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FORET{ORD

Deserlotlon of the Alaska Rallroad

In l9l{, Congress authorlzed construction of the Alaska

Rallroad to open up Alaskats lnterior and to factlttate comnerce

through Alaska's ports. After the arduous Job of bulldlng a

rallroad through the wllderness was completed ln 1923, Prestdent

Bardlng dedlcated the rallroad and a new era began ln Alaska's

htstory. The rallroad went on to play a stgniflcant role ln the

developnent of Alaska's lnterlor and as an armed forces supply

llnk durlng t{orld llar II.
It has been operated by the Federal government slnce lts

lnceptlon, and today tt ts admlnlstered by the Federal Rallroad

. Adntntstratlon as part of the Departnent of Transportatlon. It
currently operates over 525 route mlles serving the prtnclpal

Alaska cltles of Anchorage and Fatrbanks, the ports of l{hlttler
and Seward, and natural attractlons such as Denalt Natlonal Park.

Both frelght and passenger servlce is offered year round.

Interllne rall frelght trafftc ls lnterchanged at glhtttler wlth

barge llnes llnklng the rallroad wtth Seattle and Pri,nce.Rupert,

B.C. Prlnclpal frelght connodltles carrled Lnclude gravel, coal,
avlatlon fuel, plp€, bulldlng naterlals and ptggyback.

l{htlc the Alaska Rallroad perforns an lnSnrtant functlon
wlthln the State of Alaska, lts operations and patronage are

nodest when confared wlth rallroads in the lower {8 where lt
would be classtfted as a.nediun-slzed "short-line' carrler wlth

below average fretght traff 1c denstty. Hlstorlcalt/ r,!,17,r,,
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railroad has been subsidized by Congressional appropriatlons.

Stnce 1939, the appropriations have been used alnrost exclusively

for capltal and nalntenance projects. Slnce 1975, appropriations

have ranged fron a low of $3.0 mllllon in 1978 to a h19h of

$12.5 milllon ln 1981.

In flscal year 1983, whtch ends September 30, lt ls estlnated

that the railroad wlll have carrled 82rOOO carloads and 2O{'OOO

passengers. ProJected fiscal year 1983 revenues are $55.5

mllllon wtth operatlng expenses estimated at $50.8 mlllton. As

shoyn !n Table l, thts continues a trend begun tn flscal year

1981, the flrst tlme slnce the Alaska pipeline constructlon years

that the railroad's operating revenues exceeded expenses.
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Iablc I
TEE AIASTA NAII,NOAD
Flnanclal Rcgulte

Revcnuc
Mllllons

Expcnaes
Inc. Dep. )
MlIllons

Surplus
(Shortfall)
I Mllllons

Expense,/
Revcnue
Ratlo

117
105

86
92

r03
115
L26
120

92
8l
92

Fcdcril
APpro-

prlatlons
I ulUlone

:

Piscal Year (1t

1973
L97t
1975
re75 (11
L977
1978
1979
1980
l98r
1982
1983

(
s

ll.7
2L.5
12.3
53.7
35.0
29.l
25.2
28.9
13.9
58.8
55.5

20.?
22.6
35.
19.
35.
33.
31.
31.
40,

5,0
9.0
5.0
3.0
9.3
6.5

12.6
6.2
7.6 (3))2(

5
6
0
5
8
7
6
2
8

a

( 3.0'
(1.1)
5.8
1.1

(1.0t
(t.5t
(5.5)
(5.8'
3.3
9.5
4.7

a9
50

U lear cnd changed fron ilune to Septenber ln 1976. tranaltlon
quarter lgnored.

2l For conrparlgon wlth prevlous yearsr exeludcs 92.3 nllllon of
engl,necring cxpena€ prevloualy treated as caPltal.
3! $7.6 nllllon was approprlated ln the contlnulng resolutlonr
Publlc Law 97-377 tn December L982. thc DOT aPProprlatlons btll
for flgcal year 1983 contalned no fundlng for thc Alaska
Rallroad.
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INTRODUCTION AND SUMMARY

The Alaska Rallroad Transfer Act of, 1982, P.L. 97-168 (ARTA)

ras signed into law on January 14, 1983. In that Act' Congress

found that rhile contlnuatton of the Alaska Rallroad is necessary

to achleve Federal, State and prtvate obJectlves, conttnued

Federal contro! and ftnanclal support are no longer reguired to

acconpllsh those obJecttves. Congress further found that the

Alaska Rallroad was prlnarlly beneflttlng Alaska resldents and

bustnesses and concluded that the Federal government should offer

to transfer the Rallroad to the State of Alaska.

ARTA establlshes the terns and condItlons for transferrlng

the Rallroad, sets forth the tlmetable and procedures for

acconpltshtng the transfer, and authortzes'the Secretary of

transSrortatlon to effect the transfer upon certlflcatlon that the

State has conplled wtth the Act's terns and condltlons. As part

of the transfer process, ARTA Sectlon 605(d)(l) dlrects the

Unlted States Railway Assoclatlon (USRA) to deternine the

Rallroad's falr market value. Thls report fulfllls that

requtrenent.

On Juty 15, 1983, pursuant to ARIA Sectlon 605(a), the Unlted

Statcs Departnent of Transportatlon and the State of Alaska

subnrltted a Jolnt Report (605(a) Report) describlng the assets

and ll,abtltttes to be transferred. As dlrected by ARTA' USRA has

usd lnfornation contalned ln that report to the ertent relevant

to dcternlntng the Ratlroad's f,alr narket value.



In directlng USRA to value the Alaska Railroad, ARTA provides

three spectfic instructlons concerning that valuatlon. Flrstr'
Sectlon 605(d) ( I ) states that USRA

'shall determine the fair narket value of the Alaska Railroad
under the terns and conditlons of this tltle, applylng such
procedures, nethods and standards as are generally accepted
as nornal and conmon practice.'

Second, the Act provides that

"[sluch deternlnatton shall lnclude an appralsal of the real
and personal property to be transferred to the State pursuant
to thls tltle. Such appralsal by the Assoctatlon shall be
conducted tn the usual-nanner tn-accordance wlth generally
aecepted lndustry standards, and shall consider the current
falr narket value and potentlal future value lf used ln whole
or ln part for other purposes.'

Flnalty, the Act regulres that

'Itlhe Associatlon shall take {nto account all obllgattons
lnposed by thls tltle and other appllcable law upon operatlon
and ownershlp of the State-owned railroad. "
In reachlng lts deternlnation of value, USRA used the

nornally accepted deflnttlon that falr narket value ls "what a

wllling buyer would pay . . to a wllling seller. " In the

appralsal fleld, the valuation of property at falr narket value

"neans nerely an attenrpt to estlnate the prlce for whlch the

t , a

V.
wll n9
ordlnarl
the Unlt

t4l u.s. 506, 5ll (1979). et
L In9 se ller deflnltion of falr narket value

focuses on the loss to the seller (i.e., the loss
States ln dlspos ltion of the railroad), ARTA Sect

605(d)(l) nandates a focus on the ob the
buyer under ARTA (1.e., "obl lgattons le

ly
ed

e

to
ion

upon operatlon and ownership of the

Itgations lmposed by
lnrposed by thts ttt

State-owned rallroad i
)

Consequently, to be conslstent wlth ARTA's dlrectlon' the
valuatlon concentrates on the present value of the property

chaser under ARTA.rlghts to be recelved by the pur



property could be sold by some stipulated seller to anyone else,
rl

Thus, falr nrarket value ls based on economic value ln the

marketplace. It assumes that both buyers and sellers act

ratlonally. It lgnores the special deslre of any particular

buyer for the property and any unlque value whleh the property

nay have to that partlcular buyer.

