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PUGET SOUND PILOTS

SURREBUTTAL TESTIMONY (NONCONFIDENTIAL) OF
R. LANE SISUNG

I. INTRODUCTION

Please state your name, place of employment, title, and business address.

My name is R. Lane Sisung. I am President of United Professionals Company, LLC
(“UPC”). My business address is 3850 North Causeway Boulevard, Suite 1930,

Metairie, Louisiana, 70002.

On whose behalf are you appearing in this docket?

I am appearing on behalf of Puget Sound Pilots (“PSP”).

Are you the same R. Lane Sisung that filed in this docket Direct Testimony on

July 29, 2025 and Rebuttal Testimony on February 2, 2026?

Yes.

Please briefly summarize your Direct Testimony in this docket.

My Direct Testimony in this docket sponsored and introduced into the record a
study prepared by UPC on behalf of PSP that examines the compensation of

regulated pilots in the United States (the “Study” or the “UPC Study”).! The

! Exh. RLS-04 en globo.
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purpose of the Study was to inform PSP of the average annual pilot compensation

in the country as based on the results of UPC’s research and analysis.

Please briefly summarize your Rebuttal Testimony in this docket.

My rebuttal testimony responded to certain critiques of the UPC Study made by
Staff’s witness Mr. Scott Sevall and Pacific Merchant Shipping Association’s
(“PMSA”) witnesses Dr. Spencer Cohen, Captain Michael Moore, and Captain
John Veentjer. Further, my rebuttal testimony sponsored and introduced into the
record the results of an updated compensation study prepared by UPC on behalf of
PSP (the “Updated Study” or the “Updated UPC Study”). The result of the Updated
Study was presented in the text of my Rebuttal Testimony (Section V) and
supplemented (i.e., does not replace) the UPC Study. The Updated Study
incorporated additional financial and compensation data obtained by UPC between
the filing of my Direct and Rebuttal Testimonies in this docket. The analysis and
data underlying the Updated UPC Study was provided with my Rebuttal Testimony
as Exhibits RLS-06 to RLS-11. In addition, in my Rebuttal Testimony, I responded
to Captain Moore’s assumed trajectory of traffic by showing it was not analytically

supported.

Why are you submitting this Surrebuttal Testimony?

The purpose of my testimony is to respond to the expense ratio methodology
introduced by Staff witness Sevall in his cross-answering testimony, Exh. SS-8T,

and to evaluate whether that methodology provides an economically sound and
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statutorily appropriate basis for constraining DNI under RCW 81.116.020(3). In
my prior testimony and the UPC study, I presented a compensation analysis
grounded in labor-market economics and comparable pilotage evidence. Mr.
Sevall’s direct testimony evaluated that analysis and used the evidence presented
by the UPC Study to identify a reasonable range of compensation. In his cross-
answering testimony, however, Mr. Sevall introduced a different framework, an
expense ratio construct, that materially alters the analytical structure by which

compensation is evaluated. This testimony addresses that shift.

Q. What is the central issue raised by Mr. Sevall’s cross-answering testimony?

A. The central issue is whether a peer-derived expense-to-revenue ratio may serve as
a binding constraint on compensation under the statutory requirement that rates be

“fair, just, reasonable, and sufficient.”?

The expense ratio methodology does not
merely provide contextual information. It is presented as a structural limitation on
the portion of revenue available for compensation. As such, it affects the
determination of DNI directly. The question before the Commission is whether that
construct is grounded in precedent, supported by coherent economic and regulatory

theory, and demonstrably connected to compensation for determining the statutory

standard.

Q. How is your response organized?

2RCW 81.116.020(3).

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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My response proceeds in a structured sequence corresponding to the analytical

progression of the issues presented.

First, I anchor the inquiry in the governing statutory framework and the

Commission’s prior treatment of compensation under RCW 81.116.020(3).

Second, I demonstrate empirically that expense ratios do not predict, govern, or

constrain compensation outcomes in the manner suggested.

Third, I address the core economic error underlying the methodology—namely, the
reversal of causality that treats a derived accounting ratio as a determinant of labor

compensation.

Fourth, I examine how the expense ratio framework alters the traditional revenue
requirement structure by subordinating compensation to conformity with peer

accounting relationships.

Fifth, I evaluate the methodological integrity of the expense ratio dataset itself and
identify structural inconsistencies in its construction, including issues of precedent,
formula consistency, normalization, inclusion criteria, aggregation, sourcing, and

analytical foundation.

Sixth, I analyze the internal incoherence created by combining an expense ratio

constraint in the initial year with CES-based wage indexing in subsequent years.

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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Seventh, I assess the structural decoupling of compensation from labor-market
sufficiency and the resulting implications for incentive alignment and statutory

adequacy.

Finally, I conclude by explaining why the Commission should reject the expense
ratio methodology and instead determine compensation directly under market-

based principles consistent with RCW 81.116.020(3).

II. STATUTORY FRAMEWORK

What statutory framework governs the Commission’s determination of

pilotage rates and, specifically, DNI in this proceeding?

The Commission’s authority arises under RCW 81.116.020(3), which requires that
pilotage rates be “fair, just, reasonable, and sufficient.” In the pilotage context, this
cannot be understood in the abstract. The service at issue is the provision of licensed
maritime pilot services—a regulated, safety-critical professional function. For a
rate to be “fair, just, reasonable, and sufficient” under RCW 81.116.020(3), it must
sustain the provision of licensed pilot services at compensation levels that reflect
the market value of that professional labor. Fundamental principles of labor
economics recognize that compensation must reflect prevailing market conditions
in order to sustain the supply of qualified professionals. A rate that fails to provide
compensation consistent with labor market conditions cannot ensure the continued

availability of qualified, licensed pilots.

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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Within the revenue requirement structure, DNI represents the compensation
component attributable to licensed pilot labor. It is not a return on invested capital.
It is not an operating margin. It is market compensation for the provision of

regulated professional services performed by individually licensed pilots.

Unlike capital-intensive regulated utilities, pilotage associations do not rely on
outside equity markets or capital attraction standards. There is no rate base upon
which public investors earn a regulated return. There are no publicly traded
shareholders whose risk must be compensated through margin regulation. The
principal concern in pilotage is therefore the adequacy of professional labor
compensation necessary to sustain the continued provision of licensed pilot

services.

Because DNI represents labor compensation, the Commission’s inquiry into
whether rates are “fair, just, reasonable, and sufficient” necessarily requires
evaluation of whether compensation reflects the market value of that professional
labor and is adequate to sustain the availability of qualified pilots. In prior pilotage
dockets, the Commission has evaluated DNI using comparable pilotage district
compensation, national compensation information, and recruitment and retention
evidence. In Final Order 09 in Docket TP-190976, the Commission considered
“Comparable Pilotage Districts, National Average Pilot Compensation, and

Historical Compensation.”® In Final Order 08 in Docket TP-220513, the

3 WUTC v. Puget Sound Pilots, Docket TP-190976, Final Order 09 4 116-129 (Nov. 25, 2020) (“Final
Order 09”).
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Commission compared projected compensation levels across west coast pilotage
districts in determining reasonableness. The Commission has expressly
recognized that, in the pilotage context, ensuring sufficiency relates to sustaining

licensed pilot services.®

The Orders treat DNI as compensation necessary for professional services rendered
by licensed pilots, and therefore, the relevant inquiry has been whether
compensation is adequate in light of labor market conditions, professional
requirements, and workforce sustainability, not whether compensation conforms to

an accounting profitability ratio.

The statutory inquiry is compensation adequacy under a fair, just, reasonable, and

sufficient standard—not conformity to an accounting profitability ratio.

THE LATE DEVELOPMENT OF MR. SEVALL’S EXPENSE RATIO
METHODOLOGY

How did Mr. Sevall characterize the nature of pilot services in his direct

testimony?

In his direct testimony, Mr. Sevall acknowledged that “each pilot regardless of the

district they serve is tasked with providing the same service. In this manner every

pilot is comparable.”®

4 WUTC v. Puget Sound Pilots, Docket TP-220513, Final Order 08 9 135 (Aug. 10, 2023) (“Final

Order 09”).

5 Final Order 09 q 43.
¢ Exh. SS-1Tr at 10:18-20.
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That statement recognizes that licensed maritime pilots perform a uniform
professional function across districts. The economic value of that function derives
from licensure, training, experience, professional responsibility, and operational
risk exposure. It does not derive from how individual pilotage associations structure

their expense accounts.

That acknowledgment is consistent with the Commission’s recognition that
sufficiency in the pilotage context relates to sustaining the availability of licensed

pilots.”

Q. How did Mr. Sevall approach DNI in his direct testimony?

A. In Exh. SS-1T, Mr. Sevall evaluated the UPC Study and stated: “I find it is credible,
and I used it to determine a reasonable range for DNI.”8 In other words, in his case-
in-chief, Mr. Sevall treated DNI as a labor compensation issue informed by market-
based salary evidence and comparable pilotage data. That approach incorporates
the Commission’s prior practice of evaluating comparable pilotage district

compensation and recruitment evidence when determining sufficiency.’

Q. Did Mr. Sevall reference an expense-to-revenue ratio as a constraint on DNI

in his direct testimony?

A. No. There is no discussion in Exh. SS-1T of using an industry expense ratio to

evaluate or constrain DNI. The analytical framework presented in direct testimony

7 Final Order 09 q 43; Final Order 08 9 48.
8 Exh. SS-1Tr at 9:19-20.
° Final Order 09 Y 116-129; Final Order 08 § 135.
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was market-based, focusing on compensation comparability and reasonable ranges
derived from salary evidence. The expense ratio construct introduced later in Exh.

SS-8T does not appear in Mr. Sevall’s case-in-chief.

At a high level, what does the expense ratio methodology introduced in Exh.

SS-8T attempt to accomplish?

In Exh. SS-8T, Mr. Sevall calculates an “industry average” expense-to-revenue
ratio using selected pilotage associations and years. He then evaluates whether

PSP’s compensation falls within a band implied by that structural ratio.

Because TDNI equals revenue minus expenses, and because the expense ratio
defines the permissible proportion of revenue allocated to expenses, establishing a
target expense-to-revenue band implicitly defines the complementary portion of
revenue available for compensation. If proposed compensation results in an
expense ratio outside that band, compensation must be adjusted to restore
conformity. In that way, the peer-derived expense ratio functions not merely as
contextual information, but as a structural boundary on the compensation

determination itself,'°

Thus, rather than determining compensation directly under labor-market principles,
the methodology evaluates compensation by reference to conformity with an

accounting relationship observed across selected entities.

10 See Exh. SS-8T at 8:6-11.
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Did Mr. Sevall have access to the financial information underlying the expense

ratio analysis prior to filing direct testimony?

