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Department of Transportation & Public Facilities

Juneau, Al aska

POSI TI ON  STATEMENT: I ntroduced the presenters and answered
guesti ons.

CAPTAI N JOHN FALVEY, Ceneral Manger

Al aska Marine H ghway System ( AVHS)

Department of Transportation & Public Facilities

Ket chi kan, Al aska

PCSI TI ON  STATEMENT: Presented a PowerPoint presentation
regardi ng AVHS.

Rl CHARD LEARY, Busi ness Devel opnent Manager

Al aska Marine H ghway System

Department of Transportation & Public Facilities

Ket chi kan, Al aska

POSI TI ON  STATEMENT: Presented a Power Poi nt presentation
regar di ng AVHS.

ROBI N TAYLOR, Deputy Director/Director of Marine Operations
Al aska Marine H ghway System

Department of Transportation & Public Facilities

Juneau, Al aska

PCSI TI ON STATEMENT: Provi ded comments regardi ng AVHS.

ACTI ON NARRATI VE

CO- CHAIR CARL GATTO called the joint neeting of the House and
Senate Transportation Standing Comrittees to order at 1:34:49
PM  Representatives Gatto, Kohring, Neuman, Thomas, and Sal non
and Senators Huggins and French were present at the call to
order. Senators Cowdery and Kookesh arrived as the neeting was
i n progress.

PRESENTATI ON BY DOT&PF: ALASKA MARI NE H GHWAY SYSTEM

CO CHAI R GATTO announced that the only order of business would
be the presentation by Departnent of Transportation & Public
Facilities (DOT&PF) regarding the Al aska Marine H ghway System
(AVHS) .

1:35:12 PM

M KE BARTON, Conm ssioner, Departnent of Transportation & Public
Facilities, introduced the presenters.
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1:37:14 PM

CAPTAIN JOHN FALVEY, General Manger, Alaska Marine H ghway
Syst em Departnment of Transportation & Public Facilities,
related that he is responsible for the overall day-to-day
operation of the entire system Therefore, he reports directly
to the deputy conm ssioner. Captain Falvey then turned
attention to the PowerPoint presentation entitled, "Al aska
Marine H ghway, A System in Transition." He related AMHS s
m ssion statenment, as follows: "To provide safe, reliable and
efficient transportation of people, goods and vehicles through
the Al aska Marine H ghway System"™ He then highlighted that
AVHS noves |arge freight, which isn't done by Alaska Airlines or
fl oat planes. He related that there are six mainliner vessels

two short-run vessels, two fast vehicle ferries, and one shuttle
ferry. Captain Falvey noted that the bulk of the fleet operates
a 24/7 «circuit and because of union contracts and |abor

agreenents, on average, it takes 2.4 crews to rotate wth
vacat i ons. The maritinme industry, he enphasized, is extrenely
regul ated by the federal governnent. He then provided a slide
of AWVHS s routes, a 3,500 mle system that serves 32
comuni ties. He highlighted that AWMHS is the |argest such

systemin the nation and one of the |argest in the world.
1:40: 30 PM

CAPTAI N FALVEY then turned to AMHS operations. He informed the
commttee that of the marine vessel operations conponent the
vessel crew costs anmount to about 59 percent of the total
expendi ture. The remainder of the marine vessel operations
conponent consists of the followwng wth the follow ng
percentage: fuel costs - 21 percent, services and commodities -
15 percent, and contractual/risk managenent - 5 percent. O the
mari ne engi neering conponent, 60 percent is federal funding. He
mentioned that the Mrine Vessels (MV) Taku, WMtanuska, and
Kennicott are required to have additional certifications and
requirenents [Safety O Life At Sea (SOLAS)] as well as the
crews that sail those vessels so that those vessels can enter

the foreign port of Prince Rupert. He nentioned AMIS s
reservations and narketing conponent. He reviewed the marine
shore operations and vessel operations managenent as specified
on slide 7. The largest portion of the vessel operations

managenment is the port captain's office and the port engineer's
office, which run the day-to-day operations of the vessels. A
| arge portion of the port captain's office is security, which is
becom ng a huge and expensive challenge. He then expl ained that
the dispatch staff schedule the crews, which is a very
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conplicated process because it nust take into account the
certificates, bid positions, wunion seniority, and various
qualifications of the staff. Therefore, AVHS is about to sign a
contract to utilize a conmputer system to perform dispatch. At
the nmonent, AVHS is having a difficult time keeping its ships
crewed, he rel ated.

