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The Departrrent of Naturd Resources is reoporsible for traddng and upchting dl resource activity on state land. Section 6 nares
the Departrent of Naturdl Resources as the acting state agency who wil receive title to dl ral property transferred under 45 USC

1201-1214 (Alaska Railroed Trarsfer Act of 1982)  To ensure accurate and proper record herdling of land trarsactions on state
lad, the Departrrent of Naturdl Resources would perform record updates to exdsting status plats, and develop an Alaska Railrced
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FISCAL NOTE

STATE OF ALASKA BILL NO. SB 42
1997 LEGISLATIVE SESSION

Revision Dete: Affected:. ~~ Department of Law
Title: . relafing o tre fiscal qperations of the ' Quil Division )
Aaska Railreed jonadto lad ... for railroed purposes . Conporent Gereral Legal Services
Sponsor: Rules Comittee Py request of LBSA
ecp&ster Senate Trangportation Committee GOVRONENT EHRIALND 2087
EX en tureS/RevenueS (Thousands of Dollars)
\TING EFENDITURES Fy 98 Fy 99 Fy 00 Fy 0L Fy 02 Fr 03
PEIH.NAL SRS 3225 3225 3225 3225 3225 3225
87 8.7 87 37 8.7 37
CCNIRACRJN_ 58,5 585 58.5 58.5 585 58.5
S_FALIES 6.3 6.3 6.3 6.3 6.3 6.3
BEQURVENT 195
LAND & STRUCTURES
GRANTS LAIVB
MSCH LANEOLBS
TOTAL CPERATING 4155 396.0 396.0 396.0 396.0 396.0
CAPITAL EAENDITURES
CHANGE INFBVENLES (
RUND SOLRCE (Thousands of Dollars)
1002 Feckral Receipts
1003 G- Match
1004 G- 4155 396.0 39.0 396.0 39.0 396.0
1005 GHProgram Receipts
1006 GHIVHINA
Ctrer
TOTAL 4155 396.0 396.0 396.0 396.0 396.0
Estirrate of any current year (FY97) cost: $ 0.0
PCHITIONS
RULL-TIME 30 30 30 3.0 30 30
PART-TIME
TEVPCRARY
ANALYSIS (Attach a separate page if necessary)

This hill would place the Alaska Railroad Corporation under the Executive Budget Act (AS 37.07) and would
transfer ownership of dl railroad land to the state. Under this hill, land necessary for railroad operations would
be managed by the corporation. The remainder of what is presently railroad land would be managed by the

Department of Natural Resources.

The Alaska Railroad Corporation has its own legal counsel to advise it on land management questions. Should
ownership of this land be conveyed to the state, legal advice would be provided by the Departrent of Law. A
number of the properties of the ARRC have pre-existing environmental contamination problems. Hazardous
substance cleanup and ligbility issues need to be resolved prior to transfer of title to these lands to the State.
DNR will r.eed legal assistance from the Department of Law in resolving these issues. Given that 38,000 acres
of land are involved in the proposed transfer of title, at least two attorneys will be needed to assist in the

environmental liability aspects of the transfer.

Prepared by: Fred Asher, Director o Phone  465-3672
Division: Administrative Senvices Division Dete: 2/13/97
Approved by Commissioner: Bruee M Botelho, Attormey Gererdl Dete: 2/13/97
Agency. Department of Law

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR*S LEGISLATIVE OFFICE
For further distribution mfotmation, call thu Governor's Legislative Office
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STATE CF ALASKA BLLNO. SB42
1937 LEGISLATIVE SESSION

ANALYSIS CONTINUATION:

The federal Bureau of Land Management iBLM) has still not transferred title to certain Alaska Railroad lands in
Anchorage and Fairbanks to the ARRC under the federal Alaska Railroad Transfer Act of 1982 because of
environmental cleanup issues. Orne of the properties to which the ARRC has been granted an exclusive use
license has been listed on the Superfund Netional Priorities List by the U.S. Environmental Protection Agency
(BPA) and the ARRC was named as a defendant by the United States in an EPA cleanup law suit. The ARRC
has incurred significant legal costs concerning cleanup and ligbility issues for this and other similar properties.
The Department of Natural Resources will likely need similar legal assistance concerning these lands, 'f the
State becomes involved in litigation concerning these lands, at least one additional attorney and potentially the

hiring of outside counsel, would be required. .

A serious issue arises in section 25 of the hill which provides no flexibility for resolving cleanup and liability
Issues prior to DN\R taking title. As witten, the State could incur cleanup liabilities in the tens of millions of
dollars in addition to those already potentially incurred by ARRC itself. These ligbilities may involve very large
future expenditures from the Gl and Hazardous Substance Response Fund or from the Gene i Fund.

The cost estimate is based on the department's standard attorney cost schedule ($127,000) and includes
clerical support, communications, space, supplies, data processing, and other noral overhead expenses. An
additional $5,000 per position is included for direct case travel, and $6,500 per position for one-time (FY998)
equipment purchases.

Page 2 of 2
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Submiﬁfe%“ﬁMtrre%ja?kNa SRBarfrf)a (Blojﬁnratron
{0 the Senate Transportation Ittee

A. Fiscal Operations Aspect of the Bills

' Chanqes in railroad business require the ability to respond quickly with
capital investment.

The railroad rnrg.ust inAmerica is en ed rnac ital |nte srv busrnes which
hﬁs exg erienced Sl sag[n changes In cus enl\ ereR*Qesr Hlif cant
an S.IN IS Infr turee Inment tec o as allro

rat N has recentyre ded 0 chan es these %urrw% new aq
ran NNrW cars in ma coa customers re com iy have aiso
purc new passenger eqr,npment f0. su(nportt etouns segmento our IJ%rsrness

that

UUI IcU}KCcUIICOI 3\/JIto UI 1r|e 1‘1|00J’JIL uct I jn it Wwo n’oy g
evaru%'rnP P ade of qur Jocomulive ﬁeet Whre nitia ry aerta’r |ntensrve |s
Upgrade repreSents a significant opportunity for ong term savings.

Res ondrnr% %custo er needs often re ulres, quick action. .For example, the
decision tq acquire the ne rﬂn er cars Was m ded rn ne otratrons regargin
or he mer > i

e Xport coal, Inorder to make that service competitiye %5
prove sennce fo other customers. Inasmuch as this OCCUW unngt e mrd

UM MW Gevins vrmnraylﬁﬂrwarrh Wosihive U mecn i e seqs don

necessary 10 Seek administrative an egrslatrve approval.

R ¢tin ARRC to the. utrve Art "EBA) 837 07 vrrl aaversely
r[ectt ||| 0 respond quic y andc ran cog ractua

[ ﬁron? Ips of the corporation. Voreover, |t maywe Su ]ect tate to dlirect
lability for ARRC actions.

' Byassumrn subst %ntral actual contrgl overthe financial ?nd Iegal
gl ations,0f ARRC srsd removrn% Lrgrstan lal orrrnnn arr¢ s asset
me Sidle niay inuuveleluly be Su e]ctrng eif 1u L1l Tiauiiuy for
ARRCsoperatron despite 1anguage to'the ¢ ntrary INAS 42.40.500.

S been a (e endané In nUMerous lawsyits creatron andt

State omas al as never been ma eﬁ éna asar ﬁ ctions, norc ed
gon fo answer In damages In g(qy these cases. con ucts ara e
f kman Pement Pro ram to adaress the n S Create bm ratr n c Includ
a Mix 0F preventative actions, nsurance an ready cash availa INes 0

SB42/HB55 Comments -2/19/97 Page 1
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credrthbvrousI the lanqua eho ASS42 40500 and the arm' gn hnatureo thﬁ
qﬁrpgratro ronsh vgj jaie have ha he Intended eitect and spare
atet art e Same Will nol be frue once t eStae rr}r CIs Itself

30§ St ntra rntot era rnes eCISIOH ’Ed § YOCGS ana once It
|€r

renger oration si ant e {0 satl emovin
profi taBIe rea e%tate %aseg state/ entrt)? Version o ng érl)rporate \%r\tswrll
Very likely occur.

0 The Froposed bill will adversely affect the corporation’s ability fo maintain
favorabie premLums anu rurﬁmrons In JtS Insurance Package hese
INCreases % egreatt at ARRC Is unabie 10 procure’its own
Insurance, ocrngt State to add ARRC insurance costs to Its risk

management program.

RemOVﬂ| c%!real est e acsets from the corporation and the resultrng decrease
Inrevenues Will agverse ect e Cor oratro S rance costs. Asset
[eVenues are amoanR%h m ero actor consr er terns fance un rv\rrrt S

R d i o

Its redl estate Will cause premums to i crease or the se|f-Inslire
ret tro stod crease? or% 1% Ertﬂter or%gth H‘% % causet

oration to be unable to place Insurance 0wn be In
rjp ritant cot Coupled wi terncrease Ikth tatel\fl ﬁ}r A%??{ZZ
pro r%trlr(rms t S cou orce the State to ad ARRC rn 0 rts OWn risk management

1. Chilling Effect on Borrowing.
0 | I | R |
Wr essentia el%t conventional borrowin c1rrvrn RAC RC capl éa needs

nto state capit et process, Forexa IS considerin
huyrng 50n ﬁ)comoqrv 5Wﬁ1ICh will cost gpproxrmately )

The bill leaves intact several provisions re ard borro ng by ARRC, vet by placing
Int? uuI polatjon un(%rt & the horrow@n ine, org ration i %ﬁ)
question. The provision or I nr&; il that su %tsAt%% 01ne Aan requrresAEr

seif-] retentr e reinstaterents up
aval QBP ?or ngr atast hic event q_s g&ﬁ\%’% ro er ama

1ARRC carrrest j rIr Insurance covera g}%WM Caob\?evr%gaeslgMM

rnsuranceo S arrre ect oa ralrzed
rnsuran res co ete R nsu anc pac age sare
cover Crcate nes of cred tr cas on and 1s"not su rcrent fo meetan
rmme ra nee

SB42/HB55 Comments -2/19/97 Page 2
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0 request appropriations for Its operating, capital and debt service expenditures ma
nﬁveqserroug |%orisequenceﬂ) x&% %xrstP mutu e contractsﬁoan aqreeme S,
The corporation ha.”severa o term contract to rovr e\ran%?s VICES
cUStomers n severa o ter loan aqr eements at requ RC 10 make perrodrc
Interest rmcrpa ents %%u e none o these a reF ep
mntaing lanau |on|n vto rform on IS receipt of surticient .
2\ r1ations omt e legislature, as |st e cas t)& state Gontract. Even if
retamsa ItS reventes, If it annot expen tem ce strrct accordance erga
eqislatively approved annual L] L, cur xrstrng ustom enders may have vall

d
ermns a%gut%)r continuin /10 erf 1L ast econtract reg I'€ES. CUf
orm 8§eIS L]g{g ere ’)‘/ egisiative Or a mrnrstra] VE TEVISION

fl 0
|mo |re vioton ¢ Seclt/on i m]enMaS Al %Sﬁtﬁtraé’% ﬁgﬁ ﬁave e

With re ard 0] uture loans, |tvvrll be uch more dn‘frcultfande ensive to
orr one or operar E\ OFO ase equipment for exag ~on credit if
eco es Iaw Jt fficu orARRC fo'a ure Its creditor aéthe
ﬁgrs urevvr ap na tm&rhe% rove Ine entries Jn ts budget, to pay
t ervrce |r oans |e C ever mort[o ge Its real.es at?
rS (0 SCru |n|ze| e cor oratronsreve ue tflow and fina staremerlts uie
m f0 Jen mo tot cor ratron em ving the (iomnootron attrioutabie o
ea estate ro mevvr certarnswecta Persvvrllmﬂness tod%
usr ess vvrth ese same ems exist Tor future fong term cohtracts wit
eﬁ]tan e Ietatec stomers. sort IfWe cannot assure our customer]s that we
ave the funds and the authority to spend them to perform the services they
PN fitaw Yl 00 olewifaty,

2. VroIatron of Alaska Railroad Transfer Act ("ARTA").

i
L

m ran%{ ct specificall rovr ed thaﬁARR%wouId retain contrﬂl of
san et becaus t federal railrpad had eﬁoenence with having
udgetan eek appropnatrons and ha eamedtehard way that you

cannot anticipate a!! your business opportunities, and cannot respond

A omddh i 4 vwprruniay A uivinr PR dieoe W FETARE B0 T8 MOET
this pfOCeSS.

o The federal government may well raise this violation of ARTA as a breach
N Its contra twrthmhe State/ AIas\<a transferring the raﬁroaél

e
@S'&ﬂ a%ave%ee ectc pron I'[IHB GCOYpOTEitIOT'!3 [0M INCreasing

SB42/HB55 Comments -2/19/97 Page 3
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the salaries of its employees, hrrrnga itional employees ore ending any mone or
INcurrin qbthero Irr@ogs unless all of the same“& Pé)rn Iud Inan (?% %Wrons

chumust In tur orl' W et rov
é) ?at e SeeAS ?(SE H&%ﬁ recerves exc ds [om rtso erations
V0 What IS expected and accaunte rove ), I dnuet onvince
rPa mrnrg ratlo o roposearevrs on tot t Committee
a d efgre exRendr e meney ne fan
ﬁreseeamut H e of busi ortuqrtreso oten ra mtp atvvrI not wait
the time required to obtain such approvals, an ccor Ingly de sttot e corporation

oted In Section Ab. %elowt edoea nat aﬁgear to be any requirement
anal ﬁemone ener ted dh ‘ae reasuh% OWEVer, in
te

0

é) atjon an u e oun |[t)ﬁe bq theb tetrs %tentrrel
ri;sr nrsLorAR enues tob rc are

fo the co éBoratré or eve the cor oration uto gh

rrr)H %te
e ed pursuant to an aIp J%VG ude n po tro no
anagement” r1 h re 2 Oreover, r 'S
ﬁven BS ac- neteit er prop ack 0] the corB?r tion or dp{ovgd to be used in
ecorpﬁratronshudg ]srevenue could F nt)ro ram?
pro epe\r Stecah (r)sn tclrrzadar nrel ed o the railroad. This too would violate the mandats o

3. Process Adds Time anu Cost Without Adding Value.
J AR mer Ill not significan Par ng inth
C's.customer hase will not arg rrc%t%chawge atrcrﬁatr inthe

e%ng Rrocess aS propose ntrﬁ Increase the costs of
ihiess. It is Unreasonable to expect the' customers to bear this

onar COst,
EBA |
%hOt oﬁﬂgva'h' iy %gohhhpé curent] Wocde;d%% asthtr?é)”%'g:e?tfg dydl aI

rraa“rqarrrraaa S
a t Iess

TOCESS aly thererore resu react to business climate
cost to tha % VE&UG Lﬁ] cost TI]

Idea
oppo jy e paid %ythe customer, orevgr:see lsjtnh Vhy the corpo tion in the?orm of lost

4, Effect of State Fiscal Year,

' usiness is highly seasonal, and moving to state fiscal year would
S&Fh(thoqtusrness Sea ort/ : y

S042/HB53 Comments -2/19/97 Page 4
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ubéectrng ARRC 10 the EBA W r uire éto change irom rﬁ current calendar year as
the stafe rscal eat t enas on.Ju rte thsfs. OﬁS not ai%r)ear
EE specific mann?t% e|tert eect { erer%wement {0 participate |H OVEITIOr'S

ruge“'t?tt%t%ce%%sa o5 o S T S i o i
EEOU OV MDE ﬁ {he Calendar

usrest era roads us on ends an
ear ISt ere staartt ate rscal ear for ot only would the state
scal ear arl rc Ifurcate trie usrne ear, but it would require the cor oratron to

U
spend considera icipating in the bud etrn rcessgth ame time 1t 1s
gearrng up to expants operatl onga t&a ﬁtrs IS0 aqnIO ﬁrcrent Use o?resources
5. Inconsistency of Approach.

* Thernconsr tencies found i hebrll rIIustrate the di ﬁrcult¥ ns aﬁaratrng
the f mancra rpana emento e corporation from the operation
management left t0 ARRC.

The bill expressly subj cts ARRC revenues to Ie sIatrve control by makin
(ierpo at ahe/cttJ the EGA Yet It R,g otu the rma rrectR/eht% drn
eAasaRarr Uau Cu utailun Act A' ur W ema %
i@ s}ttarnr asIs”, For xam e the directors are re urr to | ac orda cewr

3 I ot 3@0 atur orana ro rrat " 10 be Lse to Un
operating, t ICE € tu e 0 he corporation: and . .
necessa ovrde a ustar servrfceh |s Im |es ha n|aﬂnua

ro rr nr e urre exp rso ecor oration, with all t

et 0 eratron an and other doc ntst at are ﬁenﬁraﬁed inthe
Pover sto rﬁ eSSene éfverertnrengnta Ittrseeasu r]r(r)rtalntqsuunclear Whether
Rntem atest 1S restt, F% IS t0 retain Its rtrrgér LIS ireurisisient to

el
require the corporation o see approprratrons Or operating a Ot er expenditures.

6. Lack of Definition.

' h)eN br(l)l rrtnrge(etsh%encrsrons to be made without providing any guidance on

he ARRC directors are drrec ed o alhﬁ ora 8% atrons to be ysed to, “whe
lecessalv", provide a non- ser sustal 8{ Service, Without any guidance as to what

+ Another sectio of%fe Public Fi a ce title, AS 37.05.146, 0?% rdei that ARRC

receipts are ot eneral fund recelpts. ut any other secfion of that tifle berrnr%;
§ gp[rc%) %‘& there | apparentyno quirement that corporation funds be

par OVEr 10 the state treasury.

SB42/HB55 Comments -2/19/97 Pago 5
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ror rﬁo det rminati nofdsuﬁh necessity or who Is to make the de mr
grﬁac ance |s B throug outt e real estate provrsronso
vrrn e discussed n Section B bslow.

B. Land Related Aspects of the Bill

' meRgigg%ngal stat me s rndrcate that real estate gé?géﬂegg%#é\g

icome for that year
even higher.

n past years, the

ene{al effect of the hill is to rem?verﬁ consi erabte amount of ARRC's real

estate hO gs rqm t FﬁOfPOFa'[H)n S c?ntro € WISG0M OT INIS a roach N
ona e In VIGWO {ne fact that rea es {e Income accounts tO alOr|

e |n me n¥ IVen ear ea estate revenues are reIatrveY

St € enu nare su Fé ect to man vagarres& SIae

ontro Ear roas ?e if |t|ona
the operational sie cf the business, an the% IS N0 exception to this ru

« Mot of the valuaple leasable lands are already leased, which will
comchate tne e%ﬁectrveness o? any transFer |3/ munrcrpaerrtres ONR.

