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HOUSE LABOR AND COMMERCE COMMITTEE
ALASKA STATE LEGISLATURE PO. BOXY, JUNEAU 98811 —

Chairman - Representative Dave Donley 07) 465-3892

March 4, 1983

To: House Labor and Commerce Committee members

Re: HB 485

There is available upon request from the committee secretary,

a referral binder from House Transportation that includes:
*HB 485 background information

*research report - "Exemptions to and Sale Provision of
the Alaska Railroad Act."”

*statutes

*federal regulations
*transfer overview

*Alaska Railroad appraisal
*assessment

*misc.
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(A) ASSET APPRAISAL INVENTORY

1-Land

2-Equi pment
3--Faci lities
4-0ther Assert

(B) COSTING ANALYSIS BY TYPE OF SERVICES
1-Frei ght
2-Coal (local & e::port>
3-Gravel
4-Petroleunm
5-Pi pe
6-TOFC-COFC
7-Interline
S-F3&ssenger (Anch .-Fairbanks ,Whi ttier ,Seward & Charters
(C) DETAILED MARKETING PLAN
1-Frei ght
2-Passenger
3-Real Estate
4-Other
(0> LONG-RANGE PROFITABILITY ANALYSIS

1-Pro-Forma Financials
2-Real Estate Potential

(E) MODELS FOR FINANCING PURHASE
1-Hiring of an Invistment Banker
(F) DETERMINATION OF LIQUIDATION VALUE
(G) DEVELOP REPLACEMENT COST DATA
1--Land
2-Equi pment
3-Facilities
<H> RISK MANAGEMENT ANALYSIS

(I) STATUS OF TITLE TRANSFER

1-Outstanding Issues ( Federal Transfer Act )
2-Native Claims

(J) ANALYSIS OF LEGAL CLAIMS
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ANALYSIS OF LABOR CONTRACTS

1-linpact of Federal Transfer Act
2-Retirement Benifits (Federal 7% Corporation)
3-What kind of employee protection

DETERMINE TYPE OF SALE (ANALYSIS)

1-Whole
2-Part
3-Combi nati on

DETERMINE STRUCTURE OF SALE (ANALYSIS)

l-Lease

2-Lease / Purchase

3-Qutright Purchase

4-What Services To Be Retained

IDENTIFICATION OF PROSPECTIVE BUYERS
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Rep. Bette Cato, Chairman

House ofRepresentatives

Com mittee on Transportation

February 24, 1988
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COMMITTEE CALENDAR:

HB 481: "An Act

Expressway."

HB 485: "An Act amending provisions relating to a
solicitation for offers to purchase or operate the

Alaska Railroad;

date."

FOR THIS MEETING,

a folder on HB 481 that

item #1:
#2:

a folder on HB 485 that

item #I:
#2:
#3:
#4:

HB 481

YOU HAVE BEEN GIVEN:

includes:

fiscal note - DOT/PF

relating to naming the Woodrow Johansen

and providing for an effective

includes:
HB 485
CS HB 485
fiscal note - Depart, of Comm. & Economic Dev.

a green binder:

*

L I A

HB 485 & background
legal services
statutes

federal regs
transfer overview
AK RR appraisal
assessment

misc.

info
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THE ALASKA RAILROAD CORPORATION

The decision to purchase the Alaska Railroad

from the federal government was made 1in 1984

however, discussions on this subject took

place from 1980 onward. Numerous bills and resolutions
were introduced regarding the railroad purchase.

SCS CSHB 512 (fin) was signed into law by the
Governor July 5, 1984. This act established the
Alaska Railroad Corporation to manage and operate
the Alaska Railroad and provided for an effective
date of July 6, 1984.

January 5, 1985, the Alaska Railroad was transfered
from federal to state ownership.

Purchase price $22.3 million. This price did not
include any receivables or cash, therefore the
legislature appropriated an additional $10.9 million
($4.9 million for operating and $6 million for capital)

Effective January 6th, 1985 the Alaska Railroad
Corporation became responsible for management and
operation of the Alaska Railroad. A seven member
Board of Directors appointed by the Governor are
responsible for the overall management of the
Corporation. The Corporation is a public coporation
and is an instrumentality of the state within the
Department of Commerce and Economic Development.

The corporation has a legal existence independent of
and separate from the state.

The first year of operations, the ARRC posted a
profit of $7,133 million. 1In 1986, railroad revenues
declined. This, coupled with several unexpected
catastrophies caused the ARRC to record a $985,000
loss. With 1987 year end recently completed, the ARRC
has recorded a $3,017 million profit for the year.

Actual revenues for 1987 still show a significant

reduction 1985 - $67,234 (million)
1986 - $58,133
1987 $53,703
However, actual expenses have been reduced significantly
1985 - $58,085
1986 - $56,068

1987 - $45,604



Several areas have changed substantially since the
first year of operations of the ARRC. The major
income producers have shifted:

Decrease % 1987 vs 1985 Increase % 1987 vs 1987
Pipe -T77.9% Passenger + 25.1%
Gravel - 65.0% Real Estate + 20.5%
Interline -41.6% Coal + 19.1%

Over the past 3 years of state ownership the ARRC
has to upgradeD services. 1In 1985 the ARRC

spent $12.5 million on capital improvements and
upgrades. In 1986 $9.2 million was spent and

in 1987 $6.3 million 1in capital expenditures was
incurred. These upgrades have included new
locomotives, new intermodal cars, new bulletproof
passenger service cars, additional bud cars,

as well as many many capital dollars being spent to
upgrade the exist track and rail bed.

The Corporation has also capitalized on land leasing
Total land holding of the Alaska Railroad is 39,292
acres. Of this 13,759 acres 1is used for right of way
and, 8,124 1is used for operating. The ARRC currently
leases 2,077 acres of land throughout the state for a
total income of $5,206 million. This is a 20.5% increase
over 1985.

The Alaska Railroad transfer act provided specific
language regarding the direction for the state
owned railroad to follow.

Sec. 3 Chapter 153 SLA 84 (SCS CSHB 512 Fin)

Sec. 42.40.260 states. Every 5 years the annual
from the ARRC to the Governor and legislature shall
include potential sale arrangements whereby the
corporation may be transfered to private ownership.
The analysis shall include documentation of at least
three offers to sell the corporation initiated by
the corporation. This report would be be required
in the ARRC annual report year end 1989 and would
be presented to the legislature 1in January 1990.

To date no sale offers have been solicited and
railroad management state the necessary sale
package has not yet been prepared by the corporation.
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January 16, 1987
MEMORANDUM
TO:  Representative Bette Cato
ATTN:  Wendy Chamberlain

FROM:  Penelope Weyhrauch”
Legislative Analys¥\

RE:  Exemptions to and Sale Provision of the Alaska Railroad Act
Research Request 87.057

You asked for a discussion of the Alaska Railroad Act exemptions and what
effect repealing the exemptions might have onthe Alaska Railroad Corpora-
tion.  You also asked for a discussion of the requirement relatm_P to
offering the railroad for sale, and whether or not the Alaska Railroad
Corporation is complying with this requirement.

Alaska Railroad Act Exemptions

| contacted the Alaska Railroad Corporation (ARRC) and asked them to
discuss how the corporation would be affected by repealing the exemptions
listed in AS 42.40.920. | asked Tad Lewis, General Counsel for the ARRC,
what specific effect on the corporation's revenue and operations the repeal
of each of the statutory exemptions would have.  Mr. Lewis' letter of
response is attached. You will note that the response is very general.

Offering the Alaska Railroad for Sale

Alaska Statutes 42.40.260(b) states that "Every five years the
[corporation’s] annual report shall include an analysis of potential sale
arrangements whereby the corporation may be transferred into ﬁrlvate owner-
sh|F. The analysis shall include documentation of at least three offers to
sell the corporation initiated by the corporation during the last five
years.

According to Jack McGee, Assistant Alaska Attorney General, AS 42.40.260(b)
provides all the guidelines available for ARRC to follow to meet the offer-
to-sell requirement. Mr. McGee said that thefirst five-year period began
on January 5, 1985 at the time ownership forthe railroad passed from the



Representative Cato
January 16, 1987
Page 2

federal government to the State. The ARRC is required to offer the rail-
road for sale three times before January 5, 1990.

Mr. McGee said that he interprets the statutorr offer-to-sel 1 requirement
to mean that the ARRC must actively solicit offers and not just advertise
that the railroad is for sale. Mr.  McGee said that if the corporation does
not comply with the statutory requirement, the legislature would probably
take action, the severity of which would depend on how strongly they
believed that the railroad should be transferred to private ownership.

| asked Mr. Lewis if the ARRC has taken any steps to begin complying with
the statute. He said that at the last corporation board meeting, the hoard
asked the ARRC's legal counsel to begin looking at different ways the cor-
poration could approach complying with the requirement.  Mr. "Lewis men-
tioned that the board discussed the form in which offers should be con-
ducted and how a sale will be most advantageous to the State. Mr. Lewis
said that an offering to sell will probably be in the form of a solicita-
tion of proposals to buy the railroad.

Mr. Lewis referenced federal restraints (included in the Alaska Railroad
Transfer Act) in regard to selling the railroad.  He said that one
restraint is that if the railroad were sold within five years of the
transfer of the railroad to State ownership, any profit from the sale
reverts to the federal government. This restraint was included in the act
because the federal government wanted the State to operate the railroad for
at least five years. Mr. Lewis said that this restraint makes it more bene-
ficial for the State to retain the railroad until after 1990,

| have attached the Alaska Railroad Corporation Act (AS 42.40.010-980) for
your information.  If you would like the ARRC to provide more specific
information on each of the exemptions, please let me know and | will write
a second letter to the corporation,

PW

Attachments
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MEMORANDUM

the' Wiaske Raitroad (W.0. 51768]°

Representative Bette Cato

Chairperson

SUBJECT:

TO:

House Transportation Committee

George Uteraohle

Legislative Counsel

FROM:

Enclosed is the draft bill relating to solicitation of

offers to purchase the Alaska Railroad requested by Wendy

Chamberlain of your staff.
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If | can provide further assistance, please advise.
wkb2/027



(S 2 TR ==Y JC RN NC RN

10
.11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

Offered: 5/23/84
Referred: Rule3

Original sponsors: Hayes, Ringstad,
Shultz, et al

IN THE HOUSE BY THE FINANCE COMMITTEE
SENATE CS FOR CS FOR HOUSE BILL NO. 512 (Finance) am S
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act establishing the Alaska Railroad Corporation
to manage and operate the Alaska Railroad; and pro-
viding for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. LEGISLATIVE FINDINGS AND PURPOSE. (@) The legislature
finds that
(1) it is the policy of the state to

(A) provide safe, economical, and efficient transportation
to residents, businesses, visitors, and military installations in the
state;

(B) foster and promote the long-term economic growth and
development of the state;

(C) develop and implement plans for a transportation net—
work;

(D) foster and promote the development of the state’s tind
and natural resources;

(E) ensure that the Alaska Railroad does not use direct
appropriations to fund a particular freight operation if it can be
demonstrated that the appropriation has placed privatelyowned and
operated carriers in an unfair competitive position. Nothing herein
shall affect the provisions of AS 42.40.220(b);

(2) the Alaska Railroad is an essential part of the state trans-
portation network that may, unless preserved by state action, cease to be a

transportation option in Alaska;

Q -1- 5CS CSHB 512(Fin) am S



(3) tha federal government has offarad to tha stata tha option
of taking over tha Alaska Railroad to ansure its continuad axistenca; and

(4) it is in tha stata"s bast intarast to accapt tha railroad
undar tha terns and conditions offered by tha United States govemaent.

(b) It is tha purpose of this Act to

(1) create a viable economic entity with tha powers and duties
necessary to operate and manage tha Alaska Railroad pending eventual trans—
fer of tha railroadto the private sector for its ownership or operation or
both consi“stent with 45 U.S.C. 1201 - 1214 (Alaska RailroadTransfer Act of
1982);

(2) provide for tha lavel of transportation servica that best
satisfies tha needs of tha people of tha stata consistent with tha other
findings and policies of this section;

(3) craata a public corporation with tha powers, duties, and
functions neadad to operate tha Alaska Railroad and manage its rail, indus—
trial, port and other properties in tha bast intarast of tha people of the
state by ensuring that tha corporation will

(A) be exclusively responsible for the* management of the
financial and legal obligations of tha Alaska Railroad;

(B) operate tha railroad as a common carrier subject to the
jurisdiction of tha United States Interstate Commerce Commission
consistent with 45 U.S.C. 1207;

(C©) have the ability to”raise capital by issuing bonds upon
approval of the legislature exempt from federal and stata taxation and
applying for federal money to which the state may be entitled or that
may b~ available;

(D) carry out its responsibilities on a self-sustaining
basis;

(E) provide the best possible combination of types and

SCS CSHB 512(Fin) am S Q -2-



levels of safe, efficient, and economical transportation to meet the
overall needs of the state, supported when necessary by state invest—
ment ;

(?) provide for the prudent operation of the railroad
according to sound business management practices; and

(G) preserve theintegrity of the railroad utility corridor
for transportation, communication, and transmission purposes;

(4) ensure that borrowing by the corporation does not directly

indirectly endanger the state®s own borrowing capacity.
* Sec. 2. AS 42 is amended by adding a new chapter to read:
CHAPTER 40. ALASKA RAILROAD CORPORATION.
ARTICLE 1. ESTABLISHMENT AND ORGANIZATION.

Sec. 42.40.010. ESTABLISHMENT OF THE CORPORATION. There is
established the Alaska Railroad Corporation. The corporation is a
oublic corporation and is an instrumentality of the state within the
Department of Commerce and Economic Development. The corporation has
a legal existence independent of and separate from the state. The
continued operation of the Alaska Railroad by the corporation as
provided in this chapter is considered an essential government func—
tion of the state.

Sec. 42.40.020. EOARD OF DIRECTORS. (&) The powers of the
corporation are vested in the board of directors. The board consists
of the commissioner of commerce and economic development, the commis—
sioner of transportation and public facilities, and five members
appointed by the governor. The five appointed members must be regis—
tered voters in the state except as provided in (1) and (2) of this
subsection. Except for the commissioners and the member appointed
under (5) of this section, a member may not be a state officer or

employee. Appointed members shall have the following qualifications:

Q -3- SCS CSHB 512(Fin) am S
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(1) on* number of the board shell be a person who has at
least 10 years of experience in railroad management; a person who is
not a resident of the state may be appointed undwr this paragraph;

(2) on* member of the board shall be or have been an execu—
tive official of a United States railroad and shall be selected in
accordance with any requirements imposed under 49 U.S.C. (Interstate
Commerce Act); a person who is not a resident of the state may be ap—
pointed under this paragraph;

(3) at least one member shall be from each judicial dis—
trict directly served by the Alaska Railroad;

(4) one members shall have at least five years experience
as owners or managers of a business in the state;

(5) on* member shall be an employe* who is a member of a

bargaining unit representing employees of the corporation.

(b) Except for the commissioners, the members of the board shall

be confirmed by a majority of tha members of the legislature in joint
session. A member appointed by the governor has the full powers and
responsibilities of a confirmed board member until the member 1is
rejected by the legislature or the legislature adjourns without con—
firming the member.

Sec. 42.40.030. TERM OF OFFICE. Except for the commissioner of
commerce and economic development and the commissioner of transporta—
tion and public facilities, members of the board serve for staggered
terms of five years each at the pleasure of the governor.

Sac. 42.40.040. VACANCIES, (a) Except for the commissioner of
commerce and economic development and the commissioner of transporta—
tion and public facilities, a vacancy on the board is filled by ap—
pointment by the governor, and thi/i appointment must be confirmed by

the members of the legislature in joint session. A member appointed

SCS CSHB 512(Fin) am S 3 —4-



to fill a vacancy holds office for the balance of the term for which
the member®s predecessor was appointed.

(b) A vacancy on the board does not impair the authority of a
quorum of members to exercise the powers and perform the duties of the
board.

(¢c) A member of the board whose term has expired shall serve
until a successor has been appointed.

Sec. 42.40.050. COMPENSATION AND EXPENSES. €)) An appointed
member of the board is entitled to compensation at a rate of $400 for
each daythe member is engaged in the actual performance of duties as
a member of the board. The board may provide by rule for compensation
for partial days during which an appointed member is engaged in actual
performance of duties as a member of the board.

(b) In addition to compensation under (a) of this section, an
appointed member of the board is entitled to per diem and travel
expenses authorized by law for state boards and commissions.

Sec. 42.40.060. BOARD OFFICERS. (a) The board shall elect from
its membership a chairman and vice-chairman and prescribe their duties
by rule.

(b) The board shall appoint a secretary and prescribe the duties
of the secretary.

ARTICLE 2. MANAGEMENT.

Sec. 42.40.100. MANAGEMENT BY THE BOARD. The board is responsi—
ble for the management of the corporation but shall delegate certain
powers and duties to the chief executive officer in accordance with
AS 42.40.120. In managing the corporation the boardshall

(1) be responsible for the managementof the financial and
legal obligations of the Alaska Railroad;

(2) operate the Alaska Railroad as a common carrier subject

B -s- SCS CSHB 512(Fin) am S



to tha jurisdiction of tha Unitad States Intarstata Conaarca Commis—
sion consistent with 45 U.S.C. 1207;

(3) generally manage tha corporation on a self-sustaining
basis;

(4) apply to tha legislature for an appropriation with the
concurrence of tha governor to be used to provide a particular service
that is not otherwise self-sustaining if a subsidy 1is required to
maintain that sarvj.ce;

(5) provide for safe, efficient, and economical transporta—
tion to meet tha overall needs of the state;

(6) raise needed capital by issuing bonds of the corpora—
tion upon approval by the legislature while ensuring that borrowing by
the corporation does not directly or indirectly endanger the state’s
own borrowing capacity;

" (7) review all state and other land disposal proposals to
aid in planning for future development or expansion of transportation
services;

(8) ensure that the procurement procedures of the corpora—
tion meet accepted railroad industry standards;

(9) ensure that the accounting procedures of the corpora—
tion meet generally accepted accounting principles consistent with
industry standards for comparable railroads.

Sec. 42.40.110. EXECUTIVE OFFICERS, (&) The board shall ap—
pointthe chief executive officer of the corporation who serves at the
pleasure of the board. The board shall fix compensationfor the chief
executive officer.

() The chief executive officer of the corporation shall appoint
and fix the compensation for other executive officers. The compen—

sation for an executive officer appointed under this subsection Iis

SCS CSHB 512(Fin) am S £-6-



subject to board approval.

Sec. 42.A0.120. DELEGATION. (a) The board shall by rule dele—
gate to the chief executive officer powers and duties necessary or
appropriate for the management of the Ilaily affairs and operations of
the corporation. The board may by rule require the exercise of a
delegated power or duty to be subject to board approval.

(b) Within 60 days after its first meeting, the board shall
delegate the following activities of the corporation to the chief
executive officer or other executive officers designated by the board:

(1) leasing subject to AS 42.40.285 and 42.40.350(b) and
(d), granting easements in, issuing permits for the use of, or convey—
ing other interests in property that do not constitute a transfer of
the corporation®s entire interest in land;

(2) establishing specific rates, tariffs, divisions, and
contract rate agreements;

(3) making routine changes in service levels;

(4) establishing procurement and accounting procedures for
the corporation; and

(5) performing procurement activities.

(c) Notwithstanding (a) and (b) of this section, specific board

approval 1is required for the following:

(1) issuing bonds upon approval by the legislature;

(2) mortgaging or pledging crrporation assets;

(3) donating property or other assets belonging to the
corporation;

(4) acting as a surety or guarantor;

(5) adopting a long-range capital improvement and program
plan;

(6) adopting annual reports;
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(7) effecting general, comprehensive 1increases and de—
creases in rates;

(8) expanding or reducing services In a major way;

(9) expanding the aain or branch rail lines including spur,
industrial, teaa, switching or side tracks, other than performing
routine track alignment as necessary to maintain existing service
levels;

(10) selecting independent auditors and accountants;

(11) entering into collective bargaining agreements;

(12) adopting annual budgets;

(13) beginning a capital project with an estimated comple—
tion cost of more than $500,000 or an estimated completion time of
more than one year;

(14) exchanging, donating, selling, or otherwise conveying
its entire interest in land subject to approval b the legislature;

(15) exercising the power of eminent domain.

ARTICLE 3. ADMINISTRATIVE PROVISIONS.

Sec. 42.40.150. MEETINGS OF THE BOARD. (@) The chairman of tha
board shall call meetings of the board at least once every three
months. The chairman or a majority of the members of the board may
call other meetings of the board as necessary. The chairman shall
preside at meetings.

(b) Except for executive sessions, the meetings of the board are
public. The board shall provide by rule for a method of providing
reasonable notice to the public of its meetings.

(c) The board shall keep minutes of each meeting.

Sec. 42.40.160. QUORUM AND VOTING. (a) Four voting members of
the board constitutes a quorum for the transaction of business.

(b) Four affirmative votes are required for board action. The
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board shall provide by rule for Che maimer of voting, except that the
board may not provide for voting by proxy. The rules may provide for
voting and conferring by telecommunication devices.

Sec. 42.40.170. EXECUTIVE SESSIONS. () The question of hold—
ing an executive session shall be determined 1in accordance with
AS 42.40.160. A subject may not be considered at an executive session
unless it is mentioned in the motion calling for the executive session
or is auxiliary to a subject mentioned. An action may not be taken at
an executive session.

(b) Only the following subjects may be discussed in an executive
session:

(1) matters, the immediate knowledge of which would clearly
have an adverse effect upon the finances of the corporation;

(2) unless the person has requested to have the subjects
discussed in public, subjects that tend to prejudice thfe reputation
and character of a person;

(3) matters that, by law or municipal charter or ordinance,
are permitted to be kept confidential from public disclosura;

(4) matters pertaining topersonnel;

(5) matters pertaining tothe corporation®s legal position;

(6) land acquisition or disposal; and

(7) proprietary or other information of a type treated as
confidential under the standards andpractices of theUnited States
Interstate Commerce Commission, including practices that protect
information associated with specific shippers, divisions, and contract
rate agreements.

Sec. 42.40.180. RULES. (a) The board shall adopt rules to
carry out its functions and the purposes of this chapter, including

rules to safeguard property owned, managed, or transported by the
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corporation and to protact employees and parsons using tha corpora-
tion’s property or services. At laast 15 days before the adoption of
a rule, the board shall give public notice of tha proposed action by
publishing a notiee in at least three newspapers of general circula-
tion in the state and by mailing a copy of the notice to each person
who has requested notice of proposed changes to rules. The notice
must state the time, place, and nature of the proceedings and must
contain a summary of the subject of the proposed rule.

(b) On the date and at the time and place desighated in the
notice required under (a) of this section the board shall provide each
interested person an opportunity to present statements in writing
concerning the proposed rule and shall give members of the public an
opportunity to present oral statements for a total period of at Ileast
one hour.

(o) The board shall consider all relevant matters presented to
it before adopting a rule. The board may take action on a rule that
varies in content from the summary provided with the notice of the
proposed rula if the subject of the rule was reflected in the summary
and it provided reasonable notice to the public as to whether their
interests could be affected by the board's action on that subject.

(d) The board shall establish in the bylaws of the corporation
additional procedures for adopting rules if necessary.

Sec. 42.40.190. EMERGENCY RULES. (a) The board shall establish
in the bylaws of the corporation a procedure for the adoption of a
rule on an emergency basis. An emergency rule may be adopted only
when necessary for the orderly operation of the corporation's facili-
ties or programs. The requirements of AS 42.40.180 do not apply to
actions taken under this section. However, within 10 days after the

adoption of a rule on an emergency basis the board shall give notice
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of its action that substantially complies with the notice requirements
of AS 42.40.180(a).

(d) An action taken under this section remains in effect for not
more than 120 days. To prevent an emergency rule from lapsing the
board may adopt the same rule under AS 42.40.180 before the end of the
120-day period.

Sec. 42.40.200. VALIDITY OF RULES. (a) Failure to mail notice
to a person under AS 42.40.180(a) or 42.40.190(a) does not invalidate
an action taken by the board.

(b) An interested person nay challenge a rule adopted by the
board by bringing an action in the superior court. In addition to
other grounds, a court may declare a change invalid

(1) for substantial failure by the board to comply with
AS 42.40.180 or 42.40.190; or  §
(2) if the rule was adopted under' AS.42.40.190, upon the
grounds that the emergency rule was not necessary for the orderly
operation of the corporation's facilities or programs.

Sec. 42.40.205. APPLICATION. Adoption of a rule is not subject
to AS 42.40.180 or 42.40.190 if it

(1) relates only to the internal management of the corpo-
ration;

(2) relates to specific rates, tariffs, divisions, and
contract rate agreements;

(3) relates to service schedules of the railroad;

(4) is directed to a specifically named person or to a
group of persons and does not apply to the general public; or

(5) relates to the use of public works under the jurisdic-
tion of the corporation if the effect of the order is indicated to the

public by means of signs or signals.
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Sec. 42.40.210. PREVIOUSLY ADOPTED RULES AND ORDERS. The board
may provide by resolution that rules and orders in effect on the date
of transfer remain in effect until amended or repealed by the board.
AS 42.40.180 does not apply to actions taken under this section.

Sec. 42.40.220. PUBLIC DISCLOSURE OF INFORMATION. (a) Except
as provided under (b) of this section, information in the possession
of the corporation is public and is open to public inspection at
reasonable times.

(b) The corporation may by rule designate and withhold public
disclosure of matters of a privileged or proprietary nature. Those
matters include personnel records, communications with and work pro-
duct of legal counsel, and, consistent with tha standards and prac-
tices of the United States Interstate Commerce Commission for the
protection of these matters, other information including proprietary
information associated with specific shippers, divisions and contract
rate agreements.

Sec. 42.40.230. CONFLICTS OF INTEREST. (a) Except as provided
in this section, a board member or executive officer of the corpora-
tion may not participate in a decision of the corporation in which
that person or a member of that person's immediate family has a direct
or indirect financial interest unless the financial interest is a
remote financial interest and participation is approved unde{‘ (b) of
this section.

(b) A board member or executiva officer may participate in a
decision if that person or a member of that person’'s immediate family
has only a remote interest, the fact and extent of the interest s
disclosed to the board in a public meeting and is noted in the minutes
of the board before any participation by the member or in the daci-

sion, and thereafter in a public meeting the board by vote authorizes

SCS CSHB 512(Fin) am S £ :12- )



or approves the participation. If the person whose participation is
under consideration is a board member, that person nmay not vote under
this subsection. For purposes of this subsection, "remote interest"
means an interest that in good faith is defined as remote by rules
acopted by the corporation.

(c) A board member or executive officer is not con vdered to be
financially interested in a decision when the decision could not
affect that person in a manner different from its effect on the pub-
lic.

(d) Within 120 days of the first meeting of the board, the board
shall adopt and may subsequently amend rules implementing this sec-
tion, providing additional conflict of interest and ethical rules it
considers appropriate.

(e) The board nay recommend to the governor the removal of a
board member or executive officer who intentionally violates this
section or a rule adopted under this section.

(f) For purposes of this section

(1) "participate in a decision” includes all discussions,
deliberations, preliminary negotiations, and votes;
(2) "immediate family” means
(A) spouse;
(B) dependent, parent, parent-in-law, child, son-in-
law, daughter-in-law, sibling, uncle, aunt, niece, or nephew.
ARTICLE 4. POWMERS AND DUTIES.

Sec. 42.40.250. GENERAL POWERS. In addition to the exercise of

other powers authorized by law, the corporation may
(1) adopt a seal;
(2) adopt bylaw3 governing the business of the corporation;

(3) sue and be sued;
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(4) appoint trustees and agents of tha corporation and
prescribe thair powers and duties;

(5) hire legal counsel to represent tha corporation;

(6) make contracts and execute instruaents necessary or
convenient in the exercise of its powers and duties;

(7) acquire by purchase, lease, bequest, devise, gift,
exchange, the satisfaction of debts, the foreclosure of mortgages, or
otherwise, personal property, rights, rights-of-way, franchises
easements, and other interests in land, and acquire by appropriation
water rights that are located in the state, taking title to the prop-
erty in the name of the corporation;

(8) hold, maintain, use operate, improve, lease, exchange,
donate, convey, alienate, encumber, or otherwise grant a sec: city
interest in, or authorise use or dispose of, land or personal
property, subject to other provisions of this chapter

(9) contract with and accept transfers, gifts, grants or
loans of funds or property from the United States and the state or its
political subdivisions, subject to other provisions of federal or
3tate law or municipal ordinances;

(10) undertake and provide for the management, operation,
maintenance, use, and control of all of the property of the corpo-
ration, including all land and personal property of the Alaska Rail-
road transferred under 45 U.S.C. 1203(a) and described in the report
dated July 14, 1983, as amended, submitted to Congress and the legis-
lature under 45 U.S.C. 1204(a);

(11) recommend to the legislature and the governor any tax,
financing, or financial arrangement the corporation considers appro-
priate for expansion or extension and operation of the Alaska Rail-

road;
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(12) maintain offices and facilities at places it desig-
nates ;

(13) apply to the state, the United States, and foreign
countries or other proper agencies for the permits, licenses, rights-
of-way, or approvals necessary to construct, maintain, and operate
transportation and related services, and obtain, hold, and reuse tUe
licenses and permits in tha same manner as other railroad operators;

(14) prescribe rates to be charged for services provided by
the Alaska Railroad consistent with 45 U.S.C. 1201 - 1214 (Alaska
Railroad Transfer Act of 1982);

(15) determine the routes, schedules, and types of service
to be provided by the Alaska Railroad;

(16) enter into contracts, leases, and other agreements
with connecting carriers, shippers, and other persons concerning the
services, activities, operations, property, and facilities of the
corporation, including agreements that contain provisions to preserve
and expand tha railroad's traffic base;

(17) plan for and undertake expansion of the railroad and
railroad activities, including extension of the rail system, and
contract with other modes of transportation service connecting to the
rail system;

(18) hire and discharge railroad personnel and determine
benefits and other terms and conditions of employment;

(19) assume all rights, liabilities, and obligations of the
Alaska Railroad in accordance with 45 U.S.C. 1201 - 1214 (Alaska
Railroad Transfer Act of 1982);

(20) maintain a security force to enforce municipal ordi-
nances, state laws, and the corporation's rules with respect to viola-

tions that occur on or to property owned, managed or transported by
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the corporation;

(21) issue

its bonds upon approval of tha legislature and

provida for and aacura thair payment, provide for tha rights of the*r

holders and hold or d

ispose of them;

(22) purchase tha corporation's bonds at a price

<tha” ha principal aaount of thaa plus intarast;

not more

(23) cancel bonds of tha corporation purchased by tha corpo-

ration;

(24) secure tha payment of its bonds by pledge, mortgage, or

other lien on its contracts,

revenues,

incoaa, or property;

(25) consent to the aodification of the rate of

tiae of payment of an instcllaent of principal or interest,

term a loan, contract,

party;
(26) borrow

lish reasonable reserves,
bonds for a reasonable period after which

other money will be availableto pay the interest,

sory. and legal fees,

borrowing;

interest,

or other

or agreeaant to which the corporation is a

aoney, including the aaounts necessary to estab-

and other expenses

the corporation

and pay financing charges and interest om

estimates

consultant, advi-

necessary or incident to

(27) acquire, hold, and dispose of stocks, memberships,

contracts, bonds, general or limited partnership interests

interests in another
venture, or other leg

connection with these

corporation,

association,

al entity, and exercise the powers or

interests that

ore

or other

partnership, joint

rights in

provided in contracts or

agreements and that are allowed by law concerning the satisfaction of

debts;

(28) undertake and provide for

the acquisition,

tion, maintenance, equipping, and operation of connecting,
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terminal, or other railroads and railroad facilities;

(29) enter into agreements with a state agency or other
instrumentality of the state; and

(30) do all things necessary or desirable to carry out the
powers and duties of the corporation granted or necessarily implied in
this chapter or other laws of the state or the laws or regulations of
the federal government.

Sec. 42.40.260. ANNUAL REPORT. (a) Within 90 days following
the end of tha fiscal year of the Alaska Railroad the board shall
distribute to tha governor and to t™t legislature a report describing
the operations and financial condition of tha corporation during the
preceding fiscal year. The report may include suggestions for legis-
lation relating to the structure, powers or duties of tha corporation
or to the operation or facilities of the corporation. Subject to
AS 42.40.220, the report shall i***mira the cost of providing each
category of service offered by the railroad and the income generated
by each category.

(b) Every five years the annual report shall include an analysis
of potential sale arrangements whereby the corporation may be trans-
ferred into private ownership. The analysis shall include documenta-
tion of at least three offers to sell thecorporation initiated by the
corporation during the last five years.

Sec. 42.40,270. AUDITS. (a) The board shall have the financial
records of the corporation audited annually by an independent certi-
fied public accountant experienced in railroad accounting. The board
shall have an annual performance audit conducted by a recognized
railroad management expert to assure that the railroad is being
managed and operated effectively and efficiently in accordance with

the requirements of this chapter and thateach appropriation is used
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to directly support those services for which the. appropriation was
requested. Auditors shall use the standards required under AS 42.-
40.100(9) and determine whether appropriations received for a service
that is not self-sustaining were calculated in accordance with United
States Interstate Commerce Commission standards for determining rail
service subsidies.

(b) The corporation shall make all of its financial records
available to an auditor appointed by the governor and to the legisla-
tive audit division for examination. Disclosure to the public by the
auditor or legislative audit division of this information is subject
to AS 42.40.220 and rules implementing that section.

Sec. 42.40.280. STATE OVERSIGHT REPORTS. (a) The board shall
provide a state oversight report to the governor and the legislature
before undertaking

(1) expansion, reduction, or diversification of services
provided by the railroad upon She date of transfer or as provided
under this chapter that the board determines would represent a signif-
icant and permanent change in the level and nature of services pro-
vided; or

(2) an application for an appropriation to be wused for
providing any service that is not self-sustaining.

(b) Tha report under (a) of this section shall be in writing,
describe the proposed undertaking in detail, and specify

(1) its financial impact on the corporation;

(2) its Impact on tha level and nature of services provided
by the corporation;

(3) the reasons tha action is necessary or desirable to
achieve tha purposes of this chapter;

(4) whether and when the undertaking or service is expected
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to be 3elf-sustaining financially; and

(5) if the undertaking requires an appropriation to be
for providing a service that is not self-sustaining, that the amount
of the appropriation has been strictly calculated in accordance with
United States Interstate Commerce Commission standards for determining
rail service subsidies.

Sec. 42.40.285. LEGISLATIVE APPROVAL REQUIRED. Unless the
legislature approves the action by law, the corporation may not

(1) exchange, donate, sell, or otherwise convey its entire
interest in land;

(2) issue bonds;

(3) extend railroad lines; this paragraph does not apply to
a spur, industrial, team, switching or side track;

(4) lease land for a period in excess of 35 years unless
the corporation reserves the right to terminate the lease if the land
is needed for railroad purposes.

Sec. 42.40.290. LONGRANGE CAPITAL IMPROVEMENT AND PROGRAM PLAN,
(a) The corporation shall prepare and the board shall adopt a long-
range capital improvement and program plan. The plan shall explain
the manner in which the corporation intends to accomplish the purposes
of this chapter and the corporation's anticipated capital improvements
during each of the five years after the plan is adopted.

(b) The board shall annually review and approve revisions to the
long-range capital improvement and program plan. The board shall
provide copies of the updated plan to the governor and the legislature
by December 1 of each year.

Sec. 42.40.300. USE OF CORPORATION ASSETS. The corporation
shall apply all money, property, other assets, and credit of the

corporation toward activities authorized by this chapter. The
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corporation may not issue shares of stock, pay dividends, make private
distributions of assets, make loans to board members or employees, or
engage in business for private benefit. The use of money, property,
another asset, or credit of the corporation for a purpose not author-
ized by law by a person having the possession or control of it is
prohibited.

Sec. 42.40.310. INDEMNIFICATION. (a) The corporation may
defend and indemnify a current or former member of the board, em-
'ployee, or agent of the corporation against all costs, expenses, judg-
ments, and liabilities, including attorney's fees, incurred by or
imposed upon that person in connection with a civil or criminal action
in which tha person is involved by affiliation with the corporation,
if tha person acted in good faith on behalf of the corporation and
within tha scope of official duties or powers.

(lb) The corporation may purchase insurance to protect and hold
personally harmless its employees, agents, and board members from an
action, claim, or proceeding arising out of the performance, purported
performance, or failure of performance, in good faith, of duties for,
or employment with, the corporation and to hold them harmless from
expenses connected with the defense, settlement, or monetary judgments
from that action, claim, or proceeding. The purchase of insurance is
discretionary with Che board and insurance is not considered to be
compensation to tha insured person.

ARTICLE 5. CORPORATION PROPERTY.

Sac. 42.40.350. LAND. (a) The corporation shall receive from
the United States and, in its own name, take title to all rail proper-
ty trawsferred under 45 U.S.C. 1201 - 1214 (Alaska Transfer Act of
1982). AIll land that is transferred or acquired by the corporation is

designated as follows:
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(1) railroad rights-of-way are railroad utility corridors;
(2) land outside railroad utility corridor:: is rail land.

(b) Railroad utility corridors shall be of a width at least 100
feet on both sides of the centerline of the extended main or branch
line, unless the corporation does not oann or control sufficient Iland
to allow a corridor of that width. Railroad utility corridors may be
surveyed by the metes and bounds method. The corporation may not
convey its entire interest in land within a utility corridor except as
provided in AS 42.40.285, 42.40.370(d) and 42.40.400. However, the
corporation may lease, subject to AS 42.40.285 and (d) of this sec-
tion, grant easements in or permits for, or otherwise authorize use of
portions of a utility corridor for transportation, communication, and
transmission purposes and support functions associated with those
purposes, and for commercial and other wuses authorized under this
chapter if the use does not restrict other parallel uses of the wutil-
ity corridor.

(c) The corporation may lease, subject to AS 42.40.285 and (d)
of this section, grant easements in or permits for, or otherwise
authorize use of portions of rail land. However, the corporation may
not convey its entire interest in rail land except as provided in
AS 42.40.285, 42.40.370(d) and 42.40.400.

(d) A lease or disposal of land approved by the Ilegislature
under AS 42.40.285 by the corporation to a party other than the state
shall be made at fair market value as determined by a qualified ap-
praiser or by competitive bid.

Sec. 42.40.355. PROHIBITION. Notwithstanding any other pro-
vision in AS 42.40, the state-owned railroad as defined under
45.U.S.C. 1202(14) may not apply for a right-of-way across, or exer-

cise eminent domain in, the western (Kobuk River) unit of the Gates of
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the Arctic National Preserve undar 16 U.S.C. 410hh(4)(b)-(a).

Sac. 42.40.360. REQUEST FOR LAND. (a) Tha board may nominate
fadaral land it determines may ba uaaful for prasant or futura rail-
road purpoaas for selection undar tha Alaaka Statahood Act (P.L. 85 -
508, 72 Stat. 339), aa aaandad, and raquast tha coamissionar of natu-
ral raaourcaa to aalact tha land for tha stata through tha federal
land selection process.

(b) Tha board aay identify and request tha commissioner
natural rasourcaa to convey land necessary or useful for present or
futura railroad purpoaas owned by or tentatively approved for transfer
to tha state, including land not contiguous with a railroad utility
corridor or rail land. Tha request must include a statement of and
justification for tha present or future railroad use. Upon receipt of
a raquast, tha commissioner shall taaqporarily reserve tha land iden-
tified in tha raquast for railroad purposes and defer disposal or
lease of that land undar other laws to a party other than tha corpo-
ration. Tha temporary reservation of land is subject to valid exist-
ing rights and remains in affect for 18Q days.

Sac. 42.40.370. CONVEYANCE OF LAND. (a) Within 90 days after
receiving a raquast undar AS 42.40.360(b) tha commissioner of natural
resources shall by written decision

(1) designate tha idantifiad land for railroad purposes
and, subject to valid existing rights, convey tha state's interests in
the land to tha corporation;

(2) notify tha corporation of reasons for refusal to desig-
nate tha idantifiad land for railroad purposes; or

(3) approve tha request in part and deny it in part and
convey as appropriate.

(b) A conveyance of land undar this section may ba for less than
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it3 appraised value as determined by the commissioner of natural
resources.

(c) In the absence of a reservation to the contrary, a convey-
ance of land under this section vests in the corporation ownership,
control of the surface, material and mineral estate, including the
right to extract or use timber and other construction materials, sand,
gravel, rock, and the right to tunnel, ditch, recontour, excavate, or
otherwise use the land for railroad, transportation, transmission,
communication, and related purposes.

(d) The corporation may reconvey to the state land received
under this section that the corporation and the commissioner of natu-
ral resources jointly identify as unnecessary or unsuitable for the
corporation's purposes.

Sec. 42.40.380. USE OF STATE LAND. When emergency conditions
require that track or other right-of-way fixtures of the corporation
be moved from the existing location and relocated on state land adja-
cent to or in the vicinity of the existing right-of-way and the chief
executive officer determines that relocation is necessary to maintain
safe and adequate rail operations, the corporation may effect the
relocation and notify the the Department of Natural Resources. The
relocation must affect only the amount of state land necessary to
adequately restore or continue safe rail operations at a normal level

Sec. 42.40.385. EMINENT DOMAIN. (a) The corporation may exer-
cise the power of eminent domain under AS 09.55.240 - 09.55.460 to
acquire land for railroad transportation purposes consistent with this
chapter. Notwithstanding AS 09.55.250, the corporation may acquire a
fee simple title whenever, in the judgment of the board, ownership of
a fee simple title is necessary to carry out the purposes of this

chapter.
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(b) The corporation may file a declarationof taking in tha
manner provided for tha state undar AS 09.55.420.

(c) The power of eminentdomain conferred under this section
includes the power to obtain clay, gravel, sand, timber, rock or other
material for the operation of the railroad, the Iland necessary to
obtain tha material, and access to the land and material.

(d) Theexercise of the power ofeminent domain requires the
prior approval of the governor.

Sec. 42.40.390. LAND USE RULES. The board may adopt exclusive
rules governing land use by parties havinginterests in or permits for
land owned or managed by the corporation. The power conferred by this
section is exercised for the common health, safaty, and welfare of the
public and to the extent constitutionally permissible, may not be
limited by the terms and conditions of leases, contracts, or other
transactions.

Sec. 42.40.400. VACATION OF EASEMENTS. The corporation may
vacate an easement acquired under this chapter by executing and filing
a deed in the appropriate recording district. If the easement was
acquired by the corporation ufider 45 U.S.C. 1201 - 1214 (Alaska Rail-
road Transfer Act of 1982), the state shall acquire the easement for
use in conformity with those laws.

Sec. 42.40.410. FEDERAL LAND. The corporation may submit appli-
cations on its own behalf as an Instrumentality of the state for
acquisition of federal land available under federal Ilaw that will
enhance the operations of the corporation if it is available wunder a
federal law other than the Alaska Statehood Act of 1958 (P.L. 85 -
508, 72 Stat 339), as amended. The corporation may receive in its own
name conveyances of all interests in federal land.

Sec. 42.40.420. PUBLIC USE OF RAILROAD LAND. Upon request of a
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municipality or the state, the corporation may authorize use of rail-
road land for public purposes. Subject to AS 42.40.350(b), the corpo-
ration shall authorize a walkway dr a trail if the board first finds
in writing that the proposed walkway or trail will not create a safety
hazard and will not unreasonably interfere with continued or expanded
operations in the utility corridor. Before authorizing a wuse under
this section, the board shall require the municipality or state to
execute an agreement in a form approved by the board to

(1) agree to restrictions, limitations, and conditions on
the proposed use required by the corporation and reasonably calculated
to reduce the risk of a safety hazard or interference with authorized
uses in the utility corridor;

(2) hold the corporation harmless from and indemnify the
corporation for liability and claims arising from any use authorized
under this section including

(A) defending the corporation in a cause of action
brought against the corporation as a result of the use; and

(B) indemnifying the corporation for the amount of a
judgment, including prejudgment and postjudgment interest,
rendered against the corporation, and for all costs and
attorney's fees incurred by the corporation in settling or
defending the claim; and

(3) stop the use upon request of the corporation if the use
interferes with expansion or replacement of railroad facilities,
creates a safety hazard, or interferes with railroad operations.

Sec. 42.40.430. ACQUISITION OF GOVERNVENT PROPERTY. The corpor-
ation, as an instrumentality of the state, may acquire in its own name
from the United States under 50 App U.S.C. 1622 - 1622c (Surplus
Property Act of 1944), 40 U.S.C. 471 et seq. (Federal Property and
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Administrative Service* Act of 1949), or other law, proparty under tha
control of a federal department or agency that is useful for the
corporation's purposes. The corporation nay acquire frost the Depart-
mant of Administration property of the state made available under
AS 44.71.010 - 44.71.040.

Sec. 42.40.435. EXCHANGE OF LAND. Tha corporation may exchange
land subject to AS 42.40.285. Tha corporation is an instrumentality
and agency of tha state for purposes of exchanging land with the
United States, municipalities, corporations including corporations
formed under 43 U.S.C. 1801 - 1628 (Alaska Native Claims Settlement
Act), and individuals.

Sec. 42.40.440. USE OF PESTICIDES AND HERBICIDES. Vegetation
control involving the use of pesticides or herbicides on land owned or
managed by tha corporation may be conducted only in compliance with
state requirements applicable to other stata pesticide or herbicide
use.

Sec. 42.40.450. ADVERSE POSSESSION. No prescription or statute
of 'limitations runs against the title or interest of the corporation
to or in land owned by the corporation or wunder its jurisdiction.
Title to or interest in land owned by the corporation or wunder its
jurisdiction any not be acquired by adverse possession or prescrip-
tion, or in any other manner except by conveyance from or formal
vacation by the corporation.

ARTICLE 6. FINANCIAL PROVISIONS.

Sec. 42.40.500. LIMITATION OF LIABILITY. A liability incurred
by the corporation shall be satisfied exclusively from tho assets or
revenue of the corporation and no creditor or other parson has a right
of action against the state because of a debt, obligation, or liabil-

ity of the corporation.
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Sec. 42.40.510. FIDELITY BOND. The corporation shall obtain a
fidelity bond in an amount determined by the board for board members
and each executive officer responsible for accounts and finances. A
bond must be in effect during the entire tenure in office of the
bonded person.

Sec. 42.40.520. INSURANCE. Except as provided in AS 42.40.310-
(b), the corporation shall protect its assets, services, and employees
by purchasing insurance or providing for certain self-insurance re-
tentions. The corporation shall also maintain casualty, property,
business interruption, marino, boiler and machinery, pollution liabil-
ity, and other insurance in amounts reasonably calculated to cover
potential claims against the corporation or state for bodily injury,
death or disability and property damage that nmay arise from or be
related to corporation operations and activities.

Sec. 42.40.530. REVFNUE. Revenue generated by or appropriated
to the corporation shall be retained and managed by the porae™on
for railrcad and related purposes in accordance with 45 U.o.C 1207-
(a)(5) (Alaska Railroad Transfer Act of 1982)*.

Sec. 42.40.540. APPROPRIATIONS. Th? corporation may request,
with the concurrence of the governor, a direct appropriation or grant
from the legislature to assist in carrying out the provisions of this
chapter.

ARTICLE 7. BONDS.

Sec. 42.40.600.- GENERAL PROVISIONS. (a) Upon receiving, legis-
lative approval under AS 42.40.285 the corporation may issue bonds by
resolution to provide money to carry out its purposes.