Yes. In response to Data Request No. 23, Mr. Sevall indicated that he reviewed
Exh. RLS-04 and obtained publicly available income statements for associations
included in Exh. SS-11.!"' The financial inputs used to calculate the expense ratios

were therefore available prior to the filing of his direct testimony.

Why is the timing of the expense ratio methodology significant?

DNI was known from the outset to be a central issue in this proceeding. In his direct
testimony, Mr. Sevall analyzed DNI using market-based salary evidence and

identified a reasonable range based on that evidence.

If the expense ratio methodology represented a foundational analytical framework
grounded in regulatory theory or economic principle, it would reasonably have been

presented in Mr. Sevall’s case-in-chief as part of Staff’s primary analysis.

Instead, the expense ratio construct was introduced only in cross-answering
testimony and materially altered Mr. Sevall’s recommended DNI, resulting in a

lower compensation outcome than the range identified in direct testimony. !?

PMSA’s testimony advocated for lower compensation. However, PMSA did not
propose an expense-to-revenue ratio construct or any methodology resembling the

one introduced by Mr. Sevall in Exh. SS-8T. The expense ratio framework is a

" Exh. RLS-17 (Staff Response to PSP DR 23).
12 Compare Exh. SS-1Tr at 10-12 with Exh. SS-8T at 8-9.
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novel, unsupported device that lowers compensation and only appears in the record
after PMSA challenged the DNI requested by PSP and primarily recommended by

Mr. Sevall.

The record does not reflect that the expense ratio approach was the original
analytical foundation of Staff’s case. Rather, it reflects a substantive shift in
methodology at a later procedural stage and replaces a market-based evaluation
with a newly constructed structural constraint that produces a lower compensation

result.

Regulatory methodologies should be grounded in articulated theory and developed
consistently from the outset of a proceeding. The introduction of a novel construct,
unsupported by prior foundation and first appearing after PMSA’s advocacy for
lower DNI, bears directly on the weight and credibility the Commission should

assign to that proposal.

IV. EMPIRICAL FAILURE OF THE EXPENSE RATIO

In his Cross-Answering Testimony, did Mr. Sevall provide examples of

pilotage districts whose expense ratios were relatively stable over time?

Yes. In Exh. SS-8T at page 7, Mr. Sevall states:

For example, the Columbia River Pilots had an expense ratio of
34.33 percent in 2023 and an expense ratio of 33.78 percent in 2024.
In this same time the pilots earned drastically different DNIs,
$527,435 in 2023 and $681,595 in 2024.

He then references San Francisco Bar Pilots in the same discussion.

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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These examples are offered to support the proposition that expense ratios are
“relatively stable” and therefore meaningful structural benchmarks. A closer
examination of the same data demonstrates that stability of the ratio does not

establish that the ratio constrains or governs compensation adequacy.

A. Columbia River Pilots

Q. What was the percentage change in the expense ratio from 2023 to 2024 for

Columbia River Pilots?

A. The expense ratio declined from 34.33% to 33.78%, a decrease of 0.55 percentage

points. Expressed as a percentage change relative to 2023:

(33.78 —34.33) / 34.33 =—-1.6%

Thus, the expense ratio declined by approximately 1.6%.

Q. What was the percentage change in DNI over the same period?

A. DNI increased from $527,435 to $681,595, an increase of $154,160. Expressed as

a percentage change:

(681,595 —527,435) / 527,435 =29.2%

Thus, DNI increased by approximately 29.2%.

Q. What is the significance of those percentage movements occurring
simultaneously?
Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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The two metrics moved independently of one another.

While the expense ratio declined modestly (-1.6%), compensation increased
materially (+29.2%). Moreover, the magnitude of the compensation increase was

roughly eighteen times larger than the percentage movement in the expense ratio.

Mr. Sevall explains that revenue and expenses may move together as traffic
increases, which can preserve the ratio even when DNI changes. That arithmetic
possibility, however, does not establish that the ratio functions as a constraint on
compensation. Co-movement of revenue and expenses may explain ratio stability;
it does not demonstrate that the ratio governs the level of compensation deemed

reasonable.

Instead:

e The expense ratio decreased.

e Compensation increased substantially.

e The change in compensation dwarfed the movement in the ratio.
This pattern demonstrates that substantial compensation changes can occur while
the expense ratio remains effectively unchanged. Stability of the ratio is therefore

descriptive, not constraining. It does not establish that the expense ratio operates as

a binding structural boundary on compensation.

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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Does the Columbia River example support using expense ratios as a binding

constraint on DNI?

No. Mr. Sevall uses Columbia River to demonstrate stability in expense ratios. Yet
the same example demonstrates that stable, and even slightly declining, expense

ratios do not prevent significant increases in compensation.

If a ratio can remain effectively constant while compensation increases nearly 30
percent, the ratio cannot logically function as a binding or predictive constraint on

compensation adequacy.

It may describe an accounting relationship observed in a given year. It does not

demonstrate a predictive or causal linkage to labor compensation adequacy.

In Exh. SS-8T, how does Mr. Sevall attempt to support the stability of the

expense ratio despite material changes in DNI?

Mr. Sevall states that “the expense ratio can hold steady even with large changes in
DNI because revenue and expenses are related,” and that if more revenue is
generated, more expenses would be incurred to provide service (Exh. SS-8T at 7).
In other words, he suggests that increased traffic or revenue naturally produces

proportional increases in expenses, thereby preserving the expense ratio.

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
R. Lane Sisung Page 14 of 80



10

11

12

13

14

15

16

17

18

19

20

Does the record support his assertion and demonstrate that pilotage expenses

vary proportionally with revenue in that manner?

No. The record does not demonstrate that pilotage expense structures are
meaningfully variable or proportionally elastic with respect to traffic volume or
revenue. As a matter of economic structure, many pilotage expenses are fixed or
semi-fixed in nature. Administrative costs, insurance, facilities, depreciation, and
base pilot compensation do not fluctuate proportionally with marginal changes in
vessel traffic. Only a limited subset of costs, such as fuel or certain variable
operating items, would be expected to vary directly with assignments. The record
does not contain an analysis supporting his unfounded assertion that demonstrates
that expense elasticity with respect to revenue is sufficient to explain ratio stability

as a structural phenomenon.

Why is that important in evaluating the Columbia River example?

Because Mr. Sevall’s explanation assumes that revenue growth mechanically
produces proportional expense growth. If, however, a substantial portion of
pilotage costs are fixed or not directly traffic-sensitive, then revenue increases
would not necessarily produce proportionate expense increases. In such a structure,
one would expect the expense ratio to change materially as revenue fluctuates. The
record does not establish that the expense ratio’s observed stability results from

proportional cost behavior.
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Even if revenue and expenses do move together in some circumstances, does

that establish that the expense ratio constrains compensation adequacy?

No. Even accepting the arithmetic possibility of co-movement, the explanation does
not establish that the expense ratio governs or limits compensation. At most, it
suggests that certain cost and revenue components may move in tandem under
particular conditions. It does not demonstrate that the expense ratio serves as a

causal determinant of compensation adequacy under the statutory framework.

San Francisco Bar Pilots

Did Mr. Sevall also cite San Francisco Bar Pilots in support of his stability

argument?

Yes. In Exh. SS-8T at page 7, Mr. Sevall states:

In 2023 and 2024, the San Francisco Bar Pilots had expense ratios
of 34.45 percent and 40.56 percent, respectively; the same pilotage
group had expense ratios of 39.02 percent and 34.88 percent in 2013
and 2014, respectively.

What was the percentage change in the expense ratio from 2023 to 2024 for

San Francisco?

The expense ratio increased from 34.45% to 40.56%, an absolute increase of 6.11

percentage points. Expressed as a percentage change relative to 2023:

(40.56 —34.45) / 34.45=17.7%

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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Thus, the expense ratio increased by approximately 17.7% in a single year. Unlike
the Columbia River example, which demonstrates that compensation can move
materially while the ratio remains stable, the San Francisco example demonstrates
that the ratio itself can fluctuate materially within a short time horizon. This
variability directly challenges the premise that the expense ratio represents a stable

structural benchmark.

Does the record demonstrate that San Francisco DNI changed proportionally

to that 17.7% increase?

No. The record contains no evidence that compensation moved in any coherent,
directional, or structurally consistent manner in response to the 17.7% increase in

the expense ratio.

When considered alongside the Columbia River example — where compensation
increased nearly 30% while the ratio declined — the data demonstrate that expense
ratio movements do not exhibit a consistent relationship with compensation

outcomes.

There is no demonstrated directional consistency, proportional alignment, or causal

linkage between expense ratio changes and DNI levels.

What does the historical comparison (2013-2014 versus 2023-2024) illustrate?

It illustrates that expense ratios for the same pilotage group fluctuate within a band

over time:

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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2013: 39.02%
2014: 34.88%
2023: 34.45%
2024: 40.56%

These swings of five to six percentage points reflect variation in revenue
composition, expense allocation, operational factors, and accounting presentation.
They demonstrate that the expense ratio itself is sensitive to year-specific financial
conditions. A metric that fluctuates materially over short intervals cannot
reasonably be characterized as a stable structural benchmark for determining

compensation adequacy.

Combined Empirical Conclusions

Does volatility in expense ratios establish that the ratio governs compensation?

No. The San Francisco data show material year-to-year ratio fluctuation.
The Columbia River data demonstrate material variation in compensation

independent of ratio movement.

Taken together, the record demonstrates two critical facts:

e Expense ratios fluctuate materially across time.

e Compensation does not move in proportion to those fluctuations.

There is no stable mathematical or economic linkage between the two.

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
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How does this empirical record undermine the use of expense ratios as a

constraint on DNI?

If the expense ratio is to function as a binding constraint on compensation, it must
exhibit some consistent directional, structural, or predictive relationship to

compensation outcomes.

The San Francisco example demonstrates that the expense ratio itself is not stable
across years and districts, undermining its characterization as a reliable structural

benchmark.

The Columbia River example shows substantial compensation movement occurring

independently of ratio movement.

When the metric proposed as a constraint neither predicts nor governs
compensation levels in peer districts, it cannot logically serve as a determinant of

compensation adequacy in this proceeding.

What is the combined empirical takeaway?

The empirical record demonstrates the following:

¢ In Columbia River, the expense ratio declined by approximately 1.6%
while DNI increased by approximately 29.2%.
¢ In San Francisco, the expense ratio increased by approximately 17.7%

without any demonstrated corresponding compensation movement.

e There is no consistent directional relationship.
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e There is no structural alignment.

e There is no demonstrated causal mechanism linking expense ratio levels to
compensation adequacy.