6ased 10 t

1S alrea
It must

he hill aI envisions trans Tl &Pexcess rall lan % sto Unicl alrtres hut In ac
at

0 thev e non-operato
ot}e avarla% rconveaP nce %e'%

EIE IS muc Ore 10 the

ey rea relationshi
act, some have e?m lain anﬁen ac
fo

docdment. In

than the words | a?
roposed. hus here 15 a.sign o
H a fransfer of feasedS fal Ignd

e 0.2 muid
nt hs
a municip

o Thec rpgratron curren e o s the be efrtofana reement with the FRA
that clarifies res on%br g/ etranﬁ fco tamrﬁatron This ree
éﬁ% lnop rdr%)ed trans er of the fan tﬁ? e[ part] sw cou

re

%S r’iC nrfrcant envrronmenta
the tede

[€SS Wlt overnmen

IS CE

Another co dera rs the en JB%E;,[{ ects ofat ansfer of rail land to

q en o atu
ra
curren nown on amr a on as

SB42/HB55 Comments -2/19/97 Pago 6

e%&ta(nle

el real estate asset ase fo stpport

rties andvvr
o |zeds ce%t 0S8 exis
t ér netu how much nr the desir Ie ral
an ss e nmere dition, en oure Rer,ence |nt ast that lessees
e not cP ﬁwrtha nge an or even easE terms em n e Same.
Ize Ihal t ease
§ﬂ9trve stomer relations' resrﬂtmg

ability without clear cut
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retained all | |I that 3 ed prior o transfer, without spe ||cr erence o.
wronmenta ete Into an agreement with the. ederal Railroad
dm|n|strat|on |n1 ha a essesr ct|ve re ons ilitles for
contamlnatlon ement |c § not eC|

taIe obe assIg gig’é{le The
i )
d(a%?\ﬁ h etr nsfer nta)mm ﬁ gor
f e
enC|e ame un er vin ||ab|Idta(r lﬂhtf qean rtcou glvheéwgect to erent
roac es icUtIes In de
en that IS UNnecessary anJ Undese

FRA'IS curren ap8¥vv|tt ar nt arla may take

% Oh)\h) C%u owever mevnht ? Oregver, frans ero

e ROW ada ﬁ/retaﬁ éﬁ Ianti eot er all langs as 10

ex erlence % resist having t deal rent state
em rent WI'[ contaminated

ert san J experience Inthis aea, tvv| desent that agency with a
ONerous our

Thus itis apparent th t there are several h||oso |ca| o et ns to removin
“non- ogerahona? t%gx?estate rom ARaFEE otro éF %\ conta| J
31#11‘ S errors and Inconsistencles, an awtggaro Ide su |C|entg Jdance [)h

Ccult decisions it requires to be made A number of examples are |scusse elow,

1. Land Title in Limbo for Con3|derab|e Period.

»  Mechanism of the pro nsfer to DNR will creat title uestl ns for
%n extende P[IO%\EI tect third parties' WI Ingne sto 0
usiness on failroad fand.

I I letoall | ARR
Etfec i |mmﬂ\a§eh%ogom%hs|$$ﬁcom;a %%\t/%dt Itoerte()&catlrd %ﬂ% %c? uwed gyn theC °

nrgr[tnsée'r{ tﬁe state Within an Linspecitie ) iy Umtel(yegtaﬁes toeA%(ISél %ngst of
5

%{IS

conve nce documents for an S transferre

over eso aten Interm ¢ nv nc and exclusive |fcenses rec[)
é’}t] es of mefes and bou

|ne een recording gstricts, an mc enumerous 8a m%t
e al escr,pt| nst at ave tob or scanne f aes ﬁ h
P 0SS Wl |can t|me tt|metet|teto e rail Jands will be

egar ed as awed an t|teco ah ﬁt as. acc 0N a [eS tesubdect Title
CO Often ASSess the stren S title when dealing with long term

anie
tenaﬁts 0 are financing or refin gncmg Improvements on %Le properties.

2. Necessity «or US. Involvement.

o As ur[)en owner of rec'vd for most of the ra%I land3, the United States will
probably have to be a signatory to this transfer process.

SB42/HB5S Comments -2/19/97 Page 7
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The excluswe lic nsteshrecerved 0 éhe United Srates aétransfer n 192}5 ich
constrtuée erRuI of the current titie documents ¢ recri are not%p cha Jg
assignaple Siates may have 10 be a signaloiy to a rec cument to

as
establish the charn oF title between’ ARRC and DNRgor for thiese lanas.
3. Separation of ROW bv Survey Required.

o Additional costs will be jncurred to survey and plat the right-of-way, with
no add)edl bene totlnertnan {0 gocument%he tr nsrer to I% Y

The statyitory rubric appear ornte s t diate transfer of title of all
rarFroac da'ﬂ 2\ f&@ﬁpﬁr g -foot RO str ga d] ﬁr rnme oIl orij Hr
Teserve R esuma thr [ese Btl\?n \re Immediately, but
ww ere an vvhent ecom ISl ns ma es re eIV tronapart of
c1an [ecorgs, ere the O asse trou rar roa eservs
the ar I parcels of r arIroa an at Anc or all ans an varrous ot er ral glt
0catiors), there Is no? Rarﬁ Ce\xlsurve foot %r % lﬁ Teserve” an
seﬁ)%rate this r%)n 10m SUrmo n rar Ia 1 commissioner
ave to underlake extensive surveys an g un er 0Ca Ia USe rules.
4. Retention of Non-ROW if “Necessary *Wrthout Guidelines.

»  There are no quidelines provided for determining what lands are
necessary o ra?‘road |[r))peratron ang nererrdregretarnearby ARRC.

ds are cal ed rar’ ’an under the xrsﬁn statute and the hill. As tosuch
ans teb pruv est at "rall [and necessary g s]e maintenance or operation
ort eranroad reserved for se g t er roa h re 1S orn Icatio natthrs
reservation IS ge 50 rsuma 1tt0Q IS, efrective imme ate ow Ver, t ere 1S
nor dication 0 orsto aethe ess| ete Ination an ards
agp ed or how it rs to ressed 1S adain Wi ause va concern Int ere
Fe 8ommun| enan I]permrtt 6s, an 0se see Ing to become stich,
can find no certainty rn e State of t

5. Process to Be Employed bv DNR in Determining Necessity.

+  Again, wrthoutﬁdrdejrnes It 1S unclear how DNEwrll djetermrne hat are
ecessarX In éhe %tdre and will aé est add another a?/ero
%ro%ess dtrn} 0 ARRC's ability to respond to a business opportunity to
enefit of a treight or real estate customer.

For lands that are not subject tq tio immegiate ‘reservation’ RC board is
authorrzed[ tot‘request'sltn BN& commissioner to make aval la%ra othrer Ian

—

SB42/HB55 Comments -2/19/97 Pago 8
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"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 SOdays to make the decision. What is the meaning of
"necessary", “useful”, or, for that maiier, "railroad purposes’? Query whether different
standards should be applied depending on whether additional ROW is being
requested, as opposed to additional “rail land”. Queny what "appeal” rights ARRC
would have as the aggrieved party if the commissioner refuses the request.

6. Unnecessary Administrative Burden Imposed on DNR.

ransferring over 250 leases to DNR's administration will add a significant
9 Lurdsen to that agency, requwtmg add?tﬁ)nal expertise and ?und%ngg

0 Therecan be no real chan%? Inthe use and administration of these
%o ertles, pecause termf 2 stmq leases cannot be changed.
refore, there 1S no real benetit to the state from such a transter.

The administrative burden imposed on DNR by adding these lands under these
conditions to its inventory should be considered. DNR has an efficient mechanism in
place to handle leases and other interests in laud, wh*Ch differs somewhat from ths
mechanism retained under this bill for rail iand. For exampie, a iease uf rail land tu a
party other than the state must be at fair market value "as determined by a qualified
appraiser or by competitive bid." The 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 all of ARRC current leases and permits on
lands not "reserved” to the corporation under Sections B 2-4 ahnve 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 251 current leases, ths
overwhelming majority of which are ori non-"ROW" land.3 Therefore, DNR would
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 inception). The enormity of
this assignment should not be underestimated, and DNR must he 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 pubiic reiations is significani.

3There are an unknown number of the 576 active permits granted by the railroad
that would also fall under DNR administration, although the vast majority of these are
on railroad ROW.

SB42/HB55 Comments -2/19/97 Page 9
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1. Changes Required re “Disposal of Entire Interest in Rail Land",

o  Technical ¢ r}ang sare re uired to make new fvrsronﬁco sistent with
rem in ero Came time, the legislature should consider why
lthrs(,j and should be spose tan differen manner than other dNR
ands.

ection 5 of brII amends AS 42.40.285 to add a new subsection uirin

$tate to see egislative (aggrovaytw?ren disposing 0 entrre rnte[) }h %’roa
eexrstrn statute does not have a s seco Presuma erPtent on’is

oma et eexrs an uage rntoasubsectron thrs does not quite ter
cquse th ears ce the'intent in cuHe t subsection
rc 1Sin ee tron the hill. However ee[rng d.str
the rema| J dp the sec sta echan e to matc t'% rrona
na he Dl sou

I%rage It10n osuc erne ort
a ed. Quen: at re arns contr urn corpora ron muséseek
on mu tas |

atr oV urt mr stra oro rall [a
awover\{ RﬁC cont rot r t? IS required o act
Ies ectto.l osas 0 t us Inventory o

roceaure on
\th no 1dentified valu

8. Ratification of Leases to Third Parties.

o The bill ratifies R]rror third Rart%leases butdnes not 3ddress thenumerous

It from {les ana state entrties.

leases and per 10 municipall

aS enteredl Into nume

Sectron 7th% t]he hill uraorts to rati oﬂn(f land transfers to other than the

g ferm

{7

Tthese ess e neagectto see rm 05e un r DNR'S »g Inistration

er’ 1s.not asfi arc d IGSO her tnan.the state, wna are
tion OP#]ig

S
e rights without a ge

9. Limitation on Future Leases of ROW.

o Thebi bél limits f Hrture Ieases within right-of-way to cert Snpurposes without

to benefit to ral operations rcusto er's nee

regar
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jus(t cf screates an Unwaranted administrative bur

£ases, Wt S e agencies and

cIsbdrvrsr nsq ate, many ort atn rnaIIas S etesetoe
teoric? untr{ acted upon.an some wva a Srhg ar’% agrgnars

r rotected
bm b prOVSI, sectre ﬂ] B
Incluce leases? They will have va coricerns unIesst egrslatrve rnten arr led.
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Leaseso other (H|sposals étyn the ROWma be authorlzed RC but must

reg)wret at the land be qrtrans %ttegtlg ! c%rgsmétrrgagg aI Owetaan 1SS on hol ]
|

= eo%egﬁlzgﬁgfﬁﬁblgart th gqmdpaEOI Ore%egvm esonm O Uncer
s S TVE[Sionary provi E%a& es muc 5%;

|
o, Srtnt')otafétinq ; nsrﬁtt.%%t tt%t ! -

rEN]ngertt %e “ e St?tes Alease or per eas ates

85%"?'&% éP f0 ess thane% ears |HL f0 acc ﬁ |s u
f

e entire Inte es 1N SuC an re UIres legislatjve a |n dn
eve ?1% ﬁeglglature COUFd at that time seek t0 |m 0SE any con Ithﬂ Il ea y

10.  Inconsistency Creaited bv Terminology.

Atechnical amendment is needed to make references to the right-of-way
consistent.

ect|on60 'ne ill, at pa e8 I| 6-7, shouldb amended | mama ne that Iams
eigmmr%I ml%)&s#scén“ S5 WE Wﬂt rawhena ot err eces

rh es%geé Ig{)j rece|ve hV\gttgtn rgn(rj%art 15
RO g5 CFnep o g ot ot

requwe that the lan used or transpartation....
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lpTY OF SEWARD = Main Office (307) 224-3331
© Police (907) 224-3338

P.0. BOX 167
SEWARD, ALASKA 99664 = Harbor (907) 224-3138
® Hre (907) 224-3445
= Fax(907) 224-3248

February 12, 1997

The Honorable Jerry Ward
Alaska State Senator
State Capitol, Room 423
Juneau, AK 99801-1182

OPPOSITIONTO CHANGES INTHE STATUS OF THE ALASKA RAILROAD

At itsmeeting held February 10, 1997, the Seward City Council approved Resolution No. 97-023

which opposes certain changes in the status of the Alaska Railroad.

Seward is directly affected by the Alaska Railroad and any changes could have significant impact
to the community. The Railroad isused throughout much of the state for shipment of freight,
petroleum products, coal, and for transportation in the tourism industry.

A copy of the resolution isenclosed. Thank you for your consideration.

Sincerely,

The City of Seward

Betty Christian
City Clerk Office Assistant

Enclosure



Sponsored by: Bencardino and Clark

CITY OF SEWARD, ALASKA
RESOLUTION NO. 97-023

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF SEWARD,
ALASKA, OPPOSING CERTAIN CHANGES IN THE STATUS OF THE

ALASKA RAILROAD

WHEREAS, the Alaska Railroad was purchased by the State of Alaska to encourage its

operation for the benefit of the citizens of Alaska; and

WHEREAS, currently, a Board of Directors, appointed by the Governor, conducts the
Railroad 3 operations independent of other state activities as a for-profit business employing
professional private sector railroad managers and well-trained, highly qualified workers who negotiate

their contracts outside of state payroll and retirement systems; and

WHEREAS, under an independent Board of Directors, the Alaska Railroad has vUmed a profit
fornine of the lasteleven years and, in 1996 achieved an annual profitofover eight million dollars, all
without state or other subsidies, and ithas demonstrated during this short period that the State of Alaska
made good management policy and operational decisions when itinitially set up the Alaska Railroad;

and

WHEREAS, notwithstanding the benefits and success of the Alaska Railroad outlined above,
certain efforts are being made within the State Legislature to change the current status of the Alaska

Railroad;

NOW, THEREFORE, BE ITRESOLVED BY THE CITY COUNCIL OF THE CITY OF
SEWARD, ALASKA, that:

Section 1. At this time, the City of Seward opposes any legislative or administrative effort to:

1. sell the Alaska Railroad to a private operator;
2. force the railroad to operate under the Executive Budget Act, thus exposing it

to the political prc cess; or
3. take or control Alaska Railroad land

for the following reasons:

1. Ifthe Alaska Railroad were sold to a private operator:
a) the State could lose up to $147 million inpayments for fiber-optic cable
right-of-way;
b) the private operator may not operate the Railroad in as benevolent a

manner as its iscurrently operating, with “flag””stops, special agreements with large corporations and

the University ofAlaska, land use provided for recreational and scenic purposes, and care for the desires

of the State 3 residents; and
c) the private operator/company may not be willing to spend appropriate

funds for maintenance, repair and expansion.



CITYOF SEWARD, ALASKA
RESOLUTION NO. 97-023

2. Should the Alaska Railroad be operated under the Executive Budget Act, it
would be subject to political pressures and itsoperational flexibility would be severely limited. The
Railroad could no longer operate at a profit as ithas over the past eleven years since its history of
profitability is tied directly to its ability to run like a successful business. Swift reaction to changes or
events are not possible under the Executive Budget Act. Many people feel that private operators control
public services better than government. Ifthat istrue, we currently have the best of both worlds -The

Alaska Railroad isbeing operated like the private sector while retaining its public responsibility.

3. Removing the control of railroad land from the Alaska Railroad Corporation
would be the beginning of the end for the Railroad. The federal government realized that it takes
railroad land holdings to successfully operate a railroad, not only for the actual operation, but also to

provide income from leaseholders. When the State purchased the Railroad, both the Governor and the

Legislature not only wanted the Railroad to run like a private business, they insisted that the land be

transferred to the State along with the actual track, equipment and moving stock. The Railroad

continues to responsibly develop its land holdings, creating vital income.

Section 2. BE ITFURTHER RESOLVED thatcopies of this resolution shall be sent to the
Honorable Tony Knowles, Govern or Alaska; Governor Bill Sheffield, Chairman of the Board of the

Alaska Railroad Corporation; and all members of the Alaska State Legislature.
Section 3. This resolution shall take effect immediately upon its adoption.

PASSED AND APPROVED by the City Council of the city of Seward, Alaska, this 10th day
of February, 1997.

THE CITY OF SEWARD, ALASKA

AYES: Anderson, Bencardino, Blatchford, Clark, Crane, Keil, King
NOES: None

ABSENT: None

ABSTAIN: None

ATTEST:

(City Seal)



FISCAL NOTE

STATE OF ALASKA BILL NO. SB42
1997 LEGISLATIVE SESSION

Ravision Date: Dept Affected: Naturdl Resources

Title Alaska Railroad Budget and Land BrRU Resource [PVE'QJTHI

Conmporent  Lad Develgpnent
Sporsor: Rue~by Request LBSA

Requestor: OTRA Componn..t Serial Mo
Bxenditures/Revenues (Thousands of Ddllars)
CPERATING EXPENDITURES Fy8 FY0 FYG0 FyoL Y2
PERSONAL SFRICES 2308 1933 1030

TRAVE. 20 10

QONTRACTUAL 665, U7

s 2 5

EQUIRVENT

LAND &STRUCTURES

GRANTS A AIVS

MSCHLANEOLB

TOTAL CPERATING B8 5335 1030 00
CAPITAL EPENDITURES 00 00 00 00
CHANCE INREVENUES ) 00 00 00 00
RUNDSOLRCE (Thousands of Ddllars)
1002 Federal Receipts

1003 G~ Vaich

1004 G- B8 5335 1030

1006 GHProgram Receipts

1037 GHIVental Hth

Cier

TOTAL 088 5335 1030 00
Estirrate of any current year (FY97) cost: $ Nore

PCHITICNS

RULL-TIME 375 35 175 0
PART-TIME 0 0 0 0
TEVPCRARY 0 0 0 0
ANALYSIS (Attech asgarate pece if necessary)

Assunptio Thet tre bl does ot allowvdirect trarsfer of excess lands framtihe ARRC o munidpalities; also thet the ARRC

00
00
00

00

[eoNoNe

00
00
00

00

Redlty Office will continue to fjnction and inftiate and naintain existing and futre leases and contracts within the area reserved for

use, maintenance and gperation of ARRC.
TIMLE ISSUES

The nmegnituce of the acreage involved is gopraxdnrately 36,000 acres for tre totd land transferred fromthe feceral government to

ARRC. Itis estimated thet the ARRC needs gopraxdrately 18,000 to 22,000 acres for gperations.  Thet leaves gpproxaetely

14,000 to 18,000 acres to be transferred to ONR and subsequently to munidipalities,  (continued on page 2

Prepared by Jare Argvik; Director’ Phone: 269-8503
Dwusiot Lad Date: 2/1997
Approved by Comrissioner:

Cete
Ageroy. NetLEaf Resources * 1/

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR™S LEGISLATIVE OFFICE pnge 1Qf3

For further distribution information call the Governor 3 Legislative Office



Fiscal Note SB42 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 pate its 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 the areas. Reportedly CIRI has filed litigation affecting the port facilities in

Anchorage.

BLM 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 Attoi ney 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 INRONl  2yrs. @ S528 $1056
74000 Supplies  2yrs. @ S1.5 per year = $3.0
TOTAL TITLE COST ESTIMATE $108.6
Cacbstral Suney

The speculative reture of possible land conveyances framARRC o te state allowns only the roughest estinetes of cost to trarsfer
trelad The location, size and status of. existing sunvey \al detenmire the cost to suney parcels.  Itis possible some of tre
parcels can be "paper-platted” without any field work or nonunentation: The nore likely need is to sunvey each parcel inthe fidd
todlowconveyance to tre state. This requires field presence and tie establishnent of monurents.

For purposes of estinating the cost to inplenrent land conveyances to the state, a pralininery reviewof ARRC lad indicates thet
there are goproxinately 14 areas where there are lands excess to the operation of ARRC. These parcels conrise about 14,346
acres and the cost of suney is conputed on an average per-acre cost of $700.  Itwill take about 1 1/2 years to conplete the
project.

Ifthe state land is selected by a munidpaity under AS 20,65, the munidpelity is required to have tre land sunveyed at its expense.
If other thirdparty interests are created on the state lad tre state ey require tre party to suney the boundary between ARRC
lad ad state land. Sunvey personrel costs are for issuance of suney instructions and plat reviens.

