SENATE FI NANCE COW TTEE
February 3, 2010
9:04 a.m

9:04: 12 AM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 9:04 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senat or Johnny Ellis

Senat or Denni s Egan

Senat or Donny d son

Senat or Joe Thomas

VEMBERS ABSENT

None

ALSO PRESENT

Chri stine Kl ei n, Deput y Comm ssi oner of Avi at i on,
Department of Transportation and Public Facilities (DOTPF);
John Parott, Ai rport Manager , Ted Stevens Anchorage
International Airport; Patrick Ganble, President & CEQO
Al aska Railroad Corporation (ARRC); Bill O Leary, Chief
Financial Oficer, Al aska Railroad Corporation (ARRC

PRESENT VI A TELECONFERENCE

None
SUMVARY

NPRESENTATI ONS:  ALASKA | NTERNATI ONAL Al RPORT SYSTEM ALASKA
RAI LROAD CORPORATI ON

9:04: 25 AM

ALASKA | NTERNATI ONAL Al RPCORT SYSTEM
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CHRI STI NE KLEI N, DEPUTY COW SSIONER  OF  AVI ATI ON,
DEPARTMENT OF TRANSPORTATI ON AND PUBLI C FACI LI TI ES ( DOTPF),
i ntroduced John Parott, the Anchorage Airport Mnager. She
related that the Alaska International Airport System (Al AS)
consists of Anchorage International Airport and Fairbanks
International Airport, which share many assets, resources

and capital and bonding capabilities. The AIAS has existed
by statute since 1961 because of the need for a back up
airport in case of bad weat her.

Ms. Klein related that both airports are major hubs in the
national transportation system Anchorage |Internationa
Airport is nunber 3 for cargo in North America and nunber 5
in the world. The aviation industry in Al aska provides over
47,000 jobs statewide, $2 billion in direct expenditures,
and $3.4 billion in indirect expenditures, which is 40
percent higher than the national average.

MVs. Klein referred to a handout entitled "Alaska
International Airports Systeni (copy on file). She stressed
the inportance of operating as a "systenl due to the unique
conditions in Al aska.

9:07:56 AM

Ms. Klein turned to slide 2 - Airport System Advantages.
She |isted the advantages; regulatory issues, |ocation, and
cost. She highlighted Al aska's global advantage regarding
payl oad versus range - slide 3. Cargo aircraft can stop at

the Anchorage or Fairbanks airports with a full |oad and
pick up fuel. She listed AIAS' s conpetitors: Vancouver,
Seattle, Los  Angel es, Cakl and, San  Franci sco, and

Sacranmento. She said that AIAS has been very successful
keepi ng rates conpetitive.

Ms. Klein noted that AIAS currently has 34 cargo carriers,
and a very diverse mx. New cargo carriers have joined Al AS
recently; Geat Wall Airlines, Wrld A rways, and Quantas.
There are nore than 50 different airlines that use the
Anchorage Airport.

9:11: 30 AM

Ms. Klein referred to slide 5, the conparison of AIAS s
conpetitive rates, both for termnal rent and for |anding
fees. Landing fees reached a high point of $1,700, but are
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now | owered to about $1,200. For the first tine in eight
years, AlIAS has been able to | ower costs in order to remain
conpetitive.

9:13: 04 AM

Ms. Klein spoke about the strengths of having diverse
busi ness revenues - shown on slide 6. She pointed out that
the largest source of income is from landing fees. Fuel
flowage fees are the second |argest source of incone,
followed by termnal rents. Revenue sources are very
di verse

Ms. Klein spoke about AIAS s expenses. She noted that debt
service of about $50 mllion nmakes up the highest cost. The
current total debt is about $600 million.

9:14:21 AM

Ms. Klein shared information about the cargo operations,
the mgjority of AIAS s revenue source - slide 7. The graph
shows the growth rate for all-cargo aircraft |andings.