(b) Bonds may be issued in one or more series and shall,
provided by the resolution of the board,

(1) be dated;
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(2) bear fixed or variabla interest at a spacifiad rata or
rates par year or within a maximum rate;

(3) bu in a specified denomination;

(4) ba in a coupon or registered form;

(5) carry conversion or registration provisions;

(6) have a specified rank or priority;

(7) be executed in the specified manner andform;

(8) be payable as specified from the sources, in the medium
of payment, and place or places inside or outside the state;

(9) be subject to authentication by a trustee or fiscal
agent; and

(10) be subject to terms of redemption with or without
premium.

(c) Bonds may be sold in tha manner, on the terms, and at the
price tha board determines. Notes shall mature at the time or times
determined by the board, fxcept for bond anticipation notes, not*:;,
or other obligations, bonds shall mature at the time, not exceeding 50
years from their date, determined by the board.

Sec. 42.40.610. NEGOTIABLE INSTRUMENTS. Bonds issued under this
chapter and interest coupons attached to them are negotiable instru-
mentsunder the laws of this state, subject only to applicable pro-
visions for registration.

Sec. 42.40.620. BONDS ELIGIBLE FOR INVESTMENT. Bends issued
under this chapter are securities in which all public officers and
public bodies of the itate and its political subdivisions., all insur-
ance companies, trust companies, banking associations:, investment
companies, executors, administrators, trustees and other fiduciaries
may properly and legally invest funds, including capital in their

control or belonging to them. These bonds may be deposited with a
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state or municipal officer of an agency or political subdivision of
the state for any purpose for which the deposit of bonds of the state
is authorized by law.

Sec. 42.40.630. PAYMENT OF BONDS. The principal and interest on
bonds of tha corporation is payable from corporation money or assets.
Bonds may be additionally secured by a pledge of a grant or contribu-
tion from the federal or state government, a municipality, a corpo-
ration, an association, an institution or a person, or a pledge of
money, income, or revenue of the corporation from any source.

Sec. 42.40.640. SECURITY FOR BONDS. In the discretion of the
board, an issue of bonds may be secured by a trust indenture, which
may be a trust company, bank or national banking association, with
corporate trust powers, located inside or outside the state, or by a
secured loan agreement or other instrument or under resolution giving

powers to a corporate trustee by means of which the corporation may

(1) make and enter into any and all the covenants

agreements with the trustees or the holders of the bonds that the
corporation may determine to be necessary or desirable, including

covenants, provisions, limitations and agreements as to

(A) the application, investment, deposit, use and
disposition of the proceeds of bohds of the corporation orof
money or other property of the corporation or in which it hasan
interest;

(B) the fixing and collection of rentals, charges,

fees or other consideration for, and the other term;, to be incor-
porated in, contracts with respect to the use of any of the
corporation’'s property;

©) the fixing and collection of tariffs, fees,

charges or other consideration for the use or service of the

g -29- SCS CSHB 512(Fin) am S



10
11
12

14

20
21
22

24
25

Alaska Railroad by passengers, and othar usars and freight;

(D) tho Canui and conditions upon which additional
bonds of the corporation may ba issuad;

(E) tha vasting in tha trurtea of rights and remedies
exercisable by tha trustaa for tha protaction of tha holders of
bonds of tha corporation and not otharwisa in violation of law
and tha rastriction of tha rights of an individual holder of
bonds of tha corporation;

(2) pladga, mortgage, or assign raonay, laaras, agreements,
assetSj or property of tha corporation aithar presently in hand or to
ba received in tha futura, or both; and

(3) provide for any othar matters of Iliku or different
character that in any way affect tha security or protection of the
bonds.

Sac. 42.40.650. INDEPENDENT FINANCIAL ADVISOR. In negotiating
the private or public sale of bonds to an underwriter, tha board shall
retain a financial advisor who is independent from the underwriter.

Sec. 42.40.660. VALIDITY OF SIGNATURES.. If an officer of the
corporation whose signature or a facsimile of whose signature appears
on bonds or coupons attached to them ceases to ba an officer before
the delivery of tha bond or coupon, tha signature or facsimile is
valid tha same as if the parson had rtr.-Uned in office until delivery.

Sec. 42.40.670. VALIDITY 07 PLEDGE. (a) Tha pledge of assets
or revenue of tha corporation to tha payment of tha principal or
interest on bonds of tha corporation is valid and binding from the
time the pledge is made and tha assets or revenue are immediately
subject to tha lien of tha pledge without physical delivery or further
act. The lien of a pledge is valid and binding against all parties

having claims of any kind against the corporation, irrespective of
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whether those parties have notice of the lien of the pledge.

(b) Nothing in this section prohibits the corporation froa
selling assets subject to a pledge, except that a sale may be re-
stricted by the trust agreement or resolution providing for the issu-
ance of the bonds.

Sec. 42.40.675. PLEDGE OF THE STATF.. The state pledges to and
agrees with the holders of bonds issued under this chapter and with
the federal agency that loans or contributes funds in respect to a
project, that the state will not limit or alter the rights and powers
vested in the corporation by this chapter to fulfill the terms of a
contract made by the corporation with the holders or federal agency,
or in any way impair the rights and remedies of the holders until the
bonds together with the interest on them with interest on unpaid
installments of interest, and all costs and expenses in connection
with anaction or proceeding by or onbehalf of the holders, are fully
met and discharged. The corporation isauthorized to include this
pledge and agreement of the state, insofar as it refers to holders of
bonds of the corporation, in a contract with the holders and insofar
as it relates to a federal agency, in a contract with the federal
agency.

Sec. 42.40.680. REMEDIES. A holder of bonds issued wunder this
chapter or of coupons attached to them, and a trustee under a trust
agroement or resolution authorizing the issuance of the bonds, except
as restricted by a trust agreement or resolution, either at law or in
equity, may

(1) enforce all rights granted under this chapter, the
trust agreement or resolution, or any other contract executed by the
corporation under this chapter; and

(2) compel the performance of all duties of the Corporation
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required by this chapter or by the tru'it agreement or resolution.

Sec. 42.40.690. CREDIT OF STATE NOT PLEDGED. (a) The state and
its political subdivisions are not liable for the debts of the corpo-
ration. Bonds issued undar this chapter are payable solely from the
revenue or assets of tha corporation and do not constitute a

(1) debt, liability, or obligation of the state or of a
political subdivision of the state; or

(2) pledge of the faith and credit of the state or of a
political subdivision of the state.

(b) The corporation may not pledge the credit or the taxing
power of the state or its political subdivisions. Each bond isauad
undar this chapter shall contain on its face a statement that

(D) tha corporation is not obligated to pay it or the
interest on it except from the revenue or assets pledged for it; and

(2} neither the faith' and credit nor the taxing power of
tha state or of a political subdivision of the state is pledged to the
payment of it.

Sec. 42.40.700. LIMITATION ON PERSONAL LIABILITY. A board
member or employee of the corporation is not subject to personal
liability or accountability because of the execution or issuance of
bonds.

ARTICLE 8. PERSONNEL AND LABOR RELATIONS.

Sec. 42.40.705. POLITICAL ACTIVITIES, "a) Money, assets, or
property of tha corporation may not be used for political activities.
However, board members and employees may communicate with and appear
before committees of Congress, tha state legislature, and municipal
governing bodies in connection with matters directly affecting the
corporation.

(b) A board member or employee who violates the provisions of
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this section is personally subject to a civil penalty assessed by a
judge of the superior court m an amount not to exceed $5,000. An
action to enforce this section may be brought by any person.

Sec. 42.40.710. CORPOR VTION EMPLOYEES. Employees of the ..laska
Railroad are employees of the corpc ition and not of the state. The
provisions of AS 39 do not apply to employees of the corporation.

Sec. 42.40.720. COLLECTIVE BARGAINING RIGHTS. The provisions of
AS 23.40.070 - 23.40.260 do not apply to the corporation or to its
employees. However, employees who are not executive officers nmay
organize and form, join, or assist an organization to engage in col-
lective bargaining through representatives of their om choosing and
engage in concerted activities for the purpose of collective bargain-
ing or other mutual aid or protection.

Sec. :0.730. RAILROAD LABOR RELATIONS AGENCY. (a) There is
established a railroad labor relations agency that consists of three
members appointed by the governor. One member shall be a member of
the state personnel board. Members serve at the pleasure of the
governor.

(b) The railroad labor relations agency shall carry out the
provisions of AS 42.40.710 - 42.40.890.

(c) Members of the railroad labor relations agency receive no
compensation for their services, but are entitled to per diem and
travel expenses authorized for boards and commissions.

Sec. 42.40.740. COLLECTIVE BARGAINING JNIT. The railroad Ilabor
relations agency shall decide in each case, in order to ensure employ-
ees the fullest freedom in exercising the rights guaranteed by AS 42.-
40.710 - 42.40.890 the unit appropriate for the purposes of collective
bargaining, based on such factors as community of interest, wages,

hours and other working conditions of the employees involved, the
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history of collective bargaining, and the desires of the employees.
Bargaining units shall be as large as is reasonable, and unnecessary
fragmenting shall be avoided.

Sec. 42.40.750. REPRESENTATIVES AND ELECTIONS. (a) The rail-
road labor relations agency shall investigate a petition if it is
submitted in a manner prescribed by the railroad labor relations
agency by

(1) an employee or group of employees or an organization

acting in their behalf alleging that 30 percent of the employees of a
proposed bargaining unit

(A) want to be represented for collective bargaining

by a labor or employee organization as exclusive representative;

(B) assert that the organization that has been certi-
fied or is currently being recognized by the corporation as
bargaining representative is no longer the representative of the
majority of employee* in an appropriate unit; or

(2) the corporation.alleging that one or more organizations
have presented to it a claim to be recognized as a representative of a
majority of employctes in an appropriate unit.

(b) If the railroad labor relations agency has reasonable cause
to believe that a question of representation exists, it shall provide
for a hearing upon due notice. |If the railroad labor relations agency
finds that there is £ question of representation, it shall direct an
election by secret ballot to determine whether or by which organiza-
tion the employees desire to be represented and shall certify the
results of the election. Nothing in this subsection prohibits the
waiving of hearings by stipulation for the purpose of a consent elec-

tion in conformity with the regulations of the railroad Ilabor
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relations agency or an election in a bargaining unit agreed upon by
the f .rties.

(c) The railroad labor relations agency shall determine who is
eligible to vote in an election held under this section and shall
establish rules governing the election. In an election in which none
of the choices on the ballot receives a majority of the votes cast, a
runoff election sh?ll be conducted, the ballot providing for selection
between the two choices receiving the largest number of valid votes
cast in the election. |If an organization receives the majority of the
votes cast in the election it shall be certified by the railroad labor
relations agency as exclusive representative of allthe employees in
the bargaining unit. An election may not be held in a bargaining unit
or in a subdivision of a bargaining unit if a valid election has been
held within the preceding 12 months.

(d) Nothing in this chapter prohibits recognition of anorga-
nization as the exclusive representative by the corporationbymutual
consent.

(e) An election may not be directed by therailroad labor rela-
tions agency in a bargaining unit in which there is in force a valid
collective bargaining agreement, except during a 90-day period preced-
ing the expiration date. However, a collective bargaining agreement
may not bar an election upon petition of employees in the bargaining
unit if

(1) the petitioners are not parties to the agreement; and
(2) more than three years have elapsed since the execution
of the agreement or its last timely renewal, whichever was later.

Sec. 42.40.760. UNFAIR LABOR PRACTICES. (a) The corporation or
its agent nay not

(1) interfere, restrain, or coerce an employee in the
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ex-ircise of tha rights guaranteed in AS 42.40.720;

(2) dominate or interfere with the formation, existence, or
administration of an organization;

(3) discriminate in regard to hire or tenure of employment
or~a term or condition of employment to encourage or discourage mem
bership in an organization;

(4) discharge or discriminate against an employee because
the employee ras signed or filed an affidavit, petition or complaint
or given testimony under AS 42.40.710 - 42.40.890;

(5) refuse to bargain collectively in good faith with an
organization that is the exclusive representative of employees in an
appropriate unit, including the discussing of grievances with the
exclusive representative.

(b) Nothing in AS 42.40.710 - 42.40.890prohibits the corpo-
ration from making an agreement with an organization to require as a
condition of employment

(1) membership in the organization that represents the unit
on or after the 30th day following the beginning of employment or on
the effective date of the agreement, whichever is later; or

(2) payment by the employee to the exclusive bargaining
agent of a service fee to reimburse the exclusive bargaining agency
for the expense of representing the members of the bargaining unit.

(c) An organization or its agents may not

(1) restrain or coerce

(A) an employee in the exercise of tha rights guaran-
teed in AS 42.40.720; or

(B) the corporation in the selection of a representa-
tive for the purposes of collective bargaining or theadjustment

of grievances;
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(2) refuse to bargain collectively in good faith with

corporation, if it has been designated in accordance with AS 42.40.-
710 - 42.4Q.890 as the exclusive representative of employees, in an
appropriate unit.

Sec. 42.40.770. INVESTIGATION AND CONCILIATION CF COMPLAINTS.
If a verified written complaint by or for a person claiming to be
aggrieved by a practice prohibited by AS 42.40.760 or a written accu-
sation that a person subject to AS 42.40.710 - 42.40.890 has engaged
in a prohibited practice, i3 filed with the railroad Ilabor relations
agency, it shall investigate the complaint or accusation. If it
determines after a preliminary investigation that probable cause
exists in support of the complaint or accusation, it shall try to
eliminate the prohibited practice by informal methods of conference,
conciliation, and persuasion. Nothing said or done during this en-
deavor may be used as evidence in a subsequent proceeding.

Sec. 42.40.780. COMPLAINT AND ACCUSATION. If the railroad labor
relations agency fails to eliminate the prohibited practice by concil-
iation and to obtain voluntary compliance with AS 42.40.710 - 42.40.-
890 or before it attempts conciliation, it nmay serve a ;opy of the
complaint or accusation upon the respondent. The complaint or accusa-
tion and the subsequent procedures shall be handled in accordance with
the administrative adjudication portion of the Administrative Proce-
dure Act (AS 44.62).

Sec. 42.40.790. ORDERS AND DECISIONS. 1?7 the railroad Ilabor
relations agency finds that a person named in the written com laint or
accusation has engaged in a prohibited practice, the railroad Ilabor
relations agency shall issue and serve on the person an order or
decision requiring the person to cease and desist from the prohibited

practice and to take affirmative action that will carry out the
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provision* of AS 42.40.710 - 42.40.890. If th* railroad labor rela-
tion* agency finds that a person named in th* complaint or accusation
has not engaged or is not engaging in a prohibited practice, the
railroad labor relation* agency shall state its findings of fart and
issue an order dismissing th* complaint or accusation.

Sec. 42.40.800. ENFORCEMENT BY INJUNCTION. Th* railroad Ilabor
relations agency may apply to th* superior court in the judicial
district in whicii th* prohibited practice occurred for an order en-
joining th* prohibited acts specified in tha order or decision of the
railroad labor relations agancy. Upon showing by th* railroad Ilabor
relations agency that th* parson has *ngag*d or is about to engag* in
th* practic*, an injunction, restraining order, or othar order that is
appropriate may be granted by th* court and shall b* without bond.

Sec. 42.40.810. POAMNER TO INVESTIGATE AND COMPEL TESTIMONY. (a)
For th* purpose of th* investigations, proceedings, or hearings that
the railroad labor relations agency considers necessary to carry out
AS 42.40.710 - 42.40.890, th* railroad Ilabor relations agency may
issue subpoenas requiring th* attendance and testimony of witnesses
and the production of relevant evidence.

(b) The railroad labor relations agency may administer oaths,
examine witnesses, and r*c*ivo evidence.

(c) Th* attendance of witnesses and th* production of evidence
may b* required from any place in th* state at any designated place of
hearing.

(d) If a person refuses to ob*y a subpoena issued under AS 42.-
40.710 - 42.40.890, th* superior court in th* district in which the
person residas or is found may, upon application by th* railroad labor
relations agency, issue an order requiring th* person to comply with

th* subpoena.
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Sec. 42.40.820. REGULATIONS. Th* railroad labor relations
agency shall adopt regulations under the Administrative Procedure Act
(AS 44.62) to carry out AS 42.40.710 - 42.40.890.

Sec. 42.40.830. 1WALTY FOR VIOLATION OF ORDER OR DECISION. A
person who violates a provision of an order or decision of the rail-
road labor relations agency is guilty of a misdemeanor and is punish-
able by a fine of not more than $500.

Sec. 42.40.840. MEDIATION. (a) |If, after a reasonable period
of negotiation over the terms of a collective bargaining agreement, an
impasse as determined by the railroad labor relations agency exists
between the corporation and an organization, the railroad Ilabor re-
lations agency shall appoint a , .rson mutually agreeable to the
parties from a list of seven qualified mediators or arbitrators knowl-
edgeable in railway labor agreements to act as mediator in the dis-
pute.

(b) Before the determination of an impasse under this section,
the parties may also select a mediator by mutual consent.

(c) It shall be the function of the mediator to bring the
parties together to effectuate a settlement of the dispute, but nei-
ther th* mediator nor the railroad Ilabor relations agency has any
power of compulsion in mediation proceedings.

Sec. 42.40.850 STRIKES. (a) Following a decision by the
mediator to end the mediation proceedings, employees of a collective
bargaining unit may engage in a strike for a limited time if a major-
ity of the employees in thet collective bargaining unit vote by secret
ballot to do so. The limit of the strike is determined by the interest
of the health, safety, or welfare of the public.

(b) The corporation may apply to the superior court in the

judicial district in which the strike is occurring for an order
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enjoining Che strike. A strike may not be enjoined unless it can be
shown that it has begun to threaten, or is about to threaten, the
health, safety, or welfare of the public. A court, in deciding wheth-
er to enjoin the strike, ste.ll consider the total equities in the
particular' case, including the impact of a strike on the public and
the extent to which an employee organization end tha corporation have
met their statutory obligations.

(c) If an impasse or deadlock, still exists after the issuance of
an injunction, the parties shall submit the dispute to bindi'£ arbi-
tration. The arbitrator shall be the same person selectee, under
AS 42.40.840 and shall fashion tha award the arbitrator considers
equitable.

(d) Notwithstanding (a).- (c) of this section, an organization
and the corporation may mutually agree to submit a --spute to binding
arbitration at any time.

Sac. 42.40.860. AGREEMENTS. (a) Tha Department of Administra-
tion may participate in labor negotiations between the corporation and
an organization. The corporation may seek advice of the Department of
Administration before entering into a collective bargaining agreement
concerning wages, hours, and other terms and conditions of employmenti
However, tha final decision regarding collective bargaining agreements

shall be made by the board.

(b) Upon the completion of negotiations between an organization

and the corporation, if a settlement is reached, the corporation shall
reduce it to writing in the fons of an agreement. The agreement shall
include a grievance procedure that shall have binding arbitration as
its final step. Either party to the agreement has a right of action
to enforce the agreement by petition to the railroad Ilabor relations

agency.
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(c) The parties to an agreement under this section may agree to
terms that specify an expiration date for the agreement.

Sec.42.40.870. ORGANIZATION DUES AND EMPLOYEE BENEFITS, DEDUC-
TION AND AUTHORIZATION. Upon written authorization of an employee
within a bargaining unit, the corporation shall deduct from the pay-
roll of the employee the monthly amount of dues, fees, and other
employee benefits as certified by the secretary of the exclusive
bargaining representative and shall deliver it to the chief fiscal
officer of the exclusive bargaining representative.

Sec. 42.40.880. EXEMPTION. Notwithstanding the provisions of
AS 42.40.870, a collective bargaining settlement reached, or agreement
entered into, under AS 42.40.860 that incorporates union security
provis". ns, including a union shop or agency shop provision or agree-
ment, shall Safeguard the rights of nonassociation of employees having
bona fide religious convictions based on tenets or teachings of a
church or religious body of which an employee is a member. Upon
submission of proper proof of religious conviction to the railroad
labor relations agency, the agency shall declare the employee exempt
from becoming a member of an organization. The employee shall pay an
amount of money equivalent to regular organization dues, initiation
fees, and assessments to the organization. Nonpayment of this money
subjects the employee to the same penalty as if it were nonpayment of
dues. The receiving organization 3hall contribute an equivalent
amount of money to a charity of its choice not affiliated with a
religious, labor, or employee organization. The organization shall
submit to the railroad labor relations agency proof of contribution.

Sec. 42.40.885. PROHIBITED ACTS. (a) The corporation or an
employee may not directly or indirectly

(1) require or coerce an employee to participate in any way
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in any activity or undertaking unless the’ activity or undertaking is
related to the _armance of official duties;

(2) require or coerce an employee to make any report con-
earning an activity or undertaking of the employee unless the activity
or undertaking is related to the performance of official duties;

(3) except, as directly related to the performance of offi-
cial duties, require or coerce an employee to submit to an interro-
gation, examination, or psychological test that is designed to elicit
information concerning

(A) a personal relationship with a person connected
with the employee by blood or marriage;

(B) the employee's religious beliefs or practices;

(C) sexual matters;

(D) the employee's political affiliation or philoso-
phy;

(4) coerce an employee to invest or contribute earnings in
any manner or for any purpose;

(5) restrict or attempt to restrict after-working-hour
statements, pronouncements or other activities, not otherwise prohib-
ited by law or personnel rule, of an employee, if the employee' does
not purport to speak or act in an official capacity.

(b) Tne provisions of (a) of this section do not diminish the
authority of an authorized law enforcement agency to conduct criminal
investigations of employees suspected of being involved in criminal
activity or to investigate other activity directly related to official
railroad business.

Sec. 42.40.890. DEFINITIONS. In AS 42.40.710 - 42.40.890

(1) 'election"” means a proceeding conducted by the Ilabor

relations agency in which the employees in a collective bargaining
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unit cast a secrat ballot for collective bargaining representatives,
or for any other purpose specified in AS 42.A0.710 - 42.40.890;

(2) "organization” aeaiis a labor or employee organizatic
of any kind in which esployees participate and that exists for the
primary purpose of dealing with the corporation concerning grievances,
labor disputes, wages, rates of pay, hours of employment and condi-
tions of employment.

ARTICLE 9. GENERAL PROVISIONS.

Sec. 42.40.900. CLAIMS. (a) All claims and lawsuits involving
activities of the railroad, including suits in contract, quasi-con-
tract, or tort, shall be brought against the corporation and not
against the state.

(b) For the purposes' of actionable claims, undertakings, pay-
ments of judgments, execution, interest, punitive damages, statutes of
limitations, bonds, costs, and similar matters related to the pres-
entation and prosecution of claims by and against the corporation, the
corporation and its board members and employees enjoy the same rights,
privileges, and immunities as the state and state officers.

(c) Claims against the corporation are not subject to the pro-
visions of AS 44.77 regarding claims against the state.

(d) The corporation is not subject to the provisions of AS 44.-
80.010, regarding the state as a party to an action.

Sec. 42.40.905. NOTICE OF LEGAL ACTIONS. (a) The corporation
shall notify the Department of Law within 30 days before initiating
legal action unless special circumstances exist that require immediate
legal action to protect the corporation assets or to continue existing
service.

(b) If notice of legal action is not given under (a) of this

section, within seven days of taking action the board shall notify the
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Department of Law of tha action taken and of tha special circumstances
that exempted tha action from tha raquiramants of (a) of thi3 section.

Sac. 42.40.910. EXEMPTION FROM TAXATION. (a) Tha exercise of
the powers granted by this chapter shall ba in all respects for the
benefit of tha people of tha state, for thair well-being and prosper-
ity, and for tha improvement of their social and economic conditions.
Subject to (b) of this section, tha real and personal property of the
corporation and its assets, incoma, and receipts are exempt from all
taxes and special assessments of the stata or a political subdivision
of the stata.

(b) Bonds and notes issued undar this chapter are issued by a
body corporate and public of the state and for an essential public and
governmental purpose. Therefore, the bonds and notes, the interest
and income from them, and all fees, charges, funds, revenue, income
and other money pledged or available to pay or secure the payment of
the bonds and notes or interest on them, are exempt from taxation
except for inheritance, transfer, and estate taxes.

(c) This section does not affect or Ilimit an exemption from
license fees, property taxes, or excise, income or other taxes, pro-
vided undar any other law, nor does it create a tax exemption with
respect to the interest of any business enterprise or othar person,
other than the corporation.

Sac. 42.40.920. APPLICATION OF EXISTING LAWS. (a) The corpo-
ration is not subject to the jurisdiction of the Alaska Transportation
Commission.

(b) Unless specifically provided otherwise in this chapter, the
following laws do not apply to the operations of tha corporation:

(1) AS 19;
(2) AS 30.15;
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(3) AS35;

(4) AS37.05;

(5) AS37.07;

(6) AS37.10.010 - 37.10.060;
(7) AS37.10.085;

(8) AS37.20;
(9) AS37.25;
(10) AS38;

(11) AS44.62.040 - 44.62.320.

Sec. 42.40.930. CONFLICTING LAWS INAPPLICABLE. If provisions of
AS 42.40 conflict with the provisions of other state law, the pro-
visions of AS 42.40 prevail. Provisions of AS 4240 shall be con-
strued so that they do not conflict with 45 U.S.C. 1201 - 1214 (Alaska
Railroad Transfer Act of 1982).

Sec. 42.40.935. RAILROAD FACILITIES CODE COMPLIANCE. (a) Not
later than two years after the date of transfer the corporation in
cons, itation with the Department of Labor shall develop and adopt a
plan to achieve compliance with AS 18.60. The plan shall be imple-
mented and compliance achieved within five years after it is adopted.

(b) No later than two years after the date of transfer, the
corporation in consultation with the Department of Public Safety and
appropriate municipal officials, shall develop and adopt a plan to
achieve compliance with building and related safety codes applicable
to facilities of the corporation. The plan shall be implemented and
compliance achieved within five years after it is adopted. In the
sole determination of the commissioner of public safety, any existing
building owned or controlled by the corporation that does not present
a serious safety hazard and for which compliance would be uneconomical

in consideration of its remaining useful life shall be exempted from
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compliance with state or municipal safety codes.

Sec. 42.40.940. SALE OR LEASE OF THE RAILROAD. (a) The gover-
nor may provide for the sale or lease of the Alaska Railroad and
dissolve the corporation if

(1) it can be assured that the railroad will continue to
operate after th« sale or lease; and

(2) under the terms of the sale or lease, the 3tate will
receive the amount of money it has spent in connection with the Alaska
Railroad.

(b) A sale under this section is subject to approval by law.

Sec. 42.40.950. REVERSION CF ASSETS. Except as provided in
AS 42.40.940, if the corporation ceases to exist itsassets revert to
the state.

Sec. 42.40.980. DEFINITIONS. In this chapter unless the context
otherwise requires,

(1)"board” means the board ofdirectors of the Alaska
Railroad Corporation;

(2) "bonds" means bonds, bond anticipation notes, notes,
refunding bonds, or othar obligations;

(3) "collective bargaining"” means the performance of the
mutual obligation of the corporation or its designated representatives
and the representatives of the employees to meet at reasonable times,
including meetings in advance of tha budget making process, and nego-
tiating in good faith with respect to wages, hours, and othar terms
and conditions of employment, or the negotiation of an agroement, or
negotiation of a question arising under an agreement and the execution
of a written contract incorporating an agreement reached if requested
by either party, but these obligations do not compel either party to

agree to a proposal or require tha making of a concession;
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(4) “"corporation" means tha Alaska Railroad Corporation;

(5) "date of transfer" means the date on which the United
Stataa Secretary of Transportation delivers the transfer documents
under 45 U.S.C. 1201 - 1214 (Alaska Railroad Transfer Act of 1982);

(6) ‘"employees" means all persons employed by the corpo-
ration inch", executive officers;

(7) "executive officer" means the corporation’s chief
executive officer, assistant chief executive officer, assistant to the
chief executive officer, chief of administration, superintendent of
transportation, manager of marketing and sales, chief engineer, chief
mechanical officer, manager of industrial development and real estate,
manager of budget and accounting, manager of planning, manager of
personnel, manager of supply and procurement, chief of security,
manager of operating rules, manager of data processing, manager of
strategy, manager of operations planning, manager of supply, manager
of procurement, manager of safety, manager of administrative proce-
dure, chief counsel, or, if so desighated by the board, any employee
who fu lfills these management functions under a different title or who
exercises a similar or Comparable level of responsibility or super-
vision; :

(8) "land" means any interest in real property, including
tide and submerged land, and any right appurtenant to the interest;

(9) ‘"rule" means a standard of general application or the
amendment, supplement, revision, or repeal of a standard adopted by
the corporation to implement, interpret, or make specific the Ilaw
enforced or administered by it or to govern its procedure;

(10) "terms and conditions of employment” means the hours
employment, the compensation and fringes benefits, and the employer's

personnel policies affecting the working conditions of the employees,
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but does not mean tha general policit* describing thafunction and

purposes of an employer.

Sac. 42.40.990. SHORT TITLE. Thil chaptar say ba rafarrad to as
tha.Alaska Railroad Corporation Act.

* Sac. 3. SPECIAL REPORTS. (a) Tha govomor shall contract with a
privata consultant for tha praparation of a raport on tna Ilong-term op-
arations of tha Alaska Railroad that ara in tha bast intarast of tha stata.
Tha report shall ba submitted to tha governor and the legislature by
February 1, 1987. It shall contain specific recommendations on operational
alternatives and tha transfer of all or part of tha railroad operation to
tha privata sactor.

(b) Tha corporation shall study anyproblems created byvibrations
dua to operating the railroad from Birchwood through Inlet View to the
Tumagain Area and extending to Potter’s Marsh. Tha study shall include.
consideration of any potential for problems that may ba created by hauling
coal and larger gquantities of gravel along that portion of tha rail Iline.
By February 1, 1986, tha corporation shall present a report to tha legisla-
tura an the study containing racossaandations for correcting any problems
identified.

* Sec. 4. APPOINTMENT OF FIRST BOARD OF DIRECTORS OF ALASKA RAILROAD
CORPORATION. Notwithstanding AS 42.40.020 enacted in sec. 1 of this Act,
tha terms of tha appointed members of tha first board of directors of tha
Alaska Railroad Corporation ara as follows:

(1) one shall serve a term of two years;
(2) one shall serve a term of three years;
(3) ona shall serve a term of four years; and
(4) two shall serve a term of five yaars.
* Sac. 10. COLLECTIVE BARGAINING AGREEMENTS. (a) As soon as practi-

cable before transfer of the Alaska Railroad to the state, the Alaska

SCS CSHB 512(Fin) am S & -4s-



© 0o N o a b W N R

P
)

14

16

17

20
21

Railroad Corporation and its employees shall adopt collective bargaining
agreements that continue the provisions of the agreements in effect between
the Alaska Railroad and its employees on the date of transfer of the rail-
road. The collective bargaining agreements adopted under this section
between the corporation and its employees shall remain in effect to the
extent required under 45 U.S.C. 1201 - 1214 (Alaska Railroad Transfer Act
of 1982).

(b) The board of directors of the Alaska Railroad Corporation shall
on or before the date of transfer of the Alaska Railroad to the state adopt
personnel rules necessary to prevent an interruption of services of the
railroad.

(c) Subject to 45 U.S.C. 1201 - 1214 (Alaska Railroad Transfer Act of
1982), within 180 days after the fivsi. mating of the board of directors of
the Alaska Railroad Corporation, the board and representatives of employee
bargaining units shall establish procedures for the renegotiation of bar-
gaining agreements adopted under (a) of this section. The board shall
renegotiate all agreements adopted under (a) of this section within two
years after the date of transfer of the Alaska Railroad to the state unless
the parties agree to the contrary.

* Sec. 5. This Act takes effect immediately in accordance with AS 01.10
070(c).

3 -49- SCS CSHB 512(Fin) am S



ALASKA RAILROAD TRANSFER LEGISLATION
SECTION-8Y-SECT ION ANALYSIS

SECTION 1 — TITLE

This section provides that the legislation may be cited as "Alaska Railroad
Transfer Act of 1982."

SECTION 2 — FINDINGS

This section states the reasons that the Alaska Railroad should be trans-
ferred to the State of Alaska. While the Railroad has served the interest
of the Federal Government in the past, today it primarily serves residents
and businesses of the State. Further, the transfer is consistent with the
Federal Government"s efforts today to transfer programs to the states
whenever appropriate. Finally the transfer is necessary iIn order to insure
that in the future the Railroad will be operated and its services expanded
to meet the needs of the State and the Railroad users.

SECTION 3 — DEFINITIONS

This section defines the "mgjor terms used tn the legislation. Among these
described is "rail properties of the Alaska Railroad.” This definition 1is
important because it describes the rail properties to be transferred. As
defined in r.he legislation, rail properties means all right, title and
interest to real and personal properties held by or for the Alaska Railroad
as. of the date of enactment with limited exceptions, as follows: (@) The
unexercised reservation to the United States in all patents to lands as
provided for the construction of future rights-of-way; (2) the right of the
Secretary of Transportation to exercise the power of eminent domain; Q)
any money in the Alaska Railroad Revolving Fund that the Secretary and the
State agree is needed to pay certain Federal obligations arising from
operation of the Railroad, which are not assumed by the State; (4) certain
properties that the Secretary deternrines, with the consent of the State, to
be necessary to carry out Federal functions after the transfer; and (6)
certain properties in Denali National Park and Preserve.

This section defines "exclusive-use easement” as a surface easement for
transportation, communication and transmission purposes and support
functions together with the right to use tne suDSurface iIf necessary for
such purposes. The definition further guarantees subjacent and lateral
support and entitles the easement holder to fence, afix track fixtures and
structures 'n and exclude persons from the land subject to the easement.

This section also defines the terms '"'State" and ''State-owned Railroad."
The definitions are broadly worded to give the Stata maximum Fflexibility in

™



designating an appropriate organization for State ownership, operation and
management of the Railroad after the transfer.

SECTION 4 — TRANSFER AUTHORIZATION

This section establishes the primary transfer components. Under subsection
(@), the Secretary of Transportation is required to transfer the rail
properties of the Alaska Railroad to the State as soon as possible after
five specified certtifications are made.

Subsection (b) requires the Secretary of Transportation after consultation
with the Secretary of the Interior to simultaneously deliver to the State
the following documents on the date of transfer; (1) a bill of sale convey-
ing title to all perronal rail properties of the Alaska Railroad; (E) an
interim conveyance of the real properties of the Alaska Railroad which are
not subject to unresolved claims of valid existing rights; (3) an exclusive
license to use rail properties not conveyed above pending resolution of
claims of valid existing rights in accordance with the review,” settlement
and final adjudication procedures established in section 6 (b); (4 an
exclusive-use easement for Railroad purposes and other existing uses to
right-of-way lands located with ti#* Denali National Park and Preserve and
title to the improvements within the right-of-way. All other rail prop-
erties located in the park are transferred to the Department of the
Interior for administration as part of the park.

Lands subject to an interim conveyance (including lands to be conveyed
following the review, settlement and adjudication process discussed’above),
must be surveyed by the Department of the Interior within fi\e years arcar
the date of enactment pursuant to section 606 (b)(2). Following correlation
of the survey, the Secretary -is required to issue a patent to the Stata.

Subsection (c¢) provides that interim conveyances and patents issued to the
State must transfer all U.S. reservations for the Alaska Railroad except
unexercised reservations for future rights-of-way under the 1914 Alaska
Railroad Act. In addition, there shall be reserved to the Secretaries of
the Interior, Defense and Agriculture as appropriate existing easements for
administration identified in the closing report. The app priate secretary
may also obtain future easements with State consent. Existing ana future
easements may not interfere with operations and support functions of the
Alaska Railroad.

The Park Service will continue to use and occupy through the Secretary of
the Interior * small tract at Talkeetna, Alaska, currently used for certain
park activities so long as this use or occupation does not interfere with
Railroad operations.

With respect to the required certifications, subsection (d) directs the
Secretary of Transportation to find that the State will operate the



Railroad as a carrier iIn intrastate and interstate commerce. In addition,
the Secretary is to certify that the State will assume the rights,
liabilities and obligations of the Railroad. However, the State will not
be responsible for claims or causes of action accruing on or before the
date of transfer, or judgements rendered before the transfer, except those
tort actions which result in claims of less than $2,500.

The Secretary must also find the State has established specified employee
protection arrangements to apply during the two year period after the date
of transfer. For those employees who are not officers and who choose to
transfer to the State-ownedRailroad, the State must ensure that they are
retained iIn their same position, and unless otherwise agreed to, at least
at the same level of compensation in effect at the time’of transfer. These
provisions are not to apply to those employees who are reassigned, retired
or separated for cause or lack of work.

Under this subsection, the State is to continue existing collective bar-
gaining agreements during this two year period unless otherwise agreed to.
This subsection further provides that these agreements are to be renegoti-
ated during this period unless otherwise agreed to, and that they are*to
expire at the end of the two year period.

Finally, with respect to these employees, the State is to ensure that
certain Federal benefits are retained. These include accrued leave,
insurance, seniority rights and cost of living increases. Also those
employees who are transferred to the State-owned Railroad but terminated or
laid off, during the transition period, shall be entitled to priority of
reempToyment in the railroad and prior Federal service is to be counted in
determining seniority for such purposes.

For officers of the Railroad including the General Manager, Assistant
General Manager, Assistant to the General Manager, Chief of Administration
and Chief Consel, the Secretary must also certify that the State has agreec
to retain those officers for at least one year from the date of transfer
(except where separated for cause, resignation, retirement or lack of
work), at or above their base salary in effect on the date of transfer in
such positions as the State may determine. As an alternative, the State
may remove these employees upon payment of lump sum severance pay equa> to
their base salary for one year diminished pro-rata for employment by the
State-owned Railroad within one year of the date of transfer prior to
separation. Benefit guarantees discussed above for officers are iIn effect
for one year only.

The fifth certification requires the Secretary to find that the State has
agreed to compensate the U.S. at the value, if any, determined under
Section 605 (b) below.



SECTION 5 ~ TRANSITION PERIOD

This section sets forth the activities which are to occur, or are not to
occur, during the period of enactment of the legislation and the date of
transfer. Subsection (@) provides for joint submission by the Secretary of
Transportation and the Governor of Alaska, no later than six months after
enactment, of a report that describes in detail the rail properties of the
Railroad, the liabilities and obligations to be assumed by the State, and
the sum of money, if any, in the Alaska Railroad Revolving Fund to be used
by the Federal Government in carrying out its remaining.responsibilities.

Under subsection (b), the State shall have access to properties of, and
records pertaining to the Railroad in order to evaluate and prepare for tne
transfer. Also the Secretary is directed not to take certain actions such
as transfer, sale or lease of the Railroad properties or the obligation of
Railroad monies, without the consent of the State.

Subsection (c) directs the Secretary prior to transfer to ensure that the
Railroad®s accounting practices and systems conform to reporting standards
set by the ICC. This action will facilitate the transition of the Railroad
to iIts status as a regulated carrier in intrastate and interstate commerce.

Finally, subsection (d) provides that within nine months after the date of
enactment the United States Railway Association .must determine the fair
market value of the Railroad applying generally accepted procedures,
methods and standards. This determination must include an appraisal of the
real and personal property to be transferred to the State which considers
the current fair market value and potential future value of this property
if used in whole or in part for other purposes. The determination must
also take into account all obligations imposed by this act and other
applicable law upon operation and ownership of the Railroad.

SECTION 6 — LANDS TO 8E TRANSFERRED

This section sets forth the status of the rail properties to be transferred
and provides for the orderly adjudication of claims of valid existing
rights to those properties. Subsection (@) specifies that the property to
be transferred is excluded f>om selection or conveyance provided under
amendments to ANCSA relating to the Cook Inlet Region, Inc., the Chugach
Natives, Inc. and certain future Eklutna Village Corporations selections
provided for ANILCA.

Subsection (b) reinforces the Department of the Interior®"s existing resoch-
sibility to adjudicate third party claims and to issue written opinions ana
appropriate documents of title. Specifically, the Secretary of the
Interior is directed to complete the determination of "'smallest practiced®
tract” under section 3(e) of ANCSA within three years of the enactment of
this legislation. Prior to initiating these adjudications, a ten month



period is provided whereby all affected parties are directed to Rake a ccoa
faith effort to review and settle as many of these claims as possible.

This subsection specifies that until settlement or final adjudication,
interim management of the Railroad lands subject to claims of valid
existing rights shall be in accordance with standards agreed to in the
Memorandum of Understanding between the FRA, the State, Cook Inlet Region,
Inc. and village corporations. In recognition of the importance of
maintaining exclusive control cer right-of-way lands to ensure sufficient
protection for safe and econom operation of the Railroad, the final part
of this subsection provides a process whereby village corporations are
allowed to relinquish any claims to railroad lands within the right-of-way
for subsequent transfer to the State. This provision further provides that
failure to make such a relinquishment shall result in the conveyance to the
State of all right, title and interest of the United States in the
right-of-way free and clear of such claims.

Under subsection (c), any decision by the Secretary of the Interior pursu-
ant to this section is open to review only by an action brought in Federal
District Court of Alaska and is to be expedited. The Stats is allowed to
participate in such an appeal as well as in any agency proceeding. To
ensure that the goals of this legislation are not frustrated, this section
further provides that no injunctive or other relief can delay the transfer
of the Railroad or impede its operations.

Lands among the rail properties are expressly excluded by subsection (d)
from selection by Cook Inlet Region, Inc, (CIRl) and Chugach Natives, Inc.
under 43 U.S.C. 1611 and sections 1425 and 1430 of P.L. 96-487 (ANILCA);
although CIRI claims can be revitalized with State consent if the Railroad
is transferred to Alaska. |If there is no transfer, the State may still
exercise '"a public purpose™ veto over lands proposed to be included in the
selection pool. Federal DOT also has veto power so long as the Railroad is
not under State ownership. Since the passage of P.L. 94-204 (ANSCA) 1in
1976, incorporating the Cook Inlet Land Exchange Agreement (exchange
agreement), the Secretary of the Interior and the State of Alaska have been
attempting to ensure the land entitlement of CIRI under that complex
provision is fulfilled iIn a manner consistent with the interests of the
State, environmental concerns and concerns of other public and private
entities.

In one of the integral parts of the exchange agreement, the "in-region
pool”™ provision, tha Secretary of the Interior in conjunction with the
General Services Administrator, was charged with promptly identifying and
creating a selection pool of Federal lands within the Cook Inlet Region.
The transfer of the Alaska Railroad through this legislation would exclude
rail properties from possible placement in the "in region™ selection pool,
unless the State or Secretary of Transportation consent to its inclusion.

ANILCA amended ANCSA to allow for "in-region pool selections to occur out
of State. Since the existing exchange agreement allows the Secretary of



the Interior discretion to enlarge the "in region pool”™ using out of region
entitlement. The objective of this section is to reaffirm this secretarial
discretion and to make clean that out-of-state properties can be placed
into the "in region pool."” This subsection also allows CIRl to negotiate
with local governments to obtain the properties being selected.

Utilization of CIRI"s current statutory rights to obtain Federal surolus
property wherever located, will be essential for fulfillment of iIts entitle-
ment. Therefore, a more detailed provision is needed to insure the prop-
erties will be made, available. This section adjusts CIRI"s current stat-
utory right by specifically requiring that both the Secretary of the
Interior and CIRI obtain early notice of potentially available properties.
The amendments also clarify the Secretary of the Interior®s authority to
offer properties under his jurisdiction to CIRlI as partial fulfillment of
CIRI"s entitlements.

In addition, to increase to properties within Alaska that can be placed
into the "in region pool,” section 6 extends CIRI"s 'in-region” oriority
statewide.

The amount of property within the "in-region pooll has been for various
reasons less than the minimum amount required. On three seoarate occasions
the original deadline on January 15, 1978 has had to be extended to recog-
nize this fact. To ensure fulfillment, section 6 lifts the deadline until
the pool 1is complete but in no event later than July 15, 1987.

Subsection (e) expressly provides that the State shall be liable to a party
receiving a conveyance of land among the rail properties for damage result-
ing in use by the State in a manner not authorized under the license
provided in section 4.

SECTION 7 — EMPLOYEES OF THE ALASKA RAILROAD

Subsection (&) of this section provides that those employees who transfer
to the State-owned Railroad and who presently participate in the Federal
Civil Service System, may continue to participate in this systemfor as
long as they continue to work for the State-owned Railroad. However as an
alternative, the State-owned Railroad may provide such employeeseither in
or substantially equivalent to those benefits the State providesits
employees under the State Retirement System. This section provides an
exemption to the State alternative program for those transferred employees
who are entitled to retire under the Federal retirement system within five
years of the date of transfer. These employees may elect to remain partic-
ipants in the Federal system even if the State chooses to provide other
benefits.

Subsection (b) of this section provides that those Federal employees who
choose not to transfer to the State-owned Railroad at the time the Railroac



is transferred to the State shall be entitled to all normal rights and
benefits under Federal law for discontinued employees.

Subsection (c) provides for siu.ilar protections for transferred emDloyees
whose employment with the State-owned Railroad is involuntarily terminated
during the two year period following the transfer.

SECTION 8 — STATE OPERATION

Subsection (&) of t(iis section provides that after the transfer, the
State-owned Railroad shall be subject to the same Federal laws, with some
limited sections, as are other railroads, including the Interstate Commerce
Act, the Federal Antitrust Laws (unless the State acts otherwise to invoke
an exemption), and the Railroad Safety Laws. The limited exemptions are
the Railroad Retirement Act, the Railway Labor Act, the Federal Emoloyer-"s
Liability Act and the Railroad Unemployment Insurance Act. All FRA memo-
randa which sanction noncompliance with Federal railroad safety regulations
ineffect on the date of transfer shall continue in effect according to
their terms as "waivers of compliance."

In addition, subsection (&) exempts the State-owned Railroad from any stace
or local statute specifying a minimum number of crew members that must be
employed in connection with the operation of its trains.

Subsection (@) specifies that the State-owned Railroad shall retain and
manage its own revenues. The purpose of this provision is to avoid the
need for annual appropriations by the State for the Railroad.

Subsection (b) of this section requires the ICC to promulgate an exoedited,
modified procedure for providing the State-owned Railroad a certificate of
public need and necessity.

This subsection tlso exempts ICC actions under this subsection from the
National Environmental Policyfrct and the Energy Policy and Conservation
Act in order to ensure an expeditious process.

Subsection (c¢) of this subsection provides that the State-owned Railroac
shall be eligible to participate in Federal assistance programs on the same
basis as othpr railroads, including that provided for by the Railroad
Revitalization and Regulatory Reform Act.

Subsection (d) of this section provides that the railroad properties within
the Oenali National Park and Preserve and Chugach National Forest shall be
subject to applicable Federal laws and regulations established for tne
protection of forest and park values. In making this determination, the
appropriate secretary is to consult with the Governor of Alaska. Moreover,
any determination by the Secretaries must be designed to avoid unreasonable
interference with Railroad operations. This subsection also requires that



any decision to fence the right-of-way within Denali shall be subject to
the concurrence of the Secretary of the Interior.

SECTION 9 - FUTURE RIGHTS-OF-WAY

This section contemplates future rights-of-way for expansion of the Rail-
road. Subsection (@) provides that the State or State-owned Railroad mav
request the Secretary of the Interior, or the Secretary of Agriculture as
appropriate, in consultation with the Secretary of Transportation to
approve expeditiously pursuant tn existing law, a right-of-way over Federal
lands and applications for terminal and station grounds and material sites.

Subsection (b) specifies that any rights-of-ways and grounds and sites
granted under this section must conform to the extent possible to the
standards established in the Alaska Rail-road Act of 1914.

Subsection (c) provides that a right-of-way granted under this section is
subject to reversion in accordance with section 10 be™ow.

SECTION 10 — REVERSION

This section provides for the reversion to the United States of the prco-
erties of the Alaska Railroad if within 10 years of the transfer sucn
properties are converted to a use that would prevent the State-owneo
Railroad from continuing to operate. As a alternative to the actual
reversion of the properties, the State at its option, may pay the United
States an amount determined to be the value of the properties at the time
they were converted to a use preventing the Railroad” from operating.

