M NUTES
SENATE FI NANCE COWM TTEE
March 05, 2002
9:12 AM

TAPES

SFC-02 # 27, Side A
SFC 02 # 27, Side B

CALL TO ORDER

Co-Chair Pete Kelly convened the neeting at approximately 9:12 AM
PRESENT

Senat or Dave Donl ey, Co-Chair
Senator Pete Kelly, Co-Chair
Senat or Jerry Ward, Vice-Chair
Senator Loren Leman

Senat or Lyda G een

Senator Gary W/ ken

Senat or Lyman Hof f man

Senat or Donal d O son

Al so Attending: DON SMTH, Staff to Senator Cowdery; JOE SPRAGUE,
Director, A aska Sales, A aska Airlines; PAT GAMBELL, President and
Chi ef Executive Oficer, Al aska Railroad Corporation; BlLL O LEARY,
Chief Financial Oficer, and Vice President, Al aska Railroad
Cor por at i on;

Attendi ng via Tel econference: Froman Of-Net Site: | RV BERTRAM
Associ ate General Council, Al aska Airlines; From Anchorage: DOUG
GRIFFIN, Director, Alcohol Beverage Control Board;

SUMVARY | NFORMVATI ON

SCR 28-JA NT LEG S SALMON | NDUSTRY TASK FORCE

The bill nmoved from Committee without further discussion.

SB 215- COMMON CARRI ER LI QUOR LI CENSE

The Commttee heard from the sponsor, Alaska Airlines and the
Al cohol Beverage Control Board. An anmendnent was adopted and the

bill noved from Committee.

#SCR28
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CS FOR SENATE CONCURRENT RESOLUTI ON NO. 28( RES)
Establ i shing the Joint Legislative Sal non Industry Task Force.

This was the second hearing for this resolution in the Senate
Fi nance Commi ttee.

Co-Chair Kelly noted concerns voiced at the first hearing have been
addr essed.

Senator Leman offered a notion to nove CS SCR 28 (RES) from
Conmittee with $475,000 fiscal note fromthe Legislative Council.

There was no objection and the bill MOVED from Committee.
#SB215

CS FOR SENATE BILL NO. 215(TRA)
"An Act relating to licensing commobn carriers to dispense
al cohol i c beverages; and providing for an effective date."”

This was the first hearing for this bill in the Senate Finance
Commi ttee.

DON SMTH, Staff to Senator Cowdery, testified the intent of this
l egislation is to streamine the licensing procedure for comon
carrier licenses, which includes airlines and the Al aska Rail road.
He explained this bill consolidates the licensing to a single
effective date, as there is currently confusion, especially with
Al aska Airlines, which has over 100 licenses, many with different
renewal dates.

M. Smith continued the bill would inpose a $700 fee for each of
the first ten licenses and $100 for each additional |icense. He
projected this would annually produce approxinmately $16, 000,
pointing out this is approximately eight tinmes the anount charged
in the State of Virginia.

AT EASE 9:15 AM/ 9:16 AM

[ Not e: Audi o equi pnent mal function. Portion of the neeting is not
recorded on naster tape, but alternate recording is available
al t hough of poor quality.]

| RV BERTRAM Associate CGeneral Council, Alaska Airlines, testified
via tel econference froman off-net site about his |egal credentials
in Alaska. He stated he oversees the application process for the
airlines as well as providing legal advice relating to acquiring
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and financing aircraft.

M. Bertram infornmed that each tinme an aircraft is added to the
conpany's fleet, the extensive application process of "posting,
publ i shing and then waiting for the approval,” nust be undertaken.
He furthered that the Al cohol Beverage Control (ABC) Board must
al so undertake a significant anmount of work for each |icense issued
or renewed. He noted the licenses are effective for two years,
which results in some of the airline's licenses for 102 aircraft
expiring each year. He infornmed the nunber of |icenses required
woul d i ncrease as the conpany acquires new routes and new aircraft,
all of which rotate into the state. He stated the advertising and
public coment process is unnecessary for each |icense as there has
never been objection to granting the airlines |icenses.

M. Bertram al so expressed the high fee inposed to obtain these
| icenses are "out of character with the fees that we pay in any
other state.” As a result, he said the airlines has requested this
| egislation to streamline the process once a conmon carrier
acquires a standard license for its first vessel, to allow |icenses
for other vessels owned and operated by that carrier could be
easily obtained. He also pointed out this bill reduces the |icense
fees for nmultiple vessels.

Senator O son noted this legislation would result in reduced
revenues for the state. He asked how other states streamine the
process of multiple conmon carrier liquor |icenses.

M. Bertramreplied that other states require the carrier to obtain
a single license for the conpany, with copies obtained for each
aircraft. He defined this as a fleet license. He listed the cost of
the master license in the State of Washington is $750, and the
| i cense cost for each aircraft is $5.

DOUG GRIFFIN, Director, Alcohol Beverage Control Board, testified
via teleconference from Anchorage and agreed the procedure of

multiple comon carrier liquor |licenses in Alaska is nore
cunbersonme and expensive. He stated the biannual |icense system has
generally been successful in allowng renewal every other year,
however it does create confusion when nultiple l|icenses are
i nvol ved.

M. Giffin explained this |legislation would provide |icenses for
new vessels to be issued on the sane cycle. He stressed this would
benefit the ABC licensing staff as well as Alaska Airlines and
anot her corporation: Wst Tours.

M. Giffininforned this |legislation would result in |ost revenue

to the state of $53,500 every other year. He noted the ABC Board
currently generates approximately $1.8 million annually from

SFC- 02 (3) 03/ 05/ 02



| i cense fees, penalties and fines.

Co-Chair Kelly asked for an explanation of |anguage inserted in
Section 2(c) of the Senate Transportation conmttee substitute on
page 2, lines 1 through 5, which reads as foll ows.

Upon request of the comon carrier and paynent of the
proportionate prorated applicable fee, the board shall change
the license period of a license for a vehicle, boat, aircraft,
or railroad buffet car to allow registration to occur in the
bi ennial period of the balance of the licensee's common
carrier |icenses.

