 and 2004 into the
record. Copies will be made of the 2004 summary of the
survey results today, and the summary of the 2000 survey
will be nade avail abl e tonorrow, and we'll bring
M. Bryan back if need be to address the results of the
2000 survey.

Okay, let's go ahead, M. Iglitzin.

MR, I GITZIN. Thank you.
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BY MR. I GLI TZIN

Q I want to ask you a coupl e of questions now
in your capacity as a representative of Clipper
Navi gation, trying to understand the contractua
relationshi p between Clipper Navigation and Aqua
Express, so | am-- which is why |I'mgoing to ask these
guestions to you rather than M. Tougas. Has Cipper
Navi gati on other than the what | understand to be one
quarter of the cost of the vessel provided additiona
econom c resources to Agua Express?

MR. WLEY: Objection to the form Your
Honor, if we could get that clarified as to what
econom ¢ resources he would be referring to.

JUDGE RENDAHL: Can you restate the question
to be nore clear.

MR, ITGITZIN:. Sure, | was stating the
question broadly precisely because | don't know what
types of economic resources, and | guess | will break
the questi on down.

BY MR I GITZIN
Q Has Cl i pper Navigation provided cash to first

to ACNT, LLC, to your know edge?

A. To the best of ny know edge, no, not beyond
the purchase of the vessel. At this tine we have in
fact done some services, but no, | do not believe that



0104

1 we have done any additional funding beyond the purchase
2 of the vessel

3 Q And did Clipper Navigation provide its

4 portion of the cost of the vessel to the vessel owner or
5 to another entity |like ACNT which then purchased the

6 vessel ?

7 A Actually, there was an internediary that we
8 funded the noney to to pay to the broker in Florida, a
9 M. Kimwho does this professionally, and he held the
10 funds basically | guess in escrow while they canme in

11 fromeach of the partners to pay the broker for the

12 vessel. That was the essence of it.

13 Q On the Aqua Express interim bal ance sheet

14 dated June 15, it indicates the worth of the vessel at
15  $922, 000.

16 JUDGE RENDAHL: And which exhibit are you

17 referring to now, the application or one of the marked

18 exhi bits?

19 THE WTNESS: This is Exhibit 15, thank you.
20 JUDGE RENDAHL: Exhibit 15.

21 MR. IGLITZIN:  Yes.

22 JUDGE RENDAHL: Thank you. Do you have a

23 copy of that, M. Bryan?
24 THE W TNESS: Yes, mm' am

25 BY MR I GLITZIN
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Q So would it be fair to understand your
testinmony in conjunction with this exhibit being that
Agqua Express cane up with roughly one quarter of the
price of the Agua Express vessel, Clipper Navigation
I'"msorry?

A. Again, | want to caveat here in terns of this
is not ny area of expertise, but the funding that
Cli pper Navigation provided for the purchase of the
vessel was based upon the initial cost or selling price
fromthe broker in Florida of $710,000 as | recall, and
then the vessel was taken to Nichols Brothers Boatyard
where inprovenents were nmade and additi onal work was
done on the vessel, and | believe that's what between
t hose nunbers canme to the 922. But beyond that, that's
-- | would again |ike Dave Tougas to speak to those
details.

Q And the detail | would |ike you to speak to,
if maybe you can help nme out.

A Yes.

Q If Clipper Navigation provided one quarter of
the cost of purchasing the vessel and the vesse
subsequently had repairs done on it, did Clipper
Navi gation contribute financially to the cost of those
repairs?

A No, Clipper did not, and one of the partners
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has taken the | ead on handling sone of those functions,
and that work was done through the authorization of the
managi ng partner and will be reinbursed by Aqua Express.
And again looking to M. Tougas to give all those
details, but that is the best of ny recollection as to
what was bei ng done.

Q You stated that the work was done pursuant to
t he authorization of the managi ng partner, the managi ng
partner of what?

A. What we have done is while we are awaiting
the hiring of a general manager who will report to the
four partner businesses, there is a senior partner or a
managi ng partner, which is John Bl ackman from Argosy
Cruises. And we each kind of work in concert, and he is
responsi bl e for herding these cats, keeping us al
together, and that's been his role.

Q Is there a witten agreenment between the four
princi pals who nake up the four owners of Aqua Express?

A. There is an agreenent in place between the
four partner businesses, yes, sir.

Q And has that agreement to your know edge been
made available to the Commi ssion to date?

A I do not believe that it's one that has been
subm tted nor asked for

MR ITGITZIN: | guess | will address this to
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the Adm nistrative Law Judge. It seens to the IBU that
the issue of the financial stability and viability of
the entity Aqua Express, the applicant in this case,
clearly is going to depend on the rel ati onship between
Aqua Express and the four principals and the econom c
stability and viability of those four principals, so
guess we woul d ask that those docunents be nade
avail abl e as part of the record as well

JUDGE RENDAHL: So you're asking for a record
requisition for the witten agreenent between the four
partners?

MR. IGITZIN: And basic financia
i nformati on, bal ance sheets, financial statenents, for
the four partners. The interim balance sheet dated June
15 is dramatically nore detailed than the bal ance sheet
that was nmade part of the application, which showed
$6,000 in assets and $9,000 in liabilities. And I'm
going to continue with this witness to find out where
the $181,900 in cash came from but | think sone
fundamental questions that any business has to ask
itself is, well, what do we do if our projections turn
out not to be -- turn out to be too optimstic.

It's clear in this case what Aqua Express
will do if it needs nore cash is turn to its four

partners. |If additional repairs need to be nade on the
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vessel, it will turn to its four partners. The extent
to which those four partners are either willing or able
to provide the additional financial resources or other
resources that they -- clearly inplicit in this
arrangenent they're prepared to do that or they are
conmmitting to do it, but I think we need to see both the
nature of that agreenment and the basic financia

i nformati on about those four partners. | think what we
have here is basically I1'"'mgoing to call it a shel
conpany, but | don't mean that with any kind of
pejorative neaning, it's a new conpany forned, and it
only has what the four principals give it, and it is
only going to be able to function to the extent that the
four principals continue to back its function.

JUDGE RENDAHL: Thank you.

M. WIey.

MR. WLEY: Well, Your Honor, | don't think
we're required to produce financial statenents,
particularly fromunregul ated entities, of which at
| east two of the partners are. There are annual reports
I"'msure filed for the Clipper portion that's regul ated
and for anything that Argosy does that's regul at ed,
which | understand to be a very limted aspect of their
service, but | think the showing that we have to nmke

under the statute is the showi ng that we have to make,
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and we will have M. Tougas here with the financia
information. And at this point we're not prepared nor
do I have in my possession financial statements on the
separate partner entities.

JUDGE RENDAHL: \What about the witten
agreenent itself?

MR. WLEY: | have an unsigned copy of an
operating agreenment that Aqua Express entered into. |
didn't draft it. W certainly -- all limted liability
conpani es enter into these sorts of agreenents, and
woul d be happy to provide an executed copy of the
operating agreenent.

JUDGE RENDAHL: Let's be off the record for a
monent .

(Di scussion off the record.)

JUDGE RENDAHL: Okay, having heard
M. lIglitzin's request and response from M. WIley and
having conferred on that, at this point it's appropriate
to have a copy of the witten operating agreenment be
provided in response to Record Requisition Nunmber 1 for
M. lIglitzin, and if we can have that provided after the
[ unch break, that would be helpful. At this point, as
to the financial information fromthe four partners,
don't think we have had enough testinony on the issue of

the financials yet. After M. Tougas has testified and
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you have an opportunity to cross M. Tougas, if you
still believe that information is necessary, we'll
entertain that record requisition at that tine.

MR, I GITZIN:. Thank you.

JUDGE RENDAHL: Okay, let's go forward.
BY MR. I GLI TZI N

Q M. Bryan, | was riding a ferry yesterday
from Ki ngston to Ednonds, and they have a big sign that
says that the Washington State Ferries will no |onger be
accepting unacconpani ed freight, and the whol e issue of
freight was newto nme. Can you explain what the Aqua
Express's policies and procedures with regard to freight
will be? And | guess if you have sone insight as to the
di fference between acconpani ed frei ght and unacconpani ed
freight and why Washington State Ferries has changed its
policy, that would be hel pful.
A Wth regard to our application, we included

inthere -- let me just -- | don't have it with me here.

JUDGE RENDAHL: That's marked as Nunber 9 or
admitted as Nunber 9.

THE WTNESS: | don't unfortunately have the
benefit of having a copy of that.

MR WLEY: If | may approach the wtness,
Your Honor, | do have a copy.

JUDGE RENDAHL: You may, M. Wl ey.
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THE W TNESS: Thank you.

A Okay, with regard to Washi ngton State
Ferries' prohibition about unacconpani ed freight,
don't have any inside information. However, | am al nost
certain it has to do with the post 9/11 security
considerations. Wth auto ferries there is a higher
ri sk associated with that by the Coast Guard.

Cli pper Navigation carries a great deal of
freight between Seattle and Victoria and al so between
Seattl e/ Friday Harbor a | esser anobunt. Aqua Express
al so plans to have the ability, although that's
certainly not going to be a | arge revenue source. In
the case of San Juan Express, Inc.'s certificate to
Friday Harbor, one of the requirenents we have is
someone is there to nmeet the vessel, because we do not
have staff at Friday Harbor to accept it.

Wth Aqua Express, there will be sinilar
operating procedures put together if there is freight.
We don't see it as a |large generator of revenue for us,
but it is in our application to be able to carry
freight. But that's not where we're going to be putting
our greatest enphasis, it's going to be filling those
seats.

BY MR I GITZIN

Q So you will be carrying unacconpani ed freight
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if someone wants to ship it?

A Yes.

Q As | understand it, the post 9/11 period,
there have been a nunber of changes with regard to the
security requirements applicable to passenger vessels;
is that correct?

A That's correct.

Q And you nust be infornmed about that because

of the work for Clipper Navigation?

A Yes, sir

Q Are those requirenents in flux, or have they
been set?

A There are federal regulations and

requi renments for facilities security as well as vesse
security. Clipper Navigation has approvals fromthe
Coast Cuard for its vessels as well as its facility.
And this, of course, is sonmething that we will be

wor ki ng on both with regard to a facilities security and
vessel security for the commuter operations. There is
a, and this is not of any great concern in terns of
being able to neet that burden, a responsibility to the
traveling public and our crew, it's a what if situation
and it's our responsibility to come up with a plan that
is subject to approval by the Coast Guard.

Q That was actually -- you anticipated ny next
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question, and | appreciate that. Precisely whose

approval will Aqua Express need with regard to its
security arrangenents, and for what kinds of -- if there
are multiple different -- you nentioned vessel and

facility, if there are separate approvals if you could
expl ain that process?

A Wth U S flag vessels it's the United States
Coast Cuard, and effectively it's the captain of the
port in Seattle, which would be Captain Danny Ellis, and
we have to do a vulnerability analysis and then get his
staff's approval and its review and approval

Q And that would apply to both the vessel and
the facility?

A That's correct.

Q I want to back up to the financia
contribution matter that we were discussing briefly
before. And again, | amlooking at Exhibit 15. | had
asked financial contribution that Aqua Express had nade
to date, and you had indicated one quarter of the cost
of the vessel, which | believe you said was $710, 000.
take it Aqua Express has al so nmade sone of your tine of,
I"msorry, Clipper Navigation has made some of your tine
avail able to Aqua Express formally or informally; is
that correct?

A That's correct.
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Q Can you give us an idea of how nmuch of your
time has been spent on behal f of Agua Express say in the
| ast year?

A My wife might say too nuch. | would say
probably 15% 20% of my time in one way or the other
It's difficult to -- and I'"'mnot trying to be cute here,
I -- my work schedule is not a 40 hour week work
schedule, so | amtrying to ascribe the time | do in
conjunction with my Clipper responsibilities, but I
woul d say 15%to 20% of the tinme at present has been put
into neetings and so on for Aqua Express.

Q And other than the financial contribution to
the vessel, has Clipper Navigation nade any other
financial contribution to Aqua Express?

A. Ot her than sone of the survey things we have
done, which we have done with in-house talent, | do not

believe that we have done any additional funding of Aqua

Express.

Q How many enpl oyees does Clipper Navigation
have?

A The nunber of enployees ranges by season from

about 135 to a little over 200, 200 of course being
during our peak season.
Q Have ot her enpl oyees of Clipper Navigation

spent tine assisting and enabling Aqua Express to get
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off the ground or get in the water?

A The peopl e who have assisted are primarily
our operations manager and our creative director, who
has done a few things for us in terms of Wb site design
and a creative piece to pass out to people in Kingston.
But it's been very limted, and it's been tinmed the
normal work week. We haven't experienced any additiona
costs as aresult of it, just reallocations of their
time.

Q What role is Clipper Navigation going to have
in terms of the operation, if any, in terns of the
operation of Aqua Express?

A It is our intent, our desire that we wll
have nothing to do with the day-to-day operations.
That's why we're |l ooking for a general manager right now
and why an offer was nade to a captain and that we will
be investors, provide some sought or unsought advice to
hel p the operation, but nothing to do with the
day-to-day.

MR, I GITZIN: Thank you, that's all | have.

JUDGE RENDAHL: Thank you.

JUDGE RENDAHL: Ckay, for Kitsap Transit,
M. Sells.

MR, SELLS: | have no questions, Your Honor

JUDGE RENDAHL: Okay, M. Trotter, for Staff.
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MR, TROTTER: Thank you, Your Honor
CROSS-EXAMI NATI ON

BY MR. TROTTER

Q If you would turn to Exhibit 3, which is the
vessel .

A Yes, sir

Q | believe you testified that this vessel was

previ ously operated by the State Departnment of

Transportation; is that right?

A Yes, sir.

Q And on what route did it operate?

A It was, as | understand, it was primarily
used on the -- well, it had been used on the

Brenmerton/ Seattle, and | also believe it was used on the
Vashon to Seattle service.

Q Was it retired fromservice by the State
because it was inadequate?

A I[t's my understanding that the cost of
mai nt enance and repair, et cetera, and they had the
Chi nook and the Snohomni sh available to them and that
they did in fact retire it rather than incur additiona
ongoi ng expenses.

Q Was there also a problemwi th the wake damage

over in the area of the city of Brenerton?
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Q And the wake of the vessel was causi ng damage
to private property, was that the concern?

A That's correct.

Q Is there a simlar concern on the Kingston to
Seattle route?

A One of the reasons -- one of the reasons
we're so excited about Kingston is because you get out
into the traffic |ane so quickly, and so the areas where
there is potential wake inpact are very mninmal. And so
the area that there would be a wake consideration is
simply how much wake you bring into the dock at
Ki ngston, but they are not the same issues as with the

property owners at Rich Passage.

Q And who owns this vessel today?

A Aqua Express.

Q And prior to that it was owned by ACNT?

A Yes.

Q And before that it was owned by a broker in
Fl ori da?

A Yes, sir.

Q And before that the State Departnent of

Transportation?
A That's correct.
Q And do you know what price the broker paid?

A The broker was smarter, bought it at $560, 000
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on eBay.
Q And then ACNT purchased it for $710, 0007
A Yes, sir.
Q And then during this tine the boat was

| ocated in Puget Sound, was it not?

A. Yes, it was taken from Eagle Harbor up to
Ni chol s Brothers Boatyard where it was repai nted and
some interior work and sonme mai ntenance work was done on
t he engi nes.

Q And is it currently located there at the
Ni chols facility?

A No, sir, it's working in Southeast Al aska in
revenue service

Q And who is operating it?

A. It is being operated under contract to Four
Seasons Marine, who has a contract with a crui se conpany
to provide service

Q So Aqua Express has entered into an agreenent
with one of the owners of Aqua Express, Four Seasons
Marine Services, to operate -- allowing themto contract
out the use of that vessel to another firmin Southeast
Al aska?

A. Wel |, actually Four Season Marine is
operating the vessel, and they're providing the service

for anot her conpany.
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1 Q And are the revenues fromthat flow ng back
2 to Agua Express?

