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I INTRODUCTION

Puget Sound Pilots (“PSP”’) submitted a thorough and complete record in this case
requesting tariff adjustments that ultimately support pilotage and the protection of the waters in
the Puget Sound. The relatively minor disagreements between PSP and Staff should show the
extremity of the Pacific Merchant Shipping Association’s (“PMSA”) positions, which would
entirely defund the Pilots’ pension plan, reduce the Pilots’ current approved TDNI, and cripple
the ability of this organization to maintain its necessary function in the Puget Sound.

PMSA continues to paint prior case-specific outcomes as rigid “precedent,” foreclosing
the Commission from making an individualized determination based on the record in front of it.
But the Commission’s hands are not tied. PSP has submitted a far more thorough and complete
record in this case than it did in the previous two rate cases. PSP’s comprehensive Pilot
Compensation Study was found by Staff to be compelling and clear, and Staff relied on the data
presented in making its recommendation for DNI. The evidence in this case deserves to be
evaluated on its own merits.

The public comments in this docket reinforce that this case is not simply about pilot
compensation. Comments from the Swinomish Indian Tribal Community and a letter signed by
14 Washington legislators emphasize that a stable, adequately funded pilotage system is critical
to protecting Puget Sound, treaty-reserved fishing interests, and the long-term safety and
reliability of Washington’s waterways and economy, and to attracting and retaining a highly-
qualified, diverse pilot corps. To do so, PSP must be able to compete with other pilotage grounds
in terms of the compensation and benefits it can provide its members.

PSP respectfully requests that the Commission grant its requested relief.
II. REPLY TO STAFF AND PMSA BRIEFS

A. PSP’s requested DNI of $729,467 is reasonable and supported by a strong record.

Staft and PSP agree the Commission should give weight to the Pilot Compensation

Study in determining DNI, rather than retaining the backwards-looking historical method, which
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was used as a proxy when better evidence of pilot compensation was not available. PMSA’s

proposal to reduce PSP’s TDNI is extreme and entirely unreasonable.
1. The Pilot Compensation Study is methodologically sound.

Staft agrees with PSP that the Pilot Compensation Study is substantively and
methodologically sound. Staff finds the survey “credible” and used the study to make its DNI
recommendation.! This is a substantial difference from past cases: both PSP and Staff agree that
the Pilot Compensation Study is thorough and reliable, contrary to PMSA’s assertions.>

PMSA argues the Pilot Compensation Study does not provide complete underlying
financials for every pilotage district.> Mr. Sisung's rebuttal demonstrates this claim is incorrect.
The Pilot Compensation Study, Exh. RLS-04, is 398 total pages, including 300 pages of the
underlying financial and other information relied upon by the study.* The data for the pilot
associations were sourced from financial statements, almost all of which were audited. This
information was provided within the Pilot Compensation Study and its Appendix C.

PMSA erroneously argues that PSP should have included its “UTC-adjusted” net income
in the Pilot Compensation Study.’ This statement ignores the methodology of the Pilot
Compensation Study, which was designed to accurately reflect the actual compensation of the
pilotage groups and present comparable financial data.®

PMSA incorrectly argues the Pilot Compensation Study does not define and apply

consistent comparability criteria uniformly.” The Pilot Compensation Study explicitly noted that

! Staff’s Opening Post-Hearing Brief (“Staff’s Brief”) q 23.

2 PMSA’s Opening Post-Hearing Brief (“PMSA’s Brief”) at pp. 27-36.

3 PMSA’s Brief at pp. 28-30.

4 Sisung, Exh. RLS-05T at 49:9-19.

5 PMSA’s Brief § 73.

6 PMSA’s cross examination of Ann LaRue regarding whether the $449,591 earnings per pilot in 2024 for PSP, used
in the Pilot Compensation study, was “UTC-adjusted actual 2024 pilot net income” proves nothing. See PMSA’s
Brief 4 73. PSP’s 2024 distribution per pilot comes from its Special Purpose Consolidated Financial Statements, as
is the case for the vast majority of pilot groups in the study. See Sisung, Exh. RLS-4 at 12-16, Table 3. If PSP’s DNI
were to be a “UTC-adjusted actual 2024 pilot net income” for purpose of this study, then the same conversion would
need to be done for each pilot group in the Pilot Compensation Study, which would be an impossible task. The Pilot
Compensation Study treats groups uniformly by using public financial statements.

7PMSA’s Brief pp. 30-31.
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10.

pilot compensation should be compared across each pilot association nationwide, subject to the
locational adjustments, and did not exclude certain associations solely on the basis of location.?
If Mr. Sisung determined it was necessary to make outlier, CPI, and location adjustments to
native year financial data, the Pilot Compensation Study applied the same, uniform
methodologies across all associations. This approach is consistent with the Pilotage Workshop
Presentation that PMSA witness Dr. Cohen himself relied upon.® Staff witness Sevall agreed:
every pilot is comparable.'® PSP’s witness Jorge Viso, President of the American Pilots
Association, who is familiar with all state pilotage grounds, having done hundreds of ride-alongs,
also testifies to the comparability of responsibilities among pilots throughout the country.'!
PMSA criticizes the Pilot Compensation Study for refusing to incorporate certain factors,
such as specific vessel traffic data and the mix of vessel traffic.!? PSP witness Sisung explained
why the Pilot Compensation Study does not use this information—primarily because the
reliability of the information was questionable.'* PMSA’s own witnesses acknowledged that
information to compare working environments is inconsistent, limited, not detailed, and not
trustworthy.'* Including this information would have compromised the reliability of the study or
substantially reduced the sample size. Instead, the Pilot Compensation Study casts a wide net,
including a variety of pilotage districts, to balance these concerns. Notably, PMSA and Dr.
Cohen, which had access to all the data used to create the Pilot Compensation Study, only make
broad assertions about comparability. While Dr. Cohen mentioned some districts might have
different frequency of vessel types, he cherry-picked a specific data point—the number of
tankers—and did not explain why this means pilots in those districts should receive higher or

lower compensation.'® The Pilot Compensation Study casts a wide net to avoid this type of

8 Exh. RLS-04 at 7.

° Cohen, Exh. SC-06 at 24, 27.

10 Sevall, Exh. SS-1Trr at 10:20.

1 See generally Viso, Exh. JJV-01T.

12 PMSA’s Brief pp. 31-33.

13 Sisung, Exh. RLS-05T at 50:8-51:13.

14 Moore, Exh. MM-01T at 65; Cohen, Exh. SC-01T at 8.
15 Cohen, Exh. SC-01Tr at 9:6-19.
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11.

12.

cherry-picking. Neither PMSA witness identified which pilotage district(s) should have been
excluded because they were not comparable, other than Lake Charles, which was excluded as an
outlier.'® Moreover, Dr. Cohen’s data point regarding the percentage of tankers was misleading;
he considered only Seattle and failed to consider the full scope of Puget Sound operations,
including the five oil refineries and a gas export terminal that PSP serves. As a result, Cohen
misleadingly implies that tankers accounted for only about one percent of total vessel traffic,'”
while the true numbers, reflected in Exh. IC-32r, show that tanker movements account for 2,237
of the 7,114 projected assignments—approximately 31 percent of all traffic.'®

The Pilot Compensation Study also used methodologically consistent data and
appropriately adjusted for older financial data. The Pilot Compensation Study used the most
recent financial data available, and when it included older financial data, it did so in the interest
of casting a wide net, consistent with Staff's stated goal.!” PMSA’s brief selectively misrepresents
Staff witness Sevall’s testimony, implying he disagreed with the methodology of incorporating
data from a range of districts over different years.?’ Sevall found the study appropriately
reflected a wide range of salaries, from a variety of pilotage grounds throughout the country, and
used a consistent method to adjust for time and location.