1: 45: 20 PM

CAPTAIN FALVEY noved on to slide 8 regarding the wvarious
transportation plans. He noted that the following three
transportation plans have been in place over the |last few years:
the Southeast Alaska Transportation Plan, the Prince WIIliam

Sound Transportation Pl an, and t he Sout hwest Al aska
Transportation Pl an. He explained that the aforenentioned
transportation plans provide community-to-comunity transit
servi ce, basic service for tourists and the mlitary,

transportation options that enhance freight service, support in
the novenent of fresh fish product to nmarket at critical tines
of the year, and the ability to avoid Canadian custons which
present a barrier to citizens traveling with firearns or a
driving under the influence (DU ) charge.

CAPTAIN FALVEY addressed the Southeast Alaska Transportation
Plan as related on slides 9-10. He specified that this plan
needs to shift from a surface transportation network based on
| ong-di stance circuit ferries operating 24/7 to a system of
roads, shuttle ferries, and feeder vehicle ferries. Havi ng the
feeder vehicle ferries would reduce the mainline ferries wth

the large crews and thus wll reduce the general fund need
because the feeder vehicle ferries are cheaper to operate and
provide nore reliable service. He then reviewed the Prince

WIlliam Sound Transportation Plan as specified on slide 11

whi ch AMHS bel i eves needs day boats, year-round service, direct
routes, and regular and repeatable schedul es. He opined that
Wiittier to Valdez is probably the heaviest volunme route and it
can probably reach a ridership of 12,000 annually. He noved on
to the Southwest Alaska Transportation Plan as addressed on
slide 12. Since the MV Tustunena no |onger provides service to
the Prince WIlliam Sound it has increased service to Kodiak,

Honer, Seldovia, and the Al eutian Chain. In fact, [the MYV
Tustunena) is noving toward biweekly service to the Aleutian
Chai n. Captain Falvey opined that the aforenentioned will help

the isolated communities prosper due to the nore frequent ferry
servi ce.

1: 50: 35 PM
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CAPTAI N FALVEY opined that AVHS is in transition with its |arge
crews and aging fleet that's expensive to operate and naintain.
He reiterated the need for AVHS to be proactive with shuttle and
feeder ferries and possible roads to provide better service and
save noney. He inforned the conmttees that AWVHS is in the
process of putting out a request for proposals (RFP) to begin
t he design phase of a Hai nes-Skagway shuttle, which would dove-
tail with Juneau access out of Katzehin. He opined that AMHS
would eventually Ilike to turn vessels around in Juneau and
utilize shuttle boats to Haines and Skagway, at |east until the
road is built. This is an expensive phase.

1:52: 01 PM

RI CHARD LEARY, Business Devel opnment Manager, Alaska Marine
H ghway System Depart ment of Transportation & Public
Facilities, began by reviewing the perfornmance neasures as
specified on slide 14, which are to provide safe, reliable,
convenient, and efficient service. The AVHS used the follow ng
nmetrics to rate its performance. The intention was to neet or
exceed 95 percent customer satisfaction, which was exceeded in
fiscal year (FY) 2005 with a custoner satisfaction rate of 96.4
percent. Wth regard to on-tinme rate of departures, AWVHS is 90
percent on tine in FY 06 to date and is scheduled to increase
t he nunber of port calls by 37 percent. On the revenue side, a
metric of increasing on-board sales per passenger by 5 percent
has been acconplished wth the initiatives inplenmented in
Novenber . M. Leary highlighted the areas in which AVHS has
increased its service as specified on slide 15, including the
increases in binonthly winter crossings of the @Qulf and daily
service in the winter in Prince WIIliam Sound. Furt her nor e,
AVHS has conpleted the testing in the Southwest for the fast
vehicle ferries. Service has been provided to Bartlett Cove

service has been provided all winter from Bellingham and the
MV Lituya nmet seasonal demands. In order to increase revenues
and provide less reliance on the general fund, a wde range
marketing initiative was instituted such that nuch advertising
in various formats was done as well as the inplenentation of a
30 percent winter discount and driver goes free offer. Through
the end of February the aforenentioned has increased passenger
ridership by 20 percent and vehicle traffic by 25 percent, which
anounts to an 18 percent increase in gross revenues during this

time period. M. Leary opined that the aforenentioned is very
significant since both ridership and revenue were dimnishing in
the previous years. Slide 17 highlights a couple of the

mar ket i ng di spl ays that have been utilized.
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1: 56: 56 PM

MR. LEARY then directed attention to slide 18, which relates the
community destinations in 2003. As the graph illustrates, a
significant portion of travelers end wup in Anchorage and
Fai rbanks, which is largely attributable to the mlitary and the
tourists. During the summer nonths, about 80 percent of AMHS
passengers reside outside of the state while in the wnter about
80 percent of the passengers are Al askans. He then highlighted

the wupcomng marketing specials, including tw dacier Bay
National Park and Preserve sailings, Pelican sailings, a Msty
Fjord sailing, and discounts for the Cordova connections. He

explained that the early bird/snow bird specials attenpt to
entice travelers to travel earlier during the shoul der seasons.
To neet the obligations of the Metlakatla vessel, the plan is to
offer that the driver goes free. M. Leary related that ANHS,
with its new marketing manager continually hopes to offer
appropriate discounts to increase ridership. He noted that AVHS
has just begun to utilize its boats to host neetings.

