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PUGET SOUND PILOTS

TESTIMONY (NONCONFIDENTIAL) OF
ANN M. LARUE, CPA IN SUPPORT OF PARTIAL MULTIPARTY
SETTLEMENT

I. INTRODUCTION

Have you already provided testimony in this proceeding?
Yes. I provided direct and rebuttal testimony and exhibits in this proceeding,

which are Exh. AML-1T through Exh. AML-17.

What is the purpose of your testimony?

My testimony recommends that the Commission approve the partial multiparty
Settlement Agreement (“Partial Settlement”) entered into by Puget Sound Pilots
(“PSP”) and the Pacific Merchant Shipping Association (“PMSA”) because these
proposals allow PSP to recover necessary capital expenses and operating expenses

for its Port Angeles operations' in a fair and reasonable way.

The Partial Settlement supports (i) a capital expense recovery method to ensure
safe and reliable pilotage services and capital sustainability with an agreed-upon
mechanism for which to true up expenses through the Capital Plan and Pilot Boat

Recovery Surcharges, as supported in Attachment 1; and (ii) the recovery of

! The Settling Parties agree that for settlement purposes, pro forma depreciation expenses for the Port
Angeles pilot station and pilot boats are necessary expenses that should be recoverable in rates, but these
expenses will not be recovered through the Port Angeles Expense Charge and instead will be recovered
with Seattle expenses.
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actual operating expenses for the Port Angeles operations through the Port

Angeles Expense Charge (“PAX”), as supported in Attachment 2.

Q. What issues does this Partial Settlement resolve that were raised in Docket
TP-250574?

A. This Partial Settlement resolves the following issues that were raised in Docket
TP-250574.

(1) The proposed capital recovery charge (“CRC”) supported in testimony and
Exh AML-08,

(2) Expense recovery for the 2027 Portable Pilot Units (“PPU”), and

3) The Port Angeles Expense Charge (“PAX”) provided in Exh AML-03 and
Exh AML-10 Sch 2.31 PAX Charge.

I1. SETTLEMENT PROCESS AND OVERVIEW OF PARTIAL
SETTLEMENT

Q. Would you please describe the events leading up to the filing of the Partial

Settlement?

A. PSP’s initial filing included, among other things, a proposed capital recovery

surcharge? and a proposed Port Angeles Expense Charge.® After discovery and
examination of documentation supporting PSP’s five-year capital plan, cost
recovery surcharge, and the Port Angeles Expense Charge, the Settling Parties
reached agreement on these issues. The Commission was notified that a partial

multiparty settlement in principle had been reached on January 28, 2026.

2 See Exh. SB-01T; Exh. AML-01T at 38:3—41:19.
3 See Exh. AML-01T at 34:7-38:2; Exh. IC-01T at 56:8-58:13;
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Q. Please provide an overview of the Partial Settlement.
There are two components to the Partial Settlement.
Capital Recovery Surcharges. The Partial Settlement includes two capital
expense recovery surcharges, under Item 380: Special Surcharges, to be utilized
to recover specific capital expenses in accordance with this settlement and PSP’s
2025-2029 Capital Plan submitted in this docket for projects or acquisitions
beginning in 2026 and 2027. This Partial Settlement provides a mechanism to
analyze actual expenses against surcharge recovery, true up appropriately, and
properly set the subsequent surcharges. Generally, the capital recovery
mechanisms in this Partial Settlement align with PSP’s capital recovery proposal
in its initial filing. It seeks to recover necessary and prudent capital expenses, as
supported by PSP’s five-year capital plan, through a surcharge mechanism. For
the Partial Settlement, expense recovery is split into two surcharges—the Capital
Plan Surcharge and the Pilot Boat Recovery Surcharge—which will be assessed
on all assignments.
Port Angeles Expense Charge. This Partial Settlement also includes agreement
on the Port Angeles Expense Charge to replace the outdated Pilot Boat Charge
under Item 330 in the tariff and to recover PSP’s operating expenses in Port
Angeles. This rate may change depending on the Commission’s decision whether
to include an operating margin in the rate setting formula for the Puget Sound
Pilotage District. The PAX Charge will be assessed on Port Angeles’

embarkations and disembarkations in accordance with past practice and the tariff.
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III. CAPITAL EXPENSE RECOVERY

Capital Plan Surcharge

Please explain why PSP’s capital recovery proposal was split into two
surcharges.