The adjustment for cost-of-living and locational differences was transparently explained
in the Pilot Compensation Study. PMSA argued that PSP was using a single CPI adjuster and
ignoring intra-regional variation.?! This is a blatant misrepresentation of the Pilot Compensation
Study. As explained by Lane Sisung, the study utilized two distinct adjustments: first, CPI for All
Urban Consumers (U.S. City Average) adjusted native year incomes to 2024 dollars; second, the

C2ER Cost of Living Index (“C2ER”), a separate and unique calculation, adjusted those figures

16 Sisung, Exh. RLS-05T at 69.

17 Cohen, Exh. SC-01Tr at 9:6-19.

18 Carlson, Exh. IC-32r (2026 PRO-FORMA Updated 3-15-26. Filtering Column B by “TA” isolates tanker traffic.
Then use Column AP to identify whether a pilot assignment occurred or is projected (pro forma). Summing Column
AP provides the total projected tanker assignments: 2,237 out of 7,114 or 31.4%).

19 Cohen, Exh. SC-06 at 26.

20 PMSA’s Brief q 83.

21 PMSA’s Brief 4 85-86.
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13.

14.

to Seattle dollars.?> The C2ER is well regarded and nationally recognized, including by the
Census Bureau and the Bureau of Labor Statistics.?® All of the data was provided as Appendic C
to Exh. RLS-04. PMSA further complains about intra-regional variation among pilot residences,
but the use of a Seattle metro average suffices for comparing PSP member pilots to member
pilots of other associations nationwide.>* PMSA’s criticisms about cost-of-living and locational
differences ring hollow as Dr. Cohen’s own Florida Report used a similar methodology.
PMSA also argues that because the Pilot Compensation Study omitted unreliable data

t.26 But this information is not readily available, and

about workload hours, the study is deficien
including the limited information in the study would result in an unreliable data set. This is why
the Pilot Compensation Study casts a broad net, rather than relying on a smaller sample of
pilotage districts. Furthermore, as APA President Viso testified, the responsibilities of pilots are
generally the same, and the nature of the Puget Sound district provides pilots with unique
challenges compared to other districts.”” And though “workload hours” are not readily available
for state-licensed pilots across the country and thus were not included in the Pilot Compensation
Study, the record in this case shows that PSP’s target assignment level is higher than several
other local pilot groups, whose pay exceeds PSP’s DNI.2

PMSA’s criticism of the data and methods used relies primarily on the testimony of Dr.
Cohen. However, there are significant credibility issues with this criticism based on Cohen’s

previous work in Florida.? In his Florida deposition, Cohen testified that “there are so much

variation across ports in the U.S. that it’s really difficult to draw meaningful comparators. So our

22 Sisung, Exh. RLS-05T at 36:1-39:19.

23 Sisung, Exh. RLS-05T at 55:10-57:3.

24 Sisung, Exh. RLS-05T at 38:2-39:19.

25 Sisung, Exh. RLS-05T at 36:17-38:1; Exh. RLS-14 (Cohen Florida Report).

26 PMSA’s Brief 47 88-89.

27 See generally Viso, Exh. JIV-01T.

28 See Exh. RLS-04 App. C, sch. 3a, cell H-8 (showing Columbia River Pilots with a total compensation of
$926,332); App. C, sch. 3a, cell H-16 (showing Grays Harbor with a total comp of $622,186); see also Carlson, Exh.
IC-16Tr at 61:10-17 (showing Columbia River Pilots with a workload factor of 106 and Gray’s Harbor Pilots who
average 93 assignments in 2024).

2 Sisung, Exh. RLS-14 (Cohen Forida Report), Exh. RLS-15 (Deposition of Stephen Cohen).
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15.

16.

approach was to take and cast a very wide net, because of the fact that the pilots really are the
pinnacle of their profession.”*® This is what the Pilot Compensation Study did. In the Florida

Report, Dr. Cohen states:

It is not clear whether pilotage in Florida is substantively difference [sic] from
pilotage in other parts of the country, nor whether rates meaningfully reflect
differences in the complexities and challenges of pilotage. Net incomes vary
widely across the United States for harbor pilotage, and are not clearly
correlated with measures of hardship, complexity, and other factors.!

These statements from Dr. Cohen’s own work directly support the approach of casting a
wide net and focusing on compensation comparisons rather than attempting operational
comparisons that even Dr. Cohen acknowledges are infeasible.*? Despite the concerns raised,
PMSA offers no adjustments to the Pilot Compensation Study, nor does it provide its own study.
According to PMSA, the Pilot Compensation Study should have included comparators of
hardship, complexity, and other factors, even though its own witness has stated such comparators
are not correlated with a pilot’s net income.*

PMSA also argues comparing PSP’s compensation with the national average creates an
upward spiral,** but the Pilot Compensation Study does not determine compensation; it provides
the Commission with reliable information and relevant data points reflecting how similarly
situated regulated systems have addressed compensation.®® The study provides the Commission
with the best available market evidence regarding pilot compensation. As Sisung explained,
regulation is a substitute for competition, which means the Commission must rely on the best

market information available to approximate a competitive result.*®

30 Sisung, Exh. RLS-15 at 222.

31 Sisung, Exh. RLS-14 at 12 (emphasis added).
32 Sisung, Exh. RLS-05T at 30-32.

33 Sisung, Exh. RLS-14 at 12.

34 PMSA’s Brief q 62.

35 Sisung, TR. 356:20-358:11.

36 Sisung, TR. 358:2-11.
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2. The Commission should consider the Pilot Compensation Study to determine
whether DNI and rates are fair, just, reasonable, and sufficient. The attract
and retain standard is only one component the Commission should consider.

The Commission must determine whether rates are fair, just, reasonable, and sufficient.
PMSA takes the position that the Commission should ignore the Compensation Study showing
PSP is among the lowest paid pilotage groups in the nation because PSP can still recruit new
candidates and because compensation studies have been rejected in the past.’’ PMSA’s brief
refuses to account for the fact that the Commission has a new and more robust record in this
proceeding compared to PSP’s first two rate cases. PMSA essentially argues that unless the
pilotage system is showing signs of failure, and PSP is unable to attract new pilots, then the
Commission has no reason to even review the Pilot Compensation Study.*® This is a short-
sighted approach and ignores the Commission’s role. PMSA argues that the Commission should
“mimic a competitive market outcome, even when the underlying market is not competitive.”>’
Yet, when presented with market evidence in the Pilot Compensation Study, PMSA argues the
Commission should ignore it and wait until the evidence of failure is undeniable. But whether or
not PSP has enough pilots is not the only indicator as to whether rates are fair.

PMSA argues that because there is a consistent pipeline of applicants, there is no need to
increase DNI.*’ But the number of applicants is not the relevant metric; the number of licensed
pilots is a better measure. Notably, the BPC has historically struggled to license the number of
authorized pilots. In 2019, the BPC authorized 56 pilots, but at the time of the 2019 rate case,

there were only 49 licensed pilots.*!' In the 2022 rate case, the authorized pilots remained at 56,

but there were 53 licensed pilots.*? Since 2024, the BPC has authorized 60 pilots, but there are

37 PMSA’s Brief at pp. 23-27.

38 PMSA’s Brief at pp. 24-25.

39 PMSA’s Brief § 7, citing Final Order 09 § 39.

40 PMSA’s Brief q 60.

S WUTC v. Puget Sound Pilots, Docket TP-190976, Final Order 09 9 85, 89, 94 (Nov. 25, 2020) (“Final Order
09”).

2 WUTC v. Puget Sound Pilots, Docket TP-220513, Final Order 08 Y 156, 160, 164 (Aug. 10, 2023) (“Final Order
08”).
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19.

20.

only 56 licensed pilots.** While PSP might be able to reach that number over the rate period,
there remains a concern given the number of pilots that are at or are close to reaching retirement
age. The evidence shows that PSP is ranked 20™ out of 22 in terms of compensation.** PMSA’s
argument encourages a race-to-the-bottom for pilots until the system is either understaffed, or
funneling less-qualified candidates into the system. PMSA simply ignores the need to compete
nationally for pilots, consistent with directives from the legislature*> and the BPC.*

PSP agrees that the Commission should consider whether PSP can adequately attract and
retain pilots. But the question is broader than PMSA’s characterization of the local market.
PMSA believes that an income level of just $346,962 would be sufficient because applicants still
applied for the 2024 exam.*’ Under this approach, the Commission would be justified to lower
DNI until it finds the bottom. But PMSA’s approach is indifferent to the quality of those
applicants or whether higher quality applicants are going elsewhere for higher pay. In essence,
PMSA is asking the Commission to find the minimum wage for pilots. This is not the standard.
The Commission should consider whether having a nationally underpaid pilotage district is
sufficient to compete for the best candidates, will allow for a robust pipeline of candidates to
meet the expected wave of retirements, and whether the compensation is fair, just, reasonable,

and sufficient considering the responsibilities.
3. The Commission should consider the national market for pilot compensation.