Thls neans that the falr narket value of the Alaska Rallroad

propertles ls not the subJectlve or special value of those assets

to the State of, Alaska. The prlce rhlch the State would have to

pay to acgulre the rall properties should be based upon how mueh

lt would have to pay to outbld any other potentlal purchaser'

subJect to ARIA's terms and condltlons.

Conslstent wtth ARTA's dlrectlon that USRA aPply "standards

as are gencrally accepted as nornal and common practice', USRA

has deternlned the anount whlch a rattonal buyer mtght pay ln the

narketplace for the properttes to be transferred to the State of

Alaska considertng both ( | ) the "terns and conditlons' of ARTA

that ulll apply to the State's acquisttlon of the Alaska

Rallroad, and l2l all obllgatlons tnposed by ARTA and other

appllcable law uSron operatlon and ownershlp of the State-owned

rallroad.

rP. att
Anerican nstl eo e alsers,

r 978 ; I Orgel
90-96 (2nd ed, I

,Estate, pp. 23-2L (7th ed.
EfiTnnetfoo-nriiirl sect lon 20, pp.



Slnce ARTA's terms and conditlons require the State to

operate the Railroad for at least ten years (or ratlroad

properttes would revert to the United States under ARTA Section

610(a)), determinlng the Railroad's fair narket value beglns wlth

estimattng the present value of continul.ng railroad operations

for ten years, lncluding the present value of the Railroad's non-

operatlng real estate.r The nert step is to estlmate and conpare

( I ) the present value of contlnuing rail operatlons beyond
ten years ln perpetulty, wlth

12) the present value of putttng the Rallroad's assets ln
whole or ln part to other uses after ten years.

These alternative estlnates of falr narket value requlre

analyses of the Ratlroad's operations, lts physlcal plant and

egulpnent, lts real estate assets, the costs which the buyer wlll
tncur lncldent to the transfer, and the proceeds and costs that

would be lncurred lf the Rallroad's assets were converted to

other uses.t*

These analyses are descrlbed ln the sections whlch follow.

They nere assenbled to determine the Rallroad's present fair
narket value under two alternative hypotheses -- ( I ) conttnued

rall operatlons ln perpetuity, and l2l ratl operatlons for ten

rAny losses fron contlnued operatlons could be off,set by rents
fron the non-operatln
requlres that all rai

I
I road revenue 'be retalned and nanaged

real estate, slnce ARTA Seclion 608 (a) (5)

for ratlroad and related pu
ls considered broad enough
restrlct the State's use of
affect fair narket value.

The tern 'related purposes
s condltion would not so

rgoses. t
that thl.

i

rallroad revenues as to naterlally

TTUSRA was asslsted ln determinlng the scope and nature of
analysls under ARTA by the law flrn of Nossanan, Guthner'
El I iott.

lts
Knor I
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years followed by putting the Rallroad's assets to thelr highest

and best alternatlve uses. Results of these two scenarlos are

sunnartzed ln Table 2.

Real Estate

Ratl Operatlons

$ !-ulzg

*l ) Present value of the Rallroad's non-operatlng real estate.

*2) Present value of the Ratlroad's non-opbrating real estate
plus present value fron alternate use of Rallroad's operatlng
real cstate after l0 years.

13) Includes all start-up costs. .

r{} Includes all costs assoclated wlth rall operatlons durlng the
flrst l0 years lncludlng start-up costs, plus labor protectlon
costs associated wlth dlscontlnutng rail operations. Also
lncludcs net proceeds fron assuned-ltquldatlon of facillties and
egulpnent.

Table 2

ARR VALUATION
as of 10/1/83

( ln 000) .

Contlnued Ratl
Operations Scenarlo

$ {7r800f1

llg !-?9.113

8 ?,2.'E)-

Alternatlve Use
. Scenarto

$ 5{r800t2
( 35, {30 ) r4
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The falr market value of both the contlnued rall operations

scenarlo and the alternative use scenarlo conslsts of two

comEonents! a real estate component and a rall operattons

component. The fair narket value of the Alaska Rallroad under

these two valuatlon scenarlos nas deternln..d UV reducing the cash

flows from each of these two conponents to a present value as of

October l, 1983.

Contlnued Rail Operatlons Scenarlo

The real estate component of value was derlved by proJectlng

future lease income frour the non-operatlng real Property. The

Alaska Rallroad's hlstorlcal practlce has been to lease to others

the property not regulred for rall operatlons, and an lnvestor

would llkely conttnue thls practlce. Accordtngly, lt was assumed

that the property presently under lease would contlnue to be

Ieased and that other property would be leased to the ertent

p,osslble. The net cash flows were dlscounted to produce a

present value of ${?r80OrOO0. Thls amount does not tnclude the

real estate whtch has been selected by Native corporatlons.

However, for the reasons dlscussed.tn Appendir A, Natlve Clalm

Selectlon Analysls, USRA concluded that a prudent buyer would pay

nothlng for the possl,blltty that signlflcant portlons of the

lands subJect to Nat,lve clalns ntght eventually be conveyed.

The value of the rall operatlons was derlved fron a forecast

provlded by the Alaska Rallroad and adJusted by USRA. The 605(a)

Report was used as a beglnnlng polnt for the derlvatlon of start-
uB costs, and estlmates of capltal regulrenents tlere nade by



consultants to USRA. These constant dollar cash flows were then

discounted to produce a neoatlv,e value of $25'5291000rr whlch was

then subtracted fron the ${7r800r000 value of the non-operatlng

real estate to yleld an October | , I 983 falr market value of

122r27I,000.

Alternatlve Use Scenarto

In the alternatlve use scenarlo, the Rallroad ls assumed to

cease operatlons at the end of the tenth year, the facllities and

eguipnent renoved and sold, and the operatlng real estate made

avallable for leaslng and development tn the sane fashton as the

non-operatlng real estate. The cash flows generated by thts

addlttonal real estate were valued ln the sane nanner as the non-

operatlng real estate and lncreased the 1983 present value of the

real estate by $2,0001000 to $54r800r000.**

The value of the rall operatlons ln thls scenarlo ls ( I ) the

present value of the cash flow fron rall operatlons for ten years

(2) plus the present value of the net proceeds that would be

recelved fron dlsnantllng and selllng the Rallroad's faclllties

was necessary es e va ue cas ows ter
the tenth year (the last year of the USRA proJe
done by calculatlng a nornal year cash flow tha
er5rected after the tenth year and capltaliztng
l6 pcrcent and then discountlng the capltallzed
Bresent value.

ctlon). Thls was
t could be
that anount by
flows back to

*rlfhlle the $7 ntlllon value nay seem small ln relatlon to the
real estate lnvolved, lt srust be kept ln srlnd that the cash flows
fron alternatlve use of the operatlng real estate do not begln
untll the eleventh year (199{} whlch causes the present value to
be relatlvely small.
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and eguipment starting ln the eleventh year, (3) less the present

value of labor protectlon paynents attendant to dlscontinuing

raLl operations. These cash flows, whlch were a1l stated in

Cohstant, dollars, were dlscounted at the same rate as rras used to

dlscount the cash flows ln the continued rall scenario. The

present value of these flows nas a neoatlve $35r4301000 and was

deducted fron the $54r800,000 real estate value to yield an

October l, 1983 falr marke! value of $l9r37OrOOO for the

alternatlve use scenarlo.

