


F IS C A L  N O T E

Revision D ate :___________ _______________________________________________Dept. A ffected j_____________ Department of Law
Title: . . . relating to the fiscal operations o f the__________BRU: Civil Division_____________________
Alaska Railroad Corporation and to land . . .  fo r railroad purposes . . . Component: General Legal Services___________
Sponsor: House Rules Committee by request o f LB&A________ ___________________________________
Requester: House Transportation Committee___________________ COMPONENT SERIAL NO. 2 0 8 7

STATE OF ALASKA BILL NO. HB 55
1997 LEGISLATIVE SESSION

Expenditures/Revenues___________  (Thousands of Dollars)
OPERATING EXPENDITURES FY 9 3 FY 9 9 FY 0 0 FY 01 FY 0 2 FY 0 3

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

3 2 2 .5 3 2 2 .5 3 2 2 .5 3 2 2 .5 3 2 2 .5 3 2 2 .5
8 .7 8 .7 8 .7 8 .7 8 .7 8 .7

5 8 .5 5 8 .5 5 8 .5 5 8 .5 5 8 .5 5 8 .5
6 .3 6 .3 6 .3 6 .3 6 .3 6 .3

1 9 .5 1 9 .5 1 9 .5 1 9 .5 1 9 .5 1 9 .5

•
TOTAL OPERATING 4 1 5 .5 4 1 5 .5 4 1 5 .5 4 1 5 .5 4 1 5 .5 4 1 5 .5

I CAPITAL EXPENDITURES I I I I ! I

(CHANGE IN REVENUES ( ) I I I I I I
FUND SOURCE (Thousands o f Dollars)
1 0 0 2  Federal Receipts
1 0 0 3  GF Match
1 0 0 4  GF
1 0 0 5  GF/Program Receipts
1 0 0 6  GF/MHTIA 
Other

4 1 5 .5 4 1 5 .5 4 1 5 .5 4 1 5 .5 4 1 5 .5 4 1 5 .5

TOTAL 4 1 5 .5 4 1 5 .5 4 1 5 .5 4 1 5 .5 4 1 6 .5 4 1 5 .5
Estimate of any current year (FY97) cost: $ 0 .0
POSmONS
FULL-TIME 3 .0 3 .0 3 .0 3 .0 3 .0 3 .0
PART-TIME
TEMPORARY

ANALYSIS: (A ttach a separate page if necessary)
This bill w ould place the  Alaska Railroad C orporation under th e  Executive Budget A ct (AS 3 7 .0 7 ) and  would 
tra n sfe r o w nersh ip  of all railroad land to  the s ta te . U nder th is  bill, land n ecessa ry  for railroad operations would 
be m an aged  by th e  co rporation. The rem ainder of w h a t is p resen tly  railroad land would be m anaged  by the 
D epartm en t of Natural R esources.

The A laska Railroad C orporation h a s  its ow n legal co unsel to  adv ise  it on land m anagem ent questions. Should 
o w n ersh m  of th is land be conveyed  to the  s ta te , legal advice w ould be provided by the D epartm ent of Law. A 
num ber of th e  properties of th e  ARRC have pre-existing environm ental contam ination  problem s. H azardous 
s u b s ta n c e  c leanup  and liabiliry issu es  need to be reso lved  prior to  tran sfe r of title to  th ese  lands to the S ta te . 
DNR will need  legal a ss is tan ce  from  the  D epartm ent of Law in resolving th e se  issues. Given th a t 3 8 ,0 0 0  acres 
of land are involved in the  p roposed  transfer of title, a t least tw o  a tto rn ey s will be needed to a ss is t in the 
env ironm ental liability a sp ec ts  of the transfer.

Prepared by: Fred Fisher______________________________________________ / ________/  Phone: 4 6 5 -3 6 7 2
Division: Administrative Services Division Date: 2 /7 /9 7
Approved by Commissioner:_________________Bruce M. Botolho, A ttorney General  D a te :_______2 /7 /97
Agency:___________ __________________________Department o f Law_______________________

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For furthor distribution information, call tha Governor's Legislative Offico
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ANALYSIS CONTINUATION:

F IS C A L  N O T E

S T A T E  O F  A L A S K A  B IL L  N O . H B  5 5

1 9 9 7  L E G IS L A T IV E  S E S S IO N

The federal Bureau of Land M anagem ent (BLM) has still no t tran sfe rred  title to  certa in  A laska Railroad lands in 
A nchorage an d  Fairbanks to th e  ARRC under the  federal A laska Railroad T ransfe r A ct of 1 9 8 2  b e cau se  of 
environm ental cleanup  issues. O ne of the  properties to  w hich the  ARRC has been  g ran ted  an  exclusive u se  
license has been  listed on th e  Superfund National Priorities List by the U.S. Environm ental P ro tection  A gency 
(EPA) and  th e  ARRC w as nam ed a s  a d efendan t by the  United S ta te s  in an EPA cleanup  law  suit. T he ARRC 
has  incurred significant legal c o s ts  concerning cleanup and liability issues for th is  an d  o th e r sim ilar p roperties. 
The D epartm ent of Natural R esou rces will likely need similar legal ass is tan ce  concern ing  th e se  lands. If the  
S ta te  b eco m es involved in litigation concerning th ese  lands, a t least one additional a tto rn ey  and potentially  the 
hiring of ou ts ide  counsel, w ould be  required.

A serious issue  arises in sec tion  2 5  of th e  bill w hich provides no flexibility for resolving cleanup and liability 
issu es  prior to  DNR taking title. A s w ritten , the  S ta te  could incur cleanup liabilities in the  ten s  of millions of 
dollars in addition to  those  already potentially incurred by ARRC itself. T hese  liabilities m ay involve very  large 
fu tu re ex pend itu res from the Oil and  H azardous S u b stan ce  R esponse Fund or from  th e  General Fund.

T he c o s t es tim a te  is based  on th e  d ep a rtm en t's  s tand ard  a tto rney  c o s t sch edu le  ($ 1 2 7 ,0 0 0 ) and includes 
clerical su p p o rt, com m unications, sp ace , supplies, da ta  p rocessing , and o the r norm al overhead  e x p en se s . An 
additional $ 5 ,0 0 0  per position is included for d irect ca se  travel, and $ 6 ,5 0 0  per position for one-tim e 
eq u ipm ent p u rch ases .

P a g e  2 o f  2



STATE OF ALASKA 

1997 LEGISLATIVE SESSION
Revision Date:___ ______________________________________
Title: An Act relating to the fiscal operation of
the Alaska Railroad Corporation and to land acquired..._______

F I S C A L  N O T E
BILL NO. HB55

Dept Affected: Natural Resources 
BRU: Resource Development
Component: Land Development

Sponsor:
Requestor

Rules by Request of LB&A
(H)TRA

Expenditures/Revenues
Component Serial No. 

(Thousands of Dollars)
431

OPERATING EXPENDITURES FY98 FY99 FY00 FY01 FY02 FY03
PERSONAL s e r v ic e s 155.8 155.8 103.0
TRAVEL
CONTRACTUAL
SUPPLIES 1.5 1.5
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 157.3 157.3 103.0 0.0 0.0 0.0

CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0

CHANGE IN REVENUES( ) 0.0 0.0 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 157.3 157.3 103.0
1005 GF/Program Receipts
1037 GF/Mental Health
Other
TOTAL 157.3 157.3 103.0 0.0 0.0 0.0
Estimate of any current year (FY97) cost: S none
POSITIONS
FULL-TIME 2.75 2.75 1.75 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)
Assumption: That the bill does not allow direct transfer of excess lands from the ARRC to municipalities; also that the ARRC 
Realty Office will continue to function and initiate and maintain existing and future leases and contracts within the area reserved for 
use, maintenance and operation of ARRC.
TITLE ISSUES:
The magnitude of the acreage involved is approximately 36,000 acres for the total land transferred from the federal government to 
ARRC. It is estimated that the ARRC needs approximately 18,000 to 22,000 acres for operations. That leaves approximately 
14,000 to 18,000 acres to be transferred to DNR and subsequently to municipalities, (continued on page 2)

Prepared by: Jane Angvik, Director/<^»~
Division’ LandDivision:
Approved by Commissioner:

Agency: Natural Resources

Phone: 
Date:

Date:

269-8503
2/5/97

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE pa & 1 g( 2
For further distnbuticn information call the Governor's Legislative Office



[Fiscal Note HB-55, continuation
BLM has conveyed the majority of the land to be transferred by the Alaska Railroad Transfer Act to the Alaska Railroad Corporation 
!(ARRC). ARRC has received 3 patents from BLM (Anchorage-2.92 acres, Talkeetna -26.56 acres, and Nenana -6,885.65 acres). 
The remainder of the railroad land has been conveyed by Interim Conveyance and Exclusive Licenses. Two areas have not been 
! adjudicated by BLM: downtown Anchorage and downtown Fairbanks. BLM reports that there are hazardous materials problems in 
I the areas. Reportedly CIRI has filed litigation affecting the port facilities in Anchorage,
iBLM prepared patent documents five years ago to be signed by the Secretary of Transportation as required by ARTA. Apparently, 
these documents have not been signed because of problems with the CERCLA/hazardous material language. Resolution of these 
title issues will be time-consuming and require legal assistance from the Attorney General's Office-environmental division or 
| contracting private sector attorneys.
A mechanism is needed to transfer existing land title from the ARRC to the State of Alaska from the existing title (the quitclaim 
deed) and for future land conveyances from BLM. The chain of title needs to be clear. Litigation reports must be provided by 
ARRC and reviewed by DNR Title Staff.

Title
71000 1 NROII 2y rs . @ $52 .8  = $105.6
74000 Supplies 2 yrs. @  $1.5 per year = $3.0

TOTAL TITLE COST ESTIMATE $108.6_________
Cadastral Survey
Once the corridor has been identified, the US Surveys that conveyed the land to ARRC will be paper platted to separate corridor 
from land to be conveyed to the state. If the state land is selected by a municipality under AS 29.65 the municipality is required to 
have the land surveyed at its expense. If other third-party interests are created on the state land, the state may require the party to 
I survey the boundary between ARRC land and state land. Survey personnel costs are for issuance of survey instructions and plat 
reviews. Preliminary review indicated that there are approximately 14 areas where there are lands excess to the operation of 
ARRC.
I-----------------------------------------------------------------------

71000 .25 Land Surveyor Asst. - 3 years @$15.4 = $46.2
.10 Land Surveyor - 3 years @S 7.0 = $21.0

TOTAL SURVEY COST ESTIMATE $67.2

Municipal Entitlements
Processing anticipated municipal entitlements, based on 14,000 to 18,000 acres of land that may be selected by affected 
municipalities.

71000 1 NROII - 3 years @  $52.8 = $158.4
.25 N RM I-3 years @ $15 .1  = $45.3
.25 NRO I - 3  years @ 3 1 2 .7  = $38.1

TOTAL ENTITLEMENTS COST ESTIMATE $241.8

Pago 2 of 2
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F I S C A L  N O T E

1997 LEGISLATIVE SESSION
Revision D a t e : _______________________________________
Title: "An Act relating to the fiscal operation of the
Alaska Railroad Corpc ration and to land acquired ...__________

STATE OF ALASKA BILL NO. HB 55

Dept Affected: Natural Resources
BRU:
Component:

Management and Administration 
Information Resource Management

Sponsor
Requestor:

Rules by Request of LB&A
(H)TRA Component Serial No. 427

O'PERa TIWGIXPENDITDRES' -  ■ r m  ■ FY93 fyoo PY’Oi • ......r v  : FY63
PERSONAL":SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

29.0

_ 1 0:

TOTAL OPERATING odCO 0.0 0.6 6.0 6.6 0.0

CAPITAL EXPENDITURES <3.5| 6.6| " 0.0 0.0] 0.0 6.0
CHANGE IN REVENUES ( ) ------ 6.6 6.6| 0.0| 6.6| 0.0| 6.6

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other

30.0

TOTAL 36.0 0.0 0.0 6.0 0.0 0.0
Estimate of any current year (FY97) cost: $ none
POSITIONS
FULL-TIME" 0.5 0 0 0 0 0
PART-TIME 0 0 0 6 6 6
TEMPORARY 6 0 6 6 0 0

ANALYSIS: (Attach a separate page if necessary)
HB55 revises fiscal operations ot the Alaska Railroad Corporation and land acquired by the State of Alaska under the pending 
eventual transfer of the railroad to the private sector for its ownership or operation, or both, consistent with the Alaska Railroad 
Transfer Act of 1982.
The Department of Natural Resources is responsible for tracking and updating all resource activity on state land. Section 6 names 
the Department of Natural Resources as the acting state agency who will receive title to all rail property transferred under 45 U.S.C. 
1201-1214 (Alaska Railroad Transfer Act of 1982), To ensure accurate and proper record handling of land transactions on state 
land, the Department of Natural Resources would perform record updates to existing status plats, and develop an Alaska Railroad 
Land Database. Costs associated with the above activities is approximately S30.0 ($29.0 for personal services, 1/2 of a full-time 
position; and $ 1.0 in cartographic supplies).

Carol Carroll, Director
Support Services

Prepared by:
□ivision:
Approved by CommissionerT 

Agency: Natural "Resources3«*;niirnps f t  i s  ' /

Phone : 
Date :

Dale:

4 6 5 - 4 7 3 0

5-Feb-97

- J -
IH855.XLS RavRREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICEPaga 1 ai 1

For further distribution information call the Governor's Legislative Office



Sponsor Statement
HB 55

"An Act relating to the fiscal operations of the Alaska Railroad Corporation 
and to land acquired by the State of Alaska under the Alaska Railroad 
Transfer Act of 1982 or other wise acquired for railroad purposes; and 

providing for a effective date."

The Alaska Railroad has been a symbol of Alaska's history since the early 
1920's and has been operating under state ownership for over 12 years. The 
federal government transferred the railroad to the State of Alaska in 1985 
with a provision to transfer the 36,000 acres of railroad lands after the state 
operated the railroad for at least 10 years. While the railroad has continued to 
provide rail service for Alaska, no single financial or capital plan has been 
established for the railroad or its parent quasi-state owned corporation.
During this 12 year span the corporation has had little state oversight. 
Currently, the Alaska Railroad Corporation(ARRC) is the only sta^ owned 
corporation not under the Executive Budget Act (AS 37.07).

House Bill 55 will make two changes io the railroad and the corporation. The 
bill will place the Alaska Railroad under the Executive Budget Act; and will 
transfer land not needed for rail operations to the state's Department of 
Natural Resources (DNR). After numerous audit requests, OMB 
procurement investigations, and many Legislative Budget 6c Audit 
Committee hearings spurred by concerned citizens, the LB&A committee 
recommended and approved introduction of House Bill 55.
If enacted the bill will provide ARRC with the proper financial management 
exercised by the Governor and the Legislature by bringing the railroad 
corporation under A S  37.07. Under che Executive Budget Act, the railroad can 
apply for appropriation from the Legislature to fund the operating, capital and 
debt service expenditures of the corporation.
Enactment of HB 55 will strengthen the financial integrity of the Alaska 
Railroad Corporation by securing sound procurement practices, strong



financial management, and sensible Alaskan resident plans for expansion 
and service.
Other stale corporations placed under the Executive Budget Act have 
benefited greatly. For example, Alaska Housing Finance Corporation was 
placed under the Executive Budget Act in 1995. AHFC's recent audits show 
high profits while maintaining a stellar service for Alaska's housirg needs. 
Up 30% from four years ago, AHFC received a perfect score of 100% in the 
Federal Department of Housing & Urban Development's(HUD's) annual 
evaluation of the agency. HUD's perfect score recognizes that AHFC has 
initiated annual budgeting procedures that resulted from the Executive 
Budget Act review.
There are about 36,000 total acres owned by the Alaska Railroad in Alaska. It 
is estimated ARRC only needs about 18,000 to 22,000 acres of land for rail 
operations and rights-of-way. Under HB 55, railroad lands would be 
transferred from the Federal Bureau of Land Management to DNR, not to 
ARRC. The railroad corporation would continue to control land needed for 
maintenance and operation of the rail lines.
In addition, lands not needed for operations can be selectively bought and 
traded from DNR by local governments like the City of Whittier, Denali 
Borough and the Municipality of Anchorage. Currently, the City of Whittier 
is in dire need of land for expansion and industrial growth, yet ARRC owns 
52% of the city's core business area and 74% of the harbor's waterfront land; 
leaving no room for a planned expansion of their harbor and a plan for a new 
road.
HB 55 does not seek to privatize the railroad or in any other way diminish its 
existence as a public corporation of the state. The railway has become an 
integral part of Alaska's economy and folklore. Consequently, HB 55 is the 
right step forward to enhance the future of the railroad.
The legislation will not address every facet of the Alaska Railroad nor is it 
meant to. HB 55 will give Alaskans the ability to manage their railroad 
through the system of checks and balances only offered by a strong democracy 
and an open door policy.



L E G A L  S E R V I C E S

(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA
130 Sew ard Street, Suite 409

Juneau, A laska 99801-2105

M E M O R A N M  M January 17, 1997

SUBJECT: Sectional Summary of HB 55; An Act relating to fiscal operations of 
the Alaska Railroad Corporation and to land acquired by the State of 
Alaska under the Alaska Railroad Transfer Act of 1982 or otherwise 
acquired for railroad purposes. (HB 55)

TO:

FROM:

Representative Terry Martin 
Attn: Chris Knight

George Utermohl 
Legislative Counsel

You have requested a sectional summary of HB 55; An Act relating to fiscal operations of 
the Alaska Railroad Corporation and to land acquired by the State of Alaska under the 
Alaska Railroad Transfer Act of 1982 or otherwise acquired for railroad purposes.

As a preliminary matter, note that a sectional summary of a bill is not an authoritative 
interpretation of the bill. The bill itself is the best statement of its contents.

Section 1 of the bill amends sec. 1(b), ch. 153. SLA 1984 to expand the purposes foi which 
the Slate of Alaska acquired the Alaska Railroad.

Section 2 of the bill amends AS 37.07.120( 1) to amend the definition of "agency", for the 
purposes of the Executive Budget Act (AS 37.07). to include the Alaska Railroad 
Corporation.

Section 3 of the bill amends AS 42.40.100 to provide that the board of directors of the 
Alaska Railroad Corporation shall apply to the legislature for appropriations for the operating 
and capital expenditures of the Alaska railroad.

Section 4 of the bill amends AS 42.40.250 to provide that the Alaska Railroad Corporation 
may acquire title to personal property in its own name and real property on behalf of and in 
the name of the state.
Section 5 of the bill amends AS 42.40.285 by adding a new subsection to provide that the 
State of Alaska may not exchange, donate, sell, or otherwise convey its entire interest in land 
acquired under the federal Alaska Railroad Transfer Act or otherwise acquired for the



railroad purposes of the Alaska Railroad Corporation, unless the disposal is approved by the 
legislature by law.

Section 6 of the bill amends AS 42.40.350 to provide that the State of Alaska, acting through 
the Department of Natural Resources shall receive title to land granted to the state under the 
federal Alaska Railroad Transfer Act. Land within a utility corridor (railroad right-of-way) 
shall be reserved for the use of the Alaska Railroad Corporation. Rail land necessary for the 
use, maintenance, or operation of the Alaska Railroad shall be reserved for use by the Alaska 
Railroad Corporation. Land within railroad rights-of-way received by the state under the 
federal Alaska Railroad Transfer Act may not be leased or otherwise disposed of unless the 
land is required to be used for transportation, communication, and transportation purposes 
in perpetuity.

Section 7 of the bill amends AS 42.40.350 to provide that rail land not reserved for use by 
the Alaska Railroad Corporation is available for selection by and conveyance to 
municipalities under AS 29.65, if the legislature approves the conveyance by law. 
Unreserved rail land is to be managed by the Department of Natural Resources.

Sections 8 - tl of me bill amend AS 42.40.360 and 42.40.370 to provide that the Alaska 
Railroad Corporation may request the Department of Natural Resources to reserve state land 
for railroad purposes.

Section 12 of the bill amends AS 42.40.385(a) to provide that the Alaska Railroad 
Coiporation may acquire land by eminent domain only on behalf of and in the name of the 
State of Alaska.

Sections 13 -18 of the bill amend several sections of AS 42.40 to conform to changes made 
by other provisions of the bill and to clarity that title 'o land used or acquired by the Alaska 
Railroad Corporation is held by the Stale of Alaska.

Section 19 of the bill amends AS 42.40.540 to require that the Alaska Railroad Corporation 
request, in accordance with the Executive Budget Act (AS 37.07), appropriations to carry out 
the purposes of AS 42.40.

Section 20 of the bill amends AS 42.40.900(a) to provide that lawsuits involving land under 
the jurisdiction of the Alaska Railroad Corporation must be brought against the corporation 
and not the stale.
Section 21 of the bill amends AS 42.40.900(b) to repeal the exemption of the Alaska 
Railroad Corporation from the Executive Budget Act (AS 37.07) and the appropriation lapse 
provisions of AS 37.25.

Representative Terry Martin
January 17, 1997
Page 2



Representative Terry Martin
January 17, 1997
Page 3

Section 22 of the bill provides for the repeal of provisions allowing the Alaska Railroad 
Corporation to convey its entire interest in land with the approval of the legislature 
(AS 42.40.285(1)) and allowing the commissioner of natural resources to convey land to the 
Alaska Railroad Corporation for less than its appraised value (AS 42.40.370(b)).

Section 23 of the bill sets out when the Alaska Raiiroad Corporation is to prepare its first 
budget under AS 37.07.

Secl.'on 24 of the bill ratifies any transfer of title to land made by the Alaska Railroad 
Corporation prior to the effective date of this Act.

Section 25 of the bill provides that title to all land received or acquired by the Alaska 
Railroad Corporation prior to the effective date of this Act is transferred to the State of 
Alaska.

Section 26 of this bill provides this Act takes effect immediately.

GU:jdr 
97-017, jdr



Back-up material fo r  House Bill 55 - 
The Executive Budget A c t and the Alaska Railroad Corporation

1. A) Memorandum relating to the legality of the Alaska Railroad to 
appropriate money without legislative oversight. B) Governor Bill 
Sheffield's Attorney General wrote a letter concerning un-authorized 
appropriations.

2. Conclusions and findings by the Division of Legislative Audit concerning 
recent and past audits.

3. A) ARRC financial statements from 1985 through 1995. B) State 
appropriations to the Alaska Railroad. C) Federal appropriations before 
formation of the ARRC. D) Federal appropriations in 1995 and 1996 of 
$20,000,000 total.

4. Total acres of land 43,374.5 in three different categories. Current status of 
all railroad lands.

5. Alaska Railroad land reserves in different municipalities and borough 
areas.
6. A) Resolution from the State Chamber of Commerce relating to 
advantages of Privatization of the ARRC. B) City of Whittier's resolution 
requesting the Legislature to appropriate non-operational railroad land to the 
City of Whittier for fair market value. C) Letter from City of Whittier to the 
ARRC requesting land for downtown expansion projects.

7. Questions and Answers concerning the Alaska Railroad Corporation 
(ARRC).



L E G A L  S E R V I C E S

(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mall Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA
130 Seward Street, Suite 409

Juneau, Alaska 99801-2105

ME M O R A N D U M February 7, 1997

SUBJECT: Alaska Railroad Corporation (HB 55)

TO: Representative Terry Martin 
Attn: Christopher Knight

FROM: Tamara Brandt Cook 
Director

You has asked me whether the Alaska Railroad Corporation may constitutionally spend 
revenue it generates without an appropriation. The corporation is exempted from a number 
of laws under AS 42.40.920(b). including the Executive Budget Act. It is far from certain 
to me that an exemption from the Executive Budget Act necessarily means that money 
involved in the exemption may be spent without an appropriation. To the extent that the 
state constitution requires an appropriation before money is spent, that requirement controls.