PMSA agrees that one of the Commission’s central economic goals is “to mimic a
competitive market outcome[.]”*® But PMSA argues that when there is evidence of “local market
performance [...] theoretical arguments regarding national comparisons and averages add

nothing to the inquiry.”* PMSA ignores the fact that pilotage is a national market—not a local

43 Carlson, Exh. IC-16Tr at 40:7-15.

4 Sisung, Exh. RLS-04 at 34, Table 10; Carlson, Exh. IC-01T at 9:4-7.
45 Carlson, Exh. IC-01T at 17:11-18:16; Exh. IC-04.

46 Carlson, Exh. IC-01T at 19:4.

47 PMSA’s Brief 49 68, 69.

“8 Final Order 09 9 39; PMSA’s Brief q 59.

49 PMSA’s Brief q 66.
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22.

one. PSP’s evidence shows that the current level of DNI means PSP is failing to attract and retain
pilots on a national scale—a goal prioritized by PSP, the BPC, and the legislature.*

Pilotage is a national market; competition does not occur on a local level.’! Pilots are not
in competition with other maritime professionals in the Puget Sound. The skills, training and
licensure requirements, risks and liabilities inherent to the pilotage industry are simply not
equivalent to those facing other maritime professionals.’? Therefore, the relevant inquiry into
PSP’s ability to “attract and retain” candidates is not whether PSP can compete with other
maritime jobs in the Puget Sound. It is whether a qualified pilot candidate, when considering
licensure in the Puget Sound and other districts around the country, would view PSP as providing
competitive pay and benefits. Unless national compensation is given significant weight, and a
cost-of-living adjustment is added, PSP will continue to fall behind its peers and will struggle to
attract and retain top-of-the-line candidates from a national pool of applicants.>?

Staff’s brief recognizes the relevance of this cross-district inquiry and recommends the
Commission give it “due weight,” as the Commission stated it could do in the previous rate
cases.’* Staff’s DNI recommendation diverges from PSP’s requested amount of 729,467 only
because it more heavily weights the compensation of West Coast pilots as opposed to pilots from
other parts of the country.>> Sisung provided a simpler approach if the Commission chooses to
weight West Coast pilots more heavily.’® However, PSP believes the national approach is more
appropriate, in part because of the legislature’s stated intent to attract pilots from a national—not

157

merely a regional—pool.”’ Still, despite the minor disagreement on the ultimate DNI number,

both Staff and PSP agree that the historical method should be abandoned and that the Pilot

30 Carlson, Exh. IC-1T at 17:11-20:20.

51 See Viso, Exh. JJV-01T at 16:3-24:15 (describing common job duties and requirements for all pilotage grounds in
U.S)).

32 Carlson, Exh. IC-16Tr at 34:11-36:12.

53 Carlson, Exh. IC-1T at 17:11-20:20; Sisung, Exh. RLS-4 at 61 (80% of sample has automatic rate adjustment).

34 Staff’s Brief 9 23; Final Order 08 9 117.

55 Staff’s Brief 9§ 23.

% Sisung, Exh. RLS-05T at 78:21-83:2.

57 Carlson, Exh. IC-16Tr at 12:19-13:16.
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23.

Compensation Study is “credible and can be used to determine [DNI].”® This approach is
reasonable and far more aligned with the Commission’s prior directions than PMSA’s extreme
position that evidence of comparable pilotage districts should be excluded simply because of
insufficient evidence in prior rate cases.” The Commission has clearly stated that it may give a
compensation study “weight ‘based on its reliability and relevance to the particular facts’ to the
case at hand.”® It should do so here. The national average is highly relevant to PSP’s ability to

attract and retain applicants nationally.
4. PMSA’s arguments on the value of benefits in pilot compensation are flawed.

In a misguided attempt to discredit the Pilot Compensation Study, PMSA assails the
“cash plus benefits excluding pension,” which is just one of the ways Sisung measured pilot
compensation.®! PMSA’s arguments defy common sense and should be rejected. PMSA asserts
that to truly value PSP’s cash plus benefits compensation, PSP’s test year pension expense of
$6.5 million should be included as a retirement benefit and divided amongst the working pilots,
resulting in an additional $116,117 compensation for each individual pilot.5? There are several
problems with PMSA’s argument. First, the Pilot Compensation Study explicitly stated that it did
not consider pension and other retirement costs or benefits in determining the average net income
per pilot figure.®> PMSA’s assertion and adjustment to PSP’s compensation fundamentally
misrepresents the inputs and results included in the study. Sisung made no such pension
adjustments for any associations included in the Pilot Compensation Study, and including PSP’s
pension expense in the compensation calculation would be unbalanced and improper. Second, the
$6.5 million figure used by PMSA is pension expense, not pension benefits.** Pension expense is

not a benefit to working pilots. It is the annual expense to cover PSP’s obligations to retired

58 Staff>s Brief § 23.

59 PMSA’s Brief 9 70.

60 Final Order 08 § 117.

61 PMSA’s Brief 4 75-76.

%2 PMSA’s Brief 4 73-74.

63 Sisung, Exh. RLS-04 at 42, 63.

% PMSA’s Brief § 74 (citing LaRue, Exh. AML-3, Sch. 1.2, Line 48).
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24.

pilots, and it does not represent the value of the pension plan to current pilots. Working pilots do
not see increased compensation or benefit from the retirement expense of $6.5 million being paid
to retired pilots. As discussed later, this is one of several times that PMSA confuses and conflates
the disparate concepts of pension expense for retired pilots, pension benefits to individual
working pilots, and pension obligation over a long-term horizon.

Similarly, PMSA wants it both ways on medical expense. Despite successfully arguing in
the past two cases that pilots should pay their own medical insurance,®> PMSA now faults the
Pilot Compensation Study for not including medical insurance as a benefit for PSP. PMSA
argues that the Pilot Compensation Study does not treat pilot groups uniformly because it
ascribes medical insurance as a benefit to some pilotage groups (that offer medical insurance as a
benefit) but not to PSP.%® The point of the compensation plus benefits comparison is to include
the measurable benefits that pilots receive, in addition to cash compensation, as pilot candidates
will look at the full package of pay and benefits when considering where to work—as do most
astute job applicants. Sisung specifically did not impute or otherwise attempt to derive a value
for PSP’s medical coverage for pilots because PSP no longer recovers pilot medical expenses in
rates.®” Each pilot is responsible for his or her own medical insurance coverage and associated
cost. Medical insurance is not a benefit for PSP pilots. In contrast, for those pilotage groups that
provide medical insurance as a benefit, the Pilot Compensation Study captured that data.’® That
said, the virtue of the Pilot Compensation Study is that it provides many perspectives from which
to view pilot compensation—including cash only, cash plus benefits excluding pension, simple
average, and weighted average. If the Commission has concerns about the benefit value used, the
Pilot Compensation Study includes a cash-only compensation figure that does not impute the

value of any sort of benefit other than cash compensation.®’

%5 Final Order 09 99 251-252; Final Order 08 § 224.
% Post-Hearing Brief of PMSA 9 75.

67 Sisung, Exh. RLS-05T at 19:9-20:2.

68 Sisung, Exh. RLS-04 at 6-7.

% Sisung, Exh. RLS-04 at 8, 36.
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B. The Commission’s determination on the number of pilots to fund should align with
the BPC’s determination on the number of authorized pilots.

PMSA argues that it is appropriate for the Commission to ignore the BPC’s Target
Assignment Level (“TAL”) and, instead, use an Average Assignment Level (“AAL”)
methodology for rate-setting purposes. But PMSA’s arguments misconstrue the prior orders and
the relationship between AAL and TAL in those decisions—which has fundamentally changed.

