WSDOT RESPONSE AND ACTION PLAN

PVA Expert Panel Report

EXECUTIVE SUMMARY

In March 2010, Governor Gregoire asked the Passenger Vessel Association (PVA) to "conduct a management
review of the Washington State Department of Transportation, Ferries Division." This review was also
required by legislation passed in 2010, ESHB 3209. PVA is the membership association for passenger vessel
operators in the United States representing the majority of the public and private ferry operators in the U.S.

The PVA responded to the request by convening an industry expert panel to provide an independent
assessment of the Washington State Department of Transportation Ferries Division (WSF). The Panel
consisted of five senior-level managers of similarly complex ferry systems with deep knowledge of capital
finance, organizational structure, and operational efficiency. As a starting point of their review, the Panel
reviewed recent studies by the Joint Legislative Audit and Review Committee, the Office of the State Auditor,
and the Joint Transportation Committee examining the current operations and practices of WSF.

In September, the Panel delivered three dozen recommendations to the Governor for improving WSF. While
stating clearly that WSF is a well run industry leader, the Panel called out areas for improvement. Governor
Gregoire instructed WSF to review the recommendations and develop an action plan outlining which
recommendations would be implemented and what legislation would be required.

WSDOT RESPONSE

WSF wishes to thank the PVA Expert Review Panel for their efforts and the thoughtful management, vessel
and terminal maintenance, finance, scheduling, labor, and customer service recommendations contained in
their report. WSF is committed to providing world-class ferry service and the PVA’s broad perspective on
these issues has provided a valuable contribution to this objective.

After careful review of the PVA report, WSF offers this formal response addressing each of the issues raised
in the recommendations. WSF has determined that the vast majority of the 36 recommendations put forward
by the PVA would further enhance the organization’s ability to provide effective and cost-efficient services to
riders and taxpayers. There are a few recommendations that WSF is proposing not to implement. In these
cases, WSF has determined that the recommendations, if implemented, would not bring about
improvements to operations or may result in higher costs. In most cases, these recommended practices were
based on the PVA panel’s experiences and what was understood to be industry practice. However, WSF has
determined that in these instances, the current WSF practices better address the complexity of WSF’s
operations.

Recommendations with which WSF concurs. As mentioned previously, WSF concurs with the vast majority of
the PVA recommendations. Among these recommendations there are several that offer significant
opportunities to reshape how WSF operates and, in some cases, substantively change the culture of the
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organization for the better. WSF is looking forward to working to implement these recommendations, the
most significant of which include:

e Designating the Captain as the management representative on the vessel.
e Further strengthening the WSF loss-prevention program for passenger and crew accidents.

e Providing a robust performance management report with key metrics to track WSF improvements in
levels-of-service, cost efficiency, and safety.

e Gaining additional management flexibility to ensure that staffing on the vessels is appropriate based on
both level of demand and the Coast Guard'’s Certificate of Inspection (COl).

e Reviewing strategies to ensure that WSF is able to minimize terminal time by efficiently loading and
unloading the vessel which will support on-time performance goals.

o Affirming WSF’'s commitment to customer service by reviewing the organization’s mission statement,
policies, and training and developing standards to ensure that all staff meets expectations in all customer
interactions.

Recommendations which require more WSF analysis. Of the remaining recommendations, WSF determined
that some recommendations may offer promising improvements to current WSF practice, but the
organization must better understand the full impact of these changes to operations and customers before
proceeding. For these, an action plan is proposed to clearly identify how this additional study will be
conducted and when a full response would be presented to the Governor and the Legislature. The most
significant areas where more work needs to be done are:

e WSEF is supportive of the intent in the PVA’s recommendation on Governance and is looking forward to
reviewing the PVA's follow-up report and working with the Governor’s Office and the legislature to
develop action plans that would better align decision making authority and performance accountability
for ferry services.

e Reducing overall vessel out of service time by consolidating Eagle Harbor work with other shipyard work,
exploring options to pay more for expediting shipyard work during out-of-service times and reviewing
maintenance cycles for topside painting.

e Evaluating strategies to better match service hours with demand for service, such as variable pricing or
consolidation of services for routes serving the same travel shed.

Recommendations with which WSF does not concur. Finally in a few cases, WSF has determined that the
recommendations, if implemented, would not bring about improvements to operations or may result in
higher costs. In most cases, these recommended practices were based on the PVA panel’s experiences and
what was understood to be industry practice. However, WSF has determined that in these instances, the
current WSF practices better address the complexity of WSF’s operations.

The recommendations where WSF has concluded that it would not be in the State’s interest to fully
implement include the following:

e There are several recommendations designed to change how WSF accomplishes its vessel and terminal in
house maintenance functions, which are better suited to the type of operations that are represented by
the PVA panel.

e The PVA recommends that only the Chief Engineer position be staffed 24-hours per day and that the
schedule for the rest of the engine match the schedule of the deck crew. In almost all cases, this
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recommendation would not be feasible given the nature of WSF’s operation as it would either add cost
or reduce service reliability. WSF is reviewing the costs and benefits of implementing this
recommendation in the only situation where this might currently be feasible — on the second boat in the
summer on the Port Townsend-Coupeville route.

KEY ELEMENTS OF PROPOSED ACTION PLANS

WSF has identified specific action plans for each of the PVA recommendations where WSF is either in
agreement or where additional evaluations are necessary. WSF is committed to working with the Governor’s
Office and the legislature as well as its employee representatives, customers and community stakeholders to
effectively implement these action plans. Many of the most important action items can be organized
according to the following:

e |tems requiring statutory action

Performance and accountability

Critical funding needs

Changes in WSF operating practices

Statutory Changes to Enact Proposed Reforms

Washington State Ferries (WSF) believes the PVA Panel's recommendation that the vessel Master (Captain)
act in the capacity of management's representative is the most important recommendation given to the
Governor. Making the Captain the management representative on the vessel would allow WSF to develop a
set of management and performance objectives associated with the operation of the vessel that the Captain
would be responsible for and held accountable for meeting. One of the reasons that this recommendation is
so important is that it directly supports many of the other PVA recommendations and provides an
opportunity to more effectively manage costs within vessel operations.