The absence of any observable linkage between ratio movement and compensation
outcomes fundamentally undermines the premise that the expense ratio operates as

a meaningful constraint on DNL

From an economic perspective, how would you characterize the shift from SS-

1T to SS-8T?

In Exh. SS-1T, DNI was treated as a labor compensation issue evaluated under

market-based evidence and comparable pilotage analysis.

In Exh. SS-8T, DNI is treated as a residual amount constrained by an accounting
expense-to-revenue relationship that has not been established as a causal linkage to

changes in compensation.

This is not a refinement or extension of the original analysis. It represents a change
in analytical framework. The empirical evidence demonstrates that expense ratios
do not determine, predict, or govern compensation outcomes. Treating them as a
binding constraint therefore shifts the inquiry from labor-market economics to

accounting conformity without a demonstrated causal foundation.

That shift is economically unsupported by the very examples cited in support of the

methodology.
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V. CORE ECONOMIC ERROR: CAUSALITY REVERSAL

Q. What is the fundamental economic structure of the revenue requirement in

pilotage ratemaking?

A. The traditional revenue requirement framework in pilotage ratemaking is structured

as follows:

Revenue = Expenses + Depreciation + Interest + TDNI'?

Within that framework, TDNI represents the compensation component attributable
to licensed pilot labor. It is determined as part of the revenue requirement and
reflects the compensation necessary to provide licensed pilot services under the

statutory standard.

Compensation is therefore an input into the financial structure. It is not a residual
accounting outcome that emerges after the application of an accounting ratio. It is
determined directly under the governing statutory standard and then incorporated

into the revenue calculation.

Q. How does the expense ratio methodology alter that structure?

A. The expense ratio methodology alters the sequence of analysis.

Rather than determining compensation adequacy under the statutory standard and

incorporating that amount into the revenue requirement, the expense ratio method

13 Final Order 08 9 63.
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begins with a derived accounting relationship — Expenses + Revenue — and then

constrains the residual portion of revenue available for compensation.

In practical terms, the ratio becomes the determinant of the permissible
compensation outcome, rather than compensation being independently determined

under labor-market principles and then incorporated into the revenue framework.

This shift changes the analytical direction of the inquiry.

What is the economic distinction between a labor-market wage and an

accounting ratio?

A labor-market wage reflects the market value of professional services. It is

determined by:

e Licensing requirements,

e Training and skill,

e Professional responsibility and operational risk,
e Opportunity cost,

e And the supply and demand conditions for qualified professionals.

An accounting ratio, by contrast, reflects the relationship between reported
expenses and reported revenue. It is a financial outcome produced by how an

enterprise allocates costs and records revenue.

The expense ratio is a derivative metric. It is calculated after compensation and
other expenses have already been incurred. It describes an accounting relationship;

it does not determine the value of labor.
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Why is it analytically problematic to use a derived accounting ratio to

determine compensation?

Because doing so reverses causality. Compensation contributes to total expenses.
Total expenses, in turn, contribute to the expense ratio. The expense ratio does not
determine compensation; compensation is one of the elements that produces the
ratio. When the ratio is used to constrain compensation, the methodology treats an
outcome variable as a controlling determinant. That inversion is analytically

unsound.

Are expense ratios independent of operational and revenue factors?

No. Expense ratios are influenced by numerous operational and accounting
variables, including:

e Assignment volume,

e Vessel tonnage and traffic mix,

o Rate design,

o Pension funding changes,

¢ Insurance market conditions,

e Administrative and staffing structure,

o Timing of expense recognition.
Revenue fluctuations alone can materially affect the expense ratio even if
compensation remains unchanged. Likewise, changes in how expenses are

categorized or allocated can alter the ratio without reflecting any change in labor-

market adequacy.

The ratio is therefore endogenous to operational and accounting conditions.
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Are there additional structural factors that influence the expense ratio

independent of compensation adequacy?

Yes. The expense ratio is influenced not only by revenue composition and expense
categorization, but also by structural factors affecting the number of funded or

authorized pilot positions.

For example:

e The number of authorized pilot positions,
e The number of pilots actually serving during a given period,
e And timing differences between funded and active headcount.

These structural elements directly affect total expense levels and therefore affect
the expense-to-revenue ratio. Importantly, the number of authorized pilot positions
is not determined unilaterally by PSP. It is subject to external regulatory
determination. As a result, changes in authorized or actual pilot headcount can
materially affect the expense ratio independent of any change in the underlying

adequacy of compensation for licensed pilot services.

Why is that relevant to the use of expense ratios as a compensation constraint?

Because if the expense ratio is sensitive to structural headcount determinations
outside PSP’s unilateral control, then the ratio reflects governance and
administrative factors in addition to compensation levels. A metric that varies
based on authorized staffing levels or training transitions does not isolate

compensation adequacy. It incorporates structural regulatory decisions unrelated to
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the market value of licensed pilot labor. That further demonstrates that the expense
ratio is an accounting composite influenced by multiple institutional variables,

rather than a direct measure of compensation adequacy

Why is this endogeneity relevant to compensation adequacy?

Because if the expense ratio is sensitive to factors unrelated to labor market
determinants, then constraining compensation based on that ratio introduces
volatility disconnected from the statutory inquiry. RCW 81.116.020(3) requires
that compensation be fair, just, reasonable, and sufficient to sustain licensed pilot
services. An accounting ratio that fluctuates based on revenue composition, pilot
limitations, reporting structure, or cost categorization does not inherently measure

whether compensation satisfies that standard.

Does the record demonstrate that expense ratios govern or predict

compensation levels?

No. As demonstrated in Section IV, the Columbia River example shows that
compensation increased by approximately 29.2% while the expense ratio declined
by approximately 1.6%. Similarly, the San Francisco example shows material ratio
volatility without demonstrated proportional compensation movement. These
empirical observations confirm that expense ratios do not operate as causal

determinants of compensation.
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Why is a demonstrated causal or predictive relationship necessary in this

context?

Because when a metric is used to constrain compensation under a statutory
standard, there must be a rational connection between that metric and the statutory
objective. RCW 81.116.020(3) requires that rates be “fair, just, reasonable, and
sufficient.” If an expense ratio is used to define the permissible range of
compensation, the record must demonstrate why the expense-to-revenue
relationship meaningfully relates to compensation adequacy under that standard.
Descriptive similarity is not sufficient. Absent a demonstrated causal nexus, the
ratio remains an accounting descriptor rather than a determinant of statutory

adequacy.

What is the practical difference between accounting conformity and labor

adequacy?

Accounting conformity asks whether one entity’s expense structure resembles that
of another. Labor adequacy asks whether compensation is sufficient to sustain the
availability of licensed professionals under prevailing market conditions. These are
distinct inquiries. The expense ratio methodology addresses the former. The

statutory inquiry requires the latter.

What is the consequence of conflating those two inquiries?

The consequence is that compensation becomes constrained by peer accounting

relationships rather than determined under the labor-market sufficiency standard.
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VI.

This shifts the Commission’s focus from whether compensation is adequate to
sustain licensed pilot services to whether compensation conforms to an accounting
band derived from selected entities. That is a fundamental conceptual shift in the

nature of the inquiry.

What is the core economic flaw of the expense ratio methodology?

The core flaw is that it treats a derived accounting ratio as a determinant of labor
compensation adequacy. It reverses causality, substitutes accounting conformity for
labor-market sufficiency, and constrains compensation without demonstrating a
rational connection between the expense ratio and the statutory standard. Absent
such a demonstrated connection, the expense ratio cannot function as a reliable

determinant of DNI.

REVENUE REQUIREMENT STRUCTURE AND THE SUBORDINATION
OF COMPENSATION TO RATIO CONFORMITY

What is the conventional structure of the revenue requirement in pilotage

ratemaking?

The conventional revenue requirement structure in pilotage ratemaking is

expressed as follows:

Revenue = Expenses + Depreciation + Interest + TDNI.

Within this framework, TDNI represents the compensation attributable to licensed
pilot labor. Compensation is determined as part of the ratemaking analysis under

the statutory requirement that rates be ‘“fair, just, reasonable, and sufficient”
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pursuant to RCW 81.116.020(3). Once compensation and the other necessary cost

components are established, revenue is calculated to recover those elements.

Under this structure, compensation is evaluated directly under the statutory
standard and incorporated into the revenue requirement as an independent
component. It is not derived from an accounting relationship; it is determined as a

matter of statutory adequacy and then embedded within the financial calculation

How does the expense ratio methodology alter that analytical sequence?

The expense ratio methodology does not begin with an independent determination
of compensation adequacy. Instead, it applies a peer-derived expense-to-revenue
band and constrains compensation to the residual amount consistent with that band.

The methodology can be expressed algebraically as:

Expense Ratio = Expenses + Revenue

Therefore:

TDNI = Revenue — Expenses
If the expense ratio is constrained within a particular range, then the portion of
revenue available for TDNI is necessarily limited to whatever remains consistent
with that structural band. Under this framework, compensation is not first
determined under the sufficiency standard and then incorporated into revenue.

Rather, compensation is restricted to conform to a pre-established accounting

relationship derived from selected entities.
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Why is that structural distinction significant?

Because it changes the role that compensation plays within the ratemaking analysis.
Under the traditional structure, the Commission determines whether compensation
is fair, just, reasonable, and sufficient under RCW 81.116.020(3) and then ensures
that the revenue requirement supports that determination. Under the expense ratio
methodology, compensation must fit within a target expense-to-revenue
relationship observed across selected peer entities. The sufficiency determination
ceases to be the primary analytical driver; conformity to an accounting band
becomes the governing constraint. This is not merely a mathematical
rearrangement. It represents a conceptual shift in how compensation is evaluated

and justified.

Does the expense ratio methodology independently demonstrate that the

resulting TDNI satisfies the statutory standard?

No. The methodology assumes that if compensation falls within the asserted peer
expense ratio band, it is reasonable. However, it does not independently
demonstrate that the resulting compensation level satisfies the statutory
requirement that rates be “fair, just, reasonable, and sufficient.” The record does
not contain an articulated explanation showing that conformity to an expense ratio

band ensures adequacy of licensed pilot compensation under RCW 81.116.020(3).
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Q.

A.

What is the practical effect of constraining compensation to conform to a peer-

derived expense ratio?

The practical effect is that the inquiry shifts from:

e “What level of compensation is sufficient to sustain licensed pilot
services?”

to:

e “What level of compensation conforms to the expense structure of
selected peer entities?”

These are not equivalent inquiries.

The first is an analysis grounded in labor-market conditions and statutory
requirements. The second is an accounting conformity analysis grounded in
observed expense-to-revenue relationships. The expense ratio methodology

substitutes the latter for the former.

Does this critique assert that any structural adjustment to the revenue

requirement is impermissible?