Ms. Klein skipped ahead to slide 9, a graph depicting
conbi ned passenger and cargo certificated maxi num gross
take-of f weight (CMGTW from FY 06 until FY 10. She spoke
of declines and increases during those years. She
enphasi zed that Anchorage Airport was the first in the
country to identify problens and respond to them The drop
in April 2009 was due to the eruption of the Redoubt
Vol cano. The green |line shows a slight increase in FY 10

She reported the first positive increases in cargo in
thirty nonths in Novenber and Decenber.

9:18: 03 AM

Ms. Klein described the nonthly enplanenments (passenger
nunbers) as shown on slide 8. The nunbers have been fairly
stable with an increase |ast summer followed by a drop.

Ms. Klein reported that slide 10 shows the annual fuel
consunption by air <carriers at Anchorage International
Airport. She reported on a recent wupturn which is a
positive sign. She shared aircraft |anding statistics.

Ms. Klein showed slide 11 - Fai r banks | nternational
Airport's annual fuel consunption from FY 04 through FY 10.
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She spoke of a decline during FY 05 through FY 07, foll owed
by an i ncrease and recovery.

9:21: 33 AM

Ms. Klein shared information about total regional freight -
slide 12. Mst airports were 10-40 percent down in cargo
and passengers; Alaska was 23 percent down. She described
freight reductions from various regions. In Novenber and
Decenber Alaska's cargo increased by 11 percent, higher
than nost airports. She |isted regional reductions.

Ms. Klein highlighted ways that AIAS responded to the
declines - slide 13. She listed ways that AIAS renuained
conpetitive and assessed the conpetition. She spoke of a
reduction in the operating budget by $7 mllion, as well as
a hiring freeze and nine | ayoffs.

Ms. Klein reported on the results of AIAS s commtnent to a
new operating agreenent and the addition of six air
carriers - slide 14. A new business nodel has been adopt ed,
as wel | .

9:27:02 AM

Ms. Klein shared inprovenents made at the Fairbanks Airport
- slide 15. There was an increase in winter passengers and
cargo flights. She reviewed the status of construction in

the Fairbanks termnal, which cane in on-schedule and
under - budget and was financed w thout the use of genera
funds or federal funds - slide 16. She nentioned four new

heavy cargo positions.

9:29: 51 AM

JOHN  PAROIT, Al RPORT  MANAGER, TED STEVENS ANCHORAGE
| NTERNATI ONAL Al RPORT, turned to slide 17 to report on the
conpletion of construction on Anchorage Airport's A & B
Concourses. He shared 2008 ACI cargo traffic statistics -
slide 18. Anchorage is currently fifth in international
cargo trade.

M. Parott reported on the specific economc inpact to
Anchorage from the Anchorage Airport - slide 19. A 2007
Institute of Social and Economc Research (ISER) report
listed 18,000 jobs at or related to the airport. He
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descri bed the annual total economc inpact as $2.3 billion
fl ow ng through Anchorage and the state - slide 20.

M. Parott showed, by airline, the econonmc inpact of
international cargo at the Anchorage Airport - slide 21. He
shared the successes and bright spots in the airport market
- slide 22. In the past the airport has not had to provide
incentives for international <carriers. Now, there is a
reduced fee structure for China Airlines. Japan Airlines
operated 17 charters this past season. Concessions at the
Anchorage Airport was recognized as a "Top Perfornmer".

9:36: 26 AM

M. Parott spoke of narketing team highlights at the
Anchorage Airport - slide 23. Mrketing materials and
met hods were inproved and coordinated. He ternmed the Cargo
Transfer Authority as inportant and "val ue added".

M. Parott summarized the statistics from FY 09 and FY 10
so far, as conpared to prior years - slide 24. He shared
future plans - slide 25. He spoke again of "value added"
services. He said nobst of the revenue conmes from | andi ng
fees and fuel flow He shared AIAS s goals to continue with

capital inprovenents, such as runway 7-R extension. He
spoke of <continued efforts with the marketing team He
mentioned that Kulis International Guard Base wll be

incorporated into the airport property.

