M NUTES
SENATE FI NANCE COWM TTEE
March 2, 2006
9:05 a.m

CALL TO ORDER

Co-Chair Gary W/ ken convened the neeting at approxi mately 9:05:01
AM.

PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senator Fred Dyson

Senat or Bert Stedman

Senat or Lynman Hof f man

Senat or Donny QO son

Also Attending: ROBIN TAYLOR, Deputy Conm ssioner/Director of
Marine  Operations, Marine Hi ghway System Depart ment of
Transportation and Public Facilities and Forner State Senator;
NANCY SLAGLE, Director, Dyvision of Admnistrative Services,
Department of Transportation and Public Facilities

Attending via Teleconference: From an offnet site: R CHARD
LEARY, Business Devel opment WManager, Marine Hi ghway System
Department of Transportation and Public Facilities

SUMVARY | NFORMATI ON

SB 232- APPROPS: ENERGY- RELATED, PI PELINE & M SC.

The Conmittee heard from a presentation from the Al aska Marine
H ghway System Depart ment of Transportation and Public
Facilities. The bill was held in Commttee.

SB 264- FAST TRACK SUPPLEMENTAL APPROPS

The bill was schedul ed but not heard.

SB 243- TOBACCO REV. FOR UNI'V. & CORR. FACILITIES
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The bill was schedul ed but not heard.
#sb232

SENATE BI LL NO 232

"An Act making special, supplenental, capital, and other
appropri ations, amendi ng appropri ations, and maki ng
appropriations to capitalize funds; and providing for an
effective date."

This was the second hearing for this bill in the Senate Finance
Conmittee.

Co-Chair WIlken informed the Commttee that the conmttee
substitute for this "double fast track"” supplenental bill is
nearly conplete. However, there is "an obvious hole" in it in
regards to the large supplenental request presented by the
Al aska Marine H ghway System (AVHS). Therefore, the decision was

made to focus today's discussion on the AWVHS conponent. In
recognition of the fact that many itens in the bill involved
"sensitive timng issues", he stressed that the conmttee

substitute would be conpleted in a tinmely manner.
9:.07:12 AM

ROBI N TAYLOR, Deputy Conm ssioner/Director of Marine Operations,
Marine H ghway System Departnent of Transportation and Public
Facilities and former State Senator introduced hinself.

Co-Chair WIken assured Senator Taylor that the Committee was
aware the AWMHS would require funding assistance this nonth.
Nonet hel ess, the dilemm he and other nenbers of the Legislature
are facing is whether to provide the AVHS with "a dollar or a
hundred mllion." Therefore, having Senator Taylor explain AVHS
fundi ng needs was deened i nportant.

Co- Chai r Wl ken noted that in addition to requesting
approximately $15 million in the FY 2006 supplenment bills, AWHS
woul d be presenting approximately $19 nmillion in new FY 2007

requests. The Legislature would prefer to understand the
situation rather than make "wild guesses"” about it. He noted
that in order to nore thoroughly "refine" the needs of the AMHS,
the forthcom ng commttee substitute would include a $1 mllion
AVHS "pl acehol der”; the final nunmber would be provided |ater,
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possi bly through the amendnent process. The question is "where
do we go from here? You brought us to sort of a crossroads and |

think it's nore than just throwing noney at it." In essence,
Senat or Taylor has been invited today to "sell" the Cormittee on
the AMHS double fast track request, its regular fast track

request, and the requests that would be presented in the FY 07
budget .

9:10:19 AM

Senator Taylor declared that the Legislature is not alone in its
struggle on how to address the needs of the AVHS. The AMHS has
been "in transition" for several years, "but it has been a
halting process .. with one step forward and alnost two steps
back." AMHS has not received "good clear direction" from either
the executive body or the Legislature for the last ten to twelve
years. In approximtely 1993, AMHS began increasing fares wth
the anticipation of increasing revenues to support its
unchangi ng system Unfortunately, this resul ted in a
"significant decline in ridership". Wile nore than 400,000
passengers used the system in 1993, ridership declined to
296, 000 passengers in 2005. No other transportation system has
experienced a simlar |oss.

Senator Taylor stated that while fares increased 17 percent in
2005, ridership decreased and the system | ost revenue. Prior to
2005, fare increases had generated small revenue increases in
spite of carrying fewer passengers and vehi cl es.

Senator Taylor comunicated that "the transition" he had
referred to could be characterized as a "mindset". Over the
years, each of the State's transportation plans for Southeast
Al aska had called for the "increnental devel opnent of small road
segnents that would allow us to run fromroad head to road head
instead of from city to city."” This approach would shorten the
routes the ferries nust transit. Currently the 170-mle run from
Petersburg to Sitka on one of the System s displacenment hulled
vessel s takes approximately ten hours or longer if tides were a
consi derati on.

Senator Taylor continued that, while a great deal of thought has
been given to where roads mght be constructed, no process to
i npl enent the plan has occurred. The previous Adm nistration had
a "very strong phil osophy” not to build roads. The technol ogi cal
alternative being pronoted six or seven years ago for marine
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transportation was "sone type of high speed vessel such as a
catamaran”. State Senator Bill Ray arranged for a Boeing
hydrofoil to conduct trial tests in Southeast Alaska in 1986.
$3, 500, 000 was spent on that unsuccessful venture.

Senator Taylor noted that, due to the "strong desire" not to
construct roads, "the transition"” began with the purchase of two
hi gh-speed ferries, the MV Fairweather and the MYV Chenega.
Unfortunately, these boats have not perfornmed well in the
State's winter weather. This is substantiated by the fact that
while the older 17-knot displacenent hulled vessel, the MYV
LeConte, has been able to operate from point to point, the MV
Chenega's runs up Lynn Canal were cancelled. Cancellation of
these trips did not reduce expenses as the boat's crew and
mai nt enance expenses nust be paid.

Senat or Tayl or remnded the Commttee that except for
mai nt enance or upgrade work, the State's ageing displacenent
hul | ed vessels operate 24-hours a day. One of those vessels is
43 years old. However, for the past five years, as a result of
the decision to transition to a fast ferry delivery system "the
majority" of AMHS noney "has gone into not only building those
boats but building” or nodifying termnals to fit those boats

The overall investnent for this concept would amount to
approxi mat el y $150, 000, 000. While the concept nmight work in the
sumer, "it would certainly not work in the winter" when the

fast ferries could not operate due "to weather, because of
sucking up logs as we did in Ketchikan, because of high costs
and low ridership."

