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Original sponsor: Cato

IN THE HOUSE BY THE TRANSPORTATION COMMITTEE
CS FOR HOUSE BILL NO. 435 (Transportation)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the annual report of the Alaska
Railroad Corporation? and providing for an effective
date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 42.40.260(b) 1is amended to read:

((®)) Every fTive years the annual report shall include an analysi
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 THE CORPORATION INITIATED BY THE
CORPORATION DURING THE LAST FIVE YEARS.]

* Sec. 2. This Act takes effect immediately under AS 01.10.070(c).-

-1- CSHB 485(Trsp)



Alaska rae giBeice
House of Representatives

. i Pouch V
Committee on Transportation State Capitol
Juneau, Alaska 99811

Rep. Bette Cato, Chairman (907) 465-4858

February 24, 1988
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COMMITTEE CALENDAR:

HB 481: "An Act relating to naming the Woodrow Johansen
Expressway."

HB 485: "An Act amending provisions relating to a
solicitation for offers to purchase or operate the
Alaska Railroad; and providing for an effective
(late. "

FOR THIS MEETING, YOU HAVE BEEN GIVEN:
a folder on HB 481 that includes:

item #1; HB 481
#2: fiscal note - DOT/PF

a folder on HB 485 that includes:

item #1: HB 485
#2: CS HB 485
#3: fiscal note - Depart, of Comm. & Economic Dev.
#4. a green binder: * HB 485 & background info
legal services
statutes
federal regs
transfer overview
AK RR appraisal
assessment
misc.
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STATE OF ALASKA
1988 LEGISLATIVE SESSION

FISCAL NOTE

Agency Affected:
relatingRRn-

REQUEST:

Revision D ate:
Title:  An Act amending provisions

to a solicitation for

BILL VERSION:
PUBLISH DATE.

Commerce & Econ.
Alaska Railroad Corporation

offers to purchase or operate the Alaska Railroad Corp.

H3 485
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Jim Bl as.ingqame, Executive Vice President
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Impacted Agency(ies)
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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.

Th-" 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 - 77.9% 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 in 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 is 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. Eveiy 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 in 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.



RESEARCH AGENCY

Box Y. Siaie Capitol
+ Tdneau, Alaska 99811-3100

Mail Slop 3100

(907) 465-3991

January 16, 1987

MEMORANDUM
TO: Representative Bette Cato
ATTN:  Wendy Chamberlain

FROM: Penelope Weyhrauch”
Legislative Analysilj\

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 haveon theAlaska Railroad Corpora-
tion. You also asked for a discussion ofthe requirement relating to
offering the railroad for sale, and whether or not the Alaska Railroad
Corporation is complying with this requirement.

Alaska Railroad Act Exemptions

I 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. I 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 private owner-
ship. 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
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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 statutory offer-to-sell 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.

I 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 board
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 therailroad 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.

I 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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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM February 2, 1988

SUBJECT: Solicitation of offers to purchase
the Alaska Railroad (W.0. 5-1769)

TO: Representative Bette Cato
Chairperson

House Transportation Committee

FROM: George Utermohle
Legislative Counsel

Enclosed is the draft bill relating to solicitation of
offers to purchase the Alaska Railroad requested by Wendy

Chamberlain of your staff.

The bill establishes a schedule for the Governor to solicit
offers for the purchase of the Alaska Railroad and then to
report back to the legislature on the results of the
solicitation. The bill achieves i1ts purpose by imposing the
duty upon the Governor under his authority under

AS 42.40.940, rather than upon the Board of Directors of the
Alaska Railroad under the provisions of AS 42.40.260(b).

The contents of the solicitation is left to the discretion
of the Governor. The bill takes this approach rather than
list all the things that must be iIncluded iIn the
solicitation, because it would be difficult to anticipate
all of the kinds of information that a prospective buyer may
need in order to make & decision whether to pursue the issue
further. Also a detailed listing of the contents of a
solicitation for offers would require the assistance of ex-
perts familiar with privatization of government enterprises,
and the sale of large corporations. In the absence of such
expertise, the bill relies on the Governor to develop a
meaningful solicitation for offers and gives the Governor
ample time in which to develop and release the solicitation.

IT 1 can provide further assistance, please advise.

Enclosure
GU :bb
wkb2/027



8§ 42»40.010 Alaska Statutes Supplement 9

Chapter 40. Alaska Railroad Corporation.

f tArticle
Establishment and Organization (88 42.40.010 — 42.40.060)

Management (88 42.40.100 — 42.40.120)

Administrative Provisions (88 42.40.150 — 42.40.230)
Powers and Duties (88 42.40.250 — 42.40.310)
Corporation Property (88 42.40.350 — 42.40.450)
Financial Provisions (88 42.40.500 — 42.40.540)

Bonds (88 42.40.600 — 42.40.700)

Personnel and Labor Relations (88 42.40.705 — 42.40.890)
General Provisions (88 42.40.900 — 42.40.990)

©CP®ENDU A LN

Cross references. — For legislative Legislative history reports. — For
findings and purpose in enacting this legislative letter of intent relating to ch.
chapter, see 8 1, ch. 153, SLA 1984 in the 153, SLA 1984 (SCS CSHB 512 (Fin) am
Temporary and Special Acts; for special S), see 1984 Senate Journal, p. 3221.
reports required, see § 3, ch. 153, SLA
1984 in the Temporary and Special Acts.

Article 1 Establishment and Organization.

Section Section

10. Establishment of the corporation 40. Vacancies

20. Board of directors 50. Compensation and expenses
30. Term of office 60. Board officers

Sec. 42.40.010. Establishment of the corporation. There Bes-
tablished the Alaska Rai lroad Corporation. The corporation isa public
corporation and isan instrurental ity of the state within the Depart-
ment ofFCommerce and Economic Development. The corporation has a
lecal existence independent of and separate from the state. The con-
tinued gperation of the Alaska Rai lroad by the corporation as provided
in this chapter s considered an essatial government function of the
state. 8 2 ch 153 SLA 1989

Sec. 42.40.020. Board of directors, @ The powers of the corpo-
ration are vested in the board of directors. The board corsists of the
comissioner of commerce and economic developrment, the commis-
sioner of transportation and public faalities, and fine members ap-
pointed by the govermor. The Tive appointed members must be regis-
tered voters In the state except as provided In Q) and @) of this sub-
sectaan. Except for the commissioners and the member appointed un-
der () of this secian, a member may not be a state officer or em-
ployee. Appointed members duall have the folloving galficatios:

@ one member of the board dall be a person who has at lesst 10
years of experience In railrced management; a person who isnot a
resident of the state may be appointed under this paragraph;



842.40.030 Public U tilities and Carriers 842.40.050

(@ one member of the board dall be or have been an excautive
official of a United States railroed and dall be selected in accordance
with any requirements imposed under 49 U.S.C. (Interstate Com-
merce Act); a person who s not a resident of the state may be ap-
pointed under this paragraph;

@ at lesst one member dall be from each judicial district directly
served by the Alaska Railroed;

@ one member dall have at lesst Tive years experience as an
owner or manager of a business iIn the state;

B one member dall be an employee who isamember ofa bargain-
1Ing unit representing employees of the corporation.

@© Except for the comissioners, the members ofthe board sall be
confirmed by a majority of the members of the legislature in joint
sessian. A member appointed by the govermor has the fulll powers and
resposibilities of a confirmed board member untal the member s
rejected by the legislature or the legislature adjouns without con-
firming the member. @ 2 ch 153 SLA 1934)

Cross references. — For terms of ini- SLA 1984 in the Temporary and Special
tial members of board, see § 4, ch. 153, Acts.

Sec. 42.40.030. Term of office. Except for the comissioner of
commerce and economic development and the caommissioner of trans-
portation and public faalitaes, members of the board sene for stag-
gered terms of five years each at the pleasure ofthe govermor. 8 2 ch
153 SLA 198%)

Sec. 42.40.040. Vacancies, @ Except for the conmissioner of
commerce and economic development and the conmissioner of trans-
portation and public faalities, a vacancy on the board s filled by
appointment by the govermor, and the appointment must be confirmed
by the members of the legislature iIn joint sessin. A member ap-
pointed to fill a vacancy holds offiee for the balance of the term for
which the member s predecessor was gopointed.

® A vacancy on the board does not impair the authority ofa quo-
rum ofmembers o exercise the powers and perform the duties of the
board.

© A member ofthe board whose term has expired sall sene uttil
a sucoessor has been gopointed. 8 2 ch 153 SLA 3984)

Sec. 42.40.050. Compensation and expenses, @ An appoirted
member of the board is entitled t© conpensation at a rate of $400 for
each day the member sengaged in the actual performance of duties
as amember ofthe board. The board may provide by rulle for compen-
sation for partaal days during which an appointed member isengaged
in actual performance of duties as a member of the board.

153
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® In addition to compensation under @ of this ssctian, an gp-
Fpointed member of the board s ettitded to per diem and trael ex-
penses authorized by law for state boards and comissions. 8 2 ¢ch

153 SLA 1984)

Sec. 42.40.080. Board officers, @ The board dall elect from its
membership a chairman and vice-chairman and prescrilbe their duties
by rule.

@® The board srall appoint a secretary and prescribe the duties of
the seaetary. 8 2 ch 153 SLA 1984)

Article 2. Management.

Section Section
100. Management by the board 120. Delegation
110. Executive officers

Sec. 42.40.10. Management by the board. The board Is respon-
sible for the management ofthe corporation but sall delegate certain
powers and duties to the chiefexecutive officar In accordance with AS
42 40.120. In managing the corporation the board gwall

@ be responsible for the management of the finacial and legal
dbligatias of the Alaska Raillroad;

@ operate the Alaska Railroad as a common carrier subject o the
Jurigdiction of the United States Interstate Commerce Commission
cosistett with 45 U.S.C. 1207;

@ ogererally manage the corporation on a self~sustaining lesis;

@ apply o the lagislature for an gopropriation with the concur-
rence of the govermor to be used to provide a particular service that s
not otherwise seH~sustaining ifa subsidy is required to maintain that
FAVICE;

(®) provide Tar safe, efficatt, and economical transportation tomeet
the oerall needs of the state;

©® rais= needed cgprtal by issuing bonds of the corporation upon
approval by the legislature whi le ensuring that borrowing by the cor-
poration does not directly or indirectly endanger the states own bor-
rowving cgecity;

() review all state and other land disposal proposals toaid inplan-
ning for future development or expansion of transportation SeYVICES;

© ensure that the procurement procedures of the corporation meet
accepted railroed industry standards;

O ensure that the accounting procedures of the corporation meet
gererally acoepted accounting principles consistent with industry
standards for comparable railroeds. 8 2 ch 153 SLA 1934)

154



842.40.110 Public U tilities and Carriers 842.40.120

Sec. 42.40.110. Executive officers, @ The board sall appoint
the dhief executive officer of the corporation who senves at the plea-
sure ofthe board. The board sall fix compensation for the chiefexecu-
tive officr.

) The chief executive officar of the corporation sall gppoint and
Tix the compensation for other executive officas. The compensation
for an executive officar appointed under this subsection is slbject to
board goproval. (8 2 ch 153 SLA 1934)

Sec. 42.40.120. Delegation, (@) The board srall by rule delegate
1o the chiefexeautive officaer powers and duties necessary or appropri-
ate for the management of the daily affairs and gperations of the
corporation. The board may by rulle require the exarcise of a delegated
power or duty to be subject to board goproval.

@ Within 60 days after its firstmeeting, the board sall delegate
the folloving actavities of the corporation 1o the chiefexeautive officr
or other exeautive officars designated by the board:

@ lessing supject to AS 42.40.285 and 42.40.330(b) and @), grant-
Ing easements In, issuing pemits for the use df, or conveying other
INterests In property that do not costitute a transfer of the corpora—
tions attire nterest in lad;

(@ establishing gecific rates, t&=ififs, divisias, and cotract rate
agreements;

@ making routine changes in sarvice leels;

@ establishing procurement and acocounting procedures for the cor-
poration; and

(B performing procurement activities.

© Notwithstanding @ and (@) of this ssctaan, goscific board ap-
proval s required for the folloving:

@ i1ssuing bonds upon approval by the legislature;

(@ mortgaging or pledging corporation as=ts;

(@ donating property or other assets belonging to the corporation;

@ acting as a surety or guarantor;

(G adopting a long-range cgprtal 1improvement and program plan;

©®) adopting annual reports;

() effecirg gereral, comprehensive increases and decreases iIn
rates;

® expanding or reducing services In a major way;

O expanding the main or branch rail lines including spur, indus-
tral, team, switching or sice tradks, other than performing routine
track alignment as necessary to maintain existing sarvice leels;

(10) selecting 1ndependent auditors and accouTtants;

() entering nto collective bargaining agreements;

(12) adopting annual budgets;

155



(@3) beginning a cpital project with an estimated corpletion aost
ofmore than $500,000 or an estimated carpletion time of more than
one year;

(14 exchanging, domating, s=llig, or otherwise conveying Its en-
tare interest in land subject to goproval by the legislature;

(15) exercising the power ofeminent domain. (8 2ch 153 SLA 1984)

Article 3. Administrative Provisions.

Section Section

150. Meetings of the board 200. Validity of rules

160. Quorum and voting 205. Application

170. Executive sessions 210. Previously adopted rules and orders gg.
180. Rules 220. Public disclosure of information

190. Emergency rules 230. Conflicts of interest

Sec. 42.40.150. Meetings of the board, @ The chairman of the
board dall call meetings of the board at lesst once every three
months. The chailrman or amajority ofthe members of the board may
all other meetings of the board as necessary. The chairman sl
preside at meetings.

@© Except for executive ssssias, the meetings of the board are
pblic. The board dall provide by rule for a method of providing
reasonable notice t© the public of Its meetings.

© The board dall keep minutes ofeach meeting. 8 2 ch 153 SLA
198%)

Sec. 42.40.160. Quorum and woting, @ Four voting members of
the board constatute a quorum for the transaction of business.

© Four affirmative votes are required for board actaion. The board
dall provide by rule for the manner ofvoting, except that the board
may not provide for voting by proxy. The rulesmay provide forvoting
and conferring by telecomunication devices. (8 2 ch 153 SLA 1984)

Sec. 42.40.170. Executive sessions, (@ The question of holding
an exeautive session duall be deterrained In accordance with AS
42.40.160. A subject may not be considered at an executive session
unless itismentioned in the motion calling for the executive session #
or isauxiliary to a slbject mentioned. An action may not be taken at
an executive session.

® Only the folloving SLbjects may be discussed In an executive
SESSION:

Q@ matters, the immediate knowledge ofwhich would clearly have
an adverse effect upon the finances of the corporation;

(@ uwunless the person has requested to have the subjects discussed In
public, subjects that tend to prejudice the reputation and character of

a person;
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842.40.180 Public Utilities and Cajrriers 842.40.190

A matters that, by law or municipal charter or ordinence, are per-
mitted t© be kept cofidential from public discloaure;

@ matters pertaining to persorel;

O matters pertaining t© the corporation’s legal posraan;

©® land acuisition or digosal; and

(/) proprietary or other Information ofa type treated as cothicentaal
under the standards and practices of the United States Interstate
Commerce Comission, including practioss that protect information
associated with goecific shippers, divisias, and contract rate agree-
ments. @ 2 ch 153 SLA 1989

Sec. 42.40.180. Rules, @ The bo*rd srall adopt rules 1o carry out
Its fuctions and the purposes of this degpter, Including rulles to safe-
guard property omned, managed, or transported by the corporation
and to protect employees and persons using the corporations property
or =rvicss. At lesst 15 days before the adoption of a rule, the board
sall give public notace of the proposed action by publishinga notice In
at lesst three newspapers of general ciraulation In the state and by
mai ling a copy of the notdice to each personwho has requested notiice of
proposed changes 1o rules. The notice must state the tine, place, and
nature of the proceedings and must cortain a summary of the subject
of the proposed rule.

() On the date and at the time and place designated iIn the notice
required under @ of this section the board dall provide each Inter-
ested person an gpportunity to present statements Inwriting concerm-
1ng the proposed rule and gall give members ofthe public an opportu-
nity 1o present oral statements for a total period of at lesst one haur.

© The board dall consider all relevant matters presented t 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 rule ifthe subject of the rule was reflected In the summary
and it provided reasonable notice to the public as o whether trelr
Interests could be affected by the board’ action on that subject.

@ The board dall establish in the bylaws of the corporation addi-
tical procedures for adopting rules Frnecessary. 8 2 ¢ch 153 SLA
198%)

Sec. 42.40.190. Emergency rules, @ The board sall establish in
the bylaws of the corporation a procedure for the adoption ofa rule on
an emergency hesis. An emergency rule may be adopted only when
necessary far the orderly gperation of the corporations faalities or
programs. The requirements of AS 42.40.180 do not apply to actions
taken under this ssctaan. However, within 10 days after the adoption
ofa rule on an emergency lesis the board dall give notice of itsaction
that susstattially coplies with the notice requirements of AS

42.20.180(@)-
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842.40.200 A laska Statutes Supplement 842.40.220

® An action taken under this section remains in effect for not
more than 120 days. To prevent an emergency rule from )ipsing the
board may adopt the same rule under AS 42.40.180 before the end of
the 120-day periad. (8 2 ch 153 SLA 1984)

Sec. 42.40.200. Validity ""frules, @ Failure to mail notiee to a
person under AS 42.40.180(a) or 42.40.190(a) does not invalidate an
action taken by the board.

® An interested person may challenge a rule adopted by the board
by bringing an action in the superior court. In addition t© other
grounds, a court may declare a change invalid

@ forsusstantial failure by the board to comply with AS 42.40.180
or 42.40.190; or

@ 1fthe rule was adopted under AS 42.40.190, upon the grounds
that the emergency rule was not necessary far the orderly operation of
the corporation3 faalities or prograns. (8 2 ch 153 SLA 1984)

Sec. 42.40.206. Application. Adoption of a rule s not sbject to
AS 42.40.180 or 42.40.190 if it

@ relates only t© the 1mtermal management of the corporation;

@ relates o gecific rates, taifls, divisios, and cotract rate
agreements;

O relates t© service schedules of the railroed;

@ wdirected toa soecificallynamed person or to a group ofpersons
and does not apply to the gereral plblic; or

O relates o the use of public works under the jurisdiction of the
corporation ifthe effectofthe order is indicated to the public by means
of sigs or sigels. 8 2 ch 153 SLA 1934)

Sec. 42.40.210. Previously adopted rules and orders. The
board may provide by resolution that rulles and orders In effecton the
date of transfer remain In effect il amended or repealed by the
board. AS 42.40.180 does not apply to actians taken under this secam.

G 2 ch 153 SLA 1984)

Sec. 42.40.220. Public disclosure of information, @ Except as
provided under () of this sectian, information in the possession of the
corporation s public and s open to public Inspection at reasonable
tines.

® The corporation may by rule designate and withhold public dis-
closure of matters ofa privileged or proprietary nature. Those matters
include persomel records, communications with and work product of
legal cousel, ad, consistent with the standards and practices of the
United States Interstate Commerce Commission for the protection of
these matters, other information including proprietary information
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associated with goecrfic shipgoers, divisias and cotrect rate agree-
ments. (82 ch 153 SLA 1984)

Sec. 42.40.230. Conflicts of interest, (@ Except as provided In
this sectaan, a board member or executive officer of the corporation
may not participate in a decision of the corporation Iin which that
person or amember of that persons 1immediate family has a direct or
indirect finacial Interest unless the finacial INterest s a renote
finacial Interest and participation is approved under () of this sec-
am.

@® A board member or executive officar may participate In a deci-
sion 1fthat person or amember of that persons 1mmediate family has
only a remote Intarest, the fact and extent of the iInterest s disclossd
to the board in a public meeting and isnoted In the minutes of the
board before any participation by the member or in the decision, and
thereafter In a public meeting the board by vote authorizes or ap-
proves the participation. I the person whose participation s under
consideration isa board member, that person may not vote under this
Susection. For purposes of this subsection, "'renote Interest’” means
an interest that In good farth is defined as remote by rules adopted by
the corporation.

© A board member or executive officer s not considered to be fi-
nancially interested In a decision when the decision could not affect
that person In a manner differait from its effect on the pblic.

@ Within 120 days of the first meeting of the board, the board
duall adopt and may subsequently amend rules implementing this
sectaan, providing additional axflict of interest and ethical rulles it
considers gopropriate.

® The board may recommend to the govermor the removal of a
board member or executive officerwho intertional ly violates this sec-
tion or a rule adopted under this section.

@ For purposes of this section

@ '"partacipate in a decisian’ includes all disossias, delibera-
taas, preliminary negotiations, and \OLES;

@ "immediate family’” means

@ spouse;

® dependent, parent, parent-in-law, dild, son-in-law, daughter-
in-law, sibling, ucle, ant, niece, or nephew. 8 2 ch 153 SLA 1934)

Article 4. Powers and Duties.

Section Section

250. General powers 290. Long-range capital improvement
260. Annual report and program plan

270. Audits 300. Use of corporation assets

280. State oversight reports 310. Indemnification

285. Legislative approval required
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Sec. 42.40.29. General powers. In addition 0 the exrcise of
other powers authorized by law, the corporation may

D adopt a sel;

@ adopt bylaws governing the business of the corporation;

® sue and be sued;

@ appoint trustess and agents of the corporation and prescribe
their poners and dutdes;

O hire legal counsel 1o represent the corporation;

©® make ootracts and execute Instrurents necessary or conve-
nient In the ex@arcise of Its povers and duties;

() acquire by purdhase, leese, bequest, devise, gift, exchange, the
satasfaction of ddots, the foreclosure of mortgages, or otherwise, per-
sonal property, ngts, rigits-of-way, frandhises, easements) and other
Interests In lad, and acquire by aopropriation water rights that are
located In the state, taking titde o the property in the name of the
corporation;

® hold, maintain, use, geerate, Improve, lesse, exchange, donate,
conwvey, alieate, encumber, or otherwise grant a seaurity interest in,
or authorize use or dispose of, land or personal prggerty, subject o
other provisias of this dgpter;

O aontract with and acogpt transfers, difts, grants or loans offunds
or property from the United States and the state or ts polrtacal pudi-
visias, subject to other provisians of federal or state law or municipal
ordinances;

(10) undertake and provide forthe management, gperation, mainte-
nance, use, and aottrol of aii of the property ofthe corporation, Includ-
ing all li-dand personal property of the Alaska Railroad transferred
under 45 U.S.C. 1203(@) and described Iin the report dated July 14,
1983, as amended, submitted to Congress and the legislatureunder 45
U.S.C. 124(@);

(1) recommend tothe legislature and the govermor any tax, financ-
Iy, or fimacial arrangement the corporation considers appropriate
for expansion or extension and operation of the Alaska Railroad;

(12) maintain officss and faalities at places It desigates;

(@13 apply to the state, the United States, and foreign countries or
other proper agencies for the pemits, licasss, rigits-of-way, or ap-
provals necessary to arstruct, maintain, and goerate, transportation
and related sarviass, and dotain, hold, and reuse the licases and
permits In the same manner as other railroad goerators;

(14 prescribe rates t© be charged for services provided by the
Alaska Railroad comsistaitwith 45 U.S.C. 1201 — 1214 (Alaska Rail-
road Transfer Act of 1982);

(@5) determine the rautes, schedules, and types of service-to be pro-
vided by the Alaska Raillroad;

(5 enter nto anrects, leesss, and other agreements with con-
necting camiers, shipgoars, and other persons conceming the sarvices,



ALASKA RAILROAD TRANSFER LEGISLATION
SECTION-BY-SECTIOIN ANATysTS

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 in 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 major terms used tn the legislation. Among those
described is "rail properties of the Alaska Railroad." This definition is
important because it describes the rail properties to be transferred. As
defined in the 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: (1) 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; (3)
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 determines, with the consent of the State, to
be necessary to carry out Federal functions after the transfer; and (5)
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 tne right to use tne suDsurface if necessary for
such purposes. The definition further guarantees subjacent and lateral
support and entitles the easement holder to fence, afix track fixtures ard
structures to 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 State maximum fle xibility 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
(a), 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 certifications 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; (I) a bill of sale convey-
ing title to all personal rail properties of the Alaska Railroad; (2) 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 the Oenali 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 five years after
the date of enactment pursuant to section 606 (b)(2). Following comoletion
of the survey, the Secretary -is required to issue a patent to the State.

Subsection (c) provides that interim conveyances and patents issuea :c the
State must transfer all U.S. reservations for the Alaska Railroad except
unexercised reservations for future rights-of-way under th« 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 appropriate secretary
may also obtain future easements with State consent. Existing ana future
easements may not interfere with operations and support functions of the
Alaslca Railroad.

The Park Service will continue to use and occupy through the Secretary of
the Interior a 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 in 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-owned Railroad, the State must ensure that they are
retained in their same position, and unless otherwise agreed to, at least
at the same level of compensation in effect at the time of transfer. Tnes<_
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 tnis 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
reemployment 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 agreed
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 equal 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 in 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 data of
transfer. Subsection (a) 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.

Linder subsection (b), the State shall have access to properties of, and
records pertaining to the Railroad in order to evaluate and prepare for the
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 its 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 BE 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 (a) specifies that the property to
be transferred is excluded from 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 respon-
sibility to adjudicate third party claims and to issue written opinions and
appropriate documents of title. Specifically, the Secretary of the
Interior is directed to complete the determination of "smallest practicaoie
tract” under section 3(e) of ANCSA within three years of the enactment o*
this legislation. Prior to initiating these adjudications, a ten month



period is provided whereby all affected parties are directed to make a coed
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 over right-of-way lands to ensure sufficient
protection for safe and economic operation of the Railroad, the final par-
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 State 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. (CIRI) 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 00T also has veto power so long as the Railroaa is

not under State ownership. Since the passage of P.L. 97-204 (ANSCA) in
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 in 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, the 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 clear that out-of-state properties can be placed
into the "in region pool." This subsection also allows CIRI to negotiate
with local governments to obtain the properties being selected.

Utilization of CIRI1s current statutory rights to obtain Federal surolus

property wherever located will be essential for fulfillment of its entitle-
ment. Therefore, a more detailed provision is needed to insure the prco-
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 CIRI 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 separate 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 is complete but in no event later than July 15, 1987.

Subsection (e) expressly provides that the State shall be liable to a parry
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 RAILROAO

Subsection (a) 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 system foras
long as they continue to work for the State-owned Railroad. However as an
alternative, the State-owned Railroad may provide such employees eitherin
or substantially equivalent to those benefits the State provides its
employees under the State Retirement System. This section provides an
exemption to the State alternative program for those transferred emoloyees
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 wWho
choose not to transferto the State-owned Railroad at the time the Railrcac



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

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

SECTION 8 — STATE OPERATION

Subsection (a) of this 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 Employer'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 (a) exempts the State-owned Railroad from any state
or local statute specifying a minimum number of crew members that must be
employed in connection with the operation of its trains.

Subsection (a) 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-ownea Railroad a certificate of
public need and necessity.

This subsection also exempts ICC actions under this subsection from the
National Environmental Policy Act 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 other 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 Denali National Park and Preserve and Chuaach National Forest snail 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 (a) 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 to 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 Railroad Act of 1914.

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

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-ownea
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 (c) further states that upon such reversion, these lands will be
conveyed by patent to abutting land owners, except as specified in sub-
section (d). This latter subsection provides that the portion of the
right-of-way within the Denali 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 cf
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 Unitea 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 if satisfaction by the State of the five conditions under
section 4 cannot be certified within a year cf 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 numbDer
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 under 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 sections
shall not be affected.



Al ska Railroad Transfer Act of 1982

K STAT. 2556 PUBLIC LAW 97-46&-JAN. 14,1983 v

(Da person who is able to assure that adequate transporta-
tion wfll be provided over a substantial porcioo of the feeder line
deambcd in subeecticc (jI) of this aectioa for a period of aat leas
than 2yaen; or

(I) any combination of members of the elaaees of applicants
Jsscribsd in paragraphs (1) and (2) of this subesctiao.

o 110_\L2> Mx iW TITLE VI-ALASKA RAILROAD TRANSFER
rAvtwAa of
MOST TTTLB
41 use 1201 Sac. 001. This title may ba dtad ea the "Alaska Railroad Transfer
ek Act of 1982".
YDnxxoa
a use 1201. Rbc. 00.2. The Congress finds that—

(1) the AluLa Railroad, which was built br the Federal
Government to serve the transportation and development needs
of this Territory of Alaska, preaentiy is providing freight and
passenger services that primarily benefit raidsnts and busi-
nessei In the State cf Alaska;

(2) imany communities and individuals in Alaska are wholly
or substantially dependent on the Alaska Railroad for freight
and pusenger semes and provision of such service is an eeeen-
tiaJ governmental function;

(0) continuation of services of the Alaska Railroad and the
opportunity for future expansion of these services are necessary
to achieve Federal, State, and private objectives; however, con’
tinued Federal control and financial support are no longer
necessary to accomplish these objectives;

4@ the transfer of the Alaska Railroad and prorioon for its
operation by the State in the manner contemplated by this title

s. is made pursuant to the Federal goal and ongoing program of
transferring appropriate activities to the Stntas; )

56) the State s continued operation of the Alaska Railroad
following the transfer contemplated by this title, together with
such expansion of the railroad as may be necessary or conven-
ient in the future, will constitute an appropriate public use of
the rail system and associated properties, will provide an essen-
tial ijovemmental service, and will promote the general welfare
of Alaska's residents and victors; and

(0) in order to give the State government the ability to
determine the Alaska Railroad's role in serving the State's
transportation needs in the future, including the opportunity to
extend rail service, and to provide a savings to the Federal
Government, the Federal Government should offer to transfer
the railroad to the State, in accordance with the proviaiona of
this title, in the same manner in which other Federal transpor-
tation functions (including highways and airporta) have bean
transferred since Alaska became a State is 1959.

BSTXNinOMI

41 use 1202. Src. 603. As used in this title, the term—
(1) "Alaska Railroad" means the agency of the United States
Government that is operated by the Department of Transporta-
tion as a rail carrier in Alaska under authority of ths Act of
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PUBLIC LAW 97-468—JAN.14.1983 96 STAT. 2i57

March 22.1924 (43 UJ.C. 975 et nq.) (popularly raforred to as
the “Alaska Railroad Act") nod maction wii of tbs Department of
Transportation Act (49 U.&C. 1655(1)), or, aa toe ocataxt
reqzuwes. tha railroad operated by that agency; )

(2) “Alaska Railroad Revolving Fuad" means theruhlic enter-
prise fund maintajned by tha Department attba Treasury into
which ravssuaa 0l tha Alaska Railroad and appropriations for
the Alaaka Railroad art deposited, and from which funds an
expended for Alaska Railroad operation, maintenance and con-
struction work authorized by law; ) )

(3) "claim of valid existing rights™means any claim to tba nil
properties of tba Alaaka Railroad on record in tba Department
of the Interior aa of the day before the data of enactment of this
Act;

34) "date of transfer” means the date co which the Secretary
delivers to the State tha four documents referred to in section
504(bXI) of this title;

(5) “employee*" means all permanent personnel employed by
the Alaaka Railroad on the date of transfer, including the
orl:f_ice_rsi of the Alaska Railroad, nnlsas otherwise indicated in
this title;

(6) “exclusive-use easement” means aa easement which
affords to the easement bolder the following;

(A) the exclusive right to use, poeeese. and enjoy the
surface estate of the land subject to this ssaement for
transportation, communication, and transmission purpose*
and for support functions associated with such purposes;

(3) the right to use so much of the subsurface estate of
the lands subject to this sasement as is necessary for the
transportation, communication, and transmission purposes
and associated support functions for which the surface of
such lands is used;

(O subjacent and lateral support of the lands subject to
the easement; and

(D) the right (in the easement holder’s discretion)  fence
ell or part of the lands subject to this sasement and t affix
track, fixtures, and structures to such lands and to exclude
other persons from ell or part of such lands,

(7) "Native Corporation” has the same meaning as such term

has under section 102(6) of the Alaska National Interest Lands
Conservation Act (16 U&C. 8102(6));
(8) "officers of the Alaska Railroad” means the employees
occudpylng the following positions at the Alaska Railroad as of
the day before the data of transfer General Manager; Assistant
General Manager; Assistant to the General Manager, Chief of
Administration; and Chief Counsel;

(9) "public lands” has the same meaning as such term has
under section S(s) af the Alaska Native Oauna Settlement Act
(43 U.S.C. 1602(e)); . ) ]

110) "rail properties of the Alaska Railroad” means all right,
title, and interest of the United States to lands, buildings,
facilities, machinery, equipment, supplies, records, rolling stock,
trade names, accounts receivable, goodwill, and other real and

reonal proPerty, both tangible and intangible, in which there

n interest reserved, withdrawn, appropriated, owned, admin-
istered or otherwise held or validly claimed for the Alaska
Railroad by the United States or any agency or instrumentality

£
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thareof aa of the date of enactment of this Act, bet finding
any such properties disposed cf, and including any such proper-
tiu acquired, in the ordinary course of buxinees after that oats
but beiore the date of transfer, and also including the exclusive*
use easement within the Denali National Park and Preserve
conve?/ed to the State pursuant to this title and also

the following:

(A) the unaxerdsed reservation to the United States for
ftiture rights-of-way required in all patents for land taken
up, entered, or located m Alaska, as provided by the Act of
iurch 12,1914 (43 U.S.C. 975 at S,

(B) the right of the United States to exercise the power of
eminent domain;

(O any moneys in the Alaska Railroad Revolving Fund
which the Secretary demonstrates, in consultation with the
State, are unobligated funds appropriated from general Lax
revenues or are needed to satisfy obligations incurred by
the United States in connection with tne operation of the
Alaska Railroad which would have been paid from such
Fund but for this title end which art not =—umsd by the
State pursuant to this title;

@ any personal property which the Secretary demon-
strates, in oonsultation with the State, prior to the date of
transfer under section 604 of this title, to be necessary to
carry out functions of the United States after the date of
transfer; and

(E) any lands or interest therein (except aa specified in
thi» title) within the boundaries of the Denali National
Park and Preserve;

_ gll) "right-of-way” means, except as used in section 609 of this
title—

(A) an area extending cot leas than one hundred feet on
both sides of the center line of any main line or branch line
of the Alaska Railroad; or

(B) an area extending on both sides of the center line of
any main line or branch lint of the Alaska Railroad appro-
priated or retained by or for the Alaska Railroad that, as a
result of military jurisdiction over, or non-Federal owner-
ship of, lands abutting the main line or branch lino, is of a
width leu than that described in subparagraph (A) of this

(1 y" means the Secretwy of Transportation;

(13) "State" means the State of Alaska or the State-owned
railroad, as the context requires;

(14) “State-owned railroad” means the authority, agency, cor-
poration or other entity which the State of Alaska designates or
contract! with to own, operate or manage the rail properties of
the Alaska Railroad or, as the oontext requires, the railroad
owned, operated, or managed by such authority, agency, corpo-
ration, or othar entity; and

(15) "Village Corporation” has the same meaning as such
term has under section 3(j) of the Alaska Native Claims Settle-
ment Act (43 U.S.G 1602(D).
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Sac. 604. (a) SUb}SEt to the provisoes of this tills, tbs United 4luacm .
States, through tbs’ Secretary, shall transfer all rail properties of
tbs Alaska Railroad to tbs Stats. Such tnuufer shall occur as soon
as practieabla aftsr tbs Sfecr_etary ‘has mads tbs certifications
required by subsection (d) 01 this section aad_shall be accomplished
Ja tbs manasr specified ia subssctioa (bi of this ssctioa.
QX)) On tbs oats of traasfsr, ths Sserstary shall simultaneously:
CA deliver to ths Stats a bill of sals eoavsyinf titls to all rail
propsrtias of tbs Alaska Railroad ssospt aay latsrast in real

~ofTdslivsr to tbs Stats aa interim ooavsyaaes of tbs rail
propsrtias of tbs Alaska Railroad that art act convsysd pursu-
ant to subé)aragraph (A?_ofth_is paragraph aad ars not subjsct to
unresolved claims of valid existing nghts;

(©  dolivsr to ths Stats aa exdusive license fraatinf ths Stats
tbs right to uos all rail propsrtias of tbs Alaska Railrood not
convsysd pursuant to subparagraphs (A) or (B) of this para-
graph pending oonvsyancaa in accordance with the review and
settlement or final administrative adjudication of claims of
valid existing rights;

@ convey {0 tbs Stats a dssd granting tbs Stats G an
excluiivt-uie easement for that portion of tba right-of-way of
tha Alaska Railroad within tba Denali National Park and Pro-
serve extending not less than one hundred feet on either side of
ths main or branch line tracks, and sight fast on either side of
the csntsrline of tbs **Y" track connecting tbs main line of the
railroad to tha power station at McKinley Park Sution and (ii)

_ title to railroad-related improvements within such right-of-w
Pfrlor to taking the action specified in subparagraphs (A) through
0T this paragrimhrthe Sserstary shall consult with ths Sserstary of
the Interior. The exclusive-use easement granted pursuant to Sub-
paragraph C]? 0T this paragraph and all rights afforded by such
sasement shall be exercised only for railroad purposes, end for such
other transportation, transmission, or communication purposes for
which lands subject to such easement were utilised as of tha date of
enactment of this Act. In ths svsnt of reversion to the United States,
pursuant to section 610 of this titls, of ths State's interests in ail or
pert of the lands subject to such casement, such easement shall
terminate with respect to tbs lends subjsct to such reversion, and no
new exclusive-use casement Wfth respect to such revertod lands
shall be granted exceﬁt by Act 0T Congress.

