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Juneau, Al aska
PCOSI TI ON STATEMENT: Co-presented a report on the Al aska Marine
H ghway System (AVHS).

ACTI ON NARRATI VE
1: 01: 42 PM

CO- CHAIR NEAL FOSTER called the House Transportation Standing
Commttee neeting to order at 1:01 p.m Representatives Foster,
Hughes, Caman, Otiz, and Nageak were present at the call to
order. Representatives Stutes and Mllett arrived as the
meeting was in progress.

PRESENTATI ON(S): "Al aska Marine H ghway Systeni by Conm ssioner
Lui ken and Deputy Commi ssi oner Neussl, Departnent of
Transportation & Public Facilities

1: 02: 11 PM

CO CHAI R FOSTER announced that the only order of business would
the presentation regarding the Alaska Marine H ghway System
(AVHS) by Marc Lui ken, Comm ssioner, and M chael Neussl, Deputy
Conmi ssioner, Departnent of Transportation & Public Facilities
( DOTPF) .

1: 03: 29 PM

MARC LU KEN, Conmi ssioner, Departnent of Transportation & Public
Facilities (DOTPF), explained that today's presentation is
essentially the same briefing that the DOIPF used when the
departnment visited six conmunities in coastal Al aska to discuss
AVHS and solicit feedback from those communities about the
impacts of recent budget cuts. He enphasized that the
departnment was clearly advised that AVHS is a very inportant
part of the state's transportation system for coastal Al aska, as
well as all of Al aska. The departnent also learned from the
comunities that they are nmuch nore interested in reliable,
predi ctable, consistent service, to the point where they would

be willing to pay a little bit nore for that service, willing to
accept |ess frequency of service provided the schedul e published
by the departnent is actually sailed every year. The Al aska

Marine Hi ghway System learned that if the departnent's budget is
changed and sailings are cancelled, it hurts people who have
reservations on those sailings, as well as significantly inpacts
communities dependent on those ships for passengers and
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comer ce. He pointed out that the passengers traveling into
coast al communities do not just stop in those coastal
communities; they continue onward into Interior Alaska where
they will spend noney and have an inpact on the econony of
I nterior communities.

1: 06: 25 PM

M CHAEL NEUSSL, Deputy Comm ssioner, Ofice of the Comm ssioner,
Department of Transportation & Public Facilities (DOTPF),
expl ained that as Deputy Comm ssioner he oversees AMHS. M .
Neussl began a Power point presentation and drew attention to
slide 2, "Agenda,"” which outlined the topics included in the
presentation. Turning to slide 3, "Mssion Statenent,"” he noted
that the mission statement for DOIPF is to "Keep Al aska Mving
t hrough service and infrastructure,” with the key word for him
and his staff being "service." The three main custoner groups
that AVHS attenpts to serve are residents of Al aska, visitors to
Al aska, and commrercial shippers that use AVHS to get their goods
and services in and out of Al aska. He pointed out that it is a
bal ancing act to wite a schedule that neets the needs of all
three groups. He summarized that the mssion statenent for AWMHS
is to provide service and transportation in a cost-effective
manner and to be reliable, safe, and efficient.

1:09:12 PM

MR, NEUSSL reviewed slide 4, "AVHS Fleet Profile,” pointing out
that when it comes tine to make hard deci sions about fleet size
and which ships should serve what areas, there are |imtations;

not every ship can go every place. He noted that the Mtor
Vessel (MYV) Matanuska, the MV Ml aspina, and the MV Taku were
all built in 1963 and began as identical ships. The MV

Mat anuska and MV Mal aspina were |ater |engthened by 50 feet and
car deck, passenger, and cabin capacity added to make them nore
capabl e shi ps. The MYV Tustunena and the MYV Kennicott are
unique in that they have vehicle elevators and are able to serve
anywhere in the system including Honmer, Kodiak, O d Harbor, and
the Aleutian Chain, regardless of whether a port has a fixed or
floating dock. This plays into which vessels can be laid up and
whi ch vessels have to remain in service in order to continue to
provide service. The MV Aurora and the MV LeConte are unique
in that both vessels have a ranp on the stern of the vessel that

actually drops onto the shore. Al'l other vessels use a ranp
structure on the shore that drop onto the ship to connect the
ship to shore. Places like Pelican, Tatitlek, and Chenega Bay

have ranp/dock systens that work with the MV Aurora and the MV
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LeCont e. Due to the aforenentioned, the work of the AMHS
scheduler is like putting a big jigsaw puzzle together, since
not all of these ships fit in the places where service is
needed.

1:11: 56 PM

COCHAIR HUGHES surmsed there are different costs for the
different ships, wth sonme being nore efficient and nore
effective. She inquired whether the increased cost of accessing
certain conmmunities with vessels nore expensive to operate is
figured into the fare in and out of those commnities, or
whet her those higher costs are spread across all of the fares.

MR. NEUSSL replied that, generally, it is not figured in,
because, currently, the ferry system tariff structure is not
robust enough to handle unique fares for specific vessel types.
When the fast ferries originally came online, there was a fast
ferry surcharge, but that went by the wayside for an unknown
reason. Thus, the fare structure is a big pool rather than a
fare specific to each vessel. He agreed to address whether
specific vessel fares could be considered by AVHS later in his
presentati on.

MR. NEUSSL continued with slide 4, "AVHS Fleet Profile," stating
that the two fast ferries were built with a door only on the
forward starboard side, not a door on the forward port side. |In
comunities such as, Tenakee Springs, a vessel can only noor
port side and these vessels do not work. This lack of conplete
standardi zati on nakes the scheduling difficult for AVHS, he
sai d.

1:14: 27 PM

REPRESENTATIVE ORTIZ offered his wunderstanding that the fast
ferries incur greater fuel cost. He asked the status of the
fast ferries and whether today's lower fuel prices make them
nor e useabl e and purposeful for AVHS.

MR. NEUSSL confirned that |ower fuel costs do neke the fast
ferries nore useable. He noted that both fast ferries are
currently in federal capital inprovenent projects in a Seattle
shi pyar d. The current operating plans are to keep the MV
Chenega in layup status once that project is conplete, while the
MV Fairweather will be brought back into service the beginning
of May, operating on a winter-tine schedule of four days a week,
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which is |less expensive to run than a full sunmmer-tine schedul e
of seven days a week.

REPRESENTATIVE ORTIZ inquired as to the reasons for the MYV
Chenega being laid up for an extended period of tine.

MR. NEUSSL replied, "lnability to fund its operation.”
1:15:49 PM

MR. NEUSSL addressed slide 5, "AWVHS Ports of Call,"” noting that
AVHS provides service to 33 Alaskan conmunities, plus Prince
Rupert, B.C. and Bellingham WA He pointed out the distinct
differences between the Southeast system and the Southwest
systens, as follows: the docks and nooring structures are al
different between the two regions; the vessels operate on
different schedules; and, the |abor contracts paying the crews
that operate the vessels are different.

MR. NEUSSL noved to slide 6, "Fiscal Year 2015 Statistics." He
said that in Fiscal Year (FY) 2015 AVHS earned a record $53.9
mllion in revenue, up 6 percent fromFY 14. He clarified that
none of the $53.9 mllion in revenue is profit; rather, it is
rolled back in to the AVHS budget. The system s FY 15 operating
cost was $160.8 mllion, which is $5.2 nmillion less than that of
FY 14. The difference between revenue and cost is nade up by an
appropriation from the |egislature. M. Neussl related that in
FY 15 AMHS provided 378 ship weeks of service, carried 309,521
passengers and 106, 215 vehicles, and made 6,478 port calls, and
all of those figures are historically stable. He noted that
AVHS also redesigned and inplenmented a nore wuser-friendly
website, a new reservation system and now has over 140,000
foll owers on social nedia.

1:19: 04 PM

REPRESENTATI VE CLAMAN requested confirmation that the total
revenue i s approximately one-third of the operating cost.

MR. NEUSSL confirnmed Representative Canan's observation and
menti oned an upcom ng slide discussing the 30-year history of
t he cost recovery process.

REPRESENTATI VE CLAMAN inquired as to how the, previously

mentioned, revenue to operating cost ratio conpares with that of
the state's hi ghway system
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MR. NEUSSL replied that it is difficult to conpare the two,
given that all revenue from AWHS rolls back into the AMS
budget; whereas the highway system has nultiple funding sources.
The revenue generated by sources, such as the gas tax, do not
roll directly into the highway budget. Referencing slide 7, he
di scussed the FY 09-FY 15 Traffic Report, noting that for the
past seven years, both passenger traffic and seasonal trends
were consistent. He pointed out that traffic was highest in the
summer nonths, peaking in July, followed by a significant
decrease in traffic from Septenber to April. Hi storically,
these differences in passenger volune were addressed by running
all 11 vessels during the peak summer season, then reducing the
operating fleet to 4-6 ships during winter nonths, and placing
the others into cost-saving |layup periods, or performng
necessary nmai ntenance. He stated that because of the current
reduced funding environment, AMHS cannot afford to run as many
ships as in the past. \Wen considering cost-saving neasures, it
is unrealistic to reduce service in the winter, because regions
such as Prince WIliam Sound or Kodiak would |o0se service
conpletely. M. Neussl said the remaining option is to reduce
the nunber of ships operating during sumrer nonths. He stated
that in response to budget constraints, AMHS inplenented this
strategy by reducing the fleet from 11 ships to 10 ships |ast
sunmer .