In the 2019 rate case, PSP requested that the Commission sef a TAL of 118, while Staff
recommended a TAL of 143.4.7° At that time, the BPC-approved TAL was 145.7! It was in this
context that the Commission declined to “determine a TAL or otherwise evaluate a safe
assignment level for pilots.”’> The Commission adopted an AAL of 143.4—a number which fell
below the BPC’s approved safety level of 145.7> The Commission found PSP’s request to fund a
higher number of pilots than what the BPC approved, and to fund a lower TAL than what the
BPC approved, “infringe[d] on the BPC’s statutory authority to determine the number of pilots
necessary for safe and efficient pilotage.””* In the 2022 case, the Commission reaffirmed that
“[a]lthough the facts and circumstances may vary over time, rate- setting proceedings before the
Commission should support the provision of pilotage services deemed necessary by the BPC.””

In response to this direction from the Commission, PSP changed its request in this rate
case to directly mirror the BPC’s number of authorized pilots. In direct contrast to the 2019 rate
case, in which no party proposed an AAL higher than the BPC’s safety-target TAL, PMSA now
proposes an AAL of 137.3 when averaged across 3 years, or 127.3 looking only at the trailing 12
months of data.”® Both of these numbers exceed the BPC’s current TAL of 123, which was

unanimously approved by the BPC.”’ In the same way that it “infringe[d] on the BPC’s statutory

7 Final Order 09 49 73-75.
"I Final Order 09 9 84.

72 Final Order 09 9 86.

73 Final Order 09 9 86.

7 Final Order 09 9 88.

75 Final Order 08 9 158.

76 PMSA’s Brief at 4 16.

77 Carlson, Exh. IC-08 at 20.
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authority” to authorize a number of pilots higher than the BPC’s authorized number, it would
infringe upon the BPC’s authority if the Commission were to set rates in this case based on an
AAL that is not consistent with the TAL set by the BPC for safe and efficient pilotage service.
Doing so would mean that the Pilots would only have a fair “opportunity to earn a return” if
pilots routinely committed to exceeding the BPC’s safety target for assignments—contrary to the
BPC’s intent.

In short, authorizing the number of pilots approved by the BPC does not infringe upon
the BPC’s statutory authority—nor does it infringe upon the Commission’s authority. Instead, it
is a reasonable recognition of the safety targets set by the BPC. Underfunding authorized pilots
does not change the BPC’s safety decision. It only shifts the financial burden of that decision
onto pilot compensation. PSP should have a fair opportunity to earn its DNI without needing to
routinely exceed the safety targets set by the BPC.

PMSA’s brief points to a letter sent by Captain Carlson to the BPC in 2024 requesting the
BPC hold a proceeding to consider increasing the number of authorized pilots. In the letter,
Captain Carlson presented a proposed formula for determining the number of pilots.”®
Ultimately, the BPC adopted a different methodology from what Captain Carlson proposed in
that initial letter—just as it adopted a different methodology from what PMSA had proposed.
Captain Carlson’s initial request letter in no way changes the ultimate determination of the BPC
in terms of how it reached the authorized number of pilots.

PMSA correctly states that “[t]he Commission should stick by its earliest observation that
its job is to be an economic regulator not a safety and licensing regulator.”” It then requests that
the Commission fund a number of pilots based on an AAL that is inconsistent with the BPC’s
TAL. PMSA claims that because pilots have worked above that level to meet the needs of

customers, the BPC’s TAL can be undermined.® In that sense, PMSA is the only party asking the

78 PMSA’s Brief § 53; Carlson, Exh. IC-37X.
7 PMSA’s Brief q 54.
80 PMSA’s Brief 4 55 (“The safety inference, which is the sole underpinning of PSP’s argument for funding four
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Commission to second-guess the BPC’s role as safety regulator. The Commission should not
fund to failure because there have not been major safety incidents. The Commission should stand

by its determination that it should fund the number of pilots authorized by the BPC.%!

C. The Commission’s Order should support the PSP’s continued transition away from
the pay-as-you-go plan.

PSP’s pension request in this case is straightforward and consistent with Commission
direction in the past two cases: the Commission should allow PSP to finish the process of
transitioning to a fully funded, defined benefit plan, which PSP expects to bring to the
Commission for review in the upcoming months. Until then, the pay-as-you-go pension should
be funded. The pension expense PSP requests in this case is consistent with past cases. And PSP
has been working diligently to obtain the necessary federal approvals for its MEP—despite
facing headwinds in the process, such as government shutdowns and PMSA interference.
Significantly, PSP has received the most pivotal approval for the MEP: an IRS determination that
the MEP is a tax-qualified plan. The time to consider the costs of the MEP and pilot contribution

is when PSP presents a defined benefit plan to the Commission in its upcoming case.
1. PMSA’s proposal ignores the history of the pay-as-you-go plan.

Among PMSA’s many misrepresentations of PSP’s current pay-as-you-go plan is a
consistent throughline accusing PSP of mismanagement and “fiscal irresponsibility.”%> What
PMSA ignores is the fact that the shipping industry—including PMSA's predecessor—was
directly involved in the creation of the current pay-go system. The pay-as-you-go plan has been a
non-controversial and widely supported plan for decades. PMSA’s alleged outrage at the growing
liability of the plan blames PSP for the results of a mutually designed system.

PSP witness Walter Tabler provides a brief history of PSP’s current pay-as-you-go

retirement plan.®® Tabler explains that the pay-as-you-go retirement plan was negotiated between

pilots more than what exists, thus collapses in the face of any evidence”).
8! Final Order 08 9 49.

82 See, e.g., PMSA’s Brief 9 106, 107.

83 Tabler, Exh. WST-01T.
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PSP and the Puget Sound Steamship Operators Association, which represented shipping
customers (the direct predecessor of PMSA), and it was approved by the BPC in 1988.34 The
pay-as-you-go plan was not a unilateral decision by PSP; it was a negotiated agreement that
customers endorsed.®® The pay-as-you-go system—namely, a system of fixed benefit payments
based on a percentage of average target net income for the three years prior to retirement—was
seen as a way to cap industry’s exposure, and as such, the shipping industry agreed to support
full tariff funding of the plan.®® In return, PSP agreed to give up inflation-protected benefits tied
to active pilot earnings and accepted fixed benefits at retirement, giving customers more
predictable costs.®” Tabler’s testimony was not challenged by any party, and PMSA has not
rebutted that ratepayers negotiated and agreed to the current pay-as-you-go structure.

The history of this agreement is important because PMSA consistently portrays PSP as
recklessly and unilaterally pursuing an unmanageable retirement plan®®—going so far as to call it
“self-inflicted.” To the extent PMSA is unhappy with the current state of the pay-as-you-go
plan, it is unhappy with a decision that was mutually negotiated and agreed upon by PSP,
industry stakeholders (customers), and PSP’s regulator. It is both counterfactual and unfair to
paint the pay-as-you-go system as evidence of imprudent management given the significant
collaboration of the shipping industry, pilots, and the BPC in establishing the current system.

PMSA attempts to manufacture this outrage in order to justify its extreme and
unreasonable proposal to immediately stop all funding of the pay-as-you-go system.”” PMSA has
made this proposal before, and the Commission has wisely rejected it.”! PMSA’s defunding

proposal would run directly contrary to the explicit intent of the BPC and the legislature.’” In

8 Tabler, Exh. WST-01T at 3:1-4:6; Exh. WST-10.

85 Tabler, Exh. WST-01T at 4:12-19.

8 Tabler, Exh. WST-01T at 5:1-19.

87 Tabler, Exh. WST-01T at 8:3-5.

88 PMSA’s Brief 99 106-107, 109.

8 PMSA’s Brief q 115.

% PMSA’s Brief 99 112-114.

%! Final Order 09 99 183-84, 191.

92 Tabler, Exh. WST-01T at 9:3-10:19; see also Public Comment Exhibit, Attachment E, M. Haugen (“As the prime
sponsor of SB 6095, I worked to ensure that pilot retirement costs could be supported through the tariff as part of a
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short, PMSA’s account of the current pay-as-you-go system is ahistorical and unfairly prejudiced
against PSP. Its mischaracterizations should not be used to justify forcing current, working pilots
to shoulder an enormous retirement burden—which was never contemplated as a part of the pay-
as-you-go retirement plan. Moreover, as discussed extensively in this case, PSP is not seeking to

indefinitely continue the current pay-as-you-go retirement plan.