Apgpar-plat method of establishing parcel boundaries may e possible for some of tre land, depending inpart on platting authority
requirarents. After tre cormidor hes been icentified, the US Sunveys thet conveyed the land to ARRC would be peper-platted o
Separate tre cor.idor fromland o be conveyed o the state. With peper-platting, no fild wark is performed and no nonunents are

st

71000 Administration of the survey contracts
1 Cadastral Surveyor 15 years @ 75.0 S1125
Municipal Entitlement support

.25 Land Surveyor Asst. - 3years @$15.4 = $46.2
.10 Land Sunveyor - 3years @$ 7.0 = $21.0
72000 Contract inspections $3.0
73000 Sunvey Contracts $1,004.2
74000 Computer and software upgrades $3.0
75000 Survey equipment maintenance and upgrades $%.0

TOTAL SURVEY COST ESTIMATE  $1,194.9
Pago 2 of 3



Munidpd Entitlerents
Processing anticipated nmunidpal entilerrents, based on 14,000 to 18,000 acres of land thet may be selected by affected
munidpelities.
71000 1NROII - 3years @ $52.8 = $1584
25 NRM -3 years @ $15.1 = $45.3
25 NRO |- 3years @ $12.7 = $381
TOTAL ENTITLEVENTS COST ESTIMATE $241.8
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Ralph Moody

T HROUGHOUT HIS lifeRalph Moody spoke with the softac—

cents ofhisAlabama boyhood. But after50 years in the north-
land, he was Alaskan through and through - aman whose public
lifespanned the period from the post-war territorial years to the era
ofthe state3 dramatic growth.

He played a huge part inbuilding the state —
top official in the stategovernment, as a Superior Courtjudge of
great distinction. (

Judge Moody died lastWednesday at the age of81, agentleman
ofthe old school whose public servicewas marked by the use ofan
enormous amount ofcommon sense applied inheavy layers tore—

as a legislator, as a

solvewhatever issuemight be before him.
There was nothing artful about Ralph Moody. He was a down-

home, plain-speaking, up-front kind ofman. He was thatwa*y when
lioconrorl op o TAomnovofirxonnofr»* w* fi%0 100f rod.S»  d- - ™

ic e

... . Times
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Scientific scandal in Yellowstone continues

By ALSTON CHASE

In Washington, the hot conservation
news io Bill Clinton§ American Heritage
Rivers initiative. The only green proposal
mentioned in the State of the Union
speech, this gambit will, says the White
House, “frotect and restore Americas3
greatrivers.””

Since itpromises a big-govemment so—
lution, environmentalists, naturally, fa—
vor the plan. Rebecca Wodder, president
of the green group American Rivers, de—
clares that “Ft will help us build that
bridge to the 21st century over clean and
healthy rivers.’More likely, the initiative
would be money down the drain. It
would harm rivers, not help them, and
would invite micromeddling by virtually
every federal regulatory agency.

The feds are experts at ecological demo —
lition, not reconstruction. But the damage
they do usually passes unnoticed. Consid—
er a stream in Yellowstone National Park
called Slough (pronounced “S§lew”}Creek.

Originating in Montana 3 Absaroka-
Beartooth Mountains north of Yellow-
SI*«no  RlImicrh is fl 1 3Z —1

terns management, >’has allowed these
animals to become so numerous “that
they Ve destroyed streamside vegetation
that holds soil in place.

Photos of Slough taken in the 1880s,
Kav savs. reveal itshanks were then dot-

eliminating the last official scientific voice
independent of Park Service control.

This cover-up could not happen with—
out the tacit complicity of the environ—
mental community — whose antipathy to
humanity, relieious faith in the mvt_h of
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P u b i c o r p r
By REP. TERRY MARTIN

There isan old Ebonics question
that asks, “1s you or isyou ain®?"
That question needs to be asked
about the Alaska Railroad3 rela—
tionship to its owners, the people of

Alaska. Is the railroad private or
public?
Here is the problem: When the

Legislature established the Alaska
Railroad Corp. in 1984, it set up a
quasi-governmental, quasi-private
business entity, with deliberately
arms-length, distant oversight by
the Legislature. This arrangement
has proven tobe disadvantageous to
the public.

When itisconvenient for ARRC
to be a public corporation, such as
to enjoy exemptions from property
taxes, corporate, income taxes,
some fuel taxes and license plate
fees, the ARRC isa public corpora—
tion. But when it is convenient to
wear its “private business" hat,
such as when the legislative auditor
wants tohave a lookathow ARRC is
disposing of public assets, then it3a

Tuesday, February 25, 1997 F 0 R U

private business with proprietary
information to protect.

The ARRC can no longer have it
both ,ways. Either it should be pri—
vatized, as was the intent of the pub —
lic at the time itwas purchased, or
it should be brought under the Ex —
ecutive Budget Act and treated just
like other public corporations.
These include the Permanent Fund
Corp., the Alaska Housing Finance
Corp. and others. Under the budget
act, the governor and Legislature
have the opportunity to review and
approve the budget and programs
of the epublic corporations, along
with all the rest of the programs of
state government.

One top ARRC official recently
decried that putting the railroad un —
der the act “would be the beginning
of the end of the railroad.””Well, we

.as a public corporation,

heard virtually the same argument
from AHFC officials two years ago
when they were brought under the
same act, but AHF C isas healthy to—
day as ever.

Ifwe are to continue the ARRC
we must
be willing to accept the liabilities
that come with it. My greatest
concern is that deferred mainte —
nance, or simply the continued use
of dangerous, slow-speed track—
age, will lead to a disaster from
which the railroad will not be able
to recover.

Suppose a bridge collapses, or
the railbed falls off the cliff into
the Nenana River, taking a train—
load of tourists or Mapco fuels
with it. The. $75 million insurance
coverage ARRC maintains would
likely not even come close to cov—
ering the claims. As reported in
the Voice of the Times recently,
Burlington Northern Railroad is
on the hook for $250 million for the
deaths of two drunks who died ina
crossing collision. It isnT a far

stretch to envision railroad-gener—
ated lawsuits reaching for the

deep pockets of the Permanent

Fund.

Additionally, it seems obvious to
many experts that the railroad
needs an infusion of capital ifitis to
get caught up on deferred mainte—
nance and expand to areas it does
not currently serve. But you won T
see that needed capital coming its
way as long as it continues as the
hybrid itis.

On the other hand, | have un—
abashedly advocated the privatiza—
tion of the railroad for many years.
It is clear to me that the people of
Alaska believed the state would
only be a conduit to receive the rail—
road from the federal government
and then transition it to private
business after a given number of
years.

For example, the federal law re—
quired the state to operate the rail—
road for 10 years before any of the
land could be transferred to a third
party. And the state law required

Anchorage Daily News

the railroad to attempt to offer the
line for sale and then report back to
the Legislature after five years on
the results.

I have no particular buyer in
mind, although I have discussed the
concept of selling it with at least
three different groups. Perhaps
even a buyout by the employees
would work.

Last year, we in the Legislature
placed a bill on Gov. Tony
Knowles “desk that would have

started the wheels turning to sell
the railroad. Bowing to whatever
pressure came to bear on him, he
chose to veto that bill; I was
pleased he did so.

This year, we will try a constitu—
tional approach, that is, to make the
railroad abide by public corporation
laws and. therefore answer to the
public.

Republican Te represents
Q I\/1e/\/EIer'rwembtf in the Aleska



cc:Mail for: lydia jJones

Subject: Fiscal Note for SB 42
From: Lydia Jones 2/13/07 10:48 AM
To: Shari_Kochman@Gov.state.ak.us at CC2MHS1

Please prepare a fiscal note for:

SB 42 — Alaska Railroad Budget and Land
Requesting committee — Senate Transportation
Committee staff contact — Lydia A. Jones @ 6641
Scheduled hearing date — Thursday, February 20, 1997

Affected department — Department of Commerce and Economic Development (ARRC)
Department of Natural Resources

Please advise if additional information is required.

Thanks,
Lydia A. Jones


mailto:Shari_Kochman@Gov.state.ak.us

cc:Mail for: lydia jones
Subject: Re: Fiscal Note for SB 42

From: Shari Kochman at Gov_Juneau_Capitol 2/13/97 11:40 AM
To: Lydia Jones at LAA TRANS

will put in request - thanks
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Sponsor Statement
SB 42

"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 an 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 (A”RRC) is the only state owned corporation not under the Executive

Budget Act (AS 37.07).

Senate Bill 42 will make two changes to 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, O MB procurement investigations, and many Legislative Budget & Audit
Committee hearings spurred by concerned citizens, the LB&A committee recommended
and approved introduction of Senate Bill 42.

Ifenacted the bill will provide ARRC with the proper financial management exercised by
the Governor and the Legislature by bringing the railroad corporation under AS 37.07.
Under the 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 SB 42 will strengthen the financial integrity of the Alaska Railroad
Corporation by securing sound procurement pracdces, strong financial management, and
sensible Alaskan resident plans for expansion anci service.



Other state corporations placed under ihe 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 v,nile maintaining a stellar service for
Alaska®™s housing needs. Up 30% from four years ago, AHF C 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 AHF C 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 inAlaska. Itisestimated
ARRC onlyneeds about 18,000 to 22,000 acres of land for rail operations and rights-of-way.
Under SB 42, railroad lands would be transferred from the Federal Bureau of Land
Management to DNR, not to ARRC. The railroad corporationwould 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 indireneed 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 anew road.

SB 42 does not seek to privatize the railroad or in any other way diminish itsexistence as a
public corporation of the state. The railway has become an integral part of Alaska®s
economy and folklore. Consequently, SB 42 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 itmeant to. SB 42
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.



CITY OF SEWARD . Main Office (907) 224-3331

® Police (907) 224-3330

P.O. BOX 167

SEWARD, ALASKA 99664 9 Harbor (907) 224-3130

Fire (907) 224-3445

« Fax (907) 224-3240

February® 12, 1997

The Honorable Jerry Ward
Alaska State Senator
State Capitol, Room 423
Juneau, AK 99801-1182

OPPOSITION TO CHANGES INTHE STATUS OF THE ALASKA RAILROAD

At itsmeeting held February 10, 1997, the Seward City Council approved Resolution No. 97-023
which opposes certain changes in the status of the Alaska Railroad

Seward isdirectly affected by the Alaska Railroad and any changes could have significant impact
to the community. The Railroad isused throughout much of the state for shipment of freight,
petroleum products, coal, and for transportation in the tourism industry.

A copy of the resolution isenclosed. Thank you for your consideration.

Sincerely.

The City of Seward

City Clerk Office Assistant

Enclosure



Sponsored by: Bencardino and Clark

CITY OF SEWARD, ALASKA
RESOLUTION NO. 97-023

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF SEWARD,
ALASKA, OPPOSING CERTAIN CHANGES IN THE STATUS OF THE

ALASKA RAILROAD

WHEREAS, the Alaska Railroad was purchased by the State of Alaska to encourage its
operation for the benefit of the citizens of Alaska; and

WHEREAS, currently, a Board of Directors, appointed by the Governor, conducts the
Railroad 3 operations independent of other state activities as a for-profit business employing
professional private sector railroad managers and well-trained, highly qualified workers who negotiate
their contracts outside of state payroll and retirement systems; and

WHEREAS, under an independent Board of Directors, the Alaska Railroad has turned a profit
for nine of the lasteleven years and, in 1996 achieved an annual profit of over eight million dollars, all
without state or other subsidies, and ithas demonstrated during this short period that the State of Alaska
made good management policy and operational decisions when it initially set up the Alaska Railroad;

and

WHEREAS , notwithstanding the benefits and success of the Alaska Railroad outlined above,
certain efforts are being made within the State Legislature to change the current status of the Alaska

Railroad;

NOW, THEREFORE, BE ITRESOLVED BY THE CITY COUNCIL OF THE CITY OF
SEWARD, ALASKA, tmat:

Section 1. At this time, the City of Seward opposes any legislative or administrative effort to:

L <l the Alaska Railroad to a private operator;
2. force the railroad to operate under the Executive Budget Act. thus exposing it

1o the political process; or
3. take or control Alaska Railroad land

for the following reasons:

L Ifthe Alaska Railroad were sold to a private operator:
a) the State could lose up to $147 million in payments for fiber-optic cable

right-of-way;
b) the private operator may not operate the Railroad in as benevolent a

manner as its iscurrently operating, with “flag” stops, special agreements with large corporations and
the University of Alaska, land use provided for recreational and scenic purposes, and care for the desires

of the State 3 residents; and
©) the private operator/company may not be willing to spend appropriate

funds for maintenance, repair and expansion.



CITY OF SEWARD, ALASKA
RESOLUTION NO. 97-023

2. Should ths Alaska Railroad be operated under the Executive Budget Act, it
would be subject to political pressures and its operational flexibility would be severely limited. The
Railroad could no longer operate at a profit as ithas over the past eleven years since its history of
profitability istied directly to itsability to run like a successful business. Swift reaction to changes or
events are not possible under the Executive Budget Act. Many people feel that private operators control
public services better than government. [fthat istrue, we currently have the best of both worlds - The
Alaska Railroad isbeing operated like the private sector while retaining 1tspublic responsibility.

3. Removing the control of railroad land from the Alaska Railroad Corporation
would be the beginning of the end for the Railroad. The federal government realized that it takes
railroad land holdings to successfully operate a railroad, not only for the actual operation, but also to
provide income from leaseholders. When the State purchased the Railroad, both the Governor and the
Legislature not only wanted the Railroad to run like a private business, they insisted that the land be
transferred to the State along with the actual track, equipment and moving stock. The Railroad
continues to responsibly develop its land holdings, creating vital income.

Section 2. BE ITFURTHER RESOLVED that copies of this resolution shall be sent to the
Honorable Tony Knowles, Govern or Alaska; Governor Bill Sheffield, Chairman of the Board of the
Alaska Railroad Corporation; and all members of the Alaska State Legislature.

Section 3. This resolution shall take effect immediately upon itsadoption.

PASSED AND APPROVED by the City Council of the city of Seward, Alaska, this 10th day
of February, 1997.

THE CITY OF SEWARD, ALASKA

ouis A/fiencardino. Mayor

AYES: Anderson, Bencardino, Blatchford, Clark, Crane, Keil, King

NOES: None
ABSENT: None
ABSTAIN: None

Jircrrff,v.,-0%

Lin'da s. lyfurpHy
City Clerk ik



Sponsor Statement
SB 42

"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 an 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 43,000 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 state owned
corporation not under the Executive Budget Act (AS 37.07).

Senate Bill 42 will make two changes to 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 & Audit
Committee hearings spurred by concerned citizens, the LB&A committee
recommended and approved introduction of Senate Bill 42.

If enacted the bill will provide ARRC with the proper financial management
exercised by the Covernor and the Legislature by bringing the railroad
corporation under AS 37.07. Under the 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 SB 42 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 state corporations placed under the Executive Budget Act have
benefited greatly. For example, Alaska Housing Finance Corporation /as
placed under the Executive Budget Act in 1995. AFIFC"s recent audits show
high profits while maintaining a stellar service for Alaska®s housing needs.
Up 30% from four years ago, AHF C received a perfect score of 100% in the
Federal Department of Housing & Urban Development®s(HUD ) annual
evaluation of the agency. HUD"s perfect score recognizes that AHF C 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
isestimated ARRC only needs about 18,000 to 22,000 acres of land for rail
operations and rights-of-way. Under SB 42, 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.

SB 42 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, SB 42 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. SB 42 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.



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

&907) 465-3867 or 465-2450 STATE OF ALASKA
AX é907) 465-2029 130 Seward Street, Suite 409
Mail Stop"3101 Juneau, Alaska 99801-2105
MEMORANDUM January .2, 1997
SUBJECT: Sectional Summary ofSB 42; 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
otherwise acquired for railroad purposes. (SB 42)

TO: Representative Terry Martin
Attn: Chris Knight

FROM: George UtermohlI””
Legislative Counsel

You have requested a sectional summary of SB 42; 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 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 hill itselfis the best statement of its contents.

Section 1ofthe hill amends sec. 1(b), ch. 153, SLA 1984 to expand the purposes for which
the State 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 itsown name and real property on behalfofand 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, <ll, or otherwise convey itsentire interest in land
acquired under the federal Alaska Railroad Transfer Act or otherwise acquired for the



Representative Terry Martin
January 20, 1997
Page 2

railroad purposes of the Alaska Railroad Corporation, unless the disposal isapproved 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 ofNatural Resources shall receive title to land granted to the state under the
federal Alaska Railroad Transfer Act. Land within a utility corridc® (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 lor 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 8-11 of the bill amend AS 42.40.360 and 42.40.370 to provide that the Alaska
Railroad Corporation may request the Department ofNatural Resources to reserve state land

for railroad purposes.

Section 12 of the hill amends AS 42.40.385(a) to provide that the Alaska Railroad
Corporation may acquire land by eminent domain only on behalfofand in the name of the

State of Alaska.

Sections 13-18 of the bill amend several sections 0fAS 42.40 to conform to changes made
by other provisions of the bill and to clarify that title to land used or acquired by the Alaska
Railroad Corporation is held by the State of Alaska.

Section 19 of the bill amends AS 42.40.540 to require that the Alaska Railroad Corporation
request, inaccordance 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 state.

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 ofAS 37.25.



Representative Terry Martin
January 20, 1997
Page 3

Section 22 of the bill provides for the repeal of provisions allowing the Alaska Railroad
Corporation to convey Iits 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 Railroad Corporation is to prepare its first
budget under AS 37.07.