1: 59: 29 PM

CAPTAIN FALVEY continued the presentation and turned to the
topic of fast vehicle ferries. He informed the commttee that
he initially canme to Alaska due to his background with fast
passenger ferries in the Northeast and a fast vehicle ferry with
an international run. He informed the commttees that he
initially came to Alaska as a fast vehicle ferry port captain
and he wote all the training plans that were approved by the
U S. Coast Guard and helped with delivery of the fast ferry and

training of the crew He clarified that currently, the fast
vehicle ferries won't be operated in the wnter. These fast
ferries are expensive to operate. In fact, the MYV Fairweat her
costs about $227,000 a week to operate. To date, the MV

Chenega has cost about $278,000 a week to operate, sone of which
can be attributed to the dual training in Prince WIIliam Sound
and routes between Ketchikan, Wangell, and Petersburg. He
acknow edged that there is concern with regard to operating the
fast ferries in the dark with high concentrations of |ogs and
debri s. Furthernore, the boats are certified to run in a 13-
foot seaway in which [AVHS s] certificate requires [the vessel]
to seek shelter. The boats are certified to run about half
speed in a 10-foot sea. However, what has been determined is
that when there is 40 knots of wind and an 8-foot sea, the fast
ferries don't run because it's very wunconfortable for the
passengers. Still, Captain Falvey opined that AWVHS believes
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that the fast ferries will be successful in Lynn Canal, Sitka,
and Prince WIlliam Sound in the sumer. He highlighted that
AMHS found that nore people preferred the Wangell to Petersburg
route as opposed to the Ketchikan to Juneau route. Furthernore,
there is a nuch higher concentration of |ogs and debris along
that route than in North Lynn Canal. Al ready, there have been
shaft seal failures, which are directly related to log hits.
Wth regard to speed, the average speed of the fast ferries
traveling between Ketchi kan, Wangell, and Petersburg was 19.5
knots, which was due to Tongass Narrows and Wangell Narrows as
well as the higher concentration of personal property than on
the North Lynn Canal all of which caused the vessels to slow
down nore often.

2:04:38 PM

MR. LEARY continued with slide 22, which reviews the AMS
operating budget beginning with FY 05 actual when the MYV
Fai rweat her and Lituya operated for the full year. From FY 05
to FY 07, the MV Chenega was added. The FY 06 budget of $103.5
mllion didn't include any operational funding for the MYV
Aurora or Taku and no cross GQulf funding for the MV Kennicott
during the w nter nonths. The expectation was that the MV
Chenega would have been in operation by July 1st. M. Leary
informed the commttees that the l|abor and the fuel conponent
conposed about 80 percent of the spending netric. Since FY 05,
AVHS entered into a collective bargaining agreenent for FY 05
t hrough FY 07, which includes contractual raises for the crew of
7 percent in the first year and 6 percent in the following two

years. Furthernore, fuel prices have escalated trenmendously.
He explained that the governor's FY 07 anmended budget for AMHS
in the amount of $135 mllion was reduced to $133 mllion

because of the decision not to run the fast vehicle ferries
during the wi nter nonths.

MR. LEARY then provided the commttees with a feel for the
volatility of AMHS s business between the sunmer and w nter

mont hs through how well the vessels self-finance. He drew the
commttees' attention to slide 23, which relates the actual
operation results of FY 06 thru Septenber 30. The

af orenenti oned highlights areas in which AVHS can take a nore
busi ness-1i ke approach and areas where AMHS is a service rather

than a business. For instance, Metlakatla operations can
provide a better return by having the vessel be responsive to
the village's seasonal demands and traffic as well as the

ability to turn the vessel on and off. Wth regard to the MV
Fairweather's 60 percent return in the summer for the Lynn Canal
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runs isn't ideal, but the decrease in the wnter [is of
concern]j. He then turned to slide 24, which lays out the
suppl enmental budget proposals enbodied in HB 369/ SB 232 and HB
422/ SB 263. A large conmponent of AMHS s budget is fuel as
related on slide 25. The graph following slide 25 illustrates
t he unprecedented volatility wwth regard to the fuel costs.