(2 The Secretary? ell deliver to ths Stats an intsrim conveyance
of rail properties 0l the Alaska Railroad described in paragraph
ngC) 0f'this subsection that become available for conveyance to the

tate after the dato of transfer as a result of settlement, relinquish-
aentvor final administrative adjudication pursuant to section 606 of
this title. Where the rail properties to be conveyed pursuant to this
paragraph are surveyed at the time the¥ become available for
conveyance to the State, the Secretary shall deliver e patent there-
for ia lieu ofan interim conveyance.

(3) The force and effect of an interim conveyance made pursuant
to paragraphs (1XB) or (2) of this subsection shall be to convey to and
vast in the State exactly the same right, title, and interest in end to
the rail properties identified therein as the State would have
received had it been issued e patent by the United States. The
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Secretary of the Interior shall surrey the land conveyed Jy an
interim conveyance to the State pursuant to paragraph* (LXB) or (2)
°f this subeection and, apon completion of the survey, the Secretary

shall iaeue a patent therefor.

4 Ths license granted dpunuant to paraﬂraph (1XO0 of this tubas
tion shall authorize the State to use, occupy, and directly receive a
benefits of the rail properties described in the license for the oper-
ation of the State-owned railroad in conformity with the Memoran-
dum of Understanding raferrad to in aaction 60G(bX3) of thy title.
The license shall be exclusive, subject only to valid leases, p jju.
and other inatrumente iaaued before the date of transfer ana ease-
ments reserved pursuant to subsection (cX2) of this section. With
respect to any parcel conveyed punuant to this title, the license
shall terminate upon conveyance of such parcel.

(eXI) Interim conve¥ances and patents issued to the State punu-
ant to subsection (b) of this section shall confirm, convey and vest in
the State all reservations to the United States (whether or not
expressed in a particular patent or document of title), exceﬂt the
unexercised reservations to the United | e* for future rights-of-
way made or reouired by the first section of the Act of March 12,
1914 (43 U.S.C. 975d). The conveyance to the State of such reserve-
tions shall not be afiisctad by tha rtpeal of such Act under aaction
615 of this titls.

(2) In the license granted under subsection (bXIXO of this notion
and in all conveyances made to the State under this title, there shall
be reserved to the Secretary of the Interior, the Secretary of Defense
and the Secretary of Agriculture, as appropriate, existin? easements
for administration (including agency transportation an{futility pur-
poses) that are identified in the report required by section 605(a) of
this title. The appropriate Secretary may obtain, only after consent
pf the State, suen future easements as are necessary for administra-

tion. Existing and future easements and use of such easements shall
not interfere with operations and support functions of the State-
owned railroad.

(3 There shall be reserved to the Secretary of the Interior the
right to use and occupy, without compensation, five thousand square
feet of land at Talkeetna, Alaska, as described in ARR lease num-
bered 69-25-0003-5165 for National Park Service administrative
activities, so long as the use or occupation does not interfere with
the operation of the State-owned railroad. This reservation shall be
effective on the data of transfer under this section or tha expiration
date of such lease, whichever is later.

(dXI) Prior to the date of transfer, the Secretary shall certify that
the State has agreed to operate the railroad aa a rail carrier in
intrasutc and interstate commerce.

(2XA) Prior to the date of transfer, the Secretary shall also certify
that the State has sEeed to assume all rights, liabilities, and
obligations of the Alaska Railroad on the data of transfer, including
leases, permits, licenses, contracts, apeementa, claims, tariffs,
accounts receivable, and accounts payable, except as otherwise pro-
vided by this title.

(B)  Notwithstanding the provisions of subparagraph (A) of this
paragraph, the United States shall be solely responsible for—

@ all claims and causes of action against the Alaska Railroad
that accrue on or before the date of transfer, regardleaa of the
date on which legal proceeding asserting such claims were or
may be filed, except that the United States shall, in the caae of
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any tort claim, only ba napocucbl* for any such claim against
tba Uni-tad Statae that aceruas before the data of transfer and
ratalta ia aa award, compromise, or aattiemeat of more than
>2,500, and tha United States shall not compromise or tattle any
daim moulting ia State liability without tba consent of the
State, which ooesenl shall not ba unreasonably withhold; and

U) all claims that roaultad in a judgment or award against
tha Alaaka Railroad bafora tba data of transfer.

(O For paz?oM of subparagraph (B) of this paragraph, tha,tarm
maccrue” shall hart tha meaning oontainad ia section 2401 al titla
28, United Staten Coda.

(3XA) Prior to tha data of transfer, the Secretary shall alao certify
that tha State-owned railroad has established arrangements pursu-
ant to section 607 of this title to protact tha employment interests of
employeas of tha Alaska Railroad during tha two-year period com-
mencing on tha data of transfer. These arrangements shall irHH*

fi) _which ensure that the State-owned railroad will adopt
collective bargainin g erpenta in accordance with the prorv-
moca of subparagrap a( TO 'lds paragraph; ]

(iil for the retention of all employees, other than officers of
the Alaska Railroad, who alact to transfer to the State-owned
railroad ia their same Positions for the two-year period com-
mencing on the data of transfer, except ia cases of reassign-
mer;(t, separation for cause, resignation, retirement, or lack of
work:

(iii§ for the payment o f, 'Sensation to transferred employee*
(other than employees «f\.ridad for in subparagraph (E) of
this par_agraphg, except Ofseparatlon Or cause, resign*e
tion, retirement, or lack... k, for two years commencing on the
date Ul transfer at or t.SA'i the base ralary levels in ¢/Tect for
such empioyeas ea_ the data of transfer, unisee the parties
otherwise agree during that two-year period; ]

(hr) for priority of reemployment at the State-owned railroad
during the two-year period commencing on the date of transfer
for transferred employees v, > art separated for lack of work, in
accordance with subparagrap (O of this paragraph (except for
officers of the Alaska Railroad, who shall receive such priority
for one yaar following the date of transfer); )

(v) for credit during tha two-year Ferlod commencing on the .
data of transfer for accrued annual and sick leave, seniorit
rights, and relocation and turnaround travel allowances whic
have been accrued during their period of Federal employment
by transfarad employ ee retained by tha State-owned railroad
(except for officers of tha Alaaka Railroad, who shall receive
euch credit for one year following tha data of transfer);

(vi) for payment to transferred empioyeas retained by the
State-owned railroad during tha tw”year period commencing
an the date of transfer, mcludmgi]for one year officers rstaiceo
or separated under subparagraph (X) of this paragraph, of an
amount equivalent to the cost-of-living allowance to which they
are entitled as Fsderal employees on the day before the date of
transfer, ia accordance with the provisions of subparagraph (D)
of this aragraloh; sad

(vii) for health and life insurance dprograms for transferred
employees retained by the Stat™owned railroad during the two-
year period commenting on the date of transfer, substantially

£ - (c?
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equivalent to 0@ Federal health and life insurance program*
available to empioyeas on the day before the date or traiafer
(except for officers of the Alnska Railroad, who shall receive
wch credit for one year following the date of transferX

(B) The State-owned railroad shall adopt all collective bargaining
agreements which are ia effect oa the date of transfer. Such agree-
ments shall continue ia effect for the two-year period commencing
on the date of transfer,runJeaethe parties agree to the contrar
before the expirationwf that two-year period. Such egreementa shall
be renegotiated during the two-year period, unless the parties agree
to tho contrary. Any labor-management negotiation impasse de-
clared before the date of transfer shall he settled in accordance with
chapter 71 of title 5, United States Code. Any impsue declared after
the dete of transfer shall be subject to applicable State law.

(CR Federal service shall be included in the computation of senior-
ity for transferred cmployeee with priority for reemployment, as
provided in subparagraph (AXiv) of this paragraph.

(D) Fa#'ment to transferred employees pursuant to subparagraph
(AXV? of this paragraph shall not axcaed the percentage of any
transferred employee’s base salary level provided by the United
States as a cost-of-living allowance on the day before the date of
transfer, unless the parties agree to the contrary.

(El Prior to the date of transfer, the Secretary shall also certify
that the State-owned railroad has agreed to the retention, for at.
least one year from the date of transfer, of the offices of the Alaska
Railroad, except in cases of separation for cause, resignation, retire-
ment, or lack of work, at or above their base salaries In tffeet on the
date of transfer, in such positions as the State-owned railroad may
determine; or to the pagment of lump-eum severance T|oay in an
amount equal to such base salary for one year to officers not

..retained by the State-owned railroad upon transfer or, for officers

separated within one year on or after the date of transfer, of a
portion of such lump-sum severance paymer' (diminished pro rata
tor employment by the State-owned railroad within one year of the
data ot transfer prior to separation).

(4) Prior to the date of transfer, the Secretary shall also certify
that the State has agreed to allow representatives of the Secretary
adequate access to cmployeee and records of the Alaska Railroad
when needed for the performanc* of functions related to tha period
of Federal ownersh(ijp.

(5) Prior to the date of transfer, the Secretary shall also certify
(hat the State has agreed to compensate the United States at the
value, if any, determined pursuant to section 605(d) of this title.

TXAKirnoM rauoo

Src. 605. (a) Within 6 months altar the data of enactment of this
Act, the Seclﬁgtary and the Governor of Alaska shall jointly prepare
and deliver U>*Ve Congress of the United States and the legislature
of the State a report that describes to ths extent possible the rail
Broperties of the Alaska Railroad, the liabilities and obligations to

e assumed by the State, the sum of money, if any, in the Alaska
Railroad Revolving Fund to be withheld from the State pursuant to
saction 603(8XC) of this title, and any ﬁ_ersonal roperty to be
withheld pursuant to section 603(8XD? of this title. The report shall
separately identify by the best available descriptions (1) the rail
properties of the Alaska Railroad to be transferred pursuant to
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section 604(b)(1) (A), ®X and CD) of this tHle; © the nil properties tq \
ba subject to tba license grantod pursuant to aastioa bXIXC) o ;
this title; and (3) tha seatmanta to ba rmnrri |i)ursuant to aactioa

604<cX?) of this this. Tha Secretaries of Agriculture, Defense, and

tba Interior and tha Adminiatrator of the General Sarrioaa Adminis-

tratioa shall provide tha Se retar)(I with all information and aarist-

anoa necessary to allow tba SINSNUIY to complete too report within

tba time required.

<p) Durian tha period from tba data of enactment of this Act until
tha data of transfer, tba Slate shall haw tba right to inspect,
analyse, photograph, photocopy aad otherwise evaluate all » the
rail properties of the Alaaka Railroad and all record* related to the
rail Fropertles of the Alaska Railroad maintained by any afeacy of
the linked States under oonditioas established by the Secretary to
protect Jj# confidentiality of proprietarg burinaes data, personnel
records, and other information, the public disclosure of which is

rohibited by law. During that period, tha Secretary and tha ALuka

ailroad ehall not, without the consent of tha State and only in
conformity with applicable law and tha Memorandum of Under’
standing referred to in faction 606fbXS) of this title—

(1) make or incur any obligation to make any individual
capital expenditure of money from the Alaaka Railroad Revolv-
ing Fund In exoeas of JSOOXK); )

?2) (except aa required by law) aaQ. exchange, give, or other*
wise transter any real property included in the rail properties of
the Alaska Railroad; or

(3) laase any rail property of the Alaska Railroad for a term ia
excess of five years.

(¢  Prior to transfer of the rail properties of the Alaaka Railroad to
the State, the Alaska Railroad's accounting practices and systems
shall be capable of reporting data to the Interstate Commerce
Commission inTormat™ required of comparable rail carriers subject
to the jurisdiction of the Interstate Commerce Commission.

(dXI) Within nine months after the date of enactment of this Act,
the United States Railway Association (hereinafter in this section
referred to aa the "Asaooation”) shell determine, the fair market
value of the Alaska Railroad under the terms and conditions of this
title, applying such procedures, methods and standards as art gener-
ally accepted as normal and common practice. Such determination
shall include an appraisal of tha real and personal property to be
transferred to the Slate pursuant to this title. Such appraisal by the
Association shall be conducted in the usual manner in accordance
with generally accepted industry standards, and shall consider the -
current fair market value and potential future value if used ia
whole or in pert for other purpoeee. The Association shall take into
account all obligations imposed by this title end other applicable
lew upon operation and ownership of the Slate-owned railroad. In
making such determination, the Aanriation shall use to tba
maximum extent practicable all relevant data and information,
including, if relevant, that contained in tba report prepared pursu-
ant to subsection (a) of this section.

(2 The determination made O,oursuant to paragraph (1) of this
subsection shall not be construed to affect, enlarge, modify, or
diminish any mventog/, valuation, or classification required by the
Interstate Commerce Commission pursuant to subchapter V of chap-
ter 107 of title 49, United States Code (49 U.S.C. 10781 at seq.

df- 9
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_ (a) Section 202(a) of the Regional RaHReorpminition Act of 1973
is amended—
Elg by striking "aad" at tha cad of paragraph CBY,
~ (2) by striking the period at the end of paragraph (10) and
inserting ia lieu thereof * aad"; aad
(3) by adding at the tail thereof the following new paragraph:
“(11) determine the value of the Alaaka Ra' /oed, aa required
by aaction 605 of the Alaaka Railroad TranJcr Act of 1982.".

LAJKSS TO BS TXAXXGXXXD

Sic. 606. ﬁa) Landa among the rail properties of the Alaaka
Railroad shall not be-

I1) available for selection under section 12 of the Act of
January 2, 1976, as amended (43 U.S.C. 1611. note), subject to
the exception contained in section 12<bX8XiXD) of such Act, aa
amended by subsection (dX5) of this section;

(2) available for conveyance under section 1425 of the Alaaka
National Interest Lands Conservation Act (Public Law 96-487;
94 Stat. 2515); ]

(3) available for conveyance to Chugaeh Natives, Inc, under
sections 1429 or 1430 or the Alaska National Interest Lands
Conservation Act (Public Law 96-487; 94 Stat. 2531) or under
sections 12(c) or 14(hX8) of the Alaska Native CTains Settlement
Act (43 U.S.C. 1611(c) and 1613(hX8), respectively); or

(4) available under any law or regulation for entry, location,
or for axchange by the United States, or for the initiation of a
claim or selection by any party other than the State or other
transferee under this title, except that this paragraph shall not
prevent a conveyance pursuant to section 12ibX8XiXD; of the Act
of January 2,1976 (43 U.S.C. 1611, note), as amended by subsec-
tion (d>6) of this section.

(bXIXA) During the ten months following the date of enactment of
this Act, so far as practicable consistent with the priority of prepar-
ing the report required pursuant to section 605(a§) of this title, 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 manP/of the claims as possible. Any agreement to
settle such claims shall take effect and bind the United States, the
State, and ths Village Corporation only aa of the dau of transfer of
the railroad.

_éB) At the conclusion of the review and settlement process pro-
vided in subloaragraph (A) of this paragraph, the Secretary of the
Interior shall prepare a report identifying lands to be conveyed in
accordance with settlement a?reeme_nts under this title or applica-
ble law. Such settlement shall not give rise to a presumption as to
whether a parcel of land subject to such agreement ia or is not
public land.

2 The Secretary of the Interior shall have the continuing juris-
diction and duty to adjudicate unresolved claims of valid existing
rights punuant to applicable law and this title. The Secretary of the
Interior shall complete the final administrative adjudication
required under this subsection not later than three yean after the
date of enactment of this Act, and shall complete the survey of all
lands to be conveyed under this title not later than five yean after
the date of enactment of this Act, and after consulting with the
Governor of the State of Alaska to determine priority of survey with
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regard to other lands being prix— uJ for point to tbo Stata. Th*
Secretary of tho latorior anal] giro priority to tha adjudication of
Village Corporation daimi as required is this section Upon oosnple-
tioa of the wview sod settlement ptocbm rsquirsd by paragraph
OXA) of this subssctioa. with raspsct to lands act subject to sn
agreement under such paragraph, the Sserstary of the Interior shall
adjudicate which Lands subject to claims ofvalid existing rights filed
by Village Corporations, if any, are public lands aad shall complete
such final administrative adjudication within two years after the
data ofenactment of this Act.
S Pending settlement or final administrative adjudication of
of valid existing rights filed by Village Corporations prior to
the date of transfer or while subject to the license granted to the
State punuant to section 504(bXIXC) at this title, lands subject to
such claims shall ba managed in accordance with the Memorandum
of Understanding among tha Federal Railroad Administration, the
State, Eklutna, Incorporated, Cook Inlet Region. Incorporated (as
that term is used in section 12 oftha Act of January 2, 1976 (Public
Law 94-204; 89 Stat. 1150)), and Toghotthele Corporation, executed
by authorised officen or reoraaentitivaa of each of theac entities.
Duplicate originals of the Memorandum of Understanding shall be
maintained and made available for public inspection and copying in
the Office of the Secretary, El Washington, District of Columbia, and
in the. Office of tha Governor at tha State of Alaska, at Juneau,

(4) Tha following procedures and requirements are established to
promote finality of administrative adjudication of claims of valid
mexisting rights filed bv Village Corporations, to clarify and simplify
the title st*i:us of lands subjsct to such claims, and to avoid potential
impairment of railroad operations resulting from joint or divided
ownership in substantial segments of right-of-way:

(AXi) Prior to Anal administrative adjudication of Village
Corporation claims of valid existing rights in land subject to tne
license granted under aaction 504(bXIXOof this title, the Secre-
tary of the Interior may, notwithstanding any other provision of
law, accept relinquishment of so much of such claims as
involved lands within tha right-of-way through execution of an
agreement with the appropriate Village Corporation effective
on or after the date of transfer. Upon such relinquishment, the
interest of the United States in'the rightof-way shall be con-
veyed to ths State punuant to section 6Q4(bXIXB) or (2) of thia
tide.

(i)  With respect to a claim described ia clausa fl) of this
subparagraph that is not settled or relinquished .prior to final
administrative adjudication, the Congress finds that exclusive
control over the right-of-way by the Alaska Railroad has been
and continuea to ba necessary to afford sufficient protection for
safe and economic operation of tha railroad. Upon failure cf tha
interested Village Corporation to relinquish so much of its
claims as involve lands within tha right-of-way prior to final
adjudication of valid existing rights, the Secretary shall convey
to the State punuant to section 604(bXIXB) or (2) of thia title all
right, title and Interest of ths United States in and to tha right*
ofway free and dear of such Village Corporation’s claim to and
interest in lands within such right-of-way.

(B)  Where lands within the right-of-way, or any interest
such Linds, have been conveyed frcm Federal ownership prior to

in
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the data of enactment ofthia Act, or ia subject to a claim ft nlid
aariiting rights by a party other than a Village Corporation, the
conveyance to tha State of tha Federal internet in auch prop*
artiaa punuant to aaction 604(bXIXB) or (2) of thia title

grant not laaa than aa ezeluaivw-iiae easement in auch proper*
tiaa. TLm foregoing requirements ahali not bo sonstrued to
permit tha conveyance to tha State of laae than the entire
Federal internet in the rail propertiae of tha Alaaka Railroad

* required to be eonveyed by aaction 604(b) of thia title. If an

action is commenced against tha State or tha United States
contesting the validity of existence of a reservation of right-of-
way for tha use or benefit of the Alaska Railroad made prior to
the date of enactment of this Act, the Secretary of the Interior,
through the Attorney General, shall appear in and defend such
action.

(cXI) The final administrative adjudication pursuant to subeection
(b) of this section shall be final agency action and subject to judicial
review only by an action broughtin the United States District Court
for the District of Alaska. Review of agency action punuant to this
title shall be expedited to the same extent as the expedited review
provided by section 1108 of the Alaska National Interest Lands
Conservation Act (16 U&C. 2168).

(2) No administrative or judicial action under this title ahull
enjoin Or otherwise delay the trmmfer of the Alaska Railroad punu-
ant to this title, or substantially impair or impede the operations of
the Alaska Railroad or the State-owned rJ.lraed.

(3) Before the date of transfer, the State ahall have standing to
participate in any administrative determination or judicial review
punuant to this title. If transfer to the State does not occur punu*
ant to auction 604 of this title, the State shall not thereafter have
standing to participate in any such determination or review.

(dXI) Section 12(oX7Xi) of the Act of January 2, 1976 (Public Law
94-204) is amended—

(A) by striking "subsection 12(bX6)" and inserting in lieu
thereof section 12(b) (5) and (6)”;

(B) by striking “12(bX7Xii}" and inserting in lieu thereof
"IghXTXW ;

(O by striking “crediting” and inserting in lieu thereof"using";

(D) by striking "this subeection 12(bX<XiXb)" and inserting in
lieu thereof "these subsections 12(bX7) (iXb) or (ii)";

(E) by striking "State” in tha last eentence and inserting in
lieu thereof "state”; and

(F) by striking the penultimate sentence.

(2) Section 12(bX7) of such Act is amended—

(A) by redasigniting subsections (ii) through (hr) as subeec*
tions (iv) through (viX respectively; and
(B) by inserting immediately after subsection (i) the following

Td) Subject to the exceptions stated in section 12(bX9), and not-
withstanding the foregoing subeection 12(bX7Xi) and any provision of
any other law or any implementing regulation inconsistent with this
subsection, until the obligations of the Secretary and the Adminis-
trator of General Service* under section 12(b) (5) and (6) art otherwise
fulfilled:

*9%A) concurrently with the commencement of screening of
any excess real property, wherever located, for utilization by
Federal agendas, the Administrator of General Services shall
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notify the Region that such proparty may ba available tor
conveyance to tha Region opoa negotiated aale. Within fifteen
days of tba data ofreceipt 0 fauch notice, tha Region say advise
tha Administrator that tbara ia a tentative aaad for the prep-
arty to ftilfill tha obligations aatabliahad under section 12(d) (5)
and (6). If the Administrator determines the property should be
dispoeed cf by transfer to the Ration, tha Administrator or
other appropriate Federal ocudal shall promptly traaafer such

J) ao disposition vr conveyanee of property under this
subsection to tha Region shall be made until tne Administrator,
after notice to affected State and local governments, has pro-
vided to them such opportunity to obtain the property ss is
recognized ia title 40, United States Code aad tha regulations
thereunder for the disposition or conveyance of surplus
property; and

"(O as used ia this subsection, 'real property’ means any land
or interests in land ovmed or held by the United States or any
Federal agency, any improvements on such land or rights to
their use or exploitation, aad any personal property related to
the land.

“(iii) If the Region accepts any conveyance under section 12<bX7)
G) or (i), it shall be ia exchange for acres or acre-equivalenu as
provided in subparagraph 1(CX2Xe) of the document referred to in
this section, except that, after the obligation of the Secretary and
the Administrator under subparagraph KCX2Xf) of that document
has been fulfilled, the eera'equivalents under subparagraph
RCX2XeXiiiXA) shall be one-half the valued increment therein
stated. The entitlement of the Region under section 12(b) of this Act
ahsll be reduced by the number of acras Or acre squivalenta attrib-
uted to the Region under this subeection. The Secretary and the
Administrator*™ directed to execute an agreement wiih the Region
which shall conform substantially to ths ‘Memorandum of Under-
standing Regarding the Implementation of Section 12fbX7)\ dated
September 10, 1982, and submitted to ths Senate Committee on
Commerce, Science, and Transportation. The Secretary, the Admin-
istrator and the Region may thereafter otherwise agree to proce-
dures to implement responsibilities under this section [12fbX7),
including establishment of accounting procedures and the delega-
tion or reassignment of duties tinder this statute.”.
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(3) Section 12(bX7Xiv) of such Act, as so redesignated by paragraph ' 43 use 16U

(2) of this subsection, ia amended—

(A) by striking "surplus” ths first pleco It appears therein;

(B) by inserting immediately before the period at the end of
the first sentence the following; “or paying for the conveyance
of property pursuant to eubeeetions (i) or (ii)

(©) by inserting immediately after "account shall ba” the
following: "the sum ot fir;

CD) by striking “KCX2X*r and inserting in lieu thereof
“I(CX2XeXiiiXA

(E) by striking "the effective data of this subsection”, and

inserting in liuu thereof "December 2,1980";

ChH) by striking "and shall ba adjusted” and inserting in lieu
thereof "And (2) one-half the acre or acre-equivalent exchange
value under subparagraph 2(CX2XeXiiiXA) of ten townships
fewer than the unfulfilled entittement of the Region on the
seme date to acres or acrt-equivalenta under paragraph KCXI)
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of tin document referred to is this eection. The balance of the
property account ihall be adjusted in accordance with tithear
non 12tbK7Xiiir; aad

(O) by striking “subeection 12toX6T and inserting in lieu
thereofSection 12(b) (5) and (6)".

41 use |11 (4) Section 12(bX7Xy) of such Act, as so redesignated by paragraph

oy, ff) of this subsection. Is amended by striking subsection iii) and
inserting in lieu thereof “subsection (it/’.

n use 1+11 (5) Section 12(bx8) of such Act is amended to read as foilowr

“12fbX8). Subject to the exceptions stated in section 12fbX9), and
notwithstanding any prurisiocs of law or implementing regulation
inconsistent with this section:

“U) The deadline* in subparagraphs 102) (a) and (g) of the
document referred to in this section shall be extended until the
Secretary's obligations under section 12(b) (5) and (6) are ful-
filled: Prwided, That

“(A) the obligation of tha Secretary under subparagraph
KCX2X*) of auch document shall terminate on such date,
after July 15, 1984, that the Secretary has fulfilled his
obligation under subparagraph [(CX2Xx) of that document:
Provided, That the obligation of the Secretary under sub-
paragraph I(CX2Xg) of such document shall be fulfilled at
euch date, after July 15,1984, that the sum of the acree or
acre-equivalente identified for and placed in the pool and
the acree or acre-equivalJenti used by the Region in purehas-
ing property under section i*bX7) equxls or exceeds 138,240
scree or acre-equivalenta;

“(B) the authority of the Secretary under subparagraphs
I(CX2Xb) and KCX2XgXii) of such document to contribute to
the pool created under subparagraph 1(CA2Xa) of such docu-
ment shall terminate (a) on July 15, 1984, if, by that dale,
the Secretary has fulfilled his obligation under subpara-
graph I(CX2) (g), or (b) if not, on such date after July 15,
1984 as such obligation is fulfilled, or (c) if such obligation
remains unfulfilled, on July 15,1987,

“(C) ths concurrence by the State as described in subpara-
graphs [(CX2XaXvi) and I(CX2Xc) of the document referred to
In this section shall be deemed not required after the
Secretary has fulfilled his obligation under subparagrapn
KCX2Xg) of that document, but in no event after July 15.
1987. In lieu of such concurrence, after 1984 as to military
property, and aftar the Secretary has fulfilled his obligation
under subparagraph I(CX2Xg) or that documsnt or July 15,
1987, whichever is earlier, as to any other property, except
property of the Alaska Railroad which is governed by sub-
section 12fbX5XiXD) of this Act, the Secretary shall not
place any lands in the selection pool referred to in subpara-
graphs I(CX2) (a) and (g) of the document referred to in this
section without the pno,. written concurrence of the State.
Such concurrence shall be deemed obtained unless the
State advises the Secretary within ninety days of receipt of
a formal notice from the Secretary that he is considering
placing property in the selection pool, that the State, or a
municipality of the StaU which includes all or part ef the
property in question, requires the property for a public
purpose of the StaU or municipality; an*
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“(D) notwithstanding section tG&kXZ) atthe A luki Rail-
road Tranaftr Act at 1982, tha Secretary may include prop*
arty of tha Alaaka Railroad in tha pool atlands to ba made
available for selection to tha extent that ha is author*-J1 to
do bo ondor a provision of aaction 12(b) of thia Act if tha
StaU consents to its inclusion, which consent is not subject
to any UmiUtion under subsection 12(bX8XiXO herein: Pro-
video. That, while the Alaska Railroad is the property of
the United States, the Secretary shall obtain the consent of
the Secretary of T_ransPortation prior to including such
property: And providediurther, That, if the transfer f the
Alisks Railroad to the S uu doee not occur punuant to the
terms of the Alaska Railroad Transfer Act of 1982 or toy
amendments thereto, the SUU’s consent shall be deemed
obtained uniam the StaU adviaee the Secretary in writing,
within ninety days of receipt of a formal notice from the
Secretary that be is considering piecing such property in
the selection pool, that the Suu, or a municipality of the
SUU which includes all or pert of the property in question,

* requires ths property for a public purpaee of the Suu or
the municipality.

“(ii) In addition to the review required to identify public lands
under section 9(e) of the Alaska Native Claim* Settlement Act
(43 U.S.C, 1602(e)), the Secretary shall identify for inclusion in
the pool all public lands (as such term is used under section 3(e)

of the Alaska Native Claims Settlement Act (43 U.S.C. 1602(e)),
os described in subparagraph KCX2XaXv) of the document
referred to in this section, end shall, in so doing, review all
Federal installations within the boundaries of the Cook Inlet
Region whether within or without the areas withdrawn pursu-
ant to section 11 oftho Alaska Native Gaims Settlement Act (43
U.S.C. 1610) or by tha Secretary acting under authority con-
tnined in that section: Provided, That no such additional review
under such subparagraph ahall be required of miliUry installa-
tions or of such othsr installations as may be mutually excluded
from review by the Region and ths Secretary: And provided
further, That tne Secretary shell not review any property of the
Alaska Railroad unlaas such property becomes available for
selection pursuant to subeection 12(bX8XiXD).

“(iii) The concurrence required of the State ae to the inclusion
ofany property in the pool under subparagraph I(CX2Xb) of the
document referred to in this section shall be deemed obtained
unlees the State advisee the Secretary in writing, within ninety
days of receipt of a formal notice from the Secretary that the
Secretary is oonsidsring placing property in ths selection pool,
that the State, or a municipality of the State which includes all
or pert of the property in question requires the property for a
public purpose of the State or the munitipalify.

“(iv) The deadline# in subparagraph UCXIXb) of the document
referred to in this section ahall be extended for an additional
twenty-four months beyond the dates established in the Act of
July 17,1980 (Public Lew 96-311; 94 Stat. 947).

(Y) On or before January 15,1985, the Secretary shall report
to the Congress with respect to:
“(A) such studies and inquiriss as shall havs been initi-

!
A U4,

A**jl tm.

Am* jl ism.

Foxxx

ated by ths Secretary and the Administrator of General

Service*, or havt bean prepared by other holding agendas.
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to determine what lands, excrpt for lands bald *Jy the
Alaska Railroad or the State-owned railroad, within the
boundaries of the Cook Inlet Region or elenrbere can be
made available to the Region, to the extent of its
entitlement;

“(B) the fusibility end eppropriete nature of reimburse-
ment of the Region for its unfulfilled entitlement es valued
in subeection IEbX7Xiv) ofthis Act;

"(O the extent to which implementation of the mecha-
nisms established in section l«bX7) promise to meet such
unftdfilled entitlement;

“CD) such other remedial legislation or administrative
action as may be needed; end

“(E) the need to terminate any mechanism established by
law through which the entitlement of the Region may be
completed?’.

