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CAPTAI N JOHN FALVEY, Ceneral Manager

Ket chi kan O fice

Al aska Marine H ghway System (AVHS)

Departnment of Transportation & Public Facilities (DOT&PF)

Ket chi kan, Al aska

PCSI TI ON STATEMENT: Testified during a PowerPoint overview of
t he AMVHS.

MATT McLAREN, Busi ness Devel opnent & Enterprise Manager

Al aska Marine H ghway System ( AVHS)

Departnent of Transportation & Public Facilities (DOT&PF)

Ket chi kan, Al aska

PCSI TI ON STATEMENT: Testified during a PowerPoint overview of
the AVHS Tariff Study.

MARK R. DAVIS, Deputy Director

I nfrastructure Devel opnent

Al aska | ndustrial Devel oprent and Export Authority (Al DEA)
Departnment of Commerce, Conmunity & Econom c Devel opnment ( DCCED)
Anchor age, Al aska

PCOSI TI ON STATEMENT: Presented an overview of the status of the
di scussion of the Road to Anbler Mning District.

JOHN BI NDER, Acting Comm ssi oner

Department of Transportation & Public Facilities (DOT&PF)

Juneau, Al aska

PCSI TI ON  STATEMENT: Testified during the Juneau Access Road
proj ect .

KIM RI CE, Deputy Comm ssi oner

O fice of the Conm ssioner

Departnment of Transportation & Public Facilities (DOT&PF)

Anchor age, Al aska

PCSI TI ON STATEMENT: Presented an overview of the status of the
Juneau Access Road project.
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SARA FlI SHER- GOAD, Executive Director

Al aska Energy Authority (AEA)

Depart ment of Commrerce, Conmmunity & Econom c Devel opnent ( DCCED)
Anchor age, Al aska

PCOSI TI ON STATEMENT: Presented an overview of the status of the
Susi t na- Wat ana Hydr o proj ect.

WAYNE DYOK, Project Mnager

Susi t na- Wat ana Hydro

Al aska Energy Authority

Departnment of Commerce, Conmunity & Econom c Devel opment ( DCCED)
Anchor age, Al aska

PCSI TI ON STATEMENT:  Testified during the overview of the status
of the Susitna-Watana Hydro project.

CRAI G CAMPBELL, President & Chief Executive Oficer

Al aska Aerospace Corporation (ACC)

Departnment of Mlitary and Veterans Affairs

Anchor age, Al aska

PCSI TI ON STATEMENT: Presented an overview of the status of the
Kodi ak Launch Project.

JOHN BI NDER, Acting Comn ssi oner

Department of Transportation & Public Facilities (DOT&PF)

Juneau, Al aska

PCSI TI ON STATEMENT: Presented an overview of the status of the
Kni k Arm Crossing project.

KIM RI CE, Deputy Comm ssi oner

O fice of the Conm ssioner

Department of Transportation & Public Facilities (DOT&PF)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Presented an overview of the status of the
Kni k Arm Crossi ng project.

FRANK RI CHARDS, Vice President

Engi neeri ng and Program Managenent

Al aska Gasline Devel opnent Corporation (AGDC)

Depart ment of Commrerce, Conmunity & Econom c Devel opnent ( DCCED)
Anchor age, Al aska

PCSI TI ON STATEMENT: Presented an overview of the status of the
Al aska Stand Al one Pipeline (ASAP) project and offered the spend
rate response to Administrative Order [AQ 271.

ACTI ON NARRATI VE

1: 07: 37 PM
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CO CHAIR NEAL FOSTER called the joint neeting of the House and
Senate Transportation Standing Commttees to order at 1:07 p.m
Present at the call to order from the Senate Transportation
Standing Committee were Senators Bishop, Egan, Dunleavy, and
M cciche and present from the House Transportation Committee
were Representatives MIlett, Stutes, Caman, Otiz, Hughes, and
Foster. Senator Stedman and Representative Nageak arrived as
the neeting was in progress. Representatives Kito and Tilton
were al so in attendance.

OVERVI EW  ALASKA MARI NE HI GHWAY SYSTEM (AVHS) REPORT TO THE
LEG SLATURE BY MATT MCCLAREN, BUSI NESS DEVELOPMENT AND
ENTERPRI SE MANAGER & CAPTAI N JOHN FALVEY, GENERAL MANAGER, AMHS

1: 08: 53 PM

CO CHAI R FOSTER announced that the first order of business would
be an Overview Al aska Marine H ghway System (AVHS) Report to
the legislature by WMatt MLaren, Busi ness Devel opnent &
Enterprise Mnager and Captain John Falvey, General Manager,
AVHS.

1: 10: 03 PM

CO CHAI R FOSTER expl ai ned that the operating budget passed | ast
year required the AVHS to conplete a review and analysis of
current passenger, vehicle, and cabin rate structure for the
system and report a nodified tariff and fee schedule to the
| egislature no later than February 1, 2015. [House Bill 266,
Chapter 16, SLA 14].

1: 10: 52 PM

CAPTAIN JOHN FALVEY, General Manager, Ketchikan Ofice, Al aska
Marine H ghway System (AVHS), Departnent of Transportation &
Public Facilities (DOT&PF), related he will provide a PowerPoi nt
focusing on a brief review of the AVHS.

1:12: 07 PM
CAPTAI N FALVEY referred to the "Organization/Leadership” chart

[slide 4]. At the height of the sumertine traffic, the AVHS
has 1,018 staff, with the mpjority in vessel operations, he

sai d. The remaining enployees staff shore-side facilities,
marine engineering, reservations and narketing (Juneau), and
adm ni strati on. He reported that staffing is reduced by
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approximately half during the wi nter when vessels are reduced
from 11 ships to 5-6 ships. In terms of crews, it takes 2.3
crews to crew the vessels, which allows for crew vacation and
shift changes. Staff at terminals is also reduced in the w nter
with the AMHS hiring significant seasonal summer on-call
enpl oyees.

1: 13: 01 PM

CAPTAIN FALVEY directed attention to the "Fleet Conposition”
[slide 5]. The "mainliner" ferries consist of the [notor
vessel] W Ml aspina, MW Taku, W Matanuska, MW Tustunena, W
Col unmbia, and MW Kennicott. He noted the slide indicates the
date the vessels were built, which ranges from 1963-1998. He
reported the next class of vessels, the 235s, or Aurora class
consist of the MWV Aurora and the MW LeConte. The MW LeConte
serves as a day vessel for the panhandle and Lynn Canal while
the W Aurora functions as a 24/7 vessel serving Prince WIIliam
Sound. The shuttle ferries consist of two fast ferries, the FVF
[fast vessel ferries] Fairweather and FVF Chenega as well as the
MW Lituya. These vessels operate as day boats and return to
t heir hone port each evening, he said.

1:13: 47 PM

CAPTAIN FALVEY reviewed the ports on the slide entitled
"Term nal Conposition” [slide 6]. He reported the AVHS consists

of 35 ports of call ranging from the southern termnus at
Bel lingham to the northern term nus at Valdez, and the western
termnus at Dutch Harbor. O these 35 ports of call, 17

facilities are located in Southeast Al aska and Canada, with 18
| ocated in Southcentral Al aska and Sout hwest Al aska. The AMHS
manages these ports of calls in a variety of ways, he said,
noting the state owns and maintains 17 ports, with 12 manned and
5 wunmanned facilities. He described manned facilities as
smaller ports with crew loading and unloading vehicles and
issuing tickets with the new reservation system anticipated to

streanline this process. Four leased facilities - located in
Bel | i ngham Prince Rupert, Sel dovi a, and Kodiak - use
subcontractors to nmanage vehicle loading and passenger
ticketing. The 14 privately-owned termnals, primarily |ocated
on the Aleutian Chain, consist of city-owned docks to cannery
docks, wth nost wunmanned, he said. The DOT&PF in Juneau

oversees capital projects and any large projects to nmaintain
AVHS s facilities, but the AVHS does handle smaller maintenance
proj ects.
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1:15: 29 PM

CAPTAI N FALVEY directed attention to the "Route Sunmmary" [slide
7] . The AVHS' s system is large, as depicted by the overlay of
the State of Alaska on a map of the Lower 48. In addition, the
AVHS s system is quite different from the three largest ferry
systens in the US, noting the AVHS s system consists of a 3,500
mle route that carries approximtely 340,000 passengers and
115, 000 vehi cl es. He contrasted this to ferries in Washington
and BC [British Colunmbial] with nmuch smaller routes but much high
passenger  vol unes, primarily serving commuters and sone
tourists. In other words, the AWHS carries fewer people and
vehi cl es over much | onger distances, he said.