Subsection (b) specifically provides that if the State discontinues use cf
any land within the right-of-way for a continuous period of 13 years, or
upon a formal notification of discontinuance from the State, the State"s
interest in these lands will revert to the United States.

Subsection (¢) further states that upon such reversion, these lands will be
conveyed by patent to abutting land owners, except as specified iIn sub-
section (d). This latter subsection provides that the portion of the
right-of-way within the Oenali National Park and Preserve and the Chugach
National Forest will revert to the Department of the Interior and the
Department of Agriculture, as appropriate, for administration as part of
these units.

Subsection (e€) provides that if the State sells or transfers the Railroad
within five years after the date of transfer, the proceeds from the sale or
transfer that exceed the cost of any rehabilitation and improvements and
any liabilities incurred by the State shall be paid to the United States.



SECTION 11 - OTHER DISPOSITION

To ensure that the Railroad is transferred from Federal ownership, this
section authorizes the Secretary of Transportation to otherwise dispose of
the Railroad iIf satisfaction by the State of the five conditions under
section 4 cannot be certified within a year of the delivery of the report
mandated under section 5. Consistent with the concern for continued rail
service, this section directs the Secretary to give preference to a pro-
spective owner who will continue to operate rail service.

SECTION 12 — DENALI NATIONAL PARK AND PRESERVE

All rail properties within the Denali National Park and Preserve are
transferred to the Department of Interior for administration as part of the
park subject to the exclusive-use easement discussed above.

SECTION 13 — APPLICABILITY OF OTHER LAWS

This section exempts actions taken under the legislation from the require-
ments of a number of Federal statutes, including the National Environmental
Policy Act and those provisions of the Administrative Procedures Act not
pertaining to judicial review. The reasons for these exemptions is to
ensure that the transfer process is not delayed.

This section also clarifies that actions taken under this legislation do
not constitute a disposal of surplus Federal property or a revocation of
withdrawals made from or confirmed for the Alaska Railroad under a numDer
of specifically named and generally referenced land laws, including the
Federal Land Policy and Management Act. These clarifications are necessary
in order to ensure that the rail properties do not become available for
entry or selection by third parties as a result of action taken uncer the
legislation.

SECTION 14 - CONFLICT WITH OTHER LAWS

This section provides that this legislation shall govern in the event in
any conflict between this legislation and any other law.

SECTION 15 — REPEAL AND AMENDMENT OF EXISTING LAWS

This section repeals the Alaska Railroad enabling act and other related
laws, and makes conforming changes to other Federal laws that mention the
Alaska Railroad. These changes would become effective at the times of
transfer or other disposition or at the time of any other disposition of
the Railroad pursuant to Section 11 of this legislation.



SECTION 16 — SEPARABILITY

This section provides that if any section is held invalid, other seniors
shall not be affected. se,,.ur.s

0-/o0
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TRANSFER OVERVIEW

This overview summarizes the basic statutory scheme for
the proposed transfer of the Alaska Railroad to the State of
Alaska, describes the anticipated timetable for the transfer
and discusses a series of major issues that were considered in
the development of ARTA.

The Act was signed into law by President Reagan on January
14, 1983. It authorizes transfer of the Alaska Railroad to
the State of Alaska subject to several specified conditions,
including the requirement that the State compensate the United
States for the value, 1if any, of all rail properties trans—
ferred. Other Important conditions include State commitments
to continue railroad operations, to assume existing obliga—
tions, to provide employee protection for at least two years,
and to protect retirement benefits.

Two key provisions, each tied to the date of enactment,
establish an orderly process for State consideration of the
transfer offer. Within six months from the date of enactment,
this Report 1is required to be prepared by the Governor of
Alaska and the Secretary of Transportation and submitted to
the Alaska State Legislature and the Congress. Within nine
months from the date of enactment, the railroad®s fair market
value must be determined by USRA.

Following delivery of this Report, the Secretary of

Transportation has 12 months within which to certify that the



State has agreed to all conditions for transfer specified by
ARTA. Actual transfer of the railroad is to take place "as
soon as practicable” after these certifications are made.
Within three months of certification, the Secretary and the
State will agree on the actual date of transfer, which the
parties hope will be no later than six months following cer—
tification. Although both parties are committed to proceeding
expeditiously, a longer period may be needed to ensure an
orderly process. If the State has been unable to satisfy the
transfer conditions within the 12-month time period, ARTA per—
mits the Secretary to dispose of the railroad and to give pre—
ference to a buyer or transferee who will continue to operate
rail services.

Certification Process.

As noted, ARTA sets out a series of conditions that the
State must meet to allow transfer certification by the
Secretary. The legislation does not, however, attempt to
specify how the State is to satisfy the conditions. Much will
depend upon the State"s decision concerning the nature of the
entity it will designate or create to operate the railroad
under State ownership. The working assumption of the State
during development of ARTA was that Statw enabling legislation
would be enacted to resolve this fundamental 1issue, and that
such legislation would either satisfy the outstanding cer—

tification requirements or empower the operating entity to do



As a precondition to transfer, the Secretary 1is required

to certify that the State has agreed:

(1) to operate- the railroad as a rail carrier in
intrastate and interstate commerce;

(2) to assume all rights, liabilities, and obligations of
the Alaska Railroad on the date of transfer, with
some limited exceptions regarding claims and causes
of action;

(3) to protect retirement benefits and to establish
acceptable arrangements for continued employment
during a two-year period following date of transfer;

(4) to allow representatives of the Secretary of
Transportation adequate access to railroad employees
and®” records when needed 1in relation to the period of
Federal ownership; and

(5) to compensate the United States at the value, 1if any,

determined by the valuation exercise being performed

by the USRA.

Reversion.
IT transferred to the State under Section 604, the

railroad may revert, 1in whole or in part, to the United States

under three separate reversion provisions in ARTA:
(1) Under Section 610(e), any proceeds in excess of the

cost of any rehabilitation and improvement and any



net liabilities from the State®s sale or transfer of
eall or substantially all” of the railroad within
five years of transfer to an entity other than a
State instrumentality are. .to be paid to the United
States Treasury.

(2) Section 610(a) requires the reversion to the United
States, or the payment by the State of the fair
market value, of all or part of the railroad"s real
property "converted to a use that would prevent the
State-owned railroad from continuing to operate”
within ten years after transfer.

(3) Section 610(b) requires reversion to the United
States generally for conveyance to the abutting
owners of any land within the right-of-way if its use
for transportation, communication or transmission
purposes 1is discontinued by the State for an unin-—
terrupted period of 18 years.

Claims Against Railroad Lands.

Approximately 4,000 acres of the railroad®™s non-right-of-
way lands are subject to claims by Native Village Corporations
under the Alaska Native Claires Settlement Act. Article Il and
Appendix D of this Report provide more detail regarding the
lands 1involved. During the ten month period following the
date of enactment of ARTA, the State, the Department of the

interior, and all affected Native Village Corporations are



directed to undertake a good faith effort to negotiate settle—
ments for as many outstanding claims as possible.

If any of these.claims cannot be settled within the ten-
month period, they must be adjudicated by the Secretary of the
Interior within two years of the"date of enactment of ARTA, or
14 months after completion af the review and settlement
process. All other unresolved claims against railroad lands
on record in the Department of the Interior, as of the day
before the date of enactment must be adjudicated within three
years from the date of enactment. Resolution of claims to°
railroad land is not a precondition to transfer.

Survey Requirement.

ARTA requires the Secretary of the Interior to survey
within a five-year period all lands among thi rail properties
conveyed to the State. The parties emphasize the importance
of meeting the deadline and will continue to work with the
Department of the Interior-to do so. Article Il, Appendices
B-E and Exhibit 1 of this Report provide more detail about
the lands involved.

Railroad Right-of-Way.

ARTA requires the transfer to the State of all right,
title, and interest of the United States to all rail proper—
ties of the Alaska Railroad, including all railroad rights-of-
way. ARTA also provides that where lands or any interests

within the right-of-way have been conveyed out of Federal



ownership prior to enactment, the State shall receive, at
minimum, an exclusive-use easement. These two provisions are
intended to ensure that the State will receive all of the
interest necessary to maintain viable railroad operations.
Future Rights-of-Way.

ARTA provides for expeditious review of any future right-
of-way requests by the State across Federal lands. The Act
requires that such rights-of-way conform, to the extent
possible, to the standards provided by the Alaska Railroad
Enabling Act of 1914 and the exclusive-use easement definition
contained 1in ARTA. Responsibility for reviewing and granting
such future rights-of-way 1isvested by existing law in the
Secretary of the Interioror the Secretary of Agriculture,
with the participation of the Secretary oi Transportation as
appropriate, particularly with respect to the interest to be
granted for operation and economic growth of the railroad.
Denali National Park and Preserve Lands.

On the date of transfer, the Secretary will deliver to the
State a-deed that conveysto the State (a) an exclusive-use
easement for that portionof the rights-of-way within DenaJdi
National Park and (b) title to the railroad-related improve—
ments within such right-of-way. All other railroad holdings
and improvements within the Park are to be transferred to the
Secretary of the Interior for administration as part of the

Park. Rail properties within the boundaries of the Chugach



National Forest and the Denali National Park and Preserve
will be subject to laws and regulations for the protection of
forest and park values. Implementation of those regulations
will be subject to prior consultation with the Governor and
may not unreasonably interfere with continued or expanded
operation of the State-owned railroad.

Real Property Conveyance.

Articles 11 and 111, related to real and personal property
and supported by lengthy appendices and exhibits, are the most
detailed parts of this Report. The transfer from the Federal
Government of its only commercial operating railroad present
property questions of first impression. This transfer 1is
further complicated by the peculiar status of many Federal
lands located in Alaska. The 1impact of competing claims to
such lands on the transfer process accounts for the complex
statutory scheme provided in ARTA and for the detailed treat—
ment of the railroad lands inArticle 11.

The Act provides for four different types of conveyance
documents to be issued to the State on the date of transfer!
Each document will convey interests in land based on the sta—
tus of the affected parcel on that date.

First, the State will receive an "interimconveyance" of
lands that, like the patented lands, are free of claims by
others but, unlike the patented lands, are not yet surveyed.

When these lands have been surveyed after the date of



transfer, the interim conveyances will be converted into
patents.

Second, the State will receive a patent for railroad lands
that are surveyed and are not subject to unresolved claims
made by third parties under a variety of Federal laws.

Third, the State will receive an exclusive-use easement,
as defined in ARTA, for right-of-way .lands within Denali
National Park and Preserve.

Fourth, the State will receive a license allowing it the
exclusive right to use the railroad lands that are subject to
claims of third parties (such as Native Corporations) on the
date of enactment but which have not been resolved by the date
of transfer. As these claims are settled or decided, the
lands in the license category will either be placed in the
interim conveyance category (if the third party®s claim 1is
denied) or conveyed to the claimant (if the claim is approved).
The real property conveyance provisions of ARTA thereby
require that certain railroad lands be held in escrow (i.e.,
under license) until their ultimate ownership 1is determined
through settlement or by adjudication.

Employee Protection.

The work force of the Alaska Railroad (described in the
Profile” section) remains one of its most valuable assets.
The employee protection provisions of ARTA, more fully

discussed in Article VI, testify to the continuing interest



of the State and the United States in protecting the
employees™ well-being in the face of the proposed transfer to
the State. The provisions also are intended to facilitate and
indeed encourage the transfer of the Alaska Railroad work
force to the State-owned railroad, in recognition of 1its cri—
tical importance to the ongoing viability of the railroad.
Although care has been taken to preserve employee options to
elect not to transfer and to protect their rights in the event
they decide to separate from the railroad upon transfer, the
Secretary and the Governor hope that the vast majority of -

employees will remain @#ith the State-owned railroad.



ARTA REQUIREMENTS

Transfer Terms and Conditions

ARTA establishes a series of conditions the State must meet to
obtain certification from the Secretary of Transportation. The
legislation does not, however, specify how the State 1is to satisfy
these conditions. Much depends on our decision about the mechanism
we select to operate the railroad.

Prior to transfer, the Secretary 1is required to certify that
the State has agreed:

(1) to operate the railroad as a rail carrier in intrastate
and interstate commerce;

(2) to assume all rights, liabilities and obligations of the
ARR on the date of transfer, except for some claims and

causes of action;

(3) to protect retirement benefits and to establish acceptable
arrangements for continued employment for all employees
during a two-year period following the date of transfer;

(4) to allow representatives of the Secretary of Transporta—
tion adequate access to railroad employees and records;
and

(5) to compensate the United States at the fair market value,
if any, as determined by the United States Railway
Association.

Other chapters of this report explain some of these conditions
in greater detail, particularly those relating to employee protec—
tion and retirement benefits.*

* Additionally, the first section of the Transfer Report, entitled
"Transfer Overview,”" provides information about other key aspects

of the federal transfer legislation. This includes those provisions
dealing with reversion requirements, native claims aqainst railroad
lands, and the type of interest to be obtained in the railroad"s

right-of-way.



Provisions Affecting Continued Operations

The following discussion analyzes the effect of ARTA"s require—
ments (other than employee protection obligations which are add—
ressed elsewhere), on continued operation of the railroad following
acquisition, several observations should help eliminate confusion
regarding ARTA"s continued rail service requirements.

First, it is important to remember that most of the federal
transfer statute was structured on a premise of the so-called
"no-cost transfer.”™ The compensation requirement was a last minute
compromise to obtain Congressional passage, and was merely added to
the already established conditions. Consequently, certain provisions
are not consistent with the purchase provision of ARTA; particularly
the reversion clauses which remain in effect for a certain period
of time after acquisition.

Another important consideration 1is the requirement that the
State agree to operate the railroad as a common carrier engaged in
intrastate and interstate commerce. Some interpretations suggest
that when read in context with the reversion clauses under Section
610 of ARTA, there 1is a prescribed ten-year period for ensuring
continued rail operations. However, this 1is not the case. The
State 1is not required to continue rail services for any specific
period.

Some also suqggest that ARTA reguires all existing services be
continued, 1including passenger service. This also is not the case.
The reversion requirement under Section 610 merely states that if,
within the first 10 years after transfer, the State converts all or
part of the real property to "-a-use that would prevent the State-
owned railroad from continuing to operate,” then the State shall be
subject to a requirement to repay the United States for these
holdings, or revert such property at our option.

However, under full regulation by the Interstate Commerce
Commission (1QC), the State will be subject to some ICC oversight
in any abandonment proceedings. Generally, these proceedings are
strictly based on economic considerations related to operating
history. Assuming a history of highly marginal performance, it is
doubtful that ICC oversight would prevent discontinuance ofseryic
at some point in the future.* .

* The Transfer Team, however, 1is not suggestina th.
service be discontinued.



Other key ARTA provisions that have a bearing “on continued
rail ooerations are primarily located in Section 608, including
the following:

(1) full and formal regulation by the Interstate Commerce
Commission as a rail carrier engaged in intrastate and
foreign commerce;

(2) full jurisdiction under federal antitrust laws, although
the State may invoke by law any exemptions otherwise
available;

(3) exemption from the following laws so long as the State-
owned railroad remains an instrumentality of the State of
Alaska: the Railroad Retirement Act of 1974, the Railroad
Tax Act, the Railroad Labor Act, the Federal Employers™
Liability Act, and the Railroad Unemployment Insurance
Act;

(4) a clarification that ICC regulation 1is intended to confer
on the State-owned railroad ™"all business opportunities
available to comparable railroads, including contract
rate agreements";

(5) clarification that train operations by the State-owned
railroad shall not be subject to any state or local laws
specifying minimum crew size;

(6) a specific requirement that all revenues generated by
the State-owned railroad are to be retained and managed
by the State-owned railroad for railroad and related
purposes;

(7) a statement by Congress that continued operation of the
ARR by "a public corporation, authority or other agency
of the State™ 1is an exercise of an essentia®, governmental
function and qualifies under the Internal Revenue Code
for tax-exempt status, which also would apply to obliga—
tions 1issued by this entity;

(8) a requirement that rail operations within the boundaries
of Chugach National Forest and Denali National Park will
be subject to laws and regulations for the protection of
forest and park values so long as such regulation does no
"unreasonably interfere with continued or expanded
operations and support functions";



©)

(10)

guarantees that the State will receive the full federal
interest in the riaht-of-way, but nothina less than an
exclusive-use easement for transportation, communication
and utility purposes in all areas, except within the
Denali National Park, where the railroad is to receive
an exclusive-use easement for rail purposes only; and

no guarantees for future rights-of-way across federal

lands, but language which encourages the Secretary of the

Interior to expeditiously review applications for that
purpose.



CERTIFICATE OF APPRAISAL

CHARLES F.SEYMOUR, RUSSELL E SNYDER, AND ARNOLD S. TESH
DO HEREBY CERTIFY THAT UPON REQUEST FOR VALUATION BY:

THE UNITED STATES RAILWAY A
93 F T

AND THAT THEY ARE OF THE OPINION THAT AS OF OCTOBER |, 1983
THE MARKET VALUE OF THE PROPERTY
MORE FULLY DESCRIBED HEREIN, WILL BE AS FOLLOWS:

$387300,000
THIS MAY BE ALLOCATED AS FOLLOWS:

OPERATING PROPERTY: $ 7,000,000
NON-OPERATING PROPERTY: $31,000,000

h ARNOLD S. TE5H, ASA



CERTTFICATTON, ASSUMPTIONS.
LIMITINS”(ToNDITIONS. AND CONTINGENCIES

Your appraiser, whose signature appears on the Certificate of Appraisal, does hereby
certify that, except as otherwise noted in this appraisal report:

L He has no present or contemplated future interest in the real estate that is
the subject of this appraisal report,

1 He has no personai interest or bias with respect to the subject matter of this
appraisal report or the parties involved

3. To the beat of his knowledge and belief, the statements of fact contained in
this appraisal report, upon which the analyses, opinions, and conclusions
expressed herein are based, are true and correct.

& This appraisal report sets forth all of the limiting conditions imposed by the
terms of the assignment or by the appraiser affecting the analyses, opinions
and conclusions contained in this appraisal

3. This appraisal report has been made in conformity with and is subject to the
requirement of the Code of Professional Ethics and Standards of Professional

Conduct of the American Institute of Real Appraisers of the National
Association of Realtors.

6, No one other than the appraiser prepared the analyses, conclusions and
opinions concerning real estate that are set forth in this appraisal report.

1. The American Institute of Real Estate Appraisers conducts a voluntary
program of continuing education for its designated members. MATs and RM"s
who meet the minimum standards of this program are awarded periocaic
educational certification. 1 am certified under this program through
December 31, 19S3.

This appraisal is to be used in whole -and not in part. No part of it snail be used in
conjunction with any other appraisal.

No responsibility is assumed by the appraiser for matters which are of legal nature, nor
is any opinion on the title rendered herewith. Good title is assumed. Management is
assumed to be competent and the ownership to be in repsonsibie hands.

This property has been appraised as though free of liens and encumbrances, except as
herein described

The appraiser herein, by reason of this report is not required to give testimony in court
with reference to the property appraised, unless arrangements have been previously
made therefore.

Disclosure of the contents of this appraisal report is governed by the By-Laws and
Regulations of the American Institute of Real Estate Appraisers of the National
Association of Realtors.

Neither ail nor any of the contents of this report (especially any conclusions as to value,
the identity of the appraiser of the firm with which he is connected, or any reference to
the American Institute of Real Estate Appraisers or to the M_A.L or R-.U. designation)
shall be disseminated to the public through advertising media, public relations media,
news media, sales media or any other public means of communication without the prior
written consent and aoproval of the appraisers)



SPECIAL ASSUMPTIONS AND INSTRUCTIONS
UNDER THE ALASKA RAILROAD TRANSFER
ACT (ARTA)

In accordance with the advice and counsel of the United States Railway Association,
Jackson-Cross has assumed the following in its appraisal of the Alaska Railroad:

1. Fair market value of the railroad to the State of Alaska is the
price the State, as a prudent purchaser, would pay for the rights
transferred under ARTA. The State Is constrained by all existing
state law that would affect it or any other purchaser of the
railroarfs property. Accordingly, we do not consider potential
actions which the State might take which would affect fair
market value.

2. The purchaser will operate the railroad for ten years, at a level of
service that approximates current projections and in its present
configuration.

3. All real estate classified as operating property would be available
for transfer for non-rail use in 10 years after the date of the
appraisal on October 1, 1993.

4. Upon transfer, the State will acquire full title to only those
portions ol the property identified by USRA as owned in fee
simple by the Alaska Railroad.

J. The purchaser will be permitted to make any use of the operating
property immediately after transfer of the properties to the State
as long as such uses do not interfere with rail operations.

6. All non-operating property would be available for disposition
immediately after transfer of the properties to the State.

7. All revenues from real estate transactions during the first ten (10)
years must be used for railroad or other related purposes. Other
related purposes can Include transportation budget items relating
insome way to the Aiasks-Raiiroad.

3. There wouid be no added costs to a purchaser for environmental,
subdivision or 2oning actions beyond that which is reflected in
comparable sales.

9. The purchaser is required to assume all existing leases on the
property, but will renegotiate them at fair market value upon
their expiration or at the earliest date permissible under the
terms of such leases.

10. USRA has provided the appraiser with the inventory of Alaska
Railroad property and with its allocation between operating and
non-operating real estate.



11.

12.

13.

19.

15.

16.

17.

20.

21.

The analysis of real estate taxes has been performed in
accordance with the normal real estate market practices, ie. the
purchaser 1is responsible for normal real estate taxes during the
holding period .and for disposition taxes normally paid by the seller
when sales are consummated.

The purchaser is entitled to utilize all financing instruments
normally available, including mortgages.

The discount rata reflects the cost of money attributable to a
typical acquisition in the private sector.

Theoretical sodal costs and benefits associated with the
transferred property are not considered within the purview of fair
market value.

The railroad is considered a single property to be owned and
controlled by a single entity.

The date of the appraisal isOctober 1, 1923.

No special allocation L* made in this report fur parcels subject to
Native daims. At USRA"s request, Jackson-Cross supplied a total
value for such parcels. That value is S3,2QG,Q00.

Corridor value for the right-of-way is not considered.

The Section 605(a) Closing Report is considered to the extent that
information contained therein affects the real estate value.

No specific studies are performed to determine the existence of
semi-precious and predous minerals located within the subject.
Mineral rights and their potential value are only considered to the
extent as reported and reflected In the real estate market
transactions in the private sector.

Income from leases located on property designated by USRA as
operating property, pipeline permits, and trackage charges, are
cxduded from the real estate valuation. USRA advises that this
income has been considered In its projections of railroad operating
income.



PURPOSE AND FUNCTION OF THE APPRAISAL

The purpose of <ilk appraisal is to estimate the market value: of the subject
property, more fully described herein, as of October 1, 1983.
As used herein, market value may be defined as:

The price which a well-informed buyer acting intelligently,
voluntarily, and without necessity would be warranted in paying,
and a well-informed seller acting intelligently, voluntarily, and
without necessity would be warranted in accepting for the
property as of a certain date.

The function of this appraisal is to provide USRA wit.. an estimate of market value
of the real estate for incorporation in its report on the market value of the Alaska
Railroad properties to be conveyed under the Alaska Railroad Transfer Act (AR.TA.).

The subject property is valued in fee simple, subject to A.R.T_A. restrictions as
interpreted by USRA.

ACKNOWLEDGEMENT

All of the judgements and conclusions contained within this resort are those of the
appraisers for which they assume full professional responsibility. However, the
appraisers wish to acknowledge the assistance of David W. Anderson, Douglas 5.
Butcher, Joseph R. Dugan. AIf Moody, and Frederick J. Williams of Jackson-Cross
Company in the preparation of various facets of this report.
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SUMMARY OF SALIENT FACTS AND CONCLUSIONS

PROPERTY APPRAISED:

OWNER:

LAND:

IMPROVEMENTS:

PRESENT USE:

HIGHEST AND BEST USE:

MARKET YALUE OF
OPERATING PROPERTY:

MARKET VALUE OF
NON-OPERATING PROPERTY:

TOTAL MARKET VALUE:

Ail Alaska Railroad real estate holdings held in
fee simple by the Alaska Railroad.

The Alaska Railroad (United States Department
of Transportation!.

The total land area valued is 28,416.31 acres,
based on rnaps and other documents provided to
the appraisers by USRA and the Alaska Railroad.
USRA has allocated-3,913.61 acres to Operating
property and 24,.502.7 acres to Non-operating
property.

Numerous structures located -throughout the
Alaska Railroad land holdings are more fully
described herein. Improvements containing a
total of 512,000+ square feet of building area
owned by the "Alaska Railroad have value
consistent with the highest and best uses of the
properties under the assumptions provided bv
USRA.

Operating property is devoted to rail operations.
The U3esr of Non-Operating properties range
from undeveloped wilderness to land leases for
industrial, commercial, residential, agricultural,
institutional, and recreational.

A separate highest and best use conclusion was
made for each of the Valuation Units described
herein.  With respect to Operating property,
highest and best use conclusions are based on the
assumption, provided by USRA, that rail
operations will cease on October 1, 1993.

Land $ 3,770,000
Improvements 1.1%0.000
Total $ 6,910,000
Land $ 50,930,000
Improvements 120,000
Total $ 51,050,000
Land $ 56,700,000
Improvements 1.260.000
Total S 57,960,000

Roinded to $ 58,000,000



VALUATION

Aiter considering ail the facts and circumstances in connection with the subject

property, It is our opinion that the market value of the land and improvements, as of
October®1, 1983, will bes

— FIFTY EIGHT MILLION DOLLARS —

($357C0,000)

This may be allocated as follows:

Land $36,740,000 This Is equivalent to 28,416.31 acres at 31,997 per
acre.
Improvements $ 1,260,000 This 1is equivalent to 312,002 square feet of

building area at $2.46 per square foot.



OBJECTIVE AND VALUATION METHODOLOGY

The final adoption of a methodology for appraising the non-rail use fair market
value of the Alaska Railroad (ARR) real estate results from comprehensive consideration
of the Alaska Railroad Transfer Act of 1982 (ARTA) which defines assumptions and
limiting conditions. Market factors were also considered in formulating the process.

It has been the practice of the ARR to lease its real estate, rather than sell it
Jackson-Cross assumes a continuation of this practice regardless of ownership.
Valuation theory assures that proper capitalization of an income stream results in a
value conclusion synonymous with an appraisal assuming sale of the leased fee interests.

To arrive at a fair market value to the State of Alaska, the basic methodology
comports with conventional real estate approaches and techniques.

Two major steps are required to estimate the fair market value of the Alaska
Railroad.

First, the base values are determined. Each base value represents
the estimated price for a single parcel as of October 1, 1983,
assuming that it is sold on that date, that it is the only piece of
Alaska Railroad property on the market in that area at the time,
and that there are no restrictions or encumbrances preventing the
sale.

Second, the net revenues, if any, likely to be received from
non-rail use leasing of the subject property are estimate”™ the
period of time 1t is likely to take to realize those net revenues are
estimated; and, the present value is appraised as of October 1,
1983, of the expectation of those future net revenues, considering
the cost of money over time and the risk of uncertainty that the
projected net revenues will, in fact, be realized.



BASE VALUE

Th« first of two major valuation phases involves a determination of base value, or
the total of all gross proceeds to be received for the real property ii it were sold in
marketable parcels on October 1, 1933. Base value assumes that each parcel is the only
pared being marketed at the subject property on October 1, 1983.

Property Categories

The Alaska Railroad property is comprised of both operating and non-operating
property. The United States Railway Association supplies Jackson-Cross with the
configuration between these categories.- They are distinguished by the following

assumptions:

1.  Operating property is not marketable for non-rail use for a
period of ten years.

2. Ncn-operating property Is immedlatdy marketable for

non-rail use.

Both categories of property are appraised by Jackson-Cross under the
aforementioned conditions, except where the railroad lacks title. Jackscn-Crcss relies
upon USRA for instructions regarding the extent to which properties should be included
or excluded due to title problems.

Market Areas

All Alaska Railroad real estate is examined by market area. Those parcels sharing
economic, social, and geographic characteristics tend to have their values influenced by
the same local phenomena. For instance, changes in population, real estate supply,
industrial growth, property taxes and transportation, among other possibilities, may
influence rhe property within a market area and hnve no direct measurable effect upon
neighboring communities or jurisdictions. Most importantly, from a valuation standpoint,
is that within a market area-properties of similar utility compete for existing demand.
Obviously, no market is totally immune to what occurs outside its borders, but whatever
macro-economic impact may occur it is best to measure it with local market data if it

exists.
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Valuation Unit

For all of the Alaaka Railroad real property assigned for valuation, Jackson-Cross
analyzes each of the permissible uses and determines which uses are most profitable and
likely as of the date the property can be marketed for non-rail use.

All property in each market area is divided into valuation units. Property within a
unit is of consistent highest and best use and value level. The valuation unit is different
from a marketable parcel. It isa method of reporting value results only. The valuation
unit may consist of one or more marketable parcels.

A review of the subject property along with sales and leases identified in the
market enables the appraiser to assign preliminary parceiization. During the base
valuation phase it is often necessary to modify the valuation units.

Valuation Analysis

For each valuation unit a detailed study of market data is utilized to determine
unit values. This analysis includes consideration for marketable parcel location, highest
and best use, size, shape, topography, soil conditions, access, and any other variables
which may have an impact on value.

. The resulting base unit value for® each valuation unit is muitipiied by the size of the
valuation unit to equal the total base value. For example, a 10,000 square foot valuation
unit with a square foot value of $2.00 results in a total Base Value of $20,000.00. The
unit value applied reflects the gross unit price likely to be received for the optimum
sized marketable parcels within the valuation unit. To properly reflect market data, a
10,000 square foot valuation unit is not valued as a 10,000 square foot parcel if the
standard marketable lot is 5,000 square feet. Instead, it is valued as two 5,000 square
foot lots, each of which are assumed not to compete with the other.

Base Value Limitations

As mentioned earlier, Base Value for the Alaska Railroad real estate is the sum of
all of the Individual marketable parcel gross selling prices on October 1, 1983. It
assumes that none of these parcels are encumbered by the requirement to operate a
railroad, or by the existence of leases which are not in conformity with the market. It
also assumes that no other property within the subject portfolio is available for sale or
lease on that date.

83-82-1 /1</-//



PORTFOLIO MARKET VALUE

The second major phase of this valuation involves the discounting of future
proceeds to a present worth. This discounted cash flow process arrives at a value for the
entire Alaska Railroad real estate portfolio as a single property. The discounting
technique®s applicability to the subject assignment is explained below.

Applicability of Discounted Cash Flow Technique

The discounted cash flow technique is a standard valuation tool for determining the
present value of cash flows to be realized over a period of time from the disposition or
use of assets. In the subj)«ct case where it is Likely a purchaser wouid continue the
practice of the Railroad to lease the property, discounted cash flow analysis, IS an
appropriate valuation practice. As a practical matter, the same present value should be
realized from leasing property at market rates or from selling the assets free of
encumbrances.

The discounted cash flow technique is necessary because the amount of the Alaska
Railroarfs real estate holdings, the different geographic markets where that property IS
located and the diversity of highest and best uses cannot be directly compared to a single
"comparable*1 sale in the market.

The subject property is especially conducive to discounted cash flow due to thes

1. Long term nature of the existing leases. *
2. Diversity of the real estate inventory.

3.  Heterogenous nature of the business entity which includes
operating a railroad and managing a real estate portfolio.

4. Lack of a stabilized income stream or level annuity.

The procedure of performing a discounted cash flow analysis involves a projection

1. Periodic actual gross income Likely to be received.

2. The periodic management, marketing and holding costs
likely to be incurred.

3. The relative risk and time-cost of money in realizing the
projections.

«K-«- H mu t -




Pace of Absorption

An important element of the discounted cash flow analysis is the time when the
potential benefits (i.e., proceeds of sale or lease) are likely to be realized. A timetable
for realizing lease income from the Alaska Railroad properties results from a detailed
analysis in each of the major market areas.

Within each market area property is categorized by highest and best use. Each
highest and best use category is then analyzed for quality characteristics which may
affect the pace at which- the property is likely to be leased. For major markets a study
of existing market activity along with socio-economic factors supplies the appraiser with
the basic data necessary to project the likely rate of absorption that would be predicted
by an investor as of October 1, 1983-

With regard to non-operating property in Anchorage, approximately 80% of the
dollar value is currently under lease; similarly, in Fairbanks approximately 60% of the
dollar value of the non-operating railroad property is currently leased. Jackson-Cross
considers these properties, and those under lease in other markets, to have been already
absorbed into the market, and to remain under lease for the term of the existing
contracts. The appraiser, using real estate market and other economic data, then
estimates the rate at which the unleased property would be leased, including the effect
of re-leasing property after the termination of existing contracts. While he considered
that any terminating leases couid be renewed immediately, because start-up time wouid
be necessary for a new owner, Jackson-Cross assumed that no other new leases would be
entered into for at least one year. The appraiser also estimates the rate at which the
operating property could have been leased for alternative uses under the hypothetical
assumption that railroad operations terminate after ten years.

Rents
A review of real estate practices in both Anchorage and Fairbanks reveals that
land leases generally provide for the escalation (or reduction) of rents every fixe years.
This five-year cycle, which is contained inmost of  the existing leases of Alaska Railroad
property, isassumed to continue for new leases. Accordingly, rents would be set at new
market rents only when:

1.The escalation is due;
2.Tho lease expires and a renewal at market rental value is anticipated;
3. A vacant property is leased.

/V-/3
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CaoitaJTation Factor

To determine market rent, a capitalization or rental factor ia derived from rentals
of parcels similar to subject marketable parcels. A study of property sold and leased
indicates a range of 9% to 1196. An overall factor of 9.7396 is considered appropriate for
the individual subject properties. Both overall quality and diversity of the inventory
constitute the prime consideration for the proposed factor.

M anagement and Leasing Expense

A study of the major market areas indicates management fees for income
producing properties ranging between 49 to 6£96 of gross income. This range does not
include separate brokerage commissions paid when a lease is arranged. In light of the
amount of property involved here, and the extent of management and leasing activity
available to a competent firm, an overall figure of .56 of the effective gross income is
considered adequate. This, of course, Includes any reasonable combination of in-house
costs and outside commissions.

Holding Expense

The ownership of the Alaska Railroad real estate carries certain expense
obligations regardless of whether it is totally or only partially leased. The expenses
include real estate taxes, administration, insurance, special legal and accounting
functions, maintenance, security and supplies. The total estimated annual allowance for
holding is 1t % of bast value.

Terminal Value

Both Non-operating and Operating properties have ten year earnings projections.
To take into account the perpetual nature of lease income, during the tenth year of each
projection, values are stabilized and discounted to October, 1933. This is known as
valuing the final reversion. The procedure takes into account that proceeds will be
generated beyond the lease income projection period.

Discount Rate

Since the sum of all projected net income is not to be received on October L, 1933
a rate for discounting the proceeds to that date is required.

A prudent investor demands a return for his investment including a real rate of
interest, compensation for inflation factors and for risk associated with a proposed
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investment. Also required in a real estate transaction is compensation for the relative
non-liquidity of the investment. The discount rate represents the rate at which the
market wouid take all of these factors into consideration with respect to future earnings
and pay a fair price for the right to receive such future earnings.

There are no projects which can be compared directly with the valuation of
approximately 23,416 acres of Alaska real estate. On individual transactions for parcels
in the region, Jackson-Cross has determined that the market is currently demanding
rates of return on equity before taxes of 13% to 20%. The size and complexity of the
subject transaction lead to a conclusion that a higher rate of return wouid be necessary
to attract equity capital. A prudent investor would likely structure the acquisition on
the assumption of 73% debt and 23% equity mix and would require a 23% return for the
equity component.

The cost of debt capital is a barometer of minimum requirements for discount.
Major“Alaska projects with tangible development plans are attracting mortgage capital
at 1.3% to 2.3% above prime on a floating basis. Fixed rates require 13% to 14% and are
subject to a typical 20 to 23 year term. Fixed rate mortgages are currently subject to .
call every five to six years. Mortgage cons.anmmrange between 14% and 14J%. Since
the Alaska Railroad has a significant portion ~der«; ,oped property, the portfolio as a
whole wouid not meet prevailing standards & institutional investors. Since other
lenders in such circumstances demand higher ret .ana, i: is cortduded a debt cost of 16%
wouid be appropriate.

Overall, therefore, a capitalization consisting of 73% debt at 16% cost and 23%
equity at cost of 23% leads to an 18% totai property return to acquire the portfolio.

Each major market area in the Alaska Railroad region has different investment
characteristics. In this anaiysis the overall portfolio discount rate adequately considers
these differences.

Soedai Considerations

How the market reacts today is the best indicator of its perception of the future.
Current prices, rents and absorption reflect investors* antiripatians of profit and use.
Current financing practices are an excellent indication of that market"s antidpation of
future real and inflationary trends. For these reasons much weight was placed on market
data. However, due to the twenty years required for realizing optimum proceeds,

Jackson-Cross also takes into account:

/V-/S"
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Trends in government sponsored economic programs which
are likely to affect the real estate market in Alaska. These
indude, but are not limited to, public land sales, public
financing, permanent fund projections, and legislation
restricting expenditures.

Projections for production and revenues and their impact
upon employment, price changes, and ultimately real estate
supply and demand.

Demographics, 1inducing where in Alaska growth has
occurred, and where it Is expected in the future. How such
growth may affect prices and absorption varies by ages,
occupations, and income levels.

NeW or expanding industries, such as the recent influx of
service and professional businesses. This is lik"v to
contribute towards the continuing economic growth oi the
state.

Defense spending, which is likely to continue as a major
contribution to tha Alaska economy.

1q



Within the body of the report are computerized summaries of the valuation

suMmArRyY JF VALUATION PROCEDURE

process. The steps taken in the appraisal calculation are as follows:

83-82-1
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Total Base Value is determined for October 1, 1983.

For each period Total Base Value is escalated at a rate of
3% to 5% depending on the market area.

A rental factor of 9.7.1% is applied to each total periodic
Base Value to arrive at a maximum potential gross income.

The maximum potential gross income is then modified to
reflect:

a. Current leases which are not at market lewels; and
b. Property which is not yet projected as leased.

Management and leasing expense is subtracted at a rate of
5% of effective gross income each period.

Holding expense is subtracted at a rate of 1i% of base value
each period.

The period net income is calculated.

The net income is discounted at an annual rate of 18% each
period.

During the tenth year for non-operating property and the
twentieth year for the operating property a single reversion
is calculated against the total of the capitalized value for
each of those years® net incomes, plus tie base value of
property remaining unleased. The reversion factor applied
is 18%.

//7- 717
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The Honorable George Bush
President
United States Senate
Washington, D.C 20513
The Honorable Thomas P. O"Neill, Jr.
Speaker
United States House ot Representatives
Washington, D.C. 20515
Dear Mr. President and Mr. Speaker:

Pursuant to Section 605(d)(1) off the Alaska Railroad Transfer
Act of 1982, P.L. 97-468, enclosed 1is the United States Railway
Association®s determination of the fair market value off the
Alaska Railroad. Copies of the reports of consultants who
assisted USRA in this analysis will be transmitted separately at

a later date.
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FOREWORD

Description of the Alaska Railroad

In 1914, Congress authorized construction of the Alaska
Railroad to open up Alaska®s interior and to facilitate commerce
through Alaska®s ports. After the arduous job of building a
railroad through the wilderness was completed in 1923, President
Harding dedicated the railroad and a new era began in Alaska"s
history. The railroad went on to play a significant role in-the
development of Alaska®"s interior and as an armed forces supply
link during World War 1I.

It has been operate by the Federal government since its
inception,, and today it is administered by the Federal Railroad
Administration as part of the Department of Transportation. It
currently operates over 525 route miles serving the principal
Alaska cities of Anchorage and Fairbanks, the ports of Whittier
and Seward, and natural attractions such as Denali National Park
Both freight and passenger service is offered year round.
Interline rail freight traffic is interchanged at Whittier with
barge lines linking the railroad with Seattle and Prince Rupert,
B.C. Principal freight commodities carried include gravel, coal
aviation fuel, pipe, building materials and piggyback.

While the Alaska Railroad performs an important function
within the State of Alaska, 1its operations and patronage are
modest when compared with railroads in the lower 48 where it
would be classified as a medium-sized "short-line™ carrier with

below average freight traffic density. Historically, the



railroad has been subsidized by Congressional appropriations.
Since 1939, the appropriations have been used almost exclusively
for capital and maintenance projects. Since 1975, appropriations
have ranged from a low of $3.0 million in 1978 to a high of

512.6 million 1in 1981.

In fiscal year 1983, which ends September 30, it is estimated
that the railroad will have carried 82,000 carloads and 204,000
passengers. Projected fiscal year 1983 revenues are $55.5
million with operating expends estimated at $50.8 million. . As
shown 1in Table 1, this continues a trend begun in fiscal year
1981, the first time since the Alaska pipeline construction years

that the railroad®"s operating revenues exceeded expenses.



:al Year

1973
1974
1975
1976 (1)
1977
1978
1979
1980
1981
1982
1983

Rev ™nue
(€)) Millions

17.
21.
42.
53.
.35.
29.
25.
28.
43.
58.
55.

U000 ONFRO~NWOL N
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Table 1

THE ALASKA RAILROAD
Financial Results

Feder

Expenses Surplus Expense/ Appro

(Inc. Dep.) (Shortfall) Revenue oriati

$ Millions $ Millions Ratio S Mill
20.7 (3.0) 117
22.6 (.1) 105 -
36.5 5.8 86 6.0
49.6 4.1 92 9.0
36.0 (1.0) 103- 6.0
33.6 (4.5) 115 3.0
31.8 (6.6) 126 9.3
34.7 (5.8) 120 6.5
40.2 3.3 92 12.5
49. 9.6 84
50.8(2) 4.7 92 6®\-

1) Year end changed from June to September 1in 1976.
quarter 1ignored.

2) For comparison with previous years, excludes $2.3
engineering expense previously treated as capital.

3) $7.6 million was appropriated

Public Law
for fiscal
Railroad.

97-377 in December 1982.
year 1983 contained no funding for the Alaska

Transition

million of

in the continuing resolution,

The DOT appropriations bill






INTRODUCTION AND SUMMARY

The Alaska Railroad Transfer Act of 1982, P.L. 97-468 (ARTA)
was signed into law on January 14, 1983. ;.n that Act, Congress
found that while continuation of the Alaska Railroad is necessary
to achieve Federal, State and private objectives, continued
Federal control and financial support are no longer required to
accomplish those objectives. Congress further found that the
Alaska Railroad was primarily benefitting Alaska residents and
businesses and concluded that the Federal government should offer
to transfer the Railroad to the State of Alaska.

ARTA establishes the terms and conditions for transferring
the Railroad, sets forth the timetable and procedures for
accomplishing the transfer, and authorizes the Secretary of
Transportation to effect the transfer upon certification that the
State has complied with the Act"s terms and conditions. As part
of the transfer process, ARTA Section 605(d)(1l) directs the
United States Railway Association (USRA) to determine the
Railroad"s fair market value. This report fulfills that
requirement.

On July 15, 1983, pursuant to ARTA Section 605(a), the United
States Department of Transportation and the State of Alaska
submitted a Joint Report (605(a) Report) describing the assets
and liabilities to be transferred. As directed by ARTA, USRA has
used 1niarmaticn contained in that report to the extent relevant

to determining the Railroad®"s, fair market value.



In directing USRA to value the Alaska Railroad, ARTA provides
three specitic instructions concerning that valuation. First,
Section 605(d)(1) states that USRA

"shall determine the fair market value of the AlaskaRailroad
under the terms and conditions of this title, applying such
procedures, methods and standards as are generally accepted
as normal and common practice."”

Second, the Act provides that

"[sjuch determination shall 1include an appraisal of the real
and personal property to be transferred to the State pursuant
to this title. Such appraisal by the Association shall be
conducted in the usual manner 1in accordance with generally
accepted industry standards, and shall consider the current
fair market value and potential future value ifused in whole
or in part for other purposes.”

Finally, the Act requires that

"[t]he Association shall take into account all obligations
imposed by this title and other applicable law upon operation
and ownership of the State-owned railroad.”

In reaching its determination of value, USRA used the
normally accepted definition that fair market value is "what a
willing buyer would pay ... to a willing seller.”* In the
appraisal field, the valuation of property at fair market value

"means merely an attempt to estimate the price for which the

*Umeed States v. Miller, 317 U.S. 369, 374 (1943); United States
y._ 564.54 Acres of Land, 441 U.S. 506, 511 (1979). While the
willing buyer/willing seller definition of fair market value
ordinarily focuses on the loss to the seller (i.e., the loss to
the United States 1in disposition of the railroad), ARTA Section
605(d) (1) mandates a focus on the obligations 1imposed by the
buyer under ARTA (i.e., "obligations imposed by this title

upon operation and ownership of the State-owned railroad").
Consequently, to be consistent with ARTA"s direction, the
valuation concentrates on the present value of the property
rights to be received by the purchaser under ARTA.
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property could be sold by some stipulated seller to anyone else,

Thus, fair market value 1is based on economic value in the
marketplace. It assumes that both buyers and sellers act
rationally. It ignores the special desire of any particular
buyer for the property and any unique value which the property
may have to that particular buyer.

This means that the fair market value of the Alaska Railroad
piv. ;erties 1is not the subjective or special value of those assets
to the State of Alaska. Tht price which the State would have to
pay to acquire the rail properties should be based upon how much
it would have to pay to outbid any other potential purchaser,
subject to ARTA®"s terms and conditions.

Consistent with ARTA"s direction that USRA apply "standards
as are generally accepted as normal and common practice”™, USRA
has determined the amount which a rational buyer might pay in th-
marketplace for the properties to be transferred o the State of
Alaska considering both (1) the "terms and conditions™ of ARTA
that will apply to the State®s acquisition of the Alaska
Railroad, and (2) all obligations imposed by ARTA and other
applicable law upon operation and ownership of the State-ovned

railroad.

»1 Bonbngnt, Valuation of Property, o. 65 (1937): accord,
American Institute of Real Estate Appraisers, The Aeoraisal of
Real Estate, pp. 23-24 (7th ed. 1978); 1 Orael..Valuation Under
Eminent Domain. Section 20, pp. 90-96 (2nd edr-1-9S2).- -
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Since ARTA"s terms and conditions require the State to
operate the Railroad for at least ten years (or railroad
properties would revert to the United States under ARTA "ection
610(a)), determining the Railroad®s fair market value begins with
estimating the present value of continuing railroad operations
for ten years, 1including the present value of the Railroad®"s non-—
operating real estate.* The next step is to estimate and compare

(1) the present value of continuing rail operations beyond
ten years in perpetuity, with

(2) the present value of putting the Railroad®"s assets in
whole or 1in part to other uses after ten years.

These alternative estimates of fair market value require
analyses of the Railroad®"s operations, its physical plant and
equipment, 1its real estate assets, the costs which the buyer will
incur incident to the transfer, and the proceeds and costs that
would be incurred if the Railroad 3 assets were converted to
other uses.**

These analyses are descrié&ed 1in the sections which follow.
They were assembled to determine the Railroad ™ present fair -
market value under two alternative hypotheses - (1) continued
rail operations in perpetuity, and (2) rail operations for ten
*Any losses from continued operations could be offset by rents
from the non-operating real estate, since ARTA Section 608(a)(5)
requires that all railroad revenue "be retained and managed
for railroad and related purposes.”™ The term "related purposes”
is considered broad enough that this condition would not so
restrict the State®"s use of railroad revenues as to materially
affect fair market value.