Due to the environmentally sensitive nature of pilot boat life extension projects,
there may be funding option restrictions or opportunities that wouldn’t apply to
the other capital projects. For transparency, these pilot boat capital projects will

be tracked separately from other capital projects.

What is the Capital Plan Surcharge being agreed to in this Partial
Settlement?

Under Item 380: Special Surcharges, the Capital Plan Surcharge recovers capital
expenses for the Pilot Station projects and the 2027 PPU acquisition in
accordance with PSP’s five-year capital plan and this settlement. This surcharge
excludes any expenses related to the life-extension projects for the Pilot Boat Juan
de Fuca and Pilot Boat Puget Sound, which are being recovered through the

separate Pilot Boat Recovery Surcharge.

Because this surcharge is recovering expenses for assets with different
depreciable lives, these projects and related expenses are tracked and reported

separately for clarity.
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1. Portable Pilot Units

Q. Please discuss the recovery and true-up for the PPU expenses shown on Sch.
B in Attachment 1 to the Settlement Agreement.

A. This surcharge recovers the first-year expenses associated with the acquisition of
the 2027 PPUs. Attachment 1, Sch. B to the Settlement Agreement provides
calculations for this part of the Capital Plan Surcharge, and the amortization
schedule for the PPUs is provided on Sch. B.1. The compliance filing process

described below explains the true-up process for the surcharges.

Q. What are the total estimated costs to be incurred for the acquisition of the
2027 PPUs during the first compliance year?

A. Year 1 expenses for the acquisition of the 2027 PPUs are estimated at $285,297.
The recovery of the annual amount of the four-year amortization of the 2027
PPUs contributes approximately $285,000 to the capital expenses to be recovered
and comprises 80 percent of the Capital Plan Surcharge.* Recovering first-year
PPU expenses over the most recent twelve months of assignments (7,036) results

in a rate of $40.55 per assignment.’

4 This will change with updated information and data.
3 For the purposes of this settlement, the “most recent twelve months” is the prior calendar year.
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2. Pilot Station

Q. Please discuss the recovery and true-up for the Pilot Station expenses shown
on Attachment 1, Sch. B.

A. This surcharge recovers the first-year expenses associated with the pilot station
projects slated to begin in July 2026, including the Phase 2 Parametrix Feasibility
Study and the haul out and painting of the Ediz Hook Barge. When these

expenses are recovered over 7,036 assignments, the surcharge rate is $10.26.

Attachment 1, Sch. B to the Settlement Agreement shows these calculations and
supports these results. The ten-year amortization schedule for the pilot station
projects is provided in Sch. B.2. The compliance filing process described below

explains the true-up process for the surcharges.

Q. What are the total estimated costs to be incurred for the pilot station projects
during the first compliance year?

A. Year 1 expenses for the pilot station projects are $72,155. When recovered over
the most recent twelve months (7,036) of assignments, the resulting rate would be

$10.26 of the Capital Plan Surcharge.®

¢ For the purposes of this settlement, the “most recent twelve months” is the prior calendar year.
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Pilot Boat Recovery Surcharge

Please discuss the recovery and true-up for the pilot boat expenses as shown
on Attachment 1, Sch. A to the Settlement Agreement.

This surcharge recovers the first year expenses associated with the mid-life refit
of the Puget Sound pilot boat, which is scheduled to begin in July 2026. When

these expenses are recovered over 7,036 assignments, the surcharge rate is $79.

Attachment 1, Sch. A to the Settlement Agreement provides calculations and
support for these results. The ten-year amortization schedule is provided in Sch.
A.1 for the Pilot Boat Recovery Surcharge. The compliance filing process

described below explains the true-up process for the surcharges.

What are the total estimated costs to be incurred for the pilot boat life-
extension project during the first compliance year?