1:16: 32 PM

CAPTAI N FALVEY turned to the "Mnthly Traffic Activity" [slide
8] . He explained that traffic peaks in July, reaching the
| owest point in January and beginning to increase by April. He
noted the vehicle traffic has less fluctuations although vehicle
traffic does bottom out a bit in the wnter. Thus, vehicle
transport figures tend to be nore consistent than passenger
ridership.

1:17:14 PM
CAPTAI N FALVEY directed attention to t he "On-tinme
Departures/ Custoner Satisfaction” [slide 9]. He expl ai ned that

on-tine departures is gauged by ships sailing within 30 mnutes
of the published departure tine and is also based on custoner
satisfaction [feedback]. The AMHS keeps its vessels noving and
ridership has been very happy, he said. The new reservation
system [online automatic reservation system (OARS)] w Il provide
significant data and the AMHS will be able to send custoners an
e-mail questionnaire. One advantage of this is an e-mail allows
the survey to be changed nore readily than the current hard copy

survey which wll allow the AWHS to gain nore custoner
satisfaction informtion. Since the OARS system was initiated
in 2005 - allowing custoners to book their own reservations -

the AVMHS has seen an increase from 2005 to 2014 for online
booki ngs from 18.5 percent to 41 percent.

1:18: 43 PM
SENATOR DUNLEAVY, referring back to the graph on slide 8

[Monthly Traffic Activity], asked whether the sanme vessels wth
the sane capacity are being run during tines of |ow vol une.
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CAPTAI N FALVEY answered that ferry service is generally reduced
during the winter; for exanple, the AVHS may not have the sane
two vessels running in Prince WIIliam Sound during the winter as
they do in the sumrer; instead, one vessel provides wnter
servi ce. In further response to Senator Dunleavy, he replied
that the vessels have nore open [or vacant] passenger seats in
the winter.

SENATOR DUNLEAVY further asked whether the AVHS attenpts to sell

nore open seats at a discount to increase capacity during the
Wi nter.

CAPTAI N FALVEY answered that the AWMHS has struggled with that

concept, in part, since the current reservation system is aged.
He said he hopes to address increased capacity once the new
system is inplenented in the fall since the OARS wll have

ability to offer discounted fares.
1:20: 50 PM

CAPTAI N FALVEY directed attention to the "Operating Expenditure
Anal ysis FY 08-14" [slide 10]. He noted the bar chart in blue
depicts GF [general fund] nonies and the green shows the revenue
generated. Thus, for exanple, the total cost in FY 14 was $166
mllion, including enbedded fuel trigger nonies. These figures
do not include the state general fund capital funds for the
annual CIP [Capital Inprovenent Project] overhauls. During the
six week vessel overhaul, significant equipnment certifications
and hull inspections required by federal regulations are
conducted, as well as mnor naintenance. Maj or renovations for
federal CIPs are also separate; for exanple, the current
overhaul for the MW Kennicott spanned two years and cost $14
mllion.

1: 22: 43 PM

REPRESENTATI VE NAGEAK asked for the mjor cost driver of the
operati ng expenditure anal ysis.

CAPTAI N FALVEY directed attention to the pie charts for "FY 14
Revenues and Costs" [slide 11] to the annual operating costs of

$166 mllion. He provided a brief overview of the two | argest
cost drivers: 40 percent for wages and 23 percent for payroll
benefits. In addition, other costs include 2.8 percent for

travel, which includes crew travel for non-bid jobs; 10 percent
for services, which includes approximately $1 mllion for
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broadband fees, as well as termnal contracts and |aundry costs
- provided by the prison; 19 percent for fuel costs; 5 percent
for commodities such as supplies; and 1 percent for support
services provided by the DOI&F, such as human resources or
attorney general costs. He next directed attention to the pie
chart on the left to FY 14 revenue sources. The two nmjor
revenue drivers are passenger ticket sales and car deck ticket
sales. He said the 48 percent of the AVHS s revenue is derived
from the car deck ticket sales, 33 percent from passengers, 10
percent for stateroom sales, 8 percent from passenger services,
and 1 percent frominterest derived fromfund investnents.

1: 25: 12 PM

CAPTAIN FALVEY turned to the next slide, entitled, "FY 15 Look
Forward" noting the AVMHS strives to nmanage within its budget and
has been successful in doing so [slide 12]. He reported that
the overall traffic figures have inproved by 7 percent in the
past year, and that +the system has encountered very few
mechani cal casualties and few weather cancell ations. G ven the

aging fleet, the system has been running well overall, he said.

CAPTAI N FALVEY said the AVMHS will inplenment a 4.5 percent tariff
increase, which will be discussed in nore detail in the next
present ati on. Briefly, [as Co-Chair Foster nentioned earlier]

intent |anguage |anguage was added to the operating budget
during the last legislature requesting the AMHS reduce its
general funds subsidy. In 2008, [Northern Economcs, Inc.]
conpleted a rate study for the AMHS. Further, the AVHS Tariff
Anal ysis [dated January 2015] was just conpleted. The initial
study provided information on the AWMHS s approximate tariffs,
nunberi ng about 20,000, including conbinations for every ship
and every port, and for vehicles ranging from kayaks to vans.
He acknow edged that the tariff structure had becone
unmanageabl e, especially using the old reservation system The
new OARS reservation system and a new tariff nethod that M.
McLaren will describe will rmake significant inprovenents. The
studies have identified the AVHS s high tariffs and low tariffs.
Enbedded in the 4.5 percent tariff increase, the AMHS isol ated
any tariffs 25 percent higher than the norm and have frozen
them The AWVHS has been noving slowy in an effort to even out
the tariffs, with an overarching goal to have fair and equitable

tariffs based on vessel mles. Fares will be based on the
number of mles traveled and the services received. Tariff
changes are currently underway and should generate about $1.8
mllion in savings in the current budget.
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1:27:56 PM

SENATOR STEDVAN, speaking as a frequent AMHS traveler, noted
that some of Alaska's ferries travel directly between Petersburg
and Sitka, but others stop in Juneau before traveling on to
Sitka. He asked how the new tariff structure wll handle the
added mnmles for passengers who nust travel to an additional
port, not by choice.

1:28:51 PM
MATT MCLAREN, Business Devel opnent & Enterprise Mnager, Al aska

Marine H ghway System (AVHS), Departnent of Transportation &
Public Facilities (DOT&PF), answered that this has been

consi der ed. In the aforenmentioned scenario, the tariff wll
consi der the beginning port of Petersburg and the destination of
Sitka and will not penalize passengers who are routed through
Juneau.

1:29: 34 PM

SENATOR STEDVAN asked whether any data is available for non-
revenue passengers.

CAPTAIN FALVEY answered that the AWMHS has disconti nued non-
revenue passes.

1: 30: 35 PM

SENATOR STEDMAN asked for efficiencies that the AMHS has
aggressively pursued to reduce its costs; for exanple, wth
respect to engines, propellers, and other cost saving neasures.
He suggested information on <cost savings could be quite
i nportant to new nenbers who may not be aware of ongoing efforts
the AVHS has made to control costs.

CAPTAIN FALVEY offered to report on cost reduction efforts at
the end of his presentation. In response to Senator Dunleavy,
he <confirmed that the AWMHS has been in the process of
identifying potential AMHS reductions for Governor Wl ker.

CAPTAIN FALVEY reported that the 4.5 percent tariff increase
will generate $1.8 mllion in reduced general funds for FY 16.

1: 32: 18 PM
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CAPTAIN FALVEY directed attention to the next slide, entitled,
"Dayboat Alaska Class Ferries" [slide 13]. Two Al aska C ass
ferries are currently being constructed in Ketchikan. These
vessels will be 280 feet in length, seat up to 300 passengers,
and carry 53 Al aska standard vehicles, approximtely the size of
a Ford Expedition. The vehicles will feature very fast | oading
and unl oadi ng bow and stern doors. He anticipated the AVHS wil |
build a double stern berth facility in Haines by FY 17 with the
capability to accommopdate rapid novenent of vehicles. Furt her,

the new ferries wll have enclosed car decks, in part, in
response to public and legislative concerns about protecting
vehi cl es against the seas. These vessels will be equipped with

efficient propellers to maximze maneuverability and fuel
ef ficiency. The vessels are slated for a 2018 delivery date -

with one delivered in the spring and the other in the fall - and
will provide shuttle service between Juneau and Haines; and on
to Haines and Skagway. In addition, the AVHS was able to

purchase four engines prior to January 1 that allowed Tier I1I
em ssion engines as opposed to Tier |V engines, which wll
result in significant cost savings over tine. The AVHS was able
to neet the Environnmental Protection Agency (EPA) requirenents
to qualify and the engines have been purchased and stored in
Ket chi kan. He reported the project is on budget and on tine.