9:43: 21 AM

Co-Chair Hoffman was interested in how the Anchorage
I nternational Airport services Al askans. He requested nore
i nformation on whet her air cargo oper ati ons and
enpl anenents include Al aska destinations such as Barrow,
Kot zebue, Nome, Dillingham Sitka, etc. He commented that
the airport was a good design for flights headed south, but
did not necessarily serve rural passengers headed to
villages. He ternmed the concourse "unuser-friendly".

M. Parott recognized and shared those concerns. He spoke
of inprovenents in the concourse for regional carriers and
the addition of a hot food service for rural passengers.
The fuel flow nunbers by regional carriers tend to be
dwarfed by the international carriers. The enplanenent
nunbers do include regional and donmestic passengers. Rura
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passengers no |onger board after a |ong outside walk, but
now use an inside gate.

Co-Chair Hoffrman asked if the current system was now user
friendly for rural passengers. M. Parott believed that
significant progress had been made. He offered to continue
to make i nprovenents

9:50: 42 AM

Senator Thomas asked how nuch airport fuel cones from
Al aska and what the price of fuel was. M. Klein replied
that Al aska produces 49 percent of the fuel consuned at
AlAS. She related that obtaining Al askan fuel was a
chal l enge due to availability. It is difficult to track the
price of fuel because airlines pay for it thenselves.
Al aska's fuel cost IS significantly hi gher t han
conpetitors' costs.

Senator Thomas asked about sone of the landings at AlAS
such as Federal Express. He referred to slide 24, which
shows a downward trend in the nunbers of |andings in FY 09.
M. Parott reported an upward trend the past few nonths,
which, if it continues, would bring FY 10 above FY 09.

Senat or Thonas requested information from last year's AIAS
budget for capital projects. M. Parott |isted one project,
a runway extension and resurfacing project, which would
total close to $100 million.

9:53: 53 AM

Co-Chair Stedman requested future predictions related to
AlAS. Ms. Klein shared that she was |eaving her job. She
predicted a very slow recovery. She stated that the budget
was bal anced through June 31. Cargo recovery projects a
nodest 2 percent increase for this year. The conbined
passenger and cargo green line on the graph should increase
very slowy due to changes in the business nodel. She did
not see a return to previous |evels for several years.

9:56: 22 AM

Senator Ellis thought that overall, AIAS was doing a good
job. He shared small conplaints about the airport, such as
a lack of hooks in the stalls and nowhere to put conputer
bags in the bathroom He suggested installing nore
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el ectrical outlets for today's nodern technol ogy needs. He
al so expressed frustration about lack of a cab line in
front of the term nal

10: 01: 02 AM

M. Parott said he would tend to those suggestions. He
offered to take another | ook at the cab situation.

Co-Chair Hoffman asked a question on behalf of Senator
Menard who suggested that |uggage carts be free of charge
like they are at European and Asian airports.

M. Parott explained that international travelers in the
custons area are provided a free cart because they have not
yet been in the vicinity of a noney exchange center. In
Europe and Asia, advertising on the carts offset the
expense of providing them for free. That idea has not
worked for the Anchorage Airport. He noted that nost
airports in the United States charge for carts. The
Anchorage Airport works to keep prices down because
Al askans travel with nore baggage than nost travelers. He
offered to continue to | ook at the issue.

10: 04: 17 AM

Senat or Huggi ns appreciated the wild gane displays at the
airport, the inprovenents in the rental car area, and the
facilities for the mlitary. He spoke highly of the custons
area at the Anchorage Airport. He encouraged Ms. Klein to
| ook at the north term nal parking expansion. He questioned
if only 49 percent of the jet fuel came from Al aska.

Ms. Klein said that was correct. She related that Al askan
fuel canme from Tesoro, Flint HIls, and Petro Star. Senator
Huggi ns asked about the <cost of fuel from Alaskan
refineries versus the cost from refineries outside the
state. M. Klein responded that fuel cones from nany
sources and the issue is conplex. She reported that she is
working with the airlines and the refineries to facilitate
i nprovenents. She thought the spot price differed by 20
cents.

