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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 IV
) Pages 232 to 343
)
)
)

)

A hearing in the above natter was held on
June 22, 2004, from1:30 p.mto 4:40 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 Northwest,
Suite 240, Silverdale, WA 98383, Tel ephone (360)
307- 8860, Fax (360) 307-8865, E-mmil
jinmsell s@sul aw. com

Joan E. Kinn, CCR RPR
Court Reporter

| NLANDBOATMENS' UNI ON OF THE PACI FIC, by
DM TRI I GLITZIN, Attorney at Law, Schwerin Canpbell
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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DAVI D TOUGAS
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Cross-Exanmination by M. lglitzin 252
Cross-Exani nation by M. Sells 265
Cross-Exami nation by M. Trotter 266
Cross-Exanination by M. Trotter 285
Exam nati on by Conmi ssioner Oshie 288
Recross- Exam nation by M. lIglitzin 290
Redi rect Exami nation by M. Wley 294
BETTI SHELDON
St at ement of Senator Shel don 244
Cross-Exani nation by M. Wley 248
Cross-Exanination by M. Trotter 248
Exami nati on by Chai rwonman Showal t er 249
Exam nati on by Conm ssioner Henstad 250
DOUG ERI CKSEN
St at enent of Representative Ericksen 276
Exam nati on by Chai rwoman Showal t er 282
RAYMOND DEARDORF
Direct Examination by M. Wley 296
Cross-Exanmination by M. lIglitzin 310
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PROCEEDI NGS
JUDGE RENDAHL: We're back on the record the
af ternoon of Tuesday, June 22nd, continuing with the
cross-exam nation of M. David Tougas by M. Iglitzin
Pl ease go ahead, M. Iglitzin.

MR, I GQITZIN. Thank you.
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Wher eupon,
DAVI D TOUGAS,
havi ng been previously duly sworn, was called as a
wi tness herein and was exami ned and testified as
fol |l ows:
CROSS- EXAMI NATI ON

BY MR. I GLITZIN:

Q Good afternoon, M. Tougas.
A Good afternoon.
Q | want to take you to Exhibit 16 and

hopefully briefly have you just break down sone of these
nunbers starting with the crew payroll taxes and
benefits as a vessel expense. | just want to nmke sure,
I believe you testified yesterday that the planis to
hire a total of eight crew, is that correct?

A Correct.

Q And that would be two masters, two engi neers,
and four deck hands?

A Correct.

Q And that is what would result in the vessel
expense listed as crew payroll taxes and benefits on
Exhibit 167

A Correct. | would like to correct how I
calculated it yesterday, because this norning | went

into ny office and reviewed ny notes, and yesterday |
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said that the $20 rate that we used for the average rate
i ncl uded taxes and benefits, and that's incorrect. W
added the enpl oyer portion of payroll taxes and
retirement, enployer portion of the retirement fund, and
nmedi cal insurance on top of the $20 per hour for the
crew.

Q So the average crew wage, if | understand

average crew gross wage is $20 an hour?

A That's correct.
Q And can you break down further | guess how
you get to the -- I'mlooking at this, the year one

nunber, 283,147, did you figure a certain nunber of crew
hours per -- in that year?

A. Yes, there's 10 hours per day for the crew, 5
hours in the norning and 5 hours in the afternoon, and
then we cane up with 21 1/2 days per nonth. You know,
some mont hs have nore days than the other nonths, but
we're going to be operating on the 5 work days, Mnday
through Friday, so on the average, an average nonth has
about 21 1/2 days after you exclude holidays and
weekends. So the 10 hours per day tinmes 21 1/2 days per
nonth tinmes the 4 crew nenbers that are actually
operating the boat. And again, sonme crew nmenbers will
be operating the boat on certain days, and other crew

menbers will be operating the boat on other days, so in
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total we'll have two crews available to operate the
vessel .

Q Your planning then is predicated on the idea
that in a given nonth your wage obligation is 10 hours
per day tinmes 21.5 days per nonth times 4 crew?

A Correct.

Q It does not take into account the idea that
you woul d be paying nore than four crew on a given day
for things like sick | eave or vacation |eave?

A We haven't factored in vacation | eave and
sick | eave.

Q And | take it then that if | nultiplied 10
hours per day by 21.5 days per month by 4 crew on a
wor kday for 12 nonths and | divided that nunmber into
283,147, | would get a nunber that reflected
approxi mately $20 per hour plus the additional enployer
tax and benefit obligations?

A Correct. It's approximately 15 1/2% for
taxes and the retirement.

Q So what we would find then if we did that
mul tiplication was that 283,000 divided by the nunber of
hours that we woul d be generating by the formula we just
di scussed would result in a nunber approximtely |ike
$23 per hour?

A | would have to do the cal cul ati on. | could
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do that.
Q If you would, | think that would be great.
A Okay.

JUDGE RENDAHL: Anot her way of doing these
calculations is to ask it subject to check, and he can
get back to you the next --

MR IGLITZIN:. That's fine too.

JUDGE RENDAHL: Ckay, why don't we do that,
can you ask it subject to check
BY MR. I GLI TZI N

Q If | could ask that subject to check, then
that woul d be great.

Moving on to the selling genera
adm ni stration portion of Exhibit 16 then, | see payrol
taxes and benefits of $181,000. Can you give us the
breakdown | take it by anal ogy how many peopl e are going
to be working how nany hours a day that you're
contenpl ati ng payi ng, how you generate that $181, 000
nunber for year one.

A Again, in the selling general and
admi ni strative payroll we have included one genera
manager, one accountant, one marketing manager, and one
custoner service representative. W have budgeted
$70, 000 per year for the general manager, $35,000 for

t he accountant, $52,000 per year for the marketing
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1 manager, and $24, 000 for the custoner service

2 representative.

3 Q And t hose budgeted amounts woul d be the

4 anounts that would have to cover payroll taxes and

5 benefits for each of those individuals, right?

6 A Correct.

7 Q And each of those would be what you're

8 contenplating are full-time jobs for year one?

9 A Yes. The custoner service representative and
10 the accountant would likely be hourly enployees. The
11 general manager and marketing manager would likely be
12 sal ari ed enpl oyees.

13 I should al so point out on Exhibit 19 that we
14 have all ocated general and adm nistrative payrol

15 expenses to the concession division and the |easing

16 di vision. Again, soneone is going to need to order the
17 goods that are sold in the concessions departnent, and
18 one of those four individuals is likely going to be

19 doi ng that, and soneone is going to need to admi nister
20 the | easing division, so there's an additional $20, 000
21 worth of selling general and administrative payrol

22 all ocated to those other departnents.

23 Q You said an additional $20,000, oh, $10, 000
24 to concessions and $10,000 to | easing?

25 A Correct.
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1 JUDGE RENDAHL: M. Iglitzin, | have noticed

2 t hat Senator Sheldon has arrived, if it's acceptable to

3 you, we will take a break at this point.
4 MR. IGLITZIN:. That's fine.
5 JUDGE RENDAHL: And take Senator Shel don's

6 comments and then go back to your questioning.

7 MR IGLITZIN: That's fine.

8 JUDGE RENDAHL: Okay, so let's be off the

9 record for a nonment.

10 (Di scussion off the record.)

11 CHAI R\MOVAN SHOWALTER: Before we begin, why
12 don't we introduce ourselves, this is Ann Rendahl who is
13 the Adm nistrative Law Judge that assists us in the

14 | egal process, and I think you know I'm Marilyn

15 Showal t er.

16 COW SSI ONER HEMSTAD:  |' m Di ck Henst ad.

17 COW SSIONER OSHIE:  |1'm Pat Oshie, wel cone.
18 SENATOR SHELDON: Thank you.

19 CHAl R\MOVAN SHOMALTER:  And why don't we have

20 the attorneys identify thensel ves and who they

21 represent.

22 MR IGITZIN: Dmitri lglitzin representing
23 t he I nl andboat nens' Union of the Pacific.

24 MR, WLEY: Hi, Senator Shel don, Dave W/ ey

25 representi ng Agqua Express.
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MR SELLS: Jim Sells representing Kitsap
Transit.

MR, TROTTER. My nane is Donald T. Trotter,
' m an Assistant Attorney General representing the
Conmi ssi on

CHAl RWOMAN SHOWALTER:  And because this is a
quasi -j udi ci al proceedi ng, you need to be sworn in,
Judge Rendahl can do that.

SENATOR SHELDON: Ckay.

JUDGE RENDAHL: If you would state your nane
and address for the record, that would be hel pful.

SENATOR SHELDON: My nane is Betti Shel don
721 Nort heast Whods Pl ace, Brenerton, Washi ngton

JUDGE RENDAHL: And is that B-E-T-T-17?

SENATOR SHELDON: Yes, it is.

JUDGE RENDAHL: Thank you. Could you raise
your right hand, please.

(Wtness Betti Shel don was sworn.)

JUDGE RENDAHL: Thank you.

Pl ease go ahead and give your conments.
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Wher eupon,
BETTI SHELDON
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

SENATOR SHELDON: Thank you. Well, | will
again introduce nyself. |'mBetti Sheldon. | amthe
State Senator fromthe 23rd Legislative District, which
is the north part of Kitsap County and is the part that
woul d be served by a Kingston/Seattle run, that's part
of ny district.

| have been in the senate for 12 years, and
prior to that | was the Bremerton area Chanber of
Comrer ce Executive Director, so | have a |long history of
what's happening in Kitsap and particularly in
transportation issues.

JUDGE RENDAHL: Ms. Sheldon, |'m sorry, can
you slow down just a bit for the court reporter. Sorry
to interrupt you.

SENATOR SHELDON: No, that's fine.

So transportation issues, particularly ferry
service, is sonething that | have been very well aware
of and has been -- is a big issue to the people
represent. Qur county has over 300,000 people. And as

you know, our county is a peninsula and an island, so we
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have limted choices in | eaving the county. W can go
t hrough Shelton by land, over the Taconma Narrow s
Bridge, which |I'msure you're aware is a chall enge at
this time, or of course we can go across the Hood Cana
Bridge if you want to go west, but nobst of our people
are going east, so the ferry service is extrenely

i mportant.

Now we have tried for years to inprove ferry
service, and as a legislator that was one of ny top
issues. We twice were able to fund a passenger only
ferry service that would have served Kingston to
Seattle, a run that is not served at present as | think
you know. It goes Kingston to Ednonds. Kingston to
Seattle, Brenerton to Seattle, and Southworth to
Seattle, which is another -- they're all three needy
ar eas.

The first tine we passed the |legislation, the
Initiative 695 cane al ong, which absolutely w ped out
all funding for not only our passenger only ferry
service, for nmuch of transportation. So we tried again,
and again in Referendum51 it would have funded ferry
service including the Kingston to Seattle run. And
agai n Referendum 51 did not pass, so the voters did not
support it.

Now t he voters, and | have a | ot of
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constituents | hear fromthat say, you know, the State
shoul d support the ferry service, they should pay for
it. Well, quite frankly, the State isn't able to pay
for it. We are in a current situation where | ooking at
t he next biennium 05-07, it looks like a billion dollar
shortfall. And before when the State did have the Mdtor
Vehi cl e Exci se Tax, we had sone noney to pay for
transportation. Now it's very difficult. And should we
get dollars for transportation, they have things |ike
the Seattle Viaduct, 405, 167, 520 bridge that are
priority issues.

So you | ook at the runs of ferry runs from
Kitsap to Seattle, and that doesn't cone to a very high
priority to a lot of people. But it keeps a |ot of
folks off the roads, and it's very inportant to the over
300, 000 people that live not only in Kitsap, but in the
A ynpic Peninsula. And the run we're talking about
today woul d very nuch serve the people that |ive on the
O ynpic Peninsula. They cone over to Kingston, from
Ki ngston over to the west side of the Sound.

So | just want to inpress upon you that this
proposal before you today really nmekes a difference. It
is our chance to get good ferry service, passenger only
ferry service, noving our people rapidly fromthe Kitsap

and O ynpic Peninsulas over to the west side of the
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Sound where they work, lots of them work.

As a little aside, | have -- when | run for
office, | stand at the Kingston ferry term nal, you
know, handi ng out brochures, it's amazing how nany
peopl e conme fromthe O ynpic Peninsula and cone over and
through. O course, then | go pick up ny brochures out
of the trash and hand them out again, but that's part of
t he service

Anyway, | firmy support this public-private
partnership. | think it is our best if not our only
chance at having adequate ferry service between Kitsap
and the west side. |It's very needed, and | do hope you
will see your way clear to give it a chance. It's an
i nnovative way, but sonetinmes that's the way it has to
be. W have to take new directions, we have to be
visionaries if we're going to succeed, and | would be
happy to answer any questi ons.

CHAl RMOVAN SHOWALTER: First, is there any
cross-exam nation?

MR, IGLITZIN. Not fromthe |BU
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CROSS- EXAMI NATI ON
BY MR. W LEY:

Q Just one question, Senator Shel don, putting
on your private citizen hat as a resident of Kitsap
County, if this application is granted and this route is
extended to Aqua Express, would you as a private citizen
find any benefit and conveni ence to you personally,
woul d you use it?

A Oh, absolutely, as would thousands of ny
fellow citizens on the peninsula, it would be used
constantly.

MR, WLEY: Thank you.