3 A Yes, sir

4 Q And shoul d we ask where those are on your

5 ProFormas with M. Tougas?

6 A. Yes, sir, thank you.
7 Q When was the vessel sold to Aqua Express?
8 A It was late 2003. | do not have the exact

9 date, but it was late 2003. Onh, excuse me, no, it was,
10 I"'msorry, | was stepping ahead here once again, the

11 vessel was purchased fromthe broker in Florida late

12 2003. In ternms of the transfer between the two Aqua

13 entities was 2004. And please forgive me once again

14 because this whole tax thing, that was only a recent

15 decision last nmonth or so not to use ACNT as the owner
16 of the vessel

17 Q Well, okay, let's get back to nmy question

18 The application which is Exhibit 9 is dated April 8th of
19 2004, and we have already discussed in prior questioning
20 that it shows that the vessel was expected to be |eased
21 fromACNT. Are you fanmliar with those facts?

22 A Yes.

23 Q Do | assume correctly then that the sale from
24 ACNT to Aqua Express took place sonmetine after April 8th

25 of this year?



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Thank you.

Now let's go to Exhibit 5, which is the
certificate of inspection. | was confused a little bit
by this exhibit. The upper right-hand corner of the
first page shows a certification date of February 22nd
of 2002. Do you see that?

A Yes, sir.

Q Then if you | ook on the second page, just the
first item the hull exam shows that there was an exam
in February of 2003, and the |ast examwas in January of
this year. Do you see that?

A Yes, sir.

Q So can you explain why the certification date
predates the nore recent exam nations of the hull? |
guess | was expecting to see a certification date that
woul d be nore consistent with the dates in which these
ot her exam nati ons apparently took place.

A. Oh, they're different functions. The
certificate of inspection is done for the vessel, and it
carries a certain period of tinme that it's valid for
In terns of the hull exam depending on whether you're
operating a vessel on salt water or fresh water you have
to have an inspection a predetermni ned period of tine.

And with just as an analogy Victoria Cipper vessels
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have to be inspected annually, and with this vessel |
believe it's every two years. But since we had the
vessel at dry dock at Nichols Brothers, we thought we
woul d get a credit for the inspection, because with the
prior date of 2003 we woul d have had to have had the
hul | inspected again 2005, but since we had it out of
the water anyway 2004, it extended until the next
i nspection being 2006. W just -- it's just essentially
getting a credit on the inspection

Q So am | correct then in |ooking at the bottom
of the second page of Exhibit 5 that there have been

some anendnents to this certification that was issued in

2002?
A That's correct.
Q And t hose woul d serve as updates?
A Yes, sir.
Q Let's go to Exhibit 2, please, which is

entitled Aqua Express Menbers. Now Agqua Express is a
limted liability corporation; is that right?

A That's correct.

Q Al'l four conpani es shown on this exhibit then

each owns 25% of the stock?

Q And so would it be nobre accurate to say Aqua

Express sharehol ders at the top?
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2 Q There has al so been reference to these four

3 conpani es being "partners" and | don't mnd that, but is

4 it nmore proper to say that they're equal sharehol ders?
5 A Yes, sir
6 Q And you have answered sone questions

7 regarding Clipper Navigation's contribution of capita

8 to the corporation, and is the next witness the one to

9 ask for the details of other information in that regard?
10 A Yes, sir

11 Q But Clipper Navigation has put forth 25% of

12 the $710, 000 purchase price; is that right?

13 A Yes, sir

14 Q And that was done with cash?

15 A That's correct.

16 Q And is it your understanding that Clipper is

17 on the hook for its share of the cost of inprovenents
18 that Nichols made to the vessel after purchase?

19 A. Agqua Express is on the hook and as a equa
20 shar ehol der, yes, Clipper ultimately is for any

21 encunmbrances or any expense associated with it.

22 Q I know we'll get the operating agreenent
23 |ater, but just as a previewto that, is it your

24 under standi ng that that agreement requires the

25 shar ehol ders to contribute capital and states the
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condi ti ons under which they will contribute capital ?
A That's correct.
Q Is there any other witten agreenment between

t he four conpani es shown on Exhibit 2 with respect to
Aqua Express other than the operating agreenent that is
to be provided shortly?

A Coul d you clarify pertaining to the ownership

of the business or the --

Q Let's start with that.
A. No ot her agreenents.
Q Is there any other agreenent between the four

entities shown in Exhibit 2 that is pertinent to the

operation of Aqua Express?

A No, sir.
Q And do you understand that -- let ne ask it
differently.

Is it your understanding that N chols

Brothers Boat Builders is an affiliated interest of Aqua

Express under -- as the Comm ssion's statutes define
that ternf

A | probably could not answer that.

Q Is it your commtnment that Aqua Express will

conmply with any affiliated interest filing requirenents
with the Commission to the extent such are required?

A If my understanding is correct about the
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affiliated interest that the lines ultimtely go to the
ot her conpani es, one, we're going to abide by any |aws,
regul ati ons, or what have you affecting this entity.
And with regard to the affiliated conpanies, as |

understand it, and I don't know all the |egal, that each

of the parent conpanies, if you will, or the
shar ehol ders wi || abide by those regul ati ons.
Q I was curious as to how bicycles are

transported on the vessel; can you expl ain?

A. That vessel, Washington State Ferries had the
bi kes wal ked right into the cabin, and they had an area
to keep the bikes. That is not our plan, because one,
damage to the interior of the vessel, and also in terns
of bicycles hitting people's feet and so on. W want to
keep the liability issues to a mnimum so we are, in
fact, working at this point to how we can easily put
them up above or to the stern of the vessel for easy
access, but we do not plan to use the sanme practice that
Washi ngton State Ferries had done.

Wth Clipper where we handle a | ot of bikes
between Seattle and Victoria and Seattle and Friday
Har bor, we put theminto an area, |ift them above the
mai n deck to the after deck, second deck, and store
them And frankly, we're working on that now for a

desi gn nodi fication.
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Q And do you understand that before operations
begin, assum ng you're granted a certificate, that you
will need to file appropriate insurance coverage, proof

of insurance coverage with the Commi ssion?

A Yes, sir.
Q Have you taken steps to secure that
i nsurance?
A We have tal ked to our broker, Accordia, who

coincidentally handles all four of the shareholders in
this entity, and have spoken to them vyes, sir
Q Do you see any difficulties in that regard?
A None what soever.
MR. TROTTER: Those are all ny questions,
Your Honor, at this tine.
JUDGE RENDAHL: Thank you.
Is there any redirect, M. Wley, at this
poi nt ?
CHAl RMOVAN SHOWALTER: Don't we usually ask
our questions first.
JUDGE RENDAHL: That's true, thank you, yes.
Chai rwonman Showal ter, do you have any questions?
CHAl RMOVAN SHOWALTER: Just a coupl e
EXAMI NATI ON
BY CHAl RAOMVAN SHOWALTER:

Q Regarding the price of the Tyee at $710, 000,
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did you regard it as a good price?

A We regarded it as a super price. It was --
it would have been very difficult to nove forward
frankly wi thout getting such a good price, but it's a
good vessel, and in fact we told the Washi ngton State
Ferries it was far superior to what we had expected.

Q And what cross street is at Pier 56 in terns

of the east-west street?

A Pier 56 is, oh, boy, there's a parking lot --
it's -- do you know where Bay Pavilion is, |'msorry?

Q By the way, for the record, we nean in
Seattl e.

A Yes, ma'am

Q But maybe in relation to Pike Place Market or

the Bainbridge ferry term nal

A Yes, it is just north of Elliott's
restaurant, which is north of the Bainbridge ferry, it
is two blocks south of the Aquarium and it is -- well

actually it's one block north of Spring Street.

Q That answers the question.
A Thank you.
Q If I do ny streets right, that's one bl ock

north of Spring is it, let's see, Seneca or Union?
A | see M. Tougas noddi ng his head, and he

lives in --
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We think it's at Seneca.
Yes, ma'am

Q Coul d you answer the sanme question for Pier
697

A Pier 69 is one block south of Broad Street,
and it is just north of the Edgewater Hotel, Wal
Street. It's best known for we're on the main |evel of
the Port of Seattle headquarters.

Q And one question on the bicycles, |I'm not
sure | understood you, but did you say that part of your
pl an potentially is to allow a commuter to keep a
bicycle in a container somewhere say in Seattle and then
not have to pay the bicycle price every day but pay sone
kind of price for storing it there?

A. That woul d be our preference, yes, ma'am

Q And is that price for storing it there part
of our tariffs or a separate issue?

A That woul d be a separate issue. That would
be our approach, that that is a separate issue.

Q And you said a couple of tines that you had
al ways been a supporter of the public ferry system
either the State level or Kitsap County, and | wondered
why that was your position that that is preferable to
the private sector?

A A nunber of reasons. One is they don't have
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to worry about making a profit. They can, the greater
good | guess, sell tickets at a |ower price as a
conmponent of the transportation system and that's
probably the | argest part of that. Both Kitsap Transit
and Washington State Ferries provide that. They don't
have to worry about the price of capital investnment, et
cetera. And government to government, that integration
planning is something that is easier for governnenta
bodies to do than for the private sector in many cases
to work with governnmental entities. Wat we have done
with Kitsap Transit | think is good public policy and is
going to be basically a good nodel for other areas to do
the same thing in terms of comruter service

Q Despite the di sadvantages, financia
di sadvantage | guess of the private sector providing

this service, do you feel that over sone period of years

it can and will be profitable?
A Yes, we do, but only in the context at this
point intime | liken it to what has happened in New

York. New York Wit erways operates 42 vessels between
Manhattan and New Jersey and el sewhere. They started
with one vessel during conmute hours and grew that as
they have a lot of critical mass, and the frequency
devel oped and then middle of the day and eveni ng.

For us to do this, we have to | ook at the
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peak periods of travel so that you're not incurring
additional cost for low ridership periods. So during
this enhanced period of demand, we can operate and get
optimum ridership and not have an underutilized vessel
So until we grow the awareness and that critical nass,
we would stick to the commute periods. But we do
believe the way the popul ati on base in Wstern

Washi ngton and Kitsap County have grown that it wll
continue to and there will be other opportunities.

Q Where will a commuter from Kingston park at
the Kingston end; how would a resident who lives in that
area but needs to drive get there?

A Kitsap Transit has a nunber of renote
| ocations. They have sonething near Port Madison, they
have a nunber of parking areas. There are also the Port
of Kingston owns a parking area. And | will say that
the Port of Kingston, that i mediate area has |limted
par ki ng, but what we envision and what we have
envi sioned in discussion with the Port of Kingston and
with Kitsap Transit is that they will use renote
| ocations with easy access with Kitsap Transit shuttle
vans and bus service, and then the closer you get to the
Ki ngston dock that there would be charges for parking.
And that's been done in other areas where there's free

par ki ng, but the closer you get to the dock you pay. So
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ri ght now we have a study that Kitsap Transit, and I'm
sure M. Hayes will be providing that information, shows
t he nunber of parking spaces available in the Kitsap
area where people can park and have access.

Q Wul d you expect to see growth in housing
stock in response to a direct ferry between Kingston and
Seattl e?

A Yes, ma'am |In fact, in conversations with
people in the Kingston area we have already heard that
there's been appreciation in real estate just on the
basi s of discussion of the service, and there are a | ot
of hones being -- the cost of hones is significantly
| ess expensive than the greater Seattle area, but we
believe that there will be increased demand in that area
for fol ks noving across the water

Q If you know, is the cost of homes currently
| ess than the Bainbridge |Island area and Brenerton
areas?

A. It's definitely | ess than Bainbridge.
Bremerton, although it's appreciating, has got a ways to
go to challenge. But we think Brenmerton is going to
benefit in the sane manner, probably even nore
significantly than Kingston, that there is a | ot of
af fordabl e potential housing along the water in

Bremerton and that whole conmunity. We really do
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believe this is going to open things, and it's going to
be what we envision are going to be a lot of famlies
noving to the other side where affordable housing but
yet ease and convenient transportation

CHAI RMOVAN SHOWALTER: | have no further
questions, but I would like to say for the record that

t he Commi ssioners do know where Kingston is.

EXAMI NATI ON

BY COWM SSI ONER HEMSTAD:

Q | just have one question or area, and that's
your reference in the tariff to the entrant fee will be
free under the age of one. I'ma bit curious about

that. You don't have any kind of |ower fare for
children, so if a nother has a child at age one and a
hal f, then that baby would be charged a full fare

apparently.

A Yes, sir.
I"'msorry, did | interrupt you?
Q No.
Okay, |'ve got to get over that practice,
apol ogi ze.

It's a Coast CGuard regulation that any child
over one has to have his or her own seat, and that's

al ways been the basis in the marine side for nmaking that
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1 separation. And frankly, this is -- we're going to

2 learn things as we get this service going, rmuch as we

3 did with the Victoria Clipper. It my be sinply

4 coi nci dental but Merideth Tall who owns the majority of
5 Clipper didn't have a |l ot of the synptons to take

6 children when we first started the conpany. She has

7 five now and we carry children free to Victoria nost of
8 the year. | don't know if one has anything to do with

9 the other. But | think we're going to learn a lot as we

10 go forward, and our experience with the UTC in the past

11 is if we can nake the case, they have been cooperative
12 in ternms of meking those changes to our tariff.
13 Q Well, do you anticipate during the commuter

14 hours that your boat would be full or relatively full?

15 A. It is our goal and we, in terns of our

16 ridership, that in the norning fromKingston will be
17 relatively full, on the return legs significantly |ess
18 so, although that's our goal. Whatever we can do to
19 fill up the westbound traffic in the nornings or the

20 east bound in the afternoon can nake a significant

21 difference. W did not, not to take anything out of
22 Dave's presentation or his testinmony, but we did not
23 antici pate high ridership on those reverse noves while
24 we devel op that.

25 COW SSI ONER HEMSTAD: That's all | have,
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t hank you.

THE W TNESS: Thank you.

EXAMI NATI ON
BY COW SSI ONER OSHI E:

Q M. Bryan, | believe, | may have m sheard you
and |'mnot sure it was your conpany, but there have
been three surveys of the market done. Testinony to
this norning discussed the survey in 2000 and 2004,
maybe you coul d describe the third survey a bit and the
date of that survey and what that survey at |least told
you about the market.

A That survey, and unfortunately we did not
keep that information, but was done in early 1996, and
that was about the time, March of '96 is when we filed
an application for Seattle to Kingston service, and
essentially it was very simlar to the results to what
we found in 2000, 2004. That people were |ooking for
direct service and that -- so that they could avoid
going to either Bainbridge or to Ednonds. And this is
sinmply on recollection, the price range that they showed
price sensitivity was really very close to what they had
shown in 2000, 2004, and that was an $8 to $10 range.
And on the survey we had them show the desired departure

times, and really again very close to what we found in
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those | ater ones. But that was kind of the extent.

We know we can't nmke everyone happy with the
exact departure, but we felt that if we offer enough
alternatives they can adjust. As a former comruter in
New York and Chicago and L. A., | know you can adj ust
your work schedule a little bit to nmeet the schedul e
that's put out.

Q Who or what entity conducted the surveys in
2000 and in 20047

A. It was Clipper, and in 2004 we worked in
conjunction with the Kingston Chanber of Commerce and
different businesses in terns of distribution. And in
2000 again, one of the witnesses that will be
testifying, Tom Wagner, Kingston Lunber, who was the
presi dent of the Kingston Chanber, assisted us at that
time too in distributing. And then we had sone
enpl oyees in 2000 that were also at the ferry docks

passing out to Washington State Ferry passengers those

surveys.
Q Let me nove on to one nore subject, and then
| think this will doit. But as far as the negotiations

with the Port of Seattle for Pier 69, how would you
descri be the status of the negotiations?
A In terns of docking?

Q Ri ght .
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A. | believe you mean for Kingston. For the
Pier 69, we have a long-term | ease, Clipper Navigation
does, on the Seattle side, and we have had those docking
arrangenents since 1990, and we have occupi ed that since
"86. And if | understand the intent, | believe you nean
Ki ngst on.

