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BLS = Bureau of Labor Statistics
CAGR = Compound annual growth rate
EBIT = Earnings before interest and taxes
EBITDA = Earnings before interest, taxes, depreciation, and amortization
ERI = Economic Research Institute
FIFO = First-in, first-out
FYE = Fiscal year ended
IBD = Interest-bearing debt
LFYE = Latest fiscal year-end
LTD = Long-term debt
LTM = Latest 12 months
MVE = Market value of equity
MVIC = Market value of invested capital
NA = Not available
NAICS = North American Industry Classification System
NM = Not meaningful
PSP = Puget Sound Pilots Association
SEC = Securities and Exchange Commission
SIC = Standard Industrial Classification
TBVIC = Tangible book value of invested capital
WACC = Weighted average cost of capital

Invested Capital = Total equity (common and preferred) + total interest-bearing debt
Value of Invested Capital = LTD + short-term interest-bearing debt + market value of preferred equity + market value of common equity
Tangible Book Value of Invested Capital = LTD + short-term interest-bearing debt + book value of stockholders' equity  recorded intangible 
   assets (including goodwill)

SCHEDULE A
PUGET SOUND PILOTS ASSOCIATION

DEFINITIONS
AS OF DECEMBER 31, 2018
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SCHEDULE B
PUGET SOUND PILOTS ASSOCIATION

RATE OF RETURN ANALYSIS
AS OF DECEMBER 31, 2018

SUMMARY AND CONCLUSION

Fair and Reasonable Rates of Return - SIC Code 44 Water Transportation Industry [a]

Rate of Return Method: Rates of Return 

Modified Capital Asset Pricing Model (ex post equity risk premium) - Return on Equity [b] 14%
Modified Capital Asset Pricing Model (supply side equity risk premium) - Return on Equity [b] 13%
Build-Up Model - Return on Equity [b] 15%
Comparable Earnings Method - Select Publicly Traded Companies - Return on Equity [c] 4% to 19%
Comparable Earnings Method - Select Publicly Traded Companies - Return on Total Invested Capital [c] 6% to 35%
Comparable Sales Method - Mergered and Acquired Companies - Returnn on Total Invested Capital [d] 6% to 31%

Puget Sound Pilots Rates of Return 

Rate of Return on Equity
Normalized Net Income [e] 12,243       

Divided by: Value of Equity [f] 19,856       
Equals: Rate of Return of Equity 62%

Rate of Return on Total Invested Capital 
Normalized EBITDA [e] 12,237       
Divided by: Value of Invested Capital [f] 20,063       

Equals: Rate of Return of Total Invested Capital  61%

Analysis Conclusion:
The PSP Rates of Return Exceed Fair and Reasonable Rates of Return

Definitions are presented in Schedule A.
[a] Based on an analysis of alternative investments with similar risks to an ownership investment in the PSP.  A "fair and reasonable" rate of return is 
generally defined as a rate that is sufficient to recover operating expenses and invested capital, attract new investiment capital, and provide a return 
comparable to other investments with similar risk.
[b] As presented in Exhibit 9.
[c] As presented in Exhibit 12.
[d] As presented in Exhibit 16.
[e] As presented in Exhibit 4.
[f] As presented in Exhibit 7.
Sources: As indicated above and Willamette Management Associates calculations.
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Puget Sound Pilots Association Page 3

SCHEDULE C
PUGET SOUND PILOTS ASSOCIATION

SUPPLEMENTAL ANALYSIS
RATE OF RETURN ON EQUITY 

BASED ON ESTIMATED REVENUE REQUIREMENT

Traditional/General Revenue Requirement Formula [a]

Revenue Requirement = Operating Expenses + Capital Cost Recovery + Return on Rate Base

  Where: 
Capital Cost Recovery = Depreciation Expense
Return on Rate Base = Required Return on Debt Capital + Required Return on Equity Capital 
Required Return on Debt Capital = Value of Debt Capital x Cost of Deb Capital 
Required Return on Equity Capital = Value of Equity Capital x Market-derived Cost of Equity Capital 

PSP Revenue Requirement
Estimated Required Required 

Labor Operating Depreciation Return on Return on Revenue
Expense [b] Expenses [c] Expense [d] Debt Equity Requirement

8,241              + 13,507                  + 162        + 7               + 2,780     = 24,696           

Required 
Value of Cost of Return on 

Debt Capital [b] Debt Capital [e] Debt Capital 

207                 x 3% = 7               

Required 
Value of Cost of Return on 

Equity Capital [f] Equity Capital [e] Equity Capital 

19,856            x 14% = 2,780        

PSP Total Rate of Return on Equity 

Actual Revenue - 2018 [c] 33,997      
Less: Revenue Requirement 24,696      
Equals: Excess Profit 9,301        

Plus: Required Return on Equity 2,780        
Equals: Total Return on Equity 12,081      
Divided by: Value of Equity 19,856      

Equals: PSP Total Rate of Return on Equity 61%

Definitions are presented in Schedule A.
[a] Revenue requirement is the amount of revenue a company must collect in order to cover its costs and make 
a reasonable profit.
[b] As presented in Exhibit 4.
[c] As presented in Exhibit 2.
[d] As presented in Exhibit 3.
[e] As presented in Exhibit 9.
[f] As presented in Exhibit 8.
Sources: As indicated above and Willamette Management Associates calculations.
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Puget Sound Pilots Association Page 4

EXHIBIT 1
PUGET SOUND PILOTS ASSOCIATION

HISTORICAL AND COMMON SIZE BALANCE SHEETS

As of December 31, CAGR As of December 31, Median
2018 2017 2016 2015 2014 2014-2018 2018 2017 2016 2015 2014 2014-2018
$000 $000 $000 $000 $000 % % % % % % %