CROSS- EXAMI NATI ON

BY MR TROTTER

Q Just one question, if |I mght. You' re aware
of course, that there is a State Ferry run from Ki ngston
to Ednonds and al so from W nsl ow or Bai nbridge Island to
Seattle, what is your -- what are your thoughts for the
peopl e that you represent regardi ng those services
versus this type of proposed service?

A It wouldn't affect it. Those services are
wel |l used and will continue to be well used, but it
woul d take some of the pressure off Bainbridge Island.

Because of the |oss of ferry service fromBrenerton,
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Bai nbridge is used nore, and because there is no direct
service fromthe Peninsula to Seattle in the north part,
then I ots of Kingston folks or in that general area wll
come down. And we need to relieve the pressure, this is
avital, it is a needed service, and | don't -- it

woul dn't affect the auto ferry service at all. |If

you' re taking your car, that's one thing, or truck
service, but it really helps, and it keeps cars off the
road.

MR, TROTTER: Thank you.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q I have a question, one of the issues in this
case is whether there will be sufficient demand for this
particul ar service, and the question | have is what
having a run will do to generate demand. | wonder if
you can coment on the effect of having a direct run to
Seattl e on say Vashon where there is one or Bainbridge
where there is one versus Southworth which is to West
Seattle but not directly to Seattle. M question is,
woul d we expect to see changes in housing and the
popul ation in the greater Kingston area because there is
arun direct to Seattle?

A I would expect you would. First of all, it's
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a very desirable place to live, and living on the Kitsap
Peni nsul a for many people who |ive on the west side in
Ki ng, Snohom sh, Pierce County, it is |ess expensive,
plus it's a beautiful place to live. So | suspect those
areas would benefit fromhaving -- | know they woul d
benefit, | know the Peninsula would, but it would not be
a detrinent to the auto ferries.

But, you know, quite honestly it always kind
of surprises me that here in the year 2004 with the
Puget Sound as a waterway freeway that we haven't
utilized it before. We're still building concrete
roads, but it seens to ne with some vision we could have
nore boats going up and down Puget Sound, but that's
just nmy thought.

CHAl RMOVAN SHOWALTER:  Any ot her questions?

EXAMI NATI ON
BY COWMM SSI ONER HEMSTAD:
Q Pursuing a bit further the point that

M. Trotter raised, an issue that at |east has been
posed in this proceeding is whether this private ferry
from Ki ngston woul d undercut the passenger only portion
of the auto ferries of the State, in other words, would
end up cream skimring so to speak and therefore harning

the State Ferry System Wth your background and
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experience in this area, do you have any opinion on
t hat ?

A Oh, | certainly do, | don't think it would at
all. The people from Bainbridge |Island, of course that
ferry is very well used. But as | say, from other
poi nts we have to use that often because we have no
other way to get across. And the north part of the
county, | think that the ferry to Ednonds woul d be used
and utilized, particularly if you're going north, King
County, Snohom sh County, would certainly be utilized.
But | don't think it would skimthe creamoff, or we
woul dn't have proposed it twice before in the
legislature if we didn't feel that it was a worthy
program and | very nuch support it, and | hope that
this time that we will be successful

COW SSI ONER HEMSTAD:  Thank you, that's al
| have.
CHAl RMOMAN SHOWALTER:  Any ot her questions?

Thank you very nuch for com ng, we appreciate

SENATOR SHELDON: M pl easure, thank you.
JUDGE RENDAHL: Thank you.

Let's be off the record for a noment.

(Di scussion off the record.)

JUDGE RENDAHL: Thank you for your patience,
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1 M. Iglitzin, and now let's continue on with your
2 Cross-exam nation.

3 MR, I GLITZIN. Thank you.

5 Wher eupon,

6 DAVI D TOUGAS,

7 havi ng been previously duly sworn, was called as a
8 witness herein and was exami ned and testified as

9 fol | ows:

10 CROSS- EXAMI NATI ON

11 BY MR I GLITZIN

12 Q M. Tougas, forgive ny ignorance, | know that
13 if I want to take a ferry right now from Ednonds to
14 Ki ngston | can get ny -- purchase ny tickets at the

15 booths if I'mdriving on, or | believe that there's a

16 spot to purchase them separately if | walk on. Can you
17 describe for us howif | amin Kingston and | want to

18 take the Aqua Express to Seattle or if I'min Seattle

19 and | want to take the Aqua Express to Kingston

20 physically, and assumi ng that | have no prior, have had
21 no prior contact, how would |I get a ticket or how would
22 | physically get on the ferry and then get a ticket, how
23 woul d | pay?

24 A We haven't worked out exactly the details of

25 how that's going to occur, but in general we have
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di scussed it, and we will have an office in Kingston
where people can get tickets. W will have tickets
avail able at, for exanple, the Thriftway in Kingston
just like State Ferry passes are available at the
Thriftway there and at various other locations in
Kingston. And if people want to ride on the ferry, they
can get on board the boat and pay on board the boat.

On the Seattle side, again we're going to be
docking at Pier 56, Argosy has a ticket booth there, and

we will be selling the tickets through the Argosy ticket

booth at Pier 56. And they will also, you know, |'m --
that will be our primary point of sale in Seattle.

Q On Exhibit 16 you list office rent as $12, 000
for the year. Wuld that be -- would that cover the

cost of leasing an office in Kingston fromwhich tickets
woul d be purchased?

A. Yes.

Q Woul d that al so be covering whatever other
of fice space Aqua Express had for the general manager
and the marketing manager and custonmer service rep?

A Yes.

Q Is there going to be any paynents made to
Argosy for the use of their ticket booth?

A They will receive a conm ssion on the sale of

tickets along with other third parties that sell the
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tickets for us.

Q And have you determnm ned how nmuch of a
commi ssion a third party who sells tickets is going to
get?

A. We have not determ ned a specific conmm ssion
rate. It will probably be a sliding scale depending on
how much they're selling.

Q Do you know what commi ssion the State Ferries
provi des for exanple Thriftway?

A No, | don't.

Q How did you conme up with the sum of $20, 801
for year one for the comr ssions and refunds?

A We assuned a commission rate of 1% of tota
revenue increasing to 1 1/2% in subsequent years.

Again, sonme tickets will be sold by third parties where
we will have to pay a commission, sone tickets will be
sold by ourselves and we won't be paying a conmi ssion on
the tickets that we're selling ourselves, and exactly
what the m x between tickets sold by third parties
versus tickets sold by ourselves we haven't determ ned
that. But again, it's 1%to 1 1/2% of our revenue.

Q It's fair to say though that if you' re going
to try to get people to sell your tickets by comm ssion
you're going to have to have the conmm ssion be well in

excess of 1% or 1 1/2%in all |ikelihood; is that
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correct?

A Not necessarily. | mean | think that, you
know, a |l ot of outlets have fairly |ow margins, and if
all they have to do is handle pieces of paper and
they're earning a couple of percent profit for what
they're selling, that they would be perfectly willing to
do that.

Q Well, if you were paying a 2% comi ssi on and

a store were to sell 100 tickets, that's $10.50; is that

correct?
A That's correct and --
Q Do you have any market study or any data on

which to base a conclusion that a Thriftway, for
exanple, is willing to do 100 transactions for $10?

MR, TROTTER. | will object to the question.
| didn't understand that there would have to be 100
i ndi vidual tickets versus a full package of tickets in a
di scount fashion, so | will object to the formof the
guestion, no basis in fact.

MR, WLEY: Your Honor, | join the objection
and indicate we're getting into a specul ative real mthat
| don't think is adding a whole lot to the record, so
obj ect on that basis as well.

JUDGE RENDAHL: M. lIglitzin, can you either

rephrase your question or narrow it.
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MR I GLITZIN. Thank you, of course.

BY MR I GLITZIN

Q Have you done any market studies upon which
you base your conclusion that third parties will in fact
be willing to sell tickets either singly or in bulk at a

conmi ssion level that's consistent with your $20, 000

estimate?
A We have not done any formal surveys, but we
are aware of people who have expressed a willingness to

do so. And again, nost of the tickets that third
parties would be selling would be the nonthly passes
rather than individual tickets.

Q W Il you rem nd me how nuch a nonthly pass is
going to cost in the first year?

A Well, it would be -- | need to calculate it,

and | can't find my calculator right now, stand by,

pl ease.

MR. WLEY: Can we do that subject to check
as well, Your Honor?

JUDGE RENDAHL: We can do that subject to
check.

Again, M. Iglitzin, is there -- can you
explain the basis for your questions here.
MR I GLITZIN:  Sure.

JUDGE RENDAHL: 1Is there a need to go further
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into this?

MR IGITZIN:. No, | think -- | think
probably the | ast question | guess, if | can just
clarify, | mean the overall basis is that all of the
nunbers presented by Aqua Express seemto be based in
| arge part on guesswork and specul ation, and |'m going
through all the various different wonderful revenue
sources which they're counting on and trying to
determne, as | did with the ridership and nowin this
case is the commssion, trying to figure out how they're
going to sell this many tickets with as few enpl oyees as
they plan on having, and the answer is in large part
they're going to sell themthrough third parties. |'m
trying to figure out whether that's actually a feasible
or whether there's evidence to indicate that that's a
pl ausi bl e or predictable operation, and that's why |'m
trying to find out if there were any studies or any
evidentiary basis to conclude that that will actually
wor K.

JUDGE RENDAHL: So can you repeat your
gquestion to the witness, and if it nmeans a cal cul ation
we can do it subject to check

MR I GLITZIN: Sure.

BY MR I GITZIN

Q Have you had an opportunity to figure out
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what a nonthly ticket book is going to cost?

A $106. W haven't operated the service, so we
can't determ ne exactly what our costs and our val ues or
our prices would be, and even if we were to do a study,
it would be based on hypotheticals. W however
col l ectively have been operating simlar types of
vessel s for decades, and we know what our costs are.
There are sone things that we can't predict |ike what
the price of diesel is going to be next nonth or if a
particular part on the boat m ght break next nonth and
we have to repair it, we can't predict exactly what our
future costs will be. However, we have extensive
experience as a partnership in operating these types of
vessels and in providing ferry services, and based on
that experience, we're confident that these are
reasonabl e nunbers and that we can generate at |east as
good of results as we have here. As investors, we
woul dn't be getting into this unless we felt |ike we
coul d make a success of this business.

Q And by we, are you speaking both for the
conpany that enploys you and the other principals in
Aqua Express?

A. I suppose | can't speak for the other
principals but certainly for us, and | -- | nean it

woul d not be rational for nmy partners to join in this
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partnership unless they expected to be financially

successful .
Q On Exhibit 19, probably in other places as
well, there's an indication that the |easing division of

Aqua Express, LLC, will generate $610,000 in gross
revenue and as | read this net incone of $415,000 and
200 of which -- $360,000 is coming fromthe

Ki ngston/ Seattle ferry service. So | guess just |ooking
at the gross revenue, | see a gross revenue of $610, 000,
$360, 000 is comng fromthe ferry service, where is the
ot her $250, 000 in income com ng fron®

A $150, 000 of it is comng fromthe charter of
the vessel to Alaska this sumrer. The remaining
$100,000 is comng froman estimated -- an estinmate that
we can charter the vessel 20 times over the course of
the year at an estimated charter rate of $5,000 per day
for the vessel. This would be for things |ike Seahawk
games, parties, weddings, various other trips that the
vessel could be used for during non-ferry operating
hour s.

Q I'"massuning that you will not be continuing
to | ease the Aqua Express to Al aska in subsequent
sunmer s.

A Correct.

Q And am | correct in saying that in the
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material that's been presented to the Conmm ssion you
don't present the financial nunbers of the ProFornma

i ncome statenment for Aqua Express, LLC, going forward
five years but only for the first year; is that correct?

A Correct.

Q Can you describe for the Cormission in a
little bit nore detail than appears on Exhibit 19 the
basis for your conclusion that the cost of the
concessi ons operation would be $142,000 in the first
year?

MR, SELLS: Your Honor, |'m going to object,
we went over this in great detail yesterday in
cross-exam nation, and this is just repeating of the
sanme questions that have al ready been answered twi ce.

JUDGE RENDAHL: M. lIglitzin.

MR ITGITZIN:. Wat | recall questioning this
Wi t ness about was the revenue projections for
concessions. | don't recall questioning this w tness at
all about the expense side of concessions. For exanple,
| don't recall asking M. Tougas who was going to be
selling the concessions, who if anyone is going to be
selling the concessions on the vessels, what Aqua
Express antici pates paying those people, which | assune
is what goes into the $142, 000.

MR, WLEY: Your Honor, | would join the
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objection. | recall specific testinony yesterday about
40% net, 60% cost on the concessions. | think we have
been over this area to a | arge degree.

JUDGE RENDAHL: | will sustain the objection
and let's nove on.

MR ITGITZIN: In addition to, | apologize if
this was nmeant to be precluded by the objection, please
et me know, I'"mnot trying to avoid the Judge's ruling.
BY MR. | GLITZIN

Q But the specific question about whether Aqua
Express intends to enploy additional people on the

vessel s beyond the four crew that you have previously

identified, | would like to know
A No, we do not intend to hire additiona
enpl oyees. The -- there would be a deck hand in the

gal l ey selling concessions when the galley is open. The
gall ey woul d be closed at certain tinmes when the deck
hand was needed to handl e ropes or what not.

Q | realized in | ooking at your ProForma incone
statement year one, | was assuming that that was the
first year of operation of Aqua Express in providing
Ki ngston/ Seattle ferry service. |Is that -- | now
realize that that's incorrect, isn't it?