**USRA was assisted in determining the scope and nature of 1its

analysis under ARTA by the law firm of Nossaman, Guthner, Knox &
Elliott.
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years followed by putting the Railroad®s assets to their highest

and best alternative uses. Results of these two scenarios are

summarized in Table 2.

Table 2

ARR VALUATION
as of 10/1/83

(in 000)
Continued Rail Alternative Use
Operations Scenario Scenario
Real Estate $ 47,800*1 $ 54,800*2
Rail Operations (25,529)*3 (35.430*4
$ 22.271 - $ 19.370

*1) Present value of the Railroad®s non-operating real estate.

*2) Present value of the Railroad®"s non-operating real estate
plus present value from alternate use of Railroad®"s operating
real estate after 10 years.

*3) Includes all start-up costs

*4) Includes all costs associated with rail operations during the
first 10 years including start-up costs, plus labor protection
costs associated with discontinuing rail operations. Also
includes net proceeds from assumed liquidation of facilities and
equipment.



The fair market value of both the continued rail operations
scenario and the alternative use scenario consists of two
components: a real estate component and a rail operations
component. The fair market value of the Alaska Railroad under
these two valuation scenarios was determined by reducing the casn
flows from each of these two components to a present value as of

October 1, 1983.

Continued Rail Operations Scenario

The real estate component of value was derived by projecting
future lease income from the non-operating real property. The
Alaska Railroad"s historical practise has been to lease to others
the property not required for rail operations, and an investor
would likely continue this practice. Accordingly, 1t was assumed
that the property presently under lease would continue to be
leased and that other property would be leased to the extent
possible. The ret cash flows were discounted to produce a
present value of $47,800,000. This amount does not include the
real estate which has been selected by Native corporations.
However, for the reasons discussed in Appendix A, Native Claim
Selection Analysis, USRA concluded that a prudent buyer would pay
nothing for the possibility that significant portions of the
lands subject to Native claims might eventually be conveyed.

The value of the rail operations wris derived from a forecast
provided by the Alaska Railroad and adjusted by USRA. The 605(a)
Report was used as a beginning point for the derivation of start—

up costs, and estimates of capital requirements were made by



consultants to USRA. These constant ™dollar _ash flows were then
discounted to produce a neoatlve value of 325,529,000,* which was
then subtracted from the $47,800,000 value of the non-operating
real estate to yield an October 1, 1983 fair market value of

$22,271,000.

Alternative Use Scenario

In the alternative use scenario, the Railroad 1is assumed to
cease operations at the end of the tenth year, the facilities and
equipment removed and sold, and the operating real estate made
available for leasing and development in the same fashion as the
non-operating real estate. The cash flows generated by this
additional real estate were valued in the same manner as the non—
operating real estate and increased the 1983 present value of the
real estate by $7,000,000 to $54,800,000.**

The value of the rail operations 1in this scenario is (1) the
present value of the cash flow from rail operations for -ten years
(2) plus the present value of the net proceeds that would be

received from dismantling and selling the Railroad®s facilities

*It was necessary to estimate the value of the cash flows after
the tenth year (the last year of the USRA projection). This was
done by calculating a normal year cash flow that could be
expected after the tenth year and capitalizing that amount by

16 percent and then discounting the capitalized flows back to
present value.

**While the $7 million value may seem small in .relation to the
real estate involved, it must be kept in wind that the cash flows
from alternative use of the operating real estate do not begin
until the eleventh year (1994) which causes the present value to
be relatively small.
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and equipment starting in the eleventh year, (3) less the present
value of labor protection payments attendant to discontinuing
rail operations. These cash flows, which were all stated in
constant dollars, were discounted at the same rate as was used to
discount the cash flows in the continued rail scenario. The
present value of these flows was a negative $35,430,000 and was
deducted from the $54,800,000 real estate value to yield an
October 1, 1983 fair market value of $19,370,000 for the
alternative use scenario.

Based on these valuation studies, USRA concluded that there
was no persuasive evidence that a buyer would be willing to pay
more than the present value of continued railroad operations for
the speculative possibility that an eventual conversion of some
or all of the Railroad®"s assets to alternative uses would produce
greater value. Therefore, USRA determined that the fair market
value of the Alaska Railroad pursuant to Section 605(d)(1) of

ARTA is $22,271,000.



CONTINUED WARNINGS VALUATION

The purpose of this analysis was to examine the earnings
which could reasonably be expected to flow from a continuation o
rail service. It was based on revenue and expense forecasts
developed by the Alaska Railroad along with a project-/«< of
capital requirements to support that level of operations.

These forecasts were reviewed and validated by USRA staff,
and adjustments were made as necessary. The validation process
included an examination of historic performance levels and
trends, field inspections, interviews with railroad and other
knowledgeable personnel, and a review of proposed capital
projects.

In general, the forecasts made by the Railroad were accepted
as presented. As- discussed later in this section, adjustments
were made to projected operating expenses for some additional
maintenance of way expenses. Adjustments were also made to
forecasted productivity improvements, since it was USRA"s
judgment that a potential investor would be unwilling to pay for
as yet undemonstrated cost reductions. The projected capital
program was modified as well.

Other cost increases resulting from the transfer of the
Railroad, identified in detail in the 605(a) report, were also
reviewed and adjusted. These items include legal and
administrative expenses, tort claims, working capital and
employee retirement obligations. Additionally, the cost of

compliance with Federal OSHA requirements and State or local



building codes not now applicable to the Railroad were estimated
and included, as well as one-time" transfer costs.

The resulting modified revenue, expenses, and capital
requirements from operations were reduced to a single present

value as of October 1, 1983.

Revenue

Revenue is based on an Alaska Railroad passenger and freight
traffic forecast for the fiscal years 1984 through 1989 (see
Table 3). Passenger revenue 1is projected to increase 59 percent
from fiscal 1984 to 1939, with freight revenue rising 34 percent.
Most commodities show a gain over the period with only petroleum
products declining. Gravel traffic, which has been increasing
over the past several years, 1is expected to remain at 1983 levels
as 1is coal moving to local Alaska destinations. The commodity
showing the largest increase 1is pipe because of renewed activity
on the North Slope and a greater need for replacement pipe.

Of particular importance 1is the _projection of an export coal
movement beginning with a test shipment 1in 1984. This coal would
be moved 1in unit trains from Healy to the port of Seward for
shipment to Korea. It would be handled in shipper-owned
equipment ana would represent a significant addition to the
Railroad 3 traffic base. Planning for this movement has beer,
going on for some time. However, recognizing that the necessary
port facilities have not yet been built, the uncertainty of
current world coal markets and the possibility of increased

costs, USRA modified the Railroad®s forecast by delaying the



estimated start-up date by one year. We believe that a
prospective purchaser would view the uncertainties associated
with the projected export coal movement as being significantly
higher than the uncertainty inherent 1in other elements of the
Railroad"s forecast.

Neither the Railroad nor USRA has forecast any traffic
improvements that are purely speculative. For example, there are
major mineral reserves 1in the area which are a source of
potential new traffic. However, additional facilities would be
required, probably including substantial extensions of the
Railroad 3 lines.

All elements of revenue are stated in constant 1983 dollars.
This means that the average revenue per carload changes only as
traffic (commodity) mix or length of haul changes. It was
assumed that rate increases will be made 1in a timely fashion in
response to cost increases. To the extent that the Railroad
should prove unable to do this, operating margins would be

reduced from forecasted levels.

Expenses

USRA adopted most of the Railroad"s forecast of operating-
expenses. The most important modifications were additional
maintenance of way expenses, the previously discussed adjustment
to projected productivity improvements, and additional legal and

administrative expenses attributable to the transfer itself.



Asset Condition and Maintenance Expenses

Since the condition of the Railroad"s plant and equipment has
been of major concern in the past and could be responsible for
major shifts in expense levels, USRA physically inspected
facilities and equipment as necessary to make a careful
assessment of future requirements.*

Maintenance of Wav. The Railroad consists of approximately
650 active track miles 1in main and branch lines, yards and
sidings. The main lines from Seward to Fairbanks and from
Portage to Whittier consist of 115 pound rail on wood ties. The
branch 1line and yard rail generally varies from 70 to 90 pounds.
New rail was installed on the main line from 1948 to 1952 to
overcome deterioration from heavy traffic during the war.
Although precise numbers are not known, major tie renewals were
aiso done at that time. The extremely large rebuilding- effort
during that five-year period and the relatively low traffic
levels since have reduced the subsequent need for large progranm
expenditures for tie and rail renewal.

In order to evaluate the Railroad®"s condition and estimated
future needs, the property was inspected by observing the track
structure and ride qualities from trains, hi-rail vehicles and
selected walking inspections. Some tie renewal and surfacing
work was observed in progress, and records for defective rails,

derailments, slow orders and other engineering data were

m*USRA was assisted in thLS analysis by Frank S. King and Jackson
R. Bell, experts in railway engineering and equipment.



reviewed. This review clearly showed that the Railroad 1is
currently in satisfactory condition to handle present, and
projected traffic levels. In 1982, the Railroad®s highest
traffic density was 8 million gross tons (MGT) on the 40-mile
segment between Anchorage and Matanuska. The balance of the main
line handled less than 4 MGT for the year. These statistics
reflect a low-density railroad as compared with other railroads
where density may often be over 40 MGT per year for single track
lines.

Over the past three years 1981-83, the Railroad will have
replaced an average of about 21,000 ties and renewed about 2.75
track miles of rail per year. The Railroad has projected some
increases in program levels predicated on increased traffic, but
future expense increases are partly, offset by projected cost
reductions due to greater efficiency.”

In its analysis, USRA determined . it the maintenance of wav
costs projected by the Railroad should be increased to assure a
track structure adequate for the expected traffic. The magnitude
of this adjustment varies from about $800,000 annually to nearly
$1.5 million annually, or a total $10.8 million f&? the ten
years, 1984-93. This funding will provide for tie replacements
of 35,000 1in 1984 rising to 50,000 by 1990. Rail renewal will
similarly increase from about 4.5 track miles in 1984 to 10 track
miles in 1993. These program increases reflect not only traffic
growth but also the age of many ties and much of the rail. Ties
and rail 1installed in the post-war period, 1948-52, will have

provided forty years of service within the next ten”“years”™ and



this should require increased replacement rates from current

levels.

Maintenance of Equipment. The Railroad currently owns 62
locomotives, 46 passenger cars and 1,642 freight cars. In
addition, various vehicles, maintenance and shop equipment are
also maintained. The demand for equipment 1is high throughout the
summer due to tourism and the construction season. During the
winter, demand 1is low, providing time for programmed equipment
repair. Total expenses in this category were about $9.5 million
last year, and they are projected to remain at about that level
through 1984. After that, consistent with traffic growth,
expenses are projected to increase each year, reaching $11.5
million in 1989.

This projected spending should be adequate to provide the
necessary level of locomotive overhauls and heavy repairs as well
as running and heavy repair to freight cars. Maintenance of
passenger equipment has also been provided for,.premised on the
current scheduled le" 21 of trains.

A part of the locomotive fleet is old and expensive to
maintain, and much of the freight car fleet is or soon will be
over 40 years old. However, the overall condition of the fleet
should improve over the ten-year period due to the projected
acquisition of new or good used locomotives and freight equipment
as provided for in the capital plan.

The need for additional or replacement freight cars will have

to be continually re-evaluated as traffic develops. The Railroad



has had some success 1in getting shippers of bulk commodities to
obtain and finance needed equipment. Currently one of the major
gravel shippers provides hopper cars for regular unit train
moves, and the potential coal exporter has agreed to provide net
only the necessary cars, but also the locomotives.

The opportunity for additional shipper equipment agreements
will depend on future traffic developments. Surplus freight
equipment in the lower fortV-eight states may provide an
economical source for some of the Railroad"s future needs. In
summary, based on the projected traffic and expected equipment
acquisitions, the expense levels projected should be adequate no
only to maintain the current fleet condition but to permit some

improvement.

Foregasted Capital Requirements
Historically, capital spending has varied widely, and
government appropriations have been required to permit any
reasonable capital program. According to data provided by the-
Railroad, si.”ce 1975, capital spending has ranged from a low of
$2.8 million to a high of $11.8 million.* Uncertain funding and
resulting wide swings from year to yerr made effective capital
planning difficult, often leading to last-minute decisions on
project approvals.
eAlaska Railroad annual reports have reported capital expenaitur
totals that included the cost of major track work such as tie
replacement, vrail renewal, track surfacing, bridge repairs, etc.

Under I1CC accounting, these costs properly belong 1in operating
expenses. The spending totals shown reflect this adjustment.



The Railroad provided USRA with a capital plan averaging
514 million annually from 1984 to 1988 funded by the Railroad®s
cash flow. After reviewing that plan and a proposed project
list, discussions with management and on-site 1inspections, a
yearly allocation of 512 million was considered adequate to
continue operations and to handle forecasted traffic growth.

Approximately half of this amount is allocated for acquiring
and upgrading locomotives, cars and other equipment. The
remaining amounts provide for rehabilitation of bridges and
tunnels, track construction to serve new and existing customers,
stabilization of the roadbed in the Healy Canyon and elsewhere,
realignment work to reduce curvature, and other plant

requirements.

Start-up Costs

In Appendix L of the 605(a) Report, the State of Alaska and
the Department of Transportation identified 15 items which they
considered to be potential start-up obligations under the Act.

The Report characterized these as start-up® responsibilities,
because they are new undertakings by the railroad, not previously
imposed on the railroad because of its Federal status."™ For the
most part, these responsibilities are not "one-time"; rather,
they affect ongoing expenses and result from various changes in
access to Federal government resources. USRA treated these
issues as follows.

(&H) Vehicle Leasing. Under Federal ownership, the General

Services Administration assigns vehicles to the Railroad for a



monthly lease payment which includes maintenance. The State, the
Department of Transportation, and the General Services
Administration have not yet resolved whether the existing leased
vehicles will be transferred. In the event the Railroad acquires
the existing fleet of older leased vehicles, it will be required
to make other arrangements for maintenance. USRA determined that
the Railroad could most likely continue to lease vehicles at
terms and conditions equivalent to those currently 1in effect.
Regardless of the final outcome, there would be no significant
change in net costs to the Railroad for vehicles, and USRA"s
analysis includes no adjustment to the Railroad ® projected
expenses for this item.

(2) Supplies and Materials. After transfer, the Alaska
Railroad can no longer acquire supplies through Federal
government supply depots. However, USRA®"s valuation assumes that
the purchasing power of the State-owned railroad will offset the
loss of the ability to purchase through the Federal government.
USRA did 1include increased administrative costs associated with
an additional purchasing agent.

(3) Leoal Fees. Currently, much of the Railroad®"s legal work
is .performed by United States government attorneys. After
transfer, this will no longer be the case, and the Railroad will
have to do more of its own legal work as well as retain outside
counsel. After consultation with the Alaska Railroad arid with
others, USRA concluded that an additional $600,000 per year is an

appropriate additional cost to factor into the valuation.



(4) Additional Administrative Expense. USRA has assumed
that, as a result of the loss of certain administrative support
currently provided by various Federal agencies, the Railroad will
incur an additional annual expense of $108,000 representing three
person years to handle this work.

(5) Tort Claims. Currently, all tort settlements or awards
in excess of $2,500 are paid by the Federal treasury. After
transfer, these will all be the responsibility of the Railroad.
Over the four-year period 1980-83, the Federal treasury paid_a
total of $288,000, an average of $72,000 a year. From this
experience, USRA assumed an additional average cost of $75,000
per year.

(6) Working Capital. As with all businesses, the Railroad
will require working capital. USRA assumed that none of the
revolving fund will be transferred to the State because pre—
conveyance claims and contingent liabilities that must be paid
are likely to consume the entire fund. After reviewing the
working capital requirements of other railroads, it was USRA®"s
judgment that one month®s worth of operating expenses would be
adequate working capital for the Alaska Railroad. This amounts
to approximately $4.4 milli; , in the first year, varying over the
forecast period as operating expenses vary.

(7) Lack of Access to Federal Surplus Equipment. After
transfer, the Railroad"s access to excess Federal equipment will

be greatly diminished. In our judgment, this should not 1increase

the Railroad®s costs.



0). ARTA Section 604(d)(3) Employee Protection Obiiaatlons.
Section 604(d)(3) requires the Secretary of Transportation to
certify that the State-owned, railroad has established
arrangements to protect the employees of the railroad for the two
years immediately following the transfer. This provision
requires continuation of current labor agreements, retention for
two years of all employees (other than certain officers) who
elect to transfer to the Railroad, continuation of compensation
at current levels, re-employment priority, and maintenance of
benefit programs, as well as other items. The essence of these
provisions 1is to continue the employees®™ current status. Since
the forecast calls for maintaining rail operations at current
levels, USRA assumed that all present employees would "he offered
jobs by and would transfer to the State-owned railroad. Since
USRA"s forecast of cash flows also assumes the continuation of
current compensation levels, no protection payments would be
required under these assumptions.*

(9 Section 607 Retirement Obligations. ARTA Section 607
requires that, after “transfer to the State, the Railroad must
provide retirement benefits substantially equivalent to current
levels for all employees who elect to transfer. As stated in the
605(a) Report, the Department of Transportation asked the Office
of Personnel Management (OPM) "to calculate retirement costs and
*It, in fact, there are large numbers of employees.wno elect not
to transfer, then this could cause significant disruptions to the
smooth operation of the railroad which could prove to be costly.

USRA has no way of directly quantifying either the likelihood of
this occurring or its cost.
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benefits for existing employees who participate in the Federal
retirement system and to prepare an estimate of the financial
consequences 1if all of those employees transferred to the State-
owned railroad at this time"” (605(a) Report, pp. 69-70). The
605(a) Report further states (at page 70) that:

"(i]n preparing its calculations, OPM assumed that if

transferred.employees remain in the Federal retirement system

pursuant to Section 607(a)(l), the language of that provision
governing the amount of the State-owned railroad"s employer
contributions . . . would require the State-owned railroad to
pay, as the employer contribution, 29.06 percent of basic
payroll for those transferred employees into the Federal
retirement fund to fully fund retirement benefits that accrue
for those employes after transfer. OPM"s calculation
assumes the current seven percent employee contribution would
remain unchanged.

This 1is an increase of 22.06 percent over the amount the

Alaska Railroad has contributed as a Federal agency and

reflects the manner 1in which the Federal retirement system 1is

normally funded, which for Federal agencies includes other
payments from the U.S. Treasury."

The ultimate resolution of this issue will not occur until
after the date of this report. Indeed, 1in the 605(a) Report, the
Department of Transportation and the State of Alaska acknowledge
that an "accurate estimate of the retirement obligations that
would be imposed on the State-owned railroad pursuant to Section
607(a) cannot be calculated at this time." However, for purposes
of completing this valuation in a timely manner, USRA has been
required to make assumptions as to the cost of this provision to
the Railroad.

USRA®"s analysis assumes that all permanent employees would
transfer to the State-owned railroad and would be 1included in a

plan that will have an annual cost to the Railroad equivalent tc

the cost that OPM has suggested - that 1is, a 22.06 percent



additional contribution over and above the 7 percent contribution
which the Railroad is currently paying. USRA assumed all new
employees hired after the date of the transfer would be covered
under a new pension plan that would require the Railroad to
contribute 12 percent of the new employees®™ base salary.

USRA®"s analysis of the additional pension costs used the
actuarial base developed by OPM which listed current employees,
by sex, for each year until the last Railroad employee currently
in the Federal retirement system has left the payroll. These
data were costed using the 1983 average wage levels to yield the
total wage base for each year. This wage base was multiplied by
an additional 22.06 percent to arrive at the additional pension
costs.

As each current employee leaves the payroll, USRA assumed a
replacement, would be added, but that the replacement®s pension
expense would be only 5 percent in addition to the current
7 percent contribution. This approximates the contribution now
required for employees of the State. These cash flows were then
included with all other expenses, and the first 10 years of
additional pension expense 1is shown on Table 3.

The Department of Transportation and the State acknowledge
that "the exact number of employees who will transfer and the
value of their retirement benefits will not be known until the
date of Transfer™. Thus, the assumptions which USRA has made
could be significantly different from the actual outcome.

However, we believe the estimate provided by our assumptions are
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reasonable and fair to both the Federal government and the State,
as well as to any other buyer.

(10) Section 607 Severance Obiiuations. The severance
obligations imposed upon the Railroad by Section 6C7 of the Act
require the Railroad to pay certain compensation to employees
whose employment 1is terminated without cause during the first two
years after transfer. Because of the activity levels forecasted,
we have assumed that no employees will fall into this category
and, therefore, no upward adjustment to the Railroad®s projected
operating expenses 1is necessary.

(11) Non-Availabilitv of Statutory Exemotions if the Railroad
Ceases to be a State Instrumentality. If, after transfer, the
Railroad ceases to be an instrumentality of the State, then the
Railroad would lose its exemption from Federal 1income taxes, the
Railroad Retirement Act, the Rai.lway Labor Act, and. the Federal
Employer®s Liability Act. Because of the nature of the projected
cash flows, no tax liability would accrue even if a private
purchaser, and not the State, acquired -the Railroad. USRA also
assumed that there would be no significant changes 1in cash flow
if the labor related statutes were applied. Therefore, we have
made no adjustments for these provisions.

(12) Section 608(a)(l) Antitrust Applicability. After
transfer, the exemption which the Railroad enjoys from certain
antitrust laws will Dbe lost.- While this may become an issue 1in
the future that could adversely affect the Railroad®"s revenues,
USRA has no way of quantifying what the long-range effect might

be.
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(13) ICC Regulation. Currently the Railroad is subject only
to partial regulation by the ICC under Executive Order 12434.
After transfer, ARTA Section 608(a) provides that the Railroad
will be fully regulated by the ICC in a manner similar to other
railroads of the same class (most likely Class 11). While there
will be some additional costs,“"they are not significant enough to
quantify- separately. However, as previously stated, upward
adjustments were made to both legal and other administrative
costs to cover these as well as other contingencies.

(14) Comnllance With Various Safety Statutes and Regulations.
USRA considered three separate categories of potential expenses,
— O05HA, State and local building codes, and facility condition.

* OSHA Based on an updated study, provided by the Alaska
Railroad, which indicates approximately 52.5 million
additional funding will be required to eliminate the
remaining deficiencies, we have included 5500,000 per
year for five years. These funds will be utilized to
correct problems associated with buildings, facilities
and equipment beyond expenditures budgeted elsewhere.

* State and Local Building Codes and Existing Condition of
Facilities. A recent report prepared for the State
estimated the total cost to correct building
deficiencies to be about $85 million. Condition
problems accounted for about 62 percent or 553 million
with the balance of $32 million being related to code

violations. Repairs, additions or replacement costs



were based on bringing the existing buildings into
compliance, regardless of current use.

In the future, the Railroad will have to correct
some code violations and improve the condition of some
buildings. However, the Railroad will certainly concu
a careful review of current and future railroad
operating needs before any large expenditures are made
Some buildings are no longer required, and some
consolidations may be possible. IT replacement is
necessary, a much smaller and more efficient facility
might be adequate. The Railroad currently has an on-—
going program to correct some of these deficiencies,
addition, there 1is some overlap with the funding
required to correct OSHA deficiencies reported earlier
After consideration of these factors, discussions with
the Railroad and the State, and on-site inspections, t
following future needs were considered reasonable and
are reflected in USRA"s analysis:

Building code deficiencies - an allocation of $1

million per year for ten years for a total of 315

million. This allows for items such as fire

separation, Tfire resistance in wall coverings,
ventilation, lighting, electrical deficiencies,
handicapped access, and other code related items.

Condition discrepancies - Justified projects 1in

this category would be funded under the Railroad”

normal capital budgeting process. As discussed



previously in this section, this total budget is
forecast ai. $12 million par year for ten years.
(15) Transition Expenses. Upon transfer to the State, there
will be certain one-time costs that will have to be 1incurred.
These would include such things as legal costs, Tfiling fees,
consulting fees and administrative costs as well as costs to the
Railroad ranging from remarking equipment to indicate the new
ownership to printing stationery. We estimate these one-time

costs to be $1,750,000.



Table 3

ALASKA RAILROAD ADJUSTED CASH FLOW FORECAST FOR RAIL OPERATIONS

1984-1993
($ IN 000)
CONSTANT 1983 $
ITEM 1984 1985 1986 1987 1588 1989 1990 1991 1992 1993
RR FORECAST REV. * 56746 64106 65446 67806 70186 72656 72656 72656 72656 72656
RR FORECAST EXP. 46590 50130 50790 51390 51990 52610 52610 52610 52610 52610
NET CASH 10156 13976 14656 15416 10196 20046 20046 20046 20046 20046
ADJUST RR FORECAST
EXPORT COAL 0 ~1750 -250 0 0 0 0 0 0 0
PRODUCTIVITY -580 624 -632 -639 -647 654 654 654 -654 654
MOW ADJUSTMENT -1220 -810 -050 -870 ~1010 ~1050 ~1150 ~1110 ~1270 ~1440
CAPITAL EXPENDED -12000  -12000  -12000  -12000 -12000 -12000 -12000 12000 12000  -12000
ADJ. RR FORECAST -3644 -1208 924 2907 4539 6342 6242 6282 6122 5952
STARTUP COSTS
PENSIONS -4514 -4316 ~4145 -3967 -3821 -3675 -3524 -3377 -3225 3079
CODE CONFORMITY -1500 -1500 -1500 ~1500 -1500 -1500 ~1500 -1500 ~1500 1500
ADD*L LEGAL FEES -600 -600 -600 600 -600 600 -600 -600 -600 -600
0SI1A -500 -500 -500 -500 -500 0 0 0 0 0
TORT CLAIMS -75 -75 -75 -75 -75 -75 -75 -75 -75 -75
OTHER EXPENSES ~100 -108 -100 -108 -100 -100 -108 -100 -100 -100
WORKING CAPITAL ~4377 -95 160 -57 -49 42 4 16 1 -2
ONE TIME STARTUP ~1750 0 0 0 0 0 0 0 0 0
TOTAL STARTUP ~13424 -7194 -7096 -6007 -6653 -6000 -5803 5644 -5509 -5364
ADJUSTED CASH -17060 -0402 ~6172 -3900 ~2114 342 439 630 613 500

**DOES NOT INCLUDE REAL ESTATE LEASES, DOES INCLUDE MISCELLANEOUS LEASES SUCH AS WIRE AND PIPE EASEMENTS
OP $296. REAL ESTATE LEASES ARE TREATED SEPEHATELY.



Present Value of Future Cash Flows

As previously discussed, the fair market value of the Alaska
Railroad is the amount which the State would have to pay to
outbid (e.g., by one dollar) any competing potential purchaser.
To determine the maximum bid of a competing non-government
purchaser, the estimated future cash flows must be discounted zo
present values at a rate equal to the cost of capital that the
privata purchaser would employ in valuing this railroad.

In arriving at a weighted average cost of capital to use as
the discount rate in this valuation, numerous factors were
considered. Among these were railroad debt-equity ratios, the
cost of debt, the average real return on equities, and risk
premiums used in other rail valuations. The resulting constant
dollar discount rate was then compared to discount rates used 1in
various- other railroad related valuations as well as to the cost
of capital for the nation®s railroads as found by the ICC 1in
Ex Parte 436. These comparisons served as a check on the
reasonableness of the rate used in the Alaska Railroad valuation.

USRA determined that the appropriate constant dollar discount
rate to use 1in this analysis was 16 percent as applied to the

projected cash flows expressed in constant dollars.* The

*This discount rate is not comparaole to the race used in tne
real estate analyses for two reasons: (1) As noted above, the
continued earnings valuation was performed 1in constant dollars.
In contrast, the real estate analysis considered the effects of
appreciation 1in value of the real property, and was performed 1in
inflated dollars. (2) Different special considerations were
relevant to the real estate analysis than to the continued
earnings valuation. -



development of this discount rate required weighing the special
considerations attendant to the Alaska Railroad. Elements of

these special considerations include:

* The possibility of not realizing cash flows that, in
turn, are based on estimates, not on historical
evidence,

* The change from Federal ownership,

*x The onset of full regulation by the ICC upon the change

in ownership, and

* The uncertainties on the world energy markets.

Measuring Potential Alternative Use Value

To measure the possible alternative use value of the Alaska
Railroad"s assets under the terms and conditions of ARTA, USRA
hypothesized that, beginning in the eleventn year, there would be
an immediate cessation of all rail operations to permit the
Railroad®"s operating assets to be placed in their highest and
best alternative uses.* To assess the effect of such an option on

value, USRA performed the following analyses.

*In determining possible alternate uses for the Railroad"s real
estate, it was USRA®"s judgment that it would be highly
speculative to assume that any operating real estate could be
otherwise developed under a continued operations scenario,
particularly during the early years following transfer to the
State. Not only would such development require relocation of
existing yards or other facilities, but it is also uncertain that
any major redevelopment plan could easily obtain the required

approvals of various disparite interests. Further, any
assembling of operating and non-operating real estate would most
likely be affected by existing leases. In light of these factors

which would affect both the timing and costs of any partial
alternative development of the operating real estate, USRA
concluded that 1its consideration of the alternate use value of
these parcels in a liquidation scenario after ten years was a
fair method of measuring their value for other purposes.
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Rail Operations

If the Alaska Railroad were planning to totally cease
operations, it might well cut back dramatically on all its
expenses before the eleventh year. It is also true that shippers
would begin to find alternative modes of transportation;
consequently, the Railroad®s revenues would also drop
dramatically. For purposes of this analysis, we have assumed
that revenues would drop by the same dollar amount per year as
expenses. We have used the cash flows generated by the Railroad
for the continued operations scenario (as adjusted by USRA) as
being representative of the cash flows that the Railroad would

generate in the liquidation scenario.

Labor Protection

As a result of discontinuing rail operations, USRA has
assumed that there would be imposed on the owners of the Alaska
Railroad labor protection conditions similar to those commonly
known as "New tfork Dock™. These conditions essentially require
employees (depending on seniority) to be paid their full salary
and benefits for six years, unless they find other jobs. In the
case where an employee finds another job at a lower rate of pay
than the one he had on the railroad, thatemployee is entitled to
the difference 1in pay between his new job and what he received or.
his old job. Protected employees also have the option of taking
a one-time lump sum payment equivalent toone year"s pay.

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

protection conditions, USRA assuni#d that- all narminnf



would be eligible to receive labor protection payments. 0f these
employees, based on the current age profile of the Railroad’s
employees, USRA assumed that (1) all those 55 and older would
choose to retire, (2) 25 percent of the eligible employees would

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

work force would find new employment each year.



FACILITIES AND EQUIPMENT ASSETS*®

USRA selected Frank S. King and Jackson R. Bell, experts in
railway engineering and equipment, to assist in determining the
alternative use value of the Railroad"s facilities and equipment;
they determined the net value that could be realized from
disposition of these assets taking into consideration all of
ARTA"s terms and conditions. Their analysis 1is described in
greater detail 1in their report to USRA.

USRA first assembled and validated the Railroad®"s inventories
of track, equipment, and other facilities. These assets include
"approximately 650 track miles,* yards and port facilities, shops,
buildings, bridges, communications facilities, 1,642 freight
cars, 46 passenger cars and 62 locomotives, as well as
maintenance and shop machinery. Physical 1inspections were made
as required to determine the condition of the assets,** and a
determination was made as to which asset categories would be sold

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

*This figure represents the total of ail the Railroad®"s track
including not only its 460-mile main line from Seward to
Fairbanks, but also its branch lines as well as passing tracks
and yard tracks.

**USRA also relied on this condition assessment to determine the

Railroad®s maintenance and capital requirements for use 1in

determining the Railroad"s continued operations value, previously
* -

discussed. " e



USRA estimated the range of market prices for resale and for
scrap, dismantling costs, shipping costs from Alaska, and costs
to comply with environmental or other regulations.* In making
these estimates, USRA considered various market data such as the
demand for scrap and the supply and demand for used railroad
equipment and used rail.

Since ARTA requires that the State must continue to operate
the railroad for at least ten years or suffer reversion, the
state could not realize any alternate value from liquidating
these assets until ten years after transfer.** USRA estimated
that an orderly dismantling and liquidation program would require
2 1/2 years, beginning in 1994 and finishing in 1996.

USRA determined that the net proceeds from sale of the
mRailroad"s track and facilities plus its equipment would be

$11.6 million in 1983 constant dollars.

*USRA was assisted in these areas by Mr. Michael V. Cody.

**Indeed, based on the Railroad® forecast, the positive earnings
projected for 1994 and later years, if realized, would prevent
the Railroad from obtaining authority to abandon under the
applicable provisions of the Interstate Commerce Act. This
represents a major uncertainty that any purchaser would weigh
heavily before paying a price based in part on asset values to be
received many years in the future and only if rail operations
could be discontinued.



REAL ESTATE ASSETS

USRA selected Jackson-Cross Company, a nationwide real estate
appraisal firm, to assist in valuing the Alaska Railroad 3% real
estate assets. Jackson-Cross determined the present value, as of
October 1, 1983, of the Railroad"s real estate taking into
consideration all of ARTA"s terms and conditions. Their analysis
is described in greater detail 1in their appraisal report to USRA.

To consider the ARTA Section 610(a) requirement that the *
State must continue to operate the railroad for at least ten”
years or suffer reversion, USRA instructed Jackson-Cross to
consider the Alaska Railroad®s real estate assets in two
categories:

* "Non-ooerating"” property - land which 1is not necessary
for the railroad™s operations. This 1is essentially real
estate which is leased to third parties, or which 1is
available for development.

* "Operating"™ property - all other property, such as the
rignt-of-way, yards and other facilities, 1including the
port facilities at Whittier and Seward.

Because the Railroad®s "non-operating™ property is not required
for rail operations, it is not affected by the continued rail

operation requirement. However, because of ARTA"s restrictions,
USRA assumed that no value could be realized from alternate use

of the Railroad"s operating real estate until ten years after

transfer to the State.* Jackson-Cross was instructed to determine

*In same locations, the Railroad is presently earning income from

easements or permits on operating property which do not interfere

with rail operations. This income was considered in USRA"s
(Continued)



(1) the present value of the cash flow which can reasonably be
projected from continueddevelopment ofthe Railroad®"s ncn-
operating real estate, and (2) the present value of the cash flow
which could reasonably be projected from alternate use of the
Railroad®"s operating real estate beginning ten years after
transfer.

Most of the Alaska Railroad®s real property not required for
rail operations is currently leased to others, and there was no
reason to assume that a purchaser of the property would change
this practice. Jackson-Cross, therefore, based its appraisal
upon the assumption that the Railroad"sreal estate would be
leased rather than sold. To the extent that any current rents
are below market levels, the lease assumption explicitly
considers that fact. USRA assumed that the State will be
required to honor the terms and conditions of these leases. They
were thoroughly reviewed and analyzed, and USRA has considered
their effect 1in determining the value of the Railroad®"s real
estate.

Jackson-Cross then assumed that, except as prevented by
existing leases, rents would be set at market levels. It
(Continued)
continued operations valuation. As discussed later, the Railroad
lacks clear title to much of the right-of-way so that it would no
longer be entitled to income from such property upon conversion
to alternate uses. As to right-of-way properties where the State
will acquire clear title under ARTA, it was not considered
feasible to attempt to ascribe any separate value to this
potential 1income, since the highest and best alternate use might
well either (1) preclude the continuance of the easement or

permit or (2) result in the lessee, rather than the fee owner,
collecting such easement or permit 1income.



estimated the net revenues that most likely would be realized
from a normal leasing and management program as well as the
period of time an investor would perceive as necessary to realize
those net revenues. Jackson-Cross then discounted these
projected net revenues to consider the cost of money over time
and the risk of uncertainty that those projected net revenues
would, in fact, be realized.*

USRA classified tha Railroad®"s real estate into ™non-
operating®"l and "operating” based on current railroad operational
requirements with reasonable estimates for operational expansion.
All land presently leased to others was classified as non—
operating, 1including lands leased to tenants who are also
shippers on the railroad.

There 1is no definitive inventory available of exactly what
constitutes the property of the Alaska Railroad. USRA compiled
maps from the Railroad®"s records to correspond with an inventory
estimate which had been prepared by the Department of
Transportation in 1981. Additional inventory information was
contained in. the 605(a) Report. However, despite the best
efforts of all parties involved to assemble whatever 1inventory

data are available, substantial questions still remain.

*In practice, the lease assumption produces the same value as an
assumption that the real estate would have been sold over a
period of years, subject to the existing leases. This 1is because
the prices investor(s) would be willing to pay are a function of
the rental income that could be earned, taking into consideration
both present rents and projected future rent increases.
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Most notable of these questions 1is the definition of exactly
what rights will ultimately be conveyed to the State of Alaska.
Depending on future adjudication or negotiation, there are many
instances where the State may receive less than fee title to
portions of the Alaska Railroad"s real estate, particularly its
right-of-way. Exhibit 1 to the 605(a) Report summarizes existing
claims against the property. According to that exhibit, prepared
by the Anchorage office of the Bureau of Land Management, more
than half of the Alaska Railroad®"s right-of-way passes through
lands which were patented to private parties or to the State
without a specific reservation for the Railroad"s right-of-way.*
In a limited number of areas, mining claims have also been filed
which are near to or encroach upon the right-of-way. Further, in
other locations, ARTA provides that the State will only receive
an "exclusive use easement"™ to certain portions of the right-of-
way .

Therefore, 1in an alternative use scenario, the Railroad would
have no legal 1interest to transfer 1in considerable portions of
its right-of-way. Accordingly, 1in determining the value of the
Railroad®s operating real estate for alternate uses after ten
years, Jackson-Cross was instructed not to include value for any

parcels where ownership would disappear upon cessation of rail

*0f a total of 619.11 miles of right-of-way, 142.34 miles have
been patented to individuals; 137.87 miles have been patented to
the State; and 91.25 miles have been tentatively approved for.
patent to the State upon survey. An additional 85.92 miles have
been selected by the State, and another 1.3 miles appear to have
been patented to both private parties and to the State.



operations. Further, because clear title existed for very little
of the right-of-way, Jackson-Cross was also instructed not to
consider "corridor value™ for the Alaska Railroad"s right-of-way
in its alternate use determination.

Additionally, significant portions of the right-of-way, as
well as certain parcels of land adjacent to or away from the
right-of-way, are subject to claims under the Alaska Native
Claims Settlement Act of 1971 (ANCSA) and the 1906 Native
Allotment Act. These claims will npt- have been settled prior to
the issuance of this report. It is not possible for USRA to know
the final outcome with respect to these parcels. Therefore, as
further discussed 1in Appendix A, USRA has analyzed the value of
these parcels separately and has evaluated their 1impact on the
Railroad"s fair market value.

Jackson-Cross determined the present value of the Railroad®s
non-operating real estate to be 547.3 million. Jackson-Cross
determined that the present value resulting from alternate use of
the Railroad"s operating real estate after a hypothetical

discontinuance of rail operations 1is 57 million.






NATIVE CLAIM SELECTION ANALYSIS

The Alaska Railroad 3 real estate inventory includes certain
parcels which are subject to claims under the Alaska Native
Claims Settlement Act of 1971 (ANCSA) and the 1906 Native
Allotment Act. Section 606(b)(1)(A) of ARTA directs that
"[d]Juring the ten months following the date of enactment of this
.Act, . . . the Secretary of the Interior, Village Corporations
with claims of valid existing rights, and the State shall review
and make a good faith effort to settle as many of the claims as
possible.". Failing settlement, ARTA Section 606(b)(2) further
directs that the "Secretary of the Interior shall complete the
final administrative adjudication required under this subsection
not later than three years after the date of enactment of this
Act."

According to data furnished by the Alaska Railroad and the
Anchorage Office of the Bureau of Land Management, Native claims

have been filed for the following ten parcels.

GRAVEL ROCK
LOCATION ACRES  RESERVE  RESERVE
EAGLE RIVER 1596 Yes No
BIRCHWOOD 978 - Yei No
EKLUTNA 605 YIS Yes
MATANUSKA 238- No No
PITTMAN 140 yIf  Yes No
BROAD PASS 561 J Yes No
HEALY 123 uh " No = No
NENANA 231 1 No No

HOLY CROSS 60 No No



No negotiated settlements have been reached, and the ultimate
disposition of these parcels cannot be known at this time.
However, despite these unresolved 1issues affecting the basic
inventory to be valued, ARTA directs that USRA report one number
representing the Railroad®s fair, market value.

At this time, there are considerable uncertainties as to
whether any of these parcels will ultimately be conveyed to the
State. The possibilities range from conveyance of all or a
substantial portion of these parcels, which would suggest an
upward adjustment to value of as much as $3.2 million,* to
conveyance of only operating real estate and the loss of access
to currently used rock and gravel reserves, in which case a
reduction 1in value approximating $1.8 million** would"be
appropriate. IT the status quo was maintained - that 1is, if the
Railroad was conveyed lands underlying rights-of-way and
facilities and the continued right to withdraw rock and gravel as
needed from currently utilized reserves - no adjustment to value

would be appropriate. Moreover, some parcels may be conveyed

*Jackson-Cross estimated the fair market value of the Railroad"s
total real estate inventory with and without the parcels subject
to Native claim selection. From this analysis, USRA determined
that the Railroad®"s fair market value would be 1increased by

$3.2 million if all parcels subject to Native claim selection
were conveyed to the State. This estimate assumes all the
previously described ARTA terms and conditions.

**JSRA also considered the 1impact on value if the Railroad were
to lose all of its present rights to withdraw gravel or rock from
these parcels. While precise estimates are not available,
increased costs for using alternate sources of rock and gravel
would reduce the Railroad®s fair market value by about

$1.8 million.



only if, in subsequent negotiations, the State agrees to exchange
other State lands for such parcels.

In light of this broad spectrum of unknown and virtually
unpredictable future events, USRA can find no basis for assuming
that a prudent investor would pay for the speculative possibility
that significant portions of the Native claim parcels would be
conveyed in the future. Therefore, we consider that it is
inappropriate for our fair market value determination to include
any amount ascribed to these parcels. We feel that this
conclusion is a fair balancing of both the downside risk that the
Railroad might lose access to the gravel and rock reserves and
the upside possibility that at least some of these parcels beyond
those directly utilized in support of current® rail operations

might ultimately be conveyed to the Railroad in fee.



Inventory and Condition Assessment
EXECUTIVE SUMMARY

The results of our examination of the fixed facilities and
equipment of The Alaska Railroad, including analysis -of the data
provided by the United States Railway Association and The Alaska
Railroad, and information obtained by on-site inspections and
interviews with officials of The Alaska Railroad, are summarized

as follows:

The inventory of the fixed facilities has been prepared using
The Alaska Railroad records and information furnished verbally by
knowledgeable railroad personnel. This information was
supplemented by sample inspections, but actual physical counts
were beyond the scope of this effort. The track chart, yard
maps, timetable and certain estimated counts furnished by the
railroad are the basis for the inventory of track materials. The
total quantities of this material are reasonably accurate,
although there may be some 1insignificant variations in sub-total
guantities of the smaller weight vrail and associatedtrack
materials. Total counts of rail in track are within0.7 percent
of the reported total mileage of the railroad. Bridge, trestle,
culvert, tunnel, building, marine facility and highway crossing
schedules or summaries were prepared from lists furnished by the
railroad. Communication and signal information was furnished in
part verbally and from records furnished by the Engineering

Department of the railroad.



Tha track structure of tha railroad appears to be in
relatively good condition for present day tonnages and train
speeds. Most of the 115 Ib. RE rail laid on the main line and
Whittier subdivision is in relatively good condition with only
minor wear and would be suitable for cropping, welding and
relaying in Class 1 railroad branch lines or even low tonnage
mainline tracks. However, except for some 115 Ib. turnout
material and a relatively few 13. inch double shoulder tieplates,
other track materials would probably not be reusable on railroads
in the "lower 48." The bridges including the wood trestles are
in good condition. Most railroad communications are transmitted
through a modern micro-~wave system, 1including but not limited to,
radio equipped locomotives, maintenance of way and automotive
equipment supplemented by approximately 150 portable type radio

receiver-transmitter sets.

Spending in recent years for rail, ties, ballast and
surfacing appears to have been adequate to properly maintain this
railroad. However, because of the overall age of the crossties
and the lighter weight rail, it appears that some increase 1in
spending is warranted for the installation of these materials.
Both capital and expense spending have been adequate to properly
maintain bridges, trestles and culverts, marine and communication
facilities. Operating expenses for these facilities should
continue at about the stme level. However, capital spending will

have to be increased somewhat if the railroad should be



transferred from Federal ownership. Additional expenditures will
be required to correct OSHA and State of Alaska building code

violations.

To estimate the Railroad®"s alternate use value, costs have
been estimated 1in 1983 dollars to dismantle the tracks, to load
the material (excluding crossties and ballast) into cars, and to
transport it to the port at Whittier. At current scrap prices,
the cost of picking up, loading, moving- to port and shipping to a
location of a quantity buyer would exceed the sale value of all
types of steel scrap. Therefore, this report provides two
options; one for handling only that material, 115 Ib. reusable
rail, turnouts and tieplates, with a positive resale value, and
the second for reclaiming all track materials (including all
steel scrap) except crossties, timber and ballast, regardless of
value. Because the cost of dismantling the bridges, trestles and
culverts and moving the reclaimed material to a marketplace would
exceed the sale value, it is assumed that these structures would
remain in place (except for the Tenana River Bridge discussed 1in
detail at page 64). The micro-wave communication system would
probably be of value to some public body or a private

communications company "where 1y, as 1is.

The 1inventory of equipment has been prepared using The Alaska
Railroad records, supplemented by on-site inspections and
interviews with selected officials of the Railroad®"s Mechanical

Department. Representative samples of each general category of



equipment were 1inspected and formed the basis for judging the

condition of equipment.

The fleet of 62 locomotives, excepting the five GP-40-2
locomotives delivered in May 1983, 1is generally in poor to fair
condition. Locomotives are maintained on an as needed
immediately basis or on an as funded basis. Due to the
relatively low annual mileage, the Railroad has managed to
maintain locomotives without any major planned maintenance/

overhaul/rehabilitation programs.

The passenger fleet of 52 cars 1is generally in fair condition
with the exception of the recently rehabilitated all-electric
cars wnich are in very good condition and which represent 20
percent of the fleet. The passenger car fleet is well
maintained, but again without planned maintenance/rehabilitation

programs.

The freight car fleet of 1,642 cars ranges in condition from
new to not fit for service or too old for 1interchange. By the
end of 1983, 46 percent of the fleet will be prohibited 1in
interchange. These cars are also maintained on an as needed

basis

The highway vehicles, most of which are owned by the General
Services Administration and leased to The Alaska Railroad, are
generally 1in good condition and well maintained. Miscellaneous

equipment such as snow plows, locomotive cranes and spreaders are



generally in fair condition and maintained/repaired as required.

The cabooses have all been rebuilt and are in good condition.

The maintenance of way equipment 1is generally in fair to good
condition and well maintained. Formal records for equipment
maintenance are not kept by individual piece of equipment;
therefore, maintenance history of equipment is difficult to

determine.

The shop equipment, such as turret lathes, wheel machines,
armature extractors, boring mills and drill presses, 1is in fair
to good condition. Shop overhead “cranes need general overhaul
and repair and the drop pit needs total rehabilitation. The
Alaska Railroad 1is just beginning to develop planned maintenance

programs for shop equipment.

We assessed equipment condition from the point of view of
service life and maintainability to provide the required service
for the continuing operation analysis, and we have categorized
equipment by type, quantity, scrap or reusability based upon

current condition and age for the alternative use scenario.

Conclusions

The following table summarizes our analysis of projected
operating expenses and capital expenditures which will be
required from 1984 through 1993 to maintain the railroad"s fixed
facilities and equipment in adequate condition for the forecasted

traffic.