1: 34: 26 PM

REPRESENTATI VE CLAMAN asked for further clarification on where
the Alaska Class ferries fit in the vessel category.

CAPTAIN FALVEY answered that the Alaska Class ferries are
consi dered day vessels, which neans crew will return to Juneau
and Skagway each eveni ng.

1:34:52 PM
SENATOR DUNLEAVY asked for total cost of each vessel.
CAPTAI N FALVEY described the cost process of the Alaska Jd ass

ferry, noting initially the AMHS budgeted $120 mllion to
construct one 350-foot vessel; however, the process was halted

after realizing construction costs would exceed $120 mllion.
Al though $3.5 mllion was expended the AVHS owns the design
wor k. The remaining $117.5 mllion will provide the design,
construction engi neeri ng, di rect cost al I ocati on, and
construction for two Alaska Class ferries. In response to
Senat or Dunl eavy, he clarified the $117.5 nmillion is the total
construction cost for two vessels. In response to Senator
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St edman, he offered to discuss repowering the MV Colunbia at the
end of his presentation.

1:36:39 PM

CAPTAIN FALVEY turned to "Reservations & Manifest Systent
[slides 14-15]. The new reservation system wll be fully
avail able for public use in Cctober 2015, but wll run paralle

to the old system from July to Cctober in case any glitches
arise. Carus, a Finnish conpany delivering the system is well

versed in reservation systens. Carus has experience worKking
with operators in the Baltic region, the United Kingdom
mai nl and  Eur ope, Australi a, Africa, and the US. He
characterized the conpany as being very successful and he
expressed confidence the new system [CarRes] wll provide
efficiencies and be nore user friendly; for exanple, the system
will have the capability of wusing smart phones for scanning
tickets. Further, the CarRes system will assist the AVHS with
security by tracking passengers as well as for outreach. The

AVHS wi || eventually use kiosks like the airlines, he said.
1: 38: 38 PM

CAPTAIN FALVEY, in response to Senator Stednan's earlier
guestion about cost savings, reported that during the past two

years the AVMHS has reduced its costs by $4.5 mllion. For
exanple, the AMHS reduced travel agent conm ssions on point to
point in-state travel resulting in $450,000 in savings. I n

addition, the AWMHS reduced the 30 percent round trip wnter
di scount and discontinued free passes for drivers during the

summer, but retained the winter discount. The AMHS has cl osed
gift shops on the ships, reassigned gift shop personnel, and
will hire fewer new enpl oyees for the sunmer season resulting in
approximately $1 million in savings. The AMHS reduced the
running tinme for the MV Taku by a nmonth resulting in $1 nmllion
in savings. The MW Lituya now uses the Annette Bay term nal

cutting its run time cut in half yet still providing two runs a

day to serve Ketchikan, resulting in a $250,000 in savings.
1:41:01 PM

CAPTAI N FALVEY detail ed other savings including pushing back one
of the fast ferries by four or five nonths resulting in $800, 000
in savings. The AVHS has also elimnated outsourcing, has been
vigilant on shore side and ship side staff, and has facilitated
a stipend plan with AT&T saving $40,000 on cell phones. The
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cell phones are integral to operations since the AVHS runs 24/7
wi th shore side and ship side staff.

CAPTAI N FALVEY reported the MV Colunbia spent nine nonths in a
Portland shipyard receiving new engines from $32 mllion in
federal funds, which has saved 10 percent in fuel costs. The
FVF Fairweat her now has four new engines and is running nicely,
also with a 10 percent savings in fuel costs. As you may know,
the state settled with the contractor for approximtely $30-3$35
mllion to replace the fast ferry engines at no cost to the
st ate. The AMHS al so purchased two spare sw ng engines housed
in Ketchikan at about half cost. In addition, the AVHS enpl oys
fuel managenent systens on nmainline ships that result in about 5
percent fuel savings. In response to an earlier question, he
indicated that the MW Mtanuska will be repowered in 2016 and
2017, which should result in additional fuel savings.

1:43:12 PM

SENATOR EGAN asked for an update on the Prince Rupert term nal.
CAPTAI N FALVEY reported that the effort to rebuild the dock is
ongoi ng. The dock was condemmed about six years ago and the

AVHS worked at that time with the BC [British Colunbia] ferry
systemto dock AVHS s ships using their termnals, but that dock

is no |longer avail able. Two years ago the state signed a 50-
year |ease with the Canadian governnent, including providing a
$3.3 mllion down paynment using federal funds. The 50-year

| ease essentially nmeans the AMHS "owns" the terminal and is
responsi bl e for property taxes and mai ntenance fees. The intent
was to spend approximately $11 to $20 mllion in federal funds
to rebuild the dock; however, a dilema arose due to the "Buy
American” rules, which requires purchasing Anerican steel when
federal nonies are involved in a project. Canada objected and
i nvoked the Foreign Extraterritorial Measures Act, which neant
that Canadian firnms bidding on the project may be subject to
potential fines. Thus, the state withdrew its bid yesterday, he
report ed.

1:46: 02 PM

CO CHAIR HUGHES comrented that she lived in Hoonah as a teenager
and understands how i nportant the ferries are to the
comunities. The AMHS has been subsidized by the state; for
exanpl e, by approximately $120 million in the last fiscal year.
She asked for the admnistration's long-term plans and vision to
reduce state subsidies to the ferry system noting that Norway
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and Canada have built tunnels, roads, and bridges [to reduce or
elimnate runs].

CAPTAI N FALVEY, referred back to the chart on slide 3, noting
the two biggest cost drivers for the AVHS are wages and fuel

He highlighted cost savings, noting the departnent strives for
efficiency with is marine contracts while still maintaining fair
and equitable contracts, that the AVHS has enjoyed about a 10
percent reduction in fuel costs attributable to the new engi nes.
The mainline ferries also enploy fuel throttle systens, he said.

COCHAIR HUGHES renarked that she appreciated the DOT&PF' s
efforts, but encouraged the departnment to |ook at what other
countries have done to bring in other nodes of transportation to
| oner ferry costs.

1:49: 52 PM

REPRESENTATI VE STUTES asked for a report on the MV Tustunena and
the dock repairs in Kodiak, which were hanpered by the presence
of sea lions. She further wondered how this delay will affect
the projected costs.

CAPTAI N FALVEY answered that the design for the new MV Tustunena
is underway with $10 million in design funds, with an estinmated

conpl etion by Decenber or early next spring. Further, not all
the design nonies will be necessary, he said. He reported the
fund bal ance at $50 million. He estimated construction costs to
build the ship will be $220 mllion. In response to the dock
repair, that project is being overseen by the DOT&PF regiona
of fice. He acknowl edged the setback in terns of [federal]
permtting for sea lions, although the departnent has been
actively working to obtain the permts and anticipates
construction Wil | occur t hereafter, dependent on t he

construction w ndow.
1: 52: 07 PM

REPRESENTATI VE  STUTES  asked whet her t he depart nent IS
“reinventing the wheel" since the old W Tustunmena has operated
for 50 years.

CAPTAI N FALVEY enphasi zed the need to be cogni zant of the vessel
service life, which he estinmated at 10 years for the current W
Tustunmena. Ships are maintained via the federally-sponsored CP
[capital inprovenment progran]j. The MW Tustunena underwent a
| arge project at the Seward shipyard, but sonme issues arose with
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t he shipyard; however, the ship had a good overhaul and repairs
were made. Nevertheless, it would be remss not to start the
process for replacenent so the AMHS has been proactively using
two processes: state funds, federal funds, or a conbination of
the two to plan for the W Tustunena's repl acenent.

1: 54: 22 PM

SENATOR STEDVAN stated one radical neasure is to tie up ships to
t he dock. He asked whether doing so would incur costs or if the
operating costs will be reduced to zero.