Very, very good. We have had a nunber of
nmeetings with them They are fully on side in ternms of
tenporary and permanent solutions to docking over there.
In fact, as recent as Saturday we had a neeting with
Kitsap Transit, Art Anderson Associates, a nava
architectural firmthat is going to be doing design work
for us, and we have another meeting scheduled with the
Port of Kingston in ternms of our tinme line. So it's
very positive. W, in fact, the Port of Kingston has
facilitated two neetings with the County, the fishery
peopl e, and the Arnmy Corps of Engineers, et cetera, for
t he permanent docking sol ution.

Q Do you anticipate -- what's your anticipated
date in which the docking solution would be resol ved?

A By the tine all the pernmitting is done. |
don't have ny schedule, but it would be | believe the
fall of '05 for the permanent docking, and we have an
interimtenporary solution that would facilitate or

woul d accommpdate us until that tinme.



0136

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

COW SSI ONER OSHI E:  Thank you.

THE W TNESS: Thank you.

EXAMI NATI ON
BY JUDGE RENDAHL:

Q I just have a few questions, M. Bryan, also
related to the dock. |If you |ook at Exhibit 8, which is
the Argosy agreenent or the | ease with Argosy, the
second sentence indicates that Aqua Express would have
to coordinate the dock times with Argosy, and |'m not
famliar with the Royal Argosy schedul e, but considering
that the Aqua Express vessel will be docked |I'm assum ng
in Seattle during the mddle of the day, is there any
conflict now with Argosy's schedul e?

A. No, generally with the Royal Argosy they nove
to vessel to Pier 56 for their evening dinner cruises
and on the weekend, and the renminder of the tine they
leave it at Pier 54, which is the dock just north of
Ivar's, between the lvar's pier and the central pier
And in terns of the Aqua Express vessel, we have tal ked
about shifting that boat to Pier 69 during the day for
any schedul ed mai ntenance work, so we feel very
confortable that we will be in and out both prior to and
subsequent to the Royal. Their schedule, their sailing

schedul e, they generally board -- they've got a set
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boarding tinme and departure time and arrival so that we
don't have to worry about being at the dock. It lines
up with our schedule, and so we don't see any probl ens
in that respect. During the course of the day they, as
| say, the Royal is at another dock, and we woul d be
comng in and departing. And then in the eveni ng when
they're departing, we're out of the way.

Q Okay. And then one other question just in
terms of the docking arrangements. You said you didn't
| ook into any ot her docking arrangenents because of the
conveni ence of Pier 56 | guess it is?

A That's correct.

Q Did you make any attenpt to coordinate with
the State Ferry in ternms of use of their docking
facilities?

A No, there are too many, how tactful can | be
here, there are too many strings attached with using at
the present tine public dock, and there are too many
i ssues involved, and there are no issues with using
either Argosy's central waterfront dock or Clipper's
dock as a backup

JUDGE RENDAHL: Ckay, thank you, that's all |
have.
THE W TNESS: Thank you.

JUDGE RENDAHL: And | think what we will do
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is we will save the redirect until after our |unch
break, and we'll also bring in the survey questions and
the operating agreenment and address those questions
after the lunch break. So we will be off the record,
and we will be back at 1:30.

Let's be off the record.

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

AFTERNOON SESSI ON
(1:30 p.m)
JUDGE RENDAHL: M. W/ ey.

MR. WLEY: Yes, thank you, Your Honor.

REDI RECT EXAMI NATI ON

BY MR W LEY:

Q M. Bryan, during the lunch break we copied
the docunment that's been identified now as Exhibit 10
encapti oned 2004 Ki ngston/ Seattle Commuter Ferry
Surveys. |Is this, in fact, the summary matri x of the
2004 survey questionnaire results that you perforned?

A Yes, sir.

Q And do these, in fact, show the responses
with appropriate tabul ati on of how many respondents
there were, how nmany responses you got out of how many

respondents, et cetera?



0139

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A That's correct.
Q And is this one of the -- is this the 2004

survey that you referred to in earlier testinony?

A Yes, sir, it is.
Q You used the termin your cross-exani nation
testi nmony pocket cruise vessels, | just want to nake

sure the record is clear on that because | don't know
what that is. Wiat is a pocket cruise vessel?

A | apol ogi ze. They are regarded as overni ght
crui se vessels that are generally no nore than 150
passengers, although there are sone that are up to 220,
but they are small overnight cruise vessels.

Q You also referred to a Kim Marine as a
"intermediary". You didn't nean to inply there was any
nefarious role there by Kim Marine, did you? And what
is KimMarine in terms of howit acted in this
transaction?

A Kim Mari ne specializes in hel ping handl e
vessel docunentation. They're probably the prem er
busi ness for handling this, handling the fiduciary
responsibilities on title transfer and handling of
fundi ng on purchases of vessels and also title
transfers.

Q They act as a fiduciary then in closing

transactions for sales and purchases of vessels?
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Q M. lglitzin asked you about new security
arrangenents with the United States Coast Guard. |
woul d I'ike you to el aborate a little bit on those,
because as | understand they're fairly recent, and then
I want to ask you a couple questions on the timng.

A They are recent. 1In fact, the new security
requi renents go into effect 1 July. However, the
process for getting approvals work up to having these
things in place prior to 1 July. It's sonething that
there has been a public process on this, public
heari ngs, neetings, and lots of briefings and seni nars
put on by the Coast Cuard, so it's been a process that's

been going on for the greater part of a year and a half.

Q We call those stakehol der sessions, don't we?
A Yes, sir.
Q Okay. And as a result of those stakehol der

sessions, you are going to then make the application to
the Coast Guard, the captain of the Port of Seattle,
regarding this proposed service by Aqua Express?

A Yes. And, in fact, there is an industry plan
in place that can be utilized for Kingston, and we see
absolutely no difficulties in having that ready and
available in a relatively short while.

Q And certainly would that process be conpl eted
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before Cctober 1, 20047

A Wel | in advance of that date.

Q Finally, you were asked by M. lIglitzin about
your time that you have "contributed" to Aqua Express
over the past year, you estinmate about 15% 20% of your
time. Does Clipper Navigation viewthat as sort of
tending to an investnent of the conpany in Aqua Express?

A Very much so. In fact, over the years ny
i nvol vement on areas |like this have been consi derable
| ooking for opportunities. And on this, this is an
investment to get it started, and | certainly don't view
nmy invol venment continuing to this degree, particularly
after we have a general manager in place.

MR, WLEY: Thank you, no further questions,
and | believe Exhibit 10 is a records requisition
request, so it's in the record, is it, Your Honor, or
should | formally nove?

JUDGE RENDAHL: Yes, and | should clarify,
well, it's not in the record until you nove it, but |
should clarify that | believe the survey should be
Record Requisition Nunber 1, and the operating agreenent
shoul d be Record Requisition Number 2 just to clarify
for the record.

So you are noving to admit Exhibit Nunmber 107?

MR, WLEY: Yes, | am Your Honor
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JUDGE RENDAHL: Any objections?

Heari ng no objection --

MR. TROTTER:  Your Honor

JUDGE RENDAHL: M. Trotter.

MR. TROTTER: While we were off the record we
noted that Exhibit 21 refers to an Exhibit A that is not
attached, so subject to that being added to the exhibit,
we don't object.

JUDGE RENDAHL: At this point |I'm not asking

about 21 yet. |I'mjust asking about the survey, Exhibit
Nunber 10, if there are any objections. |f there are
none, we'll admit the exhibit.

Okay, the exhibit is admitted.

All right, is there any recross? And I'm
allowing that limted because we just now have the
survey. M. lglitzin, are there any questions you would
like to ask this witness about the survey?

MR. I GLITZIN. Thank you.

RECROSS EXAMI NATI ON
BY MR- I GLITZIN
Q First question | have about the survey is
that the copy of Exhibit 10 that | have received starts
with question 7 on the first page and then goes to

gquestion 1 on the second page.
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MR WLEY: It was nmisstapled. | can't take
the blame for that since | didn't do the stapling.

MR, ITGITZIN. |1'mjust going to take another
second to look at this if that's all right.

JUDGE RENDAHL: Pl ease do.
BY MR I GLITZIN

Q My first question is, was this survey --
where was -- how was the survey handed out and to what
popul ation?

A. This survey was distributed in a nunber of
different areas. One, through the Kingston Chanber of
Commerce. Sone were given to Kitsap Transit, and
don't know frankly whether or not the riders on Kitsap
Transit turned themin. But we had a nunber of outlets
in the Kingston area. Also people contact us directly
to have us send surveys to them And they were self

addressed surveys with our address as the return

address. And | say our, | should clarify that, Cipper
Navi gati on, | apol ogi ze.
Q My next question has to do with the price

sensitivity. What |'m seeing here is 46% of the
respondents said that they would pay between $8 and $9
for Kingston/ Seattle passenger service, and 42% said

t hey woul d pay between $10 and $11. In your passenger

projections in the other material that we have seen, are
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1 you projecting a certain percentage of people who

2 currently take the Kingston/Ednonds ferry as swi tching

3 to the Kingston/Seattle ferry that you plan on

4 operating?

5 A We believe that there will be a nunber of

6 peopl e who currently use auto ferries that will change

7 to the passenger only. Don't have a breakdown as to

8 what nunber that will be, but that's clearly one of our
9 presunpti ons.

10 Q And did anyone to your know edge sit down and
11 attenpt to nake projections as to what percentage of

12 peopl e who currently are taking the Kingston/Ednonds

13 ferry during rush hour would switch to the

14 Ki ngston/ Seattle ferry?

15 A No, sir

16 Q Were you involved in putting together the

17 ridership projections that the various financia

18 docunents we have seen are predicated on?

19 A No, that was M. Tougas, excuse ne, yes,

20 M. Tougas.

21 Q Al right. Please elaborate if you had sone
22 i nvolvenent in it or --
23 A No, | had no invol venent. One of our

24 enpl oyees that lives in that area had some di scussion

25 but the analysis was done by M. Tougas.
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Q Do you know if M. Tougas had a copy of this
survey matrix as part of his analysis?

A The initial report that was done by
M . Tougas was done without this.

Q Were you part of the decision by Cipper
Navi gation to invest in Aqua Express, to becone a
limted partner of Aqua Express?

A. Yes.

Q And did you make that decision based on the
prem se that there woul d be adequate nunber of
passengers on the Kingston/Seattle ferry to make that at
| east an economically feasible business?

A Frankly | made that recomendation and
deci sion on the basis of the |I guess 14 plus year
i nvol venent with the Kingston community and talking to
people in that area, including my owmn brother, as to the
demand and the desire to have downtown to downt own
service. It really is the sane basis we used when we
started the Victoria Clipper in 1986. W didn't do any
mar keti ng surveys in 1986. W knew there was a demand.
And as you may know, we're the first conmpany to
successfully operate year round between Seattle and
Victoria, but we felt there was a demand, and in fact
there has been a demand, and the sane reasoni ng went

into play in terns of the Kitsap area.
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Q Do you have a sense then, either an estinate
or -- and | amrespectful of the -- that you're nmeking
busi ness deci si ons based on your overall sense of what
the market will bear and what people will want, are -- |
guess i s your target group of passengers people who are
primarily getting fromKitsap to King County or Seattle
via the Washington State Ferries right now, or are there
ot her comuters or other individuals who you think you
will then be bringing on board the vessels who are not
ot herwi se going to be taking the ferry?

A We believe that the availability of the
service, reliable service, on tinme perfornmance,
affordable, will grow the narket and that there will be
new riders that will use that service, folks over there
that mght currently drive around, people who are noving
to the area, as well as people who are currently taking
the auto ferries because they want to avoid either 1-5
or the heavy congestion on State Route 305.

Q And will you describe what you nean when you
say drive around?

A Well, there are some people who will drive,
take the southern route and cone around. | don't know
t he exact routing, but I know ny brother who has worked
for Amtrak will take that route, particularly in the

sumrer when there are long waits, and will drive south.
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1 And | think that's down the Tacoma Straits Bridge and

2 around and then fight I-5 conming north to get to Antrak.
3 So a lot of this is anecdotal in talking to people in

4 terms of what their options are, and we think this is

5 just a nuch cl eaner option for nmany peopl e.

6 Q Did you have any involvenent in the

7 preparati on of the estinated expenses?

8 A This is going to sound very fanmiliar,

9 M . Tougas put that together.

10 MR ITGITZIN: | have no further questions.
11 THE W TNESS: Thank you.
12 JUDGE RENDAHL: Are there any other questions

13 about the survey?

14 MR, TROTTER: Just one, Your Honor.

15 RECROSS- EXAMI NATI ON

16 BY MR. TROTTER:

17 Q On Exhibit 10, the question nunber 3 uses the

18 term D&P, does that nean driver and passenger?

19 A That's correct.

20 MR. TROTTER: That's all | have, thanks.

21 JUDGE RENDAHL: M. Sells.

22 MR, SELLS: No, Your Honor.

23 JUDGE RENDAHL: Do we have any questions from

24 the Commi ssioners as to the survey?

25 Okay, | have none either. At this point,
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1 M. Bryan, you can step down. W may recall you when

2 the other survey results are available tonorrowif there

3 is a need for that.

4 THE W TNESS: Ckay, very good, thank you.

5 JUDGE RENDAHL: So thank you very rmuch.

6 MR. WLEY: Your Honor.

7 JUDGE RENDAHL: M. WIley, do you need a few

8 m nutes to get M. Tougas together?

9 MR. WLEY: Yes, | do, because of the late
10 exhibit distribution, give ne about two minutes off the
11 record.

12 JUDGE RENDAHL: All right, at 2:00 we will
13 start in with M. Tougas, we will be off the record

14 until 2:00.

15 (Recess taken.)
16 JUDGE RENDAHL: M. W/l ey, your next wtness.
17 MR. WLEY: Yes, |I'mcalling Dave Tougas to

18 t he stand.

19 JUDGE RENDAHL: Ckay, M. Tougas, if you
20 could state your name and spell any words, and your

21 address too, and any words or spellings that aren't

22 commmon.

23 THE W TNESS: Okay, ny nanme is David Tougas,
24 T-OU-GA-S. MW hone address is 25974 Rolling Hills

25 Pl ace Northeast, Poul sbo, P-O U-L-S-B-O Washington, and
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1 the zip is 98370.
2 JUDGE RENDAHL: Thank you. If you could

3 pl ease stand and raise your right hand.

4 (Wtness David Tougas was sworn.)

5 JUDGE RENDAHL: Okay, thank you, please be
6 seat ed.

7 M. WIey.

8

9 (The followi ng exhibits were identified in
10 conjunction with the testinony of DAVID
11 TOUGAS. )

12 Exhibit 15 - Aqua Express Interi m Bal ance
13 Sheet as of June 15, 2004.

14 Exhibit 16 - Kingston/Seattle Ferry Division
15 ProForma | ncome Statement, 2004 Doll ars,
16 Years 1-5.

17 Exhibit 17 - Kingston/Seattle Ferry Division
18 Ri der shi p and Revenue Forecast, Year 1 by
19 nmont h.

20 Exhibit 18 - Kingston/Seattle Division

21 Ri der shi p and Revenue Forecast, Years 2-5.
22 Exhibit 19 - Aqua Express, LLC, ProFornma
23 Income Statenment, 2004 Dollars, Year 1.

24

25
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Wher eupon,
DAVI D TOUGAS,
havi ng been first duly sworn, was called as a wtness
herein and was exani ned and testified as follows:
DI RECT EXAMI NATI ON

BY MR W LEY:

Q Good afternoon, M. Tougas, thank you for
your patience this norning. Wuld you please tell the
Conmi ssi on what your position is with both the Aqua

Express and the nenber conpany Four Seasons Mari ne,

pl ease.

A Okay, | will start with the nenber conpany,
Four Seasons Marine. | amthe Vice President and Chi ef
Fi nancial O ficer for Four Seasons Marine. It is a

vessel |easing and operating conpany and a tour
operating conpany prinmarily in Alaska. And we are al so
a investor in Aqua Express, LLC. We own a 25% share of
Aqua Express.