(6) Section 12(b) of such Act is amended by adding at the end
thereof the following:

“12(bX9). No disposition or conveyance of property located within
the State to the Region under section 12(bX6), 12fbX7) and 12CbX8). as
amended, shall be made if the prop-riv is subject to an express
weiver of rights under the provisions or subparagraph 1(CX2Xf) of
the document referred to in this trzhja, or if such disposition or
conveyance violates valid rights, including valid selections or valid
authorized agreements, of Native Corporations (as such term is used
in section 102(6) of the Alaska National Interest Lands Conservation
Act (16 U.5.C. 3102(6)) or the Stat* existing.sf the time of such
disposition or conveyance under section 6 of Public Law 85-508. as
amended (excepting section 906(e) of the Alaska National Interest
Lands Conservation Act), sections 12(a), 12(b), 16(b) or 22(f) of the
Alaska Native Claims Settlement Act, section 12(h) of the Act of
January 2, 1976(Public Law 94-204; 89 Stat 1154), or sections 1416,
1418 through 1425(inclusive), 1427 through 1434 (inclusive), or 1436
of the Alaska National Interest Lands Conservation Act Provided,
Kowevtr, That nothing within this subsection 12(bX9) shall diminish
ruch rights and priorities as the Region has under section 12(b) of
the Act of January 2, 1976 (Public Law 94-204; 89 Stat 1151), as
amended by section 4 of the Act of October 4, 1976 (Public Law
94-456; 90 Stat 1935), section 3 of the Act of November 15, 1977
(Public Law 95-178; 91 Stat. 1369), section 2 of the Act of August 14,
19/9 (Public Law 96-55; 93 Stat 386), the Act of July 17,1980 (Public
Law 96-311; 94 Stat 947), and section 1435 of the Alaska National
Interest Lands Conservation Act

ML2(bX10). For the purpose of its incorporation into this aaction,
paragraph [(CXI) of the document referred to in this section is
amended as follows (1) by striking 'withdrawn’ and inserting in lieu
thereof'withdrawn or formerly withdrawn’; (2) by striking 17(dXI)*
and inserting in lieu thereof '17(dXI) and (2)'; and (3) by striking the
last sentence of subparagraph KCXIXa) and inserting in lieu thereof
the following: 'Cook Inlet Region, Incorporated shall not nominate
any lands within the boundaries of any conservation system unit,
national conservation area, national recreation area, national
forest, defense withdrawal or any lands that were made available to
the State for selection pursuant to sections 2 and 5 of the Stote-
Federal Agreement of September 1,1972.".
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*

“ISCbXIIl. Notwithstanding the provisions of wctieo 906 of the
Alaska National Interest Land* Conservation Act aad MCtioo 6(i) of 4* U K 105.
tba Alaaka Statehood Act (72 Stat. 839): MUK mu

“li) 77m StaU is hereby authorised to convey to tha Unitad »e*en -
Sutat for reconveyance to the Region, aad tba Secretary is
diractad to accept aad so raeonvey, land* tentatively approved
for patant or pataatad to tba Suu, if tha Suu aad tha Region
anur into aa agreement that such lands shall ba reconveyed to
tha Region U fulfill all or part of iU eatitlamant under para-
graph 1(0(1) of tha document referred to ia this section: Pro—
vided. That tba acreage of laads conveyed to the Unitad Sut*s
under thia provision shall ba addad U tha Suu's unfulfilled
entitlement pursuant U aaction 6 of tha Alaska Suuhood
Act, and tha number of townships to ba Dominated, pooled,
struck, salactad aad oonveyed punuant to paragraph ttCXIl) of
tha document referred to ia this section shall be reduced
accordingly.

. “(ii) The Secretary ia diractad U oonvey to tha Region lands
salactad by tha Stau prior to July 18, 1973 or punuant to
aactionj 2 and 5 of tha State-Federal Agreement of Sepumber 1,
1972, if tha StaU relinquishes such selections and aaUn into an
agreement with tha Prrion that such lands shall ba reconveyed
to tha Region to fulfill all or part of iU eatitlamant under
paragraph UCXI) cf tij document referred to ia this section,
and the number of townships to be nominated, pooled, struck,
selected and conveyed punuant to paragraph I(CXI) of tha
document referred to ia this aaction shall ba reduced
accordingly.

“(iii) tne Secretary, ia tha Secretary's discretion, is author-
ized to enter into an agreement with tne State and tha Region
to implement tha authority contained ia this section 12fbUl),
which agreement may provide for conveyances directly from the
State to the Region. Conveyances directly conveyed shall be
deemed conveyances from the Secretory punuant to the Alaaka
Native Gaims Settlement Act (43 U-S.C. 1601 at aeq.).".

(e) The Stau shall be liable to a party receiving a conveyance of 45UK 126
land among the rail properties of the Alaska Railroad subject to the
license granted punuant to section 604(bXIXQ of this title for
damage resulting from use by the State of the land under such
licence in a manner not authorized by such license.

Binernaa or ths alasxa samoad

Stc. 607. (aXl) Any employees who elect to transfer to the State- 45UK tsoc
owned railroad and who on tha day befon the date of transfer are
subject to the civil service retirement law (subchaptar HI of chapter
83 of title S, United States Code) shall, ao lone aa continually SUKB31.
employed by the Statoownad railroad without a beak in service,
continue to be subject to such law, exospt that tha State-owned
railroad shall have the option of oroviding benefits in accordance
with the provisions of paragraph (2) of this subsection. Employment
hitlu State-owned railroad without a brack in continuity of service
snail be considered to be employment by the United States Govern-
ment for purposes of subchapter EQ of chapter 83 of title S United
Suus Code. The State-owned railroad ahall be the employing
agency for purposes of section 8334(a) of title 5, United Suus Cods,
and snail contribute to the-Civil Service Retirement aad Disability
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Fund t Him m provided by such section, nctpt that such Him shall
b* determined by applying to tha total baaic pay (ac defined in
aactioQ 8331(S) or title 5, Unitad States Code) paid to tha employe—
ad tha State-owned railroad who art covered by tha drfl —rvice
retirement law, tha par oentum rata determined annually by the
Director of tha Office of Paraonnal Management to ba tba itraae of
tba total normal oost par centum rata of tha civil service retirement
tyvtem over tha employee deduction rata specified in aaction 8334(a)

' or titla 6, Unitad Stataa Coda. Tha State-owned railroad ahall pay
into tha Federal Civil Service Retirement and Disability Fund that
portion of tha coat of administration of such Fund which is demon-
strated by the Director of tha Office of Personnel Management to be
attributable to its employs—,

(2) At any time during the two-year period commencing on the
data of transfer, tha State-owned railroad shall have the option of
providing to transferred employe— retirement benefits, reflecting
prior Federal —rice, in or substantially equivalent to benefits
under the retirement program maintained by the State for State
employe— . If the State decides to provide benefits under this para-
graph, the Stats shall provide sues benefits to all transferred em-
ployees, except those employe— who will meet the age and service
requirements for retirement under aaction 8336(a), GX (e) or ) of
tiva 5, Unitad Stat— Coda, within five years after the date of
transfer and who elect to remain participants in tha Federal retire-
ment program.

(3) If the State provid— benefits under paragraph (2) of this
subsection—

(A) the provisions of paragraph (1) of this subeection regard-
ing payments into the Civil Service Retirement and Disability
Fund for those employe— who are transferred to tha State
program shall have no further force and effect (other than for
employe— who will meet the age and service requirements for
retirement under section 8336(a), (b), (c) or (f) of title 5, United
Stat— Code, within five years after the date of transfer and who
olect to remain participants in the Federal retirement pro-
gram); and

(B) all of tha accrued employee and employer contributions
and accrued interest on such contributions made by and on
behalf of the transferred employe— during their prior Federal
—rvice (other than amounts for employe— who will m—t the

and service requirements for retirement under aaction

(a), (b), (c) or (f) of title 6, United Stat— Code, within five
years after the date of transfer and who elect to remain partici-
pants in the Federal retirement program) shall be withdrawn
from the Federal Civil Service Retirement and Disability Fund
and shall ba paid into the retirement fund utilized by the State-
owned railroad for the transferred employees, in accordance
with the provisions of paragraph (2) of this subsection. Upon
such payment, credit for pnor Federal —rvice under the Fed-

eral civil —rvice retirement system shall be forever barred,
notwithstanding the provisions of section 8334 of title 5, United
Stat— Code.

(b) Employe— of tha Alaska Railroad who do not transfer to the
Stete-ownea railroad ehall ba entitled to all of tha rights and
benefits available to them under Federal law for discontinued
employees.
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(e) Transferred employees whdae employment with the Stat* »
owned railroad it tarminatad during tha two-yea:r pariod commeno-
inf co tha data of trantfar ahall ba astitlad to all of tha rights and
benefits of discontinued employees that auch employees would hart
had undar Federal law if their termination had occurred Immedi-
ately bafora tha data of tba transfer, except that financial compensa-
tion paid to officers of tha Alaaka Railroad ahall ba liaitad to that
compensation provided punuant to aaction 604(dX3XE) of thia titla.
Such employees ahall alio ba aotitlad to seniority and othar benefits
accruad undar Federal law whila they wart employed by tha State-
owned railroad oo tha aaaa boaia aa if auch employment had bean
Fadaral service.

(d) Any employee who transfer* to the State-owned railroad undar
thia title ahall not be entitled to lumpeum payment for unuaed
annual leave undar aaction 5551 of title 5. Urntad States Coda, but
ahall be credited by tha State with tha unuaed annual laave balance
at the time oftnnafcr.

STATS OMXATIOM

Sac. 608. (aXl) After the data of transfer to the State punuant to a USC 1407
section 604 of this title, the State-owned railroad ahall ba a rail
carrier engaftd in interstate and foreign commerce subject to tha
jurisdiction of ths Internets Commerce Commission undar ehaptsr
105 of subtitle 1V oftirJa 49, United States Coda, and all other Acts
applicable to rail earners subject to that chapter, including tha
antitrust laws of tha United states, except, so long aa it is an
instrumentality of tha Stau of Alaska, tha Railroad Retirement Act
of 1974 (45 USC. 231 at too.), the Railroad Retirement Tax Act (26
U.S.C. 3201 at aag.), the Railway Labor Act (45 U.S.C. 151 at aaq.),
the Act of April 22.1908 (45 UJ5.C. 51 at aag.) (popularly nferred to
as tha “Fedfral Employen' Liability Act’j, and tha Railroad Unem-
ployment Insurance Act (45 U.5.C. 351 at aag.). Nothing in this title
shall preclude tha State from explicitly invoking by law any exemp-
tion from the antitrust laws aa may otherwise ba available.

(2) The transfer to the Sute authorized by section 604 of this title
and the conferral ofjurisdiction to the IntenUU Commerce Com-
mission pursuant to paragraph (1) of this subsection are intended to
eonfer upon the State-owned railroad ail business opportunities
available to comparable railroads, including contract rata agree-
ments meeting the requirements of section 10713 of title 49, Unitad
States Coda, notwithstanding any participation in such agreements
by connecting water earners.

(3) All memoranda which sanction noncomplianc* with Fadaral
railroad safety regulations contained in 49 CFR Parts 209-236, and
which are in effect oa the data of transfar, shall continue in affect
according to thair terms aa “waivers of compliance"” (as that term ia
used in section 202(c) of tha Fadaral Railroad Safety Act of 1970 (45
U.S.C. 431(g))).

(4) Tha operation of trains by the State-owned railroad shall not
ba subject to tha requirement of any Suta or local law wbieh
specifies tba minimum number of craw members which must ba
employed in connection with tha operation of such trains.

(5) Revenues generated by tha State-owned railroad ahall ba
retained end managed by tbs State-owned railroad for railroad and
related purposes.

(6XA) After tha data of transfer, continued operation ofths Alaaka
Railroad by a public corporation, authority or other agency of tha
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B ut* shall be deemed to be an exercise of an essential governmental
fttaction, and revenue derived from such operation ahall be-deemed
to accrue to the State for the puipcee* of aaction 115(aXl) of the
Internal Revenue Cod* of 1954 (26 U.S.C. 115UX1)). Obligations
loaued by such entity ahall also be deemed obligations of the £5tate
for thejKirpoe« of aaction 103UX1) of the Internal Revenue Code of
1954 (26 U.5.C. 193<axXl)). but not obligations within the meaning of
section 103(bX2) of the Internal Revenue Code of 1954 (26 U-5.C.
103(bX2)).

(B) Nothing in thia title ahall be deemed or construed to aiTect
customary tax treatment of private investment in the equipment or
other assets that are used or owned by the State-owned railroad.

(b) As soon as practicable after the date of enactment of this Act,
the Interstate Commerce Commission ahall promulgate an expe-
dited. modified procedure for providing on the date of transfer a
certificate of public convenience and necessity to the State-owned
railroad. No inventory, valuation, or classification of property
owned or used by the State-owned railroad pursuant to rubchapter
V of chapter 10r of title 49, United Sutee Code (49 U.S.C. 10781 et
seq.) shall be required during the two-year period after the date of
transfer. The provisions of the National Environmental Policy Act
of 1969 (42 UB.C. 4321 et seq.) and section 882(b) of the Energy
Policy and Conservation Act (42 U.S.C. 6362(b)) ahall not apply to
actions of the Commission under this subeection.

(c) The SUte-owned railroad shall be eligible to participate in all
Federal railroad assistance programs on s basis equal to that of
other rail carriers subject to the jurisdiction of the Interstate Com-
merce-Commission under chapter 105 of subtitle IV of title 49,
United States Code.

(d) After the date of transfer to the State pursuant to aaction 604
of this title, the portion of the rail properties within the boundaries

-* of the Chugach National Forest and the exdusive-use easement
within the boundaries of the Denali National Park and Preserve
shall be subject to lawa and regulations for the protection of forest
and park values. The right to fence the exelusive-use easement
within Denali National Park and Preserve ahall be subject to the
concurrence of the Secretary of the Interior. The Secretary of the
Interior, or the Secretary or Agriculture where appropriate, shall
not act pursuant to this subsection without consulting with the
Governor of the State of Alaska or in sueh a manner as to unreason-
ably interfere with continued or expanded operations and support
ftuctions authorised under this title.

FVTVaZ UCHT»-Or-WAV

45 USC 1208, Sr . 609. (a) After the date of enactment of this Act, the State or
State-owned railroad may request the Secretary of the Interior or
the Secretary of Agriculture, as appropriate under law, to expedi-
tiously approve an application for a right-of-way in order that the
Alaska Railroad or State-owned railroad may have access across
Federal lands for transportation and related purposes. The State or
State-owned railroad may also apply for a lease, permit, or convey-
ance of any necessary or convenient terminal and station pounds
and material sites is the vicinity of the right-of-way for wnich an
application has been submitted.

(b) Before approving a right-of-way application described in sub-
section (a) of this section, the Secretary of tha Interior or the
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Secretary et Agriculture, m appropriate, shall otmjruh with the
Secretary. Approval et aa application for a righuof-way, pennit,
Imm, or conveyanca deecrihai ia eubeeetion (a) cf thia section

b« punuant to applicable law. Rightmf.'wxy, (rounds, aad bus
grmiitad punuant to thia aoctisn aad other applicable law «h«ll
conform, to the extent possible, to the standards provided ia the Act
of March 12, 1914 (43 US.C. 975 et seq.) and aoctioa 503(6) at thie
title. Such conformance ahall net hs affected by the repeal at

Act under eectioa 515 ofthia title.

(ei Reversion to the United States atany portion of aay right-of-
way or excluaivs-uie easement (rented to tho Stau or Sute®owned
railroad shall occur only aa provided ia section 610 of this title. For
purposes of such section, the daU of the approval of any such right-
of-way shall be deemed the Miau of transfer".

Sac. 610. (a) If, within tea rears after the date of transfer to the use 1209.
SUU authorized by section 604 of thia title, tha Secretary finds that
all or pert of th<i real property transferred to the SUU under thia
title, except that portion of real property which lias within the
boundaries of the Denali National Part and Pronenre, is convened
to a use that would prevent the Stete-ownod railroad from
continuing to operate, that real property (including permanent
improvements to the property) shall revert to the United Suus
Government, or (at the option ofthe SUU) the St»U ahall pay to the
United Sutes Government aa amount determined to be the fair
market value of that property at the time its conversion prevents
continued operation of the railroad.
(b) If, after the date of transfer pursuant to section 604 of this
title, the SUU discontinue use of any land within the right-of-way,
the SteU’s uftaroet in such land shall revert to.the United Sutas.
The SUU shall be considered to have discontinued use within the
usaning of this subsection and subsection (d) of this section when:
(1) the Governor of the State of Alaska delivers to the Secre-
tary of the InUrior a notice of sueh discontinuance, including a
leftel description of the property subject to the notice, and a
quitclaim deed thereto; or
(2) the Suu has made no use of the land for a continuous
period of eighteen years for transportation, communication, or*
transmission purposes. Notice of such discontinuance shall Publication ia
promptly be published in the Federal Register by the Secretary, [**™
the Secretary of the InUrior, or the Secretary of Agriculture, .
and reversion shall be effected oae year after such notice, unless
within such one-year period the Suu brinp an appropriate
action in the United Sutse District Court tor the District of
Alaska to twtabliah that the use has been continuing without aa
eighteen-year lapee. Any such action shall have the effect of
sUying reversion until exhaustion atappellate review from the
Anal judgment in that action or termination of the right to seek
such review, whichever first occurs.
(c) Upon such reversion pursuant to subsection (b) of this section,
the Secretary of the Interior shall immediately convey by patent to
abutting landowners all right, title and interest of the United
Suus. where land abutting the reverted right-of-way is owned by
different persons or entities, the conveyance made pursuant to this
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eubeection shall extend the property cf each abutting ownae, to the
centerline of the right-of-way.

(d) If uee is discontinued (as that term is used in subsection (b) of
this section) of all err part of those properties of the Alaaka Railroad
transferred to the State pursuant to this title which lie within the
boundaries of the Denali National Park and Preserve or the Chu-
gach National Forest, auch properties or pert thereof (including

raanent improvements to the property) shall revert to the United
gtee and shall not be subject to subsection (c) of this section. Upon

h reversion, jurisdiction over that property ahall be transferred
to the Secretary of the Interior or the Secretary of Agriculture, as
appropriate, for administration as part of the Denali National Park
and Preserve or the Chugaeh National Forest.

(e) Except as provided in subsections (a) through (d) of this section,
if, within five years after the date of transfer to the State pursuant
to section 604 of this title, the State sells or transfers all or substan-
tially all of the State-owned railroad to an entity other than an
instrumentality of the State, the proceeds from the sale or transfer
that exceed the ooet of any rehabilitation and improvement made by
the State for the State-owned railroad and any net liabilities
incurred by the State for the State-owned railroad shall be paid into
the general fund ofthe Truasury ofths Unitad States.

(f) The Attorney General, upon the request of the Secretary, the
Secretary of the Interior, or the Secretary of Agriculture, shall
institute appropriate proceedings to enforce this section in the
United States. District Court for the District of Alaska.

OTHmM onroamoM

Sec. 611. If the Secretary has not certified that the State has
satisfied the conditions under section 604 within one year after the
date of delivery of the report referred to in section 605(a) of this
title, the Secretary may dispose of the rail properties of the Alaska
Railroad. Any disposal under this section shall give preference to a
buyer or transferee who will continue to operate rail service, except
that—

(1) such preference shall not diminish or modify ths rights of
the Cook Inlet Region. Incorporated (as that term ia used in
section 12 of the Act of January 2,1976 (Public Law 94-204; 89
Stat 1150)), pursuant to such section, as amended by section
606(d) of this title; and

(2) this section shall not be construed to diminish or modify
the powers of consent of the Secretary or the State under
section 12(bX8) of such Act, as amended by asction 606(d)(5) of
this title.

Any disposal under this section shall be subject to valid existing
rights.
DENALI NATIONAL FAJUC AND FXESTIVX IAMBS

Sec. 612. On the date of transUr to the State (pursuant to seetion
604 of thia title) or other disposition (pursuant to section 611 of this
title), that portion of rail properties of the Alaska Railroad within
the Denali National Park and Preserve shall, subject to the exclu-
sive-uaj easement granted pursuant to section 604(bXIXD) of this
title, be transferred to the Secretary of the InUrior for administra-
tion aa pert of the Denali National Park and Preserve, except that a
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transferee snder section (11 of this titls shall rectrive ths —"»n

intern* as the State undar section 604(bXIXD) oftkb title. }

AmKuajrrorana uvi

Sac. (IS. (a) Ths provisions cf chapter 8 atthis 5, Unitad State* « UBCm i
Cods (popularly known u ths Administrative Prccsdun Act, and < UK too
including provisions popularly known as ths Government in ths
Sunshine Act), ths Federal Advisory Committee Act (6 U-S.C. App. 1
ot aaqg.), tha National Historic Pressrrstion Act (16 UB.C 470 st
aaq ), aaction 4(f) of tha Department at Transportation Act (49 U-S.C.
1653(f)), and ths National Environmental Policy Act of 1969 (42
U5.C 4321 st seq.) ahall not apply to actions taken pursuant to this
titls, except to ths txtsnt thsl such laws may tn applicable to
granting of rights-of-way under saction 609 of this title.

(b) Tbs enactment of this titls, actions taken during ths transition
period as provided in saction 605 of this title, and transfer of ths rail
propsrtias of ths Alaaka Railroad under su”~nrity of this titls shall
os deemed not to be ths disposal of Federal surplus property under
ths Federal Property and Administrative Services Act of 1949 (40
U.S.C. 484) or the Act of October S, 1944. gopularly referred to as ths
“Surplus Property Act of 1944” (50 USC. App. 1622). Such events
shall not constitute or cause the revocation of any prior withdrawal
or reservation of land for the use of the Alaska Railroad under the
Act of March 12, 1914 (43 U.S.C. 976 et seq.), the AJaske Statehood
Act (note preeedin* 48 U.S.C. 21), the Alaska Native Claims Settle*
zaest Act (43 U.3.C. 1601 et seq.), the Act of January 2.1976 (Public
Law 94-204; 89 Sut. 1145)7tne Alaska National Interest Lands
Conservation Act (Public Law 96-4(7; 94 S ut 2371), and the general
land and land management Lewi of the United States.

(c) Beginning on the date of esuclmtnt of this Act, the ceiling on
Government contributions for Federal employees health benefits
insunnoe premiums under section 8906(b)(2) of title I, United Sutes
Code, shall not apply to the Alaska Railroad.

(d) Nothing in this title is intended to enlarge or diminish the
acreage entitlement of the State or any Native Corporation pursu-
ant to existing law.

(e) With respect to Interests of Native Corporations under the
Alaska Native Claims Settlement Act (43 U.S.C. 1601 et tea.) and the
Alaska National Interest Lands Conservation Act (16 U.S.C. 3101 et
seq.' except as provided in this title, nothing contained in this title
shell be construed to deny, enlarge, grant, impair, or otherwise
affect any judgment heretofore entered in a court of competent'
jurisdiction, or valid existing right or claim of valid existing right.

conflict with orom taws

Sec. 614. The provisions of this title shall govern if thare is any 48use ms.
conflict between this title and any other law.

MCrZAt AND AMENBKXNT OF BOXTINO STATVTXB

See. 615. (a) On the daU at transfer to the SUte (punuant to
section 604 of this title) or other disposition (punuant to section 611
of this title), whichever first occurs, the following provisions are

npealed:
(1) The Act ofMarch 12,1514 (43UAC. 975 etaoq.). UuSCuUfe.
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H USC sou. The Act cfJune 24,1946, to authorise certain expenditures

by t%e Alaska Railroad (60 Stat 804). v

(8) The Act of July 19, 1932, concerning mining of eckl ad>-
m at to the Alaska Railroad (30 U S C 20&a).

(4)  Section 6(i) of the Department of Transportatlon Act (49
US C 16S5fi)L

(b) On tha data of trsnxfer to the State fpurruant to taction 604 of
thia title) or other diapocition (punuant to aaction 611 of thia title),
whichever first occurs, tha following provisions art amended as
fellows:

(1) Title 5, United Statae Codw, ie amended—

(A) in aaction 305(e), by atrikinc paragraph (3). and by
redesignating paragraphs (4HS) as paragraphs (3H7),
respectively;

(B) in aection 3401(1), by striking clause (iii), and by
redesignating clauses (ivHviii) as clauses (iiiHvii), respec-
tively,

(C) in aection 51u2X*Xl), by striking clause (iii), snd by
redesignating clauses (ivHix) as clsuiee CiiiHviii),
respectively;

(O) in ssction 5342(a)(1), by striking subparagraph (C). and
by rwdssignating subparagraphs (DHJ) as subparagraphs
(CW1), respectively and

(£) in ssction 7327, by striking subssction (a), and by
striking the subsection designation "(b)".

(2) Section 102(7) of the Railroad Revitalization and Kegula-
lory Reform Act of 1976 (45 U S C 802(7)) is amended by stnk-
inf “and the Alaska Railroad".

(3) Section 10749(b) of title 49, United States Code, is
amended—

(A) by inserting "or" at the end of parsgrsph (1XB);

(B) by striking or" at the end of paragraph (2) and

. inserting in lieu thereof a period; and

(C) by striking paragraph (3).

(4) Section 324(aXl) of the Public Health Service Act (42
USC. 251(aXl)) is amended by striking "employees of the
Alaska Railroad and”.

(5) Section 202<3Xe) of the Alaska National Interest Lands
Conservation Act (16 USC, 410hh-I(3Xa)) ia amended by strik-
ing the third sentence.

(6) Ssction I(o) of the Railroad Retirement Act of 1974 (45
USC. 231(0)) ia amerded by inserting immediately after
"National Transportation Safety Board,” the following: "the
Slate-owned railroad (as defined in the Alaska Railroad Trans-
fer Act of 1982), so long as it is an instrumentality of the State
of Alaska,".

nrAJuuuuryv

46 USC 1214 Sec. 616. If any provision of this title or the application thereof to
any person or circumstance is held invalid, the remainder of this
title and the application of such provision to other persons or
circumstances shall not be niTectad thereby.



TRANSFER OVERVIEW

This overview summarizes the basic statutory scheme for
the proposed transfer of the Alaska Railroad to the Stati> 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, if 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. W ithin six months from the date of enactment,
this Report is required to be prepared by the Governor of
Alaska and the Secretary of Transportation and bmitted to
the Alaska State Legislature and the Congress. W ithin 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.

W ithin three months of certification, the Secretary and the

State w ill agree on the actual date of transfer, which the
parties hope w ill 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. Iff the State has been unable to satisfy the
transfer conditions within the 12-month time period, ARTA per-
m its the Secretary to dispose of the railroad and to give pre-
ference to a buyer or transferee who w ill continue to operate
rail services.

C ertification 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 lill
depend upon 'die State's decision concerning the nature of the
entity it w ill designate or create to operate the railroad
under State ownership. The working assumption of the State
during envelopment of ARTA was that State enabling legislation
would be enacted to resolve this fundamental issue, and that
such legislation would either satisfy the outstanding cer-
tification requirements or empower the operating entity to do

SO.



As a precondition to transfer, the Secretary is required

to certify that the State has agreed;

(1)

(2)

(3)

(4)

(5)

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

to assume all rights, liabilities, and obligations of
the Alaska Railroad on the date of transfer, with
some |im ited exceptions regarding claims and causes
of action;

to protect retirement benefits and to establish
acceptable arrangements for continued employment
during a two-year period following date of transfer;
to allow representatives of the Secretary of
Transportation adequate access to railroad employees
and' records when needed in relation to the period cf
Federal ownership; and

to compensate the United States at the value, if any,
determined by the-valuation exercise being performed

by the USRA.

Reversion,

| f

railroad

transferred to the State under Section 604, the

may revert, in 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
"all or substantially all* of the railroad within
five years of transfer to an entity other than a
State instrum entality 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"”

w ithin 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 wuse
for transportation, communication or transmission
purposes is 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 Claims Settlement Act. Article 11 and
Appendix D of this Report provide more detail regarding the
lands involved. During the ten month period following the
date off 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 of the review and settlement
process. A1l 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 Tfrom the date of enactment. Resolution of claims to"
railroad land 1is not a precondition to transfer.

Survey Requirement.

ARTA requires the Secretary of the Interior to survey
within a five-year period all lands among the 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 in 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 of 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 aldeed that conveysto the State (a) an exclusive-use
easement for that portionof the rights-of-way within Denali
National Park and (b) title to the railroad-related improve—
ments within suc"i right-of-way. AlIl 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 o0"! 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 Il 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 1its only commercial operating railroad present
property questions of first impression. This transfer is
further complicated by the peculiar status of many Federal
lands located 1in 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 1I1.

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 ir-"-.erests in land based on the sta-—
tus of the affected parcel on that date.

First, the State will receive an "interim conveyance" 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 is
denied) or conveyed to the claimant (if the claim 1is 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 is determined
through settlement or by adjudication.

Employee Protection.

The work force of the Alaska Railroad (described in the
mProfile” 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 1in 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, 1in recognition of its 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"with 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 is to satisfy
these conditions. Much depends on our decision about the mechanism
we ‘elect to operate the railroad.

Prior to transfer, the Secretary is 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 adeauate access to railroad employees and records;
and

(5) to compensate the United States at the fair market value,
if any, as determined bythe 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 ODerations

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

Some also suqgest that ARTA requires all existing services be
continued, including 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 ofjsery ic**---

at some point in the future.* - "

\

\

* The Transfer Team, however, is not suggestinc th.

service be discontinued. : ,
- - C.



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;

€)) 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 is intended to confer
on the State-owned railroad "all business opportunities
available to comparable railroads, 1including contract

rate agreements";

) 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 rail-road are to be retained and managed
by the State-owned railroad for railroad and related
purposes;

@) a statement by Congress that continued operation of the
ARR by "a public corporation, authority or other agency
of the State”” is an exercise of an essential 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 not
"unreasonably interfere with continued or expanded

operations and support functions";



€))

guarantees that the State will receive the full federal
interest in the right-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 lanquaqge which encourages the Secretary of the
Interior to expeditiously review applications for that
purpose.



(ERTIHICATE 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 AS5CCATION
933L'ENFANT PLAZA NORTH, S.W.
WASHINGTON, DC 20393

THEY HAVE PERSONALLY EXAMINED THE FOLLOWING DESCRIBED PROPERTY:

ALASKA RAILROAD REAL ESTATE TO BE TRANSFERRED
UNDER THE ALASKA RAILROAD TRANSFER ACT

AND THAT THEY ARE OF THE OPINION THAT AS OF OCTOBER 1, 1983
THE MARKET VALUE OF THE PROPERTY

MORE FULLY DESCRIBED HEREIN, WILL BE AS FOLLOWS:

$58,000,000

THIS MAY BE ALLOCATED AS FOLLOWS:

OPERATING PROPERTY: $ 7,000,000

NON-OPERATING PROPERTY: $51,000,000

"RUSSELL E. SNYDER. MAI

ARNOLD 5. TESH, ASA

Alaska V



CERTIFICATION. ASSUMPTIONS,
LIMMN<i CONDITIONS, AND CONTINgENCTgS

Your appraiser, whose signature appears on the Certificate oi 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

Z He has no personal interest or bias with respect to the subject matter of this
appraisal report or the parties involved.

3. To the best 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 ind
opinions concerning real estate that are set forth in thia appraisal report.

7. 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 periooic
educational certification. I am certified under this program through

December 31, 1983.

This appraisal is to be used in whoie-and not in part: No part of it shall 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 che 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 Reai Estate Appraisers or to the .VLA.L or R.YL 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 approval 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 la constrained by all existing
state law that would affect it or any other purchaser of the
railroacfs property. Accordingly, we do not consider potential
actions which the State might take vhich 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 oi the property identified by USRA as owned in fee
simple by the Alaska Railroad.

3. 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
In some way to the Alaska-Railroad.

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

9. The purchaser is required to assume ail 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.

14.

13.

16.

17.

18.

19.

21.

The analysis of real estate taxe3 has been performed in
accordance with the normal real estate market practices, ue. the
purchaser is 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 rate reflects the cost of money attributable to a
typical acquisition in the private secto.*.

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

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

The date of the appraisal is October 1, 1933.

No special allocation is made in this report for paresis subject to
Native daims. At USRA's request, Jackson-Gross supplied a total
value for such parcels. That value is S3,2Q0,000.

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

The Section 603(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 oi
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
excluded 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 this appraisal is to estimate the market value of the subject
property, more fully described herein, as of October 1, 1983.

As U3ed herein, market value may be defined ass

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 with 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 (A.R.T.A.).

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 report are those cf the
appraisers for which they assume full professional responsibility. However, the
appraisers wish to acknowledge the assistance of David W. Anderson, Douglas S.
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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 VALUE. OF
OPERATING PROPERTY:

MARKET VALUE OF

NON-OPERATING PROPERTY:

TOTAL MARKET VALUE:

83-82-1

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 maps and other documents provided to
the appraisers by USRA and the Alaska Railroad.
USRA has allocated -3,913.61 acres to Operating
property and 24,302.7 acres to Non-operating
property.

Numerous structures located throughout the
Alaska Railroad land holdings are more fully
described herein. Improvements containing a
total of 312,000+ 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 ov
USRA.

Operating property is devoted to rail operations.
The wuses- 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 S 3,770,000
Improvements 1.140.000
Total $ 6,910,000
Land $ 30,930,000
Improvements 120,000
Total $ 31,030,000
Land $ 36,700,000
Improvements 1,260.000
Total $ 37,960,000

Rounded to S 38,000,000



VALUATION
After considering all 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*!, 1983, will be;

— FIFTY EIGHT MILLION DOLLARS —
($5X"300,000)

This may be allocated as follows:

Land $56,7*0,000 This is equivalent to 23,*16.31 acres at $1,997 per
acre.
Improvements $ 1,260,000 This is equivalent to 512,002 square feet of

building area at $2.46 per square foot.



OBJECTIVE AND VALUATION METHODOLOGY

T le final adoption of a methodology for appraising the non-rail use fair market
value o* ."ie Alaaka 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 I, 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 estimated; the
period of time it 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

The first r 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 sola in
marketable parcels on October 1, 1923. Base value assumes that each parcel is the only

parcel being marketed at the subject property on October 1, 1923.

Property Categories
The Alaska Railroad property Is comprised oi 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 oi ten years.

2, Non-operating property is immediately marketable for

non-rail use.

Both categories o0i property are appraised by Jackson-Cross under the
aiorementioned 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 phenom-Nena. Far instance, changes in population, real estate supply,
industrial growth, property taxes and transportation, among other possibilities, may
influence the property within a market area and have no direct measureb.e 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 ail of the Alaaka Railroad real property assigned lor 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 is a 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 multiplied by the size of the
valuation unit to equal the total base value. For example, a 10,0C0 square foot valuation
unit with a squire foot value of $2.00 results in a total Base Value of $20,GQ0.00. The
unit value applied reflect 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 vaiued as a 10,000 square foot parcel if the
standard marketable lot is 3,000 square feet. Instead, It is valued as two 3,000 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
assume*] 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 availible for sale or

lease on that dat*.