The federal Alaska Railroad Transfer Act contains a provision dedicating revenue generated 
by the railroad to railroad purposes. I am not convinced that a dedication of revenue, 
however valid under Article IX, sec. 7, places that revenue outside of the appropriation 
requirement of .Article IX, sec. 13. It is possible that a court could conclude that, while 
revenue may be used only for railroad purposes, before it is so used it must be appropriated. 
In short, the legislature may still have the right and constitutional obligation to review 
proposed railroad expenditures and determine whether money will be spent for a particular 
railroad puipose, rather than another railroad purpose, and in what amount. The Attorney 
General's office has likewise concluded that a good probability exists that revenue of the 
Alaska Railroad Corporation is subject to appropriation before expenditure. (Memorandum. 
366-575-84, May 26. 1984, copy attached)
It has been argued that money of a public corporation (like the Alaska Railroad Corporation) 
with an existence independent from the state is not in the state treasury and. therefore, not 
subject to appropriation. The Attorney General has, however, concluded that money in one 
public corporation (AHFC) is subject to appropriation to the extent that it is unencumbered. 
(Informal Opinion. 366-463-85. April 24. 1985, copy attached) That opinion was cited by 
the Alaska Supreme Court with approval and the court has specifically recognized that 
money appropriated from AHFC must be counted as "available for appropriation" for 
purposes of applying Art. IX, sec. 17. relating to the budget reserve fund. (Hickel v. Cowper, 
874 P.2d 922 (Alaska 1994) footnotes 11 and 23) This conclusion of the court necessarily



presupposes that the legislature does, indeed, have the power to make appropriations from 
AFIFC's unencumbered assets. If revenues of that public corporation are subject to 
appropriation, it would seem quite likely that the revenues of the Alaska Railroad 
Corporation would also be treated as subject to appropriation by the court.

TBC:pl
97-030.plm

Representative Terry Martin
February 7. 1997
Page 2
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r e p l y  to :

OFFICE OF THE ATTORNEY GENERAL

D E P A R T M E N T  O F  L A W

A p r i l  2 4 ,  1 9 8 5

Hon. Al Adams, Chairman 
House Finance Committee 
Alaska House of Representatives 
Pouch V
Juneau, AK 99811

Re: Legislative power of appropri­
ation over funds of public 
corporations 
Our file: 366-463-85

Dear Representative Adams:

You have requested our advice whether the legislature's 
power of appropriation includes the power to appropriate money 
administered by- the Alaska Housing Finance Corporation (AHFC). 
AHFC was created to administer a state enterprise consisting al­
most entirely of making housing loans or providing a secondary 
mortgage market for housing loans originated by private lending 
institutions, AHFC is a state agency with the power to incur 
indebtedness if repayment is secured by pledging revenue earned 
from AHFC enterprises. See Alaska Const, art. IX, § 11. The 
pledge is secured by dedicating money, including revenues earned 
from the loan enterprise, to special accounts established for the 
benefit of bondholders. You desire to know whether the legisla­
ture may appropriate directly from AHFC's Alaska housing finance 
revolving loan fund (AS 18.52.082) for a purpose unrelated to 
AHFC. In addition, you ask if the unobligated balance of an ap­
propriation from the general fund to the revolving fund may be 
reappropriated for another purpose.

First, we believe there is little doubt that the legis­
lature may re.appropriate the unencumbered and unobligated balance 
of an existing appropriation. See Inf. Op. Att'y Gen. (Sept. 26; 
366-132-31). The legislature is merely reducing the authoriza­
tion to spend money. The formal act of appropriating money does 
not invest a person or entity with the right to ultimately expend 
the money unless a valid, binding contract is made with that en­
tity. It is very doubtful that a political subdivision of the 
state being entirely a creature of statute could claim a vested 
right to expend money under an appropriation absent the interven­
tion of innocent third parties. 3ased on these principles, we
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conclude that the unexpended and unobligated balance of an appro-1 
priaticn to the AHFC revolving fund may be appropriated for pur-j 
poses unrelated to AHFC.

He next turn to the more difficult question of whetheft 
Che balance of the AHFC revolving fund may be appropriated by the'! 
legislature for a purpose unrelated tc AHFC. The AHFC revolving^ 
fund serves as a central pool of money consisting of the follow-^ 
i n g _

(1) appropriations from the legislature;

(2) assets transferred there by AHFC; and

(3) unrestricted repayments of principal on loans made] 
or purchased by AHFC.

The assets of the revolving fund are transferred to separate 
fund3 when necessary to satisfy covenants made with bondholders/ 
Amounts remaining in the fund do not secure specific bond issues 
of AHFC and remain unrestricted for use by AHFC "for the purposes' 
of the corporation." Id.

The answer to your question turns on whether the re­
volving fund is within the state treasury or, failing that, if; 
the fund is an asset of the state which may be appropriated by 
the legislature. Revolving funds administered by state agencies 
are generally included in the state treasury for financial re-^ 
porting purposes. However, the AHFC revolving fund is not car­
ried on the state's ledgers as an asset of the state treasury/ 
Rather, the revolving fund is an asset of AHFC. In a recent ap-^ 
propriation Act, the legislature has specifically appropriated to: 
the AHFC revolving fund interest earned on loans made or pur­
chased by AHFC on deposit in the fund. See sec. 1, ch. 129, SLA. 
19S4. This was done to remove any question that AHFC had improp­
erly dedicated an unrestricted revenue source of the state for a 
special purpose in violation of the dedicated fund prohibition 
sec out in section 7, article IX of Che Alaska Constitution/ 
This provides some evidence chat the legislature considers unre­
stricted earnings of AHFC to be subject to appropriation. It Is 
important to note that we have identified these earnings as "un­
restricted." This means that the rights of innocent third par­
ties to retain the fund balance as security for the payment of; 
debt service on bonds have not intervened to restrict the ability 
of AHFC to spend them. »e believe that the AHFC revolving, fund 
is not in the state treasury. The effect of this conclusion is
chat AHFC may spend money in the fund without further appropria­
tion. However, money earned from investments or assets of the

H o n .  A 1  A d a m s ,  C h a i r m a n  A p r i l  2 4 ,  198^
H o u s e  F i n a n c e  C o m m i t t e e  P a g e  /J
3 6 6 - 4 6 3 - 8 5



H o n .  A 1  A d a m s ,  C h a i r m a n  A p r i l  2 4,  1 9 8 5
H o u s e  F i n a n c e  C o m m i t t e e  P a g e  f3
3 6 6 - 4 6 3 - 3 5

fund have customarily been considered a state asset which may be 
transferred and deposited into the general fund.

The question then becomes: if the AHFC revolving fund
is not in the state treasury, but is an asset of a state agency, 
is the fund subject to appropriation? We believe that unre­
stricted money in the fund is probably available for appropria­
tion. No specific authority was located to support this conclu­
sion. We base our opinion on a belief that the legislative power 
of appropriation will be liberally construed by the courts. The 
appropriation power is often described as plenary. That is, the 
power to appropriate is limited only by express provisions set 
out in the Alaska Constitution. Judicial decisions reciting this 
principle are legion. See, e . g ., San Francisco Labor Council v. 
Regents of University of California, 603 P". 2d 177 (CaH 1980) ; 
City of Sand Springs y. Department"of Public Welfare, 608 P.2d 
1159, 1148 (Okla. 1980). Absent a specific prohibition in the 
Alaska Constitution against appropriating assets of an executive 
branch agency held outside the state creasurv, we .believe thac 
the legislature may do so. This opinion does not hold that the 
legislature must appropriate revenue of a public corporation be­
fore it can be spent, only that the legislature may exercise' con­
trol over unrestricted assets of a public corporation. To deny 
this power would establish an entity capable of segregating unre­
stricted state revenue forever. At some point, this would do 
violence to the dedicated fund prohibition set out in article IX, 
section 7 of the Alaska Constitution.

We believe it is also our responsibility to inform you 
thac there i.s a concrary view on this subject. The argument 
could be made on behalf of bondholders that AHFC has undertaken 
certain obligations to bondholders which are binding on AHFC and 
the legislature. AHFC bonds are issued as general obligations of 
the corporation. Typically, AHFC covenants in its indenture that 
it will "defend, preserve and protect the pledge of .the program 
obligations, pledged revenues, and other assets." Bondholders 
could attack any direct appropriation of the AHFC revolving fund 
as a violation of the covenant to preserve assets. We believe 
this covenant will not restrict legislative appropriations of 
unrestricted assets of AHFC which are unnecessary to secure the 
repayment of debt service on bonds. See Opinion of the Justices, 
213 N.E.2d 282 (Hass 1977); Opinion or the Justices. 136 N.E.2d 
223 (Mass 1956). This means that the directors of AHFC must be 
certain chat an appropriation of corporation assets will not jeo­
pardize its ability to pay debt service on outstanding bonds.

To prepare for and meet any challenge to the appropria­
tion of AHFC assets, we recommend that the legislature not only



April 24, 1985
* a g e  * 4 -

*
a p p r o p r i a t e  t h e  a s s e t  b u t  a l s o  am end t h e  e n a b l i n g  A c t  o f  AHFC t o .  • 
a s s u r e  b o n d h o l d e r s  t h a c  a n  i m p a i r m e n t  o f  t h e i r  s e c u r i t y  w i l l  n o t ' 1' 
o c c u r .  U n d e r  t h i s  a p p r o a c h ,  a v a l i d  t r a n s f e r  o f  a s s e t s  r e q u i r e s  
n o t  o n l y  a n  a p p r o p r i a t i o n  f r o m  t h e  AHFC r e v o l v i n g  f u n d  b u t  a l s o -  
a n  a m e n d m e n t  t o  AS 1 8 . 5 6 . 0 2 0  w h i c h  p r o v i d e s  a u t h o r i t y  f o r  AHFC t o -  
t r a n s f e r  u n r e s t r i c t e d  s u r p l u s  t o  t h e  g e n e r a l  f u n d .  * /  A u t h o r i z a - * "  
t i o n  b y  g e n e r a l  l a w  f o r  t h e  t r a n s f e r  o f  a s s e t s  o f  p u b l i c  c o r p o r a ­
t i o n s  h a s  b e e n  u s e d  i n  t h e  p a s t .  I n  1 5 8 0 ,  t h e  l e g i s l a t u r e  t r a n s ­
f e r r e d  t h e  a s s e t s  c f  t h e  A l a s k a  S t a t e  D e v e l o p m e n t  C o r p o r a t i o n  (AS-  
4 4 . 5 9 . 0 1 0 ) ,  t h e  S m a l l  B u s i n e s s  D e v e l o p m e n t  C o r p o r a t i o n  (AS 4 4 . - - ^  
6 0 . 0 2 0 ) ,  a n d  t h e  A l a s k a  T o l l  B r i d g e  A u t h o r i t y  (AS  4 4 . 5 7 . 0 1 0 )  t o 4  
t h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  A u t h o r i t y .  S e c .  4 2 ,  c h .  1 0 6 ,  {  
SL A 1 9 8 0 .  T h e  t r a n s f e r  was made n o t  i n  a n  a p p r o p r i a t i o n s  b i l l ,  ’ 
b u t  i n  a b i l l  p r o p o s i n g  t h e  e n a c t m e n t  o f  g e n e r a l  l a w .  I t  i s  c u r -  _ 
i o u s  t o  n o c e  t h a t  n o  c o r r e s p o n d i n g  a p p r o p r i a t i o n  was m a d e .  T h i s  V 
a p p r o a c h  i s  c o n s i s t e n t  w i t h  a n o t h e r  f a m i l i a r  a d a g e  o f  p u b l i c  f i - H *  
n a n c e  l a w  t h a c  a p p r o p r i a t i o n  b i l l s  m a y  n o t  b e  u s e d  t o  amend s u b ­
s t a n t i v e  l a w .  L e g i s l a t i v e  B u d g e t  & A . u d i t  C o m m i t t e e  v .  Hammond, 
N o.  1 J U - 8 0 - 1 1 6 3  C I V  ( A l a s k a  S u p e r . ,  May 2 5,.  1 9 8 3 ) .  I t  c o u l d  be 
a r g u e d  c h a t  AS 1 8 . 5 6 . C 2 0  i m p l i e s  t h a t  Che a s s e t s  o f  AHFC w i l l  be. 
t r a n s f e r r e d  t o  t h e  s t a t e  t r e a s u r y  o n l y  u p o n  t e r m i n a t i o n .  B e c a u s e :  
a n  a p p r o p r i a c i o n  - c a n n o t  amend e x i s t i n g  l a w ,  a t r a n s f e r  f r o m  t h e  
f u n d  b e f o r e  d i s s o l u t i o n  o f  AHFC w o u l d  be s u b j e c t  co q u e s t i o n .

W h i l e  we b e l i e v e  t h a t  a  d i r e c t  a p p r o p r i a t i o n  o f  s u r p l u s / ^  
AHFC a s s e t s  i s  l e g a l l y  d e f e n s i b l e ,  t o  a v o i d  a n y  q u e s t i o n  as t o  
t h e  v a l i d i t y  o f  a  t r a n s f e r  a p p r o p r i a t i o n ,  we re c om m e n d  c h a t  t h e  
l e g i s l a t u r e

( 1 )  e n a c t  a n  a m e n d m e n t  t o  AS 1 3 . 5 6 . 0 2 0  a u t h o r i z i n g *  
i n t e r i m  t r a n s f e r s  o f  u n r e s t r i c t e d  s u r p l u s  a s s e t s  o f  AHFC t o *  
t h e  g e n e r a l  f u n d ;

( 2 )  p r o v i d e  t h a t  t h e  b o a r d  o f  d i r e c t o r s  s h a l l  a n n u a l l y  
d e t e r m i n e  t h e  a m o u n t  o f  s u r p l u s  a v a i l a b l e  f o r  t r a n s f e r ;  a n d

2 /  AS 1 8 . 5 6 . 0 2 0  p r o v i d e s :

ALASKA HOUSING F IN A N C E  CORPORATION. T h e  
A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n  i s  a p u b l i c  
c o r p o r a t i o n  a n d  g o v e r n m e n t  i n s t r u m e n t a l i t y  w i t h i n  
t h e  D e p a r t m e n t  o f  R e v e n u e ,  b u t  h a v i n g  a l e g a l  e x ­
i s t e n c e  i n d e p e n d e n t  o f  a n d  s e p a r a t e  f r o m  t h e  
s t a r e .  H i e  c o r p o r a t i o n  m a y  n o t  be t e r m i n a t e d  as 
l o n g  a s  i t  h a s  b o n d s ,  n o t e s  o r  o c h e r  o b l i g a t i o n s  
o u t s t a n d i n g .  Upon  t e r m i n a t i o n  o f  t h e  c o r p o r a c i c n ,  
i t s  r i g h t s  a n d  p r o p e r t y  p a s s  t o  t h e  s t a t e .

Hon. Al Adams, ChairmanHouse Finance Committee366-463-35
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j
( 3 )  a p p r o p r i a t e  t h e  a s s e t s  f r o m  t h e  f u n d  t o  t h e  g e n e r a l  

f u n d  i n  a c c o r d a n c e  w i t h  t h e  t r a n s f e r  a u t h o r i s a t i o n .

We h o p e  t h i s  m e m orandu m  h a s  a n s w e r e d  y o u r  q u e s t i o n s .

■» f
Hon. Al Adams, Chairman April 24, 1?CHouse Finance Committee ?age r-'166-463-05

J L B / p j g

S i n c e r e l y  y o u r s ,

HORMAN C .  GORSUCK 
AT TO RN EY  GENERAL

J a m e s  L .  B a l d w i n  
A s s i s t a n t  A t t o r n e y  G e n e r a l
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May 2 6 ,  1984

3 6 6 - 5 7 5 - 8 4

4 6 5 - 3 6 0 0

A p p r o p r i a t i o n  o f  
A l a s k a  R . a i l r o a d  
r e v e n u e

L u a n n  C u t l e r ,  on y c u r  b e h a l f ,  h a s  r e q u e s t e d  o u r  o p i n i o n  
w h e t h e r  r e v e n u e s  o f  t h e  A l a s k a  R a i l r o a d  m u s t  be a p p r o p r i a t e d  b e ­
f o r e  e x p e n d i t u r e .  U n d e r  t h e  p r o v i s i o n s  o f  t h e  A l a s k a  R a i l r o a d  
T r a n s f e r  A c t  ( 4 5  U . S . C .  § 1207 - -  45 U . S . C .  § 1 2 1 4 ) ,  " r e v e n u e s  
g e n e r a t e d  b y  t h e  s t a t e - o w n e d  r a i l r o a d  s h a l l  be r e t a i n e d  a n d  m a n ­
a g e d  b y  t h e  s t a t e - o w n e d  r a i l r o a d  f o r  r a i l r o a d  a n d  r e l a t e d  p u r ­
p o s e s . "  45 U . S . C .  § 1 2 0 7 ( a ) ( 5 ) .

T h i s  c o n s t i t u t e s  a d e d i c a t i o n  o f  r e v e n u e  m a n d a t e d  b y  
f e d e r a l  l a w .  E v e n  i f  a r e v e n u e  s o u r c e  i s  d e d i c a t e d  f o r  a s p e c i f ­
i c  p u r p o s e ,  a m o u n t s  may n o t  be e x p e n d e d  b y  an  a g e n c y  w i t h i n  t h e  
e x e c u t i v e  b r a n c h  f r o m  t h a c  r e v e n u e  s o u r c e  u n l e s s  a p p r o p r i a t e d  by 
l a w .  A l a s k a  C c n s c .  a r t .  I X ,  §§ 1 2,  1 3 ;  see a l s o , K e l l e y  v .
Hammond,  C . A .  No.  7 7 - 4 ,  1 s t  J u d .  D i s t .  ( A l a s k a  1 9 7 7 ) .  The i m p o r ­
t a n t  d i s t i n c t i o n  o f  a v a l i d l y  d e d i c a t e d  r e v e n u e  s o u r c e  i s  t h a t  
m o n e y  may n o t  b e  e x p e n d e d  f o r  a p u r p o s e  o t h e r  t h a n  t h e  A l a s k a  
R a i l r o a d ,  n o c  n e c e s s a r i l y  t h a c  t h e  money may be e x p e n d e d  w i t h o u t  
a p p r o p r i a t i o n .

We a c k n o w l e d g e  t h a c  i f  t h e  r a i l r o a d ' s  f u n c t i o n  i s  a s ­
s i g n e d  t o  a p u b l i c  c o r p o r a t i o n  w h i c h  i s  e s t a b l i s h e d  as a p o l i t i ­
c a l  s u b d i v i s i o n  o f  t h e  s t a t e ,  a n  a r g u m e n t  c a n  be made t h a t  r a i l ­
r o a d  r e v e n u e  i s  n o c  a p a r t  o f  t h e  s t a t e  t r e a s u r y ,  much t h e  same 
as  t h e  r e v e n u e s  c o l l e c t e d  b y  m u n i c i p a l  c o r p o r a t i o n s .  I f  c h i s  
v i e w  i s  a d o p t e d  i n  A l a s k a ,  r a i l r o a d  r e v e n u e s  c o u l d  b e  e x p e n d e d  
w i t h o u t  a p p r o p r i a t i o n s .  To  d a t e ,  t h i s  v i e w  ha s  b e e n  r e p u d i a t e d  
a t  t h e  s u p e r i o r  c o u r t  l e v e l .  K e l l e y  v .  Hammond, C . A .  No.  7 7 - 4 ,  
I s c  J u d .  D i s c .  ( A l a s k a  1 9 7 7 ) .

We h o p e  c h i s  o p i n i o n  a n s w e r s  y o u r  q u e s t i o n .

J L 3 / m g
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F in a n c ia l  A ud its
• The financial affairs o f the Alaska Railroad Corporation are audited annually by a public 

accounting firm. The corporation typically receives a ••clean" opinion on its financial 
statements.

A l a s k a  R a i l r o a d  C o r p o r a t i o n

P e r fo rm a n c e  A u d its
• Alaska statute also requires the corporation to have an annual performance audit 

conducted by a recognized railroad management expert. This audit is conducted presentlv 
by Mercer Management Consulting and is presented to the Board o f Directors of the 
corporation annually.

S ig n if ic a n t  S pecial A u d its

Ship Creek Redevelopment Follow-up. November I 7. 1994
• This audit was conducted to follow up on the findings and conclusions we made in our 

original review (1992) o f this project. Several o f the issues we initially raised appeared to 
have been satisfactorily resolved. Our concern in this rev iew  was whether the 
development would be successful.

• The redevelopment project had yielded little construction to date. None o f the four 
centerpiece projects envisioned had commitments in place.

Anchorage Gravel Activities. My_JL 1.99.6
«* The report addresses our concerns that the Alaska Railroad Corporation’s (.ARRC) 

agreement with the Flamingo Brothers Partnership to market and extract gravel from the 
corporation's .Anchorage property may not have been in the best interest o f the 
corporation.

• ARRC's public procurement process was not followed. In the corporation's opinion, the 
gravel agreement w-as the disposal o f real property, and therefore, not subject to its 
procurement rules. We believe it was a commodity sale that should have been subject to 
the provisions of those rules.

• .ARRC's real estate leases are inappropriately offered on a “ first come, first served" basis.

• .ARRC’s justification o f the project was unclear.

* 1 -
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• We recommended .ARRC improve its monitoring o f employee conflict of interest 
disclosure statements.

° A RRC’s lack o f public process excluded the community.

Chena Landings.Development. August 20. 1996
• This audit reviewed .ARRC's management o f the development project related to utility 

procurement, leasing, and public amenities.

• The utility  project was delayed by planning and design difficulties.

• Request for proposal criteria and evaluation procedures were inadequate.

• The corporation lacked documentation regarding project development planning.

• Leases are not competitively offered: .ARRC inappropriately uses a "first come, first 
served" approach to leasing property.

O n g o in g  o r  P e n d in g  A udits
Alaska Railroad.CQrpQratiQn, Equipment Purchases'P.isposals 
Alaska Railroad Corporation. Real Estate Appraisal Methodology-

A u d ito r  O b se rv a tio n s

The Alaska Railroad Corporation has been under the "legislative microscope" for the last few 
years. The Audit Division has conducted five audits o f the corporation since 1992 and has 
one audit in progress and another pending. O f those seven audits, two deal with rail 
operations, and five involve the corporation's management o f real estate.

During the interim, the Legislative Budget and Audit Committee also pursued a greater 
understanding o f the corporation and its assets. We believe that it is important that the 
Legislature understand the operation o f the corporation and be aware of issues that impact its 
operation. The Legislative Budget and Audit Committee appears to be the appropriate 
vehicle currently available to provide that oversight.

The Alaska Railroad Corporation finds itself in an unenviable position. On one hand, it is 
operating under a statutory mandate to generally manage the corporation on a self-sustaining 
basis. On the other hand, as a corporation wholly owned by the State, the corporation must be

ALASKA STATE LEGISLATURE
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held to certain standards of openness and public accountability. It is in this vein that we often 
find ourselves at odds with the corporation. We believe that as long as the corpor tion is 
owned by the public, public accountability must come first.

We also believe that the corporation can be run in an efficient manner and still uphold those 
public accountability standards. Management by corporate officers and policy direction bv 
the board o f directors should strive for the appropriate balance. In our opinion, we have seen 
recent signs o f improvement in this effort by the board, primarily through our contact with 
the chairman. We are hopeful that the appointment o f a new chief executive officer w ill 
further foster these goals.

W ithout going into great detail on issues we remain concerned about regarding the Alaska 
Railroad Corporation, we offer these summary observations and would be happy to discuss 
them further with any member or committee o f the Legislature. They are in no particular 
order o f significance.

• The corporation's budget is not subject to the Executive Budget Act. We see no reason 
why the corporation should be exempt or even whether constitutionally, it can be. 
Similarly, significant federal funds have been received by the corporation for capital 
rehabilitation and improvements without any legislative oversight.

• The corporation has shown a profit for the last two fiscal years (calendar year end). Total 
net income tor 1996(unaudited) and 1995 was S8.0 million and S7.9 million, respectively. 
The net income from operations represented S4.0 m illion and S4.1 million, respectively. 
Approximately half o f the corporation's income is generated from management o f its real 
estate. The majority o f this real ’ state is considered non-rail use property.

• A  much talked about concern is deferred maintenance, however, little is factually known 
about the extent or estimated cost o f that maintenance. We believe that a serious 
discussion needs to take place. It is possible, or even likely, that without the federal 
funding authorized the last two years (SIO million per year) the railroad's income 
statement would look significantly different. Neither the financial statements nor the 
notes to the financial statements reflect any estimate o f the amount o f deferred 
maintenance.

o .An observation that is important to understanding the fragile nature o f the corporation's 
financial health is its dependence on two major customers. As disclosed in the notes to 
the financial statements for 1995. these two customers accounted for 45% o f the 
corporation's revenue. The corporation’s existence is dependent on those two customers.