Based on these valuatlon studles, USRA concluded that there

was no persuaslve evldence that a buyer would be wllltng to pay

nore than the present value of contlnued rallroad operations for

the speculatlve posslbtllty that an eventual converslon of some

or alt of the Railroad's assets to alternative uses would produce

greater value. Therefore, USRA deternined that the falr market

value of the Alaska Rallroad pursuant to Sectlon 605(d) ( I ) of

ARTA ls $22 ,271 ,000.
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CONTINUED EARNINGS VALUATION

The purpose of thls analysls was to eramlne the earnings

rhich could reasonably be expected to flow from a continuatlon of

rall servlce. It was based on revenue and erpense forecasts

developed by thi Alaska Rallroad along wtth a proJectlon of

capl,tal requlreurents to support that level of operatlons.

These forecasts were revl'ewed and valldated by USRA staff ,

and adJustnents nere made as necessary. The valldatlon process

tncluded an eranlnatlon of hlstorlc perfornance levels and

trends, field lnspecttons, lntervlews wlth ratlroad and other

knowledgeable p€rsonnel, and a revlew of proposed capltal
protects.

In general, the forecasts nade by the Rallroad were accegted

aa presented. As dlscussed later ln thls sectlon, adJustnents

yere nade to proJected operatlng erpenses for sone addltlonal

naintenance of way expenses. AdJustnents eere also made to

forecasted productlvlty lnprovements, slnce lt was USRA's

Judgnent that a potentlal lnvestor would be unwllllng to pay for
as yet undenonstrated cost reductlons. The proJected capltal
progran was nodlfled as well.

Other cost lncreases resultlng from the transfer of the

Rallroad, ldentlffed tn detall tn the 605(a) report, were also

revlered and adJusted. These ttens lnclude legal and

adninlstratlve erpenses, tort clalns, worklng capltal and

enployee retlrenent gbllgatlons. Addltlonally, the cost of

conpllance wlth Federal OSHA regulreurents and Stat", local
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bulldtng codes not now appllcable to the Railroad were estlnated

and lncludedr'ds well as one-tlme transfer costs.

The resultlng modlfled revenue, erpenses, and capltal

requlrements from operatlons were reduced to a slngle present

value as of October l, 1983.

Revenue

Revenue ls based on an Alaska Railroad passenger and frelght

trafflc forecast for the flscal years 198{ t,hrough 1989 (see

Table 3). Passenger revenue is proJected to lncrease 59 percent

from flscal 1984 to 1989, wlth frelght revenue rlslng 34 percent.

Most comnodltles show a gain over the perlod rlth only petroleun

products decllnlng. Gravel trafftc, whlch has been tncreasing

over the past several years, ls expected to remaln at 1983 levels

as ts coal novlng to local Alaska destlnatlons. The comnodlty

showlng the largest tncrease is plpe because of renewed acttvlty

on the North Slope and a greater need for replacenent plpe.

Of partlcular lnportance ts the proJectlon of an exgrort coal

novenent beglnnlng wlth a test shlpurent ln t984. Thls coal would

be noved ln unlt tralns from tlealy to the port of Seward for

shlpurent to Korea. It would be handled ln shtpper-owned

equlpnent and uould represent a slgnlflcant addltlon to the

Railroad's traffic base. Plannlng for thls novement has been

golng on for some tlne. However, recognlzlng that the necessary

port facllltles have not yet been bullt, the uncertalnty of

current world coal markets and the possibllity of lncreased

costs, USRA nodlfled the Rallroad's forecast by delaytng the
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estlnated start-up date by one year. We belleve that a

prospectlve purchaser would vlew the uncertalntles assoclated

rtth the proJected export coal movenent as being slgniflcantly
hlgher than the uncertalnty inherent in other elenents of the

Railroad's forecast.

Nelther the Rallroad nor USRA has forecast any trafflc
tnprovenents that are purely speculative. For eranple, there are

naJor nlneral reserves ln the area which are a source of

potentlal new trafflc. However, addltlonal factlities would be

requlred, probably lncludlng substantlal ertenslons of the

Ratlroad's ltnes.

Atl elenents of revenue are stated ln constant l983.dollars.

lhls neans that the average revenue per carload changes only as

trafflc (connodlty) mlr.or length of haul changes.' It was

assuned that rate lncreases nlll be nade ln a tlnely fashlon ln

response to cost lncreases. To the extent that the Railroad

should prove unable to do thls, operatlng margins would be

reduced fron forecasted levels.

Erpenses

USRA adogted nost of the Rallroad's forecast of operating

erpenses. The nost lnrportant modlflcatlons nere addlttonat

nalntenance of way expenses, the prevlously dlscussed adJustnent

to proJected productlvity lmprovenents, and additlonal legal and

adnlntstratlve erpenses attrlbutable to the transfer ltself. ,
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Asset Condition gtd Maintenance Erpenses

Slnce the conditlon of the Ratlroad's plant and equlpment has

been of naJor concern ln the past and could be responslble for

naJor shifts in erpense levels, USRA phystcally lnspected

factlltles and equlpment as necessary to make a careful

assessnent of future reguirenents.*

Maintenance € Egg. The Ral.lroad consists of approxlnately

550 active track nlles ln naln and branch llnes, yards and

sldlngs. The naln llnes fron Seward to Falrbanks and from

Portage to lfhlttler conslst of l15 pound rall on wood tles. The

branch llne and yard rall generally varles from 70 to 90 Srounds.

New rall ras lnstalled on the naln llne fron l9{8 to 1952 to

overcome deterloraLion fron heavy trafflc durlng the war.

Although preclse nunbers are not known, naJor tle renewals were

aiso done at that tlne. The ertrenely large rebulldlng effort
durl.ng that flve-year perlod and the relatively low trafftc
levels since have reduced the subsequent need for large progran

erpendltures for tle and rail renewal.

In order to evaluate the Ratlroad's condltlon and estlnated

future needs, the property was inspected by observlng the track

structure and rlde quallties fron tralns, hl-rall vehlcles and

selected walklng lnspectlons. Sone tie renewal and surfaclng

work was observed ln progress, and records for defectlve rails,
derallnents, slow orders and other englneerlng data were

kson
R. Bell, experts ln railway englneerlng and equlpnent.
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revlewed. Thls revlew clearly showed that the Rallroad is

currently ln satlsfactory conditlon to handle present and

proJected trafflc levels. In t982, the Railroad's hlghest

trafflc denslty was 8 nllllon gross tons (MGT) on the 40-mtle

segnent between Anchorage and Matanuska. The balance of the naln

Itne handled less than { MGT for the year. These statlstlcs
reflect a low-denstty rallroad as conpared wlth other rallroads

rhere denslty nay often be over {0 MGT per year for slngle lrack

llnes.