ASSETS
Current Assets:

Cash 1,495      1,675      1,742      1,858      2,194      (9.1)           29.0     30.9     29.6     28.9     36.4     29.6           
Trade Accounts Receivable 2,542      2,471      2,421      2,665      1,897      7.6             49.4     45.5     41.2     41.4     31.4     41.4           
Prepaid Expenses 76           81           113         96           100         (6.8)           1.5       1.5       1.9       1.5       1.7       1.5             

Total Current Assets 4,113      4,227      4,276      4,620      4,191      (0.5)           79.9     77.9     72.8     71.8     69.4     72.8           

Property, Boats and Equipment:
Port Angeles Station Building 2,105      2,105      2,105      2,095      2,095      0.1             40.9     38.8     35.8     32.6     34.7     35.8           
Port Angeles Station Furnishing and Equipment 154         154         154         154         154         -              3.0       2.8       2.6       2.4       2.5       2.6             
Boat "Juan de Fuca" 3,229      3,229      3,229      3,229      3,229      -              62.7     59.5     54.9     50.2     53.5     54.9           
Boat "Puget Sound" 3,718      3,718      3,718      3,718      3,718      -              72.2     68.5     63.3     57.8     61.6     63.3           
Seattle Office Furnishings and Equipment 858         1,756      1,756      1,548      1,208      (8.2)           16.6     32.4     29.9     24.1     20.0     24.1           
Portable Pilot Units -              1,142      1,142      1,142      1,142      NM -        21.0     19.4     17.7     18.9     18.9           
Portable Radio Equipment 96           96           96           96           96           -              1.9       1.8       1.6       1.5       1.6       1.6             

Total Building, Boats and Equipment 10,159    12,199    12,199    11,982    11,642    (3.3)           197.2   224.8   207.5   186.3   192.9   197.2         
Accumulated Depreciation (9,122)     (11,000)   (10,599)   (10,173)   (9,801)    (1.8)           (177.1) (202.7) (180.3) (158.2) (162.4) (177.1)       

Net Fixed Assets 1,037      1,199      1,600      1,809      1,841      (13.4)         20.1     22.1     27.2     28.1     30.5     27.2           

Other Assets:
Net Loan Fees 0             1             2             3             4             (40.0)         0.0       0.0       0.0       0.1       0.1       0.0             

Total Other Assets 0             1             2             3             4             (40.0)         0.0       0.0       0.0       0.1       0.1       0.0             
TOTAL ASSETS 5,150      5,426      5,878      6,432      6,036      (3.9)           100.0   100.0   100.0   100.0   100.0   100.0         

LIABILITIES & EQUITY
Liabilities:

Current Liabilities:
Funds Held in Trust 

Pilotage Commission Trust-Trainee Surcharge 134         52           65           101         92           9.9             2.6       1.0       1.1       1.6       1.5       1.5             
Pilotage Commission Self-Insurance Premium 16           18           -              -              -             NM 0.3       0.3       -        -        -        -              
Grays Harbor Pensions Payable -              8             9             9             9             NM -        0.1       0.2       0.1       0.2       0.1             
Miscellaneous -              -              0             -              0             NM -        -        0.0       -        0.0       -              

Total Funds Held in Trust 151         78           74           110         102         10.3           2.9       1.4       1.3       1.7       1.7       1.7             
Comp Day Expense Payable -              -              -              -              21           NM -        -        -        -        0.4       -              
Accrued Taxes 38           39           38           42           35           2.3             0.7       0.7       0.7       0.6       0.6       0.7             
Retirement Expense Payable 394         378         353         342         298         7.2             7.6       7.0       6.0       5.3       4.9       6.0             
Current Portion of Long-Term Debt 92           92           335         340         292         (25.1)         1.8       1.7       5.7       5.3       4.8       4.8             

Total Current Liabilities 675         586         801         834         747         (2.5)           13.1     10.8     13.6     13.0     12.4     13.0           

Long-Term Liabilities:
Long-Term Debt 115         207         299         556         535         (31.9)         2.2       3.8       5.1       8.6       8.9       5.1             

Total Long-Term Liabilities 115         207         299         556         535         (31.9)         2.2       3.8       5.1       8.6       8.9       5.1             

Total Liabilities 790         793         1,100      1,390      1,282      (11.4)         15.3     14.6     18.7     21.6     21.2     18.7           

Pilots' Equity: 
December Distributions Payable to Pilots 1,481      1,442      1,522      1,661      1,256      4.2             28.8     26.6     25.9     25.8     20.8     25.9           
Reserved for Operations 750         750         750         750         750         -              14.6     13.8     12.8     11.7     12.4     12.8           
Reserved for Working Capital Account 356         603         693         974         1,135      (25.1)         6.9       11.1     11.8     15.1     18.8     11.8           
Remainder of Pilots' Equity 1,773      1,839      1,813      1,657      1,613      2.4             34.4     33.9     30.8     25.8     26.7     30.8           

Total Pilots' Equity 4,361      4,633      4,778      5,042      4,754      (2.1)           84.7     85.4     81.3     78.4     78.8     81.3           
TOTAL LIABILITIES & EQUITY 5,150      5,426      5,878      6,432      6,036      (3.9)           100.0   100.0   100.0   100.0   100.0   100.0         

Definitions are presented in Schedule A.
Sources: Special-purpose consolidated financial statements, and Willamette Management Associates calculations.
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Puget Sound Pilots Association Page 6