• Through a combination o f statute and corporation rules, the salary o f railroad employees 
is confidential and therefore can not be disclosed to the public. Statute provides that the 
corporation may by rule designate and withhold public disclosure o f matters o f a

- j  -
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privileged or proprietary nature. Statute goes on to describe matters as including 
personnel records. Corporation rules include salary as a personnel record.

Alaska Statute 42.40.260(b) requires the annual report o f the corporation to include an 
analysis o f potential sale arrangements whereby the corporation may be transferred into 
private ownership. The corporation has not pursued sale discussions with potential or 
interested buyers. The corporation has gone so far as to notify interested parties chat the 
Board o f Directors is not interested in selling the railroad.

Statute requires the corporation to have an annual performance audit conducted by a 
recognized railroad expen to assure that the railroad is being managed and operated 
effectively and efficiently. There are two repons generated from this review. A 
confidential repon is produced for the use o f railroad management. A public version o f 
rhe repon is issued that does not go into nearly as much detail. We recommend that the 
legislature annually request a confidential briefing on the detail version o f the 
performance repon.

ALASKA STATE LEGISLATURE
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ARR Financial S ta te m e n t H istory

1985 1986 1987 1988

Operating R evenue $57,092 $47,239 $45,457 $51,207

Operating E xpenses $55,413 $54,264 $46,490 $48,898

Income from O perations $1,679 ($7,025) ($1,033) $2,309

Real Estate Income $4,095 $4,934 $4,821 $4,438

Other Income $1,920 $1,719 $890 $585

Interest Expense ($561) ($613) ($1,661) ($1,526)

Net Income $7,133 ($9J5) $3,0.17 $.5,806

P assen g er R evenues $4,344 $4,574 $5,434 $5,601

Average U of  Em ployees 668

Total
1991r1995

Total
1986:1995

Total
1994:1995

Operating R evenue $292,659 $553,540 $112,126

Operating E xpenses $299,002 $564,011 $114,123

Income from O perations ($6,343) ($10,471) ($1,997)

Real Estate Income $19,516 $41,359 $8,509

Other Income $1,902 $6,612 $413

Interest Expense ($6,296) ($13,366) ($2,264)

Net Income $8,779 $24,134 $4,661

\

1989

$55,065

$55,453

($388)

$3,932

$637

($1,204)

$2,917.

$6,025

1990 1991

$61,913 $61,773

$59,904 $59,630

$2,009 $2,143

$3,718 $3,592

$879 $436

($2,066) ($1,729)

$4.54Q $4,442

$6,973 $8,173

577 580

1992 *

$61,840 •

$62,427 :

($587)

$3,616

$509 $544

($1,189) ($1,114)

$2,349 ($2,673)

$8,460 $8,855

570

1994 1995

$51,854 $60,272

$57,97.1 $56,152

($6,1.17) $4,120

$3,941 $4,568

$222 $191

($1,256) ($1,008)

($3,210) $7,87.1

$9,012 $9,749



P.O.Box 113200 
Juneau, AK 99811-3200 

(907) 465-3795 
FAX (907) 463-4885

A L A S K A  S T A T E  L E G I S L A T U R E
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division of Legislative Finance

MEMORANDUM

DATE:

TO:

FROM:

BY:

January 28, 1997

Representative Terry Martin 
House Finance Committee

Mike Greany, Legislative Fiscal Analy: 
Division o f Legislative Finance

Dave Tonkovich, Fiscal Analyst 
Division o f Legislative Finance

SUBJECT: State Appropriations to the Alaska Railroad

A t your request we’ve prepared a list o f state appropriations to the Alaska Railroad:

SLA84, Ch. 171, Sec. 319 (Department o f Commerce and Economic Development)

Alaska Railroad Acquisition
Alaska Railroad Capital Equipment and Improvements 
Railroad Working Capital Fund

SLA90, Ch. 208, Sec 145

Locomotives, Rolling Stock, and associated equipment cost 
(Associated with Wishbone H ill Coal Project)

$22,271,000 GF 
6,000,000 GF 
4,900,000 GF

S9,000,00C bJ



a j -a s k a  R a il r o a d  ru rvoLVTXG  F u n d

K6TIMATKS AM'ROPRUTIONS

1975 ..........................................................$6,500,000 1975.................... . . .....................................$6,031,000
1976  0 197G............................ .. ................................9,000,000
1977  6.000,000 1977    6,000,000
1978 ................................... 3,000,000 1978...............................................................3,000,000
197 9 ............................................................. 3,000.000 1979  9,300,000
198 0 ............................................................. 5,000.000 1980................................................................K,500.000
198 1........................................................... 10.640,000 1981  10.640.000
1981 (Supp.) 2,000,000 1981 (Supp.)..............................................2,000.000
1982  6.160,000 1 9 8 2 ............................   6,160.000
1983  0 1983 (2nd Cont. lie s .) ............................. 7.600.000
198 4 ...............................................................................0 1984............................................  0



p y  m ?

110 STAT. 2962 P U B L IC  L A W  1 0 4 -2 0 5 — S E P T . 30, 1996 

H ig h -Sp e e d  K a il  T r a in s e t s  a n d  F a c il it ie s

CectncU.

For thu N a t io n a l R a ilr o a d  Passenger C o rpo ra tion , $80,000,000, 
to remain a va ila b le  u n t i l S ep tem ber 30, 1999, to pursue public/
fir ivn te  partnersh ips for high-speed r a i l tra in se t and m a in tenance  
a c ility  f in a n c in g  a rrangem en ts .

Ra il r o a d  Re h a b il it a t io n  a n d  Im p r o v e m e n t  Pr o g ra m

The Secretary o f T ra n spo rta t io n  is au thor ized  to issue to the 
Secretary o f the T rea su ry  notes or o th e r  ob lig a t io ns  p u rsuan t to 
section o l2  o f the  R a ilro a d  R e v ita liz a t io n  and  Regu latory Reform 
Act of 1976 (P ub lic  L aw  94-210), as am ended , in  such amounts 
and  at such tim es as m ay  b e  necessary to pay any am ounts requ ired 
pursuant to the guaran tee  o f the  p r in c ip a l am oun t o f ob liga tions 
under sections 511 th ro ug h  513 o f »ucn A ct, such a u tho r ity  to 
ex is t as long as a ny  such gua ran teed  o b lig a t io n  is outstand ing: Provided, T h a t no new  lo an  gua ran tee  com m itm en ts  s ha ll be made 
du r in g  fisca l year 1997.

N e x t  G e n e r a t io n  H jo h -Sp e e d  Ra il

For necessary expenses for N e x t G ene ra t io n  H igh-Speed R a il 
stud ies, corridor p la n n in g , d ev e lo pm en t , dem onstra tion , and 
im p lem en ta t io n , $24,757,000, to r em a in  a va ila b le  u n t i l sxpended: Provided, T ha t funds u n d e r th is  head  m ay  be m ade a va ila b le  for 
grants to States for high-speed r a i l co rr ido r des ign , feas ib ility  
stud ies, e n v iro nm en ta l ana lyses , a n d  track and s igna l 
im provements.

T rust  Fu n d  Sh a r e  o f  N e x t  G e n e r a t io n  H ig h -Sp e e d  Ra il

(LIQUIDATION OF CONTRACT AUTHORIZATION)

(HIQHWAY TRUST FUND)
I
For grants and  p a ym en t o f o b lig a t io n s  in cu rre d  in  carry ing 

out the prov is ions o f th e  H igh-Speed G ro u n d  T ranspo rta tion  pro-
E am  as defined in  subsections 1036(c) and  10S6<dxiXB) o f the 

termodal Surface T ra n spo rta tio n  E ff ic ie n cy  A ct o f 1991, in c lu d in g  
p la n n in g  and e n v ir o nm en ta l ana lyses , $2365,000, to be derived 
mom  the H ig hw ay  T ru s t F u n d  a nd  to rem a in  a va ila b le  u n t il 
expended.

A la sk a  Ra il r o a d  R e h a b il it a t io n

To enab le the Secreta ry  o f T ra n sp o r ta t io n  to m ake grants to 
th e  Alaska R a ilroad , $10 ,000,000 s h a ll b e  for c a p ita l re h a b ilita t io n  
and im provem ents b e n e f it in g  its  passenge i' opera tions .

khode lsland Kail Development

For the costs associated w ith  cons tru c t io n  o f a th ird  track 
on the Northeast C o r r id o r  be tw een  D a v is v i l le  and  C e n tr a l F e lls , 
Rhode Is land , w ith  s u ff ic ie n t c lea rance  to  accommodate doub le  stack 
fre ight care, $7,000,000 to be m a tch ed  b y  th e  S ta te  o f Rhode Is la n d  
or its designee on a d o lla r  for d o lla r  bas is  a n d  to rem a in  a va ila b le  
u n t i l expended: Provided, T h a t  aa a co n d it io n  o f accep ting  such 
funds, the Providence and W orcester (P&W) R a ilro ad  s h a ll enter

in to  an  agreem ent w ith  t! 
or th e  Federa l R a ilro ad  A c  
up  to the f irs t $13,000,00 
a c t io n  in it ia te d  by the ?& 
w ith  Am crak re la t in g  to the 
D a v iB v illc  and  C e n tr a l F a il 
fre ig h t operations.

Grants to the Nat:ona

T c  enab le  the Secrete 
the  N a t io n a l R a ilroad  Pa 
U .S .C . 24104, $665,450,00 
o f w h ic h  $342,000,000 shf 
for m anda to ry  passenger i 
s h a ll be for c a p ita l im p ra  
th is  bead for cap ita l im p  
before J u ly  1 , 1997: Provid 
app ropr ia ted  s h a ll b e  used 
ve h ic le *  or for the  h ire  
em p loyee , o ther th a n  the 
the leaso of passenger m o t 
w h ile  in  o ffic ia l tra ve l jta tt

F E D E R A L  TI

ADMIT

F o r necessary a dm  in i 
A dm in is tra t io n 's  p rog ram  : 
U n ite d  States Code , $41,41

PUBLIC LAW

F o r  necessary erpena« 
6311, a nd  5336, to rem an Provided, T h a t no  more 
s h a ll be a va ila b le  for th  
the  funds  prov ided  under 
th a n  $400,000,000 m ay 
49 U .S .C . 5336(d): Provid '■ 
in g  ass is tance prov ided  > ‘ 
areas o f  leas than  200,00* 
f iv e  percen t o f  the amour 
e l ig ib le  to receive u n d e r ■
^ Y t  i  •  • •  • •  .

l  o
th i
tfa:

rat
le t

 — >n
ties  w h e n  the  lim ita t io n  it 
o p e ra t in g  in  the  area .

» U i  O -  M  - 1 (M S)

r* i



109 STAT. 446 PUBLIC LAW 104-50—NOV. 15, 1995 PUBLIC LAV

seq.) and 49 U .S .C . 24909, $115,000,000, to rem a in  a va ila b le  u n t il 
S eptem ber 30, 1998.

Ra il r o a d  Re h a b il it a t io n  a nd  Im pr o vem en t  Pr o g r a m

T he  S ecre ta ry  of T ranspo rta tion  is authorized to issue to the  
Secretary o f the T reaaury notes or other obligations p u rs u a n t to 
9ectiou 512 of the R a ilroad  R ev ita liz a t io n  and Regu la tu ry  Reform  
Act of 1976 (P ub lic  L aw  94-210), as amended, in  such am oun ts  
and at such t im es  as m ay be necessary to pay any am oun ts  ro qu ired  
p u rsuan t to the  guarantee o f the p r in c ip a l am ount of o b lig a t io ns  
under sections 511 th rough  513 of such Act, such a u th o r ity  to 
exist as lo ng  as any such guaranteed obligation is ou ts tand ing ; Provided. T h a t  no  new lo an  guarantee comm itm ents s ha ll be m ade 
d u r in g  fisca l year 1996.

N a t io n a l  M a g n e t ic  Le v it a t io n  Prototype D e v e l o p m e n t

•LIMITATION ON OBLIGATIONS)

(HIGHWAY TRUST FUND'

None  o f th e  funds in  th is  Act s ha ll be ava ilab le  for the p la n n in g  
or execu tion  of th e  N a t io n a l M agnetic  L ev ita tion  Prototype D eve lo p ­
m ent p rog ram  as defined in  subsections 1036(b) and 1036(d)(1)(A) 
of the In te rm od a l Surface T ransporta tion E ffic iency A ct o f 1991.

N e x t  G e n e r a t io n  H ig h  Sp e ed  Ra il

For necessary expenses for Next Generation H ig h  Speed R a il 
stud ies , co rr ido r p la n n in g , development, dem onstra tion , and 
im p lem e n ta t io n , $19,205,000, to rem a in  ava ilab le  u n t i l expended: Provided, T h a t  funds unde r th ia  head may be made a v a ila b le  for 
grants to S ta tes  for h ig h  speed ra il corridor des ign , fe a s ib ility  
stud ies , e n v iro nm en ta l ana lyses and track and s ig na l im p ro ve ­
ments.

T r u s t  F u n d  S h a r e  o f  N e x t  G en er a t io n  H ig h  Sp e e d  Ra il

, (LIQUIDATION OF CONTRACT AUTHORIZATION)

(H1CHWAY TRUST FUND)

Fo r g ran ts  and paym en t o f ob ligations incurred  in  ca rry in g  
out the p ro v is io ns  of the H ig h  Speed Ground T ranspo rta tion  p ro ­
gram  as d e f in ed  in  subsections 1036(c) and 1036(d)(1)(B) o f the 
In te rm od a l Surface T ranspo rta tion  E ffic iency Act o f 1991, in c lu d in g  
p la n n in g  and  en v iro nm en ta l analyses, $7,118,000, to be d e r ived  
from the  H ig h w a y  T ru s t F u n d  and to rem a in a v a ila b le  u n t i l 
expended: Provided, T h a t none o f the funds in  th ia  Act s h a ll be 
a va ila b le  for the  im p lem en ta t io n  or execution o f program s the 
ob lig a t io ns  for w h ic h  a rc in  excess of $5,000,000.

Ala sk a  Ra il r o a d  Re h a b il it a t io n  s.

To e n ab le  the  Secretary o f Transportation to m ake g ran ts  to \  
the A laska R a ilr o a d , $10 ,000,000 sha ll be for cap ita l r e h a b il it a t io n  )
and im p ro vem en ts  b ene f it in g  its passenger operations. J

R h o d e  Ist-

For the costs asBociat 
on the N ortheast C o rr id o r 
Rhode Is la n d , W ith s u f lir ic r  
fre igh t cars, S I ,000,000 to i 
or ita des ignee on n d o lla r  
u n t i l  expended: Provided, 
funds, the Providence and  
in to  an agreement w ith  - 
or the  F ede ra l R a ilroad  Ad: 
up to the first $6,000.00C 
action in it ia te d  by the P& 
w ith  A m trak  re la t in g  to the 
D a v is v il le  and C e n tra i F a ll 
fre ig h t operations.

G ra n ts  to  t h e  N a t io n /

TNCLUDIi
To  e nab le  the Secrets 

the N a t io n a l R a ilroad  Pi 
U .S .C . 24104, $635.000.0( 
o f w h ic h  $305,000,000 shj 
for m anda to ry  passenger ; 
be for tra n s it io n  costs 
$230,000,000 sha ll be frn 
up  to $15,000,000 of the 
for c a p ita l im p rovem en ts  : 
be transferred  to the No Provided further, T h a t fur 
m ents s h a ll not be m ada further, T h a t none of the 
for lease or purchase o f 
o f v e h ic le  operators for 
p res id en t o f the  C o rpo ra t i 
ve h ic le s  for those officers ■

F E D E R A L  T  

ADM1

For necessary adm in  
A dm in is tra t io n 's  p rograr 
U n ite d  States Code, $42,C

Fo r necessary e rpen i 
5311, and  5336, to rema Provided, T h a t no more 
s h a ll bo a va ila b le  fur t  
the funds p rov ided  und< 
th a n  $400,000,000 m ay  ivi­ed 

).0



Memorandum

To: Chris Knight

From: M argaret McDaniel
Land Law Examiner

Subject: Alaska Railroad

Per our telephone conversation today, I am sending the information you requested.

On January o, 1985, lands were transferred to the Alaska Railroad. Three types 
of documents were issued; a Patent, an Interim Conveyance, and an Exclusive 
License. In the lands that were patented, and interimly conveyed, title was 
transferred, and the lands are owned by the Alaska Railroad. Lands that were in 
the Exclusive License category needed further adjudication to resolve other claims 
th a t were on the lands.

Acreage of the lands transferred to the Alaska Railroad on January 5, 1985 by 
patent or interim conveyance is:

Parcels: 8,965.00 acres
Right-of-way: 8,557.00 acres

Parcels are for the station grounds, or material sites, etc. The right-of-way is the 
main line right-of-way, 100’ each side of the center line of the track.

Adjudication of the lands in the exclusive license category is completed, except in 
areas where there is litigation, or other problems, mainly in the Anchorage and 
Fairbanks areas. The Bureau of Land Management has written adjudicative 
decisions, and prepared the conveyance documents for the Secretary of 
Transportation in Washington, D.C., to sign, as is provided for in the Transfer Act. 
No documents have been signed as yet, and I don’t knovz when they will be.

Acreage of the lands in  this category is:

Parcels: 13,971.00 acres
Right-of-way 7,631.50 acres

I forgot to mention th a t there are approximately 4,250 acres in the license 
category where an adjudicative decision has not as yet been done. This is because 
of the problems mentioned above. These acres are not included in the figures 
shown above.

I o
U !  S



Alaska Railroad Reserves
The Alaska Railroad Corporation holds 36,000 + acres of land, of which 22,000 acres are affected 
by rail operations. 'Mainline' Right of Ways from Seward to Eielson, and including the Whittier to 
Portage line total 12,400+ acres. The balance of operating land is contained in rail yards at Seward, 
Whittier, Anchorage, and Fairbanks.

The Corporation may lease non-operating lands for up to 35 years. Lease rates are established by 
independent appraisal. ARRC currently has approximately three hundred active leases. The 
Corporation utilizes a permit system for short-term uses and tor use of operating lands. Many permits 
are non revenue, contributing only an administrative fee. A number of permits are issued for public 
access such as roads, railroad crossings, and utilities. There are currently over 500 permits.

Below is a table which shows the number of acres of ARRC land within each borough or city.

City/Borough Total Area Federal State ARRC

Kenai 6,238,025 3,461,340 1,569,639 380

Whittier (City) 600 n/a 4,325 291

Municipality of 
Anchorage

1,251,620 927 494,976 2,629

Matanuska-
Susitna

16,056,576 1008 64182 9,775

Denali 8,192,000 unavailable unavailable 8,716

Nenana 5,440 n/a n/a 264

Fairbanks North 
Star

4,711,040 1,681,607 1,498,522 454

Valdez 172,800 n/a n/a 86

On the following pages, we have listed and described each ARRC reserve by bore

ARRC Real Estate 8/14/96



KENAI PENINSULA BOROUGH

City/Borough Total Area Federal State ARRC

Kenai 6,238,025.78 3,461,340.90 1,569,639.05 380

Seward

The ARRC reserve in Seward is largely industrial property behind the coal dock and railroad 
general purpose dock.

A substantial portion o f the reserve is developed to support the export o f coal. In addition 
export logs and pipe imports are handled through this facility. Currently, virtually all cruise 
ship traffic to South Central Alaska crosses the ARRC general purpose dock. This dock 
facility also supports the Marine Highway system.

The Railroad and the City o f Seward have co-developed a port master plan for additional 
facilities to meet the increase in the cruise ship industry, while providing improved facilities 
for the Marine Highway System . The ARRC is actively promoting Seward as a passenger 
destination and uses a portion o f the reserve for a passenger track and depot facility.

Crown Point

Crown Point is an operating reserve used extensively as a transfer point for logs, construction 
material and rail/truck commodities i.e. liquefied petroleum gas for railroad use and 
customers. Freight destined for the Kenai Peninsula transloaded at Crown Point.

Moose Pass

Moose Pass is an operating reserve with sidings for staging railroad material including 
environmental response handling material.



WHITTIER AND VALDEZ

City/Borough Total Area Federal State ARRC

Whittier (City) 600 n/a 4325 291

Valdez 172,800 n/a n/a 86

W hittier

The Whittier reserve was created by the military to provide a second ice-free port for South 
Central Alaska during World War II. It is the location of the South Central Alaska rail-barge 
connection to Prince Rupert and Seattle. Whittier also serves as a regional port for the 
Alaska Marine Highway System and the fishing industry.

The DOD petroleum importation facility is currently being closed; however, the City o f 
Whittier is working with the ARRC and the natural gas industry to support a compressed 
natural gas (CNG) facility and transhipment facility to other coastal Alaska communities. 
The proposed CNG plant would occupy the available reserve lands at the head o f Passage 
Canal. Additionally, the City is working with the Corps o f Engineers and the ARRC to 
expand the small boat harbor to support tourism and small fishing industry.

Valdez

Tne Valdez reserve was acquired by the then federal railroad to support construction for the 
pipeline. It is located in the old Valdez town site area which is zoned industrial today, and 
support petroleum and construction businesses.



MUNICIPALITY OF ANCHORAGE 
(MOA)

City/Borough Total Area Federal State ARRC

Municipality o f 
Anchorage

1,251,620 927 494,976 2629

Portage

The bulk o f the Portage reserve is now v/etlands as a result o f the subsidence following the 
1964 earthquake. The existing filled lands are an operating . ..serve supporting access to 
Whittier which is ARRC’s rail-barge terminus.

ARRC has initiated a wetlands banking program to meet mitigation requirements under 
federal regulations. As an example, ARRC provided wetlands for DOT to mitigate for 
wetlands used in the widening o f the highway through the Palmer flats and mitigation 
wetlands for Lynden Inc. in the Anchorage port area. Portage represents a large portion of 
ARRC’s wetlands bank.

Anchorage

Anchorage is, o f course, the original construction headquarters for the Railroad. Today it 
continues to house the ARRC’s primary offices, shops, yard, and passenger depot. In the 
port area, to the north o f the yard, are the petroleum storage tank facilities owned by ARRC’s 
customers and served by the Port o f Anchorage. The ARRC port area is 100 percent 
occupied with additional rail users--barge traffic, stevedoring and most recently the proposed 
“North Star”  modular fabrication site. To the south and east o f the yard, are industrial 
properties that have been developed by ARRC. The Port o f Anchorage and ARRC’s freight 
facility handle 80% of the goods shipped to Alaska.

South o f the yard is the Ship Creek redevelopment area which will provide new tourism and 
business opportunities for downtown Anchorage--by providing additional facilities such as 
an IM AX theater, restaurants, and other creek front development. Little of the Anchorage 
reserve remains undeveloped. The redevelopment and port areas are in the process o f being 
improved or enhanced by projects such as the coastal trail which has completed a design study 
to be located along Ship Creek connecting downtown, Government Hill, and Mountain View.

Eagle River

This property is approximately one third the size o f the ARRC’s original 
dispute settlement with the Eklutna Native Corporation at the time of the transfer o f the 
Railroad to the State reduced this reserve in size. ARRC’s property divides Eklutna’s 
parcels. ARRC recently agreed in concept with Eklutna Native Corporation to consider 
exchanging land in this area for Eklutna property in the vicinity o f the Birchwood Reserve.



Birchwood
ARRC property at Birchwood is an operating reserve serving customers adjacent to the 
Birchwood airport, Referring to the Eklutna Inc. exchange o f property, the additional area 
in Birchwood would permit relocation o f ARRC’s main line leaving property better 
configured to support expansion o f the Birchwood airport and related activity.



MATANUSKA SUSITNA BOROUGH

City/Borough Total Area Federal State ARRC

Matanuska-
Susitna

16,056,576 1,008.27 64,182.26 9775

Talkeetna

A significant portion o f the Talkeetna reserve lies in the flood plain or riverbed o f the 
Talkeetna and Susitna rivers. ARRC has worked with Talkeetna Chamber o f Commerce to 
provide sufficient access to address their parking and traffic problems in the original Talkeetna 
townsite. Other recent activity includes leases with the City and State for improving the boat 
launch and improvements to the passenger depot to accommodate increased tourism.