Over the past three years l98l-83, the Railroad wlll have

replaced an average of about 211000 tles and renewed about 2.75

track nlles of rall per year. The Rallroad has proJected sone

lnereases tn progran levels predlcated on tncreased trafflc, but

future erpense lncreases are partly offset by proJected cost

reductlons due to greater efflclency
In lts analysls, USRA deternlned that the nalntenance of way

costs proJected by the Rallroad should be lncreased to assure a

track structure adequate for the expected traffic. The nagnltude

of thls adJustnent varles from about $800,000 annually to nearly

$1.5 nllllon annuallyr oE a total $10.8 nllllon for the ten

years, l98l-93. Thls fundlng wlll provlde for tle replacenents

of 351000 ln 1984 rlsing to 50,000 by 1990. Rail renenal wtll
slnllarly lncrease from about 4.5 track mlles ln l98l to l0 track

alles ln 1993. These progran lncreases reflect not only traffic
grorth but also the age of nany tles and much of the rall. Tles

and rall lnstalled ln the p,ost-war perlod, 1948-52, w111 have

provlded forty years of servlce wlthin the nert tenrVeal?,:i.lnd
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thts should regulre increased replacement, rates fron current

levels.

l,latntenance of Equlpment. The Rallroad currently owns 62

locomotives, 46 passenger cars and 1,642 frelght cars. fn

addttton, varlous vehlcles, malntenance and shop eguipnent are

also nalntained. The denand for equlpment, ts high throughout the

sunmer due to tourlsm and the constructlon season. Durlng the

wlnter, demand is low, provldlng time for progranmed egulpnent

repalr. Total expenses ln thls category were about $9.5 nlllion
last year, and they are proJected to renaln at about that level

through 198d. After that, conslstent wlth trafflc growth,

erpenses are proJected to lncrease each year, reaching $11.5

nllllon ln 1989.

Thls proJected spendlng sho.uld be adequate to provide the

necessary level of locourotlve overhauls and heavy repairs as well

as runnlng and heavy repalr to frelght cars. Malntenance of
passenger equipment has also been provlded for, prenised on the

current scheduled level of tralns.
A part of the locourotlve fleet ls old and erpensive to

nalntain, and nuch of the frelght car fleet ls or soon wlll be

over l0 years old. However, the overall condltlon of the fleet
should tnprove over the ten-year perlod due to the proJected

acqulsltlon of new or good used loconotlves and frelght egulpnent

as provlded for ln the capltal plan.

The need for addltlonal or replacenent frelght cars wlll have

to be contlnually re-evaluated as traff lc develon".' The Ratlroad
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has had some success tn getting shippers of bulk conmodltles to

obtaln and flnance needed equlpment. Currently one of the naJor

gravel shlppers provides hopper Cars for regular unit traln

noves, and the potentl,al coal exporter has agreed to provlde not

only the necessary carsr but also the locomottves.

lhe opportunlty for additlonal shlpper equipment agreenents

ulll depend on future trafflc developments. Surplus freight

equtpment ln the lower forty-etghi states may provlde an

economical source for sone of the Rallroad's future needs. In

sunnary, based on the prOjeeted trafflc and expected equlpment

acggisltlons, the expense levels proJected should be adeguate not

only to natntatn the current fleet condttlon but to pernlt sone

lnprovenent.

Forecasted Caoltal Requtrenents

Hlstorlcally, capltal spending has varled wldely' and

governnent approprlatlons have been regulred to pennlt any

reasonable capltal progran. Accordlng to data provlded by the

Rallroad, slnce 1975, capltal spendlng has ranged from a low of

$2.8 nllllon to a hlgh of Sll.8 nllllon.* Uncertaln fundlng and

resultlng wlde swlngs fron year to year nade effectlve capltal
planntng dlfftcult, often leadlng to last-mlnute dectslons on

proJect approvals.

lture
totals that lncluded the cost of naJor track work such as tie
replacenent, rail renewal, track surfaclng' bridge repalrs, etc.
Onder ICC accountlng, these costs properly belong ln operatlng
arp€nses. The spending totals shown reflect thls adJustnent.
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The Rallroad provlded USRA wl.th a capltal plan averaging

$ll nllll,on annually from 198{ to 1988 funded by the Rallroad's

cash flow. .After revlewlng that plan and a proposed project

llst, discusslons with nanagenent and on-site lnspectlons, a

yearly allocatlon of $12 mlllion eas considered adequate to

conttnue operations and to handle forecasted trafflc Arowth.

Approxlmately half of this amount ts allocated for acgulrlng

and upgrading locomotlves, cars and other equlpment. The

renalntng anounts provlde for rehabllltatlon of brldges and

tunnels, track constructlon to serve new and exlstlng custoners,

stablllzatlon of the roadbed ln the Healy Canyon and elsewhere,

reallgnnent work to reduce curvature, and other plant

regulrements.

Start-up Costs

In Appendlx L of the 605(a) Report, the State of Alaska and

the Department of Transportatlon ldentifled l5 ltens uhlch they

consldered to be potentlal start-up obllgattons under the Act.

The Report characterlzed these as "'start-up' responslbllltles,
because they are new undertaklngs by the rallroad, not prevlously

tnposed on the rallroad because of its Federal status." For the

nost part, these responslblllttes are not 'one-tlne"; rather,

they affect ongolng erpenses and result fron varlous changes ln

access to Federal government resources. USRA treat,ed these

tssues as follows.
( I ) Vehlcle @L!!![. Under Federal ownershlp, the General

Setvtces Adnlnlstratlon assigns vehlcles to the Rallroad for a
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nonthly lease palment whlch lncludes naintenance. The State, the

Departnent of Transportatlon, and the General Servlces

Adntnlstratlon have not yet resolved whether the exlstlng leased

vehlcles wtll be transferred. In the event the Rallroad acguires

the exlstlng fleet of older leased vehlcles, lt wlll be requlred

to nake other arrangenents for malntenance. USRA determlned that

the Rallroad could nost llkely contlnue to lease vehtcles at

terns and condltlons equlvalent to those currently ln effect.

Regardless of the flnal outcone, there would be no stgnlflcant,

change ln net costs to the Rallroad for vehlcles, and US$'s

analysts tncludes no adJustnent to the Rallroad's proJected

erpenses for thls ltem.

(2) Supplles and Uatertals. After transfer, the Alaska

Rallroad can no longer acqulre supplles through Federal

governnent supply depots. However, USRA's valuatlon assunes that

the purchaslng power of the State-owned ratlroad wtll offset the

loss of the abtllty to purchase through the Federal governnen!.

USRA dld lnclude increased administratlve costs assoclated wtth

an addltlonal purchastng agent.

(3) teoal ES,. Currently, nuch of the Railroad's legal work

ls perforned by Untted States government attorneys. After

transfer, thts wlll no longer be the case, and the Ratlroad wlll
have to do nore of tts own legal work as well as retatn outslde

counsel. Af,ter consultatlon wlth the Alaska Rallroad and wlth

others, USRA concluded that an addltlonal $6001000 per year ls an

approprlate addltlonal cost to factor lnto the valuatlon.
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(l) Addtttonal Adminlstrative Expense' USRA has assuned

that, as a resuli of the loss of certaln admlnistratlve support

currently provided by various Federal agenctesr the Ratlroad will
lncur an addittonal annual expense of $108r000 representlng three

person years to handle this sork.

(5) Tort $!glg. Currently, all tort settlenents or awards

ln excess of $2,500 are pald by the Federal treasury. After

transfer, these will all be the responslbtltty of the Rallroad.

Over the four-year perlod l98O-83, the Federal treasury patd a

total of $2881000, an average of $72,000 a year. Fron thls
experlence, USRA assumed an addltlonal average cost of $75r000

Per year.

(6) tlorkino 9g!!gl. As wlth all buslnesses, the Rallroad

wlll. requlre worktng capttal. USRA assuned that none of the

revolvlng fund wlll be transferred to the State because pre-

conveyance clatns and contlngent llabillttes that nust be pald

are likely to consuure the entlre fund. After revlewlng the

worklng capttal requlrements of other rallroads, lt sas US$'s

Judgment that one nonth's worth of operatlng expenses would be

adequate uorklng capltal for the Alaska Ratlroad. lhls anounts

to approrlnrately ${.4 mtllton ln the ftrst year, varytng over the

forecast perlod as operatlng expenses vary.

l7l Lack of Access to Federal Surplus Equlpment. After

transfer, the Ratlroad's access to ercess Federal eguipnent wlll
be greatly dimlnlshed. In our Judgurent, thls should not lncrease

the Rallroad's costs,
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(8) ARTA Sectlon 604(d)(3) Emplovee Protection Obllqatlons.