Section 24 of the hill 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
97-02 L jdr



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA
FAX (907) 465-2029 130 Seward Street, Suite 409
Mail Stop 3101 Juneau. Alaska 99801-2105
MEMORANDUM 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 itgenerates without an appropriation. The corporation isexempted from a number
of laws under AS 42.40.920(b), including the Executive Budget Act. Itis 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. 1am 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 itmust be appropriated.
In short, the legislature may stll have the right and constitutional obligation to review
proposed railroad expenditures ard determine whether money will be spent for a particular
railroad purpose, rather than another railroad purpose, and inwhat amount. The Attorney
General 3 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)

Ithas been argued that money ofa 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 inone
public corporation (AHFC) issubject 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 ofapplying Art. IX, sec. 17. relating to the budget reserve fund. (Hickel v. Cowper.
874 P.2d 922 (Alaska 1994) footnotes ML and 23) This conclusion of the court necessarily



Representative Terry Martin
February 7. 1997
Page 2

presupposes that the legislature does, indeed, have the power to make appropriations from
AHFC®"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.pIm

Enclosures
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DEPARTMENT OF L AW SUITE 200
ANCHORAGE. ALASKA 99S0I
OFFICE OF THEATTORNEY GENERA L PHONE: (9071 275-3SS0

> In NATIONAL CENTER
100 CUSHHAN ST,
EAIRBANKS. ALASKA 99701
April 24, 1985 PHONE: (9071 452-1568

\2POUCH K « STATE CAPITOL
JUNEAU. ALASKA 99811
i PHONE: (9071 46S-3600
Kon. 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 1is a state agency with the power to 1incur
indebtedness 1if repayment 1is secured by pledging revenue earned
from AHFC enterprises. See Alaska Const, art. 1IX, 811. The
pledge 1is secured by dedicating money, 1including 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 Iloan 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 reappropriate the unencumbered and unobligated balance
of an existing appropriation. See Inf. Op. Att"y Cen. (Sept. 26;
366-132-81). The 1legislature rs 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 1is 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 1innocent third parties. Based on these principles, we
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conclude thac Che unexpended and unobligated balance of an appro-1
priaticn to the AHFC revolving fund may be appropriated for pur-J
poses unrelated to AHFC. dj

We next turn to the more difficult question of whether:
the balance of the AHFC revolving fund may be appropriated by the"l
legislature for a purpose unrelated tc AHFC. The AHFC revolving]
fund serves as a central pool of coney consisting of the follow-,,

i n g |

(1) appropriations from the legislature;
(2) assets transferred there by AHFC; and 9
5

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

The assets of the revolving fund are transferred to separaté
funds 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 1is within the state treasury or, failing that, if
the fund 1s an a"set of the state which cay be appropriated b5

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 1is 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 t
the AHFC revolving fund interest earned on loans made or pur—
chased by AHFC on deposit in the fund. See sec. 1, ch. 129, SL;
1984. This was done to remove any question that AHFC had 1improp
erly dedicated an unrestricted revenue source of the state for
special purpose 1in violation of the dedicated fund prohibitio:
sec out in section 7, article IX of the Alaska Constitution
This provides some evidence that the legislature considers unre
stricted earnings of AHFC to be subject to appropriation. It 1
important to note that we have identified these earnings as "un
restricted.” This means thac the rights of innocent third par
ties to retain the fund balance as security for the payment o
debt service on bonds have not intervened tc restrict the abilic
of AHFC to spend them. We believe thac the AHFC revolving fun
IS not iIn the state treasury. The effect of this conclusion 1
chat AHFC may spend money in the fund without further appropria
cion. However, money earned from investments or assets of th
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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 Che state treasury, but 1s an asset of a state agency,
is the fund subject to appropriation? We believe that unre—
stricted money 1in the fund 1s 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 1is often described as plenary. That 1s, the
power to appropriate 1is 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 wv.
Regents of University <TF-California™ 60S P.2d 111 (Cal. 1980) ;
City of Sand Springs v. Department of Public Welfare, 608 P.2d
1139, HAS (Okla. 1930). Absent | specific prohibition in the
Alaska Constitution against appropriating assets of an executive
branch agency held outside the state treasury, we .believe thac
che legislature may do so. This opinion does not hold that the
legislature must appropriate revenue of a public corporation be—
fore 1t can be spent, onlj* thac the legislature may exercise con—

trol over unrestricted assets of a public corporation. To deny
this power would establish an entity capable of segregating ur.re-
stricted scace revenue forever. At some point, this would do

violence to the declicaced fund prohibition sec out in article IX,
section 7 of che Alaska Constitution.

We believe 1t i1s also our responsibility to inform you
thac there 1is a contrary view on this subject. The argument
could be made on behalLf of bondholders chat AHFC has undertaken
certain obligations to bondholders which are binding on AHFC and
che legislature. AHFC bonds are 1issued as general obligations of
the corporation. Typically, AHFC covenants 1in 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 che
repayment of debt service on bonds. See Opinion of the Justices,
213 N.E.2d 382 (Mass 1977); Opinion or the Justices, N.E.2d
223 (Mass 1956). This means thac the directors or AHFC must be
certain that an appropriation of corporation assets will not jeo—
pardize 1i1ts ability co pay debt service on outstanding bonds.

To prepare for and meec any challenge to che appropria—
tion of AHFC assets, we recommend that che legislature not only
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appropriate the asset but also amend the enabling Act of AICFC .7,
assure bondholders thac an impairment of their security will not""
occur. Under this approach, a valid transfer of assets requires
not only an appropriation from the AHFC revolving fund but also-
an amendment to AS 18.56.020 which provides authority for AHFC to
transfer unrestricted surplus to the general fund. */ Authoriza-""
tion by general law for the transfer of assets of public corpora—
tions has been used in the past. In 1580, the legislature trans—
ferred the assets cf the Alaska State Development Corporation (AS-
44.59.010), the Small Business Development Corporation (AS 44._.-"
60.020), and the Alaska Toll Bridge Authority (AS 44.57.010) to"
the Alaska Industrial Development Authority. Sec. 42, ch. 106,-:~
SLA 198G. The transfer was made noc 1in an appropriations bill,;
but in a bill proposing the enactment of general law. It 1s cur-",
ious to note that no corresponding appropriation was made. This-"
approach 1is consistent with another familiar adage of public fi-hf
nance law thac appropriation bills may noc be used to amend sub-T
stancive law. Legislative Budget & Audit Committee v. Hammond,.
No. 1JU-80-1163 CIV (Alaska Super., May 25, 1983). It could bel
argued thac AS 18.56.020 implies that the assets of AHFC will ber"
transferred to che state treasury only upon termination. Because:
an appropriation cannot amend existing law, a transfer from the
fund before dissolution of AHFC would be subject to question.

While we believe that a direct appropriation of surplus.?
AHFC assets 1is legally defensible, to avoid any question as to
the validity of a transfer appropriation, we recommend that the"
legislature

(@) enact an amendment to AS 13.56.020 authorizing?-
interim transfers of unrestricted surplus assets of AHFC to*
the general fund;

(2) provide chat the board of directors shall annually
determine the amount of surplus available for transfer; ar.dj:

*/ AS 18.56.020 provides:

ALASKA  HOUSING FINANCE CORPORATION. The
Alaska Housing Finance Corporation 1is a public
corporation and government instrumentality within
the Department of Revenue, but having a legal ex—
istence independent of and separate from che
scare. The corporation may noc be terminated as
long as 1t has bonds, noces or other obligations
outstanding. Upon termination of che corporation,
its rights and property pass to che scate.
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Hon. Al Adams, Chairman April 24, 19C5
House Finance Committee rage $5
:166-463-G5

$ (3 appropriate the assets from the fund to the general

fund in accordance with the transfer authorisation.

We hope this memorandum has answered your questions.

Sincerely yours,

NORMAN C. GORSUCK
ATTORNEY GENERAL

s L. Baldwin
A.ssistant Attorney General

JLB/pjg



M EMORANDUM State of Alaska

(9] Honorable Al Adams, Chairman OATE: May 26, 1984
House Finance Committee
Alaska State Legislature FILE NO: 366-575-84

TELEPHONE NO: 465-3600

PdOM: Herman C. Gorsuch SUBJECT Appropriation of
Attorney General. Alaska R.ailroad
revenue

Ey: James L, 3aldwin
Assistant Attorney General

Luann Cutler, on ycur behalf, has requested our opinion
whether revenues of the Alaska Railroad must be appropriated be—
fore expenditure. Under the provisions of the Alaska Railroad
Transfer Act (45 U.S.C. 81207 -- 45 U.S.C. 8&1214), ™"revenues
generated by the state-owned railroad shall be retained and man—
aged by the state-owned vrailroad for railroad and related pur—

poses.™ 45 U.S.C. 8 1207(a)(5).-

This constitutes a dedication of revenue mandated by
federal law. Even .if a revenue source is dedicated for a specif—
ic purpose, amounts may not be expended by an agency within the
executive branch from that revenue source unless appropriated by
law. Alaska Const, art. X, g8 12, 13; see also, Kelley v.
Hammond, C.A. Ho. 77-4, 1st Jud. Dist. (Alaska 1977). The 1impor—
tant distinction of a validly dedicated revenue source 1is that
money nay not be expended for a purpose ocher <chan the A.laska
Railroad, not necessarily chat the money may be expended without

appropriation.

We acknowledge that if the railroad™ function 1is as—
signed to a public corporation which is established as a politi—
cal subdivision of the state, an argument can be made thac rail—
road revenue 1is not a part of che state treasury, much the same

as che revenues <collected by municipal corporations. If this
view 1is adopted 1in Alaska, railroad revenues could be expended
without appropriations. To date, this view has been repudiated
at the superior court level. Kelley v. Hammond, C.A. No. 77-4,

Isc Jud. Disc. (Alaska 1977).

We hope this opinion answers your question.

JL3/cg



ARR Financial Statement History

Operating Revenue
Operating Expenses
Income from Operations
Real Estate Income
Other Income

Interest Expense

Net Income

Passenger Revenues

Average U of Employees

Operating Revenue
Operating Expenses
Income from Operations
Real Estate Income
Other Income

Interest Expense

Net Income

1985
$57,092
$55,413
$1,679
$*,095
$1,920

($561)
$7,133
$4,344
668

Total
1991r1995

$292,659
$299,002
($6,343)
$19,516
$1,902
($6,296)

$0,779

1986
$47,239
$54,264
($7,025)
$4,934
$1,719
($613)
($985)

$4,574

Total

1987
$45,457
$46,490
($1,033)
$4,821
$890
($1,661)

S31.17.

$5,434

Total

1986-1995 1994:1995

$553,540
$564,011

($10,471)
$41,359
$6,612

($13,366)

$24134

$112,126
$114,123
($1,997)
$8,509
$413

($2,264)

$4,664

1988
$51,207
$48,898
$2,309
$4,438
$585

($1,526)
$5,806

$5,601

1989
$55,065
$55,453

($388)
$3,932
$637

($1,204)
$2,977.

$6,025

1990
$61,913
$59,904
$2,009
$3,718
$879

($2,066)
$4,540
$6,973

577

1991

$61,773

$59,630
$2,143
$3,592

$436

($1,729)

$4,4.42
$8,173

580

1992
$61,840
$62,427
($587)
$3,616
$509
($1,180"
$2,349
$8,460

570

1994

- $51,854

$67,97.1
$,1.17)

$3,941

$544 $222
GL,114)  ($.1,%6)
(R2.,672)  (£3.210)

$8,855 $9,012

gl
1995
$60,272
$56,152
$4,120
$4,568
$191
($-1,008)
$7,811

$9,749



AALASKA STATE LEG ISLATU RE

LEGISLATIVE BUDGET AND AUDIT COM M ITTEE
Division of Legislative Finance

P.O.Box 113200
Juneau. AK 99811-3200
(907) 465-3795

FAX (907) 463-4885

MEMORANDUM

DATE: January 28, 1997

TO: Representative Terry Martin
House Finance Committee

FROM: Mike Greany, Legislative Fiscal Analy
Division of Legislative Finance

BY: Dave Tonkovich, Fiscal Analyst
Division of Legislative Finance

SUBJECT: State Appropriations to the Alaska Railroad
At your request we Ve prepared a listof state appropriations to the Alaska Railroad:

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

Alaska Railroad Acquisition $22,271,000 GF
Alaska Railroad Capital Equipment and Improvements 6,000,000 GF
Railroad Working Capital Fund 4,900,000 GF

SLA90, Ch. 208, Sec 145

Locomotives, Rolling Stock, and associated equipment cost $9,000,00C L)
(Associated with Wishbone Hill Coal Project)



KSTILVTT.S

aj-aska IU jt.koad Revolving Fund

ATPKOPRUTIONS

1975 oL 1975 & e ..
1976 ..o 1976 o o e

1977 ... 1977 oL

1978 .. 1978 o

1979 ... .... 1979 e ..
1980 . cceon 1980 & v

1981 . .o 1981 .l Ll
1981 (IpI>.). oo eeee s e 2,000,000 1981(Supp) ---cuau---

1982 ... 1982 o oL

L 1983 (2nd Cont. lies.)- ...

1984 ... 1984 et



110 STAT. 2962

CofKrxO*.

PUBLIC LAW 104-205-SEPT. 30, 1996

High-Speed Rail Trainsets and Facilities

For the Na naI Rall d Passeng rC%%%ratlon $80000%
tO remaln aval % tem%er % ursue
r’i Partners P spee rall trainset and maint nance
acility financing a rangem
Railroad Rehabilitation and Improvement Program

The Se r;éa of Trans tatlon | auttb rized to issue to t e

aaamen ed, 111 Sucn”amoun

tTgi i rgﬂb ik a:gtiin
s enteata magho S ;t %‘y

exIs an uaranteed ob n%a lon IS Olf

de? oan uarantee commitments sha
di uring fisca yearl

Next Generation Hioh-Speed Rail

For neces ses for Ne Generat n H hSlpeed Rai
atudiea, deve ment . E (an
Imp emen on $2 t0 rem |n a\/ eﬁtb
Provided, er this, hea a e av B or
ragts 0 tates s d ral ﬁSIg easl |I|

1es englronmenta yses an rac 5|gn
|mprovem

Trust Fund Share or Next Generation High-Speed Rail
(LIQUIDATION Or CONTRACT AUTHORIZATION)

HIGHWAY TRUST FUND)
rants and tions | urred in_carryin
out he ISIO&WS o rou on ph
sect|
rmoda| ace. rans atlon 6%0(500 cudln
ann| enwro me Xs%s % enve
rom |ghway rust to remain ava|Ia e unti

the X?ast”a?!%u‘r“% eﬂ ‘8&6 I 3Ppe SPQat?dPtEﬁa%r?Ptﬁdﬁ
and Improvements beneri tlng spassengero peratio
khooe island Rail Development
or he. coa sso |ate with cantruc jon 0 t} ﬁ
QF

orthea tvveen avisville an
e Islan % |C|ent cear o a co
rel $

Dk

tcars e g/ te o R
lj e ona oIar aa a co'rst g emaén aval
n row ence and orcester (PEEY) HaCIro dp ﬁtarip enter

PUBLIC LAW
Wk
agton |n|t| [ythe°

ée&a n
v e an

P ent
reig toperat|ons

Grants to the Nattona

Eﬁ‘% aﬁgabe%%}'s?reé
f which s;gfzo é; st
{n%e a lta r}ﬂ (0
nngdw
agﬁrcignaoe Ora be use
o ee t er th an t
7 ?f sen rmot
e|no tra statl
FEDERALTI

Admit
For necessary admini

e St Code STl

eslf%ttteﬁ%%é ot @gﬁl
I;dﬁg aval able or
étlg& rov e(d un e|
iy Sl %}

assﬁansce

Pr
r as 0 %(%\g)"

Ye ercent of fhe amour
eligible to I’GCGIVG un er

I

ties when theh n u
operating in the area.

»L>0-M - 1EP



109 STAT. 446

FY mL

0 €4 1- S<rfl-

PUBLIC LAW 104-50- NOV. 16, 1995
g%%te%ﬁeﬁgoul%& 24909, $115000000, to remain available until

Railroad Rehabilitation and Improvement Program
e Se r tar of Trans 0 atron I aut] nz d to issue '[Ot e
zec IO?

o A aroagnoasﬁcugﬁg%m
ad ﬁ%ﬁ Itees asama¥ee SF ind Cﬁty &H“’o ol
n er se %%ns 6% ﬁ ch
exist as an s]u uaran ee 0 n%atron tS!Sf?
durrncbﬁsca year 0an uaran ee commitments sha

National Magnetic Levitation Prototype Development
"LIMITATION ON OBLIGATIONS)
(HIGHWAY TRUST FUNDI

oft 5.in this Act shall be varlabefor the
or execu lon ofthe W trogqm nethc Levr
en po ram gadg SUSect |ons
the rmodal ace ransportatron ency
Next Generatron High Speed Rail

For necess ses for Next Generatr n Hi r%h SlPeed Ragt
studies f

|mpemen on dﬂ g&)ﬁ%erﬁrlﬁ |nea] e ave%ﬁbp%n
g{ fhto tates %r peed ral c esign easrl%rlrg

o
{gs envrronmenta nayses an track an signal “ Improv

Trust Fund Share or Next Generation High Speed Rail
LIQUIDATION OF CONTRACT AUTHORIZATION!
(HICHWAY TRUST FUND)

ants and of oblig |ons incurred | canyrn
outmhrgIS (’p%frsrons of ?gésnetg th£ ‘&roun %5%?@%%

ermod ace rans atro

udrn

Iannr envrro me s env

rom ust mar av I% Hn
ho u

EX a N ne Q
i:l ? hmé) gmen |on n O programs the
onliga IOﬂS Or WHich dre’In excess Of

Alaska Railroad Rehabilitation

the AREREDE il do“%” BQ?%P@at%taT hbioR

and |mprovemen ene trng S passenger operati

PUBLIC LAV

Rhode Isl.
or the costs aasq |at

ho ee Isltla(hrt \ir ICICF,
cars Sva (ﬁi
| gles geona oIar
!fJun s >t}t)e [OVIdeNCe and
|nt a ree{rE;E %
rﬁe 4 %hh
rﬂr {ﬁ(ed b T

tge.gnoaa.ons

Grants to the Nation/

U}% enable g@e ref
f Wi ch 6‘50 gé)
g%r and;to %assen&)er
i °ﬁh§o
Provrde u ther T at
et S ha t none c'fntihe
t“"’i?“s ase of
0 ﬁzeraéors for

Ve I(ﬁ P
86 IC(HES fOI"[ 0Se oftIcers >
FEDERALT
Admi
For NECESSATY. ccwerc

e SRt oo Bt

5311F°£n89 oeXEe”‘
d%(je avar ab e or

”dz?do B



/M- n e O M B)G\IE(ZtyIMGAIJTA-u
COEpPdEFrr/0l4s® -ren/et efpd&dSet>

Alaska Railroad Corporation (AS 42.40.010)

The Alaska Railroad Corporation is a Bublic 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 of the corporation to provide safe,
efficient, and economical transportation to meet the overall needs of the State.

Board Meetings: The board meets at least once every three months. The chairman or a
majority of the members of the board may call other meetings of the board as necessary.

Board Membership: The board consists of the commissioner of the Department of
Commerce and Economic Development, the commissioner of the Department of
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:

(@)) one member of the board shall be a person who has at least 10 years of experience
in railroad management; a person who isnot a resident of the Stale may be appointed
under this paragraph;

(&) one member of the board shall be or have been an executive official of 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 of the State can be

appointed under this paragraph;
(©) at least one member shall be from each judicial district directly served by the Alaska

Railroad;
(()) one member shall have at least five years experience as an owner cr manager of a

business in the State; and
©) one member shall be an employee who isamember of a bargaining unit representing

employees of the corporation.

ATASKA STATT. LEOISLATL*RK DIVISION OF LFGISI.ATIVH ALTUIT



Alaska Railroad Corporation

Enabling statutes entitle the Alaska Railroad Corporation3 (ARRC) governing board to per
diem and travel allowances as authorized by law for members of state boards and
commissions as established by the AAM. The applicability of these travel policies and
procedures to ARR C 3 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 intermal travel policies and
procedures. ARRC 3 executive director is both an ARRC employee and a member of its
governing board.

Compliance with internal policies and procedures

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

Compliance with the State 3 Alaska Administrative Manual

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

of departure from the AAM.

. Pre-approval: Travel by the board, specifically the purpose and estimated costs, did
not receive prior approval. ARRC did not obtain from the Department of
Administration pre-approval of lodging costs greater than $200 a night. Additionally,
no pre-approval was obtained from the Office of the Governor for foreign travel. The
A AM provides for several levels of pre-approval depending on the destination,
associated costs, and the types of travel expenses requested for reimbursement. Pre-
approval of travel is a control to ensure that the purpose of 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 AAM requires travellers be paid a standard meal

-22-
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allowance in place of reimbursing for actual meal expenses unless travel is to a
foreign country. Further, A AM permits the reimbursement of actual lodging cost only
when 1tcan 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 of travel expense reports showed that it iscommon practice
for ARRC 3 to pay the full coach rate for airfare. The AAM 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 AAM requires
receipts for all expenses in excess of $15 and limits the reimbursement of unreceipted
expenses to $30 per trip. A review of travel vouchers showed several instances where
board members were reimbursed for unreceipted expenses in excess of $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 of 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 of 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 3 policy allows for the corporation to pay for travel or entertainment expenses of a
spouse only for an approved business purpose and with advance written approval of 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 3 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 of some travel by ARRC is unclear. Specifically, we
guestion the attendance by the executive director, another corporate executive, and their
spouses to the semi-annual NFTA conferences. These conferences are intended to be

primarily social in nature (see sidebar on the next page).