Senator Taylor informed the Commttee that a system utilizing
shuttle ferries, new short distance roads, and some new
termnals would benefit the State. The idea is not new, it has
been presented in Southeast Alaska transportation plans for
twenty years. Unfortunately the idea had not been carried out.
The system "is stuck halfway between an existing fleet, a new
configuration of that fleet or some other fleet". This is also
one of the nost expensive periods facing the Marine H ghway
System as the older boats nust be mintained while new
traditional style shuttle ferries are brought into servicing
shorter runs. The shuttle ferry MV Lituya and the Inner-1Island
Ferry Authority operations have proven that the shuttle system
woul d work very efficiently in conparison to the current system
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Senator Taylor informed the Comrmttee that the MV Lituya
provides roundtrip shuttle service between Metlakatla and
Ketchikan two tinmes a day. The vessel is currently experiencing
a 90 percent "cash box ratio". In other words, it is generating
nine dollars for each ten dollars of operating costs. No vesse

in the fleet "even cones close to that."

Senator Tayl or expressed that routes could be configured for the
MV Chenega and the MV Fairweather for the sumer of 2006 that
m ght recoup and perhaps generate nore revenue than their
operational expenses. It was wunlikely that this could be
acconplished in the wintertime however.

Senator Taylor shared with the Conmttee that when he assuned
his position with AHVS in 2005, decreasing ridership was an
i ssue of concern. The system was | osing noney and | osing riders.
In an effort to change that situation, special pronotions were
i npl enented. For exanple, the fares on the trip to Pelican were
reduced fifty percent, and, as a result, a boat that for a
decade had historically carried an average of ten people per
trip, experienced passenger |oads of 195 people. The run's
revenues increased from $1,000 to approxinmately $13,000 per
trip. Progress is being nmade. Rates on other routes were
reduced, and a significant increase in volume into comrunities
such as Cordova was experienced. The increase in ridership
provi ded econonic benefits to both the AVHS and the comunity.
However, there is a limt to how far such pronotions could be
taken. The good news is that by reducing roundtrip rates for
Al askans by 30 percent, the MV Colunbia experienced ful
sailings northbound out of Bellingham Washington for the
majority of January and February. At this point, the car deck
space on that vessel is conpletely sold out for the nonth of
March and is 80 percent full for April. This volune of traffic
has never been experienced before in the wintertine.

Senator Taylor stated that because of a $500,000 FY 06
al l ocation, AVHS was able to contract with a marketing firm and
hire a marketing specialist. Concentrated efforts are bei ng nmade
to increase ridership. In addition, the AVHS website has been
i mproved and bookings nade on the site have increased. AMHS is
able to track the response to discounted fares offered on the
websi te.

Senator Taylor pointed out however that the "systemic line is
still the sane.” AMHS is conprised of a series of older vessels,

SFC- 06 (5) 03/02/06



some new "very expensive boats", and  nust accommodat e
unpredi ctabl e fuel prices. Based on prior year prices, AWVHS fuel
was budgeted at $1.14 per gallon in FY 06. The volune of fuel
budgeted for was 10,300,000 gallons. However, the system has
actually used 13,500,000 gallons, an increase of approximtely
30 percent, and the price of fuel increased to a high of $2.65
in the sumer of 2005. The current price is approxinmtely $2.05
per gallon. Prices ranging between $2.10 and $2.20 are
anticipated in the future.

Senator Taylor stated that shutting down vessels would not be
the answer due to such things as the conditions of the union
contracts. Due to the success of the pronobtions, AWVHS is
currently reflecting an 18 percent net increase in wnter
service. Al things considered, it is cheaper to operate a boat
than it is to tie it up. Even when a vessel is tied up, expenses
are still incurred as a captain and crew nust be on board and
line handl ers nmust be avail able. Wen those expenses are coupl ed
with the | oss of revenue, the nore econom cal choice would be to
operate the vessel rather than to tie it up

Senator Taylor noted that, while consideration had been given to
taking the MV Chenega out of service, the decision was nade to
keep it operating in order to keep its crews trained for sumer
time service. In order to operate, each fast ferry nust have two
17 nmenber fulltime trained crews available, and, in order for
the crew to be certified by the United States Coast Guard, each
fast ferry nmust nake 12 enpty runs on each route. Each enpty run
costs $10,000 per day for fuel. Wile training was initially
estimated to cost $500,000, actual training costs have anounted
to $3,200,000 to date.

Senator Taylor shared that the MV Fairweather is currently in
dry dock having three of 1its engines and other equipnent
repaired. It is expected to resune its duties in April 8, 2006

That is an inportant date, as the MV Fairweather would assune
the MV Chenega's Southeast Al aska routes when the MV Chenega
noves to Prince WIlliam Sound to train, hire another crew, and
be ready for revenue service in Muy.

9:25:28 AM
Senator Tayl or addressed Co-Chair WI ken's question about "where

do we go from here" by opining that "there had been very little
coordination in the past between the highways portion" of the
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Department of Transportation and Public Facilities and the AWVHS
Over the past several nonths, the Departnent, under the
| eadership of Comm ssioner Mke Barton, has been "struggling
to develop federal contracts” that would allow for the
construction of the short connection roads, including the
construction of a 1.2 mle road on Wangell Island and a
termnal that would be served by "a dayboat shuttle"” operating
out of Ketchikan. Another road and tenporary termnal |ocation
bei ng discussed would relate to the Juneau Access Road study.
Having a tenporary termnal in Berner's Bay would reduce by nore
than fifty percent "the operating costs and tinme to operate”
bet ween Juneau and Haines. This route has the "highest volune of
traffic" of any of the AVHS routes.

Senator Taylor comrunicated to the Commttee that during the
sumrer, AWHS has nore than 320 fulltinme enployees on vessels
operating in Lynn Canal. A termnal l|ocated in Berner's Bay

would allow a small shuttle ferry to make two round trips
between Juneau and Haines in a twelve hour work day. Another
small ferry could operate between Haines and Skagway. In

addition, the crews could go honme at night rather than being
required to live on the boat. This scenario would require a
total crew of approximtely 50 people, including naintenance and
st and- by enpl oyees.