§3-82-1 L



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 reai 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 dscounted 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 subject case where It is likely a purchaser would 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 die Alaska
Railroads reai 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

"comparabled sale in the market.

The subject property is especially conducive to discounted cash flow due ro the:

1. Long term nature of die existing leases.
2. Diversity of the reai estate inventory.

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

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

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

of:

1. Periodic actual gross income Uheiy 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 die
projections.



Pace oi 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 20% 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 could be renewed immediately, because start-up time would
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 (orreduction) of rents every five years.
This five-year cycle, which is containedin most of the existing lessee of Alaska Railroad
property, is assumed to continue for new leases. Accordingly, rents would be set at new

market rents only where

1. The escalation is due;

2. The lease expires and a renewal at market rental value is anticipated;

3. A vacant property is leased.



Capitalization Factor
To determine market rent, a capitalization or rentai factor is derived from rentals

of parcels similar to subject marketable parcels. A study of property sold and leased

indicates a range of 9% to 11%. An ovefall factor of 9.73% is considered appropriate for
the individual subject properties. Both overall quality and diversity of the inventory

constitute the prime consideration for the proposed factor.

Management and Leasing gspense

A study of die major market areas indicates management fees for income
producing properties ranging between 4% to 6£% of gros3 income. This range does not
indude 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 3% of the effective gross income is
considered adequate. This, of course, indudes any reasonable combination of in*house

costs and outside commissions.

Holding Expense

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

holding is 1?% of base 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, 1953. This is knosvn as
valuing the final reversion. The procedure takes into account that proceeds will be

generated beyond die lease income projection period.

Discount Rate

Since the sum of all projected net income is not to be received cn October 1, 1983

a rate for discounting the proceeds to that date is required.
A prudent investor demands a return for his investment including a real rats 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-iiquidity of the investment. The discount rate represents the rate at which the
market would take ail 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 28,416 acres of Alaska reai 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 1.39% to 2096. The size and complexity of the
subject transaction lead to a conclusion that a higher rate of return would be necessary
to attract equity capital. A prudent investor would likely structure the acquisition on
the assumption of 7396 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 constants range between 14% and 14.3%. Since
the Alaska Railroad has a significant portion of undeveloped property, the portfolio as a
whole would not meet prevailing standards for institutional investors. Since other
lenders in such circumstances demand higher returns, it is concluded a debt cost of 16%
would be appropriate.

Overall, therefore, a capitalization consisting of 73% debt at 16% cost and 23%
equity at cost of 23% leads to an 1S% total property return to acquire the portfolio.

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

these differences.

Special Considerations

How the market reacts today is the best indicator of its perception of the future.
Current prices, rents and absorption reflect investors' anticipations of profit and use.
Current financing practices are an excellent Indication of that market's anticipation of
future reai 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:

IV'IS"
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Trends in government sponsored economic programs which
are iikeiy to affect the reai 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, pries changes, and ultimately real estate
supply and demand.

Demographics, including 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 iikeiy to
contribute towards the continuing economic growth of the
state.

Defense spending, which is Likely to continue as a major
contribution to the Alaska economy.



SUMMARY OF VALUATION PROCEDURE

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

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

1. Total Base Value is determined for October 1, 1983.

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

3. A rental factor of 9.73% is applied to each totalperiodic
Base Value to arrive at a maximum potential gross income.

4. The maximum potential gross income is then modified to
reflect:

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

5. Management and leasing expense is subtracted at a rate of
3% of effective gross income each period.

6. Holding expense is subtracted at a rate of 1£E% of base value
each period.

7. The period net income is calculated.

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

9. 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 the base value of
property remaining unleased. The reversion factor applied

is 12%.
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Dear Mr. President and Mr. Speaker:
Pursuant to Section 605(d)(1) of 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 of 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 II.

It lias been operated by the Federal government since 1its
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 « 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
$12.6 million in 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 expenses estimated at $50.8 million. . As
shown in 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.
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Table 1

THE ALASKA RAILROAD
Financial Results

Feder
Expenses Surplus Expense/ Appro
) Revenue (Inc. Dep.) (Shortfall) Revenue Driati
Fiscal Year (1) Millions 5 Millions 5 Millions Ratio 5 Mill
1973 17.7 20.7 (3.0) 117
1974 21.5 22.6 a . 105
1975 42.3 36.5 5.8 86 6.0
1976 (1) 53.7 49.6 4.1 92 9.0
1977 .35.0 36.0 ¢ .0 103- 6.0
1978 29.1 33.6 (4.5) 115 3.0
1979 25.2 31.8 (6 .6) 126 9.3
1980 28.9 34.7 (5.8) 120 6.5
1981 43.9 40.6 3.3 92 | -
1982 58.8 49 .2 9.6 84 2&
1983 55.5 50.8(2) 4.7 92 \mm
1) Year end change  from June to September in 1976. Transition

quarter 1ignored.

2) For comparison with previous years, excludes 52.3 million of
engineering expense previously treated as capital.

3) $7.6 million was appropriated in the continuing resolution,
Public Law 97-377 1in December 1982. The DOT appropriations bill
for fiscal year 1983 contained no funding for the Alaska
Railroad.



INTRODUCTION AND SUMMARY

The Alaska Railroad Transfer Act of 1982, P.L. 97-468 (ARTA)
was signed into law on January 14, 1983. In 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 Tfurther 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 thac the
State has complied with the Act"s terms and conditions. As part
of the transfer process, ARTA Section 605(d)(1) 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 information 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 specific instructions concerning that valuation. First,

Section 605(d)(1l) states that USRA

"shall determine the fair market value of the Alaska Raillroad
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 thav.

"(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 in accordance with generally
accepted industry standards, and shall consider the current
fair market value and potential future value if used in whole
or in part for other purposes."”

Finally, the Act requires that

"[t]lhe 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 1is "what a
willing buyer would pay ... to a willing seller."* 1In the
appraisal field, the valuation of property at fair market value

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

*Uniced States v. Miller, 317 U.S. 369, 374 (-1943); Uniced States
v. 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 in disposition of the railroad), ARTA Section
605(d)(1) mandates a focus on the obligations imposed by the
buyer ardsi* 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.



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
properties 1is not the subjective or special value of those assets
to the State of Alaska. The 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 the
marketplace for the properties to be transferred"to 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-owned

railroad.

Bonbricnt. Valuatio of Property, p. 65 (1937)? accord"!
American Institute of P9| Sscate Appraisers, The Appraisal of
Real Estate, pp. 23-24 (7th ed. 1978); 1 Orgelr-Valuation Under
Eminent Domain, Section 20, pp. 90-96 (2nd ed™.-I"SN).- -
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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 Section
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 1in perpetuity, with

(2) the present value of putting the Railroad®"s assets "in

whole or in part to other uses after ten years.

These alternative estimates of fair market value require
analyses of the Railroad®"s operations, 1its 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 1incurred if the Railroad"s assets were converted to
other uses.**

These analyses are described in the sections which follow.
They were assembled to determine the Railroad"s 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.

**JUSRA was assisted in determining the scope and nature of its
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
Ooerations Scenario Scenario
Real Estate $ 47,800*1 S 54,800*2
Rail Operations (25.529)*3 (35.430%*4
$ 22.271 = S 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 [0 years.

*

*3) Includes all start-up costs.

*4) Includes all costs associated with rail operations during the
first [0 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 rea.” 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 cash
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 practice has been to lease to others
the property not required for rail operations, and an 1investor
would likely continue this practice. Accordingly, it 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 net 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 Clainm
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 was 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 cash flows were then
discounted to produce a negative value of $25,529,000,* 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 is 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

*]t 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 1in relation to the
real estate involved, it must be kept in mind 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.



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 1in 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)(l) of

ARTA is $22,271,000.



CONTINUED EARNINGS 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 projection 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 1inspections, 1interviews 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 1improvements, since 1t was USRA"s
judgment that a potential 1investor 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, 1identified in detail in the 605(a) report, were also
reviewed and adjusted. These 1items 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 1s based on an Alaska Railroad passenger and freight
traffic forecast for the fiscal years 1984 through 1989 (see
Table 3). Passenger revenue is projected to increase 59 percent
from fiscal 1984 to 1989, with freight revenue rising 34 percent.
Most commodities show a gain over the period with only petroleum
products declining. Gravel traffic, which has been 1increasing
over the past several years, 1is expected to remain at 1983 levels
as 1s 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 in 1984. This coal would
be moved in unit trains from Healy to the port of Seward for
shipment to Korea. It would be handled in shipper-owned
equipment and would represent a significant addition to the
Railroad"s traffic base. Planning for this movement has been
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
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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 in 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"s lines.

All elements of revenue are statfd 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 in a timely fashion 1in
response to cost increases. To the extent that the Railroad
should prove unable to do this, operating margins would be

reduced from forecasted levels.

Exeenses

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 consis ;s 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 line and yard rail generally varies from 70 to 90 pounds.
New rail was installed on the main line from 1948 to 1952 to
overcome detericration from heavy traffic during the war.
Althgugh precise numbers ara not known, major tie renewals were
also 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 program
expenditures for tie and rail renewal.

In order to evaluate the Railroad®s condition and estimated
future needs, the property was 1inspected by observing the track
structure and ride qualities from trains, hi-rail vehicles and
selected walking 1inspections. Some tie renewal and surfacing
work was observed 1in progress, and records for defective rails,

derailments, slow orders and other engineering data were

*USRA was assisted in this analysis by Frank S. King and Jackson
R. Bell, experts in railway engineering and equipment.
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reviewed. This review clearly showed that the Railroad ia
currently 1in satisfactory condition to handle present, and
projected traffic levels. In 1982, the Railroad"s highest
traffic density was O 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 Railro--! 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 i1ts analysis, USRA determined that the maintenance of way
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 5800,000 annually to nearly
51.5 million annually, or a total 510.8 million for 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 1In 1993. These program increases reflect not only traffic
growth but also the age of many ties and much of the rail. Ties
and rail installed in the post-war period, 1943-52, will have

provided forty years of service within 1w  —-————-



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 level of trains.

A part of the locomotive fleet 1is old end expensive to
maintain, and much of the freight car fleet 1is 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 r.ct
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 forty-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.

Forecasted 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, since 1975, capital spending has ranged from a low of
52.8 million to a high of 511.8 million.* Uncertain funding and
resulting wide swings from year to year made effective capital
planning difficult, often leading to last-minute decisions on
project approvals.
*Alaska Railroad annual reports nave reported capital expenditure
totals that included the cost of major track work such as tie
replacement, rail renewal, track surfacing, bridge repairs, etc.

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



The Railroad provided USRA with a capital plan averaging
$14 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 $12 million was considered adequate to
continue operations and to handle forecasted traffic growth.

Approximately half of this amount 1is 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-uo 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 1In
access to Federal government resources. USRA treated these
issues as follows.

(@D) 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 in 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®"s 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 include increased administrative costs associated with
an additional purchasing agent.

(3) Legal 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 1is an

appropriate additional cost to factor into the valuation.
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(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, tne 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 uiust be paid
are likely to consume the entire fund. After reviewing the
working capital requirements of other railroads, i1t 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 million in the first year, varying over the
Precast 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 increase

the Railroad®"s costs.



(8) ARTA Section 604(d)(3) Emolovee Protection Obitaations.
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 1s to continue the employees®™ current status. Since
the forecast calls for maintaining rail operations at current
levels, USRA assumed that all present employees would *be 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 Qbliaations. 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(”) Report, the Department of Transportation asked the Office
of Personnel Management (OPM) "to calculate retirement costs and

in fact, there are large numbers or 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 1its cost.



benefits for existing employees who participate in the Federal
retirement system and to prepare an estimate of the financial
consequences if all of those employees transferred to the Stats-
owned railroad at this time" (605(a) Report, pp. 69-70). Ths
605(a) Report further states (at page 70) that:

"[1]n preparing its calculations, OPM assumed that if

transferred.employees remain in the Federal retirement systenm

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 employees after transfer. OPM"s calculation
assumes the current seven percent employee contribution would
remain unchanged.

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

Alaska Railroad has contributed as a Federal agency and

reflects the manner in which the Federal retirement system is

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

The ultimate resolution of this 1i1ssue 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 B analysis assumes that all permanent employees would
transfer to the State-owned railroad and would be included in a
plan that will have an annual cost to the Railroad equivalent to

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



additional contribution over and above the 7 percent contribution
which the Railroad 1is 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 T983 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 is 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 USR*. has made
could be significantly different from the actual outcome.

However, we believe the estimates provided by our assumptions are



reasonable and fair to both the Federal government and the Stare,
as well as to any other buyer.

(10) Section 607 Severance Obiiuations. The severance
obligations imposed upon the Railroad by Section 607 of the Act
require the Railroad to pay certain compensation to employees
whose employment is 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 1S necessary.

(11) Non-Availabilitv of Statutory Exemptions 1f 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 i1ts 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 in cash flow
if the labor related statutes were applied. Therefore, we have
made no adjustments for these provisions.

(12) Section 608(a) (1) Antitrust Applicability. After
transfer, the ex”iption which the Railroad enjoys from certain
antitrust laws will be lost.- While this may become an 1issue in
the future that could adversely affect the Railroad®"s revenues,

USRA has no way of quantifying what the long-range effect might
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(13) I1CC 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 1Il). 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) Comoliance With Various Safety Statutes and Regulations.

USRA considered three separate categories of potential expenses
— OSHA, 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 cf
Facilities. A recent report prepared for the State
estimated the total cost to correct building
deficiencies to be about 585 million. Condition
problems accounted for about 62 percent or 553 million
with the balance of 532 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§RaiIroad will certainly concuc
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 1is
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 is 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, th
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 1items.

Condition discrepancies - Justified projects 1in

this category would be funded under the Railroad 3

normal capital budgeting process. As discussed



previously in this section, this total budget 1is
forecast at $12 million per year for ten years.
(15) Transition Expenses. Upon transfer to the State, there
will be certain one-time costs that will have to be incurred.
These would include such things as legal costs, filing 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 1980 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 16416 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
HOW 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 m 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 -61 1 -600 -600 -600 -600 -600
0SHA -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
OF 8296. REAL ESTATE LEASES ARB TREATED SEPKRATBLY.



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
private 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 in
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 iIn 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 rate used in tne
real estate analyses for two reasons: (1) As noted above, the
continued earnings valuation was performed in constant dollars.
In contrast, the real estate analysis considered the effects of
appreciation in value of the real property, and was performed in
inflated dollars. (2) Different special considerations were
relevant to the real estate analysis than to the continued
earnings valuation. 4e*
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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,

" The onset of full regulation by the ICC upon the chance

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 eleventh year, there would be
an 1mmediate 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, 1t 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 i1t iIs 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 its 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.



Rail Operations

IT the Alaska Railroad were planning to totally cease
operations, it might well cut back dramatically on "11 its
expenses before the eleventh year. It 1s 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 York 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, that employee 1is entitled to
the difference 1in pay between his new job and what he received or.
his old job. Protected employees also havo the option of taking
a one-time lump sum payment equivalent to one year®"s pay.

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

protection conditions, USRA assumed j- -—
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would be eligible to receive labor protection payments. Of these
employees, based on the current age profile of the Railroad 3
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 in their report to USRA.

USRA first assembled and validated the Railroad"s inventories
of track, equipment, and other facilities. These assets include
eapproximately 650 track miles,* yards and ..ort 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 all the Railroad®s track
including not only its 460-mile main line from Seward to
Fairbanks, but also i1ts branch lines as well as passing tracks
and yard tracks.

**USRA also relied on this condition assessment to determine the
Railroad 3 maintenance and capital requirements for use 1in
determining the Railroad®"s continued operations value, previously
discussed. . assw



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
eRailroad"s track and facilities plus its equipment would be

$11.6 million in 19&3 constant dollars.

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

**Indeed, based cn the Railroad"s forecast, the positive earnings
projected for 1994 and later years, 1if 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
iIs described in greater detail 1in their appraisal report to USRA.

To consider the ARTA Section 610(a) requirement that the *
State must continue to oper-ate 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-operating”™ property. — land which 1is not necessary
lor the railroad®"s operations. This 1is essentially real
estate which 1s 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, including 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 some locations, the Railroad is presently earning income from
easements or permits on operating property which do not interfere

with rail operations. This 1income was considered in USRA"s
(Continued)
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(1) the present value of thecash flow which can reasonably be
projected from continueddevelopment of the Railroad®™s non—
operating real estate, and (2) the present value of the cash flow
which could reasonably be projected from alternate use of the
Railrccd™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 extentthat any current rents
are below market levels, the lease assumption explicitly
considers that fact. US"tA 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 in 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 income, 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, 1in fact, be realized.*

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

There is 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 1inventory information was
contained in. the 605(a) Report. However, despite the best
efforts of all parties involved to assemble whatever 1inventory

cata 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 1s because
the prices investor(s) would be willing to pay are a function of
the rental 1income that could be earned, taking into consideration
both present rents and projected future rent 1increases.



Most notable of these questions 1is the definitio. Jf 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 fhe 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, 1in
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 interest to transfer 1in considerable portions of
its right-of-way. Accordingly, in determining the value of the
Railroad™s operating real estate for alternate uses after ten
years, vTackson-Cross was 1instructed 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 miies 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.
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operations. Further, because clear title existed for very little
of the riaht-of-way, Jackson-Cross was also instructed not to
consider "corridor v«iue" for the Alaska Railroad®"s right-of-way
in i1ts 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 cl:tins will ngt- have been settled prior to
the 1i1ssuance of this report. It i1s not possible for USRA to know
the final outcome with respect to these parcels. Therefore, as
further discussed in Appendix A, USRA has analyzed the value of
these parcels separately and has evaluated their impact on the
Railroad®"s fair market value.

Jackson-Cross determined the present value of the Railroad®s
non-operating real estate to be $47.3 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 is $7 million.






APPENDIX A

NATIVE CLAIM SELECTION ANALYSIS

The Alaska Railroad®"s 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
"[djuring 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 RESER*
EAGLE RIVER 1596 Yes No
- BIRCHWOOD 978 " Yes No
b EXLUTNA 605 Yes Yes
MATANUSKA 23 8-g./ No No
PITTMAN 140 yjf* Yes No
BROAD PASS 561-1 Yes No
HEALY 123 uN " No =~ No
NENANA 231 *~ No e No

HOLY CROSS 60 No Ha
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No negotiated settlements have been reached, and the ultimate
disposition of these parcels cannot be known at this time.
However, despite these unresolved issues 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, 1in which case a
reduction in value approximating $1.8 million** would be
appropriate. If the status quo was maintained - that is, 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 increased by

$3.2 million 1if all parcels subject to Native claim selection
were conveyed to the State. This estimate assumes all the
previously described ARTA terms and conditions.

**USRA also considered the impact on value 1i1f 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, 1in subsequent negotiations, the State agrees to exchange
other State lands for such parcels.

In light off 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 1in the future. Therefore, we consider that it 1is
Inappropriate for our fair market value determination to include
any amount ascribed to these parcels. We feel that this
conclusion 1is 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 i1nventory 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, vyard
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 insignificant variations in sub-total
quantities of the smaller weightrail and associated track
materials. Total counts of railin track are within 0.7 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  therailroad.



The track structure of the 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, 1t appears that some increase 1In
spending 1is warranted for the installation of these materials.
3oth 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 same 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 % alternate use value, costs have
been estimated in 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, 1t i1s assumed that these structures would
remain in place (except for the Tenana River Bridge discussed in
detail at page 64). The micro-wave communication system would
probably be of value to some public body or a private

communications company "where 1s, as 1s.

The inventory 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 inspected 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 tha recently rehabilitated all-electric
cars which are in vary 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 interchange. By the
end of 1983, 46 percent of the fleet will be prohibited in

interchange. These cars are also maintained on an as needed

basis.

Tha 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 1in good condition.

The maintenance of way equipment is generally in fair tb 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 C¢ranes 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)

Capital
Year Engineering- Ecuioraent 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 .11.12 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. 1  mmmmmmmmmme $13,925/000
(does not include any scrap track materials}
Option No. 2-—————-———mmmmmmmo—— - $11,639,000

(includes all metallic scrap track materials)



INVENTORY AND CONDITION ASSESSMENT

Rail

Track materials comprise the major element of the fixed
facility inventory, of which the biggest and most valuaole 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 11, 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 1indicate 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 whéﬁ two inspections were made and 1979 when none
was conducted. During tl.e 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,

1.e., engine burn fractures, defective welds and broken bases.



See Appendix 1, Exhibit 2. For thia period an average of 5.17
defective raila per year were detected per 100 milea of main
track, laid with 115 Ib. rail, including the Whittier
aubdiviaion. Thia hiatory doea not adveraely affect the
auitability of thia rail in i1ta preaent aervice or for relying on

light tonnage tracka.

On-the-ground inapectiona revealed that, except for rail laid
on curvea of four degrees or more, the main line 115 Ib. rail 1is
in good condition with very little bending at the joints.”™ See
Appendix Il, Track Pictures. Some chipping of the rail head
running surface at the joints was observed which can be corrected
by welding for it« preaent usage or by croppingl/ for relayer use.
The railroad i1a turning and renewing rail on curvea as required.
Much of thia worn reclaimed.rail 1a then relaid 1in yard,

industrial and storage tracka.

Thia 115 Ib. rail laid on the main line and the Whittier
Subdivision ia in auch condition that, with the projected
program, it will adequately carry preaent and projected traffic
levels with spot renewals on curvea and replacement of defective
raila as 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. Moat of this 115 Ib. rail

1/ Cropping a rail means sawing off approximately 13 inches on
each end which eliminates the worn joint area.



ita of auch quality that, if it were to be removed, 1t could be
cropped, welded into long strings and relaid in light tonnage

main tracks, branch lines, sidings or yard tracks.

The inventory of rail was developed by using the track chart,
the timetable, 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 is 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 1s no market for large quantities
of rail sections of 90 Ibs. or less, all rail other than the 115
Ib. is considered scrap which amounts to a total of about 15,900
net tons including an estimated 238 in storage on the ground.
There 1is approximately 14,800 net tons of 115 Ib. scrap rail
which 1s 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 in storage. The
method used for calculating tonnage figures 1is shown 1in Appendix
1/ Exhibit 4. The fit 115 Ib. rail in track and iIn storage
amounts to approximately 90,400 net tons. A breakdown for all

rail by section and track 1is shown in the Appendix I, Exhibit 5.

In addition, there is a small quantity of new 115 Ib. rail
stored on the ground principally at Anchorage. Pit and scrap
material iIn 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, othei track material
(OTM) and turnout material on hand. See Appendix Il, Exhibit 42.
For the purpose of this study, it is assumed that this material
would, in 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 at approximately the 3ame 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 al{oy (Chroma) rail in 78-foot lengths to
reduce curve wear and rail joint maintenance. At this time, the
quantity of this rail, which has all been used to replace worn
out curve rail, 1is relatively small and 1s, 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 (OTM)

The OTM used with all rail sections is generally 1in good
condition for its present usage. However, most of i1t 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 1is classified as

scrap.

Several years ago, The 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"hole 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 1inch

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 1inch 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



Other Track Material (OTM)

The OTM used with all rail sections 1is generally 1in good
condition for 1its present usage. However/ most of it i1s 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, The 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 i1t into long continuous strings eliminating

J-1



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 Ib. 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 $286 per net ton.

Although the other 115 Ib. OTM including rail anchors,
spikes, bolts and nutlocks is in adequate condition for its
present use, none has a resale value for reuse. Rail 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 I, Exhibit 6 for additional

information on the inventory of other track material (OTM).

2/ Mr. Michael Cody, a consultant retained by USRA, furnished
all values and prices of fit and scrap track materials 1in his
report to USRA dated September 1, 1983.



Turnouts

The Alaska Railroad utilizes three different size turnouts 1in
basically two rail sections. They are No. 7"s and No. 9"s in the
70 Ib. ASCE and 115 Ib. RE sections (one No. 7, 75 Ib. ASCE) and
115 1Ib. No. I11"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"s iIn the main track are
fit for reuse, and approximately 75 percent of the 115
Ib. No. 9"s 1in use in other than in main tracks are considered
reusable. For the purpose of classifying fit turnout material,
this report considers only turnout packages.3/ No tabulation has
been r.ade 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 is considered scrap and so tabulated in
tons. Although approximately 77 No. 7-115 Ib. 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 is now replacing worn out No. 7°"s with
No. 9"s 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 1Ib. turnout packages considered saleable for reuse. See

Appendix 1, 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, for the most part hemlock and fir. All ties are creosote
treated and those installed in recent years and at the present

time measure 7 iIn. x 9 in. x &8 ft. 6 in. 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 in 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 Il, Bridge Pictures. These
bridges are listed by location and type in Appendix 11,

Exhibit 43. Sample inspections were made of 17 of these
structures. Although many have not been painted for 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 Leen renewed 1In recent

years so that the decks, 1in general,- are in good condition. The
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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 1s shown in
Appendix Il, Exhibit 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 iIn 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, 1is 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 1including 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 1,506 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
Iin 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 I,
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 1s ® seven day a week job to control the ice using bulldozers



to keep these tunnels passable for train movement. Two tunnels,
one about 3/4 mile and the 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 ..uthori2ed speed.

A wooden snow shed 225 feet long Li. located just south of
tunnel No. 11.35. This shed i1s of timber construction and is 1in
relatively poor condition. Drainage, water and track conditions
within the shed are deplorable. At the time of our 1inspection,
there was one location in this shed where 10 inch shims were 1in
place between the ties and the rails. See Appendix IT, Shim
Pictures. A large diameter metal pipe 1s 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 11, 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 1in Anchorage, formerly
leased out, is 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. Thi3 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 is
in Appendix Il, Exhibit 48. With the exception of rail barge

slip #1 and the transit shed at Whittier, these facilities



appear, from a overall general inspection, to be in fair
condition. The #1 slip at Whittier 1is presently out of
service due to electrolysis of the steel piling in the

foundations under the towers.

Signals

Except for three dragging equipment detector (DED) signals,
the only signals on this railroad are  for highway grade crossing
protection. However, there are only four sets of these automatic
flashing light crossing signals owned and maintained by the
railroad. Two sets are over 20 years oldand 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 between Portage and Anchorage 1in
1957 and 1958, and 1is being rebuilt this year using all new

modern solid state components replacing vacuum tube equipment at



a cost of $200,000. See Appendix 11, Exhibit 49 for a more

detailed inventory of this communication equipment.

Transmitter-receiver radio ®quipment 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 this equipment is also shown in Appendix
11, Exhibit 49. All of these transmitter-receiver sets are 1in
fair to good condition, many of which are relatively new. The

entire system operates on FRA assigned frequencies.

The railroad 1s 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

Quantitv Type Horsepower
13 F-7"s 1500
10 GP-7"s 1800
3 GP-35"s 25011
2 E-8"s 2400
2 MRS-1700"3 1600
11 RSD-4"s 1600
21 GP-40°"S 3000
62

Sourcoli The Alaaka Railroad

Bight (8 of theae locomotivea are currently out-of-service

due to" various major repalr needs.

The F-7"s, GP-7"s, GP-351s and RSD-4"s are generally 1in poor
condition, r.eeding 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 Alaska Railroad in

May, 1983, are 1in very good condition.

The maintenance history of the B-S"s and MRS-1700"s 1is
1

unknown .

The Alaska Railroad will take delivery of four (4) new GP-49

diesel-electric locomotives in October, 1983.



The locomotive fleet is detailed in the Appendix |, Exhibit
7, by number, manufacturer, class/type, date built/rebuilt, date
received by the Alaska Railroad, original owner, current
condition and comments. The information contained in this
Exhibit was 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 cost to repair and rehabilitate many of the
Railroad's locomotives will likely result in "buy new"™ decisions.
The following provides some detail on locomotive condition 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 unit3 over the years. The genera
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, GP-35 locomotives/ were purchased new from
General Motors, EMU 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 E-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 1953 by General Electric/ALCO and acquired from the Army in
1974 and 1975, have not had major repair work done on them 3ince
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 1978 and are generally in
fair condition. Pive (5) of these will need intermediate engine
overhaul and all units will require truck overhaul in the near

future.



The GP-40-2, 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 II.

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 AMTRAX

The Railroad owned passenger equipment is generally in fair
condition 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 I, Exhibit 8,
by manufacturer, class/type, date built/reraanufactured, 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
railroad'3 equipment managers and by visual inspection of

available equipment.



Photographs of typical Railroad owned passenger cars

included in Appendix II.

Freight Cars

The Alaska Railroad

following types:

Quantity

286
320
315
131
123
106
76
56
27
23
21
18
15
14
10

1,642

T22®

currently owns 1,642 freight cars

Gondolas
Hoppers

Flats

Boxes

Tanks

Ballast

Air Duap
Insulated Box
Hy-Cube Box
ORB Flats
Bulkhead Flats
Covered Hoppers

Reefers
Shuttle Flats
TQFC Flats

Source: The Alaska Railroad

Of the 1,642 freight cars

cars are presently prohibited

end of 1983,

interchange

a total of 752 cars will

due

to being over

are

of the

owned by the Alaska Railroad, 197

in

interchange due

forty years old.

to age.

be prohibited 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 wunder a waiver granted by the Federal Railroad

"Administration.

There are 114 car3 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 i3 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 II.

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 II, 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 I, Exhibit 10.

A photograph of a typical hy-rail equipped highway vehicle is
included in Appendix II.

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 I, Exhibit 11,

The three snow plows are in fair condition, six of the
locomotive cranes/ditchers are 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 II.



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 50. 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 snow removal equipment and maintenance

of way cranes are included in Appendix II.

oShop Equipment
The Alaska Railroad shop equipment is detailed in Appendix I,
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.
0

Photographs of typical shop equipment are included in

Appendix Il



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 of 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 1is 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

4/  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.
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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 bhent 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.S.)
or fit 115 Ib. rail as it becomes available from main line

renewals.

The 90 Ib. rail is in two sections, ASCE and BA of which
there is a total of 17.3 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 73 Ib. ASCE rail laid only on the
Eielson Branch is in fair condition. Light rail, 65 and 70 Ibh.
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 I, Exhibit IS. 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 wel
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 (bhy today’s
standards) wused 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 type of work performed during

the past two years is adequate. However, an increase in
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The railroad projects the renewal of 31,200 feet of rail in
1933 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., £/

Even though the 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 PRA 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
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 keep the

-8 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 II,
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 tiack 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 to hills on
which there are mud slides. This mud pushes up against the track
and in instances over it. See Appendix Il, Slide Pictures
Drainage ditches are blocked and in some cases the track is moved
from its alignment. AIll this 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 the slope of the
hill or mountain to reduce the pressure of these slides against

the track in an attempt to preserve the alignment.



The timetable list3 35 slide areas covering a total 39.65
miles. Of these# 23 are for s ow, 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.) AIll 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



heavy equipment, to keep the track through this area open for

rail traffic.

Another critical stretch of track is located in the aealy
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 is
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 side of the track
in many areas in an effort to stabilize tha track. See
Appendix 11, 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 is 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 maximum 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 personne

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 reliabhle 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 Ice Removal*
FY 1978 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 by the
Engineering Department. Those for 1979 and 1980 are 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 bheen
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
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 bheen 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 II, 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 Dby the end of 1983, and the 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 e'?ort 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

s 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 plans such as



repowering forklifta 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 shop 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 3hop is old, 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.
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Freight Traffic - 1978-87

Piacal Tear 1978 1979
Sand, Gravel & Mud .26 .23
Coal 91 .80
Petroleum Prods. 83 .63
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TOFC/COFC 31 72
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Other 1.21 1.04

Source: The Alaaka Railroad
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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 Forestry
Products by 1987, while TOFC/COFC, Manufacturers and
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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-offs 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 projected 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 when most of the ties now in track will be between 35 and

over 40 years old.



The following table compares actual engineering operating
expenditures for the past five years with the Railroad's

projections for this year and the next six.

Engineering Operating Expenses

(Excluding Depreciation)

Year $000 Notes
1978 5,065

1979 4,068

1980 3,946 Actual*

1981 5,419

1982 7,417.

1983 9,800 Projected 9/1/83
1984 9,340

1985 9,770

1986 9,330- 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 cros3tie 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 bhe an adequate program to
support the railroad's traffic projections over the next ten

years. Vfe determined that an increase in the railroad's tie and



rail projections wa3 appropriate (See Appendix |, Exhibit 16).
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 ARP 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 a report in January 1983 entitled
"Deferred Maintenance™ showing a total of $88,200,000. See
Appendix I, Exhibit 17. Seven of the 13 items on this list
relate to capital and perhaps should be considered as "Deferred

Capital Spending."™ The other items are in the maintenance



category. The tie and rail numbers in that, analysis are based on
a theoretical life rather than actual present condition. Qur
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 8600,000 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 86,172. The State, the Department of Transportation, and
the General Services Administration have not yet resolved whether
fchese 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.
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Operating Expenses-Equipment

This 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 ia operating a fleet of
locomotives and freight cars that are generally in fair to poor
oondition 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/Mila

Fiscal _ Passenger Freight, Private s
Year Locomotives .Fouioraent Leased Scruioraent
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
1933 1.09 0.22 0.16
1993 0.95 0.22 0.14

* Start of substantial export coal traffic as projected by The
Alaska Railroad.

Source: The Alaaka Railroad

The Alaaka Railroad, locomotive fleet currently contains 13
F-7 locomotives and 11 RSD-4 locomotives with average annual
maintenance of coats of $1.76 per locomotive mile. In October,
1983, the Railroad will taka delivery of four new GP-49
locomotives with average annual maintenance cost off $0.55 per
locomotive mile. Upon receipt of 12 additional GE-49 locomotives
in 1984, 1985 and 1936, the Railroad plans to scrap the 11
RSD-4 *a and eight of the F-7 locomotives, thereby reducing the

locomotive fleet maintenance coat par 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 car3



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 car 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, 1983 is

detailed in Appendix I, 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
Equipment
Excluding Depreciation
Thousands of 1983 Dollars

Fiscal Year Expenses
1983 $ 9/440
1984 9,380
1983 10,710
1986 10,920
1987 11,110
1988 11,300
1989 11,500
1990 11,300
1991 11,500
1992 11,500
1993 11,500

Totals (excluding 1983) $110,920

Source: Tha Alaska 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 |, Exhibit 18
That plan did not include much of the work which will bhe required
incident to the transfer of ownership to comply with OSEA and
state and local codes. Conversely/ that plan included at least
one questionable item in our opinion; namely/ installing double

track between M.P. 103 and M.P. 114.
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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 was 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:



| tans Million3-1983 Doll are

Purchase Locomotives 1.50%*
Purchase freight 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
Energy Conversions

Ballast and Kiprap
Building Improvements
Bridges and Tunnels

Line Changes
Communications and Signals
Drainage Improvements
Contingencies

P OO0 ocoor O©
' \l '
ol

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? mowever, it will not significantly increase
the railroad's utility. Further, this program provides some but
not all funding to correct OSHA violations and state code

deficiencies.