Q Are you by profession a certified public

account ant ?

A Yes, | am

Q And how | ong have you been one?

A. Since 1987, so that's 17 years.

Q And you're also in business with your brother

in Four Seasons Marine who has been referred to as Tom
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Tougas on this record, could you just tell us what he
does?

A Correct. Tom Tougas is the sole owner of
Four Seasons Marine Services. He has been involved in
the Al aska tourismindustry since 1974. He for the
first 16 years of his career he worked for Holl and
Anmerica Line West Tours, eventually as Vice President of
Transportation for Holland America Line. After Holl and
America Line nmerged with Carnival Cruise Lines he left
Hol | and Anerica Line and purchased Seattle Harbor Tours,
and he operated that for about three years. At that
time, John Bl acknman, who was a |limted partner, wanted
to become nore involved in Seattle Harbor Tours, and
anot her opportunity to operate a boat conpany in Al aska,
a boat conpany called Kenai Fjords Tours, becane
avail abl e, and so he sold his general partnership share
in Seattle Harbor Tours, which is now Argosy, to John
Bl ackman and noved to Seward, Al aska, where he operated
Kenai Fjords Tours for several years, selling it to
anot her conpany in Al aska, and subsequently starting up

Four Seasons Marine, which operates boats in Southeast

Al aska.
Q When did he start Four Seasons Marine?
A 1997.

Q And coul d you describe your interest and the
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i nterest of your conpany in terns of the Kingston to
Seattl e passenger only ferry market.

A | personally have a very strong interest
because | live in Poul sbo, and whenever | have to go to
Seattle | either have to drive around through Tacoma
across the Tacoma Narrows Bridge as Darrell pointed out
or go down through the congested Hi ghway 305 corridor
and so | would like to see alternative ways to get to
downtown Seattle froma personal point of view

From a busi ness point of view, Four Seasons
Mari ne Services has a number of vessels that we |ease to
ot her parties, and we want to see vessels operating
whenever there is an opportunity to operate vessels. W
think that it's in our best interests to put together
those ki nds of operations, not necessarily to operate
t hem our sel ves, but as an opportunity for our
i nvestments, to put themto work

Q In that capacity in terns of |ooking at an
investment in the Seattle/Kingston route, when did you
cone into active participation in this venture in terns
of | ooking at the startup of a passenger only ferry?

A Well, after the defeat of the Kitsap Transit
Proposition 1 in Novenmber of 2003, | sent an E-mail to
John Bl ackman at Argosy saying that perhaps it was tine

for private enterprise to step up and begin this
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operation, and John responded that he had been talking
the sane way with Darrell Bryan and Matt Nichols of
Ni chol s Brothers Boat Builders, and it kind of all came

together, all of us were thinking the same thing at the

same time.
Q And that was in Novenber of 20037
A And thereafter.
Q And have you since that time sort of filled

the role of the CPA for Aqua Express for whatever that
entail ed over the |ast six nonths?

A Yes.

Q And in that capacity do you supervise the
preparation of any financial ProFormas and exhibits for
instance in this proceedi ng?

A Yes, | have worked on all of the financials
in conjunction with the other partners.

Q If this application is granted and Aqua
Express becomes a reality, do you -- what is your plans
with respect to a financial enployee at Agua Express,
will you be it, or will you hire sonmebody el se?

A W intend to hire a general |edger
accountant, an accounting nanager type who woul d handl e
t he day-to-day books, and the books woul d be revi ewed
annual ly by an i ndependent CPA. And, you know, if there

were a need for one of the partners, the Chief Financia
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O ficer is one of the partners, to becone involved, we
woul d becone invol ved, and, you know, | woul d probably
be the nost |ikely candi date.

Q Wbul d you be the party to supervise and
provi de oversight to parties handling day-to-day
financi al operations at Aqua express?

A I would be involved in establishing the
procedures, yes.

Q And with respect to regulatory filings of
this Comm ssion such as annual reports or any other
thing, tariffs, et cetera, would you be at |east partly

involved in that?

A Yes.
Q Since this application was filed in early
April, | think the verb that was used was there's been

sonme iterating of the financial exhibits, and I'm
wondering if you could tell the Comm ssion what that was
a result of and what has gone on in the fairly busy two
nont hs since the application was filed.

A It's very typical when a business is
prepari ng budgets to adjust the budgets as they go
along. Sonetinmes even after operations begin they stil
adj ust the budgets. And after our initial application,
wel |, you know, the financials that we included in the

initial application were probably about the third round
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of us going back and forth about exactly what
assunptions we wanted to make. And since that tine we
have refined those assunpti ons and devel oped the current
financial statenments that we have. Again, these are
just ProFormas, they're just budgets, they're our best
estimate of what we think will happen, but they're not
actual nunmbers. And it's a new service, and it's kind
of difficult to estimte what's going to actually happen
when it's a brand new service

Q Wth respect to the information that is known
as of June 15th, with respect to a bal ance sheet, there
have been sonme substantial changes since April 8th. Can
you please state, and referring to Exhibit 15, please,
can you please state what basically has changed in
general terns at |east between April and June and why
this reflects a nuch nore accurate portrayal of the
assets and liabilities of the applicant entity.

A Okay. Initially the way that we envisioned
organi zi ng our operations is that one entity would own
the vessel and would charter it to a second entity, and
this was done for tax purposes, that we could pay the
tax over a longer period of time. The other --

Q By tax you nean sales tax --

A Sal es tax.

Q -- or inconme tax?
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Sal es tax.
The Washington state --
Washi ngton state --

-- sales tax?

> o » O >

-- sales tax, correct.

JUDGE RENDAHL: M. WIley and M. Tougas, as
| advised M. Bryan, please be sure to wait to speak
until the other one is finished. W'Il get it all on

t he record, so.

MR, WLEY: | just want to clarify when he
makes his statenent with reference to tax, Your Honor
that's why | interrupted there, |I'msorry.

BY MR W LEY:

Q So you were tal king about the tax issue, the
sal es tax issue.

A Correct. W decided that it would be sinpler
and that in the long run it would probably be |ess
expensive to just have the vessel held in the sane
entity as the operations were occurring, so that is the
primary reason that this bal ance sheet | ooks
substantially different than the bal ance sheet that was
presented earlier.

Q And if we could go down just generally
t hrough Exhi bit 15, and you could nmaybe explain that

statement with respect to the entries, it may be
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clearer. Let's start with the vessel valuation, which
is the largest asset on the bal ance sheet, $922, 000,
what does that consist of, please?

A That consists of the initial $710, 000
purchase of the vessel fromthe boat broker in Florida
pl us the refurbishnment of the vessel that was perforned
at Nichols Brothers this spring.

Q So that's cost plus inprovenents; is that

what you're sayi ng?

A Correct.
Q Okay.
A And the vessel is probably worth

substantially nore than that, as Darrell Bryan referred
to. We think we got a really good deal on this boat,
and we think that it's probably worth substantially nore
t han what we have it on the books for

Q Cash of $181,900 in the asset side of the
| edger, what does that consist of, please?

A. That's the noney in our checking account. It
primarily came fromthe down below the liabilities the
Foundati on Bank | ong-term debt of half a mllion
dollars. Part of that half a million dollars went to
refurbish the vessel, and the balance of it went to
cash.

Q And woul d you describe the recent | ending
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arrangenents w th Foundati on Bank, please.

A When we -- after we bought the vessel and we
were considering refurbishing it, we talked to severa
di fferent banks, and we had several offers from banks to
| end us noney, and the |loan offer that we received from
Foundati on Bank was the nost attractive. It's a five
year loan, and we pay it down over the five year period.
And it was -- it's on the credit of Aqua Express itself,
none of the partners have guaranteed this | oan, which is
one of the reasons that we found Foundati on Bank
attractive is that they did not expect partner
guar ant ees, which we appreciate.

Q I"'mnot familiar with Foundation Bank, for
those either at the Comm ssion or other counsel, where
i s Foundati on Bank headquartered, and what is it,
pl ease?

A It's headquartered in Bellevue. It's a snal
conmer ci al bank.

Q So | ooki ng up above at the assets, sone of
the cash in the account nowis fromthe long-termor the

five year termloan from Foundati on Bank; is that

correct?
A Correct.
Q And the cost of the vessel, that was

contributed by the partners based on M. Bryan's
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testinony; is that correct?

A Correct.
Q And M. Trotter had raised a point about the
operating agreement, we'll talk about that specifically,

but there was a reference to an Exhibit Ain the
operating agreement which is not attached. Can you
explain why that's not attached and what that woul d say
if it were attached, please.

A To nmy know edge, Exhibit A was never
prepared. What it would say -- the reason is is that
this operating agreenent was prepared after the fact,
after the partners had contributed their cash, and
everybody knew what Exhibit A would say, which is if you
flip over to the second page of Exhibit 21, you have a
list of the four different menmbers, and each one of the
menbers contributed -- it's kind of an odd number and
want to nake sure that | get the right nunmber, it's
$710, 000 i s what we bought the boat for divided by the
four partners, so it's $177,500 each partner had
contri but ed.

Q Is that what Exhibit A to the best of your
know edge woul d reflect at this point, keying to
Paragraph 2.2 and converting that percentage to dollars?

A Correct. Each partner, each one of the four

partners woul d have contributed, or each one of the four
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partners did contribute $177, 500.

Q Goi ng back to Exhibit 15, there is an AR |ine
itemwhich is somewhat surprising since we think of this
as a conpany that's starting in October by the
testinony, in fact there is an account receivabl e due
Aqua Express because why?

A Because the vessel is currently being
chartered to Four Seasons Marine in Alaska, and Four
Seasons Marine is paying Aqua Express a charter fee for
t he vessel

Q And is that charter fee reflected in
subsequent exhibits that we're going to be tal king about
this afternoon?

A Yes, it is.

Q And, in fact, you have separated into
di visions the three separate divisions of Aqua Express
for accounting purposes this afternoon and for I|enders;

is that correct?

A That is correct.

Q And what are those divisions within Aqua
Express?

A At this time the three different divisions of

Aqua Express are the Kingston/Seattle Ferry, second
di vision is concessions, and the third division is the

| easi ng di vi sion.
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Q And that is also a change from what was
envisioned at least in April of 2004 as you filed this
application; is that correct?

A That's correct. Again, if we had two
separate entities with one entity | easing the vessel to
the other entity, there was no need for a |easing
di vision. But because we have conbined the |easing
function and the operating function together in one
conpany, we wanted to separate it out into divisions so
that as busi ness operators we could determ ne which
di vi si ons were nmaki ng noney and how t o manage the
conpany better.

Q Before we finish on Exhibit 15 | just wanted
to go briefly to an error in Exhibit 16 in ternms of the
line item explanation now that we have touched upon
concessions. Last line of Exhibit 16 under other
expenses, is it correct that including concession is in
error, that that should be del eted?

A That's correct, that should be del eted.
Agai n, we have been through several iterations of this
ProForma financial statement, and | have been
concentrating on the nunbers, and | nissed the caption
correction.

Q Because with the operating division of

concessi ons, that obviously would be in error now as you
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organi zed the financial statenent?

A Correct.

Q Okay, let's go back to Exhibit 15, just
briefly touch upon the inventory, Aqua Express parts.
Parts are always rather a large itemin vessel bal ance
sheets in ny experience, what are those parts, are they
engi nes or what are they?

A There isn't an engine, but there is an awful
ot of parts. | don't think we quite have enough parts
to build an engi ne out of the spare parts, but we've got
a spare for just about everything that could go wong.

Q And the owners equity partners, is there any
antici pati on of when that noney woul d be paid back to
the partners?

A. There is no requirenent that we pay it back
to the partners, but in the partnership agreenent it
says that if there is excess funds that upon the
approval of the partners it may be distributed to the
partners.

Q Consistent with any other regulatory

requirenents; is that correct?

A Correct.
Q Ckay, let's go to the --
A | should al so point out that under owners

equity it says partners $760, 000, and again the partners
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have contributed $710, 000, and the extra $50, 000 is due
to profits that we have realized fromleasing the boat
to Alaska this sumer.

Q Goi ng over to Exhibit 16, can you pl ease give
us a little background on that exhibit's preparati on and
show what it up -- strike that.

Let's go back to Exhibit 15 right now, and
tell me alittle bit about the how you established the
val ue of the paint. How -- what's the $30,000 a nonth
figure fronf

JUDGE RENDAHL: And you're referring to
Exhi bit 157

MR. WLEY: Yes, or an itemthat's included
in the subsequent exhibits, Your Honor, |I'msorry.

MR, TROTTER: Can we ask that question be
reasked, |I'mvery confused where --

MR. WLEY: | can understand why,

M. Trotter.
BY MR W LEY:

Q Let's go back in terms of how-- let's goto
Exhi bit 16, nmaybe that would be a better way to do this,
M. Tougas. He's shaking his head yes, so | won't have
to back up over these questions.

Coul d you pl ease describe for the record sone

of the assunptions that you nake in this ProForma i ncone
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statenent so that we can understand how you get to sone
of the nunbers that you get, particularly the |arger
ones.

A Okay, | will start at the second fromthe
bottom the $360,000 in charter and rents, and that
$360, 000 divided by 12 nonths is the $30, 000 per nonth
that M. WIley began to refer to. Four Seasons Marine
is in the vessel |easing business. W currently own 10
Coast Cuard certified passenger vessels. W operate 3
of them and the other 7 are chartered out to other
operators, and we are in the business of chartering
vessels out to other operators. At this time we have
chartered out nore vessels than we can, but we're in the
fortunate situation that the Aqua Express was avail abl e
this sumrer, and so Four Seasons Marine chartered the
Agqua Express from Aqua Express, and we're operating it
in Alaska currently, we nmeani ng Four Seasons Mari ne
Servi ces.

Based on our experience and our negotiations
with the other partners, we established a charter rate
of $30,000 a nonth, which we feel is a fair market val ue
rate based on again our experience with all the other
vessel s that we have chartered out and based on our
negotiations with the other partners at Aqua Express.

And so in our ProFormas we have continued to use that
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$30, 000 a nonth rate for the charter

Q And again, is that figure arrived at by
| ooki ng at what your experience in the industry is in
| easi ng comparabl e vessels over a 30 day period to
establish the $30,000 a nonth figure?

A. Yes. There's a nunber of variables that go

into a charter, but considering the particular situation

here, we feel like this is a fair market rent.
Q Okay. Let's go back up Exhibit 16, we're
going to junp around a little bit, | apol ogize for that,

but I want to get to sone of the assunptions that you
used in creating this ProForma, because, as you know,

the statute calls for a ProForma statenent to be
supported by the applicant. Could you tell us about how
you got to the full fare revenue line item and what
that's based on?

A Yeah, we will be getting into nmuch nore
detail in the revenue section when we get into the
ridership section.

Q Which is Exhibit 17 you're referring to?

A VWhich is Exhibit 17, and | also think it's
Exhibit 18 for future years. But in general, the
revenues we project to increase steadily over the years.
The di scounted fare revenue will increase as a

proportion of the total revenue, because the commuters
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wi || devel op habits of buying discounted tickets, and
they will, you know, they will know which ones or the
benefits of buying the discounted tickets, and it will
devel op to where about half of our passengers w |l buy
the discounted tickets. But we expect a smaller
percentage than half in the first year because it wll
take time to devel op those habits on the part of the
commuters. The revenues is the key to the profitability
of this service. The expenses of operating a boat are
the sane whether there is 1 passenger or whether there
is 200 passengers, so the expenses are in a |ot of ways
easier to predict and nore stable, but the revenues will
make the difference in profitability.

Q Wth respect to sone of the expenses that
you're projecting there, for instance fuel, that's
certainly been very dramatically escalating in the
transportation industry this year. Wuld you tell us
what you have assumed about fuel just in general so we

can get a handl e on your projections in the ProForm?

A Okay, we assuned that we burn 110 gal |l ons per
hour for 6 hours per day. |If you take the actua
operating tinme of the vessel, it works out to be about 6

hours per day, and the vessel burns about 110 gall ons
per hour. W estimated $1.50 per gallon in year 1

Right nowit's a little bit higher than that, but we
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1 expect, you know, the fuel prices have been dropping in
2 the | ast few weeks, and on an average for year 1 we're
3 estimating that it will be about $1.50 per gallon, and
4 we estimated that fuel prices would increase by about a
5 di me per gallon per year.