CAPTAI N FALVEY advised that costs will not be reduced to zero
unless a ship is scrapped or surplused and sonme costs due to
ri sk managenment to oversee the vessel would be incurred. I n
addition, certificates nust be maintained to keep the ship in
ready status, although he said he did not have the specific
figures avail abl e today.

1:55: 38 PM

SENATOR STEDVAN agreed that it wasn't sinple to just tie up
ships to bring down the subsidy since the AVHS would still incur
costs. In addition, the issue is conplex, he offered, since

uni on agreenents are in place and the state cannot unilaterally
make deci sions. He enphasized that the AVHS faces chall enging
problens, which is one reason why pressure has been nade to
i ncrease efficiencies.

1:56: 54 PM

CHAIR MCCICHE said his last district was dependent on the
services of the MW/ Tustunmena. He thanked Captain Falvey for his
managenent and the unprecedented safety record. In terns of the
governor's request for budget cuts, he asked whether
efficiencies including rates, schedules, and service adjustnents
are al so bei ng consi dered.

CAPTAIN FALVEY agreed that the AWHS is |looking at those
consi derati ons.

1:57:52 PM
REPRESENTATI VE CLAMAN, in ternms of the design costs for the W
Tustunena, recalled the auto industry often faces design

consi derati ons. He wondered if the AVHS is seeking a sinple
design or cutting edge design and whether sone design costs
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could be elimnated by using a standard design being effectively
used in other parts of the world.

CAPTAIN FALVEY replied that some of the design considerations
are necessary because the W Tustunena's routes are unique. For
exanple, the state doesn't own nost of the docks so huge tide
differentials exist that requires vehicle elevator use, which
doesn't happen worldw de. The replacenent ship nust enploy very
good desi gn. The naval architectural firm has taken the basic
design and is building in efficiencies, ranging from hul
efficiencies to propeller efficiencies.

2:00: 21 PM

REPRESENTATI VE CLAMAN understood this ship is a unique ship and
the AMHS is starting with the existing M Tustunena's design.

CAPTAI N FALVEY agreed; noting the AVHS met with comrmunities on
the replacenent WV Tustunmena and has incorporated their feedback
into the design; thus, the new ship will be slightly bigger but
the AVHS is cognizant of the size since it nmust accomodate the
exi sting docks.

REPRESENTATI VE CLAMAN acknowl edged he had answered his question.
2:02:10 PM

MATT MLAREN began his PowerPoint on the AVHS Tariff Study by
reporting that Northern Economics, Inc. conpleted the rate study
for the DOT&PF in 2008. Nort hern Economics, Inc. nade tariff
recommendations and recomended tariff forrmulas, which the
briefing will cover [slide 2]. He directed attention to their
recommendat i ons. First, the Northern Economics, Inc. study
identified the state's current tariffs for passengers, vehicles,
and cabins ranged significantly. In fact, sone fares were 25
percent above or below the average tariff per nautical mle.
The study reconmended the AVHS freeze any tariffs that were 25
percent above the average tariff. Secondly, the study
recommended adopting a fornula approach to setting the tariff in
an effort to design a nore equitable tariff throughout the
system Third, the study recomended the AVHS set a two-tier
tariff approach with sonme seasonal adjustnments to accommopdate
sumer and wi nter demands. Further, they recommended that the
overall tariffs be increased from zero to 30 percent higher for
passengers and 30-40 percent higher for vehicles. He noted sone
ridership doesn't vary nuch between sunmer and winter due to
local traffic. Third, the study recomrended fare recovery rates
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bet ween 39-65 percent [slide 4.] He reported that the AVHS has
only been recovering approximately 31 percent of the recovery
rates, so it wi | | consi der sone increases, ei t her by
incorporating nore efficiencies to reduce costs or conbining
cost savings with adjusted tariffs to reach the mnimm of 39
percent recovery.

2:05:39 PM

VR. McLAREN reported that the study also recomended
differentiating between conmmerci al and passenger vehi cl e
tariffs, noting the current fares have been based on the anount
of room each vehicle uses. The comrercial transport industry
typically has higher fees so the study recommended a 60-120
percent increase in comrercial tariffs. The study also

recommended adopting a tariff premium for express and high
demand routes starting with an increase of 10 percent for these
routes; however, the study also recommended that these tariff
adj ustnments be inplenented gradually over tinme to avoid shocking
the system

2:07: 02 PM

MR. MLAREN directed attention to "Passenger Tariff Formula"
[slide 5], to denonstrate the fee structure. The Northern
Economi cs, Inc. study recommended fixed enbark and disenbark

fees and adding a distance-based fee, with a seasonal multiplier
and a route-type nultiplier to arrive at the passenger tariff.

MR. MLAREN next directed attention to the "Vehicle Tariff
Formula" [slide 6]. This formula would be simlar with a
di rensional adjustnment for larger vehicles plus adding a
comerci al fee. He turned to the "Cabin Tariff Formula" [slide
7] stating that the fee would be based on the cabin type by size
and | ocation plus a distance-based fee with a seasonal and route
adjustnment. He next referred to the sanple table of the current
tariff plan adjusted with the new structure [slide 8]. Agai n,
tariffs on routes that were greater than 25 percent would be
frozen, he said.

2:09:43 PM

MR. MLAREN highlighted the plan nmoving forward is to keep the
high tariffs frozen and adjust the lower fares until the system
fares area fair and equitable [slide 9]. Thus far a 4.5 percent
across the board tariff increase has been inplenmented on all
routes except the high tariffs. Al routes will be analyzed to
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determine the feasibility of seasonal adjustnents. A prem um
tariff wll be inplemented on express, dedicated and highly
utilized routes. The tariff formulas wll be gradually
i npl enent ed over several years.

CAPTAIN FALVEY said the AMHS is currently working on formula
changes to calculate the tariffs. He anticipated that the new
tariffs will be enbedded in the system when the new reservation
systemis brought on next fall.

2:12: 19 PM

REPRESENTATI VE CLAMAN said he's received sone feedback that the
ferry system nmay be sonmewhat inflexible in recognizing and
serving comunities hosting events. For exanple, he suggested
the AWVHS m ght make some snall adjustnents to the schedule to
serve the Kodi ak Crab Festival.

CAPTAIN FALVEY answered that AWMHS works hard to acconmopdate
| ocal communities, hold a sumrer and winter teleconference to
facilitate events, and has a comment period prior to finalizing
t he schedul es. They have a full-time scheduler who works to
nmake the very conpl ex schedul es work and accept e-mail and phone
call comrents. He related that the AVHS has a |ist of special
events ranging from festivals in Cordova and Haines to Kkids
comng to Ketchikan for the nusic festival. He reiterated that
the AVHS attenpts to accompdate communities, although sone
i ssues can arise due to weat her

2:14: 35 PM

REPRESENTATI VE CLAMAN interjected that he has heard of issues
arising in late spring or summer.

CAPTAI N FALVEY maintai ned the AVMHS accommpbdates communities as
best as the system can.

2:14:52 PM

SENATOR STEDMAN nentioned that the nunmber of conplaints he has
recei ved has been greatly reduced since Captain Falvey has taken
char ge. In fact, significant inprovenents have occurred in the
AVHS in the past several years. He expressed concern that
budget concerns will raise issues for the |egislature.

CAPTAI N FALVEY characterized his staff as hard working and very
skilled, performng a |arge volune of work, for exanple the crew
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handl e 15,000 dockings and undockings per year and based on
custoner satisfaction [surveys] provide good service.

2:16:16 PM

CHAIR M CCICHE rel ated the |onger distances for the AVHS and the
2014 highs with about 350 percent differences in tariffs. He
understood the tariff changes will be inplemented gradually and
asked for a definition of gradually.

MR. MLAREN related the AVMHS's plan to inplenent the tariff
changes over a period of four to five years, which is somewhat
dependent on the route per mle enbarking fees and the route
costs per mle. O course, freezing the higher tariffs while
rai sing the | ower ones helps bring the average tariff closer, he
said. He estimated the fare cost recovery rate will equate to a
$13 mllion difference fromthe current structure, which will be
nmet by incorporating efficiencies or increasing revenue;
probably a conbination of the two. However, sone areas may end
up paying twice their current fares, for exanple, a $20 fare may
increase to $40, which can be significant to communities so the
AVHS woul d |i ke avoid instituting big increases.