Co-Chair W1 ken understood therefore that this scenario would
require approxi mately 50 enpl oyees rather than 300.

Senator Taylor affirnmed. Continuing, he noted that rather than
being required to operate 400-foot vessels, the proposed
scenari o woul d operate approxi mately 250-foot vessels that could
carry 100 vehicles. Wth the exception of the MV Col unbia,
which can carry 130 vehicles, no other vessel in the fleet
currently has the capacity to carry 100 vehicles. The Berner's
Bay termnal would allow other AWVHS vessels to run northward
from southern ports and termnate in Juneau where their
passengers could connect to the Lynn Canal route. This scenario
would mrror the connection currently in place with the MYV
Lituya and the Inner-Island Ferry Authority ferry that travels
to Hollis. Another inportant consideration would be that the
ferries could have definitive schedul es.

Co-Chair W/I ken asked the route assigned to the MV Lituya.
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Senat or Tayl or responded that the MV Lituya transits between
Ketchi kan and Metlakatla. Wile Metlakatla is "one of the
poorest, highly unenployed communities"” in Southeast Al aska, the
MYV Lituya's car deck is practically full on each run. He avowed
that the AMHS's 30 percent off and "Driver R des Free"
wintertime pronotion on this route has contributed to this
scenari o.

Senator Tayl or declared that "significant efficiencies" would be
experienced were the shuttle system expanded in Southeast
Al aska.

Senator Taylor recalled that, in 1999, he and Senator John
Torgerson had tried to inplenent a shuttle system program
wi t hout success.

9:29:34 AM

Senator Tayl or declared that this is the time to "inplenent that
type of prograntf. The Marine Transportation Advisory Board has
also provided input to the Departnent on this project. The
project is becomng closer to being a workable plan. "There is a
bri ght horizon" ahead. He disclosed that a Request For Proposa
(RFP) to hire a consultant would be advertised in a few days
with the anticipation that "a contract would be let this spring
for a shuttle vessel”. "It makes absolutely no sense to have a
boat that's got 60 sone crewrenbers on it going into a village
with less than 35 people.” This is currently the case.

Senator Taylor comented that, "politically, | don't know what
woul d be the appropriate |evel of essential services. | can't
set that. It just kinda of gets set by pressures being brought

on this system"”
9:30:39 AM

Senator Dyson voiced appreciation for "the thought” that has
been provided to the AWHS situation. Continuing, he voiced
concern regarding the loss of ridership AVHS has experienced. To
that point, he asked whet her people have opted instead to fly or
have chosen not to travel.

Senator Tayl or responded that in addition to flying, people are

choosing to drive an alternate route through Canada. Canadi an
roads have inproved and the trip is less expensive than riding
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the AVHS. Those desiring access to Juneau or other conmunities
in northern Southeast Alaska are choosing to drive to either
Hai nes or Skagway and riding the ferry from there rather than
riding the AVHS north from southern term nals.

9:32:08 AM

Co-Chair W1 ken noted Conm ssioner Mke Barton had joined the
heari ng.

Senat or Tayl or provided cost conparisons between the AWVHS and
other travel options. The <cost for tw people to travel
roundtrip on the AWVHS between the southern termnus in
Bel | i ngham  Washington to Juneau with a two-berth stateroom
would be $1,940. Meals for the six-day trip mght anount to
$600. The total cost woul d be $2, 540.

9:33:16 AM
Senator Taylor stated that traveling to Juneau on the cruise

Nor wegi an Sun would be $1,000 cheaper, and would include neals
and entertainnent. O her ships offered |ower prices. Due to the

rate increases, the AVHS could no longer be referred to as "a
poor man's tour ship." The people riding AVHS vessels "are
desperate; they can't get from point A to point B any other
way". Wre there another option, they would take it. Wen

options such as flying or using barges are avail able, people are
taking them The system has |ost ridership and nust woo it back
in order "for this systemto be justified by this Legislature.”

9:34:25 AM

Senat or Dyson asked the percent of AMHS costs resulting from
| abor .

Senat or Tayl or deferred to Richard Leary of the Departnment.

9:34:.41 AM

RI CHARD LEARY, Business Devel opnment Manager, Alaska Marine
H ghway  System Depart ment of Transportation and Public
Facilities, testified via teleconference froman offnet site and

stated that wages and other |[|abor expenses account for "64
percent of the total dollars spent” by the ferry system
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Senator Taylor informed the Conmttee that M. Leary was hired
in July 2005 to fill the newy created Business Mnager
position. Since that time, M. Leary has restructured the AMHS
accounting system Oher changes that were |ong considered have
been inplenmented. One inportant issue that has been addressed is
the manner in which AMHS conducts its dispatching. In 2005,
Senat or John Torgerson, who at the tinme was Special Assistant to
Comm ssioner M ke Barton, conducted a study in regards to AMHS
overtinme. That study found that AMHS overtinme amounted "to 22.5
percent of total payroll™.

Senat or Tayl or shared that due to vessel operation demands and
the fact that a substantial anobunt of enployees have retired

overtime has been required while new enployees were being
recruited and trained. Therefore, he surmsed the current
overtinme rate to be "significantly higher" than 22.5 percent. He
informed the Commttee that within the |ast week, a contract was
signed that would inplenment a conputerized dispatch program that
woul d determne enployee schedules on a quarterly basis.
Enmpl oyees woul d be able to plan vacations and have a predictable
schedule. This program would assist in addressing overtine
expenses.

9:38:26 AM

M. Leary informed the Commttee he would be available to
respond to questions.

9:38:43 AM

Senat or Stednman characterized the issues facing the AVHS as "a
deep and conplex quagmre”. Nonetheless, it is critical that
there be "long-term viability" in regards to the AVHS, as it is
a critical piece of the transportation "infrastructure" for
State coastal conmuni ties. To that poi nt however, t he

Legi slature nust oversee the State's resources in a prudent
manner. The AVHS is challenged by a variety of issues including
schedul i ng.

Senator Stedman recalled the Departnment touting the benefits
that would be provided by the fast ferries the MV Fairweather
and the MV Chenega: they would inprove service and they would
be able to operate in areas such as Lynn Canal, which is known
for high winds, Carence Straits which has floating |ogs, and
St ephen's Passage which has icing conditions. "These are not
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easy waters to transverse on thin-skinned hulls at high speeds."
Thus he asked regarding the vessels' speeds and wave height
capabilities as presented in their design specifications as
opposed to the actual running conditions in which the vessels
coul d be oper at ed.