Under Item 380: Special Surcharges, the Pilot Boat Recovery Surcharge will
recover the expenses related to the Puget Sound mid-life refit, which is scheduled
to begin in July 2026. Year 1 expenses for this project are $557,773, producing a
Pilot Boat Recovery Surcharge of $79, using the most recent twelve months of

assignments.’

7 For the purposes of this settlement, the “most recent twelve months” is the prior calendar year.
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IV. SURCHARGE COMPLIANCE FILING

Please explain the agreed-upon compliance filing mechanism in Attachment
1 to the Settlement Agreement.

PSP and PMSA have agreed to the mechanism in Attachment 1 to the Settlement
Agreement to analyze actual expenses against surcharge recovery, true up

appropriately, and properly set the subsequent years’ surcharges.

Attachment 1 is an Excel workbook containing nine tabs.

Sch A — Pilot Boat Recovery Surcharge True Up (PBR Surcharge TrueUp),
provides the estimated project totals, the Year 1 expense recovery amounts, and
calculates the PBRS based on the most recent 12 months of assignments.

Sch A.1 — Ten Year Amortization of Pilot Boat (10-yr Amort-Pilot Boat) provides
the ten-year amortization schedule for the Pilot Boat Puget Sound mid-life refit
project and is used to calculate the annual surcharge.

Sch B — Capital Plan Surcharge True Up (CP Surcharge TrueUp) provides the
estimated project totals for the PPUs and the Pilot Station, the Year 1 expense
recovery amounts, and calculates the CPS based on the most recent 12 months of
assignments.

Sch B.1 — Four Year Amortization of PPUs (4-yr Amort-PPUs), provides the four-
year amortization schedule for the 2027 PPU acquisition and is used to calculate
the annual surcharge.

Sch B.2 — Ten Year Amortization of Station (10-yr Amort-Station) provides the
ten-year amortization schedule for the Pilot Station projects and is used to
calculate the annual surcharge.

Sch C — Surcharge Summary provides a summary of the total project costs and the
estimated amounts for Year 1 recovery.

Sch 1 — Interest provides the interest calculations for the early stage of each
project to ensure proper cost recovery.

Sch 2 — Puget Sound Mid-Life Refit (PS Refit) provides a detailed plan for the
mid-life refit of the Puget Sound. This project is slated to begin in July 2026.
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Sch 3 — Juan de Fuca Mid-Life refit (JAF Refit) provides a detailed plan for the
mid-life refit of the Puget Sound. This information is being provided for
informational purposes only as this project is slated to begin in 2029.

Please explain the surcharge compliance filing process.

With the compliance filing in July 2026, at the close of this case, PSP will begin
recovering the Year 1 Capital Plan Surcharge and the Pilot Boat Recovery
Surcharge, as calculated and supported in Attachment 1 to the Settlement
Agreement. Approximately one year after the Final Order in this case, PSP will
submit a compliance filing with an updated version of the Attachment 1
workbook to true up authorized capital expenses incurred during the first
compliance year and determine the Year 2 surcharges. PSP will make a similar
compliance filing for its Capital Plan Surcharge and Pilot Boat Recovery

Surcharge each year thereafter.

Each filing will include workpapers that support the accounting of prior, current,
and future capital costs for each capital project or acquisition. The compliance
filing will true up actual capital expenses for the prior year against surcharge
recovery for the same period. The subsequent surcharge will include any over or
under recovery in the compliance year and be calculated on the most recent
twelve months of assignments, which for purposes of these compliance filings, is

the prior calendar year.

Does PSP and PMSA agree that the compliance filing should be a 30-day

filing resolved through the open meeting process?
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Yes. PSP and PMSA have agreed that this compliance filing will be resolved
through the open meeting process, as an annual periodic adjuster, so that the
compliance filing won’t limit or affect PSP’s ability to separately file a general

rate case.®

PSP will provide supporting workpapers to PMSA and Staff 30 days in advance
of submitting the compliance filing to the Commission. However, if the
compliance filing analysis results in an increase of 50 percent or more to the
surcharges, PSP will provide workpapers to the parties 60 days prior to submittal

to the Commission.

Do you anticipate the Capital Plan Surcharge increasing by more than 50
percent in PSP’s 2027 compliance filing?