Sectlon 604(d) (3) requlres the Secretary of Transportatlon to

certlfy that the State-owned rallroad has establlshed

arrangenents to protect the employees of the railroad for the two

years lnnedlately followlng the transfer. Thls provlslon

requlres contlnuatlon of current labor agreenents, retentlon for
two years of all employees (other than certaln offlcers) who

elect to transfer to the Rallroad, contlnuatlon of compensatlon

at current levels, re-enployment prtorlty, and nalntenance of

beneflt programs, as well as other ltems. The essence of these

provlslons ls to contlnue the employees' current status. Slnce

the forecast calls for natntalnlng rall operatlons at current

levels, USRA assuned that all present employees uould'be offered

Jobs by and uould.transfer to the State-owned rallroad. Since

USRA's forecast of cash flows also assulnes the continuatlon of
current conpensatlon levels, no protectlon payments would be

regulred under these assuurptlons. *

(9) Sectton 607 Retlrement Oblloatlons. ARTA Sectlon 607

regulres that, after transfer to the State, the Rallroad nust

grovlde retlrenent beneftts substantlally equlvalent to current

levels for atl enployees who elect to transfer. 
. 
As stated ln the

605(a) Report, the Departsrent of Transgnrtatlon asked the Off lce

of Personnel Managenent (OPM) 'to calculate retlrenent costs and

*lE, ln fact, there are Iarge numbers of enployees who elect not
to transfer, then thls could cause slgnlflcant dtsruptlons to the
snooth operatton of the rallroad whlch could prove to be costly.
USRA has no way of dtrectly guantlfyLng elther the llkelihood ofthls occurrlng or lts cost.
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benefits for existing employees who particlpate in the Federal

rettrement system and to prepare an estinate of the financial

conseguences lf all of those enployees transferred to the St,ate-

owned railroad at thts tlne' (505(a) Reportr PP. 69-?0). The

605(a) Report further states (at page 70) that:

" I t ln greparlng lts calculatlons' OPM assuned that tf
transferred.enployees remaln ln the Federal retlrement systen
pursuant to Sectlon 607(a)(l), the language of lfat provlslon
governlng the amount of the State-owned rallroad's enployer
iontrlbutlons . . . would regulre the State-owned ratlroad to
payr as the ernployer contrlbution' 29.06 percent of baslc
bayrotl for those transferred enployees lnto the Federal'iettrenent fund to fully fund retlrenrent beneftts that accrue
for those employees after transfer. OPM!s calculatlon
assumes the current seven percent eurployee contrlbutlon would
renaln unchanged.

Thls ls an lncrease of 22.06 percent over the anount the
Alaska Rallroad has contrlbuted as a Federal agency and
reflects the manner ln whlch the Federal retlrenent systen ls
nornally funded, whlch for Federal agencles lncludes other
paynents fron the U.S.'Treasury.'

The ultlnate resolutlon of thls lssue will not occur untll
after the date of thls report. fndeed, ln the 605(a) Report, the

Departnent of Transportatlon and the State of Alaska acknowledge

that an 'accurate esttmate of the retlrement obllgatlons that

would be lnposed on the State-owned rallroad pursuant to Sectlon

507(a) cannot be calculated at thls tine. " However, for purposes

of conrpletlng thls valuatlon ln a tlurely nanner' USRA has been

requlred to nake assuurptlons as to the cost of this provlsion to

the Rallroad.

USRA's analysls assumes that all pernanent enployees would

transfer to the State-owned rallroad and would be lncluded ln a

plan that wtll have an annual cost to the Rai,lroad egulvalent to

the cost that OPH has suggested -- that ls, a 22.06 percent
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additlonal contrtbutlon over and above the 7 percent contrlbution

rhlch the Railroad ls currently paylng. USRA assumed all new

enployees hired after the date of the transfer would be covered

under a new penslon plan that would reguire the Railroad to

contribute 12 percent of the new employees' base salary.

USRA's analysls of the addttlonal pension costs used the

actuarlal base developed by OPM which Ilsted current employees,

by sex, for each year unttl the last Railroad enployee currently

in the Federal rettrenent systen has left the payroll. These

data were costed ustng the I 983 average wage levels to yleld the

total wage base for each year. Thls wage base uas multiplled by

an additlonal 22,06 percent to arrlve at the addl,ttonal pension

costs

As each current employee leaves the payroll, USRA assumed a

replacenent would be added, but that the replacenent's penslon

erpense would be only 5 percent tn addltlon to the current

7 percent contrlbution. This approrlnates the contributlon now

requlred for enployees of the State. These cash flows were then

tncluded wtth all other erpenses, and the flrst l0 years of

addltional penslon erpense is shown on Table 3.

The Departnent of Transportatlon and the State acknowledge

that 'the eract nunber of enployees who wlll transfer and the

value of thelr retlrenent beneftts will not be known untll the

date of Transfer'. Thus, the assumptlons which USRA has nade

could be signtflcantly dtfferent fron the actual outcone.

Eoweverr ue belteve the estlmates provlded by our assunptlons are
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reasonable and fair to both the Federal government and the State,

as well as to anY other buYer.

(lO) Sectlon 507 SeverancF, OFtioatlons. The severance

obllgations imposed upon the Railroad by Section 607 of the Act

regulre the Railroad to pay certatn compensation to employees

whose employrnent ls terminated wlthout cause during the first two

years after transfer. Because of the activity levels forecasted,

we have assumed that no employees wtll fall lnto thts category

and, therefore, no uPward adJustment to the Rallroad's projected

operating erpenses ts necessary.

(.1I ) Non-Avatlabllitv of Statutorv Exenrptions tf the Rallroad

Ceases to be I State Instrunentalltv. ff, after transferr the

Rallroad ceases to be an lnstrunentaltty of the State' then the

Ral.Iroad would lose tts erenption from Federal .lncome tates, the

RaLlroad Retirement Act, the Rai'lway Labor Act, and the Federal

Enrployer's ttabillty Act. Because of the'nature of the prolected

cash flows, no tax ltabiltty would accrue even if a private

purchaser, and not the State, acqutred the Ratlroad. USRA also

assuned that there would be no stgniflcant changes ln cash flor
tf the labor related statutes were applled. Therefore, we have

nade no adJustnents for these provlsions

( I 2) Sectlon 508(a) ( I ) Antltrust Appltcabllttv. After

transfer, the erenption whlch the Rallroad enJoys from certain

antltrust lars wLll be lost. l{htle thts nay becone an lssue ln

the future that could adversely affect the Ratlroad's trevenues,

USRA has no way of quantlfylng what the long-range effect ntght

be.
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(13) ICC Reoulation. Currently the Railroad ls subJect only

to partial regulatlon by the ICC under Executlve Order 1243{.

After transfer, ARTA Sectton 608(a) provldes that the Ratlroad

ulll be fully regulated by the ICC ln a nanner sinllar to other

ratlroads of the sane class (most llkely Class II). Whtle there

rlll be some addltlonal costs, they are not signiftcant enough to

guanttfy separately. However, ds prevlously stated, upward

adJustments were nade to both legal and other adnlntstrattve

costs 3o cover these as well as other. conti.ngencies.