1:23:14 PM

CO CHAIR HUGHES asked how the 378 ship weeks served in 2015
conpares with historical |evels of service.

MR. NEUSSL indicated that the question would be addressed in a

later slide. He then transitioned to slide 8, "Historical
Revenue & Operating Cost," displaying the 30-year history of the
ratio between AMHS revenue and operating cost. He expl ai ned

that this ratio is the level of cost-recovery for each given
year. Over this 30-year tine period, revenue generation by AVHS
has remained relatively stable, with a slight increase, but no
signi ficant spi ke. Conversel vy, the operating cost was
relatively stable for the first 20 years of this data set, but
significantly increased from 2005 onward. Consequently, the
cost recovery of this system which was consistently in the 50-
to 60-percent range until 2004, dropped into the 30-percent
range, where it has remained fairly stable in recent years. He
noted that in 2015, as a result of efforts to increase revenue
and decrease cost, cost recovery has increased.

HOUSE TRA COWM TTEE - 6- January 21, 2016



CO CHAI R HUGHES asked why operati ng costs i ncreased
significantly after 2004.

MR. NEUSSL responded that there were several causes for the
i ncrease, such that the price of fuel and the price of |abor
i ncr eased. He said there was a three-year period wherein the
| abor contracts for the state gave significant raises. He opined
that the raises for years one through three were 5 percent, 5
percent, and 6 percent, respectively. Finally, from 2004-2006
the fleet size grew from9 ships to 11 ships. He explained that
not only is AVHS operating nore ships and burning nore fuel, but
al so has nore enpl oyees, with greater |abor costs. Al of these
conmpoundi ng factors, pl us i ncreased mai nt enance costs,
contributed to the increase of operating costs.

CO CHAIR HUGHES requested clarification that the increase in
| abor cost was due to both raises and an increased nunber of
enpl oyees.

MR. NEUSSL responded that is correct. In response to a follow
up question, he opined that the primary cause of the increase in
t he nunmber of enployees was the addition of the two new vessels
to the fleet. Security officer requirenents following [the
terrorist attacks of Septenber 11, 2001] may al so have increased
t he nunber of crew needed on each ship, he said.

1: 27: 34 PM

CO CHAI R HUGHES conment ed t hat she under st ands from
conversations with fornmer AMHS enployees there has been an
increase in shore side support staff. She inquired as to
whether there is a standardization requirenent on crew size for
a given size vessel from the United States Coast Guard (USCG,
or whether union negotiations have increased crew size beyond
m ni mum st andar ds. She stated her understanding of the
i nportance of AMHS, but expressed concern about the huge junmp in
costs in 2005 and asked for clarification, especially wth
regard to increased | abor costs.

MR. NEUSSL responded that he would specifically address the
guestion regarding shore staff and vessel staff later in the

present ati on. He then explained there are tw factors
i nfluencing crew size. One is the USCGs Certificate of
| nspection requirenent. He explained that AVHS is |icensed and

regulated by the USCG to operate passenger-carrying vessels.
Each year a Certificate of Inspection is issued to each ship
specifying a mninmum | evel of crewing necessary to operate the
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vessel safely, which is driven by the nunber of people necessary
to perform all energency procedures. The USCG Certificate of
| nspection mandates a crew size based on those requirenents. He
stated the second factor influencing crew size involves the
nunber of people needed to cook, clean state roons, or perform
any other passenger services provided due to the |ong voyages.
That staffing level is a function of AMHS setting passenger
service standards based on the nunber of people that will be on
board, while ensuring adequate watch rotation and crew rest.
M. Neussl concluded that the crew size indicated on the
Certificate of Inspection nunber is not the actual crew size for
any given vessel .

CO- CHAIR HUGHES inquired whether there had been a conparison
with simlar vessels in other places, and whether unions are
part of the negotiations with the USCG regardi ng crew size.

MR. NEUSSL responded that AMHS has not done a detailed
conparison with other ferry providers, but stated that Al aska
has a unique system The ferry system in British Colunbia,
Canada has sone simlarities; it has sone long runs from Port
Hardy to Prince Rupert. The ferry systens in the [Lower 48] are
generally short haul ferries wherein passengers enbark and
di senbark wthin a short time frame, thus there is no
requirenent for food service, state roons, cabins, or simlar
anenities. He said AVMHS runs a nuch |longer route system wth
passengers on board for a nuch longer period of tinme, which
requires crew to provide nore passenger services. He stated
that he did not know whether wunions communicate with the USCG
regarding crewi ng requirenents. The Al aska Marine Hi ghway
System does negotiate with its |labor unions to provide adequate
staffing and crewing on the vessels. There are requirenents in
the collective bargaining agreenents for mandatory crew size
during certain events, such as shipyard periods and reductions
in force.

1: 33: 40 PM

COCHAIR HUGHES asked why sonme AMHS enployees have defined
benefits, while others have defined contri bution.

MR. NEUSSL replied that the retirenent plan contributions for
the three maritine unions are all different and described the
need for sinplified wunion contracts, enphasizing that the
negoti ati ons are sl ow processes.

1: 35: 13 PM
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REPRESENTATI VE STUTES asked how nmany unions are involved in the
operation of the ferries.

MR. NEUSSL noted that there are three nmaritine unions, which
woul d be discussed in detail on a |ater slide.

1: 35: 39 PM

REPRESENTATIVE CLAMAN inquired as to whether wage rates
increased during the 2005-2007 tine period, or whether it was
primarily the nunber of enployees that increased.

MR. NEUSSL answered that he did not have specific figures, but
during that time period there was a significant pay raise for
menbers of the maritinme unions.

1: 36: 38 PM

REPRESENTATI VE NAGEAK asked whether nore fuel efficient engines
had been considered as a neans of reduci ng operating costs.

MR. NEUSSL replied that sone vessels have already been repowered
with nore fuel efficient engines. The MV Colunbia recently
received new engines using less fuel; AWHS is still collecting
data to deternmi ne exactly how nmuch |ess fuel. There are plans
in progress to repower the MV WMtanuska wth nore fuel
efficient engines, as well. M. Neussl continued to discuss
slide 8 noting in FY 15 AWHS had successfully reduced
operating costs and increased revenue, thus increasing the cost
recovery rate to 33.5 percent. He stated his goal is to ensure
that this upward trend conti nues.

MR. NEUSSL continued on to slide 9, "Historical Ridership," to
display a chart showing 30 years of data for annual traffic,
including historical ridership. He said the top, blue line
indicated a downward trend in the nunber of passengers carried
over that tinme period. This is primarily due to the fact that
air transportation, which conpetes with AMHAS for passenger
traffic only, has beconme nore reliable and nore available in the
recent past than it was 30 years ago. Passengers can fly
bet ween destinations nore quickly than they can notor via ferry,
whi ch he believes has inpacted ferry traffic. He pointed out
that vehicle traffic, indicated by the bottom orange line, has
remai ned extrenely stable for the past 30 years, wth between
100, 000 and 110, 000 vehicles transported per year.
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CO- CHAIR HUGHES inquired whether the increased cruise traffic
has negatively influenced passenger ridership, perhaps as a
result of the anenities available on board the cruises.

MR. NEUSSL replied that it is quite possible that cruise ships
have also increased conpetition for passenger traffic, as the
cruise industry has expanded greatly over the l|ast 30 years.
Sonme passengers that may once have taken a cruise on AVHS now
t ake crui ses on cruise ships.

MR. NEUSSL transitioned to slide 10, "Historical Operating Weks
& Fleet Size," which displayed a conparison of operating weeks
and fleet size from 2000 to 2015. |In 2000, AMHS operated a 305-
week schedule with nine ships. This fleet included the MV
Bartlett, but did not include the two fast ferries or the MV
Lituya. In 2005, the fleet conposition began to change; the two
fast ferries cane online, the MV Bartlett was deconm ssioned,
and the MV Lituya cane online, resulting in an 11 ship fleet.
Wth the increased nunber of ships and funding to operate them
AMHS began to provide nore service, resulting in an increase
from a 300-week schedule to a 400-week schedul e throughout the
m d- 2000s, and up to a record 427 weeks of service in 2007. M.
Neussl related that in the recent past, 2013 was a 400-week
schedul e, 2014 was a 377-week schedule, and 2015 was a 378-week
schedule. This year AMHS is scheduled to provide 357 operating
weeks, and the plan for the FY1l7 schedule is to reduce that to
about 320 weeks. The AMVHS, due to funding, is essentially going
back to a level of service from the early-2000s, but with 11
ships operating instead of 9, despite running a reduced
schedul e.