A Well, it's again a budget, a projection, and

it's difficult to narrow it down to a particular tine
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frame. Exhibit 19 was primarily neant to show, nunber
one from a businessman's perspective, are we going to be
able to make this thing work in the first year. And
froma businessman's perspective, | think that this is a
reasonabl e projected i ncone statenent for the first year
and that it's sonething that we want to nove ahead with.

Q But it's not actually for the first year of
operation assum ng that the vessel begi ns operating
Septenber 1 or so, right, because you have included
$610, 000 in | ease revenue, and the substantial portion
of that comes prior and is only able to cone prior to
the ferry service actually comrencing, right?

A Okay, that's a valid point.

Q But the other nunbers |I take it, the ful
fare revenue numbers based on the first and second
colums are your contenplation of the first year from
t he comrencement of the comuter ferry operation?

A Ri ght, as detailed in Exhibit 16. That's,
you know, the one year, the first colum of Exhibit 16
again translates into that Exhibit 19, the first col umm.

Q Are you famliar with Exhibit 21, the
operating agreenent?

A Yes, | am

Q And is it fair to say that if Aqua Express,

LLC, needs nore noney, it needs to go back to the four
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principal s?

A Well, | think the first step in the unlikely
event that we needed additional funding, we would
probably go to the bank. | think, again, when we took
out our initial half mllion dollar |oan, we had severa
banks that were interested in | ending us nmoney. W
think that the vessel again is worth a ot nore than
what we paid for it, and the banks have expressed that,
you know, it's ample collateral for a loan, and so
think that we could get additional funding froma bank
before we had to go to the partners.

Q And if you couldn't get additional funding
fromthe bank, would you then go to the partners?

A. Again, it's becoming nore and nore renote of
an event that that would occur, but if it did occur
yes, the partners are willing and able to put additional
funding into the operation

MR, IGITZIN. [I'"mgoing to ask to strike
that | ast answer as nonresponsive. The question was
what Aqua Express would do, not to have this w tness
speak on behal f of other partners who he is not enpl oyed
by and can't properly speak for

JUDGE RENDAHL: M. Tougas, can you restate
your answer.

BY MR I GLITZIN
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Q And the question again was whet her the next
step if the bank doesn't conme up with nore noney is that
Aqua Express, LLC, has to turn to its partners for nore
noney?

A. Well, | guess, again, ny perspective right
now, | am enployed by Four Seasons Marine Services, and

"' mworking together with our other partners in order to

organi ze Aqua Express, and we will be hiring a genera
manager who will be an enpl oyee of Aqua Express, we wil|
be hiring an accountant who will be an enpl oyee of Aqua

Express, and so | don't want to put words into the nouth
of a future general manager, but | could specul ate that
that future general nanager would come to the partners
and ask for additional funding in the unlikely event
that that was necessary.

Q And is it your understanding of the operating
agreenent that three out of those four partners would
have to agree prior to the four partners making -- being
obligated to provide that additional nopney?

A Yes, a mpjority of the partners need to
agr ee.

MR ITGITZIN:. If | can just have one nore
m nut e.
| have no further questions, thanks.

JUDGE RENDAHL: Thank you, M. Iglitzin.
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M. Sells.

MR, SELLS: Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR SELLS:
Q M. Tougas, just to clarify one thing, |
understand that the vessel will be in charter in Al aska

this sumer; is that correct?

A Correct.

Q And will that be a charter at the market
rate?

A Yes.

Q And that if there is any other service

performed by one of the three partners or the four
partners in this business for Agua Express, wll that

al so be at market rate?

A. Yes, it will be.

Q No sweet heart deals for the partners?

A. No. In fact, because there's four partners,
any one partner -- | mean the other three partners are

going to nake sure that it's a fair market val ue
exchange, because they don't want one partner getting an
advant age when the other three partners get -- have to
hol d the bag.

Q And as | | ook at the materials here, it
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appears to ne that these four partners have, and | added
them up here, at |least 150 years conbined in the boat
busi ness in some manner or another; is that correct?

A I would need to calculate it, but I will take
your word for it, that's reasonabl e.

Q And | presunme that you fol ks have conme up

with a business plan to operate Aqua Express?

A Yes, we have.

Q And you have run the nunbers?

A Yes, we have.

Q And you have taken these nunbers by the other

partners, the four people with 150, 160 years experience
in this business, and you think you can nake it work?
A. Absol ut el y.
MR, SELLS: All right, | have no further
guestions, Your Honor.
JUDGE RENDAHL: M. Trotter.

MR. TROTTER: Thank you, Your Honor.

CROSS- EXAMI NATI ON
BY MR. TROTTER:
Q Coul d you first turn to Exhibit 19, please.
You were asked a question from M. Iglitzin regarding
whether this is a statenent applicable to year one, and

you focused on the Al aska | ease revenue being prior to
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when year one starts; do you recall that?

A Correct.

Q Are there any other itens on this sheet that
woul d conmence before year one starts, or would all the
other items be applicable to year one?

A. Well, | guess the one itemthat | could see
that mght -- well, actually there's a few, the interest
expense, again we've got a loan currently.

Q No, no, no, let me ask you before you get
started, that interest expense will also occur for the

year starting October 1st --

A Ri ght, that a --

Q -- through Septenmber 30th?

A. That's a one year's interest fee.

Q Right, that's what |'mtal king about, so that

woul d be an expense attributable to the first year of
operation?

A Correct.

Q Okay. 1'm 1l ooking for expenses on this sheet
like the | ease revenue whi ch woul d necessarily apply
only to a period prior to the beginning of year one.
Are there any others on this sheet that would qualify?

A. I don't see any others.

Q Now with respect to that | ease revenue, is

that actual cash received by Aqua Express, the $150, 0007
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A Yes.
Q Let's go to Exhibit 15, please, the interim
bal ance sheet. And when the $150, 000 cones in, | assune

it won't all come in at once, but each nmonth as it cones
in, will that go to cash?

A Correct. We have -- | -- on this bal ance
sheet or as of June 15th, we have made two $30, 000
paynments, so a total of $60,000 of the $150,000 is
included in the $180,000 in cash. And then the 1st of
July, 1st of August, and 1st of Septenber we have
addi ti onal $30,000, or Four Seasons Marine Services has
addi ti onal $30,000 paynents, so there's $90,000 in cash
coming in in the future.

Q And that's not reflected on Exhibit 15, is
that correct, the $90, 000?

A I think that the July 1st paynent is included
in the accounts receivable.

Q Okay. So it would be $60, 000 then that's not
reflected on this sheet?

A Correct.

Q And are all these figures on this sheet
actual figures, or are they projections?

A. No, they're approximtions. Again, generally
accepted accounting principles, you close the books at

the end of the nonth, and in order to give the
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Commi ssion the nost up to date information, we did this
i nterimbal ance sheet, which is a pretty good

approxi mation of the bal ances in these various accounts,
but we did not close the books, and they aren't firm
absol ute nunbers.

Q Okay. These are total conpany nunbers for
Aqua Express, LLC, correct?

A Correct.

Q So you haven't made any separati on between
operating divisions on this exhibit?

A No.

Q | believe you nentioned that the vessel is
secured, is security for the Foundation Bank | oan; is
that right?

A That's correct.

Q Since the | oan amount is $500, 000, if just
assum ng that the vessel had a fair nmarket value of what
appears to be its book value of $922,000, would that
i mply an additional $422,000 woul d be avail able for
col l ateral ?

A Assunming that, yes, there would be an
addi tional $422,000 in collateral

Q But | believe it's your testinony that the
boat exceeds that value as a market val ue prospect?

A Yes.
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Q So would it be fair to say that you could

borrow in the range of at |east $400,000 against this

security?
A At | east $400, 000.
Q $400, 000 nore?
A Yes.
Q Now Aqua Express, LLC, owns that vessel, not

the leasing division; is that right?

A Correct, I'm-- again, we have changed
exactly how we are organi zing the operating conpany and
the | easi ng conpany, and exactly whose nane is on the
title of the boat at this time I'"'mnot sure. Certainly
by the tinme we begin operations it will be in the nanme
of Aqua Express, LLC. We'Ill need to work with Kim
Mari ne documentation to make sure that the name on the
title or the certificate of docunentation is correct by
that time. But since both conpani es have commn
ownership and the intent is to put it all together as
one, by the tine we're operating the vessel, it will be
in the nane of Aqua Express, LLC.

Q My question was who owns it, whether it's
Aqua Express, LLC, or the |easing division of Aqua
Express. Is it your testinony that ACNT still owns it
and just awaiting a final transfer to Aqua Express?

A Again, |'mnot sure whose name is on the
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certificate of documentation at this tine.

Q Are you aware of any sale of the vessel from
ACNT to Aqua Express, LLC?

A We're still working with our tax accountant
on how to do that and whether or not the vessel will be

sold by ACNT to Aqua Express or whether the two

conpanies will be nerged.
Q | see.
A We're not -- we're still working on what's

the npst advant ageous way of transferring the vessels
and the conpani es together

JUDGE RENDAHL: M. Trotter, before you go
on, if everyone would please turn off their cell phones,
t hat woul d be hel pful, thank you very nuch.

Go ahead M. Trotter.
BY MR. TROTTER

Q You nentioned the vessel was currently | eased

to Four Seasons in Alaska at a rate of $30,000 a nonth;

is that right?

A That's correct.

Q Is that a full-time | ease?

A Yes.

Q So the operator, which | take it is your Four

Seasons conpany, has the right to use that boat 24 hours

a day, 7 days a week, in exchange for $30,000 a nonth?
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A Correct.
Q And that sane $30,000 is what you have

imputed as a nonthly rate in your ProFormas here,

correct?
A Correct.
Q But the Kingston/Seattle ferry will only be

using the vessel for ten hours a day, five days a week
and excluding state and federal holidays, correct?

A That's the plan, although if our service, if
we have the opportunity to expand service, they would
have the right to use it at additional tines.

Q For the times |I'mjust focusing on the

schedul e you' re proposing.

A. Ckay.

Q And your answer to ny question is yes?

A Yes.

Q Okay. So the leasing division could use it

during tinmes that aren't scheduled on your tariff,

correct?
A Correct.
Q You were asked sonme questions about where

Aqua Express would go to get funding if it needed
fundi ng, and you said the first place would be to go to
the bank, we tal ked about that a little bit. Did you

assunme for your answers that cash earned by Aqua Express
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1 from ot her operations such as | easing or concessions

2 woul d not be made available to the ferry service, or did
3 you assune that that cash woul d be avail abl e?

4 A | assuned that cash woul d be avail abl e.

5 Agai n, since Four Seasons Marine uses the same system |
6 just kind of nake a | ot of assunptions, and one of your
7 comments was about the bal ance sheet being for the

8 conpany as a whole and the income statenment being for

9 the divisions. Again, that's kind of second nature to
10 me that the assets are available to all the divisions,
11 and it's, you know, what do you do with the assets to

12 earn the revenue and to incur the expenses that shows up
13 on the incone statement. So to ne it's perfectly

14 natural to have one bal ance sheet and the incone

15 statenent broken out into divisions.

16 Q | understand, let nme just explain before I,
17 as a precursor to ny question, that |1'm focusing on the

18 statute which says:

19 The Conmi ssion shall determine that the

20 applicant has the financial resources to
21 operate the proposed service for at

22 | east 12 nonths based on the subm ssion

23 by the applicant of a ProForma financia

24 statement of operations.

25 And so |'m-- would cash from ot her
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operations of Aqua Express, LLC, be financial resources
that could be used to operate the proposed service
during the first year?

A Yes, absolutely. | kind of indicated that on
Exhi bit 20 again where | have the cash on hand as of
June 15, the charter paynents that we're going to be
receiving fromnow until the end of the year from Four
Seasons, or that Aqua Express is going to be receiving
Four Seasons, and ny estimated net cash fromleasing as
all being available to cover the operating expenses of
the ferry division.

Q Al right. So just in ternms of a hierarchy,
if the Kingston/Seattle ferry division needed cash that
it could not generate fromits operations, it would
probably first go to its other operations, the other

operations of Aqua Express, LLC, before it would go to

t he bank?
A Correct.
Q And then if it had to go to the bank, it

woul d do so, we have tal ked about that, and then next
the partners?

A Correct.

Q Turn to Exhibit 5. On the first page, this
is the Certificate of Inspection. Just above the niddle

it refers to persons on the vessel. And as | read this,
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it requires one nmaster, one |licensed mate, and three
deck hands, whereas you testified to one naster, one
licensed mate, and two deck hands. Can you -- am
m ssi ng sonet hi ng?
A. Yeah, if you read down a coupl e of
par agr aphs, it says, |akes, bays, and sounds, and then
you skip the next paragraph that starts Puget Sound and
the contributing tributaries, and then it says:
When one of the deck hands has been
designated by letter as a senior deck

hand as provi ded, the mate need not be

carri ed.
Q Okay, thank you.
JUDGE RENDAHL: M. Trotter, | note that

representative Ericksen is here, is this a good tinme for
you to take a break?

MR. TROTTER: O course.

JUDGE RENDAHL: Ckay, let's be off the record
for a nonent while we ask M. Tougas to nobve again.

(Di scussion off the record.)

JUDGE RENDAHL: Good afternoon,
Representative Ericksen, could you state your full nane
and address for the record, please.

REPRESENTATI VE ERI CKSEN: Doug Ericksen, 7028

Dahl berg Road, Ferndal e, Washi ngton.
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JUDGE RENDAHL: And is Ericksen with an E or
an O?