PROJECTED OPERATING EXPENSES
AND CAPITAL EXPENDITURES

Facilities & Equipment
(Millions of 1983 Dollars)

Operating Expenses¥* Capital
Year Engineering- Ecuioment Expenditures**
1984 10.56 9.38 14.00
1985 10.58 10.71 14.00
1986 10.68 10.92 14.00
1987 10.76 11.11 14 .00
1988 10.96 11.30 14.00
1989 11.06 11.50 13.50
1990 11.16 11.50 13.50
1991 L11.12 11.50 13.50
1992 11.28 11.50 * 13.50
1993 11.45 11.50 13 .-50
Totals 109.61 110.91 137.50

Excluding depreciation.

** Includes expenditures required for compliance with OSHA as
well as state and local codes.

The following describes the results of our analysis of the
net liquidation value of the fixed facilities and equipment of

The Alaska Railroad. These results are provided in two options:

Option NO. l-——————mmmmmmmm e - - $13,925,000
(does not include any scrap track materials)

Option No. 2 ----$11,639,000
(includes all metallic scrap track materials)

J-C.



INVENTORY AND CONDITION ASSESSMENT

Rail

Track materials comprise the major element of the fixed
facility inventory, of which the biggest and most valuable item
is the 115 Ib. RE rail. Most of this rail was rolled by Colorado
Fuel and Iron Company 1in the early 1950"s and laid during the
same period. Although much of this rail has now been in track
for over thirty years, wear, except on the sharper curves, has
not been appreciable due to the low tonnages handled. See
Traffic Density Charts, Appendix Il, Exhibit 41. A sampling of
rail head wear measurements were taken on both heavy and light
tonnage lines which carried 7.90 and 2.60 million gross tons
respectively in 1982. These measurements indicate relatively
light wear except on the sharper curves where flange .wear 1is

appreciable. See Appendix I. Exhibit 1.

The detected defective rail history is relatively good and
presents no problem. Prior to 1978 the Alaska Railroad operated
rail defect detector equipment over 1its lines once every five
years, but since that time they have been operated annually
except for 1978 whé? two inspections were made and 1979 when none
was conducted. During the five-year period from 1978 through
1982, these inspections detected a total of 147 115 .Ib. rail
defects which includes 23 defects caused by outside sources,

i.e., engine burn fractures, defective welds and broken bases.



See Appendix I, Exhibit 2. For thia period an average of 3.17
defective raila per year were detected per 100 railea of main
track, laid with 115 1b. rail, including the Whittier
aubdiviaion. Thia hiatory doea not adveraely affect the
auitability of thia rail in ita present service or for relying on
light tonnage tracka.

On-the-ground inspections revealed that, except for rail laid
on curves of four degrees or more, the main line 115 Ib. rail is
in goad condition with very little bending at the joints. See
Appendix II/ Track Pictures. Some chipping of the rail head
running surface at the joints was observed which can be corrected
by welding for its present usage or by croppingl/ for relayer use.
The railroad is turning and renewing rail on curves as required,
Much of thia worn reclaimed.rail ia then relaid in yard/
industrial and storage tracks.

This 115 Ib. rail laid on the main line and the Whittier
Subdivision is in auch condition that/ with the projected
program/ it will adequately carry present and projected traffic
levels with spot renewals on curves and replacement of defective
raila aa they occur. However/ some of thia rail will be removed
from the main line in the next ten years in order to replace
light rail in yard and siding tracka. Most of this 115 Ib. rail

1/ C n, al ing off approximately 13 inches on
each erqap\%nlghaeﬁl%lfnarlnteeagstﬁnglvnogrn jOIanaré(Ell. y |



is of auch quality that, if it were to be removed, it could be
cropped, welded into long strings and relaid in light tonnage

main tracks, branch lines, sidings or yard tracks.

The 1inventory of rail was developed by using the track chart,
the timet?.5 yard valuation maps, actual lengths of track and
quantities of rail by section all furnished by The Alaska
Railroad. Since the lengths of all tracks other than the main
were provided from clearance point to clearance point or end, a
factor was applied to account for the rail used on the turn-out
side to the clearance point. See Appendix I, Exhibit 3. Half of
this turnout rail 1is considered scrap to allow for worn stock
rails and curved lead rails. Also, most of the rail on curves of
four degrees or more 1is considered not reusable, and, therefore,
is classified as scrap. Those scrap rail assumptions for
turnouts and curves including spirals should adequately
compensate for the occasional other rails with engine burns or

other defects disqualifying them for main or branch line use.

The calculated length of all rail presently in track is 658.0
track miles. Inasmuch as there 1is no market for large quantities
of rail sections of 90 Ibs. or less, all rail other than the 115
Ib. 1is considered scrap which amounts to a total of about 15,900
net tons including an estimated 238 1in storage on the ground.
There 1is approximately 14,800 net tons of 115 Ib. scrap rail
which is about 14.1 percent of the total of this rail presently

in track. In addition, there is an estimated 435 tons of



reusable, hereafter referred to as "fit,"” rail 1in storage. The
method used for calculating tonnage Tfigures is shown 1in Appendix
I, Exhibit 4. The fit 115 Ib. rail in track and in storage
amounts to approximately 90,400 net tons. A breakdown for all

rail by section and track is shown in the Appendix I, Exhibit 5.

In addition, there 1is a small quantity of new 115 Ib. rail
stored on the ground principally at Anchorage. Pit and scrap
material in storage was estimated by the Railroad which provided
the quantities of stored fit and scrap rail. As of February 23,
1983 there was $701,699 worth of new rail, other track material
(0OTM) and turnout material on hand. See Appendix Il, Exhibit 42.
For the purpose of this study, it is assumed that this material
would, 1in general, be used prior to any hypothetical date of
cessation of service and that scrap sales would continue so that,
at that date, new material would be exhausted and scrap and fit
materials on hand would be st approximately the same level as
today. This same assumption is made regarding all other new

maintenance of way materials now in stock. -

In the latter part of 1982, the Alaska Railroad began buying
and using a chrome alloy (Chroma) rail in 78-foot lengths to
reduee curve wear and rail joint maintenance. At this time, the
guantity of this rail, which has all been used to replace worn
out curve rail, 1is relatively small and is, therefore, not
singled out as an individual inventory item. Depending upon wear
it will either be fit or scrap and fall into its proper category

as described above.



Other Track Material (0TM)

The OTM used with all rail sections 1is generally 1in good
condition for its present usage. However, most of it is obsolete
or of too small a size and weight to be considered reusable by
another railroad. Therefore, for the purpose of this inventory,
with several exceptions, most of this material is classified as

scrap.

Several years ago, Tho Alaska Railroad changed their
standards for both 115 Ib. tieplates and splice bars. The new
tieplates are 13 inch, double shoulder punched for both rail and
hold-down or anchor spikes. These tieplates replace 11 inch
double shoulder plates punched only for four rail holding spikes.
Thirty-six inch, six fiole splice bars.replace 24 inch, four hole
bars. The track between Portage and Girdwood, 10.3 miles, 1is
equipped with the new bars and plates. Approximately another
2,000 pairs of these bars and 100,000 each of the 13 inch

tieplates are scattered over the main line.

Splice bars on this railroad are well maintained including
periodic oiling to prevent corrosion. Most of the 24 inch bars
and all of the new 36 inch bars are in good condition, but none
have any value as reusable. Any railroad buyers of the 115

Ib. rail would weld it into long continuous strings eliminating



the need for the conventional splice bars. This railroad does
not presently have in place any continuous weldedrail except for

short strings through grade crossing.

No major railroad would buy and spend the money to install
small 11 inch plates including those showing any interest in the
115 1b. rail. However, the 13 inch plate punched for anchor
spikes should be marketable and they are, therefore, considered
as fit for resale and reuse. There are relatively few of these,
numbering about 159,000. The Seattle, Washington, price of this

fit material is $2.80 each2/ or 5286 per net ton.

Although the other 115 Ib. OTM including rail anchors,
spikes, bolts and nutlocks 1ia in adequate condition for its
present use, none has a resale value for reuse. Hail anchors are
not as effective after the first application and not worth a
reasonable price plus the costs of distributing and applying.
Bolts and nutlocks are not required for the same reason that
splice bars have no market as described above. Spikes once
driven and then pulled are usually bent making them undesirable
for further use. See the Appendix 1, Exhibit 6 for additional

information on the inventory of other track material (0TM).

2/ Mr. Michael Cody, a consultant retained by USRA, furnished
all values and prices of fit and scrap track materials in his
report to OSRA dated September 1, 1983.

|-1a



Turnouts

The Alaska Railroad utilizes three different size turnouts 1in
basically two rail sections. They are No. 7 % and No. 9"s 1in the
70 Ib. ASCE and 115 Ib. RE sections (one No. 7, 75 Ib. ASCE) and
115 Ib. No. Il1"s used in the main tracks primarily at passing
sidings. Sample on-the-ground inspections revealed the 115
Ib. turnout components; switches, frogs, guard rails, etc., to be
in good condition although some worn and chipped switch points, a
few worn stock rails and slightly worn frogs were noted. The 70
Ib. turnouts were, generally, in fair condition with a few found
to have well worn switch points, loose braces and other worn

components.

It is estimated that 85 percent of the 115 Ib. No. 11
turnouts and 80 percent of 115 Ib. No. 9*3 in the main track are
fit for reuse, and approximately 75 percent of the 115
Ib. No. 9"s in use in other than 1in main tracks are considered
reusable. For the purpose of classifying fit turnout material,
this report considers only turnout packages.3/ No tabulation has
been made of individual switch points, frogs, guard rails, plates °

or other turnout components. These turnout packages for 115

Ib. rail are presently being purchased new by the railroad.

3/ "Turnout packages™ 1include switch points, rods, plates,
braces, heel blocks, frogs, frog plates, guard rails and all
bolts associated with complete switches, frogs and guard rails if
needed. They do not include any rail including the stock rails,
regular tieplates, rail splice bars, track bolts, track nutlocks,
anchors, switch stands or any switch timber.



Similar to the handling of 70 Ib. rail and OTM all reclaimed
70 Ib. turnout material ia considered scrap and so tabulated in
tons. Although approximately 77 No. 7-115 1Ib. turnout packages
are in good condition and fit for reuse, there would be no buyer.
Most railroads prefer No. 8 turnouts as a minimum size and use
the shorter, sharper turnouts only for special unique situations.
The Alaska Railroad 1is now replacing worn out No. 7°s with
No. 9 % whenever possible and also avoiding the use of No. 7"s 1in
new construction. There are a total of 208 No. 9 and 93 No. 11
115 Ib. turnout packages considered saleable for reuse. See

Appendix I, Exhibit 6.

Crossties and Switch Timber

There are approximately 2,092,000 crossties and approximately
690,000 lineal feet of switch timber in track. The ties are soft
wood, Tfor the most part hemlock and fir. All ties are creosote
treated and those installed inrecent years and at the present

time measure 7 in. X 9 in. x 8 ft. 6 1in. Both ties and switch

timber are generally in good condition.

These ties and timber would have little value in the
alternative use scenario. It is, therefore, assumed that they
would be left in place. There may be opportunities to sell a
modest number of these ties and timber on a "where 1is-as 1is"
basis after track removal, but the net proceeds would be

negligible. Other railroads would not spend the money to buy and

install used softwood ties.



Ballast

For many years the ballast used on this railroad was pit run
gravel with the grading ranging from sand to river stones as
large as a man"s head. In recent years the railroad has been
crushing this gravel to a maximum size of about two to two and
one-half inches. This has made a considerable improvement 1in
track conditions and expedited surfacing and lining with modern
track maintenance equipment. Although 1in many areas, but not
all, this ballast is clean and dry, any reuse value would be
difficult to estimate and would be less than the cost of

salvaging.

Bridges, Trestles and Culverts

There are 76 undergrade steel bridges of various types, all
in good condition. See Appendix 11, Bridge Pictures. These
bridges are listed by location and type in Appendix II,

Exhibit 43. Sample inspections were made of 17 of these
structures. Although many have not been painted fot some time,
there was no evidence of oxidation or corrosion. Abutments and
piers appeared to be in good condition with little or no spawling
or undercutting. Most of these bridges have open decks. A
considerable amount of bridge timber has been renewed 1in recent

years so that the decks, 1in general, are in good condition. The



only component of these structures with any value is the steel as
scrap. However, the cost of dismantling these bridges and
loading and transporting the steel to a market would far exceed
the sale price.

There are 129 wooden trestles on this railroad as of
February 28, 1983; a schedule of these trestles is shown in
Appendix 11, Zxhibit 44. Sample inspections were made of 34 of
these structures, All were found to be in good condition. The
Chief Engineer stated that all of the other trestles were in a
similar condition. All decks, except three with ballast, are of-
the open type. The bridge timber on the open deck trestles, as
on the steel bridges, is in good condition. Two of the ballast
deck trestles were inspected and no exception could be taken.
The structure condition is good, the ballast clean and dry. The
track condition is good including rail, ties, surface and line.
All timber including piling, caps, cross bracing, stringers and
decking is treated and in good condition. Even though this
timber is in good condition, its market value would be far less
than the cost of dismantling.

A listing of all culverts by location, type, size and length,
dated July 31, 1983, indicates a total of 1508 scattered over
the entire railroad. There are at least twelve different types
including open top wooden track boxes, built with logs, built
with lumber, corrugated.metal pipe, concrete pipe, and multi-
plate. Sizes vary from concrete and metal pipe 12 inches in



diameter to twin ten foot diameter multiplate with lengths
varying from eight to 216 feet. A summary of this listing can be

found in Appendix 11, Exhibit 45.

Sample inspections of two multiplate and 12 corrugated metal
pipe culverts were made and these facilities were found to be in
good condition, open at both ends with adequate length and grade
suitable for the physical characteristics of the location. There
were 49 open top track boxes installed between 1949 and 1968 of
which most were built in 1953 and 1958. The railroad has an
ongoing program to replace these boxes with below grade pipe
culverts, and by the end of this 1983 fiscal year there will be a
significant reduction in their number. There are four culverts
in service constructed of logs between 1935 and 1938 which will
probably require replacement within the next few years. Also, of
importance when considering maintenance and capital expenditures
are the 226 culverts constructed with lumber or timber between.

1937 and 1967.

Tunnels

There are eleven tunnels on the railroad ranging in length
from 136 feet to two and one-half miles. See Appendix 11,
Exhibit 46. None of these tunnels is lined. The seven tunnels
between Seward and Portage are in relatively poor condition. The
portals are poor to fair and the tunnels are seeping with water
and have poor drainage causing serious problems. In the winter

it is "a seven day a week job to control the 1ice using bulldozers



to keep these tunnels passable for train movement, Two tunnels,
one about 3/4 mile and tho other one about 2-1/2 miles long, are
located between Portage and Whitter. Of the 11 tunnels, these
appear to be in the best condition, although they are unlined and
do seep some water. Track surface and alignment appeared good
and the drainage was adequate. In both cases the portals are
well built and in good condition. The other two tunnels located
in the vicinity of Healy appeared to be in better condition than
the Seward to Portage tunnels insofar as water seepage and
drainage 1is concerned. Track surface and alignment are adequate

for the maximum authorized speed.

A wooden snow shed 225 feet long is located just south of
tunnel No. 11.35. This shed 1is of timber construction and is 1in
relatively poor condition. Drainage, water and track conditions
within the shed are deplorable. At the time of our inspection,
there was one location in this shed where 10 inch shims were in
place between the ties and the rails. See Appendix 1I, Shim
Pictures. A large diameter metal pipe is programmed to replace
this shed, and also the former 460 foot snow shed north of this

tunnel which was removed in the Spring of 1983.



Buildings

See Appendix Il, Exhibit 47 for a list of the buildings now
in use by, or on the operating property of, the railroad. Sample
inspections of these buildings indicate that most of them are in
relatively good condition and well maintained. There are a few
buildings requiring exterior refinishing or painting and some
roof work. However, there appears to be a surplus of building
space. For example, warehouse #4 in Anchorage, formerly
leased out, 1is practically vacant. A truck storage shed was
found to be empty and a B. and B. Butler building was loaded with
military surplus, electrical and mechanical equipment. 3uilding
consolidations could result in savings in maintenance and capital

spending.

A $2,300,000 project is presently underway to change heating
methods and conserve energy in the major buildings 1including shop
facilities in Anchorage. This project will result in an improved
environment within the buildings and a return on the investment

of 10 percent.

In general these buildings compare well with similar railroad
structures in the "lower 48."
Marine Facilities

A description and listing of the major marine facilities 1is
in Appendix 11, Exhibit 48. With the exception of rail barge

slip 8l and the transit shed at Whittier, these facilities



appear/ from a overall general inspection/ to be in fair
condition. The #1 slip at Whittier is presently out of
service due to electrolysis of the steel piling in the

foundations under the towers.

Signals

Except for tnree dragging equipment detector (DEC) signals,
the only signals on this railroad are for highway grade crossing
protection. However, there are only foursets of these automatic
flashing light crossing signals owned and maintained by the
railroad. Two sets are over 20 years old and the other two were
installed during the past six years. There are a number of other
crossing signal sets owned by the State, City of Anchorage or
armed services for which the railroad is reimbursed for all

maintenance costs.

Communications

The Alaska Railroad utilizes a modern micro-wave
communication system with the exception of two short segments,
i.e., the Whittier Subdivision and on the main line between Moose
Pass and Portage where communications are handled through open
wire and seven miles of underground cable. The original
micro-wave system was installed betwwen Portage and Anchorage in
1957 and 1958, and is being rebuilt this year using all new

modern solid state components replacing vacuum tube equipment at
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a cost of $200,000. See Appendix II, Exhibit 49 for a more

detailed inventory of this communication equipment.

Transmitter-receiver radio®” equipment is installed in the
following types of equipment: locomotives, rail-highway
vehicles, track mounted maintenance of way machinery, motor cars
and certain automobiles assigned to the Transportation, M. of W.
M. P. & E., Administrative and Security Departments. In
addition, there are 120 portable handheld and 30 portable lunch
box radios. A list of thic equipment 1is also shown in Appendix
Il, Exhibit 49. All of these transmitter-receiver sets are in
fair to good condition, many of which are relatively new. The

entire system operates on FRA assigned frequencies.

The railroad is presently dismantling the open wire pole
lines replaced by the micro-wave system. Most of this work

should be completed by the end of the next year.

Locomotives

The Alaska Railroad®s locomotive fleet currently consists of
sixty-two (-62) diesel-electric locomotives, summarized as

follows:



Alaaka Railroad Locomotive Fleet

Quantity Type Horsepower

13 F-7 73 1500

10 GP-71a 1800

3 GP-351a 2500

2 2*8 1s 2400

2 MRS-1700"a 1600

11 RSD-41s 1600

21 GP-40"3 3000

62
Source: The Alaaka Railroad

Eight (8) of theae locomotivea are currently out-of-service

due to *various major repair needs.

The F-7"s, GP-7 ™, GP-35l1a and RSD-4"a are generally in poor
condition, needing substantial rehabilitation and repair of

electrical wiring, rotating equipment and engines.

Sixteen (16) of the GP-40"a are in fair to good condition,
needing some engine work and basic truck overhaul. Five (5) of
the GP-40"s, the GP-40-2"s, received by The Alaaka Railroad in

May, 1983, are in very good condition.

The maintenance history of the E-8"s and MRS-1700"a 1is
1

unknown.

The Alaska Railroad will take delivery of four (4 new GP-49

diesel-electric locomotives 1in October, 1983.



The locomotive fleet ia detailed in the Appendix |, Exhibit
7, by number, manufacturer, clasa/type, date built/rebuilt, date
received by the Alaaka Railroad, original owner, current
condition and comments. The information contained in this
Exhibit waa compiled from railroad data, interviews with the
railroad's equipment managers, and by actual inspection of

available units.

The locomotive fleet, though able to handle the traffic, will
require substantial planned maintenance and rehabilitation to
maintain current and meet increased traffic requirements.
Tradeoffs of co3t to repair and rehabilitate many of the
Railroad's locomotives will likely result in "buy new" decisions.
The following provides some detail on locomotive con Jition and

required repair/overhaul and rehabilitation:

The 1500 Series, F-7 locomotives which were built between
1949 and 1953, were purchased new from General Motors
Corporation, Electro-Motive Division. Miscellaneous upgrading
has been done on these units over the years. The general
condition of these locomotives is poor as they are in need of
rewiring, truck overhaul, electrical rotating equipment

rehabilitation and engine rebuild.

The GP-7, yard and freight service locomotives, were built in
1951 and acquired from the Array in 1960. These locomotives were
rebuilt in 1975, 1976 and 1977, and are currently in need of
truck, intermediate engine, and electrical rotating equipment

overhaul.



The 2500 series, GF-35 locomotives, were purchased new from
General Motors, EMD Division, in 1963 and 1964 and have had no
major repairs since new. They are currently in need of
intermediate engine, truck and electrical rotating equipment

overhaul.

The S-8 passenger service locomotives were purchased from
AMTRAK in 1981, and they are currently being upgraded for

operation on the Alaska Railroad'.

The MRS-1700 work train service locomotives were built in
1952 and acquired from the Navy in 1977. The maintenance history

of these locomotives is unknown.

The RSD-4 series, yard switcher locomotives which were built
in 19.53 by General Electric/ALCO and acquired from the Army in
1974 and 1975, have not had major repair work done on them since
they were new. Pive (5) of these units are currently stored with
bad order engines and the remaining units are in poor condition

requiring considerable repair/rehabilitation.

The GP-40 freight service locomotives were bought new from
General Motors in 1964, 1975, 1976 and 1973 and are generally in
fair condition. Five (5) of these will need intermediate engine
overhaul and all units will require truck overhaul in the near

future.



The GP-40-*, freight service locomotives purchased from
Chrome Crankshaft (out of a Conrail lease)/ are in very good

condition.

Photographs of some typical Alaska Railroad owned locomotives

are included in Appendix 11I.

Passenger Equipment

The Alaska Railroad passenger fleet currently consists of 52
cars, 46 of which are owned by the Railroad and six of which are

leased from AMTRAK.

The Railroad owned passenger equipment is generally in fair
conditia.i with the exception of the recently' rehabilitated
all-electric cars which are in like new condition. The
all-electric cars include six chair cars, one lunch counter/cafe
lounge, one dome car and two baggage cars. The average age of

the passenger car fleet is 29 years.

The passenger car fleet is detailed in Appendix |, Exhibit 8,
by manufacturer, class/type, date built/remanufactured, date
received by the Railroad, original owner, current condition, and
comments/repairs needed. The information detailed in this
Exhibit was obtained from The Alaska Railroad data, the
railrcrd's equipment managers and by visual inspection of

available equipment.
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Photographs of typical

included in Appendix II*

Freight Cars

The Alaska Railroad currently owns 1,642

following types:

Quantity

1,642

Source:

Railroad owned passenger

Type

Gondolas
Hoppers

Flats

Boxes

Tanks

Ballast

Air Dump
Insulated Box
Hy-Cube Box
CRB Flats
Bulkhead Flats
Covered Hoppers
Reefers
Shuttle Flats
TOFC Flats

The Alaska Railroad

cars are

freight cars of the

Of the 1,642 freight cars owned by the Maska Railroad, 197

cars are presently prohibited in

end of 1983,

a total of 7S2 cars will be prohibited

interchange due to being over forty years old.

interchange due to age.

in

By the



Thirty-six hopper cars and 51 tank cars are operating in
restricted service, exclusively on the Alaska Railroad, until
December 31', 1983 under a waiver granted by the Federal Railroad

'"Administration.

There are 114 cars in service that are over 50 years old, 87

operating under FRA waiver and 27 in maintenance of way service.

The average age of The Alaska Railroad owned freight car

fleet is approximately 31 years.

The freight car fleet is detailed in Appendix |, Exhibit 9,
by type, date built/age, capacity, quantity, current condition
and comments/repairs needed. This information was obtained from
The Alaska Railroad supplied status reports, interviews with the
railroad's equipment managers and by on-site inspections of

available equipment.

Photographs of typical Railroad owned freight cars are

included in Appendix I1I.

Highway Vehicles-Owned and Leased

The Alaska Railroad owns a fleet of 33 highway vehicles, 24
of which are equipped with hy-rail.gear, and leases 106 highway
vehicles from the General Services Administration. A complete
listing of the leased vehicles, including lease rates, is
detailed in Appendix Il, Exhibit 51. The highway vehicle fleet

is generally in good condition.



A schedule of Railroad owned highway vehicles, including

vehicle condition, is contained in Appendix |, Exhibit 10.

A photograph of a typical hy-rail equipped highway vehicle is

included in Appendix I1I.

Snow Plows, Cranes and Miscellaneous Equipment

The Alaska Railroad currently maintains 45 pieces of
miscellaneous equipment including three snow plows, 11 locomotive
cranes and ditchers, three spreaders, 27 cabooses and a business

car.

The snow plows, cranes and miscellaneous equipment condition

is described in Appendix |, Exhibit 11.

The three snow plows are in fair condition, six of the
locomotive cranes/ditchers ara in good condition and five are in
poor condition. One of the spreaders is in poor condition and

two are in good condition.

The general condition of the caboose fleet is good as they

have been recently refurbished.

The Alaska Railroad business car, "Denali*, was recently

rebuilt and is in good condition..

Photographs of representative spreaders, locomotive cranes,

cabooses and the business car are included in Appendix I1I.



Maintenance of Way Equipment

The maintenance of way equipment is summarized in Exhibit 12
of Appendix | by type, quantity, current condition and comments
and is detailed in Appendix Il, Exhibit SO. This information was
supplied by The Alaska Railroad and was supplemented and updated
by the railroad's equipment managers and by actual inspection of

available equipment.

The general assessment of the maintenance of way equipment is

fair to good and it is well maintained.

Typical photographs of 3now removal equipment and maintenance

of way cranes are included in Appendix I1I.

Shop Equipment
The Alaska Railroad shop equipment is detailed in Appendix |,
Exhibit 13, by equipment description, quantity, capacity,

location and condition.

The shop equipment, with the exception of overhead cranes and
some speciality items such as drop tables, is generally in fair

to good condition.

The listing of equipment and its general condition was

provided by The Alaska Railroad and has been supplemented by

discussions with the railroad's equipment managers.

Photographs of typical shop equipment are included in

Appendix I1.






CONTINUING OPERATION EVALUATION

Fixed Facilities Assessment

The condition of track components, bridges, tunnels,
buildings, marine facilities, signals and communication equipment
has been briefly described, but it is appropriate to elaborate on

track conditions.

Samples off all types of track, main line, branch line,
sidings, yard, shop, storage and industrial were inspected by
ehy-rail vehicle and/or on foot. A walking inspection was made of
the full length of the Anchorage yard with spot inspections of
most of the tracks and all ladder tracks. Spot walking
inspections usually consisted of a minimum of 20 rail lengths.

In addition, an overall inspection was made of the main line in
both directions between Anchorage and Fairbanks from a special

train.

These inspections indicated the rail to .be in relatively good

condition for the use intended, i.e., main track, siding, yard,
etc. Traffic on the sharper curves on the main line is causing
considerable head wear. However, worn rail is turned4/ or renewed
well before the occurrence of any problems. In fact, curve worn
rail is turned or renewed well before it is worn to the extent

\Y Turning means reversing a rail in the same location so that

the gauge or inside' becomes the field or outside, and the unworn
field side becomes the gauge side.



that eastern United States heavy tonnage railroads would take
similar action. When it is decided to relay this rail, it is

renewed with a chrome alloy (Chroma) rail in 78 foot lengths.

On siding and yard tracks the light 70 Ib. ASCE rail is

generally in fair condition. Because no rail anchors are used on
this rail, it is running (moving longitudinally) and, in certain
instances, skewing ties at joints. A few poor conditions were

noted on the auxiliary tracks at Birchwood and in Anchorage yard,
involving defective and skewed ties together with poor surface
and line. But, generally, surface is fair with some bent joints
in certain locations, and for the most part this is not a
problem. This rail, undoubtedly, would not hold up under heavy
tonnage conditions. It is being.replaced with second hand (S.H.)
or fit 115 Ib. rail aa it becomes available from main line

renewals.

The 90 Ib. rail is in two sections, ASCE and RA of which
there is a total of 17.8 track miles. Approximately 37 percent
of this track was laid without tieplates. Stretches laid with
tieplates and rail anchors, i.e., the Fairbanks Airport Spur, are
in good line and surface. The 75 Ib. ASCE rail laid only on the
Eielson Branch is in fair condition. Light rail, €5 and 70 Ib.,
is laid on the tracks in the out-of-service Valdez facility and

not a factor.



For the past six years they have averaged about 20,200. See
Appendix |, Exhibit 15. For this year, 40,000 were originally
programed, but this number has been reduced to a projected
25,000. At present, 50,000 are programmed for 1984. Sample spot
track inspections seem to indicate that a level of tie renewals
somewhat more than presently projected for 1983, but less that
programmed for 1984 should be adequate for the next five years.
Beyond that, renewals will probably have to be increased

significantly.

The Alaska Railroad has been pursuing an ambitious
reballasting and surfacing program with excellent results. With

the exception of certain locations, the greater portion of this

railroad, including branch lines, sidings and yards, is well
surfaced and lined on clean dry ballast. The crushed gravel now
in use is a vast improvement over the pit run gravel. During the

past two years, an average of about 77,000 cubic yards of ballast
were dumped and 180 miles of track surfaced. This means that
about 55 percent of the actual total mileage on the railroad was

surfaced in this two year period.

Because of many factors peculiar to the Alaskan climate and
the primitive methods of sub-grade construction (by today's
standards) used on the original lines, there are significant
miles of track that must be surfaced every year after the surface
frost is gone to remove shims and long stretches of slow orders.
It appears that the level of this typa of work performed during

the past two years is adequate. However, an increase in



The railroad projects the renewal of 31,200 feet of rail in
1983 and is presently programming 52,800 feet for 1984.
Considering present and projected traffic volumes together with
the present relatively good rail conditions, the Railroad's 1983
and 1984 levels appear adequate. However, in future years, new
rail quantities should increase to account for increased curve
wear and the need to use some main line rail to replace worn

light rail in yards and sidings.5/

Even though tha crossties are softwood with many of them now
in track approaching or over 30 years, they are in very good
condition. A few inspections revealed as few as one defective
tie per 20 rail lengths (780 feet). There was no instance found
where the ties did not meet the FRA Class 3 track standards on
the main line or Class 2 on sidings and in yards with the few
exceptions at Birchwood and Anchorage yard. Some replaced ties
were inspected of which many did not appear defective as defined
in the FRA Track Safety Standards. It is apparent that the tie
renewals during the past five years have been adequate to

properly maintain this railroad.

The railroad estimates average tie life at 37 years so that

normal tie renewals should average approximately 56,000 annually,

5/ The Railroad developed a "Normal Capital Program" (see
Appendix 1, Exhibit 14) covering all desired projects if cash
flow and traffic warranted. That program would provide for 20
miles of new rail per year. However, future needs may not
necessarily increase to the levels projected in that "Normal
Capital Program®.



ballast is programmed for this year and next, with a moderate
increase in miles of surfacing. Regardless of depth, all ballast
is charged to capital. The following table provides a

comparison.

Actual and Projected Ballast and Surfacing
1981 Through 1984

Actual Inc. vs Inc. vs

Average 81 & 82 81 & 82

1981 & 1982 1983 Actual % 1984 Actual f »

Ballast-Cu. Yds. 77,000 120,000 43,000 56 160,000 83,000 10
Surfacing-Trk. Mi. 180 200 20 11 200 20

Source: The Alaska Railroad

There are many other conditions causing problems with
expensive solutions. Maintaining banks to hold the subgrade
along the Turnagain Arm against the tides and along rivers
against the current requires continual dumping of rip-rap or
armor rock. In 1981, approximately 3,800 cubic yards of this
material was placed followed by 2,000 in 1982. This work
continues this year and must continue in future years to Kkeep the

-e in service.

Since frost heaves during the severe winters are a major
problem, continual shimming is required to keep operating even
under slow order conditions. Special track fastenings to permit
shims up to 10 inches thick were found in the snow shed at mile

post 11.3, and at mile post 151.3, concrete ties have been
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installed with threaded fastenings permitting the use of
"slotted" steel shims up to six inches thick. See Appendix 11,
Shim Pictures. At this location both sides of a short stable
stretch heave every winter requiring the shimming of the rails
across the stable or "low spot.” Then, as the frost thaws the
track must be closely watched in order to remove these shims at
the right time to avoid unsafe surface or cross level conditions.
After the shims are removed surfacing and lining is usually
required to restore the track to a normal speed operation. These
are just two examples of an expensive frost and shimming problem
on this railroad. There are 27 buildings each containing 96

sq. ft. of which the only purpose is to store shims, and they are

referred to as shim sheds.

Some stretches of the main line are adjacent tc hills on
which there are mud slides. This mud pushes up agai... C the track
and in instances over it. See Appendix Il, Slide Picfru es.
Drainage ditches are blocked and in some cases the track is moved
from its alignment. AIll chis results in considerable expense to
move this mud out either to the opposite side' of the track or to
another location via dump cars. At some locations, the railroad
has actually driven rail piling at the toe of tha slope of the
hill or mountain to reduce the pressure of these slides against

the track in an attempt to preserve the alignment.
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The timetable lists 35 slide areas covering a total 39.65
m%iles. Of these, 23 are for snow, 11 for mud and dirt and 25 for
rock. (This totals more than 35 because in some slide areas more
than one type of material is involved.) All types of slides can,
and some do, cause disruption to train operations and

considerable cost to remove the material and restore the track to

service.

Conditions on the line between Seward and Portage,
specifically between mile posts 40 and 54, result in severe
operating problems and high maintenance expense. This stretch of
track winds its way through and over the mountains around curve
after curve of up to 14 degrees and up and down steep grades,
including the ruling grades, southbound, 3.0 percent and
northbound, 2.0 percent. Six of the poorest unlined rock tunnels
with continual seeping and dripping water with poor drainage
further compound the problem. In the winter large icicles as big
as stalactites form and ice fills the track to over the rail.

All of this must be continually removed to keep trains operating.

Between the tunnels there are rock cliffs or one side with
attendant winter snow slides and falling rock at any time, with
5.7 miles of this stretch designated as "Slide Area." A steel
deck truss bridge is located immediately south of the south
portal of the first tunnel, another steel bridge between the
first and second, and a third between the fourth and fifth

'tunnel. During the winter it is a seven day per week job, using
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heavy equipment, to keep the track through this area open for

rail traffic.

Another critical stretch of track is located in the 3ealy
Canyon between mile’ posts 348.5 and 357. In this area the
railroad is built on the side* of the mountain along the west side
of the twisting Nenana River. This stretch of track s
practically all curves up to 10 degrees. The mountain rises
sharply along the west side of the track, and the sub-grade on
the east side drops steeply to the river over 100 feet below.
Although there are rock slides on the mountain, the biggest

problem is the slipping or subsidence of the sub-grade into the

river. Piling has been driven along the east 3ide of the track
in many areas in an effort to .stabilize the track. See
Appendix Il, Healy Canyon Pictures. As a result of subsidence

and continual changes in alignment, no record of the degree of

some curves in this area is recorded on the track chart.

Maintaining a railroad under these conditions ia a most
expensive undertaking. Ballast and fill materials must be
repeatedly dumped, and the track surfaced and lined even for a 20
mile per hour maximur-i speed for passenger trains and 15 for
freight. But even more critical” is the fact that under the right
conditions with a large volume of water draining off the mountain
into the sub-grade, a slip might occur sending a stretch of the
track structure down into the Nenana River. Railroad personnel

are continually on the alert for such an occurrence and are, of



course, protecting the movement of all trains. If the railroad
is to continue to increase its traffic and train movements and
operate a reliable service, reconstruction or relocation of the

track structure through this area appears to be a necessity.

Severe Alaskan winters bring heavy accumulations of snow and
ice over the entire railroad resulting in abnormally high costs,
considering winter traffic volumes, for removal to keep the
railroad operating.The following table shows these costs for

the past five years as reported by the railroad.

Costs - Snow and lce Removal~*
FY 1970 to FY 1983

1983 $936,789
1982 941,130
1981 703,140
1980 657,925
1979 660,919

* The costs for 1981 through 1983 were furnished "y the
Engineering Department. Those for 1979 and 1980 a*e from the
Financial Statements, Maintenance of Way Operating Expense,
captioned "Removing Snow, Ice and Sand and Car Cleaning."
(Maintenance of Way performs no car cleaning.)

Equipment Assessment

The general condition of locomotives, passenger cars, freight
cars, highway vehicles, snow plows, cranes and miscellaneous
equipment, maintenance of way and shop equipment has been

described in the Inventory and Condition Assessment section of

this report. However, for purposes of the continued operations



analysis, the condition assessment is looked at from the point of
view of the service life and maintainability of the equipment to
provide the required service.
To establish the maintainability of equipment, we inspected
i
the Railroad's shops and shop facilities and had discussions with

The Alaska Railroad personnel responsible for equipment

maintenance.

These inspections and interviews indicated that the rolling
stock has generally been maintained on an "as needed repair"”
basis rather than on a programmed rehabilitation/overhaul basis.
However, the railroad is now establishing certain programmed
maintenance, such as F~7, GP-7 and GP-40 locomotive

rehabilitation and shop overhead crane overhaul.

The passenger car fleet is in fair condition and maintained
to meet service requirements. Major overhaul/rehabilitation of
passenger equipment has not been done on the Railroad. The
all-electric passenger train overhaul/conversion was contracted
to General Electric's overhaul/rehabilitation facility in

Hornell, New York.

The highway vehicle fleet, including the vehicles equipped
with hy-rail gear, is in good condition. However, should the
ownership of The Alaska Railroad be transferred from the Federal
Government, the leased vehicle fleet may no longer be available

from the General Services Administration. If this fleet were no



longer available to the railroad, these vehicles could be leased
from other sources at similar costs. For the detailed listing of

these leased vehicles, see Appendix Il, Exhibit 51.

The freight car fleet has been maintained as necessary
without particular consideration for preventive/programmed

maintenance.

The large number of cars prohibited in interchange, a total
of 752 cars by the end of 1983, and tne average age of the fleet,
approximately 31 years, point out the need for The Alaska
Railroad to invest in new freight cars to meet current traffic
needs and future projections, even though freight car
requirements for the projected export coal market will be met by

the shipper.

The snow plows, cranes and miscellaneous equipment are in
fair to good condition. Some overhaul work will be required on
the locomotive cranes and ditchers to support increased traffic
projections. The caboose fleet has recently been overhauled and

is in good shape.

The heavy equipment shop, which maintains most of the
Maintenance of Way equipment, is large enough and well equipped
to handle the maintenance and repair of the railroad's
maintenance of way equipment. Planned maintenance programs such
as engine and crawler track replacements are in place and

effective. Major rehabilitation/remanufacturing pl/.ns such as



repowering forklifts and graders are also in place. The number

one problem of the heavy equipment shop is obtaining parts.

The shop overhead cranes are in need of general repair,
primarily because they are "worn out," and crane rails need to be

aligned.

The drop pit is in very bad shape, needing general repairs,

and a new truck assembly.

The locomotive machine shon equipment, consisting primarily
of military surplus, is generally in fair condition. The
boilermaker shop equipment is about 50 percent good and 50
percent poor. The blacksmith shop is an antique, and the
carpenter shop is good. The wheel shop machines are generally in
fair to good shape, with a good boring mill, which is currently
out of service awaiting parts from Germany. The equipment in the

tin shop is oid, but in fairly good condition.

The railroad has just begun a planned shop equipment
maintenance program (previously equipment was maintained only if
it needed immediate repair), beginning with a budget allotment

for the rehabilitation of overhead cranes and the drop pit.

The heavy maintenance and running repair facilities are

currently adequate, but crowded.



The diesel repair shop

being given to extension of

additional locomotives.

In general, expenditures for

(5) years have been adequate

is overcrowded and consideration

the facility

However, to maintain the same level

to meet the demands of the projected
increases in capital expenses for

maintenance, and increased

For each of the major

following table displays an

facility

index of how the

to provide

the

maintenance over

of service,

increases

new purchases,

space will

categories of freight

in

to provide space for

the past five

required service.

is

two

and particularly

trafficr

programmed

be needed.

traffic,

traffic

the

in each

category actually changed between 1978 and 1982 and how the

railroad, “rojocts traffic

to change

Freight Traffic

Piseal Year 1978 1979
Sand, Giavel & Mud .26 .23
Coal .91 .80
Petroleum Prods. .85 .63
Mfgrs. 1 Misc. .68 *02
TOFC/COFC .81 72
Forestry Prods. .88 72
Other 1.21 1.04

Source: The Alaska Railroad

in

1973-87

(Revenue tons)

1980 1931
.14 .65
.90 1.00
.57 .36
.65 .60
.75 .92

1.41 1.31

1.46 *1.06

1935

1.37
1.63
1.31

.99
1.05
1.93

a7

the next five years.

1986

1.37

1.82
1.34

«1.02
1.93
32

1987

1.37
1.94
1.41

1.07
2.00
75



Prom these projections, the freight traffic will increase by
37 percent in Sand, Gravel and Mud, 94 percent in Coal,
41 percent in Petroleum Products, and 100 percent in Porestry
Products by 1987, while TOFC/COFC, Manufacturers and
Miscellaneous will remain fairly constant, and Others will
decrease by 24 percent over the 1982 level. The 94 percent
increase in coal traffic is The Alaska Railroad's projection of
export coal. Locomotives for line haul and freight cars will be
provided by the shipper. However, The Alaska Railroad will
maintain the locomotives and provide helper locomotives a3

required.

These increases could probably be met with the current
freight car fleet, except' hopper cars for the increased coal
traffic, if the current fleet were in good condition and
available. However, the large number of cars that will be
unavailable to the Alaska Railroad by the end of 1983 due to age
(prohibited in interchange) win—require substantial investment

in freight cars over the next five (5) years.

The railroad passenger traffic is projected to increase

between 1983 and 1987. This traffic increase will overburden the
old and obsolete steam powered portion of the passenger car

fleet.



The locomotive fleet# though able to handle the traffic, will
require substantial planned maintenance and rehabilitation to
maintain current and meet increased traffic requirements.
Trade-off3 of cost to repair and rehabilitate many of the

Railroad’s locomotives will likely result in "buy new" decisions.
Operating Expenses-Flxed Facilities

This investigation and study concludes that operating
expenditures for Engineering, which includes maintenance of way
and communications, should be modestly increased during the next
ten years' if the railroad is to be maintained at its present
levels for present and prelected traffic volumes. As a result of
a change in certain accounting procedures effective this year,
some types of roadway work 'formerly handled as a capital cost are
now charged to operating expenses. It appears that the impact of

this change may be somewhat greater than presently forecasted.

Furthermore, in ten years, the rail now in the main track
will have been in service for over 40 years, with the lighter
rail in the branch lines, auxiliary tracks and yards much older
in service years, some rolled in 1915. Obviously annual rail
renewals should be increased above present levels during the next
ten years, but not necessarily to the 20 miles as contained in
the previously mentioned "Normal Capital Program.” The renewal
of crossties as compared with past years must also be increased
in future years particularly in the latter half of the next
decade wht'n most of the ties now in crack will be between 35 and

over 40 years old.



The following table compares actual engineering operating
expenditures for the past five years with tha Railroad's

projections for this year and the next six.

Engineering Operating Expenses

(Excluding Depreciation)

Tear $000 Notes
1978 5,063>

1979 4,068

1980 3,946 > Actual*

1981 5,419

.1982 7,417/

1983 9,800 Projected 9/1/83
1984 9,340 \

1983 9,-770 /

1986 9,830 1 Program in
1987 9,890 1983 Dollars
1988 9,950

1989 10,010/

* Due to the previously discussed accounting change, these years
are not directly comparable with 1983 and beyond.

Source: The Alaska Railroad

Except for its projected rail and crosstie renewals, we
determined that other costs making up the Railroad's projected
engineering operating expenses appear reasonable. Using 1983 as
a base year, we modified the Railroad's tie and rail projections
to arrive at what we consider would be an adequate program to
support the railroad's traffic projections over the next ten

years. We determined that an increase in the railroad's tie and



$

We also considered that the railroad should be able to achieve a
two percent productivity improvement commencing in fiscal year
1984.
A comparison of our modified projected expenses with the
railroad's projections appears in the following table.
Projected Engineering Operating Expenses
(Excluding Depreciation)
Thousands of 1983 Dollars
Year ARR Modified Difference
1983 9,800
1984 9,340 10,560 1,220
1985 9,770 10,580 810
1986 9,830 10,680 850
1987 9,890 10,760 870
1988 9,950 10,960 1,010
1989 10,010 11,060 1,050
1990 10,010 11,160 1,150
1991 10,010 11,120 1,110
1992 10,010 11,280 1,270
1993 10,010 11,450 1,440
Totals
(excluding 1983) 98,830 109,610 10,780

The railroad prepared ” report in January 1983 entitled
"Deferred Maintenance" showing a total of $88,200,000. See

Appendix |, Exhibit 17. Seven of the 13 items on this list

relate to capital and perhaps should be considered as "Deferred

Capital Spending." The ether items are in the niaintenance



category. Tha tia and rail numbers in that analysis are based on
a theoretical life rather than actual present condition. Our
modified projections for ties and rail for the next ten years
appear quite adequate. On the ground inspections did not reveal
any conditions of deferred maintenance in connection with the
three items; yards, turnout renewal or rail joints. However, it
did appear that there may be an excessive number of chipped rail
heads (surface) at the joints which could be considered deferred
maintenance. The railroad's report provides 5600,000 for rail
end welding which appears reasonable. The railroad has
accelerated this activity this year and anticipates a

continuation in coming years within projected operating expenses.

The Engineering department leases 38 pieces of automotive
equipment from the General Services Administration. This
equipment includes automobiles and trucks from pick-ups to diesel
tractors. The monthly lease rate varies from $127 to S372 and
totals $6,172. The State, the Department Of Transportation, and
the General Services Administration have not yet resolved whether
these vehicles will be transferred. However, the impact of
losing this equipment on engineering operating expenses would be
insignificant. Similar equipment can be leased at comparable
prices from other sources or purchased as a part of the capital

program resulting in a slight reduction in these expenses.



Operating Expenses-Equipment

Thia investigation and study indicates that the railroad's
projected expenditure for motive power and equipment is

sufficient for current and projected operations.

The Alaska Railroad is projecting passenger service annual
mileage to remain constant at approximately 1,750,000 miles
through 1989, freight service annual mileage to increase by
approximately 38 percent by 1989 and locomotive mileage to
increase by approximately 57 percent by 1989. These locomotive
and freight train projected mileage.increases are primarily the

result of the anticipated export coal market.

Currently The Alaska Railroad i3 operating a fleet of
locomotives and freight cars that are generally in fair to poor
condition resulting in high maintenance cost per mile. The
following table delineates the locomotive, passenger car and
freight, private and leased equipment maintenance cost per mile
for fiscal years 1981 and 1982, the forecasted cost for 1983 and

the projected cost for 1984 through 1993.



Maintenance Coat/Mil®

Fiscal Passenger Freight, Private &
Year Locomotives «Equipment Leased Equipment
1981 $1.73 $0.26 $0.27
1982 1.23 0.24 0.23
1983 1.36 0.25 0.23
1984 1.35 0.24 0,21
1985* 1.15 0.24 0.17
1986 1.12 0.23 0.16
1987 1.16 0.23 0.16
1988 1.0 0.22 0.16
1993 0.95 0.22 0.14

Start of substantial export coal traffic as projected by The
..... ?ska Railroad.