1: 41: 30 PM

REPRESENTATI VE ORTI Z asked whether the main factor influencing
reduced operating costs in recent years is the reduction in
weeks of service.

MR. NEUSSL responded that reducing operating weeks was one of
several cost reduction neasures inplenented, all of which would
be di scussed in a subsequent slide.

REPRESENTATIVE ORTIZ requested a quick overview of which
communities have been inpacted by the reduction in operating
weeks.

MR. NEUSSL stated there is a process used to determ ne where
service can be reduced. | f budget cuts are inplenented, there

HOUSE TRA COW TTEE -10- January 21, 2016



are ways to cut service wi thout cutting people off from service.
He explained that this is why the unique vessels were nentioned
at the beginning. He offered the followng exanple to
illustrate: the MV Tustunena cannot be placed in a cost-saving
layup for six weeks or six nonths in order to save noney. That
action would cut off the entire Southwest system as it is the

only ship that serves that system In contrast, Prince WIIliam
Sound was typically served by two vessels, the MV Aurora and a
fast ferry. Both of these vessels served the mpjority of the

communities in Prince WIIliam Sound; one of them cannot serve a
certain town, but that is a mnor issue. M. Neussl stated that
it is possible to reduce the service in Prince WIliam Sound to
one vessel as a cost-saving neasure and still provide service to
all of the communities there. Ferry service would be |ess
frequent, with |ess capacity, but there would still be service
wi thout conpletely elimnating a community from the system He
said the sanme logic holds in Southeast: for District 36, the
MV Taku and the MV Matanuska both provided service to Prince
Rupert, essentially conpeting with each other for traffic. The
MV Taku was placed in layup, forcing all of that traffic on to
the MV Mtanuska, which has been able to neet the demand for
t he reduced capacity now provi ded there.

1: 44: 04 PM

CO CHAIR HUGHES noted that the intended 320 operating weeks for
FY 17 is a simlar figure to the operating weeks from 2004 and
2005, but with 11 vessels operating versus 9. She inquired
whether it would be a viable cost-saving nmeasure to return to a
9-ship fleet, and whether, based on population decreases in
ferry-served comunities in recent years, this hypothetica
reducti on woul d provide service conparable to what was provided
prior to 2005.

MR. NEUSSL replied that AVHS has nore ships than needed, which
he would discuss later in the presentation. He said AVHS has
nore ships than it can afford to operate; therefore, AWMHS should
scal e back the size of its fleet in order to save noney. A ship

in layup costs noney: there is still a skeleton crew assigned
to it; it still has sone expenses; and - depending on where it
is tied up - those expenses could be significant. M. Neussl

said he had not exam ned historical population levels for AWHS
ports, but stated his belief that the population of Southeast
Al aska had remained relatively stable and there have not been
significant changes in population in the comunities served by
AMHS. Most popul ation growh within the state has occurred in
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the interior of "Al aska Rail Belt" communities, such as
Anchorage and the Matanuska Susitna vall eys.

CO CHAI R HUGHES conmented that, in general, she does not recal
"the services that we received as Al askans" ten years ago - not
just regarding the ferry system and transportation - as being
particularly bad. She admitted that she did not Ilive in
Sout heast Al aska, but indicated she had famly nenbers who did,
and she did not recall hearing them conplain. She posited that
there were no "huge gaps” and "we had a pretty good state ten
years ago." She encouraged residents of Southeast to realize
that they will still be able to get from point A to point B,
because "we did it back in 2004/2005; we can do it again."

1:47:14 PM

MR, NEUSSL sunmarized the slides relating to historical revenue
and operating cost, hi stori cal ridership, and historical
operating weeks and fleet size by stating that since traffic
nunbers are relatively stable, AVHS has taken a fixed anpbunt of
traffic, which used to be fit and forced onto a 9-ship fleet
with a 300-week schedule; and diluted it by spreading it over an
11-ship fleet with a 400-week schedule. This change was
i npl emented with no significant increase in ridership or revenue
generated, but at a much higher cost, due to the increased costs
associated with operating 11 ships versus 9 ships. The
situation AVHS finds itself in now, with the fiscal challenges
that the state faces and the funding available to operate, is
that the schedule is shrinking back to 300 weeks of service. He
stated that the fleet size needs to decrease, as well. Thi s
does not account for the new vessels in the process of comng
onl i ne. He suggested that AVHS will need to divest itself of
some vessels, sooner, rather than |ater. He said AWMHS is
strongly considering this option, and there are plans in
progress to make it happen.

1:48: 32 PM

REPRESENTATI VE CLAMAN commented that he enjoys crossing Prince
WIlliam Sound each sumrer, on the MV Chenega or on the MV

Aur or a. He suggested, based on conversations w th crewrenbers
and when | ooking back historically, that since adding the fast
ferries, AVHS has experienced nore problens, i ncl udi ng

mai nt enance issues. He asked whether the fast ferries should be
el i m nated, and suggested that perhaps they should be at the top
of the list to consider for downsizing.
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MR. NEUSSL responded that it was certainly an option. He said
the MV Taku has been laid up since last June, for a variety of
reasons he would discuss later and is forecasted to remain laid
up for the indefinite future, with no "return to service" date

for that vessel. Based on its smaller size, |esser capacity,
and its age of over 53 years it is a |logical candidate for fleet
reducti on. M. Neussl stated that the fast ferries mght be
candidates, and there are plans to keep one laid up for an
extended period of tinme due to operating costs. He said this
relates to Representative Hughes' point: the fleet used be 9

shi ps, but the consumer base has becone accustoned to an 11-ship
fleet, with nore frequent service and nore frequent port calls.
Prince WIlliam Sound in particular has grown accustonmed to
having a fast ferry serve the connection between Cordova and
VWhittier. He explained that if the funds are there, it's very
easy to provide nore service, for exanple, offer six port calls
a week instead of four port calls a week; people accept that
wi t hout chall enge. He enphasized the difficulty in telling a
given community that their service will be cut fromsix to four
or even two days a week, because businesses, enterprises, |oca
comunities, and tourists have all grown accustoned to a certain
service and often based their business nodels or travel plans
around it. Cutting back on service not only hurts the
i ndi vi dual passenger who rides a vessel, he stated, but also
decr eases revenue for ancillary businesses that ext end
t hroughout the state, not just in a given |local conmunity.

1:51: 27 PM

REPRESENTATI VE ORTI Z inquired as to whether, during this period
of increased costs, any new ports that had not been served in
the past were added in addition to the new shi ps.

MR. NEUSSL responded that ports have been both added and renoved
fromservice. In the recent past, AVHS has added Quzi nkie, near
Kodi ak, and Gustavus in Southeast, while Seward has been
elimnated from service. M. Neussl said he had been told many
times that AWVHS should not provide service to places with road
access, and he said, "That is true." He explained that is a
| arge part of why service is no longer provided to Seward; it is
out of the way, takes a long tinme to get to, and is connected by
road to Homer and VWhittier. He explained that Quzinkie is an
i sland community, w thout road service, along an existing route,
with a conpatible dock and, as a result, was able to be added to

service at very little additional cost. GQust avus was added for
simlar reasons, nanely its proximty to an existing route, and
the presence of a conpatible dock. In the case of GCustavus,
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there was sonme initial opposition to ferry service comng there,
but since service is now provided, it is difficult to pull back
out . He reiterated that people have grown accustoned to the
service and business nodels have been built on it. He said,
"I't's not sonething you can just back out ports that have been
added based on seniority of when they were added to the system™
He stated that this question was also raised at one of the
community neetings he had attended.

1: 53: 21 PM

REPRESENTATI VE STUTES noted that although the intention is to
reduce the size of the fleet and cut costs, there are a limted
nunber of vessels capable of service out the Aleutian Chain.
She noted that it has been well publicized that the MYV
Tustunmena is approaching the end of its service life, and she
inquired as to a projection for its replacenent, enphasizing
that its absence would |eave many Southwest comunities at a
| oss for service.

MR. NEUSSL responded that the MV Tustunena is in its "twlight

years," but it is still a safe vessel. It has been sailed
across the @ulf of Al aska twice and will be sailed across next
week to transport vehicles to Juneau. The vessel is approaching
the end of its service life; it has had a hard life in a
difficult operating environment and has provided a l|ot of
service for over 53 years. He said the design process for the
yet unnaned the MV Tustunena replacenment vessel has just been
conpl et ed. The contractor, dosten, has just conpleted the

design of the vessel, which is on its way to his office to be
reviewed by hinself and his staff. The process for constructing
that vessel is the next step, which is part of the Statew de
Transportation |nprovenent Plan (STIP). Construction of the
replacenent vessel is listed in the current STIP, but it is
listed as a "fiscal year 19 and beyond" project. He stated his
opinion that starting construction on that vessel cannot wait
until FY 19, and needs to be pulled forward. The issue of
timng is currently being worked on via the amendnent process of
the STIP, specifically to pull the project forward and do a one-
for-one replacenent with the MV Tustunena. The new vessel wll
double the capacity for the nunber of vehicles and passengers
that can be carried, which is good for the region. It wll fit
at every dock currently serviced by the MV Tustunena, thus
avoi di ng costs associated wth rebuilding new infrastructure.