No. Ratemaking may involve structural adjustments where such adjustments are
justified and supported by articulated reasoning. The concern here is narrower and
more specific: the expense ratio methodology constrains compensation based on
peer accounting structure without demonstrating that such conformity implements
the statutory standard. The issue is not that structural formulas are inherently
improper. The issue is that compensation has been subordinated to an accounting

relationship without a demonstrated nexus to statutory adequacy.
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What is the core concern raised by the expense ratio’s impact on the revenue

requirement structure?

The core concern is that the expense ratio methodology transforms compensation
from an independently evaluated component of the revenue requirement into a
residual constrained by peer accounting conformity. Absent a demonstrated rational
connection between that conformity and the statutory standard, the methodology
alters the nature of the inquiry in a manner not supported by the record.
Compensation adequacy under RCW 81.116.020(3) must be determined directly.

It cannot be assumed to result from alignment with a composite expense ratio band.

VII. METHODOLOGICAL INSTABILITY OF THE EXPENSE RATIO

ANALYSIS

What is the purpose of this section of your testimony?

The purpose of this section is to evaluate whether the expense ratio methodology
presented by Mr. Sevall is constructed in a manner that is sufficiently coherent,
consistent, and reliable to be used as a binding constraint on DNI under RCW
81.116.020(3). This is not a dispute about minor details or stylistic preferences. Mr.
Sevall is using a composite “industry average” expense ratio to constrain
compensation. If the methodology is unstable in its construction, i.e., if it lacks
consistent formulas, consistent sourcing, articulated inclusion criteria, standardized
normalization, and a rational connection to the statutory standard, then it cannot

serve as a principled determinant of compensation adequacy. This section
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demonstrates that the methodology suffers from multiple structural defects that,

individually and collectively, undermine its reliability and weight.

What are the principal methodological defects you address in this section?

The methodological defects addressed in this section are not isolated technical
criticisms. They go to the structural integrity of the expense ratio methodology as

a whole.

The defects fall into three distinct but interrelated categories.

First, there are foundational defects that call into question whether the methodology
has any institutional, doctrinal, or evidentiary grounding at all. These include the
absence of precedent, the absence of articulated regulatory theory explaining why
expense ratio conformity ensures reasonable compensation, the assertion of
“stability” without demonstrated predictive or causal linkage, and the inconsistent

analytical standards applied to structural modifications affecting compensation.

Second, even assuming the concept were permissible in theory, which it is not, there
are structural construction defects in how the metric is actually built. These include
the use of dual formulas depending on data availability, the creation of an “industry
average” that is not a true cross-sectional average but an entity-year composite
without articulated weighting principles, disclosure-dependent adjustments lacking
standardized normalization protocols, and the absence of reconciliation to complete

financial statements where such statements were available.
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Third, there are dataset boundary and inclusion defects that undermine neutrality.
These include undefined inclusion criteria for cross-jurisdictional entities,
unexplained aggregation of certain associations while treating others discretely,
reliance on mixed financial source materials without reconciliation, and selective
inclusion or exclusion decisions that conflict with the stated purpose of removing

focus from individual compensation magnitude.

Each of these categories independently weakens the reliability of the expense ratio
construct. Collectively, they demonstrate that the methodology is not a coherent
analytical framework developed from a defined theoretical foundation. Rather, it is
a composite assembled through availability-driven decisions and unarticulated

structural choices.

Because the expense ratio is presented not as descriptive background but as a
binding constraint on DNI under RCW 81.116.020(3), these defects are not
peripheral. They are central to whether the methodology can legitimately serve as

a determinant of compensation adequacy.

The subsections that follow address these categories in detail.

Lack of Precedent

Has the Commission previously adopted the expense ratio methodology used

in Exh. SS-8T?

No. Inresponse to Data Request No. 27, Mr. Sevall stated plainly:
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There are no cases which use this exact methodology.'*

Accordingly, the expense ratio construct is not grounded in Commission precedent.
It is not part of an established pilotage ratemaking framework, has not been adopted
in prior PSP proceedings, and has not been used in other Washington pilotage

dockets.

Q. Is there any indication in the record that this methodology has been adopted

by other state pilotage regulators or by federal pilotage authorities?

A. No. There is no evidence in this record that any other state pilotage commission,
board of pilotage commissioners, or federal pilotage authority determines pilot
compensation by reference to an industry expense-to-revenue ratio band. Based on
my review of pilotage ratemaking practices nationally, compensation
determinations have typically relied on market-based evidence, historical
benchmarking, and statutory considerations—not expense ratio conformity bands.

Mr. Sevall has not identified any jurisdiction that uses this methodology. '’

Q. Why does the absence of precedent matter in this context?

A. Because the expense ratio methodology is not presented as descriptive context; it
is presented as a constraint on DNI under RCW 81.116.020(3). When a

methodology is invoked to define the permissible level of compensation under a

14 Exh. RLS-18 (Data Request No. 27).
15 See also Exh. SS-8T, which identifies no jurisdiction using this method.
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statutory standard of “fair, just, reasonable, and sufficient,” the Commission must

have confidence that the methodology rests on a defensible analytical foundation.

The absence of precedent means:

The methodology has not been tested in pilotage ratemaking;
It has not been adopted in Washington;

It has not been adopted elsewhere; and

It is not grounded in established regulatory doctrine.

O O O O

Lack of precedent does not automatically render a methodology impermissible.
However, it materially increases the burden on the proponent to demonstrate that

the methodology is theoretically coherent and empirically reliable.

Q. Has Mr. Sevall provided an articulated regulatory theory explaining why

expense ratio conformity ensures compensation adequacy?

A. No. There is no articulated theory in the record explaining:

e Why an industry expense ratio is consistent with RCW 81.116;

e  Why compensation adequacy should be tied to peer accounting structure;

e  Why profitability conformity is an appropriate proxy for labor-market
sufficiency; or

e How the ratio predicts recruitment, retention, or service sustainability
outcomes.

Absent precedent and absent articulated theory, the expense ratio methodology
rests primarily on just the assertion that similar expense ratios appear across

selected entities.
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Is similarity in accounting ratios sufficient to establish compensation adequacy

under the statute?

No. RCW 81.116.020(3) requires rates to be “fair, just, reasonable, and sufficient.”
In the pilotage context, the statutory standard concerns the continued availability of
licensed pilots and the maintenance of safe and reliable pilotage service. Similarity
in expense-to-revenue ratios may describe an accounting relationship. It does not,

by itself, establish that compensation is fair, just, reasonable, and sufficient.

Does the absence of precedent increase the analytical burden on the expense

ratio methodology?

Yes. Where a methodology lacks precedent, its proponent must provide clear
analytical justification and supporting evidence demonstrating that the approach
appropriately implements the statutory sufficiency standard. Here, the record
contains neither. The expense ratio is presented as a numerical constraint without
being grounded in ratemaking doctrine or supported by evidence linking the ratio

band to compensation adequacy.

What is the practical implication of adopting a methodology without precedent

or articulated foundation?

The practical implication is that the Commission would be establishing a new
compensation constraint without a demonstrated theoretical basis and without
evidence that it advances the statutory standard. In the absence of precedent,

coherent theory, or empirical linkage to compensation adequacy, the expense ratio

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
R. Lane Sisung Page 36 of 80



10

11
12
13
14
15
16
17
18

19

20

21

method lacks the institutional foundation necessary to support its adoption as a

binding determinant of DNI.

Stability Assertion Without Formal Testing

Did Mr. Sevall perform regression analysis or formal statistical testing to
demonstrate that expense ratios are stable and predictive of compensation

outcomes?

No. In response to Data Request No. 26, Mr. Sevall stated that stability was
demonstrated by reviewing multiple years of data and calculating standard

deviation.'®

The record does not contain;:

Regression analysis,

Variance decomposition,

Correlation testing between expense ratios and DNI,

Predictive modeling,

Or analysis demonstrating how expense ratio bands relate to compensation
adequacy.

The assertion of stability is therefore based on descriptive observation rather than

on formal testing of predictive or causal relationships.

16 Exh. RLS-19 (Staff Response to PSP DR 26).
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Does calculating a standard deviation establish that expense ratios causally

determine compensation outcomes?

No. Standard deviation is a measure of dispersion. It quantifies how much a
variable varies around its mean. It does not measure correlation. It does not measure
directional influence. It does not establish predictive power. It does not demonstrate
that one variable governs or determines another. Observing that expense ratios
fluctuate within a relatively narrow range does not establish that those ratios
constrain, predict, or determine compensation levels. Stability in one accounting
metric does not establish any causal, predictive, or structural relationship to a

distinct and independently determined compensation variable.

Is descriptive stability alone sufficient if the expense ratio is used to constrain

DNI under RCW 81.116.020(3)?

No. RCW 81.116.020(3) requires that rates be “fair, just, reasonable, and
sufficient.” When a metric is used to define the permissible range of compensation
under that standard, the record must demonstrate a rational connection between the
metric and the statutory inquiry. A showing of limited variance in expense ratios
does not demonstrate that the ratio determines compensation outcomes, nor does it
establish that maintaining compensation within that band meets the statutory

standard.
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What does “rational connection” mean in this context?

It means that if the expense ratio is used to constrain compensation, the record must
demonstrate why the expense-to-revenue relationship meaningfully relates to

compensation adequacy.

Specifically, the record would need to provide an articulated basis showing that:
e Districts within a given expense ratio band consistently satisfy statutory
requirements;
e Districts outside that band experience recruitment or retention
deficiencies; or
e The ratio governs or predicts compensation outcomes in a manner relevant
to the statutory standard.

No such demonstration appears in the record.

Does the Columbia River example support a rational connection between

expense ratios and compensation levels?

No. As previously discussed, Columbia River’s expense ratio declined by
approximately 1.6% from 2023 to 2024, while DNI increased by approximately
29.2%. That empirical pairing demonstrates that expense ratio movement does not
govern compensation movement. If the ratio were causally related to compensation

adequacy, such divergence would not be expected.

Does the San Francisco example demonstrate predictive or directional

consistency?

No. San Francisco’s expense ratio increased by approximately 17.7% in a single

year. The record does not demonstrate that compensation moved proportionally or
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directionally in response to that change. The examples cited in Exh. SS-8T
therefore do not establish predictive validity, directional consistency, or causal

linkage between expense ratios and compensation outcomes.

Are you asserting that formal econometric modeling is required in all pilotage

ratemaking cases?

No. I am not contending that regression analysis or advanced statistical modeling
is categorically required in every case. The narrower and more fundamental point
is this: when a novel, unprecedented metric is introduced to constrain
compensation, the record must demonstrate how that comports with the statutory
standard. Here, the expense ratio is used to define a reasonableness band, yet the
record contains no analysis demonstrating that expense ratio bands correlate with,
predict, or determine compensation adequacy. To the contrary, the record contains

evidence of a lack of correlation.