M. Giffin detailed the current biannual process whereby each
license is renewed every other year. He stated Al aska Airlines has
licenses for approximately 12 of its aircraft that expire in even
nunbered years and the bal ance expire in odd nunbered years. He
expressed this causes confusion in tracking which aircraft |icenses
are in what status. He explained this provision wuuld allow Al aska
Airlines to renew the 12 licenses for one year, rather than two, so
those |icenses woul d be converted to the sane cycle as the mgjority
of the fleet. This, he said, would result in all aircraft due for
| icense renewal in the sane year. He furthered, licenses for new
aircraft acquired "md-cycle” would be prorated so that they woul d
eventually becone on the sane cycle as the renmainder of the
aircraft.

Co-Chair Kelly next referenced the fiscal note, which indicates a
revenue reduction of $37,000 rather than the $53,500 the witness
st at ed.

M. Giffin clarified additional review was conducted after that
fiscal note was submtted resulting in the higher anount. He said a
revised fiscal note had been submtted.

Co-Chair Kelly established the revised fiscal note had not yet been
recei ved.

Senator O son asked the reason this process was not adopted when it
was di scussed a coupl e years ago.

M. Giffin responded statutory changes are required and enabling
| egislation at that tinme did not conplete the |legislative process
before the end of that |egislative session.

Co-Chair Donley noted the biannual fee <contained in this
| egislation is $700 and asked if this is the sane anmobunt as the
exi sting fee.

M. Giffin affirnmed.
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Co- Chair Donl ey asked the date of the |ast increase.

M. Giffin responded none of the |icense fees have increased since
approxi mately 1980. He qualified the fees doubl ed when the process
changed from an annual renewal to biannual, although the overal
cost did not increase and there was no net affect on revenue.

Co-Chair Kelly commented this legislation "brings us in line with
ot her states"” regarding |icensing fees, which he noted are "far far
| ess” than Al aska. He noted total license fees in the state of
Illinois are $2,000.

M. Giffin calculated Alaska Airlines currently pays $700 every
two years plus a $200 application fee for each aircraft, averagi ng
over $45,000 per year. He noted the $200 application fee woul d not
change under this |egislation.

Co-Chair Kelly clarified that although all 102 aircraft in the
Al aska Airlines fleet does not constantly service Al aska, the state
charges licensing fees for every one.

JOE SPRAGUE, Director, Al aska Sales, Alaska Airlines, affirmed and
detailed the process of aircraft rotating routes through the state,
al t hough the nunber of planes operating in the state at a given
time is considerably | ess than 102.

Co-Chair Kelly listed the approximate licensing fees of other
states: Arizona, $550; California, $1600; Illinois, $1200; O egon
$200; Virginia $1800; Washington State $1200.

AT EASE 9:33 AM/ 9:41 AM

Co-Chair Kelly announced the revised fiscal note had arrived and he
asked for an explanation of the differences.

M. Giffin explained a calculation error.

Amendnent #1: This anmendnent increases the biennial fee for a
common carrier dispensary license from$700 to $1,000 for each of
the first ten licenses. This language is on page 1, lines 13 and 14
of the bill

Co- Chair Donl ey noved for adoption noting inflation has increased
al though this fee has not since 1980. He expressed, "there would
still be considerable savings” to the industry.

Senat or Green requested comment fromthe industry.

M. Sprague relayed that Al aska Airlines has no objection to this
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amendnent .

The amendnent was ADOPTED wi t hout obj ecti on.

Senator O son commented ot her tourism busi nesses would be affected
by this legislation and the anendment and asked iif any

representatives fromthe industry or the Al aska Railroad wanted to
testify.

Co-Chair Kelly established no representatives of these businesses
were present.

Senator W/l ken offered a notion to noved CS SB 215 (FIN) from
Commttee with a new zero fiscal note from the Departnent of
Revenue.

There was no objection and the bill MOVED from Committee.

#
AT EASE 9: 44 AM

Co- Chair Donley chaired the remai nder of the neeting.

The Al aska Rail road

PAT GAMBELL, President and Chief Executive Oficer, Al aska Railroad
Corporation, gave a sunmary of the activities of the Railroad in
the year 2001. He read a statenent as foll ows.

Presentation to the Senate Fi nance Committee
March 6, 2002

The Al aska Railroad spent 2001 denonstrating the kind of
partnership the State, comunities, and businesses can depend
on to support growth and devel opnent across Al aska.

W enhanced safety, responsiveness, capacity, and fiscal
stewardshi p. W brought new services online. W inproved
environmental protection neasures, coordinated comunity
pl anni ng, and commenced construction on nmany capital projects.
In light of Septenber 11, the Railroad also took steps to
assess and address security risks along the Railbelt.

Customers and revenue: Wth total revenues of $104.6
mllion and total expenses of $97.5 mllion, the Al aska
Railroad netted $7.1 mllion in 2001. This was 9% better
than forecast. Real estate once again proved to be a
strong perforner with gross revenues reaching $10.5
mllion — up from $9.28 nillion l|ast year. Freight
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revenue al so set a record, reaching nearly $80 m I 1lion.
G avel was up and oil field freight exceeded
expectations. A record nunber of fuel cars were haul ed
fromMNorth Pol e, exceeding several daily, weekly and even
nont hly t hr eshol ds. Passenger revenue was up.
Col l ectively, these revenue streans continue to provide
the cash flow for our work force and our Railroad
servi ces.

Environnental neasures: The Railroad significantly

enhanced energency and spill response through the
pur chase of new equi pnent, extensive enpl oyee training,
and an overhaul of our spill response plan. Crafted to

neet new state regul ations, the plan has been filed with
the Departnent of Environnmental Conservation and is
avai lable for public review. ARRC also joined Al aska

Chadux Corporation, a primary spill response co-op whose
considerable experience in Alaska wll ~contribute
significantly to our spill response capability.