6 Q And did you say that you estinmated you would
7 burn about 660 gallons total, or is that -- that would

8 be 110 gal l ons per hour times how many hours you operate

9 | assune?
10 A. Correct, per day.
11 Q Is that 6 hours initially that you're

12 proj ecting, or how nmany hours per day is that?

13 A We're projecting 6 hours per day that the

14 vessel is actually operating.

15 Q Now with respect to years 2 through 5, you up
16 the fuel, and what's that based on, please?

17 A A 10 cent per gallon increase in the price
18 per gall on.

19 Q And you spread that out over the bal ance of
20 the 5 year period; is that correct?

21 A Right. So in other words, we're estinating
22 $1.50 a gallon in year 1, $1.60 a gallon in year 2,

23 $1.70 a gallon in year 3, $1.80 a gallon in year 4, and
24  $1.90 a gallon in year 5.

25 Q In recent years, historically you woul dn't
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have seen 10% per gallon cost increases until the |ast
year or two; is that true?

A That's true. It's difficult to predict the
price of fuel though

Q Let's go back up to the crew payroll |ine
item for expenses. \What are you assuming in that
expense?

A We're assunming -- well, the certificate of
i nspection, again that was Exhibit 5, the Coast Guard
requires us to have four crew nenmbers, one master, an
engi neer or a mate, and then two deck hands. And in our
experience, that's what's necessary to operate the boat,
in the Coast Guard's mind that's what's necessary to
operate the boat, so we have budgeted for four crew
menbers. They average about $20 per hour, we're
budgeti ng 10 hours a day for the crew, which would be
about an hour before the initial departure and then an
hour to clean up the vessel at the end of the norning
commut e, again an hour before the afternoon commute
begi ns, and then an hour at the end of the day to clean
up the vessel

Q And what sort of average pay increments are
you using there?

A We're agai n assum ng an average of about $20

per hour. At the beginning it would be a little bit
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nore for the masters and the engineers and a little bit

| ess for the deck hands, and then that would increase hy
about 25 cents per hour per year. The enpl oyees

t hemsel ves woul d probably get |arger pay increases, but
there is a regular turnover in our business where you
hire new people and they get a | ower rate than the

people that |eft.

Q So normal attrition is what you're saying?
A Correct.
Q The repair and nmi ntenance seemto escal ate

years one through five, could you just briefly describe
t hat .

A Well, again we just spent a couple hundred
t housand dol |l ars refurbishing the boat at the shipyard,

so hopefully in the first couple of years we won't have

to do a whole |lot of major repairs. In subsequent years
the machinery is going to wear down, and it will be
likely that we'll need to do some nore mgjor repairs in

the later years.

Q And you reflect that in Exhibit 167
A That's correct.
Q The noorage, we had sonme di scussi on about the

cost for that this norning, is that $200 a day figure
i ncluded in the noorage line itenf

A Correct.
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Q And did you use a simlar figure in Kingston,
or what did you use for the Kingston?

A Yeah, we estimated a simlar anount for
noor age i n Ki ngston.

Q And based on your discussions to date, would
that appear to be reasonable in terns of what you would
expect to pay in Kingston?

A. Yes.

Q Okay. Looking down below to the SG&A
expenses, just we don't need to go down through all of
them but at |least with respect to the SGRA payroll
what does that consist of by your ProForma projection,
how many people, et cetera?

A. We budgeted four people in the SGRA |ine
item a general nmnager, an accountant, a nmarketing
manager, and a customer service person. W also showin
years four and five that the SGRA payroll would drop
off. That's primarily because we are expecting that the
mar ket i ng manager woul d not be needed and that we would
cut that down to a half-tine position. At the sane tine
by year four and five, hopefully we will be adding
anot her route or another vessel or sonmehow expandi ng our
busi ness and that that marketing person would be used in
ot her divisions of the conpany.

Q This ProForma incone statenent for the ferry
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di vi si on does not include any reference to revenues from
an additional route, does it?

A No.

Q It assunmes just this route as being
performed?

A. Correct, it is just the Kingston/Seattle
route.

Q Things |ike advertising appear to be going
down, professional fees, tell us about advertising, tel
us why that basically gets cut in half instead of
i ncreasing at the end of five years?

A Well, we think that our biggest hurdle is
going to be early on building awareness of what our
conpany does, and so we budgeted nore noney to nake
peopl e aware of Aqua Express in the early years. And in
subsequent years once peopl e becone nore aware, we won''t
need to do as mnmuch adverti sing.

Q And the bottomline that you get to at the
bottom of page Exhibit 16, net incone, could you just
descri be what you're showi ng there. The nunbers
obvi ously speak for thenselves, but what are you -- can
you give us some analysis or narrative behind the
nunbers.

A Yeah, | guess we'll go to the mmjor breaks.

Agai n the revenue, net revenue is both the full fare and
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di scount ed revenue, the vessel expenses is the cost to
actually operate the vessel, with the subtotal there
called gross profit. And then the selling general and
adm nistrative costs are just the general admnistration
of the operation conming down to a subtotal called
operating inconme. And then subtracting out the charters
we come to the bottomline net incone.

Q On an operating incone basis, do you project

a profit fromyear one?

A. From an operating income basis, yes.
Q From a net incone?
A From a net incone basis, no, we project a

loss the first year.
Q And also a smaller |loss the second year; is

that correct?

A Correct. |In subsequent years the | osses will
go away, and we will become profitable.
Q In your experience in terms of being a

financial officer for marine vessel entities, is it
unusual to have a startup venture |ose noney in the
first couple of years?

A Yes, it's unusual for a startup venture to
meke noney in the first year

Q That was my question. So in other words,

it's not extraordinary to project a loss for a startup
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mari ne operation in the first couple years of its life?

A Correct, we expect |losses in the early years.

Q Have you al so caused to be prepared a
ridership and revenue forecast both for year one and
| ooki ng out over a five year period?

A Yes.

Q And woul d you identify for the record what
exhibits those are, plural?

A Exhibit 17 is the first year ridership and
revenue forecast by nonth, and Exhibit 18 is basically a
continuation of Exhibit 17 for years two, three, four
and five.

Q And was one reason Exhibit 18 was prepared to
be consistent with the ProForma that you have over a
simlar time period for?

A Correct.

Q Okay, let's go to Exhibit 17, please, and
just briefly tell us about some of the assunptions that
you nade in preparing this exhibit.

A Okay, the first line again is the capacity of
the vessel, the Agqua Express has seating for 250
passengers. The nunber of |egs per day, again each |eg
woul d be Kingston/Seattle or Seattle to Kingston. W're
pl anning on five legs in the norning and five legs in

the afternoon, so the next line is just multiplying the
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250 times the 10 to get the total capacity per day for

t he vessel

The next line is the load factor, how full we
expect the boat to be. Initially we have a 45% because
we think it will be popular as a novelty, that a | ot of
people will ride the boat just to see what it's |ike,

and that's why we project the |load factor in the first
month to be a little bit higher than in subsequent
nonths. But again in the subsequent nonths we're
estimating a | oad factor of 40% on an ongoi ng basis.

Q And are you assunming in Exhibits 17 and 18 or
at least 17, are you assum ng conmuters that are
starting in Seattle round trip?

A. We are assuming that there will be no

commuters starting in Seattle and going to Kingston

Q And that's a fairly conservative assunption,
isit?

A It's a very conservative assunption. W know
that there will be some people from Seattle that wll

want to take the ferry to Kingston, but it's not going
to be the | arge nunber of people that we expect to be
going fromKingston to Seattle.

Q And again, the vessel has capacity | believe
the exhibit shows in Exhibit 5 of 292 or 298 roughly,

you are not making the assunption that you will carry
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292 to 298 passengers, are you?

A No, we're assum ng 250 passengers. That's
how many inside seats we have. |[If additional, you know,
if nmore than 250 passengers show up and we're able to
accommodate them it's legal for us to do it according
to the Coast Guard, and we will take the additiona
custoners. But we are neking the conservative
assunpti on based on the nunber of inside seats that we
have that we will hold it to 250.

Q Is it correct that you're projecting
approximately a 41% | oad percentage factor for the first
year ?

A Yes, that's correct.

Q Is that sustainable in your view?

Yes, that's sustainable. Again, if you
assune a 0% | oad factor on what | call the back runs,
the norning runs from Seattle to Kingston and the
afternoon runs from Kingston to Seattle, if you assume
that the load factor there is zero, it still works out
to about a 67% 1| oad factor on the commuter runs, and so
the boat would only be about two thirds full, which we
think is very achievable and probably is stil
conservative

Q Your payi ng passengers per day line item

cones also to a sort of a nodul ated or average figure of
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1,013 passengers a day; is that correct?

A Correct.

Q Is that sinmilarly fairly conservative in your
view for six runs per day?

A Yes.

Q You're actually having 12 runs, 6 round trip

runs per day; is that correct, or 5?

A No, it's 5.

Q Okay.

A. It would start in Kingston, go to Seattle,
back to Kingston, Seattle, back to Kingston. | would
need to | ook at the schedule to figure it out. 1I'm

confused, that's all

Q The exhibit will reflect that there's five
round trips per day.

Coul d you talk al so about the percentage of
passengers paying full fare versus discount and what the
di scount is, et cetera.

A. Again, we assunme that the comuters will take
some time to really | earn about our service and conme to
understand the different features that we offer. W are
offering a nonthly pass at a 5% di scount. We think that
initially very few people are going to buy that because
they want to get a feel for whether or not they're going

to keep on taking this nonth after nonth and day after
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day. And as you can see fromthe line item percentage
of passengers with di scount about hal fway down Exhi bit
17, that we start at 10% and work our way up to about
50% by nonth 12 and that on the average for the year it
woul d average about 35% of the fares would be di scounted
fares.

Q The latter half of Exhibit 17 seenms to or at
| east nmost of the bottom of the 17 includes the
cal cul ations of bicycle, cargo, accessorial income as we
m ght call it; what does that show in your view?

A Well, again, it's additional income that wll
help us to make this operation profitable. None of it
is very big dollars, and we aren't doing this service
for those additional fares, but they will help us out a
little bit in our operation.

Q You show concessi on revenues also of filing
towards the bottom of Exhibit 17, that's not a regul ated
source of incone, is it, as you understand it?

A. No. Again initially on this workpaper it was
in there, and we have transferred it to a separate
di vision on Exhibit 19 so that those numbers tie in over
there at Exhibit 19.

Q Is it offered to show other sources of incone
for the ferry service?

A Yes.
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Q Ckay. Let's go over to Exhibit 18 quickly.
What ki nd of assunptions do we see occurring in years
two through five of the Kingston/Seattle ferry service?

For instance, what kind of |oad factor --

A Yeah.

Q -- are we seeing adjustnents in that |ine
itenf

A We' re showi ng about a 5% i ncrease per year

increase in the load factor. The other nmajor item on
Exhibit 18 is that we're showing a 25 cent per person
fare increase in years two, three, and four

Q First of all, the growh factor of 5% is
t hat consistent with denmpographic trends in Kitsap County
to the best of your know edge?

A. Yes, historically Kitsap County has been
growi ng around 5% per year. W think it's a
conservative estimte because now we will have this new
passenger only ferry service which is going to create
nore people noving to Kingston and nore denand.

Q And Exhibit 18 also includes sone fare
i ncreases that would be subject to regul atory approval;
is that correct?

A. Yes, subject to UTC approval, we are
projecting 25 cent per passenger fare increases.

Q O herwise in Exhibit 18, are we seeing the
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sanme sort of assunptions that took place in Exhibit 177

A Correct, otherwi se the trends that were
developed in the first year continue on through years
two, three, four, and five.

Q Cal ling your attention to Exhibit 19, did you
al so prepare Exhibit 19 for this proceeding?

A Yes, | did.

Q Okay. And would you please state what's
going on in Exhibit 19, particularly since there has
been a change in owning the boat outright and the
di vi si on operation concept of Aqua Express; what do we
see here on Exhibit 19, please?

A Okay, the first colum on Exhibit 19 that
says Kingston/Seattle ties back to Exhibit 16, the
ProForma i ncone statenent for the Kingston/Seattle ferry
division. So if you | ook, the net income bottomline on
Exhibit 16 exactly equals the net incone on the
Ki ngston/ Seattl e col um on Exhibit 19.

Q So the bottomline in both the far |eft

corners of the colums is the same; is that what you're

sayi ng?
A Correct.
Q Now this will be obvious to sonme of the

conmi ssioners and to others in the room but why aren't

we showi ng depreciation for instance on Exhibit 16 and
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here?

A Because the vessel is being chartered, it's
not owned and bei ng depreciated. W don't have a --
it's not owned by the Kingston/Seattle ferry division
it's owned by the conpany as a whol e, but the | easing
division is leasing the vessel to the Kingston/Seattle
ferry division as well as |leasing the vessel to third
parties, including Four Seasons Marine, including other
peopl e who woul d be | easing the vessel for charters or
parties or whatever.

Q So then taking a depreciation expense
woul dn't be appropriate in your view for that
ci rcunst ance?

A. Correct, the Kingston/Seattle division

doesn't own any property, it rents property from others.

Q Even though it's all owned by the sane
entity?

A That's correct.

Q And again, this is to reflect on a separation

basis the operating divisions of the single entity; is
that correct?

A That's correct. Again, | -- this is how we
do it at Four Seasons Marine, and we | ease our vessels
to various entities including ourselves. And in order

to reflect the leasing incone, we have to have a
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separate | easing division that shows the depreciation
and shows the | easing revenue and shows the expenses
related to the leasing in order for us to nanage that
| easi ng business. And then separately the ferry
busi ness is reported separately.

Q Is it correct that on Exhibit 19 that on a
consol i dat ed basi s, neaning taking the concessions,
| easi ng, and proposed Seattle ferry route together, that

this entity is profitable fromyear one?

A Yes.
Q Coul d you just comment generally without
wal ki ng through individual |ine itens what we're seeing

on Exhibit 19 that you haven't already said in ternms of
what the exhibit is depicting on a ProForma basis?

A. Well, again, we have discussed the
Seattl e/ Kingston ferry route in detail. The concessions
division is pretty straightforward, the revenue m nus
t he expenses. The |easing division again is the revenue
that we would get fromleasing mnus the expenses
related to | easing the vessel. And then the elinination
colum is in order to elimnate the interconpany
transactions and get to a net third party | ease revenue.
I ' m speaki ng now of the fourth |Iine down, other revenue,
where the | easing division has $610, 000 worth of revenue

m nus the $360, 000 i nterconpany revenue equal s the
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$250, 000 that is leasing revenue fromthird parties.
Q Okay.
COW SSI ONER HEMSTAD:  What columm is that
in?
THE W TNESS: The columm that says
elimnations, the second colum fromthe right.
BY MR. W LEY:
Q Subtracting that fromleasing, is that what

you' re saying, M. Tougas?

A. Ri ght .

Q To get to the total on the far right?
COW SSI ONER HEMSTAD: | have it

Q You al so caused to be prepared anot her

exhi bit over the weekend that you had not submitted in
your pre-filed exhibits; is that correct?

A Yes.

Q And that's been identified as Exhibit 20 for
the record in this proceeding. Do you have that in
front of you?

A Yes. In our discussions it becane clear to
me that we were required to show that we had the
financial resources to operate through the first year
And so | sat down and asked nyself what financia
resources do we have, and exactly what woul d be our

break even point as far as passengers was concerned in



0183

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

order to cover our first year expenses.

Q And is that what is ternmed a cash fl ow
analysis in the industry in terns of how you finance out
a fare revenue at a break even point?

A Yes.

Q Okay. And | ooking at Exhibit 20, could you
tell us how that ties in to some of the previous
financial exhibits? For instance the net revenue, |I'm
seeing fares only, a different figure of $1.24 MIIlion
in Exhibit 20 than | have seen in sone other, could you
tie us back in other words?