1: 55: 47 PM
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CO CHAI R HUGHES requested the nanes of the two fast ferries and
the communities they serve. She inquired if, despite their cost
to operate, if there are efficiencies gained by using them in
certain |locations, based on ridership.

MR. NEUSSL replied that the two fast ferries are the MYV
Fai rweat her and the MV Chenega. The MYV Chenega's honeport is
Cordova, Alaska; there is a fast ferry support facility in
Cor dova. The MYV Chenega typically operates in Prince WIIliam
Sound. The MV Fairweather's honeport is Juneau, Alaska; it has
a support building and a stern berth in Auke Bay. The MV
Fai rweat her typically operates in Lynn Canal or to Sitka or

Pet er sbur g. Those vessels are not imediately available to go
to all comunities at wll because of route certifications,
training requirenents, and special USCG certifications that nust
be net before they can transit a particular route. He

expl ai ned, for exanple, that AWVHS cannot just decide to sail the
MV Fairweather to Ketchikan one day, because there is not a
route certified crew to carry passengers on that trip. The MV
Chenega is typically route certified for the Cordova, Whittier
and Val dez routes. The MV Fairweather is down in Southeast
Al aska, either up Lynn Canal to Haines and Skagway, or down to
Sitka, Angoon, or Petersburg.

MR. NEUSSL stated that in terns of operational costs, there is a
trade-of f. He said he did not have the specific nunbers in
front of him for weekly operational costs for the fast ferries,
but he could get them He said there is a msconception that
because they are fast ferries, they burn excessive anounts of
fuel and are expensive to operate. Wile it is true that a fast
ferry burns fuel at a faster rate, it is over a shorter period
of time, because it arrives at its destination in half the time
a typical ferry would. Additionally, the crew is typically nuch
smal ler than on a mainliner, because they operate for a shorter

period of tine. Wen all these factors are taken into
consideration, the operating cost is not actually mnmuch different
when conpared to a nminliner. He stated that specific nunbers

were avail able if desired.

CO CHAIR HUGHES asked how the fast ferries conpare to "day
ferries.”

MR. NEUSSL responded that a fast ferry is a classification of
vessel that operates at high speed, following the "H gh Speed
Code." The Al aska Marine H ghway Systemis fast ferries typically
travel at 32-34 knots; a typical mainline ferry is in the 12-15
knot range. The term "day ferry" or a "day boat" pertains to a
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scheduling requirenent. Fast ferries are day boats in that they
have no overnight accommobdati ons for passengers or crew. Thei r
typical mssion profile is to | eave port, go to a destination or
destinations, and cone back to the original port, potentially
multiple tinmes. The general operating node is to return to the
port of origin each day, after a 12-hour shift, which is what
the crew operates on due to work/rest standards. A mainliner,
whi ch has crew and, in sone cases, passenger accommobdations, can
operate around the clock. It does not have to return to the
same port. It could run, Ilike the MV Colunbia does,
continually from Bellingham to Skagway and back, on a weekly
cycl e. It does not return to a honeport or have a crew that
wor ks just a day shift, where the term day boat cones from

MR. NEUSSL, in response to a follow up question from Co-Chair
Hughes, enphasized that that the terns "fast ferry" and "day
ferry" are not interchangeable and should be used carefully.
"Fast ferry" specifically refers to the two high speed ferries:
the MV Chenega and the MV Fairweat her. The term "day boat"
includes the fast ferries, but can also include conventional
vessel s. M. Neussl said the MV Lituya in Mtlakatla, for
exanple, is a day boat; it does not operate for nore than 12
hours in a day. The MV Aurora and the MV Chenega could
operate as day boats. The Al aska Class ferries wll be day
boats, as they wll not have crew quarters on board and wll
have 12-hour operating day limt before the crew nust return the
vessel to port to rest.

2:00:54 PM

REPRESENTATI VE STUTES asked whether there were significant
i ssues with running fast ferries during periods of bad weather -
particularly during high wind events - out of places Iike
Cordova, where the ferry is their only source of transportation.

MR. NEUSSL confirnmed that there are nore stringent weather
limtations on the fast ferries than there are on conventi onal
hul l ed vessels; cancellations in response to certain weather

conditions are nore frequent. The typical operating nodel has
the fast ferries operating in the sumrer, when the weather is
generally nicer and is unlikely to exceed wave height limts,
and laying them up for cost-saving neasures in the winter, as
nmentioned in discussion of the traffic curve slide. [In 2015]
nore stringent limtations were placed on the two fast ferries
because of some corrosion on the hulls. M. Neussl said AVHS
i nposed operating limtations based on an analysis of that
corrosion. The damaged hull sections are scheduled to be
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replaced during the current federal projects in progress on the
fast ferries, after which the normal operating limts wll be
reinstated. Due to the reduced operating |imt, there were sone
cancel l ations | ast sumrer that would not normally have occurr ed.

2:02: 29 PM

REPRESENTATI VE STUTES i nquired whether the intention of AWVHS is
to run the fast ferries just in the sumer nonths when the
weat her is conducive to them and lay them up in the winter so
that the comunities served by the fast ferries wll not be
dependent on them for w nter transportation.

MR. NEUSSL confirnmed that intention, noting that there are many
vari abl es that influence those deci sions.

2:02:54 PM
REPRESENTATI VE NAGEAK asked how many ports of origin AVHS has.

MR. NEUSSL replied that there are 35 places where a passenger
can enbark on an AMHS ferry. He listed the follow ng vessels
and their honeports: the MV Tustunena in Honer; the MV
Chenega in Cordova; the MV Aurora in Valdez; the MV
Fairweather and the MV LeConte in Juneau; the MYV Kennicott,
the MV Colunbia, the MV Mtanuska in Ketchikan. He said the
ports are referred to as "change ports.” They are where crew
changes occur and where the vessels are essentially based. He
reiterated that the schedule is being reduced to 300 weeks, but
there are still 11 ships in the fleet, which presents a
chal l enge that wll need to be addressed.

2:04: 22 PM

MR. NEUSSL continued on to slide 11, "Fiscal Year 2016 Operating
Plan," to discuss the process of working within a proposed
budget to <create a schedule wused by travelers to book
reservations, and he addressed sone of the risks associated with
that process. He stated that every July or August, the
Departnment nmeets with the Ofice of Managenent and Budget (QOVB)
at a "heads-up" neeting to inform them of what AVHS is | ooking
at in ternms of budget, and AMHS brings a proposal and options to

t he neeting. For exanple, option A is 340 weeks of service,
option B is 320 weeks of service, and option C is 300 weeks of
service; each option has a cost associated with it. Based on

the expected budget and the funding levels resulting from the
state's current budget situation, and neetings wth OWB and
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di scussi ons between OVMB and the governor, AMHS gets direction to
proceed with a certain option that has a certain nunber of weeks
of service and is told to expect funding for that option, which
is then submtted as part of the governor's budget proposal. He
offered his understanding that this year the governor's budget
proposal has an operating plan for 320 weeks of service.

MR. NEUSSL, referencing slide 11, titled "Fiscal Year 2016
Qperating Plan," stated that the FY 16 operating plan devel oped
by AMHS conprises all the vessels, the nonths of the fiscal
year, and is filled in wth specific scheduled naintenance

proj ect s. For exanple, the MV Colunbia is currently in a
Federal Capital |Inprovenent Project and is thus blocked out on
the chart. The sane holds true for the MV Fairweather and the

MV Chenega. He indicated that AVHS fills the remai nder of the
vessels' schedules wth vyellow bars indicating periods of
service and tries to neet all routes and provide service to al

AMHS ports. Wien this is not possible, AVHS places vessels into
cost-saving layup periods, indicated in dark blue. He pointed
out that the MV Taku has a dark blue bar all the way across;
AVHS does not plan to operate the MV Taku this year. The
decision essentially essentially reduces the fleet size to 11

shi ps; however, there are still |arge expenses associated wth
keeping the MV Taku in layup, such as keeping a partial crew,
provi di ng security, payi ng for i nsur ance, and simlar

requirenents.