MR. LEARY addressed the supplenmental appropriation in the anount
of $6.7 mllion. The budget for the year presuned that the MV
Chenega would be placed in service at the beginning of the
fiscal year. However, that was not the case and over $2 nmillion
was spent to get the MV Chenega ready and train for the
Sout heast shuttle route.

2:11: 09 PM

CAPTAI N FALVEY continued with the challenges that AVHS faces as
specified on slide 28, which includes the price increase in
fuel, security nmeasures, and an aging fleet and workforce. He
expl ained that at increased levels of security, a trenendous of
anount of |abor has to be injected in order to neet the plans in
pl ace. Therefore, if the security level is a MARSEC Level 3,
AHVS woul d be shut down.

2:12: 18 PM

CO- CHAIR GATTO inquired as to what happens to |abor costs if
AMHS shuts down during a security |level three. He further
inquired as to whether AWMHS woul d, under union contracts, be
obligated to pay as if each boat was manned with 2.4 crews and
was runni ng.

CAPTAI N FALVEY replied yes, adding that there is a |arge anount

of vacation that would have to be paid. Therefore, the price
would be hefty even if AWMHS wasn't obligated to pay for the
Crews. In further response to Co-Chair Gatto, Captain Falvey

specified that AVHS has an unfunded liability in the armount of
about $7.2 mllion.

2:14: 07 PM

CAPTAI N FALVEY reviewed AVHS s successes as specified on slides
29-30, including the follow ng: 20 percent nore Al askans are
using the ferries; greater service to Prince WIIliam Sound and
Kodi ak; funding to design and build a shuttle for Juneau access;
mar keting contract and staff person; realizing that Al askan
clientele are price sensitive; conpleting the nove to Ketchikan;
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[ hiring a] new  busi ness manager ; form ng t he Mar i ne
Transportation Advisory Board (MIAB); and utilizing the MV
Lituya as a feeder concept. Captain Falvey also highlighted the
fact that AWVHS has been named an "All Anmerican Road", which is a
trenmendous nmarketing tool and offers the possibility of grant
money for marketing. Captain Falvey concluded by turning to
slide 31 regarding the future of AVHS in 2010, which he opined
shoul d include the follow ng: a Hai nes- Skagway shuttle, feeder
vehicle ferries, day boat service, mainline fleet reductions
from five vessels to three by 2018, and conpletion of corridor
st udi es.

2:17:28 PM

SENATOR KOOKESH inquired as to how nuch attention is paid to
MTAB. He further inquired as to MIAB's recomendation wth
regard to noving the fast ferry out of Lynn Canal and Cordova.

CAPTAI N FALVEY said that [AVHS staff] do neet on a regular basis
with MTAB and work with it as well. He offered to provide an
answer to the latter question at a later tine.

2:18: 05 PM

SENATOR COWDERY inquired as to the amunt of state subsidy
recei ved by AVHS each year.

MR. LEARY answered that the general fund has ranged from about
$35 mllion in 2000 to the latest anended budget in the amount
of about $82.5 million. However, he opined that AVHS is on a
course to increase ridership, which brings in revenue.

2:18: 55 PM

SENATOR FRENCH recalled a famly trip from Wittier to Valdez
| ast sunmmer that cost $400. O that $400, how rmuch nore did it
cost AWVHS for that trip or was the $400 the [true] cost of the
trip, he asked.

VR. LEARY turned attention to the information presented
regarding the actual operation costs of the MV Aurora as
presented in slide 23.

SENATOR FRENCH surmised then that his $400 fare paid about two-

thirds of the total cost of the trip. However, in the wnter
that woul d drop dramatically, he opined.
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CAPTAI N FALVEY agreed. He then specified that currently the MV
Aurora is averaging about 250 passengers a week. That vesse
continues to run a nonstop triangle route with a crew of 24.

SENATOR FRENCH further surm sed then that costs of the sanme trip
in the winter would be close to $3, 500.

CAPTAI N FALVEY noted his agreenent.
2:21:22 PM

CAPTAI N FALVEY, in response to Chair Huggins, related that there
are tracking requirenents for security. He explained that a
separate d obal Positioning System (GPS) unit runs every day al
day and is tracked through the U S. Coast Guard. He noted that
the 511 tracking system which is nore of a marketing tool, has
been discontinued while work continues in order to have conputer
screens such as those at airports in the port and at hone. In
further response to Chair Huggins, Captain Falvey clarified that
all vessels are equipped with the aforenentioned [GPS unit].

2:23:46 PM

REPRESENTATI VE THOVAS inquired as to the source of the funds to
build the shuttles for Lynn Canal .

CAPTAI N FALVEY answered that the shuttle for an RFP is about to
be let and will be funded by Shakwak funds, which are federa
f unds.