2. PSP has complied with Commission orders and will present an MEP within a
year.

In PSP’s 2019 rate case, the Commission directed PSP to develop “a plan to transition to
a fully funded, defined-benefit retirement plan, as well as full accrual accounting.””® PSP
developed that MEP plan and presented it to the Commission in the 2022 rate case.”* The MEP
has been approved by the IRS as a tax-qualified plan and will require full accrual accounting and
reporting of the plan liabilities on an annual basis.’> The Commission authorized PSP to seek
approval of its proposed MEP from the IRS and Department of Labor in Final Order 08, which
PSP did.”® The Commission also required PSP to provide regular updates, which PSP has done.”’

All parties have recognized the need to transition to a more sustainable defined benefit
plan with full accrual accounting—including Staff and PMSA.® PSP is in a transition period,
having received a favorable determination from the IRS that the MEP is a tax-qualified plan. PSP
expects to bring the MEP to the Commission for review of pension costs in its next rate case.
Given the current steps PSP is taking to transition to a fully funded, defined benefit plan with full
accrual accounting of the liability and the funding as ordered by the Commission,” PSP has not

quantified the long-term liabilities associated with remaining on the pay-as-you-go pension.

stable and functioning pilotage system. Those obligations were understood, relied upon, and supported over many
years”).

%3 Final Order 09 9 191.

% Final Order 08 99 166-187.

%5 See PSP Response to Bench Request No. 7 (citing Form 5500 Annual Return/Report with the required schedules
that is filed annually with the IRS, DOL, and PBGC for tax qualified plans like the MEP).

% Final Order 08 9 202, 205, 212; McNeil, Exh. BIM-1T at 2:15-9:14.

97 Final Order 08 9 212; see Docket TP-220513 (MEP Status Update Compliance Filings).

%8 Final Order 09 9§ 87 (“Capt. Moore also agrees with Staff’s recommendation that . . . the ‘the Commission order
PSP to develop a plan that will provide a transition to a fully funded, defined benefit retirement plan.’”)

% Final Order 09 § 191 (“We adopt Staff’s recommendation to maintain the current pay-as-you-go program, but
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3. PSP’s pay-as-you-go pension expense in this case is known and measurable,
and its growth is lower than projected.

The pension expense for which PSP seeks recovery is known and measurable, despite
PMSA’s assertion to the contrary.'” Ann LaRue documents the $6.8 million expense in Exh.
AML-03 and Exh. AML-10 (Schedule 2.34-Pilot Pension). This includes test year expense of
$6.5 million plus a pro forma adjustment of $301,987 for known and measurable expenses that
occurred after the test year. Importantly, any retirements that occur after the pro forma period are
not included in rates, and PSP bears the costs of these retirements between cases.

PMSA conflates known and measurable retirement expense for which PSP seeks
recovery in this case with the long-term liability of the pay-as-you-go pension plan. As discussed
above, the test year and pro forma pension expense is known, measurable, and presented in Ann
LaRue’s exhibits. Thus, PMSA’s assertions that “retirement expense has been excluded from all
formal financial documents™!! is not true. In contrast, the long-term projected liability of the
pay-as-you-go pension is not an expense in this case. And the long-term cost projections for the
pay-as-you-go pension has little relevance to the case given PSP’s plan to transition to a fully
funded, defined benefit plan, which PSP will present to the Commission, and all parties will have
an opportunity to address the proposal in the upcoming case.

Staff’s claim in testimony that PSP’s pro forma pension costs are $6.9 million'%* should
be clarified. As noted above, the pro forma adjustment for pension expense in this case is
$301,987, and the total amount of pension costs for the test year including the pro forma
adjustment is $6.8 million.'® Notably, in Final Order 09, the pension expense for the rate year

(2021) was $5.3 million'* and at that time the projected 2025 pension expense for PSP was $7.1

order PSP to initiate discussions for the purpose of developing a plan to transition to a fully funded, defined-benefit
retirement plan, as well as full accrual accounting.”).

100 See PMSA’s Brief 9 93, 96 (“PSP’s retirement expense simply fails to meet the known-and-measurable
standard.”).

101 PMSA’s Brief 9 101; see also 4 96.

102 Sevall, Exh. SS-1Trr at 18:12-13. Note that the disallowance of half of the pro-forma pension costs in Docket TP-
220513 refers to one-half of the pro forma adjustment in the case, or about $450,000. Final Order 08 4/ 217-18.

103 T aRue, Exh. AML-01T at 69:19—-70:2; Exh. AML-03 and Exh. AML-10.

104 Final Order 09 § 168.
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million.!% Thus, PSP’s pension expense request for the rate year 2026-2027 in this case is lower
than the pension expense projected for 2025 in PSP’s inaugural case, demonstrating that PSP’s

pension expense has grown at a slower rate than projected.
4. PMSA’s pension analysis lacks a sound basis and ignores relevant facts.

PMSA’s claims that the current pay-as-you-go pension is unsustainable and PSP has
failed to manage or mitigate its liabilities'*® ignore several obvious facts. First, it ignores the
steps PSP is taking to transition to a fully funded, defined benefit plan as ordered by the
Commission; PSP is not arguing for indefinite continuation of the pay-as-you-go pension.
Second, PMSA also ignores the role it has played in delaying the approval of the MEP.
Specifically, despite the Commission’s direction to PSP in the last case to seek an advisory
opinion from the DOL with respect to the MEP,'”” PMSA improperly inserted itself into the DOL
process and encouraged the DOL not to issue the letter.!%® Not surprisingly, given PMSA’s
intrusion, the DOL advisory opinion is the only remaining federal authorization. Third, PMSA
ignores the fact that the historical pay-as-you-go pension was agreed to by shipping industry,
specifically PMSA’s predecessor, as discussed above.'” Thus, PMSA’s alarmist rhetoric about
deferred compensation, overdistributing revenues, and long-term liabilities ignores the fact that

this is the structure that was agreed to by PMSA’s own members over the past decades.

a. PMSA’s assumptions about liabilities of the pay-as-you-go plan are
not supported.

In an attempt to manufacture claims that PSP’s unfunded liability of its pay-as-you-go
pension plan has grown dramatically,''® PMSA cobbles together mismatched pension projections
from previous cases in a misleading, apples-to-oranges comparison. The facts do not support

PMSA’s allegations. PMSA points to Staff testimony from the 2019 case showing the pay-as-

195 Final Order 09 q 175.

106 PMSA’s Brief 99 91, 106.

197 Final Order 08 9 202 (“PSP should seek approval of its proposed MEP from the IRS and Department of Labor”).
108 McNeil, Exh. BIM-03 at 16-23.

109 See Tabler, Exh. WST-01; Carlson, TR. 131:12-14.

110 PMSA’s Brief § 93.
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you-go “projected benefit obligation was $124.5 million.”!!! The actuarial study addressed in
Staff’s 2020 testimony is not in the current record; all that is available is five pages of Staff’s
2020 testimony on this topic, which PMSA designated a cross-examination exhibit.!'> PMSA
then compares this number from Staff’s testimony in the 2019 case to an inapposite projection in
the 2022 case (also not in the record), discussed in Order 08, that references, in a footnote, a 50-
year cost projection of $547.4 million assuming the current pay-as-you go (farebox) plan would
continue into the future without a transition to the MEP.''® That same footnote in Order 08
referenced the fact that PSP witness Christopher Woods study in the 2022 case showed the
savings that result from the MEP as compared to the status quo “farebox plan” over a 50-year
timeframe. The 50-year total cost of the pay-as-you-go farebox was estimated at $547 million in
2022, with the implementation of the MEP showing substantial savings of either $124 million or
$100 million, depending on the alternative chosen, as compared to the pay-as-you-go pension.'!*
There are several problems with PMSA’s use of these numbers. First, there is no evidence
that the $124.5 million in Order 09 and the $547 million in Order 08 are measuring the same
thing. In fact, it appears they are not. The $124.5 million is a projected benefit obligation as of
December 31, 2019,''> whereas the $547 million projection in the 2022 case is a 50-year
projection of costs assuming PSP does not transition to an MEP.''® There is nothing in the
record that allows detailed analysis and comparison of these two actuarial studies from two prior
cases. For example, the record does not demonstrate whether the two studies used the same
discount rates, or whether they included the same actuarial assumptions regarding the number of
pilots, annual income growth, and other required inputs. They provide no probative value and
certainly do not support PMSA’s contention that PSP’s pension liability has grown to over half a

billion dollars.