Senator Huggi ns asked which was nore favorable. M. Klein
replied that it was currently nore favorable at other
airports. Senator Huggins wondered if the airport was
subsidizing fuel. Ms. Klein responded that it was not.
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Ms. Klein explained that airports bid long-term contracts
for the volunmes of fuel they expect to wuse. |If that
cal cul ati on changes suddenly they nust purchase spot fuel,
which is nore expensive. Recently, there was sudden
increase in flights and fuel was not available and it was
nor e expensive due to shipping.

Senat or Huggi ns spoke of a concern of not having adequate
fuel. He wondered if Ms. Klein shared that concern.

10: 08: 57 AM

Ms. Klein did have a concern about the refined Jet A fuel
supply in Al aska. The comm ssioners from DOI, DEC, and DNR
are | ooking for solutions.

Co- Chair Stedman requested follow up information about fuel
production and refinery location in recent years in Al aska.

Senat or Thonas asked a question for Senator Egan who had to
| eave the neeting. He wondered if the 8 percent nunber
regarding FY 09 revenue inconme from investnent incone is
typi cal of airport operations in other states.

Ms. Klein noted that investnent income has decreased in the
past year. She deferred to the conptroller to answer
further.

Senator Thomas asked about the cost of fuel as it relates
to royalty oil. He reported that Flint HIls maintains that
the premum for royalty oil increases the cost of fuel. He
requested Ms. Klein's opinion.

10:12:12 AM

Ms. Klein could not conment about contract agreenents
between the state and the refineries. She suggested that
pricing is a concern and Al aska must remain conpetitive.
Pricing is not controlled by the airport, but rather
cont ract ual busi ness obl i gati ons bet ween private
busi nesses.

Senator Huggins asked if noving the airport is part of the

strategic plan. He asked where WMitSu fits into the
strategic plan.
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Ms. Klein responded that airport construction is costly. In
the last 40 years there have only been two major airports
constructed in the United States. Since Anchorage and
Fai rbanks have just inproved airport capacity, it would be
difficult for the state to finance a new airport. She
suggested that private enterprise could cone in and build
anot her airport.

Senat or O son expressed concern about his constituents and
the need to focus on Alaskans' needs. He wondered if
"leveling the playing field" included having "135
operat ors" paying the same | anding fees as "121 operators".

Co-Chair Stedman requested definitions of 121 and 135.
Senat or O son explained that 135 operators are snaller than
121 operators, who can carry cargo and passengers, such as
Al aska Airlines.

Ms. Klein noted that AIAS is very focused on rural Al aska
and has put nmuch attention on the smaller regiona
carriers. The Ilighter aircraft receive the benefits of
| ower rates and fees. She noted that there was still work
to do on the termnal infrastructure to make things easier
for regional carriers and passengers.

ALASKA RAI LROAD CORPORATI ON

10: 20: 00 AM

PATRI CK GAMBLE, PRESI DENT & CEO ALASKA RAI LROAD
CORPORATI ON (ARRC), referred to a handout entitled, "About
the Alaska Railroad" (copy on file). He noted that there
was also a nenorandum on bonding debt, which answered
guestions from a previous neeting (copy on file). He turned
to slide 3 - Alaska Railroad quick facts. The only itens
that have shown an increase are the total assets of the
railroad and the average age of enployees. Everything el se
has decreased. He described the historical downward trend
beginning in FY 05. The projected net earnings are down by
about 19 percent in FY 09. He predicted that FY 10 woul d be
the toughest year yet. The corporation has been preparing
for FY 10 for several years, which today's briefing wll
show.

M. Ganble comented that the Alaska Railroad is different

from other state agencies - slide 4. It is not a part of
t he Executive Budget Act, and its enployees are not in the
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state system The railroad is nore like a private business
and needs to make a profit, which is its capital program
This nodel enables the railroad to respond in a conpetitive
mar ket .

10: 23: 55 AM

M. Ganble skipped to slide 6 in order to enphasize safety.
He discussed statistics related to safety.

M . Ganble shared strategies involved wth security
managenent - slide 7. The railroad is making use of federa
dollars for security purposes and is using a canera system
Many agencies do inspections or provide exercises in order
to pronote security.