(l{) Compllance t{lth Varlous Safetv Statutes and Feoulatlons.
USM consldered three separate categories of potential erpenses

-- OSEA, State and local bullding codes, and faclltty condltion.
t ggEA. Based on an updated study provlded by the Alaska

Rallroad, whlch lndlcates approrlnately $2.5 nlllton
addlttonal fundlng wtll be requi,red to ellnlnate the

renainlng deficlenclesr w€ have lncluded $500r000 per

year for flve years. These funds wlll be utlllzed to
correct problems assoclated wlth bulldings, faciltttes
and equlpment beyond erpendl,tures budgeted elsewhere.

t State and Local Butldtno.Codes and Ertstl,no Condltlon of

Factlitles. A recent report prepared for the State

estlnated the total cost to correct buildlng

deflclencies to be about $85 nlllion. Condltlon

Broblens accounted for about 62 percent or $53 millton
with the balance of $32 nillion being related to code

vlolatlons. Repatrs, addlttons or replacenent costs
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were based on brtnglng the existing butldlngs lnto

compllance, regardless of current use.

In the fulure, the Rallroad will have to correct

some code violattons and improve the conditlon of sone

bulldings. However, the Ratlroad wlll certainly conduct

a careful review of current and future ratlroad

operatlng needs before any large erpendltures are made.

Some bulldtngs are no longer requlred, and some

consolldatlons may be posslble. If replacement ls

necessary, a much smaller and nore efflcient factlity
nlght be adequate. The Rallroad currently has an on-

golng grogram to correct sone of these deftclencles. In

addttlon, there ls some overlap wlth the fundlng

requtred to correct OSHA deflciencles reported earlter.

After consideration of these factors, discusslons wlth

the Ratlroad and the State, and on-slte lnspectlons, the

follorlng future needs were consldered reasonable and

are reflected tn USRA's analYsls:

Butldtng code deficlencles -- an allocatlon of $1.5

ntlllon per year for ten years for a total of $l 5

nlllton. This allows for ltens such as fl're
separatlon, fire reslstance tn rall coverings,

ventllatton, llghting, electrical deflclencles,

handlcapped access, and other code related itens.

Condttion dlscrepancles -- Justlfted proJects ln

thls category would be funded under the Ratlroad's

nornal capltal budgetlng proces_s. As. discussed
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prevlously in thls sectton, thls total budget ls

forecast at $12 mtllton per year for ten years.

(15) Transttlon Expenses. Upon transfer to the State' there

utll be certal,n one-tlrne costs that wtll have to be lncurred.

These yould lnclude such thtngs as legal costs, flling fees,

consultlng fees and admintstrattve costs as well as costs to the

Rallroad ranglng fron renarklng egutprnent to tndlcate the new

ounershtp to prtntl,ng stationery. lfe estlnate these one-tine

costs to be $1r750,000.
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Present Value of Future Cash Flows

As prevlously dlscussed, the fair market value of the Alaska

Ratlroad ls the anount whtch the State would have to pay to

outbid (e.g., by one dollar) any competl,ng potential purchaser.

To deternlne the narlmun bid of a competlng non-government

purchaser, the estlnated f,uture cash flows nust be discounted to

present values at a rate equal to the cost of capltal that the

prlvate purchaser would enploy tn valulng thls ratlroad.

In arrlvlng at a welghted average cost of capttal to use as

the dlscount rate ln this valuatlon, numerous factors nere

consldered. Anong these were rallroad debt-equlty ratlos, the

cost of debt, the average real return on equltles, and risk
prenluns used ln other rail valuatlons. The resulttng constant

dollar dtscount rate was then conpared to dlscount rates used ln

varlous other rallroad related valuatlons as well.as to the cost

of capltal for the natlon's rallroads as found by the ICC ln

Er Parte d36. These conparisons served as a cheek on the

reasonableness of the rate used ln the Alaska Ratlroad valuatton.

USRA deternlned that the approprlate constant dollar dlscount

rate to use tn thls analysts was 15 percent as applied to the

proJected cash floss erpressed ln constant dollars.t The

real estate analyses for two reasonss ( I ) As noted above, the
contlnued earnlngs.valuatlon was perforned tn constant dollars.
In contrast, the real estate analysis consldered the effects bf
apprectatlon in value of the real property, and was perforned ln
lnflated dollars, (2) Dtfferent special consLderatlons were
relevant to the real estate analysls than to the contlnued
carnlngs valuatlon.
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development of thls discount rate required welghing the special

conslderations attendant to the Alaska Rallroad. Elements of

these special constderations includer

t The posslbility of not reallzlng cash flows that, tn
turn, are based on estimates, not on hlstorlcal
evidence,

rt The change fron Federal ownership,

* The onset of full regulation by the ICC upon the change
ln ownership, and

* The uncertalntles on the world energy narkets.

Measurtno Potenttal Alternatlve Use Value

-

To neasure the. possible alternative use value of the Alaska

Railroad's assets under the terns and conditlons of ARTA' USRA

hypotheslzed that, beginnlng tn the eleventh year, tiere would be

an imnediate cessatlon of all rail ogeratlons to perntt the

Rallroad's operating assets to be placed ln thelr htghest and

best alternattve uses.* To assess the effect of such an option on

value, USRA perforned the followlng analyses.

ItCinatClsCs for the Railroad's real
estate, it was US$'s Judgnent that lt would be highly
speculatlve to assune that any operating real estate could be
othervlse developed under a continued operatlons scenarlo,
partlcularly durlng the early years followlng transfer to the
State. Not only would such development requlre relocatlon of
erlsttng yards or other facilltles, but lt ls also uncertain that
any najor redeveloprnent plan could easlly obtatn the regulred
approvals of varlous disparlte tnterests. Further, any
assenbling of operating and non-operattng real estate would nost
Itkely be affected by erlsting leases. In llght of these factors
which would affect both the tintng and costs of any partial
alternative development of the operattng real estate, USRA
concluded that lts conslderatlon of the alternate use value of
these parcels tn a ltquldatlon scenarlo after ten years was a
fair nrethod of neasuring their value for other purposes.
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Ratl Ooerations

-

If the Alaska Rallroad were plannlng to totally cease

operatlons, it night well cut back dramatlcally on all lts
etp€nses before the eleventh year. It ls also true that shippers

rould begin to find alternative modes of transportatlon;

consequently, the Rallroad's revenues would also drop

dranatlcally. Fotr purposeS of thls analyslsr w€ have assuned

that revenues would drop by the satne dollar anount per year as

erpenses. lfe have used the cash flows generated by the Rallroad

for the continued operatlons scenarlo tas adJusted by USRA) as

betng representatlve of the cash flows that the Ratlroad would

generatc ln the ltqutdatlon scenario.

Labor Protectlon

As a rcsult of discontinulng ratl operations, USRA has

assuned that there would be lnposed on the owners of the Alaska

Rallroad labor protectlon condltlons stnllar to those commonly

knoun as 'New York Dock'. These conditlons essenttally requlre

enployees (dependlng on senlortty) to be patd their full salary

and benefits for sll years, unless they ftnd other Jobs. In the

case where an enployee flnds another Job at a lower rate of pay

than the one he had on the rallroad, that employee ls entitled to
the dtfference tn pay between hts new Job and what he recelved on

hts otd Job. Protected enployees also have the optlon of taking

a one-tine lunp sun paltment equlvalent to one year's pay.