Why is the absence of demonstrated linkage analytically significant?

Because without a demonstrated rational connection between expense ratios and
compensation adequacy, the ratio remains an accounting descriptor rather than a
determinant of statutory sufficiency. A statutory constraint cannot rest solely on
descriptive similarity. It must rest on evidence that the metric being used
meaningfully advances the statutory objective. Here, the record demonstrates
descriptive ratio behavior. It does not demonstrate that expense ratios govern,

predict, or ensure compensation consistent with RCW 81.116.020(3).
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Q. What is the consequence of using a metric without establishing that rational
connection?
A. The consequence is that the metric functions as an arbitrary boundary rather than

as a reasoned implementation of the statutory standard. When a composite ratio is
used to limit compensation but the record does not demonstrate how that ratio
relates to the statutory standard, the constraint lacks the evidentiary grounding

necessary to support its use.

C. Inconsistent Analytical Standards Applied to Structural Constraints
Q. Did PSP propose an operating margin in its direct case in this proceeding?
A. Yes. In its direct case, PSP proposed incorporating a 12 percent operating margin

into the revenue requirement calculation. Under that proposal, TDNI was
determined independently using a market-based compensation analysis (i.e., the
UPC Study). The operating margin was applied to operating expenses,

depreciation, and interest. TDNI was then added as a separate component.

Q. How did Mr. Sevall respond to that proposal in his direct testimony?

A. In Exh. SS-1Tr at pages 3—4, Mr. Sevall rejected PSP’s proposed operating margin.
He concluded that PSP had not provided sufficient analytical support to justify
modifying the revenue requirement formula to include an operating margin
construct in the pilotage context. His objection was methodological. He did not

state that structural modifications are categorically impermissible. Rather, he stated
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that before modifying the revenue requirement formula in a way that affects
financial outcomes, the record must establish why such a modification is

appropriate for pilotage ratemaking.

How does the expense ratio methodology introduced in Exh. SS-8T operate?

The expense ratio methodology calculates an average expense-to-revenue ratio
across selected entities and evaluates whether PSP’s compensation falls within a

band implied by that ratio.

Because: Revenue — Expenses = TDNI, requiring conformity to an expense ratio

band necessarily limits the portion of revenue available for compensation.

Under this framework, compensation is not independently determined and then
incorporated into revenue. Instead, the permissible compensation outcome must

conform to a peer-derived expense-to-revenue relationship

How does this differ from PSP’s proposed operating margin?

The difference is structural and significant. Under PSP’s operating margin
proposal, compensation was determined independently based on market evidence.
The margin adjusted the revenue recovery of non-compensation costs.
Compensation was not calculated from the margin and was not constrained by it.
Under the expense ratio methodology, compensation itself is constrained by
requiring conformity to a peer-derived expense band. The ratio directly limits the

portion of revenue available for TDNI. Thus, PSP’s proposal modified the revenue
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recovery structure after compensation was determined. The expense ratio method
alters the compensation determination itself by imposing a structural conformity

requirement.

Why is that distinction analytically significant?

Because Mr. Sevall rejected PSP’s proposed structural modification (i.e., PSP’s
proposed operating ratio) on the grounds that the record lacked sufficient analytical
foundation to justify modifying the revenue requirement formula. The expense ratio
methodology also imposes a structural modification—one that directly constrains
the amount of compensation permitted—without providing comparable analytical

support.

There is no empirical study by Mr. Sevall in the record demonstrating that
conformity to an expense ratio band ensures compensation sufficiency or

reasonableness.

There is no articulated economic theory explaining why expense-to-revenue

alignment defines what is “reasonable” under RCW 81.116.020(3).

There is no demonstration that districts within the asserted band satisfy the statutory

standard while districts outside it do not.

What is the internal inconsistency identified in this subsection?

The inconsistency is methodological. PSP’s explicit structural modification to the

revenue formula was rejected by Mr. Sevall for lack of analytical foundation. Mr.
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Sevall’s expense ratio methodology—which directly affects the compensation
outcome—is introduced without that same foundation he required. If structural
mechanisms affecting financial outcomes require evidentiary support in one

context, they require comparable support in another.

Dual Formulas Depending on Data Availability

Did Mr. Sevall use a single, consistent formula to calculate the expense ratio

across all entities included in Exh. SS-11?

No. In response to Data Request No. 22, Mr. Sevall acknowledged that two
different approaches were used depending on the availability of underlying

financial data.!’

Where expense data were available, the expense ratio was calculated as:

Expense Ratio = Adjusted Expenses + Adjusted Revenue.

Where expense data were not available but pilot compensation was reported, the

expense ratio was calculated as:

Expense Ratio = 100% — (Adjusted Pilot Compensation + Adjusted

Revenue).

Thus, the formula applied depended on which financial line items were publicly

available for a given entity.

17 Exh. RLS-20 (Staff Response to PSP Data Request No. 22).
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Why is the use of two different formulas analytically significant?

It is analytically significant because a benchmark intended to constrain
compensation should operate under a consistent and clearly articulated
mathematical framework. Here, the expense ratio is not calculated uniformly
across entities. For some associations, the numerator consists of adjusted expense
data drawn directly from financial statements. For others, the numerator is derived
indirectly by subtracting reported pilot compensation from total revenue. Although
both results are labeled “expense ratio,” they are constructed from different
underlying inputs and rest on different structural assumptions. A methodology that
changes formulas based on data availability is not strictly standardized. It reflects
adaptation to available disclosures rather than application of a single defined
construct applied consistently across the dataset. When such a metric is
subsequently used as a binding constraint on DNI, the absence of uniform

construction becomes analytically material.

Does the use of different formulas affect the interpretability of the resulting

ratios?

Yes. When some entities are calculated using an expense-based numerator and
others are calculated using a compensation-based proxy, the resulting ratios are not
strictly comparable measurements of the same construct. Even if both calculations
yield a percentage labeled “expense ratio,” the internal composition of those ratios
differs depending on the data source and the structural derivation. Accordingly, the

resulting “industry average” aggregates ratios that are not homogeneous in
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construction. A composite benchmark built from differently constructed
components lacks structural uniformity. When such a composite metric is elevated
from descriptive context to a binding constraint on compensation, the absence of
consistent mathematical construction undermines its reliability as a uniform

benchmark.

Multi-Year Inclusion and the Structure of the “Industry Average”

How did Mr. Sevall treat entities for which multiple years of financial data

were available?

In Exh. SS-11, where multiple years of financial data were available for a given
pilotage district, each year was included as a separate observation in the dataset
used to calculate the “industry average” expense ratio. As a result, a district with
two or more years of available data appears multiple times in the calculation,

whereas a district with only one available year appears once.

Why is that analytically relevant?

Because the resulting “industry average” is not a simple cross-sectional average of
peer entities; it is an average of entity-year observations. This distinction is material
when the resulting figure is used as a constraint on compensation. If one district
appears in the dataset three times because three years of financial data were
available, while another appears only once because only one year was available,
the first district contributes proportionally more weight to the final average. That

weighting effect may not be intentional. It may simply reflect the availability of

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
R. Lane Sisung Page 46 of 80



10

11

12

13

14

15

16

17

18

19

20

21

historical financial statements. Nevertheless, it alters the structure of the resulting
“industry average.” The composite ratio therefore reflects the frequency of

available observations, not merely the characteristics of peer entities.

Does Exh. SS-11 articulate a weighting principle for including multiple years

as separate observations?

No. Exh. SS-11 does not describe a rationale for weighting certain districts more
heavily based on the number of available years. It does not explain whether
repeated observations are intended to reflect greater reliability, greater economic
relevance, or any analytically defined weighting criterion. Absent an articulated
weighting principle, the resulting “industry average” is shaped by the structure of

the dataset rather than by a defined analytical design.

Why does that matter if the purpose of the expense ratio is to constrain DNI?

Because the expense ratio is being used to define a reasonableness band under RCW
81.116.020(3). If certain districts are implicitly weighted more heavily simply
because more years of data were available, the resulting band reflects observation
frequency rather than a consciously selected analytical weighting framework. This
does not mean the underlying financial data are inaccurate. It means that the
resulting “industry average” is influenced by data availability rather than by an
articulated principle governing how peer information should be weighted in
determining compensation adequacy. Before such a composite figure is used to

constrain DNI, the analytical basis for its construction should be clearly stated.
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Q. What is the combined effect of dual formulas and multi-year inclusion?

A. The combined effect is that the so-called “industry average”:
e Is constructed from ratios derived under two different mathematical
formulas;
¢ Includes repeated observations for some districts and single observations
for others;
e Does not articulate a weighting rationale; and
e Reflects data availability rather than a predefined analytical framework.

The absence of a uniform formula and an articulated weighting principle means that
the resulting “industry average” does not rest on a defined analytical foundation. A
constraint derived from such a composite cannot reliably serve as a determinant of

compensation adequacy.

F. Selective Adjustments and Uncertainty

Q. How did Mr. Sevall handle adjustments for specific expense categories such as

medical, callback, and retirement in constructing the expense ratio?

A. In response to Data Request No. 24, Mr. Sevall explained that adjustments for
medical, callback, and retirement were made only when those items were clearly
identifiable in the source financial statements.'® If the amount was uncertain,
aggregated, or not explicitly reported, no adjustment was applied.'® Accordingly,
adjustments were implemented only where those expense components were

separately itemized and readily visible in the financial disclosures.

18 Exh. RLS-21 (Staff Response to PSP Data Request No. 24).
Y1d.
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What does that approach imply about the normalization process?

It indicates that normalization was disclosure-dependent rather than governed by a
standardized protocol. If one association’s financial statements itemized retirement
expense as a discrete line item, an adjustment was made. If another association
embedded retirement within broader administrative expense categories, no
adjustment was applied. Similarly, medical or callback expenses were adjusted
only where those amounts were expressly identifiable. If such costs were
aggregated within broader expense categories, they remained unadjusted. Thus, the
composition of the calculated expense ratio depends in part on the formatting and
reporting structure of the source financial statements rather than on a uniformly

applied normalization methodology.

With respect to the pilotage districts included in RLS-04, what financial

information was available?

For the pilotage districts included in RLS-04, UPC obtained and relied upon
financial statements in conducting its compensation analysis. The excerpts included
in RLS-04 were selected for purposes of benchmarking compensation and were not
intended to serve as fully normalized income statements for expense ratio
construction. The complete financial statements for pilotage associations were
publicly obtainable and could have been independently retrieved or requested
through discovery. Exh. SS-11 does not demonstrate reconciliation to available full

financial statements.
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Why is that distinction analytically important?