-23-
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Also, AR R C 3 executive director travels

to Seattle and Fairbanks several times a NATIONAL FREIGHT

year to attend employee group birthday TRANSPORTATION ASSOCIATION
Iur_1ches. These events are E:atered and The National Freight Transportation Association
paid for by _the corporation. The (NFTA) is a group of about 300 transportation
luncheons are intended to promote open executives and their principal customers. The
communication between senior purpose of the organization and its conferences is

management and line employees. to provide opportunities for railroad executives to
ARRC should re-evaluate benefits make contacts. ARRC believes that these contacts

. . , increase the level of exposure of the Alaska
derived from employee group birthday  Raiiroad to the transportation community of the
luncheons to confirm that these benefits Continental United States.

exceed their related costs.
The NFTA conferences/ unlike traditional

business conferences whose agendas commonly

ARRC corp_or_ate policies I:GQl{Ire tokens include events such as panel discussions,
of  recognition,  appreciation, and speakers, and training workshops,. consist
sympathy be considered personal primarily of social events such as tennis and golf.

ARRC paid for the executive director and his wife

expenses and are not reimbursed without _
to attend the NFTA conferences. According to the

proper approvals. However, ARRC . . X
. i . executive director, spouses play an important role

paid for the executive director and i, establishing contacts with other individuals.

another corporate executive to travel to

Phoenix, Arizona to attend a funeral. During fiscal years 1993 and 1994, ARRC paid

over $16,700 for its executive director and spouse

We agree with ARRC 3basic policy that
to attend the NFTA conferences. We found

attending a funeral is inherently personal lodging costs associated with the NFTA
in nature and the cost in this case should conferences to be exceedingly high. Nightly
not have been borne by ARRC. lodging costs ranged from alow of approximately

$370 to a high of over $600.

Corporate entertainment policies

ARRC has established policies and
procedures permitting entertainment expenses.

Entertainment costs such as meals and refreshments may be submitted for
reimbursement only when business directly related to, or associated with,
essential ARRC business is conducted during the meal or event. To be
reimbursable:

A There must be actual conduct of businessfrom which the ARRC expects
to derive more than a goodwill business benefit OR

B. The entertainment must be in the nature of compensation for services or a
prize to non-employees.

The business entertaining must occur in a place or in surroundings conductive
to a business discussion and must involve a substantial and bonafide business
meeting. Expenses must not be lavish or extravagant. Report details of all
business entertainment expenses on the back of the expense form. The

—24-
ALASKA STATE LEGISLATURE division OF LEGISLATIVE AUDIT



“Business Purpose” must include a description of the business topic(s) of
discussion.

Entertainment expenses incurred by an employee which do not meet the above
criteria are considered personal expenses of the employee and are not
reimbursable.

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 common ly incurred inconjunction with the executive director and board member trael.
AR R C 3 board of directors and executive director incurred over $3,100 in business meals and
over $4,400 in entertainment costs in conjunction with trael. Examples of entertainment
related expenses include, in part: golf fees, meals including alcohol, and hosting involving

foreign travel.
Use of legislative lobbyist bv ARRC

While 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 of ARRC money, assets, or property of 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 of corporate assets for business meals attended by ARR C 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
with and appear before the legislature, it does not provide for corporate assets to pay for
non-employees. As a result, itappears the use of corporate funds to pay for the services of

a registered lobbyist is in violation of AS 42.40.705.
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Alaska Railroad Corporation
Recommendation No. 3
ARRC board should comply with A AM travel policies and procedures.

Alaska Statute 42.40.050 entitlesARR C 3board toper diem and travel allowances authorized
by law for members of state boards and commissions. Alaska Statute 39.20.180 requires that
members of state boards and commissions adhere to travel policies and procedures adopted
by the commissioner of the Department of Administration as established by the AAM .

Currently, ARR C 3 governing board is following the corporation 3 intermal travel policies and
procedures. A comparison of ARRC 3internal policies and procedures to those inthe AAM
identified several material differences. A discussion of the significant differences follows:

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

travel.

. Cost limitations: The A AM requires travellers be paid a standard meal allowance in
place of reimbursing for actual meal expenses unless travel is to a foreign country.
Further, A AM permits the reimbursement of actual lodging cost only when i1tcan 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 of travel expense reports showed that itisARRC 3common practice to pay
the full 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 of
$15 and limits the reimbursement of unreceipted expenses to $30 per trip. ARRC
requires receipts for only those expenses whose total exceeds $25 per day.

ALASKA STATE LEGISLATURE division OF LEGISLATIVE AUDIT



ARRC 3 corporate policies are generally less restrictive than those in the AAM. While the
board has historically followed the less restrictive corporate policies, statute requires that the
board adhere to the more restrictive A A M travel policies and procedures.

Therefore, we recommend ARRC establish the procedures necessary for processing board
travel expense reports in compliance with the State3 AAM .

Recommendation No. 4

ARRC should limit travel expenses to only those necessary to conduct official ARRC
business.

A review of 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 of 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 of 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 of the public 3 funds, is,responsible for administering this
constitutional provision. ARR C 3 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 of the corporation.

Many factors should be considered prior to the approval of travel and its related costs.
These factors should include determining: if the purpose of the trip is consistent with the
corporation 3 mission, ifthe purpose and related cost are consistent with constitutional and
statutory restrictions, and if the financial condition of the corporation allows for the travel-
related costs. Once travel has been determined to be consistent with the corporation3
mission and is in compliance with constitutional and statutory provisions, the cost of 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 limiting the use of 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 limit the use of corporate funds for business-related travel
expenses that are both necessary and reasonable. Further, ARRC should amend travel
procedures to eliminate the provisions that al low corporate funds to be used for inappropriate

travel costs.
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AALASKA RAILROAD CORPORAT'ON

Corporate Address: P.O. Box 107500, Anchorage, Alaska 99510
327 W. Ship Creek Avenue, Anchorage, Alaska 99501

VIA FACSIMILE AND EXPRESS MAIL

December 28, 1994 EXECUTIVE OFFICES
Telephone (907) 265-2414

Facsimile (907) 250-1456

Ran_dr S. Welker

Legislative Auditor

Division of Legislative Audit

Legislative Budget and Audit Committee

Alaska State Legislature

P.0. Box 113300

Juneau, Alaska 99811-3300 LEGISLATIVE AUDIT

Dear Mr. Welker:

Thank you for the opportunity to respond to the preliminary report on Governmental
Corporations’ Travel Expenses. We are pleased bg your findings that we are in
compliance with Alaska Railroad Corporation's ("ARRC'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 ARRC as if it were a State line agency. As you are aware, ARRC
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 io the Alaska Railroad Corporation Act ("ARCA"), our directors
are exclusively responsible for the management of the financial and legal obligations
of the cor|oorat|on. To that end, ARCA exempts ARRC 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 ARRC 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. ARRC 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.
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|
Compliance with the State"s Alaska Administrative Manual (W)

Your statement that the ARRC has not complied with the statute requiring its board
members to follow the AAM's travel policies and procedures incorrectly assumes that
the AAM applies to ARRC. First, the legislature intended to exempt ARRC from all of
the provisions of Title 39 which includes the state travel regulations. See AS
42.40.710. This is readily apparent hecause the State does not pay for ARRC travel
as itis required to do so for other state agencies. See AS 39.20.110 et seq.

Second, the corporation's governing statute, AS.42.40.050(h) specifically provide- that
appointed members of the board are "entitled" to per diem and travel expenses
authorized by law for state boards and commissions, but it does not set a maximum
amount or incorporate the AAM procedures by reference. Any suggestion that the
Department of Administration or any other office, none of which nave knowledge or
expertise in railroad administration, should opine on the appropriateness of & board
member's proposed travel flies in the face of logic. This is especially so in Ii?ht of the
exclusive authority over ARRC finances vested in the Board by ARCA and, also, the

lack of any legislative appropriations to the corporation.

ARRC has provided the entitlement authorized by ARCA to its directors, and does so
through its own internal travel policy and Procedures which were established shortly
after incorporation. Full reimbursement of director expenses is made from funds
generated by the corporation, not from appropriated monies.

Your report also states that it is common practice for ARRC to pay the full coach rate
for air fare.  This is inaccurate, hecause the ARRC has always attempted to obtain
the hest fare available. Manr of the trips cited in your report were for short periods of
two or three days iri the middle of the week withoul a Saturday night stop-over.

Most airline fare structures require a Saturday night stop-over to obtain the lowest
possible fare. Without a week-end stay, the rate increases substantially. The busy
schedules of ARRC directors do not always allow an opportunity for an individual to
stay additional days to accommodate the Saturday night requirement.

Recommendation No. 3

As discussed above, we believe the reimbursement of actual expenses to our
directors does not violate any statute since AS.42.40.050(b) merely establishes a
minimum level of "entitlement" to per diem and expenses and does not prohibit ARRC

from providing full reimbursement.

Our internal travel procedures nllow for reimbursement of expenses when adequate
justification is provided that travel is necessary, the expenses are rer sonable, and
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receipts for such expenses are produced. We believe those procedures provide
appropriate control, and the process saves the corporation monoy.  Unnecessary and
unwarranted exoenses 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 practices.

Recommendation No. 4

We agree that ARRC 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 Ie%islative direction to follow sound business practices as well as a
general sense_offruga ity 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 ARRC'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 meethg.

It is douotful that this practice would have continued for 90 years if no value came
from these meetings. In addition, the cost to ARRC in both money and time for the
same two executive officers to attend separate meetings with key industry leaders and
cur 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 ARRC has been able to make at these meetings have pioven to he
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 Lobhyist

Lastly, your report states that ARRC's emgloyment of a registered lobhyist to
communicate with the legislature on ARRC's behalf cn matters affecting the
corporation "appears" to violate the ban on political activities found in AS 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_B_a_rtisan 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 exgendmg 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 .cont.emglate.s that all
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, AS 42.40.705 specificallK grants ARRC the authority to engage in "lobbying"
types of activities. Since ARRC 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 ARRC has no employees based
in Juneau, it is much more cost efficient for ARRC 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 ARRC under its governing statutes.

cc: ARRC Directors
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LEGISLATIVE BUDGETAND AUDITCOMM ITTEE
Division oflLegislative Audit

P.0. Box 113300
Juneau, AK 99811-3300
(907) 465-3830

January 5, 1995 FAX (907) 465-2347

Members of 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)

AADC stated that its internal audit of travel-related transactions occurred prior to notification
of our audit. Per our review of AADC 3 internal audit, documents were revised beginning
approximately July 6, 1994. While our on-site review of AADC board member and
executive director travel did not occur until August 8, 1994, an engagement letter announcing
the purpose of our audit was mailed to AADC July 1, 1994. Since AADC 3 internal audit
of travel commenced in July and an engagement letter was mailed to AADC July 1, 1994,
we concluded that AADC 3 internal audit of travel expenses was concurrent with our

review.

Alaska Railroad Corporation (ARRC)

Before responding to specific points raised in ARRC 3 response to our preliminary report,
we will firstcomment on ARRC 3 existence as a governmental corporation. ARRC argues
that the audit treated ARRC as itwould a typical state line agency and specifically states that
"ARRC does not operate on appropriationsfrom the State treasury. >”ARR C also opines that
exclusive authority over ARRC finances, including travel expenses of its board, rests with
ARRC 3 board of directors and again sites the lack of legislative appropriations to the

corporation.

We recognize that the originating statutes exempt ARRC from a number of statutes and
regulations which effectively gives the corporation much more administrative independence
than permitted to more traditional state agencies. However, itshould br noted that all assets
of the corporation are owned solely by the State. Therefore the residents of Alaska and
certainly the legislature, which represents the residents of Alaska, have the vested right to

be informed on the financial soundness of the corporation 3 management practices and the
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economic stability of the corporation as a whole. Itisunder this basic premise that our audit
reviews the travel expenses of ARR C 3 board members and executive director, just as itdoes

the other nine governmental corporation within our scope.

In general, ARRC takes exception to the application of the State 3 Administrative Manual
travel guidelines to the travel expenses ofARR C 3 board members. ARRC bases thison 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 of AS 39 do not apply to employees of the

corporation. >?(emphasis added)

We recognize that this passage exempts the employees of the corporation from the State 3
general travel guidelines. However, ARRC 3 board members, with the exception of Robert
Hatfield Jr., who also serves as CEO, are not employees of the corporation and do not fall
under this exemption. Further, the board of directors is explicitly tied to state travel
guidelines by Alaska Statute 42.40.050(b) which reads: "In addition to compensation under
(a) of this section, an appointed member of the board is entitled to per diem and travel
expenses authorized by law for state boards and commissions. ”~

As established in the Background Information section of the audit, members of state boards
are entitled to reimbursement of 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 3 Administrative Manual. Therefore, we
continue to conclude that the travel provisions of the State 3 Administrative Manual apply

to ARRC 3 board of directors.

Secondly, ARRC argues that the word “éntitled””in the above statute merely establishes a
minimum level of reimbursement for travel related expenses and does not prohibit ARRC
for paying more than the travel provisions of the State 3 Administrative Manual permit. We
disagree with the interpretation that the word entitle sstsaminimum level of reimbursement.

The Blacks Law Dictionary sixth edition defines the word entitle as "to qualify for; to
furnish with proper grounds for seeking or claiming. ”~

We therefore interpret “éntitle””in the above statute as meaning a member of the board of
directors has proper grounds for claiming travel expenses as would a member of a state
board or commission. Hence, no proper ground exists by which ARRC board members may
seek payment of travel expenses prohibited by the State 3 Administrative Manual.

We have also reviewed ARRC 3 position that the use of a lobbyist does not violate the ban
on political activities found in Alaska Statute 42.40.705. In ligntof ARRC 3 comments, we
continue to emphasize the need for clear guidelines as to what constitutes permissible
“Communication”Wwith the legislature and what constitutes the unlawful use of ARRC assets
for political activities. Further, we continue to be unable to reconcile the expenditure of
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ARRC funds to hire a registered lobbyist with the statutory prohibition against the use of
funds for political acti\{)joties 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 thisnew 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 of Revenue to the Department of Commerce and Economic
Development effective July 1, 1994. We acknowledge that the recent transfer of
administrative authority has led to the strengthening of controls over most of the issues

identified in the report.

Legislative Auditor
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The Alaska Railroad:
A Constitutional Responsibility of the Legislature

by Rep. Terry Martin

In a Point of View article in the February 6 edition of the Alaska Star, former
Governor Bill Sheffield gives us some of what the Italians call "la stessa
canzone"- the same (old) song-about the Alaska Railroad.

I have been an advocate of privatizing the Alaska Railroad for many years,
mainly because that was the intent of the Legislature and of the public at the
time of its purchase from the federal government in 1985. Itisvery clear that
the public expected the state only to be a conduit to receive the railroad from
the federal government and then to transfer it to private operation after a

given length of time.

Under the federal transfer act, the state was to operate the line for 10 years
before the lands could be transferred to any third party, an obligation we have
fulfilled. At the same time, under the state transfer act, the railroad was to

explore ways to privatize after five years.

After lengthy hearings and discussion of a number of audits on the railroad,
the Legislative Budget and Audit Committee approved the introduction of
legislation (HB 55 and SB 42) which does not seek to privatize the railroad,
but which does two things: Ftbrings the railroad under the Executive Budget
Act; and tdirects that the land be transferred to the Department of Natural
Resources rather than the railroad.

First, the Executive Budget AcL In our deliberations over the railroad in the
early 80s, itwas decided to make the railroad a public corporation, but with
deliberately distant oversight by the Legislature. This has not worked. Our
experience, as a public oversight body, has been that railroad management
likes to consider itself a public corporation when it's convenient to do so.

When itpassed the ARRC legislation in 1984, the Legislature went too far in
delegating its constitutional authority and responsibility to manage state
assets. The ARRC enabling legislation should be reviewed in anew light,
considering Article IX, sections 3,5,7,8, 13 and 14 of the constitution. It's clear
to me that, while itwasn®t the intent of the Legislature to violate these basic

provisions, itappears we have.

Former Governor Sheffield emphasizes that the railroad is not a state agency.
But itenjoys many of the perks of a state agency, including an exemption
from paying corporate income taxes, municipal property taxes, and most fuel



taxes. All of its 113 cars and trucks carry exempt state license plates. These are
not direct subsidies from the state treasury, but they are costs that a private

company would have to pay.

But the railroad also wants to operate as a private business when that™s
convenient, such as when the legislative auditor would like to look at their
books. Railroad officials have said that to put the railroad under the
Executive Budget Act would be "the beginning of the end of the railroad.”

Frankly, we heard the same complaints just a few years ago when the
Legislature took steps to bring the Alaska Housing Finance Corporation
under the Executive Budget Act, which we did. tdidn"t hurt them a bit:
AHFC 1ishealthier now than ever before. But the Legislature and the

g> ivernor have a much better handle on what AHFC isdoing with the
billions of dollars of assets it controls.

Former Governor Sheffield also asserts the railroad makes money. What he
means to say Is the real estate leases subsidize the rail operations. When he
claims a profit of "more than $8 million," it is pertinent to ask how the $10
million subsidy from the federal government isaccounted for. Did the
railroad really lose $2 million? Or did they spend the federal money on
maintenance that would simply have been deferred otherwise?

The second provision of FIB 55/SB 42 regards the approximately 43,000 acres
of lai d that comes with the railroad. My initial thought was to transfer the
land to DNR, because that is the land management arm of the state. Lands
that are essential to railroad operations would continue to be controlled by
the railroad. However, lands that are not essential (and some are not even
remotely related) to railroad operations should be transferred to
municipalities, or the university, or sold to the people and businesses who

are leasing them, etc.

Here again, the Legislature cannot ignore its constitutional responsibilities in
Article VIII, sections 10 and 11, which require an open public process on the
leasing or disposal of state lands and protects the state®s interest in mineral

rights, respectively.

For my part, I believe it isour responsibility as legislators to ook after nil of
the assets of the State of Alaska, to look out for the good of nil of the people of
Alaska, and to make the tough decisions. ldon"t think any Alaskan,
including those who work for the railroad, should have any fear of

privatization.



Alaska Railroad Reserves

The Alaska Railroad Corporation holds 36,000 + acres of land, ofwhich 22,000 acres are affected
by rail operations. “Mainline® Right ofWays from Seward to Eielson, and including the Whittier to
Portage liretotal 12,400+ acres. The balance of operating land iscontained 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 foruse ofoperating 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 isa tablewhich shows the number ofacres ofARRC 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 1,251,620 927 494,976 2,629
Anchorage
Matanuska- 16,056,576 1008 64182 9,775
Susitna
Denali 8,192,000 unavailable unavailable 8,716
Nenana 5,440 n/a n/a 264
Fairbanks North 4,711,040 1,681,607 1,498,522 454
Star
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 inSeward is largely industrial property behind the coal dock and railroad
general purpose dock.

A substantial portion of the reserve isdeveloped to support the export ofcoal. Inaddition
export logs and pipe imports are handled through this fecility. 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 of Seward have co-developed a port master plan for additional
Tecilities to meet the increase in the cruise ship industry, while providing improved facilities
for the Marine Highway System . The ARRC isactively promoting Seward as a passenger
destination and uses a portion of the reserve for a passenger track and depot fecility.

Crown Point

Crown Point isan 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.