9:40:48 AM

Senator Taylor stated that, when he was a nenber of the
Legislature, he was on record in opposition to the purchase of
the fast ferries. "It is nore than ironic" that he nowis in the
position of attenpting to conduct "due diligence on these
vessel s" which were supported by both the Legislature and the
Sout heast Al aska Transportation Plans. He noted that the AMHS
recently decided not to purchase two additional fast ferries as
allowed by an "alleged option agreenent within the contract”.

Governor Frank Mirkowski's Administration tasked him wth
devel oping a report on the fast ferries that would include such
things as costs and performance. Wile the fast ferries have had
a limted anount of operational tinme and nore years would be
required in which to thoroughly conduct trials, records have
been conpiled and the report has been finalized. The State has,

to date, expended in excess of "$150,000,000 on this experinment
and has endeavored to make it work, regardless of his persona

view of the vessels. The answer to the question of whether the
fast ferries are working or not "is still evolving". The
experience, to date, has "not been really good in sone areas. |

think they can performif you give them a short enough run, a
hi gh enough volunme of people, and you can charge a fair enough
price." The vessels could operate in the summer on heavy traffic
routes. That is in essence where they are assigned. The MV
Fai rweat her woul d be operating out of Juneau serving Sitka and
Lynn Canal. The Departnent is optimstic that this summer tine
route would work well .

Senator Taylor affirmed that both vessels have experienced wave
damage to date. Due to bow damage experienced by the MV
Fai rweat her, the MV Chenega's bow had been reinforced prior to
| eaving the shipyard. Unfortunately, waves hitting under the
catamaran style vessel resulted in under-carriage danage. Wile
wave danmage to both vessels has been repaired, corrosion
problems were recently discovered in three of the MYV
Fai rweather's four engines. Addressing this issue has caused
further delay in getting the vessel back in operation. Cracks in
the vessel's reduction gears were discovered when the engine
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work was being conducted. This might cause further delay. The
manuf acturers of the engines and the gearboxes are working to
correct the problenms while the vessel is in the Ketchikan
shipyard. The repairs mght require approxinmtely $600,000 in
| abor. While the cost of the parts is unknown at this tine, this
work to rebuild the engines could exceed $750,000. Thus, the
AVHS is concerned about future nmjor nmaintenance costs, major
operational costs, and high fuel costs.

Senator Taylor stated that sone have argued that, since the fast
ferries travel twice as fast as traditional vessels, the fuel
expenses would be the sanme; however, that is not the case. Fue
on a traditional vessel mght anmount to 25 percent of the
operating expenses, fuel expenses on the fast ferries is 37
percent. The fast ferries are consumng approximtely 600
gallons an hour. Each roundtrip between Juneau to Sitka would
cost $10,000 for fuel. A high passenger count would be required
to of fset such operating expense.

9:47:59 AM

Senator Taylor declared that the fast ferries could work were
t hey operated on shorter runs in the sunmer.

Co-Chair WIlken concluded from the remarks that the average
speed of the fast ferries wuld not be double that of
traditional ferries.

Senator Taylor replied "yes."

Co-Chair WIken asked whether the engine and reduction gear
repairs being conducted was warranty worKk.

Senat or Tayl or responded that quite a discussion has transpired
in this regard. The Division of Ri sk Mnagenent, Departnment of
Adm ni stration, becane involved when the manufacturer denied
being "responsible since it was past the warranty period". The
State argued that the parts should not have failed after one and
a half years of usage. Wiile the engine manufacturer has agreed
to underwite the necessary repairs, no agreenment has yet been
reached with the reduction gear manufacturer.

AT EASE 914857 AM | 9:49:44 AM
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Co-Chair WIlken stated that in order to thoroughly discuss the
AVHS, the other bills scheduled for today's hearing would not be
hear d.

Senator Stedman stated that the fact that the fast ferry MV
Chenega could not conduct its route today due to high seas
underscored the concern that the actual perfornmance of the fast
ferries differs from the benefits initially |lauded. Continuing,
he recalled there being a docunent that conpared the gross
revenues verses expenses experienced by the AHMS in the summer
and in the winter. He asked that this information be provided

He understood that the revenues generated by the traditional
hul |l ed vessels was 60 percent of the operating costs as conpared
to revenues anounting to 17 percent of operating costs of the
fast ferries.

9:51:28 AM

Senator Stedman stated that in order to nmake the "best decision
we can under difficult circunstances”, the Conmttee must be
provided "as much information as possible" regardless of how
"difficult or wunattractive" the information; particularly in
regards to "the issue of the fast ferries being a substanti al
cash draw on the systeni. Continuing, he understood that the MV
Le Conte is also a |lost |eader in the nono-hulled arena.

9:52:08 AM

Senator Taylor informed the Conmttee that AMHS could now
provide costs and revenues per week per vessel for the past
year.

Senator Taylor communicated that it would cost $250,000 per
week, or one mllion dollars a nonth, to operate the two fast
ferries. Were training expenses "loaded in", the weekly costs
would amount to $278,000. Wre one to assune that the sane
enpl oyees would man the ship for five to ten years, the costs
could be "anortized" to $230,000 per week. Thus the average
woul d be $250, 000 per week. The MV Chenega generated $10,000 in
revenue per week on winter runs from Ketchikan to Juneau. People
have argued that the vessel had been placed on the wong run. He
countered by asking which run would have been better suited, as
that run was determned to have the best potential nunber of
travel ers. The question that needed to be answered at the tine
was whether or not the vessels' performances would warrant the
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expendi ture of another $100,000,000 for two nore fast ferries.
The third fast ferry would have transited the route between
Pet ersburg and Ketchi kan. That route is notorious for |ogs, as
supported by the fact that in 29 days, the fast ferry running
that route sucked up 14 logs. Oher trips on that route were
cancel | ed due to high waves.