Because the expense ratio methodology elevates selected income statement
components into a binding benchmark that constrains DNI under RCW
81.116.020(3). When a metric is used to define what compensation is “reasonable”,
the construction of that metric must be methodologically consistent and fully
reconciled.
Here:
e The excerpts in RLS-04 were prepared for a different analytical purpose.
e They were not structured as normalized expense statements for ratio
construction.
e Exh. SS-11 does not demonstrate reconciliation to complete financial
statements for those same entities.
e Adjustments were applied only where components were clearly
identifiable.
e Embedded or aggregated categories were left unadjusted.

The resulting ratios therefore reflect reporting visibility and formatting decisions

rather than a standardized adjustment framework applied uniformly across entities.

Does this critique suggest that the publicly available financial data are

inaccurate?

No. The issue is not data accuracy. The issue is structural construction. The
expense ratio benchmark is constructed using adjustments that vary depending on
disclosure clarity, without demonstrating that embedded expense components were
consistently identified and normalized across all entities. That variability affects the

structural integrity of the resulting composite ratio.
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Why does structural consistency matter in this context?

Structural consistency matters because the expense ratio is proposed to be used to
define an “industry average” and to constrain DNI within a purportedly reasonable
band under RCW 81.116.020(3). A constraint used to determine reasonableness

must rest on a clearly articulated and uniformly applied analytical protocol.

The resulting benchmark lacks uniform construction, where:
e Some entities are normalized more fully than others,

¢ Adjustments depend on disclosure format,
e Full financial statements are not reconciled,
e And no standardized adjustment methodology is applied.

Sevall’s compensation constraint constructed from disclosure-dependent
adjustments is inherently unstable because its structure depends on reporting format

rather than on a defined and consistently applied analytical principle.

Does Exh. SS-11 demonstrate that embedded expense components were

consistently identified across all entities?

No. There is no reconciliation table in Exh. SS-11 demonstrating that complete
financial statements were reviewed to ensure that embedded categories were treated
equivalently across entities. Adjustments were applied only where components
were explicitly identifiable; where not identifiable, they were not adjusted. No
sensitivity analysis was performed to evaluate the effect of unadjusted embedded

components on the resulting expense ratio band.
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A.

What is the combined methodological effect of selective adjustments and

partial reliance on visible disclosures?

The combined effect is that the expense ratio benchmark:
e I[s constructed using uneven normalization;
e Depends materially on how financial statements are formatted and
disclosed;
e Does not demonstrate reconciliation to full financial statements;

e Does not articulate a uniform adjustment protocol;
e And is then used to define a binding statutory constraint on compensation.

Such a construct may provide descriptive accounting information. However, when
elevated to define the permissible bounds of compensation under RCW
81.116.020(3), the absence of standardized normalization and reconciliation

materially undermines its reliability.

Lake Charles Pilots Exclusion

Is the fact that Lake Charles is a high-compensation pilotage district relative

to others referenced in the record?

Yes. As reflected in the UPC Study, Lake Charles’ reported compensation levels
were materially above the range observed in most other pilotage districts included
in the analysis. UPC identified Lake Charles as a high-compensation outlier and

excluded it from its UPC benchmark analysis on that basis.
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Did the study articulate the reason for excluding Lake Charles from its

compensation benchmark?

Yes. UPC’s analysis expressly identified Lake Charles as an outlier in terms of
compensation magnitude and explained its exclusion on that basis. The rationale
was transparent and tied directly to the structure of the compensation benchmarking

methodology.

How does Mr. Sevall describe the purpose of his expense ratio methodology in

Exh. SS-8T?

In Exh. SS-8T, Mr. Sevall states that the expense ratio methodology “takes the
focus off what an individual pilot made.”?’ His stated objective is to shift the
analysis away from individual compensation levels and toward structural

accounting relationships reflected in expense-to-revenue ratios.

Was Lake Charles included in Exh. SS-11’s expense ratio dataset?

No. Lake Charles does not appear as an included observation in Exh. SS-11.

Why is that exclusion analytically significant?

Because Lake Charles is precisely the type of district that tests the neutrality of the
expense ratio methodology. If the expense ratio construct genuinely removes focus
from individual compensation magnitude and instead evaluates structural expense-

to-revenue relationships, then the presence of a high-compensation district should

20 Exh. SS-8T at 7:1.
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not, in itself, disqualify that district from inclusion. The methodology, if
structurally neutral, would capture its accounting relationship regardless of
compensation level. Yet Lake Charles -- a documented high-compensation outlier
-- is absent from the dataset. Exh. SS-11 does not articulate an inclusion principle
explaining why Lake Charles was excluded or how that exclusion aligns with the
stated purpose of focusing on structural accounting relationships rather than

individual compensation levels.

What inference arises from that absence?

Absent an articulated inclusion principle unrelated to compensation magnitude, the
exclusion of a known high-compensation district is difficult to reconcile with the
stated objective of “taking the focus off what an individual pilot made.” If
compensation magnitude is analytically irrelevant under the expense ratio
framework, then the dataset should be constructed without regard to compensation
level. Where a high-compensation outlier is excluded and no alternative structural
rationale is articulated, the neutrality of the proxy set is legitimately called into

question.

Are you asserting that Mr. Sevall excluded Lake Charles solely because of its

compensation level?

I am not speculating as to motive. The analytical point is narrower and grounded
in the record: the methodology claims to disregard individual compensation levels,

yet it excludes a district whose defining characteristic in the record is its high
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compensation. Without an articulated structural basis for that exclusion, the

integrity and neutrality of the dataset are undermined

Q. Why does this matter if the expense ratio is being used as a binding constraint?

A. Because when a composite “industry average” is used to define the upper bound of
compensation under RCW 81.116.020(3), the selection of included entities must be
governed by clearly articulated structural principles. If inclusion or exclusion
correlates with compensation magnitude -- or appears to do so -- the resulting
benchmark cannot credibly claim to be independent of individual compensation
levels. The integrity of the dataset is central to the legitimacy of the constraint.
Absent transparent inclusion criteria, the expense ratio cannot reliably function as

a neutral determinant of compensation adequacy.

H. Inclusion of Canadian Pilotage Authorities Operating Under Distinct
Statutory Regimes

Q. Did Exh. SS-11 include Canadian pilotage authorities in the calculation of the

“industry average” expense ratio?

A. Yes. Canadian pilotage authorities were included as part of the dataset used to

calculate the expense ratio band in Exh. SS-11.

Q. Do you dispute that Canadian pilots provide licensed maritime pilot services

comparable in professional character to those provided in Washington?

A. No. A licensed maritime pilot performs the same essential professional function

regardless of geography. The issue here is not professional equivalence,
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competence, or skill. The issue is the construction of a statutory compensation

constraint under Washington law.

What is the analytical concern regarding the inclusion of Canadian pilotage

authorities in this dataset?

The concern is not the comparability of the profession. The concern is the structural
design of the benchmark being constructed. Exh. SS-11 uses the resulting
composite expense ratio to define what level of compensation is “reasonable” under

RCW 81.116.020(3). That is a Washington statutory standard.

However, the methodology does not articulate:

The inclusion criteria used to select entities,

Whether the dataset is intended to reflect Washington-regulated pilotage,
Whether it is intended to reflect U.S. pilotage,

Or whether it is intended to represent a broader North American sample.

Canadian pilotage operates under a distinct statutory and regulatory framework.
The record contains no explanation from Mr. Sevall describing how inclusion of

entities governed under a separate legal regime informs the Washington inquiry.

Does this argument suggest that Canadian pilotage data are inherently

irrelevant?

No. The argument is not that Canadian data are per se inappropriate for descriptive
comparison. The argument is that when a dataset is used to impose a binding
constraint on compensation under a specific state statute, the inclusion criteria and

analytical nexus must be clearly articulated. Here, no principle is stated explaining
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why entities operating under a different statutory framework were included or how

their inclusion advances the RCW 81.116 analysis.

Are there additional structural considerations associated with cross-

jurisdictional financial data?

Yes. The methodology does not articulate:

e Whether currency differences were normalized consistently,
e Whether exchange rate fluctuations were treated uniformly across years,
e Whether differences in financial reporting frameworks (e.g., IFRS versus
U.S. GAAP) were reconciled for expense recognition differences,
e Or whether reporting conventions across jurisdictions affect the
composition of expense categories used in the ratio calculation.
This is not to suggest that such differences necessarily invalidate the data. Rather,
it underscores that when cross-jurisdictional financial statements are incorporated

into a binding statutory benchmark, the analytical treatment of those structural

differences should be clearly identified and explained.

Exh. SS-11 does not describe such reconciliation.

Why does the absence of articulated treatment of these structural factors

matter?

Because the expense ratio is not presented as a descriptive observation; it is
presented as a constraint defining a “reasonable” band for DNI under Washington
law. When entities operating under different statutory frameworks, potentially
different accounting standards, and different currency environments are

incorporated into a composite benchmark, the absence of an articulated
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reconciliation methodology contributes to methodological instability. The dataset
appears to have been assembled based on the availability of income statements

rather than on a defined analytical boundary tied to the statutory inquiry.

What is the limited analytical point being made in this subsection?

The point is not that Canadian pilotage is automatically inappropriate for
comparison. The point is that when a composite ratio derived from multiple
jurisdictions is elevated to constrain compensation under a specific statutory
standard, the selection criteria and structural reconciliation must be articulated.
Here, that articulation is absent. That absence contributes to the overall instability

and analytical fragility of the expense ratio methodology.

Great Lakes Aggregation and Source Inconsistency

How did Mr. Sevall treat the Great Lakes pilot associations in his expense ratio

analysis?

In Exh. SS-11, the three Great Lakes pilot associations — Lakes Pilots Association,
St. Lawrence Seaway Pilots, and Western Great Lakes Pilots — were combined
into a single aggregated line item for purposes of calculating the expense ratio.
Rather than presenting each association as a separate observation in the dataset,
they were consolidated into one composite entry. In addition, the financial figures
used for those associations were drawn from a Federal Register notice containing
rate-setting information, including projected data, rather than from discrete

financial statements for each association.
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Why is the aggregation of the three Great Lakes associations analytically

significant?

It is analytically significant because aggregation alters the structure of the dataset.

Elsewhere in Exh. SS-11, pilotage associations are treated as discrete observations,
with each association contributing an individual expense ratio to the calculation of

the so-called “industry average.”

By contrast, the three Great Lakes associations are consolidated into a single
composite entry. This consolidation reduces the number of discrete observations

and masks any variability that may exist among those individual associations.

When a composite benchmark is constructed to constrain compensation under
RCW 81.116.020(3), the decision to treat some entities as separate observations

and others as aggregated entries requires explanation.