WHITTIERAND VALDEZ

City/Borough Total Area Federal State ARRC
Whittier (City) 600 n/a 4325 291
Valdez 172,800 n/a n/a 86

Whittier

The Whittier reserve was created by the military to provide a second ice-free port for South
Central Alaska duringWorld War n. Itisthe 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 of
Whittier isworking with the ARRC and the natural gas industry to support a compressed
natural gas (CN- e) facility and transhipment facility to other coastal Alaska communities.
The proposed CNG plant would occupy the available reserve lands at the head of Passage
Canal. Additionally, the City isworking with the Corps of Engineers and the ARRC to
expand the small boat harbor to support tourism and small fishing industry.

Valdez

The Valdez reserve was acquired by the then federal railroad to support construction for the
pipeline. It is located inthe old Valdez town site areawhich iszoned industrial today, and
support petroleum and construction businesses.



MUNICIPALITY OF ANCHORAGE

(MOA)

City/Borough Total Area Federal State ARRC
Municipality of 1,251,620 927 494,976 2629
Anchorage
Portage

The bulk of the Portage reserve isnow wetlands as a result of the subsidence following the
1964 earthquake. The existing filled lands are an operating reserve supporting access to
Whittier which iIsARRC 3 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 of the highway through the Palmer flats and mitigation
wetlands for Lynden Inc. inthe Anchorage port area. Portage represents a large portion of
ARRC 3wetlands bank.

Anchorage

Anchorage s, of course, the original construction headquarters for the Railroad. Today it
continues to house the ARRC 3 primary offices, shops, yard, and passenger depot. In the
port area, to the north of the yard, are the petroleum storage tank fecilities owned by ARRC 3
customers and served by the Port of 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 of the yard, are industrial
properties that have been developed by ARRC. The Port of Anchorage and ARR C 3 freight
facility handle 80% of the goods shipped to Alaska.

South ofthe yard isthe Ship Creek redevelopment areawhich will provide new tourism and
business opportunities for downtown Anchorage-by providing additional facilities such as
an I MAX theater, restaurants, and other creek front development. Little of the Anchorage
reserve remains undeveloped. The redevelopment and port areas are in the process ofbeing
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 of the ARRC 3 original

dispute settlement with the Eklutna Native Corporation at the time of the transfer of the
Railroad to the State reduced this reserve in size. ARRC 3 property divides Eklutna 3
parcels. ARRC recently agreed in concept with Eklutna Native Corporation to consider
exchanging land in this area for EKklutna property in the vicinity of the Birchwood Reserve.



Birchwood

ARRC property at Birchwood 1is an operating reserve serving customers adjacent to the
Birchwood airport. Referring to the Eklutna Inc. exchange of property, the additional area
in Birchwood would permit relocation of ARRC 3 main line leaving property better
configured to support expansion of the Birchwood airport and related activity.



MATANUSKA SUSITNABOROUGH

City/Borough Total Area Federal State ARRC
Matanuska- 16,056,576 1,008.27 64,182.26 9775
Susitna

Talkeetna

Curry

A significant portion of the Talkeetna reserve lies in the flood plain or riverbed of the
Talkeetna and Susitna rivers. ARRC has worked with Talkeetna Chamber ofCommerce 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 railtelt, is increasingly a focal point for the expanding
tourist industry especially with itsproximity 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.

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

Hurricane

Hurricane remains one of the best opportunities for continuing to support tourism growth
near Denal i with property that isboth rail and highway served. ARRC has received inquiries
from one ofthe larger tour companies in this area. As mentioned above, once sufficient land
has been designated to support a primary tourism fecility, the bak nee could be subdivided to
provide rural recreation sites.



DENALI BOROUGH

City/Borough Total Area Federal State ARRC
Denali 8,192,000 unavailable unavailable 8716
Healy

Clear

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

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

In 1993, ARRC evaluated this site as a potential site for a regional ladfill in response to
problems Fairbanks, Denali Borough, and smaller railbelt communities had inmeeting EP A
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 of
materials for transporta on oy barge up and down the river. Much of this reserve is leased
to the City ofNenana.



FAIRBANKS NORTH STARBOROUGH

City/Borough Total Area Federal State ARRC
Fairbanks North 4,711,040 1,681,607 1,498,522 454
Star

Fairbanks

The Fairbanks reserve contains ARR C 3 northern yard and shop fecility. ARRC 3 three
largest car fleets (petroleum, coal, and passenger) are serviced here. Freight from the
Seward, Whittier and Anchorage ports isdestined here for transloading to the Fairbanks area

and the Noith Slope.

Fairbanks isa primary passenger origin/destination point. Property south of the yard on the
ChenaRiver isthe location of the new passenger depot and a hotel, RV park and other related

tourism development.



Governor Bill Sheffield
Pouch A
Juneau, AK 90811

Senator Jalmar Kerttula
President, Alaska State Senate
Pouch V

Juneau, AK 99811

Representative'Joe Hayes

Speaker, Alaska House of Representatives
Pouch V

Juneau, AK 99811

Gentlemen:

Enclosed herewith is the Interim Report of the Alaska Railroad Trans-
fer Advisory Commission. This report is the product of ten months of
public hearing, deliberation, and intensive analysis of the alterna-
tives for management and operation of the Alaska Railroad after trans-
fer from the federal government has been accomplished.

The Commission-met a total of nine times in Anchorage, Fairbanks and
Juneau.' The Conmission listened to over fifty hours of public testi-

mony  from individuals and groupsfrom literally every corner ofthe
State of Alaska. In addition, wehave analyzed almost 1,000 pages of

documents and submissions from interested individuals and groups.

In fulfillment of our legislatively mandated duties, we hereby for-
mally  tender this report to youfor your consideration during the
coming months as the transfer of the Alaska Railroad approaches. We
hope you will find it helpful not only for the specific recommendation
it contains but as a source of information about the wishes, desires

and hopes of the people of the State of Alaska.

It should be mentioned that not all Commission members share each and
every view expressed within this document. The combination of the
change in State Administrations and the convening of the State Legi-
slature nmede it difficult for the public officials on the Commission
to attend all sessions. In many cases, the views expressed in the
Interim Report reprejpnt an attempt by the Commission to summarize for
your consideration consensus opinions heard again and again during
public testimony. W feel this provides you with the full benefit of
this information as it was expressed to us.

On behalf of the entire commission, | would like to thank you *—
opportunity; of serving the people of the State in this most ir
and worthwhile endeavor.

Very truly yours,

A
Alual'.a nalll uau 1l anaier nuvisory Commission



EXECUTIVE SUMMARY

The Alaska Railroad Transfer Advisory Commission mol; a
total of: nine times in Anchorage, Fairbanks and Juneau. The
Commission listened to over fifty hours of public testimony and
heard from over fifty individuals and groups regarding all
aspects of the transfer of the Alaska Railroad from federal to
state control. This Executive Summary is a compilation of the
major policy recommendations of the Commission and a list of
specific changes pending state legislation which the Commission

feels are most important.

I- POLICY RECOMMENDATIONS OF THE COMMISSION

1. The railroad should eventually he owned and/or opera-—
ted by private industry. Almost unanimously those testifying
before the Commission felt strongly that it was in the best
interests of the people of the State of Alaska and the best
interests of the railroad to plan for the eventual transfer of
the ownership and/or operation of the railroad to private

industry.

2. plans for expansion of the railroad should begin
immediately. The Commission recommends the immediate prepara—
tion and filing of five right-of-way applications: (1) to
Delta, (2) to Canada, (3) to Kenai, (4) to Beluga, (b)) to
Tanana and Kobuk/Ambler.

3. The railroad should cooperate with local governments.
The Commission urges the State not to compete with local gov—
ernments in t“ operation of railroad-related facilities, such

as ports, whi are historically operated by local governments.
4. The ilroad should expand into connecting services by
contracting with private enterprise. The Commission urges that

the policy of the Alaska Railroad should he that, to the maxi—
mum extent possible, expansion should occur by contracting
private enterprise and hy not competing 1In a service area pre—
viously provided hy private industry.

5. The 1interim operation of the railroad should be con—
ducted hy an independent authority under a separate department
on a temporary basis. The Commission feels that the short ternm
management of the railroad is critical to the overall c"“=—-
the railroad and the state.- Therefore, the Commission
mends the creation of an independent authority under a
department of state government on a temporary basis as
for in Article 111, Section 22 of the Alaska Constitute..



6 - State oversight 06 the railroad should he kept at a
minimum. The Commission recommends tha.t only the bare minimum
06 oversight consistent with.good public policy be provided for
in the legislation and that the legislation specifically pro—
vide for a public process so that policy determinations made by
the board are based upon adequate public input.

7. Alaska railroad mineral rights should he preserved.
The Commission recommends that any authority or private opera—
tor of the railroad should be able to utilize all suhstirface
resources and railroad land for railroad purposes without any
restriction as to ownership or use of those resources which
might otherwise be applicable under existing state law.

8 . Additional appropriation for the Commission. The
Commission feels that to adequately fulfill its legislative
mandate between the date of this interim report and the final
transfer of the Alaska Railroad the State, an appropriatinn
in the amount of 575,000.00 1is essential. This amount will
provide the Commission with the ability to hire the necessary
staff and incur necessary operational expenses so that a final

report can he prepared.

I1- SPECIFIC RECOMMENDATIONS FOR CHANGES
IN PENDING STATE LEGISLATION

In the body of the report, the Commission makes numerous
recommendations for specific changes in SB10, pending state
legislation accepting transfer of the railroad. However, in
this Executive Summary the Commission would 1l.ike to call
attention to a few specific matters which it considers to be
critical.

1. The Commission urges that a seven-member board of
commissioners be established for the railroad authority.
Balanced geographic distribution for the board 1is critical and
the Commission recommends that at least two members he from
areas served by the railroad north of Windy Pass and at least
two from south of Windy Pass.

2. If consistent with law, the Commission recommends that
the Commissioner of Transportation and Puhlic Facilities he a
non-voting member of the authority.

3. The Commission recommends that a representative from
the employee bargaining units and the general manage
Alaska Railroad he non-voting members of the hoard o
Commissioners.



4. Consistent with federal legislation , all barga ining
agreements should he honored and maintained for a period of
time until renegotiation can he accomplished smoothly and
without disruption of rail service.
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January 20,1997

Kathryn Thomas, Chair

Alaska State Chamber of Commerce
ArcTech Services, Inc.

PO Box 3005

Kenai, Alaska 99611

Dear Ms. Thomas:

| am writing to tell you how much | appreciate your interest and the State
Chamber's interest in the Alaska Railroad. As the railroad is an asset of the
Alaska public, | believe that a broad-ranging debate over its disposition is

appropriate at this time.

| would like to thank the State Chamber for its recently-adopted resolution
urging the Governor and the Legislature to go forward with the process of
investigating the privatization of the railroad. This is the kind of direction
we as state officials need as we seek the proper relationship between the
Alaska Railroad and the public it serves.

| think it would be appropriate to comment on the letter sent to you on
December 27, 1996, by Bill Sheffield, the Chairman of the Board (and now
acting CEO) of the Alaska Railroad Corporation. In my view, his letter is
laced with disinformation intended to diminish support for the State
Chamber resolution on the Alaska Railroad.

t
Mr. Sheffield states that the railroad is not a "state agency.” This depends on
how one defines what a state agency is. It is true that the ARRC is not a line
agency of the state, with a commissioner sitting on the Governor's cabinet,
such as is the Department of Fish and Game. It is, however, a pub1®
corporation of the state, wholly-owned by the people of Alaska, an
the people of the state are ultimately liable. This means that if a tr
Mapco fuels derails and spills its contents into the Nenana River,
for the clean-up does not stop at the ARRC, butw ill come back on the state

treasury.



Kathryn Thomas
January 20, 1997
Page 2

Mr. Sheffield asserts that the railroad "does not take a subsidy from the state...
not a single nickel from the state treasury since the purchase 12 years ago."
Again, on the surface this statement seems to be true; however, last year,
Senator Stevens was successful in obtaining $10 million in federal money for
the railroad. In addition, the railroad is sittir.g on a 1990 appropriation of $9
million (now $12.8 million with accrued interest) for rail cars for the
Wishbone Hill coal project. At some future date, the railroad may be
authorized to use this money; it would have to be considered a state subsidy.
Additionally, the railroad, as a state entity, is exempt from the taxation a
private company in its place would have to pay, including corporate income
taxes and local property taxes. If this doesn'tamount to a subsidy, whatwould

it be?

Mr. Sheffield states that the railroad makes money. Even ARRC officials
acknowledge that the land management side of the railroad is where the
money is made, subsidizing the railroad operations. One has to question how
much greater subsidy would be required if the railroad was addressing all
deferred maintenance and replacement of aging facilities.

Finally, | would like to briefly review for you the legislation the Legislative
Budget and Audit Committee has introduced. House Bill 55 and Senate Bill
42 (copies enclosed). These bills are identical as introduced and seek to
accomplish two things: First, to bring ARRC under the Executive Budget Act
(AS 37.07), so that the Governor and the Legislature will have a greater hand
in determining the annual budget of the railroad. | recognize that at the time
of the state's acquisition of the railroad it was the recommendation of the
transfer commission that legislative or state management and oversight be
kept to a minimum and at a distance. Unfortunately, distant oversight has
not worked, as the Legislative Auditor and the State Ombudsman have found
out as they have conducted audits and investigations of the railroad over the

past several years.

The second goal of the legislation is to have the title to the railroad lands,
about 36,000 acres, transferred to the Department of Natural Resources, rather
than to ARRC. It would then be our intention that ARRC continu

those lands (between 18,000 and 22,000 acres) necessary for right-of-

operation and maintenance of the railroad. However, excess acreaj

not needed for railroad operations, should be made available to thi
municipalities in which it is located.



Kathryn Thomas
January 20, 1997
Page 3

I hope this letter has helped to make clear my views on the Alaska Railroad.
As you are probably aware, I have been a longtime proponent of privatization
of the railroad, as was the sentiment expressed by the majority of Alaskans
who spoke out on the issue prior to the state's acquisition of the railroad in
1985. At this time, however, | think itisour responsibility, as public servants,
to get a handle on the railroad, which will allow us to understand what we
have and what we can do with it And ifprivatization becomes a viable

option later, that will be fine, too.

Please feel free to share this letter with any of your members whom you
choose. Also enclosed you will find a copy of the four-page executive
summary and transmittal letter of the interim report of the 1983 Alaska
Railroad Transfer Advisory Commission, the first recommendation of which
is in favor of privatization, and a copy of the evaluation notes submitted to
the Legislative Budget and Audit Committee by Evan Allen and Arnold Tesh
last August, which lay out today"s alternatives for the railroad.

Ifyou have any questions regarding this issue, please contact me inJuneau at
465-3783.

Best regards,

Representative Terry Martin

enclosures



ALASKA RAITILROAD corporation

Corporate Address: P.Q. Box 107500, Anchorage, Alaska 99510

P x 1073
327 W. Ship Creek Arame; A'borage, Alaska 99501

Kathryn Thomas

PO Box 3005
Kenai, AK

December 27,1996
-DEarKathrynr- — "~*7-—————- - it~

As you may be aware, the chamber recently adopted a resolution concerning the Alaska

Railroad submitted by the lobbyist representing Montana Rail Link. As chairman of the
board of directors for the Alaska Railroad Corporation, lwould likeyou to keep inmind
three important points as we come into this Legislative session;

e The Alaska Railroad isnot a state agency;
e The Alaska Railroad does not take a subsidy from the state;
«The Alaska Railroad makes money.

In 1995, the Railroad earned an $8 million profit In 1996, 1 expect the linewill earn
more than $7 million. We have been able todo thatby providing good service, using
professional railroad management, and aggressively using our assets to increase
revenues. We accomplished all this without taking a nickel — not for operating, not for
capital, not for labor contracts or benefits— nota single nickel from the state treasury
since the purchase 12 years ago. Our employees are not state workers and are not part of
the state retirement system. Our labor contracts are in place, long-term, and

independent of the state employee unions.

The Alaska Railroad ismanaged by a board of Alaskans. The operators are professional
railroaders. The money the railroad makes isearned in Alaska, and stays in Alaska.
Our balance sheet is rock-solid, and we have excellent access to capital for expansion.
The bottom line is that the railroad is safe, profitable, professional, and Alaskan.

Very trulyyours,

BiH Sheffield.
Chairman of the Board
Alaska Railroad Corporation



ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Finance

P.O.Box 113200
Juneau. AK 99811-3200
(907) 465-3795

FAX (907) 463-4885

MEMORANDUM

DATE: January 28, 1997

TO: Representative Terry Martin
House Finance Committee

FROM: Mike Greany, Legislative Fiscal Analy
Division of Legislative Finance

BY: Dave Tonkovich, Fiscal Analyst
Division of Legislative Finance

SUBJECT: State Appropriations to the Alaska Railroad
At your request we Ve prepared a list of state appropriations to the Alaska Railroad:

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

Alaska Railroad Acquisition $22,271,000 GF
Alaska Railroad Capital Equipment and Improvements 6,000,000 GF

Railroad Working Capital Fund 4,900,000 GF

SLA90, Ch. 208, Sec 145

Locomotives, Rolling Stock, and associated equipment cost $9,000,000 Railbelt Energy
(Associated with Wishbone Hill Coal Project)
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Alaska Railroad Corporation

Financial Audits
e The financial affairs of the Alaska Railroad Corporation are audited annually by a public
accounting firm. The corporation typically receives a “€lean””opinion on its financial

statements.

Performance Audits

e Alaska statute also requires the corporation to have an annual performance audit
conducted by a recognized railroad management expert. This audit is conducted presently
by Mercer Management Consulting and 1is presented to the Board of Directors of the

curporation annually.

Significant Special Audits

Ship Creek Redevelopment Follow-up”November-1.7?"1994

« This audit was conducted to follow up on the findings and conclusions we made in our
original review (1992) of this project. Several of the issues we initially raised appeared to
have been satisfactorily resolved. Our concern in this review was whether the

development would be successful.

9 The redevelopment project had yielded litre construction to date. None of the tour
centerpiece projects envisioned had commitments in place.

Anchorage Gravel Activities. July 3,1996

9 The report addresses our concerns that the Alaska Railroad Corporation3 (ARRC)
agreement with the Flamingo Brothers Partnership to market and extract gravel from the
corporation3 Anchorage property may not have been in the best interest of the

corporation.

0 ARRC 3 public procurement process was not followed. In the corporation 3 opinion, the
gravel agreement was the disposal of real property and therefore, not subject to Its
procurement rules. We believe itwas a commodity sale that should have been subject to

the provisions of those rules.

9 ARRC 3 real estate leases are inappropriately offered on a “firstcome, first served” basis.

9 ARRC 3justification of the project was unclear.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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e ARRC 3 lack of public process excluded the community.

e We recommended ARRC improve its monitoring of employee conflict of interest
disclosure statements.

.Chena. Landings Development, August-2Q., 199%
® This audit reviewed ARRC 3 management of the development project related to utility

procurement, leasing, and public amenities.
e The utility project was delayed by planning and design difficulties.
e Request for proposal criteria and evaluation procedures were inadequate.
e The corporation lacked documentation regarding project development planning.

e Leases are not competitively offered; ARRC 1inappropriately uses a “first come, first
served””approach to leasing property.

Ongoing or Pending Audits
Alaska Railroad Corporation, .Equipment Purchases/Disposals
Alaska Railroad Corporation. Real Estate Appraisal Methodology

Auditor Observations

The Alaska Railroad Corporation has been under the “1egislative microscope””for the last few
years. The Audit Division has conducted five audits of the corporation since 1992 and has
one audit in progress and another pending. Of those seven audits, two deal with rail
operations, and five involve the corporation 3management of real estate.

