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PUGET SOUND PILOTS 1 

SURREBUTTAL TESTIMONY (NONCONFIDENTIAL) OF 2 
ANN M. LARUE 3 

I. INTRODUCTION 4 

Q. Are you the same Ann M. LaRue that filed direct testimony and exhibits on 5 

July 29, 2025 and rebuttal testimony and exhibits on February 2, 2026 on 6 

behalf of Puget Sound Pilots (“PSP” or the “Company”) in this proceeding? 7 

A. Yes. On July 29, 2025, I filed the Prefiled Direct Testimony of Ann M. LaRue, 8 

CPA, Exhibit AML-01T, and 7 supporting exhibits (AML-02 through AML-08). 9 

On February 2, 2026, I filed the Prefiled Rebuttal Testimony of Ann M. LaRue, 10 

CPA, Exhibit AML-09T, and 8 supporting exhibits (AML-10 through AML-17). I 11 

also filed Settlement Testimony on February 18, 2026, Exhibit AML-18T. 12 

Q. Why are you submitting this surrebuttal testimony?  13 

A.  I respond to Staff witness Scott Sevall’s cross-answering testimony, in which he 14 

proposed that the Commission use an expense ratio to determine distributed net 15 

income (“DNI”) for PSP.  I discuss that this is an untested approach that doesn’t 16 

align with regulatory accounting principles and has never been used by the 17 

Commission in past cases and therefore should not be adopted in this case.  I also 18 

demonstrate why the nature of PSP’s expense structure disproves Mr. Sevall’s 19 

assumptions related to the expense ratio. 20 
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II. SEVALL’S PROPOSED EXPENSE RATIO IS WITHOUT PRECEDENT 1 
AND SHOULD NOT BE APPLIED IN THIS CASE 2 

Q. In your years as a regulatory accountant working at the Commission, and your 3 

subsequent experience working as a consultant for regulated entities, have you 4 

ever seen an expense ratio of this type used by a party or approved by the 5 

Commission?  6 

A. No.  I have worked in several areas within the Commission and I have represented 7 

numerous regulated entities as a consultant. In all these years, I have not seen an 8 

expense ratio, such as the one proposed by Staff witness Sevall, authorized by the 9 

Commission, nor have I seen it proposed by a regulated company or a party in a 10 

Commission proceeding.  This is an untried methodology, rolled out late in the case, 11 

with little support.  It is not a reasonable approach for narrowing pilot compensation 12 

ranges. 13 

Q.  Does Staff witness Sevall agree that this is an untested approach? 14 

A. Yes.  In his response to PSP Data Request No. 27, Staff witness Sevall admits that 15 

there are no cases that use this exact methodology.1 Lacking any example of an 16 

expense ratio being used by the Commission, he provided a copy of the Lurito 17 

Gallagher Policy Statement for rate setting for the solid waste collection companies 18 

and falls back on the general use of financial models which compare financial data 19 

from proxy groups to include expenses, revenues, and assets. 20 

 
1 See Exh. RLS-18. 
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Q. Does the Policy Statement support Sevall’s use of an expense ratio in setting 1 

pilot compensation? 2 

A. No. The Lurito Gallagher modified operating margin methodology was not 3 

constructed to determine a fair, just, reasonable, and sufficient TDNI.  The LG was 4 

constructed to provide a modified operating margin rate setting methodology 5 

specifically for solid waste companies, which tend to be asset intensive.   6 

III. THE MAJORITY OF PSP’S EXPENSES ARE FIXED 7 

Q. What other concerns do you have with Sevall’s proposed expense ratio? 8 

A. As stated above, I disagree with some of Staff’s assumptions regarding the expense 9 

ratio.  Specifically, I disagree with his statement that “The reason the expense ratio 10 

can hold steady even with large changes in DNI is because revenue and expenses 11 

are related. Meaning if more revenue is generated then more expenses would be 12 

incurred to provide service.”2  13 

Q. In SS-8T, Sevall states that the expense ratio can hold steady because “if more 14 

revenue is generated then more expenses would be incurred to provide 15 

service.”3 Is that generally true for PSP? 16 

A. No. PSP’s expenses are not generally driven by revenue. Most of PSP’s expenses 17 

are fixed. A smaller subset of expenses may vary with vessel traffic, assignment 18 

activity, and the number of licensed pilots. As a result, PSP can experience periods 19 

 
2 Exh. SS-8T at 7:10-14.  
3 Exh. SS-8T at 7:12-14. 
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when revenue rises but the costs that vary with traffic do not rise proportionally, 1 

and in some cases may decrease. 2 

Q. What do you mean by “fixed” versus “variable” expenses? 3 

A. For this testimony, “fixed” expenses are those incurred to maintain 24/7 readiness, 4 

provide dispatch and operational support, comply with regulatory requirements, 5 

and maintain PSP’s core infrastructure, regardless of assignment volume. 6 

“Variable” expenses are those few that tend to move with activity, such as pilot 7 

boat fuel, transportation expenses, and other assignment-driven costs. 8 

Q. Why does this matter for Sevall’s expense ratio methodology? 9 

A. Sevall’s premise assumes a stable relationship between revenue and expenses that 10 

does not exist for PSP. Because most PSP expenses are fixed, changes in revenue 11 

do not automatically cause corresponding changes in expense. This is especially 12 

true in scenarios where revenue changes are driven by factors other than assignment 13 

volume. 14 

Q. Can PSP’s revenue and variable costs move in opposite directions? 15 

A. Yes. PSP’s tariff includes tonnage-related components. When vessel size increases, 16 

pilots can move similar tonnage while completing fewer assignments. In that 17 

scenario, revenue per assignment may increase while assignment-driven variable 18 

costs, such as pilot boat fuel and transportation vendor costs, may decrease because 19 

there are relatively fewer pilot boat runs and pilot transportation occurrences.  20 
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PMSA witness Captain Moore acknowledges that the tariff’s tonnage-weighted 1 

structure can generate revenue growth without more work. He testified: “As ships 2 

get bigger, the larger ships generate more revenue…without any…additional pilot 3 

work.”4 This contradicts the assumption that “more revenue” necessarily causes 4 

“more expense.” 5 

Q. What conclusion should the Commission draw from this? 6 

A. The Commission should give little or no weight to the premise that an expense ratio 7 

provides an objective or reliable basis for setting DNI. A method that treats revenue 8 

and expenses as tightly linked can produce results that are unrelated to 9 

compensation sufficiency or operational reality, and it can distort incentives by 10 

tying compensation to cost allocation and expense levels rather than to the labor 11 

market and service requirements and restrictions. 12 

IV. CONCLUSION 13 

Q. Does that conclude your Surrebuttal Testimony?  14 

A. Yes, it does. 15 

 
4 Exh. MM-1T at 205:10-15. 
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