A Okay, the top two lines on Exhibit 20 cone
from well, both Exhibit 16 and Exhibit 19. Again, the
first colum in Exhibit 19 is exactly the sane as the
first colum in Exhibit 16. But if you go about halfway
down just above gross profit, it says total cost of

goods sol d.

Q VWere are you, in Exhibit 16 or 20, I'm
sorry?

A Ei ther Exhibit 16 or Exhibit 19.

Q Okay.

A Agai n, they're duplicate nunbers.

Q Ckay. And what is the nunber for the record,

pl ease, so we can track?

A The first columm it says total cost of goods
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sol d $826, 443, and so | put that on the first |ine of
Exhi bit 20.

JUDGE RENDAHL: | don't see the words tota
cost of goods sold. Oh, | see, mdway down, $826, 443.

MR, WLEY: Yeah, M. Tougas, could you be
real literal here so we can track it, because sone of us
are a little behind.

JUDGE RENDAHL: And this is on Exhibit 19
about m dway down.

THE W TNESS: Ckay.

JUDGE RENDAHL: $826, 443.

THE W TNESS: Correct.

BY MR W LEY:

Q Ckay.

A. And then if you drop down to the next section
where it says total SG&A expenses, the anobunt is
$414, 960.

Does everyone see that number?

Okay, and so | added those two nunbers are
our cash expenses. Those are the expenses that we need
to pay third parties cash in order to operate our
busi ness. And those two nunbers total up to the 1
mllion, again |I'm back on Exhibit 20, the $1, 241, 4083,
and that's the anpunt of cash that we need to conme up

with in our first year in order to cover all of our
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costs.

The first columm that says fares only, | took
our average fare of $5.125, which again is the average
between $5.25 full fare and $5 discounted fare, and
cal cul at ed how many passengers at that fare we woul d
need to devel op that nuch noney. And we came up with an
aver age passenger per |eg of 95 passengers, which is a
| oad factor of 38. And again, if you assune 0% on the
return legs, it would nmean 63% on the commuter legs. On
Exhibit 20 if we skip over to the last colum that says
ridership projections, what we had projected in our
ProForma is 101 passengers, a load factor of 41% and a
total |oad factor on just the comuter |egs of 68%

The colums in between there are other
financial resources that we have in order to pay for our
operating expenses besides just the fares. For exanple,
ri ght now we have $181,900 in cash in the bank. Between
now and the end of Septenber we will generate an
addi tional $90,000 in cash fromthe charter in Al aska.
And finally we estinmate about $28,000 in added cash from
| easing the vessel to third parties over the com ng
year.

Q In your view, does Exhibit 20 say anything
about the nature of the projections in Exhibits 17 and

18 as to whether they are conservative or not?
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A Well, the exhibits are conservative, but even
if they were -- even if things were worse than what we
have projected, we still have plenty of financia

resources to sustain the business through the first
year.

Q And does that include bank | oans and ot her
possibilities of equity infusion from other sources?

A Yes. | don't think it would be necessary,
but again when we got our |oan from Foundati on Bank
there were several other banks | ooking to do business
with us, they gave us very favorable terns, and I'm
convi nced that we could get an additional |oan either
fromthem or from another bank. And as has been
di scussed previously, the partners if necessary are able
to inject additional cash for our operating expenses.

Q Your exhibits don't anticipate that that wll
be necessary though, do they?

A No, | do not expect that to be necessary.

Q Looki ng at your exhibits and your cal cul ation
of rates which are on proposed tariff Exhibit 7, there
was a reference in the pre-hearing filing by the
I nl andboat nens’ Union to a concept of "shadow-price" of
WSF tariffs, and there was a statenent in that brief at
page 3 that said you -- that basically accused Aqua

Express of copying the fare structure of the Washington
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State Ferries to propose the new service, indicating
that there's -- that they essentially mmcked them
Wul d you comment on that, please, with respect to not
only Exhibit 7 but your wal k through of the financia
exhi bits, are we in fact m m cking Washi ngton State
Ferry wal k-on peak passenger fares?

A No, our fare structure is substantially
different fromthe Washington State Ferries. One of the
| arge differences is that we propose to collect fares
going to both directions, $5.25 each way. WAashington
State Ferry fare collection system coll ects passenger
only ferries only on the westbound direction. So the
Washi ngton State passenger only ferry fare of $5.70 is
in essence a round trip fare, and our $5.25 is a one way
fare, so our total round trip fare would be $10. 50,
whi ch woul d be conparable to the Washington State
Ferries' $5.70.

Q In other words, if you tried to mmc the

fares, you in fact propose to double them is that

correct?
A More or |ess, yes.
Q Calling your attention to the exhibit that's

been premarked as 21, which is encaptioned the Operating
Agreenent of Aqua Express, LLC, would you please state

what that is for the record.
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A. This is the agreenent anong the partners as
to --
JUDGE RENDAHL: Excuse ne, M. Tougas.
If you're going to have conversations you
need to please take themout of the room It's alittle

bit distracting to hear what the witness i s saying.
Thank you very much

Go ahead.

THE W TNESS: Thank you.

A. The operating agreenent of Aqua Express, LLC,
Exhibit 21, is the agreenent anbng the partners as to
how t he conmpany wi |l be managed, what the partners'
interests are in the conpany, and has various other
adm nistrative features to it.

BY MR. W LEY:

Q Wuld it be fair to say it's sort of the road
map as to how operations and finances and ot her deci sion
making is going to occur within the limted liability
conpany?

A Yes. And nore than that, it's the agreenent
anong the partners rather than exactly how the
operations will be run on a day-to-day basis. The
general manager is going to be responsible for the
day-to-day operations, but froman overal

adm nistrative point of view, this describes the
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rel ati onshi p between the partners.

MR, WLEY: Thank you.

Your Honor, | don't believe |I have any other
guestions at this time on direct, and I would tender the
wi tness and offer Exhibits 15 through 21.

JUDGE RENDAHL: Okay, first taking up the
exhibits, are there any objections to entering Exhibits
15 through 21 into the record?

MR. IGITZIN: Not fromthe IBU

JUDGE RENDAHL: Thank you.

Heari ng no objections, those exhibits will be
entered.

I think this is a good tine for us to take
our afternoon break for about 15 minutes. Okay, we will
be back on the record at 3:15, let's be off the record.

(Recess taken.)

JUDGE RENDAHL: We'Ill start with

M. lglitzin, your cross-exam nation of M. Tougas.
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CROSS- EXAMI NATI ON

BY MR I GLITZIN

Q Good afternoon
A Hi.
Q Let nme just first clarify sone things from

your testinony. Are you currently enployed by Four

Seasons Marine?

A. Yes.

Q In full-time enpl oy?

A Yes.

Q And what was your involvenent in sort of

putting together the various projections, both revenue
and expense side, for the Agua Express operation?

A. Well, initially I put together kind of the
format of the financial statements, the |list of revenues
and expenses that we needed to address, and in
conjunction with the other partners discussed the
ridership and the revenue projections and di scussed the
vari ous expense categories and how nuch we felt we
needed to put in the expense categories based on our
experience in the boat business, and put together the
financial statements.

Q Let ne start then or continue then by asking
you about your projected ridership and |I guess ask on

what did you base your -- the assunptions that are
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reflected in the various docunents we have been | ooki ng
at, for exanple the assunptions on Exhibit 17 or

proj ections of roughly 1,000 riding passengers per day,
how did you come up with first |I think 1,025 for the
first two nmonths and then 1,000 for the rest of the
first year?

A Well, it was in reality we kind of approached
it fromtw different directions. One direction was how
many passengers woul d we need to make this profitable,
and another direction of, is that a realistic ridership
expectation. On the basis of the nunber of people that
we saw comuting to Seattle, the people that live in
North Kingston that we know and have worked with for
years, we felt like the 1,000 passengers per day was a
very realistic nunber.

Q Do you have any idea how many passengers
currently -- let ne back up

At 1,000 passengers per day, that's 1,000
di screet ferry trips, right, that's not 1,000 round
trip?

A Well, to be fair, | nmean if that one person
went to Seattle and then conmuted back and you assune
t hat everybody does that, it would be 500 individuals, 1
trip to Seattle and 1 trip back

Q Right. Could be 500 individuals traveling
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round trip, but when we tal k about that nunber of 1,000,

it's 1,000 passenger |egs?

A Correct.

Q O whatever you mght want to call it?

A Correct.

Q So | guess the first question is, do you have

any i dea how many passenger |egs currently take place on
t he Ki ngston/Ednonds ferry?

A Not specifically on the Kingston/Ednonds and
especially not as far as just the passenger only.
have a better idea on the Bainbridge/ Seattle, because
know that the car ferry has a passenger capacity of
about 2,200 passengers and that during the conmuter runs
it's pretty near full

Q Do you know how nmany people rode the
passenger only ferry that used to run from Brenerton to
Seattl e?

A No, | don't have those nunbers, although I'm
awar e of another conpany that's applying for that run
and that they have done the research, and, you know,
it's a substantial nunber of people. Again, on the
Bremerton to Seattle run, the boats were full

Q Washington State Ferries ran a Brenerton to
Seattle run passenger only, did it have any other

passenger only ferries?
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A. There were passenger only ferries to, well
there still are passenger only ferries to Vashon Isl and,
and that's the only other one that |'m aware of.

Q Getting back to Seattle/Kingston, you have
not done any studies and you have not seen any data on
the nunber of either drive on or passenger only

passengers who are currently riding the Seattl e/ Ki ngston

ferry?
A well --
MR, TROTTER. | will object to the question,
there is no Seattle/Kingston ferry, so |l will object to

the form of the question.

Q I"msorry, | msspoke, | neant
Ednonds/ Ki ngst on.

A. No, | have read general information fromthe
Washi ngton State Ferries, their annual reports and so on
about their ridership, but | don't have those figures
with me.

Q You testified that the way you were or Aqua
Express was sort of thinking about this service as being
five round trips per day, the idea being it was
essentially a comruter service?

A Yes.

Q So if you're thinking that you're going to

get 1,000 riders or rider |egs per day, you're thinking
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200 on each ferry crossing fromKingston to Seattle
average, or how were you thinking that that breaks down?
And I'"'mtaking a |look at Exhibit 6 if you want to take a
| ook at that, which is the schedule, just trying to get
a better sense of what kind of distribution of
passengers you're inmagining or hoping or projecting
woul d take pl ace.

CHAI RMOVAN SHOWALTER: Can you just be sure
you're precise in your question. You said 1,000
passenger |egs a day, and then you appeared to divide
that by 5 legs; is that what you neant to do?

MR, IGITZIN: That's what | neant to do only
because | thought that the assunption was that the
returning |l egs for each one of the five round trips was
potentially going to be zero, that everyone is going
fromKingston to Seattle in the norning, and then
everyone is going from Seattle to Kingston, but that's
what | amtrying to find out, whether it's nore spread
out over ten trips or over five.

A In the norning there's three trips from
Ki ngston to Seattle and then two return | egs from
Seattle back to Kingston to get the boat back to
Ki ngston to pick up nore commuters. Again, we assune
that there will be, well, in our nunbers we assune that

there will be zero people that are going to go from
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Seattle to Kingston in the norning, so that works out to
-- | nean it's, | will do the math, it's 250 passenger
capacity tinmes .67 or 67% so about 167 passengers on
each trip going fromKingston to Seattle in the norning
and a |like nunber returning in the afternoon.

BY MR I GITZIN

Q But spread out over only two vessels rather
than three in the afternoon returning?

A No, there would be -- in the afternoon there
woul d be three runs from Seattle to Kingston and two
from Ki ngston back to Seattle.

Q Thank you.

A So in other words, the vessel is going to
stay in Seattle through the m ddle of the day.

Q Have you had a chance to take a | ook at
what's been marked as Exhibit 10, which is the 2004
Ki ngston/ Seattle conmuter ferry survey?

A | briefly reviewed it today. | have
di scussed it in the past with Darrell and -- Darrel
Bryan and John Bl ackman, the other two partners.

Q Is this sonething that you | ooked at in the
process of trying to generate passenger ridership
proj ections?

A Yes, the results of the survey were included

in generating our assunptions.
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MR I GLITZIN. Can we go off the record for a
moment .

JUDGE RENDAHL: Let's be off the record.

(Di scussion off the record.)
BY MR I GITZIN

Q | noticed in the survey that passengers were
asked about their preferred departure tinmes from
Ki ngston, and the preferred -- the options started at
5:30 a.m and went through 8:00 a.m, and | noticed that
on Exhibit 6 one of the three planned departures from
Ki ngston departs Kingston at 8:50 a.m, which is al npbst
an hour later than the last tine that's indicated on the
survey. Do you have any way of knowi ng how many
i ndi viduals, commuters, are going to be prepared to take
an 8:50 a.m ferry fromKingston arriving in Seattle
approximately 9:30 a.m?
A Well, the first thing to point out is on

Exhi bit 10 the nost popul ar answer on the preferred
departure tinme is 8:00 a.m, and the majority of -- |
mean 36% of the people chose that answer, and that
i ndi cates, you know, if we had designed the
guestionnaire better and had an 8:30 or a 9:00
departure, we're assum ng that sonme of those 36% woul d
have picked the later departure. Another observation is

again on the commuter ferry from Bainbridge to Seattle,
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the 8:40 departure is still pretty full

Q And what tinme does the 8:40 departure from
Bai nbri dge get to Seattle, if you know?

A Around 9:10, 9:15.

Q O her than this 2004 survey, are there any,
and other than | guess what | characterize as your own
personal sentinments as a conmuter, is there any other
data on which you are basing the 1,000 passenger trip
proj ection?

A. I'"'mafraid that we're underestimating the
nunber of passengers we're going to end up having based
on ny discussions with various people and ny
experiences, so | guess that froma gut point of view,
my concern is that we're going to have nore passengers
than we can accompdate on this vessel rather than not
being able to get to the 1,000 passengers per day that
we're ainmng for.

But as far as detailed studies, no, we
haven't done it. As Darrell indicated, he started up
services w thout doing surveys, and in Al aska we just
began a service fromJuneau to G acier Bay this year
wi t hout doing surveys. W just knew that there was
demand for the service, and we've been offering it, and
we' ve been getting custoners.

Q So other than the 2004 survey, you're not
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aware of any studies or surveys other than the kind of
sense of the traveling public feedback that you have
been descri bing. When you said we haven't done any
detail ed surveys, you haven't done any other surveys or
scientific studies at all; is that right?

A Well, that's true, and to be fair, | know the
Washi ngton State Ferries has done research on the run.
They were planning on doing a Kingston to Seattle
operation, and I'msure that they did some research into
it, but 1'mnot aware of the details of that research
and | don't think that it was ever published. But
agai n, they were planning on doing the service, and
assunme that they did research on it.

Q I"msorry, it sounded like you said two
different things. Do you have some reason to know t hat
the State Ferries did research on a passenger only run
from Ki ngston to Seattle?

A No, | don't know that for sure, but -- and
|'m speculating admttedly, but it would be hard for ne
to i magi ne Washington State Ferries neking an
announcenent and going to the |egislature saying we're
going to start this service wthout them havi ng done
some research on it

Q So, I'msorry, the State Ferries had

announced that they were going to run a passenger only
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vessel from Kingston to Seattle?

A. Correct.
Q And when was that?
A '98, I'mnot exactly sure of the dates, but

it was before Initiative 695 passed, and it was
Initiative 695 -- | think it was '99 when they were
pl anning on doing it, and it was Initiative 695 that
caused themto decide not to.

Q Let's tal k about price sensitivity. Wuld it
be fair to assune that the same general approach was
taken in determining the relative |lack of price
sensitivity as you took in nmaking the estimtes of the
nunber of passenger trips, i.e., your sense -- that 2004
survey and in addition to that your sense that people
are willing to pay in the order of $10 and $10.50 for
t he conveni ence of having passenger only service from
Ki ngston to Seattle?