Senator Taylor stated that the fast ferries were initially
designed to handle 13-foot seas. Furthernore, he disclosed that
Coast CGuard requirenents dictate that these vessels nust take
shelter when seas exceed ten feet. "That makes a dramatic
difference in Southeast operations.” The original 13-foot seas
desi gn specification was changed and the vessels' "wet deck was
|owered three feet". He recalled that when he had raised a
guestion about the fast ferries' docking needs, the response
from Departnent of Transportation and Public Facilities
officials at the time had been "don't worry about it Senator
Taylor, these boats wll fit these docks." Nonetheless, new
docks, each costing approximately $13,000,000, were constructed
in Wittier, Valdez, Cordova, and Petersburg. The dock in
Pet ersburg was constructed in an area that could not accommopdate
other State ferries 176 days a year when tides were | ow.

9:56:57 AM

Senator Taylor stated that other design specification changes
were nmade. The original vessel design would have provided fresh
water domestic sewer services on the fast ferries. "The
manuf act urer decided that was going to be too nuch weight" for
the vessels to carry around, and instead, a saltwater flush
systemwas installed. The result of this is that each night when
the fast ferry docks, a private sewer punping truck must punp
of f approximately 3,000 gallons of saltwater sewage. That | oad
is then transferred in a controlled manner to the community's
sewer system as otherw se dunping a concentrated anount of salt
water into the sewage system would harm the sewer systems
ecosystem Wiile he was uncertain of the cost for this sewage
transport contract, such change orders have had a trenendous
inpact on the operating costs of the fast ferries. The AMAS
nmono- hul | ed vessels have certified fresh water sewer systens and
do not have such a probl em

Senator Taylor noted that in order to renove 20,000 pounds from

the fast ferry's weight, another change order renoved the hard
ranps on the boat. Thus, each shore ranp had to be rebuilt and
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equi pped with that ranp. The boats' original design would have
allowed them to transit Sergius Narrows at any tide. Now,
however, due to a liability concern, fast ferry captains refuse
to transit Sergius Narrows when the tide action running through
it exceeds 5.2 knots. The consequence of this is that rather
than the boat being stationed in Sitka as originally planned,
the boat now operates out of Juneau and runs to Sitka nust be
scheduled to accommopdate the Sergius Narrows tidal flow This
constraint on the fast ferry's operating schedul e al so increases
operating expenses. In addition, the public cannot be provided a
regul ar schedul ed run.

Senator Taylor stated that the decision has been to concentrate
on determning the nobst efficient way to operate the fast
ferries rather than to dwell on who nmade the desi gn changes.

10:01:05 AM

Co-Chair W1 ken asked that the discussion now be directed toward
the financial status of the operation.

10:01:12 AM

Senator Stedman declared that it would be unreasonable to expect
AVHS, or any highway for that matter, "to run at a positive cash
flow'. Nonetheless, he requested that a financial statenent on
the AVHS system be developed in a simlar fashion to that, for
exanple, of a community's water system or "any type of
enterprise funds at city hall". The objective of this endeavor
would be to determne "how bad of a quagmre we are dealing
with". This financial statenment should present the AVHS "as a
standal one enterprise” and include shore costs and training
expenses; thereby nmaking it weasier to "concentrate on the
financial end" of the issue in order to continue to provide a
"transportation systemfor the coastal comrunities".

10:02:25 AM
Senator Taylor, stating that a financial statement could be
provided, noted that M. Leary designed and inplenented an

enterprise fund accounting system

10:02:43 AM
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M. Leary stated that the January 2006 financial statenent was
avai |l abl e. The February 2006 statenment would be finalized within
a few days.

10:03:07 AM

Co-Chair WIken asked whether M. Leary was headquartered in
Ket chi kan.

M. Leary responded that he was.
10:03:23 AM

Senat or Hof f man requested that a breakout of Al askan verses non-
Al askan ridership throughout the year be provided. This would be
hel pful in determining "who is actually benefiting" from the
servi ce.

Senator Taylor responded that while it has been difficult "to
nail"™ that information down, "good approxinmations” could be
provi ded.

10:04:22 AM

Co-Chair Geen recalled the numerous tinmes Senator Taylor
questioned the feasibility of fast ferries during and prior to
his time as a nenber of this Commttee.

Co-Chair Geen observed that, to this point, no encouraging
i nformati on has been provided about the fast ferries. Thus, she
guesti oned whether "there mght be a point in time" at which the
State should "cut our |osses" and further other options; in
ot her words was "there a bail out plan?"

10:05:17 AM

Senator Taylor stated that the Miurkowski Administration has
indicated that at some point a business decision regarding the
future of the fast ferries nust be rmade. He, as the
representative of AVHS, has requested "a little nore patience.”
The desire would be that AVHS be allowed to operate the fast
ferries through the summer of 2006. A decision could be nade in
the fall of 2006 after both vessels have had an opportunity to
operate for a sufficient amount of time on a "stable" run.
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Senator Taylor declared that considering the investnent the
State has nade in the fast ferries and the nodifications that
have been made at ferry termnals, the decision "not to use" the
fast ferries would really place the system in "a jani. Oher
boats would be required to provide "sone |evel of essential
service" were the fast ferries renoved from service. Service on
the Lynn Canal route would be an issue. This "conplex issue"”
would require further consideration. Thus, a bailout plan has
not been devel oped.

Senator Taylor also comunicated that the State would be
required to reinburse the federal government were the fast
ferries sold.

Co-Chair Green asked when the State would be dism ssed from that
obl i gati on.

Senator Taylor wunderstood that the State nust operate the
vessels for five years before they could be "surplused out”.

Senator Taylor stated that due to the fact the vessels are
expensive to operate and dangerous in the winter, the current
plan would be to tie them up next wnter. The question is
whet her that would be the proper solution. Qher options could
include identifying shoulder season routes the vessels could
operate | ess expensively than another AHMS vessel "that carries
nore crew'. "Right now, the long-term plan is about six nonths".
A deci sion could be made about what to do with the vessel s then.

Senator Taylor declared that, "the decision nust only be nade
based on good hard factual evidence of running experience,
revenues, maintenance costs.” The person holding his position

should be "required" to provide "a good solid series of
informati on and nunbers so that you can | ook your constituents
and the people of the State of Alaska in the eye and say we
gave'ema fair trial, here's what it costs, and we had to nake a
decision.” Wile insufficient data is currently available upon
which to make a decision, sufficient data would be avail able by
the fall of 2006. The fast ferries have a "huge inpact” on the
State's budget, as, excluding training expenses, their year-
round operating costs would amount to $24 mllion per year.