MR. NEUSSL explained that all of this information is laid out in
the operating plan; AVHS provides service to all of its ports
and attenpts to elimnate scheduling gaps associated wth
vessel s cycling through the annual overhaul period - such as the
ones that existed in Prince WIlliam Sound - a requirenent for
the Certificate of Inspection. The schedul er develops a
schedul e from the agreed upon operating plan, based on know edge
of which vessels are in service and which routes need to be net,
and assigns appropriate vessels to the planned routes. The
draft schedule is then released to the public for a 2- to 4-
week public comrent period, at the end of which a tel econference
is held with the public to discuss whether the schedule neets
their needs and to field suggestions on what could be inproved.
Based on that feedback, AWVHS nakes changes to the schedul e where
they can and where it nakes sense to do so, before publishing a
final schedule and releasing it to the public for reservations.
M. Neussl said that the process works fairly well for the
w nter schedule, but is very challenging in the summer. This is
due to the desire to publish the sumrer schedule - which covers
the nonths of May, June, July, August, and Septenber - in the
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nmonth of COctober, in order to allow tourists, visitors, and
residents enough time to know what the schedule is, nmake
reservations far in advance, and plan trips, and to encourage
travel to Al aska.

2:08: 28 PM

MR. NEUSSL stated that AVHS does not have a budget for three
months of the five-nonth summer season until after the
| egislative session, in April, if the session ends in April.

This neans that the schedule, which was just released in January
2016, has three nonths of assunmed budget, which is a risky

assunpti on. He explained that when budgets were status quo,
that action seened logical; people like getting the schedule
early, and the budget was rarely subject to change. He said

that last year, AMHS learned painfully that when budget
reductions are applied to a schedule that has already been
published and sold, it is very challenging to cancel
reservations for a previously promsed date and tine. He
related that this situation was very trying last sunmer;
however, AMHS was not forced to cancel reservations to the
extent they expected, because they found one-tine, excess fuel
trigger noney, which essentially bailed out the sumer schedul e.
The Al aska Marine H ghway System is potentially in the sane
situation for this com ng year

MR. NEUSSL related that a schedul e has been published based on
the governor's budget, which included a $5.3 mllion operating

fund reduction from |ast vyear. He said AVMHS wote a schedule
based on that assumed cut, published it, and is now taking
reservations on that schedule. Three nonths of that schedul e
are unfunded, essentially, until this legislative session
convenes and an operating budget s finalized, which he
reenphasized is a risk. The w nter scheduling process works

nore snmoothly; there are fewer ships, fewer people scheduling
them and it does not span a fiscal year.

2:10: 30 PM

MR. NEUSSL noved on to slide 12, regardi ng "Budget Progression,"”
and addressed the key topic of funding. The slide displayed a
budget progression chart for AVHS from FY 10 to FY 16. He
expl ai ned that the red box hi ghl i ght ed indicates the
undesi gnated general fund (UGF) allocation for AMHS. This is
essentially the funding that the legislature provides to operate
AVHS in addition to the revenue that AMHS generates to operate
itself. He said sone people use the term subsidy, but it's not
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really a subsidy, because the state does not subsidize itself.
In FY 13 that funding was $123.7 mllion; in FY 14 it dropped to
$116 million; in FY 15 it dropped to $112 mllion; this year it
is $96 mllion; and in the governor's requested budget for FY 17
it is $92 mllion. M. Neussl said has taken a $31 nillion
budget cut over 5 years in UGF and has adjusted the system to
conpensate for that by providing |less service and naking sone
cuts and reductions. He added that AMHS lives within the means
of the budget, and there are significant budget cuts that have
occurr ed. Al of this falls under the category of "operating
funds,” and on the operating side, the UG is one of the four
sources of funding for AMHS.

MR. NEUSSL said another source of funding is the capital fund,
also from the general fund, which is wused for overhauls,
mai nt enance, and deferred maintenance on the vessels. In FY 13
the capital fund was a $15 mllion revenue stream for AMHS,
whi ch allowed overhaul of all 11 ships, renewal of Certificates
of Inspections, and maintenance of termnals. |In FY 14 that was
a $14.8 mllion budget line item which again allowed AVHS to
overhaul all 11 ships, renew their Certificates of Inspection,
mai ntain the termnals, and operate. He stated that in FY 15,
AVHS received essentially the sanme anount of noney, $14.5
mllion it did not overhaul and obtain Certificates of
| nspection for all 11 ships, because when it cane tine for the
el eventh ship in line that year, the MV Taku, to be overhaul ed
and have its Certificate of Inspection renewed, AWMHS was out of
capi tal funding. That shortfall in funding, even though it was
the sane anmount, was not due to m snanagenent. It was due to
the fact that when the other ten ships in the fleet were
overhauled prior to the MV Taku, "discovery work"” resulted in
unexpected costs.

MR. NEUSSL explained that when a ship goes into an overhaul
period, certain inspections are performed and things are found,
such as wasted steel, rust, corrosion, et cetera. The USCG then
requires that these discrepancies be addressed before they wll
issue a Certificate of Inspection, wthout which the vessel is
not allowed to sail and such repairs cost nore noney, take nore
time, and delay conpletion of the overhaul process. VWhich in
turn causes schedule disruptions. M. Neussl stated that as a
result of the shortfall in the capital fund, the MV Taku was
pl aced in | ayup because AVHS could not afford to overhaul it and
get its Certificate of |Inspection renewed. In FY 16 that
over haul and mai ntenance funding was reduced from $14.5 nillion
to $10.6 mllion. M. Neussl enphasized that there is no way
that AWVHS wll be able to afford to overhaul and renew
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Certificates of Inspection for 11 ships with $10.6 mllion.
This is why the MV Taku remains in layup status and is not
planned to return to service. The governor's FY 17 budget
request for general fund capital expenditures is to return to
$12 mllion for overhaul and $3 mllion for deferred
mai nt enance, which would yield AVHS s typical funding of $15
mllion for <capital mintenance projects. In response to
previous questions regarding the size of shoreside staff and
mai nt enance, M. Neussl pointed out that section of the chart on
slide 12 applies to nmarine vessel operations, and the section
below it applies to shoreside costs.

2:14: 47 PM

MR. NEUSSL explained that in FY 16 88 percent of the operating
cost of AMHS is directly related to marine vessel operations:
| abor, fuel, travel, comodities, food, sheets, and all the
supplies that keep the vessels going. The other 12 percent of
the AWMHS budget is spent on shoreside costs, which include all
the termnals and termnal staff that essentially conplete the
link between the ships and the shore. He enphasi zed that
shoreside costs are not overhead, because they are essential
conmponents of the system that cover shore operations, vessel
operations managenent, reservations, mar ket i ng, engi neering
staff in Ketchikan, overhead, and simlar costs. He said that
it is not "out of line" in terms of budget.

2:16: 10 PM

CO CHAIR HUGHES asked if there are enployees who |ive out of
state and are receiving a Cost of Living Adjustnent (COLA).

MR. NEUSSL replied affirmatively.

COCHAIR HUGHES inquired whether the "free pass" enployee
benefit had been or was intended to be renoved. She said she
recogni zes that this is probably not a nmjor conponent, but
opined that in the current situation, even small costs need to
be consi der ed.

MR. NEUSSL responded that AMHS is tracking that, but it has not
been renoved. In the negotiation session with each of the three
maritime unions, AMHS negotiated a $100 fee for the annual pass
that enployees have historically received for free. That has
not yet been inplenmented, because the Marine Engineering
Beneficial Association (MEBA) contract is still wunsigned, and
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AVHS intention is to inplenment the change sinmultaneously on all
t hr ee uni ons.

2:18:19 PM

REPRESENTATI VE STUTES inquired whether out-of-state enployees
are responsible for their own travel costs to and from Al aska.

MR. NEUSSL responded that in general, yes, but not in every

i nst ance. If an enployee has a bid position on a ship - for
exanple, if they bid to be the master on the MV LeConte and
based on their seniority, experi ence, trai ni ng, and
qualifications they neet all of the requirenents and are

assigned the position - then they are responsible for travel to
and from worKk. Even if the enployee who bid the position lives
in Seattle, they are responsible for travel costs to and from

Juneau for each two week assignnent period. However, if an
enpl oyee has the necessary qualifications, training, pilotage,
route certification, or other needed skill, and he/she is needed
to fill in on an energency basis on a ship that is not his/her
normal bid position, AVHS will pay for his/her travel from the
change port to their tenporary assignnent port. For exanpl e,
travel costs will not be covered from Bellingham to a tenporary

assignment in Valdez if the enployee's change port is Juneau,
costs would be covered from Juneau to Valdez, but the enployee
woul d be responsible for the rest of that expense. He said AVHS
has worked very hard to nake sure that all enployees have an
identified change port, as per their contract.