2:18: 59 PM
SENATOR BI SHOP, referring to $2.4 mllion in support services on
the pie chart [on slide 11], indicated his preference to have
the departnment negotiate down the internal rate between the two
depart nment s.
CAPTAI N FALVEY acknow edged his concern.
2:19: 50 PM
CO CHAI R FOSTER passed the gavel to Co-Chair Hughes.
The conmmittee took at-ease from2:19 p.m to 2:21 p. m
2:21:35 PM
CO CHAIR HUGHES cal l ed the comm ttees back to order
DI SCUSSI ON OF STATUS OF PRQIECTS: ROAD TO AMBLER M NI NG
DI STRI CT, JUNEAU ACCESS ROAD PROQJECT, SUSI TNA WATANA HYDRO

PRQIECT, KN K ARM BRI DGE, ALASKA STAND ALONE PI PELI NE PRQJECT,
AND THE KODI AK LAUNCH COVPLEX
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2:22:24 PM

CO- CHAI R HUGHES announced that the final order of business would
be a discussion of status of projects: Road to Anmbler M ning
District, Juneau Access Road Project, Susitna Wtana Hydro
Project, Knik Arm Bridge, Alaska Stand Al one Pipeline Project,
and the Kodiak Launch Conpl ex. She noted that she has
previously referred to these projects as nmega projects, but she
would |ike to wthdraw that designation. She said she
recogni zes that they are inportant and major projects, but are
not on the scale of nega project. She identified the Knik Arm
Bridge Crossing project as one of great interest to her district
projected at $1 billion. In terns of cost, she related the
bri dge between Portland and Vancouver is a $3 billion bridge.
She expressed concern that |abels can create certain connotation
that can kill projects.

CO CHAIR HUGHES asked M. Davis to provide a status report on
the next project listed on the Governor's Adm nistrative O der
(AO 271, the Road to Anbler Mning District.

2:25:16 PM

MARK R DAVIS, Deputy Director, Infrastructure Devel opnent,
Al aska Industrial Development and Export Authority (AlDEA),
Departnment of  Commerce, Community & Economic Devel opnent
(DCCED), stated that AIDEA has issued stop orders and is in the

process of paying outstanding invoices. He further reported
that Al DEA has been working to stabilize the data that has been
collected to date, but not go to a final report. For exanpl e,

on the fisheries report the AIDEA believes it can expend $20, 000
on a draft report versus issuing a final report for $70, 000.
AlDEA always intended to use the appropriated funds for an
envi ronment inpact statenment (EIS), he said. The appropriated
funds to date total $9.7 million, with an estimate of $1.4 to
$1.6 mllion necessary to shut down the project if the
adm nistration and | egislature desire to do so.

MR. DAVIS indicated that AIDEA has collected base data and has
prepared a draft application to the US Arnmy Corps of ENngi neers
[ USACE] and has selected a third party contractor to prepare an
EIS if the project were to nove forward. He estimated an
additional $6.8 to $7 million will be necessary to continue to
reach a record of decision on the EIS. If the project is shut
down, he estimated that AIDEA could return approximtely $7.6 to
$7.9 mllion to the legislature. 1In response to Co-Chair Hughes
he reiterated $1.4-%$1.6 mllion to shut down and preserve the
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data, with $7.6-%$7.9 in general fund nonies available to return
to the |legislature. Finally, it wuld cost an additional
estimated $6.8 mllion in FY 17 to nove forward wth the
proj ect, he said.

2:28: 16 PM

CO CHAIR HUGHES asked for an overview of scope of the Road to
Anbler Mning District. She understood it would be a 220 mle
i ndustrial road - not paved - but a gravel road. She further
asked for a tineline to nove forward.

MR. DAVIS sunmarized the Anmbler Mning District Road project,
such that AIDEA has been working to obtain a record of decision
for the EIS. If AIDEA were to file for an EIS it would take
three to four years to obtain it. If the EIS were granted by
the US Arny Corps of Engineers (USACE), the AIDEA' s board woul d
declare the project and would undergo a finance plan to seek
private capital to build a road estimated at $200-$258 nilli on,
according to Dow . He anticipated that the construction would
take 3-4 years, with the final process 8 years out. |n response
to Representative Ortiz, he reported that the state has invested
about $20 mllion to date. He explained that sone funds were
spent by DOT&PF and sonme by Al DEA He noted Al DEA received two
appropriations from the legislature with $9.3 mllion of the
appropriation renaining.

2:29: 55 PM

REPRESENTATI VE NAGEAK commented that during his tinme in the
| egislature he has often discussed the necessity to access
Al aska's resources. The cost to do business in rural Al aska is
very high, largely due to transportation costs. In fact, he
lives 150 mles from the source of the wealth of the state yet
he still pays $7 per gallon for gasoline. Further, the state
relies on oil and gas revenues, which has been driving the
econony. He enphasized that natural resources are located in
rural Al aska and building infrastructure such as ports and roads
are necessary to diversify the econony. He rem nded nenbers
that today's dollars are cheaper than tonorrow s doll ars. He
urged nenbers to build the infrastructure at today's costs since
the projects will cost significantly nore in the future.

2:33: 21 PM

SENATOR STEDVAN acknow edged that it is difficult to represent a
region and see a project disappear. He noted that the bridge to
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Gravina Island funding was reappropriated to the Railbelt
communities. He enphasized that he has |ong been a supporter of
the Anbler Mning District road project, the Knik Arm Bridge,
and the Watana [Hydro project]; however, the state is facing a
$4 billion deficit. He said it wll be tough to see any of
t hese projects be shelved for sone tine.

2:33:43 PM

SENATOR BI SHOP asked for the annual dividend to the state on Red
Dog M ne port road and the dividend to NANA Regi onal Corporation
( NANA) .

MR. DAVIS offered to provide the information. He wunderstood
that it is significant revenue. He offered his belief that the
net present value of the road would be about $84 to $90 mllion
over a 30 year life of the project back to the devel oper.

2:35: 20 PM

COCHAIR HUGHES conmmented that [the legislature] wants the
private sector to be strong as the necessary budget cuts occur
She stated that the governor's [Administrative] order [AO 271]
is to review the projects so they can be prioritized. She hoped
menbers wll have an open mnd and consider the statew de
per specti ve.

2:36:18 PM
CO CHAI R HUGHES turned next to the Juneau Access Road project.
2:36: 36 PM

JOHN BI NDER, Acting Conmm ssioner, Departnment of Transportation &
Public Facilities (DOT/PF), stated that the Juneau Access Road
project is a proposed Federal H ghways Adm nistration (FHW) and
DOT&PF action to inmprove surface transportation to and from
Juneau within the Lynn Canal Corridor. This project has been
under consideration for a long tinme, he said. In 2006, the
final EIS was issued that would have allowed the project to nove
forward with the East Lynn Canal H ghway alternative for
construction. Several lawsuits were filed arguing the EIS
failed to consider inproved ferry service could be nmade
avai l able using current infrastructure. After many days in
court the lawsuit was upheld. In January 2012, a suppl enental
EIS process was initiated to consider the additional
alternative. In Novenber 2014, a draft EI'S was issued regarding
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that alternative. Significant public comrent was received and
the contractor is currently responding to the comments. He
anticipated that a draft final EIS will be available for a
record of decision in early 2016. Thus a significant anount of
time will be spent incorporating the coments into the EIS.

ACTI NG COW SSI ONER BI NDER rel ated that the estimated total cost
for the project in 2013 dollars is $570 mllion. Thus far $26
mllion of federal funds and $20 mllion of state funds have
been expended or approxinmately $45 nmillion total funds to date.

2:39:01 PM

CO CHAI R HUGHES asked for further clarification on the remaining
state general funds necessary for the Juneau Access project.

ACTI NG COW SSI ONER BI NDER answered that he doesn't have the
figures broken out between state and federal funds necessary
but offered to provide it.

REPRESENTATI VE HUGHES understood it was approximately $9
mllion.

2:39:32 PM

KIM RICE, Deputy Conmissioner, Ofice of the Comm ssioner,
Department of Transportation & Public Facilities (DOT&PF),
stated that the estimated cost is approximately $523 million to
construct the roadway. She stated that the federal aid
typically cones in at ten percent so it would cost approximately
$52 in [state funds].

2:39: 57 PM

SENATOR EGAN, with respect to funding, asked what happens if
there are substantial delays to the EIS.

ACTI NG COW SSI ONER BI NDER answered that this is still to be
sorted out wth the FHWA He anticipated that as the
adm nistration highlights its vision that some of it will flesh
out . He said he doesn't know the answer, but in the worst case
scenario, the state has expended $26 nillion federal funds that
may need to be reinbursed. Again, at this point, this is
unknown.