10:08:33 AM
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Senat or Dyson, a boating enthusiastic, noted that a substantia
anount of the world' s commerce is efficiently transited by sea.
However, he suggested that flying and barging wares and vehicles
during times of inclement winter weather mght better serve
State residents. To that point, he asked whether information is
being conpiled upon which "to predict when the State would be
better off flying the people and/or subsidizing that rather than
subsi ding the vessel s".

Senator Tayl or stated that such information is being conpil ed.

Senat or Dyson stressed that this information should be "part of
our long termanalysis to figure out how we get out of this very
expensi ve dil emma".

Senator Tayl or remarked that, had the decision been nade not to
operate the MV Chenega, the State could have chartered pl anes
to transport people "and noved their <cars by sky crane
hel i copter and saved noney". The real out-of-pocket expense per
capita "was pretty horrendous” . Cont i nui ng, he voiced
uncertainty as to "how relevant that was to this Commttee". He
could provide "a whole series of different operations” conducted
by AVHS in which it would be nore "efficient to transport those
people by barges" or airplanes "than to operate the boat".
However, the fact is that ferry service "is the essential
transportation systenmt for certain communities. Continuing, he
noted that airplane service could also be unreliable and when
airline service was unavailable, "people get on board our
boats". The very first question asked by people on a plane that
overflies a comunity due to such things as fog is, "Hey is
there a ferry going soneplace? Could | go on that one?" The
ferry systemis an essential service.

10:11:27 AM

Senator Stedman pointed out that the enployees of the AVHS are
dedi cated to providing good service. In addition, they are "very
concerned about the viability" of the system They should be
assured that the Legislature is not "ready to pull the bilge
plug and wal k off the boat on the Mrine H ghway Systeni. The
Legi slature "would work through this issue.” O der AMHS vessels
such as the MV Taku, the MV Ml aspina, the MV Matanuska, and
the MV Colunbia have served reliably for a long tine. One issue
that nust be addressed is the two new fast ferries. The second
i ssue would regard the smaller AVHS ships the MV Aurora and the
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MV LeConte. The decision would likely be that there are areas
in which alternative options would work better.

Co-Chair W I ken thanked Senator Stedman for his remarks as they
reflect the reason for these discussions. The Committee should
not "take the easy way out".

10:12:35 AM

Senator O son asked whether older financial statenents were
avai l abl e.

Senator Tayl or responded that "there have always been nethods of
al l ocating cost and expense and providing for revenue reflection
within this system but they were carried in about six or seven
di fferent aspect s” including Adm nistration, shore side
operations, and reservations. "They were reflected as different
conponent parts” rather than as "one single enterprise fund type
approach”". The recently inplenented accounting system could
answer the question "of for how many dollars you bring in
t hrough the cash box, how many dollars does it cost to run" each
vessel. Costs are now allocated per vessel, including the cost
of insurance for each vessel. A vessel the size of the MV
Col unbia woul d incur a larger insurance premum that the smaller
vessel the MV Lituya. Wile such information was available
previously in different conponents of the budget, the new
busi ness approach accounting system could provide consolidated
per-vessel information.

Senator dson opined that the nunbers present "a fairly
pessimstic picture". He asked the affect the fast ferries have
had on people who use the system specifically whether they have
experienced a "dramatic change"” in service. Wile the Commttee
nmust address the situation froma financial position, the inpact
of the fast ferries should be a consideration.

Senator Taylor shared that the fast ferries have been well
received by people. He has "not net one person who has rode that
boat that didn't just think it was wonderful." Trips could be
made in half the time it mght take the nono-hulled vessels.
Ri ders would request that the vessels run "nore frequently on a
regul ar schedule just to their town." The issue is that at sone
point the process nust include the real cost of that service.
Wiile both the State of Washington and British Colunbia, Canada
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had utilized high-speed ferries in their systens, none of those
boats are being operated today.

Senator O son agreed that the convenience factor is inportant;
however, his question was nore directed at whether businesses
have conme to rely on fast ferry service for getting their
"commodity to market" or receiving supplies quicker.

Senator Taylor stated that the fast ferries have not operated
| ong enough to devel op that market.

10:16:49 AM

Senator Stedman affirnmed that users "really like" the boat's
confort and speed. However, the issue is whether or not the
revenue being generated is sufficient. Another issue is that the
fast ferries generate huge wakes that are dangerous to snall
boats. He recall ed assurances being nade that wakes woul d not be
a problem

10:17:44 AM

Senator Dyson affirmed that the high-speed vessels once operated
by the State of Washington and British Colunbia al so caused wake
damage in their areas of operation. Those boats were eventually
sold at auction for approximately ten or fifteen cents on the
dol | ar.

10:18:22 AM

Senator Tayl or readdressed his earlier conments regarding ferry
operations in Lynn Canal. The results of a ten or 12 year
Environnental Inpact Study (EIS) on the Juneau Access Road
project would soon be available. Wre the report to support a
road being constructed in the Lynn Canal corridor, and absent
any litigation stopping the project, there would still be a
period of five to seven years before a ferry could be operated
at the "Katzehin River, which is the preferred alternative
destination of the road at this point". This river is across
Lynn Canal from Haines. \Wen the termnal at Katzehin R ver is
conpleted, a mninum of two 60 or 70-car 17-knot shuttle ferries
could transit from the termnal to Haines and Skagway on a
regul ar basis. The vessel the AVHS is anticipating to contract
out this spring would be utilized for this route. This vessel
would initially operate from Juneau's existing Auke Bay
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termnal. The construction of a tenporary termnal in Berner's
Bay would reduce the vessel's Lynn Canal transit tinme by fifty
percent. Since this vessel would eventually operate from the
Kat zehin River, it nust be designed as a drive-on drive-off
boat. That boat would be replicated at other |ocations such as
Hoonah.

Senator Taylor continued by stating that rather than the people
in Hoonah being served once a week, a shuttle vessel could be
home- ported in Hoonah; demand mght allow it to nmake daily runs
to Juneau. Such a vessel could potentially generate a 90 percent
of cost return revenue as opposed to the $250,000 a week expense
associated with serving that community with the MV LeConte,
which is one of AVMHS' s "biggest |oss |eaders". The infrequent
schedule currently provided to Hoonah is inconvenient and
therefore people traveling to Juneau opt to fly.