Community involvenent and planning: Qur people have
worked hard this year to better coordinate railroad
pl anning efforts wth the communities we serve. ARRC was
named as a participant in the Anchorage Metropolitan Area
Transportation Study (AVATS) Techni cal Advisory Commttee
(TAC) and nenber of the Fairbanks Metropolitan Area
Transportation Study (FMATS) TAC. W are working with
several other groups, including the Anchorage and
Fai r banks Chanbers of Commerce, Anchorage Economc
Devel opnent Corporation, Seward Centennial Commttee,
Resour ce Devel opnent Council, and the A aska 20/20 effort
to ensure the Railroad s vision conplenents and supports
the overall plans and strategi es devel oped by our State,
muni cipalities and community groups.

The Alaska Railroad’ s continued commtnent to safety paid
further dividends in 2001.

Low Train Accident Rate - For the second consecutive year
train accident rates fell well below the national average
of 3.8 accidents per mllion train mles. ARRCs 1.5

accidents per million train mles in 2001 conpares with
2000’ s 1.49 average. Both were well bel ow our historical
average of over 4 accidents per mllion train mles.

Success can be attributed to significant investnents in
i nfrastructure and enpl oyee dedi cati on.

[ Note: Recording resunmes on nmaster audi ocassette.]

Spill Contingency Plan - The Al aska Railroad submtted a
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revised, inproved Spill Contingency Plan to the Al aska
Depart ment of Environnmental Conservation in the fall of
2001. After an extensive public comment and review
process, we hope to have the plan finalized by m d-2002.

Track |Inprovenents — The Mintenance of Way (MOW

departnment focused on track repair to inprove safety. MOW
repl aced 30,600 crossties, 350 switch ties and 58, 000

feet of worn rail. They built nearly 40,000 feet of new
track, and resurfaced another 242 track mles. Surfacing

is the equivalent of grading a road, acconplished by

equi pnent that lifts the rails and redistributes ball ast

to snmooth out the rail. About 1,800 cars of ballast rock

were unl oaded in the effort.

Traffic Flow - OQher track inprovenents included major
new si dings at Bear Creek (about 15 mles north of Healy)
and Pittman (just north of Wsilla) which, along with
i nprovenents at existing sidings, helped snooth traffic
flow along the track. This inproved efficiency played an
i nportant part in increasing the nunber of units noved by
23% —to over 96,000 units —and increasing tonnage by
26%

Reliability — During 2001, the nmechanical departnent

enhanced reliability of the Railroad’ s | oconotive fleet.

Their preventative maintenance efforts have resulted in
an incredible junp from 65% reliability to 97%
reliability, translating into better, safer custoner

servi ce.

In 2001 transportation of conmodities generated freight
revenues of $79.5 mllion, an average sustained growth of
about nine percent per year over the past six years. Products
noved by the Railroad include petroleum products, coal,
gravel, oilfield and mning supplies, chemcals and sone
consuner goods.

Coal shipnents, which nove south from Usibelli Coal Mne in
Healy to Seward for export to Korea and north to Fairbanks,
were steady until Decenber, when the Koreans began

renegotiating their contract.

The Passenger Services and Marketing & Logistics departnents
merged in July 2001 to enhance coordination of marketing,
transportation services, and sales efforts.

The new division saw passenger travel |evels on the Al aska

Rai | road remai n conparable to 2000. Passenger revenues were up
slightly. Gven the fact that tourism dropped across the state
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in 2001, that the Railroad did not experience a significant
passenger reduction was an acconplishment.
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The Real Estate departnent continued as a strong perforner
exceedi ng 2001 projected revenue by $300, 000, generating $10.5
mllion —thus breaking the $10 million revenue mark for the
first time. A nunber of activities along the Railbelt have
contributed to the continuing gromh of real estate incone.

In order to nore accurately reflect the scope of work
conducted by the Capital Projects division, it was renaned
Projects, Engineering, Technology & Signals (PETS) in July
2001.

The year 2001 was full of acconplishnents. On the projects
front, the Seward Dock, Wittier Underpass, South Anchorage
Doubl e Track, Anchorage Airport Rail Depot, Anchorage-Wasilla
| i ne changes, Southcentral Commuter Rail study, and Fairbanks-
North Pol e reconnai ssance study all saw significant progress
or conpletion. (Descriptions of the 2001 Program of Projects
follow in the next section). The 2002 construction season
prom ses to be at |least as busy as we continue to invest in
infrastructure in order to provide safer, nore reliable
service to custoners.

The engi neering staff nmanaged many chal |l enges this year posed
by everything fromneeting conplex federal grant regul ations
to the rigors posed by Al aska s extreme weat her. Qur engi neers
are taking lead roles in working directly with communities to
resolve road-rail, trail-rail, and rail-river conflicts.

The technol ogy staff made significant progress on upgrading
infrastructure. They commenced upon a three-year plan to
upgrade Railroad conputer systens, and they tapped new
technology to nove trains nore efficiently through use of a
conput er ai ded di spatch system

More sophisticated signalization was installed during the
second of a five-year effort by the Railroad to nore clearly
mark road-rail crossings, and to install numerous powered
switches. Both efforts, which will continue in 2002, inprove
safety and increase efficiency.

2001 Capital Inprovenents Program Revi ew
Sewar d

Freight Dock - 1In 2001, the Railroad finished
constructing a new freight dock |ocated just east
of the existing dock. The 640-by-200-foot bul khead
fill dock features a | ow mai ntenance ship fendering
system a nooring dolphin, and catwalk at the

SFC- 02 (10) 03/ 05/ 02



SFC- 02

seaward end. The $7.7 million project was funded by
FRA, FHWA and t he Rail road.

Passenger Dock - In conjunction with the freight
dock project in 2001, the Railroad began
overhauling the existing dock to serve as a
passenger-only facility. This wll greatly inprove
safety and efficiency, and bring the existing
facility into conpliance with State and Federal
regul ati ons. Funded by FRA, FHWA and the Rail road,
the project included $2] nmillion spent to inprove
t he passenger dock, including connection to the
city sewer service. Another $3.5 mllion (80% FTA
funds, 20% ARRC funds) is budgeted to conplete the
renovation in 2002-2004.

Roundhouse - The Seward roundhouse (engine house)
was upgraded to accommobdate naintenance and
custodial services for cruise trains operating
bet ween Seward and Anchorage. The project included
installation of potable water stations, upgrade of
el ectrical systens, a new office facility, and a
trai n-washi ng apparatus with wash water collection,
cl eaning and recircul ation. Conpleted in 2001, the
project was funded 80% by FTA and 20% by the
Rai | r oad.