REPRESENTATI VE ERI CKSEN: Wth an E.

JUDGE RENDAHL: Thank you. Would you raise
your right hand, please.

(Wtness Doug Ericksen was sworn.)

JUDGE RENDAHL: Okay, please go ahead.

REPRESENTATI VE ERI CKSEN: | got out of jury
duty to be here today. | guess | would have been doing
that today sone way in one way or another no matter
where | was at.

CHAI RWOVAN SHOWALTER: Al so, just before you
start, remenmber that the court reporter needs you to
speak relatively slowy, and you can tell if she's
getting frantic.

REPRESENTATI VE ERI CKSEN: Ckay, | will be

measured in my conments from here on out.
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Wher eupon,
DOUG ERI CKSEN
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

REPRESENTATI VE ERI CKSEN: Thank you so nuch
for the opportunity to come in here and tal k today about
passenger only ferry service in Washi ngton state and
hopefully to give you a perspective fromny seat in the
state legislature as to our vision for POF service.
served as the ranking Republican on the House
Transportation Cormittee for the |last two years when we
have been going through quite a few, how to describe it,
twists and turns, ups and downs, with regard to
transportation funding in Washington state and also with
regards to how we prioritize our transportation spending
i n Washi ngton state.

As you are probably all aware, Referendum 49
was followed by Initiative 695, which was then foll owed
by the failure of Referendum 51, which put us on a
funding roller coaster with transportation. At various
poi nts our ferry system has been highly funded, and at
various points funding for our State Ferry fleet has
decl i ned.

In the legislative arena, | divide, and
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t hi nk many of ny coll eagues, divide the service between
car ferries and passenger only ferries in a different
light. The basic reasoning for that is under State |aw
and under our Constitution, 18th Amendnent doll ars,

whi ch are gas tax dollars and controlled by the
constitution, can only go for highway rel ated purposes.
The Supreme Court has ruled that car ferries are

consi dered hi ghways in Washington state, so they are
qualified for 18th Anendnent dollars, gas tax dollars.
Passenger only ferries, however, have never qualified
for gas tax revenue, which puts us in a bit of a
difficult situation to try to find funding for passenger
only ferry service in Washi ngton, because we sinply can
not use gas tax dollars.

So in the past we have been | ooking for ways
to provide a much needed service in the central Puget
Sound region in particular with regards to passenger
only ferry service but also trying to find a way that we
can do that without the State being involved. And
think if you look at the |legislation that has passed in
the last two years with regards to our ferry system you
will see a very clear nmovenment away from passenger only
ferries fromthe Departnent of Transportation and from
the | egislature.

Two years ago we passed two pieces of
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1 legislation in particular. One bill would have all owed

2 Kitsap Transit or any regional entity to forma public

3 taxing district to support passenger only ferries. The

4 second piece of |egislation, which was intended to

5 follow upon the first, basically allowed private

6 conpanies to conme in and be able to provide the service

7 if the other entities are not able to cone up with

8 fundi ng for POF service.

9 Well, the other vote | guess that | haven't
10 menti oned here yet today that the public took was the
11 vote in Kitsap County with regards to passenger only
12 ferry service, which resulted fromthe first bill that |
13 mentioned. | don't have the nunber in ny hands right
14 now, but we can get that for you for the record. And,
15 of course, that piece of -- the vote in Kitsap County
16 failed and not only failed a little bit, failed a |ot,
17 clearly showing that the public in nmy opinion was not
18 interested in funding the type of ferry systemthat was
19 put forward in that ballot title.

20 Wi ch then | eaves us with the second piece of
21 | egislation that the | egislature passed overwhel nmingly
22 and Governor Locke signed into | aw, which said we're now
23 going to let the private sector have a crack at

24 operating passenger only ferry service in Washi ngton

25 state. And | guess that's what brings us here today is
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really that second piece of |egislation and the
relationship with the UTC to overseei ng and naki ng sure
that these -- to overseeing this type of ferry systemin
Washi ngt on.

So ny purpose in being here today is that
fromm role as ranking menber on the House
Transportation Cormittee, | have to take a statew de
view of all of our transportation issues. | don't have
a passenger only ferry in ny district, we may in the
future. | do actually, but it's a part tine and it runs
to the San Juan Islands. But what we're | ooking at here
is how we can provide that service, and ny job | believe
frommnmy position is to make sure the public gets the
service that they want, and they have clearly said that
they would like to have the service, there is demand for
it, but how do | get that service to the people in a
cost effective fashion that allows private vendors to
operate the service, and | think that's where we are
today with the proposal we have and that fulfills I
think the intent of the legislation that we passed,
allows themto proceed if they can nove past this
hur dl e.

So | strongly urge us to nove forward, not
for the sake of Aqua Express or for Kitsap Transit, but

really for the sake of the people who want that service,
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1 who are willing to pay for that service, and really nove
2 it into the private sector. | think it's a great

3 exanple, not to get into phil osophy of governnent, where
4 the private sector can provide a service that the public
5 wants, demands, and is willing to pay for in a cost

6 effective fashion that also relieves the State of a

7 responsibility which is really outside of our nmin

8 m ssion in transportation, which is auto ferries, and

9 which we will continue to operate in Washi ngton.

10 So with that, | think that's all that | had
11 today. | would be happy to answer any questions you

12 have about the process that we went through in the

13 | egi slative arena to get where we are today.

14 And one caveat | should nmention, we are

15 currently operating a passenger only ferry to Vashon

16 Island with State dollars. That run is only funded

17 t hrough the course of the current fiscal cycle that we
18 have in Oynmpia. And also in the senate budget this

19 | ast year they did cut that run out or phase it out in
20 July or Septenber in various versions of the senate

21 budget, clearly | think indicating a desire to get out
22 of that run. W kept that one going because it provided
23 a service that wasn't available in other neans to get

24 from Vashon to downtown Seattle, you have to go through

25 the other route, but there were -- there were other
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routes available. So we do have one run currently
operating, but | think clearly the |egislature
denonstrated and DOT has denonstrated and Washi ngt on
State Ferries has denonstrated that they do not want to
continue to operate that one either.

So with that, | would be happy to answer any
guestions you may have today.

CHAI RWOVAN SHOWALTER:  Any questions fromthe
attorneys?

MR, IGITZIN: Not fromthe union, thank you.

MR, WLEY: Not fromthe applicant, thank
you.

MR. SELLS: No questions, thank you.

MR, TROTTER: | have no questions.

EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:

Q I have one question. For the Vashon ferry,
what is the source of funds there?

A Fl ex dollars, soft dollars. Qur basic -- boy
it's a long answer. All transportation taxes that are
not gas tax are available for other types, so it m ght
be comng from oh, let me see, what do we got out
there, the car tax, we have 1/10 of 1% sal es tax on

autonobiles that comes in for transportation. It could
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be various -- | could give |I guess a specific answer to
you, but | don't have it on the tip of my tongue right
now where our actual fund source is. |It's the Mtor
Vehicle -- it's the -- oh, shoot, it's called the, not
the Mbtor Vehicle fund, it's the --

Q The MVET?

A No, not our MVET.

Who can help nme out there?

Mul ti nodal account, thank you very much, it's
in the multinodal account, which accounts for those
ot her sources.

Q One ot her question, since your purviewis the
entire state transportati on system and budget, do you
have any concerns about the inpact of this passenger
only ferry on the Departnent of Transportation, or do
you see it as conplinmentary?

A I think a positive inpact on the Departnent
of Transportation actually. W were |osing nmoney | mean
operating POF service, | nean fare box recovery in the
40% range to operate passenger only ferry. So by not
provi ding that service, we actually save a | ot of noney
in the Departnent of Transportation

And | think your conpetition with the
Bremerton auto run really isn't there, because we are

al so subsidizing those riders right now actually, so the
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Brenmerton run where you pick up that extra fares, but |
see them conplinentary, not in conpetition even on the
Bremerton run. |f you |l ook at the other runs that we
aren't currently serving, there are routes that will be
served that don't even have an option potentially, so it
could help out I think. | see no conpetition between
the two.

CHAI RMOVAN SHOWALTER:  Thank you.

COWM SSI ONER HEMSTAD:  You just answered the
guestion that | was going to ask, so | have no others.

COW SSI ONER OSHI E: | have no questi ons,

t hank you.

CHAI RMOVAN SHOWALTER: Wel |, thank you very,
very much for com ng today.

REPRESENTATI VE ERI CKSEN: M pl easure, it's
my first trip into this building as a matter of fact in
six years in the legislature, soit's a -- | appreciate
the tough and difficult task that you fol ks have, and |
wi sh you luck as you work your way through this process.

CHAI RWOVAN SHOWALTER:  Thank you.

JUDGE RENDAHL: Thank you.

We'll be off the record for a few mnutes.

(Recess taken.)

JUDGE RENDAHL: M. Trotter, you're

continui ng your cross-exam nation of M. Tougas.
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MR, TROTTER: Yes, thank you, Your Honor

Wher eupon,
DAVI D TOUGAS,
havi ng been previously duly sworn, was called as a
wi t ness herein and was exam ned and testified as
fol |l ows:
CROSS- EXAMI NATI ON
BY MR. TROTTER
Q Pl ease refer to Exhibit 19. 1In the selling
general and adm nistrative section you show t axes,
property and other. Does that include revenue sensitive

taxes like the State B&O tax?

A It does include B&O tax.
Q And you also include in the mddle colum,
second to last line, depreciation. |s that based on the

$922, 000 vessel value or what val ue?

A Yes, it -- actually that caption should say
depreciation and anortization. W are depreciating the
vessel straight line over 10 years for book purposes,

and we are also anortizing the organi zati on costs over

15 years.
Q And what's your sal vage val ue?
A Zer o.

Q Turn to Exhibit 17, second page, and you show
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1 a total year one figure there of $1.13 MIlion in the

2 ri ght-hand si de of the page.

3 MR ITGITZIN. |I'msorry, what Exhibit was

4 this?

5 MR, TROTTER: 17, page 2.

6 CHAl RWNOVAN SHOWALTER:  What | abel row?

7 JUDGE RENDAHL: This is the year end total

8 MR. TROTTER: There's only one row of figures

9 on the second page of Exhibit 17, second page.

10 BY MR. TROITER

11 Q Do you see the $1.13 MIlion figure?
12 A Okay.
13 Q What conprises that figure? W tried to meke

14 the nunbers fromthe prior page add to it and could not.
15 Coul d you expl ai n?

16 A I would need to go back into the programto
17 figure out. This came off an Excel spreadsheet, and

18 woul d have to go back and find out what the fornula

19 sai d.

20 JUDGE RENDAHL: Wbuld you like to make a

21 record requisition?

22 MR. TROTTER: Yes, just the nunbers that go
23 into the figure on page 2, the total figure. And if

24 those nunbers don't appear on page 1, tell us where they

25 do appear.
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JUDGE RENDAHL: Did you get that, M. Tougas?
THE W TNESS: GCkay, |'mnot exactly sure

what - -

BY MR TROTTER

Q Ckay, let me just do it very briefly. Turn
to page 1 of Exhibit 17.

A Okay.

Q And you show three quarters of the way on the
ri ght-hand colum a total fare revenue of $927,000. Do
you see that?

A Okay.

Q And then on the second page you show a tota
of $1.13 MIlion for a year one total revenue. And we
just sinply did not understand how you got fromthe 927
to the 1.13, and if you can explain it now, please do
so.

A Oh, okay. | would have to go back and check
the records.

MR, TROTTER: Okay, so as Record Requisition

Nurber - -

JUDGE RENDAHL: 3.

MR. TROTTER: -- 3, | would ask you to
provide the figures that went into the 1.13 mllion

figure on page 2 of Exhibit 17, and cite the source of

those figures.
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Those are all ny questions, thank you.

JUDGE RENDAHL: Thank you.

Any questions, | guess, M. Iglitzin, you had
a few foll owup questions.

MR ITGLITZIN: | do very briefly.

JUDGE RENDAHL: O we're going to go to the
Bench first.

MR ITGITZIN:. |'msorry.

JUDGE RENDAHL: Ckay, |'m sorry, Chairwonman
Showal ter, do you have any questions for M. Tougas?

CHAl RMOVAN SHOMALTER: M. Tougas, it appears
to me you have been on that stand a very long tine, and
every question | mght have had has been asked and
answer ed, thank you.

THE W TNESS: Thank you.

COW SSI ONER HEMSTAD:  And | have no further

guesti ons.

EXAMI NATI ON
BY COW SSI ONER OSHI E:

Q M. Tougas, perhaps -- | have a couple
guestions, we can maybe clear the record. You just --
you testified in response to a question from counsel for
| BU that the discounted nonthly ticket was

approximately, for fare between Kitsap and Seattle, was
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1 approxi mately $106. And when | | ooked at the exhibit,

2 it seemed |ike you were multiplying the trips per day,

3 which is 21.2 or 3 or sonething like that, by $5 to

4 reach that figure. And is $5 the fare to go fromKitsap
5 to Seattle and return?

6 A. No, it is not, and you're exactly correct. |
7 was trying to nmultiply on the go, and you're correct, |
8 made a mistake there. And so it should be double that,
9 so $212 then for the nonthly pass.