MR. WLEY: Your Honor, | just -- | wish the
guestion could be rephrased. The wi tness seens to
understand, | wasn't followi ng the whole drift of the
gquestion, it was rather conpound, |I'mwondering if we
m ght rephrase.

JUDGE RENDAHL: Could you rephrase.

MR, TROTTER: | al so have an objection,

think there was sone editorializing there at the
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begi nning of that question, | w Il object.

JUDGE RENDAHL: Pl ease just rephrase the
questi on.

MR IGITZIN:  |I'm happy to rephrase it, |
don't nmean to editorialize.
BY MR. I GLI TZI N

Q I"'mreally trying to get a sense -- |"'mnot a

busi ness person aside fromhaving ny own law firm ny
under standi ng was that, and | have a | ot of respect for
that, so business people which you are a part deciding
we think the market will bear and, you know, 1,000,
maybe nore, passengers, passenger trips a day will want
the service

My question is, was there any additiona
source of information beyond those that you have
described that led to your conclusion that those 1,000
or nore people per day or people equaling 1,000 or nore
passenger trips per day would not be deterred by having
to pay roughly twice as nuch than they would be paying
if they sonmehow got thensel ves over to Bainbridge and
wer e passenger only ferry at Bainbridge?

A We determ ned our pricing based on the survey

and based on other input that we got from people and
based on our experience as busi ness people.

Q Thank you.
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I want to ask you to turn to Exhibit 15, if
you would. One thing that M. WIley did not ask you
about was the asset identified as organi zati onal costs,
can you tell us what that asset is?

A. Well, it consists of |egal and accounting
fees to organi ze the conpany, the attorney that wote up
our partnership agreenent, filing the papers with the
State of Washington and getting all the taxes set up
just the initial organizational costs.

Q Most of my clients | think think of their
attorney's fees as being a liability, not an asset,
okay, and maybe that's sonmething | don't understand
about accounti ng.

A Yes.

Q But when | see it down as an asset, | think
of that as sonething that's worth sonething to soneone.
A Well, it's generally accepted accounting
principles requires us to capitalize organization costs,

and it shows up as an asset. |If you take this to the
bank, they're going to wite that off just like you said
that your clients would.

Q That was a little confused. There seens to
be based on your testinmony a m ssing $100, 000, and
want to explain to you why that junped out at ne, and

then you can explain where it went, because |'msure it
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1 went sonewhere.

2 A Okay.

3 Q You get a |oan from Foundati on Bank for

4 $500, 000, and you used -- | wote this down somewhere in
5 my notes, | don't renenber. How much did you use to

6 refurbi sh the vessel ?

7 A Well, it's the original $710,000 subtracted
8 fromthe $922,000 on the bal ance sheet, so it's

9 $212,000.

10 Q Right. So you have $500, 000 fromthe bank,
11 you pay $212,000, and | assunme you paid that to the

12 principal that was involved with doing the

13 refurbi shnent, right?

14 A. It primarily went to Nichols Brothers Boat
15 Bui |l ders, but there were additional costs for materials
16 that have been used to refurbish the boat.

17 Q So you have $500, 000, you pay $212,000 to

18 refurbi sh the boat, that |eaves about $288, 000, and you
19 have about $181, 900 cash right now, which |eaves al nost
20 exactly $100,000 that you received from Foundati on Bank
21 that didn't go to refurbishment that's not on your

22 bal ance sheet as an asset. | was wondering if you could
23 tell us where that noney went?

24 A Well, it's pretty conplicated to get to how

25 we arrived at each one of the bal ances on the bal ance
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1 sheet, and | don't want to bore everybody with every

2 single transaction, but | think that we can get to the

3 bottomline by pointing to the inventory in Aqua Express
4 parts of $93,000, $94,000. Mbst of your m ssing

5 $100, 000 went to buy the spare parts for the vessel

6 Q See, | knew you woul d be able to explain
7 t hat .
8 Now | noticed that there's an accounts

9 payabl e of $35,000; can you tell us what that is derived
10 fron®

11 A Well, it's derived fromagain the

12 refurbi shing of the boat and the purchase of the spare
13 parts, that we haven't paid all of that. | nean it's

14 normal in the normal course of business that you owe

15 your vendors for odds and ends.

16 Q Now |'ve got the opposite problem which is
17 you've got too nmuch cash, and |I'm wondering whether it's
18 fromthe | eases, but if you've got $500, 000 cash, you

19 paid $212,000 to refurbish the vessel, and the $93, 600
20 for the inventory, and the $50,000 for organizationa

21 costs, I'mtrying to figure out where the additiona

22 cash cane fromso that you actually have $181, 000 cash
23 on hand June 157

24 A I guess | don't understand your question

25 It's the bal ance of the proceeds from our |oan at
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Foundati on Bank after we have paid for the itens that we
just descri bed.

Q Well, let's walk through it a little bit.

You had $500, 000 fromthe bank, paid $212,000 to
refurbish the vessel, that |eaves $288,000. You pay
$93,600 for the inventory, that |eaves about $195, 000.
You' ve got cash -- then you have organi zational costs of
$50, 000, so that's $145,600 cash that you would have
left.

A Okay, | think the, again, the $35,000 in
accounts payable is cash that we're going to have to pay
out in the com ng few weeks to our vendors, plus there
is the cash that we received for chartering the boat to
Al aska

Q Cash above and beyond the $47,500 that you're
owed from chartering the boat to Al aska?

A Correct.

Q How I ong ago -- | noticed that you' ve got the
i nterimbal ance sheet for Aqua Express, LLC, dated June
15th, but then starting at Exhibit 16 we have this
breakdown by Kingston/Seattle ferry division, was that
your decision to start providing the ProForma incone
statenents by division?

A | suggested it, and after discussions with

the other partners, they agreed. This is how we at Four
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Seasons Marine Services do our inconme statenment
accounting, and it works for us. W have devel oped it
over a nunber of years, and it works for us, and after
talking to the other partners about it, they agreed.

Q So let me make sure | understand and that we
all understand this breakdown. Aqua Express on paper is
| easi ng the vessel Aqua Express to Aqua Express's
Ki ngston/ Seattle ferry division for $360,000 a year?

A Correct.

Q By | ooking at just the Kingston/Seattle ferry
di vi si on nunbers then, we are seeing nunbers that are
either -- that could either underrepresent or
overrepresent the overall profitability of the Agqua
Express, LLC. Is that fair to say?

A. Well, by overrepresent or underrepresent, if
you nean that we could either do better or we could do
wor se than what we're presenting here, yes. These are

estimates, and we're not sure exactly what our results

will be. I'mnot sure if that was your question or --
Q No, | appreciate your answer. What | neant
was you're noving $360,000 fromone entity to your -- to

one of its subentities, and that's based on your sense
that $360,000 is the fair market value of the |ease
take it?

A Yes.
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1 Q And so when you do that, it seens to nme you
2 are then also -- is it fair that you are then treating
3 this as if it were a | ease where the entity leasing the
4 vessel is also taking on all the costs of the vessel?
5 A Yes, it's called a bare boat charter

6 Q If, in fact, $360,000 a year was | ess than
7 what it would actually cost the Kingston/Seattle ferry
8 division to | ease a vessel fromsonme third party, then
9 the data on Exhibit 16 would be -- would give an

10 erroneously favorable net incone statement for the

11 Ki ngston/ Seattle ferry division and an erroneously

12 unfavorabl e net inconme for | think you called it the

13 | easi ng divi sion.

14 A Yes.

15 Q Is that correct?

16 A Yes. And that's a big part of the reason

17 that we have it separated into divisions, so that the

18 | easi ng division we can see how mnmuch income we are

19 getting fromleasing, and the ferry division we can find
20 out how nmuch income we derive fromoperating the ferry.
21 If the ferry division could get a better deal on a

22 vessel charter froma third party, the managers of the
23 ferry division ought to be free to go out and charter a
24 vessel from soneone el se on a fair market val ue basis,

25 and that way the true incone and expense woul d be
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refl ected.
Q You're not aware of there being an option of
| easing a vessel like the Aqua Express for $360,000 a

year in the marketplace right now, are you?

A. One of the things that we have di scussed as a
partnership is a backup boat, and we have di scussed
using the Clipper |11l and chartering the Clipper |11
fromVictoria Clipper, and that would be chartered on a
simlar arrangenent at a simlar rate of charter hire.
Four Seasons Marine, again we have ten vessels that
woul d be appropriate for this service, and we woul d
charter to Aqua Express on a simlar fashion. And
there's various other entities unrel ated.

You know, this is kind of a small industry,
and it sounds like we're all chartering boats between
each other, and the fact is that that is the case. But
there are third parties, there's Allen Marine up in
Al aska, CIRl in Alaska, there's a nunber of conpanies in
California that have simlar types of vessels that if
they were available for charter we would do that. At
this time, our choice for vessel and the best option
that we have for a vessel is the Aqua Express, and
that's what we're planning to use.

Q But the Kingston/Seattle ferry division while

it has a separate identity on paper does not have
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separate managenent at this point fromthe |easing

di vision or the concessions division; is that correct?

A That's correct.

Q Because there is not even a general nmanager
yet ?

A. That's correct, and we're not big enough that

we have separate nmanagenent for each one of the
di vi si ons.

Q And even if you had a general manager now, in
fact the Aqua Express, LLC, would not likely countenance
a decision that was favorable to the Kingston/Seattle
ferry division, let it say, oh, we got a great dea
| easi ng sone other vessel, if it caused an even greater
econom ¢ harmto Aqua Express, LLC, let's say, because
the vessel that's now the Aqua Express woul d ot herw se
be sitting idle and not be able to turn any revenue at
all, it would still be a decision nade by the Aqua
Express, LLC, what was best for the conpany rather than

a division by division decision without regard to the

overall interest of the conpany?
A That is correct.
Q One of the things | didn't see in the

ProForma i ncone statenment of the Kingston/Seattle ferry
di vi si on was any expense reflecting the repaynent of

either interest or principal of the $500,000 |Ioan, which
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you said was going to be repaid at roughly $100,000 a
year, and | guess it's sonewhere. | get, again not
being a CPA, can you show us where in these papers on
t he various ProForma statenents or in any other
docunents it is shown that in addition to the other
expenses that the Agua Express, LLC, is going to be
having to pay, every year it's going to have to come up
with, if | understood your testinmony correctly, with
$100, 000 to repay the nice fol ks at the bank

A. Ri ght, Exhibit 19, the colum that says
| easing division, the third line fromthe bottom shows
i nterest expense of $25,000 per year, which --

Q So | understand the interest expense --

MR. TROTTER: Wait, wait, excuse ne, Your

Honor, he hadn't finished his answer, | wll object

until he does.

A | was just going to calculate the interest
rate. | think it's 5% but | want to calculate it just
to be sure. Yeah, that's 5% and that's -- | nean

that's the rate we're getting at the bank is prinme plus
1, and right now prinme is at 4%

Q So | see now that you have pointed it out
t hat spot where Aqua Express, LLC, has to conme up with
$25,000 a year to pay interest on the loan is indicated

on Exhibit 19. But if | understood your testinony, Aqua
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Express actually has to cone up with $100,000 a year to
repay the | oan?

A Correct, and that would come out of the
earni ngs of the conpany as a whole. Again we show
$251,000 in earnings for the conmpany as a whol e.

Q Can you direct us to what you're |ooking at
or what we should look at if we want to follow your --

A That's Exhibit 19, the total columm, the
bottom ri ght - hand cor ner

Q And just so | understand, if | borrow

$500, 000 to buy a house and | agree to pay it back over

five years, | know | have to pay the bank nore than

$500, 000, the actual anount | have to repay, well, in
this case let ne ask you, what is the actual, if you
know or can figure it out, roughly, I'"'mnot going to

hold you to it, you indicated interest as being $25, 000,
so should we -- is it fair to assune that over the five
years actually Agua Express has to pay the bank
$600, 000?

A Wel |, the outstandi ng bal ance on the | oan
woul d be declining over the years, so the amount of
i nterest would be declining over the nunber of years.
woul d have to do an anortization to come up with an
exact dollar amunt of how nmuch we woul d have to pay

back.
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Q Roughl y $575, 000, sonething |ike that?
A I n that nei ghborhood.
Q Al right, that's fine, that's a fine

nei ghbor hood.

A. Ckay.

Q In year one what | hear you saying is that
what Aqua Express, LLC, actually takes home after it has
witten the checks that it needs to wite would be then
| ess than the $251, 000, because it has to pay off sone
of the principal, so it mght be closer to $151, 000 at
the end of year one that's going back into the bank
account; is that fair?

A Yes, but you also need to consider that we
have that nuch | ess debt because we have paid that much
off in the bank.

Q That's fair too. | think one of the concerns
that's always raised in a proceeding like this is
whet her there's going to be enough noney to pay the
bills. |If there's not, then it doesn't matter if you're
reduci ng debt, because you have to have nobney to be able
to operate

MR. TROTTER:  Your Honor, | will object to
the colloquy. | would ask that all counsel be asked to
ask questions and leave it at that.

MR, WLEY: | join the objection
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JUDGE RENDAHL: M. Iglitzin, there will be a
time for making argunents in brief, so if you can pl ease
restrict your coments to a question formto the
wi t ness, that would be hel pful.

MR ITGITZIN. | will do that, thank you.

JUDGE RENDAHL: Thank you.

BY MR [ GITZIN

Q I would Iike to ask you about the bicycle
fare revenue. If |I'mreading Exhibit 17 correctly,
you're estimating bicycle fare revenue of $3,578 for the
first nonth and then less than that for the subsequent
nmont hs. Can you explain to us how you came up with
t hose nunbers?

A. Well, we, again, in the first nonth or two we
i ncreased the revenue because we expect that people wll
go for aride on the ferry just because it's a new
operation and it's kind of a novelty, and in general we
expect about 10% of our riders to use bicycles, to bring
bi cycl es on board.

Q So if you're projecting approximtely 1,000

riders a day, you're anticipating approximately 100 of

themw Il bring bicycles on board?

A That's correct.

Q And can | ask what you base that projection
on?
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A. We base it on how many people bring their
bi cycl es onto Washington State Ferries and again
di scussions with people in the community. |'mnot sure
whether it's going to be 5% or whether it's going to be
15% of our passengers bringing bicycles on board, but
it's arelatively small part of our revenue, and so
we're -- we haven't really focused on that too nmuch

Q Are you projecting increases in the fare
charged for bicycles in the years subsequent to the
first year the way | believe you indicated you're
projecting fare increases for the passengers?

A Let me check ny notes and find out what
assunptions we had for bicycles.

Yes, we did project a 25 cent per bicycle
fare increase in years two, three, and five

Q Are these projected fare increases in the
application?

A No, we didn't put themin the application,
because we assuned that, you know, as the business
devel oped, we woul d have an opportunity to bring this
bef ore the Conmission for fare increases at that tinme.
And again, ny understanding is that's howit works is
that, you know, we get the fare or the business
established, and then if we need fare increases in the

future that we would bring it to the Conm ssion at that
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time.

Q Well, et me clarify then. The bicycle --
the fee to bring a bicycle is $3?

A Correct.

Q And that's $3 in addition to the fee you are
payi ng as a passenger ?

A Correct.

Q And then that goes to the nunbers that you
have given us, the nultiyear projections such as Exhibit
18?2

A Yes, the --

Q Are -- |'msorry, go ahead.

The revenues from Exhibit 17 and Exhibit 18
flow into the revenue nunbers on Exhibit 16.

Q The revenue nunbers on Exhibit 16, am|l
nm ssing the bicycle revenues on Exhibit 16, or are they
i ncl uded - -

A They're included -- sorry for interrupting.
they're included in the full fare revenue line item on
Exhi bit 16.

Q So the nunbers on Exhibit 16 are predicated
on the assunption that you will get a 25, anobng ot her
things, that there will be a 25 cent fare increase so
that the cost of bringing the bicycle on board will be

$3.25 in year two, $3.25 in year three, and then $3.50
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in year five; is that correct?

A Yeah, | think that's right.

Q And woul d you rem nd us what the
non-di scounted ticket price for a passenger is in year
one?