VWhittier

VWhittier Internodal Planning Study - The Railroad
comm ssioned an Internodal Planning Study on
i mprovi ng passenger-related anmenities to facilitate
tourism growh in Wittier. Goals include better
passenger and pedestri an safety, i ncreased
passenger service, segregated passenger and freight
operations and construction of new passenger and
mai nt enance facilities. Due for conpletion in 2002,
t he $282,500 study and conceptual design is funded
80% by FTA and 20% by the Railroad.

Pedestrian Underpass - Part of the Whittier master
plan called for a pedestrian underpass that would
provi de safe passage across the rail yard, which
lies between the town and the waterfront.
Construction on the 300-foot-I|ong, 10-foot-dianeter
under pass began in spring 2001. Funded 80% by FTA
and 20% by the Railroad, the $2.285 nmillion project
will be conmpleted in spring 2002.
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Equi prent  Maintenance Facility - Design was
acconplished on a new equipnent rmaintenance
building in Wittier to be located in the sout heast
corner of the railyard. The 4,793-square-foot
building will store and maintain heavy equipnent,
such as graders and bul | dozers. Funded 80% by the
FTA and 20% by the Railroad, the $2.225 nmillion
project will be constructed in 2002.

Barge Dock - Design was al so conpl eted on a project
to accommobdate unloading from the side of the
Rai |l road’ s existing barge dock. Construction of two
34-by-60-foot elevated platforns is scheduled to
begin in spring 2002. Funded 100% by the Railroad,
the $1.6 mllion project will significantly inprove
safety and efficiency of barge operations.

Anchor age

Anchorage Airport Rail Station - Construction is
wel | underway on a new rail termnal at the Ted
Stevens Anchorage International Airport. The $28
mllion project includes construction of an
elevated track leading to a 17,300-square-foot
depot buil ding. Funded 100% by FRA, the project is
schedul ed for conpletion by Cctober 2002.

Anchorage Airport Spur/South Leg of the We -
Construction began on a new “south | eg of the we,”
at the Airport Spur junction, which wll allow
sout hbound travel from the new airport rail
station. The project inproves the spur |eading from
M nnesota Drive to the airport. Funded by FRA, the
$970, 000 project will be conplete by sumer 2002.

Sout h Anchorage Double Track - Construction began
on a project to add about five mles of new
mai nline track between |,0-—~ Avenue (near Klatt
Road) and the M nnesota Drive overpass, within the
Railroad’s right-of-way. The second track wll
i nprove efficiency and safety along the currently
congested mainline through Anchorage. Funded 80% by
FTA and 20% by the Railroad the $1 1.5 nmillion
project, which includes signalization, wll be
conplete in winter 2003.

North Ship Creek Rail Yard Expansion - The Railroad
began excavati ng about 770,000 cubic yards fromthe
North Ship Creek bluff to nake room for new and
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realigned Anchorage Yard tracks. Mich of the
material was used to fill about 8.5 acres of
Rai | road- owned tideland at the Port of Anchorage to
permt construction of the WIllianms fuel facility
| oop track. Funded by the Railroad, phase one of
the yard expansion project wll be conplete in
2003.

Anchorage Yard Passenger Car Shop - Prelimnary
design began on a new passenger car shop in the
Anchorage Yard. The facility will accommodate the
Railroad’s expanded fleet of passenger trains.
Funded 80% by FTA and 20% by the Railroad, the
$2.32 mllion design and engineering effort will be
conplete in 2002.

Ship Creek Internodal Planning got underway to
conceptualize a Ship Creek area internodal
transportation hub that provides bus and rai
facilities, pedestrian inprovenents, new rai
platforns, bus/van stops, retail devel opnent,
ai rport acconmodations and visitor information. In
2002, the Railroad plans to pursue prelimnary
concept work, organize public and agency scoping
neet i ngs, and conduct pre-NEPA studies and
docunentation. The $4.5 nmillion budget for the
concept stage is funded 80% by FTA and 20% by the
Rai | r oad.

Anchorage Ship Creek Pedestrian Amenities - Design
was conpl ete and constructi on began on a pedestri an
plaza at the corner of Ship Creek Avenue and C
Streets. Funded by the Minicipality of Anchorage
and the Railroad, the $254,000 plaza project wll
be conplete in spring 2002.

Anchorage to the Mat-Su Val |l ey

Anchorage to Wasilla Track Realignnent - Efforts to
straighten the track from Anchorage to Wasilla got
underway in 2001, wth the stretch from the
Anchorage Yard through El nendorf conpleted. Wen
the entire project is done, the project wll
increase train speed, and inprove efficiency and
safety along this stretch. Funded by FRA, the $54
mllion Anchorage to Eagle River phase started
construction in 2001 and should be conplete in
2004. Funded 80% by FTA and 20% by the Railroad,
the $23.8 mllion Eagle River to Wsilla phase
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shoul d enter construction in 2002, wth conpletion
in 2004.

Commuter Study - The Railroad comm ssioned the
Sout hcentral Rail Network Conmuter Study and
Qperation Plan in 2000. Conpleted in 200t the study
creates a blueprint for potential further actions
by local and state officials to establish a viable
and operational conmuter rail system The $200, 000
project was 80% funded by the FTA and 20% by ARRC.
The plan, along with public coments, has been
forwarded to FTA

Interior Al aska

Denali National Park Rail Station - Design and
engi neering are underway to inprove the passenger
depot and surrounding facilities at Denali National
Park. Construction of the $4.5 mllion project
begins in spring 2002, with conpletion expected in
2004 Funding is 80% FTA and 20% Rai | r oad.

Fai r banks | nt er nodal Facility and Depot -
Prelim nary design and engi neering was conpl eted on
an internodal facility and depot in Fairbanks.
Proposed plans are to |ocate the new facility on a
32-acre site adjacent to the Railroad operations
yard, near the intersection of Johansen Expressway
and Danby Road. Funded 80% by FTA and 20% by the
Railroad, the $11.5 nillion project wll begin
construction in 2002, wth conpletion in 2003.