Tha revised OSHA report, prepared by the railroad, shown in
Appendix I, Exhibit 53, lists 78 deficiencies at a total
estimated cost to correct of $5,991,000. However, after an
analysis of this list and present work programs, 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
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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. ;ur 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. Thi3 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 off 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. AIl 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 presenttoccupants 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
violatibns, 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 some 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 appears that about $15,000,000
in addition to present commitments and the previously projected
OSHA expenditures should support the required improvements to
meet these code violations. ?or additional details regarding

these calculations, see Appendix I, Exhibit 20



If this work were to he 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

Year ARR OSHA Violations Total
1984 12.0 5 1.5 14.0
1985 12.0 5 1.5 14.0
1986 12.0 5 1.5 14.0
1987 12.0 5 1.5 14.0
1988 12.0 5 1.5 14.0
1989 12.0 1.5 13.5
1990 12.0 1.5 13.5
1991 12.0 — 1.5 13.5
1992 120 1.5 13.5
1993 12.0 1.5 13.5
Totals 120.0 2.5 *15.0 137.5
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Thit Rerlear Uiu a look it thi fidtrally ownid Ataiki
RtUro-J in thi contixt of iU apparent pending traniftr to thi
Stilt at A Inki. After dumbing thi hitlory of tht railroad-
Ui priunt phytictl plant, rolling itoch. tad illoperations—we
analyn thi non important IUW | unlh which thi Uati mutt
dial: railroad land, tmpioym, financn, compititiut matron-
mint, and pauangir mmct, Wt thto nvttw ortmitilional
Uruetum that might bi applied to thi railroad following the
ind of ftdinl control md makt raeommendatiom for furthir
action. ISil box on pagt 3 for i bnaf mimmary of Uudy
findinga)

The Alulu Railroad (ARR) ii unique in that It
ia (1) tha only railroad in North America that ia a
fadaral agency, (2) tha farthaat jorth railroad in
North Amcnca. and (3) considered (by tonal aa a
fronuer development tool. It haa enjoyad a varied
hiatory and haa alternately baan tha racipiant of in*
tenac cnticiam and axunova fadaral grants. Originally
eoncrved u a davalopmant projectin tha grand style
of tha Panana Canal (from which it received much of
ita tarly equipment), it quickly fall into diarepuu,
emerged aa a military implement, was converted from
pauper to ipoiled child, and th:;i allowed to sink into
an anonymity which has plagued it to tha praaast
day.

Tha Alaaka Railroad ii ar. operatins agency of
tha Unitad States Department of Transportation,
Federal Railroad Administration (FRA ). As such it is
subject to all the obscure federal policies visited upon
such agencies, and its operational motivations are
both political and economic. However, H haa slao be*

come an important overland transport link in Alaaka

RAILROAD:

OVERVIEW
ALTERNATIVES

and a central element in the suie’'s economic develop-

ment process.

Changing Federal Policy

During the peal decade, FRA haa become in-
creasingly murested in transferring ownerxnip of the
property to a nonfederal entity. The agency first in-
troduced draft federal leguliuon to facilitate the
transfer in 1971. However, the momentary proipenty
of the ARR during the Alyeska pipeline construction
project diminished federal murest in disposing of the
property.

With the return of “normal” economic condi-
tions in 1976, however, FRA was once again moti-
vated to explore means of relieving itself of the ARR.
The economic downturn also coincided with e shift
in FRA policy, mainly due to its increasing involve-
ment with CohKil and Amtrak.1By 1979, it was
apparent that both organizations had become major
fiscal and political liabilities for FRA . leading the
agency to both a fear of and disinureit in attempts to
operau any railroad. Thus, FRA's policy Unded

toward the dissolution of any rail pr-perty which

SRR g e b

This anxdi was adicnnd from § noon Brtpand lor

Al Alaid* Department el Trtnasortation snd Public Fatih

hie*. Dititwn et Planning snd Programming, by tne Inrti-

fiutt of1 Social and Esonormc Haiaarcei and Birem and Asao-
Am.
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appeared to be economically marginal, including

thoee controlled by FRA .

This policy, ta it peruina to the Alaaka Railroad,
«a< flm publiahed ia ARR'a 1979 annual report (ia
msd-1980):

Bow f %f the IUM «f Alaaka haa mb*
aim heJu* fue(i aama of the row th of od
?Iaee a. the Federa otlro GJJ tteth at owwer-

e el S e

oV raaﬁal beligves tR
a(?l\/? Rsﬂaped ruu ? tlr far the bao af t

Uaa nlﬁperSO the)( ﬁd taarre a
aaea Xet tone ia alaaenalal he lata they vauat
the Ieda aat ta play.

Thia policy (wcatvod additiooal emphasis whan tha
Sttfu administration took office ia January 1981.
Tba transfer of the ARR was conristent with vtserg-
iag fedarml orientation ia several iiw mehiding
(1) replacing a fadaral function with a local entity,
(2) reducing federal employment, and (3) reducing
FRA*» funding request!.

Tha policy alaorupportad FR A perception* that

(1) the ARR no longer tarred the function of a fron-

tier (development tool, but had bacon* part ofanon

mature trnnaporuuon and economic ryatam, (?)

Alhika could afford to oparau and wbeidize the
railroad If neeemary, (3) future proipecu itiggeswc
that private enterprise might find the railroad an
mcTMtmgly iticacuve invertmcnt, and (4) the ARR.
could more affectively support public and pnvate od-
jective* under a revised orgarixauonai and institu-
tional itxuctur*.

To implement thl'ee riewt, FRA one* again pre-
pared draft legislation to authorise oansfer of the
Alaaka Ra.ilroad to the Rate This legulauon was in-
troduced IﬂtO the U.S. Senate on July .17,1981.

History of tha Aladta Railroad

The ARR came into existence through an act of
Congrtn on March 12,1914. This legulauon *m; o *-
end the Fmident to acquire and (or) construct a rail-
road, not to exceed 1,000 mile* m length, to connect
Alaska's Interior navigable waterways and one or
more coal fields with an ic>fra« harbor on tha Gulf
of Aliakm. The Alaska Engineering Commission,
w hich had previously located several potential routes,
waa directed by Presdint Wilson to purchase the 71-
m ilt Alaska Northern Railway and to rxund its line

from Seward to the bead of navtgiuon of Cooa Inlet
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and northward up th* Suiitna and Chulditm nvtr

valley* to a crouintf of th* Alaska Rang* naar the
headwater* of the Nenana River. From that point the
railroad was to be built to th* confluence of th*
Nenana and Tanana m en and upriver to Fairbanks.
Two branch** were also constructed to tap coal de-
posits. On* branch extended eastward up the Milan-
uska Valley and the other eastward from th* juncture
of th* Htaly and Nenana riven. This basic system,
with minor additions and deletions, has remained in-
1923 to th*

tact from its official completion in

present (as* Figure 1).

Deterioration snd Rehabilitation

Tne decline of placer mining in the Tinana
Valley pnor to th* completion of the railrotd. the
conversion of naval vessels from coal to oil soon after
completion, and the general lack of economic activity
along the line combined to produce operating deficits
dunng th* fint decade and a half of ARR 's operation.
From 1924 to 1945, the railroad received no oper-
ating or capital appropriations from CongTess. This
resulted in a continuing deterioration of in already
marginal physical structure. Dunng the years before

World Wr* 11, the railroad was maintained to only

SUMMARY OF ISSUES INVOLVED IN ARR TRANSFER

« Ran*in* Transfer ef th* Alaska Railroad. Tha federal
Ratlroad Admmrerretion (ERA) it wrerantty taking naei tc
(render tha Alaaka Railroad IARR) from the federal eavam-
mettt to tha Stnta of Alaaka Tha ERA pronoveito tinder tha
ARR to tha (tata without therein* a direct ao,?uuetwn teat,
However, ERA'i aiaaaaad Ieﬁ|slat|on alto traniftrt all ARR!'
liaMitiet and oMi*siient, whwh Suva not yet keen dearly
defined.

0 ARR Lands. Land* rseuirsd for effeetise radroad
operation extend beyond tha ARR'a n*hu of way. yardl.
termtnali, and peril, onaa the railroad requires net only
maisrieiv-source tandi. but alio needi to letw lands to traffic-
producing tenants. However, much of ARR'i land holdings era
presently” uncartam, because Native claims have been filed on
certain pentent of it under the 1(71 Alaska Natiee Claims
Settlement Act. ‘

0 Railroad finances. A 1990 ICC freight rate study of
the ARR concluded that the present rates taeeed the vanaola
con of transportation and fully aempansata the carrier. In
fact, m the pest 3 ytars. even with poor *ocooa71* eonditiant
nationally and in Alaska, (nlght transport on the ARR fully
met all out-ef-podirt cons and some capital vows.

_ Eassangtt atrtnce. however, hat Song required subictr-
tation bv tha frevg?hl uaff*. and tvtm this vjbudy hat not
been enough. While an mcrtate m passengér fares teems
warranted, fares tanner ba raised anough to fully moat_the
cost cf passengerwmev without driving away passéngers. This
pruCltm would be somewhat aHenerad by separating revenue
and cost recounting for passenger end freight set?**. Manege-
ment needs to esteblith en aggressive pettengcr marketing
program, moderatnly mereeve passenger fern, end request a
pubf* subsidy ta cover rememirsg cons of semoe.

_# Outlook end Benefits of the ARR. The ARR's freight
service, available from Seward and Whittier all the way
throu? Anehoraqe te Fairbanks, serves the needs of * mayor-
ity of Aleakam. 1t is, and wdl eontmua 10 be, ah imponant
element m Alaska's transportation sXstem. Not orsiy is it men-
tief to dsvslepmeht of many of Alatki's resouiees. but by
competsng with nonratl carriers, the ARR asaures competitive
rates for shippers. Without the rad service ertsmitive, cotts af
moving eommodrtMS would bo much higher. And soma pro-

ducts, arch as Iar%e bulk shipment of coal, iteel, sand snd
(reset could not be toonenucellv moved at all.

0 ARR Employees. The ARR has for several years been
reducing me numbers cf its emploxﬁes, end « hiring Irtett has
been in"effect since January 20. IM1. As of mid-April 1911.
the ARR had (79 employees and 7IS authorised petitions, e
vacancy rite ol 17 percent. Eresgint-user_ service could suffer
%‘grtlilgt present employment hvefs persist m an eaoanoing

As Decantment of Transportation personnel, the am-
Ployees of the ARR hive ell the pviviiegei end nghts ol other
ederal agency ersonnel. In addition, most ARR amotoyvti
are members "at venous labor unions. Enioying aucn Souoie
Frotecthn under_earning agreements, employees will not
|keIY wish to relinguish toy{ of their lusting lights, As a
result, triniferrusg these employees | the stete could involve
mvevs| complea Froblems. , o

Meeting ell emoloyer renremint end fund contribution!
for ARR emplevvet will cosl about S3S million dunng the
neat 20 years (19*1 dollars). Or. if wa include inflation snd
salary increases of 10 percent per year Icompounded), the cost
will t*tel about S19S million, or’an evtregs annual contribu-
tion of St.7 million. However. ARR now iialiies and could
eapecl to eontmua to lealui adequate revenues from froigrst
service to provide funds for this contribution. Ertignt rsreniles
ooutd also pasy for employee uck leave (S4.3 million) snd
annuel legve (S1.5 million).

0 Condition of Railroad. The track, structures, snd
rights of way of the ARR are generally m good condition and
well memtitned. For the man pen. the lines meet or eacevd
ERA Class IV nanderds. ,
~ The rolling rrock end locomotives are generally well
irainiamed end adequate lor the traffic carried. However,
much of the toeomotive and car flagt is old, being previously
well used by the military or other railroads. A fleet' modernne-
tion program may be needed if traffic increases significantly.

_ Passenger cars ere ?enerally.well meinumed but are old
and in need of substantial modernisation. )

The ARR is generally capable el servicing its eeuisment;
tU mechanical and electrical shops are well equipped ano ade-
quately support affective maintenance and modification of
lieomotivet end rolling nock.

RAGE 3
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minimal branchlin* rtandardL This condition was
aggravated by the fact that “official®™ completion in
1923 had wuili left a m at daal of work to be dona
before tha Ilysam could ba coamdarad tachnically

adequate.

World War Il provided ARR with aruth of traf-
fic and much-needad incoma, aa wall sa tha now.
important link with a second tew frae port, at

W hittier. However, tha war also accelerated deter*
ioration of tha property. Evan with military assist-
ance between 1942 snd 1945, the railroad was almost

physically exhausted by tha end of tha war. This

UNIVERSITY OF ALASKA. INSTITUTE OF SOCIAL ANO ECONOMIC BESEECH

situation demanded s decision on whether to aban-
don tha .railroad or rebuild it. The Federal Govern-
ment decided to rebuild.

This decision resulted in a project that was to
last 30 years and become one of tne most controver-
sial episodes m the A RR’a history. Acoisi expendi-
tures beftn in 1946 and over the construction tern
amounted to almost $S95 million. The actual value of
these improvements, however, was considerably
m ater nnce much property was transferred at nom -
inal cost from other federal agencies. The rthaoiiiu-
tion Included strengthening the roadbed; laying new
frick; replacing bridges and buildings; buying new-
locomotives, rolling stock, and maintenance equip-
ment; and building new shops, as well as terminals at
Anchorage, Fairbanks, and Seward.

Most of the work, from W hittier to Fairbanks
wu completed by 1952; however, the main line to
Seward, begun in 1953. was not completed until
1958, and only after a special ippropnation was re-
quested by the Defense Department. By the end of
the rehabilitation period, the railroad would finallv
be conndervd complete and w u basically in iu pre-

sent form .

The 1984 Earrhqueke
Total damage to the Alaska Railroad from the

1964 earthquake amounted to approximately S2T

m illion, of which S2S.4 million wu oouined througn
Congressional appropriations.2 Of the toul. almost
$11.7 million wu required to reconstruct the line

from Portage to Seward and the Seward Terminal.
Records of the controveny over whether or not tne
Seward reconstruction should be undertaken indicate
that it could not be justified on the buis of capital
and future operating costs. However, the Alaska
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 4anew on reconstru?tmn u. not restricted lo
Homkik conmderaP ilone; in man ref\s ects

equitable ?ctors eﬁltu V. even Tfrestrr
mﬂm cance The' eeaential_feet ﬁf élture to restore

it R R
othhte?e%g% erﬁnggolrgvesrge mﬁwe eRaHy %u”rga%lsrgg rérrgnm
ake re ?mewereon asa‘pﬁ %

|en usqmﬁse r rellef asssstinre ﬁ H asaa. Ihe vast
%JO |tLy this mone ﬁnt t? gfjvate .com ames_
e T e
ﬂnst %?ttlaoc%nson%c entmes o?the su Ft S?g%ﬁergthara]a t%ng f%oeurﬂ
agency appropnatioa.
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Given tha information available at th* time, the
decision to rebuild to Seward may or may not have
b**n economically round. Tha important point ia th.it
aa a federal agency, th* railroad baaed a major part of
rta atfument to rebuild th* line on factors which were
not rteceaaahly in its own economic beat interest. A
private firm, confronted with the tame circumauncea.
would not likely have used th* tame reasoning nor

have mad* th* aame decision.

Railroad Bargei and tha Port of Anchorage

Shortly before the earthquake, two other events
occurred which, together with the subaequent lot* of
Seward, caused a long-term change in the character of
both the railroad's tnffic patterns and those of
Alaska's entire railbelt region. These wet* (1) the
initiation of railcaz barge services between Alaska and
both Canada and th* continental United States and
(2) the opening of th* Port of Anchorage to year-
round container ship sennet. Of th* two, the moat
important wu the barge service—not in terms of
movement volumes, but rather in th* options made
available to Aluke shippers. The action of the rail-
road and its barge connections mad* it possible for
the first time to ship directly from the m inufietum
or major distributor, wherever his location, directly
to an Alaska location withoutreloading in Seattle and
Alaaka pom . The economic independence from
Seattle wholesalers offered by this seme* forced
steamship companies, particularly Alaska Steamship

and Sea-Land Servicr, to establish similar options.

Construction of the Trins-Aladta Oil Pipeline

The final set of evenu which shsped th* present
Aluka Railroad were thore surrounding its participa-
tion in th* construction of th* tnns-Alaska pipeline.
Dunng the yean 1974 through 1977, th* railroad
probably moved the largest, most lucrative volumes
of traffic once World War Il, and th* physical system
underwent a similar, although aomewhat milder,
strain. Once again, the only posaibl* solution, given
the federal agency sutus of th* railroad, w u to trana-
fer property from other federal organizations (most

notably locomotives from th* military) and to use

Congressional appropriations for capital improve-
ments and major maintenance. Twenty-four million
dollaii in appropnitions, in addition to $13 million

in improvements financed through tamings, permit-
ted the railroad to emerge, for th* fint time, from a
period of heavy usage in better physical condition

than it entered.
THE PHYSICAL PLANT

The Main Lin* and Branches
The Aluka Railroad (ARR) today hu a single

"AGES

track mainline of 419 miles from W hittier to Fair-
banks via Anchorage, W uilla, Healy, snd Nenana. In
addition, thwre are six branches with in aggregate
total of 115 miles. These include the 23-mde branch
from Fairbanks to Eielson, the 10-miie Fairbanks
International Airport spur from Ft. Wamwrgh: to the
airport, th* 4-mile coal branch from Healy to Sun-
L/ana, the 7-mile line from M stanuika Junction to
Palmer, th* 3-mil* Anchonge International Airport
spur, and the 63-mil* line from Portage to Seward.3

The mtinline hu only mild gradient* aiong tne
witer level rout* between W hittier and Anchorage
and up the Suaitna Valley u far north u Gold Creek
(about 150 miles from Anchorage). However, the
sever* grade* on the next 35 miles to the rummii of
the pass through the Aluka Range reducr the ton-
nage ratings of locomotive* by about 40 percent. The
grade* on th* north side of th* range are much euier,
being sunilar to th* water level line in the lower
Suaitna Valley,with the exception of a single short
flve-mil* stretch. Th* mainline north of the range to
Fairbanks and the Eielson branch pass through
genenlly rolling country with mild gradients.

The most severe portion of the railrosd is the
line from Portage to Seward, which croues two
mountain barriers with steep gradient*. Both restnct
southbound traffic, reducing th* tonnage t locomo-
tive can handle by 75 percent and 65 percent, respec-
tively, when compared with what can be moved
between Anchonge and Portage. Northward grades
are slightly milder but still arv more demanding man
any of the line north of Portage.

Pusm g tidings v r spaced about every 7-to-
10-miles so that trains may meet and pus. How.
ever, tidings long enough to accommodate most
freight trains are leu frequent. In addition, there
are tracks at various point* along the lint which serve
industries not located it a major yard. Table 1
summ arize* the physical features of the mainline and

principal branches.

Track Conditions

The track rtnicture of the Aluka Railroad is
currently in excellent condition, particularly con-
sidering the relatively light traffic. The mam line and
the line to Seward are maintained to FRA Class IV
quality standards which promt freight trains speeds
up to 60 miles per hour and passenger trains to 30
miles per hour, if certain safely conditions are met.

In fact, the Alaaka Railroad mint limn iu tram speeds

3Il ahouM to notad that Uia railroad eonudrn thi line to
Saward u pan of tha main Im». and il ia mamtainrd to iiiw
aundards Howevtr. it haa thalilhtaat traffic of tna anura tyi
latn laBout 300,000 |roaa tana annually).
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Indunrni

Tannage Teenage Pawmg Traatl

. Rating Rating Sdm@l Sitk M 11

Lie* Segment Dhomaa Narthdesnd* SewthOelind* aver 3000 ft. Stliioni9
Sewwd-Oivrse 9.1 875 4.000 0 0
Bind* Rrimrore 6.4 1.600 1SO 0 0
Frame**-Huniw 31.8 1.600 4.000 3 3
Hunter-Grandview 4, 900 4,000 0 0
Grand*ww-Soenetf 10.9 4.CCO 640 1 2
Soeneer-Rortage 1.4 4,000 3.000 1 0
Whntier-Rorteqg 134 3.600 3.000 1 0
Pofl*m»-*0T 1» 364 4.000 3.000 1 0
Rotier-Anchorage 137 3.000 3.500 1 32
Anc orage-Mttanusn 36.4 1.850 3.000 3 5
Matanutka-Rtlmer 6.5 3.000 4000 0 6
Mnanuska-GoWeraek 1135 1.150 3.500 a 9
Gottsrta*-Hurricane 16.3 1,100 3.500 0 0
Hurricane-Honolulu 1.3 1,100 1.335 i 0
Honolulu-Colorado 14 1.100 1.600 1 0
Colorado-Stenmtt 15.4 1.600 1.100 1 1
Sumrmt-Healv " 456 3.700 1.600 i 6
HeeIA/-N«nana ) 53.6 4.000 1.800 i 7
Nenana-FiirQanfei 568 3.0C0 3.000 4 4

Farroanks-Erefton 39.0 3.000 3.000 0 9 A

Yards: Seward Healy Whittier \

Nenana Ancnorige Fairbanks

T onnage ratings for 3.000 hormoom rr l0COMOtiVeS,
6Additjonal industrial tracxi m yards. at military oam (Ft. Rtcftardaon, Elmeneorf, Eirlion, Ft. Wamwngni). mo it Anenor-
at* and Fairttanks International Airports.

Source: Alagka Railroad. Timotabk No. 109,

for freight and pasg*ng*r tnm ito 49 and 59 mil** per composed entirely of 100-ton capacity can.

hour, respectively, line* it has no autom atic block The railroad site operates snd maintain! a
signal system, on* of th* FRA aaftty tequiiemenu number of yards to terv* local industries, ion can.
for higher apesds. In addition, the number of iharp and to maintain itc equipment. These vary consider-
curves placet further speed limitation! on tome ably depending on the purpose for which they are
sections of th* lin*. These allow th* railroad to follow used. The yard st Seward terves the railroad-owned
th* contour of th« land in mot* mountainous anas so port facilities at that location and includes a number
that th* nktivtiy mild padienu (which an ex- of car marshalling tracks, a snail equipment main-
tremely important to efficient operation) can b« tenance facility, the dock facilities, and several tracks
maintained. to local industries. W hittier is designed and wused

differently; since it is the inurchtnge point for railcar

Traoki, Bridge*. and Yards service, th* facility ia primarily designed to serve the

Th* track and bodge* of both th* main tin* and tw o railroad-owned car-baigt slips. Secondarily,

th* Sward lin* an maintained to accommodate can facilities in W hittier include those for th* W hittier-

carrying a load of up to 100 tons, although th* Portage paaeenger-auto shuttle tervic* snd those for
Et*bon and Suntrana branches have lower loading the military dock and petroleum terminal.

limits. Preaent op*ration plans call for limiting Anchorage has the railroad'! major claasification

100-ton capacity can to SO tons when they tl’t used yard, locomotive and car maintenance shops, hesd-

to move hulk products, such u coal and gravel. This quarters, and tom* car storage facilities. The yards

a due to th* nctuivr track w®*ar caused by trains miso serve a number of major and minor indus-

©
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triee including tha Anchorage Port, ElImendorf Air
Foret Bam, and Fort Richardson. Thera are abo
oontainer-on-flatcar and & mil*r-on-Gitear facilities in
Anchorage.

Healy haa a mnail yard and locomotive eemce
facility and exiau pnmanly to aerve the ntarty coal
mine*. The Nenana yard turn »I*ly to Mrve the
railroad'* snail rrver port in that town and aevenl
other local industries. Fairbanks contain* a snail
classification yard, limited locomotive and car ahops,
and trackage to Mrve local industrial facilities. The
yard is also the base for service to Fort Wainwnght
and Eielson Air Force Bam, a* well aa the North Pole

Refinery.

Equipment

The Alaaka Railroad UMS a variety of equipment
to produce revenue and maintain the property. The
largest and most costly units are th* locomotive*—
the railroad hu sixty-five, with an average age of
18.7 years. The most modem of the units are the
fifteen 3.000-honepower road-switcher locomotives
built by General Motors between 1973 and 1978.
These are comparable to the most modem equipment
on any railroad. Ten older 1.600-honepower road-
switcher locomotives were com pletely rebuilt in 1977
and have a useful efficient life at leut through 1992.
Four other 2.500-honepowef road awitehen acquired
in the mid-tixliss are old enough to be eligible for
complete rebuilding, and one hu already been re-
built. Of the remaining thirty-six units, most were
built between 1951 and 1953. and only about ten to
twelve are wusually in service under present traffic
conditions.

Seven of the older car-body type locomotives
are used m passenger and mixed train service between
Anchorage and Fairbanks, while aeverei ex-military
road switchers are used in Anchorage yard service
and u backup yard engines around the system.
Several of the car-body types might be uM fully
rebuilt if paiMngrr service is continued. However, the
ex-military units are probably near the end of their
useful lives. Several of the older locomotives of both
types are being cannibalised to provide parti for the

others.

The freight car fleet numbered 1.734 units in
1980, with an average age of 32 years. Table 2
shows the distribution of freight can by functional
type. Clearly, the freight car roster is dominated by
the open types, including the flat can, gondolu, open
ncppen. and dump/ballut can. This is consistent
with the type* of traffic being handled with moat of
the tonnage consisting of bulk material*, such aacoal,

gravel, lop. and pipe along with trailer- and con-
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Trtle 2
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Number Built in

Mon Resent
Mott Rvcent Ytir

Cm Type Number  Yeer Built

ST

)

o

S

f=t)

COLOCOND

[J%]
(&}

Hoooef. Qoen
Hor?per. Covered
Te

—_

—
OO GORND OO0

N~
OO —I—ICHOF= 00 %O

Refrigerator
Dumg end Bellait

Clpoom
Grhér
Subiots! 1.754 1981

Rrtvettly Owned Cert Auijned lo Aleixa Rjilioed

Flit Y/ 1979 8
Tin* 230 1980 16

Subtotal 232 1980

Total 2.036

Source. Aleiha Reilroed 1980 Annutl Resort ind Auua A
Railroad Equipment Summery. .

= e R R S
GO —ICoSHrO O LOSHOT
O

tainer-on-flat-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 distnoution througn-

out the railbeil.

O f particular concern u the age of much of the
ARR's own fleet and the limited capacity of many of
the units. Only 340 can have been purchased new
since 1960 and only 140 can since 1970. Even
though the fleet has been well maintained, mainten-
ance will become more costly as the'can continue to
age. The aging problem also creates problems in
ARR's interchange of traffic with other railroads.
Federal safely standards limit the sge of-equipment
which may be used in interline service. Some of
ARR's equipment is already prohibited from partici-
pating in this traffic, while other cars are allowed to
operate only with waivers.

The limited capacity of some cars could be
detrimental to the railroad, particularly for transpor-
tation of some future bulk shipments. This is also i
difficulty with ARR's tank car fleet (althougn the
private can assigned to ARR are modem um ui. With
a few exceptions, however, this factor does not

appear to limn service of existing traffic.
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Th* pm nntf car fleet coruista of 48 units
owned by Jv» ARR and 6 leased from Amtrak for
wpporunc tha increased 1981 wan ir hthi, Table
3 show* tha type* and H«t of tha present equip-
ment. Althou«h not aa old aa tha nulroad'a freight
fleet, th* passenger can art an aging aaaat which will
require a com pitu rebuilding if th* preaent level of
aamct a to ba continued. Twenty-eight of th* can
wart acquired from th* Union Pacific Railroad in
1971, tight cam®* from tha Southern Railway in
1980, and th* remainder war* rebuilt from surplus
military hospital can. In recognition of tha need to
extensively rebuild th* current fleet, if passenger
service jia to continue, th* railroad currently haa
tan can being rebuilt undar contract to General
Electric.

In addition to revenue-producing equipment, the
A RR also haa 205 units of maintenance and emer-
gency equipment. Thia includes such items as mow
plows, cranes, and can for housing mobile main-
tenance forces. This is supplemented by a consider-
able fleet of on- and off-track machinery used in
m aintenance and in-houaa construction work. Also,
sufficient shop facilities and machinery an available
to perform any laval of maintenance required by the
car and locomotive fleets: however, spec* and person-
nel limitations sometimes preclude programming a
large volume of heavy repair or rebuilding work over
a short period. Therefore, Lange projects, such u the
previously mentioned passenger car rebuilding may be

contracted to outside firms.

OPERATIONS
Dearly, the purpose of ARR's equipment ia to

provide tram jsm ct to the railroad’'s customers.

Since rad operations provide the ARR's largest
proportion of revenues, they are thus of specul
internet to this study. Table 4 lists the types of trains
operated by th* ARR and the numoer operated m the
yean 197&-1980; Table 5 indicate* the total train
miles produced by these trains on etch segment of
the railroad. Currently, the service can be eategor~ed

aa follows:

1. Anchorage— Fairbanks — Passenger and

mixed train service

2. Anchorage—Fairbanks — Freight service

3. Healy— Fairbanks — Coal trains

4. Anchorage—Palmer — Gnvel trains

5. Anchorage—W hittier— Freignt service

6. Anchorage-W hiuier — Passenger shuttles

7. Anchonge—Seward — Freight service

8. Anchorage and Fairbanks industrial switch-

ing trains

Table6 sum m arizes the present frequency of
theae operations along with the winter schedules for
the same services. As can be seen, frequency of opera-
tion can vary considenbly, particularly for the
passenger and gravel trains. Thu leads to equipm ' -*
utilization problems In that a sufficient numor”™ "
can and locomotives must be on hard to meet
conditions but some can be expected to be sui”™ ?
dOring alack seasons. This is aggravated by tne

difficulty that ARR. as a federal agency, has in

Table 4
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Jeuing supplemental equipment, a itrstsgy common
throughout th* rail industry in tuch circumstance*.

Also of interest it th* changing tnffic pttum
that hu been occurring during th* pan 5 yun (Table
4). Sine* con* to operate additional train* (abov*
torn* minimum level) do not rue u fait u th* num -
ber of train* and while revenue* und to increase
directly with the number of r*v*nu* train*, it i*
evident that the cyclic nature of ALuka'i economy
very directly iffecu ARR's net incom®*. Tabl* 4
graphically illustrates the difficulties faced by the
railroad'* management during th* lut 3 yean of
declining and stagnating economic activity.

Table 5 alto thow* the large pan that passen-
ger tervkK* play* in ARR operation*. With pattenger
and mixed train tervic* accounting for 48 percent of
the 1980 train mil**, it U obvioutly an important
element in th* con structure of the railroad.

The length of ARR train* vane* contiderably by
type of service. Freight train* to Seward generally
comprise 40 to 60 can while those to W hittier are
45 to 50 can. depending on which barge* they are
meeting. The unit gravel train* between Anchorage

itently have en er 60 or 80 hopper

end Palmer con
can each. The Anchongr-Fairbanks freighu range
between 60 to 100 can, and the Healy-Fairbank*
freight* range between 40 to 60 can. The muted
train* between Anchorage and Fairbanks will have 2
to 6 passenger and 20 to 25 freight can while summer

pauenger train* have 6 to 10 can. In a particular

Table 5

Approximate Revenue Triin Miles
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ARR Tam/

Fiaeni 1%0.471  300.743 314333

Miaad 4*411 11.2*4 31.3*4

faaaanyar 137,7*4 11*.333 114X41
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Table 6
Alaska Railroad Train Sarvica
(in trip* per week)
emu IUU2
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e
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circum stance, maximum train length may be dictated
by length of pauing sidings, traffic demand*, loco-
motive availability, union agreemenu. grades, barge

capacity, or clim ate .4

Traffie Bast

The ARR transpom only a few commodities be-
tween a jmall number of origin* and destinations.
ARR traffic logically divide* IUelf into two b**ic
component*: local and interline. Of the two. tne
local movement* (strictly ARR origin* »nd destina-
tions! generate the most tonnage but relatively low
level* of revenue per ton-mile. Th* interline traffic is
that interchanged between ARR and either Alaska
Hydro-Train or Canadian National Railway through
the car-barg* facility at W hittier or the trailer and
container movements through the Port of Anchorage

that are forwarded by the railroad.

locx«l

Tablet 7 and 8 ihow the revenue tons trans-
ported by the railroad and the resulting revenues. A*
can be teen, the two coniittently largeit movement*
are (1) the coal moved from Healy to power plants at
Clear Air Force Station, th* Univenity of Aluka in
Fairbanks, Fairbanks. Fort Wainwnghi, and Eielson
Air Force Base and 12) the gravel moved from Palmer
to th* three largeit aggregate companies in

Anchonge. Both are fairly short hauls and involve

4In tha vinttr. darlr,aaard i'r%raka raiponaa lima and incrataad
tram friction may
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Table 7
Fralfrit Traffic Revenue Tone Carried
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commoditiet of relatively low value.

Petroleum product* repreaent the mod lucrative
of the larger, local movement*. Since th* eon-
elniction of the North Pole refinery, thie traffic ho*
consisted principally of gasoline moving from Anch-
orage to Fairbanks. However, there hoi recently
been a growth In th* oppoeil* direction in movement*
of Jet and diesel fuel supplies from North Pole re-
finery to distributor* in Anchorage and to th* Anch-
orage InUm itio al Airport, The railroad also delivers
fuel to Fairbanks International Airport mid the
Anchorage Airport from sources other than North
Pole.