2:40: 48 PM
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SENATOR EGAN asked whether the funds would need to be returned
to the federal governnent.

M5. RICE answered that significant debate has occurred. She
went to the source 23 CFR 630, the federal regulation. She
offered her interpretation, that from the tine of the EI'S and
the right-of-way is opened, the state has 20 years to conplete.
If the project is in prelimnary engineering the state has a 10
year deadline. The end of the regulation says that the state
may request a time extension beyond the 20 year limt, with no
repaynent of federal funds and the FHWA may approve this request
if it is considered reasonable. She reported this is why the
DOT&PF is working closely with the FHWA She offered two
exanples, first, with the Tony Knowl es Coastal trail [extension]
project, the DOT&PF worked through an EI'S, got to the end of the
project, and the project was either supported by Minicipality of
Anchorage or the state, but never supported by both at the sane
time. Utinmately the decision was nmade not to build the
project, and the DOT&PF di d not repay.

2:42: 05 PM

M5. RICE turned to the second scenario in which a controversia
Anchorage hi ghway-to-highway project was halted. In that
instance the state repaid the $10 mllion when the decision was
made not to nove forward. However, the federal funding that is
returned is put on another project; thus, the state doesn't
really lose the federal funding, although it returns any genera
fund nonies. In a sense, the effect expands the programmi ng
she sai d.

2:42:40 PM

REPRESENTATI VE CLAMAN rel ated that the answers to Senator Egan's
guestions sufficed.

2:42:50 PM

SENATOR EGAN referred to the Gravina Island bridge funding that
was used el sewhere. He asked for further clarification on what

happens to all the noney that has been appropriated; for
exanpl e, another $35 million was appropriated |ast year [for the
Juneau Access project]. He expressed concern about the funds

goi ng el sewhere.

JT. H'S TRA COMW TTEES - 23- January 22, 2015



M5. RICE acknow edged that Senator Egan was referring to the
appropriated noney but she offered to discuss the STIP
[ Stat ewi de Transportation |Inprovenent Progran] first.

SENATOR EGAN asked her to address the funding al so.

M5. RICE was unsure if any federal earmarks have been provided
for the Juneau Access project. She explained the program
process, such that when the STIP is devel oped, AC or advanced
construct is built into the program Thus, the DOT&PF can
advertise that projects are being worked on that need to nove
forward, especially given that projects take anywhere from 5 to
10 years to devel op. The STIP covers three years. She was
unsure whether the Juneau Access Road project has any
"earmarks." It's essential that the DOT&PF has the flexibility
to nove funding around for projects that run into snags and do
not nove forward. Thus, some AC projects nove forward in the
program as regul ar construction projects. She reported that the
DOT&PF currently has an anendnent to nove the [Juneau Access
project] funding to future years. This will be reflected in the
STIP in future years. Typically, the DOT&PF carries forward
about 30 percent, which is the national average of shuffled
proj ects. She offered her belief that [Gravina Bridge project]
funds are dedicated to be used in other Ketchikan projects. She
cautioned that she knows |ess about Southeast Al aska than other
parts of the state, but she envisioned that sone funding could
be reappropriated to other projects, noting the decisions are
not totally within the DOT&PF' s control .

2:45: 45 PM

CO CHAI R HUGHES asked whether the adm nistration agrees that the
Juneau Access Road project would save subsidies for the ferry
system She asked whether Alaska should nove forward wth
remedi es taken in other parts of the world.

M5. RICE answered that the DOT&PF is currently transitioning.

Historically, in recent history, the draft Southeast Plan
identifies quarters. The federal program requires planning
docunents that have "big picture” vision and projects are
devel oped for the plan. One project in the Southeast Plan

[ Sout heast Al aska Transportation Plan (SATP) is the Juneau
Access Road project; another is Sitka to Warm Springs Bay.
Certainly, people will review the plan fromthe perspective that
sone projects are "pipe dreans.” Q her projects may upset
peopl e since the projects represent change. She said she wasn't
advocating either way; however, this is the process used to
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devel op projects. Nunerous hearings were held on the draft
pl an, which has been controversial. Fundi ng changes and policy
direction also affect the transportation plans.

2:47: 37 PM

REPRESENTATI VE M LLETT related that budget anendnents are due to
the legislature on February 18. She asked for further
clarification on when the "go" or "no go" decision wll be mde
on the Juneau Access Road and Knik Arm Crossing projects. She
asked whether the legislature will get prior notification.

ACTI NG COW SSI ONER BI NDER answered that the DOT&PF is currently
hol di ng discussions with the governor's office. He antici pated
that the decisions would happen in the near future. In further
response he replied that he hoped it would be by February 18.

2:48: 34 PM
SENATOR BI SHOP said he still supports the [Juneau Access] road.
2:48: 47 PM

COCHAIR HUGHES asked whether a neeting was held wth
Conmi ssioner Kenp after the comm ssioner issued the nmenmo [with
respect to the aforenentioned project].

ACTI NG COW SSI ONER BI NDER answered that he was unsure. He
recalled that the admnistrative order [AO 271] issued by
Governor Wal ker requested an assessnent on each of these
projects and the prior comm ssioner provided the information to
t he governor's office.

2:49: 39 PM

CO CHAIR HUGHES asked which of the six projects are the nost
"shovel ready."

M5. RICE answered that she and Acting Conm ssioner Binder have
only been involved recently in two of the projects so she said
t hey woul d decline to comrent.

2:50: 00 PM

CO CHAIR HUGHES further narrowed the aforenentioned question to
which projects wunder the DOI&F s purview are nobst "shovel
ready. "
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M5. RICE speculated that both projects are considerably far
along in devel opnent. The Juneau Access Road project would have
gone to construction if it had not gone to court, she said.
Things will need to change; however, she couldn't predict if
anot her court case would arise. The Knik Arm Crossing project
has purchased 86 percent of the right-of-way. In addition, the
whol e KABATA fundi ng structure changed | ast year.

2:51: 00 PM
CO CHAI R HUGHES turned to the Susitna-Wtana Hydro project.
2:51:20 PM

SARA FI SHER- GOAD, Executive Director, Alaska Energy Authority
(AEA), Departnment of Commerce, Community & Econom c Devel opnent
(DCCED), stated she would not give the PowerPoint on the project
but provide an update on the Federal Energy Regul atory
Comm ssion {FERC] |icensing process. She directed attention to
the agency's response to Admnistrative Oder No. 271. The
aut hori zed funds for the project totals $192 nillion, of which
$158 mllion has been expended to date. Approxi mately $20
mllion has been encunbered. If the project is shelved, it
would require additional work to appropriately shut down the
project to retain the data collected in a useful formfor future
potential devel opnent. She reported that if the project is shut
down that the AEA would have approximately $6.6 mllion of
avai |l abl e funds from exi sting appropriations.

2:52: 45 PM

M5. FI SHER-GOAD noted sone mlestones in 2014, including that
the AEA filed an initial study with FERC, which is an extensive
report. The AEA has held several stakeholder neetings and of
the 58 studies, the agency has conpleted data collection on 13
st udi es. She pointed out that the AEA subnitted a thorough
report to the legislature on January 20, 2015. An e-mail to
legislators links to this report, which provides a full annual
update on the status of the Susitna-Wtana Hydro project.

2:53:40 PM
SENATOR BI SHOP noted he is halfway through the Susitna-Wtana
Hydro report. He asked for further clarification on how much

nmore noney is required to obtain a FERC |icense.
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MS. FI SHER- GOAD answered that the AEA anticipates that it would
require $102 nmillion to get to the Iicense.

2:54: 06 PM
SENATOR Bl SHOP asked for a tineline.

M5. FlI SHER- GOAD deferred to M. Dyok

2:54: 20 PM

VWAYNE DYOK, Project Manager, Susitna-Watana Hydro, Al aska Energy
Aut hority, Depart ment of Commer ce, Community & Economc
Devel opmrent (DCCED), reviewed the tineline for the Susitna-
Watana Hydro project if $102 mllion [was appropriated]. He

anticipated that the project would file a license application to
FERC in early 2017 wth an anticipated issuance by FERC at the
end of 2018, with construction commencing in 2019.

2:55:10 PM

REPRESENTATI VE CLAVMAN asked for the current estimated cost of
construction after the $102 mllion necessary to obtain the
permt.