Fai rbanks/ North Pole Rail Relocation Study - The
Rai | road conm ssioned a reconnai ssance study on
relocating the track in Fairbanks and North Pole to
elimnate up to 48 rail/road crossings within the
two conmunities. Public neetings to discuss
proposed phased options are ongoing in 2002. Funded
by FRA, the $250,000 conceptual study wll be
conplete in 2002. Project construction will depend
on the options selected and funding availability.

Systemm de Service & Equi pnent

Passenger Loconotives and Car Upgrades - WMajor
upgrades to passenger |oconotives and cars began in
1999 and continue as funding becones avail able
Typi cal upgrade projects include the repainting and
interior restoration of coaches, refurbishnment of
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power generation cars, rehabilitation of railcar
trucks, and a $2.325 nmllion effort in 2001 to
rebuil d three passenger | oconotives About $800, 000
is budgeted in 2002, funded 80% by FTA and 20% by
t he Railroad.

Passenger Reservation System- In 2001, the Al aska
Railroad acquired and installed a conputer-based
passenger reservations nanagenment system that
provi des integrated, flexible, cost-effective, and
automated neans  of supporting and nanagi ng
passenger travel. Funded 80% by FTA and 20% by t he
Rai |l road, the $820,000 project can accomobdate
current and projected needs, and capitalizes on
consuner demand for Internet information and
transactions System nodifications and personnel
training wll continue in 2002.

Aval anche Program - In 2001, the Railroad initiated
a three-year programto inprove existing aval anche
ri sk managenent tools and create new contro
syst ens. The $2.5 nmillion project i nvol ves
integrated capital projects to upgrade: (a) state-
of-the-art detection and data acquisition and
managenent systens, (b) explosive delivery systens,
(c) equipnent, and (d) joint operations with the
Al aska Departnent of Transportation & Public
Facilities. The Aval anche Programis funded in part
by a congressional earmark through the U S. Forest
Servi ce.

Yard and Termnal Plans - During 2001, the Railroad
comm ssioned TransSystens and California-based
Wyodsi de Consulting Goup to update the yard and
termnal plans. This built on a 1999 Wodside
conprehensive plan to i nprove efficiency, capacity
and safety within Anchorage and Fairbanks yards, as
well as the nmain track between the two termnals.
Qut of this analysis cane a prioritized list of
capital projects to be undertaken through the year
2005. The plan update is funded by the Railroad and
is expected to be conplete in 2002.

Systemn de I nfrastructure

Siding Inprovenents - In 2001, the Railroad
continued a five-year Siding Access Plan to pl ace
renote control power switches and heaters at about
40 si dings between Seward and Fairbanks, to extend
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13 existing sidings and to build seven new sidings.
In 2001, FRA grant funds were used to build two new
sidings. One was at Pittman - MP 166, just north of
Wasilla. The other was at Bear Creek, MP 274, about
15 mles north of Healy.

Bridge Program - The Alaska Railroad s 500-pl us
mles of mainline track includes 169 bridges that
cross barriers ranging from trickling streans to
pl ungi ng gul ches. Funded by FRA. the Railroad s
2001 Bridge Program included major nmaintenance,
over haul and replacenent projects needed to
maintain Railroad integrity, safety and efficiency.

Senator Ward was pl eased that passenger travel has not decreased
since Septenber 11, 2001. He asked for the cause of the projected
reduction in freight travel.

M. Ganble replied the revenue reduction in the year 2003 would
primarily be due to gravel transport. He stated it is difficult to
predi ct beyond 2003 because "our custonmers hold sonme of that
information fairly close to the vest”". He qualified such a
reduction was projected for the year 2001; however, funding for
Department of Transportation and Public Facilities construction
projects were approved, resulting in "a pretty good gravel year".

Senat or Ward asked if the Departnent of Transportation and Public
Facilities is unable to make predictions of gravel usage for the
year 2003.

M. Ganble clarified the Departnent of Transportation and Public
Facilities is only one of the railroad s custoners.

Senator Ward asked if the freight revenue increase projected
followng 2003 is attributed to commodities other than gravel.

Bl LL O LEARY, Chief Financial Oficer, and Vice President, Al aska
Rai | road Corporation, affirmed. He explained the corporation also
projects a decrease in 2003 of revenues fromits interline service,
i.e., barge service. He attributed this projection to an
anticipated reduction of "pipe shipping" for production and
drilling on the North Slope. He noted a "slight rebound” in gravel
transport, as well as a rebound in the interline service, is
expected in the year 2004.

M. Ganbl e added t hese projections are based on historical analysis
and trends. He explained if performance has been followi ng a trend,
the corporation nakes conservative projections continuing that
trend, with details incorporated as nore information becones
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avai |l abl e.

Senator Ward found this interesting because projections in the
construction industry indicate no decline in the need and use of
gravel. He asked if the Corporation projections are based on
specific | arge projects.

M. Ganble replied this projection was made i n Decenber 2001 usi ng
the best available information at the tine.

Senator Ward asked whether there have been passenger decreases
since the events of Septenber 19, 2001.

M. Ganble infornmed the Railroad does not normally haul many
passengers after m d- Sept enber.

Senat or Ward asked about reservations for future travel.

M. Ganble responded that bookings have increased significantly
fromone year ago. He clarified these reservations are for Al askan
passengers traveling between Anchorage and Fairbanks and that data
is not yet available for cruise ship passengers traveling on the
Al aska Railroad as part of their package vacation

Senator Lenman asked if the approximately eight mles of newrail is
primarily associated with the realignnent between the Ship Creek
depot, Eagle River and the South Anchorage "double track".

M. Ganble detailed there are two nmjor projects involving new
track, one being the Ship Creek, Eagle R ver and South Anchorage
project. He noted the Corporation is also replacing 70-pound rai
with heavier 115-pound rail and is in the final stages of this
process.

Senator Leman asked if the Corporation has also been installing
continuous rail, which rides snoother.