2:20: 09 PM

MR. NEUSSL transitioned to slide 13, which discussed AMHS
Wor kf orce Statistics. He said that all the enployees that work
on the vessels are represented by three different unions: Inland
Boatnen's Union (IBU), Marine Engineers Beneficial Association
(MEBA), and the Masters, Miates, and Pilots union (MW).
Shoresi de, there are four different unions and exenpt enpl oyees.
Most shoreside enployees are in the general governnent union,
whi ch includes term nal agents, reservations clerks, nost of the
enpl oyees in the Ketchikan central office. Supervi sors, the
| ead person at each ferry termnal, and sone Ketchi kan enpl oyees
Wth supervisory duties are represented by the Supervisory
Uni on. There are also a few workers represented by the Labor,
Trades, and Crafts Union; and by the Confidential Union. The
seven- person shoreside maintenance team based in Ketchikan is
represented by the Labor, Trades, and Crafts wunion; and does
mai nt enance on the termnals, docks, hydraulic systens, transfer
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bridges, lighting, and the term nal buildings thenselves. The
CU represents the dispatchers, who deal with enpl oyees' personal
i nformation, including hone phone nunbers, honme email addresses,
and ot her confidential information. He said that there are five
exenpt enployees in AVHS, including hinmself. The second is his
direct report, the general nmanager of the system John Falvey.
Hs three direct reports, the QOperations Manager, t he
Engi neering Manager, and the Business Manager are all exenpt
enpl oyees.

2:22: 02 PM

REPRESENTATI VE ORTIZ noted that the highest UG- allocation to
AVHS was $123 million in FY 13, and he requested clarification
that AVHS was requesting a $92 mllion allocation in FY 16.

MR. NEUSSL confirnmed that AVHS' s UGF request was 123.7 in FY 13,
and that the request for FY 17 was $92.1 mllion.

REPRESENTATIVE ORTIZ requested clarification that if AMHS
receives the requested $92.1 million in UG funds, it would be
funded |l ower than the $97.5 million allocation fromFY 10.

MR. NEUSSL responded that Representative Otiz was correct.

REPRESENTATI VE ORTI Z noted that when conparing the $97.5 mllion
in FY 10 with the $92.1 nmillion in FY 17, those figures do not
take inflation into account. He posited that accounting for
inflation, the $92.1 mllion figure would have the spending
power of sonewhere around $80 or $85 million.

MR. NEUSSL responded affirmatively, but said he did not know the
exact inpact of inflation on those figures, but that |evel of
funding will have real world inmpacts on the level of service
that AVHS will be able to provide.

2:23:58 PM

REPRESENTATI VE NAGEAK asked for clarification regarding who
gual i fies as an exenpt enpl oyee.

MR. NEUSSL replied that exenpt enployees are not represented by
a union. He said that as an exenpt enployee, he serves at the
pl easure of the comm ssioner of the DOIPF. He continued his
di scussion of AMHS workforce statistics on slide 13 by pointing
out that the "Nunber of Enployees” figure includes full tineg,
part time, seasonal, and on-call enployees. He said that these
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nunbers are |arger than what m ght be expected, and he expl ai ned
that the actual nunber of nasters, mates, and pilots working
right nowis less than the 108 figure on the slide. The nunbers
on the slide represent the total nunmber of enployees in FY 14.
If an individual was enployed for several nonths and then
replaced by another enployee, both individuals would be

represented in that count. It is not a full tinme equival ent
(FTE) count, it is a head count of the total nunber of enployees
for t hat year. The next col um, | abel ed "Aver age
Cost/ Enpl oyee,” also has a footnote. Each of these figures

include salary and benefits for full-tinme enployees only and
represents the average cost to the state per enployee, in each

of these unions. It is not their take-home salary; it includes
their pay and benefits, health insurance, retirenent benefits,
and all other enployee costs to the state. He said that the
part-tinme, seasonal, and on-call pay data was renoved from the
calculation of these figures. The annual cost of each union

contract to the state is calculated by multiplying the number of
enpl oyees by the cost per enployee. He said $54 mllion of the
state's budget for AWHS funds the IBU |abor force, $17 nillion
funds MEBA, about $17 mllion funds the MW, and about $10
mllion total funds all shoresi de enpl oyees conbi ned.

2:26:14 PM

REPRESENTATI VE ORTI Z, referencing the $181,000 average cost per
MEBA enpl oyee, inquired what the conponents of that total cost
are.

MR. NEUSSL responded that regular pay, holiday pay, overtine,
hol d-over pay, late arrival pay, early call-back pay, |eave,
travel pay, m ni mum guar ant ees, penalty pay, retirement
contributions, training contributions, health care prem uns,
unenpl oynment contributions, workers conpensation contributions,
Medi car e contri buti ons, and Al aska  suppl enent al benefit
retirement plan contributions contribute to that cost. He said
not all of those apply to every union; those are the range of
pays that are included in pays and benefits, based on |abor
contracts. Further, he relayed that the list is not specific to
MEBA, but he said those are the types of pays and benefits that
were included in those computations.

REPRESENTATI VE ORTI Z stated that he assunmed sonme of the costs
are not a result of the bargai ned agreenents, but in sonme cases
are the result of managenent's decision to pay overtinme versus
payi ng anot her enpl oyee. He suggested that in sone instances it

HOUSE TRA COW TTEE - 24- January 21, 2016



would be nore cost effective to pay overtime than to hire
anot her enpl oyee.

MR. NEUSSL responded that sonetines the only option is to pay
overtinme, for exanple, if a ship is delayed comng into port.
There are a variety of factors that play into how nuch overtine
gets paid. He said that AWVHS does attenpt to mnimze the
amount of overtinme paid; it wuld prefer a full work force
getting normal pay versus a smaller work force working extra
hours and getting additional overtine pay, but there are many
chal l enges that nake that difficult.

REPRESENTATI VE ORTIZ asked for confirmation that 1in sone
situations, hiring a new enployee also involves nedical
benefits, retirenment benefits, and simlar costs. He pointed out
that these costs are already covered for an enployee who is
bei ng paid overtine.

2:29: 04 PM

MR. NEUSSL replied affirmatively and continued his presentation
of slide 13. He offered that although he has heard the shoreside
staff referred to as bloated, essentially $90 nmillion goes to
vessel enployee |abor and approximately $10 nillion - about one
tenth of that - goes to shoreside |abor. This is proportional
to the budget ratio of 88 percent for vessel operations and 12
percent for "overhead.” He responded to a previous question
about the nunmber of non-resident AVHS enpl oyees, and he stated
that it is possible for the vessel enployees, due to their work
schedules, to live out of state, whereas an enployee who works
shoreside in Ketchikan, for exanple, is unable to live out of
state. Vessel enployees who work two weeks on/two weeks off; 28
days on/ 28 days off; or week on/week off can live out of state
if they so choose. M. Neussl said the colum furthest to the
right on slide 13 indicates the percentage of non-resident

enpl oyees for each of the three unions. For exanple, about 25
percent of the MEBA enpl oyees, or approxinmately 25 people, do
not live in the state of Al aska. Those enpl oyees who do not

live in Alaska do not collect cost-of-Living differential, which
is payable only to enployees who live within the state of Al aska
and is annually verified and certified to ensure that only those
enpl oyees who are qualified receive that entitlenent.

2: 30: 48 PM

CO- CHAIR HUGHES inquired whether there is a hiring preference
for Al aska residents. She al so asked whether nost of the non-
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resident enployees were hired while they were Al aska residents
and |later noved out of state, as allowed by the schedule, or if
they were hired as non-residents.

MR. NEUSSL replied that AVHS does have a hiring preference for
Al askans, but it's difficult to find enough qualified enployees
to fill all necessary positions; therefore, AVHS does recruit
and hire sonme enpl oyees fromthe Lower 48.

REPRESENTATI VE ORTI Z asked whether it is becomng difficult to
recruit qualified individuals for AWMHS, such as pilots, when
conpeting for themat the global scale. He said that it was his
understanding that there is increased global demand for those
types of positions given the recent growh of the global
shi ppi ng i ndustry.

MR. NEUSSL responded that, yes, there is denmand and conpetition
for those skills. In conjunction with the conmunity engagenent
nmeetings, he said that he held neetings with the crews aboard
t he shi ps. One of the nessages conveyed in those neetings was
that not only do the uncertainties in funding, nunber of ships,
and scheduling "upset the apple cart” with regard to econom es
and communities, they also "upset the apple cart” with regard to
enpl oyees. Enpl oyees wonder if they will have a job in the
comng year, whether their ship wll be laid up, or the
wor kforce will be reduced. That causes uncertainty and enpl oyee
| ongevity issues. M. Neussl related that AVHS has | ost severa

enpl oyees, who sought maritime work elsewhere. For exanpl e,

many former MW enployees now work for the Southeast Pilots
Associ ation, which requires AVHS to train people fromthe bottom
to fill those positions, which is expensive.

2:33: 55 PM

REPRESENTATI VE M LLETT requested an overview of the training
process and associated costs for a master, mate, or pilot, and
she inquired as to the location of the training facilities.