10 Q Appr oxi mately, okay, thank you.

11 In response to questions from counsel for the
12 Conmmi ssion, M. Trotter, there was some questions with
13 regard to the relationship with ACNT, the partnership

14 and the financial institution which | guess is

15 Foundati on Bank. And really nmy question is the |oan

16 from Foundati on Bank, is that a | oan to Aqua Express or
17 a loan to ACNT who owns the vessel by which the loan is

18 secured?

19 A. The loan is to Aqua Express. Again, the bank
20 is aware of the plan that both entities will be merged
21 into one, and at this time the, you know, the -- well

22 the loan is to Aqua Express, and the vessel is the
23 security for the | oan.
24 Q And there's -- other than the vessel, which

25 is owned by ACNT; is that correct?
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A. Again, I'mnot sure exactly whose nane is on
the title at this tinme.

Q | believe you did testify to that. O her
than the vessel then, since that is the security for the
loan, | believe you testified that there is no other
partner guarantee for that loan; is that true?

A That is correct.

COW SSI ONER OSHI E:  Okay, | have no further
questions, thank you.

JUDGE RENDAHL: | have no questions, so to
you, M. Iglitzin.

MR, I GLITZIN. Thank you.

RECROSS- EXAMI NATI ON

BY MR I GITZIN

Q In response to M. Trotter's questions you
i ndi cated that Aqua Express is expecting another two,
wel |, actually another three paynents of $30,000 api ece
from| take it that's from Four Seasons?

A Correct.

Q O which one of those paynments is indicated
as accounts receivable, as part of the accounts
recei vabl e on Exhibit 15?

A Correct.
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Q W Il Aqua Express have additional costs
associated with the | ease of the vessel to Four Seasons
in the period of tine coming up where it's going to be
getting those additional checks, or is that sinply Aqua
Express waiting for the checks to conme in the mail?

A. The only costs are nornmal costs of ownership
of a vessel, primarily interest to the bank, but they
have no -- it's a bare boat charter, and so all costs of
operating the vessel and returning the vessel to Seattle
will be incurred by Four Seasons Marine Services.

Q | believe you testified that Agqua Express is
paying interest to the tune of $25,000 a year right now?

A Correct.

Q So are there any costs other than the
interest costs to the bank?

A Depreciation, which is a non-cash expense,
but --

Q ["mjust trying to find out any other cash
expenses that Aqua Express can anticipate having to neke
with regard to the vessel over the next two nonths while
it's --

A No.

Q Second question, are there any, are there in
exi stence any other bal ance sheets, audited or

ot herwi se, of Aqua Express either dated prior to or post
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June 15t h?

MR. WLEY: Your Honor, | assume that
qgquestion acknow edges the fact that the application was
filed with a balance sheet that's subsequently been
revised by this exhibit.

JUDGE RENDAHL: | think, M. Iglitzin, you
need to clarify what you're asking for

MR IGITZIN. O course.

BY MR. | GLI TZIN

Q What we have seen is sone financia
informati on on the application dated April 8th, 2004,
showi ng a negative bal ance of $3,500. W have seen a
docunent entitled interimbal ance sheet, Exhibit 15,
showi ng what it shows. M question is, are there any
other -- are there in existence any other bal ance
sheets, interimbalance sheets or audited docunents,
whi ch woul d be showi ng the financial informtion about
Agqua Express, the corporate entity Aqua Express?

A. There have not been any bal ance sheets
prepared separately, no.

MR, I GLITZIN: Thank you, those are the only
guestions | have, and then | do have sonme requests, sone
docunent requests.

JUDGE RENDAHL: Okay. As you had asked

yesterday | understand for financial statenents fromthe
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partners, and | understand that's what you wish to renew
ri ght now.

MR IGITZIN: | wish to renewthat. In
addition, I wish to request a copy of the | oan agreenment
bet ween Aqua Express and Foundati on Bank.

JUDGE RENDAHL: Ckay.

MR ITGITZIN. | would be happy to give an
expl anation for why | think those are appropriately
di scl osed, or it may be already evident to you and
won't waste your tine.

JUDGE RENDAHL: Okay, let's be off the record
for one mnute.

(Di scussion off the record.)

JUDGE RENDAHL: Just to clarify, what exactly
are you asking for, the financial information fromthe
partners will be Record Requisition Nunber 4, and what
is it that you're asking for?

MR. IGITZIN. Basic, and | apologize, I'm
not an accountant, and perhaps M. Tougas could even
expl ai n what types of docunents partnershi ps would
normal |y have, but |'m envisioning a basic bal ance sheet
showi ng assets and |iabilities of each of the four
principal s.

JUDGE RENDAHL: Okay. And then you're asking

for the | oan agreenent from Foundati on Bank, which would
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be Nunber 5. And what | would |ike to do is have the
redirect fromM. WIey and postpone any argunent on
these requests until after M. Deardorf testifies, if
that's acceptabl e.

MR I GLITZIN: That's fine, thank you.

JUDGE RENDAHL: Because | don't believe we
need M. Tougas for that deci sion.

MR, IGITZIN: That's fine.

JUDGE RENDAHL: Ckay.

M. WIey, please go ahead.

MR, WLEY: Two questions, Your Honor

REDI RECT EXAMI NATI ON
BY MR W LEY:

Q First of all, M. Tougas, you have had many
opportunities to tal k about the cost of the vessel and
the i nmprovenent valuation. | don't recall you giving
any market valuation of the vessel for the record.
Woul d you pl ease provide that based on your know edge.

A I first want to qualify this by saying that
I'"mnot a marine surveyor, which is the nane they give
to people that do eval uations. However, in the |ast

coupl e of years we have bought seven or eight vessels
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that are simlar to the Agua Express, and based on the
experience of buying these various vessels, | would
estimate the value of the Aqua Express to be between $2
MIlion and $3 MIlion, probably around $2 1/2 MI1ion.
Q Thank you. Do you have Exhibit 5 in front of
you? It's the Certificate of I|nspection.
A Yes, | have the Certificate of Inspection.
Q Woul d you pl ease indicate for the record who
the registered owner is listed as on Exhibit 5?
A. Aqua Express, LLC
MR, WLEY: Thank you, no further questions.
JUDGE RENDAHL: Ckay, | believe we're done
with M. Tougas, let's be off the record. M. Tougas,
you' re excused, thank you very much. We'Ill be off the
record and bring M. Deardorf up, thank you.
(Di scussion off the record.)
JUDGE RENDAHL: We're now ready to take the
testimony of M. Deardorf. M. WIley, please go ahead.
MR, WLEY: Did you want to swear the
Wi t ness, Your Honor, or have you already done that, |I'm
sorry.
JUDGE RENDAHL: | have not done that.
MR WLEY: kay.
JUDGE RENDAHL: So why don't | do that.

M. Deardorf, if you could state your nane,
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full name, and address, work address, on the record,
pl ease, and then | wll swear you in.

THE W TNESS: Okay. M name is Raynond
George Deardorf. M work address is 2911 Second Avenue,
Seattl e 98121.

JUDGE RENDAHL: And could you pl ease spell
Dear dorf .

THE WTNESS: It is DEEARDORF.

JUDGE RENDAHL: Thank you. Pl ease raise your
ri ght hand.

(Wtness Raynond Deardorf was sworn in.)

JUDGE RENDAHL: Pl ease go ahead, M. W/ ey.

(The follow ng exhibit was identified in
conjunction with the testinony of RAYMOND
DEARDORF. )

Exhibit 30 - 5/17/04 Letter to WJUTC from Sam

Kunt z, WSDOT.
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Wher eupon,
RAYMOND DEARDORF,
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 Hi, M. Deardorf, could you please provide
your enployer for the record.

A I am enpl oyed by Washington State Ferries.

Q How | ong have you been enpl oyed by Washi ngton
State Ferries?

A It will be 17 years this Cctober.

Q And what is your position with Washi ngton

State Ferries?

A. | am the planning director.

Q And how | ong have you been the planning
director?

A I have been planning director for 13 years.

Q And you are appearing today under subpoena

fromthe applicant, Aqua Express; is that correct?

A That's correct.

Q As planning director, what are your job
responsibilities just generally if you would tell the
Conmi ssi on?

A In a nutshell nmy duties are both short range,
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responsibility for short range planning, overseeing
servi ce planning and scheduling, as well as |onger range
pl anni ng, forecasting, determ ning what the systenm s
needs are going to be in the future, and al so managi ng
the systems tariff structure.

Q And as planning director of the Washington
State Ferry, can you tell us what the ferry system how
it interrelates to the agency in which it is |ocated,
pl ease?

A. Washington State Ferries is a nodal division
of the Washington State Departnent of Transportation.

Q And t he Washi ngton State Departnent of
Transportation to the best of your know edge is a State
agency, is it?

A That is correct.

Q Coul d you -- in what capacity do you engage
in systems planning and budgeting activities, and by
that I mean can you just generally describe what you do
for the ferry systen?

A As a -- in ternms of the responsibility for
| ong range planning and service planning, | have
responsibility for proposing the number of service hours
by route, by vessel class, also to determ ne by various
means what future ridership demands are likely to be and

what that neans in terns of facility and service needs
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in the future.

Q In the context of that planning role that you
provi de, have you | ooked at specifically the role of
passenger only ferries in the Washington State Ferry
Syst enf?

A. Yes, passenger only ferries have been a
conponent of Washington State Ferries' plan over the
| ast 10 or nore years, close to 20 years.

Q We had sone testinmony previously this
afternoon froma State |egislator who referred to an
exi sting passenger ferry route that the Washington State
Ferry System provides, could you just give us a
t humbnai | of where you have provi ded passenger only
servi ce, where you have curtailed it, and where you're
currently operating it, please.

A Washi ngton State Ferries has operated 2
passenger only routes over the last 18 years starting in
1986 with a parallel service between -- a parallel to
the vehicle ferry between Seattle and Brenerton. That
service was suspended in early 1989 for budget reasons
and resunmed again in 1990 and had conti nued up unti
Sept enber of 2003. There also is a route between
Seattl e, downtown Seattle, and the north end of Vashon
I sl and which began in April of 1990 and continues to

this day.
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Q What is the future in ternms of the
continuation of the Vashon passenger only ferry service
at present to the best of your know edge?

A That is in essentially the legislature's
hands. The legislature did budget authority to continue
operating the Seattl e/ Vashon passenger only ferry
t hrough the 03/05 biennium however, they did not
provi de any noney for capital funding for replacenent of
equi pnment and so forth.

Q Does that create logistical problens in terns
of the reliability of service if you don't have capita
funding for an existing route?

A It will in the future if that condition were
to continue.

Q Are you aware of certain devel opnments both at
the ball ot box level and in the State |egislature that
have i nmpacted the passenger only ferry provision of
servi ce by your agency?

A Yes.

Q Could you give us a little bit of background.
We have sone on the record already, but we would like to
hear it from your perspective in terns of what
devel opnents politically have inpacted both your job and
your agency's provision of service, please.

A I will start at the beginning, and sorry to
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put you through sonme history that you m ght have heard
already. But the ferry systemas | said was in the
passenger only business in the late 1980's and early
1990's in the Brenerton and the Vashon service areas.
These routes were in response in part to some |ong range
pl anning effort that had gone on in the ferry systemin
the early 1980's that had identified those two corridors
for future devel opnent of passenger only. There was
further work done in 1989. The Puget Sound, what is now
call ed the Puget Sound Regional Council did sonething
called a West Corridor Study, which identified severa
routes, studied several routes in the Puget Sound area
and identified sone for further analysis.

In 1993 the transportati on comm ssion
conmi ssi oned a passenger only inplenmentation plan which
laid out a blueprint for passenger only service operated
by the State for the Seattle/Bremerton route, expanding
the Seattl e/ Vashon route to include Southworth and al so
Seattle to Kingston. Washington State Ferries was
enbar ked upon this inplenentation plan. W were
partially there with the addition of two new vessels,

t he Chi nook and Snohomi sh, to the Seattle/Brenerton
route, and Referendum 48 or 49, I'mlosing track of the
ref erendum nunbers here, which passed in Novenber of

1998 provided funding to expand State service to both
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Sout hwort h and Ki ngston.

However, the passage of Initiative 695 in
Novenber of 1999 and the subsequent action of the State
| egislature in the 2000 session renoved the Mtor
Vehi cl e Exci se Tax source from Washi ngton State Ferries,
upon which not only was the expansi on of passenger only
servi ce dependent, but also a |arge anobunt of the core
preservation and service program And since then the
Seattle and -- the Seattle/Brenerton and Seattl e/ Vashon
routes were trinmed back to be weekday only by the year
2000 legislative session, and in 2003 the |legislature
approved ceasing the Seattle/Brenmerton service al
together in Septenber of 2003 and extended the Vashon
passenger only through June of 'O05.

Q And with that bit of history, is that the
only planned passenger only ferry service either current
or prospective that you can attest to as the director of
pl anni ng by the Washington State Ferry System at the

present time?

A If | could ask a clarifying question to that.
Q Sure.
A And in the context of Washington State

Ferries providing --
Q Correct.

A We have no budget authority by the State
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| egislature to operate anything other than the service
that we are operating right now. W are budgeted to the
servi ce hour by vessel class, by route, by the

| egislature, so it's very specific.

Q Based on your testinony, is it true that
because of economi c constraints al one that passenger
only ferry service to be provided by the Washi ngton
State Ferry System has been de-enphasi zed or ot herw se
constrai ned?