1 PMSA’s Brief q 94 (citing AML-23X at 26:9-12).

"2 LaRue, Exh. AML-23X at 22-28.

13 PMSA Opening Brief at § 94 (citing Final Order 08 at§ 199 n. 353.)
114 Final Order 08 9 199, n. 353.

15 T aRue, Exh. AML-23X at 26.

116 Final Order 08 9 199, n. 353.
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Second, and relatedly, the larger cost of $547 million is irrelevant in this case given that
PSP will transition to a fully funded, defined benefit plan rather than remaining on the pay-as-
you-go pension for the next 50 years. Further, Captain Carlson’s unfamiliarity with dated
actuarial studies from 2019 and 2022 is not surprising and is not a failure of management, as
PMSA claims.!!"” These cited studies (i) are not evidence in this case and only mentioned in
passing in prior Commission orders and a cross exam exhibit, (ii) were intended for different
purposes (i.e., showing the costs of continuing with the pay-as-you-go pension in 2019 and
2024), and (iii) are outdated (four and seven years old). The fact that Captain Carlson could not
speak to these dated studies of questionable relevance that are not in the record does not

demonstrate that PSP’s pension expenses requested in this case were imprudently incurred.
b. PMSA misrepresents Captain Carlson’s testimony.

PMSA inaccurately represents the cross examination testimony of Captain Carlson.
PMSA asserts that Captain Carlson stated it would be hard to describe the scale of the retirement
obligation to PSP members.!'® But in the cited cross examination, the question posed was about
retirement benefits, not the retirement obligation. These are two wholly separate numbers.
Carlson was asked whether he could tell a pilot what his or her retirement is worth. Carlson
responded: “I can give them a number of what it’s worth today based on their years of service
and the past three years. I can’t give them an idea what’s it’s going to be like in ten years.”!'!
This is true of every retirement plan that is ongoing. One cannot know what one’s retirement
benefit will be worth in ten years. Whatever the plan, there will be factors that affect its worth in
the future. Thus, PMSA conflates two disparate factors: (i) the future value of a retirement

benefit to an individual pilot, versus (ii) the scale of future retirement obligations for PSP. The

cited testimony does not support PMSA’s implication that Captain Carlson is failing in his role as

17 PMSA’s Brief 49 98-99.

118 PMSA’s Brief § 99.

119 Carlson, TR. 126:8-14; TR. 130:7-10, 14-15 (“So we can tell trainees or applicants that we’re recruiting what the
retirement percentage would be per year of service. That’s all we cando . . .. “they know it’s a percent and a half
per year of service”).
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President because he testified that he cannot foresee the value of a pilot’s retirement benefit ten
years into the future. Clairvoyance is not required of the PSP president.

Moreover, Carlson’s testimony on the stand is consistent with written testimony in this
case. Abruptly discontinuing the payment of pension expense, which funds benefits for retired
pilots in this case, as PMSA proposes, would be catastrophic to the pilotage system in
Washington and would impair the ability to attract and retain pilots if working pilots are now
required to make up the $4.8 million in pension expense, proposed by PMSA—that is
contractually owed to retired pilots—as well as fund their own retirement.'?° PSP has never
claimed that any contribution by pilots toward the pension expense would result in liquidation of
its entire business, as PMSA suggests.'?! Pilots regularly fund pilot pension expense that arises
between rate cases when pilots retire; and PSP shouldered an additional $450,000 in pension
expense from the 2022 rate case. The concern here is the magnitude of the pension expense that

PMSA proposes working pilots shoulder.
c. Response to other issues raised by PMSA on pension.

PMSA paints PSP as an outlier because of its existing pay-as-you-go pension. While PSP
has no intention of maintaining the status quo, PMSA overstates the novelty and danger of the
current structure. Pay-as-you-go retirement systems are not unique to PSP, but are common
among pilotage groups.'?? Thus, while PSP agrees that the legacy structure should not continue
indefinitely and has been moving toward a fully funded, defined benefit replacement, PMSA’s
attempt to portray the current system as some uniquely reckless outlier is unsupported.

Finally, there is no “bail-out” of PSP, as PMSA asserts.'?* Continued tariff funding is the
continuation of a long-standing agreed structure among PSP, ratepayers, and the BPC during the

transition; it is not a rescue of a private mistake. In the upcoming case, PMSA can make its

120 Carlson, TR. 139:5-141:2; Exh. IC-16Tr at 62:1-67:19.

121 Carlson, TR. 139:5-15.

122 See, e.g., Cal. Harbors and Navigation Code §§ 1163, 1166 (retired pilots receive a target monthly pension
calculated at 46% of average net income, prorated by years of service over a 25-year denominator); Md. Bus. Occ.
& Prof. §§ 11-504, 11-505 (describing pay-as-you-go retirement plan in Maryland).

122 PMSA’s Brief § 108.
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arguments about the cost of PSP’s retirement plan and any pilot contribution. At that time, the

Commission will have full actuarial studies and the details of the plan in the record.

S. Staff’s proposal to remove one-third of pension funding should be rejected.

Staft’s proposal to remove funding for one-third of the pay-as-you-go pension should be
rejected for several reasons. First, in claiming that pension costs have increased, Staft’s brief
relies on faulty testimony of PMSA that again points to a $547 million projection of pension
costs assuming PSP does not transition to a defined benefit plan.'?* As discussed above, that is
irrelevant here because PSP plans to transition to a defined benefit plan, and it is not an apt
comparison to the earlier projection from the 2019 case. Staft’s reliance on Captain Moore’s
unsupported rhetoric,'? or inadequately supported testimony, should carry no weight.

Second, Staft’s brief cites to Sevall’s testimony to support the claim that “[t]he
Commission should thus require PSP’s members to contribute one-third of PSP’s pension costs,
which would move PSP’s retirement funding in line with historical averages.”!?® But the
testimony of Sevall cited in Staff’s brief provides no support for Sevall’s statement that
“[h]storically, employees give $0.01 for every $0.02 provided by the employer, meaning the
employee is responsible for providing 1/3 or 33 percent of the amount of contributed capital.”'?’
Moreover, Staff’s earlier reliance on Exh. SS-6 to support its “concern” with tariff

funding of the current pay-as-you-go pension costs'?®

should carry little weight. Exh. SS-6 is a
pension education toolkit for retired teachers who are members of the National Retired Teachers
Association (“NRTA”). It is the only authority Staff cites to support its “concern.” But pilots are
not teachers; pilots are not public employees; and teachers’ retirements are not tariff funded.

Thus, the NRTA teachers’ toolkit provides no support for Staff’s position in this case. In fact,

Exh. SS-6 distinguishes between state and local pension plans and the private sector, and notes

124 Staff>s Brief 9 40, n. 130 (citing Moore, Exh. MM-1T at 110:18-20).
125 Staff>s Brief 9 40, n. 131.

126 Staff>s Brief q 40.

127 Sevall, Exh. SS-1Tir at 18:10-16.

128 See Sevall, Exh. SS-1Trr at 17:7-10, 15-16.
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that in the private sector, employees typically do not contribute to their retirement plans.'?® Staff
makes no attempt to develop the record on the market for pilot retirement systems.

Moreover, while Staff’s brief seeks to downplay the severity of the one-third
disallowance of costs that Staff proposes, the magnitude of this proposed disallowance is
substantial. In Order 08, because PSP had failed to follow the Commission’s direction in Order
09 regarding stakeholder meetings to address the details of the defined benefit plan, the
Commission disallowed in rates $451,219 (one half of PSP’s pro forma pension costs) “until
PSP’s next general rate case.”'*® In this case, PSP has followed the Commission’s direction, has
received the IRS determination, and expects to receive a DOL advisory opinion in the near
future. The $2.2 million disallowance Staff proposes is nearly five times greater than the
Commission’s disallowance in Order 08. Moreover, Staff’s DNI recommendation cannot be
evaluated in isolation because the pension haircut Staff proposes materially changes the real net
effect on current pilots.