REPRESENTATI VE THOVAS poi nted out that about $180 million or so
of Shakwak funds are also to be utilized for the Juneau access
road. Therefore, he inquired as to whether there will be enough
funds in the budget to acconplish everything.

CAPTAI N FALVEY opined that AVHS woul d have enough funds to build
the first one, but nay have to | ook closer for [other projects].

REPRESENTATI VE THOVAS surm sed then that if the Shakwak project
takes all the funds [from AVHS], then there would be nothing
left to replace the aging fleet. He related his assunption that
if the aforenmentioned is the case, then AVHS will have to seek
funds fromthe |l egislature to replace the vessels.

CAPTAI N FALVEY said he assuned that would be the case in such a
si tuati on.
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2:25:17 PM

CO CHAIR GATTO related his astonishnent that alnost 80 percent
of the cost of the AVHS operations is attributed to cost of the
crew and the fuel. Co-Chair Gatto inquired as to what happens
with the 1.4 crews that aren't necessary during the 2.4 crew
manni ng.

CAPTAI N FALVEY provided an exanple in which a crew works for a
week and is off a week. Because they are state enployees, they
recei ve vacation beyond that, which accounts for the O0.4. He
clarified that only one crew runs a vessel at any given tine
with one crew honme on vacation and .4 of a crew available to
provide relief for state-sanctioned vacations or sick |eave. He
specified, "It takes 2.4 to physically run a 24/7 boat."

COCHAIR GATTO inquired as to AVHS s cash return.

MR. LEARY noted that AVHS s |ast fiscal year of results is FY 05
when AMHS [costs were funded by] 53 percent in general funds, 46
percent in self-collected revenues, and the remrmainder from
federal funds. In further response to Co-Chair Gatto, M. Leary
specified that for every $1 to run the system $.37 is revenue
fromthe passengers under the FY 07 governor's anmended budget.

CO- CHAIR GATTO recalled the 7 and 6 percent raises for the crew,
whi ch he characterized as a substantial increase in pay. He
assunmed that such raises were necessary to get the ferries out
of the dock

2:30: 26 PM

CAPTAI N FALVEY rem nded the committees that the raises would be
over a three-year period. He explained that state workers on
shore normally receive a raise every year whereas the union
contracts didn't receive a raise for a few years. Wth regard
to other systems in the nation, one needs to consider that they
utilize large vessels in an operation in which [all passengers]
get on and off, very unlike Alaska's nultiple port 3,500-mle
systemwith its additional [revenue robbing] conplications.

2:31:29 PM
CO CHAIR GATTO asked if the Dutch Harbor portion of the AMHS

receives a better or worse return than the systenis overal
return.
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MR. LEARY said that the cross @lf return is about $.31 on the
dollar, and thus is |lower than AVHS s overall return.

2:32:16 PM

CO CHAIR GATTO asked if there is any thought to conposing AVHS
of nothing but shuttl es.

CAPTAIN FALVEY answered that shuttles are what AMHS s
revi ew ng. However, the problem is that there are sone places
where Dbridges and connecting roads just can't be  built.
Furthernore, comng from Bellingham through the system wll
require the wuse of some minliners, for which the extra
anenities are costly. In further response to Co-Chair Gatto,
Captain Falvey pointed out that the Staten Island ferry system
in New York runs very short distances and everyone gets on and
off. However, AMHS is a long systemw th 32 ports. Until there
are roads to connect the shuttle ferries, "we're kind of stuck
right now " He reiterated the need to reduce the nunber of
mai nl i ne vessel s operating.

CO CHAI R GATTO asked if any thought has been given to the notion
of AMHS conpeting with the crui se ships.

CAPTAI N FALVEY answered that it's difficult to conpete with the
crui se ships because cruise ships operate with extrenmely high
vol unes and have |ow payrolls. He noted that AMHS does narket
and there is a certain clientele that wants to travel via the
AVHS.

2:36: 25 PM

SENATOR CONDERY recalled there being discussion of sone cherry
pi cking of routes that are high traffic and high revenue. | f
the aforenentioned occurred, how would it inpact the rest of
AVHS, he asked.

CAPTAI N FALVEY opined that such wouldn't help the system since
it would be the high revenue routes. He highlighted that 40
percent of AVHS' s ridership travels out of Bellingham He
expressed the need to have a tighter connection with the MV
Kenni cott comng across the Qulf in order to address the needs
of the mlitary ridershinp.

SENATOR COWNDERY pointed out that the Alaska State Constitution

guarantees service to smaller comunities and thus those routes
can't be dropped as could be the case in the private sector.
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CAPTAI N FALVEY agreed and commented that the high volune runs
make up a bit of the loss fromthe | ow vol une runs.