During the interim, the Legislative Budget and Audit Committee also pursued a greater
understanding of the corporation and its assets. We believe that it is important that the
Legislature understand the operation of 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

ALJ"KA STATE LEGISLATURE D(VISION OF LEGISLATIVE AUDFT
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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 corporation 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 by
the board of directors should strive for the appropriate balance. In our opinion, we have seen
recent signs of improvement in this effort by the board, primarily through our contact with
the chairman. We are hopeful that the appointment of a new chief executive officer will

further foster these goals.

Without 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 of the Legislature. They are in no particular

order of significance.

e The corporation 3 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.

e The corporation has shown a profit for the last two fiscal years (calendar year end). Total
net income for 1996(unaudited) and 1995 was $8.0 million and $7.9 million, respectively.
The net income from operations represented $4.0 million and $4.1 million, respectively.
Approximately half of the corporation 3 income is generated from management of its real
estate. The majority of this real estate is considered non-rail use property.

e A much talked about concern is deferred maintenance, however, little is factually known
about the extent or estimated cost of 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 ($10 million per year) the railroad3 income
statement would look significantly different. Neither the financial statements nor the
notes to the financial statements reflect any estimate of the amount of deferred

maintenance.

e An observation that is important to understanding the fragile nature of the corporation3
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 "5% of the
corporation 3 revenue. The corporation 3 existence isdependent on those two customers.

e Through a combination of statute and corporation rules, the salary of 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 of matters of a

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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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 of the corporation to include an
analysis of 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 that the
Board of Directors is not interested in selling the railroad.

Statute requires the corporation to have an annual performance audit conducted by a
recognized railroad expert to assure that the railroad is being managed and operated
effectively and efficiently. There are two reports generated from this review. A
confidential report is produced for the use of railroad management. A public version of
the report 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 of the

performance report.

ALASKA STATE LEGISLATURE DIVLSION OF LEGISLATIVE AUDIT



Governor Bill Sheffield
Pouch A
Juneau, AK 99811

Senator Jalmar Kerttula
President, Alaska State Senate
Pouch V

Juneau, AK. 99811

Representative Joe Hayes
Speaker, Alaska House of Representatives

Pouch V
Juneau,.AK. 99811

Gentlemen:

Enclosed herewith is the Interim Report of the Alaska Railroad Trans-
fer Advisory Commission. This report is the product of ten months of
public hearing, deliberation, and intensive analysis of the alterna-
tives for management and operation of the Alaska Railroad after trans-
fer from tha federal government has been accomplished.

The Commission-met a total of nine times in Anchorage, Fairbanks and
Juneau. ' The Conmission listened to over fifty hours of public testi-
mony  from individuals and groupsfrom literally every corner ofthe
State of Alaska. In addition, wehave analyzed almost 1,000 pages of
documents and submissions from interested individuals and groups.

In fulfillment of our legislatively mandated duties, we hereby for-
mally tender this report to youfor your consideration during the
coming months as the transfer of the Alaska Railroad approaches. We
hope you will find it helpful not only for the specific recommendation
it contains but as a source of information about the wishes, desires
and hopes of che people of the State of Alaska.

It should be mentioned that not all Commission members share each and
every view expressed within this document. The combination of the
change in State Administrations and the convening of the State Legi-
slature made it difficult for the public officials on the Commission
to attend all session*. In many cases, the views expressed in the
Interim Report represent an attempt by the Commission to summarize for
your consideration consensus opinions heard again and again during
public testimony. We feel this provides you with the full benefit of
this information as it was expressed to us.

On behalf of the entire commission, | would like to thank you for the
opportunity: of serving the people of the State in this most important
and worthwhile endeavor.

Very truly yours,

mailed Kdiiruau irarisTer nuvisory Commission



EXECUTIVE SUMMARY

Ttu? Alaska Railroad Transfer Advisory Commission mol; a
total of: nine times 1in Anchorage, Fairbanks and Juneau. The
Commission listened to over titty hours of public testimony md
heard from over fifty individuals and groups regarding all
aspects of the transfer of the Alaska Railroad from federal to
state control. This Executive Summary is a compliation of the
major policy recommendations of the Commission and a list of
specific changes pending state legislation which the Commission

feels are most 1important.

I- POLICY RECOMMENDATIONS OF THE COMMISSION

1. The railroad should sventmllvl1b# owned aoet/or owro**
ted hy private induatry.” Almost unanimously those testifying
before the Commission felt strongly that it was in the best
interests of the people of the State of Alaska and the best
interests of the railroad to plan for the eventual transfer of
the ownership and/or operation of the railroad to private

industry.

2. Plans for expansion of the railroad should begin
immed iately. The Commission recommends the immediate prepara-
tion and filing of five right-of-way applications: (1) to
Delta, (2) to Canada, (3) to Kenai, (4) to Beluga, (5) to
Tanana and Kobuk/Ambler.

3. The railroad should cooperate with Jlocal governments.
The Commission urges the State not to compete with local gov—
ernments in the operation of railroad-related facilities, such
as ports, which are historically operated by local governments.

4. The railroad should expand 1into connecting services by
contracting with private enterprise. The Commission urges that
the policy of the Alaska Railroad should he that, to the maxi—
mum extent possible, expansion should occur by cont. acting
private enterprise and by not competing 1in a sService area pre—
viously provided by private industry.

5. Th« interim operation of the railroad should be con—
ducted by an independent authority under a separate department
on a temporary basis. The Commission feels that the short term
management of the railroad 1is critical to the overall future of
the railroad and the state.- Therefore, the Commission recom—
mends the creation of an independent authority under a separate
department of state government on a temporary basis as provided
for in Article 111, Section 22 of the Alaska Constitution.



6- State oversight of the railroad should he kept at a
Tun imuro. The Commission recommends tha.t only the ha"re minimum
of oversight consistent with_.good public policy he provided for
in the legislation and that the- legislation specifically pro—
vide for a public process so that policy determinations made by
the board are based upon adequate public input.

7. Alaska railroad mineral rights should be preserved.
The Commission recommends that any authority or private opera—
tor. of the railroad should he able to utilize all subsurface
resources and railroad land for railroad purposes without any
restriction as to ownership or use of those resources which
might otherwise be applicable under existing state law.

8. Additional aopropriation for the Commission. The
Commission feels that to adequately fTulfill its legislative
mandate hetween the date of this interim report and the final
transfer of the Alaska Railroad to the State, an appropriation
in the amount of 575,000.00 1is essential. This amount will
provide the Commission with the ability to hire the necessary
staff and 1incur necessary operational expenses so that a final
report can he prepared.

I1- SPECIFIC RECOMMENDATIONS FOR CHANGES
IN PENDING STATE LEGISLATION

In the body of the report, the Commission makes numerous
recommendations for specific changes 1in SB10, pending state
legislation accepting transfer of the railroad. However, 1in
this Executive Summary the Commission would Ilike to call
attention to a few specific matters which it considers to he

cri tical.

1. The Commission urges tha aseven-member board of
commissioners he established for therailroad authority.
Balanced geographic distribution for the board 1is critical and
the Commission recommends that at least two members he from
areas served hy the railroad north of Windy Pass and at least
two from south of Windy Pass.

2. If consistent with law, the Commission recommends that
the Commissioner of Transportation and Public Facilities he a
non-voting member of the authority.

3. The Commission recommends that a representative from
the employee bargaining units and the general manager of the
Alaska Railroad he non-voting members of the hoard of
Commissioners.



4. Consistent with federal Ilegislation, all hargaining
agreements should he honored and maintained for a period of
time until renegotiation can be accomplished smoothly and
without disruption of rail service.
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ALASKA RAILROAD corporation

s 21 107500, Anchorage, Alaska 99510 [2%FY

Corporate Address: ¢ o_
327W. ~ Creek Avcane, Anchorage, Alaska 99501 °

Kathryn Thomas

PO Box 3005.
Kenai, AK
December 27,1996
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As you may be awaxe, the chamber recently adopted a resolution concerning the Alaska

Railroad submitted by the lobbyist representingMontana Rail Link. As chairman of the
board of directors for the Alaska Railroad Corporation, Iwould likeyou to keep in.mind
three important points aswe come into this Legislative session:

e The Alaska Railroad isnot a state agency;
o0 The Alaska Railroad does not take a subsidy from the state;
*The Alaska Railroad makes money.

Trr 1995, the Railroad earned an $8 million profit In 1996,1expect the line will earn
more than $7 million. We have been able to do that by providing good service, using
professional railroad management, and aggressively using our assets to increase
revenues. We accomplished all this without taking a nickel — not for operating; not for
capital, not for labor contracts or benefits - not a single nickel from the state treasury
since the purchase 12 years ago. Our employees are not state workers and are not part of
the state retirement system. Our labor contracts are in place, long-term, and

independent of the state employee unions.

The Alaska Railroad ismanaged by a board of Alaskans. The operators are professional
railroaders. The money the railroad makes isearned inAlaska, and stays in Alaska.
Our balance sheet is rock-solid, and we have excellent access to capital for expansion.
The bottom line is that the railroad is safe, profitable, professional, and Alaskan.

Very truly yours,

Bill Sheffield.
Chairman of the Board
Alaska Railroad Corporation
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CS FOR SENATE BILL NO. 42(TRA)
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTIETH LEGISLATURE -FIRST SESSION

BY THE SENATE TRANSPORTATION COMMITTEE

Offered:

Referred:

Sponsor(sg: SENATE RULES COMMITTEE BY REQUEST OF THE LEGISLATIVE BUDGET AND

AUDIT COMMITTEE

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, isamended to read:
() 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, portaand other

1 CSS1J 42(TRA)
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properties in the best interest of the people of the stale by ensuring that the corporation
will

(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 cut its responsibilities on a self-sustaining basis;

(E) provide the best possible combination of types and lewels
of safe, efficient, and economical transportation to meet the overall needs of
the state, supported when necessary by state investment;

(P 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

(HP Dbe 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 by the legislature;

(@) ensure that borrowing by the corporation does not directly ol
indirectly endanger the state 3 own borrowing capacity.

*Sec. 2. AS 37.07.120(1) is amended to read:
(@) "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 shall delegate certain powers and duties to the chief

CSSB 42(TRA) 2-
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executive officer in accordance with AS 42.40.120. In managing the corporation* the
board shall

() Dbe responsible for the management of the financial and legal
obligations of the Alaska Railroad;

(2) operate the Alaska Railroad as a common carrier subject t 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 of the cornoration: and

(B) when necessary, provide a particular service that is not
otherwise self-sustaining ifa subsidy is required to maintain that service;

() 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 3 own borrowing capacity;

(N review all state and other land disposal proposals to aid in planning
for future develop ant 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.

3 CSSB 42(TRA)
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* Sec. 5. AS 42.40.920(b) is amended to read:
() Unless specifically provided otherwise in this chapter, the following laws

do not apply to the operations of the corporation:

@D AS 19

@ AS 30.15;

3 AS 35;

@ AS j6.30, except as specifically provided in that chapter;

(®) AS 37.05;

©) [AS 37.07;

(M] AS 37.10.010 - 37.10.060;

£7} [(®)] AS 37.10.085;

mm 7] AS 37.20;

£91 [(10) AS 37.25;

(AD] AS 38;

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

* Sec. 6. PREPARATION OF FIRST ANNUAL BUDGET UNDER AS 37.07. The
Alaska Railroad 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 3
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 of this Act.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).
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COMMENTS ON SB 42 ' *4B 5S
Submitted by trie Aiaska Railroad Corporation
to the Senate Transportation Committee

A. Fiscal Operations Aspect of the Bills

. Changes in railroad business require the ability to respond quickly with
capital investment.

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 cur largest customer to assure that
uur tank car fleet is one of the most modern in the business. Wc arc currently
evaluating upgrade of our locomotive fleet. While initially capital intensive, this
upgrade represents a significant opportunity for iong 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 tc other customers. Inasmuch as this occurred during the middle of a
fiscal ysar, itwould 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 ("EBA"), AS 37.07, will adversely
affect this ability to respord 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 assuming substantial actual control over the financial and legal!
obligations of ARRC and removing a substantiaJportion ofa rrc’s asset
base, the Sidle may iiiduverteuily be subjecting itself iu full liability fur
ARRC's operations, despite language to the contrary 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
rkk mgnanomonl program to arldrps*; the risks created by its operation*” Which incli |da
a mix of preventative actions, insurance and ready cash availability through lines cf

SB42/HB5S Comments -2/19/97 Page 1
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credit.1 Obviously, the language cf AS 42.40.500 and the arm's length nature of the
corporation past relationship with he State have had the intended effect and spared
the State these liabilities. We tear the same wiii not be true- once ina Stale injects itself
so substantially into the railroad's bus,ness 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 bill will adversely affect the corporation’s ability to maintain
favorabie premiums and retentions in its insurance package. These
increases may be so great that ARRC is unabie io procure its own
insurance, forcing the State to add ARRC insurance costs to its risk

management program.

Removal of real estate assets from the corporation and the resulting decrease
in revenues wit! 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 tor the coverage it oDiains, with high seif-insured reieniions. it is iikeiy trial
stripping ARRC of its real estate will cause premiums to increase, or tne self-insured
retentions to decrease, or both. Either or both of these effects may cause the
corporation to be unable to place insurance on its own behalf without paying an
exorbitant r.nst 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. Chilling Effect on Borrowing.

® Will essentially end conventional borrowing, driving ARRC capital needs
into state capital budget process. For example, ARRC is considering
buying 20 new locomotives, which will cost approximately S40MM.

The bill leaves intact several provisions regarding borrowing by ARRC, yet by placing
tiit* curporaliufi under the EBA, the borrowing ability of the corporation is called into
guestion. The provision of this biii that subjects ARRC io ihe EBA and fequiies ARRC

1ARRC carries third party liability insurance coverage of $25MM above a $5MM
self-insured retention ("SIR") (with free reinstatements, up to $75MM in coverage is
available for a single catastrophic event). For ARRC's own property damage,
insurance of $25MM is carried, subject to a SI0MM SIR. Var ous other specialized
insurance policies complete ARRC's insurance package. Tho $5-10MM SIRs are
covered by dedicated lines of credit if cash on hand is not sufficient to meet an
immediate need

SB<12/HB55 Comments -2/19/97 Page 2
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to request appropriations for its operating, capital and d 2bt service expenditures may
have serious consequences on ARRC's existing and ft .ure contracts/loan agreements.
The corporation has several long term contracts to prr /ide various services iu
customers and several long term loan agreements that require ARKC 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 ease in a typical state contract. Even if
ARRC retains all its revenues, if it cannot expend them except in strict accordance with
a legislatively approved annual budr * cur existing customers/lenders may have valid
concerns about oui continuing ability to perform as the contract requires. If our
performance is hampered by legislative or administrative revision of a pioposed
budget, those customerc/lenders may an argument mat 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 becomes law. It may be difficult for ARRC to assure its creditors that the
legislature will appropriate sufficient money, or approve line entries in its budget, to pay
ihe debi service uu their' loans, While ARRC has never mortgaged its real estate,
lenders do scrutinize the corporation's revenue now and financial statements befoie
deciding to lend money to the corporation. Removing the contribution attributable 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 customers that we
will have the funds and the authority to spend them tn perform the services they

require, they will go elsewhere.

2. Violation of Alaska Railroad Transfer Act T'ARTA').

. The Transfer Act specifically provided that ARRC would retain control of
funds and budget, because the federal railroad had experience wit \having
to budget and seek appropriations, and had learned the hard way that you
cannot anticipate all your business opportunities, and cannot respond
quickly enough tc capitalize on them when they arise if forced tc follow
tin's process.

. The federal government may well raise this violation of ARTA as a breach
in its contract with the State of Alaska transferring the railroad.

Section 1207 of ARTA mandates that the revenues generatod by ARRC be retained

and managed by the State-owned railroad for railroad and related purposes”. This bill
will infringe on that "management” right in several respects. Far example, inclusion cf
ARRC under the EBA will have the effect of prohibiting the corporation from increasing

SB42/HB55 Comments -2/19/97 Page 3
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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 UMB, which must in turn compori with a budget approved by the
legislature. See AS 37.07.080(d). If ARKC receives excess funds from iis operations
(beyond what is expected and accounted for in its approved budget), it must convince
thp 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 not wait
the time required to obtain such approvals, and accordingly be lost to the corporation

As noted in Section A.5. below, there does not appear to be any requirement
that all of the money generated by ARRC be paid into trie slate 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” rights required by Section 1207 of ARTA Moreover, if all of ARRC'’s
revenues arc not either appropriated back to the corporation or approved to bn used in
the corporation’s budget, part of ARRC's revenue could be used to fund a program or
projeci that is totaily unrelated io the railroad. This too would violate the mandate of

ARTA Section 120/.

3. Process Adds Time and Cost Without Adding Value.

. ARRC'’s customer base will not significantly change. Participating in the
budgeting process as proposed will substantially Increase the costs of
doing business, itis unreasonable to expectthe customers to bcsr this

additional 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 (OMR, | R&A, etc ) to » -.mess 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 ths procedure without adding value. Ths cost will
ultimately be paid by the customer, or worse still, by the corporation in the form of lost

opportunity.
4,  Effect of State Fiscal Year.

. ARRC’s business is highly seasonal, and moving to state fiscalyear would
split the husmRKf; spison

SB42/HB55 Comments -2719/97 Pegc 4
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Subjecting ARRC to the EBA will require itto change from its current calendar year as
fiscal year, to the state fiscal year that ends on June 30. While there dees not appear
to be a specific mandate to this effect, the requirement to participate in the governor's
budgeting process and seek iegisiative approvals wiii necessitate such a change.
Prudent businesses close their fiscal year at the end of business cycle, not during its
busiest time. The railroad’s "busy season" ends around November 1, and the calendar
year is therefore the most appropriate fiscal year for ARRC. Not only would the state
fiscal year artificially bifurcate the business year, but it would require the corporation to
spend considerable time participating in the budgeting process at the same time it is
gearing up to expand operations in May. This is not an efficient use of resources.

5. Incon istency of Approach.

. The inconsistencies found in the bill illustrate the difficulty in separating
the financial management of the corporation from the operational
management left to ARRC.

T  Dbill 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
trie Alaska Railroad Cuipuiaiiun Act ("TARCA") for the corporation io 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 be used to fund the
operating, capital, and debt service expenditures of the corporation; and ... when
necessary, provide" 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 governmental treasury,?and it is unclear whether
ths bill contemplates this result, if ARRC is to retain its itjc«ipis, it is inconsistent to
require the corporation io seek appropriations for operating and other expenditures.

6. Lack of Definition.
0 The bill dirT(cts decisions to be made without providing any guidance on
how to make them.

The ARRC directors are directed to apply for appropriations to be used to, "when
necessary", provide a rion-seif sustaining service, without any guidance as to what

: Another section of the Public Finance title, AS 37 05.146, provides that ARRC
receipts are not general fund receipts. Without any other section of that title being
made applicable to ARRC, there is apparently no requirement that corporation funds be
paid over to the state vreasury.

SB42/HB55 Comments -2/19/97 Page 5
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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 hill, as

wiii be discussed in Section B below.

B. Land Related Aspects of the Bill

. The 1996 financial statements indicate that real estate provided $4.4MM of
ARRC’s $8MM income for that year, in pas? years, the percentage has been

even higher.