A. The non-di scounted ticket price for a regular
passenger is $5.25 each way.

Q And do your nunbers in Exhibit 16 include a
projected increase in those ticket prices as well?

A Yes.

Q And will you tell us what those projected
i ncreases are?

A They're 25 cents per year in years two,
three, and four.

Q So it will be $5.50 for year two, $5.75 for

year three, and $6 for year four?

A Correct, and then $6 for year five.

Q In other words, no further increase for year
five?

A We don't anticipate that at this tine.

Q And what is the discounted round trip?

A It's --

Q O not round trip, bulk purchase discount

rate?

A It's a 5% di scount, and we are going to be
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selling nonthly passes.

Q And what does that conpute to on a per trip
basi s?
A In the first year it conputes to $5, in the

second year $5.23, in the third year $5.46, in the
fourth year and the fifth year it's $5.70.

Q M. WIey asked you some questions about the
costs of the crew. | take it those are considered
vessel expenses that would be attributed to the
Ki ngston/ Seattle ferry division; is that correct?

A Correct.

Q And | believe you testified that your
projection was 10 hours per day, $20 per hour average
for a master, an engineer, and two deck hands?

A Correct.

Q Do you know what -- |'m assum ng that that
$20 per hour because it's an expense category then
i ncludes all of the various costs that an enpl oyer has
when it has an enpl oyee, so those enpl oyees are not
earning $20 an hour; is that correct?

A That's correct, the $20 average incl udes
payrol | taxes, nedical, and retirenent plan

Q Do you know what the average wage that you're
projecting would then be?

A It's been a couple of nonths since we really
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| ooked at that. 1've got it in my notes in ny office.
You know, | don't really feel confortable speaking to
that without |ooking at my notes. | know that taxes is

about 12% but exactly what we assunmed for the nedica

and retirenent, |I'mnot exactly sure.
Q You woul d have to factor in things |ike sick
| eave and vacation as well in terns of that ultimate

cost package?
A I nmean usually that's factored, yeah, that's

factored in as part of the overall conpensation.

Q Because you're not just going to have four
crew?

A No.

Q Ri ght, on the payroll?

A. Right. W' re assuming that there's going to

be two crews, in other words two captains, two

engi neers, and four deck hands, but on any given day or
on any given trip there would only be the four

i ndi vidual s that we discussed.

Q Do you have personally any involvenent in
hiring of crew, of nasters, engineers, and deck hands,
in your work for Four Seasons?

A. I amnot directly involved in hiring the
captains. Qur vessel operations people hire the

captains. |, you know, once they are hired, I'm
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i nvol ved in the accounting side of getting them set up
as enpl oyees and things |ike that.
Q Do you know what it costs to hire a conpetent

captain for a year?

A Yes.

Q What ?

A As far as the payroll is concerned?

Q Yes.

A I think that the ampunts that we have in our

assunptions is reasonabl e.

Q What do you base that belief on?

A Qur experience. | nmean in Al aska we start
captains at about $21 or $22 an hour. And from what |
understand, the captains in Puget Sound are slightly
Il ess than that. And again, as they gain experience,
their pay increases.

Q I"msorry, you said in Al aska they start at
$21, $22 an hour, that's gross wages to the captains?

A. Correct. | mean the captains never get that,
because the taxes get deducted, so.

Q And t he enpl oyer pays a fair amount nore than
t hat because of all the other expenses you were talking
about before?

A Correct.

Q Do you have any involvenent in enploying deck
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hands?
A Yes.
Q For which vessel s have you been involved in

enpl oyi ng deck hands?

A. The vessels that we operate in Al aska are the
Admiralty Wnd, currently we're operating the Admralty
W nd, the Keet, the Yukon Queen, and the Aqua Express.

Q And do you know what those deck hands are
bei ng paid gross wages?

A Deck hand starts at $9 an hour.

Q You have nmamde sone projections about revenue
fromcargo. Can you tell us what you base those
proj ecti ons on?

A. Qur projected revenue fromcargo is very
insignificant, a very insignificant part of our tota
revenue. We based our nunbers based on Cl i pper
Navi gation's experience hauling freight between Seattle
and Victoria and Seattle and Friday Harbor.

Q There's no way to get freight from Seattle to
Victoria or Seattle to Friday Harbor that is as
confortably convenient as there is a way of getting
freight from Seattle to Kingston by driving around, is
t here?

MR, WLEY: Objection to the form Your

Honor, | think that assumes a | ot of paraneters that
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aren't in the question.
JUDGE RENDAHL: Can you rephrase your
questi on.
MR. I GLITZIN. Sure.

BY MR IGITZIN

Q Are there -- what's the alternative rather
than shipping freight by a vessel to get freight from
Seattle to Victoria?

A Air freight or another vessel

Q And what other ways are there to get freight
from Seattle to Friday Harbor other than a vessel ?

A Air freight or another vessel

Q You're aware, are you not, that to get
freight from Seattle to Kingston one would sinply have
to drive dowmn to Tacomm, if one wanted to avoid getting
on a vessel, one could drive down to Tacoma and drive
around?

A Yes, but it frequently is nore convenient to
just go across the water.

Q Or one could drive to Seattle to the ferry in
Seattle and take the auto or the truck over to
Bai nbri dge and drive up to Kingston, right?

A. (Noddi ng head.)

Q How many mles is it from Bainbridge to

Ki ngston from-- I'"'msorry, let ne be nore specific --
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fromthe ferry termnal, what used to be Wnslow and |
gather -- I'"'mnot sure if it's Wnslow agai n now, but
what used to be Wnslow to Kingston?

A It's six mles fromWnslow to the Agate Pass
Bridge, and I'mnot sure how far it is fromthe Agate
Pass Bridge to Kingston but | would guess another six
mles, maybe eight niles.

Q But if you were going to be driving from
Bai nbri dge, fromthe ferry at Bainbridge to the ferry at
Ki ngston, you wouldn't drive all the way to the Agate
Pass Bridge. | guess you would, you would drive the

Agate Pass Bridge and then drive north to get to

Ki ngst on?
A Yes.
Q I's that through Shoal water, that town there?
A Suquani sh.
Q Suquani sh.
A There's a map if --
Q So it's 12 mles?
A ' m guessing again fromthe Agate Pass Bridge

to Kingston. | know because they've got the sign on the
hi ghway fromthe Agate Pass Bridge into Wnslow.

MR, WLEY: Your Honor, just for the record,
there will be a witness, M. Hayes, who will tal k about

di stance, as well as we will have testinony from sone



0222

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

prospective shipper w tnesses about the distances that

will be nore accurate than | believe this wi tness knows.
JUDGE RENDAHL: Thank you, M. Wl ey.

BY MR. | GLITZIN

Q Is it fair to say that your projections of
the cargo revenue are based on this sane general sense
of the market in the sense of what there is a denand
for?

A Yes.

Q Maybe you can help ne out here, | keep
flipping back and forth, you have your ridership
projections in years two, three, four, and five.

A Exhi bit 18.

Q I had understood your testinony as being that
the concessions incone was not part of the
Ki ngston/ Seattle ferry division. Did | msunderstand
that, or is that correct?

A That's correct, and | probably should have
taken it out of Exhibits 17 and 18 so as not to confuse
those two issues. But again, my workpaper was formatted
this way, and it was easy to take the revenue fromthe
concessions division there and bring it over to Exhibit
19 where it shows the concessions revenue and expense
br oken out.

Q Exhibit 19 is the ProForma i ncone statenent
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for just year one. You have not prepared simlar
ProForma i ncone statenents for the subsequent four
years, correct?

A Not vyet.

Q In looking at Exhibit 17, | see where you're
maki ng estimates as to the net concession revenue. Are
you nmaking a certain projection as to how nuch noney
each passenger is likely to spend on concessions on a

given trip?

A Yes.
Q And what is that projection?
A We are projecting in the first year that the

average passenger will spend $1 on concessions.
Q And are you neking a projection as to what

the cost of that dollar is likely to be?

A Yes, we're estinmating 60%

Q Is the cost and so 40% revenue?

A 40% i nconme, yes.

Q I have heard it said that the State Ferries

have had a problemw th their concessions being a
profitable operation. Are you familiar with that?

A | have heard the stories too.

Q Do you have any idea how nuch the average
passenger has been spending, prior to the begi nning of

this year, was spending on concessions on the State
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Ferries?

A No, | don't have that information. | know
that the revenue that the passengers were spendi ng went
to the concessionaire, Sodexho, and then the State Ferry
System got a percentage of that revenue, but |I'm not
aware of what the revenues were or exactly how the
contract with Washington State Ferries worked.

Q Do your projections on concessions
contenpl ate an increase in the anmount of nobney each
passenger is anticipated to spend on concessions?

A Yes, we expect the passengers in future years
to spend nmore. Again, once the commuters' habits
devel op, they will have their usual beverage in the
nmorni ng and their usual doughnut or whatever, and that
in the afternoon it will be simlar. And then as they
become aware of what we have to offer, that they wll

buy additional concessions --

Q Do you have --
A. -- on board.
Q I'"msorry.

Do you have specific nonetary targets that
you're projecting for the subsequent years?
A. Yes, our target for year two is $1.30 per
passenger, year three is $1.35 per passenger, year four

is $1.40 per passenger, and year five is $1.50 per
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passenger.
Q Can you explain to us what the comi ssion and
refunds expense portion of Exhibit 17, and probably
ot her pages as well, references?
A. Yeah, again it's a rather small anount given
the overall financial statenents, but that would
primarily be what we would pay to third parties to sel

our tickets and our nonthly passes.

Q How are you planning on selling tickets to
the ferry? Let's start with the non-discounted. [I'min
Kingston, | want to take the ferry to Seattle, who sells

me the ticket or how does that work?

A We woul d have tickets and passes avail abl e at
retail locations in Kingston. W wll have an office in
Ki ngston where you can buy tickets and passes. You can
al so buy tickets on board the vessel. And | think that
as tine goes on, that's going to be our preferred place
to sell the tickets and the passes is right on board the
vessel .

Q Let me take each of those in turn. Let's
tal k about the preferred option, you're going to have
sonmebody on the vessel selling tickets. As | understood
your projections, they would average with the begi nning
| ow nunbers, the 1,000 passengers a day, you're going to

have 167 people on the vessel going from Kingston to
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Seattle in the norning let's say, and you will agree
with ne that there's some reason to think that nore
people will find, I'mjust talking about at start up now
the first year, you nmay actually have nore people on the
7:10 a.m ferry than you do on the 5:30 a.m or the 8:50
a.m, that's an eventuality you have probably thought
about, right?

A Yep.

Q In fact, when you were sayi ng before that
you're worried you're going to have too many peopl e,
that's probably one of the things you' re worrying about
is that you have too nany people on a given ferry and a

given run and that's a probl enf

A. (Noddi ng head.)
Q You have a mate, an engi neer, and two deck
hands on the vessel. None of those four individuals are

going to be selling tickets; is that correct?

A There woul d be at |east a deck hand that
woul d be available to sell tickets. W also have a
custoner service person budgeted in the selling,
general, and administrative area. And as demand
warrants, | would expect the general manager or the
sal es and marketi ng nmanager to be down there selling
tickets.

Q So in the first year you're going to have
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nore than just the four enployees that you tal ked about
before as crew, you're going to also have a custoner
servi ce person on the vessel ?

A They won't be based on the vessel, they will
be I and based. But before the vessel |eaves Kingston
you know, they're going to be available at the boat.
Agai n, eventually npost of our custonmers will have
nmont hl y passes or prepaid tickets, because it's just
nore convenient for the custoner. You know, they're not
going to want to wait in line, but they can buy their
tickets in advance the day before during slack tines
when we're operating.

Q Bear with me for a minute, when you're
begi nning, let's not talk about where you end up, you're
begi nning. M understandi ng was that there was
initially fromyour testinony was there was going to be
a mate, an engineer, and two deck hands, nmaking it a
crew of four people.

A Correct.

Q When you start as of now ny -- would ny
understanding in fact be that there's going to be at
| east one nmore Aqua Express enpl oyee on the vessel, or
is it just going to be those four enpl oyees?

A Those four enployees will be based on the

vessel and will be operating the vessel. \Wen the
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vessel is tied up in Kingston, when it's at the dock in
Ki ngston, there will be other enpl oyees based in
Ki ngston available to assist while the vessel is tied up

i n Kingston.

Q And - -
A. This is sonething that | nmean --
Q Let me ask you another question, okay.
JUDGE RENDAHL: Well, let's have the witness

finish his answer, and then you can ask your question
and then | need to ask you how nuch | onger you m ght
have for this wtness.

MR IGLITZIN. Okay.

JUDGE RENDAHL: Ckay, so why don't you finish
your answer.

A This is what we do in Alaska, and | know that

Clipper and Argosy do it, that we have | and based
enpl oyee sal es and custoner service enpl oyees that are
at the boat or close to the boat or on the boat while
it's tied up at our termnal and that when it's tinme for
the boat to go, they step away fromthe boat, and they
I et the boat crew operate the boat to its -- on its
trip.

MR I GITZIN. 1'mnot sure how long |I have
for this witness.

JUDGE RENDAHL: Okay, why don't you --
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MR ITGITZIN. Wap up this line?

JUDGE RENDAHL: -- wrap up this line, and
then we'll end for the day and start up again in the
nor ni ng.

MR I GLITZIN. Okay, thank you.

JUDGE RENDAHL: |I'msorry, the afternoon,
have norning etched in ny head for sonme reason, |
apol ogi ze.

BY MR. | GLITZIN
Q In what you're envisioning with the deck hand
selling tickets, is it fair to envision that the vesse
is tied up and the deck hand is selling tickets as
passengers cone on to the vessel, and then no nore
ticket sales take place after the vessel is in notion?
A We woul d collect fares fromall the

enpl oyees, or excuse ne, fromall the passengers on

board the boat before we left, but we will be selling
tickets for subsequent trips, we will be selling nonthly
passes on board the boat, so those will be available for

sale in the galley along with other concession itens.

Q Yeah, but I"'mtrying to find out whether one
of your two deck hands is going to in fact be selling
tickets in the galley while the vessel is in transit?

A Not for that voyage. For subsequent voyages,

yes.
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Q Have you spoken to the Coast Guard about
their feelings about having a deck hand who is neeting
the responsibility of one of the four identified people
on the CO selling tickets while the vessel -- while

acting as a deck hand --

A Yes.
Q -- on that vessel?
A Yes, we operate that way as a nornmal course

of busi ness.

Q And that's not the added deck hand doi ng the
selling of the tickets, it's one of the what | have
call ed the above the |line people?

A Yes.

Q And have you spoken to the Coast Guard about
operating that way with the Aqua Express on the Seattle
to Kingston run?

A We have spoken to the Coast CGuard about that
in our operations in Alaska, that's exactly how we're
operating right now in Al aska, and the Coast Guard has
signed of f on that.

Q And is that signing off indicated on the
certificate of inspection for the vessel in Al aska that
you're referring to?

A No. Typically the Coast Guard would list an

obj ection to your operation and say that you can't do
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certain things if you were doing sonething that they did
not approve of rather than specifically say on the
certificate of inspection that, you know, one of the
deck hands is allowed to work in the galley.

MR I GLITZIN. This is probably as good a
place for me to stop as any.

JUDGE RENDAHL: Ckay, thank you.

M. WIey.

MR. WLEY: Yes, I'mgoing to need sone tine
estimates fromM. Iglitzin because |I've got a wtness
subpoenaed fromthe Ferry Service here tonorrow at 3:00
|'"ve got a couple |egislators who apparently can't
testify on the 1st and want to testify tonorrow, and
just need some hel p on schedul i ng.

JUDGE RENDAHL: 1'mgoing to ask you two to
try to work that out when we go off the record. |If you
can give M. WIley some reasonable estimtes of how much

| onger you need for M. Tougas and see if you all can

work that out. It may be we have to nove M. Deardorf
to the 1st, but see if you can work that out. |If you
can't, | will be here probably at 1:00 tonorrow. |f we

need to meet at 1:00 and do sone schedul i ng di scussions,
we can do that.

Okay, let's be off the record.