M. Ganbl e affirned and descri bed the continuously wel ded rail that
is used extensively in nost of the country but has been too cost
prohibitive for the Alaska Railroad until recently. He told of the
use of this product in A aska in areas where comunities have grown
close to the Railroad right-of-way to reduce sound and elimnate
"the cl ack, clack, clack".

Senator Lenman i nfornmed of sone of his constituents concerned about
small transfers of property in downtown Anchorage and asked the
status of these matters.

M. Ganbl e responded that because there are "many such issues" the
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specifics of the projects nust be addressed individually to avoid
general i zing. He comrented sone are nore contentious and difficult
than others, but assured the Corporation has "a fairly good success
rate with those kind of issues". He offered to detail specific
projects with Senator Leman at a later tine.

Senator Lenman next referenced pending legislation to increase the
| easing period from 35 to 55 years for the Al aska Railroad. He
asked if there are any specific proposed projects that would be
affected by this legislation in the near future.

M. Ganble knew of no specific projects, but qualified that
conpani es occasionally request such negotiations be held
confidential in their early stages. However, he told of one project
that did not occur because of the 35-year lease l[imt, which may
have been approved if the |onger 55-year |ease provision were in
pl ace.

Senat or Hof fman asked if the Anchorage airport rail station would
be conpleted on Cctober 2, 2002 as scheduled. He also wanted to
know the "target user groups"” for this facility.

M. Ganble answered the projected conpletion date is fairly
accurate and the facility could be finished earlier. He told of
"intensive discussions”" wth the cruise industry and airport
officials to determne inplenentation of new federal security
regul ations. He stressed this woul d determ ne passenger and baggage
transfer and he detailed the passengers di senbarki ng cruise ships
and traveling north, along wth those passengers returning from
Fai r banks and boardi ng planes. He stated the cruise industry would
begin using the termnal in the sunmer of 2003. He predicted that
once people get used to the idea that the service is avail able, the
demand woul d i ncrease from ot her user groups.

M. Ganble also noted the plans to construct a new convention
center in Anchorage, with one proposed location in the Ship Creek
area. He stated if this location were sel ected, another route would
be added to the railroad service between Ship Creek and the
ai rport.

Senat or Hof fman asked the primary function of the planned Ship
Creek Pl aza.

M. Ganble described the proposed pedestrian park setting of
approximately one acre across the street from the conpany
headquarters. He stated this would be part of the overall Ship
Creek devel opnent designed to entice nore pedestrian traffic into
t he area.
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Senator W1 ken spoke to the state's fiscal situation, commenting
"some have even been so bold as to think we're going to fix it from
t aki ng noney away fromthe working famlies and the small business
people of Alaska,”™ which concerned him He hoped the Al aska
Rai |l road would consider contributing a "franchise fee" to the
general fund in the future. He pointed out the Railroad would
transfer 400,000 visitors in 2002 and cal cul ated the Railroad coul d
pay the state $10 for each passenger for a total of $4 mllion. He
noted if "the lady from Kansas" paid this anmount to the state, it
woul d be noney that the people he represents woul d not have to pay.
He asserted the Board of Directors should discuss the matter as he
predicted that in the future, the Legislature would expect a
contribution fromthe Railroad.

M. Ganbl e responded he woul d present the matter to the Board, and
that he predicted the Board would direct himto research the issue.

Senator O son referred to talk of construction of a natural gas
pipeline with involvenent of the Alaska Railroad, with its tax-
exenpt status and right-of-way access. He wanted to know if this
matter has been seriously discussed.

M. Ganble replied the only serious discussions have been about the
possibility of utilizing the Alaska Railroad's ability to sell tax-
free revenue bonds to finance the project. He said other
conversations have occurred about other options but that the bond
issue is the only topic to receive formal attention.

Senat or Ward commented that if the Railroad bonds occurred, "this
woul d be quite a contribution to the state.” He asked if the plan
woul d be that the Al aska Railroad woul d issue the bonds and that
anot her entity, such as the Al aska Housing Finance Corporation
(AHFC) woul d nmanage them

M. Ganble affirmed and stressed that bond managenent is not a
"conpetency of the Railroad" and that outside expertise would be
advi sabl e.

Senator W/ ken asked the status of the Suneel contract regarding
transportation of coal from the Usibelli Coal Mne in Healy,
Al aska.

M. Ganble informed, "Unfortunately, the news so far is not good."
He told of the corporate reorgani zation of the Korean custoner

resulting in five smaller corporations rather than one, each
attenpting to earn a profit individually. He stated these
corporations are considering purchasing coal from Indonesia at a
| ower price then they currently receive in Al aska. He was unsure
whether this is a "negotiating tactic", or whether the decision has
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been nmade. He infornmed the Railroad is continuing to transport coa
that has al ready been sold, but would stop unless the contract is
renewed.

Co- Chair Donley commented that second to the permanent fund, the
Al aska Railroad is one of the state's |argest assets and that "when
you have assets you hope for a return on your investnent". He noted
the Railroad is not paying returns to the state treasury. He
poi nted out the Railroad receives "considerable" federal funding
for infrastructure and track upgrades, the Railroad pays no state
taxes, earns revenue fromreal estate holdings, which offsets an
operating | oss for passenger transportation. He remarked if not for
the real estate revenue, the Railroad woul d operate at a | oss.

Co- Chair Donl ey expressed the public m ght question why the state
owns a railroad if it pays no dividend to the state. He asked the
W t ness' suggestion of an appropriate response.

M. Ganble stated the issue is "a very large dynamc". He noted the
Rai |l road does not require state subsidy and therefore does not
contribute to the state's fiscal problem He also asserted there is
a positive "economc trickle effect”, although a study indicating
the extent of this has never been undertaken. He exanpled airline
fuel transported fromthe fuel refinery in North Pole by rail to
the Ted Stevens Anchorage International Airport, pointing out that
an adequate anount could not be transported via truck. He conpared
the econom c inpacts of services such as this and the subsequent
jobs resulting from these activities and determned this is a
better nethod than providing a dividend to the state.