The other significant intraru u movement*
include log* from Nenana to Seward,l1cement from
Anchorage to Fairbanks, pipe from either the Seward
or Anchonge port* to Fairbanks for forwarding to
the North Slope, and a United amount of local

trailer-on-fletc.v business between Anchorage and

Fairbanks.

interline Traffic

Interline traffic diffen considerably from local
traffic. A major component is traUer-on-flatcar and
crntaincr-on-fUtear traffic forwarded by the railroad
on substitute service agreements with Totem Ocean
Trailer Express and Sca-Land Service Company
between Anchorage and Fairbanks. WhQe this traffic
amounts to only 90,000 to 100,000 tons annually, K
carries a premium rate because of Its Urn* sensitivity
and long distance. This traffic produces almost as
much rtvtnue as the much largercoal movement It Is

time com petitive with over-the-road movements and

**n »4 laeeriy 1M1 wfch theeeNspM efUte

iEi MH hestteg rartet,

v
1

UNIVERSITY OP ALASKA. INSTITUTE OP SOCIAL AND ECONOMIC RESEARCH

generally carries a lower tariff than motor carriers
offer. o i«

The railroad port at W hittier receives the larger
part of the interline business. This traffic is competed
of ell type* of consumer end industrial goods Indud -
fctf building products, furniture, chemical*, oil field
service equipment, fertilisers, machinery, vehicles,
foodstuffs, and other goods. Mott of those cm with
west coast origins arrive aboard Alaaka Hydro-Train
(AHT) bargei from Seattle. However, cm from
mid-weetem, eastern, and Canadian origins tend to
move through Prince Rupert via Canadian National
Railway (CNR) and the barges they operate. The
AHT movements total 200,000 to 800,000 tons an-
nually while CNR moves about 80,000 to 40,000
tons. While these two comprise only 10 to IB percent
of ARR's tote] traffic tonnage, they generate between
80 to 40 percent of the revenue* becauee of the value
of traffic and the proportion of the total that move*
fairly long distances. Presently about 50 percent goes’
to Anchorage while the remainder goes to Interior or
Kenai Penintula point*.

Several characteristics of ARR traffic ore im-
portant to understand because they define both the
present and likely future market* which the railroad
will serve. The railroad, a* an Instrument of mass
movement, is generally oriented toward industrial
rather than consumer customers; It provides most of
Ha sendee* to a limited clientele which has direct
siding access to the system. It should be remembered
that rail service is attractive to a relatively limited
number of shippers; however, these shippers usually
comprise the bsste elements of Alaska's economy,
such as petroleum production and refining, mining,

construction; Umber; the m ilitary; wholesaling;

TebleS

Freight Traffic Revenue
(In metiendief 81

CnwmMv taei e 103
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*nd, potentially, h«ry manufacturing, agriculture,
and chemicals. Thut, the railroad tend* to serve only
those organization* which ship in sufficient quantity
to make un of the discounts offend by carload,
multi-carload, or trautload tariff*. For local traffic,
thi* implie* that the primary ihippen will be th* very
largest mduitrie* in th* railbelt, particularly thoM
related to energy, construction, and reaource devel-
opment. Thi* i* particularly true pven th* imall ose
of Alaska’'s heavy manufacturing and agriculture
arcton. Should the*e two traditionally rail-oriented
[roup* develop into a significant force in the Rate,
they would become important revenue source* for
ARR.

Th* interline traffic, particularly th* railcar
movement*, it a bit more complex. For the*# move-
ment* several factor* arc important in determining
th* appeal of rail service. W hile th* ability to order m
carload or greater amount* is important, several other
factor* also influence th* shipper*' choice of mod=*.
An important characteristic of many of these move-
ment* is that they involve com modities which are
either not produced or wholesaled in the Seattle area
or which can be procured more inexpensively by
going beyond Seattle and dealing in sufficiently large
quantities. Thia is particularly important for th*
Canadian National traffic. Another important feature
of these movement* is that they wusually involve
commodities which normally move by rail on the
continental rail system, thus, making it attractive to
avoid an additional set of loading and wunloading
chanf** at the port of embarkation. A fourth charac-
teristic of considerable importance is the distance of a
(hipper's plant or warekoue* from a rail siding. Only
5 to 10 percent of railcar shipments are distributed to
their consignee from a central public warehouse or
forwarding facility by truck, and the** usually to the
smaller, more infrequent shippers.----—--—

Together, these factor* define a 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 volatile on* which varies
considerably with the levels of activity in specific
industrial economic sector* (i.e., construction), rather
than being oriented toward the more stable consumer
sector. While innovative marketing can stabilixa these
patterns somewhat and also potentially increase
market share, it is unlikely that it can penetrate more
than 30 percent of the UJS.-Railbelt Alaska trad*
without a significant shift in th* texture of the Alaska
economy or a dramatic chant* in com petition. It is
also notable that ARR's ability to enlarge iu share of
the market is limited by th* capability and number of
railcar barges which private operator* have available

and are willing to com m it to the service.

OQutlook

During th* next 3 to 5 years the railbelt eco-
nomic proipecu provide considerable encouragement
for th* stabilization of the railroad's freight oper-
ations at a w fflcitntly high level to keep it viable.
Thera are enough moderate-to-large-Kile conjunc-
tion projects to provide firm proipecu for s contin-
uing high level of traffic. In addition, the proipect
of moving 800.000 metric tons of coal annually from
Healy to a Sewtrd export terminal provides an
important long-urm, as well as seasonal, element of
stability. It is also th* type of movement for which
the railroad is ideally suited. It adds significantly to
revenues without proportionally increasing costs by

utilizing already axisting capacity and capaoiiities.
M AJOR RESTRUCTURING ISSUES

Clearly, there is much more to the Alaska Rail-
road than simply the enumeration of the physics! snd
operational feature* indicated above. lu land hold-
ings. employees, finances, competitive and regulatory
environment, and passenger service must also be
considered in any restructuring of the property.
These issues have emerged a* being the most critical
now being faced by th* stau or any new potentia.l

owner or operator of the Alaska Railroad.

Land

Thi felloumt dmcumion doien Ihrouf/1 "Salivr Villaif
Stlictton Ann Cleion' gasr 14 wn pntpana by thi Offtei of
General Counml ofthi Fidinl Aiwrowf Sdminuiranon

Land is pertitp* the most valuable fixed asset
currently controlled by the Alaska Railroad ia RR).
It is also an extremely important asset for operation,
maintenance, and traffic development purposes. The
total lands under control of the railroad are about
38,000 icros. The ARR has acquired its land through
executive order, public land order, purchase, trade,
and BLM trust deied. The earliest acquisitions were in
1914 —the latest (.2 serai), in 1970. While these hold-
ings are not extensive, they are among the most
vmluable industrial lands in Alaska. Of the total Unds,
about 12,000 sere* are used for the nght-of-wsy. The
remaining 26,000 acres are used or reserved for
marine and rail terminals, gravel resources, nght-of-
w sy erosion protection, industrial leases, gravel and
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 indicate* the location and quanti-
ties of land and the Native village* that have filed
claim * against particular parcels.

The railroad land holdings fall within seven
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Natree village selection arts* end four Native regions
that wan established by ANCSA. Approximately
4,033 acraa of railroad land, or 21 percent of tha
total holding*, an located in Native village (election
areas and an potentially subject to claims by Native
village corporations. Substantially all railroad land,
whether or not located in a Native village or regional
area, may ultimately ba claimed by Cook Inlet
Region, Incorporated (CIRI) under tha special
authorisation that allow* CIR Il to ulact land outside

its regional boundaries.

Rightof-way Lands

Tha main Iline nght-of-wsy from Sewxrd to
Fairbanks was established by executive order in
1913.* The nghtof-way lands of two small, private
railroads were purchased to form the first 70 miles
north from Seward and part of the nghtof-way
approaching Fairbanks. The balance of the original
nghtof-way was reserved from public domain by the
Alaska Engineering Commission under authonty of
the Alaska Railroad Act and the 1913 executive
order. Other public lands have been acquired over the
years and now provide branch line connections to
Palmer, W hittier, and other towns. Spur lines have
been constructed to provide access to airports and
coal fields along the railbelt. Defense lands have been
transferred to the railroad for construction® of rail
lines into several defense installations. The railroad
hu also purchased some right-of-way lands from

pnvsu individuals or from state and local govern-

ments. The right-of-way s mostly 200 feet wide,
with some variations. The nghi-of-way is wider at
several locations where needed for control of wash-
outs snd for steep cuts and fillip Narrower nghu-of-
way are common on several spur lines where the
railroad passes through military reservations or where
other facton hindered the acquisition of a full

200-foot right-of-way.

Non-Right-of-W ay Lands

The 26,321 acres of railroad land other than
right-of-way lands were acquired by executive orders,
public land orders, transfers, purchases from pnvau
owners, and by trade for other lands with state and
local governments. These land parcels range in sat
from 0.4 acre* up to 3,620 acres st twenty-seven
locations adjacent to the right-of-way and three
onslier locationa off the railbeit. These lands were
acquired to rapport operation of the railroad. About
1,000 acres were leased to businesses which provide

lease revenue end generate rail traffic for the railroad.

*Estenure OrSer Ne. 1, April 10, 1*14.
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Another 9.000 ecu ere used u ecuve gravel end rock
quarnea or 423 held for the rc ‘'oad's future gravel
and rock needs. Other parcels < used for storage,
maintenance, and terminals. About 100 seres are used
for the operation of the Yutana Barge Line et Nenena
and another 570 acres are pert of the Seward ano
W hittier port and terminal facilities. The largest three
parcels are located in the remote area of Curry
(4,970 seres), Midway (3,811 scresi, snd Hesiy
(5,830 acres). These large parcels are mostly vacant
and are held by the railroad for controlling water-
shed, crowding gravel resources, and allowing future
deceit. ».-At or expansion of the railroad.

The three pieces of land not adjacent to tne
right-of-way are a presently leased 50-acre parcel in
Valdex that w u used to handle railcan from ocean-
going barges m support of the Alaska oil pipeline
construction and two parcels totaling 60 4 seres :bo
acres at Holy Cross and 0.4 seres at Tanansi mat are

leased aa docking and siongr areu by Yutana Barze

Lines.

N ative Village Selection Area Claims

Table 9 shows railroad lands that are loc>"£
within Native village selection areas. Claims have ;
filed by Niuve village corporations for virtually
railroad lands that lie within these areu. The extent
to which these lands will ultimately be conveyed to
the village corporations will depend on determina-
tions made by the Department of the Interior as to
w hich lands are actually used by the railroad and.
therefore, exempt from selection under section 3ie>
of ANCSA. The Department of the Interior puoluned
final 3(e) regulations that went into effect m late
1980, setting narrow standards for determining wmecn
lands are actually used by the railroad. Under tne
regulations, the railroad would not retain any leased
land or gravel reserves claimed by a Native corpor-
ation, and the' railroad's right-of-way would be con-
verted mto a limited casement right across land that
would be conveyed to the Native claimants. In the
first major claim for railroad land withui t village
selection area, the Fedenl/Slau Land Use Planning
Com mission (LUPC), an advisory body established by
ANCSA, recommended that 90 percent of the rail-
road’'s land holdings claimed by the EkJutna ViUage
Corporation should be conveyed. Thu recommenda-
tion includes all leased lands, all nght-of-wsy lands,
and substantially ill gravel reserves and would leave
the railroad with only a small storage yard snd one
gravel pit in this area. The railroad would retain only
240 scm out of iu present 2,700 seres in this area
Although the 3(e| regulations are now final, the De-

partment of the Jnunor hu neither formally ruled on
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Table 9
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the Eklutna claim oor bogun to proeaM other claims.
However, Department of .the Intenor officials in
Alaska end W ashington. D.C. hew indicated a willing-
ness to accept the bulk ol the LUPC'i recotntnenda-
tioru. Selections of railroad Ilend in other village-
areas r.re expected to follow the outcome of the
Eklutna deima. If the remit for all railroad lend
located in village selection areas follows the LUPC
recommendation, the railroad would lose up to 90
percent of its lends located in village selection areas.
This could mean the loss of 7.554 seres, or 19.8
percent of the railroad's total land holdings, the low
of 19 million cubic yards of (ravel snd rock reserves;
end the direct loss of 1230,000 per year in lease

revenue.

Cook Inlet Regional Corporation Selection
of Railroad Land

A problem that could affect vutuaily all railroad
lands, is the special selection authority of Cook Inlet
Region, Incorporated. CIR | considers substantially all
railroad land holdings, whether located in Native
village selection aress or not. to be eligible for selec*
tion. CIR1 has formally asked that ell railroad lands,
except those conveyed to villag* corporations, be
placed into the selection pool that was created by the
special statutory authority for CTRI to select lands
outside iu regional boundaries. To date, CIRI's broad
inurpreution of the law hu not been accepted by
the Department of the Interior, which maintains that
the CIR | selection pool cannot include railroad lands
ouuide the village selections areu However. CIR I is
expected to challenge the Department of the Inter*
ior's view. If CIRI ia successful in reversing the
Department of the InUrior's opinion either admmi*
stratively or in court, substantially ill railroad lands
would be subject to CIR I selection. It would then be
necessary lor the Department of the Intenor to make
a 30) actuai-use determination for all railroad lands
selected, not just railroad lands located within village
selection areu. The narrow standards in th . final 3(e)
regulations would then be applied to all railroad lands
and could m ult in the loss of virtually all ARR" s
teued lands, gravel reserves, and other properties

along the railbelt.

The Uses of Railroad Lands

The author* feel that the railroad's lands are u
essential to iU operations u are any of the other
ARR assets. They believe that if the ARR is to actu
a pen of the market economy of the suu, it must be
capable of exercising some degree of control over the
lands with which it is associated. Such control ranges

from absolute and perpetual surface control owr
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some of the land to more limited powers over other

types of rad property.

Lands now under the jurisdiction of the ARR

may be categorised u follows:

1. Main line and branch line nghu-of.way.
2. Terminals snd pons.

3. Lands leased to traffic-producing tenants.

4. M aterial source lands (for example, gnvel de-

posits).

o

Lands leased to nontxtffic-producm g tenants.

6. Lands held for future opcrauons and traffic
development.

7. Former nghte-of-way.

8. Other holdinp.

In the author;" opinion, each of these types of land
requires specific-protection if it ia to continue sup-
pomng the railroad m its role u a functional par-

ticipant in the state transport network.

Requiring the most protection are the main line
and branch line rights of way. The nature of railroad
operations requires that these lands be under com -
plete control of the railroad, including st a minimum

thenghtto:

1. Have complete freedom to add to or de.
from ‘e land any structures, roadbeos.
Adjacent rocks, or gnvel or to recontour tne
land as necessary.

2. Move track within the right-of-way or to add
or delete-track.

ties for

3. Provide loading snd unloading faci
railroad customers or for nilroad purposes.

4. Add structures u may be necessary for
operation.

5. Remove Wy vegetation w hich may se
required to operate or expand the railroad's
services.

6. Fence the right-of-way.

7. Opente any and all tm ns necessary.

8. Restrict or grant access to persons or vem-
eles as it sees fit.

9. Construct and maintain any drainage facili-
ties necessary to preserve the ngnt-of-wav.
10. Make any provisions necessary to protect the
operational capability of the right-of-way
even if this requires access to snd control of
lands beyond the normal nght-of-way limits

(e.g., avalanche, flood control).

11. Take such action as may br necessary tc

safely operate in situations where conflict

with other transport modes may exist.
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12. Place «XQ neceasary communications and
lignal devices within the nght-ofway or to
BAinuui Hpuiu rights-of-way for the**
Items wh i n neceasary.

The author* believe that all of thru element*
mutt be available to enable th* railroad to maintain
the property, pvovide for safe operations, protect the
public, meet public regulatory requirementt, operate
efficiently, and be responsive to economic opportun-
ities and influences. Th* normal mechanism required
to exercise these responsibilities is fee ownership of
the property by a railroad. In those relatively unusual
circumstances in which a railroad cannot obtain fee
ownership, then it occupies a land parcel via a rail-
road easement. This fives the railroad complete
control of all surface nfhts to the property, includuif
th* rifht to exclude th* fee owner from the property
and to exercise all of the functions noted above. Th?*
usual railroad nght-ofway is 100 feet to either side of
th* center line of th* mam line. It is very unusual for
less than this width of land to be available; however,
wider nghts-of-way are not uncommon. Th* Alaska
Railroad's enabling legislation specifies a right-of-way
width of 200 feet totalJ with a supplement of 50 feet
for purposes of operating a com munications system
where necessary. Terminal oi port lands usually have
no specific width related to track location. Rather,
they are specified in the more traditional types of

descriptions used generally in reai property.

Lands Providing for Railroad 1 ’attic Development
This category of land is second in importance
to that of rights-of-way and terminals. The import-
ance of this category goes beyond th* leas* income
generated by the property to the very essence of
railroad 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 ia usually quite difficult
to serve a customer who is not directly linked to the
railroad. On* of th* primary tools available to a rail-
road to solicit this type of traffic is land adjacant
to its nght-of-wsy on which a shipper can locate his
facilities or store hit goods. Thus, the lands available
for leasing to traffic-producing customer* contnbut*
much to the ability of the railroad to sustain its
present operation and to be economically viable.

Likewise, those lands which are available for future

"o "Tr»ffIt lew . *e*e oo
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leas* to traffic-producing customers represent the
long-term capability of the railroad to continue its

existence as an economic enterprise.

In the authors' view, the only mechanism which
will permit the railroad to manage these lands effect-
ively is complete control of their use. W hile there is a
clear obligation in ANCSA legulauon to honor
cxuung leases whether the landowner u the railroad
or another party, the only manner in which acontin-
uing commonality of intertst between the railroad
and future lease holders can be maintained is by
providing ownership of those parcels for the ruiroad
or by requiring any future owner to use them for rail
traffic purposes so long as the railrotd exists. It is not
at all likely that the land development interests of the
railroad and a future, non-railroad owner would
coincide since land sale or lease for non-rtilroad
purposes would frequently generate much mgner

income than would typical railroad uses.

Lands, Improvement, and Construction

Thu category includes those properties from
tthieh materials such ss jravei and rock are obtained
for maintenance and improvement. The authors feel
that a railroad must have long-term access to such

land as well as a fairly unrestricted ngh: to remove

m atenals as required. These needs are basic to tne
continuing operation of a ruiroad. because any
railroad's roadbed and track will detenorate rapidly if

not regularly maintained and ballast renewed period-
ically. This renewal requirement is particularly critical
in Aluka where th* amount of mouture dunng spring
breakup can, if not controlled, make track unusaole
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 -10.000 tons
of rock for normal maintenance. In addition to this
amount are requirements for emergencies and for
track improvements, industry access, and alignment
improvements, The latter items result from changing
demands of railroad traffic and operation patterns.
These are produced by such factor? u changes m car
types and commodities (such u 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 attract 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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absolute requirement forownenhip of th* property if
th* railroad hai th* access' aad retraction right*
m «ntion«d prarioualy or hu access to commercial
grsveh However, without railroad ownenhip of the
mctenals, th* costs of maintenance and improvement
will be mcrcmeed in two ways. One will be th* com -
mercial coet of gnvel and rock. Having to purehaa*
gravel at th* cunent con of 813 per ton would cor
the ARR a minimum of S2.SCO.000 annually for
normal maintenance. The*# corn would amount to
an additional charge of S1.49 for each revenue ton
carried by th* Alaaka Railroad (is 1980 dollari). In
addition to thia would be any aggregate demand* for
emergencies, new conatrueuon, or rebuilding. These
additional costa would uther have to be paaaed to
shippers (and. thus, largely to consumers) bv freight
rate increases or would have to be supported by a
public subsidy. Should increased freight rates be
chosen, they will probably make the railroad less

com petitive and result in higher subsidy demand*.

Lands Lasted to Nontraffic Produdnf Tenants

The lands lemsed to nontnaffic-producini tenant*
are not nscssaary to the continued operation of the
railroad, except where th* lands can be convened to
traffic-producing properties either by lease to cus-
tomers for plant location or by exercise of mineral
right*. How much these holdings may assist th*
railroad in its 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 thv railroad,
they do provide a major source of income which
permits lower freight rates than might otherwise be
the case. Should the railroad lose control of thi* land,
the lost revenue would have to be obtained from
other source*—either higher freight reus or public

subsidy.

Former Rights-of-Way Land

Thia 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 control* the land
of a former right-of-way extending eastward up the
M atanuaka Valley approximately 30 miles pan the
Sutton, Eika, and Jonesvill* coal fields to Chick™*-
loon. This right-of-way provides accent, to coal r*
sources and will be an essential ingredient in any
scheme to export coal from th* Matanuaka Valley.

According to ARR management, any railroad
depends almost entirely upon the way it can uae iu
lands if it is to operate effectively and to market that

operation reasonably. Without this ability to utilue

c- /0O
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lands, any railroad is clearly an unattractive invest
merit. Theref ire, without a satisfactory resolution ol
the current questionable status of Aluka Railroad
lands, any potential owner should be hesitant about
becoming involved with th# railroad. If he ihould do
»0 without obtaining the types of guarantees roecifird
above, it should be with the clear unders‘andmg that
this course of action may w*U lead to a large and

continuing dram upon hu treasury.

Em ploy** Concerns and Obligations

Frseem Situation

The Alaaka Railroad (ARR) ia a federal agency
under th* Federal Railroad Administration (FRA).
U.S. Department of Transportation. Few of the posi-
tions held by employees of the Aluka Railroad,
the only railroad opented by the federal government,
an found m other federal agencies since the m ajority
are unigue to railroad operations. The ARR em -
ployees, bailing significant railroad operational
exp#n*ne# anti knowledge, represent one of tne
railroad's most valuable asaeu. In addition, the ARR
employees have knowledge of the special raile
operational requutmenu for Aluka. with itsdiff
clim atic conditions and associated mainte

requirement*.

Declining Work Force. After the eomoleuon of
th* pipeline, the Aluka Railroad experienced aeenn-
ing traffic and revenues until the 19S1 fiscal year
(Jun* 1980). Sine* that time, significant traffic arc
revenue increases have occurred despite high interest
rates, inflation, and generally poor national econom ic
conditions.In the face of uicreuing 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.1

The following table demonRntet the personnel
levels by department in mid-April 1981, according to

a railroad manning report (see Table 10).

Orgsnirtd Labor and th* ARR. As regards
organised labor for iu employees, the Alaaka Rail-
road u similar to privat* railroads in the continental
Umud States. Unlike private sector railroads, how-

ever, most labor agreement* with the Aluka Ruiroad

*Braccqe th* ar Railroad if & federa\ W CX re n mo
Manually Urgtr t< between (ht acxnowltdiinent of atcnmnf
revenue tﬁf ic tnd a redducnon in tht oumoer of emmeeea
sia Would be experwnctd in private nurotd opelauon
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Table 10

Authorized n. Actual Numbers

ef ARR Employee*

SWkw § Talat A
MnMKmiw ec *3 7 t
Timanxiw 33* Tie 307 1S
Ene«wwx* 170 in 137 44
UM W iol 147 ta IX f
Martatm* 14 10 1 1
Tmsl m «2> us 74

art perpetu-Uly in effect until either organized labor
or the railroad management wtah** to open th* labor
iim m m u for rcntfotution. This factor hat inter-
esting long-range im plications in view of th* potential
transfer of th* railroad’s ownership and operations.
At th* prramt tun*, fit* unions r*pr*tsnt th*
Alaska Railroad employ***. These art listed in Table
11 along with th* number of tmploy*** which each

lepreaents.

The Full-Crrw Law. An additional arta of
eonctm regarding employe* operating agre«menu
and a change from federal status involves a current
Alaska statute, the full crew law—the only one l«ft in
the United Suits. It require* a fivt-man train crew,
including a locomotive fireman, for all trains. Cur-
rently, because it is a f*d*ral agency, the ARR is
exempt from this law and operate* iu trains on th*
basis of agrecmenu negotiated with labor organiza-

tions. Usinlly, these require only three- or four-man

crews for each train. If Alaaka doe* not repeal thia .

law dunng the coura* of any restructuring, it is
unlikely that th* railroad would ever be a self-
supporting operation. If the present full crew law
continue* in force, th* stat* should be prepared to
pay several million dollar* annually in subsidy for
unnecessary labor.

Thus, the Alaska Railroad's employe* situation
i* more complex than that of other railroads since iu
employees are generally not only member* of various
labor unions (similar to other railroads) but are also
federal employe** with all of the righu and benefiu
which are afforded paiticipanu in the federal govern-
ment's civil service system. The implications of
the** double protection nghU and benefiu for th*

proposed transfer are far reaching and significant.

Financial Im plication*

Another significant consideration in the poten-

tal transfer of the Alaska Railroad from the federal
government to the Sut* of Alaska s the financial
implications of employe* protection, including
federal retirement benefiu.

Th* current employe«t of the Alaska Railroad
have participated in and contributed to the federal
Civil Service Retirement and Ouability Fund. The
Alaaka Railroad has matched the contributions made
by each employee dunng their employment to date,
and these contributions have been made out of
railroad revenues. The federal Civil Service Retire-
ment System is under the jurisdiction of the U.S.
Office of Personnel Manigement.

The Civil Service Retirement md Disability
Fund is the accumulation of money held in trust by
the U.S. Treasury for the purpose of paying annuity,
refund, and death benefits to persons entitled to
them. The present Alaska Railrotd employees are
among the persons entitled to these benefits.

Th* identified federal commitments which were
made by th* Aluka Railroad to employees at the
tun* of employment include the total cost of relo-
cation back to the point of recruitment of any
employe* and family recruited from outside Alaska
when they choose to retum. Other employee com-
mitmenu include participation m the Fedrral Em-
ployees Group Life Insurance Program, health insur-
ance benefiu. accrued sick snd annual leave, credit
for time served u federal employees, turnaround trips
to the point of recruitment every two years (u distin-
guished from relocation), and protection anainst
arbitrary dismissal by the Mem Systems Protection
Board.

There are many unanswered questions related to
the employee* and protection of their rtgits These
question* can best be answered and the problems

Table 11

|
Labor Organizations Representing

ARR Employees

f mafovaai

OrpotMoo NHtnmiH
Aiiwian Tr§m Onoaicnm AMotut-on 70
Im M IM M *1 Rsu»av Gut-an 3’
Until* Tfanaoniiton union 137
A tw on Af*»fa(i*n ol Gortfnmani Emotovm* 315

IttntW AiAt Am ku IiOA of Mocnnftfll and

Aa*aataaa **< m 10
Toiaf 379

*Th# An tR *bﬂt«o« f Go#t<r»m#m £fno*o*a*» D4i*
m O'ﬁ\l
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aolved by th« M tnl government one* it k their
system «nd not Alaska's which has given the employ-
eee their protection. Failure to »olv* theee obliga-
tion* pnor to the transition phaM may wall lead to
lengthy and costly litigation at well a* to excessive
employee turnover. Thu*, careful conuderaLion of
that* factor! a* part of the federal trarufer legislation
would benefit all concerned.

We ihould alao note that several of the existing
labor agreement* will continur m force until either
the labor organisations or the railroad management
wishes to open negotiations. It is probably best that
the** agreements remain m force for a specified time,
after which they would bn subject to new negotia-
tion*. The transfer legislation could provide for such
negotiations and establish the framework for setting
labor agreemtnu.

In summary, ARR's legal obligations to its em-
ployees art extensive, and the federal government is
in a much better position than the state to provide
them with a proper transitional program. Such a
program would protect the employees, the State of
Alaska, and the federal government.

Finances

Its tutus as a federal agency complicates the
financial condition of the Alaska Railroad. For
example, none of the traditional measures of financial
health such as pnce-eaming. debt-equiiy, or even
rev*nue-ex pens* ratios properly portray the condition
of the operation. In addition, the burden of passenger
service (about 33 percent of all trains operated in
1980) distorts even the traditional railroad operating
efficiency measures which might otherwise be em-
ployed. Financial reporting is done by methods
and for reasons which differ from pnvste practice and
which are not even entirely consistent with federal
government standards. Similarly, public sector
capital budgeting and justification is not orgsmzrd or
presented using the methods of the rail industry. The
differences result both from conflicting management
objectives and requirement* for management infor-
mation which are dictated as much by federal control
as by the need to manage operations.

The ARR receives operational fund* from four

primary sources:

1. Revenues earned by transporting freight and

2. income from property leased to others.

. Reimbursable service* performed for others.

4. Congressional appropriations for acquiring
capital asset* and for major maintenance.

w

UNIVEHSIW Qp ALASKA INSTITUTE OF SOCIAL AND ECONOMIC <»E3=»3

This income is all placed into i tingle revolving fun
account with the U.S. Treasury sgsmtt whicr. tn
railroad draws t.o support its day-to-oay operation
and fund capital expenditures. Income placed in in
account remains available until extended by AR:
either for operations, capital expenditure!, or o
work authorized by eppropnauon.

Whtlr tht revenue from the railroad's o»-
operations is largely independent of external Car
trol.9 thorn resources obtained by Congremoni
appropriation are subject to many of the up
restraint! common to the budgets of all federal
agencies. These requirements dictate i bucceur
process which msy have both rcvenue-baied fundin
and appropriated funding used for similar purposes
while justification for their uae may be quite d:f
ferent. The justification for appropriated funair.;
is. similar to that seen for other agencies wr.ier
aeek money to maintain the existing property anc
operation* and to comply with icdcral guidelines
This is aomewhat different from the approacn usee
on most pnvate rail systems wnere budz”™-i-r
developed and justified on the basis of th e ?
biiity of operation* and the investment .ig
funded.

With this background, let us look in more a
at the railroad's financial situation. This analysis w.il
deal with the financial statements. rtvtnucs sr.s
expense* asset* and liabiliuti. and capital budgets.
We will review both the information available from
this material and its limitations. In addition, wner?
possible, we will explain the future implications of
these items.

Reporting Financial Information

The Alaska Railroad prepares three public
financial documents. One of these, tne capital susge:
and appropriation request, will be dealt wun m
another pan of this section. The other two ire tne
annual report and the monthly financial statements
While both provide useful information, they *re
limited in scope when compared to similar documents
prepared by pnvate railroads.

Annual Raports. The annual reports are pre-
pared following the end of each federal fiscal year
(September 30). They summanz* the previous year s
financial performances and contain a limited amount
of operatioral data at well at a narrative outline of
the previous year's events. The financial information
includes a bnef income statement, balance meet, ana

*Tl]e only rmmnt u ?n ts;?endi.turvi of thow rf»*nu*i a
(hil they"muu b* uwd for ¢ unchgn fuinoruta in* rsi.rsi.
m iu tnibling lefitltiaon. u »m»na*d.
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a ruwment of change* in financial petition. Non* of
th«M sre entirely continent with pnvat* practice in
stockholder reporu, principally -due to th* federal
statua. Th* difference* art most clearly apparent in
th* balance ahert where liabilities include only a
limited number of current item* and neither long-
term liabilities nor ttockholden' equity. The lone*
term liabilities do not exist since the railroad i* debt
free and need not provide for taxes. Substituted for
stockholder's equity is an item termed "Proprietary
Interest of the United State* Government,"” which is
the sum of ell federal appropriations plus retained
earning from operations.

Th* income statement varies from that of
private practice in that it does not account for fixed
charges other than depreciation. It is important to
note that the ARR, as is common with most rail*
roads, does not capitalise and depreciate it* track
structure.  Rsther, it uses the practice known as
betterment accounting. which charf** any replace*
ment maUnaJ icfardlesa of the amount of expend-
iture, to curTtnt maintenance expenses and capitalizes
only the improvement*. While th* result of this
practice Tor m pnvat* 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 appropriate.a to perform tome
major track maintenance (which becomes pan
of the propnetary inleresti, this work is effectively
capitalized (whether it involves replacements or
improvements) and is then not depreciated. Effec-
tively, this practice tends to understate the long-term
capital requirements to maintain an adequate track
structure while at the seme time, it overstates current
maintenance expenditures.

Table 12 shows the changes in fixed asset values
which hive taken place in the 1976-1981 penod. The
ui.reas* is du« primarily to additions to equpment
(mostly fifteen new locomotives) and to structures.

A difficulty on the asset side of the balance
sheet involves establishing the value of aisets. It
should be remembered that a considerable portion of
the ARR properties were transferred from other
federal agencies, often at a cost of only transport
charges or salvage value. The entire line from
W hittier to Portage is in this category. To what
extent this type of accounting for th* assets under-
states thetr true value is not certain. For present
day-to-day operational purposes, u is not of great
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 nte-mtking and
other purposes.
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Table 12 |

. . . |

End of Fiftcil Yur Fixtd Aims
in millioni) !]-
Daia
S/VI 170

Land* 37 37 81 43 m 37
Suiiemfi 1323 13.3* 1339 13 1S It 9« 11 31

Qin*» Stfurfum
d sKiliiitt 113 1) M169 110S9 10983 10763 107 jc

jauiamuni asdS aa93 4133 40093 4093 36 36
Nenootraiinf .
rtmm In 3.99 393 364 364 344
Tol#! State |
N eil 173a* 17134 16% 9% 1esftr 164 33 130 76

«Only murcntaftflsnfi ™ rnouete M mu niiuw i S#» Tafiia 9 ion
man al tfl IM 1 i

1

The lands controlled by the railroad are also not
included in assets, except for those directly purchased
by the ARR, because most of the land was trans-
ferred to the railroad at no cost by executive order
or public land order.

seuae# Alafftf Rtivoae smtnti# Slaiwvm i

Monthly Financial Statements. The monthly
financial statements are much more detailed man the
annusl report*. They provide both *n income state-
ment and a balance sheet m the same format as the
annusl report. However, each line item is funner
broken down into relevant details. Conc.-ptualiy,
the tame limitations apply to these statements
as to the annual reports. This investigation, however,
discovered an additional serious limitation: the
msbhtlity to isolate passenger- fron freight-semce
costs. While revenues are separately reponed. costs
are separated in only a few categories. Those that are
recognized appear to be only a few of the shon-term.
out-of-pocket costs. This clearly does not refiec: *.ne
full, direct cost of providing the passenger service,
which constitutes 30 to 40 percent of all tram miles
operated. Because of the importance of this function
of the ARR. we allocated the costa left unasaigned by
the financial statements and present them later in this
section.

Arother important difference between the ARR
and normal industry reporting occu*s in the area of
operational statistics, which allow the analyst to
prepare efficiency measurements. While the annual
report contains limited data on operations, me
financial statements have none. Those in the annual
report art not equivalent to those required of private
railroads in thsir annual reports to the ICC or even to
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many of thow prepared for stockholder*. This area
reprerent* an important deficiency in tha ARR'r
public reports.

With these explanations in mind, it ii appro-
priate to look at th* financial performance of the
Alaaka Railroad during the past several y*an.

Financial Performance

The AlaaJu Railroad haa experienced rather
vaned financial ctrcumitancei over th* put decade.
It experienced tome of ita beet yean dunnf 1975 and
1976 and tome of ita worn m 1979 and 1980. The
ARR's cyclic performance during theae yean ia
repretenucive of the entire financial and operational
hitiory of the railroad. It alto indicate! th* sensitivity
of the railroad'! financial performance to traffic
chancel which would be considered minor on moit
railroadi.