Local entrepreneurs are developing RV facilities and other tourism related businesses. 
Talkeetna, traditionally served by the railbelt, is increasingly a focal point for the expanding 
tourist industry especially with its proximity to Denali Park as evidenced by the new Princess 
hotel to the north. Tour groups currently use the railroad to transport travelers to various 
destinations along the railbelt connecting with local businesses and vendors.

Currv

The Curry reserve is the historical mid-point o f travel on the Railroad from Seward to 
Fairbanks. It its hey day, Curry supported a hotel, ski slope, golf course, air strip, and access 
across the river to Curry ridge. Although the original facilities are no longer there, the 
Railroad has been contacted by tourism industry to redevelop some o f those facilities as part 
o f the railbelt tourism network. The balance o f this property could then be subdivided to 
provide rural recreational sites.

Hurricane

Hurricane remains one o f the best opportunities for continuing to support tourism grov .h 
near Denali with property that is both rail and highway served. ARRC has received inquiries 
from one of the larger tour companies in this area. As mentioned above, once sufficient land 
has been designated to support a primary tourism facility, the balance could be subdivided to 
provide rural recreation sites.



DENALI BOROUGH

City/Borough Total Area Federal State ARRC

Denali 8,192,000 unavailable unavailable 8716

H e a ly

The Healy reserve had its origins in providing coal for the railroad as well as communities 
along the railbelt and remains active in this role today. Substantial portions o f this reserve are 
leased directly to Usibelli Coal Mine as part o f their active mining operation. Usibelli also 
leases a portion o f this reserve as a residential subdivision which provides housing sites for 
its employees. Healy also has a rail yard that supports the local and export coal hauls.

C l e a r

The Clear reserve is originally a construction reserve and remains active today as a source o f 
ballast for maintenance o f the north end of the railroad. ARRC has a small soil remediation 
facility on this property for hydro-carbon contaminated soils.

In .1993, ARRC evaluated this site as a potential site for a regional landfill in response to 
problems Fairbanks, Denali Borough, and smaller railbelt communities had in meeting EPA 
regulations. There was considerable negative response from local residents. The landfill 
problem remains unresolved today.



NENANA

City/Borough Total Area Federal State ARRC

Nenana 5440 n/a n/a 264

Nenana

The Nenana reserve remains today an operational reserve related to logging and transfer o f 
materials for transportation by barge up and down the river. Much o f this reserve is leased 
to the City o f Nenana.



FAIRBANKS NORTH STAR BOROUGH

City/Borough Total Area Federal State ARRC

Fairbanks North 
Star

4,711,040 1,681,607 1,498,522 454

Fairbanks

The Fairbanks reserve contains ARRC’s northern yard and shop facility. ARRC’s three 
largest car fleets (petroleum, coal, and passenger) are serviced here. Freight from the 
Seward, Whittier and Anchorage ports is destined here for transloading to the Fairbanks area 
and the North Slope.

Fairbanks is a primary passenger origin/destination point. Property south o f the yard on the 
Chena River is the location of the new passenger depot and a hotel, RV park and other related 
tourism development.
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ALASKA ST A T E  CHAMBER OF COMMERCE 

Position 97-2 

Privatization of the Alaska Railroad

WHEFIEAS, the Alaska Railroad Corporation is a non-profit corporation owned by the 
State of Alaska; and

WHEREAS, the Alaska Railroad Corporation has been important in the development 
of Alaska since it was completed in 1923; and

WHEREAS, the Alaska Railroad Corporation is currently a critical part of Alaska's 
tranoportation infrastructure; and

WHEREAS, the Alaska Railroad Corporation must continue to expand and improve in 
order for Alaska to pursue its economic development; and

WHEREAS, the Alaska Railroad Corporation requires large amounts of capital funding 
in order to properly maintain its present system; and

WHEREAS, the Alaska Railroad will need even more capital funding in order to 
expand aggressively its system into areas of natural resource/economic development; 
and

WHEREAS, the State of Alaska continues to face declining revenues and will be 
unable to sustain an aggressive development agenda for the Alaska Railroad 
Corporation; and

WHEREAS, every plan dealing with Alaska's budget gap recommends the 
privatization of appropriate state agencies; and

WHEREAS, privatization has historically been a primary objective of the Alaska Slate 
Chamber of Commerce; and

WHEREAS, the Alaska Stale Chamber of Commerce sincerely believes that there are 
numerous advantages to privatization including:

1. Better management performance with profit responsibility and motivation
2. Better capitalization on entrepreneurial opportunities
3. Better responsiveness to customer requirements
4. Increased tax revenues to state and local governments

THEREFORE, BE IT RESOLVED that the Alaska State Chamber of Commerce strongly 
urges the Administration of Governor Knowles and the Alaska State Legislature to 
begin immediately the process of investigating the potential privatization of the Alaska



CITY OF WHITTIER, ALASKA 
RESOLUTION 477-96 

ALASKA RAILROAD LAND

t

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF WHITTIER, ALASKA, A 
MUNICIPAL CORPORATION, REQUESTING THE ALASKA STATE LEGISLATURE TO 
REMOVE NONOPERATIONAL LAND FROM THE ALASKA RAILROAD CORPORATION 
(ARRC) AND CONVEY AT FAIR MARKET VALUE TO THE CITY OF WHITTIER.

W HEREAS, the Alaska Railroad Corporation has ownership of fifty-two (52) percent of the 
City's business core area , and  over seventy- four (74) percent of the H arbor's w ater area.

WHEREAS, the City of Whittier h a s  for over three years m ade proposals to work in partnership with 
the Alaska Railroad Corporation to establish commercial, industrial and tourism and  tourism amenities 
for the expansion of the existing Whittier Small Boat Harbor.

W HEREAS, the planned expansion of the Whittier Small Boat Harbor will provide four hundred (400) 
new boat slips for recreational, fisheries and industrial uses, and to provide pro tected w aters to the 
existing day tour vessel operations.

WHEREAS, the current econom ic efforts of the City of Whittier feature the expansion of the existing 
Whittier Small Boat Harbor that is now in final design and planning s tag e s  under the direction of the 
U.S. Army Corps of Engineers.

W HEREAS, the uplands land ag reem ent and waterfront land title resolution m ust be completed within 
the next (90) days to obtain private financing to complete this project.

NOW THEREFORE BE IT RESOLVED that the Whittier City Council calls upon Alaska State 
Legislature to convey all nonoperational land owned by the Alaska Railroad Corporation in the business 
and waterfront core a rea s  to the City of Whittier at fair m arket value..

BE IT FURTHER RESOLVED that copies of this resolution be sen t to G overnor Tony Knowles, all 
m em bers of the Alaska State Legislature and the Board of Directors of the Alaska Railroad Corporation.

PASSED AND APPROVED by a duty constituted quorum of the Whittier City Ccuncil on this 02th day 
of December, 19S6

William Coum be 
Mayor, City of Wh .

ATTEST:ayes (2>
NOES. Q  
ABSENT _j__
ABSTAIN: n

C harlene Arneson 
Acting City Clerk

C.'wrO*«n*JOC9S\COUnCllV/»S\477-9«
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T h e  C i t y  o f  W h i t t i e r
Gateway to the Western Prince William Sound 

P.O. Box 008 • Whittier. Alaska 99(195 • (907)472-2327 • Fax (907) 472-2404

December 15,1996

Governor W illiam  Sheffield 
Board of Directors Chairman 
Alaska Railroad Corporation 
PO Box 107500 
Anchorage, A K  99510-7500

Dear Governor Sheffield:

We have provided the overhead photo and overlay to better illustrate the 
acquisition request that the C ity o f W hittie r has presented. The red outline is 
land currently owned by the Alaska Railroad Corporation. The blue outline 
depicts property owned by the C ity  w ith in  the business and harbor core areas. 
The green outline represents the land needed for the expansion of the harbor 
basin. The black line shows the property needed for uplands to support the 
basin expansion.

Throughout the railbelt communities, the A.R.R.C. owns small percentages of 
developable property w ith in  the commercial and industrial areas. The degree of 
A.R.R.C. land ownership does not preclude these communities from developing 
the economic base they need in order to prosper. In W hittier, it  does. As you can 
see from  the photo and overlay, the C ity  o f W hittie r is restricted from prom oting 
the grow th of what should be a main source of revenue.

The A.R.R.C., in cooperation w ith  the C ity  o f W hittier, can resolve this situation 
in a manner that w ill benefit both parties. By selling this property to the C ity  of 
W hittier, the A.R.R.C. could yield income that would help defray the cost o f the 
planned development o f the W hittie r fre ight off-loading facility. This sale w ould 
also serve to place A.R.R.C. land ownership more in keeping w ith  other railbelt 
communities.



The C ity of W hittie r is asking the Alaska Railroad Corporation Board of 
Directors for their support of this request. We are looking forward to presenting 
this proposal to the Alaska State Legislature as an example of cooperation and 
understanding between the A.R.R.C. and the C ity  o f W hittier.

David Morgan 
Acting C ity Manager

cc: Governor Tony Knowles 
M ayor W illiam  Coumbe 
W hittier C ity Council
Alaska Railroad Corporation Board of Directors 
The Alaska State Legislature

Sincerely,



^  Alaska Railroad Q's & A's

Q. What do H3 55 and SB 42 propose to do?

A. As introduced, the bills do only two things—bring the railroad under the Execu­
tive Budget Act, so the governor and legislature have greater oversight. Second, the b ill 
directs that the 36,000 acres of land that are to be transferred w ith  the railroad from the 
federal government w ill be transferred to the department o f natural resources rather 
than to the ARRC. The bills assume the railroad w ill be operated as a state corporation 
and not privatized.

Q. W hy put the ARRC under the Executive Budget Act?

A. As a state corporation controlling hundreds o f m illions of dollars worth of state
assets, the ARRC should have the oversight o f the governor and legislature, as required 
under the state constitution, Article IX, Sections 3, 5 ,7 ,8 ,1 3 , and  14. Currently, the 
ARRC is the only state corporation not under the EBA. It was not the intent of the 1983- 
84 legislature to allow the temporary corporation to be excluded from oversight for 14 
or more years. We are now on very weak footing, to a llow  the neglect of our constitu­
tional responsibilities to continue. When we have tried to exercise our oversight, such 
as when the legislative auditor last summer investigated the ARRC's contracting proce­
dures for gravel, he was met w ith  monumental stonewalling.

Q. H ow  w ill being under the Executive Budget Act affect the railroad?

A. Currently, the ARRC draws up and approves its own budget each year, deter­
m ining w ithou t state oversight how it's revenues and expenditures w ill be used. Under 
the EBA, railroad management would be required to submit its proposed budget to the 
governor's office of management and budget each year, which would then submit it to 
the legislature for appropriation. This open, public process allows for ample debate and 
opportun ity for affected third parties to give their views on programs and actions the 
ARRC proposes for the coming year. This is the process used for every' other state 
agency, whether it's a line agency like DNR or a state corporation like the Alaska Hous­
ing Finance Corporation, the Alaska Permanent Fund Corporation, or the Alaska Indus­
trial Development Corporation.

Q. W hy would the legislature want to transfer the land to DNR?

A. We have completed our obligations under the agreement w ith  the federal gov­
ernment to keep the railroad running for 10 years, and so should put the land to its 
highest and best uses. The authority for DNR's land management programs is found in 
the state constitution, at Article VIII, sec. 10, which requires that state land cannot be 
disposed of or leased w ithout proper public notice and other safeguards of the public 
interest. The state's interest in mineral rights is spelled out in Article VIII, sec. 11.
Under DNR's purview, the public's interest in the land and the mineral rights would be

Produced and distributed by Rep. Terry Marlin • February 1997



O f the approximately 36,000 acres of land to be transferred from tire federal govern­
ment, industry experts estimate the railroad needs only between 18,000 and 22,000 acres 
for rail operations and maintenance. As a quasi-public corporation, the ARRC would 
not need to hold title  to the land, but w ould be charged w ith  managing and controlling 
the 18,000 - 20,000 acres it  needs. T h e  r e m a i n d e r  c o u l d  b e  m a d e  a v a i l a b l e  f o r  s e l e c t i o n  

by t h e  m u n i c i p a l i t i e s ,  o r  b y  t h e  u n i v e r s i t y ,  o r  c o u l d  e v e n  b e  s o l d  t o  s o m e  l e a s e h o l d ­

ers. Perhaps a land management authority patterned after that of the university lands 
could be established.

j f i t ?  Q- W hy is this an issue at this particular time?

A. Under the federal transfer act of 1982, the state was required to operate the ra il­
road for a m inim um  of 10 years before the lands could be transferred to a th ird party. 
And under the 1984 state law putting the transfer into effect, the ARRC was to report to 
the legislature every five years on its efforts to sell the line, including documentation of 
at least three offers to sell initiated by the ARRC. Also in the transfer act was a require­
ment that the governor contract for a report to the legislature in 1987 on steps taken 
toward privatization. Instead of taking steps to initiate a sale o f the line, the railroad in 
1988 persuaded the legislature to pass a statute repealing its responsibility to seek 
privatization. ARRC President and CEO at the time, Robert Hatfield, strongly sup­
ported this change in law.

Again, w e  h a v e  f u l f i l l e d  o u r  o b l i g a t i o n  to  t h e  f e d e r a l  g o v e r n m e n t  a n d  a r e  r e a d y  to  

receive t h e  r e m a i n d e r  o f  t h e  3 6 ,0 0 0  a c r e s .  In fact, the state is losing m illions of dollars 
each year that goes by that the land continues in federal ownership. A io th e r reason the 
issue has come to the fore at this time is because senior management at the railroad has 
been highly uncooperative w ith  state officials whose duty it is to audit, inspect and 
report on the financial and contractual transactions of public entities such as the ARRC.

M f Q. Why can't the ARRC continue as it is?

A. The ARRC is a unique, and probably unconstitutional, quasi-public corporation
that sometimes fancies itself a state agency providing a valuable service to the public, 
and other times a private corporation w ith  proprietary information to protect. We can't 
have it both ways. T h e  l e g i s l a t u r e  m a d e  a  m i s t a k e  i n  1 9 8 4  w h e n  i t  p a s s e d  t h e  l a w  

e s t a b l i s h i n g  t h e  A R R C  b y  n o t  c l e a r l y  d e f i n i n g  w h a t  k i n d  o f  a g e n c y  i t  w a s ,  a n d  b y  

g i v i n g  a w a y  s t a t e  o v e r s i g h t .  Now is the time to take corrective action.

Q. Couldn 't the ARRC be run like a private corporation?

A. A t the time of the purchase of the railroad, it was the intent of the legislature and
the people of Alaska that the railroad eventually be owned and /o r operated by private 
industry. In setting up the current ARRC scheme, the legislature attempted to make the 
ARRC as nearly like a private railroad corporation as possible, even to the extent of 
deliberately keeping an arms-length, distant role for itself. The reason for this may have

better protected.

A la sk a  R a i lro a d  Q  & A • P rod u ce d  and  d istribu ted  by R ep . Terry M arlin  • F e b ru a ry  1 9 9 7



been to make an easier transition to private operation; however, it has not worked for 
long-term management as a quasi-public corporation. I n  f a c t ,  t h e r e  a r e  s i g n i f i c a n t  

q u e s t i o n s  t o  b e  a n s w e r e d  r e g a r d i n g  t h e  c o n s t i t u t i o n a l i t y  o f  m a n a g i n g  s t a t e  a s s e t s  in a  

w a y  t h e  a s s e t s  h a v e  b e e n  m a n a g e d  b y  A R R C  o v e r  t h e  l a s t  1 2  y e a r s .

Q. What about railroad employees? Won't they be hurt by privatization?

A. If the state opts to privatize the railroad or its operations, we can put conditions
on the new owner, just as the federal government pu t conditioas on the state 12 years 
ago. These included a continuity of employment for the union workers, protection of 
their pension funds, and a requirement that the state had to operate the line for 10 years 
before the land would be transferred, among others. R a i l r o a d  e m p l o y e e s  a n d  t h e i r  

f a m i l i e s  s h o u l d  n o t  f e a r  p r i v a t i z a t i o n .

Q. Isn't the railroad prohibited from competing w ith  private business in
non-railroad related ventures?

A. In 1984, the Senate finance committee adopted a letter of intent that said, in
pertinent part: "...although the railroad may use public resources or the benefits o f its 
public status to extend its lines or to provide passenger service, it  should not use direct 
subsidies to compete unfairly w ith  privately-owned carriers."

Perhaps this legislative directive should have said it  should not compete unfairly w ith  
privately-owned carriers and other non-railroad related businesses. D e s p i t e  t h e  

l e g i s l a t u r e ' s  w i s h e s  a n d  g r o w i n g  c r i t i c i s m  f r o m  o t h e r  b u s i n e s s e s ,  t h e  A R R C  h a s  

entered into c o m p e t i t i o n  w i t h  p r i v a t e  e n t e r p r i s e  v e n t u r e s ,  most notably by owning 40 
percent of a hotel at Ship Creek, wholly-owning and operating an RV park in Anchor­
age, leasing land for another RV park in Fairbanks, and is now embarked on a jo in t 
venture to operate barge service between Anchorage and the Puget Sound. The railroad 
is even putting a restaurant in the ARRC headquarters build ing, further eroding any 
incentive for rail passengers to visit downtown businesses.

A la sk a  R a ilro a d  O  & A • P rod u ce d  an d  d istribu ted  by R e p . T erry  M arlin  • F eb ru a ry  1 9 9 7
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CS FOR HOUSE BILL NO. 55(TRA)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - FIRST SESSION

B Y  T H E  H O U S E  T R A N S P O R T A T IO N  C O M M IT T E E

O ffered :
Referred :

Sponsors): H O U S E  R U L E S  C O M M IT T E E  B Y  R E Q U E S T  O F  T H E  L E G IS L A T IV E  B U D G E T  A N D
A U D IT  C O M M IT T E E

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the fiscal operations of the Alaska Railroad Corporation; and 

providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. Section 1(b), ch. 153, SLA 1984, is amended to read:

(b) It is the purpose of this Act to

(1) create a viable economic entity with the powers and duties 

necessary to operate and manage the Alaska Railroad pending eventual transfer of the 

railroad to the private sector for its ownership or operation or both consistent with 

45 U.S.C. 1201 - 1214 (Alaska Railroad Transfer Act of 1982);

(2) provide for the level of transportation service that best satisfies the 

needs of the people of the state consistent with the other findings and policies of this 

section;

(3) create a public corporation with the powers, duties, and functions 

needed to operate the Alaska Railroad and manage its rail, industrial, portj and other

-1- CSHB 55(TRA)
■Vev T e x c  U n d e r l in e d  (DELETED T EX T  BRACKETED]
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properties in the best interest of the people of the state by ensuring that the corporation 

w ill

(A) be [EXCLUSIVELY] responsible for the management of 

the financial and legal obligations of the Alaska Railroad;

(B) operate the railroad as a common carrier subject to the 

jurisdiction of the United States Interstate Commerce Commission consistent 

with 45 U.S.C. 1207;

(C) have the ability to raise capital by issuing bonds upon 

approval of the legislature exempt from federal and state taxation and applying 

for federal money to which the state may be entitled or that may be available;

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

(E) provide the best possible combination of types and levels 

of safe, efficient, and economical transportation to meet the overall needs of 

the state, supported when necessary by state investment;

(F) provide for the prudent operation of the railroad according 

to sound business management practices; [AND]

(G) preserve the integrity of the railroad utility corridor for 

transportation, communication, and transmission purposes; and

(HD be subject to AS 37.07 (Executive Budget Act) and be 

responsible for the operating, capital, and debt service expenditures of the 

corporation in accordance with appropriations made bv the legislature;

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

indirectly endanger the state’s own borrowing capacity.

* Sec. 2. AS 37.07.120(1) is amended to read:

(1) "agency" means a department, officer, institution, board, 

commission, bureau, division, or other administrative unit forming the state 

government and includes the Alaska Railroad Corporation. Alaska Pioneers’ Home* 

and the University of Alaska, but does not include the legislature or the judiciary;

* Sec. 3. AS 42.40.100 is amended to read:

Sec. 42.40.100. Management by the board. The board is responsible for the 

management of the corporation but shull delegate certain powers and duties to the chief

0-LS0059YH
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executive officer in accordance with AS 42.40.120. In managing the corporation* the 

board shall

(1) be responsible for the management of the financial and legal 

obligations of the Alaska Railroad;

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

jurisdiction of the United States Interstate Commerce Commission consistent with 45 

U.S.C. 1207;

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

(4) in accordance with AS 37.07, apply to the legislature for an 

appropriation with the concurrence of the governor to be used to

(A) fund the operating, capital, and debt service 

expenditures o f the corporation: and

HB) when necessary, provide a particular service that is not 

otherwise self-sustaining if  a subsidy is required to maintain that service;

(5) provide for safe, efficient, and economical transportation to meet 

the overall needs of the state;

(6) raise needed capital by issuing bonds of the corporation upon 

approval by the legislature while ensuring that borrowing by the corporation does not 

directly or indirectly endanger the state’s own borrowing capacity;

(7) review all state and other land disposal proposals to aid in planning 

for future development or expansion of transportation services;

(8) ensure that the procurement procedures of the corporation meet 

accepted railroad industry standards;

(9) ensure that the accounting procedures of the corporation meet 

generally accepted accounting principles consistent with industry standards for 

comparable railroads.

* Sec. 4. AS 42.40.540 is amended to read:

Sec. 42.40.540. Appropriations. The corporation shall [MAY] request, in 

accordance with AS 37.07. appropriations [THE CONCURRENCE OF THE 

GOVERNOR, A DIRECT APPROPRIATION OR GRANT] from the legislature to 

carry | ASSIST IN CARRYING] out the provisions of this chapter.

WORK D R A FT  WORK D R A FT  0-LS0059VH
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* Sec. 5. AS 42.40.920(b) is amended to read:

(b) Unless specifically provided otherwise in this chapter, the following laws

do not apply to the operations of the corporation:

(1) AS 19;

(2) AS 30.15;

(3) AS 35;

(4) AS 36.30, except as specifically provided in that chapter;

(5) AS 37.05;

(6) [AS 37.07;

(7)] AS 37.10.010 - 37.10.060;

£7) [(8)] AS 37.10.085;

£8) [(9)] AS 37.20;

£91 [(10) AS 37.25;

(11)] AS 38;

(10) [(12)] AS 44.62.010 - 44.62.320.

* Sec. 6. PREPARATION OF FIRST ANNUAL BUDGET UNDER AS 37.07. The 

Alaska R ailro ad  Corporation shall prepare its first agency program and financial plan under 

AS 37.07 for consideration by the governor in the development of the governor’s 

recommended operating and capital improvements programs and financial plans that are 

submitted to the legislature at the next regular session of the legislature that convenes 

following the effective date o f this Act.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).

0-LS0059VH
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M any representatives o f the Alaska Railroad have spoken against HB 55. 
Joseph Perkins, Commissioner o f Transportation and a Member o f the Alaska 
Railroad Board said in our last Transportation meeting, " I f  it  a in 't broke, 
don 't fix  it."

Former-Governor Sheffield asserted the Executive Budget Act w ou ld  h inder 
the ab ility  o f the Alaska Railroad to earn a pro fit. In 1993 and 1994 the 
ra ilroad lost nearly $6 m illion. Then in 1995 the railroad supposedly made 
$7.8 m illio n  and another $8 m illion  for 1996. However, at the end of each o f 
those p ro fit years, the railroad received $10 m illion  in  federal subsidies. In 
other words, there is already a question whether the railroad can earn a p ro fit; 
p lacing the ARRC under the Executive Budget Act w on 't change that concern 
or its ab ility  to earn a profit.

G overnor Sheffield and Commissioner Perkins mentioned that the Executive 
Budget Act w ould hurt the railroad's ab ility  to be flexible, to meet new m arket 
demands, to react to changing situations, to make new capital investments 
and to run a good railroad.

If  freedom to operate is the railroad's concern then w hy did the railroad force 
Anchorage Sand and Gravel to lease their own railroad cars. The ARRC d id  
not have enough cars for that company to move their product, thus 
Anchorage Sand & Gravel was forced to ship 40 cars up to Alaska and lease 
those same cars.