2:39: 02 PM

COWM SSI ONER BARTON, in response to Co-Chair Gatto, specified
that AWVHS exists under the authority of the legislature in
statute. He said that the statute goes beyond nerely stating
that the AVHS shall exist.

2:39:39 PM

REPRESENTATI VE SALMON asked if the original intent of AMHS was
to be subsidized or to nake a profit.

CAPTAI N FALVEY opined that the original intent was to provide
service to the citizens of the state and the subsidization of
AVHS fol | oned. In further response to Representative Sal non,
Captain Falvey stated that AVHS s purpose is to provide service
with the | east amount of general funds as possible.

CO CHAIR GATTO asked if there are airports served by a major
airline at nost AMHS ports.

CAPTAIN FALVEY answered that npost areas with an AWMHS port
probably have sone general aviation near. He offered to
research that.

2:41: 10 PM

CO CHAIR GATTO commented, "So long as we're subsidizing an
opportunity for people in renote areas to nove about the state,
we mght be alnost as well off as if we sinply subsidized their
air travel and allowed them to nove anywhere in the state
simlarly to the way everyone else noves. And then ran a barge
or sone other traffic to nove equi pnent, vehicles, groceries, et
cetera.” He inquired as to Captain Falvey's thoughts.

CAPTAIN FALVEY said that's a concept, but pointed out that the
freight and vehicles remain problenmatic because it may arrive a
few days later than the person.

CO- CHAI R GATTO suggested that nmuch of the heavy freight could be
pre-pl anned. The novenent of the people is what occurs on much
short notice, he said. Co-Chair Gatto said that although there
is agreenent that the state can't continue to buy |arge vessels,
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such vessels have, in fact, been purchased as the fast ferries

reveal . He related his understanding that the goal with the
fast ferries was to nove between ports faster in order to carry
nore people and thus increase the revenue. However, the fuel

costs don't decrease. Mor eover, the mai ntenance hours on a fast
ferry probably cost nore than on a traditional ferry.

CAPTAI N FALVEY explained that a crew of 10 operate the fast

ferries and a crew of 6 maintain them at night. He pointed out
that fuel is a higher percentage of the overall operating costs
of the fast ferry. Furthernore, the current high fuel costs

hurt the fast ferries.

CO CHAIR GATTO said that he was surprised to have a suppl enent al
budget request for fuel because fuel prices were evident |ast
year. Therefore, he questioned whether the ferries used
addi tional fuel

MR. LEARY clarified that the FY 06 budget included a |ast-mnute
increase in dollars that brought the estinmated purchase price of
fuel from $1.17 to $1.43. However, the price of purchased fue
has ranged from $1.63 to $2.63. He projected that the end-of-

t he-year average purchase price will be in the rage of $2.20-
$2. 25, Fuel prices are very volatile and the fuel price
projections were way off the mark. Furthernore, there were

other factors contributing to the need for the supplenental,
such as the MYV Chenega not being ready when projected, the
additional fuel required for the training runs of the vessel
and the cross GQulf wi nter coverage.

CO CHAIR GATTO asked if AMHS s budget includes funds to account
for unforeseen events such as vessels runni ng aground.

MR. LEARY replied yes, but related that AVHS s zero-based budget
has a historical |ook-back. Furthernore, the ol der the vessels,
the nore likely things are going to go w ong.

2:46: 26 PM

CO- CHAIR GATTO asked if there has been any thought of AMHS
operating in the river system as proposed by |legislation
i ntroduced this year.

CAPTAI N FALVEY said that AVMHS is watching that legislation as it
proceeds. In further response to Co-Chair Gatto, Captain Fal vey
said he didn't believe there is any historical precedent for
such. Wth regard to the fast ferry training, he inforned the
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committees that training was done in two zones with all those
runs being non revenue runs. Now t hat crews have been trained,
AMHS has it's own in-house type rating instructors and thus it
allows the MV Chenega to be in revenue service while sone
officers train, and thus the [operations] won't be as costly
goi ng forward.

CAPTAIN FALVEY, in further response to Co-Chair Gatto, opined
that the training requirenents when the fast ferries were
ordered weren't fully understood. The high-speed code, he
rel ated, has very stringent requirenents. In fact, he related
his understanding that Alaska is the only operator in the US
running under the code, although it's wutilized in other
countries. He said that many of the operators in other
countries wusing the fast ferries are running wth [|arge
subsi di es.

2:49:57 PM

REPRESENTATI VE THOVAS recalled life before AVHS when fresh fruit
was delivered only once a nonth. He opined that what has
happened is that Al askans have becone spoiled and demanded nore
service and access. Wth regard to the costs of the fast
ferries, Representative Thomas pointed out that in 1994 when the
fast ferries were purchased, the cost of fuel was $.60-%.80 per
gal | on.