EXHIBIT 3
PUGET SOUND PILOTS ASSOCIATION

HISTORICAL STATEMENTS OF CASH FLOW

Fiscal Years Ended December 31,
2018 2017 2016 2015 2014
$000 $000 $000 $000 $000

Cash Flow from Operating Activities:
Net Income 20,484       19,611       21,018       19,574       19,355       
Adjustments to Reconcile Net Income to Net Cash from Operations:

Depreciation and Amortization 162            402            428            373            364            
Loss on Disposal of Assets -                 -                 -                 -                 1                
Changes in Assets and Liabilities:
   (Increase) Decrease in:

Accounts Receivable (71)             (50)             244            (768)           285            
Prepaid Expenses 5                33              (17)             4                (1)               

   Increase (Decrease) in:
Other Assets -                 -                 -                 (1)               -                 
Funds Held in Trust 73              4                (36)             9                (17)             
Comp Day Expense Payable -                 -                 -                 (21)             (9)               
Accrued Taxes (1)               0                (3)               7                (6)               
Retirement Expense Payable 16              25              10              44              27              

Net Cash Provided by Operations 20,669       20,024       21,644       19,220       19,998       

Cash Flow from Investing Activities:
Purchases of Property, Boats, and Equipment -                 -                 (217)           -                 -                 

Net Cash Used in Investing Activities -                 -                 (217)           -                 -                 

Cash Flow from Financing Activities:
Principal Payments on Notes Payable (92)             (335)           (292)           (292)           (292)           
Proceeds from Notes Payable -                 -                 30              21              -                 
Payments from Buy-in and Buy-outs, net (246)           (91)             (280)           (161)           281            
Payments to Members (20,510)      (19,666)      (21,001)      (19,124)      (20,053)      

Net Cash Used in Financing Activities (20,848)      (20,091)      (21,543)      (19,556)      (20,063)      

Net Increase (Decrease) in Cash (180)           (67)             (116)           (336)           (65)             

Cash and Cash Equivalents, Beginning of Year 1,675         1,742         1,858         2,194         2,259         

Cash and Cash Equivalents, End of Year 1,495         1,675         1,742         1,858         2,194         

Sources: Special-purpose consolidated financial statements.
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EXHIBIT 4
PUGET SOUND PILOTS ASSOCIATION

NORMALIZED FINANCIAL FUNDAMENTALS
NORMALIZED TO INCLUDE PILOTAGE LABOR EXPENSE

5-Year CAGR
2018 2017 2016 2015 2014 Average 2014-2018
$000 $000 $000 $000 $000 $000 %

Reported Operating Results:
Revenue [a] 33,997       32,842      34,183      32,881      32,623      33,305      1.0             
  Change from Prior Period 3.5% -3.9% 4.0% 0.8%

Pretax Income [a] 20,484       19,611      21,018      19,574      19,355      20,008      1.4             
Normalization Adjustments:

     Number of PSP Member/Pilots [b] 51 52 54 54 54
     x Pilot Salary [c] (162)          (154)         (110)         (106)         (105)         
     = Pilotage Labor Expense (8,241)       (8,019)      (5,966)      (5,745)      (5,681)      

Total Normalization Adjustments: (8,241)       (8,019)      (5,966)      (5,745)      (5,681)      
Normalized Pretax Income 12,243       11,592      15,051      13,829      13,674      13,278      (2.7)            

(1 - Income Tax Rate) [d] 1.00           1.00          1.00          1.00          1.00          
Normalized Net Income 12,243       11,592      15,051      13,829      13,674      13,278      (2.7)            

Normalized Net Income Margin 36.0% 35.3% 44.0% 42.1% 41.9%

Depreciation and Amortization Expense [e] 162            402           428           373           364           346           (18.2)          
Interest Expense [a] (6)              -               -               -               -               

Normalized Income Measures:
Net Income 12,243       11,592      15,051      13,829      13,674      13,278      (2.7)            
  Change from Prior Period 5.6% -23.0% 8.8% 1.1%
Earnings before Interest and Taxes 12,237       11,592      15,051      13,829      13,674      13,277      (2.7)            
  Change from Prior Period 5.6% -23.0% 8.8% 1.1%
Earnings before Interest, Taxes, 
  Depreciation, and Amortization 12,399       11,994      15,479      14,202      14,037      13,622      (3.1)            
  Change from Prior Period 3.4% -22.5% 9.0% 1.2%

Capital Requirements:
Capital Expenditures [e] -                -               217           -               -               
Operating Working Capital Increase (Decrease) [f] (95)            (15)           (162)         717           NA

Balance Sheet Fundamentals:
Ending Cash Balance 1,495         1,675        1,742        1,858        2,194        1,793        (9.1)            
Operating Working Capital [f] 1,885         1,980        1,994        2,157        1,440        1,891        7.0             
Interest-Bearing Debt 207            299           634           896           826           572           (29.2)          
Tangible Book Value of Equity 4,361         4,633        4,778        5,042        4,754        4,714        (2.1)            
Tangible Book Value of Invested Capital 4,568         4,932        5,412        5,938        5,580        5,286        (4.9)            

Definitions are presented in Schedule A.
[a] As presented in Exhibit 2.
[b] Number of Pilots per the Board of Pilotage Commissioners Annual Report.
[c] As presented in Exhibit 5. Based on captains and pilots with 18 years of experience (the most years of experience reported) that operate in
the Seattle area.
[d] The PSP association operates as an income tax pass-through entity.
[e] As presented in Exhibit 3.
[f] Operating working capital excludes cash and cash equivalents and interest-bearing debt.
Sources: Exhibits 1 through 3 and Willamette Management Associates calculations.