Being flexible and meeting market demands requires foresight. C urrently, the 
ra ilroad uses 4-axle locomotives while every other railroad in the United 
States uses 6-axle locomotives. The main difference is that a 4-axle 
locomotive has the ab ility  to haul about 40 cars w hile  a 6-axle locomotive can 
haul about 80 cars. If the railroad is concerned about making a profit, w hy 
hasn't the railroad upgraded to 6-axle locomotives for efficiency and 
proficiency? Also, the railroad has never in its 12 years of state-owned 
operation, placed on paper a plan for expansion of service operations. The 
railroad has always been comfortable w ith  just getting by.

According to former-Governor Sheffied, this freedom to operate is being 
jeopardized by this b ill which w ould place the railroad under Executive 
Budget Act. Past legislative Audits and concerns from local governments 
have expressed that the Alaska Railroad Corporation is:

The Alaska Railroad and the Executive Budget Act

• Giving away valuable state assets such as land and gravel



• Com peting d irec tly  w ith  private enterprise in  the areas of hotels, 
excavation and gravel sales, land disposal, and private tours.

• U n w illin g  to include the public in  projects that effect the com m unity, 
often contrary to open public process requirements

• U n w illin g  to negotiate w ith  local m unicipalities and governments
• U n w illin g  to fo llo w  local m unicipal zoning laws.

Another legislative audit pointed out ARRC's lack o f corporate oversight in  
expending corporation receipts. Former Governor Sheffield mentioned that 
the ra ilroad is owned by the residents of Alaska. I f  the residents of Alaska 
read through the aud it concerning Governmental Corporations' Board of 
Directors and Executive Director Travel Expenses they w ould have been 
appalled. The a ud it clearly shows the lack o f concern by the CEO and the 
ARRC board to use railroad money properly. For example, a four-day tr ip  to 
F lorida by the CEO and his w ife cost ARRC and the State o f Alaska $6,721 in 
airfare, meals and lodging.

Former Governor Sheffield shouldn 't be blamed fo r the railroad's 
inadequacies o r lack of plans or purposes. M ost o f the concerns and problems 
effecting the ra ilroad were inherited not created by form er Gov. Sheffield. His 
strong defense and zeal concerning the ARRC are admirable. But placing the 
ra ilroad under the Executive Budget Act w il l  not h u rt the railroad.

Under the Executive Budget Act the railroad can s till operate as a corporation 
and decisions affecting the future are still made by the board and the CEO. 
Under the Executive Budget Act, the railroad w ou ld  subm it a budget to the 
Governor and Legislature like every other state agency and corporation.
Under the Executive Budget Act, there w ou ld be no concern that it  is 
unconstitu tional fo r the railroad to be appropria ting its own money.

Under the Executive Budget Act, concerns and audits effecting the railroad 
could be brought forth to the legislature during  the annual budget process and 
the railroad could provide insight and seek appropria tion for expansion of 
services and ra il lines. ARRC's concern that appropriations could only be 
sought du ring  session is ridiculous. Again, every other state agency and state 
corporation con tinua lly  and periodically refines and re-appropriates money 
du ring  the in te rim  through the Legislative Budget & A u d it Committee.

W hy can't the legislature have oversight o f its resources and facilities?
Sim ply, under the Executive Budget Act, the railroad w ill have to 
communicate w ith  the state about its plans for operations, its plans for 
deferred maintenance and its plans to run the railroad, w ithou t the need of 
the Legislature, the Legislative Budget &  A u d it Committee nor the 
Governor's office to pu ll teeth for inform ation.



The Executive Budget Act doesn't force the Railroad to detail every 
expenditure through nickel and dim ing, but the Executive Budget Act allows 
fo r an open communication process between the Alaska Railroad 
Corporation and its owners-the people o f Alaska through the ir Governor 
and their Legislature-which currently does not exist.



A / f t
A p p r o p r i a t i o n  

A l l o c a t i o n s  I t e m s

p a r t m e n t  o f  P u b l i c  S a f e t y  ( c o n t . )

J u d i c i a l  S e r v i c e s - ^ n c h o r a g e  

P r i s o n e r  T r a n s p o r t a t i o n  

S e a r c h  a n d  R e s c u e  

R u r a l  T r o o p e r  H o u s in g  

N a r c o t i c s  T a s k  F o r c e  

C o m m e r c ia l  V e h i c l e  E n f o r c e m e n t

10 V i l l a g e  P u b l i c  S a f e t y  O f f i c e r

11 P r o g r a m

12 C o n t r a c t s

13 S u p p o r t

14 A d m i n i s t r a t i o n

15 A la s k a  P o l i c o  S t a n d a r d s  C o u n c i l

16 V i o l e n t  C r im e s  C o m p e n s a t io n  B o a r d

17 D o m e s t i c  V i o l e n c e  a n d  S e x u a l

18 A a a a u l t

19 S t a t e w id e  S u p p o r t

20 C o m m is s i o n e r ' s  O f f i c e  

T r a i n i n g  A c a d e m y  

A d m i n i s t r a t i v e  S e r v i c e s  

C i v i l  A i r  P a t r o l  

L a b o r a t o r y  S e r v i c e s  

A la s k a  P u b l i c  S a f e t y

I n f o r m a t i o n  N e tw o r k  

A la s k a  C r im i n a l  R e c o r d s  a n d  

I d e n t i f i c a t i o n

2 1

2 2

23

24

25

26

27

28

29

3 0

3 1

1 ,9 8 7 ,3 0 0

1 ,2 2 6 ,7 0 0

283 ,100

418 .200  

3 ,0 3 6 ,2 0 0

504 .200

5 .2 6 5 .5 0 0

1 .7 3 6 .5 0 0

278 ,300

700 ,500  

1 ,3 2 0 ,4 0 0  

1 ,8 5 8 ,0 0 0

503 ,100

2 ,0 8 9 ,2 0 0

1 ,9 4 9 ,7 0 0

2 ,0 5 1 ,3 0 0

7 , 2 8 0 , 3 0 0

7 4 8 , 9 0 0

1 , 1 5 2 , 5 0 0

8 , 1 7 7 , 7 0 0

1 0 , 4 7 2 , 2 0 0

D e p a r t m e n t  o f  R e v e n u e

32 C h i l d  S u p p o r t  E n f o r c e m e n t

33 A l c o h o l i c  B e v e r a g e  C o n t r o l  B o a r d

34 M u n i c i p a l  B o n d  B a n k  A u t h o r i t y

35 P e r m a n e n t  F u n d  C o r p o r a t i o n

36 A la s k a  H o u s i n g  F i n a n c e

37 C o r p o r a t i o n

38 O p e r a t i o n s

1 6 , 4 4 0 , 1 0 0

6 5 3 , 5 0 0

5 6 3 , 9 0 0

2 9 , 9 0 2 , 2 0 0

3 2 , 0 8 0 , 4 0 0

F u n d

G e n e r a l

F u n d s

O t h e r

7 , 2 8 0 , 3 0 0

7 4 8 , 9 0 0

3 8 0 , 1 0 0

4 , 9 3 2 , 1 0 0

8 , 3 7 4 , 2 0 0

2 , 0 6 9 , 2 0 0

6 5 3 , 5 0 0

7 7 2 , 4 0 0

3 , 2 4 5 , 6 0 0

2 , 0 9 8 , 0 0 0

1 4 , 3 7 0 , 9 0 0

5 6 3 , 9 0 0  

2 9 , 9 0 2 , 2 0 0  

3 2 , 0 8 0 , 4 0 0

1 2 ,2 0 8 ,1 0 0

P a g e  3 1 H B  7 5 ,  S e c .  3 2



ALASKA STATE LEGISLATURE
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division of Legislative Audit
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P.O.Box 113300 
June;m,AK 99811-3300 

(907) 465-3830
November 16, 1994 FAX (907) 465-2347

Members o f the Legislative Budget 
and Audit Committee:

In accordance with the provisions o f Title 24 o f the Alaska Statutes, the attached report is 
submitted for your review.

GOVERNM ENTAL CORPORATIONS’ BOARD 6 f  DIRECTORS 
AND EXECUTIVE DIRECTOR 

TRAVEL EXPENSES

November 16, 1994

Audit Control Number 

04-4503-95

The objective o f this audit was to determine whether travel expenses incurred by 
governmental corporations’ executive level directors and board members were reasonable and 
necessary. Our review included the ten governmental corporations which incurred travel 
expenses during FY 93 and FY 94 and whose governing board was active during this period. 
This report contains a conclusion and the related findings and recommendations for each 
governmental corporation. We have also included a listing o f the names and home 
residences for each board member and executive director along with a schedule o f travel 
expenses for FY 93 and FY 94.

The audit was conducted in accordance with generally accepted government auditing 
standards. Fieldwork procedures utilized in the course o f developing the Findings and 
conclusions presented in this report are discussed in the Objectives, Scope, and Methodology 
section o f this report. ,,

RandyJL  Welker, CPA 
Legislative Auditor



Alaska Railroad Corporation (AS 42.40.010)
The Alaska Railroad Corporation is a public corporation and is an instrumentality of the State within the 
Department of Commerce and Economic Development. The corporation has a legal existence independent of and 
separate from the State. The continued operation of the Alaska Railroad by the corporation is considered an 
essential government function of the State.

Purpose : The board is responsible for the management o f the corporation to provide safe, 
efficient, and economical transportation to meet the overall needs o f the State.

B oard  M eetings: The board meets at least once every three months. The chairman or a 
majority o f the members of the board may call other meetings o f the board as necessary.

B oard  M embership : The board consists o f the commissioner o f the Department o f
Commerce and Economic Development, the commissioner o f the Department o f 
Transportation and Public Facilities, and five members appointed by the governor. The five 
appointed members must be registered voters except as provided. Except for the 
commissioners and the member appointed under (5) below, a member may not be a state 
officer or employee. Appointed members shall have the following qualifications:

(1) one member o f the board shall be a person who has at least 10 years o f experience 
in railroad management; a person who is not a resident o f the State may be appointed 
under this paragraph;

(2) one member o f the board shall be or have been an executive officia l o f a United 
States railroad and shall be selected in accordance with any requirements under 49 
U.S.C. (Interstate Commerce Act); a person who is not a resident o f the State can be 
appointed under this paragraph;

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

(4) one member shall have at least five years experience as an owner or manager o f a 
business in the State; and

(5) one member shall be an employee who is a member o f a bargaining unit representing 
employees o f the corporation.
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Alaska Railroad Corporation
Enabling statutes entitle the Alaska Railroad Corporation’s (ARRC) governing board to per 
diem and travel allowances as authorized by law for members o f state boards and 
commissions as established by the AAM . The applicability o f these travel policies and 
procedures to ARRC’s executive director, who has also been appointed as a board member, 
is not as clear.

The confusion arises because while board members are required to adhere to the AAM , 
ARRC has been given statutory authority to establish its own internal travel policies and 
procedures. ARRC’s executive director is both an ARRC employee and a member o f its 
governing board.

Compliance with internal policies and procedures

ARRC has developed a comprehensive set o f travel policies and procedures. A review of 
individual travel expense reports has shown that except for two specific areas, ARRC has 
complied w ith their corporate travel policies and procedures. The two specific areas we 
noted were the purchase o f fu ll fare coach tickets without 'supporting explanation and 
reimbursement o f laundry expenses in excess o f that allowed by ARRC policy. Specifically, 
ARRC procedures require all fu ll fare tickets, except those between Anchorage and 
Fairbanks, have an explanation o f why it was necessary to purchase the fu ll fare instead of 
a reduced fare ticket. Additionally, ARRC procedures allow the reimbursement o f laundry 
expenses only when they are incurred on trips o f more than three nights.

Compliance with the State’s Alaska Administrative Manual

ARRC has not complied with statute requiring its board members follow the A A M ’s travel 
policies and procedures. Management was unaware that statute required board member travel 
comply with A A M ’s travel provisions. A t the time o f our review, ARRC did not possess 
a copy o f these policies. Accordingly, our review concluded that important controls over the 
management o f travel mandated by the A A M  were lacking. See Recommendation No. 3 in 
the Findings and Recommendations section o f this report. Specifically, we noted three areas 
o f departure from the A AM .

• Pre-approval: Travel by the board, specifically the purpose and estimated costs, did 
not receive prior approval. ARRC did not obtain from the Department o f 
Administration pre-approval o f lodging costs greater than $200 a night. Additionally, 
no pre-approval was obtained from the Office o f the Governor for foreign travel. The 
A A M  provides for several levels o f pre-approval depending on the destination, 
associated costs, and the types o f travel expenses requested for reimbursement. Pre­
approval o f travel is a control to ensure that the purpose o f travel and estimated cost 
is reasonable and necessary.

♦ Cost limitations: Standard ARRC procedure is to reimburse meals and lodging based 
on actual costs incurred. The A A M  requires travellers be paid a standard meal
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allowance in place o f reimbursing for actual meal expenses unless travel is to a 
foreign country. Further, A A M  permits the reimbursement o f actual lodging cost only 
when it can be demonstrated that estimated lodging costs combined with the meal 
allowance exceed the standard daily per diem allowance. Hotel surveys are required 
to demonstrate - that actual lodging expenses represent the most economical 
accommodations available.

Additionally, a review o f travel expense reports showed that it is common practice 
for ARRC’s to pay the fu ll coach rate for airfare. The A A M  requires travel be 
accomplished by the most direct and efficient means possible. Travellers are directed 
to procure discounted airfare whenever possible.

• Documentation: Incidental expenses were poorly supported. The A A M  requires 
receipts for all expenses in excess o f $15 and limits the reimbursement o f unreceipted 
expenses to $30 per trip. A  review o f travel vouchers showed several instances where 
board members were reimbursed for unreceipted expenses in excess o f $15.

Reimbursement for costs associated with questionable travel

We question whether certain travel costs incurred by ARRC were for a demonstrable public 
purpose. While some questions relate to the underlying necessity o f an entire trip, others are 
limited to specific travel costs allowed by ARRC. See Recommendation No. 4 in the 
Findings and Recommendation section of this report.

Examples o f specific travel costs allowed by ARRC include: membership fees to airport 
lounges, fees for personal credit cards, and costs for babysitting services while on travel 
status. The Alaska Constitution requires that public funds be used only for a public purpose; 
the items above are generally more personal in nature and should not be allowed.

ARRC’s policy allows for the corporation to pay for travel or entertainment expenses o f a 
spouse only for an approved business purpose and with advance written approval o f the 
executive director. In March 1991, the executive director, in a memorandum to the board 
chairman, requested approval for his wife to accompany him to the National Freight 
Transportation Association (NFTA) conferences. The approval was requested subject to the 
railroad’s economic condition.

The public purpose served by spousal travel expenses is not readily apparent. Unless the 
public purpose can be clearly demonstrated, ARRC should not spend corporate funds for 
such travel costs. Additionally, the federal tax consequences should be thoroughly reviewed 
by the corporation to ensure that spousal expenses are reported correctly.

Further, the cost/benefit nature o f some travel by ARRC is unclear. Specifically, we 
question the attendance by the executive director, another corporate executive, and their 
spouses to the semi-annual NFTA conferences. These conferences arc intended to be 
primarily social in nature (see sidebar on the next page).
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Also, ARRC’s executive director travels 
to Seattle and Fairbanks several times a 
year to attend employee group birthday 
lunches. These events are catered and 
paid for by the corporation. The 
luncheons are intended to promote open 
com m un ica tion  between senior 
management and line employees. 
ARRC should re-evaluate benefits 
derived from employee group birthday 
luncheons to confirm that these benefits 
exceed their related costs.

ARRC corporate policies require tokens 
o f recognition, appreciation, and 
sympathy be considered personal 
expenses and are not reimbursed without 
proper approvals. However, ARRC 
paid for the executive director and 
another corporate executive to travel to 
Phoenix, Arizona to attend a funeral. 
We agree w ith ARRC’s basic policy that 
attending a funeral is inherently personal 
in nature and the cost in this case should 
not have been bome by ARRC.

Corporate entertainment policies

-  lA A -  N A T IO N A L  F R E IG H T  , - 
>  T R A N S P O R T A T IO N -A S S O C IA T IO N

v. .

T h e  N a tio n a l  F re ig h t  T ra n s p o r ta t io n  A s s o c ia tio n  , 
(N F T A ) ' i * ' a -  g r o u p  o f. a b o u t  300  tra n s p o r ta t io n . 3 
e x e r a t iv e s ] a n d  th e f c  p r in c ip a l  c u s to m e rs . T h e  'j
p u r p o s e  o f  th e  o r g a n iz a t io n  a n d  i t s  c o n fe re n c e s  is

, ̂ T lw i^ N F T A s ; ,c o n f e r e n c e s /^ ,  u n l ik e  t r a d i t io n a l  . 
• i' h u s i i v ^  c o n fe re n c e s  W h o se: a g e n d a s  c o m m o n ly  

f iid u d e > T e y e n  ̂  - :p a n e l  d is c u s s io n s ,. .  ’
f  s p e a k e r s ,A a n d  >> t r a in in g ,£  w o r k s h o p s / , . c o n s is t  .-1 

' p r im a r i ly  o f  s o c ia l e v e n ts  s u c h  a s  te n n is  a n d  g o lf .  ] 
A R R C  p a id  f o r  th e  e x e c u t iv e  d i r e c to r  a n d  h is  w if e  1 

- to  a t t e n d  th e  N F T A  c o n f e i e h a a f  A c c o rd in g  to  th e  
'  e x e c u t iv e  d ire c to r ,  s p o u s e s  p la y  a n  im p o r ta n t  r o le  ys

•. D u r in g .f i s c a l  year**1993  a n d  l994>' A R R C  p a id '
.. o v e r  $16,700 f o r  i t s  e x e c u t iv e  d i r e c to r  a n d  s p o u s e  ^  

to  a t te n d ,  th e  N F T A  ^ c o n fe re n c e s . W e  f o u n d  ; 
l o d g in g V c o a ts  • a s s ^ a t ^ T - . y d t h  t h e - '  N F T A  
c o n f e r e n c e s ; to  b e  e x c e e d in g ly  h i g h . . .  N ig h t ly  . 

-k lo d g in g  c o s ts  r a h g e d f r o r n a  lo w  o f  a p p ro x im a te ly . '

ARRC has established policies and 
procedures permitting entertainment expenses.

E nterta inm en t costs such as meals and refreshments may be submitted fo r  
re im bursem ent on ly  when business d irec tly  related to, o r  associated with, 
essentia l AR R C  business is conducted during the meal o r  event. To be 
re im bursab le :

A. There must be actua l conduct o f  business fro m  which the ARRC expects 
to derive more than a goo dw ill business benefit OR

B. The enterta inm ent must be in  the nature o f  compensation fo r  services o r  a 
p rize  to non-employees.

The business enterta in ing must occur in  a place o r in surroundings conductive 
to a business discussion and must involve a substantial and bona f id e  business 
meeting. Expenses must not be lavish o r  extravagant. Report details o f  a l l 
business enterta inm ent expenses on the back o f  the expense fo rm . The
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" Business Purpose ” must include a description o f  the business topic(s) o f  
discussion .

Enterta inm en t expenses incurred by an employee which do not meet the above 
c r ite r ia  a re  considered personal expenses o f  the employee and are not 
re im bursable.

Additionally, upon pre-approval by the executive director, ARRC policies permit an 
employee to entertain at his/her home residence. Entertainment and business meal expenses 
were commonly incurred in conjunction with the executive director and board member travel. 
ARRC's board o f directors and executive director incurred over $3,100 in business meals and 
over $4,400 in entertainment costs in conjunction with travel. Examples o f entertainment 
related expenses include, in part: golf fees, meals including alcohol, and hosting involving 
foreign travel.

Use o f legislative lobbyist by ARRC

W hile reviewing details related to entertainment costs incurred by ARRC we observed that 
some costs were related to business meals for ARRC corporate executives, legislators, and 
a lobbyist hired by ARRC.

Alaska Statute 42.40.705 prohibits the use o f ARRC money, assets, or property o f the 
corporation to be used for political activities. However, the statute does allow board 
members and employees to communicate with and appear before committees of Congress, 
the legislature, and municipal governing bodies in connection with matters directly affecting 
the corporation.

The use o f corporate assets for business meals attended by ARRC employees, legislators, and 
a lobbyist appears to be in conflict with AS 42.40.705. ARRC should establish clearer 
guidelines for what costs can be incurred when “ communicating” with the legislature. 
Additionally, while the statute provides for board members and employees to communicate 
w ith and appear before the legislature, it does not provide for corporate assets to pay for 
non-employees. As a result, it appears the use of corporate funds to pay for the services o f 
a registered lobbyist is in violation o f AS 42.40.705.

ALASKA STATE LEGISLATOR
-25- DIVISION OF LEGISLATIVE AUDIT



Recommendation No. 3

ARRC board should comply with AAM  travel policies and procedures.

Alaska Statute 42.40.050 entitles ARRC’s board to per diem and travel allowances authorized 
by law for members o f state boards and commissions. Alaska Statute 39.20.180 requires that 
members o f state boards and commissions adhere to travel policies and procedures adopted 
by the commissioner of the Department o f Administration as established by the AAM .

Currently, ARRC’s governing board is following the corporation’s internal travel policies and 
procedures. A  comparison of ARRC’s internal policies and procedures to those in the A AM  
identified several material differences. A discussion of the significant differences follows:

• Pre-approval: The AAM  provides for several levels o f pre-approval depending on the 
destination, associated costs, and the types o f travel expenses requested for 
reimbursement. ARRC procedures do not require any formal approval for board 
travel.

• Cost limitations: The AAM  requires travellers be paid a standard meal allowance in 
place o f reimbursing for actual meal expenses unless travel is to a foreign country. 
Further, A A M  permits the reimbursement o f actual lodging cost only when it can be 
demonstrated that estimated lodging costs and meal allowance exceed the standard 
daily per diem allowance. Hotel surveys are required to demonstrate that actual 
lodging expenses represent the most economical accommodations available. Standard 
ARRC procedure is to reimburse meals and lodging based on actual costs incurred.

A review o f travel expense reports showed that it is ARRC’s common practice to pay 
the fu ll coach rate for airfare. The A AM  requires travel be accomplished by the most 
direct and efficient means possible. Travellers are directed to procure discounted 
airfare whenever possible.

• Documentation: The AAM  requires receipts for all individual expenses in excess o f 
S15 and limits the reimbursement o f unreceipted expenses to $30 per trip . ARRC 
requires receipts for only those expenses whose total exceeds $25 per day.

Alaska Railroad Corporation

ALASKA STATE LEGISLATVRE -35- 0 (VISION OF LEGISIATIVB AL'DfT



ARRC’s corporate policies are generally less restrictive than those in the AAM . W hile the 
board has historically followed the less restrictive corporate policies, statute requires that the 
board adhere to the more restrictive AAM  travel policies and procedures.

Therefore, we recommend ARRC establish the procedures necessary for processing board 
travel expense reports in compliance with the State’s AAM .

Recommendation No. 4

ARRC should lim it travel expenses to only those necessary to conduct o ffic ia l AKRC 
business.

A  review o f travel expense reports identified specific expenses which we believe are 
unnecessary, unreasonable, or both. Unnecessary travel-related expenses included: 
membership fees to airport lounges, fees for personal credit cards, cost for babysitting 
services, and travel expenses to attend a funeral out o f the State. Unreasonable costs include 
nightly lodging costs associated with the NFTA conferences that ranged from approximately 
$370 to over $600. Costs incurred as a result o f spouses attending NFTA conferences are 
both unnecessary and unreasonable.

The Alaska Constitution provides that public funds be used only for a public purpose. 
ARRC management, as custodians o f the public’ s funds, is responsible for administering this 
constitutional provision. ARRC’s governing board and executive director have a pivotal role 
in setting the standard for permissible travel expenses allowed by the corporation. These 
standards contribute to the overall control environment o f the corporation.

Many factors should be considered prior to the approval o f travel and its related costs. 
These factors should include determining: i f  the purpose o f the trip is consistent with the 
corporation’s mission, i f  the purpose and related cost are consistent with constitutional and 
statutory restrictions, and i f  the financial condition o f the corporation allows for the travel- 
related costs. Once travel has been determined to be consistent with the corporation’s 
mission and is in compliance with constitutional and statutory provisions, the cost o f travel 
should be weighed against the benefits expected to be obtained.