A. Washi ngton State Ferries was in a position
where it had to make up a significant amount of the
revenue that was |lost fromthe Mtor Vehicle Excise Tax,
and it was done through a conbinati on over the | ast
several years of both higher fares and reduci ng service
that did not produce nmuch fare bucks revenue in return.
So services like the passenger only route, which have a
very low fare box recovery rate, were a prinme exanple of
what coul d be renoved from service and save the state
operating nmoney and in future capital noney and not
result in a significant |loss of fare box revenue.

Q So in other words, you have inplenmented those
changes relating to higher fares and reduction of
service?

A Correct.

Q You nentioned in your recap a 1993 study, and
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I"'mwondering, it sounds |ike you have specifically
| ooked at passenger only ferries at | east about a decade
or alittle nore or so, is that really the last tinme you
engaged in a definitive type study or -- regarding
passenger only ferry service?

A. That was the last tine a study was
conmi ssioned by the transportation comr ssion. However,
since then we had been continually updating as
addi tional information becane avail able, and the
conditions in which we operate change al so, both in
ternms of overall ridership and costs and so forth.

Q Did you at that tinme in 1993 | ook at the
| aunch of any new passenger only ferry service,
speci fically Vashon Island, and study its inmpact on the
rest of the systenf

A In the 1993 study, no. W had done sone
survey work a couple years earlier on the Vashon
passenger only route. The Seattl|e/Vashon passenger only
route was one of few exanples of an entirely new ferry
route in Washington State Ferries' history, so it
provi ded a sonewhat uni que opportunity to cone by a year
later and to survey the riders and to see where they
came from whether -- yes.

Q Was that your only opportunity to look at a

new route like that in a forml sense after you surveyed
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1 it and then with this task force sort of provide sone
2 dat a?

3 A In the -- | guess to answer your question
4 it's the only conpletely new route that we have

5 i npl emrented in the system

6 Q What did you see when you | ooked at that

7 Vashon route in terns of a new passenger only ferry

8 route, did you nake any concl usi ons about where the

9 riders cane from you know, that sort of conclusion is
10 what |'m 1l ooking for?

11 A Yes, we did ask the question in the survey,
12 and to hel p understand the answer, the Seattle/Vashon
13 ferry route goes fromthe north end of Vashon to

14 downt own Seattle in about 30 minutes, and it is a

15 service that's conplinmentary to the Vashon Island to
16 West Seattle car ferry, which takes about 15 mi nutes,
17 but then there's about a 20 to 25 nminute drive or bus
18 ride fromWst Seattle to downtown. So what we asked
19 was, of the riders about a year after we started the
20 service, was what did you do before you took this
21 passenger only service which did not exist over year a
22 year ago, and the response was that about three quarters
23 of themwere riders that canme off of our existing
24 Fauntl eroy to Vashon service, and about a quarter of

25 them were conpletely new to the system
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Q In other words, they hadn't ridden the
Washi ngton State Ferry System before you offered the

passenger only ferry service?

A Correct.

Q Is that right?

A Correct.

Q You nentioned also in your testinony that the

Washi ngton State Ferries at |east at one stage over the
| ast decade was considering providing passenger only
service between Seattle and Kingston; is that correct?

A That is correct.

Q And what -- was that inpacted by the funding,
what specifically happened so that you didn't offer that
service?

A. Well, to go back into the context in which
that service was being proposed and was in the process
of being inplemented, you renenber the 1990's were a
period of economic growh in this area. Qur WAshington
State Ferries ridership was on the upswi ng, and al so we
had a what was then a dedicated tax source, the Motor
Vehi cl e Exci se Tax, which the ferry system had had a
portion dedicated to it | believe since 1990.

Al so the systemwas in an enviable financia
situation, not only did we have this tax source, but we

had been taking in revenues at a rate greater than we
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had been expending them so we were in the position
where we had approximately $70 MIlion to $80 MIlion in
cash reserves, which gave us the flexibility to expand
servi ces even though they may not be services that
returned very nmuch on the fare box. So that was the --
that was the context of the 1990's, if you will, or the
md 1990's.

You have to forgive ne, | think | have
forgotten the gist of your question.

Q My question went to the fact that you were
t hi nki ng of Kingston/Seattle as a viable route --

A Yes.

Q -- for the Washington State Ferries, and was
that inpacted by the curtail ment or cessation of funding
through these initiatives and referenda that you have
referred to?

A Absolutely, it was what -- it was what
essentially pulled the rug out from-- the financial rug
out from under Washington State Ferries.

Q And at one point certainly that was a new
service that you were considering offering?

A That was at one point, yes.

Q Could you tell us if you have studied -- have
you studied the inpact of a Kingston/Seattle run by

private ferries at all?
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A No, | have not.

Q You have not | ooked at any private party
provi der scenario; is that correct?

A No.

Q What is the Departnent's position with
respect to this application by Aqua Express? You're
famliar with the outlines of this application | assune
and have studied it, have you not?

A I have reviewed it, and the Departnent's
response was that there was no opposition to the
application.

MR, WLEY: |If |I may approach the witness,
Your Honor.

JUDGE RENDAHL: You may.

MR. WLEY: | have an exhibit that | want to
show hi m

JUDGE RENDAHL: You may.

MR. W LEY: Thank you.
BY MR W LEY:

Q M. Deardorf, calling your attention to the
exhibit that's been marked as 30 in this proceedi ng, can
you identify that letter fromyour Departnent, please.

A Yes, it was a letter from Sam Kuntz, the
Chi ef Financial O ficer of Washington State Ferries, to

the Utilities and Transportati on Comm ssion.
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Q And were you involved in witing that letter
with M. Kuntz?

A Yes, | was.

Q Are you aware of the 2003 legislation with
respect to the renoval of barriers to private operators
i n passenger only ferry service?

A Yes, | am

Q Do you view this application as consistent
with that change in | aw?

A. Yes, as an organi zation and personally, yes,
both, to both.

Q If the WUTC were to deny this application,
are you aware of any public provider option for direct
servi ce between Seattle and Ki ngston?

A. I am not aware of any such public operator.
Certainly Washington State Ferries is not in a position
to start service.

MR. WLEY: Thank you, no further questions.
BY MR. W LEY:

Q Ch, excuse me, M. Deardorf, there's one
additional exhibit that | would ask you to identify and
just state for the record what it is.

A. Ch, this is a summary of the Departnent of
Transportation's budget for the 03-05 bienniumthat cane

out of the '03 | egislative session.
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Q And this puts in context sone of the capital
i mprovenents and repair and nmai ntenance and operating
budget itens that you have referred to?
A Correct.
MR, WLEY: No further questions, Your Honor,
| tender the witness and of fer Exhibits 30 and 31.
JUDGE RENDAHL: Are there any objections to
Exhi bits 30 and 31?
MR, IGITZIN: Not from the union.
JUDGE RENDAHL: Thank you. Hearing no
objection, they will be admtted.
Let's turn to you, M. Iglitzin.

MR. I GLITZIN. Thank you.

CROSS- EXAMI NATI ON

BY MR. I GLI TZI N:

Q Good afternoon, M. Deardorf.
A Good afternoon.
Q | take it fromyour testinony that at sone

point the State Ferries was contenplating setting up or
starting a passenger only ferry from Ki ngston to
Seattl e?

A That is correct.
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Q And what kind of studies or analysis of such
aroute did the State Ferries do?

A There was a nunber of different anal yses done
over the years. The first starting with the West
Corridor study fromthe Puget Sound Regi onal Council in
1989. We did a further study in 1993 with the passenger
only inplenmentation plan directed fromthe
transportati on conmi ssion. And we have done periodic
updat es of forecasts of ridership on those particul ar
servi ce expansions during those tines when they were
bei ng proposed.

Q When you say periodi c updates, how nany
updates were there, and |I'm asking you specifically
since this is what we're here for, updates or
proj ections or studies of the Kingston/Seattle ferry,
passenger only ferry service?

A I think I have | ost count of how many tines
we have done it, because there have been -- we have --
we had to nake different runs at it through various
| egi sl ative sessions. Probably the | atest one that was
done was in preparation for Referendum 51, which was on
t he September, or excuse nme, Novenber 2002 ballot. That
was the last tine there was any State proposal to
i mpl enent a Seattl e/ Ki ngston passenger only run

Q And was this study or updated study done by
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your office?

A Correct.

Q And is it sonmething that you could | ocate and
produce for us?

A. It's possible. Forecasts have a short shelf
life, so | can't guarantee | still have the

docunentation for that, but | can nake a try at tracking

it down.
Q Can you tell us in a little bit nore detai
with these studies, were these -- how was your

i nformati on updat ed?

A W rely on a large scale transportati on node
that has its roots in the overall regiona
transportation nodel that's kept by the Puget Sound
Regi onal Council. W have devel oped a transportation
nodel fromthat that's nore specific to the ferry
routes, and this allows us to test different service
attributes and different |inkages, if you will, under
di fferent service characteristics such as crossing tine,
frequency, and fares. So that's typically what we use
at least as a starting point in analyzing trave
forecasts.

MR, I GITZIN:  Your Honor, | would like to
make a formal records requisition fromthis witness if

he can in fact obtain or find copies of certainly the
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nost recent update, oh, and plus | guess any earlier
studi es that would be necessary to understand the
update. It sounds fromthe testinony that this update
woul d give us some insight into the actual comunity
need, the likely use by the community by passengers of a
passenger only ferry between Kingston and Seattle. It's
not so renote in time as to not | think be useful to us.

JUDGE RENDAHL: Okay, M. Deardorf, does that
make sense to you, what he's asking for?

THE WTNESS: Yes, it does. | would want to
add one comment though that our ridership estinmtes were
based on our proposed service attributes, so it was our

fares, our proposed schedul e, and our proposed crossing

time.

(Di scussion on the Bench.)

MR, W LEY: Your Honor

JUDGE RENDAHL: M. Wi/ ey.

MR. WLEY: | would like to make a fornal
objection. | question the relevance of this records
requisition request. | don't think it has any bearing

on the financial evidence of the applicant.
Additionally, this witness is being produced solely to
show t he inpact upon an agency eligible to operate or
operating a ferry, a passenger only ferry system not

for need. | specifically avoided questions of need, so
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I don't think this is a very relevant request or that it
wi |l add anything to the record.

MR, TROTTER:. O course, a record requisition
is not -- doesn't necessarily nean it will be admitted
but it does appear that there has been no substantia
need for this evidence, obviously different fare
structure, different schedule, it's conparing apples and
oranges to this fare structure and this schedule. So
I"mjust concerned that we're putting this person who
was under subpoena to sone effort with no real relevance
to come of it.

JUDGE RENDAHL: M. lglitzin.

MR ITGITZIN:. Well, | was actually trying to
save everyone time. | can ask further questions to
illicit further information about the studies. For
exanple, | think when we see the study or if
M. Deardorf has a recollection now and find out that
the anticipated fare structure was a cheaper ticket
let's say for a crossing, and if we can see what the
likely usage and in particular the extent to which
passengers are anticipated to switch from using say
Seattl e/ Bai nbri dge or Bremerton/ Seattle, we could meke
i nferences that fewer passengers nmight use the service
if the tickets were npbre expensive or nore passengers

mght use it if it's I ess expensive. | think those are
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the kind of information from which we draw inferences
all the tinme.

But | guess first of all, the records
requisition, even if you were to think this only goes to
need, we're going to be getting to need soon enough, and
by the tinme this docunent was produced, it would be
produced in a tinely fashion for the Conmi ssion to have.
| think it's hard not to say that a study done by
Washi ngton State Ferries in 2002 relating to the
potential demand for Kingston/Seattle ferry service
isn't relevant to the Comm ssion's job of determning
whet her or not the criteria for -- including need or --
have been established by this applicant. Just on a
comon sense level, it's probably anong the best --
probably the only really solid evidence or systematic
evi dence that we're going to have as to need.

But even as to the econom c inpact which
we' re tal king about today, we have heard testinony from
this witness that according to the one study the ferries
did of the Vashon passenger only ferry, three quarters
of the passengers on that ferry basically noved to using
t he passenger only ferry from usi ng anot her WAshi ngt on
State Ferry service. So | don't want to be in a
position of us trying to guess, well, if that was true

of one route at Vashon, then we can just assune that
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three quarters of the people who are going to use the
proposed Aqua Express service are people who ot herw se
woul d have been payi ng passengers on the Bai nbri dge or
the Bremerton ferries. |If in fact there is evidence
fromwhich we would [ earn that the nunmber is actually
closer to one half or one quarter, then that suggests
that the econonic inpact on the Departnent and on the
State Ferries is less than it would be if the evidence
based on the State Ferries' research indicates that
fully four fifths of the passengers who will use the
Aqua Express service would otherwi se be fare paying
passengers of the State Ferries. |In order to be able to
do sone basic math and say --

CHAl RMOVAN SHOWALTER: | think we have heard
enough of your rationale.

MR I GLITZIN:.  Sorry.

CHAl RMOVAN SHOWALTER: My question is, if you
wanted to use this witness or any other witness for this
pur pose, why haven't you called this w tness or
requested this docunent and put on the evidence
yoursel f?

MR ITGITZIN:. Well, the IBU hasn't put on
any case --

CHAl RAOMAN SHOWALTER: | realize that.

MR I GITZIN. W haven't put our case on
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yet, and we have -- still have an opportunity at a |ater
date to identify the witnesses that we'll call, and it's
quite possible that if this records request is denied
that we would then list this witness as one of the IBU s
W tnesses and pursue exactly that line. It seens |like a
waste of time if frankly all we want at this point in
time fromthis witness is the State Ferries' studies for
us to then put himas part of our case in chief. But
it's a fair question, but it just seems so clear to do
it this way.