CAPTAIN FALVEY comented that it was probably never inmagined
that fuel would cost what it does and be such a conponent of
cost .

REPRESENTATI VE THOVAS commented that the fast ferries won't be
able to run in inclenment weather.

CAPTAIN FALVEY said that the RFP and design study wll review
t hat . He then opined that the MV Lituya is built to take a
very rough sea, which may need to be revi ewed.

2:53: 10 PM

REPRESENTATI VE THOVAS related that the AVHS crew, with which he
has spoken, trained for the fast ferries who have been laid off
say they won't |ook for another job because they use their
seniority to bunp other crew of the mainline ferries, which is
where the stability [of enploynent] lays. Representative Thomas
then expressed the need for at l|east one ferry to run out of
Juneau to maintain access. Wth regard to the lost ridership in
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Sout heast, he highlighted that when the Tongass National Forest
was closed 5,000 to 15,000 riders were lost, which was a major
part of the nmarket.

2:54: 35 PM

ROBIN TAYLOR, Deputy Director/Director of Marine Operations,
Al aska Marine H ghway System Departnent of Transportation &
Public Facilities, began by relating how proud he is wth regard
to the AVHS staff. He highlighted that AVHS is working with
much less staff today than 10 years ago and the transfer of

staff from Juneau to Ketchi kan was significant. He noted that
this is the first tine the |legislature has received actual
al l ocated costs per vessel. Upon utilizing the budgeting system

of the legislature to determ ne the budget for AWVHS, he cane up
with a budget of $74 million. Since AVHS had been budgeted $104
mllion, he infornmed the Ofice of Managenent & Budget that AMHS
was $30 mllion in the plus. However, M. Taylor said that he
didn't believe the nunbers. Upon further review of the budget,
he determined that it was off by $46 mllion because $10-$12
mllion in leave was carried, which is essentially an increase
in wages by $7-$8 nmillion. Additionally, risk managenent cost
over $5 mllion. Furthernore, the estimated cost of fuel in
| ast year's budget was $1.14 per gallon while citizens were
payi ng over $2.00 per gallon at the punp. In fact, every
increase in fuel by $.10 per gallon resulted in $1.35 mllion in
nonbudget ed costs. Moreover, |ast year's budget didn't have any
funds allocated to run the MV Taku or MV Aurora. He
highlighted that the MV Aurora has been operating 24/7 in
Prince WIliam Sound and has provided twce the |evel of service
Cordova has ever received. Had |ast vyear's budget been
foll owed, there would have been no service in Prince WIIliam
Sound. Furthernore, there would' ve been no cross Qulf service
under last vyear's budget. Al t hough sone nmay consider the
af orenentioned extra service, M. Taylor opined that it's
essential service. Under the budget passed by the |egislature,
AVHS woul d've had to sell the MV Taku and MV Aurora. However,
M. Taylor said that he didn't believe that was what was desired
and thus cross @ilf service continued and was heavily nmarketed
to generate revenue. M. Taylor reiterated his pride in AWHS
and Al askans who ride the ferries.

MR. TAYLOR inforned the committees that ridership has increased
over 45 percent, this from a system that has |ost ridership

every year over the past 11 years. He attributed the loss in
ridership to the econony as well as the 17 percent increase in
prices two years ago. Therefore, AWMHS offered the 30 percent
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di scount for Al askans who have responded and returned to ride

the ferries. 1In fact, as of the last week in February all four
sailings on the MV Colunbia out of Bellingham in March were
sold out. Such ridership hasn't been seen in the wi nter before.
M. Taylor then turned to the service provided by the MV Aurora
in Prince WIIliam Sound, which some would criticize. Even at
the reduced price, the MV Aurora is only carrying 250 people
per week and costs over $250,000 a week to operate. Al t hough

that's the case, he opined that AVMHS service can't stop in the
winter and only provide service to tourists, which was the tack
of the prior adm nistrations. M. Taylor enphasized that AMHS
has worked hard to turn the situation around and ridership is

i ncreasi ng. Furthernore, communities are excited about the
| evel of service and want nore, which he opined can be provided
with shuttles and roads. If no roads are built, M. Taylor

agreed with Representative Thomas that the system would return
to the old days. The only thing to augnent that |evel would be
to lay over the MV Ml aspina or the MV Mtanuska, primarily in
the summer, and utilize the fast ferries and sone extra shuttle
trips on the nore lucrative routes. He said that the high-speed
ferries shouldn't be placed on the village runs because there
aren't enough passengers. Wth regard to why the fast ferry
wasn't utilized on the Sitka route, he explained that there is
no ridership on that route. Therefore, the fast ferry, the nost
expensive vessel to operate, was utilized for the Lynn Canal
route because it's the nost lucrative run of AVHS. He expressed
the need to use a shuttle vessel [in Lynn Canal] that wll
handle significant water and volunes of traffic during the