In order to calculate the cost to the State of these labor

protectton condltlons, USRA assumed that all pernaneyt.::?l:t.""
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would be eltglble to receive labor protectlon palzments. Of these

employees, based on the current age proftle of the Railroad's

enployees, USRA assuned that ( | ) all those 55 and older would

choose to retire, (2) 25 percent of the eligtble enployees would

take the lump sun settlement, and (3) 25 percent of the remaining

work force would find new employnent each year.
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FACILITIES AND EOUIPMENT ASSETS

USRA selected Frank S. Klng and Jackson R. BelI, erperts ln

rallway englneerlng and equlpnent, to asslst ln determtnlng the

alternatlve use value of the Ratlroad's facilittes and eguipment;

they determlned the net value that could be reallzed from

dtsposltton of these assets taktng Lnto conslderation all of

ARTATs terns and condltions. Thelr analysis ls described ln

greater detatl tn thetr report to USRA.

USRA flrst assembled and valtdated the Rallroad's lnventorles

of track, equtpment, and other facllttles. These assets tnclude

agproxinately 550 trach stllesrr yards and port facllltles' shops,

bulldlngs, brtdges, connuntcatlons facllttles, 1 '642 frelght

cars, {6 passenger cars and 62 locomotives, as uell as

natntenance and shop nachlnery. Phystcal inspecttons were nade

as requlred to deternlne the condltlon of the assetsrrt and a

deternlnatlon was made as to rhich asset categories would be sold

as scrap and uhlch could be sold to others for re-use.

k
tncludlng not only tts 460-nlle maln llne from Seward to
Palrbanks, but also lts branch ltnes as well as passing tracks
and yard tracks.
TIUSRA also relted on thls conditlon assessnent to deternlne the
Rallroad's naintenance and capital requlrenents for use ln
deternl,ning the Rallroad's contlnugd operatlons value, previously
dlscussed.
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USRA esttrnated the range of nrarket prlces for resale and for

scrap, dlsmantling costs, shipptng costs fron Alaska, and costS

to comply wlth environmental or other regulattons.* In naktng

these estimates, USRN consldered vartous narket data such as the

denand for scrap and the supply and denand for used railroad

equlpment and used rall.
Slnce ARTA requlres that the State nust contlnue to operate

the rallroad for at least ten years or suffer reverston, the

state could not reallze any alternate value from llquidating

these assets untll ten years after transfer.t* USRA estlmated

that an orderly dlsrnantling and ligutdatlon progran vould requlre

2 l/2 yeacs, beginning lnrl99{ and flnishing in 1996.

USRA deterurlned that the net proceeds from sale of the

Rallroad's track and.factltties plus its equlpment would be

$11.6 ntllton ln 1983 constant dollars.

*USRA was assisted ln t,hese areas by tlr. Dlichae I V. Cody.

t*Indeed, based on the Rallroad's forecasti the posittve earnlngs
projected for 1994 and later years, tf realized, would prevent
the natlroad fron obtalning authorlty to abandon under the
appllcable provtsions of the Interstate Comnerce Act. Thls
r-presentS a naJor uncertainty that any purchaser would_wetgh
helvtly before paylng a prlce based tn part on asset values to be

recelvbd many years ln the future and only lf rall operatlons
coutd be discontlnued.
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REAL ESTATE ASSETS

USRA selected Jackson-Cross Conpany, a natlonwlde real estate

appralsal flrn, to asslst Ln valulng the Alaska Rallroad's real

estate assets. Jackson-Cross determined the present value, as of

October I, 1983, of the Ratlroad's real estate taktng lnto

conslderatlon all of ARTA's terms and condltlons. TheLr analysts

ls descrlbed ln greater detatl tn their appralsal report, to USRA.

lo conslder the ARTA Seetlon 510(a) requlrement that the

State nust contlnue to operate the rallroad for at least ten

years or suffer reversion, USRA instructed Jackson-Cross to

conslder the Alaska Ratlroad's real estate assets ln two

categorlesr
t 'l{on-operatlnq" property -- land which ls not necessary

lftFffiTffi-aa-'s 6peritlons. Thls ls essentlally 'reil
estate shlch Ls leased to third parttes, or whtch ls
avallable for developnent.

t 'Operatino' property -- all other property, such as the
llties, includtng thertght-of-uoy, yards and other facl

port facllttles at t{htttler and Seward.

Becauge the Ratlroad's 'non-operatlng' property ls not requlred

for rall operattons, lt ls not affected by the continued rall
ogreratlon requirenent. Eowever, because of ARTA's restrlctions,
USRA assuned that no value could be reallzed fron alternate use

of the Ratlroad's operatlng real estate untll ten years after
transfer to the State.* Jackson-Cross was tnstructed to deternine

tln sone locations, the Railroad ls presently earning income from
cas€nents or pernlts on operating property whl,ch do not lnterfere
rl,th rall operatlons. Thls lncone was consldered ln USRA's

(Cogttnued)
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(l ) the present value of the cash flor which can reasonably be

proJected from continued development of the Railroad's non-

operatlng real estate, and l2l the present value of the cash flow

whlch eould reasonably be proJected from alternate use of the

Ratlroad's operatlng real estate beginning ten years after

transfer.
Most of the Alaska Ratlroad's real property not reguired for

rall.operatlons ls currently leased to others, and there was no

reason to assulte that a purchaser of the property rould change

thls practice. Jackson-Cross, thereforer based lts appraisal

upon the assumptton that the Rallroad's real estate would be

leased rather than sold. To the ertent that any current rents

are below narket levels, the lease assumptlon explicltly
conslders that fact. USRA assuned that the State wlll be

requ.lred to honor the terms and conditlons of these leases. They

were thoroughly revlewed and analyzed, and USRA has consldered

their effect in deternlning the value of the Railroadts real

estate.

Jackson-Cross then assuned that, ercept as Prevented by

erlsting leases, rents would be set at narket levels. It

(Continued)
contlnued operallons valuatton. As dlscussed later, the Rallroad
lacks clear- tttle to much of the right-of-way so that it would no
longer be entltled to incone fron such property upol conversion
to itternate uses. As to rtght-of-way propertles where the State
will acqulre clear tltle under ARTA, !t was not consldered
feastblC to atteinpt to ascrlbe any separate value to thls
potentlal lnconer-slnce the hlghest and best alternate use nlght
rell either ( | ) preclude the continuance of the easenent or
pernlt or (2) result in the lessee, rather than the fee owner'
collectlng such easenent or permlt income.

jonb
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estlnated the net revenues that most ltkely would be reallzed

fron a nornal leastng and nanagement program as well as the

perlod of ttme an lnvestor would percelve as necessary to reallze

those net revenues. Jackson-Cross then dlscounted these

proJected net revenues to conslder the cost of money over tine
and the rlsk of uncertalnty that those proJected net revenues

would, ln fact, be reallzed. t
USRA classlfted the Railroad's real esLate lnto 'non-

o;nrattng" and 'operattng' based on current rallroad operattonal

regulrenents wlth reasonable estlnates for operatlonal erpanston.

Alt land prcsently ieased to others was classified ds non-

operattng, includlng lands leased to tenants uho are also

shlppers on the ra1lroad.