Fiscal Years Ended December 31,

Exh. JCR-3r (revised 7/8/20) 
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EXHIBIT 5
PUGET SOUND PILOTS ASSOCIATION

PILOTAGE LABOR EXPENSE

2019 2018 2017 [a] 2016 [a] 2015 [a] 2014 [a]
$ $ $ $ $ $

BLS - Captains, Mates, and Pilots of Water Vessels - National [b]:
Employment 33,370           36,390           35,780           36,720           33,110           30,690           
Mean Annual Wage 87,420           82,380           80,970           81,520           83,150           79,180           
Annual Percent Change 6.1% 1.7% -0.7% -2.0% 5.0%
10th percentile 37,270           35,410           35,640           34,950           38,310           36,370           
25th percentile 50,020           48,190           49,340           49,740           53,450           50,410           
Median 72,340           69,180           70,920           72,680           76,780           72,340           
75th percentile 105,330         100,730         101,510         102,630         104,440         99,160           
90th percentile 153,700         144,690         138,620         134,390         134,950         128,330         

BLS - Captains, Mates, and Pilots of Water Vessels - Washington [b]:
Employment 2,010             1,440             1,800             2,160             1,990             1,430             
Mean Annual Wage 98,800           90,890           97,430           83,760           83,680           79,520           
Annual Percent Change 8.7% -6.7% 16.3% 0.1% 5.2%
10th percentile 47,460           43,240           56,240           54,100           56,430           47,710           
25th percentile 68,170           54,560           72,020           70,090           73,220           65,480           
Median 89,470           82,870           90,220           82,800           81,400           79,280           
75th percentile 110,780         108,290         107,920         101,510         99,220           98,080           
90th percentile 151,880         155,950         148,970         110,050         106,390         105,190         

BLS - Captains, Mates, and Pilots of Water Vessels - Seattle-Tacoma-Bellevue [b]:
Employment 1,800             1,250             1,580             1,990             1,790             1,220             
Mean Annual Wage 100,800         93,450           100,040         85,140           84,540           80,550           
Annual Percent Change 7.9% -6.6% 17.5% 0.7% 5.0%
10th percentile 47,380           43,570           58,330           54,860           58,870           49,320           
25th percentile 68,180           55,540           74,520           73,200           73,290           67,070           
Median 89,480           85,850           92,000           82,810           82,580           81,330           
75th percentile 118,030         110,960         109,880         102,630         99,220           98,080           
90th percentile 157,150         161,580         154,210         110,490         106,390         105,200         

ERI - Ship Captain - Washington:
Years of Experience 18                  18                  18                  18                  18                  
Mean Annual Wage 126,117         122,801         119,576         116,428         113,372         
Annual Percent Change 2.7% 2.7% 2.7% 2.7%
10th percentile 105,057         102,295         99,609           96,987           94,441           
25th percentile 114,276         111,272         108,349         105,497         102,728         
Mean 126,117         122,801         119,576         116,428         113,372         
75th percentile 137,951         134,324         130,796         127,353         124,010         
90th percentile 149,555         145,623         141,798         138,066         134,441         

Definitions are presented in Schedule A.

Sources: Bureau of Labor Statistics, Economic Research Institute, and Willamette Management Associates calculations.

[a] The Bureau of Labor Statistics referred to the Seattle MSA as "Seattle-Bellevue-Everett, WA" from 2014 through 2017, 
before renaming the MSA Seattle-Tacoma-Bellevue in 2018.
[b] This occupation is categorized by the Bureau of Labor Statistics as Captains, Mates, and Pilots of Water Vessels. The 
service provided by this occupation, as defined by the Bureau of Labor Statistics, is to command or supervise operations of 
ships and water vessels, such as tugboats and ferryboats. Employment in this occupation requires a license issued by U.S. Coast 
Guard. The occupation excludes "Motorboat Operators." The industries served by this occupation include, among other, (1) 
inland water transportation and (2) support activities for water transportation. 

Exh. JCR-3r (revised 7/8/20) 
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EXHIBIT 6
PUGET SOUND PILOTS ASSOCIATION

HISTORICAL FINANCIAL AND OPERATING RATIOS
NORMALIZED TO INCLUDE PILOTAGE LABOR EXPENSE

Fiscal Years Ended December 31,
Ratio Analysis 2018 2017 2016 2015 2014

Liquidity:
   Current Ratio 6.1          7.2          5.3          5.5          5.6          
   Quick Ratio 6.0          7.1          5.2          5.4          5.5          
   Working Capital ($000) 3,439      3,641      3,476      3,786      3,444      
   Working Capital as a Percentage of Total Assets (%) 66.8        67.1        59.1        58.9        57.1        
   Book Value of Invested Capital ($000) 4,568      4,932      5,412      5,938      5,580      

Activity:
   Turnover [a]:
      Working Capital 9.6          9.2          9.4          9.1          NA
      Receivables 13.6        13.4        13.4        14.4        NA
      Total Asset 6.4          5.8          5.6          5.3          NA
      Fixed Asset 30.4        23.5        20.1        18.0        NA
   Average Collection Period (days) 26.9        27.2        27.2        25.3        NA

Coverage and Leverage:
   Interest Expense Coverage
   Total Interest-Bearing Debt/Total Assets (%) 4.0          5.5          10.8        13.9        13.7        
   Equity/Invested Capital (%) 95.5        93.9        88.3        84.9        85.2        

Profitability (%) [b]:
   Pretax Profit Margin 36.0        35.3        44.0        42.1        41.9        
   Net Profit Margin 36.0        35.3        44.0        42.1        41.9        
   Net Return on:
      Ending Assets 237.7      213.6      256.1      215.0      226.5      
      Ending Equity 280.8      250.2      315.0      274.3      287.6      
      Average Assets 231.5      205.1      244.5      221.8      NA
      Average Equity 272.3      246.3      306.5      282.3      NA

Definitions are presented in Schedule A.
[a] Average turnover.
[b] Based on profitability as presented in Exhibit 4.
Sources: Exhibits 1 through 4 and Willamette Management Associates calculations.