Source: The Alaska Railroad

The Alaska Railroad, locomotive fleet currently contains 13
F-7 locomotives and 11 RSD-4 locomotives with average annual
maintenance of' costs of $1.76 per locomotive mile. In October,
1983, the Railroad will take delivery of four new GP-49
locomotives with average annual maintenance cost of $0.55 per
locomotive mild. Upon receipt of 12 additional GE-49 locomotives
in 1984, 1935 and 1986, the Railroad plans to scrap the 11
RSD-4*s and eight of the F-7 locomotives, thereby reducing the

locomotive fleet maintenance c”st per mile.

The Alaska Railroad passenger car fleet currently contains
ten recently rehabilitated and upgraded all-electric passenger

cars and the Railroad plans to have ten additional ears

j-rv



rehabilitated and converted to all electric by 1986, thus

reducing the passenger car fleet maintenance cost per mile.

The Alaska Railroad's Capital Expenditure Plan calls for the
replacement of approximately 15 percent of the freight ,, r fleet
by 1986, which should reduce the freight, private and leased

equipment maintenance cost per mile.

Although increased track maintenance will be required to meet
the needs of projected increased traffic, the purchase of new and
more advanced track work machinery should offset increases in
maintenance of way equipment maintenance. Engineering equipment
estimated cost of repairs for November, 1982 to May, 1,983 is

detailed in Appendix 11, Exhibit 52.

The reduction in maintenance cost per mile of locomotives,
passenger and freight cars due to the purchase of new and the
rehabilitation/upgrade of older equipment, the purchase of new
and more advanced track work machinery, and the projected
productivity gain of 2 percent a year after 1984, should permit
The -Alaska Railroad to operate effectively within the following

projected operating expenses for equipment.



Projected Operating Expenses
Equipnent
Excluding Depreciation
Thousands of 1983 Dollars

Piscal Year Expenses
1983 $ 9,440
1984 9,380
1985 10,710
1986 10,920
1987 11,110
1988 11,300
1989 11,500
1990 11,500
1991 11,500
1992 11,500
1993 11,500

als (excluding 1983) $110,920

} Source: The Alaaka Railroad

Capital Expenditures

The railroad provided USRA with a capital plan averaging $14
million annually for fiscal years 1983 and 1987 funded by the
railroad's projected cash flow. See Appendix X, Exhibit 18
That plan did not include much of the work which will be required
incident to the transfer of ownership to comply with OSHA and
state and local codes. Conversely, that plan included at least
one questionable item in our opinion; namely, installing double

track between M.P. 105 and M.P. 214.



The railroad also provided a master listing of potential
capital projects which might be considered depending on future
earnings and traffic levels. These projects total $723 million.
See Appendix |, Exhibit 19. Obviously, a prudent investor would
not undertake any of these projects unless he could be assured of
a reasonable return on investment, or unless they were absolutely
required to continue operating the railroad. However, the
listing wa3 useful in defining the possible range of requirements
which might be considered in the future depending on traffic,

earnings, or external factors.

Discussions with the railroad management indicate a consensus
that $12 million per year for the next ten (10) years would
adequately cover capital requirements based on present traffic
projections. This amount would provide, generally, for the

following:



Iltem Milllong-1983 Dollars

Purchase Locomotives 1.50%*
Purchase Preight and Passenger Cars 2. 90*
Purchase Shop Equipment 0.30*
Modify and Upgrade Motive Power 0.50*
Modify and Upgrade Passenger Cars 0.50*
Purchase M/W Equipment 0.7S*
Energy Conversions 1 00~
Ballast and Riprap 0.75
Building Improvements 0.70%*
Bridges and Tunnels 0.75
Line Changes 0.60%*
Communications and Signals 0.50
Drainage Improvements 0.25
Contingencies 1.00

Total 12 00

* These projected capital expenditures are based on an average of
the total amount projected for the ten year period, not the amount
projected for each year of the ten year period.

This program will generally permit the railroad to handle its
forecasted traffic?ehowever, it will not significantly increase
the railroad's utility. Further, this program provides some but
not all funding to correct OSEA violations and state code

deficiencies.

Tha revised OSHA report, prepared by the railroad, shown in

Appendix 11, Exhibit 53, lists 7S deficiencies at a total
estimated cost to correct of $5,991,000. However, after an
analysis of this list and present work program!, it was found

that $3,850,000 has already been committed with work that is in

progress or is in the 1984 capital program. This leaves an



estimated total of $2/141/000 to complete the necessary
improvements. After providing for a contingency of $350/000, we
determined that this work could be completed in five years at an

additional capital expenditure of $500,000 per year.

The State of Alaska retained a consortium of consultants to

study state codes, OSHA, and other building deficiencies on The

Alaska Railroad. Two independent and separate estimates were
made to correct the conditions found. These estimates both
totaled between 85 and 90 million dollars. The results of these

studies were made available about September 1, 1983.

A complete review was made of the three volumes which
provides a description of each violation or deficiency and an

estimated cost to correct. Our study developed the following:

1. Although the total cost of the two estimates are
approximately the same, estimates for individual items
and buildings vary widely, in some instances as much as

1,000 percent.

2. These listings almost completely overlap the OSHA list

previously discussed.

3. The overheads as they are applied actually total 109
percent. This appears too high, and our investigation
indicates that 80 percent would be a reasonable total

overhead for the State of Alaska. This is for work



performed by outside contractors with no consideration
given to performing any of the work by railroad forces.
Quite likely, much of this work would be done by
railroad forces, particularly in the outlying areas,

with significantly lower overheads.

4. All improvements are estimated on an "in kind" basis.
In other words, no consideration was apparently given to
eliminating any facilities on which it would be
expensive to make the required improvements, by building
new or by moving present .occupants to another facility.
In one case approximately $1,000,000 is estimated to

improve a building that is practically vacant.

5. Many of the cited deficiencies are not code or-OSHA
violations, but desirable improvements which would be

handled as required in the annual capital programs.

6. No accounting is made of work now in progress or

programmed which will rectify 3ome of these violations.

After taking all of the above factors into consideration
together with our knowledge of the facilities and discussions
with railroad representatives, it appear* that about $13,000,000
in addition to present commitments and the previously projected
OSHA expenditures should support the required improvements to
meet those code violations. For additional details regarding

these calculations, see Appendix |, Exhibit 20.



If this work were to be completed over the next ten year
period, another $1.5 million per year would be added to the

capital program as shown in the-following table.

Summary of
Projected Capital Spending
Millions of 1983 Dollars

Code
Pear ARR OSHA Violations
1984 12.0 .5 1.5
1985 12.0 .5 1.5
1986 12.0 .5 1.5
1987 12.0 .5 1.5
1988 12.0 .5 1.5
1989 12.0 1.5
1990 12.0 1.5
1991 12.0 1.5
1992 12.0 1.5
1993 12.0 1.5
Totals 120.0 2.5 -15.0

Total

14.
14.
14.
14.
14.
13.
13.
13.
13.

137.
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THE ALASKA RAILROAD: OVERVIEW
AND OPERATIONAL ALTERNATIVES

INTRODUCTION

Thit Review taku a took It tht ftdtraily oumad Alatkt
Railroad m tht tontizt ofill tpparant pending tranifer to tht
Suit of Alaaka A fltr detcnbmg tht hutory of tht railroad—
it* praam! phytical plant, rolling iloth. and tU oparaliona—wa
analytt tht mott rnpontnt iuu i with which the titti miut
datl: railroad tana, tmployttt, financtt, compttiliut tnwron-
mint, and pautngtr w w t tito renew organwational
Uructum thit might bt tpplitd to tht railroad following tht
tnd of ftdtral control tad make recommendation* for further
action. (Sat box on ptgt 2 for a bntf mmmary of tludy
finding!.)

Th* Aluka Railroad (ARR) iiunique in that It
ia (1) th* only railroad in North America that is a
federal agency, (2) the fartheet north railroad in
North America, and (3) consdered (by some) as a
frontier development tool. It has enjoyed a varied
history and hu alternately been th* recipient of in-
tense criticism and extensive federal (rants. Ori(inally
conceived as a development project in the (rand style
of th* Panana Canal (from which itreceived much of
iu early equipment), it quickly fell into disrepute,
emerfed as amilitary implement, was converted from
pauper to spoiled child, and then allowed to sink into
an anonymity which hu plagued it to the present
day .-
The Alaska Railroad is an operating tgmcy of
the United State* Deportment of Transportation,
Federal Railroad Administration (FRA). At auch itia
subject to all the obscure federal policies visited upon
such a(C*nei*i, and 1iu operational motivations an
both political and economic. However, ithu also be-
come an important overland transport link in Alaska

and a central element in the state"s economic develop-
ment process.

Changing Federal Policy

During th* past decade, FRA hu become ui-
ertuingly uiUrested in transferring ownerxnip of the
property to a nonfederal entity. The agency first in-
troduced draft federal legislation to faciliute the
transfer in 1971. However, th* momentary prosperity
of th* ARR dunng the Alyesks pipeline construction
project diminished federal interest ui disposing of the
property.

With the ratum of "normal™ economic condi-
tions in 1978, however. FRA «u once again moti-
vated to explore meant of relieving itself of the ARR.
Th* economic downturn also coincided with t shift
in FRA policy, mainly due to iu uicressing involve-
ment with Cori>iil and Amtrak.1By 1979, it was
apparent that both organizations had become major
fiscal and political liabilities for FRA, leading the
agency to bo*h a fear of and disinterest ui sttenpu to
operate any railroad. Thus, FRA"s policy tended
toward th* dissolution of any rail property which

*Ftd«r»Uy rontrolltd railroad prepenwa that had bean ueauc-
naafullr marujad la lh« pnvaia aanor.

Thia trttdt wsi adetriad from a noon prtparad for
th* Aladia Qaparimant of Tranmorution and FyWic Facil-
hiea, OititioM of Planninf and Rroframmin*. bv Ota Initi-
alB of Social and Ceortomta Raioarwi and Biram and Auo-

M«
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Tha Alaaka Railroad: Overview and Oowatumat Altamativ

out af tht PEPMEM* ¢ tMeruck sohn T cray uwaan aaaiammt Ptvitmer ?flruupomtior. with
Ok* /aafi vi /,Socigl E ic A A f; At i igned
= ST it saim i tne Avm e KIMIGKD. S0 A. STEATE Ma Gwin artcden sonméunt i

n<o(

appeared to bo economically marginal,
thooo controlled b> FRA.

Thit policy, at itpertains to th* Alaaka Railroad,
woa first published in ARR"s 1979 annual roport (in
mid-19ft0):

including

Kaoa Ifea Q ew unt »| tha tute of AJaaka hu «ek-
mamialJ aorolua fuada haeieaa af tka srowtb af oil
wraauu. Uw federal Coversaaeot believes tkat oueei-
Xi* af Ike Alaaka Railroad dioald he M i tke Suta
Qartrauaal. Tha federal Carereweal kslievse tke
Alaaka Ralkoed neu enauefly far tke heoeflt af tka
raadaou aad duooan of Alaaka: tkey seed aadiiwrn a
moak laeier tw e ia deienaisise tka role they ooaa
lke lodnod to play.

This policy received additional emphasis whan tho
Reagan administration took office is January 1911.
Tho transfer of tho ARR was consxtunt with iaaf
ii] fadarai oritnution in savoral areas, including

replacing a fadarai function wtth a local entity,
(21 reducing fadarai employment, and (3) reducing
F R A ¥ funding requests.

Tht policy alec supportad FRA perceptions that
(1) - ARE no longer sarvad th* function of a fron
tier i .evelopment tool, but had become part of amot™*
mature transportation and economic system, (?)

0 1aic (Ac petition of

Blunt and Aaaocam, Mr.. tfFhotna. Ar

Alaska could afford to opent* and subsidize the
railroad if aecetsary, (3) future prospects suggtstec
thst private enurphs* might find the nilrotd an
increasingly attractive investment, and (4) ths ARR
could more effectively support public and private ob-
jectives under a revised organizational and institu-
tional structure.

To implement them views, FRA once again pre-
pared draft legislation to authorize transfer of the
Alaska Railroad to tha stata. This legislation w u in-
troduced into ths U S Senate on July .17,1981.

History of tha Aladta Railroad

The ARR cam* into existence through an act of
Concern oo March 12,1914. Thia legislation empow-
ered the F.esdent to acquire and (or) construct a rail-
road, not to exceed 1,000 miles in length, to connect
Alaska™ interior navigable waterways and on* or
more coal fields with an ice-free harbor on tha Gulf
of Ainai:*. The Alaaka Engineering Commission,
which had ~"eviously located tevaral potential routes,
was directed by President Wilson to purchase the 71-
mile Alaska Northern Railway and to extend its line
from Seward to the bead of navigation of Cook Inlet

INSTITUTE Of SOCIAL ANO ECONOW'C 3ES: AaCM
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tnd northwvd up tht Sutitiu and Chulitna nvtr
vll«y» to a crown* of tht Alaska Range ntar tht
btadwaun of tht Ntnana River. From that point tht
railroad was to ba built to tht confluence of the
Ntnana and Tanana nvm and upriver to Fairbanks.
Two branchw wtrt also constructed to tap coal de-
posits. One branch extended eastward up the Maun-
uska Valley and the other eastward from the juncture
of the Haaly and Nenana men. This base system,
with minor additions and deletions, has remained in-
tact from its official completion in 1923 to the
prnant (ate Figure 1).

SUMMARY OF

« Fending Transfer of the Alaska Railroad. The Federal
Ratlrocd Admmterrttion (FRA) it preaontfy taking neat te
wander the Alaska Railroad (ARR) from the federal povern-
mem to the Stale of Alaska. Tha FRA preoeat to transfer the
ARR to tha sttte w.thout dsorfing a direct aaaiHartion eon.
Hosaeaar, FRA'i pioeowd legislation else tnnrfart all ARK'i
lioMitm and obfigdiom, which haeo not yd boon dagrly
defmad.

o ARR Lands. Lends raouirad far tffedre* radrood
_ooerttion actand beyond tha ARR's rsgfta of wuv. yards.
' terminals, art parts, swap tha railroad requwts not oniy

moiiriaiatasrrsa lands, but also neadi to Ittw lands to traffic-
producmgq tenants. Hosaaear. muah of ARR's loert holdings ara
prewntty uncanaw, bocauie Natira claims htra baan filed on
canim portions of it undar tha 1171 Alaska Nines Claims
Settlement Act.

a Railroad Finances. A .'MO ICC freuni rata study of
tha ARR concluded that tha pmem ratal sacaad (ha raeiaols
oort of tronsooetation and fully aomponsets |ha carcar. In
fact, m tha post 3 years. lesn wrth poor economic condition!
nationally and m Alaska, freight iranspon on tha ARR fully
mat ail out-of-pooktt cons and toma capital costs.

Fatwngar sreico, hoseaear. has lonp required arbudn
ration bv tha fresgm traffic, and sean this subsidy has not
swn enouph. While an mcrsaso m petsengai liras warns
A .stented. fares cannot bo reiiod snouph to fully moat tha
cost of pastattgtt wretca without drisinp assay passengers. Thir
problem ssould bo somosshat ilioeiatad by wparetmg rasanuo
end cost aotoummp for passenger and freight wrsic*. Menage-
ment needs to establish an agprettie* passenger mMkaim«
profram, modarettly mcrstw paswnper lam, and requaw a
public subsidy ta aasar remaining eoeli af sarnao.

a Outlook and Benefits of tho ARR. Tha ARR's freight
rnnca. tseilablf from (award and Whirtwr aff the aray
through Anchorapt ta Fairbanks, seises tht naadt af a motor-
rry of Aleakten. It it, tnd rsrfl aontuiua to bo, an imoonant
element us Aleakr t ltansoonation systam. Not only it it etaon-
tiaf to daeofopmont af many of Alaska's remurail, but by
oampsimp with nometl carrian, tha ARR etaurrs comoetrtisa
rates for shipdon. Withnsrt the rad sarewa aftsmatieo, edits of
moemp summedmas would bo much higher. And soma pro-

ISSUES INVOLVED
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Deterioration and Rehabilitation

The decline of placer mining in the Tanana
Valley prior to the completion of the railroad, the
conversion of naval v«scli from coal to oil soon after
completion, and the general lack of economic activity
alon| the line combined to produce operating deficits
dunnj the fim decade and a half of ARR"s operation.
From 1924 to 1945. the railroad received no oper-
ating or cspittl appropriations from Congress. This
resulted in a continuing deterioration of an already
marginal physical r.truciure. During the years before
World War Il. the railroad was maintained to only

INARR TRANSFER

ducts. ssaah IS larpt bulk shipment of coal, steal, sand snd
presai could not ba economically mosod at all.

o ARR Imefoveas. Tha ARR has for wetral ysars been
reducing tha numbers of its employe* and ahirinp frsais has
been in r.".tct since January 20. 1M. of mid-April 19(1,
the ARR had 179 smployeet and 7(9 authorised positions, i
eacancy rats of 17 percent. Freieht-uwr wmce could suffer
should present empSdyment lasell persist in an aapandmp
market.

As Department df Tramoorution personnel, the tm.
pfoyaet of th* ARR has* oil th* orieilepat snd riphts of other
federal apency personnel. In odditwn, most ARR amoioysti
are members of various labor urt-ons. Enioyinp suen doueia
protection undar ssininp apraemants. employees will not
likely wish to relmssuish any of thair tuning npnts. As a
mult, iransfernnp lhew employns to th* Rite could involve
averal complta problvms.

Meetinp all amploytr retirsmtnt and fund contributions
fee ARR empfgyeas will cotl about S3t million dunnp tha
neat 20 ytart 119(1 dollarsl. Or, if «s mcluda inflation snd
salary incraasat of 10 percent per year (compounded), th* cast
will total about (199 million, or an ararsps snnual contribu-
tion of (1.7 million. However, ARR now isalitis and could
taped to oontmua to rtalua adaqunts raranues from frsipnt
sarewa to proerSs funds for this contribution. Frupht rsvanust
oould slto pay fonomployt* sick laaec 1(4.3 million) and
annuat Itsrs 1(1,9 million).

o Condition of Railroad. Tha track, strudurts, and
riphts af way of tha ARR art panarally m pood condition and
wall mamtamed. For th* man part, th* lines meal or aactad
FRA CIw IV standards.

Ths rollmp stock and loaomotieas arc panarally wall
maintained and adaquata for th* traffic earned. Hpwaear.
much of th* locomotive and car flaat ia old, bam* pranouiiy
wall uaad by th* military ar othar railroads. A float modernisa-
tion propram may b* naadad if traffic incrtaars npnilicantlv.

Faswnper cart art panarally wall maintained but are old
and in need of substantial c.-«*rntiatian.

Th* ARR is panarally capable of wreicmp its equipment;
Hi mechanical and aladncal shops are well equipped and ade-
quitely support rffediv* maintenance and modification ol
laaomatirei and rollmp Rock.
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minim*! bnrchlint rundards. Thi* condition «it
aggravated by th* tact that “official” completion in
1923 had AUl toft a grtst deal of wort to b* don*
before th* eyitea could b« co*wd«r*d tacfenicaly
adequate.

World War Il provided ARR with r ruah of traf-
fie and much-needed iacoa*, aa wail u th* now.
important link with a aecood tee-free port, at
Whittier. However, th* war alao accelerated deter-
ioration of th* property. Even with military awut-
anc* between 1942 and 1945, th_railroad waa aimact
phyticilly eahauited by the end of the war. Thu
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nutation demanded a decision on whether to aban-
don th* railroad or rebuild it Th# Federal Govern-
ment decided to rebuild.

Thia daemon reeulted in a project that w*i to
laat 30 yean and become cue of th* most controvrr-
del epiaodee in th# ARR"t hntory. Actual expendi-
ture* be*an in 1946 and over th* conjunction term
amounted to alntoct 195 million. The actual value of
the** improvement*, however, waa considerably
greater once much property waa tranaferrrd at nom-
inal coat from other federal ngenciet. The rthaoUita-
tion included strcngthent-i* the roadbed; laying NEW
track; replacing bndget and buildings®, buying new
locomotive*, rolling nock, and maintenance equip-
ment; and building new ahopa. aa well .isterminals at
Anchorage, Fairbanks, and Seward.

Mo*t of the work, from Whittier to Fairbanks,
wu completed by 1952; however, the main line to
Seward, begun in 1953, was not completed until
1958, and only after a ipecial appropriation waa re-
quested by the Defense Department. By th* end of
the rehabilitation period, the railroad would finally
be considered complete and was basically in iu pre-
sent form.

Th# 1S-M Earthquake

Total damage to the Alaaka Railroad from the
1964 earthquake amounted to approximately S27
million, of which 825.4 million waa obtained througn
Congressional appropriations.2 Of the total, almost
811.7 million wu required to reconstruct the line
from Portage to Seward and the Seward Terminal.
Record! of th* conuoveny over whether or not we
Seward reconstruction should be undertaken indicate
that it could not be justified on the oasis of capital
and future operating costs. However, the Alasxa
Railroad and its owner, the Department of the
Interior, presented funding appeals based on a com-
bination of economic and social factors. One letter
stated:

The daemon on rvcomtructioii is not restricted to
economic eonitdtrtuon. slont; in many retpecti
humane ta* equitable factors taaumr eren (raster
u*mfieiftee. The ea*entml fact is that failure to reatort
nil aemeu nwent tftn Seward will disappear aa an
iapoeual factor in Alaska life.

2These appeepnatioiu ihould he clearly dutmauianed from
other federal funds uireesed m the ARR. The miroad'i eartn-
quake rebuild me monies were only a until part of the StOO
million in ditoeer relief aaiuunc* provided to Alaua. The *><
mammy of this money went to indindualt. prirate compamet
and local sorenunenu Lhroufh a variety of aatuitnct pro-
(runs. Thus, for policy purpoeea. the fundinj of the ARR re-
construction should he treated in the urn lijht aaont wouid
ail other economic entiuet of the tute. mner than at a feoerai
apency appropriation.
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Given th* information available at th* tka*, th*
decision ta rebuild to Sewird may or may not hav*
b**n *conomically round. Th* important point iathat
aa a federal uriency, th* railroad baa*d a major pan of
Ha argument to r*build th* Kin* on factors which were
not nereetirily in iu own economic beat inumt. A
prrvit* firm, confronted wth th* same cirrumitanc**,
would not liktly hav* used the ram* reasoning nor
have mad* th* tame decision.

Railroad Barg** and th* Port of Anchorap*

Shortly b*for* th* earthquake, two other events
occurred which, together with the subsequent loss of
S«ward, caused a long-una change in the character of
both th* railroad"s traffic patterns and those of
Alaska®s entire railb«lt region. These were (1) the
initiation of railcaz barge services between Alaska and
both Canada and th* continental United States and
(2 th* opening of th* Port of Anchorage to year*
round container ship service. Of the two, th* most
important was the barge service- not in terms of
movement volumes, but rather in th* options mad*
available to Alaska thippen. Th* action of th* rail*
road and iU barge connections made it possible for
the first time to ship directly from the msnufacturtr
or major dkthbutor, wherever his location, directly
to an Alaaka location without reloading m Seattle and
Alaaka poru. The economic independence from
Seattle wholesalers offend by thia same* forced
steamship companies, particularly Alaaka Suamship
and Sea-Land Service, to establish similar options.

Construction of th* Trans-Aladta Oil Pipeline

The final set of evenu which shsped the prwent
Alaska Railrosd were those surrounding iu participa-
tion in th* construction of the trans-Alaaka pipeline.
During the years 1974 through 1977, the railroad
probably moved the largest, most lucrative volumes
of traffic sine* World War 11, snd th* physical system
underwent a similar, although somcwiat milder,
strain. One* again, th* only pouibl* solution, given
the federal agency status of th* railroad, was to tnna-
f«r property from other federal organisations (most
noubly locomotives from th* military) and to us*
Congressional appropriations for capital im prove-
ments and major maintenance. Twenty-four million
dollars in appropriations, in addition to S13 million
in improvemenu financed through earnings, permit-
ted the railroad to emerge, for th* Tim time, from a
period of heavy usage in better physical condition
than itentered.

THE PHYSICAL PLANT

Th* Main I in* and Branch**
The Alaska Railroad (ARR) today haa a single
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track mainline of 419 milrs from Whittier to Fair-
banka via Anchorage, Wuilla, Healy, and Nenana. In
addition, there art six branches with an igjnegite
total of 115 mflei. These include th* 2S-mile branch
from Fairbanks to Eielson. th* 10-mtie Fairbanks
International Airport spur from Ft. Wunwngn; to the
airport, th* 4-mil* coal branch from Healy to Sun-
trana, th* 7-mile line from Milaninks Junction to
Palmar, th* 3-mil* Anchorage International Airport
epur, and tht 63-mJe line from Portage to Seward. J

Th* mainline has only mild gnaienis aiong tne
water I*v*lI route between Whittier and Anchorage
and up th* Susitna Valley si far north u Cold Creek
(about 150 miles from Anchorage). However, the
sever* grades on the next 35 miles to the summit of
th* pus through th* Alaska Range reduce the tor-
nag* ratinp of locomotives by about 40 percent. The
grades, on th* north side of th* range are much easier,
being similar to the watar level line in the lower
Suaitna Valley, with th* exception of a single short
flve-milf/ stretch. Th* mainline north of the range to
Fairbanks and the Eielson branch pass througn-®
generally rolling country with mild gradients.

The most sever* portion of th* raiiroid is the
line from Portage to Seward, which crosses two
mountain barriers with st««p vTadienu. Both restrict
southbound traffic, reducing th* tonnage a locomo-
tiv* can handle by 75 percent ar.d 65 percent, respec-
tively, when compared with what can be moved
between Anchorage and Portage. Northward grades
ar* slightly milder but stll ire more demanding than
any of the line north of Portage.

Paismg tidings are spaced about every 7-to-
10-miles so that trains may meet and pass. How-
ever, sidings long enough to accommodate most
freight trains are leu frequent. In sddition, there
are tracks at vanoua points along the line wmch serve
industries not located at a major yard. Table 1
summarizes the physical features of the mainline tnd
principal branch**.

Track Conditions

The track structure of the Alaska Raiiroid is
currently in excellent condition, particularly con-
sidering the relatively light traffic. The mam line and
the line to Seward art maintained to FRA Cliss IV
quality standards which permit freight trains speeds
up to 60 miles per hour and passenger trims ;o0 30
miles per hour, if certain safety conditions ire met.
In fact, the Alaaka Railroad must limit its tram loreds

Al aJwuM ba HUS Urn the railroad eonudrra ihr linr to
Srward as Ran of lha main lina. and il ia maintainrd to nr»r
aundarda. Howavar. it hu Lha litluait traffic of Ihr rntirr aya-
lam (about 300,000 grata tons annually).

dtk
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Table 1

Summ ary of Alaska Right-Of-Way Characteristics

PAGg8

Ratmg

w Dimanes Nsrrhbmino*
word-Onnd* 9.1 875
Owid* Primrose 1.4 1.800
Premote-Hum sr 31.8 1,800
Hunter-Grsndmew 4.9 900
Grandview- Soenesr 10.9 4 U00
Soenesr-Portsee 9.4 4.000
Wrwrtw-Fonse* 13.4 3.800
Portae*-Pottsr 38.4 4._.000
Pon*r-Aneftor»e* 117 3.000
Anchortgt-Maianutka 38.4 1,850
Metanutka-Pafr.ter 8.8 3.000
MttanuWs-Goidcreek 113.5 1.850
Goldcreet-Hurricane 18.3 1,100
Hurricane Honolulu 7.3 1,100
Honolulu-Colortoo 8.4 1.100
Colorade-Summit 18.4 1.800
Summi»-H*a*v " 48.8 3.700
Heaty-Ntnana 13.8 4.000
Nsnana-Fsirbanfci 88.8 1000
FauMnks-Cieiten 2S.0 3.000

Yards: Seward Healv

Nenana Anchor*f*

*Tannaf* rMirtft lot 3,000 hacs*power loeomatnm.

Industrial
Famine XJl.
Sdinet | -ten |
aw 3000 ft. tu ansO

Retme
Southbound*

4.000
850
4.000

N
O OCLVWOUINOOONOW OO

N

o

o)

S
OPrPrPrPRPPAOMOWRRLR~RONOO

W hittier
Fairbanks 1

bAdditional industrial tricki m yards. m military bates (Ft. Richardson, Elmendort, EiHson, Ft. Weinwrignt), ma it Anenor-

aa* and Fairbanks Inttrnational Airports.

Sourct: Alaaka Railroad. Tim ttaBI* No. 109.

for freight and --—-1 train ta 49 and 59 mile* per
hour, respectively, since it haa no automatic block
signal system, one of tha FRA safety requiremenu
for higher speeds. In addition, tha number of tharp
curva* placaa further apaad limitation* on aome
~action* of tha Una. Thate allow tho railroad to follow
tha contour of tha land in more mountainous araaa so
that tha rektivety mild gradients (which ara ex-
tremely important to efficient operation) can be
msmtained.

Tracks, Sr«fges. and Yards

Tha track and bridles of both the main Una and
the Seward Una are maintained to accommodate can
carrying a load of up to 100 tons, although the
Eielson and Suntrwa branches hiv? lower loading
Present operation plans call for limiting
100-ton capacity can to 80 tons when they ate used
to move hulk products, such as eoai and gravel. This
a due to the excessive track wear caused by trams

composed entirely of 100-ton capictty can.

The railroad also operxtes and maintains a
number of yards to serve local industries, sort cars,
and to maintain iu equipment. These vary consider-
ably depending on the purpose for which they ire
used. The yard at Seward serves the railrosd-owned
port facilities at that location tnd includes s number
of car marshalling tracks, a snail equipment main-
tenance faciUty, the dock fecilities, and several tracks
to local industries. Whittier is designed and used
differently; since it is the inurehinge point for raiicar
service, the facility is pnmanly designed to serve the
two railroad-owned car-barge slips. Secondarily,
facilities in Whittier include those for the Whittier-
Portage passenger-auto shuttle service and those for
the military dock and petroleum terminal.

Anchorage has the railroad"s major classification
yard, locomotive and car mainunance shops, nesd-
quartan, and some car storage fecilities. The yards
alio serve a number of major and minor indus-
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tnn including th* Anchorage Port, Elmendorf Air
Fore* Bam, and Fort Richardson. Th«r* ar* uo
container-on-flatcar aad trailar-on-flatcar fecilities in
Anchorage.

Hraiy hu a samall yard and locomotive wrvie*
facility and exist* pnmanly to serve th* nearby coal

mine*. Th* Nenana yard exist* tol*ly to mtv* the
railroad™* email river port in that town and irvtnl
other local indunne*. Fairbanks contain* a email

claudication yard, limited locomotive and car ahopa,
and trackage to serve local mduitnal fecilities. Th*
yard ia also th* baa* for tenner to Fort Wainwnght
and Eielaon Air Fore* Ban, u well u the North Pole
Refinery.

Equipment

The Alaska Railroad ua«* a variety of equipment
to produce revenue and maintun th* property. Th*
largest and moat costly units are th* locomotives—
the railroad has sixtydive, with an average age of
18.7 yean. Th* moat modem of th* units ar* the
fifteen 3.000-horaepower road-switcher locomotives
built by General Motors between 1975 and 1978.
These are comparable to the most modem equipment
on any railroad. Ten older 1.600-horsepower road-
switcher locomotives were completely rebuilt m 1977
and have a useful efficient life at leut through 1992.
Four other 2.500-horsepower road switchers acquired
in the mid-sixties are old enough to be eligible for
complete rebuilding, and one hu already been re-
built. Of the remaining thirty-six units, most werr
built between 1951 and 1953, and only about ten to
twelve are usually in service under present traffic
conditions.

Seven of the older car-body type locomotives
are used in passenger and mixed train service between
Anchorage and Fairbanks, while several ex-military
road switchers are used in Anchorage yard aenncr
and as backup yard engines around the system.
Several of the car-body types might be usefully
rebuilt if paasenger service iscontinued. However, the
ex-military unitn are probably near the end of their
useful lives. Several of the older locomotives of both
types are being cannibalized to provide parts for the
others.

The freight car fleet numbered 1,754 units in
1980, with an average age of 32 yean. Table 2
show* the distribution of freight can by functional
type. Clearly, the freight car roster iadominated by
the open types, including the flat can. gondolu, open
noppen, and dump/ballast can. This is consistent
with the type* of traffic being handled with most of
the tonnage consisting of bulk materials, auch u coal,
gravel, lop, and pipe along with trailer- and con-
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Table 2
Alaska Railroad Freight Cars

Meet Recant  Number Built m

Cae Ty*a Number Year guilt ~ Mon Recent Veer
Box 235 1965 34
Flu 389 1976 100
Gondola 394 1943 395
Hoooet. Ooen 348 1981 25
Hoocer. Cocertd 21 1970 9
TinX 139 1970 3
Refrigerator 16 1966 1
Oumo and Sallatt 157 1958 27
Caboose 27 1977 3
Qiner 28 1943 2
Subtotal 1.754 1981

Privately Owned Cars Assigned to Alawa Railroad

Flat 52 1979 8
Tsnk 230 1980 16
Subtotal 282 1980
Total 2.036

Source. Alaska Railroad 1980 Annual Rtoort and Alaska
Railroad Eouipment Summary.

tainer-on-fiai-car (TOFC/COFC) service. Another im-
portant component of the car fleet available to ARR

are the tank can, particularly the privately owned

can leased to oil companies served by the railroad
and used for petroleum product distrioution through-
out the railbelt.

Of particular concern is the agt of much of the
ARR"s own fleet and the limned capacity of many of
the units. Only 349 can have been purchased new
line* 1960 and only 140 can since 1970. Even
though th* fleet has been well maintained, mainten-
ance will become more costly as tho"can continue to
age. The aging problem also creates problems in
ARR"s interchange of traffic with other railroads.
Federal safely rtandards limit the age of-equipment
which may be used m interline service. Some of
ARR®"s equipment is alr-»dy prohibited from partici-
pating in this traffic, while other can are allowed to
operate only with waivers.

The limited capacity of some can could be
detrimental to the railroad, particularly for transpor-
tation of some future bulk shipments. This is also a
difficulty with ARR"s tank ctl fleet (althougn the
private can assigned to ARR aremodem unitsi. With
a few exceptions, however, this factor does not
appear to limit service of existing traffic.

0
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Tabte 3

Alaska Railroad Haseoger Cart

Asoeae*

Type Oa«S$s Leave A>T
Court 21 - 29
Dome Coetn 3 4 29
ComvneiKiet

Pxemgei/Scifatv 3 - 38
Food Serve* A

XecrewKtn 10 fn 27
‘toggeg* < 20
Rower Con 4 - 31
guuneu Car .1 - 24
Total 49 . 28 "

Souree: FY 1980 Annuel fleoort. The Alesha Reilroed.

Tho pitMnitr car flott eonaiata of 48 uniu
ownod by tho ARR and 6 loaaod from Amuxk for
aupportmc tho incroasod 1981 summer mviti. Tablo
3 ihowa thu types and ago* of iho pment equip-
ment. Although not aa old aa tho railroad™* freight
fleet, the pmonger ¢ m ara an aging aaaot which will
require a complete rebuilding if the present level oJ
aemce » to be continued. Twenty-eight of the can
were acquired from the Union Pacific Railroad in
1971, eight came from the Southern Railway in
1980, and the remainder were rebuilt from surplus
military hospital can. In recognition of the need ta
cxtenaively rebuild the current fleet, if paaaenger
aervice ia to continue, the nulroad currently hat
ten cm being rebuilt under contract to General
Electric.

In addition to revenue-producing equipment, the
AKR also hie 205 unita of maintenance and emer-
gency equipment. Thia includes auch itema aa mow
plows, crareii, and cm for houting mobile main-
tenance force*. Thia iasupplemented by a consider-
able fleet of on- arl\ off-track machinery uaed in
maintenance and in-houat construction work. Also,
sufficient shop facilities and machmiry are available
to perform any level of maintenance required by the
ear and locomotive fleet*: however, apace and person-
nel limitations sometimes preclude programming a
large volume of heavy repair or rebuilding work over
a short period. Therefore, large projects, such a* the
previously mentioned passenger car rebuildingmay be
contracted to outside firms.

OPERATIONS
Clearly, the purpose of ARR"s equipment is to
provide tram service to the railroad®s customers.

Since nil operations provide the ARR % Urgest
proportion of revenues, they are thus of special
interns to this study. Table 4 liau ihr types of trams
operated by the ARR tnd the nvmoer operated m the
yeer* 197S-1980; Table 5 indicate* the total train
miles produced by these tram* on etch segment of
the railroad. Currently, the service can be citego«ed
aa follows:
1. Anchorage- Fairbanks - Passenger and
mixed train service
2. Anchorage- Fairbanks — Freight service
3. Healy- Fairbanks — Coal trains
4. Anchorig”’Palmer — Gravel trajr;
5. Anchorage— Whittiar— Freignt service
6. Anchorage—Whittier — Passenger shuttles
7. Anchorage- Seward — Freignt service
8. Anchorage and Fairbanks industrial switch-
ing trams

Table6 summarut* the present frequency of
theae operations along with the winter schedi ;*s for
the same service*. Aa can be seen, frequency oi opera-
tion can vary considerably, particularly for the
paaaenger and gravel trams. This leads to equipm*j
utilization problems in that a sufficient numor”
car* and locomotives must bi on hand to meet
condition! but some can be expected to be tuir .»
during slack seasons. This 1is aggravated by uie
difficulty that ARR, u a federal agency, has in

Table 4

Approximate Number of Trains Operated
Al w* nxjrvtnxt unleu otltermiw noise)

Serve 1910 1979 1978 1977 1975
Aneiereee-teew# Srevtt ** S3 *4 U 132
Ancrereee-tVitnt. tr Srewnt I 123 154 147 122
Antfteteee-Aevner Lee* *r»ini 3& 33 A ez} 37
Anieteee »entteCewl Trexte 102 1*4 1U 147 233
*nw»rete->expense Frfint tat 192 313 2711 3*0
enater”e »e>roerxt Mieea™ 74 70 70 u 71
FewaeneeJSecty Caer Tr»me0 141 139 131 m 191
Fewertee («an ma*«riei

Seitanetl® 290 243 243 290 330
Anmereae Arrears InaLeirwr

awtiwwn at 290 290 277 299

Ai"iOta ese >»w. . -ai Pener—er 129 11* 114 11 111
*lton eewnin—FSAvnie Tram 229 233 221 234 20*
lew* Feeaeryw Trane 14 13 10 — _

“A nweeO Iree metuwea Men In*si wW et wrwe <t «me
Has tor Alms Xjiimsd eltoeii

leueat. Citoo Cell Sheets as eatnauiew tot Internet# Canvne.ee Cam.
none tmtn Aieeee Sentsee oHkui i
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leasing supplemental equipment, a strategy connon
throughout the rail industry in auch circumstances.

AUo of interest k the changing traffic pattern
that hu been occurring duhnf the put 5y un (Table
4). Since eoeta to operate additional train* (above
eome minimum level) do not hae u fact u the num-
ber of traini and while revenue* tend to mcreaae
directly mth the number of revenue trains, it ia
evident that the cyclic nature of Alaska®s economy
very directly affecta ARR"s net income. Table 4
graphically illustrates the difficultiea faced by the
railroad*s management dunn| the lut 3 years of
declining and itagnaung economic activity.

Table 5 also shows the large part that passen-
ger aervke plays in ARR operations. With paaaenger
and mixed train aervke accounting for 48 percent of
the 1980 train miles, it ia obviously an important
element in th* cost structure of the railroad.

Th* length of ARR trains vanes considerably by
type of service. Freight traina to Seward generally
comprise 40 to 60 cars while those to Whittier ar*
45 to 50 ears, depending on which barges they ar*
meeting. Th* unit gravel trains between Anchorage
«nd Talmer consistently have either 60 or 80 hopper
cars each. The Anchorage-Fairbanks freights rang*
between 60 to 100 cars and the Healy-Fairbanks
freights rangr between 40 to 60 cars. The mued
trains between Anchorage and Fairbanks will have 2
to 6 passenger and 20 to 25 freight cars while summer
paaaenger trains have 6 to 10 can. In a particular

Table 5

Approximatii Revenue Train Miles

Rail Ta-imtllrwur i**o uTs 1171
HMi.fniM M ir )
Fiaifni eriu *T.(Vi 4 153
Mih S ts we ie.is7 1S 157
rawofor aj74 24,a0a 24.t0*
Anewor0*(-Moot#/
Fiawnt «7,103 loe.m 111.175
Mia#* 23.154 35.107 35.107

Ft—nft’ * 1437 M.2a 54,124

Ancnortu Wnniw# or Sowar*f
Sieiptt 27,705 M 29.53*%

Fatwn*#r ja.o*4 37,1V 35.113
ARM Total/

Frogftl ‘«0.471  3*00.745 714.351

Mho* 4a.4dis 11-254 51.3*4

Sawa-por 127.7U  tie.332 114341
Tetri Mt.HI MA31 110.M4

kvect Ceiwune *# Into-attu Cemwwrtt Curnm m u tram
Tit-« Mrfo Maoom

"ACE 9
Table 6
Alaska Railroad Train Service
@ met rot wool)
Iw-rws Siam 11*1  Wwtai 154142

Frit
4 s

3 5

A HETAM] - r*ry J gret 1

Amﬁgﬁ%imﬂN rufy 96«i L =0 i V)
M MO

AMnenee-F siriieM 3 1

f

AISCP P FBIn* o> 7

AecfweieFIRidaf - 3
sam> <t Y ftf et Igret
*CNA = CaaK«6 <@=cjr vt

S>> AMs ebyxos*u.

circumstance, maximum tram length may be dictated
by length of passing tidings, traffic demands, loco-
motive availability, union agreements, grades, barge
capacity, or climate.4

Traffic Base
The ARR transport! only a few commodities be-
tween a small number of origins and destinations.
ARR traffic logically divides itself into two basic
components: local and interline. Of the two. tnr
local movements (strictly ARR origins and destina-
tions) generate the most tonnage but relatively low
levels of revenue per ton-mile. The interline traffic is
that interchanged between ARR and either Alaska
Hydro-Train or Canadian National Railway through
the car-barge facility at Whittier or the trailer and
container movements through the Port of Anchorage

that art forwarded by the railroad.

Local

Tables 7 and 8 show the revenue tons trans-
ported by the railroad and the resulting revenues. As
can be seen, the two consistently largest movements
are (1) the coal moved from Healy to power plants at
Clear Air Force Station, the University of Alasks in
Fairbanks. Fairbanks. Fort Wainwrighi, and Eielson
Air Force Base and (2) the gravel moved from Palmer
lo the three [largest aggregate companies m
Anchorage. Both are fairly short hauld tnd involve

4In th# winltr, drcmtod airbrsks rstponos urn# tnd incrttwd
train friction may limit length.
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commodities of rslathrsly low vahi*.

Petroleum products represent ths most htcmtiv*
of ths Urjfr. local movements. Sines ths son*
struction of ths North Pols refinery, thia traffic has
consisted principally of faaollnc moving from Anch-
orage to Fairbanki. Howsvrr, thsrs has recently
been c growth in tha opposite direction ftmovements
of Jet and diesel fuel supplies from North Pole re-
finery to distributor* fat Anchorage and to the Anch-
orage International Airport. The railroed also deHver*
fuel to Fairbanks International Airport and the
Anchorage Airport from sources other than North
Pole.

The other significant faitrastate movements
include logs from Nenana to Seward,lcement from
Anchorage to Fairbanki, pipe from either the Seward
or Anchorage ports to Fairbanks for forwarding to
the North Slope, and a limited amount of local
tniler-on-flatcar business between Anchorage and
Fairbanks.

Interline Traffic

Interline traffic differ* considerably from local
traffic. A major component is trailer-on-flatcar mid
container-oft-r»le«r traffic forwarded by tha railroad
on subrtitute service agreements with Totem Ocean
Trailer Exprrm and Sea-Land Service Company
between Anchorage and Fairbanks. Who* thia traffic
amounts to only 90,000 to 100,000 tons annually, it
carries a premium rate because of ha time sensitivity
and long distance. Thia traffic produces almost as
much revenue as the much laiger cool movement. Itia
time competitive with over-lhe-road movements and

Hh>_. movement mm4 laaeriy INI1 wHh Uttrafts*m alike
JipsM** havting merit*.

<
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generally carries a lower tariff than motor eserin*.
offer. oo ?

The nSreod poet at Whittier receive* the larger
paet of tha Interline burinem. This traffic is co m posed
of all types of consumer and industrial goods includ-
ing building products, furniture, chemicals, oil field
service equipment, fertiliser*, machinery, vehicle*,
foodstuffs, and othar goods. Moct of those can with
weet coast origins arrive aboard Alaska Hydro-Train
(AHT) bargee from Beattie. However, cart from
mid-weeUrrt, eastern, and Canadian origins tend to
neve through Prince Rupert via Canadian National
R tilway (CNR) and the barges they operate. The
AHT movements total 200,000 to 100,000 tom an-
nually while CNR morse about 10,000 to 40,000
tom. While these two comprise only 10 to IB percent
of AR R % total traffic tonnage, they generate between
30 to 40 percent of the revenue* because of th* value
of traffic and the proportion of th* total that moves
fairly long distances. Presently about BO percent goes”
to Anchorage while the remainder goes to Interior or
Kenai Peninsula points.

Several characteristics of ARR traffic ar* im-
portant to understand because they define both th*
present and likely future markets which th* railroad
will serve. Th* railroad, aa an Instrument of mass
movement, is generally oriented toward industrial
rather than consume? customers; it provide* most of
Ha service* ta a UrnHod clientele which has direct
siding access to «h* system. Itshould be remembered
that nil service is attractive to a relatively limited
number of shippers; however, these shippers usually
comprise th* basic elements of Alaska’ economy,
such as petroleum production and refining, mining,
construction; Umber; the military; wholesaling;

Tabla8

Freight Traffic Reranua
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tnd, potentially, haavy manufacturing. agriculture,
tnd chemicals. Thus, th< railroad tends to serve only
those orfanuationi which ship in »i£ficient quantity
to make uaa of the discounts offered by carload,
multi-carload, or tmnload tariffs. for local traffic,
thit implies that tha primary thippcn will ba tha vary
largest Industrie* in tha railbait, particularly thoae
ralatad to energy, construction, and raaourca dev*l-
opmanL Thit it particularly true grven tha until sue
of Alaska®s baavy manufactunni and agriculture
tacton. Should these two traditionally rail-onan ted
groups develop into a ocnifictnt force in tha Rate,
they would become important revenue sources for
ARR.

Tha interline traffic, particularly tho railcar
movements. ita bit more complex. For thetamove-
ment! several factors tre important in determining
the tppeal of nil service. While tha ability to order in
carload or patter amounts it important, several other
factors alto influence the shippers® choice of mode.
An important eharactarutic of many of these move-
ments is that they involve commodities which are
either not produced or wholesaled in the ."rattle area
or which can be procured more inexpensively by
loin( beyond Seattle and dealing in sufficiently large
quantities. This is particularly important for the
Canadian National traffic. Another important feature
of these movements if that they usually involve
commodities which normally move by rail on the
continental nil system, thus, making it attractive to
=void an additional set of loading and unloading
changes at the port of embarkation. A fourth charac-
teristic of considerable importance iathe distance of a
thipperV. plant or warehouae from a nil tiding. Only
6 to 10 percent of railcar shipments are distributed to
their consignee from a central public warehouae or
forwarding facility by truck, and theee usually to the
smaller, more infrequent shippers. -

Together, these factors define e fairly narrow
market to which ARR"s interline service can appeal.
However, aa noted earlier, it is a very important
market. It is also a fairly wlatile one which varies
considerably with the lewvels of activity in specific
industrial economic sectors (i.e., construction), rather
than being oriented toward tha more stable consumer
sector. While innovative marketing can stabilise these
patterns somewhat and alao potentially inerasee
market shara, it isunlikely that ftcan penetrate more
than 30 percent of the UJS.-Railbelt Alaska trada
without a significant shift in the texture of the Alaska
economy or a dramatic change in competition. It is
also notable that ARR"s ability to enlarge itsthan of
the market is limited by the capability and number of
railcar barge* which pnvate operators have available
and are willing to commit to the service.