MR. NEUSSL responded that there are a variety of different paths
in the trade. In general Masters, Mates, and Pilots conme from
the California Maritime Acadeny, the Miine Maritinme Acadeny, or
frommlitary service. They mght conme in as a second or third
mate, work their way up to chief mate, and eventually to naster.
The training for that process takes a variety of fornms; sone is
training conducted at AVIEC - Alaska's Institute of Technol ogy
("AVTEC'), in Seward. As part of AWVHS |abor contract with the
MW union, the state contributes to Maritinme Institute for
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Training and Graduate Studies (MTAGS) in Baltinore, Maryland.
It is essentially the masters, mates, and pilots training school
for ship drivers. He said AVHS sends people there because via
the labor contract, AMHS enpl oyees can take advantage of that
training to get additional qualifications and inprove their
license toward the goal of acquiring a master license. Pilotage
requires actually operating and sailing in a given waterway.
For exanple, an AVHS enployee who begins with no pilotage, by
wor king on vessels sailing up and down Lynn Canal and becom ng
famliar wth the waterway, can eventually sit for their
pil otage exam with the USCG This essentially involves draw ng
the maritime chart from nenory, including navigational aids,
hazards, obstructions, et cetera. Earning Pilotage is a
di fferent process, not formal schooling.

REPRESENTATI VE M LLETT requested clarification regarding the per
person cost of this training to the state. She inquired whether
there is any requirenent or responsibility in a union contract
requiring enpl oyees who have benefitted fromtraining to stay in
the state and work for the State of Alaska for a period of tinme
as a formof repaynment for the training investnent.

MR. NEUSSL responded that the training agreenent is detailed in
the MW collective bargaining agreenent. He said he did not
know the figure off the top of his head, but it is a per-
enpl oyee, per-day dollar amount contributed by the state to
fund, M TAGS.

REPRESENTATI VE M LLETT asked for the location of the training
decrenment within the AVHS budget.

MR. NEUSSL stated he assuned it was included under personnel
services, but he added that he have to give a nore definite
answer at a later tine.

2:36: 38 PM
[ Co-chair Foster passed the gavel to Co-Chair Hughes]

CO CHAI R HUGHES asked whether, since AVHS has to recruit out of
state for certain skill sets, there has been any effort fromthe
Depar t ment of Labor & Workforce Devel opnent ( DOLVD) or
Department of Education and Early Developrment (EED) to inform
hi gh school students and young Al askans that opportunities exist
wi t hi n AVHS.
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MR. NEUSSL replied that there have been sone efforts by AVHS to
reach out, but not many. For a period of tinme, dispatchers were
sent to job fairs and recruitnent events in an attenpt to foster
and bring talent into AMHS. He stated that AMHS does not do
t hat as nuch as they shoul d.

MR. NEUSSL transitioned to slide 14, "Budgetary Constraints,"”
and stated that it is essentially a summary of a conparison
between FY 15 and FY 16. He explained that there is $16 nillion
less in the state operating general fund and $4 mllion less in
the state capital general fund between the two years. He said
that is a significant reduction, which resulted in the renoval
of the MV Taku from service in June 2015 to present due to
insufficient capital funding. M. Neussl reiterated that AMHS
does not have the budget to overhaul or operate the vessel. M.
Neussl said that the departnent, and in particular AVHS, uses a
ot of fuel, approximately 10 mllion gallons of diesel fuel per
year. He noted that AMHS is budgeted at $2.56 per gallon for
fuel; currently the average price is less than that figure,

which is good because AVHS will neet its fuel budge. If the
price clinbs above that, where it has been nost of the tine,
AVHS wi || experience a budget shortfall due to fuel. He said

that nost of the commttee is likely famliar with the nechani sm
wherein if the price of North Slope crude is above $70 per
barrel, a fuel trigger kicks in to help offset the additional

cost of fuel. He said there is no fuel trigger this year, nor
is there likely to be one anytine in the future. Assum ng
prices stay below $2.56 a gallon, AWHS will neet their fuel
budget . In the absence of a fuel trigger, there is a risk

factor if prices rise above that, which they certainly could due
to any nunber of world events.

2:39: 16 PM

REPRESENTATI VE M LLETT asked how often the fuel trigger has been
used historically. She recognized that the price of oil has been
bel ow $70 per barrel for one year. She al so inquired whether
M. Neussl had a chart or nore information pertaining to fuel
costs. She noted that oil prices are expected to remain |ow,
which could be a large cost savings for AMHS. She i nquired
about the AMHS fuel purchase process, whether it was purchased
in bulk, and how AVHS manages its fuel needs.

MR. NEUSSL responded that AMHS does not purchase fuel in bulk,
there are no fuel storage facilities, and AVHS pays market price
in the sane manner as a person would filling their car at a gas
station. He said that AVHS calls Petro Marine Services in a
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port where they are fueling, orders a fuel truck, and takes
10,000 gallons of fuel, paying the fuel price for that given
port. He added that fuel prices vary between ports. It is
relatively inexpensive in Bellingham Washington, and AVHS tries
to fuel there when ships are there. Fuel is nore expensive in
pl aces |ike Honer and Val dez, because it is nore expensive to
transport it there. He said that AWMHS does not forward fund

hedge, or lock in long-term fuel contracts, because just as
easily as prices can go up and those strategi es can save noney,

prices can go down and that can increase costs. M. Neussl
stated that AVHS pays market rate for fuel, and has used the
fuel trigger alnost every year, up until this past year. He
said $7 mllion of excess fuel trigger noney saved in an account

were appropriated to AVMHS to fund the 2015 summrer schedul e. He
stated that AVHS has nmade extensive use of the fuel trigger, but
he said he did not currently have, but could provide, exact
nunbers for the fuel trigger anounts for each year. There were
two triggers a year nost years, and each of them contributed
nmoney to fund AMHS.

REPRESENTATI VE M LLETT asked where the $7 nillion figure from
t hose fuel triggers is shown in the budget.

MR. NEUSSL replied that the fuel trigger funds were displayed on
slide 12, in the "Additional Fuel Trigger Appropriation” line
under FY 15.

2:41.: 46 PM

CO CHAI R HUGHES inquired whether the fuel trigger was listed at
zero dollars in the governor's proposed budget or there would be
noney available for the fuel trigger this year.

MR. NEUSSL replied that it was one-tine funding, which was there

because when the price of fuel went down nobney was saved. He
said it was a good thing it was saved, because it was definitely
needed this past year to run |ast sumrer's schedul e. It was
one-time noney, and there is no remaining portion of that to
assi st. There is no longer a fuel trigger to generate the
f unds.

VR. NEUSSL transitioned to slide 15, "Non-service cost

Reductions," stating that many people have the inpression that
when the legislature cuts the AVHS budget, the first action they
take is to place a vessel in layup to reduce costs. He said
placing a vessel in layup is actually the last action AMHS
t akes, because they do not want to inpact service |evels. The
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first action is to identify other efficiencies that have no

i npact on essential service. He said AMHS has taken action on
many of these efficiencies in an effort to save noney by
elimnating non-essenti al services that do not support

t hensel ves, such as bars and gift shops on the vessels. There
were approximately 25 people associated with providing those
services, who were reassigned throughout the fleet. Fewer
people were hired from the bottom so none of those enployees
were laid off as a result, and costs were reduced by no | onger
providing those anenities on the vessels. M. Neussl related
that AMHS elimnated the commrercial marketing contract, which
saved $500,000 per year. They elimnated a $200, 000 budget line
item for comrercial backfill service with private conpanies |ike
Allen Marine, which had provided continued service to renote
villages during vessel maintenance periods. He said 30
shoresi de positions have been elimnated, half of which were on-
call, part-tine positions at the termnal and perforned duties
such as vessel nooring and staging. He said this has resulted
in a situation where there are exactly as many enployees as are
needed to safely tie up a vessel; however, if one person is
absent AWVHS falls below mnimum manning levels required for
vessel nooring. They have cut termnal staff "to the bone,”
elimnating 15 shoreside positions, sone of which were highly
paid, fulltinme, enployees such as a port engineer, a port
captain, several positions in the reservations office, marketing
staff, and several adm nistrative positions in the Ketchikan
central office.

2:44:51 PM

CO- CHAIR HUGHES inquired whether those were filled positions
that were elim nated.

MR. NEUSSL replied that approximtely half of the positions were

filled positions. Some were intentionally left wvacant in
anticipation of cuts associated with the current budget climate.
This occurred several times in the reservation center. He said

AWVHS installed new engines in the MV Colunbia, intends to
install new engines on the MV Mitanuska, and installed auto
throttle fuel managenent systens on vessels statewide. The auto
throttle systenms manage speed in order to stay on schedul e,
rather than burning extra fuel and arriving early or arriving
|ate and altering the schedule. This fuel nmnagenment systemis
not as effective as hoped, because generally AMHS operates in
straits and narrows rather than open ocean. M. Neussl stated
that the nore inportant nmessage fromthe ship drivers during the
shi pboard neetings was that slowng down is the best way to
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reduce fuel costs. Rather than scheduling a run at six hours at
full speed, AVHS needs to schedule it as a 6.5- or 7-hour run,
at reduced throttle for fuel conservation, and give the masters
discretion to adjust their speed accordingly. This will be
taken into account when drafting future schedul es.