M. Ganbl e hypot hesized if rather than investing in the purchase of
the Al aska Railroad 17 years ago, the state had invested the sane
anount of noney in a "conservative fund" the state would have
earned approximately $44 mllion interest. He furthered the state
could have utilized ten-percent of those earnings, which would be
equal to the $4 nmillion average annual net earnings of the Railroad

and resulted in "a wash". He explained the net earnings are
currently used to pay operation expenses and payroll. Therefore, he
asserted that if the Railroad were required to pay the state a $4
mllion annual dividend, it would be unable to undertake internal
capital projects, provide pay increases, or provide matching funds
to secure federal appropriations, i.e., "the things that keep the

Rai | road heal t hy and vi abl e".

M. Ganble admtted that including indirect overhead expenses, the
operating ratio of the "train operations"” is alnost 100 percent, or
"about a one-for-one dollar earned-dollar spent". However, he
asserted the Railroad operations allow ot her conpanies, including,
construction, gravel, coal and fuel, to transport their products.
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He stressed these products "bring in outside noney to the state; it
isn"t recirculating state noney inside, there's a lot of it brought
in outside".

M. Ganble also inforned that the Railroad solicits additional
business resulting in increased net earnings, which benefits the
state through the "economc trickle down effect”. He summari zed the
Rai |l road benefits the state "by being that railroad entity that
does thing that nobody else in the state can do economcally to
provi de for our custoners.”

M. Ganble stated that interest earnings from the real estate
hol dings provide the Railroad wth net earnings, which he
enphasi zed "is exactly how the framers of the |egislation intended
for it to be." He remarked this incone allows the Railroad to be
profitable and to be a "stand-alone entity". He elaborated the
Rai | road does not depend on the state for financial assistance and
yet has expanded to neet the needs of additional custoners.

M. Ganbl e underscored "passenger responsibility” explaining that
in the Lower 48, conmuter |lines are subsidized, but freight Iines
receive no federal subsidies and are |everaged by considerable
debt. In contrast, he stated, the Al aska Railroad is not | everaged
by significant debt. He noted the only debt was acquired recently
with the purchase of new engines, and that the new engi nes have
improved efficiency. He gave a history of railroads in the
contiguous United States informng that because railroad conpanies
were unable to earn a profit transporting passengers, they
converted to freight only transport. He predicted this would never
occur in Al aska and because of this, the Al aska Railroad would
"sub-optimze our capability to earn as nuch as we can earn," as
expected by the state.

M. Ganble surmsed if the Railroad only transported freight and
increased net earnings to allow it to buy down capital investnent
needs and provide all pay raises and "fix |eaky roofs", etc., until
all needs were acconplished, and if net earnings remained, he
agreed a return should be paid to the state. However, he predicted
it would be considerable tine before that point is reached given
the future investnents that are still necessary.

M. Ganble cautioned that if federal subsidies were discontinued,
there would be increased demand to utilize "internal" assets and
net earnings to nmaintain existing services. He intended to position
the Railroad so it could adapt in the event federal assistance
ended.

Co-Chair Donley asked if market surveys indicate strong resistance
agai nst increases to passenger fares and freight charges. He
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commented that it is difficult to understand why the Corporation
could not charge rates necessary to earn a profit from rai
oper ati ons.

M. Ganbl e responded the Al aska Railroad is conpetitive and told of
the passengers traveling with three cruise conpanies riding the
train to Denali National Park. He stated that if the rates offered
by the Railroad for independent travelers were increased, the
crui se industries would advertise |lower rates for their unreserved
seats. As a result, he warned, the Railroad could | ose custonmers to
ot her cars on the sanme train.

Co-Chair Donley countered this woul d depend on how contracts with
the cruise industries are negoti ated.

M. Ganble informed the contracts were negotiated for 12 to 13
years and it would be sone tine before they could be renegoti at ed.

Co- Chair Donl ey conpared this situation to airport |anding fees.

Co-Chair Donley referenced the legislation that provided for the
state's purchase of the Railroad and asked the status of provisions
in that legislation relating to review of the possible sale of the
Rai | r oad.

M. Ganbl e understood the intent of the provision focused on the
first ten years after the purchase of the Railroad was conpl et ed,
as it was thought it could be possible to sell the Railroad to a
private entity. However, he assuned the State would not grant a
private buyer 36,000 acres of Alaska land nor extend the tax
exenption. Under these circunstances, he did not foresee how a
private entity could succeed. He stressed that because the Railroad
has a low debt ratio and significant cash flow, it would be
attractive to a private corporation. He warned, however, that if
this were to occur and the Railroad proved unprofitable, the parent
corporation would "pull cash from the conpany", sell assets and
"pull out and leave it," at which tinme the Railroad woul d becone a
"ward of the State".

Senator Ward clarified the sales provision in the original
| egislation was for the first five years after the purchase of the
Rail road by the State. He remarked this provision was "a very |arge
part" of the legislation and that it secured the seven votes
necessary to pass the Legislature. He noted the provision was
anended at a | ater date.

Senator Ward remarked that although the Railroad is owned by the
State, the public does not know whether the corporation is operated
"l'tke a railroad” or used "as a tool to go on junkets". He noted
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this is a "natural conflict" that would al ways be present, and that
the framers of the enabling | egislation were aware of this.

Senator Ward informed his grandfather retired fromworking for the
Al aska Railroad and that his famly had ridden the trains. He was
"bot hered” that tourists travel on the Railroad and have better
access and better passenger cars to ride than residents traveling
bet ween different |ocations.

Senat or Ward appl auded U. S. Senator Frank Murkowski for his efforts
to extend the Railroad to the Lower 48 through Canada, which he
said was a maj or reason the State purchased the Railroad. Senat or
Ward recall ed he served on the Senate Finance Commttee at the tinme
the purchase was considered and that his was the deciding vote,
whi ch was based on assurances that the Railroad would be linked to
Canada. He asked the status of these efforts. He al so nentioned the
Governor's proposed bondi ng neasures.

M. Ganble stressed, "access in Alaska is primary in terns of
devel opnment in Al aska" and the Railroad has historically provided
access. He stated that expanding the rail systemto the Canadi an
border would continue to provide for the State in ternms of
devel opnent and growm h. He assured if the State nakes the political
decision to issue bonds to undertake this effort, "our best
techni cal advice would be called upon” to enable that decision.