*AGE M

Outlook

During the next 3 to 5 you* the radbelt eco-
nomic prospects provide considerable encouragement
for the stabilisation of the railroadl” *reignt oper-
ations as a sufficiently high level to seep it viable.
Thera are enough moderate-to-laige-sciJe construc-
tion projects to provide firm prospects for s contin-
uing high level of traffic. In addition, the prospect
of moving 800,000 metnc lons of coal annually from
Healy to a Seward export tensuiii provides an
important long-term, aa well as seasonal, element af
staoility. It is also tht type of movement for which
the railroad is ideally suited. It adds significantly to
revenues without proportionally ineraurns com by
utilising already existing capacity and capaoiiitics.

MAJOR RESTRUCTURING ISSUES

Clearly, than iamuch more to the Alaska Rail-
road than simply tht enumeration of the physical snd
operational features indicated above. Its Land hold-
ings, employs**, finance*, competitive and regulatory
environment, and paasengrr service must also be
considered in any restructuring of the property.
These issue* have emerged as being the most critical
now being faced by the state or any new potential
owner or operator of the Alaska Railroad.

Land

Th* following dmtUMion down thrauth "Venue v|||agl'
Selection AM Cleigj, peer It. u/tt pripurta O tut Office of
Ctntml count* ofnht Etltnl Aeifroed Adnmutranon

Land is perhaps the non valuable fixed asset
currently controlled by the Alaska Railroad IARR).
It it also an extremely important asset for operation,
maintenance, and traffic development purposes. The
total lands under control of the railroad are about
38,000 acre*. The ARR has acquired its land througn
executive order, public land order, purchase, trade,
and BLM trust de«d. The earliest acquisitions were in
1914— the lateR (.2 acres), in 1970. While these hold-
ings an not extensive, they are among the most
valuable industrial lands in Alaska. Of the total lands,
about 12,000 seres are used for the nght-of-wsy. The
remaining 26,000 acres are used or reserved for
marine and rail terminals, gravel resource*, right-of-
way erosion protection, industrial leases, gravel snd
rock reserve*, railroad administration, and future
development and facility expansion. Since the Alaska
Native Claims Settlement Act of 1971 (ANCSA).
both the ownership and use of these lands has been
clouded. Table 9 indicates the location tnd quanti-
ties of land and the Native village* that have filed
claims against particular parcels.

Th* nulroad land holdings fall within sewn



PACE 12

Naov# tillage selection ana* and four Native regions
that van eaubluhed by ANCSA. Approximately
1,035 acm of railroad land, or 21 parent of tha
total bolding*, an located in Native village selection
anaa and in potentially subject to claimi by Native
riilag®c corporauonj. Subauntially all railroad land,
whether or not locatad in a Nathrt village or rational
ana. nay uituasuly ba claimad by Cook Inlat
Region. Incorporatad (CIRI) wundar tha facial
authomation that allowt CIRI to meet land outnda
itarational boundaries.

Right-of-wey Land*

Tha nain line right-of-way from Stward to
Fairbanki ara* a*tabli*had by executive ordar in
1915.* Tha right-of-way land* of two snail, pmata
railroad* vara purchased to form tha Tim 70 oila*
north from Savaxd and pan of tha right-of-way
approachint Fairbanks. The balance of tha anginal
right-of-way w u reserved from public domain by tha
Alatka Engineering Commission undar authonty of
tha Alaska Railroad Act and tha 1915 executive
ordar. Othar public lands have bean acquired over tha
years and now provide branch line connection* to
Ptimer, Whittier, and othar towns. Spur lint* have
bean constructed to provide access to airports and
coal fieldk along th* railbalu Defense land* hav* bean
transferred to th* railroad for construction 0 rail
line* into several defense installation*. Th* railroad
bu also purchased soma right-of-way lands from
pnvat* individuals or from stata and local govern-
manta. Th* right-of-way is mostly 200 feat wide,
with soma variations. Tha right-of-way is wider at
several locations where needed for control of wash-
outs and for staap cuts and fill*. Narrower nghts-of-
way ar* common on several spur linat where th*
railroad pass** through military reservations or where
other factor* hindered the acquisition of a full
200-foot nght-of-wsy.

Noei-Right-of-Wey Land*

Th* 26,521 acre* of railroad land other than
right-of-way land* war* acquired by executive order*,
public land order*, transfers, purchase* from pnvat*
owners, snd by tnd* for other land* with state tnd
local government*. The** land paieeia range in sxe
from 0.4 acre* up to 5,830 acre* at twenty-seven
location* adjacent to the right-of-way and three
smaller location* off th* railbeh. The** lands were
acquired to support operation of th* railroad. About
1,000 rcm were leased to businet*** which provide
leas* revenue and generate nil traffic for th* railroad.

6 Executive Order He. 1. April 10.1*13.
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Another 9.000 acre* are used as active fnvel tnd rock
querns* or 425 held for the railroad®s future (ravel
and rock need*. Other parcel* tre used for storage,
maintenance, and terminals. About 100 xcrei ire used
for the opcntion of the Yutana Barge Line st Nenana
and another 570 acres ire pan of the Seward and
Whittier port and terminal fecilities. The largest three
parcel* an located in the remote areas of Curry
(4,970 acm), Midway (3,811 scresi. and Heuy
(5,830 sctes). The** large parcels ire mostly vicir.t
ai.d an held by th* railroad for controlling water-
shed. providing gravel resource*, snd allowing future
development or expansion of th* railroad.

The three piece* of land not sdjacent to tne
right-of-way an a presently leased 50-acre parcel in
Valdez thst was used to handle rmilean from ocean-
going barges in support of the Alaska oil pipeline
construction and two parcela totaling 60.4 acres 160
acm at Holy Cross snd 0.4 acres it Tanana i that are
leased aa docking and storage areas by Yuuni Baric
Linas.

Native Village Selection Araa Claimi

Table 9 shows railroad lands that are locs”~f
wrthm Native village selection areas. Claims have :
filed by Native village corporations for virtually .
railroad lands that lie within these tress. The extent
to which the** lands will ultimauly be conveyed to
th* village corporations will depend on determina-
tions mad* by th* Department of the Interior as to
which lands ar* actually used by th* railroad and.
therefore, exempt from selection under section 3iei
of ANCSA. The Department of the Inunor puoluned
final 3(e) regulations that went into effect m late
1980, setting narrow standards for determining wmcn
lands are actually used by the railroad. Under the
regulations, th* railroad would not retain any leased
land or gnv*” reserves claimed by a Native corpor-
ation, and th* railroad"s nght-of-wiy would be con-
verted into a limited easement right across land mat
would be conveyed to the Native claimants. In the
first major claim for railroad land within * village
selection araa, th* Fadaral/Suu Land Us* Planning
Commission (LUPC), an advisory body erublished by
ANCSA, recommended that 90 percent of the rail-
road*s land holdinp claimed by th* Eklutna Village
Corporation should be conveyed. This recommenda-
tion include* all leased land:, *11 right-of-way lands,
and substantially all gravel reserve* snd would leave
the railroad with only a small storage yard tnd one
gravel pit in this area. Th* railroad would retain only
240 acres out of iu present 2,700 teres ui this net
Although the 3(e) regulations ar* now final. Hie De-
partment of the Inunor has neither formally ruled on
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LaaytWn
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Seward
Crown Pomt
Moot* Rut
Portage
W hittier
Anchorage
Eaglt Rp»*r
lirehwood
Eklutna
Eklutna SLM Grar.l
Rtwryv.

. Mitanuaka
. Rinm*n

. Willow

. Gravel Pit
. Taikeema
. Curry

Geld Creek

. Chulitna
. Midway

Colorado

. Broad Pau

MeKmley Park

. Haaly

Lignite

. Cltar
. Ntnana

Fairbanki
Holy Crou
Tanaka
Mooie Crttk

. Valdaz

Subtotal

% of Subtotal

Seward-Fairbanki
Portage-Whittiw
Fairbanki'Eitlion
Htaly-Suntrana
Matanurta-Chiekaloon

Subtotal
% of Subtoul
TOTAL
«of TOTAL

% Tabia 9

AJgdti Railroad Lands

Aartt Containing
O/m| Al Roe* Reitrm
(fit. Cub* Yardi
ta Ground)

Aarai Lenad
(Amwaf Laaaa Rtwnut)

(8123.0001 _
(81.600) _

Total
Aam

299 55
81 1

900 — wa-
272 15 (83.500) 100 tS150.000)
661 332 (81.500.0001 —

1.800 0.1 (89.400) 1.450  (9.0X.0X)
251 — 150  (1.6X0XI
343 343 (2.3X.0X)

X1 — X1 —

199 — —

145 — 145 (2.1X .000)

58 — —

215 — 215 (

144 — —
4.970 — 1.200 (10.0X.0X)

26 — —

I1X 1X (1.5X.0X)
3.811 — 1.0X . (3.900.0X)

44 — 4 (650.0X)
1.070 tOé

(1.6X.0X)
184 0.3 155.700) —
5.830 101 (513.380) too
1.260 278 (2.400)
2.780 —
270 104

2.2X.0X)

(5.200.0X)

2.780  (40.0X.CXX)

(5221.000) —

461 92 (5250.000) —

60 a (51) —

0.4 — —

89 — —

50 17 ($41,250) _
28.521.4 999.4 9.028

(52.17U31) (80.4X.0X)

3.8% 34.0%

Right-Of-Way Lands

10.877.2 — —
184 — —
470.3 — —
1115 — —
434.1

11J77.1
27.8%
38,338.5

RAGE 13

Acm Wrthm
Native Selection Area
(Name of
Native Village)

1.8X (Eklutnal
251 (Eklutna)
343 (Esiutnal

301 (Eklutna)
199 (Eklutna)

145 (Eklutna & Knuu

630 (Cantwell)

640 (Ntnana)
279 (Ntnana)

60 (Holy C/ouj
0.4 (Tjnanai
89 (Eklutna)

1,737.4

17.9%

2.863.9*

134 ¢

3.298

1.035.4
20.9%

‘ Right-of-way milet in village Mltction araa: Nenana. 40.5 milts: Cantwell. 38.7 milts; Knik. 3.5 milts; Knik and Eklutna 43 8
miles; Eklutna. 30.6 milet; Chiekaloon, 27J mites.

Source: Alaaka Railroad rtcordl.
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the Eklutna claim aor begun to procau othar claimi.
However, Dapartaant of .the Intanor offic
Alaaka and Waldington. D.C. hav* indicated a wi
naa to accept tha bulk of tha LUPC"a recommenda-
tions. Salactiona of railroad land in othar village-
araa* art azpactad to follow tha outcoma of tha
Eklutna daunt. If tha mult for ail railroad land
locatad in village aaiactien araaa followi tha LUPC
racommandation, tha railroad would lota up to 90
parcant of ita landa locatad in village talaction araaa.
Thu could maan tha )<jja of 7.554 acm, or 19.S
parcant of tha milroad®i total land holdinp, tha loaa
of 19 million cubic yard* of gravel and rock mervas;
and tha direct loaa of 1230,000 ptr year in laaaa
revenue.

Cook Inlet Regwnal Corporation Selection
of Railroad Land

A problem that could affect virtually all railroad
lands is tha special telecuon authority of Cook Inlet
Region, Incorporated. CIRI consider* substantially ail
railroad land holdings, whether located in Native
village selection areas or not, to be eligible for selec-
tion. CIRI haa formally saked that all railroad lands,
eitcepl those conveyed to village corporations, be
placed into the selection pool that waa created by the
special statutory authority for CIRI to select lands
outside its regional boundaries. To date. CIRI"s broad
interpreution of the law hai not baen accepted by
tha Department of tha Interior, which maintains that
tha CIRI1 selection pool cannot include railroad lands
ouuidt tha village selections anas Howavar, CIRI is
expected to challenge tha Department of the Inter-
for's view. If CIRIl is successful in reversing the
Department of the Interior®s opinion either admini-
stratively or in court, *ubit*ntially~al] railroad lands
would be subject to CIRI selection. Itwould then be
necessary for the Department of the Interior to make
a 3(e) actual-use determination for all railroad lands
selected, not just railroad lands located withm village
telecuon areas. The narrow standards in the final 3(e)
regulations would then be applied to all railroad lands
and could result in the lots of virtually all ARR"s
leased lands, gravel reserves, and other properties
along the railbelt.

Tho Uses of Railroad Lands

The authors feel that the railroads lands art as
essential to iu operations as art any of the other
ARR asteu. They believe that ifthe ARR iato actas
a part of the market economy of the stale, itmust be
capable of exercising some decree of control over the
lands with which it is associated. Such control ranges
from absolute and perpetual surface control over
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some of the land to more limited powers over other
types of raal property.

Lands now under the jurisdiction of the ARR
may be caugonxed as follows;

1. Main line and branch line nghu-of-wsy.

Z Terminals and poru.

3. Lands leased to traffic-producuig tenants.

4. Msunal sour.* lands (for example, gravel de-

poaiu).

5. Lands leased to nontraffic-producmg tenanu.

S. Lends held for future opertuons tnd tnffic
development.

. Fortner rights-of-way.

. Other holdinp.

0 ~

In the authors® opinion, each of these types of land
requires specific -protection if it is to continue sup-
porting the railroad in iu roie as a functional par-
ticipant m the state transport network.

Requiring the most protecuon are the main line
and branch line nghts of way. The nature of railroad
operations requires that these lands be under com-
plete control of the railroad, including ataminimum
the right to: n

I. Hive complete freedom to add to or de>
from the land any structures, roadbea*.
adjacent rocks, or gravel or to recontour me
land as necessary.

Z Move track withui the right-of-way or to add
or delete track.

3. Provide loading and unloading facilities for
railroad customers or for railroad purposes.

4. Add structures aa may be necessary for
operation.

5. Remove any vegetauon which may be
required to operate or expand the railroad s
services.

6. Fence the right-of-way.

7. Operate any and all trains necessary.

8. Restrict or grant access to persons or vem-
cles as it tees fit

9. Construct and maintain any drainage fecili-
ties necessary ta preserve the right-of-way.

10. Maxe any provisions necessary to protect the
operational capability of the right-of-way
even if this requires access to and control of
landi beyond the normal nght-of-way limit:
(e.g-, avalanche, flood control L

1l. Take such action as may be necessary it
safely operate in situations where conflict
with other transport modes may exis.
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12. Place tU necswsry communication* and
signal dtrvicm within th* right-of-way or to
maintain separate nghu-cf-way for the*#
items when necessary.

The author* believe that all of theee efrraents
muit be available to enable the railroad to maintain
the property, provide for safe operation!, protect the
public, meet public regylsnry requirement!, operate
efficiently, and be reiporuiv*® to economic opponun-
ities and influencH. The nonnal mechanum required
to exercue three responsibilities i* fee ownenhip of
the property by a railroad. In those relatively unusual
circumitancia in which a railroad cannot obtain fee
ownenhip, Lnen it occupies a land parcel via a rail*
road easement. This gives the railroad complete
control of all surface rights to the property, including
the nght to exclude the fee owner from the property
snd to exercise all of the functions noted sbove. The
usual railroad right-of-way is 100 feet to either side of
the center line of the main line. It isvery unusual for
leu than this width of land to be available; however,
wider nghts-of-way are not uncommon. The Alaaka
Railroad”s enabling legislation specifies < right-of-way
width of 200 feet total with a supplement of SO feet
for purposes of operating a communications system
where necessary. Terminal or port lands usually have
no specific width reined to track location. Rather,
they are specified in the more traditional types of
descnpuons uted generally in real property.

Landt Providing for Railroad Traffic Development
This category of land is second in imporjnce
to that of righis-of.way ar d terminals. The import-
ancr of this category goer beyond the lease income
generated by the property to the very essence of
ntiroad traffic and marketing. An analysis of the
Alaska Railroad"s traffic indicates that only a very
small portion of operating revenues are derived from
customers whose businesses are not directly adjacent
to the railroad™s nght-of-wsy.7 The efficient loading,
or unloading of carloads requires a customer to have
direct access to railroad facilities. This factor is of
such importance that it is usually quite difficult
lo serve a customer who isnot directly linked to the
railroad. On* of the primary tools available to a ail-
road to solicit this type of traffic is land adjacmt
to its nght-of-way on which a shipper can locate his
facilities or stora his goods. Thus, the landt available
for leasing to traffic-producing customers contribute
much to the ability of the railroad to sustain iu
present operation and to be economically viable.
Likewise, those lands which ar* available for future
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lease to traffic-producing customers represent the
long-term capability of the railroad to continue its
existence u an economic enterprise.

In the tuthors® mew, the only mechanism which
will permit the railroad to manage these lands effect-
ively is complete control of their use. While Zhere iss
clear obligation in ANCSA legislation to honor
existing leases whether the landowner is the raiiroafl
or another party, the only manner inwhich tcontin-
uing commonality of interest between the railroad
and future lease holders csn be maintained is by
provtding ownership of those parcels for the railroad
or by requuwg any future owner to me them for rail
traffic purposes so long as the railroad exists. It isnot
at all likely that the land development interests of the
rsulroad and a future, non-railroad owner would
coincide since land sale or lease for non-railroad
purposes would frequently generate much higner
income than would typical railroad uses.

Lands, Improvement, and Construction

Thu category includes those properties from
which materials such as gravel and rock are obtained
for maintenance and unprovement. The authors fee!
thit a railroad must have long-term scctss to such
land as well as t fairly unrestricted nght to remove
matensls as required. These needs ire banc to the
continuing operation of a railroad, because any
railroad®s roadbed and track will detenome rapidly if
not regularly maintained and tallest renewed period-
ically. This renewal requirement is particularly critical
in Alaska where the amount of moisture dunng spring
breakup can, if not controlled, make track unusaoie
within a single year. In addition to regular mainten-
ance. there may be very large short-term aemands for
rock and gravel to repair damage from floods, aval-
anches. and earthquakes. The ARR annually requires
an estimated 200,000 tons of gravel and 40.000 tons
of rock for normal maintenance. In addition to this
amount art requirements for emergencies and for
track improvements, industry access, and alignment
improvementa. The latter items result from changing
demands of railroad traffic and operation pattrms.
These are produced by such factors as changes in car
types and commodities (such as bulk commodities
requiring more substantial track), frequency of
operations (more traffic requires more frequent
attention regardless of commodity), types of oper-
ations (need to improve transit times to aitraci or
keep time-sensitive traffic), or the need to improve
operating efficiency (lower maintenance costs or
operating costs by realigning track).

Unlike the previous land categories, there is no
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abooluu requirement for ownenhip of the property if
the railroad hu the access and extraction righu
mentioned previously or bee aceeee to commercial
gnvolL However, without railroad ownenhip of the
materials, the coeu of maintenance and improvement
will be increased in two ways. One will be the com-
mercial cost of pavei and rock. Having to purchase
travel as the current cart of 813 per ton would cost
the ARR a minimum of <2,600,000 annually for
normal maintenance. These cotta would amount to
an additional charft of S1.49 for each revenue ton
earned by the Alaska Railroad (in 1980 dollars). In
addition to this would be any aggregate demands for
emergencies, new construction, or rebuilding. These
additional coeu would either have to be passed to
ihippen (and, thus, largely to consumers) by freight
rate increases or would have to be supported by a
public subsidy. Should increased freight rate* be
chosen, they will probably make the railroad leu
competitive and result in higher subsidy demands.

Lends Laasad to NomraHic ~“rodudng Tenants

The lands leased to non traffic-producing tenants
are not necessary to the continued operation of the
railroad, except where the lands can be converted to
traffic-producing properties either by lease to cus-
tomers for plant location or by exercise of mineral
nghu. How much these holdings may autst the
railroad in iu future operations will largely depend on
location in relation to commercial opportunities.
Even though the presently leased properties art not
essential to the operational survival of the railroad,
they do provide a major source of income which
oermiu lower freight rates than might otherwise be
the esse. Should the railroad lose control of this land,
the lost revenue would have to be obtained from
other source*— either higher height rate* or public
subsidy.

Former Rights-of-Way Land

This final land category is probably important
only in terms of the future resource development role
that policymakers may wish the railroad to play.
Specifically, the railroad currently controls the land
of a former right-of-way extending eastward up the
Matanuska Valley approximately 30 miles past the
Sutton, Eska, and Jonesvill# coal fields to Chicka*
loon. Thia right-of-way provides access to coal re»
sourcao and will be an essential ingredient in any
scheme to export coal from the Matanuska Valley.

According to ARR management, any railroad
depends almost entirely upon the way it can use iu
lands if it is to operau effectively and to market that
operation reasonably. Without this ability to utilise
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lands, sny railroad is dearly an unittnetive invest-
ment. Therefore, without a satisfactory resolution of
the current questionable sutus of Alnka Rulrosd
lands, any pountial owner should bs nesiuni sboui
becoming involved with the rxilrcnd. Ifhe ihould do
so without obtaining the type* of guarantees roec-.fied
above, it should be with the clear understanding that
this course of action may well lead to m large snd
continuing dram upon hu treasury.

Employ** Concerns and Obligations

Present Situation

The Alaska Railroad (ARR) iss federal agency
under the Federal Railroad Administration (FRA).
U.S. Department of Transportation. Few of the posi-
tions held by employees of the Alaska Railroad,
the only railroad operated by the federal government,
are found in other federal agencies since ths majority
are unique to railroad operations. The ARR em-
ployees, having significant railroad operational
txpenenc# and knowledge, represent one of tne
railroad™s most valuable ataeu. In addition, the ARR
employes! have knowledge of the special railr
operational requiremenu for Alaska, with iu 4if:sdf=3
climatic conditions and associated msinte
requiremenu.

Declining Work Force. After the completion of
tht pipeline, the Alaska Railroad experienced declin-
ing traffic and rrvsnues until the 19S1 fiscal year
(June 1980). Since that time, significant traffic arc
revenue increaaes have occurred despite high interest
rates, inflation, and generally poor national economic
conditions..In “.he face of increasing costs and declin-
ing revenues and traffic, the Alaska Railroad nas
annually reduced iu work force over the last 5 years.
For example, in FY 1976, the railroad employed an
average of 1,025 persons, but by April 1981, this
workforce totaled .only 629 employees, including
both permanent and temporary workers. *

The following uble demonstrates the penonnel
levels by department in mid-AprJ 1981, according to
a railroad manning report (see Table 10).

Organised Labor snd tha ARR. As regards
planned labor for iu employees, the Alaska Rail-
road u similar to privau railroads in the continental
United Sutes. Unlike pnvite sector railroads, how.
ever, most labor agreements with the Alaska Railroad

I'h m a th* Alaska Railroad u « federal agency, there i« tuo-
Manually larger las between the acanowlersment of declining
revenue traffic and s reduction in the cumber of employees
than would be eiperienced m private raiirotd operation!.
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Table 10

Authorized v*. Actual Number*
of ARR Employee*

Tmm
P— TWH |'m 1
u«nM>» M B 77 a
Tmyy m mi 23* 211 202 ii
1rSMM 270 11 127 4
Mum 142 131 130 <
Martet\* 14 10 - 1
Teul 717 ea s41 74

art perpetually in affect until either organized labor
or the railroad management wuhe* to open the labor
agreement* for renegotiation. Thia factor hai inter-
efting long-range implication* inview of the potential
tranifer of the railroad™ ownenhip and operation*.

At the pment tune, five union* represent the
Alaika Railroad employee*. The** are lifted in Table
11 along with the number of employee* which each
repretents.

The eFisll-Craw Law. An additional area of
concern regarding employee opcnting agreement*
and a change from federal itatut involve* a current
Alaika (tatute, the full crew law— the only one left in
the United State*. It require* a five-man train crew,
including a locomotive fireman, for all train*. Cur-
rently. because it it a federal agency, the ARR is
exempt from this law and operate* it* train* on th*
basu of agreement* negotiated with labor organiza-
tions. Usually, the** require o.”.ly three- or four-man
crew* for each train. If Alaska do** not repeal this
law during the court* of any restructuring, it it
unlikely that the railroad would ever b* a **If-
supporting operation. If th* present full crew law
continue* in farce, th* itaw should b* prepared to
pay several million dollar* annually in subsidy for
unnecessary labor.

Thus, the Alaska Railroad"s employee situation
ismore complex than that of other railroads since iu
employee* are generally not only member* of various
labor unions (similar to other railroad*) but are also
federal employees with all of the right* snd benefit*
which as* afforded participant* in the federal govern-
ments civil service system. Th* implications of
these double protection nghu snd benefit* for th*
proposed transfer ar* far reaching snd significant.

Financial Implication*
Another significant confederation in the poten-

age N

tial transfer of the Alaska Railroad from the federal
government to the Suu of Alaska is the financial
implications of employee protecuon. including
federal retirement benefit*.

Th* current employee* of the Alaska RiUrosd
hav* participated in tnd contributed to the federal
Civil Servics Retirement and Disability Fund The
Alaaka Railroad has matched the contributions made
by each employee dunng their employment to date,
and the** contributions have been made out of
railroad revenues. The federal Civil Service Retire-
ment System is under the jurisdiction of the L".S
Office of Personnel Management.

Th* Civil Service Retirement and Disability
Fund is th* accumulation of money held in trust by
th* U.S. Treasury for th* purpose of paying annuity,
refund, and death benefits to persons entitled to
them. Th* present Alaska Railroad employees are
among th* persons entitled to these benefits.

The identified federal commitments which were
made by the Alaska Railroad to employees at tne
time of employment include the total cost of relo-
back to the point of recruitment of any
employee and family recruited from outside Alaska
when they choose to return. Other employee com-
include participation in the Federal Em -
ployee* Croup Life Insurance Program. health insur-
ance benefits, accrued sick and annual leave, credit
for time served as federal employees, turnaround trips
to the point of recruitment every two years ias distin-
guished from relocation), and protection asainst
arbitrary dismissal by the Merit Systems Protection
Board.

There ar* many unanswered questions related to
the employees and protection of their njtnts. These
questions can best be answered snd the problems

cauon

mitmenu

Table 11

Labor Organizations Representing
ARR Employees
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aolved by the M n 1 government since it it their
iy*t*m and not Alaska®s which has given the employ-
ee* LI,nr protection. Failure to *olwe the** obliga-
tion* pnor to the transition phaae may well lead to
lengthy and costly litigation “ well at to esceauve
employee turnover. Thu*, careful conoderation of
thaaa factor* aa part of the fedeni tranafer leftaleuon
would benefit *11 concerned.

We ihould alio note that icveral of th* existing
labor agreement* will continue in force until either
the labor orfamzation* or th* railroad management
wiahe* to open negotiation*. It iaprobably best that
the** agreement* remain m force for a specified time,
after which they would be eubject to new negotia-
tions. The tranafer legislation could provide for auch
negotiations and establish U-* framework for setting
labor agreements.

In summary, ARR"s legal obligation* to its em-
ployees are ext*naive, and th* federal government is
in a much better position than th* itate to provide
them with a proper transitional propsm. Such a
program would protect the employees, th* State of
Alaska, rod th* federal government.

Finances

Its status aa a federal agency complicates the
financial condition of the Alaska Railroad. For
example, non* of th* traditional measures of financial
health auch as pnce-eaming. debt-equity, or even
revenue-expena# ratio* properly portray the condition
of th* operation. In addition, the burden of paaaenger
service (about 35 percent of all trains operated in
1980) distort* even the traditional railroad operating
efficiency measures which might otherwise be em-
ployed. Financial reporting u done by methods
and for reasons which differ from private practice and
which ar* not even entirely consistent with federal
government standards. Similarly, public sector
capital budgeting and justification isnot organized or
presented using the methods of th* rail industry. The
differences result both from conflicting management
objectives and requirements for management infor-
mation which aradictated as much by federal control
as by th* need to manage ooemions.

The ARR receives operational funds from four
primary sources:

1. Revenues earned by transporting freight a<nd
peaengen.

2. Income from property leased to others.

3. Reimbursable services performed for others.

4. Congressional appropnations for acquiring
capital assets and for major maintenance.
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Thia income is ail placed into a angle revolving fur
account with th* U.S. Treasury against whicr.
railroad draws to support iu day-io-aav operatior
and fund capital expenditures. Income placed in in
account remains available until extended by AR.
either for operations, capital expenditures, or o
work authorized by sppropnauon.

While the revenue from the railroads o»
operations is largely independent of external cor
trol,9 those resources obtained by Concession:
appropnation ar* subject to msny of the sam
rastrainu common to the budgets of ill feder:
agencies. These requiremenu dicute s budgeur
process which may have both revenue-based fur.osn
and appropriated funding used for similar purpose:
while justification for their us* may be quite o::
ferant. Th* justification for appropriated fund:.-,
is- similar to that seen for other agencies »n;c
seek money to maintain the existing property or.:
operations and to comply with federal guideline:
This is somewhat different from the approacn use:
on most pnvat* rail systems wnere budget!, *n
developed and justified on the basis of the
bilitv of operations tnd the investment.
funded.

With this background, let us look in more a
at the railroad®s financial situation. This analysis w-.1

deal with the fINANCIA| Statements, revenues am
expenses, assets AN liabilities, and capital budgets
We will review both the information ivauaoie from
this material and its limitations. In addition. wn»r»
possible, we will explain the future implications o:
these items.

Reporting Financial Information

The Alaska Railroad prepares three public
financial documenu. One of these, we Capltal busget
and appropriation request, win be deiit witn in
another pan of this section., The other two are *.re
annual report ana ne monthly financial statements
While both provide useful information, they are
limited in scope when compared to similardocuments
prepared by pnvata railroads.

Annual Ruperts. The annual rtporu are pre-
pared following th* end of each federal fiscal year
(September 30). They summanz* the previous year s
financial performances and conum a limited amount
of operational data a* well as a narrative outline of
th* previous year®s events. The financial information
includes a bnef income statement, balance sneet, ana

*The only restraint upon cipenditures of then revenuet u
that lhay muu be uaed fer a funeiion luinoruafl me ranroac
IN iu anabling le*'damn, aaamended.
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ahstgtement of change* in financial petition. Non* at

in entirely consistent with prrvit* practice in
stockholder reports, principally-due te th* fedeisi
*tatus. Th* difference* an most clearly apparent in
th* balanc* «h**t where liabilities include only a
limited number of current items and neither long-
term liabilities nor rtockholdert® equity. The long-
term liabilities do not eiitt since th? railroad is debt
free and need not provide for taxes. Substituted for
stockholder®s equity is an item termed "Proprietary
Interest of the United States Government, ™" which is
the sum of all federal appropriations plus retained
earning from operations.

Th* 1income statement varies from that of
private practice in that it does not account for fixed
charges other than depreciation. It is important to
not* that th* ARR, as is common with most rail-
roads, does not capitalize and depreciate its track
structure. Rather, it uses th* practice known as
betterment accounting, which charges any replace-
ment material regardless of the amount of expend-
iture, to current maintenance expenses and capitalizes
only the improvements. While th* mult of this
practice for a private railroad is to present the finan-
cial status in a more conservative light, the effect on
the Alaska Railroad is slightly different. Because the
ARR seeks federal appropriations to perform some
major track maintenance (which becomes pan
of the propnetary interest), this work is effectively
capitalized (whether it replacements or
improvements) and is then not depreciated. Effec-
tively, this practice tends to understate the long-term
capital requirements to maintain an adequate uack
structure while at th* same time, itoverstates current

involve*

maintenance expenditures.

Table 12 shows the changes in fixed asset values
which have taken place in the 1976-1981 penod. The
increase is due pnmanly to additions to equipment
(mostly fifteen new locomouves) tnd to structures.

A difficulty on the asset side of the bslance
sheet involves establishing the value of assets. It
should be remembered that a considerable portion of
the ARR properties were transferred from other
federal agrncies, often at a cost of only transport
charges or salvage value. Th? entire line from
Whittier to Portage is in this category. To what
extent this type of tccounung for th* assets under-
states thetr true value is not certain. Tor present
day-to-day operational purposes, it is not of grest
importance except that it understates the depre-
ciation charges and thus the capital reserve require-
ments. Any restructuring will necessitate th* identifi-
cation of appropriate asset values for rate-making and
other purposes.
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Table 12

End of Fiscal Yaar Fixed Atsats
(t in millioflil
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The lands controlled by the railroad are ilso not
included in assets, except for those directly purchased
by th* ARR. because most of the land was trans-
ferred to the ntlroad si no cost by executive order
or public land order.

Monthly Financial Stattments. The monthly
financial statements are much more detailed than the
annual reports. They provide both an income state-
ment and a balance sheet in the same format is me

annual report. However, each line item is funner
broken down into relevant details. Conceptually,
tie tame limitations tpply to these statements

ar to the annual reports. This investigation, however,
discovered sn additional limitation: the
inability to isolate passenger- from freignt-service
costs. While revenues are separately reponed. costs
arc separated inonly a few citegones. Those that are
recognized appear to be only a few of the shon-term.
out-of-pocket costs. This clearly does not reflect me
full, direct cost of providing the passenger service,
wmch constitutes 30 to 60 percent of all trim miles
operated. Because of the importance of this function
of the ARR. we allocated the costs left unassigned by
the financial statements and present them later in this

serious

section.

Another important difference between the ARR
tnd norma] industry reporting occurs in the area of
operational statistics, which allow th* tnalyst to
prepare efficiency measurements. While the snnual
report contains limited dsu on operations, tne
financial statements hsve none. Those in the annual
report are not equivalent to those required of private
railroads in their annual reports to the I1CC or even to

«
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many of those prepared tor itockholdm. Thii ini
rtpnwiu tn anporunt deficiency ia tht ARR"s
public rrporu.

With these explanations in mind, it it appro-
priatt to look tt tht finsncial performance of th*
Alaika Railroad dunng tht part itvtni ytan.

Finaociti Performance

Tht Alaika Railroad hat experienced rathtr
varied financial circumstances ovtr the part dtcadt.
It experienced tome of iu b*«t ytan dunnf 1975 and
1976 and tome of iu worn in 1979 and 1980. Tht
ARR T cyclic performance during then ytan ii
representative of the tntirt financial and optrauonal
hirtory of th* railroad. Italio indicatti th* itnntivity
of tht railroads financial performance to traffic
channel which would be considered minor on most
railroeds.

Table 13 aummariaes"th* income tnd expense
performance between October 1975 and September
1981. As can be seen, revenues had fallen by 1979 to
half their 1976 lewel; expenses subdued afur 1977
and remained so through 1960. This indicates the
sensitivity of the profit or lou to changes ui revenue
rather than to cost factors. This iss basic fact for all
light-dennty railroads: they mutt operate it certain
minimum levels if they are to handle available traffic
and mainum certain operable levels. That iswhat has

occurred on the Alaska Railroad. To retain traffic, it.

has had to mainum snd operate the property at s
cerum level. However, itwould cost only marginally

Table 13

Revenues and Expenses
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Table 14

1978 Revenues and Expenses
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more to optratt at = connderaoly higher Ileel,
generating much mou® revenue. Th* 1981 results fur-
ther illustrate this problem. As noud oeio*. me
composition of cotu and revenues provides signi-
ficant insight tnic the various cost factors.

Tables 14, 15, and 16 provide a more detailed
analysis of 1978, 1979, and 1980 revenue* ,-c
expenses distributed to freight and passenger - ,ce
and to other activities. It is important S note
that the method used by this analysis devetoos fully
allocated coats.10 That is. th* method allocates both
th* direct, short-term, out-of-pocket costs and the
various types of joint costs tnd overhead to the
appropriate service. This estimates the resources used
to supervise th* ptsaenger trims” operation and
maintenance, to market and admmuter them, to
provide th* incremental track maintenance required
by them, to service and supply them, and to control
their activities. It anouid be realised that if the
paaaenger trams were eliminated, many of these
joint and common costawould remain. However, over
the long term, itwould be possible to eliminate uiem

| Where the fintncial *4l#m«nu provided toeeificcou arm
ouu ikuch th pa*A#ni*r or (r*ifni ear mamirruneei. me*
uaed directly rather than btin| allocated.
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Tab ¥ 15
1079 Re— no— and Expenses
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or to div*rt the resources they represent to more
productive uses. ™*

The anadysu indicates that “"he nonrail activities
have consistently shown a positive net income. The
freight service hu shown a positive cuh (low (net
income before deduction of depreciation) in 1978
and 1980, but 1979 indicates a SI1.02 million cuh
lots. For the 3 yean, the total cash gain on freight
operations wu S2.48 million. While this is not
sufficient to cover all depreciation charges, it does
represent an impressive performance, particularly
when considered in relation to the weak Alaska
economy dunng this penod. With freight and other
activities combined, the cash flow is positive for
all 3 years, and total net income is positive (or
sero) in 1976 and 1980. This leaves the passenger
service u the principal source of the substantial losses
shown in the annual reports. Such a result is con-
sistent with the problems experienced by other North
Amencan railroads dunng the past 30 yean.

Hwhtr* ARR tcteuniiag rraerdi did aot ipacificlily allocate
costs to either freilht or passe )ler tamer, thsy were so
sllocsled using methods prescribed by the Interstate Com-
merce Commission to the estsnt thst ihs required operating
suiutwi were arstUble. See Cods of Federal Regulations. Title
4». Psrt 1242,

®GE ?'

There are two poss.ble causes for the passenger
service®s poor financial situation: excessive expenses
or inadequate revenues. An examination of the
various expense categones indicates that they are not
excessive considering the substantial proportion of
the operations represented by passenger service.
Given the nature of passenger train operations, this is
in fact s substantial compliment to the ARR manage-
ment. Thu mult u confirmed by comparing the
ARR paaaenger service to that of the Denver and Rio
Grande Western (D&RGW) passenger service for
comparable periods. Dunng 1978 to 1980. approx-
imately the same number of passenger train miles
were operated by both railroads. Expenses were aiso
comparable: however, the D&RGW revenues were
50 percent to 100 percent greater, resulting in a
significantly smaller loss sttnbuied to passenger
service. ARR revenues, on the other hand, were not
large enough to be comparable to the proportion of
total operations represented by passenger service.

A more detailed discussion of the passenger
problem is contained in the following section (Com-
petitive and Regulatory Environment!. It appears,
however, that it would be impossible to generate
enough passenger traffic to make the net income
from passenger operations positive. This is the basis
of a substantial long-term public policy question It

Table 16
1980 Revenues and Expenses
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is tl*o important to realize thst, except fora modest
depreciation chan* against pxaaengtr service, thu
analysis has not included any capital coats.

Sine* it appears that freight atrvtc® is a fairly
stable income source even in economically depressed
yean, it isuseful to examine the effects of adding a
major additional long-term movement. For purposes
of thia discussion, it is assumed that the recently
announced pending coal movement from Healy to
Seward for export saw its initial opemicn in 1980.
The revised income statement is shown in Table 17
baaed on the proposed 800,000 metric tons moving at
a rale of 810.10 per ton. Operation expenses are
based on dau supplied by ARR. and depreciation
costs are computed at current rates based on the
assumption that all new equipment is used for the

movement. For this analysts, only freight snd other

Table 17

1980 Financial Performance with Ponmtbl
Coal Traffic
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activitie* sre considered. The changes in performsr
due to thu single movement sre considcraole
overall net income of 80 becomes s poutive SI.
million, and total cash generated goes from S3
million to 85.37 million. Thu dearly indicates be
the dependence of a light-deniity railroad on sdir.,
movements snd. more importantly, the pom
effects of s substantial traffic source with long-t#:
prospects.

Thus, the overall indication isof s proper.y
has undergone substantial financial changes over ::
past 5 years. Although it has Men serious diminutic
in the volume snd ton-miles of svauaoie frets
traffic, there hu been sufficient control of costs
maintain an overall positive cash flow each year aft
the passenger service u deducted from the results
high-revenue. moderate-cost movement such as tr.
proposed for coal could add stability to :he perfor
anct.

Capital Budgets

Unlike pnvate railroads, the Alaska Raiiro.
does not have access to capital marxeu. It .,
borrow funds for equipment and cannot mortgage .
property to generate capital. These factors mean tr.
the only methods of obtaining funds for
improvements are through internal generstior
depreciation charges or financial turpiusi rf
appropriation. It also means that it must h
cient capital to pay cash for improvements.15

Table 1S lists the capital and major mai
tenance expenses between July 1975 and Sepier
ber1960 along with the source of funds. Cleiri
about 75 percent of the funding came from aoor-
priationi rather than from earnings. As noted in tr
previous section, it tppeari that the principal reisc
for this is the negative impact of passenger service c
income. It also indicates that without pitsenge
service, th* ARR would have produced ST.79 miilic
internal capital between 1973 and 19SO instead c
the 81.2 million actually available. Thu would na\
reduced the necessary appropriation from SI*.3 an
lion tO 9.51 million, even assuming that no mone
had been retained from earlier, more prosperot
yean. Clearly, the recognition of passenger service t
a public good requiring public support could have
major impact upon the railroads capital bucge
Fflexibility.

ujual method uard by private railroad! to purcnaa# rt
equipment ia through the '‘Philadelphia Plan." in wmen in
down payment ia 20 percent of purchaae price, with in
balane* paid oeer IS years. Becauae rail .puipmem offer
excellent aactinty, the inlareu retee are uaually iuoiunuan
below the prime rate.
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Tatolo 18
Capital tnd Major Maintananoa Programs
tS mi miVian*)
Um wo VM ivra 1177 1*Te* T>w
10.7 101 (@©.1 101 (as 11.0

» miil Trart,
lirmini 13 6% a1 Xl a3 144

(avwmani 1X 0.3 43 13-S IS.*
otfwr (nmu 013 a4 04 0.3 as 7.C
Trtt uoow Xl 18w oan
PwnM Sora

Aeortmala-"* S.0 -3 10 40 1.0 333

RaMraae Ejnwnp Q.S 0.1 at 3J 41 13.8

T im o It-mwitfl (am im>
*1 A3 WWif i im rivtan to Sow ©OVtO Ohtnor tm xi

Somroi AIMiMMrtii IMOAMMiNwnN .

It ia in capital budf*tin] that the Alaika Rail*
road differ* the mod financially from private oper-
ation*. Thu difference remit* from, and itevident in.
~evenl feature:, of the budget, including the dutnbu-
tion among expenditure types, the budget proccu
and line item justifications, and the types of programs
included m the budget. As noted earlier, many of the
budgeting objectives, fund sources, and utilization
capabilities differ. These variations are reflected in
the documents themselves.

The budget tends to be heavily weighted toward
improving facilities and light equipment rather than
purchasing rolling stock. In private industry, the
reverse tends to be true. There are three reasons for
the difference. One is the ease with which private
industry can finance equipment. This ease permits a
relatively modest cash flow to leverage substantial
amounts of equipment purchases, particularly when
used in conjunction with reasonable interest rates and
tax advantages related to interest, investment tax
credits, and accelerated depreciation. Obviously, the
ARR cannot take advantage of any of these. A
second reason that equipment expenditures receive
leu emphasis, particularly in marginal years, is that
individual items are so expennve. A locomotive costs
1750,000 to (900,000, while can run (40.000 to
(50,000 each. Thus, Il an ARR budget is cut by
FRA, OMB, or the Congnra, an event which occun
regularly, it is easier to reduce the fixe of track
programs than equipment purchases, since the former
tends to comprise a large number of smaller items and
personnel requiremenu. With track or structure
programs, at least some of the improvement can

pa.gs .l

usually be made, but an equipment acquisition
program must often be written off entirely even ifs
portion of the funding is not approved. A thud
reason for these budget priorities is thst n is easier to
repair older equipment and to keep itoperating than
it ia to operate over track which has not been prop-
wly mainu-.ed. Ultimately, the differences in
budget pnonties provide for physical faculties main-
tenance ui the manner of most federal agencies, but
they do not necessarily respond to marketplace
influences.

The next difference between AR R *f budget snd
those of pnvite capital irises in the budget devel-
opment process and the basis for project selec-
tion and justification On private railroads, the
projects for a capital improvement plan ore developed
on the basis of cither rate of return or net present
value of the proposal. The ability to contribute to
the profitability (usually long terml of the organi-
zation ii the primary cntena of selection. On the
Alaska Railroad, thu does not appear to be stnctly
the case. ARR budgeting documents must conform
to U.S. Department of Transportation requirements.
These requirements nrely reflect a need to operate
profitably. Thus, the justification for projects inme
ARR budget u almost inevitably based on cost
minimization cntena or satufacnon of federal re-
quuemenu. While cost minimization u an import-
ant part of developing an efficient operation, itmay
or may not reflect the most profitaocie use of re-
sources. Such an approach also fails to consider the
opportunity costs of alternative uses of capital.
Between the 1978 and 1982 budget requests, that of
1979 wu the only one whien contained a cost-benefit
analysis and a computation of internal rate-of-retum
for individual project*. In no esse was there in
attempt to estimate overall returns for groups of
projects. These overall numbers may be considerably
different from, the sum of individual returns due to
various project interdependencies and timings. It
should be emphutxed that the majority of these
problems result from the requirement that the ARR
follow federal budgeting procedures rather thin
allowing iu management to develop programs, as
much as possible, on the same buis as private firms.

Tha final difference between ARR and pnvate
budgeting practices is the type of projecu incor-
porated into the capital budget. The ARR % budget
includes both strict capital items and major main-
tenance, which would be part of ordinary expenses
under ICC accounting rules and within most private
organizations. This causes the income requiremenu
to be understated. This problem is exacerbated by
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At un of betterment accounting for track structure
H rrpUmtrl atriitr. Tht proportion of tht budget
which it actually devoted to maintenance rmthtr than
to capital expenditures it difficult to tttimiM from
available data. However, tht FY 1983 budget, at tht
minjoint level, lieu «ich ittsu at cross-tie replace-
ment, track surfacing, vegetation control, equipment
repair and refurbishing, and building repair, none
of which appear to ba normal capital items. Once
mgam, Aa requirement to conform with federal
budgeting (thit time coupled with railroad betterment
accounting) dictoru At financial picture of At
railroad.

Tha final capital budgeting item which requires
review ia A t quttuon of deferred maintenance. ARR
definea deferred maintenance aa:

. tke tecuatvieud Uui be** la
be perfermed ia eider ta bung Ib* phyaeal plant ,<e(o
tke Nelanel eoeduton and capacity coaiaidared iana irj
ta aieewfudalt tke level of freigat aad » i— nger unfix:
tapseiad."

In 1977, Ae ARR eetimaled deferred maintenance at
'-888.9 million, with Ait increasing to 863 million by
1980. Of Ae 1977 Alai, 838.7 million wu consid-
ered A be delayed capital expenditure*.13 Table 19
Aows Ae breakdown of Aa 1977 Alai by func-
tional araa. It is important A realise thst these sms
do not represent items which make it unsafe or
difficult A operate Ae railroad. These are turns
which Aould be programmed projecu but have had
implementation delayed. It ia not unusual practice in
Ae rail industry A sdopt Ais strategy when revenues
sre not st an adequate level. Since much of Ae pro-
gramming iaon a cyclical basis and Ae iums are long-
term assets, Ae practice becomes critical only when it
it continued over an extendedjienod. It isalso possi-
ble A “trade” capital expenditures A exchange for
higher current maintenance expenditures. Both are
part of Ae situation at Ae ARR. Thu is particularly
true for Ae roadbed and track category where many
of Ae charges are for subgrade which Aould be up-
graded A dimmate future maintenance demand.
However, Ae principal result of not performing Ae
work will be higher current costs, not unsafe condi-
tions or major operational problems. This is Ae
nature of many of ARK'i problems, particularly Ac
delayed capital expenditures, tiAough a good deal of
Ae tie renewal appears A be true deferred mainten-

ance.
Thus, it appears that while deferred maintenance

I"Omv acsia, tke *fr*et af beturmem Meeentins for track ia
ta iIM**Mi tb* apparent l«*»| of deferred maintenance. Actu-
illy, many track-nUied defenvd-moiauiiaae* Itmau w* de-
layed capital eapcaditura*.