Table 13 (ummiruei'the income and expense
performance between October 1975 and September
1981. As can be teen, revenue* had fallen by 1979 to
half their 1976 level; expense* stabilised after 1977
and remained to through 1980. This indicates the
sensitivity of the profit or lou to changes in revenue
rather than to cost factors. This is a basic fact for all
light-density railroads; they must operate at certain
minimum levels if they are to handle available traffic
and maintain certain operable levels. That is what has
occurred on th* Alaska Railroad. To retain traffic, it-
hat had to maintain and operate the property at a
certain level. However, it would cost only marginally
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Table 14
1978 Revenues and Expenses
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more to operate at a ccruderaoly higher level,
generating much more revenue. The 1981 results fur-
ther illustrate this problem. As noted oeiow. tie
composition of costs and revenues provides signi-
ficant insight into the various cost factors.

Tables 14, 15, and 16 provide s more delated
analysis of 1978, 1979, and 1980 revenue* *-s
expenses distributed to freight and passenger :.** ee
and to other activities. It is important u note
that the method used by this analysis deveioos fully
allocated costs.10 That is. the method silocates both
the direct, short-term, out-of-pocket eosu and the
various types of joint cosu and overhead to the
appropriate service. This estimates th* resources used
to supervise the passenger trims' operation and
maintenance, to market and administer them, to
provide the incremental tracl maintenance required
by them, to service and nippl) them, and to control
their activities. It should be realized that if the
paaaenger trams were eliminated, many of these
joint and common costs would rtmsin. However, over
the long term, it would be possible to eliminate tnem

I°Wher» the financial ui«m«nu provided toceific con Brea,
ouu (such ik pt*A#nifr or fmim car mainifruncti. irtrt# o«
u«*d directly rather than btmf allocated
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or to divert the resources they represent to more
prouuctive uses.1l

The analysu indicates that the nonrail activities
have consistently shown a positive net income. The
freight service has shown a positive cash flow (net
income before deduction of depreciation) n 1978
and 1980, but 1979 indicates a S1.02 million cash
loss. For the 3 yean, the total cash gain on freight
operations was $2.48 million. While this is not
sufficient to cover all depreciauon'charges, it does
represent an impressive performance, particularly
when considered in relation to the weak Alaska
economy dunng this period. With freight and other
activities combined, the cash flow is positive for
all 3 yean, and total net income is positive (or
sera) in 1978 and 1980. This leaves the passenger
service as 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
American railroads dunng the post 30 yean.

Where ARR acteuHI|a| reeerdi did net sgeu |hcally allocate
? u to either rel%t 0r paaaenter eereice ware €0
[located using .met presente y the Interatate Cam-
merce. Commission to. the extent t ?ﬂune eraqu
itatgtmsmrgsmwoﬁ See Coda 0 Federal tulstieaa, Tit
*. Pan

B*Gc 7*

There are two possible csuscs for thr passenger
rervice't poor financial situation: excessive expenses
or inadequate revenues. An examination of the
various expense categories indicates that they are not
excessive considering the substantia! proportion of
the operations represented by passenger service.
Given the nature of passenger tram operations, this is
in fact a substantial compliment to the ARR manage-
ment. Thu result u confirmed by comparing the
ARR paaaenger service to that of the Denver and Rio
Grande Western (DiIRGW) passenger service for
comparable penods. Dunng 1978 to 1980. approx-
imately the same number of passenger train miles
were operated by both railroads. Expenses were aiso
comparable; however, thr D&RGW revenues were
50 percent to 100 percent greater, resulting in &
significantly smaller loss attnbuied to passenger
aervice. 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 paatenger operations positive. This is the basis ,
of a substantial long-term public policy question. It (

Table 16

1980 Rivtnuet and Expenses
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a also important to realize that, except for » modest
depreciation charge against pw n|«r service, thu
analysis ha* not included any capital cost*.

Sine* it app*arz that freight service ii a fairly
stable incom* source *v*n in tconomicaily depressed
y«an, it ii ujaful to examine th* effects of adding a
major additional long-term movement. For purpose*
of thu diacuaaion, it ia assumed that th* recently
announced ponding coal movement from Htaly to
Seward for export nw ita initial operation in 1980.
The revised income statement i* ahown in Table 17
baaed on the proposed 800,000 metric torn moving at
a raw of $10.10 per ton. Operation expen*** are
baaed on data supplied by ARR. and depreciation
con* are computed at current rates baaed on th*
assumption that all new equipment ia uaed for th*
movement. For this anaiytu, only freight and other

Table 17

1980 FinarKiai Performance wrth Potential
Coal Traffic
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activities are considered. The changes in performer
due to thu suigle movement are conuderaole
overall net income of SO becomes a positive SI.
million, and total cash generated goes from S3
million, to 15.37 million. Thu clearly indicates be
the dependence of a lignt-denmy railroad on nr.j
movement* and, more importantly, the posit:
effects of a subiuntisl traffic source with long-ter
proapect*.

Thu*, the overall indication is of * property tr.
has undergone substantial financial changes over tr
past 5 years. Although it ha* seen senous diminuuc
in the volume and ton-miles of avauaoie fret?:
traffic, there has been sufficient control of costs m
maintain an overall positive caih How each year aft
th* passenger service u deducted from the results
high-rtvenue. moderate-cost movement such as :-
proposed for coal could add stability to the perforr
anc*.

Capital Budgets

Unlike pnvaie railroads. th» AlalJta Ratirsi
doe* not have access to capital Ji car.r.i
borrow funds for equipment and cannot mortgage :
property to generate capiul. These factors mean tn.
the on<* methods of obtaining funds for r—:>
iirr-,;;v' sent* are through internal generation

da if m") charges or financial surpiusi r
apt J> art. It also means that it must h
ciei .pits' to pay cash for improvements.1:

tile 18 lists the capital and major mu:
Unance expenses between July 1975 and Sepien
b*rl980 along with the source of funds. Clear:;
about 75 percent of the funding came from aosr:
priationa rather than from earnings. As noted in tr
previous section, it Appears that the principal reaso
for this u the negative impact of passenger service o
income. It also indicates that without paueng?
service, th* ARR would have produced 57 79 miilic
internal capital between 1973 and 19SO insteac
the S1.2 million actually available. This would nav
reduced th* necessary appropriation from S17.3 mu
lion to S9.51 million, even assuming that no mone
had been tstained from earlier, more prosperou
yean. Clearly, the recognition of passenger service s
m public good requiring public support could have
major impact upon the railroad's capital bucge

flexibility.

AT tt|| metho d vt| mlraidi 1> purmue m

L* n| mlﬁrou Sﬁ W’ Iem %|«n.w, «men m

E *pe me &8 ? fice, »n« m,
| u over equipment offer

BI {H eeevn|¥ the i terest met tre ueutlty luotumur;

elow the pnme tite.
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Table 18
Capital and Ma'éo,r Maintenance Programs
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It is in cspiul budgeting that the Alaska Rail-
road differs the most financially from pmate oper-
ations. Thu difference results from, and is evident in.
several features of the budget, including the distribu-
tion among expenditure types, the budget process
and line item justifications, and the types of programs
included in 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 expensive. A locomotive costs
$750,000 to 8900,000, while can run 840,000 to
850,000 each. Thus, if an ARR budget is cut by
FRA, OMB, or the Congress, an event which occun
regularly, it is easier to reduce the size of track
programs than equipment purchases, since the former
tends to compnse a large number of smaller items and
personnel requirements. With track or structure
programs, at least some of the improvement can

"ACE 73

usually be made, but an equipment acquisition
program must often be written off entirely even if a
portion of the funding is not approved. A third
reason for these budget priorities u that it u easier to
repair older equipment and to keep it operating than
it ia to operate over track which has not been prop-
erly maintained. Ultimately, the differences in
budget priorities provide for physical faculties main-
tenance ui the manner of most federal ssencies. but
they do not necessarily respond to marxetpuce
influences.

The next difference between ARR's budget and
those of private capital arises in the budget devel-
opment process and the basis for project selec-
tion and justification. On private railroads, the
projects for s capital improvement plsn are developed
on the basis of either rate of return or net present
value of the proposal. The ability to contribute to
the profitability (usually long lerml of the organi-
zation is the primary enteru of selection. On the
Aluka Railroad, this does not appear to be stnctly
the case. ARR budgeting documents must conform
to U.S. Department of Transportation requirements.
These requirements rarely reflect a need to operate
profitably. Thus, the justification for projects in tne
ARR budget is almost inevitably based on cosm
minimization cntena or satisfaction of federal re
quirements. While cost minimization is an import-
ant pan of developing in efficient operation, it may
or may not reflect the most profitaole use of re-
sources. Such an approach also fails to consider the
opponumty cosu of alternative uses of capital.
Between the 1978 and 1982 budget requests, that of
1979 was the only one whicn contained a cost-Oenefit
analysis and a compuution of internal rate-of-return
for individual projects. In no esse was there an
attempt to estimate overall returns for groups of
projects. These overall numbers may be consiaerably
different from, the sum of individual returns due to
various project interdependencies snd timings. It
should be emphasized that the majority of these
problems result from the requirement that the ARR
follow federal budgeting procedures rather than
allowing its management to develop programs, as
much as possible, on the same basis as pnvate firms.

The final difference between ARR and pnvate
budgeting practices u the type of projects incor-
porated into the capital budget. The ARP.'s budget
includes both sinct capiul items and major main-
tenance, which would be part of ordinary expenses
under ICC accounting rules and witmn most private
organizations. This causes the income requirements
to b« understated. This proolcm is exacerbated by
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the un of betterment accounting for track structure
At explained etxber. Th* proportion of th* budget
which it actually devoted to maintenance rather than
to capital expenditures a difficult to teumate from
erailabi* data. Howtw, th* FY 1982 budget, at th*
minimum level, Kcu tuch items at cross-tie replace-
ment, Sack surfacing, vegetation control, equipment
repair and refurbishing, and building repair, non*
of whiefa appear to b* normal capital iutna Once
again, th* requirement to conform with ftdtnl
budgeting (thu tin* coupled with railroad b*u*nn*nt
accounting) distort* th* financial picture of th*
railroad.

Th* final capital budgeting item which require*
review it th* question of deferred maintenance. ARR
define* deferred maintenance at:

. the eeeuaiuUud aaiaunaac* tk«l weuld he** te

ia orCtt ta bnn* Lhe phyacal plant up lo

the auKrul condition ant capacity considered Mcnaary
le iraa— ntlaia the loeei at tn<t»i aet pdmeagec uifftc

In 1977, th* ARR eetirnated deferred maintenance at

"888.9 million, with thu increasing to 863 million by

1980. Of the 1977 total, 838.7 million was consid-
ered to be delayed capital expenditure*. >3 Table 19
ihowi the breakdown of th* 1977 total by func-
tional area. It is important to realize that the** areas
do not represent iutna which make it unsafe or
difficult to operate th* railroad. The** are items
which rtiould be programmed projects but have had
implementation delayed. It if tot unusual practice in
th* rail industry to adopt this strategy when revenue*
an not at an adequate level. Since much of th* pto-
grammtng s on a cyclical baais and the ium™* are long-
term assets the practice become* cnucai only when it
i* continued over an extended period. It is also possi-
ble to “trade” capital expenditure* in exchange for
higher current maintenance expenditures. Both are
par. of the situation at the ARR. Thu is particularly
true for th* roadbed and track category where many
of the charge* art for subgnde which should be up-
graded to eliminate future mainunance demand.
However, th* principal mult of not performing the
work will be higher current costs, not unsafe condi-
tions or major operational problems. This ia th*
nature of many of ARR's problem*, particularly the
delayed capital expenditures, although a good deal of
th* tie renewal appears to be true deferred mainten-

Thua, it appears that while deferred maintenance

J0|vre testa, the effect*fbetter ? eeenlin* for Voek ia
m rewe the t Penrnt level et deferred maintenance. Actu-
man track-related daferred-munienaM* itmaa ere de-

a ed capl aI expenditure*.

O
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Table 19

Deferred Maintenance by Functional Arm
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may become a long-term difficulty if there uiv«
large traffic increase (more than th* currently ?:
Jetted coal traffic), it doe* not i*cm to be i mit
current problem. Th* solution of tne r -e
remain* difficult to project until the type of
structure under which thu railroad will be

can be determined. If structured cone,
projected organisation may provide consi. j
potential to address the problem, ceruiniy more ms
the present federal structure.

Competitive and Regulatory Environment

Th* Alaska Railroad both competes ana coo
erates, with Alaska motor earner* and, through
barge connections, with marine earners operatu*
between Alaska and the United Suus. Because «-
local freight earned by ARR is unsuitable for ros
haulage due to its bulk, th* railrotd it relatively fr*
from local competition. The exceptions to this u
tome petroleum products movement and the loc
TOFC/COFC service between Anchorage and Fat
banks, which amounts to Isis than 10 percent of tr.
total traffic between these two points.

However, there are numerous examples of loc:
tariffs which represent cooperative arrangements. 1
fact, the Anchorage-Ftirbanks TOFC/COFC reprr
sent* on* such tariff, while others include gn.
between Delta and rail points, pipe from Seward :
Anchorage to Prudho* Bay, esmeni from Ancnorv
to intenor points, and petroleum products between
variety of place*. Table 20 lists several Abu*
Railroad tariffs which include through rates involvtr,
both the Alaska Railroad and motor camen. Moio
camera also provide drayage services in Anchoragi
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Table 20

AiaAa Railroad Tariffs Involving Joint
Rail-Motor Rates

Canaanid
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and Fairbanks for thr railroad. Tiblr 21 provides a
partial Uit of motor camera involvrd in joint arrange-
ments.

It is thr intrrlinr traffic which brings thr nil*
road into thr moat dixrct comprtition with pnvate
camrn. Howrvrr, rvrn htr*. "RR if functioning in
cooprration with othrr pnvatr firms. The naturt of
thr commodities moved makei thr interline cnffic
more competitive than thr local.14 Thr marine com-
petitors in thu service are Sei*Land Service and
Totem Ocean Tniler Expresi. who oprnte container
ships and roll-on*roll*off trader ships, respectively,
between Puget Sound ports and Anchorage. Both
alto have through tanff arrangements with motor
camen, as well as with the railroad.

The importance of this traffic is in the volume*
avsL’sble and its high value. The total' container,
trader, and radcar traffic through Anchorage and
W hittier is presently about 1,350,000 tons annually.
Of this, the radroad hauls about 250.000 tons. Some
of this is not subject to alternate routings (like heavy
machinery, many chemicals, heavy structural shapes);
however, most could move by any earner.

The shipper’s choice of earner is usuady baaed
on a combination of pnee and service characteristics
depending on value of cargo and delivery require-
ments. The mostrecent innovation used to influence
market share was the introduction of contract rates
by the railroad. These require the shipper to provide a
certain minimum number of carloads m exchange for
certain long-term rate maximums and service guaran-
tees. This type of rate was authonxed by federal
legislation in 1976 and hu begun to gain fairly wide

14See "Tram* |u*." M| foesd tiea *f Ib* com-
peﬁ?iere céfa'nmmodv(y ly (ML 0¢ & faacnpties con
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acceptance nationally only in the last 2 yean. It hu
created considerable controveny in Alaska, princi-
pally because of its success. It hu also been the
subject of court action and a congreuionally man-
dated ICC investigation to determine whether the
prices m the railroad's contracts are in conformance
with statuslory requirements. Preliminary results
indicate that the rates exceed the minimum levels
allowed by law and are well below maximum allow-
able levels.14

It is the Interstate Commerce Commission which

is responsible for regulation of the economic relations
of the various Aluka motor, rail, and water carriers.
Executive Order 11107 of Apnl 25. 1963, placed the
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 us competitors, both m
terms of marketing and in rate making. These two
sections provided that;

1. "The Secreury ... shall allocate ... a proper portion
of Uif capital inveetmeot or Utc railroad to ine
national_‘pqlbl_ic purpowt for which it hid orifinally
been built." iThva pan of the railroad ! valuation wu

to be deluded (ram the coau on which ratea were
baaed.)

S. “ ... Halve and charges ahall not be daemed lo br

umuat or unreaaorublv by reaaon of failure lo y-eidfIH}
aufficteni revenuti lo cover any amounts for u m w

hot actually required by law to be pud or provide a
return on capiul uiveatmant.”

Effectively these two provisions allowed the railroad
to retain most of its rate-making freedom. This
situation remained buically unchanged until 1980
when pasuge of the Staggers Rail Act (and the
subsequent appropriation bill) mandated an invest)-

1411 should also be noted that the ICC inveetnalion has. for
the rim lime, included a coat or capital for the federal inveit-
ment in the railroad aa a pan of tha baaia for deiermimns me
bfslny or ntaa.

Table 21

Motor Carriers Involved in Through Tariffs with
tha Alaska Railroad

Alena Weft fior*«. Inc.

8>t Stale Mete* le fil, in*.
Oriilm* Mvd Hfeiert

S-twr Star Termmwa. Inc

Pianiwe T/enuoaeiien Cemoonv
K a W Tnjctin* Comoanv. Inc.
Xadte* Oillwid MswMn. Inc
Mualua Fre-wtt Line. Inc
SowroewW 1aem a. inc

Waevee I€inert. Inc

jaurm  Alaeva hulreed Tantta 303S A end SOIt-1
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gauon of th* AiifkA Railroad's ail-water rates (the
competitive interline movetcenui to determine
whether they were in conformance with tha pnm-
mon* of tha act. Thu reprasented « substantial changa
in policy, once tha Stagger* Act contains vary specific
peonnon* regarding tha allowable coat basis for rate*.
Tha itatutory language of tha Act makes it cloar that
tha railroad ia expected to moot thoca cost-based
tariff requirement*, which now form much of tha
ifor tha interline rata making.1*

fnrrauon* of tha Staggers Rail Act provide tha
hoon for marketing and management of rail tarwca
deliveiy. They provvde for a good daal of latitude in
implementation; however, they do require that
economic efficiency be a baoic «*“ adoration in
daeatoping any aervica and pricing package. They
alao place a number of muicuona on the relation-
ihipa between camera.

Establishing a clear aet of pricing rulea for the
Alaska Railroad it probably the moot important
function of the new regulatory legialauon and the
subsequent ICC inveitigation. Theae rulea define an
area of marketing flexibility not previously available.
Theae aututory boundt for pricing alao allow the
railroad to compete more freely, end they protect lit
companion from predatory pricing. However, tt u
important that they be applied aa outlined in the
atatute if they are to be effectively implemented.
Artificial rettnctiont on the ARR do not appear to be
in the beet mureeta of either the itate, the ARR's
competitor*, or the railroad. If Alatka iato develop a
financially viable transport tynem, all participants
must become active companion rather than relying
on artificial constraints.
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The regulatory environment of the Stagger* Ac:
provides a tatting for both the competitive and
cooperative arrangements between the Alaska Rail-
road and other carrier*. The whole regulatory struc-
ture ia still ui the implementation stage, and the
precise spplicttion procedure for the NEW rysteir. ts
not yet known with any degree of eeruwtv How-
ever, it ia certain that the new regulations, if imagin-
atively applied by management, will provide the
railroad with considerable opportunity to improve its
profitability while simultaneously forcing improve-
ment m the quality of management data and its use
They provide a basic frimework for establishing me
Alaska Railroad as an integral competitive segment of
the state’s transport system.

Passenger Service

The Alaska Railroad provides regular scheduled
pamenger seme* and special passenger trains. There
an two distinct parts of the scheduled passenger
service: the long-distance sennet between Ancnor-
age and Fairbanks and the specialised shuttle service
between Portage and W hittier.

The Anchorage-Fairbanki sennet includes e-
press trains daily in eich direction with stops o ~ *
at Taikeetna and Denali Park dunng the surn””
tourist months (May-Septtmber). In sddiuon,
are three local mixed trains (passenger snd fra.,.,1
can) per week dunng the summer. The local trains
nop ss necessary for passengers slong the route snd
permit hunter*, fishermen, and hiker* to reach parts
of Alaska inaccessible by road. The mixed trams tie
limited by union agreements to a maximum of
twenty-five freight can per train unless granted a
special exemption. The express trains operate with
coaches, a dinuig car. a lounge car. i dome cv, snd s
baggage car for checked luggage. In the winter, there
ia mixed train paaeenger service once per weex.
Mixed trains in both summer snd winter have coscnes
and a dinar for pasaenger service. The summer crams
represent one of the most salable tourist attractions
in Southcentral and Interior Alaska.

Additional passenger service is offered by the
Alaska Railroad ui the fora of a shuttle tt*in be-
tween Portage and Whittier, a distance of 12.4 miles.
The train move* autos, trucks, buses, (with passengers
allowed to remain m their vehicles) on special quick-
loading flat cart and also carries passengers in coacnes
for th* 35-mmut* tnp, which includes three-and-one-
haif miles of tunnel*.

This shuttle train provide* access to the state
ferry seme# between Whittier and Valder and aeceis
for th* private and commercial boat owner* wno
moor theu craft at Whituer. The railroad is the omy

#
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means of overland franaportation to and from
W hittier. The equipmentonginaa* out of Anchonge
end miuni to Anchorage «ch jught. The diuttle
tnin from Portage to Whittier promdm a unm ir
achedule of three round trip* three days per week,
four round tripe two daye per week, and two tound
tripe on tha remaining two day* of the week. In
the winter, the diuttle makee two round tripe be-
tween Portae* and Whittier on Sunday, Wednoeday,
and Friday, returning to Anchor*** each night.

Table 22 indicates th* total number* of paasen-
fen earned by the Alaaka Railroad dunnf the tan
Cecal yean from 1971 to 1980. Passenger traffic
hae been increating annti'liy tinee 1975. Then wen
about 154,000 paaaenfen carried in 1953, making it
the highett year m paaaengtr eenrice or the railroad.
The paaaengen earned in 1979 reached the second
highett level (151,045) followed in 1980 by almost a*
many (150,678).

Table 22
A lt** Railroad Pesanqort Carried
FY 1A7TMMO
Fat* Yaw Pswssin
1971 4,000
1977 102.000
1973 74.000
1974 *4.000
1975 91.000
1976 94.500
1977 103.632
1971 126.277
1979 151.045
1990 150,678

Source. Alaska Railroad records.

Table 23 riiowt the paiaangtr atrvice in the
lait 2 yean. While the Anchongr-Fairbanka run
ejfferrd a traffic loss, then wu a substantial fain on
both the Portagt-W hittiershuttle snd special trauu.
The railroadoperate* eacunion train semce* for
special events such aa the Alaska State Fair m Palmer
and tceruc trip* to Seward.

It ia important for the State of Alaska and the
railroad to focus on the purpose and function of the
pauenfer service. The Stats has already provided
financial tubaidy to assist in meeting tome of iu
operational deficit and in providing improved shuttle
atrvice. The passenger equipment now in service is
old and will toon have to be robstantially rehabil-
itated to compete in the marketplcce. The passenger
can are, in general, well-maintained, but are now ia
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need of modernisation, including innallation of
ell-electric hasting and air conditioning. The intenon
have not been refurbished except for upholstery.
According to a memorandum by AMTRAK evalu-
ating the Alaaka Railroad pasaenger service, diuvd
November 21. 1979, thr estimated cost to rehabil-
itate paaacnger equipment would be about S6 million.
The railroad, in th* next few years, can keep suffi-
cient equipment in service, particularly with the
recent acquisition of tight long-distance coaches from
th* Southern Railway. In the long term, however,
the form, style, and mechanical aspects of passen-
ger tram same* m Alaska must be re-evaluated.

It should be clear from previous portions of this
report that if the State of Alaska ia to have passenger
tram tenner on the Aluka Railroad, it will require a
substantial public operational and capital subsidy.
The freight and other revenues of the railroad have, id
the put, been used u a subsidy supplement to the
passenger revenue. Thu ia known u "cross-
subsidy "—taking freight mcomt to pay for passen-
ger operating expenses. However, the authors feel
that such cross subsidisation isnot m the ben interest
of the ARR, if the nilroad ia to function efficiently
as a busmau enterprise within the Rate'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 passenger service ipsg*
20). Our analysis indicated that the cost of passen-
ger service it reasonable when comparing the number
of paiunger trains operated to the total number of
tnuns. Therefore, the operational cosu for passenger
service appear to be appropriate. The problem is that
there are simply an insufficient number of paisengrri
to pay operational costs. Raising fares to provide rev-
enue equal to such operational costs would reduce
the number of passengers served, leading to a continu-
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*t>on of the deficit.

Revenue end expense* have been eiloceted
between pemcnger and other catagone*. The reauiu
of theae allocattona may be found in Table 24. In
each of the peat 3 yean, paesenger aervic* hat ihown
a aubaUntial lot* while freight and other railroad
service* have rhown a pm. Thia ia true even ui the
light of unfavorable economic condition* and low
traffic volume* dunng the** yean. Th* financial
lota** in passenger aervK* have been sufficient to
cauaa th* Alaaka Railroad to have an overall loss.
Thu*, croee tubtidixation of paieen«*r itm n by
freight service clearly ia detrimental to the railroad.
The subsidy required for each puM ti|tr earned
we* w* follow*: 1978-S35.41; 1979-527.87, 1950-
534.57.

It dvould alao be noted that in thia anaiyii* th*
pamenter aervic* received credit for revenue from th*
vehicle* ae well aa th* pa*aen«en hauled on th*
Porup'W Imuer ahuttle aervic* and for mad and
betfat* revenue*.

Table 24
Aladia Railroad Revenue end Expenm

pv I*7*—t*ao
i*in

— FY 1¥71 XV I*7*  FY 1*80
g*senttee
evenue S1.50 S| 94 *2.09
Cam Eaoemes .35 6.17 7.80

Gem(low) (419 @21 (S5
Pkl M 7y %90
CmEpemes 2151 &FF 235
Getn (Law) 3.49 1.00 121

Note: OeereoeciQH_;]t*not included but may be found
Inin* i

Souren: Aiadw Rwlrosd repent; Imematt Commerct
Congniwaan Inv*tt>*ition; computed by Inttitute
ef Social end Economic Rnesrcft, Unrmuty ol
Alatka, and liven* and Asseoete*. Inc.

Paaeenpr eerricv ia important to Alaaka. it is a
service that can and ihould be previdad by th* ARR.
However, th* intereata of th* railroad and th* atat*
would beat be aerved if pamenter frvifht temct
were aepanted both operationally and by coat ac-
counting. In that way, paaaenfer aervic* would Kill be
provided u required and rtquntad, but with th* un>
dcmandinf that th* mrvic* require* public aubaidy.
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RESTRUCTURING ALTERNATIVES

Contra** may »oon pui legislation for Lhe
tranafer of th* Alaaka Railroad from the Federal
Railroad Admmtatntion, U.S. Department of Trans-
portation, to the State of Alatka. Before tucn a
tranafar can take place, th# State of Alatka must
determine the organizational nmcturv it will ute to
own and operata th* railroad. Thu organizational
atructura will moat probeoly become the bttu Tor
state lefialauon.

A potential approach to the state's ownership
and operauon of th* ARR ui the penod of transition
ia diacuaaed on pa*et 34 and 35 of thu report
("Alaaka Railroad Tranution"). The purpote of thu
section i# to deaenbe vanout organizational alter-
native* for th* itat* to conudtr before it telecu the
moat approprtau organization for the Alatka Rail-
road.

Exiftinf Organizational Limitation*

In selecting an appropriate organization for a
*tat*-owned ar.d/or itate-oper*ted Alatka Rulroac.
policymakers muat understand the limiutiont of t~r
exutin* organizational ttructure in order to a,
perpetuating them. The** limiuuo.,!l ue t
deeenbed below:

» Inability to Obtain Adequate Capital Invest-
ment Fund*. Although the Alaska Rauroad. like
any rail property, ia capital inteniive. the ARR r.at
no continuing means for obtaining adequate fur.es
for eaaential capital investment*. All capital I. ;s
for the Alatka Railroad have been obtained out of
th# revenue generated by the railroad or from
Congrasaional) appropriation*. The railroad isae=:
free, which u advantageous. However, the funcs
available from the two current capital sources,
revenue and appropriations, have been insufficient
to modernize much of thr car fleet and otner
equipment including paaaenger can. The process
for obtaining the needed capital appropriations is
difficult and usually political, providing the rail-
road with little assurance that the required funds
will be available when neccuary. The funamg
mechamsmi presently available also make it
impo«*ible for the ARR to realistically plan and
budget mote than a year ui advance. There is a
need for th* Alaska Railroad to be able to borrow
capital investment funds and/or to raise sucn
funds from a variety if public and private sources.

« Marketing iS Difficult Because of Competitive
Issue*. As a federal agtncy, the Alaska Rauroaa
face* difficult marketing cordmons. If the rauroad
markets aggressively, other transportation firms
allege that th* reasc.i for the railroad's traff.c
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aucceu it public financial up port. On th* other
hand, the Uck of adequate marketing may result in
tne need for public subsidy. The Intmtite Com-
mere* Commillion (ICC) *u mandated by the
Staggers Rail Act of 1980 to investigate such
allegations. The ICC study hai been completed
and found that the questioned rates charged by the
Alaaka Railroad are comperuatory and do not
constitute predatory pricing, at was alleged by
tome of ita marine and highway competitors.
The Alaska Railroad needi the freedom to agres-
lively market its transportation services.

Management Does Not Have Required Flexibility.
Alaska's economic activity ia dynamic, which
means that rail service needs alao change fre-
quently. Under its federal agency tutua, the
Alaska Railroad management does not have the
flexibility required to be responsive to changing
rail service needs. Even though the railroad has
enjoyed a certain autonomy through the years,
there art endless federal regulations which must be
followed in the transactions of daily business. The
ARR management need* flexibility in operating
the railroad if they are to make it a self-sufficient
component of Alaska's economy and if the ARR is
to contribute its full capability to Alaska's overall
development.

Employees are Unsure of Their Statu*. Most of the
employees of the Alaska Railroad belong to
unions in addition to being federal agency per-
sonnel. Therefore, the employees are uncertain
whether they work for a r lIroad or for a federal
agency. In effect, the railroad personnel have two
sets of rules by which personnel matters are
settled, and often three regulation* conflict, caus-
ing confusion and sometimes hampering perform-
ance. They certainly make administration of the
property difficult.

Needs for Rail Services Have Changed. The En-
abling Act for the Alaska Railroad established as
primary purpose* for the railroad the connection
of Intenor Alaska with open Pacific Ocean harbors
and the (Simulation of development. These pur-
poses have either been fulfilled or are no longer
applicable. There has not been a recent policy
evaluation or a determination for various aspects of
rail sennce in Alaska baaed on the change* which
have occurred. These include such changes at:

1. Statehood.

2. Energy development in Alaska.

3. Changes ui Alaska ports and port develop-
ment.

4. Marine transportation interface chsnees.

6. Railroad deregulation and availability of con-
tract rates.

6. Leu reliance on rail transit for defense
installations. -

7. Improvements in nonrailroad transportation
in Alaska.

Due to these circumstances, the state must dearly
determine the that the Alaska Railroad snouid
now play aa pan of the Alaaka transportation
system.

Alaaka Railroad is Burdened with Federal Agency
Requirement*. The Alaska Railroad, ui addition to
the requirements placed on other common earners
by federal regulations, mutt also meet various
federal agency requirements. Because it u a federal
agency, numerous reports are required of the
railroad that do not conform to railroad practices
or procedures. Th* railroad must, therefore, spend
time trying to force its operation into a format
which wa* designed for other federal agencies”®
This results in nonproductive time and uicreas«d|
documentation either ui preparing reports of no
significant management vmlue, explaining why the
Alukr Railroad cannot comply with federal
requirements, or explaining whit was reported in
an attempt to comply with external demands.

Procurement is Cumbersome and Slow, The Alaska
Railroad must follow federal procurement regula-
tions. Since the Alaaka Railroad is the only ratiroad
owned and operated by the federal government,
the equipment, materials, and supplies for the
railroad are not common federal agency purchases.
There are unnecessary delays ui obtaining essential
supplies snd. equipment which often limit the
railroad's ability to either anticipate or react to
market opportunities. The procurement process is
also a public process which tends to oreduoe
negotiated purchases and requires dueet casn
outlays, thereby uicreasuig the costs.

Passenger Service ia Subsidised by Freight. Rail-
road passenger service is more of a social service
than a buainesa. Fares (which could be higher than
they currently are) cannot be raised sufficiently to
cover the true cost of the service. However, rail
passenger service is publicly subsidised througnout
the United States and the rest of the world. Since
the rail freight service is used to subsidize passe .
ger service ui Alaska, the public has had to provide
the Alaska Railroad with tax revenues for its
operation, maintenance, and rehabilitation from
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tha# to time. Thu accounting lyrum on th*
Alaaka Railroad doe* not adequately aeparsU th*
freight and passenger coiu for railroad expenses.
There Ui n**d to separate th* freight and pisaen-
t*r com and to allocau th* passenger co«t to th*
public a* a soctal seme™*.
w
« Alaaka Railroad Cannot Negotiate Solutions to Ha
Problem*. A* a f*d*rai agency, th* Alaaka Railroad
hat a high d«frt* of public mobility. Thia land* to
produd* th* ARR'a negotiating aotuiioru to
ita problems or taking advantage of business
opportunitiM. In th* put, th* railroad ha* been
abl* to mak™* certain buainnt decisions without th*
necessity of Waahmgton approval. Recently,
however, then appears to bo a ahtft toward central-
isation of decuuon making which prevena negoti-
ation* for buuneia within Alaaka.

Railroad Perspective: Public Service or Businas*?

The hiatory of th* Alaaka Railroad bean out thia
split perspective of th* railroad, ia it public aervic* or
buaineia? Viewed hiatoncaily from a public aervic*
penp«ctive, th* Alaaka Railroad ha* been a success.
It hu generally accomplished iu public seme*
mission by connecting Interior Alaaka with open
Pacific Ocean porta. Th* railroad hu auiated in
developing th* urban communities in what hu been
called the *“Railbelt" of Alaska. Th* ARR serves
Alaska™ coal Reids; it hu opened up the Matanuaka
Valley agricultural areu: it hu fosterod settlement of
public lands. In addition, the ARR hu moved laige
volumes of commodities to end from Alaskan com-
munities and between them at | reasonable cost.
Products have been mad* available at affordable
transportation costa. The movement of military
personnel and mat*nil by rail hu aided the national
defense structure. The railroad has olro provided
passenger trains u a public service function.

However, th* view of the Alaaka Railroad front
the business perspective hu betn leu clear and more
InuramtenL  Th* buiuneu perspective involves
railroad economic* mteung fully allocated cosu plus
a mum on thr investment. The Alaaka Railroad hu
generally not been * iwoflubl* buauiem enterprise,
except for a few year* of substantial traffic resulting
from th* war or pipeline construction.