Frankly | didn't realize and | -- that the
applicant presenting the witness to the State Ferries
woul dn't be presenting all of the information reasonably
accessi bl e about this proposed route. It seened to ne
that in the applicant's interest in having the
Conmmi ssion be as fully inforned as possi bl e about what
we' re tal king about here that that woul d have been a
natural request for the applicant to meke.

MR, TROTTER: Your Honor, if | could register
a comment at this point. M. WIley indicated quite sone
time ago that he intended to call a witness fromthe
Department of Transportation, and | believe in our very
first pre-hearing conference M. Iglitzin identified
potential w tnesses that he was intending to call, and

yet none of the exhibits or -- there was certainly anple
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opportunity for Staff too to predistribute evidence on
those subjects. Now some subjects we didn't have that
opportunity, the specific ProFormas and so on cane in
kind of at the last mnute. But this evidence regarding
t he Department of Transportation has been there since
the day this case began, so | think there is certainly a
concern that | have that people are going to be coming
up with evidence that could well have been presented in
the context of this hearing, which was of course the
whole point. So | think the Chairman's concern is, if
I'"'mhearing it correctly, is well taken. | guess we'l
cross the bridge when we conme to it, but | don't see any
i rpedi ment for any party, including Staff, to put
forward these studies if we figured that they were
pertinent.

JUDGE RENDAHL: M. WIley, did you have any
final coment?

MR. WLEY: Just, Your Honor, to reiterate
that | presented this witness for the statutory issue
that | have indicated, and | as counsel for the
applicant can direct what evidence | want in ternms of
our showi ng, and | have done what | wanted to do with
this witness. | don't think this exhibit is at al
material to this hearing, particularly because of the

appl es and oranges issue that M. Trotter originally
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rai sed.

JUDGE RENDAHL: Thank you, we'll be off the
record for a nonent.

(Di scussion on the Bench.)

JUDGE RENDAHL: In considering all the
parties' argunents on this issue, M. Iglitzin, while
this mght be information that could be hel pful to your
position, it is information that was available to you
possi bly earlier in thinking about this. And given that
the witness is under subpoena and there is no counse
here for the Departnent of Transportation and we do not
know how burdensone or if there's any sensitivity about
this information, at this point we're declining the
records requisition and sustaining the objection. But
you are wel come to pursue this on your own, and we're
not saying that it is not relevant at this tinme, but
just given our concerns about the information w thout
M. Deardorf being represented by State counsel, that's
our position at this tine.

MR, I GITZIN. Thank you.

If | could have just a nonent.

Because | will probably be calling
M. Deardorf, | won't have any further questions for him
at this tinme.

JUDGE RENDAHL: Thank you.



0320

1 M. Sells.

2 MR, SELLS: | have no questions, thank you.
3 JUDGE RENDAHL: M. Trotter

4 MR, TROTTER: Just a couple.

5

6 CROSS- EXAMI NATI ON

7 BY MR. TROTTER

8 Q Pl ease turn to Exhibit 31, which is the 2003
9 | egi sl ative session transportation results. Starting
10 with the first page, the first half of the page appears
11 to be the funding sources for the Departnent of

12 Transportation; is that right?

13 A Ri ght, over the -- over a ten year period,
14 correct.

15 Q Okay. And | didn't see anything there for
16 fare revenue fromthe State Ferry System did | mss

17 somet hi ng?

18 A In the -- on the back page there is --

19 JUDGE RENDAHL: When you say the back page --
20 THE WTNESS: Ch, |I'msorry.

21 JUDGE RENDAHL: -- you nean the |ast page?
22 THE W TNESS: Yes, excuse ne, yes.

23 A. The ferry systems two year budget and plan

24 for beyond, two year being 2003-2005, and then the ten

25 year plan beyond, this is a listing of the expenditures.
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The capital budget is in the top box, which is $182
MI1lion for the bienniumand then $1.3 Billion for the
curmul ative of the ten years. And then below in the

| ower box in the second line is the 03-05 two year

operating and mai ntenance budget, $314 MIlion and then
$1.6 Billion for the ten year period. |In terms of fare
box revenue, | don't see that broken out specifically

here. Going back to the second page you can see that
the Departnent's, the top box on the second page, the
Departnment's total operating budget is $1 Billion,
$1, 031, 000, 000. It doesn't spell out specifically the
Washi ngton State Ferries' operating budget there or its
fare box revenues, although that was the -- the
expenditures were on the back page. If | renenber now
your original question, it was the fare box, you wanted
the fare box revenue for the bienniun®

Q I guess ny question was where does fare box
revenue appear in Exhibit 317

A. Okay. It would be part of what supports the
operating program It's not culled out separately in
this document.

Q But going to the |ast page of the exhibit in
the bottom box, second item ferry system mai ntenance
and operation, the DOT in the shaded box there needs or

is budgeting to spend $314.7 MIIlion over the current
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bi enni unf

A That's correct.

Q And in terms of -- and would that be net
expenditures, so it would be net of revenues?

A. That's if | understand your question the fare
box revenues are a part of what funds that too. |
believe our latest forecasts for 03-05 is | think we're
taking in sonewhere along -- we're forecasted to take in
somewhere al ong the |ine of about $250 MI1lion, maybe
255. | may not have the nunber exactly right going off
the top of ny head. And that's the portion of the 314
that's funded fromthe fare box.

Q Okay. So the approxi mate annual fare box
revenue for the State Ferry Systemis around $250 to

$255 M I1ion?

A No, it's half of that.

Q Okay.

A Annual woul d be $125, $126 M 1ion.
Q. Very good, thank you.

And so staying with the |ast page, the actua
budget approved by the | egislature for fiscal 2003, for
t he biennium 2003 to 2005 is $2.605 Billion, and the
operating budget is $1.031 Billion?

A That's correct.

Q You nentioned you're an enpl oyee of
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Washi ngton State Ferries and that the Washi ngton State
Ferries is an operating division of Departnent of
Transportation?

A Yes, a modal division specifically.

Q And is it your understanding that the
Washington State Ferries is or is not a separate State
agency?

A My understanding is that we are part of the
State agency call ed the Departnent of Transportation

Q If the Departnment of Transportation wi shed to
provi de passenger only service between Kingston and
Seattle and it had the equi pnent and enpl oyees to do it,
just make that assunption, could it do that in the
current bienniunf?

A. No, we could not. We would need specific

| egi sl ative authorization to expend noney on a specific

route.
Q And you don't have that at this tine?
A We do not.
Q Okay. What is your expectation with respect

to the Vashon passenger ferry beyond this bienniunf
A That truly is in the hands of the

|l egislature, and | don't care to speculate as to what --
Q Are you aware of any commtnents by the

| egi slature that that route will continue?



0324
1 A. I amnot aware of any. | do knowthat it is
2 a topic of considerable debate in the Washington State

3 Legi sl ature.

4 MR. TROTTER: That's all | have, thank you.
5 JUDGE RENDAHL: Thank you.

6 Any questions fromthe Bench?

7 CHAI RMOVAN SHOMWALTER: | don't really have

8 gquestions, it's alittle bit nmore of a coment, which is
9 this di scussion on revenues, ny take on this is that

10 there was a | ot of discussion of budget expenditures or
11 proposed expenditures, which is not the sane as

12 revenues. Presunmably one's budget is backed up

13 somewhere by revenues, but this four page docunment is in
14 my view sinply not a real list of revenue sources. It's
15 a very, very high level projection of nostly

16 expenditures, and it's relating to a fundi ng package,

17 but that itself is not necessarily anything that's

18 conprehensive. So | guess |I'mjust stating that | think
19 some of the witness's answers may be not accurate in

20 terms of the questions that you were asking. Perhaps

21 this is inappropriate for me to say, but | want to

22 acknow edge that this document is not a revenue

23 document .

24 MR, TROTTER: |If | might just ask a follow up

25 guesti on.
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1 BY MR TROTTER

2 Q Let's go to page 2 of Exhibit 31 and | ook at
3 the top box. Does that show that the |egislature has
4 authorized the DOT's operating budget at a | evel of

5 $1.031 Billion?

6 A Correct.

7 Q And is it correct that the two |ines above
8 that total for preexisting funding sources and new

9 fundi ng package represents the revenue sources that wll
10 be avail able, the sources of the revenue that will be

11 available to the Departnent to actually operate that

12 budget ?
13 A Correct, yes.
14 Q And those are things |ike taxes and ot her

15 fundi ng sources?

16 A Right, and ferry fares would be a conponent
17 of that as well.

18 MR. TROTTER: Thank you.

19 JUDGE RENDAHL: Any other questions fromthe
20 Bench for M. Deardorf?

21 COW SSI ONER OSHI E: | have no questi ons.

22 JUDGE RENDAHL: Ckay, and | have no questions
23 either, M. Deardorf.

24 M. Wley, I"'mgoing to turn to you if you

25 have any redirect.
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1 MR. WLEY: No, | don't, Your Honor
2 JUDGE RENDAHL: M. lglitzin.

3 MR, I GLITZIN. Thank you.

4

5 RECROSS-EXAMI NATI ON

6 BY MR I GITZIN

7 Q Just followi ng up on sone of M. Trotter's

8 guestions, he was aski ng about fare box revenue | ooking
9 at Exhibit 31. Correct ne if I'mincorrect, but fare
10 box revenue does not in a given bienniumaffect the

11 service that the Departnment of Transportation provides;
12 is that correct?

13 A The only -- the situation that could energe
14 that it would would be if we did not nmeet our projected
15 fare box revenue.

16 Q But if you didn't nmeet your projected fare
17 box revenue, that even in a given biennium is it

18 possi bl e that service cuts or price increases m ght need
19 to be inpl enented?

20 A I would not care to speculate as to what

21 coul d happen after that. That would certainly be a

22 matter before the |egislature.

23 Q G ven your experience over tinme, is it fair
24 to say that fare box revenue is an issue in determnning

25 in future biennial budgets what services are provided at
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what cost to the public?

A Qur estimates of fare box revenue that we
take in are used in our budgeting process for
i dentifying how nuch cones from what source and how nuch
overall revenue that we would have to use in the system

Q But specifically it would also -- it's also
used in the planning process both by your departnment and
by the legislature in determ ning what services to
provide; isn't that correct?

A. It is used as part of an overall picture of
both fare box revenue and antici pated tax sources, to
answer that very question.

Q But | believe you testified that with regard
to the passenger only ferry service that did exist that
was t hen suspended either tenporarily or at |east
currently that one factor was a low rate of fare box
revenue return for those particul ar services.

A For the Washington State Ferry Services that
we provided with our operating cost structure and the
fares that we charged, yes.

Q So it's fair to say that if there is a change
in the rate of fare box revenue return for a particular
service, that is something the planning departnment and
the Ferries, the Departnment of Transportation, would

have to consider in anticipating and planning future
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service that it's going to provide?

A Well, we would need to take into account fare
box revenue as well as any other tax sources that we
have available to us in our planning the future course
of the system

Q And a sudden decrease in fare box revenue
woul d be one factor you have to take into account?

A A sudden decrease in any of the factors
i nvol ved coul d and have resulted in changes, yes.

Q Changes in what?

A In service or in fares.

MR, I GLITZIN. Thank you.

MR. WLEY: One question based on that.

REDI RECT EXAMI NATI ON
BY MR. W LEY:

Q It's true, is it not, M. Deardorf, that
price increases by the Washington State Ferries are
subj ect to approval by the Washington Transportation
Commi ssion, you can't inplement themunilaterally, can
you?

A That is correct.

Q And sinmlarly service |levels and service
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augnment ati on or decreases typically are controlled by
the legislature in terns of expenditure appropriations;
is that correct?

A That is correct.

MR, WLEY: No further questions.

EXAMI NATI ON
BY JUDGE RENDAHL:

Q I would just like to clarify, M. Deardorf,
you spoke earlier in your testinony of the
transportati on comi ssion, and you just spoke of the
Washi ngton Transportati on Commi ssion, that's not a
reference to the Utilities and Transportation

Comm ssion --

A Yes.

Q -- but the State Transportati on Conm ssi on,
correct?

A That is correct.

JUDGE RENDAHL: Ckay, thank you.

| don't think there's anything further for
this witness. M. Deardorf, you're excused, and | do
hope you neet your destination on tine.

THE W TNESS: Thank you.

JUDGE RENDAHL: Okay, we will be off the

record.
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(Di scussion off the record.)

JUDGE RENDAHL: We have to address the
argunments on revenue, the records requisitions. Go
ahead, M. Iglitzin.

MR I GLITZIN:. Thank you. As | understand
the standard for the decision before the Conmi ssion, one
of the issues is that Agua Express has to show a
denonstrated ability that it has the financial resources
to operate the proposed service for at |east 12 nonths
based upon the subm ssion by the applicant of a ProForm
financial statenent of operations and that that's been
interpreted nore broadly as being that the ability of
the applicant to be able to provide the proposed service
for 12 months is one of the issues before the
Conmi ssi on.

What we have is an LLC, a conpany that has no
prior or current experience in providing any service.
The only service that this conpany has -- is currently
providing is leasing the vessel. It has a unaudited
bal ance sheet that has changed dramatically in the two
iterations we have seen fromApril to June, alinmted
amount of cash which it seems to have -- even though we
know it started with $500,000 in cash, it seenms to have
burned through a ot of it already, and various

projections, the plausibility of which | will |eave to
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anot her tinme to discuss.