M5. FISHER-GOAD reported the current estimated cost of the
proj ect engineering feasibility report of $5.655 billion. She
detailed that the agency has had three tracks in the devel opnent
of the project, including that a significant portion of the
funds have gone to collect environnmental data to conply with the
study plan determnation from FERC The financing estimte
woul d enconpass reviewing various ways the project could be
fi nanced. There has never been an assunption that the state
woul d appropriate the $5 billion to build the project; instead,
it would be a financing process, she said. She el aborated that
the financing would occur through power sales agreenents and a
conbi nati on of | oans and bonds.

2:55: 59 PM

CHAI R M CClI CHE coment ed t hat t he best or gani zati ons
periodically pause to prioritize projects, which he viewed as a
heal t hy exerci se. He has been frustrated with the |ack of
infrastructure investnent related to access conmerce and energy.
A new admnistration shoul d reprioritize and eval uate
di rections. He did not view this process as one in which
projects are elimnated forever. He expressed a range of
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support for the six projects under consideration, noting he is
very supportive of some and | ess supportive of others.

2:58: 00 PM

CO CHAIR HUGHES acknow edged that she received a range of
f eedback and support for these projects. She also agreed it is
a good exercise. She asked for the best guess on additional
costs to ranp up the Susitna-Watana Hydro project if it is
shel ved.

M5. FISHER-GOAD answered that the AEA has been internally

struggling with the shelf life of the project. She rem nded
menbers this project was shelved in the 1980s after the state
spent $140 mllion. The information to show trends and

consistency with respect to the data, noting the 1980s data was
very valuable, the project required a conplete new study plan
determ nation and FERC approval to nove forward on the 58
studies. At this point, there are too many factors to consider
to provide much of an estimate. She felt it was safe to say
that the project would need $102 nillion, plus additional funds.
She deferred to M. Dyok to weigh in.

2:59:48 PM

MR DYOK replied that he did not have an educated guess;
however, it would likely depend on how |l ong the project would be
shel ved. The data probably would have a shelf life of three to
four years, but if that if the project was shelved beyond five
years the state would likely need to start over. Thus, between
zero and five years, sone additional costs would be necessary.
He offered to provide some scenarios for the conmittee to
consi der.

3:00: 54 PM

CO CHAIR HUGHES referenced the next project, the Kodiak Launch
Conpl ex.

3:01:17 PM

CRAI G CAWVPBELL, President & Chief Executive Oficer, Al aska
Aer ospace Corporation (ACC), Departnent of MIlitary and Veterans
Affairs, reported, via teleconference, that in 2012 the
| egi slature approved $25 nmllion in capital funds for the
devel opnment of three phases of nmedium lift out of the Kodiak
Launch Complex. Phase 1 was $3 million for design, engineering,
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infrastructure preparation, and environnental work which could
be acconplished right away; Phase 2 was $10 nillion which could
not be spent without a signed contract; and Phase 3 for $12
mllion could only be spent once the necessary additional
funding was available to build a full nedium lift conplex. He
estimated the cost at that tine to be approximately $125
mllion. Therefore, it was necessary to raise $100 mllion
against the $25 nmillion to the state to be able to provide
medium lift. Legislation was passed for an Athena 111 rocket by
Lockheed Martin to be built at Kodiak Launch Conplex for nedium
lift. Over the last two years Lockheed has only been able to
build a business case for the Athena I11-S which is a smaller
rocket with lift potential to do nediumIlift. Al aska Aerospace
Corporation offered a Request for Proposal [RFP] to the industry
as to whether there was interest in mediumlifts in Al aska. It
received four proposals and selected Lockheed Martin and the
Athena 11-S to proceed with the nmedium |ift opportunities at
Kodi ak.

MR. CAMPBELL said the uniqueness was that for AAC to convert the
existing launch facility at Kodiak to nedium lift would only
require a $3-4 mllion investnent, not the $125 mllion required
for the Athena I11. He advised that a contract has not been
issued as Covernor Bill Walker issued AO 271, and therefore a
hold was put on the project. He said that AAC advised Governor
Wl ker that $22 mllion of the $25 nillion appropriation is
available to the state and AAC would like the remaining $2.3
mllion of the $3 mllion of Phase 1 to conplete mediumlift for
Lockheed Martin's Athena 11-S at Kodi ak. Currently, he noted,
approxi mately $700 thousand has been spent on design and other
work, but there has been no construction toward nedium lift.
The only outstanding issue is the l|last phase of the Federal
Aviation Adm nistration (FAA) environmental assessnent and, he
offered, that it should be conpleted within the next sixty days.

3:04:55 PM

REPRESENTATI VE STUTES questioned if the launch is rebuilt,
whet her | aunches were |ined up.

MR. CAMPBELL responded that AAC is in the process of rebuilding
| aunch pad 1, which was not inpacted by AO 271 as it is being
built with insurance nonies. He said the project should be
conpl eted by October 2015 for "our custoner that had the |ast
| aunch that is planning another |aunch in 2016."

3:05:44 PM
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REPRESENTATI VE STUTES questioned whether the rebuilding was just
for small rocket |aunch or whether there would be the capability
of both small and nedi um rocket | aunches.

MR. CAMPBELL responded that AAC is rebuilding to small [lift
under the insurance nonies. He highlighted that should AAC be
authorized to nove forward with a nedium lift it would be an
additional project added to the current project to provide
medi um capability.

3:06:31 PM

REPRESENTATI VE STUTES asked what the additional cost would be to
allow mediumlifts in the rebuilding process.

MR. CAMPBELL explained that the Athena [1-S is a medium lift
rocket and is the size that fits into AACs current facility for
small |ift as it is not a tall rocket. However, he offered, it
is heavier and requires a new stool, different wunbilica

connections, and different paneling allow ng individuals to work
on the rocket. He noted that it would cost approxinmately $3-4
mllion to retrofit inside the existing facility for medium
lift.

3:07:24 PM

CO CHAIR HUGHES questioned if insurance had covered the cost of
repairs for the "m shap" this sumer.

MR. CAMPBELL advised that the repairs have not been conpleted as
currently there is a denplition contract in place and the
i nsurance adjuster engineers are assessing the work required for
a rebuild. He relayed that the project is estimated to cost
approximately $29 nmillion which will be paid through insurance
and reconstruction should start in six weeks to be conpleted by
Cct ober.

3:08:13 PM

CO CHAI R HUGHES noved to the Knik Arm Bridge Crossing.

3:08: 23 PM

ACTI NG COW SSI ONER BI NDER, Departnment of Transportation &

Public Facilities (DOT&F), stated that the purpose of the
project is to inprove surface transportation between the
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Municipality of Anchorage and the Matanuska-Susitna Valley by
constructing a bridge across the Knik Inlet. He noted there
were several pieces currently in place, which includes a Letter
of Authorization required from the National Marine Fisheries
Service for the interruption of Beluga whales during
construction due to the Marine Mammals Protection Act. He noted
the letter has been requested and the anticipated tinme is
approximately 11-13 nonths. He remarked that approximately 86
percent of right-of-way acquisitions have been acquired and the
remai ning properties are primarily government to governnents
whi ch, he noted, have been put on pause as a result of AO 271.
He described the Transportation Infrastructure Finance and
| nnovation Act (TIFIA) loan requirenment as the third pillar of
the overall funding structure. It includes a letter of interest
stage in which eligibility is determined as well as credit
wort hiness of the state, and an application stage where the | oan
strives to be conditionally approved and federal budget
authority is obligated at that time, he explained. The tota
process for both stages is anticipated to take 12-18 nonths or
| onger. He noted that a procurenent piece has been put on hold.

3:10: 20 PM

ACTING COW SSIONER BINDER advised that internally the
contractors have been obligated, but there is a pause on those.
The remaining itens yet to be procured include procuring a
contractor to determ ne who and what the design will be - about
an 18-nonth process; an owners' representative procurenent for a
contractor to assist in developing the contractual docunents
required and oversee the admnistration and execution of the
construction contract; to procure a tolling contractor that wll
both design the tolling system and be responsible for running
and mintaining it after construction; and to procure a
contractor to perform the annual audit required by |egislation

passed |last year, he explained. He further noted that the
project will cost roughly $1 billion. Currently, he indicated,
the project has received and expended approxinmately $73 mllion
in federal funding, approximately $6 million in state funds, and
other general fund itens roughly about $5.5 mnillion. He

assessed that the total nonies expended so far is approximtely
$84.8 million.