Exh. JCR-3r (revised 7/8/20) 
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EXHIBIT 7
PUGET SOUND PILOTS ASSOCIATION

VALUE OF EQUITY AND TOTAL INVESTED CAPITAL
CALCULATED BASED ON THE PSP BUY-SELL AGREEMENT MEMBERSHIP PAYMENT

Fiscal Years Ended December 31,
2018 2017 2016 2015 2014
$000 $000 $000 $000 $000

Membership Payment 

Association's Annual Gross Income [a] 20,484         19,611       21,018       19,574       19,355       
Less: Members Individual Expenses [b] -                   -                 -                 -                 -                 
Association's Adjusted Gross Income 20,484         19,611       21,018       19,574       19,355       
Divided by: Number of Members/Pilots [c] 51                52              54              54              54              
Equals: Individual Adjusted Gross Income 402              377            389            362            358            

New Members Membership Payment = 3-year 
Average Individual Adjusted Gross Income 389              376            370            NA NA

Value of Equity and Total Invested Capital
New Member Membership Payment 389              376            370            

x Number of Member/Pilots 51                52              54              
= Value of Equity 19,856         19,566       19,982       

+ Current Portion Long-Term Debt [d] 92                92              335            
+ Long-Term Debt [d] 115              207            299            
= Value of Total Invested Capital 20,063         19,865       20,616       

Definitions are presented in Schedule A.
[a] As presented in Exhibit 2.
[b] Requested, but was not provided with, the members individual expenses.
[c] Number of pilots per the Board of Pilotage Commissioners Annual Report.
[d] As presented in Exhibit 1.
Sources: As indicated above and Willamette Management Associates calculations.
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EXHIBIT 8
PUGET SOUND PILOTS ASSOCIATION

RATE OF RETURN ON EQUITY AND TOTAL INVESTED CAPITAL 
PROFITABILITY NORMALIZED TO INCLUDE PILOTAGE LABOR EXPENSE

Fiscal Years Ended December 31,
2018 2017 2016
$000 $000 $000

Rate of Return on Equity
Normalized Net Income [a] 12,243         11,592       15,051       
Divided by: Value of Equity [b] 19,856         19,566       19,982       

Equals: Rate of Return of Equity 62% 59% 75%

Rate of Return on Total Invested Capital 
Normalized EBITDA [a] 12,237         11,592       15,051       
Divided by: Value of Total Invested Capital [b] 20,063         19,865       20,616       

Equals: Rate of Return of Invested Capital  61% 58% 73%

Definitions are presented in Schedule A.
[a] As presented in Exhibit 4.
[b] As presented in Exhibit 7.
Sources: As indicated above and Willamette Management Associates calculations.
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EXHIBIT 9
PUGET SOUND PILOTS ASSOCIATION

FAIR AND REASONABLE RATES OF RETURN 
BASED ON TRANSPORTATION INDUSTRY COST OF CAPITAL

AS OF DECEMBER 31, 2018

Cost of Equity Capital:

Model #1: Modified Capital Asset Pricing Model (ex post equity risk premium) Source

Risk-Free Rate of Return 2.9%         20-year U.S. Treasury bond, Federal Reserve Statistical Release, as of
  December 31, 2018

General Equity Risk Premium 6.9%                    Duff & Phelps Cost of Capital Navigator, 2019
Multiplied by: Industry Beta 1.00                      As presented in Exhibit 10
  Industry-Adjusted General Equity Risk Premium 6.9%         
Size Equity Risk Premium 3.4%         Duff & Phelps Cost of Capital Navigator, 2019
Company-Specific Equity Risk Premium 1.0%         Willamette Management Associates estimate

14.2%       

Model #2: Modified Capital Asset Pricing Model (supply side equity risk premium) Source

Risk-Free Rate of Return 2.9%         20-year U.S. Treasury bond, Federal Reserve Statistical Release, as of
  December 31, 2018

General Equity Risk Premium 6.1%                    Duff & Phelps Cost of Capital Navigator, 2019
Multiplied by: Industry Beta 1.00                      As presented in Exhibit 10
  Industry-Adjusted General Equity Risk Premium 6.1%         
Size Equity Risk Premium 3.4%         Duff & Phelps Cost of Capital Navigator, 2019
Company-Specific Equity Risk Premium 1.0%         Willamette Management Associates estimate

13.4%       

Model #3: Build-Up Model Source

Risk-Free Rate of Return 2.9%         20-year U.S. Treasury bond, Federal Reserve Statistical Release, as of
  December 31, 2018

General Equity Risk Premium 6.9%         Duff & Phelps Cost of Capital Navigator, 2019
Industry Equity Risk Premium 0.7%         Duff & Phelps Cost of Capital Navigator, 2019

  SIC code 44XX (Water Transportation)
Size Equity Risk Premium 3.4%         Duff & Phelps Cost of Capital Navigator, 2019
Company-Specific Equity Risk Premium 1.0%         Willamette Management Associates estimate