ARRC management believes the travel costs identified above were necessary and reasonable 
and, therefore, represent valid corporate expenses. We believe that this conclusion by ARRC 
management does not give sufficient weight to lim iting the use o f corporate funds for 
expenses that are clearly for a public purpose. As a result, corporate funds are being used 
for costs that are unnecessary and/or unreasonable.

Therefore, we recommend ARRC lim it the use o f corporate funds for business-related travel 
expenses that are both necessary and reasonable. Further, ARRC should amend travel 
procedures to eliminate the provisions that allow corporate funds to be used for inappropriate 
travel costs.
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A L A S K A  R A I L R O A D  c o r po r a t io n

C o r p o r a te  A d d ress: P.O. B ox 1 0 7 5 0 0 , A n c h o ra g e , A la sk a  9 9 5 1 0
327 W. Ship Creek Avenue, Anchorage, Alaska 99501

VIA FACSIM ILE AND E X P R E S S  MAIL
December 28, 1994 e x e c u t i v e  o f f i c e s

T e l e p h o n e  ( 9 0 7 )  2 6 5 - 2 4 1 4  

F a c s i m i l e  ( 9 0 7 )  2 5 8 - 1 4 5 6

Randy S. Welker
Legislative Auditor
Division of Legislative Audit
Legislative Budget and Audit Committee
Alaska State Legislature
P.O. Box 113300
Juneau, Alaska 99811-3300

DEC 29 1994 
LEGISLATIVE AUDIT

Dear Mr. Welker:

Thank you for the opportunity to respond to the preliminary report on Governmental 
Corporations' Travel Expenses. We are pleased by your findings that we are in 
compliance with Alaska Railroad Corporation's ("A R RC 's") comprehensive internal 

travel policies and procedures.

While several of the report's comments, especially regarding the need to travel as 
economically as possible, are well taken, we are concerned with the report's basic 
premise of treating A R R C  as if it were a State line agency. As you are aware, A R R C  
was established by the 1984 Alaska State Legislature as an independent corporation 
managed by a seven member board of directors. According to the legislative findings 
that form the preamble to the Alaska Railroad Corporation Act ("ARCA"), our directors 
are exclusively responsible for the management of the financial and legal obligations 
of the corporation. To that end, A RCA  exempts A R R C  from various budgetary 
statutes (for example, wholesale provisions of Title 37 of the Alaska Statutes, "Public 
Finance"), as well as other statutes that would unduly restrict its ability to operate 
competitively as a quasi-public, quasi-private transportation company.

As you are also aware, the A R R C  does not operate on appropriations from the State 
treasury; instead, it is mandated to fulfill its mission on a self-sustaining basis, 
operating as an interstate common rail carrier. To date, we have complied with this 
legislative mandate. A R R C  has and will continue to comply with all provisions of 
State statutes that are expressly applicable to it as an independent corporation.

We will respond to specific issues raised by your report in the order in which they 
were presented.

- 1 6 9 -
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receipts for such expenses are produced. We believe those procedures provide 
appropriate control, and the process saves the corporation money. Unnecessary and 
unwarranted expenses are never reimbursed. Moreover, the cost of administering 
wholly separate systems of accounting controls for reimbursing directors and 
employees would surely be inconsistent with the corporate mandate of prudent and 
sound business management prac ces.

Recommendation No. 4

We agree that A RRC funds should be administered to insure that the use of corporate 
funds for business-related travel expenses are both necessary and reasonable. This 
is mandated by the legislative direction to follow sound business practices as well as a 
general sense of frugality in the current business climate. We have made every 
attempt to achieve these goals and agree that some change in our internal procedures 
is warranted. However, it is important to recognize that railroad industry customs and 
the highly competitive transportation arena in which we operate influence many of the 
choices we make, which may not be customary in government practice. Your report 
strongly criticizes A R R C 's attendance at the National Freight Transportation 
Association ("NFTA") conferences. NFTA has been in continuous existence since 
1905. Since then, senior executives of every major rail, water and truck carrier in 
North America have been attending these meetings along with their principal freight 
transportation users. It is also customary and expected that spouses attend and play 
a significant role in the networking process that occurs throughout the meeting.

It is doubtful that this practice would have continued for 90 years if no value came 
from these meetings. In addition, the cost to A R R C  in both money and time for the 
sam e two executive officers to attend separate meetings with key industry leaders and 
our principal customers (in other words, to derive the same value) would be 
enormous. While it is true that the meetings include an array of social activities, the 
contacts that A R R C  has been able to make at these meetings have proven to be 
valuable to the corporation. We are convinced that our attendance at NFTA is vital to 
our business health. However, we will continually reappraise all such outside activities 
to ensure the corporation receives a benefit at least equal to the cost of the activity.

Use of Legislative Lobbyist

Lastly, your report states that A R R C 's  employment of a registered lobbyist to 
communicate with the legislature on A R R C 's  behalf on matters affecting the 
corporation "appears" to violate the ban on political activities found in A S 42.40.705.
We believe this statement is incorrect for two reasons.

First, it is our understanding that the phrase "political activities" refers only to those
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activities related to a partisan election campaign. Our research indicates that the 
purpose of laws prohibiting the expenditure of public funds on political activities is to 
prevent the holders of government authority from perpetuating themselves or their 
allies in office. Legal authorities which have discussed this issue draw a distinction 
between the impermissible use of public funds to support a particular candidate or 
ballot initiative and the generally accepted practice of expending public funds by 
government agencies for legislative "lobbying" efforts. The reason for this distinction 
is that while the use of public funds to support a particular candidate undermines or 
distorts the political process, the legislative process in fact contemplates that al] 
interested parties, including public agencies, will attend legislative hearings to explain 
the potential benefits or detriments of proposed legislation. See , e.g.. Alaska Attorney 
General's Opinion J-66-690-81.

Second, A S 42.40.705 specifically grants A R R C  the authority to engage in "lobbying" 
types of activities. Since A R R C  has the express authority to communicate with the 
Alaska Legislature on matters affecting the corporation, we believe that it is irrelevant 
whether such activity is performed by an employee, a board member or a person 
temporarily employed to provide this service. Since A R R C  has no employees based 
in Juneau, it is much more cost efficient for A R R C  to hire a Juneau resident to act as 
our legislative representative than to send one of our employees to Juneau for four 
months. In short, contracting for such services with an individual who resides in 
Juneau and has considerable experience with the Alaska Railroad makes good 

business sense.

Thank you again for the opportunity to comment on the draft report. We hope the 
information contained in this letter assists your staff in understanding the unique 
position of A R R C  under its governing statutes.

cc: A R R C  Directors



LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P.O. Box 113300 
Juneau, AK  99811-3300 

(907) 465-3830
January 5, 1995 FAX C907) 465-2347

Members o f the Legislative Budget 
and Audit Committee:

We have reviewed the responses to our preliminary report from all corporations and have the 
following comments and clarification on the following.

Alaska Aerospace Development Corporation (AADC)

AAD C  stated that its internal audit o f travel-related transactions occurred prior to notification 
o f our audit. Per our review of AAD C ’s internal audit, documents were revised beginning 
approximately July 6, 1994. While our on-site review o f AADC board member and 
executive director travel did not occur until August 8,1994, an engagement letter announcing 
the purpose o f our audit was mailed to AADC July 1, 1994. Since A AD C ’s internal audit 
o f travel commenced in July and an engagement letter was mailed to AADC July 1, 1994, 
we concluded that A AD C ’s internal audit of travel expenses was concurrent with our 
review.

Alaska Railroad Corporation (ARRC)

Before responding to specific points raised in ARRC’s response to our preliminary report, 
we w ill first comment on ARRC’s existence as a governmental corporation. ARRC argues 
that the audit treated ARRC as it would a typical state line agency and specifically states that 
“ AR RC does not operate on appropria tions from  the State treasury. ”  ARRC also opines that 
exclusive authority over ARRC finances, including travel expenses o f its board, rests with 
ARRC’s board o f directors and again sites the lack o f legislative appropriations to the 
corporation.

We recognize that the originating statutes exempt ARRC from a number o f statutes and 
regulations which effectively gives the corporation much more administrative independence 
than permitted to more traditional state agencies. However, it should be noted that all assets 
o f the corporation are owned solely by the State. Therefore the residents o f Alaska and 
certainly the legislature, which represents the residents o f Alaska, have the vested right to 
be informed on the financial soundness of the corporation’s management practices and the
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economic stability o f the corporation as a whole. It is under this basic premise that our audit 
reviews the travel expenses o f ARRC’s board members and executive director, just as it does 
the other nine governmental corporation within our scope.

In general, ARRC takes exception to the application o f the State’s Administrative Manual 
travel guidelines to the travel expenses of ARRC’s board members. ARRC bases this on two 
specific points. First, ARRC argues that Alaska Statute 42.40.710 intended to exempt the 
corporation from Title 39 which includes the state travel regulations. Alaska Statute 
42.40.710 reads, in part, "the provisions o f  AS 39 do not app ly to employees o f  the 
corpora tion . ” (emphasis added)

We recognize that this passage exempts the employees o f the corporation from the State’s 
general travel guidelines. However, ARRC’s board members, with the exception o f Robert 
Hatfield Jr., who also serves as CEO, are not employees o f the corporation and do not fall 
under this exemption. Further, the board o f directors is explicitly tied to state travel 
guidelines by Alaska Statute 42.40.050(b) which reads: " In  add ition  to compensation under 
(a ) o f  th is section, an appointed member o f  the board is entitled  to p e r diem and trave l 
expenses authorized by law f o r  state boards and commissions. ”

As established in the Background Information section o f the audit, members o f state boards 
are entitled to reimbursement o f travel related expenses to the same extent and under the 
same conditions, as provided for state employees and officials. Travel regulations are 
addressed as policies and procedures in the State’s Administrative Manual. Therefore, we 
continue to conclude that the travel provisions o f the State’s Administrative Manual apply 
to ARRC’s board of directors.

Secondly, ARRC argues that the word “entitled”  in the above statute merely establishes a 
minimum level o f reimbursement for travel related expenses and does not prohibit ARRC 
for paying more than the travel provisions o f the State’s Administrative Manual permit. We 
disagree with the interpretation that the word entitle sets a minimum level o f reimbursement.

The Blacks Law Dictionary sixth edition defines the word entitle as " to  q u a lify  f o r ;  to 
fu rn ish  w ith  p roper grounds f o r  seeking o r claim ing. ”

We therefore interpret "entitle”  in the above starute as meaning a member o f the board of 
directors has proper grounds for claiming travel expenses as v -.1.1 -- member o f a state 
board or commission. Hence, no proper ground exists by which ARRC board members may 
seek payment o f travel expenses prohibited by the State’s Administrative Manual.

We have also reviewed ARRC’s position that the use o f a lobbyist does not violate the ban 
on political activities found in Alaska Statute 42.40.705. In light o f ARRC’s comments, we 
continue to emphasize the need for clear guidelines as to what constitutes permissible 
“ communication”  with the legislature and what constitutes the unlawful use o f ARRC assets 
for political activities. Further, we continue to be unable to reconcile the expenditure of

- 1 8 4 -
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ARRC funds to hire a registered lobbyist with the statutory prohibition against the use of 
funds for political activities found in Alaska Statute 42.40.705.

Alaska Science and  Technology Foundation (ASTF)

ASTF notes that the audit identifies the incorrect board member as chairman.. In response 
to this new information, we have updated the report to recognize the appropriate ASTF board 
member as chairman.

The administrative authority for the Alaska Science and Technology Foundation was 
transferred from the Department o f Revenue to the Department o f Commerce and Economic 
Development effective July 1, 1994. We acknowledge that the recent transfer o f 
administrative authority has led to the strengthening o f controls over most o f the issues 
identified in the report.

Legislative Auauor

ALASKA STATE LEG! SLA TVS E DIVISION OK LEGISLATIVE a VDIT



Alaska Railroad Corporation
C o m p o s i t io n  o f  G o v e r n in g  B o a rd  a n d  E x ec u tiv e  O ff ic e r  i 

a s  o f  J u n e  30, 1994

N a m e B oard  P o sitio n H o m e  R e sid e n ce

L o ren  H . L o u n sb u ry C h a irm a n A n c h o ra g e

F ra n k  X. C h a p a d o s V ice C h a irm a n F a irb a n k s

M ichae l O lso n B o ard  M e m b e r A n c h o ra g e

D ale  L in d sey B oard  M e m b e r S e w a rd

P a u l F u h s, C o m m iss io n e r  
D e p a r tm e n t o f C o m m e rc e  a n d  E conom ic  D e v e lo p m e n t

B oard  M e m b er J u n e a u

B ruce C a m p b e ll, C o m m iss io n e r  
D e p a r tm e n t o f T ra n s p o r ta t io n  a n d  P u b lic  F ac ilities

B oard  M e m b er J u n e a u

R o b e rt S .  H a t f ie ld , J r .

A R R C  P re s id e n t a n d  C E O

B o ard  M e m b e r A n c h o ra g e

F o rm e r  B o a rd  M e m b e rs  
FY 93 o r  FY 94

F ra n k  T u rp in , C o m m iss io n e r  
D e p a rtm e n t o f T ra n s p o r ta t io n  an d  P u b lic  F ac ilities

B oard  M e m b e r J u n e a u



ALASKA RAILROAD CORPORATION
TRAVEL RELATED EXPENSES ,

FISCAL YEAR 1993

Entertainment
Date

D eparted Destination
Date

Returned Purpose
Transportation

Costs M eals/LodeinK O ther
6 t/o r  Business 

Meals Total

R obert S. H atfield , Jr., P residen t and CEO

0 7 /0 2 /9 2 Fairbanks, Alaska 08 /0 4 /9 2 Em ployee b irthday  lunch and 
Denali C arto  inspection trip

125 - 0 - 14 104 243

0 9 /0 2 /9 2 Fairbanks, Alaska 0 9 /0 2 /9 2 Employee b irthday  lunch 250 - 0 - 7 - 0 - 257

0 9 /0 4 /9 2 Phoenix, A rizona 09 /0 5 /9 2 A ttend funeral 1,092 - 0 - 65 - - 0 - 1,157

0 9 /1 1 /9 2 Fairbanks, Alaska 09 /1 1 /9 2 Board m eeting 173 - 0 - - 0 - - 0 - 173

0 9 /1 8 /9 2 W hite Sulphur Springs, 
West Virginia

09 /2 3 /9 2 A ttend N ational Freight 
T ransportation  Association 
Conference

1,322 3,172 642 240 5,376

10/01/92 Seattle, W ashington 10/02 /92 Mv'< t w ith  Brent Steinecker at 
C row ley M arine

298 131 32 70 531

10/15/92 Seoul, Korea 10/30/92 W ork on Suneel Contract; 
Prom ote Alaska Tourism ; 
Prom ote Real Estate 
Developm ent and raise funds

2,714 2,937. 457 627 6,730

11/19/92 Seattle, W ashington 11/20/92 Meet wi th C row ley M arine 895 18 7 - 0 - 920

1.1/23/92 Seattle, W ashington 11/24/92 Meet w ith  Princess Tours and 
Holland America

895 131 2 -0 - 1,028

12/02 /92 Fairbanks, Alaska 12/02/92 Em ployee b irthday lunch 346 - 0 - - 0 - -0 - 346

12 /05 /92 Fairbanks, Alaska 12/05/92 Em ployee Christm as party 194 - 0 - - 0 - -0 - 194

12 /06 /92 Seattle, W ashington 12/08/92 Meet wi th H ydrotrain, 
W estours, and Princess Tours

895 374 55 - 0 - U 2 4

12/10 /92 Fairbanks, Alaska 12/10/92 Custom er A ppreciation 
reception

346 - 0 - - 0 - 153 499

01 /11 /93 Edm onton, British 
Columbia

01 /12 /93 Meet w ith CN Rail 1,351 132 78 40 1,601

0 1 /2 7 /9 3 Fairbanks, Alaska 01 /27 /93 Meet wi th hotel and  motel 
association

368 - 0 - 7 21 396
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ALASKA RAILROAD CORPORATION
TRAVEL RELATED EXPENSES

FISCAL YEAR 1993

I
Date

Departed Destina tion
Date

Returned
a Robert S. H a tf ie ld , Jr. (continued)

02/03/93 Juneau, A laska 02/04/93

I 02/08/93 Juneau, A laska 02/10/93
a

02/20/93 Anchorage, A laska N /A

02/24/93 Fairbanks, A laska 02/24/93

03/08/93 Juneau, A laska 03/11/93

03/15/93 Juneau, A laska 03/18/93

■vn 03/23/93 Juneau, A laska 03/23/93
u>1

03/25/93 Phoen ix , A rizona 03/30/93

Purpose
T ranspo r la lio n

Costs M ea ls/Lodn ir ig  O il ie r

04/05/93 Juneau, A laska 04/07/93

04/23/93 Fairbanks, A laska 04 /23/93

04/27/93 Tu lsa , O k la hom a  04/27/93

04/29/93 Seattle, W ash ing ton 04/30/93

05/22/;3 Fairbanks, Alaska 05/22/93

06/15/93 Fairbanks, Alaska 06/15/93

Susan H a lf ie lJ , President's s p r u je  

09/18/92 West V irg in ia  09/23/92

Meet w ith  Senate Transp. 
C om m ittee  regard ing SB 38 
(Sale o f ARRC)

M eet w ith  va r ious legislators

Leg is la tive  issues

Em p loyee  b irthday  lu n ch

Meet w ith  va rious legislators 
regard ing  SB 38 (Sale o f ARRC)

State cham ber m eeting and 
meet w ith  various legislators

Meet w ith  va r ious  legislators 
in c lu d in g  H ouse and Senate 
Transportation C om m ittee

N a tio na l Freight 
Transportation Association 
Conference

Meet w ith  various legislators

Em p loyee b irthday lu n ch

M apco  negotia tion

A ttend M arketing Custom er 
A pprec ia t io n  reception

KR week O pen  Mouse

R a il inspection tr ip

N a t io na l Freight 
Transportation Association 
Conference

444

444

- 0 -

368

444

444

444

635

444

*' 368 

1,695 

895

368

184

1,322

- 0 -

183

- 0 -

- 0 -

287

265

- 0 -

1858

195

- 0 -

45

277

- 0 -

- 0 -

- 0 -

5

-0 -

45

21

26

7

194

30

7

37

41

45

- 0 -

- 0 -

Enterta inm ent 
ir/ o r Business 

M ea ls

- 0 -

186

27

- 0 -

250

81

- 0 -

10

201

- 0 -

- 0 -

120

-0 -

- 0 -

-0 -

Tota l

450

818

27

413

1,002

816

451

2,697

871

375

1,777

1,333

413

' 184

1,322



ALASKA RAILROAD CORPORATION
TRAVEL RELATED EXPENSES

FISCAL YEAR 1993

Date Date Transporta tion 4t/or Business
Departed Destina tion Returned  Purpose__________  Costs M ea ls/ Lodg ing  O ther M ea ls Total

Susan H a tf ie ld  (continued)
03/25/93 Phoen ix , A rizona  03/30/93 N a tio na l Fre ight 635 -0- -0- -0- 635

Transportation Association 
Conference

Robert and Sutan Hatfield ' . s .  - .1: .1  Subtotal . _  S34JS8 ■

Loren H . L ounsbury , C h a irm a n

Entertainment

10/04/92 Juneau, Alaska 10/07/92 A ttend State C ham be r m eeting 444 318 50 20 832

10/17/92 Seoul, Korea 

Osaka, Japan 

H o ng  Kong

10/29/92 Meet w ith  Sunee l regard ing 
export coal contract

M eetings regard ing 
sponsorsh ip  o f S h ip  C reek 
tourist am en it ies

Promote S h ip  C reek f inanc ing

2,747 2,552 495 1,317 7,111

02/08/93 Juneau, Alaska 02/10/93 A K  V is ito r Association m eeting  
and meet w ith  Senate Transp. 
C om m ittee  regard ing SB 38 
(Sale o f ARRC)

444 164 18 136 762

03/15/93 Juneau, Alaska 03/18/93 Meet w ith  legislators regard ing 
SB 38 and  HB  23 (Sale o f 
ARRC); attend State C ham be r 
m eeting

444 307 27 342 1,120

04/29/93 Seattle, W ash ington 

Frank X. C hapados , V ic e  C h a irm a n

05/02/93 Rail-barge inspection 433 237 30 25 725

07/22/92 Anchorage, Alaska 07/22/92 A ttend A R R C  Board M eeting 250 -0- 18 -0 - 268

09/09/92 Anchorage, Alaska 09/11/92 Attend A RRC  Board M eeting 125 -C- 21 -0 - 116

11/16/92 Anchorage, Alaska 11/18/92 Attend A R R C  Board M eeting 346 140 25 -0 - 511



ALASKA RAILROAD CORPORATION
TRAVEL RELATED EXPENSES

FISCAL YEAR 1993

Date
Hon.irlprl Destination

Date
Returned Purpose

M ic h a e l O ls o n , Board M em be r

09/24/92 Seattle, W ash ington N /A Meet w ith  M apco as board 
member

02/28/93 Seattle, W ash ing ton 03/14/93 Report o n  C row le y  Seattle 
O pera tions for Robert H a tf ie ld

04/29/93 Seattle, W ash ington 05/01/93 Custom er apprec ia tion d in n e r 
and observe barge operation

Paul Fuhs, Board M em be r

07/21/92 Anchorage, Alaska 07/21/92 Attend A RR C  Board m eeting

09/10/92 Anchorage, Alaska 09/11/92 Attend A R R C  Board m eeting

11/17/92 Anchorage, Alaska 11/19/92 Attend A RRC  Board m eeting

06/01/93 Anchorage, Alaska 06/06/93 Attend A RR C  Board m eeting

Frank G . T u r p in , Board M em be r

08/03/92 Anchorage, Alaska 08/03/92 Attend A RRC  Board m eeting

Board Members i ( „ „ ,  „ _  . - -

Entertainment

Transportation Sc/or Business
Costs M ea ls/ Lodg ing  O ther M ea ls  .T()t.aI

-0- 75 -0- -0- 75

895 -0- 194 ' 64 1,153

433 237 24 -0 - 694

444 -0- -0- -0- 444

222 136 -0- -0- :i58

444 198 53 -0 - 695

444 213 -0- -0- 657

36 5 -0 - 495

( Subtotal 16,046
FY 93 Total $50,404'



ALASKA  R A IL R O A D  C O R P O R A T IO N  
TRA V EL  R ELA TED  EXPENSES 

F ISCA L  YEAR  1994

1 Date
Departed Destination

Date
Returned Purpose

Transportation
Costs M ea ls/Lode in e O the r

Enterta inm ent 
it/ o r  Business 

M eals T o la l13iii Robert S. H a tf ie ld , Jr., P res ident and C E O

07/01/93 Fairbanks, Alaska 07/02/93 Em p loyee b irthday lu n ch 184 138 45 -0- 367

1
07/13/93 C lea r A irforce Base, 

Alaska
07/13/93 Meet w ith  C lea r AFB

com m ander regard ing coa l and 
o ther matters

371 -0- -0- -0 - 371

08/05/93 Fairbanks, Alaska 08/05/93 A ccom pany A RR C  customers 
o n  tra in

79 -0- -0- -0- 79

08/10/93 Fairbanks, Alaska 08/11/93 Hy-rail track inspection 193 113 -0- -0- 306
09/14/93 Fairbanks, Alaska 09/14/93 A ttend A R R C  board m eeting 59 -0- -0- -0- 59

i
VO
O .
i

09/18/93 Seoul, Korea 09/22/93 M eetings w ith  Sunee l C oa l 
regard ing contract renewa l

2,333 673 88 221 3,315

10/12/93 Seattle, W ash ington 10/15/93 Meet w ith  representatives o f 
C a nad ia n  N a t io na l and  Seattle 
office operations regard ing 
C anad ia n  N a t io na l barge 
contract

318 559 38 1 10 1,025

10/18/93 Fairbanks, Alaska 10/18/93 Hy-rail track inspection 116 -0- 97 34 247

o
10/26/93 Fairbanks, Alaska 10/26/93 Em p loyee b irthday lu n ch 116 -0- 7 -0- 123