This dichotomy between public service and
business railroad operation hu been reflected in the
management and personnel of the Alaaka Railroad.
Marketing of th* railroad's wmces, an previously
mentioned, hu alao reflected this conflict of per-
spective. The management decision* which have been
mad* on th* railroad have, on occasion, reflected
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both th* public seiYic* and the buitncu perspectives.

Faced with the prospect of state ownership and
(or) operation of the Aluka Railroad, th* decision-
makers in the State of Alaska must decide wneLher
the property iato be governed from a public service
or a buaineu onenuuon. The long-range implications
of this decision for thr people of Aluka are signifi-
cant. Much debit*, discussion, and careful consider-
ation will be required to determine thu policy, and
th* state must also consciously decide wnere to dnw
th* line between the public service and business
sectors of th* enterprise.

On* major implication of the state's nilrotd
perspective i* ui th* selection of the organizational
alternative for th* Aluka Railroad. The organi-
zational structure chosen by th* sute will not assure
that th* railroad will be operated from the per-
spective selected, but th* appropriate organization
can halp to facilitate its operation within tn* frame-
work established by tho Saw of Aluka.

Finally, the transfer of the ARR to the sute will
provide Alaska with an opportunity to benefit from
the railroad's paat experience under federal govern-
ment operation and resolve the uncertainty and con-
flicu of running th* railroad u a public service versus
a businau operation.

Assumptions and Crittria for a State
Railroad Organization

Th* following assumptions concerning the rail-
road and iu relationship to the sute were used 10
develop tht criteria and proposals for an organizat.on
to operate a state-owned railroad:

1. The Aluka Railroad is to be transferred to
the State of Alaska without direct comper-
ution of the federal government, but wi-n
indirect cosu to the sut* for existing liabil-
ities and any requiremenu for capital invest-
menu.

2. Th* Sute of Alaska wuhes lo operate the
railroad in th* most efficient manner, mini-
mizing the cost to the taxpayers of the sute.

3. The Aluka Railroad is an important element
of th* Rate's transporution system, and any
stau investmenu relating to iransoorution
will be mad* with full recognition of ire
importance and intermodai nature of the
railroad.

4. The Alaaka Railroad can and will be reiDon-
sive to changing needs and opportunities for
tnniporu.ion services.

5. The railroad revenues are to be used to
provide essential rail service, maintain ar.c
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improve rail/osd property, and marl opera-
tional expenses.
6. Th* public's capital mmtnmii an to b*

protected.

7. Th* rail service rates an to remain compel-
fthr*.

8. Public railroad operational subsidies an to be
minimized.

9. Rail users in to receive food sendee, includ-
in( adequate service frequency, an adequeu
number of can, and appropriate car types.

10. The Alaska Railroad is to coopent* with
the state, local govemmentt. porta, busi-
nesses, industries, and other transportation
modes within established policies and legal
constraints.

Establishinc criteria deticned to meet the rail
atrvice needs of Alaska will enable the stale admini-
stration and ItfisLaturo to evaluate the organizational
alternatives subsequently described. Each organixa-
tional structure can be measured by tha exuni to
which it satisfies the following criteria:

1. Ability to obtain access to public and
private capital funds.

2. Freedom of management to make the
railroad's operational decisions within
established policies.

3. Clear-cut lines of management responsi-
bility and accountability for decisions.
Marketing freedom within tsublirhed poli-
cies and budietary constraints.

5. Gear decision-making authority without a

cumbersome and bureaucratic process.
Separation of freight and passenger service
functions and accounting.
Ability to efficiently procure necesaary sup-
plies, equipment, services, and matenais
within appropriate policies and budgetary
authority.

8. Management capability to make long-term
commitments within established policies.

9. Management freedom to negotiate solu-
tions to problems and to Lake advantage of
k iw i opportunities.

10. Industrial development capability on
Alaska Railroad land.

Performance-based personnel management,

including th* direct ability to hire, fire,

promote, train, supervise, and direct re-

quired railroad employes*.

12. Ability to provide financial and other
Incentives for performance.

We recognize that H may not be possible or

11
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acceptable to have a state orginizition which fully
meets all of these cntena. However, these criteria are
important in defining the long-term objectives for the
Alaska Railroad. The Sute of Alaska mould seek
an acceptable organizational structure which will
enable the railroad to operate u effectively as pos-
sible within these areas.

Organizational Alternatives Considered

When we began thu study, various alternatives
were considered possible. Among these were:

* Keeping the tutus quo—lettuig the ARR con-
tinue to operate as a federal agency.

¢ Allowing the ARR to operate as a federal
agency corporation like the Consolidated
Railroad Corporation (Conrail) or Atntrak.

» Selling the ARR to pnvate investors.

However, during the early stages of this study the fed-
eral government made clear iu intentions to divest
itself not only of th* ARR. but also of Conrail and
Amtrak. which precluded thr first two alternative!.
Further, the difficulty a pnvate investor would have
in financing the marginally profiuble ARR. ui addi-
tion to the complex issue of unresolved land-transfrr
problems, effectively precluded the third alternative.
Thus, there emerged but three remaining alternatives
that seemed to offer workable opportunities for t.ne
ARR. These included the sUt* (1| operating the ARR
aa a line agency of the sute, (2) operating it as asute
public corporation or aulhomy, or (3) leasing 1l out
for operation by a pnvate party. W* examine tnese
three alternatives in the following paragnpns.

Three Possible Alternatives
The Railroad as a Sute Line Agency

Under this.approach, thr sute would uke title
to the railroad in a manner similar to suie ownersnip
of such other iraniporution facilities as airports, the
Marine Highway SyiUm, and sute hignwsys. How-
ever, w* should note that the long-term availability
of railroad assistance funding from tne federal govern-
ment, either for capital or operating purposes, is very
uncertain. There currently exisu no trust fund for
railroads u there is for airporu or hignways.

Under thu alternative, the Alaska Railroad
would logically be made a division or some other unit
of the Alaska Department of Transportation and
Public Facilities. Tie railroad personnel would
therefor* become employees of the sute with all of
the benefiu available to other sute employees.

Policy direction for the Alaska Railroad is a
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state law M*ncy would com* from th* governor,
from th* legislature through normal legislative pro-
cesses, and from th* commiwionw of th* d*parun*nt
mvoK*4.

Thar* *r» im n | advantages to establishing th*
Alaaka Railroad aa a state lin* agency. Th* manage-
m*nt linn of authority and responaiblity would b*
cl*ar. Th* institutional structures and rwoureat of
th* Stata of Akuka could b* readily available for um
on the railroad. Alaaka Railroad employee* would
hav* th* fringe benefits tnd other advantages of tut*
employment, including reasonable job protection.
Sim.* th* railroad already ha* a cadre of <xpeh*nc*d
and trained operational personnel, th* transition from
federal agency status to state agency status would b*
easier thin other alternatives.

However, there are also significant disadvantages
in organising the railroad aa a sute line agency. The
ARR would encounur most of the same limitations
as a ast* agency as it new does aa a federal agency.
One of the most critical limitations would be the
inability to obtain essential capital investment funds
except by tut* appropriations. The competitive
issues related to marketing, management flexibility,
sute agency regulations, procedure* and require-
ment!; the potential for even more direct political
influence on operational decuiona; and th* public-
eetvice-versus-btuineta-onenuuon questions an all
disadvantages of this approach.

While th* u u agency alternative should be
considered, it clearly does not meet most of the
criteria established for a viable railroad organization.
If the Alaska Railroad is to idequauly fulfill iu
transportation role within iu technological limit-
ations, a suit agency organizational structure it th*
leest desirable of the three alumativea discussed in
this report. It would be unfortunate if th* SUU of
Alaaka were to place the AlaakaRailroad in an organi-
rational structure that oerpetuatad th* lireiutions of
federal sgency statue.

The Railroad as s State Rubtic Corporation
or Authority

There are precedent* for thia approach, both na-
tionally and inumauonally. Th* West Virginia Rail-
road Mainunance Authority and th* pntish Rail Cor-
poration, with some venations, will serve as examples.

The West Virginia Railroad Maintenance Au-
thority. Tht Suu of West Virginia has sines 1975
ownsd and operated a railroad17 similar in some
ways to the ARR. Th* West Virginia Mainunance
Authority (WVMA) coruuM of seven part-time

1'Th* S'm Viituiia Asilmad am ** M cwmmtmal paaanetra
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members, including the governor as an ex-officio
member. The other nx numbers an appomud by the
governor, with the consent of the suu senate, for
staggered 5-year Urma. Th* authomy selecu iu own
officers and cppoints an executive director Ithe chief-
administrative officer). Th* employees of the minor-
ity m West Virginia work for th* suu snd tre non-
union.

Th# WVMA had all the poweri .leeded to own
and operau a railroad. These powers include the abil-
ity to plan, carry out projects, acquire property, set!
or transfer property, contncu, and sue or be suea.
The WVMA may ms* capital vis railroad authority
nvenu* bonds. It may also icquirt railroad ng.nu tn
other sates, in addition, th* authority has the power
of eminent domain.

The railroad experience in West Virginia his
been generally niecesaful, and with some modifica-
tion. lessons learned there may be applicable to
Alaska.

Th* British Rail Corporation. Since iu inception
in the lau 1940s, Bmuh Rad hu operated u a profit-
onenud transportation company, providing boto
freight and paaaenger service. A govemmen*
pointed chMVman and an autonomous board -
ecion provide general policy for running the ¢
anon, with each director responsible for a pani«.,.or
facet of th* ope.auon (passenger, maintenance, capi-
tal investment, etc.).

British Rail's chief executive is responsible to
th* board and the chairman, at the same time serving
u a member of the board. The principal officers of
Bnttah Rail serve u the pleasure of the Chief Exec-
utive.

Th* levels and nature of British Rail's passenger
service are negotiated between the government and
the corporation, with the government paying for pass-
enger aervic* provided.

British Rail's capital investment package over-
seen by th* Minuter of Transport includes t 5-year
plan, the first 3 yean of which sue fixed Thu esuo-
lishes th* capital limiu, within which investments
must fall. British Rail can only borrow througn me
government, and major projecu must be reproved by
th* Minuur of Transport.

Th# ministry of Transport, through iu Railways
Division, oversees th* capital investment program of
British Rail. It also hu some safety responsibilities.
Regulation is not institutionalized. The marketplace
drives most policy decuions of Bntuh Rail.

**A eopy ol th* Wm Viremu Miinirnsnr* Authomy Act »
on m» st th* Alsu* Duptnmtfli of Transportation snd ?uai.c
Fstiiioca.
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Like tht Wtft Virginia Railrpad Authority, the
British Rail Corporation offtrs a pottnUii organiza-
tional model for the Alaska Railroad. If the Alaaka
Railroad, under state jurisdiction, were organized u
an authority or public corporation under carefully
worded Mate legulation, non of the federal agency
limitationa could be removed. Properly established
under thu approach, the Alaaka Railroad could meet
all of the criteria previously outlined for a ftate rail-
road organization.

The principal advantages of a public corporation
or authority alternative an an ability to obtain accne
to required capital funds and freedom to manage and
operate the railroad within policies eetablished by a
board. Management can be given flexibility and
responsibility end can also be held accountable for
iu decisions. Pasaenger service can be accounted for
separately and not subsidized by fnight service. The
state could determine the appropriate levels, loca-
tions. and other areas of passenger train service in ac-
cordance with their willingness to pay for the service
selected. The freight rail service could be marketed
and required to meet fully allocated cosu. Thus,
under thu organizational scheme, it might be pouible
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 State of
Aluka to own the railroad and contract with pnvate
enierpnse to provide for operations. The main
difference between thu and the other alternatives u
the operation of the Aluka Railroad by a pnvate
organization.

Several states, such u South Dakota and Okla-
homa, are using thu approach. These suus, among
others, have experienced abandonment of significant
rail line* that they considered essential to their
economy and transportation systems. These are using
state and federal funds to acquire and rehabilitate
extensive rail lines. The Department of Transporta-
tion. u a representative of the -sute. takes utle
to the rail property (usually excluding rolling stock).
The sute thin selecu a pnvate rai'road with the
required management expenence, skills, and interest
in operating iu equipment over the line to fumuh
shippers and receivers with rail service. An operating
agreement is negotiated with the pnvate common
earner for rail service. The operational limitations of
the railroad can be whatever the suu and the railroad
agree upon.

The negotiated operating agreement can include
such provisions u thr assignment of mainunance
responsibilities; liabilities: frequency, level, and type
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of rail service; car supply; revenues; and com. Thui,
all of the ippropnite cntena for a suu niiroid
organization can be reflected in the operational
agreement. Thu can even extend to the proyuion of
required capital.

A mtjor advantage of thu approach is that once
the operating agreement hu been negotiated, the
state hu only a supervisory or overseer responsioility.
plus whatever financial requirements have been
determined by the negotiations. The railroad aper-
ationi can include public service rail requirements as
well u being performance bued.

A subsuntial difficulty with this alternative for
the Aluka Railroad is that no pnvate raiiroad earner
ia operating within the cute. Too. there is the proo-
lem of the exuting Alaska Railroad personnel. Vthiie
the present railroad employees hive the necessary
knowledge of railroad operational peculiarities in
Aluka. these are federal agency employees, with
long-term nghu rather than pnvate employees whose
nghu are subject to negotiation. This could present
such a significant liaoility to prospective private
operators that it might be difficult to find interested
parties. Thu appi isch. therefore, may be impractical
unless the responsibility for the current Alasxa
Railroad personnel u jusumed by the Federal Rail-

road Adminutration, while a pnvate earner, witn ‘he”~H

necessary qualifications, can be ittracud as the
operator. However, no one knows at thu time
whether or not such a pnvat* operator exists.

One vanation to the alternatives descnoed above
is a concept under consideration in lowa. It isan old
concspt which hu proved successful in other organi-
zations but which is new in its spplicauon to rail-
roading. It involves the us* of a general partner and
limited partnerships.

A limited partnership is i very flexible institu-
tional anangemint which could potentially attract
substantial pnvate capital. A major consideration in
developing this 'institutional approach u the desig-
nation of the general partner. In order to legally
establish alimited partnership, it leut one financially
responsible general partner must be found or esub-
luhed. The State of Aluka could establish in organi-
zation which could become the general partner for
thu railroad venture. Although limited partners are
not subject to liability beyond their investment in the
partnership, there is usually no Ijmtt to the liability of
th* general partner.

A limited partnership u, by law, a nontaxable
entity. AU gains or losses from the venture flow-
directly back to thr investors (partnersi for tax
purposes. Partnerships arc thus attractive because
(1) there u no double taxation of income u with



=

page 34 UNIVERSITY Ok ALASKA INSTITUTE qf SOCIAL AND ECONOMIC RESEAHO

corporations ind(2) partner* can uiti full tax ad-
rwiUli of lovs, depreciation allowances, and uu
credits. Th* ability to tali* advantage of depre-
cation allowance* will become more important if tha
Reagan Adminutrauon'a accelerated depreciation
propoaal iaenacted. It would ba nectaury, of coune,
to examine lafal conatramtt ia Alaska for public
mvohretnent ia limited partnerahips. In lowa, thara u
no apparent constitutional prohibition against public
iavohrirmant in such arrangements.

It may ba pouibte in tuch a limitad partnership
to attract rail uaen. businessmen, pnvsta individuals,
and Aluka Railroad employees, among othan. Thua,
H would ba advantageous to thou with direct rail
intamu to aae the Aluka Railroad succeed u a
business venture while offering only limited indivi-
dual liability. The idea and concept may ba worthy
of funhr* conatderauon.

Aletea Ralroad Transition

Transition Legislation astd Problems

At noted earlier, tha Federal Railroad Admini-
ttration(FRA) hu datanninad that the original
intent of tha Enabling Act for e*ubluhing -and
operating tha Aluka Railroad hu bean mat and
federal responsibilities discharged. Thus, for the put
several years, several federal administrations and thr
Department of Transportation have dticuued divest-
iture of the Aluka Railroad by the federal govern-
ment. However, it hu only bean since January 1981
that the decision wu made to prepare legislation for
such a divestiture and implementation step* taken.

The FRA hu shown some urgency m getting the
transfer legislation introduced and passed. Thu
urgency results from a reduction of employees in the
Federal Railroad Adminutration, u well u desire to
cut the capital fund request of the Alaska Railroad.
FRA's schedule calls for pauing the legislation thu
fiscal year. The legislation proposes that thr Stair
of Alaska meat tht transfer conditions within one
year of enactment of tha legislation. Tha draft
legislation also provides for transferring tha Alaska
Railroad to other inuiested parties should tha Suu
of Alaska not meet the conditions for transfer within
this time period.

The propond legislation further embodies a
number of diaciirtionary ‘strings'™ attached to the
transfer which votild triable the federal government
to etuur* that the Suu of Alaska own and operate
the Alaska Railroad in a manner commensurate with
FRA's preconceived ideas. Fsilura by the suu to
conform U the provisions of the Act would be
pounds for the FRA to reclaim the railroad within a
10-ytar penod. The rationale for the continuing

federal inurest in the Alaaka Railroad is predicated
upon the offer of s no-con transfer to the suu.

In mmmary, there are numeroui problems
eeeocinted with the transfer of the Alukt Railroid
from federal to suu ownership. Federal transfer
legislation will likely be passed by Congress oefore
these problems have been resolved. The U.S. Depcn-
ment of Transportation hu not deurmmed the land,
the structures, the right-of-way, nor equipment to oe
Included in the transfer. Arrangements hive not yet
been made to provide for an orden> transfer of me
employees from federal agency sutus. There is no
organisational framework esubluhed wnhin Alasxa
to accept the ownership, operation, or employees
of the railroad. The FRA u anxious to relinqutsn
ownership, operation, employee, and funding respon-
sibilities of the Aluka Railroad. Thu couid poten-
tially result m postponement of major ARR opera-
tional decisions. Such postponement could jeopardise
the smooth long-range operation of me rauroad and
perhaps result in lost traffic—an event not in the best
inurest of Aluka. In addition, the employees are left
in asuu of “limbo,” not knowing for whom they _
will work, if they will have a job. how me transitic
will occur from federal employment, or wnat napp-
to the benefiu received ss a federal employee. T.
employees lack information, and many of their
questions cannot be saiufsetonJy answered at this
time.

Suu legislation will probably be required to
accept the transfer of the Aluka Railroad. The sute.
however, hu made no decuion on the transfer
question or on the organisational structure required
to own and/or operate me railroad. The current
railroad aaseu, obligations, and liaoilmes have not
clearly been defined, which leaves the sute wun
inadequate information on me snort- snd long-
Urm financial and other requirements accompanying
the proposed transfer.

The railroad needs to continue ooeration with-
out diaruption, since disruption would detrimenully
affect the state's economy and economic develop-
ment. And thu would come when economic activity

.iaquickly incnating .

These are some of the more imporunt transi-
tional problems. Unfortunately, these proolems have
not yet received the attention needed to determine
their full implications. Time snd additional efforts are
required to provide the Aluka decuion-maxers wun
the information necessary to act in the best interest
of the suu. The complexities and extent of these
transitional problems are likely to result in lees,
actions and court adjudication. A transitional bndir
is needed to factliuu me smooth transfer of tr.r
Alaska Railroad from the federal government.
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Ai Orderly Trastsrtion

Even if we w uni that aatizfactory federal
legislation can be drafted and patted by Congmt for
the tramfer of the Alaaka Railroad from federa] to
state owntjihip, there will remain a significant
penod for tnnaition. Along with land, employee,
competition, and various obligation problema. the
msooth tnrudrion to rtate ownaralup and operation it
a moat perplexing problem. How the tnnaition ia
handled will have either a positive or advene im-
pact—ong term aa well u abort term-on tha railroad
and ita opentiona a* well aa on the State of Alaaka.

Durin< thia tranntional penod, certain needa
Duit be met if the railroad ia to fulfill ita important
and apecial transportation function in Alaaka. Theae
include the need to:

« Continue the freight and passenger operation
of the Alaaka Railroad.

e Preserve aa many potential operational and
organizational alternatives for the tute
aa poaaible.

« Provide adequate legal protection for the
Alaaka Railroad throughout the transi-
tional penod.

e Provide interim protection and transitional
aaaiitance for the employees of the Alaska
Railroad.

* Provide adequate time for adjudicating the
legal Umw which have been raised by the
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transfer question, such u land title, equip-
ment and railroad property, employee rights
and benefits; «ruling or pending court cases,
railroad agreements, contracts, and obli-
poors.

« Establish an orderly process and procedure
for solving problems wruch have been identi-
fied or which may anae dunng the transition.

* Provide the time requued for the iuu admin-
istration and the legislature to consider the
issues, to seek solutions to problems, and to
deliberate carefully on the implications of
each proposed state legislative bill without
being faced with a stringent schedule and
a aiaia-type atmosphere.

Given the general mood of the Reagm Adminis-
tration and the Congress to reduce federal expend-
iture* and the federal perception of great Alaskan
wealth, it ia quite possible that Alaaka Railroad trans-
fer legislation will be paaaed -his year. The Sute of
Alaska will probably be faced with the need for a
package of legislation which sets the tone and organi-
zational framework for atate ownenhi; of '-he raiii
road if Congress passes transfer legislation. Unde"
these circumstances, there is a genuine need to
provide for an orderly transition from federal to tute
ownership. Sufficient time must be allowed to work
out the myriad transitional problems.
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HOUSE BILL 485

I HAVE INTRODUCED HB 485 -» AN ACT AMENDING PROVISIONS
RELATING TO A SOLICITATION FOR OFFERS TO PURCHASE OR OPERATE
THE ALASKA RAILROAD AND PROVIDING FOR AN EFFECTIVE DATE™ TO

CLARIFY SOME QUESTIONS REGARDING THE ALASKA RAILROAD

CORPORATION ACT.

ON JULY 6, 1984, SCS CSHB 512 (FIN) WAS SIGNED INTO LAW. THIS
ACT ESTABLISHED THE ALASKA RAILROAD CORPORATION TO MANAGE AND
OPERATE THE ALASKA RAILROAD. THE CORPORATION OFFICIALLY TOOK
OVER THIS RESPONSIBILITY ON JANUARY 6, 1985, ONE DAY AFTER THE

ALASKA RAILROAD WAS TRANSFERED TO STATE OWNERSHIP.

THE STATE OF ALASKA PURCHASED THE ALASKA RAILROAD FOR $22.3
MILLION. AN ADDITIONAL $10.9 MILLION WAS APPROPRIATED BY THE
LEGISLATURE FOR OPERATING AND CAPITAL EXPENSES. THIS VALUE

WAS DERIVED BY DETERMINING:

A. THE PRESENT VALUE OF THE RAILROAD®"S NON OPERATING REAL

ESTATE, THIS WAS VALUED AT $47.8 MILLION

B. THE PRESENT VALUE OF CONTINUING RAIL OPERATIONS BEYOND TEN
YEARS IN PERPETUITY (INCLUDING START UP COSTS)
THIS WAS DETERMINED TO BE A NEGATIVE VALUE OF

$25.5 MILLION.



QUESTIONS CONCERNING THE REVERSION CLAUSES BOTH IN THE STATE

AND FEDERAL ACT OFTEN ARISE.

SECTION 610 (a) TITLE 6 OF THE FEDERAL ALASKA TRANSFER ACT
STATES:

IF WITHIN TEN YEARS AFTER THE DATE OF TRANSFER TO THE STATE
ANY OR ALL OF THE REAL PROPERTY TRANSFERRED TO THE STATE 1S
CONVERTED TO A USE THAT WOULD PREVENT THE STATE OWNED RAILROAD
FROM CONTINUING TO OPERATE, THAT REAL PROPERTY INCLUDING
PERMANENT IMPROVEMENTS TO THE PROPERTY SHALL REVERT TO THE
UNITED STATES GOVERNMENT, OR, THE STATE SHALL PAY TO THE
UNITED STATES GOVERNMENT AN AMOUNT DETERMINED TO BE THE FAIR

MARKET VALUE OF THAT PROPERTY AT THE TIME OF CONVERSION.

IF WITHIN 5 YEARS AFTER THE DATE OF TRANSFER THE STATE SELLS
OR TRANSFERS ALL OR SUBSTANTIALLY ALL STATE OWNED RAILROAD TO
AN ENTITY OTHER THAN AN INSTRUMENTALITY OF THE STATE, THE
PROCEEDS FROM THE SALE OR TRANSFER THAT EXCEED THE COST OF ANY
REHABILITATION AND IMPROVEMENTS MADE BY THE STATE AND ANY NET
LIABILITIES INCURRED BY THE STATE, SHALL BE PAID INTO THE

GENERAL FUND OF THE TREASURY OF THE UNITED STATES.

SECTION 610 - THE FEDERAL REVERSION CLAUSES ALSO PROVIDES FOR
REVERSION REQUIREMENTS IF THE STATE DISCONTINUES USE OF RIGHT
OF WAY LAND, OR LAND WHICH LIES WITHIN THE BOUNDARIES OF

DENALI NATIONAL PARK OR THE CHUGGACH NATION FOPEST BOUNDARIES.



THESE ARE THE FEDERAL REVERSION REQUIREMENTS. THE ALASKA
RAILROAD CORPORATION ACT SEC. 42.40.260 (B) STATES: EVERY
FIVE YEARS THE ANNUAL REPORT OF THE ALASKA RAILROAD
CORPORATION SHALL INCLUDE AN ANALYSIS OF POTENTIAL SALE
ARRANGEMENTS WHEREBY THE CORPORATION MAY BE TRANSFERRED INTO
PRIVATE OWNERSHIP. THE ANALYSIS SHALL INCLUDED DOCUMENTATION
OF AT LEAST THREE OFFERS TO SELL THE CORPORATION INITIATED BY

THE CORPORATION DURING THE LAST FIVE YEARS.

COMMITTEE SUBSTITUE HOUSE BILL 485 (TRANSPORTATION) DELETES
THE REQUIREMENT FOR THE ANALYSIS TO INCLUDE DOCUMENTATION OF
AT LEAST THREE OFFERS TO SELL THE CORPORATION. RAILROAD
MANAGEMENT HAS STATED SEVERAL CORPORATIONS HAVE EXPRESSED AN
INTEREST IN PURCHASING THE ALASKA RAILROAD. TO DATE, NO
FORMAL REQUEST FOR PROPOSALS HAVE BEEN REQUESTED BY THE
CORPORATION. BY DELETING THE REQUIREMENT TO DOCUMENT AT LEAST
THREE OFFERS TO SELL THE CORPORATION, WE ARE OPEN TO CONSIDER
ALL OFFERS. IN ORDER TO DETERMINE WHETHER OR NOT WE WOULD
CONSIDER CERTAIN OFFERS, WE NEED TO KNOW WHAT SORT OF OFFERS
ARE OUT THERE. MANY TIMES IN NEGOTIATING SUCH SALES WE LIMIT
OURSELVES TO A NARROW CRITERIA WE FEEL WE NEED TO MEET.
INSTEAD, THIS WOULD ALLOW US TO VIRTUALLY SAY, ™"BRING ALL
OFFERS YOU HAVE RECEIVED IN THE LAST FIVE YEARS TO US FOR
CONSIDERATION". WHILE ONE PARTICULAR OFFER MAY NOT MEET SOME
OF THE NARROW CRITERIA WE INITIALLY THOUGHT WAS NECESSARY, IT

MAY OFFER US SEVERAL OTHER VALUABLE ALTERNATIVES WE HAD NOT

CONSIDERED.



AS THE ALASKA RAILROAD IS A VALUABLE IN-STATE TRANSPORTATION
MODE, WE NEED TO NOT ONLY LOOK AT THE "BOTTOM LINE™ BUT WE
MUST ALSO LOOK AT IN STATE TRANSPORTATION NEEDS AND
ALTERNATIVES. WE MUST CONSIDER IF ANY PROPOSED SALE IS TRULY
IN THE STATE®"S BEST INTEREST OVERALL. TO DO THIS WE NEED TO
EVALUATE ANY AND ALL OFFERS, AND WEIGH THE ADVANTAGES AND

DISADVANTAGES IN ALL AREAS.

HOUSE BILL 485 PROVIDES US THIS OPPORTUNITY. THE ORIGINAL
TRANSFER ACT REQUIRES AN ANALYSIS FOR POTENTIAL SALE
ARRANGEMENTS TO BE CONSIDERED WITHIN 5 YEARS OF THE TRANSFER
DATE. HOUSE BILL 485 ESSENTIALLY BROADENS THE LANGUAGE TO
ALLOW US TO CONSIDER ALL OFFERS RECEIVED WITHIN THE FIVE YEAR

PERIOD.

I FEEL THIS WILL ENABLE US TO PROPERLY EVALUATE POTENTIAL SALE
OFFERS IN ALL AREAS AND THUS MAKE A DEICISION THAT IS IN THE

STATE"S BEST TRANSPORTATION AND FINANCIAL INTERESTS

THANK YOU FOR LISTENING. I URGE YOUR SUPPORT OF HB 485.



PROPOSAL TO SELL AK RAILROAD

(A) ASSET APPRAISAL X INVENTORY

1-Land

2-Equi pment
3-Facilities
4-0ther Assets

(B) COSTING ANALYSIS BY TYPE OF SERVICES

1-Frei ght

2-Coal (local X export)

3-Gravel

4 -Petroleum

5-F"i pe

6-TOFC-COFC

7-Interline

B-Passenger (Anch.-Fairbanks,Whittier,Seward & Charters)

(C) DETAILED MARKETING PLAN
1-Frei ght
2-Passenger
3-Real Estate
4-0ther
(D) LONG-RANGE PROFITABILITY ANALYSIS

1-Pro-Forma Financials
2-Real Estate Potential

(E) MODELS FOR FINANCING PURHASE
1-Hiring off 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-OQutstanding Issues ( Federal Transfer Act )
2-Native Claims

<J> ANALYSIS OF LEGAL CLAIMS



)

Q)

)

Q)

ANALYSIS OF LABOR CONTRACTS

l1-Impact of Federal Transfer Act
2-Retirement Benifits (Federal % Corporation)
3-What kind of employee protection

DETERMINE TYPE OF SALE (ANALYSIS)

1-Whole
2-Part
3-Comb ination

DETERMINE STRUCTURE OF SALE (ANALYSIS)

l1-Lease

2-Lease / Purchase

3-0utright Purchase

4-What Services To Be Retained

IDENTIFICATION OF PROSPECTIVE BUYERS

PREPARED FOR HOUSE TRANSPORTATION COMMITTEE

H.B.4S5

2-24-SS / G.D.VALINSKE



Date referred: 2/15/788 FURTHER REFERRALS: Labor & Commerce

DATE:
The Transportation Committee has considered HB 485
"An Act amending provisions relating to a solicitation for.offers to

purchase or operate the Alaska Railroad; and providing for an effective
date.™

RECOMMENDS:
[ V\ replace with C.S b\&> (7rsp>) [ 1 the same title
[ Jattached amendment(s) L a new title

[i/f do pass

[ 1 do +wot pass

[ 1 no recommendation

[ 1 individual recommendations
[ 1]

additional referral to the Committee

ADOPTS: [ 1 letter of intent

ATTACHES NEW FISCAL NOTE(s):

L Jfiscal impact [ ]same as previous fiscal note
zero TFiscal note published
[ Jzero with analysis [ ]same as previous zero fiscal

note published
SIGNING OTHER RECOMMENDATIONS:

Chairman®s signature
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FOR ALL MEMBERS ON THE HOUSE
FACT SHEET - BETTE CATO *
HOUSE BILL NO. 485

An Act Amending Provisions Relating to a Solicitation for
Offers To Purchase or Operate the Alaska Railroad; and
Providing for An Effective Date.

1. WHAT THIS BILL DOES.

HB 485 deletes the second sentence of AS 42.40.260 (b)
which is part of the 1984 Alaska Railroad Corporation Act
("ARCA"™). Although every five years the Alaska Railroad
Corporation®s ("ARRC"™) annual report would continue to
analyze potential sales arrangements to private owners, it
would not be required to document at least three offers to
sell its assets during the same period of time. This
provision of the current law would be repealed.

2. IS THIS LEGISLATION REALLY NECESSARY?
Yes. When the State purchased the Alaska Railroad in
January, 1985, it agreed to many sale terms. Those terms

included a provision in the federal Alaska Railroad Transfer
Act ("ARTA") which requires the State to turn over any
profits of a subsequent sale to the United States, if the
sale occurs within the first five years of State ownership.
This period ends on January 5, 1990. Despite this onerous
penalty, State law presently requires ARRC to make attempts
to sell all or part of its assets during the same period of
time! Since it is extremely unlikely that the legislature
would approve an early sale under these circumstances, the
huge and probably unnecessary cost related to researching,
preparing, soliciting, and negotiating meaningful sale
arrangements should be avoided by repealing this portion of
AS 42.40.260 (b).

3. WILL THIS MODIFICATION PREVENT SALE OF THE RAILROAD OR
DISCOURAGE ACTIVE SOLICITATION AND CONSIDERATION OF SALES
POSSIBILITIES?

No. ARCA®"s section 940 will remain unchanged. It
permits the governor to sell or lease the Alaska Railroad
under certain conditions at any time. A sale must be
approved by the legislature. In addition, the modification
will not eliminate the legislature®s original desire that
ARRC pursue a disposal of its assets. Every five years, the
corporation will continue to analyze transfer opportunities
for the legislature®s consideration.
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4. IS A MODIFICATION WHICH SIMPLY EXTENDS THE TIME PERIOD
FOR SOLICITATION OF SALES OFFERS A MORE ATTRACTIVE
ALTERNATIVE?

No. Although the ARTA early sales penalty can
certainly be avoided by extending the first deadline for
solicitation of sales offers by ARRC beyond January, 1990,
total repeal of the "three offers" requirement is preferable
to continuing an artificial and wasteful stimulus to sales
efforts. Instead, potential sales arrangements should be
initiated by market opportunities and State needs. Sales
profits should not be needlessly diminished by huge costs
related to premature sales preparations. Additionally, in
the interest of economy, efficiency, and fairness to those
involved, only those offers which will clearly serve State
needs and Ffulfill its expectations should be solicited.
Unless HB 485 1is passed, the railroad will be required to
mechanically solicit disposal offers before the State has
had an opportunity to consider what long-term railroad
operations and operational alternatives will best serve its
needs. Direction must be provided to those involved in the
disposal process explaining how the railroad will be
operated and under what terms and conditions it will be
sold. Much time, money, and effort will be expended in the
inventory and evaluation of railroad assets and operations,
analysis of profitability projections, selection of sales
alternatives and terms, 1identification of acceptable buyers
and their qualifications, and negotiation of operating
restraints and conditions.
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