14.9%       

Selected Cost of Equity Capital (rounded) 14%          Median of Models #1  #3 Indicated Cost of Equity Capital

Cost of Debt Capital:

Before-Tax Cost of Debt Capital 3.2%         As presented in Exhibit 11
Income Tax Rate 21%          Equals the Company-estimated effective tax rate

Selected Cost of Debt Capital 2.5%         

Weighted Average Cost of Capital Calculation:

Selected Cost of Equity Capital 14.0%
Multiplied by: Equity/Invested Capital 68% As presented in Exhibit 10
Equals: Weighted Cost of Equity Capital 9.5%

Selected Cost of Debt Capital 2.5%
Multiplied by: Debt/Invested Capital 32% As presented in Exhibit 10
Equals: Weighted Cost of Debt Capital (rounded) 0.8%

Weighted Average Cost of Capital (rounded) 10%

Definitions are presented in Schedule A.
Sources: As indicated above.

     Indicated Cost of Equity Capital 

     Indicated Cost of Equity Capital 

     Indicated Cost of Equity Capital 
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EXHIBIT 10
PUGET SOUND PILOTS ASSOCIATION

MODIFIED CAPITAL ASSET PRICING MODEL
ESTIMATION OF BETA

5-Year
Adjusted Income Debt to Equity to
Levered Tax Capital Capital Unlevered

Selected Guideline Publicly Traded Companies Beta [a] Rate [b] Percent [c] Percent Beta [d]

Covenant Transportation Group, Inc. 1.34 21% 40% 60% 0.88              
Pangaea Logistics Solutions, Ltd. 0.41 21% 56% 44% 0.21              
Forward Air Corporation 1.38 21% 3% 97% 1.34              
Navios Maritime Holdings Inc. 1.83 21% 98% 2% 0.04              
Saker Aviation Services, Inc. 1.13 21% 8% 92% 1.06              
SEACOR Holdings Inc. 0.81 21% 34% 66% 0.57              
Expeditors International of Washington, Inc. 0.90 21% 0% 100% 0.90              
Kirby Corporation 1.01 21% 26% 74% 0.79              

Minimum 0.41 0% 2% 0.04              
Maximum 1.83 98% 100% 1.34              
Average 1.10 33% 67% 0.72              
Median 1.07 30% 70% 0.83              

Duff & Phelps, 2018 Valuation Handbook: Industry Cost of Capital[e]
SIC Code 4XXX (Transportation, Communications, Electric, Gas, and Sanitary Services):
Median 0.89 34% 66% 0.59              
SIC Composite 0.83 37% 63% 0.56              
Large Composite 0.86 38% 62% 0.58              

Puget Sound Pilots Association 0.98 [f] 21% [g] 32% [h] 68% 0.71              
   Selected Beta 1.00

Definitions are presented in Schedule A.
[a] Per Bloomberg (as of December 31, 2018).
[b] Estimated effective income tax rate.
[c] As presented in Exhibit 14.
[d] Equals: Levered beta  [1 + (1  income tax rate)) × ((% debt)  (% equity))].
[e] Per Duff & Phelps, 2018 Valuation Handbook: Industry Cost of Capital.
[f] Equals: Unlevered beta × [1 + (1  income tax rate) × ((% debt)  (% equity))].
[g] Estimated effective income tax rate.
[h] Equals the median debt percentage in the capital structure (on a market value basis) for the guideline publicly traded companies and the
      industry median as presented in the Duff & Phelps, 2018 Valuation Handbook: Industry Cost of Capital (rounded).
Sources: Bloomberg; Duff & Phelps, 2018 Valuation Handbook: Industry Cost of Capital; S&P Capital IQ; Exhibit 14; and
Willamette Management Associates calculations.
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EXHIBIT 11
PUGET SOUND PILOTS ASSOCIATION

ESTIMATION OF COST OF DEBT CAPITAL

12/31/18 12/31/17
Principal Principal
Balance Balance

Long-Term Debt Outstanding Interest Rate $000 $000

Dispatch Software Note Payable to Bank Secured by PSP Assets 3.2% 207              299          

    Weighted Average Interest Rate and Total 3.2% 207              299          

Estimated Before-Tax Cost of Debt Capital 3.2%

Sources: Special-purpose financial statements and Willamette Management Associates calculations. 
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EXHIBIT 13a
PUGET SOUND PILOTS ASSOCIATION

COMPARATIVE ANALYSIS 
SELECT GUIDELINE PUBLICLY TRADED COMPANIES 

COMMON SIZE FINANCIAL STATEMENTS

Covenant 
Transportati
on Group, 

Inc.

Pangaea 
Logistics 
Solutions, 

Ltd.
Forward Air 
Corporation

Navios 
Maritime 
Holdings 

Inc.

Saker 
Aviation 
Services, 

Inc.

SEACOR 
Holdings 

Inc.