UNIVERSITY OP ALASKA. INSTITUTE OF SOCIAL ANO ECONOMIC SE'E**

Table 19
Deferred Maintenance by Functional Ares
18 in mdlianil
Rail Relev 3 73
Tie Renewal 75
Other RoadOad and Track 157
TunnNt 17
Bridget 43
Building* 49
Other Fined Facilitiet 15 7
Communication* 09
Equipment 04
Total 58.9

Source: Atsiai Railroad FY 1S82 Budget Suomiittii
Documentalion.

may bacome a long-term difficulty tf Aere m «c
large traffic increase (more Ain the currently ?r
jected coal traffic), it does not seem to be ams;
current problem. The solution of Ac

remains difficult A project until the type of
structure under which thu railroad will be

can be determined. If itructured corre. r
projected organization may provide const. j
potential A address Ae problem, certainly more trta
Ae present federal structure.

Comepetitive and Regulatory Environment

The Alaska Railroad boA competes ana coo
eratcs. wiA Alaska motor earners snd, Aroug.i ;
barge connections, with marine earners operatic
between Alaska and Ae United Sutes. Because tr
local freight carried by ARR u uruuiuble for rpa
haulage due A its bulk, Ae railroad u relatively [€€
from local competition. The exctptioni a Au V
some petroleum products movement snd Ae loc
TOFC/COFC service between Anchorage and Fa:
banks, which amounu a leu Aan 10 percent of
total traffic between these two poinu.

However, Acre art numerous examples of loc:
tariffs which represent cooperative arrangements. !
fact, Ae Anchorage-Feirbenks TOFC/COFC reprt
sents one auch tariff, while oAen include g
between Delu snd rail poinu, pipe from Seward o
Anchorage A Prudhoe Bay. cement from Ancnorrg
A inunor point*, snd petroleum produeu between
variety of placse. Table 20 lisu Mvcral Alux.
Railroad tariffs which include through riict mvolvin:
boA Ae Alaska Railroad tnd motor earners. Mato
earners also provide drayage service* M Anchorage
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Tabla 20

AlaA a Railroad Tariffs Involving Joint
Rail-Motor Ratal

jat-C  rrmm Huairr. ».C_ww As. Nw/niiM minn

Xaa-A alrnn ceivruosa  weiwirs. AmvE rvm

3101-K tehi* CtluaM . Ideew. UhawM Inaw
Mwmsne. Oraeari. WM tmffOfl. run
Wvuramg. ana A Laaal

Xia-J  AIMMFEMIfI RMtaiM Oe m

mwierireu rw i

Uara AIMU R«lrud Ttrilli XaVC.X*»-A.3101*.

and Fairbanki for the railroad. Table 21 provide* a
partial lilt of motor earner* involved in joint arrange-
menu.

It i» th* interline traffic which bhngi the rail-
road into the m«t direct competition with pnvata
earner*. However, even here, ARR i* functioning in
cooperation with other pnvau firm*. The nature of
the commoditie* moved make* the interline traffic
more competitive than the local.14 Tht marine com-
petitor* in thu *ervic* are Sea-Land Service and
Totem Ocean Trailer Expreai, who operate container
ihip* and roll-on-roll-off trailer ihipi, reipectively,
between Puget Sound port* and Anchorage. Both
al*o have through unff arrangements with motor
earner*, a* well a* with the railroad.

Th* importance of thi* traffic i* in the volume*
available and iu high value. The total' conuiner.
trailer, and railcar traffic through Anchorage and
Whituer i* presently about 1...-0.000 ton* annually.
Of thu, the railroad haul* about 250,000 ton*. Some
of this is not lubject to alLrmate routingi (like heavy
machinery, many chemicals, heavy structural shape*);
however, most could move by any carrier.

The shipper’s choice of carrier ia usually baaed
on a combination of pnee and service characteristics
depending on value of cargo and delivery require-
mmu. Th* most recent innovation used to influence
market share was the introduction of contract rates
by the railroad. The** require th* shipper to provide a
certain minimum number of carloads in exchange for
certain long-term rat* maximums and service guaran-
tee*. This type of rat* was authorized by federal
legislation in 1976 and has begun to gain fairly wide

14 See “Traffic law." PMCI M | foe mdaacnptioa ef the com-
peuiive commodity lypes.

c"25"
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acceptance nationally only in the last 2 yean. It has
created considerable controversy in Alaika. princi-
pally because of iu success. It hu also been me
subject of court action and a congmiionally man-
dated ICC investigation to determine wnether the
price* in the railroad's contracts art in conformance
with luluslory requiremenu. Preliminary multi
indicate that the rates exceed the mintmum levels
allowed by law and are well below maximum allow-
able levela.14

It is th* Interstate Commerce Commission which
is responsible for regulsuon of the economic relstions
of the various Aluka motor, rail, and water carriers.
Executive Order 11107 of April 25.1963, placed tne
Aluka Railroad partially under the jurisdiction
of the ICC for rate-setting purposes. There were two
exceptions which have created difficulties in the
railroad's relationship with iu competitor*, both ui
terms of marketing and in rale making. These two
sections provided that:

1. "The Secreury ... shell tllocite ... s proper portion
of the cipiul inveetmeni of Uie rsilrosd to me
asuonal public purposes for which il nsd orilintli>
been built." (Thu pen of the riilrotd's rilustion wu
to be excluded from ihe cosu on which rsiei werr
baaed.)

2. " .. . Jlaiee and chargee ahall nol be deemed to be
uniust or unreasonalie by reeeon of failure lo y<eid
sufficient revenues eover sn> smounu for uses
not actually required by law 10 be paid or provide a
return on cspiul investment.”

Effectively these two provisions allowed the railroad
to retain moit of its rale-miking freedom. This
situation remained basically uncnanged until 1980
when passage of the Stagger* Rail Act (and tne
aubtequent appropnation bill) mandated an investi-

,51i should slso be noted thst the ICC inveetiisnan hu. for
tht Tim time, included n cost of cspiul forme frdeni invest-
ment in the nilrosd ts a psrt of the Suu fordeterminm* me
Jelility of met.

Tabla 21

Motor Carrier* Involved in Through Tariffs with
th* Alaska Railroa

| Sta‘ilmL}]i(i;’/*n’m - Inc.
. t Aot inc
Drillin' Mud Hauliin
Si* Tam*man. Inc
Tranirenain#n C4>m«enr
K IM Trwetmf Cyneeny. Inc
Kodt** Qilf«tO H#odon. Inc
Mwtltft Fresfnt Lint. Inc
Wwaovyn CiOfW.. Inc
Arttntrt. Inc

Sewvae Aleuts RiUreed TsnHs SOe**A tsw 301 Al
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gallon of th* Alaika Railroad's rtJ-wim rates (th*
competitive interline movetnenu) to dttmunt
wh*th*r they were in conformance with th* prow-
Bon* of th* aet. Thit represented msubstantial change
ia policy, one* tho Staggers Act cor:lam* v«ry apeetfic
proneon* regarding th* tUowatol* cott battt for rat**.
Th* statutory language of th* Act make* it clear that
th* railroad it *xp*ct«d to meet th*** eo«t-baoced
tariff requiremenu, which now form much of th*
basu for the interline rau making.14

Provision* of the SUggen Rail Act provide th*
bast for marketing and management of rail mtyic*
delivery. They prond* for a food deal of latitude in
implementation; however, they do require that
economic efficiency be a batic consideration m
developing any service and pricing package. They
also place a number of restrictions on th* relation-
ships between canwrv

Establishing s clear aet of pricing rules for th*
Alaska Riiltom] i* probably th* moat important
function of the new regulatory legtalauon and the
wbsequem ICC investigation. These rule* define an
ana of marketing flexibility not previously available.
These statutory bounds for pricing also allow th*
railroad to compete more freely, and they protect its
competitors from predatory pricing. However, it is
important that they be applied as outimed m the
ralut* if they ar* to be effectively implemented.
Artificial restrictions on th* ARR do not appear to be
in th* best interest* of either the itau, th* ARR's
competitors, or th* railroad. If Alaska iato develop a
financially viable transport system, all participants
must become active eompeutori rather than relying
on artificial constraints.

1*Tk* llium Rail An oft9to MaAtwuS foltowmg * long
a*no* of doMiisfocuon With ivw lu of ICC rvftiUtary u tility
ta* iu *(f««t on th* firuMul liability of th* rail m*iuuy. It
had b**a ******** 3 months **Hi*f by th* Motor C*m*f An
of 1**0 which wHhdrvw mots of the uonomi* rvfvUtioni
*+1*IM* to Ik* trwthia* icduary. Th* tool* of th* nil
on wen;

1 “Toui* th* railroadl of th* catioo ia rohot:1 alius
th* rall ry«*m a **** ta no*t th* d*ro*a of
launtolam unw ta* th* aouoaal d**ao .

S. To reform f*d*ral rafviotary *olirr hi tt lah um
t af*. o**“sem sosm n dl. effloM, ta* fiaoa-
atlly ashlo is* ryaem

3. Ta tmiot th* is* *yapa ia rtmaia mhlo ia Ih*
prrrsu motiaa af th*miaay.

4. Ta ™04 t nwislotory yrowwa tha haloaoss th*
a~*d*af comwra, miyo*rk 0o* tho pahlw.

4. To tmiat ia th* iwhoMiuuoa tad flasaaiog of Ih*
rs* *ya*a~"
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The regulatory environment of the suggen Act
provide* a tatting for both tne competitive tnd
cooperative tmngemtnu between the Alaskt Rail-
road and othar earners. The whole regulatory strue-
turn ia fttll in th# implementation tuge. and the
precise applicauon procedure for th* new system J
not yet known with any degree of eeruinty How-
ever, it ia certain that the new regulations, if imagin-
atively applied by management. WUi provide the
railroad with considerable opportunity to improve its
profitability while iimultaneoutiy forcing improve-
ment in the quality of management dau tnd us use.
They provide a basic framework for esublishing the
Alaska Railroad as an integral competitive tegment of
the itau atransport sysum.

Fasaenper Servica

Tht Alaaka Railroad provides regular scheduled
paaaenger service and special passenger trams. There
are two distinct parts of the tchtduicd passenger
service: the long-distance tervict between Anchor-
age and Fairbanks and the specialised shuttle service
between Portage and Whittier.

The Anchorage-Fairbanks service includes e-
press trams daily in each direction with stops
at Talkeetna and Ocnali Park dunng the sum
lounat months (May-Sepumber). In addition,
art three local sued trams (pasaenger and fra”..t
can) per week dunng the summer. The local trams
atop aa necessary for paawngen along the route and
permit hunun, fishermen, and hikers to reach parts
of Alaaka inaccessible by road. The mued trams ire
limited by union agreements to a maximum of
twenty-five freight ears per trim unless granted a
special txempuon. The txpresa trams operau with
coaches, a dining car, a lounge car. adome car, and a
baggage car for checked luggage. In the winter, there
ia mued tram paaaenger service once per week.
Mixed trams in both summer and wtnur have coaches
and a diner for passenger stmce. The summer trams
represent one of the moat aslable tourist attractions
in Southcentral and Inunor Alaaka.

Additional paaaenger service ia offered by the
Alaska Railroad m the form of a shuttle tram be-
tween Portage and Whittier, a distance of 12.4 miles.
The train movea autos, trucks, buses, (with passengers
allowed to remain in their vehicles) on special quick-
loading flat can and also carries passengtn m coacnes
for the 3S-mmuU tup, which includes three-and-one-
half miles of tunnels.

Thia shuttle train provide* access to the sute
ferry service between Whittier and Valdet and access
for the pnvate and commercial boat owners wno
moor their craft at Whituer. The railroad is the only
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mean* of overland transportation to aud from
Whittier. The equipment ongtnatM out of Anchorage
and return* to Anchor*!* each rnght. The dsuttit
train from Porta!* to Whittier provides a atomer
schedule of three round tripe three day* per week,
four round sip* two day* per week, and two round
thp« on th* remaining two dayi of th* week. In
the winter, th* ahuttl* make* two round trip* be-
tween Porta!* and Whituer on Sunday, Wednaeday,
and Fnday, returning to Anchor*!* **ch night.

Table 22 indicate* th* total number* of paaaen-
ten earned by th* Alaika Railroad durinc the tan
fiaca) y*an from 1971 to 1980. Paaaerjcr traffic
haa b**n increaaini annually since 1975. There wtr*
about 154,000 passenger* earned m 1953, makinf it
th* highett y*ar in paa**n!*r service on th* railroad.
Th* paa**n!*n earned in 1979 reached th* aacond
hi|h**t level (151,045) followed in 1980 by almost a*
many (150,678).

Table 22
Alabts Railroad Passengers Carried
FY 1*71-1M0O
N/ Neunesn
1971 *4.000
1977 107.000
1973 74.000
1974 94.000
1*75 91.000
1978 94.500
1977 103.537
1971 178.277
1979 151.045
1990 150.578

Source. Alaska Railroad rscordt.

Table 23 Aows the paaa*n!*r eervic* in th*
laat 2 yean. While th*
*uff«rrd a traffic lou, there wu a substantial (am on
both th* Porta]|»-Whitticr ihuttl* and fecial train*.
Th* railroad operates excursion train sennets for
special event* auch as the Alaska Stat* Fair in Palmer
and acemc trips to Seward.

It is important for th* Stat* of Alaska and the
railroad to focus on th* purpose and function of the
passenger eervic*. The Stat* hu already provided
financial eubeidy to assist in meetin! some of its
operational deficit and in providing improved shuttle
service. The passenger equipment now in aemce ia
old and will toon hav* to b* substantially rehabil-
itated to compel* in the muketplact. The paaaenger
can art, in general, well-maintained, but are now m

Anchorage-Fai rbanks[}J

»ACE 77

used of modernization, including installation of
all-*I*ctnc heating and air conditioning. Th* mtenon
hav* not b**n refurbished except for upholstery.
According to a memorandum by AMTRAK evalu-
ating th* Alaska Railroad passenger service, dated
November 21, 1979, the estimated cost to rehabil-
itate passenger equipment would b« about 86 million.
Th* railroad, in th* n«xt few ytan, can ke«p suffi-
cient equipment in seme*, particularly with the
recent acquisition of eight long-distance coaches from
th* Southern Railway. In th* long term, however,
th* form, style, and mechanical upecti of passen-
ger tram seme* m Alaska must be re-evaluated.

It should be clear from previous portions of this
report that if tht State of Alaska is to have passenger
tram stmcr on the Aluka Railroad, it will require a
substantial public operations] and capital subsidy.
Th* freight and other rtvenues of the railroad have, id
th* put, been used u a subsidy supplement to the
passenger revenue. Thu is known u 'cross-
subsidy"—taking freight income to pay for pusen-
ger operating expenses. However, the suthort feel
that such cross subsiditition is not m the best interest
ofnthe ARR. if the railroad it to function efficiently
a buunau enterprise within the state's total trans-
portation system.

In the "Finances" section of thu report, we
attempted to ascertain more accurately the revenue
and expenses of freight and paaaenger service (page
20). Our analysis indicated that the cott of passen-
ger servic* is reasonable when comparing the number
of paaaenger trains operated to the total number of
trams. Therefore, the operational costa for passenger
service appear to be appropriate. The problem is that
there are aimply an insufficient number of passengers
to pay operational cosu. Rauing furs to provide rev.
enut equal to such operational costs would reduce
the number of passenger! served, leading to a continu-
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ntion of the deficit.

Revenue and expenses hav* b**n ailocatad
between pueenger and other cxtegonen. Th* mulu
of th** ailocaxiom may be found in Tab)* 24. La
each of th* paat 3 yean, passenger wrnc* ha* shown
a subetantial losa vhij* freight and other railroad
—me— hav* ahown * gam. Thia ia bruc even in th*
light of unfavorable economic condition* and low
traffic volume* dunng that* yean. The financial
lo—ea in paagenger seme* hav* b**n aufficient to
caua* the Alaaka Railroad to have an overall loaa
Thu*, cto—aubaidiution of paaaenger aarvice by
freight srcvier dearly i* detrimental to the railroad.
The aubaady required for each paaaenger earned
waa aa foUowi: 1978-$38.41; 1979-127.87. 1980-
$38.87. .

It thouid alao be noted that in thu analyai* the
paaaenger aemi# received credit for revenue from tho
vehicle* aa well aa th* paaaengen hauled on th*
Portage-Whutier ahuttl* seme* aad for mad and

baggage revenue*

Tab)* 24
Aladu Railroad Revenue and Expanses
FY 1S71—1990
IS iamtk— 1
FY m a FY 1*79 FY 1*90
Revenue SL.SO $1.99 $3.09
Cedi fxoames 6.3S 9.17 7.60
Gam (Low1 (4.19) (4.211 19.511
Fm*M and Other
Revenue 27 49 23.19 38.80
Cesn licenses 23.97 33.10 33.59
Gem (Loss) 3.49 1.09 131
Note: Otar— sum it not inchided but may be found

eliewwete in in* reoort.

Seutcei: Aie—e Railroad reoerti; Inttrttate Commerce
Cammimen Investigation: computed bv Inttitutt
of Social and tcurwnc Rtsearcn, Unrrettitv cf
Aleake. and livens and Anaottn. Inc

Paaaenger **tvm ia important to Alaika. it u a
—me* that can and ahould be provided by th* ARR.
However, th* interval* of th* railroad and th* Rate
would beat b* a*rv<d if paaaenger and freight —me*
were aeparatcd both operationally and by coat ac-
counting. In that way, paaaenger —me* would (till be
provided as required and requeued, but with the un-
demanding that th* service requires public subsidy.
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RESTRUCTURING ALTERNATIVES

Congress may soon pess legislation for th*
tranafer of th* Alaska Railroad from tht Federal
Railroad Administration, U.S. Depanmtnt of Trans-
portation, to the Suu of Alaaka. Before auch a
transfer can tnae place, thr Sute of Aluka tnuii
determine the organizational structure it will u— vo
own and operau th* railroad. Thu organizational
auuetur* will moat probably become the buu for
auu legulauon.

A potential approach to the auu'a owntnhio
and operation of the ARR ui the period of transition
is discussed on pages 34 and 38 of thu report
(“Alaska Railroad Transition"). The purpose of this
section ia to describe vinous organizational alter-
natives for th* stau to consider before it —ects Lie
moat appropriate organization for th* Aluka Rail-
road

Exiftinf Organizational Limitations
In selecting an appropriate organization for a
sute-owned and/or aute-operaud Alaska Railroaa.
policymakers must undemand the limitations of :**
existing organizational structure in order to a
perpetuating them. The— limiutions are t
described below:

¢ Inability to Obuin Adequate Capital Invest-
ment Fund*. Although the Alaska Railroad, like
any rail property, u capital intensive, the ARR nas
no continuing means for obuuiing adequate fur.es
for essential capital investments. Al capital!- :s
for the Aluka Railroad hav* been obumed out of
th* revenue generated by the rulroad or from
Congressional appropriations. The railroad is sect
free, which is advantageous. However, the funcs
available from the two current capital sources,
revenue and appropnations. have been insufficient
to modernize much of the car fleet and otner
equipment including passenger can. The process
for obtaining th* needed capital appropriations is
difficult and usually political, providing the rail-
road with little auunnce that the required funds
will be available when necessary. The funding
mechanisms presently available also make it
impossible for th* ARR to realistically plan tnd
budget more than a year in advance. There is a
need for th* Aluka Railroad to be ableto borrow
capital investment funds and/or to raise such
funds from a variety of public and private sources.

¢ Marketing is Difficult Because of Competitive
Issues. Aa a federal agency, the Aluka Rauroaa
faces difficult marketing conditions. 1f the railroad
markets aggressively, other transportation firms
allege that the reason for the railroad's traffic
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success it public financial KEport. On th* othar
hand, th* Uck of adequate marketing nay racult in
th* n**d for public tubaidy. The Interstate Com-
mere* Commission (ICC) wu mandated by the
Staffer* Rail Aet of 1980 to investigate such
allegations. Th* ICC etudy hu b*«n completed
and found that th* quactioned rat** char**d by th*
Alaaka Railroad an comp«nialory and do not
constitute predatory pricing, u wu alleged by
aom* of its marine and highway competitors.
Th* Aluka Railroad needs th* freedom to agnr*-
aively market its transportation aemcea.

Mina*erarat Does Not Hav* Required Flexibility.
Alaska's economic activity is dynamic, which
means that rail service needs also change fre-
quently.  Under its federal agency status, the
Aluka Railroad management does not hav* the
flexibility required to be responsive to changing
ml service needs. Even though th* railroad hu
enjoyed a certain autonomy through the years,
there are endless federal regulation* which must be
followed in th* transactions of daily business. The
ARR management needs flexibility in operating
the railroad if they are to make it a self-sufficient
component of Aluka's economy snd if the ARR is
to contribute its fuli capability to Aluka's overall
development.

Employee* are Unsure of Their i Lstus. Most of the
employees of the Alaska Rijlroad belong to
unions in addition to being federal agency per-
sonnel. Therefore, the employees are uncertain
whether they work for a railroad or for a federal
agency. In effect, the railroad personnel have two
mu Of rules by which personnel mstiers sre
MtUed, and often these regulations conflict, caus-
ing confusion and sometimes hampering perform-
ance. They certainly make administration of the
property difficult.

Needs for Rail Service* Have Changed. The En-
abling Act for the Aluka Railroad estsoiishtd u
primary purposes for the railroad the connection
of Interior Alaska with open Pacific Ocean harbors
and the stimulation of development. These pur-
poses have either been fulfilled or ar* no longer
applicable. There hu not been a recent policy
evaluation or adetermination for various aspecu of
nil Mrvice in Aluka based on th* changes which
have occurred. These include such change* u:

1. Statehood.

2. Energy development in Alaska.

3. Changes in Aluka ports and port develop-
ment.
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4. Marine transportation interface changes

6. Railroad deregulation snd availability of con-
tract rates.

8. Leu reliance on rail tmuport for defense
Installations. m

7. Improvements in nonratLroad transportation
in Alaska.

Due to the** circumstances the sute must clearly
determine the role that the Aluka Railroad snouid
now play u part of the Alaska transportation
system.

Alaska Railroad is Burdened with Federal Agency
Requiremenu. The Aluka Railroad, in addition to
the requiremenu placed on other common camera
by federal regulations, must also meet various
federal agency requiremenu. Because it is s federal
agency, numerous raporu ar* required of the
railroad that do not conform to railroad practices
or procedures. The railroad must, therefore, spend
time trying to force iu operation into s format
which wu designed for other federal agencies.
This resulu in nonproductive time snd increased
documenution either in preparing reports of no
significant management value, explaining why the
Aluka Railroad cannot comply with federal
requiremenu, or explaining whst wu reported in
an attempt to comply with external demands.

Procurement ~_umbersoree and Slow. The Alaska
Railrosd must follow federal procurement regula-
tions. Since the Alaska Railrosd is the only raiiroad
owned and operated by the federal government,
the equipment, miteruls, and supplies for the
railroad are not common federal tgency purchases.
There an unnecessary delays in obtaining essential
supplies and. equipment which often limit the
railroad's ability to either anticipate or reset to
mvket opportunities. The procurement process is
also a public process which tends to preclude
negotiated purchases snd requires direct cun
outlays, thereby increasing the cosu.

Passenger Service is Subsidized by Freight. Rail-
road passenger service is more of a social service
than a business. Fares (which could be higher than
they currently arol cannot be raised sufficiently to
cover the true cost of the service. However, rail
passengrr Mrvice is publicly subsidized througnoui
the United States and the rest of the world. Since
the rail freight Mrvice is used to subsidize passen-
ger Mrvice in Aluka, th* public hu had to provide
the Aluka Railroad with tax revenues for its
operation, maintenance, and rehabilitation from
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too* to time. Th* accounting tyrtetn on tha
Alaaka Railroad doe* not adequately aepansu tha
freight aad peeeenger coau for railroad expense*.
Thera ia a n«d to aaparau the freight and pasaen-
gar coeu and to allocata the paaaenger coet to the
public aa a aoctal temct

¢ Alaska Railroad Carnot Negotiate Sotatioa* to Ha
Problem*. Aa a federal afmcy, the Alaaka Radioed
haa a high degree of public inability. Thia tendi to
produde the ARR'a necouaunc aolutioru to
iu probiema or taking advantage of buainea
opportunities In the poet, the railroad haa been
able to make certain buaneai deciatona without the
neceanty of Waahinfton approval. Recently,
however, there appears to be a ahifl toward central*
inuon of dectaon making which prevenu negou-
auona for buameM within Alaaka.

Railroad Portpective: Public Servica or Buwrteu?

The htatory of the Alaaka Railroad bean out this
split perspective of the railroad, is it public service or
business? Viewed historically from a public arrvtee
perspective, the Alaaka Railroad haa been a success.
It haa generally accomplished iu public service
mission by connecting Interior Alaaka with open
Pacific Ocean ports. The railroad hu assisted in
developing the urban communities in what haa been
called the "Railbeit” of Alaaka. The ARR serves
Alaska's coal fields: it hu opened up the Matanuska
Valley agricultural areu; it hu fostered settlement of
public lands. In addition, the ARR hu moved larg*
volumes of commodities to and from Alaskan com*
munities and between them at a reasonable cost.
Products have been made available at affordable
transportation costs. The movement of military
personnel and material by nil hu aided the national
defense structure. The railroad hu also provided
passenger trams u t public Mrvice function.

However, the vuw of the Alaika Railroad from
the business perspective hu been leu clear and more
intermittent. The busmeu perspective involves
railroad economics—meeung fully allocated cosu plus
e return on the investment. The Alaska Railroad hu
generally not bean a profitable business enterprise,
except for a few yarn of substantial traffic resulting
from the war or pipeline construction.

This dichotomy between public service and
business railroad operation hu been reflected in the
management and personnel of the Alaska Railroad.
Marketing of the railroad's semces, as previously
mentioned, hu also reflected this conflict of per-
spective. The management decisions which have been
made on the railroad have, on occasion, reflected
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both the public semce tne' die business perspectives.

Fsced with the prospect of state ownersnip snd
(or) operation of the Aluka Railrosd. tht decision-
makers in the State of Alaska must decide wnether
the property is to be governed from a public Mrvice
or a business orientation. The long-range implications
of thit decuion for the people of Aluka are signifi-
cant. Much debate, discussion, and careful consider-
ation will be required to determine thu policy, snd
the state must also consciously decide *nere to draw
the line between the public service snd busmeu
sectors of the enterprise.

One major implication of the state's railrosd
perspective is in the Miection of the organizational
alternative for the Alaaka Railroad. The organi-
zational structure chosen by the sute will not assure
that the railroad will be operated from the per-
specuve Mlected. but the appropriate organization
can help to facilitate its operation wiihui tne frame-
work established by the State of Alaska.

Finally, the transfer of the ARR to the sute will
provide Alaska with an opportunity to benefit from
the milroed's past experience under fedenl govern-
ment operation and resolve the uncertainty snd con-
flicts of running the railrosd u mpublic Mrvice versus
a busmeu operation.

Assumptions and Criteria for a State
Railroad Organization

The following assumptions concerning the rail-
road and its relationship to the sute wer* used to
develop the cntena and proposals for an orgiinizat.on
to opente asute-owned railroad:

1. The Alaska Railroad u to be transferreo to
the SUM of Alaska without direct compen-
ution of the federal government, but wur.
indirect cosu to the suu for existing liaoii-
itiss and any requirements for capital invest-
menu.

2. The Suu of Alaska wishes to operate the
railroad in the most efficient manner, mini-
mizing Ih* cost to the taxpayers of the sute.

3. The Alaaka Railroad is an important element
of th* sute's transportation sysum, and any
suu invettmenu relating to transportation
will be mad* with full recognition of tre
importance and murmodal nature of Lie
railroad.

4. Th* Alaika Railroad can and will be respon-
sive to changing needs and opportunities for
transportation sennets.

5.Th* railroad revenues are to be used to
provide euen.iai rail service, mtsnujn snd
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improve railroad property, and mart opera-
tional expense*.

6. Tht public's capital inveatmenu art to bt
protected.

7.Tht Nil service rmua art to remain compel-
ot

8. Public railroad operation*! aubaidiei art to bt
minimized.

8. Rail uatn art to rtctitr y"od *rmct. melud-
in( adequate service trtquency, an adequate
number of can, and appropriate car types.

10. Tht Alaaka Railroad ia to cooperate arith
the atate, local governments, pom, busi-
nesses, induatne*. and other traniponation
modei within esublistaed polioti and legal
conatmnu.

EsUblishing criteria designed to meet the rail
atrvict nttda of Alaaka will enable the rti’e admini-
ttration and legialaturt to evaluate the organizational
alternative* subsequently described. Each organiza-
tional nructure can be maaaured by the ezunt to
which it satisfies the following criteria:

1. Ability to obtain acceea to public and
pnvate capital fund*.

2. Freedom of management to make the
railroad'a operational deciatoni within
etlabliahed policies.

3. Gear-cut lines of management responsi-
bility and accountability for decisions.

4. Marketing freedom within established poli-
cies and budgetary conatramu.

5. Gear decision-making authority without a
cumbersome and bureaucratic process.

6. Separation of freight and paaaenger seme*
function* and accounting.

7. Ability to efficiently procure necetaary sup-
plies. equipment. aerviceC and material*
within appropriate policies and budgetary
authority.

8. Management capability to make long-tcnn
commitment* within e*ubli*h*d policies.

9. Management freedom to negotiate solu-
tion* to problem™ and to take advantage of
errvice opportunities.

10. Industrial development capability on
Alaaka Railroad land.

11. Performance-bared personnel management,
including the direct ability to hire, fire,
promote, train, supervise, and direct re-
quired railroad employee*.

12. Ability to provide financial and other
incentive* for performance.

We recognize that it may not be poaaible or
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acceptable to have a suu organization which fully
meeu all of these cr.un*. However, these cnuru are
important in defining the long-term objectives for the
Alaska Railroad. The Suu of Alaika tnould seek
fin accepubls organizational structure wmch will
enable the nulrotd to operau as effectively a pos-
sible within these areas.

Organizational Artemrtives Consclsrad

When we began thu study, vanou* alternatives
were considered pouiole. Among these were:

» Keeping the status quo—letting the ARR con-
tinue to operate as | federal agency.

¢ Allowing the ARR to operau as a federal
agency corporation like the ConsoUaaud
Railroad Corporation (Conrul) or Amtrak.

¢ Selling the ARR to pnvau nvesxort.

However, during the early stage* jf this itudy the fed-
eral government made clear iu inuntions to divest
itself not only of the ARR. but also of Conrad and
Amtrak, which precluded the first two alternatives.
Further, th* difficulty a pnvau investor would hive
in financing the marginally profitable ARR. in addi-
tion to the complex issue of unresolved land-transfrr
problems, effectively precluded the third alumstive.
Thus, there emerged but three remaining altemitives
that seemed to offer workable opportunities for the
ARR. Thee* included the suu (1) operating tne a RR
as a lint agency of the suu. (2) operating it as a state
public corporation or authonty, or |3) leasing it out
for operation by a pnvau party. We examine tnese
three alumauve* in the following paragrapns.

Three Possible Alternatives
Th* Railroad as a Sute Lint Agency

Under thit-approach, the suu would uke title
to the railroad in a manner similar to suu ownersnip
of such other transportation facilities as ttrports. tne
Marine Highway Sysum. and suu hignwiys. How-
ever, we should ',ou that the long-term availability
of railroad assistance funding from the federal govern-
ment, either for capital or operating purposes, isvery
uncertain. Thsr* currently exisu no trust funa for
railroads as there is for airports or hignways.

Under this alternative, the Alaska Railroad
would logically be made a division or some other u.tit
of th* Alaska Department of Transportation and
Public Facilities. The railroad personnel would
therefor* become employees of the sute with all of
the benefiu available to other suu employees.

Policy direction for the Alaska Railroad as a
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suu line agency would com* from the iownor.
from th* legislature through normal legislative pro-
cwu s. and from th* eoamiscjoner of th* department
involved.

There we Nvm| advantages to establishing th*
Alaaka Railroad u a suu lin* agtscy. Th* manage-
m*nt lin** of authority and responsibility would b*
desr. Th* institutional structure* and raaourcei of
th* Suu of Alaaka could bv readily available far us*
on th* railroad. Alaaka Railroad employe** would
hav* th* fringe b*n*fiu and other advantages of suu
employment, including reasonable job prouction.
Sim.* th* railroad already baa a cadre of experienced
and trained operational personnel, til* transition from
ftdm| a(*ncy sutus to suu agency sutus would b«
easier than other alternatives.

However, there are alto significant disadvantage*
in orginixwg th* railroad aa a suu tin* agency. Th*
ARR would encounter most of tli* tarn* limitations
as mRam agency u it now doss u t fsdtrai agency.
On* of th* most critical limitations would b* th*
inability to obtain «a«ntial capital investment funds
except by suu appropriations. Tht competitive
issue* raiaud to marketing, management flexibility,
sut* igtncy regulations, procedures and require-
menu; th* potential for even more direct political
influence on operational decaiona; and th* public-
servKV-venus-busMHs-onenuuon quastiona art all
disadvantage* of this approach.

While the suu agtncy alternative should be
considered, it clearly does not meet most of th*
cntena esuWiahed for a viable railroad organization.
If th* Alaaka Railroad ia to adequately fulfill iu
traruporuiion role within iu technological limit-
ations. a suu agency organizational structure tathe
lesat disirabl* of the three alternatives discussed in
this report. It would be unfortunate if the Suu of
Alaaka were ta place the Alaika Railroad in an organr-
uuonal structure that perpetuated the Limiuuoru of
federal agency sutus.

The Railroad as a Stata M i lie Corporation
or Authority

Thar* are prectdanu for thia approach, both na-
tionally and internationally. Th* West Virginia Rail-
read Maintenance Authority and the British Rail Cor-
poration, with tom* variation*, will ttrv* u example*.

Th* West Virginia Railroad Maintenance Au-
thority. Th* Suu of West Virginia ha* once 1975
owned and oprrated a railroad 17 similar in some
ways to the ARR. The West Virginia Mainunance
Authority (WVMA) consists of seven pan-time

'Th* Sm Vinau Railroad cam** no tomsnirttal ﬂﬁﬂ.
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members, including th* governor u an tx-officio
member. The other ox members art appointed by tht
governor, with th* content of tht rut* senate, for
staggered 6-y**r terms. Th* authority meets iu own
officers and sppotnu an executive director I the chief-
administrative officer). Th* employees of the author-
ity th West Virginia work for th* suu snd are non-
union.

The WVMA haa all the powers needed to own
and operate a railroad. These powers include the abil-
ity to plan, cany out projects, acquire property, sell
or transfer property, contracts, and sut or be sued.
Th* WVMA may raise capital vu railroad authority
revenue bonds. It may alto acquire railroad ngr.ts in
other auus. In addition, the authority haatht power
of eminent domain.

The railroad experience in West Virginia hu
been generally successful, and with tome modifica-
tion. lessons learned then may be applicable to
Alaska.l*

Th* British Rail Corporation. Siner its inception
in th* lau 1340s. British Rail hu operated u a profit-
onenud transportation company, providing bom
freight and peasenger service. A rovemmen-
pointed chairman and an autonomous boa-d -
actors provide general policy for running the c
ation, with ttch director responsible for a par.u_.xr
facet 0f th* operation (passenger, maintenance, capi-
tal investment, etc.).

British Rail's chief executive is responsible to
th* board and the chairman, at the tame tune serving
u a member of the board. The principal officers of
British Rail serve at the pleasure of the Chief Exec-
utive.

Th* levels and nature of British Rail's paaaenger
sernct art negotiated between tht government and
the corporation, with the govamment paying for pus-
anger seryicr provided.

British Rail's capital investment package over-
seen by the Minister of Transport includes a 5-year
plan, the first 3 yean of which are fixed. This esuo-
lizhes the capital limits, within which investments
must fail. British Rail can anjy borrow througn tne
government, and major projects must be approved by
th* Minister of Transport.

Th* ministry of Transport, through its Railways
Division, oversees th* capitai investment program of
Bnuah Rail. It alio hu some safety responsibilities.
Regulation is not institutionalized. The marketplace
drives most policy decision* of British Rail.

"*A copy of Ih* Wmi Virsmu Miinirnincr Amnomy An i*
on file si Ih* AJuaa D*panm«ni of Tniup'i.-.juon and ?vaiic
Faeiliues.
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Like th* W**t Virginia Railrpad Authority, th*
Brrtiih Rail Corporation offers a pot*nual organize-
tional modal for the Alaaka Railroad. If th* Alaaka
Railroad, under atat* jurisdiction, were organized aa
an authority or public corporation under carefully
worded state lefiaLation, non of the federal agency
limitations could be removed. Properly established
under this approach, the Alaaka Railroad could meet
all of th* cntena previously outlined for a Rate rail*
road organization.

Th* principal advantage* of a public corporation
or authority alternative are an ability to obtain ixcesa
to required capita] fundi and freedom to manage and
operate th* railroad within policiei established by a
board. Management can be given flexibility and
responsibility and can also be held accountable for
its decisions. Paaaenger service can be accounted for
separately and not subsidized by freight service. The
sute could deurmin* the appropriate levels, loca-
tions, and other artas of passenger train service in ac-
cordance with their willingness to pay for the service
selected. Th* tnl/]bl rail service could be marketed
and required to meet fully allocated cosu. Thus,
under this organizational scheme, it might be possible
to reach a compromise between the public service and
business purposes of the railroad.

A State Railroad with Private Operations

A thud alternative would be for the Sut* of
Aluka to own the railroad and contract with private
enterprise to provide for operations. The main
difference between this and the other alternatives is
the operation of the Aluka Railroad by a pnvau
organization.

Several suits, such u South Dakou and Okla-
homa. are using this approach. These sutes, among
others, hav* expenenced abandonment of significant
rail lines that they considered essential to their
economy and transporution sysUmi. These are using
suu and federal funds to acquire and rehabiliuu
exunsive rail line*. The Department of Transporu-
tion, ai a nrpmenutiv* of the -sute, takes title
to th* rail property (usually excluding rolling stock).
The sute then selects a pnvau railroad with the
required management expenenc*. skills, and inunrtx
in operating its equipment over the line to furnish
shippers and receivers with rail Mrvice. An operating
agreement is negotiated with th* pnvau common
earner for rail Mrvice. The operational limiutions of
the railroad can be whiuver the suu and th* railroad
ogre* upon.

The negotiated operating agreement can include
such provisions u the assignment of mainunanc*
responsibilities; liabilities; frequency, level, and type
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of rail Mnnce; car supply; revenues; and coin. Thus,
all of the appropriate cnuru for a state raiiroad
organization can be reflected in the operational
agreement. This can even extend to the provision of
required capital.

A major advantage of thu approach is thti once
the operating agreement has been negotiated, me
suu has only s supervisory or overuer responsioility.
plus whiuver fintncial requiremenu have been
deurmmed by the negotiations. The railroad oper-
ations can include public service rail requiremenu as
well as being performance based.

A substantial difficulty with thu alternative for
the Aluka Railroad u thst no pnvste railroad comer
is operating within the sute. Too. there is the proo-
lem of the exuting Alaska Railroad personnel. While
the pment railroad employees have the necessary
knowledge of railroad operational peculiarities in
Aluka, theu are federal agency employees, with
long-term nghu rather than pnvste employees whose
nghu are subject to negotiation. Thu could present
such a significant liability to prospective private
operators that it might be difficult to find interested
parties. Thu approach, therefore, may be impractical
unleu the responsibility for the current Alasxa
Railroad personnel u assumed by the Federal Rail-
road Adminutration, while a private comer, wnn the
necessary qualifications, can be attracted as the
operator. However, no one knows at thu lime
whether or not auch a pnvau operator exisu.

One variation to the alternative* descnoed above
ia a concept under consideration in lowa. It is an old
concipt which hu proved successful in other organi-
zation! but which ia new in iu application to rail-
roading. It involves the us* of i general partner and
limited partnerships.

A limited partnership is a very flexible institu-
tional arrangement which could pountially attract
substantial pnvtle capital. A major consideration in
developing this'institutional approach u the desig-
nation of the general partner. In order to legally
establish a limited partnership, at leut one financially
responsible general partner must be found or estab-
lished. Th* Suu of Aluka could esubhsh sn organi-
zation which could become the general partner for
thu railroad venture. Although limited partners ire
not subject to liability beyond their investment in the
partnership, there is usually no I"mit to the liability of
the general partner.

A limited partnership u, by law, s nonuxible
entity. All gains or losses from the venture flow
directly back to the investors (pannersi for ux
purposes. Partnerships art thus ittrictive because
(1) there is no double taxation of income u with
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corporations and(2) partners ctn take full tax ad-
vantage of loaiM, depreciation allowance*, and uz
credit*. Tha ability to Uli advantage of depre-
ciation aliowancat will bacoaa not* important if tha
Reagan AdmimitnuonV aecaleriiud depreciation
propoaal iaanactad. It would banacwiry, of courte,
to Kauna laftl nnitninu in Alaaka for public
involvement ia limited partnerships. In lowa, than u
no apparent conaututionai prohibition against public
involvement ia auch arrangement*.

It may ba poutble in auch a limited partnership
to attract rail users, buainaaamen, pnvau individuals,
and Alaaka Railroad amployaaa.'among othan. Thus,
it would ba advantageous to thou with direct rail
intarnta to asa tha Alaaka Railroad oicceed aa a
business venture while offenng only limited indivi-
dual liability. Tha idea end concept may ba worthy
of further consideration.

Alabo Railroad Trwitrtion

Trarttrtion Legtalerion end Problems

As noted earlier, Iha Federal Railroad Admini-
stration (FRA) haa datarminad that tha original
intent of tha Enabling Act for asubliahini -and
operating tha Alaika Railroad haa bean mat and
fadarai responsibilities diachargad. Thua, for tha put
several years, several federal administrations and the
Department of Transportation have discussed divest-
iture of the Alaaka Railroad by the federal govern-
ment. However, it hu only bean since January 1981
that tha decision wu made to prepare legislation for
such a divestiture and implemenution tups taken.

Tha FRA hu shown soma urgency m getting the
tranafar legislation introduced and paoced. Thu
urgency results from a reduction of employees in tht
Federal Railroad Administration, aa wall as desire to
cut tha capital fund raquast of tha Alaaka Railroad.
FRA'a schedule calls for passing tha lagulaubn thu
fiscal year. Tha legislation proposes that tha Sute
of Alaaka meat tha transfer conditions within one
year of enactment of tha legislation. Tha draft
legislation also provides for transferring tha Alaika
Railroad to othar interested parties should tha Slate
of Alaska not meat tha conditions for transfer within
this time pensd.

Tho proposed legislation further embodies a
numbrr of discretionary "stnnp” attached to tha
trpfufer which would enable tha fadarai government
jo enaure that tha Suu of Alaika own and operau
tha Alaska Railroad in a manner commensurate with
FRA’a preconceived ideas. Failure by tha mu to
conform to the provisions of tha Aet would be
grounds for tha FRA to reclaim the railroad within a
10-year penod. Tha rationale for the continuing
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federal interest in the Alaska Railroad u predicated
upon tha offer of a no-cost tranafar to the iu u .

In summary, there are numerous problems
aeaociaud with tht transfer of the Alaska Railroad
from federal to suu ownership. Federal transfer
legislation will likely be passed by Congress oefore
these problems have been resolved. The U.S. Depart-
ment of Transportation haa not determined tne land,
the structures, the right-of-way. nor equipment to o*
included in the transfer. Arrangements hive not yet
been made to provide for an oratriy transfer of the
employees from federal agency sutus. There is no
organuauonil framework esublished within Alasxa
to accept the ownenhip, operation, or employees
of the railroad. The FRA is anxious to relinquisn
ownership, operation, employee, snd funding respon-
sibilities of the Alaaka Railroad. This could poten-
tially retull in postponement of major ARR opera-
tional decisions. Such pottponemeni could jeopardize
the smooth long-range operauon of the railroad and
perhaps result in lost traffic—an event not in the best
inumt of Alaaka. In addition, the employees are left
in a tuu of "limbo." not knowing for whom they
will work, if they will have ajob. how the tnnsitr
will occur from federal employment, or wnai napp.
to the benefits received u a federal employee Ti
employees lack information, and many of their
questions cannot be satisfactorily answered at this
time.

Suu legislation will probably be required to
accept the transfer of the Alaska Railroad. The sute.
however, hu made no decision on the transfer
question or on the organizational structure required
to own and/or operate the railroad. The current
railroad isseu, obligations, and liaoilities have not
clearly been defined, which leaves the sute witn
inadequate information on the short- and long-
Urm financial and othir requiremenu accompanying
the proposed transfer.

The railroad needt to continue ooeration with-
out disruption, since disruption would detrimentally
affect the suu’s economy and economic develop-
ment. And this would come when economic activity

.iaquickly increasing .

These are some of the more imporunt transi-
tional problems. Unfortunately, these proolcms have
not yet received the atuntion needed to determine
ther; full implications. Time and additional efforts are
required to provide the Alaaka decision-maxers wun
the information rrcetaary to act in the best interest
of the suu. The complexities and extent of these
transitional problems are likely to result in lega
actions and court adjudication. A transitional ortegf-
ii needed to faciliuu the smooth transfer of int-
Alaaka Railroad from the federal government.
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An Orderly Transition

Even if «¢ gaumi that satisfactory fadarai
legislation can ba drafted and pasaad by Congress for
tha tnui'far of tha Alaska Railroad from federal to
suta ownenhip, there will remain a significant
period for transition. Alone with land, employee,
competition, and various obligation problems, tha
smooth transition to suta ownership and operation is
a most perplexing problem. How the transition is
handled will hate either a positive or advene im-
pact—onj term as well as short term—en tha railroad
and iU operations as well as on the SUU of Alaska.

Durinc this transitional period, certain needs
must be met if the railroad is to fulfill its important
and specir] transportation function in Alaska. These
include ths need to:

e Continue the freight tnd passenger operation
of the Alaska Railroad.

» Preserve as many pountis) operational and
organizational alternatives for the suu
as possible.

e Provide adequate legal protection for the
Alaika Railroad throughout the transi-
tional period.

e Provide interim protection and transitional
assistance for the employees of the Alaska
Railroad.

¢ Provide adequau time for adjudicating the
legal issues which have been raised by the
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transfer question, such as land title, equip-
ment and railroad property, employee ngnts
and benefits; existing or pending court cases,
railroad agreements, contracts, and obli-
gations.

¢ Establish an orderly process and procedure
for solving problems wruch have been identi-
fied or which may true dunng the transition.

¢ Provide the time required for the itrte admin-
istration and the legislature to consider the
issues, to seek solutions to problems, and to
deliberate carefully on the implications of
each proposed sute legislative bill without
being faced with a stringent schedule and
a cnais-type atmosphere.

Given the general mood of the Reagan Adminis-
tration and the Congress to reduce federal expend-
itures and the federal perception of great Alaskan
wealth, it ia quite possible that Alaska Railroad trans-
fer legislation will be pused this year. The Sute of
Alaska will probably be faced with the need for a
package of legislation which sets the tone and orgini-

utional framework for sute ownership of the rail-~"

road if Congress passes transfer legislation. Unde
these circumstances, there is e genuine need to
provide for an orderly transition from federal to sute
ownership. Sufficient time must be allowed to work
out the myriad transitional problems.

hd a
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