sumer . When the previous admnistration inplenented the high-
speed vessel in Lynn Canal, it ran directly to Skagway and back
to Auke Bay and then to Haines and back. The aforenentioned

elimnated the traditional Golden Triangle run between Haines
and Skagway; that one change, cost businesses in Haines. Those
are the decisions that have major inpacts on comunities, he

stressed. M. Taylor informed the <conmttees that AMHS
i npl emented all of the recommendations from MIAB that it could
this last year, including najor changes to reservations, the
schedul e book, adverti sing, reducti ons in fares, and
i nprovenents in service and frequency |evels. However, he

acknowl edged that AMHS didn't follow the MIAB resolution
regarding the location of the vessels.

3:07: 07 PM
COCHAIR GATTO inquired as to the plan in place today that would

redesign AWHS by 2016 because AVMHS seens to be a fairly
inefficient conpany that's alnost in Chapter 11 status.
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MR. TAYLOR said that the situation is intolerable, which is why
dramati c changes have been nade and are being recommended. He
poi nted out the subsidization that occurs for ferry systems in
the State of Wshington and British Col unbia. Al aska's system
is running 3,500 mles of line. Furthernore, although the smal

communities with |ow populations don't generate revenue, those
areas still need essential service. The aforenenti oned becones
a difficult issue because often such runs are established out of
tradition and past experience. The AVHS is then left to neet
t hose needs as best it can. Therefore, over the next couple of
years there will be sone tough decisions. He opi ned that AMHS
should be at its npbst expensive point. In the past there have
been discussions of the ever-increasing general fund cost, but
no one ever discussed how to inprove revenue, which is what's

bei ng done today. Still, the cost of |abor, at 60 percent [of
the total operation], is significant, especially wth the
upcom ng 22 percent increase. It's also significant when the

| egi sl ature budgets fuel at $1.14 per gallon when it's actually
$2. 65 per gallon. M. Taylor said that "we've" been in denial
with regard to the nanagenment of AMHS

MR. TAYLOR then addressed where AVHS should be in 2016, and said
that AWMHS should be connected and running road-to-road. He
specified that the followi ng should be in place: Hoonah shoul d
have its own ferry based in Hoonah; at least two shuttle ferries
in Lynn Canal should operate year-round; the shuttle ferries
should be the same size in order to accommpbdate docks and
mai nt enance. He stressed that building roads is critical. For
instance, if 1.2 mles of road on Douglas Island was built and a
shuttle ferry was put in place as well as a [indisc.] in order
to allow passengers to disenbark from Douglas and go to
Admralty Island, Hoonah could have three to four roundtrips a
day every day. M. Taylor opined that AVHS has a good plan,
but the strong support of the legislature is necessary to ensure
that sone very small road segnments are built, including 1.2
mles of road on Douglas Island, a tenporary termnal |ocated in
Lynn Canal, 1.2 mles of road at the end of Wangell Island, and
shuttl es. The aforenentioned action, he further opined, wll
result in [the system itself generating] 60-70 percent of the
revenue and only a 20-30 percent |egislative subsidy. Such a
situation is occurring in Washington State and British Col unbi a,
whi ch provide good nodels with only one to two ferries visiting
nore than one point.

3:18: 05 PM
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CO CHAI R GATTO surmi sed then that AVHS' s plan to inprove AVHS is
to inprove the roads, which needs to cone before the |egislature
in terms of how much it will cost to construct and maintain the
roads versus the reduction in the operating costs of AWHS. Co-
Chair Gatto said that the AVHS "isn't going to go away," but it
can't continue for long wthout support fromthe public.

MR. TAYLOR related that he |oves AVHS, but pointed out that AMHS
is still operating off the sanme wooden ranp that was built in
1963 to accommopdate the ferry, which provides an idea as to the
situation in which the system sits. Al though the system has
grown a bit, there has been no transition or change and the cost
of operations have [increased]. Until the aforenentioned roads
are constructed and new shuttle ferries are purchased to repl ace
the old ferries, it's going to be expensive. He indicated the
need for the legislature to demand that the roads and shuttles
be built. However, he pointed out that constructing a new road
doesn't end the problem because any new road will require a new
vessel and termnal. The result will be that nore vessels wll
be operated in the future, although these new vessels nmay not be
as expensive as they are today and they nmay operate nore
efficiently.

3:22:51 PM
ADJ OURNMENT
There being no further business before the conmttees, the joint

neeting of the House and Senate Transportation Standing
Conmittees was adjourned at 3:22 p.m
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