Expeditors 
International 

of 
Washington, 

Inc.
Kirby 

Corporation

Puget Sound 
Pilots 

Association
12/31/18 12/31/18 12/31/18 12/31/18 12/31/18 12/31/18 12/31/18 12/31/18 Median 12/31/18

% % % % % % % % % %

Size (LTM):
Assets ($million) 774            453            760            2,682         6                1,471         3,315          5,872         1,122      5                
Revenue ($million) 885            373            1,321         506            11              836            8,138          2,971         861         34              
MVIC ($million) 588            303            1,649         1,848         3                1,030         11,752        5,443         1,340      20              

Income Statements (LFYE):
 Net Sales 100.0         100.0         100.0         100.0         100.0         100.0         100.0          100.0         100.0      100.0         
 Cost of Goods Sold 75.9           81.0           76.6           59.7           54.6           70.8           86.8            72.7           74.3        -             
 Gross Margin 24.1           19.0           23.4           40.3           45.4           29.2           13.2            27.3           25.7        100.0         
 General & Administrative Expenses 8.9             4.4             11.1           7.2             36.8           12.3           2.7              11.2           10.0        39.3           
 Depreciation Expense 8.6             4.7             3.0             20.3           4.2             8.9             0.7              7.6             6.1          0.5             
 Operating Profit 6.7             9.9             9.3             12.8           4.4             7.9             9.8              8.5             8.9          60.3           
 Interest Expense 1.0             2.4             0.1             27.3           0.2             3.8             -             1.6             1.3          0.0             
 Other Income (Expenses), Net 0.9             (0.9)            (0.0)            (11.7)          0.3             0.9             0.3              0.0             0.2          (24.2)          
 Pretax Income 6.6             6.7             9.1             (26.2)          4.6             5.0             10.1            6.9             6.6          36.0           
 Income Taxes (1.8)            -             (2.1)            0.1             (1.8)            (1.1)            (2.4)            (2.1)            (1.8)         -             
NET INCOME 4.8             6.7             7.0             (26.1)          2.8             4.0             7.6              4.8             4.8          36.0           

Balance Sheet (LFYE):
ASSETS
 Cash & Equivalents 3.0             11.8           3.4             5.6             44.8           12.1           27.9            0.1             8.7          29.0           
 Accounts Receivable 19.5           6.3             20.6           2.2             13.4           11.7           47.7            7.1             12.5        49.4           
 Inventory 0.5             4.2             0.3             1.0             2.7             0.3             -             8.6             0.8          -             
 Other Current Assets 4.3             2.7             2.2             2.2             13.2           3.0             6.9              2.8             2.9          1.5             
   Total Current Assets 27.4           25.0           26.5           11.1           74.0           27.1           82.5            18.7           26.8        79.9           
 Fixed Assets (at cost) 82.6           91.1           54.4           94.1           63.4           95.7           28.7            85.4           84.0        197.2         
 Accumulated Depreciation (24.3)          (16.7)          (26.8)          (23.3)          (57.3)          (38.1)          (13.5)          (25.1)          (24.7)       (177.1)        
 Net Fixed Assets 58.3           74.4           27.6           70.8           6.1             57.5           15.2            60.3           57.9        20.1           
 Intangible Assets 9.6             -             41.1           11.2           11.8           3.9             0.2              20.1           10.4        -             
 Other Assets 4.8             0.6             4.8             6.9             8.0             11.5           2.0              1.0             4.8          0.0             
TOTAL ASSETS 100.0         100.0         100.0         100.0         100.0         100.0         100.0          100.0         100.0      100.0         

LIABILITIES & EQUITY
 Accounts Payable 2.9             4.4             4.6             2.9             5.5             4.1             27.2            4.7             4.5          -             
 Accrued Expenses 9.0             1.9             4.2             4.3             4.0             1.5             6.5              4.2             4.2          -             
 Current Portion LTD 3.7             4.4             -             2.6             0.9             0.6             -             -             0.7          1.8             
 Other Interest-Bearing Debt 0.7             1.8             0.0             -             -             -             -             0.0             0.0          -             
 Other Current Liabilities 0.2             4.9             1.0             2.1             2.6             2.3             6.3              1.4             2.2          11.3           
   Total Current Liabilities 16.5           17.4           9.8             11.9           13.0           8.4             40.0            10.4           12.5        13.1           
 Long-Term Debt 26.1           31.1           6.2             65.1           2.7             23.5           -             24.0           23.8        2.2             
 Deferred Income Tax 10.0           -             4.9             0.3             -             6.4             -             9.2             2.6          -             
 Other Liabilities 3.1             -             6.3             3.2             0.0             3.6             -             1.6             2.3          -             
 Total Liabilities 55.6           48.5           27.2           80.6           15.7           42.0           40.0            45.2           43.6        15.3           
Total Equity 44.4           51.5           72.8           19.4           84.3           58.0           60.0            54.8           56.4        84.7           
TOTAL LIABILITIES & EQUITY 100.0         100.0         100.0         100.0         100.0         100.0         100.0          100.0         100.0      100.0         

Definitions are presented in Schedule A.
Sources: Exhibits 1, 2, 4, and 14; S&P Capital IQ; and Willamette Management Associates calculations.
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EXHIBIT 13b
PUGET SOUND PILOTS ASSOCIATION

COMPARATIVE ANALYSIS 
SELECT GUIDELINE PUBLICLY TRADED COMPANIES 

FINANCIAL AND OPERATING RATIOS

Covenant 
Transportati
on Group, 

Inc.

Pangaea 
Logistics 
Solutions, 

Ltd.
Forward Air 
Corporation

Navios 
Maritime 
Holdings 

Inc.

Saker 
Aviation 
Services, 

Inc.

SEACOR 
Holdings 

Inc.