10: 26: 15 AM

M. Ganble discussed the 2009 budget background - slide 13.
There was an unsettled environnent related to fuel costs
and fuel volunme. He predicted a further drop in volunme by
Flint HIls.

M. Ganble reported that the 2009 budget was for $16.8
mllion. There was a reduction in passengers, a reduction
in fuel volune, and higher fuel prices, which led to a |oss
of net earnings of 19 percent. He noted that this was
unaudi ted information. He discussed the inpact from
personnel elimnations and expenses related to reductions.

M. Ganble explained that slide 14 depicts personnel
i mpacts. He reported on a hiring freeze from 2007 to 2009
where 200 positions were elimnated. Ei ght nanagenent
positions were elimnated, mnanagenent pay was frozen, and
departments were reorgani zed.

M. Ganble showed the ARRC fund flow nodel of 2009 data -
slide 15. It shows how the railroad gets its noney and what
it does with it.

10: 31: 26 AM

BILL O LEARY, CH EF FINANCI AL OFFICER,  ALASKA RAI LROAD
CORPORATI ON (ARRC), began with slide 16 - a history of
freight revenue from 2004 - 2008, which is half of the
total revenue for the Alaska Railroad. It shows the
difference between the expected budget and the actual
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budget in 2009. There was a significant weakness in the
petrol eum haul from North Pole and Flint Hlls refineries.
There were also weaker results from the interline barge
service. Income fromcoal exports was a positive nunber.

M. O Leary reported that slide 17 is a graph show ng the
fuel shipment history on the Alaska Railroad by Mapco,
WIllians Petroleum and Flint Hlls Resources from 1994 -
2009. There was a strong growh curve averaging about 9
percent up until 2003, followed by a l|loss which averaged
about 8 percent annually.

10: 33: 52 AM

M. O Leary tal ked about slide 18 - the exportation of coa
in netric tons by year. Coal is mned in Healy and noved on
the railroad to Seward where it is shipped to internationa
destinations. He reported that 2009 was a record year, and
even better results are expected for 2010. He nentioned a
possible lawsuit related to the Cean Water Act, which
coul d have an effect on the budget.

M. O Leary reported that slide 19 shows passenger revenue
grew until 2008 and then had a decline. Slide 20 depicts
real estate revenue, the nost consistent perforner.

M. OLeary related that slide 21 depicts controllable
expenses which were reduced by $8 mllion over the last two
years. He explained that slide 22 shows a graph of
unaudited net inconme. In 2009, that armount was $13.6
mllion.

Co-Chair Stedman asked about expectations for operational
cash flow M. O Leary replied that corporate net incone
was $13.6 for FY 09, and $8 mllion of net income is
budgeted for FY 10, which would result in a loss of roughly
$4 mllion. Co-Chair Stedman enphasized that it was cash
flow from operations, not net income. M. O Leary agreed,
but added that there would be positive cash flow

M. Ganble clarified that was the anmpunt nmade from train
operations, principally nmade of wup |abor costs and fuel.
Co-Chair Stedman noted that item was reflected in the
chart.

10:38:17 AM
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M. O Leary turned to slide 23 - bal ance sheet highlights.
He enphasized that the railroad has nanaged its bal ance
sheet even wth dimnished earnings. The asset base has
grown, liquidity is good, and debt is low - $27 mllion of
recourse debt. There is about $157 million renmaining on
bonds backed by federal nonies. The ARRC generated $31.2
mllion in total cash in 2009.

M. Ganble explained slide 24 - +the 2010 preview He
pointed out that FY 10 would be a tough year. There is a
pending lawsuit and Flint Hlls continues to decline.
Passenger nunbers are expected to drop again. The chall enge
is to continue expense reductions in an effort to offset
revenue declines. The bottom of the chart shows projections
for operating and capital expenses. The capital programis
nore robust due to federal entitlenents.

10: 40: 40 AM

M. Ganble related that slide 25 shows the capita
i nvestnment 2010-2014 five-year plan. The railroad is
currently in the second five-year plan from 2008-2012.
There are three large capital projects: the Tanana River
Bridge for $100 mllion; the line rebuild between Anchorage
and Fairbanks; and a collision avoidance system for $75
mllion.