Yes. The 2027 PPUs will be acquired in January 2027; therefore, the Year 1
Capital Plan Surcharge recovers an estimated five months of PPU expenses. In the
subsequent compliance year (mid 2027- mid 2028), and each year thereafter, the

Capital Plan Surcharge will reflect a full year of PPU expenses.

S WAC 480-07-505(4)(c).
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V. PORT ANGELES EXPENSE CHARGE

Please explain the Port Angeles Expenses Charge.
PSP’s Port Angeles operating expenses are being recovered in Item 330: Port
Angeles Expense Charge. PSP’s Port Angeles operations account for

approximately 17 percent of PSP’s total operating expenses.

The Port Angeles Expense Charge will recover expenses incurred in support of
the Port Angeles operations and will be assessed on all embarkation and
disembarkations, as is customary and in accordance with the Puget Sound

Pilotage District tariff.

Why won’t this rate increase produce rate shock?

The Port Angeles Expense Charge is a revenue neutral realignment of this rate to
recover Port Angeles operating expenses, thereby eliminating cross-subsidization
from other tariff rates. The Settling Parties agree that the rate design for the PAX
Charge is intended to now recover all Port Angeles operating expenses. These
changes will mitigate any subsidy from other tariff rates, result in a decrease

across other rates,’ and does not produce rate shock.

How have the parties ensured there will be no double recovery of expenses?
PSP and PMSA have agreed, for this partial settlement, to remove depreciation

expenses from recovery in the Port Angeles Expense Charge. Any concerns

 Except for Item 340 and Item 380.
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regarding double recovery are resolved by recovering all depreciation expenses

with the Seattle operating expenses.

Do the Settling Parties agree that the Port Angeles depreciation expense and
the pilot boat depreciation expenses are prudent and should be recovered in
rates?

Yes. There is no dispute that this depreciation expense should be recovered in
rates in this case. For settlement purposes, the Settling Parties have agreed to

recover the depreciation expense with Seattle operating expenses.

The Settling Parties agree that Item 330: PAX Charge should recover Port
Angeles expenses as explained above, but disagree about the application of
the operating margin methodology for setting marine pilotage rates in the
Puget Sound Pilotage District. Please elaborate.

The Settling Parties did not agree to changing the rate setting methodology for the
Puget Sound Pilot District. As supported in this rate case, PSP requests its
proposed operating margin methodology be authorized. However, PMSA
disagrees with including a return component in the rate setting formula for the
Puget Sound Pilotage District rates or the recovery of any return in the rate
established for the PAX Charge. The Settling Parties agreed that the operating
margin issue should be decided by the Commission. If the Commission approves
an operating margin, then the operating margin would be included for recovery in

the Port Angeles Expense Charge.
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Q.

How does the application of an operating margin affect the rate for the Port
Angeles Expense Charge?

As is supported in Attachment 2 to the Settlement Agreement, if PSP is
authorized to recover expenses plus a return, the Port Angeles Expense Charge is
approximately $674 per embarkation/disembarkation. Without a return

component, the rate for the Port Angeles Expense Charge would be $593.

VI. THE PARTIAL SETTLEMENT IS IN THE PUBLIC INTEREST

Please explain why PSP believes the Partial Settlement is in the public
interest.

Capital Recovery Surcharges. This settlement provides funding necessary to
continue providing safe and reliable equipment for pilotage services. PSP will
separately track all surcharge funds and related loan payments throughout the
duration of each capital project. An annual compliance filing will include
workpapers that justify the accounting of prior, current, and future capital costs
for each project or acquisition, and will true up projected expenses against actual.
Regulatory assets acquired through the surcharge recovery mechanism will be

booked at the project cost, less any grants received and surcharge funds collected.

Port Angeles Expense Charge. The Port Angeles Expense Charge is a revenue

neutral realignment of this rate to recover Port Angeles operating expenses,
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thereby eliminating cross-subsidization from other tariff rates, and does not

produce rate shock. !°

VII. CONCLUSION

Does that conclude your testimony?

Yes, it does.

10 Settlement Pg 11, Paragraph 37.
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