-E

12/18/93 Fairbanks, Alaska 12/18/93 A ttend Fairbanks Em p loyee  
Christm as party

116 -0- -0- -0- 116

of]

r

01/10/94 Salt Lake C ity , Utah 
Edm on ton , British 
C o lum b ia

01/14/94 Meet w ith  M apco and  C anad ia n  
N a tiona l regard ing contracts

1,339 443 71 116 1,969

§
>
ci

01/20/94 Fairbanks, Alaska 01/20/94 A ttend b irthday lu n ch  and 
M arketing Custom er 
A pprec ia tion reception

376 -0- 7 74 457

01/22/94 Houston , Texas 
Seattle, W ashington

01/27/94 Enslar board m eeting
Meet w ith  T O T E  Seattle office

-0- 204 352 100 656

02/01/94 Fairbanks to 
Anchorage, Alaska

one w ay Hy-rail inspection trip 94 -0- -0- -0- 94



ALASKA RAILROAD CORPORATION
TRAVEL RELATED EXPENSES

FISCAL YEAR 1994

Date
Departed Destination

Robert S. H a tf ie ld , Jr. (continued) 
02/03/94 Fairbanks, Alaska

02/28/94 Ketchikan, Alaska

03/14/94 Las Vegas, N evada

Vancouver, British 
C o lum b ia

04/14/94 Palm  Beach, F lorida

05/02/94 Seattle, W ash ington

Susan H a t lie ld , President's spouse 

04/14 /94 Pa lm  Beach, F lo rida

R o b e r t  a n d  S u s a n  H a t f ie ld

Da le
Returned Purpose

02/04/94 A ttend em p loyee  T Q M  m eeting  

03/01/94 Speak at Ketch ikan Rotary C lu b

03/17/94 Speak at "The A laskans 
C on ven t io n"

M eet w ith  C a n ad ia n  N a tio na l 
regard ing barge contract

04/18/94 A ttend N a t io na l Fre ight
Transportation Association 
Conference

05/03/94 M eeting  w ith  the C anad ia n
N a tio na l and  C row le y  regard ing 
barge contract

04/18/94 A ttend N a tio na l Fre ight
Transportation Association 
Conference

Transportation
Costs M ea ls/Lodg ing

188

588

1,356

1,784

513

1,731

93

112

O ther

99

129

186 5P

2,768 317

150

-0 -  - 0 -

Entertamment 
&/or Business 

Meals

-0 -

-0 -

-0 -

Tota l

380

829

-0- 1,600

84 4,953

665

Subtotal

1,781

19,392

Loren H . Lounsbury , C h a irm an

09/17/93 Seoul, Korea

12/02/93 Seoul, Korea

04/17/94 Atlanta, Georgia

09/22/93 Sunee l coal contract negotia tion

12/08/93 Internationa l trade m eeting 
regard ing A laska resource 
exports

04/21/94 In term oda l Transportation Expo

2.333

2.333

1,692

599 103

684 283

933 2

2,158

698

-0 -

5,193

3,998

2,627
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Destination
Date 

Departed

Frank X. C hapados, Vice C hairm an

10/22/93 Anchorage, Alaska

11/22/93 Anchorage, Alaska

01/19/94 Anchorage, A laska

01 /28/94 Anchorage, A laska

Pau l Fuhs, B oard  M em ber
07/13/93 Anchorage, Alaska

11/23/93 Anchorage, Alaska

05/18/94 Anchorage, Alaska

Bruce A . C am pbe ll, Board M em ber
11/22/93 Anchorage, Alaska

Board Members

A LA SKA  R A IL R O A D  C O R P O R A T IO N  
T R A V EL  R E LA TED  EXPENSES 

F IS CA L  Y EA R  1994

Date
Returned Purpose

10/22/93 A ttend A R R C  board m eeting

11/23/93 A ttend A R R C  board m eeting

01/19/94 A ttend A R R C  board m eeting

01/28/94 A ttend specia l board m eeting

07/10/93 A ttend  A R R C  board m eeting

11/23/93 A ttend A R R C  board m eeting

05/19/94 A ttend A R R C  board m eeting

11/24/93 A ttend A R R C  board m eeting

Transportation
Costs M ea ls/Lodg ing

116

116

188

168

444

444

444

399
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134

36

115

209

Enterta inm ent 
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O th e r M ea ls

6

10
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55

20

5
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15
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204
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598

485

559
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COMMENTS OH SB 42 / HB SS
Submitted by the Alaska Railroad Corporation 

to the House Transportation Committee

A. Fiscal Operations Aspect o f the  B ills

« Changes in ra ilroad business require the a b ility  to  respond qu ick ly  w ith  
cap ita l investm ent.

The railroad industry in America is engaged in a capital intensive business which 
has experienced significant changes in customers' requirements, therefore significant 
changes in its infrastructure, equipment and technology. The Alaska Railroad 
Corporation has recently responded to changes like these by acquiring new high 
capacity hopper cars to make its coal customers more competitive. We have also 
purchased new passenger equipment to support the tourism segment of our business; 
and we have negotiated a long-term contract with our largest customer to assure that 
our tank car fleet is one of the most modem in the business. We are currently 
evaluating upgrade of our locomotive fleet. While initially capital intensive, this 
upgrade represents a significant opportunity for long term savings

Responding to customer needs often requires quick action. For example, the 
decision to acquire the new hopper cars was made during negotiations regarding 
export coal, in order to make that service competitive for the customer, as well as 
improve service to other customers. Inasmuch as this occurred during the middle of a 
fiscal year, it would have been difficult if not impossible to respond had it been 
necessary to seek administrative and legislative approval.

Subjecting ARRC to the Executive Budget Act fEBA"), AS 37.07, will adversely 
affect this ability to respond quickly, and chill other financial and contractual 
relationships of the corporation. Moreover, it may well subject the State to direct 
liability for ARRC actions.

•  By assum ing substantia l actual con tro l over the  financ ia l and legal
ob liga tions  o f ARRC and rem oving a substantia l po rtion  c f  ARRC’s asset 
base, the sta te  may inadvertently be sub jec ting  Itse lf to  *ull lia b ility  fo r  
ARRC's operations, despite  language to  the con tra ry  in  AS 42.40.500.

ARRC has been a defendant in numerous lawsuits since its creation, and the 
State of Alaska has never been made a party as a result of ARRC’s actions, nor called 
upon to answer in damages in any of these cases. ARRC conducts its own separate 
risk management program to address the risks created by its operations, which include 
a mix of preventative actions, insurance and ready cash availability through lines of 
credit. Obviously, the language of AS 42.40.500 and Ihe arm's length nature of the
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the State these liabilities. We fear the same will not be true once the State injects itself 
so substantially into the railroad's business decision-making process, and once it 
renders the corporation significantly less able to satisfy judgments by removing its 
profitable real estate base. A ‘ state entity” version of “piercing the corporate veil* will 
very likely occur.

•  The proposed  b ill w ill adversely a ffect the  co rp o ra tion ’s  a b ility  to  m ainta in 
favorab le  prem ium s and re tentions In its  Insurance package. These 
increases may be so great that ARRC Is unable to  p rocure  its  own 
insurance, fo rc ing  the State to  add ARRC insurance cos ts  to  its  risk 
management program .

Removal of real estate assets from the corporation and the resulting decrease 
in revenues will adversely affect the corporation's insurance costs. Assets and 
revenues are among a number of factors considered by the insurance underwriters 
every year when ARRC is placing its coverages. ARRC currently enjoys relatively low 
premiums for the coverage it obtains, with high self-insured retentions, It is likely that 
stripping ARRC of its real estate will cause premiums to increase, or the self-insured 
retentions to decrease, or both. Either or both of these effects may cause the 
corporation to be unable lo place insurance on its own behalf without paying an 
exorbitant cost. Coupled with the increased likelihood of State liability for ARRC 
obligations, this could force the State to add ARRC into its own risk management 
program.

1. C h illing  Effect on B orrow ing.

•  W ill essentia lly  end conventional borrow ing, d riv ing  ARRC cap ita l needs 
in to  sta te  cap ita l budget process. For example, ARRC |6 considering  
buy ing  20 new locom otives, w hich w ill co s t approx im ate ly  S40MM.

The bill leaves intact several provisions regarding borrowing by ARRC, yet by placing 
the corporation under the EBA, the borrowing ability of the corporation is called into 
question. The provision of this bill that subjects ARRC to the EBA and requires ARRC 
to request appropriations for its operating, capital and debt service expenditures may 
have serious consequences on ARRC's existing and future contracts/loan agreements. 
The corporation has several long term contracts to provide various services to 
customers and several long term loan agreements that require ARRC to make periodic 
interest and principal payments. To our knowledge, none of these agreements 
contains language conditioning ARRC's duty to perform on its receipt of sufficient 
appropriations from the legislature, as is the caso in a typical state contract. Even if 
ARRC retains all its revenues, if it cannot expend them except in strict accordanco with 
a legislatively approved annual budget, our oxisling customers/lenders may have valid
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concerns abcul our continuing ability to perform as the contract requires. If our
performance is hampered by legislative or administrative revision of a proposed 
budget, those customers/lenders may an argument that their contract rights have been 
impaired in violation of Article I, Section 15 of the Alaska Constitution.

With regard to future loans, it will be much more difficult and expensive to 
borrow money for operating capital or to purchase equipment, for example, on credit if 
this bill Decomes law. it may De amicuit tor AKKC to assure its creditors that the 
legislature will appropriate sufficient money, or approve line entries in its budget, to pay 
the debt service on their loans. While ARRC has never mortgaged its real estate, 
lenders do scrutinize the corporation's revenue flow and financial statements before 
deciding to lend money to the corporation. Removing the contribution attri mutable to 
real estate from this bottom line will most certainly affect a lender's willingness to do 
business with ARRC. These same problems exist for future long term contracts with 
freight and real estate customers. In short, if we cannot assure our cus'omers that we 
will have the funds and the authority to spend them to perform the services they 
require, they will go elsewhere.

2. V io la tion  o f AJaska Railroad Transfer A c t f"A R TA ").

•  The Transfer A c t sp ec ifica lly  p rov ided  tha t ARRC w ou ld  reta in con tro l o f 
funds  and budget, because the federal ra ilroad had experience w ith  having 
to  budget and seek appropria tions, and had learned the hard w ay tha t you 
canno t an tic ipate  a ll you r business oppo rtun ities , and canno t respond 
qu ick ly  enough to  capita lize  on  them  when they arise i f  fo rced  to  fo llow  
th is  process.

•  The federal governm ent may w ell ra ise th is  v io la tion  o f ARTA as a breach 
in its  con trac t w ith  tha State o f A laska transfe rring  the ra ilroad.

Section 1207 of ARTA mandates that the revenues generated by ARRC be “retained 
and managed by the Slate-owned railroad for railroad and related purposes'. This bill 
will infringe on that “management’ right in several respects, For example, inclusion of 
ARRC under the EBA will have the effect of prohibiting the corporation from increasing 
the salaries of its employees, hiring additional employees or expending any money or 
incurring other obligations unless all of the same were included in an operations plan 
approved by OMB, which must in turn comport with a budget approved by the 
legislature. See AS 37.07.080(d). If ARRC receives excess funds from its operations 
(beyond what Is expected and accounted for in its approved budget), it must convince 
the administration to propose a revision to the Legislative Budget & Audit Committee 
and wait 45 days before expending the money. See AS 37.07.080(h). One can 
foresee a multitude of business opportunities or potential employees that will nol wait 
the time required to obtain such approvals, and accordingly be lost to the corporation,
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k  ooled in Section A.5 . below, Hie does not appe: to Oe any requirement
that all of the money generated by ARRC be paid into the state treasury. However, in 
light of the 'appropriation* language found in the bill, the bill’s intent is not entirely 
clear If the design is for ARRC revenues to be 'state funds’ which are then 
appropriated back to the corporation or, even if held by the corporation but only 
expended pursuant to an approved budget, then the corporation no longer has the 
“management" nghts required by Section 1207 of ARTA. Moreover, if all of ARRC's 
revenues are not either appropriated back to the corporation or approved to be used In 
the corporation's budget, part of ARRC’s revenue could be used to fund a program or 
project that is totally unrelated to the railroad. This too would violate the mandate of 
ARTA Section 1207.

3. Process A dds Time and Cost W ithout A dd ing  Value.

•  ARRC's custom er baso w ill no t s ign ifican tly  change. P artic ipating In the
budgeting process as proposed w ill substan tia lly  Increase the  cos ts  o f 
do ing  businoss. It is  unreasonable to  expect tho custom ers to  bear th is  
add itiona l cost.

Numerous provisions throughout the EBA impose procedures with considerably 
different focus and detail than ARRC currently develops, such as the ’agency 
program," "financial plan’ and "operations plan." In addition, involvement of additional 
layers of governmental agencies (OMB, LB&A, etc.) to business sector decision making 
will delay the process and therefore result in less flexibility to react to business climate 
changes. All of these add cost to the procedure without adding value. The cost will 
ultimately be paid by the customer, or worse still, by the corporation in the form of lost 
opportunity,

4. E ffect o f State Fiscal Year.

•  ARRC's business is h igh ly  seasonal, and m oving to  sta te  fisca l year w ould  
s p lit the business season.

Subjecting ARRC to the EBA will require it to change from its current calendar year as 
fiscal year, to the state fiscal year that ends on June 30. While there does not appear 
to be a specific mandate to this effect, the requirement to participate in the governor's 
budgeting process and seek legislative approvals will necess.iatc such a change. 
Prudent businesses dose their fiscal year at the end of business cycle, not during its 
busiest lime. The railroad’s ‘ busy season’ ends around November 1, and the calendar 
year is therefore tho most appropriate fiscal year for ARRC Not only would tho slate 
fiscal year artificially bifurcate the business year, but it would require the corporation to 
spend considerable time participating in the budgeting process at tho same time it is 
gearing up to expand operations in May. This is not an efficient use of resources.
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5. Incons is tency o f A pproach.

•  The incons is tenc ies  found  In the b ill illus tra te  the d ifficu lty  in separating 
the financ ia l m anagem ent o f the co rpora tion  from  the operationa l 
management le ft to  ARRC.

The bill expressly subjects ARRC revenues to legislative control by making the 
corporation subject to the EBA Yet, it does not change the primary directive found in 
the Alaska Railroad Corporation Act (’ARCA*) for the corporation to be managed on a 
self-sustaining basis*. For example, the directors are required to, ‘ in accordance with 
AS 37 07, apply to the legislature for an appropriation. . to bo used to fund the 
operating, capital, and debt service expenditures of the corporation; and . . .  when 
necessary, provido" a non-self sustaining service. This implies that an annual 
appropriation is required for all expenditures of the corporation, with all the 
accompanying budget, operations plan and other documents that are generated in the 
governor's budgeting process. However, the EBA itself docs not require ARRC 
revenues to be paid into the general govommenlal treasury,' and it is unclear whether 
the bill contemplates this result. If ARRC is to retain its receipts, it is inconsistent to 
require the corporation to seek appropriations for operating and other expenditures.

6, Lack o f D e fin ition .

•  The b ill d irec ts  dec is ions to be made w ithou t p rov id ing  any guidance on 
how to  make them.

The ARRC directors are directed to apply for appropriations to be used to. ' when 
necessary*, provide a non-self sustaining service, without any guidance as to what 
factors go into a determination of such necessity or who Is to make the determination. 
A similar lack of guidance is found throughout the real estate provisions of the bill, as 
will be discussed tn Section B below.

B. Land Related Aspects o f tho B ill

•  The 1996 financ ia l sta tem ents ind ica te  that real estate provided S4.4MM of 
ARRC'6 $6MM Incom e fo r  tha t year. In past years, the percentage has been 
even higher.

' Another section of tho Public Finance title, AS 37 05.146, provides that ARRC 
receipts aro not general fund receipts Without any other section of that title being 
mado applicable to ARRC, there is apparently no requirement that corporation funds be 
paid over to the state treasury.
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The general effect of the bill is to remove a considerable amount of ARRC's real 
estate holdings from the corporation’s control. The wisdom of this approach is 
questionable, in view of the fact that real estate income accounts for the majority of 
ARRC's net income in any given year. Real estate revenues are relatively predictable 
and stable, unlike freight revenues which are subject to many vagaries outside ARRC's 
control. Railroads havo traditionally relied upon their real estate asset base to support 
the operational side of the business, and the ARRC is no exception to this rule.

•  M ost o f the va luable  leasable lands are already leased, w h ich  w ill 
com plica te  the  e ffectiveness o f any transfe r to  m un ic ipa lities  o r DNR.

The bill also envisions tiansferring excess rail lands to municipalities, but in fact, 
most of the valuable non-operational property is already leased to third parties and will 
not be available for conveyance. The bill recognizes that it must accept those existing 
third party nghts, but its authors may not undersland how much of tho desirable rail 
land is so encumbered. In addition, it has been our experience in the past that lessees 
are not comfortable with a change in landlord, even if the lease terms remain the same. 
They realize that there is much more to the relationship than the words in the lease 
document. In fact, some have complained when a change to a municipal landlord was 
proposed. Thus, there is a significant risk of negative 'customer relations' resulting 
from a transfer of leased rail land to a municipality.

•  The co rpo ra tion  cu rren tly  en joys tho  benefit o f an agreem ent w ith  tho FRA 
tha t c la rifies  re sp o n s ib ility  fo r  p re-transfer contam ination . T h is  agreem ent 
may bo jeopard ized  by the transfe r o f the land to  o the r parties w ho cou ld  
fin d  them selves fac ing  s ig n ifica n t environm ental lia b ility  w ithou t c lea r cu t 
redress w ith  the federal governm ent.

Another consideration is the environmental aspects of a transfer of rail land to 
the Department of Natural Resources ('DNR'). There is certain known contamination 
of rail land, both right-of-way ("ROW") and parcels and, no doubt, some amount of 
currently unknown contamination as well. ARTA provided that the United States 
retained all liabilities tent accrued prior to transfer, without specific reference to 
environmental liabilities. ARRC entered into an agreement with tho Federal Railroad 
Administration (“FRA') in 1990 that addresses respective responsibilities for 
contamination, an agreement which is not specifically stated to be assignable The 
FRA is currently somewhat unhappy with tho agreement, and may take advantage of 
any opportunity, howovor flimsy, to repudiate it. Moreover, transfer of ARRC land to 
DNR will create two separate entities to deal with pro-transfer contamlnation--ARRC for 
tho ROW and any retained rail land, and DNR for the other rail lands DNR has no 
experience dealing wilh FRA. and FRA will resist having to deal with two different state 
"agencies' on the same underlying liability, rightly fearing it could be subject to different
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properties and DNR’s lack of experience in this area, it will present that agency with a 
new and onerous burden that is unnecessary and undeserved.

Thus, it is apparent that there arc several philosophical objections to removing 
“non-operational" real estate from ARRC's control. In addition, the bill contains 
numerous errors and inconsistencies, and fails to provide sufficient guidance for the 
difficult decisions it requires to be made. A number of examples are discussed below.

1. Land T itle  in  U m bo fo r  Considerable Period.

•  M echanism o f the proposed transfer to  DNR w ill create title  questions fo r 
an extended period, w hich w ill a ffec t th ird  parties ’ w illingness to do 
business on  ra ilroad land.

Effective immediately upon the bill becoming law, title to all land acquired by ARRC is 
transferred to DNR. The commissioner is directed to record title to Ihe land in the 
name of the state within an unspecified penod of time. Given that the existing 
conveyance documents for lands transferred by the United States to ARRC consist of 
over 450 pages of patents, interim conveyances and exclusive licenses recorded in 
nine different recording districts, and include numerous pages of metes and bounds 
legal descriptions that will have to be retyped or scanned into DNR databases, this 
process will take a significant time. During that time, the title to the rail lands will be 
regarded as flawed by any title company that has occasion to address the subject. Title 
companies often assess the strength of ARRC's title when dealing with long term 
tenants who are financing or refinancing improvements on the properties.

2. N ecessity fo r  U.S. Invo lvem ent.

•  As curren t ow ner o f record fo r  m ost o f the ra il lands, the United States w ill
p robably have to be a s igna to ry  to  th is  transfer p ro t is s .

The exclusive licenses received from the United States at transfer in 1985, which 
constitute the bulk of the current title documents of record, aro not specifically 

. rignable. The United States may have to be a signatory to a recordable document to 
establish Ihe chain of title between ARRC and DNR for these lands.

3. Separation o f ROW by Survey R equired.

•  A dd itiona l cos ts  w ill be incurred to  survey and p la t the right-of-w ay, w ith
no added benefit o ther than to  docum ent the  transfer to  DNR.
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railroad lands to DNR, the 200-fool ROW (still called the “utility corridor") will be 
“reserved* for ARRC use. Presumably this reservation is effective immediately, but 
query how, where and when the commissioner of DNR makes Ihis reservation a part of 
the public land records. In areas where the ROW passes through railroad resen/es 
(the larger parcels of railroad land at Anchorage, Fairbanks, and various other railbelt 
locations), there is no separately surveyed 200-foot ROW. In order to “reserve" and 
separate this portion of the ROW from surrounding rail lands, the DNR commissioner 
will have to undertake extensive surveys and platting under local land use rules.

4. Retention o f Non-ROW i f  “ Necessary”  W ithout G u ide lines.

•  There are no gu idelines prov ided  fo r  determ in ing w hat lands are 
"necessary”  to  ra ilroad operation and therefore reta ined by ARRC.

Non-ROW lands are called “rail land“ under Ihe existing statute and the bill. As to such 
Iand3, the bill provides that 'rail land necessary for the use, maintenance or operation 
of the railroad shall be reserved for use by the railroad.” There is no indication that this 
reservation is delayed, so presumably it too is effective immediately. However, there is 
no indication of who is to make Ihe “necessity' determination, the standards to be 
applied, or how it is to be expressed. This again will cause valid concern in tho real 
estate community as ARRC tenants, permittees, and those seeking to become such, 
can find no certainty in the state of title

5. Process to  Be Em ployed by DNR In Determining} N ecessity .

•  Again, w ith o u t gu idelines, it is unclear how  DNR w ill determ ine w hat are 
"necessa ry”  ra il lands in  the fu ture, and w ill a t best add another layer o f 
p rocess and tim e to  ARRC’s a b ility  to  respond to  a business oppo rtun ity  to 
tho  benefit o f a fre igh t o r real estate custom er.

For lands that are not subject to the immediate “reservation*, the ARRC board is 
authorized to “request" the DNR commissioner to make available other lands 
“necessary or useful for present or future railroad purposes". No guidance Is given as 
to what standards the DNR commissioner must apply in making this determination, 
although he is given 90 days to make the decision. What is the meaning of 
“necessary", 'useful*, or, for that matter, “railroad purposes’? Query whether different 
standards should be applied depending on whether additional ROW is being 
requested, as opposed to additional “rail land’ . Query what “appeal* rights ARRC 
would have as the aggrieved party if the commissioner refuses the request.
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6 , Unnecessary Administrative Burden Imposed oo PUR,
♦ T ransferring over 250 leases to  DNR's adm in is tra tion  w ill add a s ign ifican t 

burden to  tha t agency, requ iring  add itiona l expertise  and fund ing .

•  There can be no real change in the use and adm in is tra tion  o f these 
properties, because term s o f ex is ting  leases cannot be changed.
Therefore, there it> no real benefit tu  Uiu sta tu  hum  uuuli a transfer.

Tho administrative burden imposed on DNR by adding these lands under these 
conditions to its inventory should bo considered. DNR has an efficient mechanism in 
place to handle leases and other interests in land, which differs somewhat from the 
mechanism retained under this bill for rail land. For example, a lease of rail land to a 
party other than the state must be at fair market value "as determined by a qualified 
appraiser or by competitive bid.“ Tho DNR statutes provide a somewhat different 
approach, so that DNR will have to devise and master another system and apply them 
both efficiently. In addition, presumably al' of ARRC current leases and permits on 
lands not 'reserved' to the corporation under Sections B.2-4 above will be administered 
by DNR. These contracts are vested rights and may not be divested without payment 
of compensation. For example, there are a total of 261 current leases, the 
overwhelming majority of which are on non-'ROW land.2 Therefore. DNR wi uld 
acquire over 250 new leases to administer, with ARRC or federal railroad standard 
terms and conditions, and rental reappraisal cycles entirely different from its normal 
inventory It will be necessary for DNR staff to administer these ‘ unusual’ leases for 
remaining terms of up to 35 years (or even longer, due to options to extend as well as 
hold-over federal leases which had longer terms from their inceptic. i) The enormity of 
this assignment should not be underestimated, and DNR must be prepared to expend 
sufficient resources to master these documents or the businesses and individuals who 
have contracted in good faith with the railroad will feel cheated The potential for 
negative public relations is significant.