Expeditors 
International 

of 
Washington, 

Inc.
Kirby 

Corporation Median

Puget Sound 
Pilots 

Association
12/31/18 12/31/18 12/31/18 12/31/18 12/31/18 12/31/18 12/31/18 12/31/18 12/31/18

Liquidity Ratios:
 Current Ratio 1.7             1.4             2.7             0.9             5.7             3.2             2.1              1.8             1.9          6.1             
 Quick Ratio 1.4             1.0             2.4             0.7             4.5             2.8             1.9              0.7             1.6          6.0             
 Working Capital ($million) 84.3           34.5           126.4         (21.8)          3.9             274.4         1,408.0       488.7         105.3      3.4             

Activity Ratios:
 Sales/Average Receivables 6.9             15.0           8.7             8.4             8.3             5.9             5.4              6.8             7.6          13.6           
 Days in Receivables 53              24              42              44              44              62              67               53              48           27              
 Cost of Sales/Inventory (FIFO) 161.9         17.5           552.1         10.4           36.3           132.9         NA 5.3             26.9        NA
 Days in Inventory 2                21              1                35              10              3                NA 70              6             NA
 Working Capital Turnover 10.7           15.7           11.6           (539.7)        3.1             3.1             5.7              6.2             5.9          9.6             
 Fixed Asset Turnover 1.9             1.1             6.4             0.3             21.0           1.0             15.8            0.9             1.5          30.4           
 Asset Turnover 1.2             0.9             1.8             0.2             1.7             0.5             2.5              0.5             1.0          6.4             

Coverage/Leverage Ratios:
 Interest Expense Coverage [a]:
    EBIT 7.7             3.8             68.7           0.0             30.7           2.3             NA 5.4             4.6          1,927.6      
    EBITDA 16.4           5.8             91.2           0.8             58.3           4.7             NA 10.2           8.0          1,953.1      
 Fixed Assets/Equity (%) 131.3         144.6         37.9           363.9         7.3             99.1           25.4            110.1         104.6      23.8           
 Equity/Invested Capital (%) 59.3           57.9           92.1           22.3           95.9           70.7           100.0          69.5           70.1        95.5           

Profitability Ratios (%) [a]:
  Pretax Income/Average Equity 18.2           11.2           22.2           (23.2)          9.7             5.3             41.1            6.5             10.4        272.3         
  Pretax Income/Average Assets 8.2             5.7             16.6           (5.0)            7.9             2.7             25.4            3.7             6.8          231.5         
  Pretax Income/Sales 6.6             6.7             9.1             (26.2)          4.6             5.0             10.1            6.9             6.6          36.0           
  Net Income/Average Equity 13.3           11.2           17.0           (23.1)          5.9             4.1             31.1            4.5             8.6          272.3         
  Net Income/Average Assets 6.0             5.7             12.7           (5.0)            4.8             2.2             19.3            2.6             5.3          231.5         
  Net Income/Sales 4.8             6.7             7.0             (26.1)          2.8             4.0             7.6              4.8             4.8          36.0           
  Cash Flow/Average Equity 37.1           19.1           24.4           (5.1)            14.9           13.4           33.8            11.6           17.0        275.9         
  Cash Flow/Average Assets 16.6           9.7             18.3           (1.1)            12.2           7.0             21.0            6.7             10.9        234.6         
  Cash Flow/Sales 13.4           11.4           10.0           (5.7)            7.0             12.9           8.3              12.4           10.7        36.5           
  EBIT/Average Invested Capital 12.3           8.6             20.8           0.2             9.4             5.8             41.1            5.8             9.0          257.9         
  EBITDA/Average Invested Capital 26.2           13.1           27.7           4.7             17.8           11.7           43.8            10.9           15.5        261.3         

Definitions are presented in Schedule A.
[a] Coverage and profitability ratios are based on pretax and after-tax income adjusted for nonrecurring items.
Sources: Exhibits 1, 2, 4, and 14; S&P Capital IQ; and Willamette Management Associates calculations.
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EXHIBIT 16a
PUGET SOUND PILOTS ASSOCIATION

COMPARATIVE ANALYSIS 
FAIR AND REASONABLE RATES OF RETURN 

BASED ON TRANSPORTATION INDUSTRY SALE TRANSACTIONS
RETURN ON INVESTMENT

EARNINGS/MVIC

10th 25th 75th 90th
Percentile Percentile Median Percentile Percentile

DealStats Transactions % % % % %

All SIC Codes 14 23 34 48 65
SIC Code: 41XX 30 37 43 61 77
SIC Code: 42XX 15 24 32 46 67
SIC Code: 43XX 19 19 19 19 19
SIC Code: 44XX 6 12 16 22 31
SIC Code: 45XX 12 12 20 35 44
SIC Code: 46XX 1 1 2 2 2
SIC Code: 47XX 14 22 37 48 57

Minimum 1 1 2 2 2
Maximum 30 37 43 61 77
Median 14 21 26 35 44

Puget Sound Pilots Association
Return on Total Invested Capital [a] 61           

Definitions are presented in Schedule A.
[a] As presented in Exhibit 8.
Sources: DealStats; Exhibit 8; and Willamette Management Associates calculations.
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EXHIBIT 16b
PUGET SOUND PILOTS ASSOCIATION

COMPARATIVE ANALYSIS 
FAIR AND REASONABLE RATES OF RETURN 

BASED ON TRANSPORTATION INDUSTRY SALE TRANSACTIONS
RETURN ON INVESTMENT

EARNINGS/MVIC

Definitions are presented in Schedule A.
Sources: DealStats; Exhibit 8; and Willamette Management Associates calculations.

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%

All SIC
Codes

SIC
Code:
41XX

SIC
Code:
42XX

SIC
Code:
43XX

SIC
Code:
44XX

SIC
Code:
45XX

SIC
Code:
46XX

SIC
Code:
47XX

294 43 185 1 8 8 2 47

# of Transactions

Earnings/MVIC

10th Percentile 25th Percentile Median

75th Percentile 90th Percentile Puget Sound Pilots

Exh. JCR-3r (revised 7/8/20) 
Docket TP-190976 

Page 33 of 33