Senat or Tayl or declared "there is nothing cheaper to run than a
road". Echoing his opening remarks, he stressed the efficiency
that short connecting roads wth shuttle ferries would provide.
"Tight coordination between" Departnment of Transportation and
Public Facilities highways and the AWVHS could facilitate such
things as the construction of the five-mle road between Kake
and Petersburg. Connecting those communities by road would all ow
AVHS to stop at one ferry termnal rather than two. Wile there
woul d al ways be a need for mainline ferry runs from Washi ngt on

the short road and shuttle ferry endeavors would produce cost
savings and efficiencies to benefit the AVHS system which has
been operating relatively unchanged for 70 years.

10:23:30 AM

Senator Taylor reiterated that the construction of a tenporary
terminal in Berner's Bay would sufficiently reduce operating
costs in Lynn Canal. The eventual road to Katzehin River would
enable AWVHS to operate short shuttle service between Katzehin
Ri ver and Hai nes and Skagway for even nore efficiency and cost
savings. Each mainline boat's roundtrip up Lynn Canal currently
takes 16 to 18 hours and requires crews of approxinmately 50
peopl e working 24 hours a day. "It just nakes no sense!"

10:24:24 AM

Co-Chair WIlken asked how the 30 percent round trip rate
reducti on pronotion affected revenue and ri dershi p.
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Senator Tayl or responded that fleet-wide ridership increased 48
percent. The MV Colunbia has experienced an even higher
i ncrease. Net revenue return to the System has been 18 percent.

In response to a question from Co-Chair WIken, Senator Taylor
clarified that gross winter revenue has increased 18 percent.

Co-Chair W1l ken wunderstood that the wnter tineframe being
referenced woul d be from Cct ober 2005 to date.

Senator Taylor comunicated that the 30 percent round-trip
di scount program was initiated Novenber 3, 2005. The Driver
Ri des Free pronotion began Cctober 1, 2005. AMHS is anticipating
offering the 30 percent round trip winter discount this year on
Oct ober first.

Senat or Taylor stated that the 48 percent ridership increase is
based on "units of sale"; this would include passengers,
stateroom purchases, and car deck space. Each of these were
di scounted 30 percent.

Co- Chai r W ken asked how AMHS neasured head counts;
specifically whether it was neasured for each port of call.

Senator Taylor replied that AVHS has accurate flowthrough and
port-to-port nunbers. The nunbers could beconme confusing were a
person to get off, spend a few days in a port, and get back on.
The nunbers are reported annually.

Co-Chair WIken asked that this information be provided to the
Conmittee.

Senat or Tayl or affirned.

Co-Chair WIlken surmsed that the information should reflect an
increase in the nunber of vehicles getting on and off the
ferries.

Senator Taylor concurred. Continuing, he stated that the
information would "dramatically show' how few people AWVHS is
noving on certain runs.

Co-Chair W ken st at ed t hat this i nformati on woul d be
interesting to review.
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Senat or Tayl or noted that the I|imted ridership Dbeing
experienced in sone ports wuld further substantiate the
guestion regarding "what |evel of service should we be providing
here since we don't seemto be building any".

Co-Chair W Ilken wunderstood that the Legislature had, vyears
prior, provided funds toward the boat wutilized by the Inner-
Island Ferry Authority (IFA), which is an entity separate from
ANVHS.

Senat or Tayl or affirned.

Co-Chair W /1 ken asked whether the operational status of the |FA
i s successful. Continuing, he asked whether |FA service could be
duplicated other places in Southeast Al aska.

Senat or Tayl or responded that "not only could it be but it would
be were" the State to "continue to stunble and halt and not nove
forward with our existing system ... People wll turn to other
systens that are nore efficient.” The IFA "is efficient because
it's doing what every planner has told us to do with this system
for years." That would be to provide a regular and consistent
roundtrip daily ferry schedule with a "decent fare structure".
Currently the IFA ferry leaves Hollis for Ketchikan each norning
and returns to Hollis later in the day. The funding provided by
the Legislature was actually a federal funding pass through to
the IFA. The State has also allowed the IFA to utilize its docks
and other AWMHS facilities. The IFA would be receiving an
additional vessel, the Stikine, in April. The Stikine would be
providing service from Coffman Cove, where the State recently
conpl eted the construction of a new termnal, to Wangell, and
to the new State termnal in Blind Slough. The Stikine 1is
anticipated to operate four days a week for four nonths.
Unfortunately, that schedule would require AMHS to provide
duplicate services, as year-round services to these conmunities
nmust be provided.

Co-Chair WIlken asked whether AMHS could wutilize a system
simlar to that of the IFA on AVHS routes that "are grossly
unprofitable".

Senator Taylor stated that while this could be done,

consideration nust be given to the overall system He I|ikened
AMHS to "a tel ephone systent: the desire would be to manage only
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the big trunk lines and allow soneone else to manage the |ines
that do not pay. However, the fact that AMHS provides a public
service and essential transportation would require the
Legislature to play a role in the decision-making. "Qherw se
arbitrary decisions”" such as providing service only on certain
days of the week for a limted nunber of nonths a year would be
made. That would not work. "The nodel that could work" and has
proven itself is one of basing the boat in the community "that
needs to travel". For exanple, 100 percent of the residents of
Hoonah "want to or need to" travel to Juneau. Conversely, 100
percent of the people living in Juneau do not need to go to
Hoonah. Previous planners had furthered "a hub and spoke
scenario” in which the boat would be based in Juneau and on
occasion would travel to Hoonah. "Wong. Lituya has proven that
to be backwards. You base the boat in the conmunity where the
people need to cone to town. It takes themin in the norning, it

brings them home in the evening." AWHS enployees would be
allowed to go home at night rather than being housed on a
vessel. The MV LeConte, with 24 crew nenbers, is currently

providing service tw timfes a wek to comunities and
transporting fewer than five people. In contrast, nore people
m ght use the AMHS were a boat based in that sanme community and
roundtrip service provided every day.

Senator Taylor stated that "the scariest statistic" provided
today is that the two crewran vessel the Oal Freeman which
provi des shuttle service between Ketchikan and the airport
carries 100,000 nore people a year than all the vessels in the
AVHS

10:32:59 AM

Co-Chair W1 ken asked whether federal noney mght be avail able
to assist in replacing the State's ol der vessels.