Did Mr. Sevall provide an articulated explanation in Exh. SS-8T or Exh. SS-
11 for aggregating the Great Lakes associations and sourcing their financial
figures from a Federal Register notice rather than from discrete financial

statements?

No. The record does not contain an articulated explanation for why the three Great
Lakes associations were consolidated into a single composite entry, nor does it
explain why Federal Register rate-setting data -- including projected figures -- were

used in place of individual financial statements for each association that were
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available to Mr. Sevall either as an excerpted exhibit to the UPC Study (Exh. RLS-
04) or through discovery. Exh. SS-11 does not describe a governing principle for
aggregation, does not articulate a rationale for using different source materials for
these associations, and does not explain how those methodological choices are
consistent with the construction applied to other entities in the dataset. The absence
of such explanation reinforces that these structural decisions were made without an

articulated analytical framework.

Why does the absence of articulated justification for aggregation matter?

Because aggregation directly affects the weight and influence of the included
entities within the overall calculation. If three associations are combined into one
composite entry, their internal variation is suppressed and their contribution to the
final “industry average” is altered relative to associations treated individually.
When a dataset is used to define a binding compensation constraint, structural
decisions regarding aggregation should be transparent and analytically justified.

Here, no such justification is articulated.

What is significant about the source of the financial figures used for the Great

Lakes associations?

The financial figures for the Great Lakes associations were derived from a Federal
Register notice containing rate-setting data, including projected figures, rather than

from individual financial statements for each association. This differs from the
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treatment applied to most other associations in Exh. SS-11, where income statement

data were drawn from available financial statements.

Why is this source difference analytically relevant?

Because the reliability of a composite expense ratio benchmark depends on
consistency in both calculation and source data. Where most associations are
represented through financial statement data, but the Great Lakes associations are
represented through regulatory notice data — including projected information —

the dataset incorporates differing types of financial inputs.

The methodology does not explain:
e Why Federal Register rate-setting data were used in place of discrete
financial statements;
e  Whether projected figures were reconciled to actual financial outcomes;
e Or how the treatment of those figures is analytically aligned with the
treatment applied to other associations in the dataset.
When a composite “industry average” is constructed from mixed source types

without articulated reconciliation, the internal consistency of the benchmark is

diminished.

What is the combined methodological concern arising from aggregation and

mixed source inputs?

The combined concern is that the expense ratio dataset:

e Aggregates certain entities while separating others;

e Relies on different types of financial inputs across entities;

e Does not articulate a justification for those structural decisions;
e And is then used to impose a constraint on DNI.
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J.

When a dataset incorporates structural inconsistencies in aggregation and source
selection, the reliability of the resulting “industry average” as a binding benchmark

is materially affected.

Combined Impact of Methodological Issues

What is the combined effect of the methodological issues discussed in this

section?

The combined effect of the issues addressed in this section is that the expense ratio

methodology suffers from defects at every structural level.

At the foundational level, the methodology lacks precedent, lacks articulated
regulatory theory, and lacks demonstrated empirical linkage to the statutory
standard. No Commission case has adopted this approach. No jurisdictional
adoption has been identified. Stability is asserted through descriptive observation
and standard deviation rather than through analysis demonstrating predictive or
causal relevance to compensation adequacy. In addition, the methodology imposes
a structural constraint on compensation without the analytical foundation
previously required by Mr. Sevall himself when evaluating structural modifications
to the revenue requirement. These foundational deficiencies call into question

whether the construct rests on any coherent doctrinal or theoretical footing.

At the level of structural construction, the metric itself is internally inconsistent. It
is derived using dual formulas depending on data availability. It incorporates

repeated entity-year observations without articulating a weighting principle. It
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Q.

applies selective, disclosure-dependent adjustments rather than a standardized
normalization protocol. It relies on partial financial statement excerpts without
demonstrating reconciliation to complete financial statements where such
statements were obtainable. The resulting “industry average” is therefore not the
product of a single, consistently applied analytical framework, but rather a

composite assembled from heterogeneous construction methods.

At the dataset boundary and neutrality level, the methodology does not articulate
governing inclusion criteria. It incorporates entities operating under different
statutory regimes without explaining how those regimes inform the Washington
standard. It aggregates certain associations while treating others discretely, without
analytical justification. It relies on differing types of financial source materials,
including regulatory notices and projected data, without reconciliation to actual
financial statements. It excludes at least one documented high-compensation outlier
without articulating a structural inclusion principle consistent with the stated
purpose of removing focus from individual compensation magnitude. These
decisions collectively affect the neutrality and integrity of the composite

benchmark.

Taken together, these features demonstrate that the expense ratio methodology is
not a unified analytical framework grounded in defined principles. It is a construct
assembled from availability-driven choices, inconsistent construction methods, and

unarticulated structural assumptions.

Why is that analytically significant?
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A. It is analytically significant because the expense ratio is presented as a binding
constraint on DNI under RCW 81.116.020(3). When a methodology is used to

define the permissible range of compensation under the statute, it must rest on:

A defensible theoretical foundation;

Consistent mathematical construction;

Clearly articulated inclusion criteria;

Uniform normalization protocols; and

A demonstrated rational connection to the statutory inquiry.

The expense ratio methodology, as constructed, does not satisfy any of those

conditions at the foundational, structural, or dataset design levels.

Q. What does that mean for the Commission’s evaluation of Exh. SS-11?

A. It means that the expense ratio benchmark lacks the structural integrity necessary
to function as a reliable determinant of compensation adequacy. Absent precedent,
coherent theory, uniform construction, articulated weighting principles, consistent
sourcing, and demonstrated relevance to statutory the statutory standard, the
resulting “industry average” cannot credibly serve as a binding constraint on DNI.
The expense ratio may describe accounting relationships. It does not establish
compensation that is fair, just, reasonable, and sufficient under RCW

81.116.020(3).
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VIII. CES INDEXING-STRUCTURAL INCOHERENCE IN FORWARD-

LOOKING FRAMEWORK

How does Mr. Sevall propose to determine DNI in the initial test year under

his expense ratio methodology?

In Exh. SS-8T, Mr. Sevall applies the expense ratio methodology to define a
reasonableness band constraining DNI in the initial test year. The expense ratio is
used to evaluate whether the proposed compensation falls within an asserted
“industry average” structural range derived from peer expense-to-revenue
relationships. Thus, in the initial year, compensation is constrained by reference to

a composite accounting benchmark.

How does Mr. Sevall propose to adjust DNI in subsequent years?

For the forward-looking years, Mr. Sevall proposes adjusting DNI using a
Consumer Expenditure Survey (CES)-based wage index. Rather than recalculating
or reapplying the expense ratio methodology in each future year, the resulting
compensation figure is escalated using a broad measure of general wage growth.
The expense ratio constraint is therefore applied in the initial year, and a

macroeconomic wage index governs subsequent years.

Are the expense ratio methodology and CES wage indexing based on the same

analytical premise?

No.
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The expense ratio methodology is premised on the view that compensation
adequacy should conform to structural accounting relationships between expenses

and revenue observed across peer entities.

CES indexing, by contrast, is premised on the view that compensation should track

general wage growth trends in the broader economy.

These are conceptually distinct analytical foundations.

If the expense ratio defines what is “reasonable” under RCW 81.116.020(3),

why is it not reapplied in subsequent years?

Mr. Sevall does not address that question. Ifthe expense ratio meaningfully defines
reasonable compensation in the initial year, then, as a matter of analytical
coherence, it would logically continue to define reasonableness in subsequent
years. The methodology does not explain why the ratio governs in Year 1 but is

replaced by a general wage index thereafter.

Conversely, if CES wage growth is an appropriate forward-looking measure
of compensation reasonableness, what role does the expense ratio serve in the

initial year?

That question likewise remains unanswered. If reasonable compensation is
properly determined by labor-market wage trends, as reflected in CES indexing,

then constraining the initial year by reference to an expense ratio band introduces a
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separate and potentially inconsistent limitation. The record does not integrate these

two frameworks into a unified theory of compensation reasonableness.

What does the CES wage index measure?

The CES index measures general wage growth across broad sectors of the economy.
It reflects aggregate labor-market trends and macroeconomic wage movement. It
is not specific to maritime pilotage. It does not measure the supply and demand
conditions for licensed pilots. It does not reflect licensure barriers, professional risk

exposure, or regulatory obligations unique to pilotage.

Is the CES index tied to expense ratios or structural accounting relationships?

No. The CES index operates independently of expense-to-revenue relationships. It
reflects general wage growth and does not incorporate expense structure, revenue

composition, or accounting allocation practices.

Does the record demonstrate that expense ratios can vary materially from year

to year?

Yes. As previously discussed:
e Columbia River’s expense ratio declined slightly while DNI increased
materially.
e San Francisco’s expense ratio increased approximately 17.7% in a single
year.

These examples demonstrate that expense ratios are sensitive to year-specific

financial conditions and operational variables.

Surrebuttal Testimony (Nonconfidential) of Exh. RLS-16T
R. Lane Sisung Page 67 of 80



10
11
12
13
14
15
16
17
18

19

20

21

22

23

24

25

Why does that matter in the context of applying the expense ratio in the initial

year and CES indexing thereafter?

It matters because the expense ratio methodology anchors compensation in a single
test year and then replaces that structural constraint with CES indexing in
subsequent years. If expense ratios fluctuate meaningfully from year to year, then
the specific year selected as the anchor year materially influences the starting
compensation level. Once that anchor level is established, subsequent years are

adjusted by CES rather than by reapplying the expense ratio framework.

Thus:
e If the anchor-year expense ratio is anomalously low, compensation may be
structurally suppressed for multiple years.
e [fthe anchor-year expense ratio is anomalously high, compensation may
be structurally elevated for multiple years.
e In either case, the forward-looking trajectory is determined by a single-

year accounting relationship rather than by a continuing structural
constraint or labor-market reassessment.

Does the record demonstrate that the selected anchor year expense ratio is

uniquely representative or stable relative to adjacent years?

No. The record does not contain analysis demonstrating that the selected expense
ratio year is statistically representative, free from transient accounting effects, or
uniquely suited to define a multi-year compensation trajectory. Given the
documented variability in expense ratios across districts and years, the selection of

the anchor year becomes determinative.
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Q. What is the analytical consequence of using expense ratio constraints in the

initial year and CES indexing thereafter?

A. The consequence is that two distinct and unintegrated theories of compensation
adequacy are applied sequentially. In the initial year, compensation is constrained
by peer accounting relationships. In subsequent years, compensation is adjusted

according to general wage growth trends.

Although CES indexing applies prospectively, the initial benchmark is established
by the expense ratio constraint. Any distortion in that anchor year propagates

forward through indexed adjustments.

Q. Does the record demonstrate that expense ratio bands and CES wage growth

operate consistently with one another?