M. Ganbl e expressed, "I happen to believe there is a strong 'build
it and they will conme' elenment to this particular initiative." He
assured this has always occurred along railbelts in the United
States and in Al aska. He pointed out 70 percent of Alaskans live
al ong the Al aska Railbelt and that they live there because of the
Rai | bel t.

M. Ganble cautioned of the initial capital investnent and the
i ncreased operating costs that would be incurred that nust be
accounted for. He reiterated the real estate holdings allow the
Railroad to remain profitable and would be an inportant conponent
to an expansion. He assuned additional |and grants woul d acconpany
t hi s expansion, but enphasized real estate could not fully support
the Corporation. Therefore, he stated, trains nust operate on the
new track in order to generate revenue.
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M. Ganbl e continued that the additional operating expenses woul d
accrue begi nning the day the new track was conpleted. He stated if
the Railroad failed to make a profit in the first year the new
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track was operational because too few or no trains were operating
on the new track, there would be "significant expenses"” that nust
be paid before revenue is generated again. He remarked the question
is howlong would it take to recover.

M. Ganble noted Al aska trains as well as trains from Canada and
the Lower 48 nust utilize the new track, thus requiring the
purchase of additional engines and cars. Therefore, he stressed the
capital investnent would not only include construction and track,
but also new trains to operate on the |ine.

M. Ganbl e asserted that if potential customers in Canada and the
Lower 48 could "see our commtnent” they would "start com ng out of
t he woodwor k" and offering ideas and suggestions. He stated these
potential custonmers investigate resources within the new route,
such as mnerals and opportunities for tourism activities. He
commented, "There i s where business begins to grow and devel op and
the State becones richer for it."

M. Ganble informed he personally supports the expansion, but
cautioned the need to understand the "whol e dynam c".

Senat or Ward inforned the | and conponent "was very nuch a part of
the purchase". He relayed testinony heard by the earlier Senate
Fi nance Conm ttee enphasi zed the necessity for a | and grant because
a railroad without a land base would not be profitable. He
commented, "sone feel" the state is subsidizing sonme conpani es and
tourismat the expense of Al askans through this nethod.

Senat or Ward asked the additional anpbunt of acreage necessary to
of fset the future operating costs. He clarified the capital costs
would be paid "in the form of strategic mnerals" that would be
sold. He did not expect an answer at this time but requested the
wi t ness consider the matter. He noted this issue was di scussed at
the time of the original purchase of the Railroad and tabled
because it was argued that twenty years woul d pass before the | and
was devel oped to a point where inconme could be derived fromit.
However, he stressed, twenty years has passed and no progress has
been nmade. He expressed the issue should be planned "generation to
generation” rather than "week to week".

M. Ganble offered to continue the discussion at a later tine. He
stated that although he had not researched the issue in detail, the
matter of determ ning which | and is val uabl e has been consi dered.
He shared that historically land that is determned to be val uable
is land that could be devel oped. He furthered the land granted to
railroad conpanies in the contiguous United States was |ocated
along the railroad right-of-ways, and was val uabl e because of the
access the rail lines provided. Therefore, he noted the |ocation of
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the land is as inportant as the nunber of acres that would be
granted for the new project.

Co- Chair Donley spoke to a study conducted by the Railroad that
determ ned the cost of commuter service between Anchorage and the
Mat anuska Valley would be approximately $40 round trip. He
furthered the study also surveyed the anount travelers would be
willing to pay for the service, which anmobunted to approxi mately $8.
He understood federal funds based on anticipation of comuter
service but he asserted, "I want to send a very very strong nessage
here that the State is not in the position to subsidize $32 per
round trip for passenger service between the Mt Valley and
Anchor age. "

Senat or Geen recalled six years ago federal railroad
transportation representatives first addressed the subject of a
comuter rail program She stressed this suggestion was offered
from a higher governnental level, to reduce traffic and parking
needs primarily at airports. She surmsed this proposal was nore
appropriate for large cities, although she was told the Anchorage
pl an woul d i nclude the Mat-Su area and G rdwood. She stressed this
request did not originate in Palnmer, Wasilla or G rdwood.

Co- Chair Donl ey asserted support for a passenger rail system al so
came from "anti-road groups in the Anchorage area" and "has been
t he baby of the Center for the Environnent and Conservation Voters
for the last five years; this has been their mantra." He conti nued
this has del ayed road construction and necessary infrastructure. He
pointed out that a light rail systemhas not been successful in any
conmunity in the nation with a population less than two mllion. He
wanted to ensure that the Railroad "didn't fall into this trap" and
suggest there would be state subsidies for a light rail system He
war ned agai nst providing "fal se hope" for such a project that would
cone at the expense of road projects.

Senator Geen clarified that M. Ganble has stressed that the
Rai | road woul d not undertake a project that "the conmunities are
not willing to buy into". She renmarked, "Believe nme, there is no
mass outcry in the Mat-Su Valley to cone in and rai se Borough or
city or local taxes" for this effort.

Co-Chair Donley reiterated the idea was raised by "radical
environmental groups in the Anchorage area,” who do not want to
address transportation projects in Anchorage and i nstead "nmake the
roads as bad as possible so people can't drive essentially.” As a
result of this effort, he again stated, transportation projects
have been bl ocked for over a decade, partially using the "nyth of
light rail and passenger rail."
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Senator Ward added the same groups also attenpted to renove the
| and grant provision fromthe original |egislation to purchase the
Railroad. He stated this opposition to the | and grant was because
that | and woul d be devel oped.

Co-Chair Donley furthered his concern is that once a proposal, such
as a light rail or passenger system is determned unviable it
should not be utilized to prevent other viable projects from
pr oceedi ng.

M. Ganble attested the nessage was received "loud and clear". He
affirmed Senator Geen's statenent that the Railroad would not
support projects opposed by comrunities.

M. Ganble spoke to expanded service, which Co-Chair Donley
i ndicated he would support, and M. Ganble expressed would be
considered as the Railroad continues to develop. He clarified this
is different than conmuter travel

ADJ CQURNIVENT

Co-Chair Pete Kelly adjourned the neeting at 10: 50 AM
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