Senator Taylor responded in the affirmative. The Al aska
Congr essi onal delegation has been instrunental in the past in
providing specific earmarks for State vessels. In addition, due
to | anguage nodifications, SHAKWAK funds could now be utilized
for "marine vessels, termnals, and roads that connect thereto."
This could further the endeavor to extend roads to ferry
term nal s.

Co-Chair W I1ken asked whether accessing that noney for new
smal l er shuttle vessels is being considered.
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Senator Taylor responded in the affirmative. $13,500,000 in
SHAWAK funds is currently earmarked for the construction of the
shuttle ferry for Lynn Canal

10:34:21 AM

Co- Chai r Wl ken asked whether AVHS has established a
reservations system that could be accessed by private entities
such as recreational vehicle (RV) park operators.

Senat or Tayl or responded yes. Continuing, he noted that major
i nprovenents in the AMHS reservation system have occurred.
I ndividuals are able to nmake reservations and purchase tickets
on the AVHS Internet website. In the near future, people would
be able to print their tickets on their printer at home, in a
manner simlar to that provided by nmajor airlines.

Co-Chair W1 ken asked whether business entities would be paid a
commi ssion for tickets sold on the AVHS.

Senator Tayl or understood that some sort of comm ssion had been
pai d but that commi ssions are now limted to travel agents.

Co-Chair WIken understood that the private entities that had
sold AMHS tickets on commssion had been pleased with the
process; however, the system had changed and becone nore
cunbersone and the effort was no longer worth the five percent
comm ssion they were paid. RV operators have shared with him
that while nost RV travelers drive the road system northward

many of them opt to ride the AVHS on the return leg of their
trinp.

Senat or Tayl or agreed. Continuing, he noted that AWVHS staff has
recently been provided opportunities to inplenment changes they
had | ong sought. In addition, the AVHS online reservation system
has benefited from the experiences of nunerous businesses
including Alaska Airlines. Wile the current abilities of the
AVHS website are trenmendous, the goal is to have the upgraded
website conpleted by sunmmer 2006. A significant portion of the
tickets sold by AVHS are sold online.

Co-Chair WI ken asked the type of fuel utilized by ferries.

10:38:18 AM
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Senator Taylor replied that the ferries wutilize Nunber Two
di esel fuel

Co-Chair WI ken asked whether AVHS has the ability to "hedge"
its fuel purchases.

Senator Taylor responded that the purchase price utilized by
AVHS is the Seattle QI Price Information Service (OPIS) price
plus a delivery fee, dependent on the port the fuel is purchased
in. Sonme delivery expenses are 16 or 17 cents per gallon. The
OPIS price is the best price available to AVHS. He recall ed that
AVHS has utilized hedging practices in the past when it
purchased a quantity of fuel upfront at a fixed price. He was
uncertain whether this practice would continue in the future
"It's a risky business,” as the upfront price paid mght be
hi gher than a future price.

Co-Chair W/ ken asked whether the OPIS price is publicly posted.

NANCY SLAGLE, Director, Dyvision of Admnistrative Services,
Department of Transportation and Public Facilities understood
that a person nust register for the OPIS service. The Departnent
woul d provide that information.

Senat or Tayl or conmunicated that AVMHS has tracked OPIS prices
for several years. A spreadsheet sunmarizing the history could
be provi ded.

M. Leary affirmed that the informati on woul d be provided.

Co-Chair Wl ken shared with the Conmttee that a 16 percent fuel
surcharge is being added to all goods shipped through the Port
of Anchorage. It would be nice to have the OPIS information to
better grasp the situation, specifically in regards to the
surcharge price charged by other shippers.

Senator Taylor noted that AWMHS has been adding a ten percent
fuel surcharge to its custoners.

Co-Chair WIken asked whether the MV Chenega had encountered
icing conditions in Prince WIIiam Sound.

Senator Taylor responded not at this point. The Coast Guard
assisted AVHS in designing routes to avoid ice "as best we can."”
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Co-Chair WIlken noted that the Legislature provided $500,000 in
FY 05 to support the pronotion efforts. He asked whether this
endeavor woul d be conti nued.

Senator Taylor affirmed that the program would be continued. He
also predicted that AMHS revenues would exceed projections.
Further route restructuring and better utilization of equipnent
woul d further benefit the system

10:42:06 AM

Senator O son asked how AMHS, which is actively pronoting
construction of new roads and shuttle service, is addressing the
concerns voiced by those in opposition to roads. His office has
recei ved nunmerous phone calls from peopl e opposed to the road.

Senator Taylor stated that his "goal is to run the nost
efficient ferry system we can have that wll provide the
greatest level of service for the least cost." The Departnent

has determ ned a cost conparison for transporting a car and a
passenger on a ferry for one mle verses the cost of maintaining
a road. It costs approximately one penny per mle for the State
to plow and maintain a road. It costs a mnimm of $2.50 a mle
to carry that same person on a ferry. That is a ratio of 250 to
one of actual costs to the people of Al aska. Better ratios could
be acconplished by running nore efficient ferries. He voiced
being mndful of the difference in mintaining a busy road
bet ween Anchorage and Wasilla and maintaining a rural road in
Sout heast Al aska. The costs of operating a boat or plane are
much higher than that of maintaining a road. "Roads have to be
our future." Nonetheless, "any idiot that |ooks at a map, knows
that you can't build bridges to every island®" in Southeast
Al aska. Thus, both roads and ferries are needed.

10:45:01 AM

Co-Chair W/l ken stated that this is his eighth year as a nenber
of the Senate Finance Committee. The first year the subsidy to
the AVHS was $32, 000,000. Today it is in excess of $82,000, 000
Sout heast denographics are not growing for a variety of reasons.
Many people are choosing to fly rather than drive. And traveling
on a cruise ship is cheaper than the cost of travel on a ferry.
These issues are the reason for this discussion today. "W are
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at a crossroads in what we are going to do with this $80 plus
mllion dollar subsidy and how we are going to control it."

Co- Chair W1 ken conmunicated that the Commttee would work hard
to get AVHS through FY 06 as well as to address its FY 07 needs.

Co-Chair Geen reviewed the followwng norning's bill hearing
schedule. In addition, she noted that the March 3, 2006

afternoon Joint Meeting wth Senate Resources has been
cancel | ed.

#

ADJ OURNIVENT

Co-Chair W/ ken adjourned the neeting at 10:46:30 AM.
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