Therc is no deftnltlve lnventory avallable of eractly what

constttutes the property of the Alaska RaJ.lroad. USRA complled

naps fron the Railroad's records to correspond wtth an inventory

estlmate whtch had been prcpared by the Departnent of

lransportatlon ln 1981. Addltional lnventory lnfornatlon was

contained ln the 605(a) Report. ' Howevcr, despi,te the best

efforts of all parttes lnvolved to assenble whatever inventory

data are avallable, substanttal guestlons sttll renaln.

rln practlce, the lease assunptlon produces the sane value as an
assunptlon that the real estate would have been sold over a
perlod of years, subJect to the existlng leases. This ls because
the prtces lnvestor(s) woutd be wllllng to pay are a function of
the rental incone that could be earned, taklng lnto conslderation
both present rents and proJected future rent lncreases.

jonb
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.Most notable of these guestions ls the deflnltlon of exactly

what rtghts wlll ulttmately be conveyed to the State of Alaska.

Dependlng on future adJudicatlon or rtegotlatlon, there are many

tnstances where the State may recelve less than fee tttle to

portlons of the Alaska Rallroad's real estate, partlcularly lts
rlght-of-way. Erhiblt I to the 505(a) Report sunnarlzes exlstlng

clalns agalnst the property. According to that exhlblt, prepared

by the Anchorage offlce of the Bureau of Land Managenent, nore

than half of the Alaska Rallroad's rtght-of-way passes through

lands whLch nere Batented to private partles or to the State

wlthout a sBeclflc reservatlon for the Rallroad's rlght-of-way. I

In a ltntted nunber of, areas, mlnlng clalms have also been flled
whlch are near to or encroach upon the rlght-of-way. Further, in
other locatlons, ARTA provldes that the State wlll only recelve

an 'erclusive use easement" to certaln portlons of the rtght-of-
way.

Therefore, ln an alternatlve use scenario, the Rallroad would

have no legal tnterest to transfer ln conslderable portlons of

Its rlght-of-way. Accordtngly, in deterninlng the value of the

RaLlroad's operatlng real estate for alternate uses after ten

years, Jackson-Cross was lnstructed not to lnclude value for any

parcels where ownership would dlsappear upon cessatlon of rall

rOf a total of 519.ll nlles of right-of-uay, 142,34 nlles have
been patented to lndlviduals; 137.87 niles have been patented to
the State; and 91.25 mlles have been tentatlvely approved for
patent to the State upon survey. An addltional 85.92 niles have
been selected by the State, and another 1.3 niles appear to have
been patented to both prlvate parties and to the State.
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operattons. Further, because clear tltle erlsted for very ltttle
of the right-of-udy, Jackson-Cross was also lnstructed not to

conslder 'corrldor value" for the Alaska Railroad's rlght-of-way

tn lts alternate use deterninatlon.

Addtttonally, slgnlficant portlons of the right-of-way, 3s

uell as certaln parcels of land adJacent to or away from the

rlght-of-wly, are subJect to clalms under the Alaska Natlve

Clalns Settlenent Act of l97l (AI{CSA) and the 1905 Natlve

Allotnent Act. These clalnrs wlll not have been settled prlor to
the lssuance of thls report. It ls not posslble for USRA to know

the ftnal outcone wlth respect to these parcels. Therefore' as

further dlscussed ln Appendlx A, USRA has analyzed the value of

these parcels separately and has evaluated thelr lnpact on the

Rallroad's falr narket value.

Jackson-Cross deternined the present value of the Railroad's

non-operatlng real estate to be $47.9 ntlllon. Jackson-Cross

deternlned that the present value resulttng from alternate use of

the Rallroad's operatlng real estate after a hypothetlcal

dtscontlnuance of rall operatlons ts $7 mllllon.
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APPENDIX A

T{ATII'E CLAIM SELECTION ANALYSIS

The Alaska Rallroad's real estate lnventory lnctudes certaln
parcels whtch are subJect to clalnrs under the Alaska Natlve

Clatns Settlement Act of l97l (ANCSA) and the l9C6 Natlve

Allotnent Act. Sectton 606(b)(l)(A) of ARTA dlrects that

'ldlurlng the ten nonths follonlng the date of enactment of thts

Act, . . . the Secretary of the Interlor, vtllage Corporatlons

ulth clatns of valld exlsttng rlghts, and the State shall revlew

and nake a good falth effort to settle as nany of the clalns as

;nss1ble.' Falllng settlement, ARTA Sectlon 505(b)(2) further
dlrects that the 'Secretary of the Interlor shall conplete the

flnat adnlntstratlve adJudlcatlon rdquired under this subsectlon

not later than three years after the date of enactnent of thts
Act. "

Accordlng to data furnlshed by the Alaska Rallroad and the

Anchorage Offlce of the Bureau of Land Managenent, Native claims

have been filed for the following ten parcels.

GRAVEL ROCK
RESERVE RESERT/EtocATror{

EAGLE RIVER
BTRCHT{OOD
EKLUTNA
I.IATANUSKA
PITTI.IAII
BROAD PASS
EEALY
NEilAlIA
BOLy CROSS
I.IooSE CREEK

ACRES

I 596
978
505
238
ld0
55r
r23
231

50
89

Yes
Yes
Ies
No
Yes
Yes
No
Ilo
No
lfo

No
l{o
Yes
No
No
No
llo
llo
No
llo
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No negotlated settlenents have been reached, and the ultlnate
dtsposltlon of these parcels gannot be known at thls tine.
However, despite these unresolved lssues affectlng the baslc

lnventory to be valued, ARTA dlrects that USRA report one nunber

representing the Railroad's falr narket value.

At thts tlne, there are conslderable uncertaintl,es as to
whether any of these parcels wtll ultimately be conveyed to the

State. The posslblllties range fron conveyance of all or a

substantial portlon of these parcels, whtch would suggest an

upward adjustment to value of as nuch as $3.2 nllllonrr to

conveyance of only operating real estate and the loss of access

to currently used rock and gravel reserves, ln whlch case a

reduction ln value approrlmatlng $1.8 nilltonrr would be

approprlate. If the status quo was nalntalned -- that ts, lf the

Railroad was conveyed lands underlylng rlghts-of-way and

facllltles and the contlnued rtght to withdraw rock and gravel as

needed fron currently utlltzed reserves -- no adJustnent to value

would be approprlate. Moreover, sone parcels nay be conveyed

*Jackson-Cross es tlmated Bhe falr narl(et, value of the Rallr ts
total real estate lnventory with and wtthout the parcels subJectto Natlve claim selection. From thls analysis, usRA deternlned
that the Rallroad'g falr market value would be lncreased by
$3.2 utllllon if all parcels subJect to Natlve clatm selectlon
were conveyed to the State. Thls esttmate assunes all the
prevlously descrtbed ARTA terns and condltlons.
..USRA also consldered the lmpact on value tf the Ratlroad were
to lose all of tts present rights to wlthdraw gravel or rock fron
these parcels. l{htle preclse estlnates are not avallable,
lncreased costs for using alternate sources of rock and gravel
would reduce the Rallroad's fair market value by about
$1.8 urlllion.
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only tf, ln subseguent negotlattons, the State agrees to exchange

other State lands for such garcels;

In ltght of thls broad spectrun of unknown and vlrtually
unpredlctable future events, USRA can flnd no basls for assuming

that a prudent lnvestor would Bay for the speculative posslbtllty

that stgnlftcant portlons of the llatlve claln Barcels would be

conveyed ln the future. Therefore, we conslder that lt ls

lnapproprlate for our falr narket value deternlnatlon to include

any amount ascrtbed to these parcels. l{e feel that thls
conclusion ls a falr balanclng of both the downstde rlsk that the

Rallroad ntght lose access to the gravel and rock reserves and

the upslde gnsslblttty that at least some of these parcels beyond

those dlrectly utttlzed ln supgnrt of current rall operattons

rlght ultluately be conveyed to the Rallroad ln fee.
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