M. Neussl said the printed schedule was also elimnated, which
saved $50,000 in mailing and distribution costs, considering
that the printed schedule was often outdated due to schedul e
changes. Al schedules are available online now, in real tine.

COCHAIR HUGHES commented that the ferry from Honmer was
transporting many of the legislators' vehicles recently and did
not arrive on schedul e. Online it was reported as on tine, but
it did not show up when schedul ed.

MR. NEUSSL acknow edged the point, and he offered that it seens
li ke delays and scheduling interruptions happen at the |east
conveni ent tines. That specific incident was a weather related
delay on the MV Tustunmena during a transit across the @ulf of

Al aska. Both of the cross-gulf transits were significantly
del ayed, by 24-36 hours, due to excessive sea conditions in the
@l f of Al aska. Acknowl edging that the arrival nessage was

incorrect, he pointed out that custonmers can use the real-tine
vessel tracker in the lower right hand corner of the AWHS
website to watch a vessel nobve across the ocean. He said AVHS
is trying to provide better information regarding scheduling,
but it is not 100 percent correct yet.

2:48: 09 PM

REPRESENTATIVE M LLETT inquired as to how nmany of the 25
elimnated vessel positions were position control nunbers (PCN)
and whether they were filled when they were cut.

MR. NEUSSL expl ained that the PCN counts on vessels are conpl ex.
Only five of the ships had bars, and therefore five bartender

positions were elim nated. However, those five bartender
positions are filled by twelve PCNs; "A crew' bartender, "B
crew' bartender, and a relief bartender. This holds true for
every position on the vessel. He said each position on the ship
essentially requires 2.3 people to fill when considering the "A
crew," "B crew," and relief crew 25 is a conposite nunber.

Those positions were all filled; the bars were operating until
AMHS cl osed them Those individuals transitioned to other jobs:
cashiers, passenger service workers, and others. Fewer people
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were hired into the bottom of the system because individuals
were distributed fromthe bartender and cashi er positions.

REPRESENTATI VE M LLETT asked, of the 30 shore positions, how
many people actually lost their jobs. She also inquired how
many open PCNs are unfill ed.

MR. NEUSSL replied that he does not currently have the open PCN
list. He stated that, of the 30 shoreside positions, half were
filled with on-call, sunmer enployees who were regularly laid
off on October 1, each year. He estimated that of the remaining
15 elimnated positions, 5 full-time positions were laid off and
the rest were intentionally left vacant in anticipation of cuts.
He stated that he could get exact nunbers at a later tine.

REPRESENTATI VE M LLETT inquired as to the distribution of
| ayoffs. She asked how many were placed in early retirement, how
many |lost their jobs entirely, and how nmany were transitioned
into other positions, |ike the bartenders.

MR. NEUSSL responded that nost enployees whose positions were
elimnated were transitioned into other positions. He said AVHS
tried, as much as possible, to avoid laying people off entirely,
because AVHS tries to take care of their enployees. He said
that he would follow up with exact nunbers.

2:51:44 PM

REPRESENTATI VE ORTI Z inquired whether the gift shop enployees
had additional duties on board the vessels.

MR. NEUSSL replied, yes.

REPRESENTATI VE ORTI Z asked if those enployees would normally
fill their day with other duties, as assigned.

MR. NEUSSL responded that they would, to the extent they could
wi t hin work/rest requirenents.

REPRESENTATI VE ORTI Z asked whether there were some ferry runs
where the bars were either cost neutral or created revenue.

MR. NEUSSL replied that the issue with the bars was not that
they did not generate revenue, but was instead the cost
associated with enploying a bartender with full state benefits.
It was not cost effective and the bars were | o0sing noney.
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REPRESENTATI VE ORTI Z asked if all the bars on all the runs were
| osi ng noney.

MR. NEUSSL responded affirmatively, but clarified that it was
possi ble that the bar on the MV Colunbia comng from Bellingham
with a full ship in the summer mght have been able to break
even. |In general, the bars have | ost $750,000 per year.

2:53: 57 PM

CO CHAIR HUGHES inquired whether the closure of the bars has
i npacted ridership.

MR. NEUSSL responded that feedback from conmunity neetings
i ndicated that passengers enjoyed the bars as an anenity, but
community nenbers were general ly understandi ng when he expl ai ned
to them that the bars do not produce revenue and that the
essential mssion of AMHS is to provide transportation.

[ CO-CHAI R HUGHES returned the gavel to Co-Chair Foster.]
2:54: 44 PM

MR. NEUSSL continued presenting slide 15. He stated that the
printed schedule has been elimnated and risk managenent costs

have been reduced. The State of Alaska is self-insured, but
AVHS vessels are not. The risk associated with operating
vessels in a marine environnent is high; therefore, AMHS has
comer ci al liability policies through the Departnent of

Adm ni stration, and AVHS has nanaged to reduce the costs of
those slightly. Additionally, AMHS has consolidated spare parts
at the Marine Engineering Building in Ketchikan, t hus
elimnating the cost of |easing a warehouse in Bellingham

MR. NEUSSL discussed slide 16, "Revenue Enhancenent," stating
that AMHS has altered its cancellation and change fee policies.
The policy used to be very lenient, allowng passengers to
cancel at the last mnute, with very little or no penalty, which
resulted in sailing with enpty space because AMHS usually could
not resell the reservation prior to the ship sailing. The
alteration helps ensure that reservations that are nmade are al so
used; if a reservation is cancelled too close to the sailing
date, AVHS will extract revenue in the form of a change fee or
penal ty. He said that AWMHS has elimnated all travel agent
conmissions in tw stages, which saved approximately $1.5
mllion per year. M. Neussl said AVHS also inplenented sone
tariff equalization, because the tariff structure had many
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anonmalies and inequities. For exanple, he told of one instance
when it cost a passenger $35 to travel 130 miles on one run, and
$50 to travel 22 miles on a separate run. He said AVHS plans to
| evel and formalize the tariffs and create a standard process by
which tariffs are set. He further related that AVHS has altered
sone discount prograns and elimnated both the "Driver Goes
Free" and the "30 percent mrror round trip prograns,” because
the traffic nunbers are stable w thout them He expl ained that
the axed prograns essentially served as a rebate to users of the
system and did not result in spikes in ridership or vehicles
being transported; therefore, they were elimnated as a cost-
savi ngs nmeasure. He transitioned to slide 17, "Fiscal Year 2017
and Beyond," stating AVHS intends to pronote itself as an
inportant part of Alaska's transportation system

2:57:41 PM

REPRESENTATI VE STUTES inquired whether there was any intention
to address commercial rates. She noted that many conmerci al
fisherman in coastal fishing communities use the ferry systemto
ship their fish out, rather than a commercial carrier, because
it is significantly |ess expensive.

MR. NEUSSL responded that on Novenber 1, 2015, AMHS inpl enented
a 20 percent increase on conmercial vehicle tariffs, which was a
result of the 2015 rate study.

2:58: 23 PM

CO- CHAIR FOSTER noted that there were three minutes remaining in
the neeting and suggested that commttee nenbers hold their
guestions and forward themto the DOTPF after the neeting.

2:58: 48 PM

MR. NEUSSL stated that the goals of AVHS for 2017 and beyond are
to reduce costs, increase revenue, and reduce the fleet size
He noted that the Southeast Al aska Transportation plan needs to
be updated, as it is outdated. He said the final draft for the
2015 AMHS Economic Inpact Study was conplete and would be
forwarded to the legislature as soon as it is finalized. Mving
to slide 18, "What W Heard," he summarized the take hone
nessages from the conmunity neetings he attended. He stated
that conmunities want and need a reliable, dependable schedul e.
Turmoil with the schedule in the transportation industry is bad
for business. Even the threat of cancellations has a negative
i mpact . Sailing the schedule, as published, is critically
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important to not only the Marine Hi ghway System s ridership, but

also to the businesses and economes that rely on it. Peopl e
are wlling to pay nore for better ferry service, but they
expect better ferry service as a result. M. Neussl reiterated

that communities and econom es develop wth the prom se of AWVHS
service. For exanple, 110 people from Cordova attended their
community neeting at a building that was constructed to be
conpatible with a fast ferry, which was intended to be, but is
not, hone ported there. Cordova had built a convention and
visitor's center based on expected vessel traffic, but AVHS is
no longer able to provide that vessel on a year-round basis.
The entire report conpiled from each of the AVHS community
nmeetings is available on the AVHS web site.

3:01:34 PM

CO- CHAIR FOSTER thanked MR NEUSSL for his presentation and
stated that if there are questions, they could be forwarded to
t he co-chairs, who woul d respond accordingly.

3:01:46 PM

ADJ QURNVENT

There being no further business before the conmttee, the House

Transportation Standing Committee neeting was adjourned at 3:00
p. m
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