7. Chanocs Required re “ D isposal o f Entire Interest in Rail Land1'.

•  Technical changes are required to  make new  p rov is ions  cons is ten t w ith
rem ainder o f ARCA, and at same tim e, the leg is la tu re  shou ld  cons ider why 
th is  land shou ld  be d isposed o f a in d iffe ren t m anner than o the r DNR 
lands.

1 There are an unknown number of the 576 active permi's granted by the railroad
that would also fall under DNR administration, although the vast majority of these are 
on railroad ROW.
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‘ state’ to seek legislative approval when disposing of its entire interest in railroad land. 
First, the existing statute does not have a subsection (a). Presumably the intention is 
to make the existing language into a subsection (a), but this does not quite fit either 
because the new language appears to replace the intent in current subsection 285(1), 
which is indeed repealed by Section 22 of the bill. However, the lettering end structure 
of the remainder of the section must also be changed to match this bill's additional 
language. In addition to such technical changes, tho intent of the bill should be 
clarified Query what remains for which ARRC as the continuing corporation must seek 
legislative approval. Further, one must ask why DNR, as administrator of rail land 
removed from ARRC control under other portions of this bill, is required lo act 
differently with respect to disposals of this land? DNR has an enormous inventory of 
state land to manage and has stringent provisions under the Alaska Constitution and 
the Alaska Lands Act governing its disposals. Imposing an additional and different 
procedure on DNR for just these lands creates an unwarranted administrative burden 
with no identified value added

8. R a tifica tion  o f Leases to  Third Parties.

•  The b ill ra tifies  p rio r th ird  party leases but does no t address the numerous
leases and perm its from  ARRC to  m un ic ipa lities  and state entities.

Section 24 of the bill purports to ratify prior land transfers to a party other than the 
state. ARRC has entered into numerous long term leases with state agencies and 
political subdivisions of the state, many of them at nominal lease rates. Are these to bo 
voided unles d until acted upon and somehow validated by DNR? What standards 
might these s expect to see imposed under DNR's administration? Tho term 
’transfer* is -fmed-are parties other than the state, who are purportedly protected 
by this prov: . secure in their lease rights without a definition of this language to
include leaser They will have valid concerns unless the legislative intent is clarified.

9. Limitation on Future Leases of ROW.

•  The b ill lim its  fu tu re  leases w ith in  right-o f-w ay to  certa in purposes w ithou t
regard to  benefit to  ra il opera tions o r  custom er's  needs.

Leases or other disposals within the ROW may be authorized by ARRC but must 
‘ require that the land be used for transportation, communication and transmission 
purposes in perpetuity.* Otner "compatible" purposes are also allowed. One threshold 
Issue is the definition of the word "compatible" Moreover, the reasoning behind the 
entire concept is unclear. If this provision is an effort to avoid forfeiting the ROW under 
ARTA's reversionary provisions (45 U.S.C. § 1209(b)), it goes much farther than 
necessary. That section of ARTA only requires that the ROW not go unused for

SB42/HB55 Comments .?/10/T)r P*0» 10
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will revert to the United States. A lease or permit could easily incorporate such a 
provision, or be limited to less than 18 years in length to accomplish this purpose. A 
complete disposal of the entire interest in such land requires legislative approval in any 
event, and the legislature could at that lime seek to impose any condition it liked.

10. In c o n s is te n c y  C re a te d  b y  T e rm in o lo g y .

•  A technica l am endm ent Is needed to  make references to  the  righ t-o f-w ay
consisten t.

Section 6 of the bill, at page 8, lines 6-7, should be amended in a manner that explains 
the seemingly inconsistent use of the term "right-of-way" here when all other references 
in ARCA are to 'utility corridor*. We suggest adding the following: ‘...within railroad 
“right-of-way* as defined in 45 U.S.C. §1202(11) and received by the state under 45 
U S.C. 1201 -1214 shall require that the land be u s 'H for transportation... ‘

1MJ
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February 10, 1997 

Rep. Bill Williams
Chair, House Transportation Committee 
State Capitol 
Juneau. AK 99801-1182 
By fax: 907-465-3793

Dear Rep. Williams

I arn veiling to provide my testimony for your hearing today on Rep. Terry 
Martin’s HB 55. regarding the Alaska Railroad. As the member of the Anchorage 
Assembly representing the downtown and Government Hill area, my district 
contains the railroad’s most intensive base of operations, Although I lack 
expertise in the details of Rep. Martin's bill, my aim is to provide you with insight 
Into the experience of our local government and my neighborhoods in dealing 
with the railroad.

My understanding of the railroad’s original mandate was that the legislature 
sought to combine the best of the public and private sectors, creating a 
corporation which could be as flexible as a business, yet as responsive as a 
public entity. Too often in handling its real estate, however, the Alaska Railroad 
has combined the worst, not the best, of both worlds.

The most egegious example of this was in the railroad's sale in 1995 of a large 
pert of tho Government Hill bluff for gavel extraction for far below market value 
in a secret, sole source deal. A9 you may have read in the newspaper expose 
or the legsfative audit that followed, this was a virtual give-away of a state 
asset. Most disturbing to me. however, was that the gavel sale interfered with 
the Hollywood Vista apartment redevelopment project that the city was working 
on -- thinking we had the railroad’s cooperation -  on an adjacent, city-owned 
parcel of land Either through goss mismanagement, or deliberate sabotage, 
the railroad’s deal ended up costing the city and state considerably more 
money to redevelop our parcel, created tremendous confusion and conflict, and 
cost tho railroad clearly for selling an assot for far less than what it was worth. 
Moreover, the partnership which bought the gavel intends to operate its pit at 
night, within dose proximity to huncfreds of residences, by technically avoiding
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the force of an Assembly vote on the zoning of the parcel. No private company 
or government agency I know of would have made such a deal.

The railroad also has shown a remarkable lack of cooperation in its other real 
estate ventures at the port and in Ship Creek. The LoPatin land development 
debacle is one example. The histcry of this expensive fiasco is too long to 
explain here, but the outcome is simple enough; after years of effort, contentious 
rezoning of land, and missed opportunities, none of the planned development 
has ocorred. Apparently, the developer was not serious or was unable to 
deliver, something community members pointed out in asking for a less 
ambitious but more realistic plan. Unfortunately, every time the community came 
into conflict with the developer, the railroad was strongly on the developer's 
side.

The railroad has taken the same stand when problems have cropped up with 
bulk fuel storage operators on railroad land at the port. As the former railroad 
president always told me, the railroad was a business, and it had tc act like one. 
protecting its customers and fighting for them in the government arena against 
its neighbors.

But when it has been in the railroad's interest to act like a government rather 
than a private business, it has been willing to switch hats quickly .Inst recently I 
received case filee for a number of oily zoning complaints against the railroad 
for junk yards and other serious violations of local code on its property. Instead 
of cleaning up the problems, the railroad has legally appealed the city's right to 
enforce our zoning laws because it is a state government entity, and so is 
exempt from local zoning. I believe this legal argument is false, but it certainly 
demonstrates the railroad's willingness to use its public-private status to the 
detriment of the public and Its competitors tatliw Ilian in the positive way the 
legislature intended.

I am hopeful that new management at the railroad will clean up the problems in 
its real estate department and bring the railroad into a more cooperative 
relationship with local government. Over the long term, however. I feel the 
legislature should look at ways to restructure the railroad’s legal statue, as Rep. 
Martin indicates, so the Alaska Railroad really can be as responsive as 
government and as flexible as business -  rather than the other way around.





The Alaska Railroad
UACKRRUUND RRIEFING 

JANUARY 30,  1997 

EXECUTIVE SUMMARY

The Alaska Railroad is a professionally-run, self-sustaining railroad serving 

ports and communities from the Gulf of Alaska to Fairbanks. Owned by 

the State of Alaska since 1985, the Railroad is overseen by a seven- 

member board of directors appointed by the Governor and confirmed by 

the Legislature.

Under this management and ownership arrangement created and 

approved by the Legislature in 1984, the Alaskans maintain control of 

Southcentral Alaska's principal transportation corridor, retain 38,000 acres 

of land transferred from the federal government, and have the revenues 

needed to operate, maintain, and expand the line.

The Railroad is operated by professional railroad managers, requires no 

subsidies from the state treasury, and has no state employees.



HISTORICAL OVERVIEW

Purpose The Alaska Railroad was built by the United States government 

between 1914-23 as a way to open up and develop Alaska's westward 

Interior. It served as the focal point for the development of Anchorage 

and the Matanuska Valley, the Interior’s mining districts' link to ocean 

transportation, a vital carrier of World War II troops and supplies, and 

principal freight line from tidewater during the Cold War construction 

boom and construction of the Trans-Alaska Pipeline.

It remains one of the state’s oldest and most important pieces of 

infrastructure for transportation and economic development.

Alaska control In the early 1930s the United States no longer considered the 

Alaska Railroad an important federal asset and sought to sell it. The State of 

Alaska saw an opportunity to gain Alaska control of the line.

The Legislature approved acquisition of the line in 1984 specifically 

because:

• The Railroad "is an essential part of the state's transportation network 

that may, unless preserved by state action, cease to be a transportation 

option in Alaska." (AS 42.40)

The intent was to bring the line under Alaska ownership and direction, 

keep the profits in-state, assure that the line had the resources to operate 

safely and efficiently, and make sure the Railroad continued to serve 

Alaska businesses and communities as an engine of community 

development and economic growth.

The transfer took place January 5, 1985.
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Purchase agreement The State paid the United States S22.271 million cash 

for the Railroad’s track, rolling stock, and 38,000 acres of land. The 

United States also retained $10,978 million in the Railroad’s cash-on-hand, 

in exchange for also accepting significant past liabilities.

As part of the purchase agreement, the Legislature replaced the nearly $11 

million in operating capital, bringing the total cost to just under $34 

million.

Note: The Railroad has neither requested nor received any additional 

state money outside of the agreement and legislation approved by the 

Legislature in 1984.

Public ownership, private management In bringing the Railroad under state 

control, the Legislature specifically created a structure that would avoid 

the liabilities and limitations of traditional public management, while 

maintaining the accountability of public ownership.

The Alaska Railroad Corporation Act of 1984 created a state corporation

that is: o

cu

• Accountable to the Governoi and Legislature through appointment o
CL

and confirmation of board members; *"
o
u
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• Professionally operated by railroad managers who have the flexibility to ™

o
negotiate their own labor contracts with professional railroad workers; *
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• Self-sustaining through retention of all profits generated by the ra

enterprise. “
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This 12-year-old arrangement is one of the few examples of a situation in 

which government is, indeed, run like a business. The Alaska Railroad 

Corporation has the flexibility to meet the needs of its customers (such as 

refiners, tour companies, and construction operations) and earn a profit, 

which helps support vital public transportation services that do not pay 

their way, and would otherwise be dropped by an exclusively private, 

profit-centered operation.

Note: Since 1984, the line has earned and reinvested nearly S100 million 

in maintenance and expansion of Railroad facilities.

The structure also provides that major and minor expansion of Railroad 

operations —  from line extensions to leasing of Railroad land —  are 

viewed not just by how much money they may make for the corporation, 

but whether the action is consistent with community and state 

development goals and opportunities. This, in turn, is consistent with the 

findings of the Legislature expressed in the Alaska Railroad Corporation 

Act of 1984.

MANAGEMENT

The management structure of the Railroad is designed so that it may 

respond quickly to service and customer needs, changes in the economy, 

or business opportunities, while being accountable to the state's elected 

leadership and the public.

Board of directors As noted above, the Railroad is managed by a seven- 

member board of directors appointed by the Governor and confirmed by 

the Legislature.

The board is configured, by law, so that:



• At least one member has substantial railroad management experience;

• One member represents the railroad’s employee unions;

• Each judicial district of the state is represented on the board;

• At-large appointees have substantial business management 

experience in Alaska.

The intent is to have business, railroad business, and public policy 

interests all on the board. With this mix, it is possible for the board to 

make wise railroad business decisions, but with the leavening provided 

by broad Alaska public policy perspectives.

Operations The board has the authority to hire a professional, chief 

executive officer outside the ranks of the state personnel system and 

political supporters, or even outside of Alaska itself. Pay and other 

contract terms are negotiated according to professional standards in the 

industry. The CEO serves at the pleasure of the board.

All other members of the management team are hired according to the 

judgment and the needs of the CEO and the board. Performance is 

measured on merit, not longevity or classification. Railroad managers are 

paid at industry standards, out of the Railroad’s own revenues.

The Railroad has had two CEOs under state ownership: Frank Turpin, 

who came to the Railroad after extensive upper-level management 

experience in the oil industry, and Robert Hatfield, a professional railroad 

executive.

Mr. Hatfield recently accepted a similar position with a railroad Outside. 

The board is conducting a national search for a »eplacement.



Labor The labor force at the Alaska Railroad consists of 470 full-time 

workers (seasonal employees bring the total to around 600 in the 

summer). Most are represented by one of five labor unions.

In 1996 the Railroad completed negotiations with all five unions and long­

term contracts are in place. Over time, the unions have demonstrated a 

willingness and ability to work cooperatively with management on 

contract measures that ensure the Railroad's safety, service objectives, and 

profitability.

The Legislature and the state treasury make no contributions to 

Railroad payroll, benefit packages, or retirement and pension 

programs.

Railroaders are not part of the public employee personnel system or the 

state public employee bargaining units.

Railroaders are not part of the state retirement and benefits system.

BUSINESS
Profit The Alaska Railroad earned more than $8 million in 1996, the line’s 

second straight year of record profit, Current projections estimate a 1997 

profit of $7.3 million.

In 12 years under state ownership, the Railroad has earned a profit nine 

times. The only years in which it lost money were 1986 (primarily due to



a weak economy in the state overall, plus costs incurred after serious 

Southcentral floods that wiped out bridges and washed out or weakened 

the roadbed), and 1993-4, during a scheduled management restructuring. 

The restructuring, which resulted in the elimination of a number of 

middle management positions, also resulted in one-time costs related to 

severance pay and other related matters.

Financially healthy In addition to the profits posted the last two years, other 

indicators further buttress the Railroad’s financial good standing:

• Increase in cash balances for the last three years;

• Decrease in current liabilities due to improved cash flow;

• No short-term borrowing in 1996;

• Significant reductions in long-term debt in 1996, with more than half of 

the long-term debt scheduled to be paid off in 1997;

• Improved equity position through improved earnings;

• Significant increases in fixed assets.

The Railroad’s accounting is done in accordance with accepted 

accounting principles and railroad industry practices. KPMG Peat 

Marwick audits the Railroad’s financial records.

Self-sustaining By law, the Railroad’s profits are retained by the line and 

reinvested in capital improvements, maintenance, and other business 

needs.

Because the Railroad —  like other rail lines —  is a capital-intensive 

business (locomotives, roadbed maintenance and repair, and other asset



maintenance), the Legislature specifically allocated operating profits to the 

Railroad so that it could be maintained without state subsidy.

The profits generated by money-making aspects of the business (Teal 

estate, freight, and contract passenger car pulls) allow the Railroad to pay 

for operations that are important to Alaskans, but that lose money.

Under current law, the Railroad may request an appropriation from the 

Legislature to subsidize services that do not pay for themselves. The 

Railroad has never asked for or received subsidies, relying instead 

on its profits to sustain services that don’t support themselves.

Access to capital The Railroad is a public/private hybrid, which gives the 

corporation a variety of options for both operating and capital loans. In 

addition to work with lending institutions directly on traditional business 

financing, the Railroad has options to issue bonds (with Legislative 

approval) and seek direct appropriations (which it has not chosen to do).

As a public entity, it also has the benefit of access to tax-exempt financial 

instruments.

Freight The health of the Railroad mirrors the health of the Alaska 

economy. Fully 75 percent of the Railroad's business is in hauling freight 

such as gravel, oilfield supplies and chemicals, groceries and consumer 

goods (linked to the Railroad's barge connections to Seattle).

• A third of the Railroad s freight revenue comes from hauling MAPCO 

Alaska petroleum products from North Pole to Anchorage under a 20- 

year contract that expires in 2013;

• The Railroad hauls Usibelli coal from Mealy to Fairbanks for heat and



power generation, as well as coal exported from Seward to Korea 

under a contract that expires in 1998.

Passenger service About 15 percent of the Railroad’s income comes from 

passenger services, primarily tourism-related pull contracts and seasonal 

service. In addition to the contract pulls for Holland America and 

Princess Tours, the Railroad operates seasonal general passenger service 

to Fairbanks and Seward.

The Railroad is adding Anchorage-Whittier service this summer, working 

in tandem with the day cruise tour boat businesses that operate out of 

Whittier.

The Railroad also provides year-round service for Whittier, using the 

shuttle system from Portage, and for roadless areas north of Talkeetna. 

The Hurricane Turn and Anchorage-Fairbanks Local (winter) are the only 

flag-stop services in the country, providing access and freight hauling for 

individuals and families along the line to the Interior.

Real estate While accounting for only 7 percent of total Railroad annual 

revenues, on a percentage basis, real estate contributes more to net 

income —  literally, the bottom line —  than rail operations do. The

simple explanation is that real estate leases do not carry the same capital- 

intensive maintenance and repair costs as rail operations do.

Because of its contribution to the bottom line, real estate revenue from 

the 36,000 acres of land owned by the Railroad is a critical piece of the 

corporation's overall health. It is difficult to envision any owner —  public 

or private —  able to earn a profit and provide the full range of services 

now provided by the Railroad without real estate revenues.



Fair-market-value leases on Railroad land along the line provide the bulk 

of the real estate revenue, along with revenue generated by the Whittier 

and Seward docks, and various permits.

SAFETY, MAINTENANCE,  ENVIRONMENT

The Railroad's programs in these areas are a mix of solid, standard 

industrial practice, and initiatives generated by specific public or 

community concern.

Salety Safety for employees, customers, and neighbors of the Railroad is 

the line’s principal operating priority. The Railroad’s health and safety 

manager is the only company employee, other than the vice presidents, 

who reports directly to the Chief Executive Officer.

The Railroad has a wide variety of on-goirig, high-priority safety, training 

and education programs for employees.

The Railroad conducts a variety of programs —  some of them supported 

by employees on their own time —  to educate people about safety 

hazards such as walking or snowmachining on the tracks, failing to pay 

attention at crossings, and other potential hazards.

Well maintained We believe the Railroad's assets and roadbed are in better 

shape than they were at transfer, largely due to almost S100 million in 

maintenance work and capital improvement under state ownership.

The Railroad spends S ll million a year on maintenance of 660 miles of 

track, 192 bridges, 75 crossing signals, the roadbed, and other assets. An



additional $9 million is invested in maintenance of the cars and 

locomotives. Almost half of the Railroad’s full-time workforce is primarily 

involved in maintenance and repair.

This $100 miUion investment has come at no cost to the general 

fund and has required no state appropriations from the Legislature.

This money has come from the line’s operating revenues.

The Railroad is maintained above and beyond Federal Railroad 

Administration requirements. And because the Railroad carries 

passengers as well as freight, the entire line is maintained to the higher, 

passenger-grade safety and operations standards.

Safety and maintenance are directly linked. Yearly improvements include:

• Installation of 40,000 ties;

• Replacement of 20,000 linear feet of mainline rail;

• Place 60,000 cubic yards of ballast (gravel)

• Surface 150-200 miles of mainline track

• Conduct SI.2 million in repairs and upgrades to bridges.

Cleaner Under state ownership, the Railroad is seeking out and meeting 

higher standards of environmental protection, compliance, and efficiency.

The Railroad has removed tanks and soil at 60 former underground 

storage sites, voluntarily limits and controls air emissions in Anchorage, 

and does not use herbicides to control vegetation —  a rarity in the 

industry. This is in direct response to public concerns.

Much of the post-1989 federal and state oil spill response regulation does



not apply to railroads. Nonetheless, the Alaska Railroad has upgraded its 

spill response capabilities with response vans in Anchorage and 

Fairbanks, and with 12 caches of equipment and material along the line. 

Twenty-five key employees are trained in spill response organization and 

techniques —  not just for oil and refined products, but in hazardous 

materials as well.

The Railroad also has an aggressive set of waste management and 

reduction policies intended to eliminate certain additions to the waste 

stream, and to reuse materials whenever possible. For example, used ties 

are chipped and shipped to utility systems in Fairbanks to generate 

power.

Outreach and involvement While the Railroad has consistently maintained 

community partnerships and sponsorships through donations of cash and 

tickets, Railroad Week activities, and other outreach efforts, we believe 

that communication and outreach is an area in which the Alaska Railroad 

can use improvement.

Particularly, the line’s managers and board need to make a stronger and 

more consistent effort to keep the Legislature informed, as well as work 

with community leaders and local governments.

FIVE-YEAR STRATEGIC OUTLOOK

Another profit for 1897 Current projections suggest that 1997 net income will 

be $7.3 million. This is a conservative figure that assumes freight revenue 

and expenses to be similar to 1996, but that passenger service will 

increase with the addition of new service to Whittier. Increases in leasing 

and permitting activities will increase real estate revenues by



approximately S500.000.

Now service to INhitter and Girdwood In response to the growth of the day 

cruise tour business in Prince William Sound, the Railroad is adding daily 

roundtrip service to Whittier from Anchorage. While the current Whittier 

Shuttle is safe and dependable, the new service is targeted more for 

visitor industry needs and demands, and will complement the existing 

service.

Passenger depots in Fairbanks, Denali Park, Talkeetna, Anchorage, 

Girchvood and Seward will be upgraded, replaced, or added.

New locomotive finet The Railroad will phase out its older locomotives over 

the next few years, resulting in cleaner, more cost-effective, and more 

efficient service. Newer, more advanced, more powerful engines will 

allow us to use less fuel, have fewer locomotives, and reduce locomotive 

maintenance expenses.

The Railroad will use conventional business financing —  not 

legislative appropriations —  to acquire this new technology.

Systematic reduction of the Railroad's long-term debt over the last few 

years (including 1997), set the stage for the Railroad’s ability to make this 

new investment.

Traffic management and communication upgrades a series of technology-based 

upgrades to the traffic control and separation system will improve safety, 

reduce operating costs, and more effectively manage train movement.

This year, the Railroad will also begin working with the State of Alaska to



upgrade the Parks Highway microwave link from analog to digital.

Now barge service The Railroad’s current contract for rail-barge service 

between Alaska and Seattle expires next year. After extensive review of 

proposals, the Railroad has selected a company that will build new 

barges, use new technology, move more freight in the same time, with 

fewer sets of equipment.

Port and dock facilities Both Whittier and Seward are targeted for significant 

improvements in the dock and port facilities to meet community needs 

and growth of the visitor industry.

Near-term ra il expansion Three opportunities for expansion of the Alaska 

Railroad are developing:

• Extending a line from downtown to the Anchorage International Airport 

would eliminate bus transfers of visitors, providing better service for 

passengers and for major contractors;

• Adding a spur into Girdwood and the Alyeska Prince resort would 

serve the expanding tourist destination opportunities there;

• Development of coal deposits at Sutton would be enhanced by 

extension of the line from Palmer to Wishbone Hill.

Long-term ra il expansion Three long-term opportunities for expansion are 

developing:

• Access to Kantishna via rail would cost more up-front than a road, but 

would likely be a better alternative from the standpoint of the



environment and park management goals;

• Partnerships with mining interests could lead to expansion from Nenana 

to the Northwest Arctic;

• A rail link from Fairbanks to the pipeline corridor during construction 

and operation of a North Slope natural gas pipeline is an attractive 

expansion option from the Railroad's standpoint.

In all cases, expansion will occur when market conditions will 

support it, when communities and other public interests have their 

concerns met, and when revenue from operations will support the 

expanded line.

The Alaska Railroad’s status positions the line to play a key role in the 

development agreements with both business and public agencies, gain 

access to public and private financing, and be responsive to public and 

legislative concerns.
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