A. No. There is no analysis demonstrating that compensation escalated by CES will
remain within the asserted expense ratio band in future years. Nor is there analysis
demonstrating that applying CES growth preserves whatever structural conformity
the expense ratio is intended to achieve. Accordingly, the forward-looking

framework lacks internal coherence.

Q. Why is this structural incoherence relevant under RCW 81.116.020(3)?

A. It is relevant because RCW 81.116.020(3) requires that rates be “fair, just,
reasonable, and sufficient.” If the expense ratio methodology is presented as

meeting this standard, then abandoning it in subsequent years without explanation
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undermines its claimed relevance to the statutory standard. If CES indexing defines
the standard, then constraining the initial year by an expense ratio introduces an
analytically unrelated limitation. The record does not articulate a unified
framework explaining how these two approaches together implement the statutory

requirement.

What is the central problem with the combined expense ratio and CES

approach?

The central problem is structural incoherence. The methodology applies one theory
of compensation adequacy in the initial year and a different theory in subsequent
years without articulating how those theories relate, interact, or collectively
implement the statutory standard. Absent a unified analytical foundation tying both
approaches to RCW 81.116.020(3), the framework lacks internal consistency and

does not provide a principled basis for constraining DNI.

IX. DECOUPLING COMPENSATION FROM INDEPENDENT
DETERMINATION

Under a traditional ratemaking framework, how are compensation and

expenses related?

The Commission first determines the level of compensation necessary to satisfy the
statutory requirement that rates be ‘“fair, just, reasonable, and sufficient” under
RCW 81.116.020(3). Expenses are then evaluated for prudence and necessity, and

revenue is set at a level sufficient to recover those components.
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Once rates are established:
e Actual DNI equals revenue minus actual expenses.
e Ifnon-compensation expenses are managed efficiently, actual DNI
increases.
e Ifexpenses increase, actual DNI correspondingly decreases.
Under this structure, cost discipline directly improves the association’s financial
position without altering the independent determination of compensation adequacy.

Compensation is evaluated separately under the statutory standard and is not

determined by expense configuration.

How does the expense ratio methodology alter the relationship between

expense structure and compensation?

Under the expense ratio framework, compensation is evaluated relative to a peer-
derived expense-to-revenue band. Rather than determining compensation
independently, compensation must conform to a structural accounting relationship
observed across selected peer entities. In this framework, expense levels become
analytically relevant to the regulatory evaluation of compensation in future

proceedings.

Does the arithmetic identity change under the expense ratio framework?

No. In any given rate year, actual DNI remains equal to revenue minus expenses.
Higher non-compensation expenses reduce actual DNI, and lower expenses
increase actual DNI. The mathematical identity does not change. The structural

shift occurs elsewhere.
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If the arithmetic relationship remains unchanged, where does the structural

shift occur?

The structural shift occurs at the ratemaking stage.

When compensation is determined through market-based evaluation, it is
established independently based on prevailing professional labor-market
conditions, including licensing requirements, opportunity costs, and the economic

value of licensed pilot services.

Under a ratio-conformity framework, by contrast, compensation is constrained by
reference to the association’s expense structure relative to peer entities In that
framework, compensation is not determined through independent evaluation of
labor-market factors, but instead must conform to a pre-established accounting
relationship. As a result, expense levels influence not only actual DNI in a given
year but also the regulatory determination of what level of compensation is
considered “reasonable” under the ratemaking process. Compensation becomes
analytically intertwined with accounting structure rather than evaluated

independently under the statutory standard.

What effect does this structural shift have on cost discipline?

Under a market-based compensation framework, cost discipline strengthens the
association’s financial position without affecting the independent evaluation of

compensation adequacy.
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Under a ratio-conformity framework, expense levels form part of the structural
benchmark used to evaluate compensation. Efficiency reduces the expense ratio;

higher expense structures increase it.

In this proceeding, PSP’s expense ratio was determined to be below the asserted
peer band, which led to a recommended reduction in compensation in order to move
the ratio upward into conformity. If PSP’s non-compensation expenses had been
higher, the resulting expense ratio would likewise have been higher, potentially

reducing or eliminating the recommended compensation adjustment.

This does not alter the arithmetic reality that higher expenses reduce actual DNI in
a given actual operating year. Rather, it demonstrates that under a ratio-conformity
framework, expense configuration influences the regulatory assessment of
compensation adequacy. The framework does not create a rational incentive to
incur higher expenses, because doing so would reduce actual DNI. However, it
does structurally couple compensation evaluation to expense configuration in a way

that does not occur under a market-based compensation approach.

Why is this structural coupling relevant under RCW 81.116.020(3)?

It is relevant because the statute requires that compensation be fair, just, reasonable,
and sufficient to sustain licensed pilot services. Under this approach, compensation
adequacy is evaluated directly in light of labor-market conditions, market-based
compensation, recruitment, retention, and professional requirements. Under a

ratio-conformity approach, compensation is evaluated indirectly through alignment
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with peer expense structures. This introduces a structural decoupling between
labor-market sufficiency and compensation determination. Compensation becomes
tethered to accounting relationships rather than independently assessed under the

statutory standard.

What is the central regulatory concern arising from this structural shift?

The central concern is structural rather than behavioral. The expense ratio
framework renders compensation analytically dependent on expense configuration
and peer structural conformity, rather than on an independent determination of
compensation adequacy under RCW 81.116.020(3). This shifts the Commission’s
focus from market-based compensation adequacy to accounting alignment that is
not demonstrated to be causally or predictively related to that statutory
determination. Absent a demonstrated rational connection between expense ratio
conformity and the Commission’s compensation determination under the
governing statutory framework, this structural coupling lacks a principled basis and

cannot reliably implement the legal standard

X. CONCLUSION

What does the complete record establish regarding the expense ratio

methodology proposed in Exh. SS-8T?

The complete record establishes that the expense ratio methodology is not a
principled, reliable, or legally sufficient basis for determining DNI under RCW

81.116.020(3).
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The statute requires that rates be “fair, just, reasonable, and sufficient.” In the
pilotage context, as the Commission has previously recognized, that standard
relates to ensuring the continued provision of licensed pilot services. The inquiry
therefore centers on whether compensation is adequate under prevailing labor-
market conditions and professional requirements to support the ongoing provision

of those services.

The expense ratio methodology does not evaluate those considerations. Instead, it
substitutes a peer-derived accounting relationship with no demonstrated predictive
or causal linkage to compensation levels for a direct determination of compensation

sufficiency.

What does the empirical record demonstrate?

The empirical record demonstrates that expense ratios do not predict, govern, or

constrain compensation outcomes.

The Columbia River example shows compensation increasing materially while the
expense ratio declined. The San Francisco example shows significant variation in
expense ratios without corresponding compensation movement. Across districts
and years, there is no consistent directional, structural, or predictive relationship

between expense ratio levels and DNI.

The record therefore fails to establish any rational connection between expense

ratio conformity and compensation adequacy.
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What is the fundamental economic flaw underlying the methodology?

The methodology reverses causality.

Compensation contributes to expenses. Expenses contribute to the expense ratio.
The ratio is a derivative accounting outcome. It does not determine the value of

licensed pilot labor.

By using the ratio to constrain compensation, the methodology treats an outcome
variable as a controlling determinant. That inversion lacks economic foundation

and is unsupported by any demonstrated causal linkage to labor-market sufficiency.

How does the methodology affect the traditional revenue requirement

framework?

Under the traditional structure, compensation is independently determined under

the statutory standard and incorporated into the revenue requirement.

Under the expense ratio framework, compensation is subordinated to conformity
with a peer-derived expense-to-revenue band. Compensation becomes a residual
constrained by accounting alignment rather than an independently evaluated

component of the revenue requirement.

This is not a minor computational adjustment. It is a structural shift in the nature of

the regulatory inquiry.
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What did your methodological analysis reveal about how the expense ratio

benchmark is constructed?

It revealed defects at every structural level.

At the foundational level, the methodology lacks precedent, articulated regulatory
theory, and demonstrated empirical linkage to the statutory standard of fair, just,

reasonable, and sufficient.

At the construction level, it relies on dual formulas, implicit weighting through
repeated entity-year observations, disclosure-dependent adjustments, and

incomplete reconciliation to full financial statements.

At the dataset boundary level, it incorporates cross-jurisdictional entities without
articulated inclusion criteria, aggregates certain associations without justification,
relies on mixed source materials, and excludes a documented high-compensation

outlier without a structural rationale consistent with its stated purpose.

Collectively, these features demonstrate that the expense ratio is not a coherent
analytical framework developed from defined principles. It is a composite
assembled from availability-driven decisions and unarticulated structural

assumptions.

How does the proposed forward-looking CES indexing affect the integrity of

the framework?

It further exposes its incoherence.
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In the initial year, compensation is constrained by a peer accounting band. In
subsequent years, compensation is adjusted using a broad wage index unrelated to
expense ratios. The record does not reconcile these distinct theories or explain how

they collectively implement the statutory standard.

The result is not a unified compensation framework, but a sequential application of

incompatible analytical premises.

Q. What broader regulatory consequence would follow from adopting this
methodology?
A. Adoption would decouple compensation from an independent, market-based

determination under RCW 81.116.020(3) and instead tether it to accounting
conformity that has no demonstrated nexus to the Commission’s statutory

compensation determination.

Absent a demonstrated rational nexus between expense ratio conformity and the

statutory standard, that structural coupling lacks principled justification.

Q. What, then, should the Commission conclude?

A. The Commission should conclude that the expense ratio methodology cannot serve

as a binding constraint on DNI in this proceeding.

It lacks precedent.
It lacks articulated theory.

It lacks empirical support.
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It reverses causality.

It alters the revenue requirement structure.
It is methodologically unstable.

It is forward-looking incoherent.

It decouples compensation from an independent, market-based
determination.

By contrast, the record contains reliable market-based compensation evidence in
the form of the UPC Study and the Updated UPC Study introduced in this docket.
In his direct testimony, Mr. Sevall expressly found the salary survey evidence
credible and used it to determine a reasonable range for DNI. That market-grounded
analysis is consistent with the Commission’s prior practice of evaluating
comparable pilotage compensation and recruitment evidence and weighing such

evidence based on reliability and relevance.

The pivot in cross-answering testimony to a novel expense ratio construct does not

displace the earlier, market-based evaluation.

The Commission has previously required compensation methodologies to be
supported by coherent theory, reliable data, and demonstrable relevance to the
statutory standard. The UPC Study satisfies that analytical discipline. The expense

ratio methodology does not.

Accordingly, the Commission should reject the expense ratio constraint and

determine compensation directly under RCW 81.116.020(3), grounded in sound
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market evidence in the record.
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