3:12: 02 PM

CO CHAI R HUGHES asked what additional costs could be expected if
the state delays its TIFIA application.
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ACTI NG COW SSI ONER BI NDER responded that it would not be cost
as much as how the delay would inpact certain pieces, including
whal e permits, EIS pieces, and other pieces beyond a two-three
year delay in which the pieces begin expiring and have to be
r edone.

CO CHAI R HUGHES questi oned whet her the departnent had determ ned
the cost of redoing certain pieces due to a del ay.

ACTI NG COWM SSI ONER BI NDER answered no; and explained that it
depends upon the length of the delay in order to determ ne which
pi eces nust be redone.

3:13: 25 PM

KIM RICE, Deputy Commssioner, Ofice of the Conm ssioner,
Departnent of Transportation & Public Facilities (DOT&PF),
stated that the Federal H ghway Administration (FHWA) has a
"rule of thunb"” of three years and then requires a docunent
being refreshed. She noted that "that doesn't nmean you have to
redo everything but you have to figure out if there are any |aws

that have changed, any inpacts have changed.™ During this
pr oj ect Beluga whales were listed and were not listed
previously, she observed. If nothing changes in ternms of

footprint, inpacts, and laws do not change, then "we" say it all
| ooks good, "it's just a review'.

3:14:10 PM

SENATOR BI SHOP asked how long the traffic count study would be
relevant as it pertains to the TIFI A loan process.

M5. RICE responded that she would have to get back to the
commttee, but noted that a traffic study is a nodel and there
are different inputs depending on planning. Devel opnent can
change according to what is occurring today and what is on the
mar ket , she expl ai ned.

3:14: 50 PM

CO CHAIR HUGHES pointed out that during previous testinony it
was stated that 86 percent of right-of-way has been purchased
and her understanding is that all that is left is governnent to
gover nment . She asked if the admnistration supports the
project as a solution to the growmh in that area or if funding
is the issue.
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3:15: 05 PM

ACTI NG COW SSI ONER BI NDER responded that projects are being
reviewed by the admnistration as to whether priorities are
correctly aligned, and offered that the information wll be
revealed in the future.

3:16: 51 PM

CO CHAIR HUGHES described a situation wherein oil was $130 per
barrel and asked if the governor would support the project. She
offered that possibly Acting Comm ssioner Binder could not
answer at this tine.

ACTI NG COW SSI ONER Bl NDER responded "that is correct.™
3:17: 06 PM

COCHAIR HUGHES turned to the Alaska Stand Al one Pipeline
( ASAP) .

3:17: 25 PM

FRANK  RI CHARDS, Vice President, Engi neering and Program
Managenment, Alaska Gasline Developnent Corporation (AGDC),
Departnment of  Commerce, Community & Economic Devel opnent
(DCCED), referred to a slide overview of the status of the
project, and spend rate in response to AO 271. Slide 2, the
AGDC was charged under AS 31.25, in House Bill 4, in devel oping
the Al aska Stand Al one Pipeline Project (ASAP) to provide energy
relief for Al askans. The Al aska Gasline Devel opnent Corporation
was granted $355 million to advance the ASAP project through an
open season and ultimately to a project sanction decision. He
offered that the class-3 estimte and project execution plan has
been conpleted, which would have been the precursors to going
into a regulatory filing wth the Regulatory Conmm ssion of
Al aska and an open season. However, he remarked, in response to
the wultimte signing of Senate Bill 138, and wth the
i nvol venent of the state in the Alaska Liquefied Natural Gas
(LNG project, the policy was changed in regard to ASAP schedul e
as it nust align its projects to co-align with the decision
point wthin Al aska LNG as to whether or not to proceed into
front-end engineering and design (FEED.) Wth the passage of
House Bill 138, ASAP initiated an extensive review of all work
activities going forward and essentially re-aligned its schedul e
to that the 1Q (first quarter) 2016 Al aska LNG FEED deci sion.
Consequent |y, ASAP has delayed sone of its comerci al
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activities, which is recourse filing and open season. The ASAP
scaled its work projects in order to maintain the viability and
readi ness of the project. This includes performng work that
woul d al so be of value and benefit to the Al aska LNG project and
approximately 98 percent of ASAP's center line is a common
center line alignment between the two projects, he explained.
In essence, all of the work ASAP is perform ng has value to both
proj ects. The Al aska Stand Alone Project revised its 2015/2016
spend plan which was provided to the Ofice of Mnagenent and
Budget and ASAP's board of directors in response to AO 271
[slide 3].

3:20: 27 PM

MR. RICHARDS, referring to slide 3, stated the spend curve
identifies the original spend plan to get to project sanction
which totaled approximately $150 mllion over the next 15-16
nonths to advance the ASAP project. However, ASAP prepared a
new 2015/2016 work plan which reduced approximately $90 million
in expenditures which is approximtely a 60 percent reduction in
anti ci pated costs.

MR. RICHARDS pointed to slide 4 [ASAP Revised 2015/2016 Wrk
Plan] and offered that ASAP will be delaying or deferring sone
of its activities, such as comercial activities, and design
efforts that it normally would have proceeded with after an open
season to redesign portions of the project to fit shipper
commtnments as it depends upon what the shippers want the
project to do and be. The ASAP would then nake nodifications to
nmeet their expectations which <could potentially mean re-
designing the gas conditioning facility to accomobdate new Point
Thomson gas that wll be available wth the Exxonhbbi l
devel opnments. In reference to potential internediate conpressor
stations there would be procurenent of long |lead type itens such
as equi pnent, pipe, and specifically the major nodul es necessary
for a gas conditioning facility. He noted that ASAP woul d have
started its construction execution contracting in advance of a
maj or executi on. He estimated that to date ASAP has spent $176
mllion followng the legislature's intent under House Bill 4.

3:22:27 PM

MR. RICHARDS explained that slide 5 is a reflection of the
revised schedule as an outcone of Senate Bill 138, and re-
alignment of the two projects. He pointed to the one quarter of
2016 for an [Al aska LNG FEED] decision to advance either with an
Al aska LNG project or continue with ASAP and do the recourse
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tariff filing, the open season, and ultimtely the project
sanction and execution with first gas showing in 2024. He
opined that legislative intent was for a backup project to the
Al aska LNG which would be ASAP. The funds from the general
fund have been placed into the Instate Natural Gas Pipeline Fund
created specifically for use in advancenent of the ASAP project
and no federal funds are being used on this project, he
expressed.

3:23: 38 PM

CHAI R M CCl CHE advi sed the public that M. Richards and the AGDC
team gave a thorough presentation of ASAP during the January 25,
2015 Senat e Resources neeting.

3:24:10 PM

CO CHAIR HUGHES characterized that much of the work ASAP has
performed ties in and is hel pful and usable as far as the Al aska

LNG project. In the event the project was not halted, she
guesti oned how nmuch overlap would there be as far as what ASAP
woul d spend that would still go into the other project. At sone

poi nt, nonies ASAP woul d be spending would not be applicable to
the other project and, further questioned, if there would be any
dollars going to the other project as well.

3:24: 47 PM

MR. RICHARDS, referring to the spend curve shown on slide 3,
said that ASAP efforts were to continue work efforts that would
have transferability and durability to benefit a pipeline
project in Alaska. For instance, he offered, in benefiting both
projects ASAP is currently performing winter field work, and it
will continue with its environnental and regul atory work. The
goal is to align ASAP with the spend plan that would have nmjor
transferability. He reiterated that ASAP has conpleted front-
end engineering and design [FEED] and are essentially severa
years ahead of an advance in its work as opposed to the Al aska
LNG project which is now in its pre-FEED efforts. The ASAP has
performed detailed engineering, environnental work, regulatory
work, that is of benefit to the Al aska LNG project.

3:26: 13 PM
COCHAIR HUGHES referred to the $60 mllion M. Richards had

di scussed and questioned if ASAP already has that noney or would
it need to be appropriated.
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MR. RICHARDS answered that the legislature "fronted" ASAP wth
the full $355 million in 2013, and what is represented "here" is
noney in the Instate Natural Gas Pipeline Fund available for the
proj ect and no new general funds are being requested.

3:27:41 PM

CO CHAI R HUGHES turned the gavel to Chair M cciche.

3:28: 09 PM

ADJ OQURNNMENT

There being no further business before the conmttees, the joint

nmeeting of the House and Senate Transportation Standing
Comm ttees was adjourned at 3:28 p.m
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