It seens, however, that it is extrenely
rel evant in deternmining whether this applicant really
can function for a year, given the possibility that sone
of its income projections will turn out to be unduly
optim stic and some of its expense estimates will turn
out to be also unduly optinmistic, that we have before
t he Comni ssion sonme real evidence as to this applicant's
financial stability and ability to weather what | think
pretty nuch every startup business that's ever begun
wi th high hopes and optimstic projections has run into
problenms that it did not anticipate. This applicant has
cited two sources of additional funding should it need
additional funding. And | think if you | ook at what
their nonthly expenses are, you will see that it's very
likely that they will, in fact, at least as an initia
matter gone through the cash they have on hand. And if
their revenue stream does not materialize and
materialize fast, they will find thenselves in an
econom ¢ hol e.

And the testinmony of M. Tougas was that
there are two things that they can -- that this
applicant can do. One is they got $500,000 fromthe
bank, they can go back to the bank and get nobre noney,

because the vessel which is collateral for the |oan
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which is listed on the bal ance sheet which has been
presented to you as a docunent which you're supposed to
put some credence in but we're now told that actually

the value of the vessel as listed on the bal ance sheet,

Exhibit 51 believe it was, M. Tougas, |'msorry,
Exhibit -- well, it's in there somewhere, that
M. Tougas now says, well, actually the vessel is not

worth $970, 000, which is what he said on the bal ance
sheet, now the vessel is worth between $2 and $3
M 1lion.

I think we all know if we have had any
experience with banks, the fact that your house might be
assessed a certain anount by the county doesn't mean,
for exanple the county, that the bank is going to | end
you that anmpount of nobney equal to that. | think it's
i mportant if one option that the conmpany is citing as a
basis for its financial ability is that it can go back
to the bank, | think we should take a | ook at the | oan,
what the bank for exanple has assessed the vessel at or
what anount of nopney the bank has said -- there was no
testinony that there was a $1 MIlion line of credit of
whi ch the bank has provi ded $500, 000, all we have seen
so far is the bank has | oaned $500, 000.

The fact that M. Tougas said that other

banks were eager also to | end noney doesn't nean that
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ot her banks are going to be eager to put thenselves in
t he subordi nate position to Foundati on Bank once there
is already a $500,000 lien on the vessel or that
Foundati on Bank which was eager to |l end $500, 000 woul d
be eager to | end anot her $500, 000.

If the applicant is not able to persuasively
show that it can go back to the well nore tinmes in ternms
of the bank, then it is clear that what happens if this
applicant starts burning through noney and its expense
rate which even under its own optim stic projections are
at several hundred thousand dollars a nonth, so the cash
it has on hand is not going to |ast very long when it
has to pay those expense, that Aqua Express will go back
toits principals, and that's where you run into the
i ssue, so that's not at all reassuring in terns of Aqua
Express's viability for two reasons.

First of all because the principals are
entitled to say no, and that's one issue which has to be
addressed by the Commission in ternms of whether Aqua
Express has financial viability, but should the
Commi ssion find that those principals are going to want
to provide financial support to Aqua Express for six
months or a year to get it through a period which those
principals m ght deemto be of tenporary financia

di stress, then the question is whether those principals
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1 actual ly have the financial resources.

2 Sitting here, | don't have any evidence to

3 present that they don't, but it's clearly the

4 applicant's burden to show that it has the financia

5 resources to operate the proposed services for a year

6 Si nce Aqua Express clearly does not itself have those

7 financial resources, | think it's fair to allowit to

8 argue that it effectively has those resources because it
9 is owned by principals who have those resources, but I
10 think it's inportant to see some docunentation of that.
11 Thank you.

12 JUDGE RENDAHL: M. W/ ey.

13 MR. WLEY: Yes, Your Honor, why don't we

14 start, do you want me to address the bank | oan records
15 requisition as well as the financial statenent, or do
16 you want to take themone at a time? | can do both to
17 save time.

18 JUDGE RENDAHL: You can address them bot h.
19 MR. WLEY: Let's start with Records
20 Requi si ti on Nunmber 5, which | understand to be the | oan
21 agreenent with the bank. | aminformed by ny client at
22 the break that we will provide that records requisition
23 do not have an objection.
24 Wth respect to the financial statenent of

25 the nenbers of the LLC, we do have a strong objection
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Your Honor, for nore than just one reason. Certainly
M. lIglitzinis correct the statutory showi ng required
is our burden. W have never shirked that burden, nor
have we avoi ded that, and we have presented testinony
and exhibits with that express statutory provision
firmMy in mnd.

That being said, we have al so had testinony
t oday under oath about other sources of funds other than
just the bank |oan, which are operations and
M. Tougas's statenent with respect to other sources of
i ncome and other interests of the principals in making
this a viable operation. More inportantly though, the
reason that they are concerned about producing financia
statenents is not so nmuch rel evance, which | agree it
isn't relevant in terns of the showing that we are
proffering here, but because they are potentia
conpetitors in chartering and bare boat operations, they
have not exchanged financial statenents anongst the
partners, and for conpetitive reasons they don't intend
to have each other see each other's financia
statements, because they are privately owned conpanies
who are in potential conpetition with one another for
charter operations.

As far as the requirenent, there's no

requi renent under the statute that principals of a
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partnership provide financial information to the
Conmi ssion. The Commi ssion is very versed just in ny 25
years of experience in practicing before the Comm ssion
in dealing with startup investor owned utilities. They
| ook at startup entities all the tinme and wei gh evi dence
in ternms of entry applications as to whether under the
statute the startup entity has net its financial burden.
That is not to be done necessarily by financia
statenments of principals up the line. |If these were
publicly owned conpanies, we would present 10-K
statements, and that would alleviate M. Iglitzin's
concern, but we have no intention of providing docunents
that we're not required to under the statute that woul d
be anticonpetitive when viewed by other partners.

JUDGE RENDAHL: Any other comments from Staff
or Kitsap County on this record requisition?

MR. TROTTER: I will weigh in, Your Honor.
The statute that's pertinent here is 81.84.020 sub 2,
and it contains the m nimumrequirenments of the
applicant, and M. Wley is correct that financia
statenments fromthe entities listed on Exhibit 2 are not
anong them Having said that, there's a statutory
m ni mum and the section specifically says that.
believe M. Wley indicated he thought they were

relevant or if he said they were irrelevant, | believe
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they are marginally rel evant.

The testinony was that the bank is avail abl e,
that there's no surprise to Staff that this asset is
listed at its historical cost plus inprovenents, that's
how it ought to be. There's nothing unusual about that.
That's in fact | believe generally accepted accounting
principles require it. |It's also not surprising that it
may be |l everaged in a |loan context in excess of its book
value. Certainly the house that M. Iglitzin tal ked
about, a bank is going to certainly loan in an amount in
excess of the historical cost of the house and
especially if it's in a desirable area of Seattle,
that's not unusual. So that is probably a very
signi ficant source of funding.

Al so the operations of the conpany, there was
a lot of testinmobny on that, so the third |ine of
financi al support would be the parents. There is an
operating agreement which requires capital to be input
under certain circunstances, and there are sanctions and
consequences, adverse financial consequences if they are
not .

Certainly any anticonpetitive inpacts, and
am synpat hetic to those, but presumably those could be
protected by a protective order where the principals in

these firnms woul d not have access to them but the
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Commi ssion and the attorneys for the parties would be
the only ones that could see them |If that's not
acceptable to the conpany and they still decline to
produce them then we would let the chips fall where
they may. As | say, | think they're relevant, | think
in the hierarchy of the evidence of this case they're
not particularly relevant. So if a protective order is
not satisfactory, it sounds |ike the applicant is
prepared to nmeet its burden wi thout them so be it. |
woul d just offer the protective order as a way to try to
break the | og jam

JUDGE RENDAHL: M. W ey.

MR. WLEY: | can't say that | have di scussed
that particular issue with the clients having just had

this request yesterday and hearing it repeated again

today. | would indicate to you that | will make -- |
will explain the Conmission's rules on protective orders
and see if that's acceptable to them | don't know if
it will be or not, but | certainly can explain the

mechani cs of how it operates.

JUDGE RENDAHL: How nany of the partners are
here in the roomtoday?

MR, WLEY: Two.

JUDGE RENDAHL: Okay, | was just going to

suggest that we take a break and have you suggest that
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just so we get a firmanswer fromyour client. So let's
be off the record for a few mnutes

(Brief recess.)

JUDGE RENDAHL: \While we were off the record,
first let's hear fromyou, M. Wley, as to what the
partners' response would be to a protective order.

MR. WLEY: | have only had a poll of 75%
but it's unaninmus that we will not produce the
financi al statenents.

JUDGE RENDAHL: Ckay, thank you.

In considering the argunents that were made,
the information requested in Record Requisition Nunber 4
for the financial statements fromthe partners is
informati on that would be tangential at best to the
information that the applicant has submitted inits
case, and the applicant has the burden, as M. Trotter
suggested, to neet -- has the burden to neet the
requi rements in the statute. |I|f the applicant has
chosen not to provide that information, we |et the chips
fall as they may. But again, this information appears
to be tangential, the operating agreenent does spell out
what the partners have agreed to do, and we do not fee
that information is necessary, so Record Requisition
Nunber 4 is denied.

And | understand that the applicant has
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agreed to provide the | oan agreenent, so that Record
Requi sition Nunber 5 is granted, and so you will need to
provide that information to M. Iglitzin according to
the Conmission's rules for record requisitions. And if
that information, M. Iglitzin, you choose to put on the
record, then you need to nake that request at the next
heari ng.

Okay, | think we're ready for M. Bryan.

MR. WLEY: Thank you.

JUDGE RENDAHL: Okay, M. Bryan, you renmin
under oath from yesterday.

So, M. Wley, please go ahead.
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1 Wher eupon,

2 DARRELL BRYAN,

3 havi ng been previously duly sworn, was called as a

4 witness herein and was exam ned and testified as

5 fol |l ows:

6 REDI RECT EXAMI NATI ON

7 BY MR. W LEY:

8 Q Wel come back, M. Bryan. Yesterday we had
9 requests for custonmer surveys that you had performed in
10 conjunction with Cipper Navigation; is that correct?
11 A Yes, sir.

12 Q And you provided a matrix to this record
13 whi ch was Exhibit 10, do you recall that?

14 A Yes, sir.

15 Q You al so referenced an earlier survey that
16 Cli pper Navigation had perfornmed on the Kingston to
17 Seattle route; is that correct?

18 A Yes, sir.

19 Q And was that the 2000 survey that you

20 provi ded here today?

21 A Yes, it is.

22 MR. WLEY: And, Your Honor, | believe that
23 has been previously identified as Exhibit 117

24 JUDGE RENDAHL: That's correct.

25 BY MR. W LEY:
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Q M. Bryan, is that in fact the survey matrix
accunul ating the responses fromthe survey that you and
your enpl oyees perforned in the year 20007?

A Yes, it is.

MR, WLEY: No further questions, Your Honor.

JUDGE RENDAHL: M. lglitzin, do you have any
qguestions based on Exhi bit Nunber 117

MR, IGLITZIN: Yes, just a couple nore

questi ons about how the survey was done.

RECROSS- EXAMI NATI ON

BY MR- I GLITZIN

Q Can you tell us how the survey was done?

Yes, sir. As | believe | may have indicated

yesterday, we created the survey in house, and the
di stribution was made t hrough the Kingston Chanber of
Conmer ce, through handouts at both the Bainbridge and
the Kingston ferry term nals and distributed, and once
again the survey was a self addressed envel ope, and at
that time we felt nore generous and it was a postage

pai d survey.

Q VWi ch explains the high rate of return?
A Yes.
Q So I"'msorry, you handed the survey out at

the Kingston and Bainbridge term nals as well as other
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mechani sns?

A Yes, sir. | should clarify, the Bainbridge
and Ki ngston Washington State Ferry term nals where we
wer e accessi ng Washington State Ferry customers as they
were boarding the vessel. And we -- distribution
t hrough the Kingston Chanber of Commerce. | believe
Sunny Woodward, who was associated with one of the rea
estate conpani es, and others through their businesses
hel ped to distribute themin the Kingston area.

MR, I GQITZIN: Thank you very much.

JUDGE RENDAHL: And that's it?

MR, IGLITZIN. That's it.

JUDGE RENDAHL: Okay, M. Trotter, do you
have any questions?

MR. TROTTER: No

JUDGE RENDAHL: And M. Sells?

MR, SELLS: No, Your Honor.

JUDGE RENDAHL: Any questions fromthe Bench
on this?

Okay, thank you, M. Bryan, you are now done.

Wth that, are there any other issues we need
to discuss this afternoon before we proceed with our
public hearing on the 1st?

MR, I GQITZIN: Scheduling, and the

Conmmi ssi oners obviously don't have to be in here for
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that, but we do have to tal k about scheduling.

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

(Di scussion off the record.)

JUDGE RENDAHL: M. Wley, would you like to
of fer Exhibit Number 11?

MR. WLEY: | would, Your Honor.

JUDGE RENDAHL: Any objections to adm ssion
of Exhi bit Number 117

Hearing nothing, it will be admtted.

Thank you very nmuch, we're adjourned for the
day.

(Hearing adjourned at 4:40 p.m)