Staff’s claim that there is no intergenerational shift in costs ignores reality.'*! By
agreement of pilots and shipping customers,'*? and with the endorsement of the legislature,'* the
tariff has funded the retired pilots’ benefits for decades. To now remove a third of this funding
undoubtedly shifts substantial costs to working pilots.

Staff’s legal argument that RCW 81.116.020(4) states permissively that the Commission
“may consider” retirement expenses in setting PSP’s revenue requirement misses the point of
PSP’s argument. The fact that the law grants the Commission discretion in setting revenue
requirement in no way mutes the point that the legislature wanted to see a funded pension that

would maintain a stable pilotage system, as multiple legislators have stated.'**

129 Sevall, Exh, SS-6 at 1-2.

130 Final Order 08 § 474.

131 Staff’s Brief § 43.

132 Tabler, Exh. WST-01T.

133 See Public Comment Exhibit, Attachment E (M. Haugen comment); Carlson, Exh. IC-16Tr at 62:11-63:13
(describing comments by Representative Judy Clibborn); RCW 88.16.055.

134 See Public Comment Exhibit, Attachment E (M. Haugen comment); Carlson, Exh. IC-16Tr at 62:11-63:13
(describing comments by Representative Judy Clibborn).
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6. The Commission should not move backwards and start the process anew.

Staft’s proposal to go back to the drawing board and reconsider the type of retirement
plan'?? is inconsistent with the Commission’s order in PSP’s 2022 case'*® and would only slow
down the transition process—which is not in any party’s best interest. It will also increase costs,
notwithstanding Staff’s assertion to the contrary. The finish line is in sight—the MEP has been
determined to be a tax-qualified plan by the IRS. The PBGC has reviewed the MEP. The
Department of Labor has indicated that a draft advisory letter is being prepared and circulated
internally.’>” If PSP must go back to step one, meet with parties, attempt to reach agreement on a
plan, and develop a new plan, further delay in the transition will occur. Further, the defined
contribution plan proposed by PMSA only addresses retirement expenses for current pilots going
forward. The Commission should not accede to Staff’s request to move backward and give up
the ground gained. PSP expects, and has committed, to bring a defined benefit plan to the
Commission in the next year.

Staft is flat wrong in claiming that the Commission “has no more clarity about what the
future of PSP’s retirement program looks like now than it did when it issued the order resolving
PSP’s first rate case” in late 2020.'*® The timeline of events belies Staff’s claim.

e Approximately a year and a half after that order was issued instructing PSP to
pursue a fully-funded defined benefit plan,'** PSP proposed a multiple employer
defined benefit plan in its 2022 general rate case filing.

e In August 2023, the Commission issued its final order in Docket TP-220513 and
authorized PSP to move forward seeking approval of its MEP.!*’ The Commission
further determined that the type of program no longer needed to be debated since
PSP was authorized to seek approval of its MEP.!4!

135 Staff’s Brief § 49.

136 Docket TP-220513, Order 10 9 15 (Oct. 30, 2023) (“The Commission did not, at any point, indicate that the PSP
was required to return to the earlier workshop process to consider what type of retirement plan should be proposed
to the Commission. This would serve little purpose™).

137 McNeil, TR. At 362:18-363:3.

138 Staff>s Brief q 49.

139 Final Order 09 § 191.

140 Final Order 08 99 202, 212.

141 Docket TP-220513, Order 10 9 13 (Oct. 23, 2023).
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e Inlate 2025, PSP received an IRS determination that the MEP was a tax qualified
plan.'4?

e In March 2026, PSP received a determination from the Pension Benefit Guaranty
Corporation that the MEP qualifies as a plan under ERISA.'#

e PSP has received indications from staff of the Department of Labor that an
advisory letter is being circulated within the Department.'**

e PSP witness Bruce McNeil has testified that it might be possible to move forward
with the MEP, even without an advisory opinion from the DOL, given the IRS
determination.!#’

e PSP intends to bring a defined benefit plan to the Commission for review in a rate
case it plans to file later this year,'*® and PSP president testified that a timeline of
a year to do so would be reasonable.!'*’

PSP requests the Commission stay the course and allow PSP to file its subsequent case
seeking approval its defined benefit plan, anticipated to be filed shortly after the conclusion of
this case. At that time, the Commission will be presented with a full record of the costs of the
plan, with actuarial support. As ordered by the Commission in Docket TP-220513, in that
subsequent filing the Commission should review the costs of the MEP and any required
contributions by pilots. '*®

The Commission should decline Staff’s proposal to defer the costs of seeking federal
approvals of the MEP. The fees incurred were routine and necessary to comply with the
Commission’s direction in past cases. These are not the type of expenses the Commission would
typically authorize for deferral if requested by the regulated entity,'* and it likewise should not

require deferral of these routine costs in this case.

142 McNeil, Exh. BIM-07T at 5:13-17, Exh. BIM-08.

143 Docket TP-220513 (April 2026 Status Report on MEP)

144 McNeil TR. at 362:21-363:3.

145 McNeil, Exh. BIM-01T at 9:7-14.

146 Carlson, Exh. IC-16Tr at 67:3-19.

147 Carlson, TR. 186:24—188:1.

148 Final Order 08 9 202.

149 See, e.g., In re Cascade Nat. Gas Corp. For an Accounting Order, Docket UE-230755, Order 01 9 9 (March 28,
2024) (“[t]he costs Cascade asks to defer as extraordinary costs associated with its initial MYRP and CCA
compliance consulting are routine. While the costs might be related to new compliance obligations and processes
associated with the MYRP, they are not extraordinary and therefore the petition is denied”).
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D. The Commission should adopt PSP’s operating margin proposal.

PMSA and Staff both oppose PSP’s proposal for an operating margin. As noted in PSP’s
opening brief, there is sufficient basis in Commission orders to justify the adoption of an
operating margin. PSP is a unique industry, and the only one the Commission regulates with a
structure where regulatory lag resulting in unrecovered operating expenses, or unexpected
operating expenses, directly reduces the compensation received for services provided. The two
pilotage groups are the only Commission-regulated transportation companies without some form
of operating margin. Contrary to PMSA’s claims, PSP’s revenues have been insufficient to meet
its expenses for the past several years.'>® While PMSA cites to Exh. MM-3 and Exh. MM-6 to
claim that PSP’s revenues have exceeded Commission authorized revenues in two years, and to
show operating expenses as compared to revenue, PMSA admits that this is an apples to oranges
comparison. The Commission should heed the warning PMSA placed on its own Exh. MM-6:
“Warning to Commission: The use of BPC annual Reports is for illustrative purposes only. PSP
does not adjust data it reports to BPC to match Commission ProForma Standards or DNI
requirements.” The exhibit further warns the Commission not to rely upon these operating
expenses or replicate them. 3! Yet PMSA does exactly what it warns the Commission not to do.

PMSA’s use of the Lurito-Gallagher curve on cross examination of Ms. LaRue'>? misses
the point. While Lurito-Gallagher is one type of operating ratio used in the solid waste industry,
it is a complex model that differs considerably from the operating margin PSP has requested in
this case.!>> PSP has proposed a simple to apply operating margin, consistent with other non-

solid waste transportation companies.'>* As Bench Exhibit 1 states in its opening narrative, “the

130 T aRue, Exh. AML-09T at 28:1-3.

151 Exh. MM-6 also states: “BPC Annual Report ‘Operating Expenses’, as reported to the BPC by PSP, are not
adjusted. [sic] Pro Forma Operating Expenses and should not be relied upon or replicated by the Commission
without adjustment’) (emphasis added).