M. O Leary noted that slide 26 shows a breakout of capita
spendi ng by fund source. The biggest piece is fromthe FTA
nmoni es and bond proceeds. Slide 27 further breaks down the
capi tal fundi ng sources.

10: 42: 27 AM

M. O Leary pointed out that slides 28 and 29 show ARRC s
five-year plan for capital projects. M. Ganble noted that
the reports are required by law and are submitted to
| egi slative offices yearly.

M. OLeary related that there were a nunber of slides on
t he enpl oyee benefit package, defined benefit pension plan,
and retiree nedical trust fund. He junped to slide 39 - the
2009 status of benefit trust funds. He reported on a good
recovery since the crash of 2008. Before the crash the
pension fund was 114 percent funded and the nedical fund
was 75 percent funded. He expected both to be fully funded
by the end of FY 09.
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M. Ganble called slide 40 "wild cards" which could lead to
possi bl e gains and | osses. He spoke of environnental issues
and legislation as potentially negative factors.

10: 44: 53 AM

Co- Chair Stedman expressed appreciation for the information
in the presentation which would allow the commttee to nmake
good decisions. He requested information about the fuel
conponent of ARRC s business. M. Ganble elaborated on the
relationship of fuel to ARRC, he called ARRC a nover of
fuel, conparable to the pipeline. Flint Hlls previously
provi ded 50 percent of the fuel. Currently, ARRC expects to
nove half of that anmount. There is concern about getting
fuel back on its feet, or finding nore business such as the
pi peline or offshore drilling. The plan is to hunker down
for the next two years in anticipation of the next five
years. M. Ganble pointed out that corporate health is in
good shape.

10: 48: 49 AM

Senator Thonmas conmented on noving the southern bypass
project forward. He requested information about Flint
Hlls" plans. M. Ganble addressed the southern bypass. He
reported that he recently nmet wth the assenbly for a
di scussion about the southern bypass. There wll be a
neeting to "scope the project”, which will Ilead to an
Environnental |npact Statenent (EIS).

Senator Thonas drew attention to the Healy Subdivision
issue and requested nore information about how the |and
woul d be released by the railroad and returned to origina
owners. M. Ganble recogni zed those concerns.

10: 51: 52 AM

Senator O son spoke, as a pilot, about the frustration of
the inability to get fuel. He recalled that the Anchorage
Airport ran out of fuel and could not provide fuel for sone
of the carriers. He wondered if the railroad cut costs by
decreasing the nunber of cars carrying fuel. M. Gnble
agreed that the nunmber of cars were decreased due to |ess
refined fuel being produced. He reported that he called
Flint HIls who said the airport contract stipulated a
certain anount of fuel. Flint HIlls wanted to shut down the
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third tower in the refinery in order to cut costs and unti
the contract requested nore fuel

Senator O son said his information was from the private
sector. He wondered about the status of clains against the
railroad. M. Ganble related that the issue of Iland

ownership is the "lightening rod issue”". He stressed that
ARRC is the steward of the land and, according to the
Corporate Act, cannot sell | and.

Senator O son restated the question. He was referring to
private |andowners whose property is crossed by the
railroad. M. Ganble used the North Pole as a hypothetica
exanple. If the railroad were noved, the vacated property
would go back to the state. It would be necessary to
involve the attorney general because, currently, there is
no legal way to dispense that property to the adjacent
| andowner s.

10: 56: 54 AM

Senator Huggins agreed that the railroad was a good
econom c weather vane. He Ilisted exanples. M. Ganble
reiterated that he thought the railroad was a good weat her
vane because nost of its business deals wth Al askan
i ssues. He gave exanples. He enphasized that there was not
much the railroad could do until the econony changes and
goods and servi ces nove again.

10: 58: 38 AM

Co-Chair Hoffman requested a history of Flints Hlls'
providing fuel to the airport. He surm sed that there was a
fuel storage problem at the airport. He also requested
information about the railroad' s fuel capacity and costs
over the last five years.

#
ADJ OURNVENT

The neeting was adjourned at 10:59 AM
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