WSDOT will need to work with OFM Labor Relations Office and affected employee representatives to
implement this recommendation.

In addition there are several other recommendations which will require legislative action as part of the action
plans, including:

e Since the voters approved Initiative 1053, which requires a vote of the Legislature to raise taxes or fees,
implementing annual predictable fare increases and a fuel surcharge mechanism may require legislative
action (the Attorney General’s Office is currently reviewing 1-1053 to determine how the new law will
apply to fare-setting).

e Moving WSF vessel employees from Jones Act coverage to state workers’ compensation coverage would
require legislative action.

e To ensure that WSF is getting the best pricing for its vessel maintenance and construction programs, the
legislature should consider the following changes to state law designed to improve competition by
making more shipyards eligible to bid for state work:

O Raise the $2 million limit for shipyard contracts requiring bidders to meet apprenticeship utilization
requirements to $5 million so more shipyards would be eligible to bid.
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0 Modify the apprentice utilization standard to provide for additional flexibility in qualifying shipyards
that meet the intent of the program but don’t currently meet the technical requirements of the law.

Accountabilities and Performance Standards

Implementing several of the PVA recommendations will result in greater emphasis on performance standards
and better accountabilities for meeting these standards. These include but are not limited to:

o WSF will complete the development of a Ferry Operations Performance report and continue to develop
its “more detailed budget” in consultation with the legislature. A key to effective performance
management is a process to report on both how WSF is spending its appropriation and how effective
these dollars are in terms of meeting performance goals. Starting with the 2011-13 budget process, WSF
will present its budget request as a package that combines more detailed budget information and
performance metrics showing the cost efficiency and cost effectiveness of its various activities.

e Making the Captain the management representative on the vessel will provide an opportunity to develop
performance management goals and accountabilities for vessel operations that will address the following
critical safety, efficiency and customer experience issues:

Safety of the crew and passengers
On-time performance standards
Fuel efficiency goals

Vessel condition and cleanliness
Crew performance

Customer satisfaction
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e WSF is in the process of developing a new customer service vision that will extend its current service-
oriented conception of customer service to one that more directly places the customer experience at the
center of the vision. Based on the new vision, WSF will review its training programs to align with the
vision, develop specific performance expectations for all staff that engage with customers, and new
accountabilities, including specific tracking of customer satisfaction.

Critical Funding Needs

Implementation of several key recommendations is dependent on an adequate level of ongoing funding to
support both the capital and operating programs. Both WSF’s capital and operating programs are not fully
funded through dedicated funding sources. In addition, the capital program is only funded through the next
biennium and starting in the 2013-15 biennium, the legislative 16-Year Financial Plan shows substantial
unfunded needs for all future budget cycles. The WSF Long-Range Plan identified more than $3 Billion of
unfunded capital needs over the next 20 years, with a significant share coming from unfunded vessel
replacement needs.

WSF is aware of the difficulty in addressing the continuing funding shortfalls in ferry operations and capital
programs and the stress that this is placing on other parts of the state highway program. The following are
the key action items addressing critical funding needs:

e To effectively plan for and execute its capital program, including the need to replace vessels at the end of
their 60-year lives, WSF needs new dedicated capital funding. As part of a new dedicated source of
funding, the PVA identified the possibility of implementing a vessel replacement fund. WSF will continue
to work with the legislature to ensure that the capital funding needs are clearly identified and support
discussions about possible funding solutions.
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Given the limited availability of capital funding, it is critical that WSF ensure that the funding needs are
based on thorough assessment of options and that the best and most cost effective solutions are
presented for consideration. Toward this end, WSF will be presenting to OFM and the legislature both a
new Vessel Maintenance, Preservation and Improvement Plan and a Terminal Asset Management Plan
which will guide future investment decisions.

To effectively manage its operations, the PVA recommends that WSF enact regular consistent fare
increases and that a fuel surcharge mechanism be put in place to help mitigate the impacts of fuel price
volatility. Toward this end, WSF will be presenting to OFM and the legislature an updated Fuel Cost
Mitigation Plan, which includes more specific approach to mitigating price risk and an assessment of the
potential impacts of a fuel surcharge on customers.

Changes in WSF Operating Practices

Many of the PVA recommendations will require that WSF make changes to its operating practices. Some of
these changes have already been discussed and will need specific legislative action to enable. However, there
are many more that are within WSF’s ability to enact, including:

Review and restructure WSF’s design and engineering functions to more appropriately match the needs
of the capital program. WSF is completing an assessment of the design and engineering functions as part
of a broader WSDOT effort to streamline the delivery of its capital and maintenance programs. The result
of this effort will be available by January 1, 2011 and submitted to the legislature for its consideration.

WSF will continue to integrate many of the strategies to more effectively manage its vessel maintenance
and functions and to minimize out-of-service time. The specific changes in operating practices will be
integrated into the Vessel Maintenance Preservation and Improvement Plan that will be submitted to the
legislature later this year.

WSF is continuing to evaluate its on-time performance including developing new tools to more
effectively track and report its performance. The PVA recommendations regarding alternative methods
of loading and unloading the vessel are being integrated into the broader on-time performance review
process and will be specifically evaluated on a route-by-route basis to determine whether these methods
might offer reduced terminal times.

November 16, 2010 ES-5