152 PMSA’s Brief 99 40-41 (citing LaRue, TR. 238:16-20).

153 LaRue, Exh. AML-1T at 14:1-8.

154 See, e.g., In the Matter of Request of Robert J. Pellegrini d/b/a Upper/Okanogan Valley Disposal, Docket TG-
231026 Order 01 q 5 (Jan. 25, 2024) (approving an operating margin based on the inadequacy of the model as it
compared to the company’s needs); WUTC v. Bremerton-Kitsap Airporter, Docket TC-001846, 5th Supp. Order 9
43-44 (Aug. 2, 2002) (holding that a 93/7 operating ratio is the standard for the auto transportation industry); WUTC
v. Lake Chelan Recreation, Inc., Docket TS-090381, Order 02 9 7-8 (Jan. 28, 2010) (deviating from traditional
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Commission has used different operating ratio percentages for different industries,” and Bench
Exhibit 1 makes clear that the Lurito-Gallagher operating ratio formula was established
specifically for the solid waste industry, arising out of the “Generic Garbage Case” in Docket
TP-2016 and was aimed at addressing solid waste companies higher investment levels.!> Thus,
cross examination of LaRue on the Lurito-Gallagher methodology and “curve” while interesting,
has no bearing on the operating margin PSP requests in this case.

Finally, PMSA paints an incomplete picture of LaRue’s testimony on cross examination.
While PSP’s current accounting would allow any operating margin above that which covered
expenses to flow to pilot DNI, PSP is open to “adjustments to accommodate how the
Commission would like to see those monies managed.”'*® Moreover, LaRue’s testimony and
exhibits demonstrate the unlikelihood of that occurring. In most of the past five years, even with

an operating margin, PSP would not have covered its expenses.'’

E. Other Staff adjustments should be rejected.

PSP’s Initial Brief discussed Staft’s and PMSA’s proposed adjustments and generally
disagrees with their approach. Staff recommends rejecting recovery of dues and licensing fees
for 60 pilots because it is unclear how many pilots will be licensed. Bench Request 5 shows the
expected timeline of new licensees and PSP expects to have 59-60 licensed pilots over the course
of the rate year.

PMSA wrongly claims that PSP failed to follow the Commission’s direction in Order 08
regarding the need to provide additional revenue requirement and the percentage increase using
the methodology in Attachment A.'>® PSP provided the information requested by the

Commission in both its direct and rebuttal filing, consistent with WAC 480-07-525 and Order 08.

93/7 operating ratio for an auto transportation company).

155 Bench Exhibit 1 at 2, 10.

156 LaRue, TR. 268:14-19.

157 LaRue, Exh. AML-1T at 27:8-31:16. The evidence in the record shows that even with a 12 percent operating
margin, except for 2021, PSP would still under-recover its operating expenses, meaning they would be subsidized by
pilot compensation.

158 PMSA’s Brief § 26.
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These are found in Exh. AML-03 and AML-10, schedule 1.2 Results of Operations.!* Contrary
to PMSA’s statement, a copy of Attachment A from Order 08 was not required by the
Commission. The Commission required parties, in addition to providing total revenue
requirement, to also provide (i) additional annual revenue requirement, and (ii) the related
percentage increase using the methodology in Attachment A.” PSP provided this information.
F. PMSA continues to mislead and proffers unreliable data.

The Commission must closely scrutinize PMSA’s claims that are draped in half-truths and
seem designed to mislead. For example, PMSA points to Order 09 in Docket TP-190976 in
which the Commission set the revenue requirement formula currently in use. Revenue
Requirement = Expenses + Depreciation + Interest + TDNI. PMSA then inserts three paragraphs
addressing a host of other issues: AAL, TAL, “attract and retain,” number of applicants, exam
pass rates, waiting lists, DNI, and inflation adjustment. Then, PMSA states that PSP’s witness
Quick was explicit in his endorsement of Staff’s methodology. One is left with the impression
that PSP witness Quick agreed to all these things in Docket TP-190976 when in fact he agreed
only to the formula for the revenue requirement. And as the Commission noted in Order 09,
although PSP agreed to the revenue requirement formula, it disagreed with certain inputs, such as
the appropriate level for DNI and expenses.'®

PMSA states that “PSP explicitly refused to provide a Commission required AAL.”
PMSA cites to no Commission rule or statute that requires the use of the AAL, and there is none.
In the most recent case, while the Commission did consider the AAL, it noted that “[a]
reasonable end-result weighs more in our minds than continuing the methodology set out in Final
Order 09 without regard for changing circumstances.”!¢! In that case, the Commission altered its

prior methodology; in funding 56 pilots, it considered both the modified AAL and the number of

159 See Rows 109-114 (lines 98-103) of Exh. AML-03 and Exh. AML-10. Columns L-N show the total revenue
requirement request for Port Angeles, Seattle, and the total. Columns P-R show the requested increases for PA,
Seattle, and the total. Cell S109 shows the percentage increase.

160 Final Order 09 9§ 62.

161 Final Order 08 § 159.
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pilots licensed by the BPC, even though PSP had not yet reached that number of licensed
pilots.'®? Further, in this case, PSP has been explicit in its testimony about the “changing
circumstances” requiring moving away from use of the AAL due to the BPC setting a TAL that is
inconsistent with the AAL.'%

PMSA claims it is “proposing a significant increase in TDNI per assignment.”'®* The
Commission has never used the metric “TDNI per assignment”.'®> The current Commission
authorized TDNI is $26.6 million.'°® PMSA is proposing a TDNI of $24,466.008.'” Even with
its purported “additional retirement payment of $2,016,000”,'%® which in reality is a decrease of
nearly $4.8 million,'® PMSA’s proposal is not a significant increase in TDNI.

PMSA is confused about its own proposal for transportation expense. In its brief, it
claims its proposal would increase the transportation expense from $168.20 to $177.53.170 Yet,
in both its initial and cross answering testimony PMSA proposed a transportation charge of
$183.05.!7! PMSA’s proposal in testimony was already outside the bounds of reasonableness and
this new, lower proposal in its brief should be rejected.

PMSA claims that PSP’s revenues exceeded its operating expenses by approximately
$25.6 million.!”* This statement is meaningless and misleading as it fails to account for any pilot
TDNI. Using the pilot TDNI of $26.6 million, authorized in Docket TP-220513, PSP is under-
recovering its operating expenses, which must be subsidized with Pilot DNI. PSP’s revenues are

not exceeding its operating expenses.

162 Final Order 08 99 163-64.

163 Carlson, Exh. IC-1T at 33:1-37:4; Exh. IC-16Tr at 43:15-47:3; LaRue, Exh. AML-01T at 10:9-19.

164 PMSA’s Brief § 23.

165 The Commission expressly rejected PMSA’s “revenue per assignment” proposal. See Final Order 09 q 68.
166 Final Order 08 9 32.

167 PMSA’s Brief § 22.

168 PMSA’s Brief q 22.

199 See LaRue, Exh. AML-12 (removing $6.8 million in pension expense and providing $2 million for defined
contribution plan).

170 PMSA’s Brief § 31.

17! Moore, Exh. 1Tr at 184:7-8; Exh. MM-49T at 62:7-8. In its cross-answering testimony, PMSA recalculates
Staff’s proposal on PMSA’s terms and then shows that PMSA’s proposal of $183.05 is slightly higher and claims
this demonstrates its proposal is reasonable. See Exh. MM-49T at 61:13-62:12.

172 PMSA’s Brief § 39.
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III. CONCLUSION

PSP has provided the Commission a strong record supporting its requests, following the
Commission’s guidance in the past two cases. The Commission should decide the issues on the
evidence in this case and not be limited by PMSA’s misguided claims of precedent when pilotage
ratemaking is at such an early state. The Commission should give considerable weight to the
Pilot Compensation Study, which Staff has found to be credible and useful for setting DNI. The
Commission should fund the number of pilots authorized by the BPC. PSP agrees with PMSA’s
statement that “[t]he Commission should stick by its earliest observations that its job is to be an
economic regulator, not a safety and licensing regulator.”'”® But the corollary is that the “rate-
setting process must establish fair, just, reasonable, and sufficient rates to support the number of
pilots authorized by the BPC and to allow for recovery of other reasonable and prudent costs
incurred by the pilot association.”!”* The Commission should not second-guess or substitute its
judgment for the BPC on issues of safety and licensing. Finally, the Commission should preserve
funding of the pay-as-you-go pension as PSP finishes the transition to a fully funded, defined
benefit plan that the Commission has directed.

DATED this 1st day of May, 2026.
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