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 inis approach is
guestionable, 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
god stable, unlike freight revenues which are subject to many vagaries outside ARRC's
control. Railroads have 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

» Most of the valuable leasable lands are already leased, which will
complicate the effectiveness of any transfer io municipalities or DNR.

The bill also envisions transferring 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 hill recognizes that it must accept those existing
third party rights, but its authors may not understand how much of the 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 thai there is much more to the relationship than the words in the lease
document, In fact, some have compiained when a change to a municipal iandiord was
proposed. Thus, there is a significant risk of negative "customer relations” resulting
from a transfer of leased rail land to a municipality.

. The corporation currently enjoys the benefit of an agreement with the FRA
that clarifies responsibility for pre*trans?er contamination This agreement
may be jeopardized by the transfer of the land to other parties who could
find themselves facing significant environmental liability without clear cut
redress with the federal government.

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 wall ARTA provided that thn United States

SB42/HB55 Comments -2/19/9/ Paoco 6
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retained all liabilities that accrued prior to transfer, without specific reference to
environmental liabilities. ARRC entered into an agreement with the Federal Railroad
Administration ("FRA’) in 1S90 that addresses respective responsibilities for
contamination, an agreement which is not specifically stated to be assighable. The
FRA is currently somewhat unhappy with the agreement, and may take advantage of
any opportunity, however flimsy, to repudiate it. Moreover, transfer of AKftC land to
DNR will create two separate entities to deal with pre-transfer contamination--ARRC for
the ROW and any retained rail land, and DNR for the other rail lands. DNR has no
experience dealing with 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
approaches. Lastly, given the inherent difficulties in dealing with contaminated
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 are 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 Title in Limbo for Considerable Period.

. Mechanism of the proposed transfer to DNR will create title questions for
an extended period, which will affect third parties' willingness to do
business on railroad 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 the land in the
name of the state within an unspecified period of time. Given that the existing
conveyance documents for lands transferred by the United Stales 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. Necessity for U.S. Involvement.

. As current owner of record for most of the rail lands, the United States will
probably have to be a signatory to this transfer process.

SB42/HB55 Comments -2/19/97 Page 7
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The exclusive licenses received from the United States at transfer in 1985, which
consiiiute ihe bulk of the current title documents cf record, are not specifically
assignable. The United States may have io be a siynatuiy to a recordable document to
establish the chain of title between ARRC and DNR for these iands.

3. Separation of ROW bv Survey Required.

. Additional costs will be incurred to survey and plat the right-of-way, with
no added benefit other then tc document the transfer tc DNR*

The statutory rubric appears to intend that, despite the immediate transfer of title of all
railroad lands to DNR, the 200-foot RUW (still called the "utility corriaor") will De
"reserved" for ARRC use. Presumably this reservation is effective immediately, but
query how, where and when the commissioner of DNR makes this reservation a part of
the public land records. In areas where the ROW passes through railroad reserves
(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 ths ROW from surrounding rail lands, the DNR commissioner
will have io undertake extensive surveys and platting under local land use rules.

4. Retention of Non-ROW if “Necessary” Without Guidelines.

. There are no guidelines provided for determining what lands are
“necessary"” to railroad operation and therefore retained by ARRC.

Non-ROW lands are called "rail land" under the existing statute and the bill. As to such
lands, lilts bill pmviutsS that "rail land necessary for Ihe use, maintenance or operation
of the raiiroaa snaii be reserved for use by the railroad.” There is no indication that this
reservation is delayed, so presumably it too is effective immediately. However, tnere is
no indication of who is to make the "necessity" determination, the standards to be
applied, or how it is to be expressed. This again will cause valid concern in the 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 Employed bv DNR in Determining Necessity.
. Again, without guidelines, it is unclear how DNR will determine what are
"necessary" rail lands in the future, and will at best add another layer of

process and time to ARRC's ability to respond to a business opportunity to
the benefitof a freight or real estate customer.

For lands that are not subject to the immediate “reservation”, lhe ARRC board is
authorized to "request” the DNR commissioner to make available other lands

SB42/HB55 Comments -2/19/97 Page 8
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"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 SO 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 tha aggrieved party if the commissioner refuses the request.

6. Unnecessary Administrative Burden Imposed on DNR.

. Transferring over 250 leases to DNR’s administration will add a significant
burden to thai agency, requiring additional expertise and funding.

. There can be no real change in the use and administration of these
properties, because terms of existing leases cannot be changed.
Therefore, there is no real hcnefit to the state from such a transfer.

The administrative burden imposed on DNR by adding these lands under these
conditions to its inventory should be considered. DNR has an efficient mechanism in
place to handle leases and oiher interests iu tend, which differs somewhat from the
mechanism retained under this bill tor rail iand. For exampie, a iease uf 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 ” The 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 all 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 arc vested rights and may not be divested without payment
of compensation. For example, there are a total of 251 current leases, tho
overwhelming majority of which are ori nun-’"ROW" land.3 Therefore, DNR would
acquire over 250 new leases to administer, with ARRC or federal railioad standard
terms and conditions, and rental reappraisal cycles entirely different from its normai
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 inception). 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 reiaiions is significant.

3There are an unknown number of the 576 active permits granted by the railroad
that would also fall under DNR administration, although the vast majority of these are
on railroad ROW

SR47/HB55 Cormmnnts -2/19/97 Page 9
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7. Changes Reouired re "Disposal of Entire Interest in Rail Land".
a Technical changes arc required to make new provisions consistent with

remainder of ARCA, and at same time, the legislature shouid consider why
this land should be disposed of ain different manner than other DNR

lands.

Section 5 of the bill amends AS 42.40.285 to add a new subsection (b), requiring the
"state" to seek legislative approval when disposing of its entire interest in railroad land
First, the existing statute does not have a subsacticn (a). Presumably the intention is
to make the existing language into a subsection (a), but this does not quite fit eithar
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 and structure
of the remainder of the section must also be changed to match this bill's additional
language. In addition to such technical changes, the 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 to act
differently with iaspect to disposals of this land? DNR has an enormous inventory of
state land to manage and has stringent provisions undei the Alaska Constitution and
the Alaska Lands Act governing its disposals. Imposing an additional arid different
procedure on DNR for just these lands creates an unwarranted administrative burden
with no identified value added.

3. R atification of Leases to Third Parties.

* The bill ratifies prior third party leases butdoes notaddressthe numerous
leases and permits from ARRC io municipalities 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 be
voided unless and until acted upon and somehow validated by DNR? What standards
might these lessees expect to see imposed under DNR's administration? The term
"transfer'lis not dsfinsd-arc parties other than the state, who are purportedly protected
by this provision, secure in their lease rights without a definition of this language to
include leases? They will have valid concerns unless ihe legislative intent is clarified.

9. Limitation on Future Leases of ROW.

. The bill limits future leases within right-of-wayto certainpurposes without
regard to benefit to rail operations or customer’s needs.

SB42/HB55 Comments -2/19/97 Pags 10



Feb-19-97 05:29P ARRC Legal Office 907 2652443

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.” Other “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 tor
transportation, communication and transmission purposes for more than 18 years or it
will revert to the United States A lease or permit could easily incorporate such a
provision, or bo limited to less than 18 years in length to accomplish this purpose A
complete disposal of ths entire interest in such land requires legislative approval in any
event, and the legislature could at that time seek to impose any condition it liked

10. Inconsistency Created by Terminology.

e A technical amendment is needed to make references to the right-of-way

consistent.

Section 6 of the bill, at page 8, lines 6-7, should be amended in a manner that explains
ihe seemingly inconsistent use of the term “right-of-way” hera 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. 8i202 (ii) and received by ine state under 45
U.S.C. 1201 -1214 shall require that the land be used for transportation....'

sM2

SB42/HB55 Comments -2/19/97 Page 11



CITY OF KENAI

" 6*1 Gafutcil ojff Algaldzg "

210 FIDALGO AVE., SUITE 200 KENAI, ALASKA 99611-7794
TELEPHONE 907-283-7535

FAX 907-203-3014 MQV{JI&

February 20, 1997

Senator Jerry Ward

Alaska State Legislature
State Capitol, Room 423
Juneau, AK 99801-1182

RE: RESOLUTION SUPPORTING PUBLIC OWNERSHIP AND THE PRESENT
MANAGEMENT STRUCTURE OF THE ALASKA RAILROAD

City of Kenai

Enclosed is a copy of Resolution No. 97-7, unanimously passed by the Kenai City
Council at their regular meeting of February 19, 1997. Please review the resolution and
consider its content during legislative deliberations.

Ifyou have any questions or require further information, please contact this office at
(907) 283-7539.

CITY OF KENAI

City Clerk

elf



Suggested by: Vice Mayor Measles

CITY OF KENAI
RESOLUTION NO. 97-7

A RESOLUTION OF THE COUNCIL OF THE CITY OF KENAI, ALASKA,
SUPPORTING PUBLIC OWNERSHIP AND THE PRESENT MANAGEMENT
STRUCTURE OF THE ALASKA RAILROAD.

WHEREAS, the Alaska Railroad was constructed by the Federal Government
from 1915 to 1923 as a public transportation system to open Alaska 3 Interior and foster
development; and,

WHEREAS, the State of Alaska purchased the Alaska Railroad in 1985 to bring
this critical transportation link under control of Alaskans for the first time; and,

WHEREAS, the Alaska Railroad accomplishes a dual mission of supporting
economic development and providing vital public transportation services; and,

WHEREAS, the Alaska Railroad Corporation Act of 1984, the Alaska State
Legislature created a management structure that is accountable to the Legislature and
Governor through the appointment and confirmation of board members; and,

WHEREAS, the Alaska Railroad is successfully managed and operated by
professional railroad managers and workers; and,

WHEREAS, the Alaska Railroad Corporation Act enables the Alaska Railroad to
be self-sustaining through retention of profits for reinvestment in capital improvements
and maintenance; and,

WHEREAS, the Alaska Railroad ismeeting its mission to be professionally
managed and self-sustaining, earning record profits in 1995 and 1996; and,

WHEREAS, the Alaska Railroad has not received state general fund subsidies for
operation or maintenance since coming under state ownership; and,

WHEREAS, Alaska Railroad employees are not state employees, receive no state
benefits, and are not part of the state retirement system; and,

WHEREAS, the Alaska Railroad 3 success is due largely to its non-political
management, its ability to respond to customer needs and its integration of freight,
passenger, and real estate operations; and.

WHEREAS, the Alaska Railroad, as a public institution, is an integral part of
Alaska 3 histoiy and future development; and,



Resolution No. 97-7
Page 2 of 2

WHEREAS, the Alaska Railroad has one of the vital transportation corridors of
578 main line miles of track from tidewater at Seward to Alaska 3 interior City of

Fairbanks; and,

WHEREAS, the City of Kenai recognizes that even successful organizations must
continue striving for improvement and that the Alaska Railroad is no exception.

NOW, THEREFORE, BE ITRESOLVED THAT THE COUNCIL OF THE
CITY OF KENAI, ALASKA, supports continued State ownership of the Alaska
Railroad under the terms of the Alaska Railroad Corporation Act of 1984.

BE ITFURTHER RESOLVED that the City of Kenai opposes any legislative or
administrative proposals that would diminish the Alaska Railroad 3 ability to:

. Manage its budget and finances according to accepted business practices;
. Meet the needs of its customers in a timely manner;
. Limit the Corporation 3 ability to generate sufficient revenue to be self-

sustaining, especially by transferring Railroad lands to another entity.

BE ITFURTHER RESOLVED that the City of Kenai encourages the Alaska
Railroad 3 Board of Directors to actively solicit and incorporate recommendations from
representatives of rail users, impacted communities, tenants, legislators, and other
interested parties, and to develop long-range plans for improving and expanding railroad

services.

BE ITFURTHER RESOLVED that copies of this resolution shall be sent to the
Honorable Tony Knowles, Governor, State of Alaska; Governor Bill Sheffield, Chairman
of the Board, Alaska Railroad Corporation; and all members of the Alaska State

Legislature.

PASSED BY THE COUNCIL OF THE CITY OF KENAI, ALASKA, this 19th day of
February, 1997.

ATTEST:



ALASKA RAITILROAD corporaTiON 7/

Corporate Address: P.O. Box 107500, Anchorage, Alaska 99510
327 W. Ship Creek Avenue, Anchorage, Alaska 99501

Executive Office
(907) 265-2414
Fax (907) 258-1456

February 20, 1997

The Honorable Jerry Ward
Alaska State Legislature
State Capitol, Room 423
Juneau, Alaska 99801

Thank you for your faxed letter to me this morning.
Attached are the answers to the six questions that you referred to in your letter.

Our Board Member, Commissioner Joe Perkins, can address these issues as well as
any other issues that pertain to this legislation that you are considering today.

As Chairman of the ARRC Board of Directors, | would appreciate the opportunity to
testify on this legislation. As | understand, it was too late today for the Legislative
Information Office to patch us in from Anchorage.

| had hoped to meet with you this week, but | understand from Margaret that you had
canceled my meeting because of a conflict. Itis unfortunate that | could not meet with
any of your staff. |will be in Juneau Wednesday, February 26 and Thursday, February
27 and Iwould appreciate if you could make the time to visit with me on one those
days. My phone number is (907) 265-2403. |look forward to testifying.

Respectfully,

Bill Sheffield
Chairman, ARRC Board of Directors



ALASKA RAILROAD CORPORATION 3 RESPONSE TO
SENATE TRANSPORTATION COMMITTEE®S QUESTIONS
FEBRUARY 20, 1997

QUESTION NO. 1:

With regard to ARRC’s agreement with the Flamingo Brothers Partnership to market and
extract gravel from ARRC's Anchorage property; How was this agreement arrived at? Was
this opportunity put out to competitive bid? How much gravel was extracted? How much
gravel was sold? Which Anchorage property was the gravel extracted from? If you had
to do it all over again, what, if anything, would you do differently?

RESPONSE:

This agreement was developed in response to an inquiry by Flamingo Brothers as to
availability of the ground/resource. The request was for short term possession with intent
to remove the resource, thus the agreement was framed as a license and focused on the
value of the resource. The ground and the resource opportunity was not put out to bid. It
was negotiated to achieve”fair market value” under ARRC’s statutes and real estate
policies. This process has been applied for resources elsewhere, for example at the
Usibelli mine. Note: this very same property and resource had been investigated by
another company four years earlier but had not resulted in an agreement.

There has been no gravel extracted to date, as there have been no fill projects in the port
area to which the gravel’s disposal is limited. The Port of Anchorage, Northstar & Alaska
Petroleum Contractors all have fill projects pending which could use up this resource,

however, no gravel has yet been sold.

The resource will be extracted from the Government Hill bluff which forms the north edge
of the Anchorage rail yard. It is all ARRC property. Removing the gravel will allow for
additional "train length" tracks to be added to the yard under ARRC’s operations
improvement plans. Completion of this project will allow the Municipality’s Hollywood Vista
project to remove gravel, revenue from which will benefit completion of this high public
interest project. The net result will be a bluff which is terraced for greater geotechnical

stability and a pleasing appearance.

Because this transaction was structured as a license, it was not presented to the ARRC
Board for approval. ARRC has since changed its policies to cover permits and licenses
of high public interest. These now receive public notice and are submitted to the Board

for approval.

Response to Senate Trans. Cttee
February 20,1997 Page 1



QUESTION NO. 2:

How much land do you lease to Mapco? Is the land leased at fair market value? How was
the value determined? Can you estimate the difference between the lease value and the

current fair market value, if any?

RESPONSE:

MAPCO has u leases with ARRC, both in the Anchorage port area. One lease is for
20.95 acres. It is leased at 9% of the land’s appraised fair market value. The second is
for 6.25 acres. ltis leased at 6% under an old federal lease. Both leases are reappraised
every five years. Therefore there is little or no difference between lease value and fair
market on the first lease. There is the 3% difference in lease rate on the second, which
cannot be changed until the old federal contract expires.

QUESTION NUMBER 3:

With regard to the ARRC agreement with the Washington Corporation for the W hittier tie-
in, What commitments did the ARRC make for this agreement? What long range

indebtedness, is there, if any?

RESPONSE:

The ARRC has no agreement with the "Washington Corporation” for rail barge service
between Seattle and Whittier. Presently, rail barge service is provided by Crowley Marine
Services, Inc. ("CMS") at an annual cost of $12.5-$14 million under a contract that expires
in 1998. In anticipation of the expiration of the CMS contract, ARRC issued a request for
proposals ("RFP") for rail barge service in the Spring of 1996. ARRC received seven (7)
proposals from various water carriers in response to this RFP. In December, 1996 ARRC
determined that the proposal submitted by Norsk Pacific Steamship Company, Ltd.
("Norsk") was the most cost efficient and beneficial to ARRC. Norsk is wholly-owned by
Dennis Washington. Norsk proposed to build two (2) articulated tug and barge units that
will provide weekly rail barge service from Seattle to Whittier. Norsk has offered 10 year,
12 year and 15 year term options. The cost of this service is approximately $9- $11
million per year depending on which option ARRC selects. At the present time, ARRC is
in the process of negotiating with Norsk and has not made any commitments to buy their

service.

Response to Senate Trans. Cttee
February 20,1997 Page 2



QUESTION NO. 4:

In the event of an oil spill or major derailment, does ARRC have a plan in place to cover
the resulting costs associated with clean up, repair to rail lines and equipment, etc.? Ifa
major disaster occurred that was beyond the ARRC's ability to pay, how would costs be
covered? How does ARRC cover their liability?

RESPONSE:

ARRC has an Emergency Response Plan in place to address such events. The plan
contains detailed procedures for the mobilization of manpower and equipment resources
to address the immediate needs of protecting human life, as well as property and the
environment. With regard to clean-up costs, repairs, etc., as well as the more routine third
party liabilities, ARRC purchases liability insurance with limits of $25,000,000 after a
$5,000,000 deductible. Ifa single event were to exhaust those limits, a condition of the
policy allows for two free "reinstatements” of the limits, which in effect provides a
$75,000,000 limit for any one catastrophic event. To address losses of its own property,
ARRC purchases insurance with limits of $25,000,000 after a $10,000,000 deductible.
Additionally, to address the deductibles and provide immediate cash in the event of a
catastrophe, ARRC maintains a standby line of credit in the amount of $10,000,000. The
line of credit is dedicated to addressing only insurance contingencies, and again acts as
a risk transfer vehicle, much like an insurance contract.

An event of a major disaster that exhausted the limits of insurance purchased by ARRC,
is problematical. In such an event, one source of capital to address losses above “ARRC'’s
ability to pay" is the Federal Emergency Management Agency ("FEMA"). Because federal
laws are written to allow ARRC to apply for FEMA assistance in specific situations (Le.
acts of God) FEMA has been successfully utilized in ARRC’s Risk Management program.
In the 1986 flood, damage to track, roadbed, and bridges caused an estimate $3 million
in damage. FEMA paid approximately $2.2 million of these losses.

QUESTION NO. 5:

Taking into consideration the Alaska Constitutional mandate on appropriations, how does
ARRC justify the expenditure of state funds without legislative oversight?

RESPONSE:

Article IX, Section 13 of the Alaska Constitution provides that "no money shall be
withdrawn from the Treasury except in accordance with appropriations made by law." Both
the federal law that authorized the tr? isfer of the railroad to the State and the Alaska
Railroad Corporation Act provide that revenue generated by the Alaska Railroad
Corporation shall be retained and managed by the Corporation for railroad and related

Response to Senate Trans. Cttee
February 20,1997 Page 3



purposes. See 45 U.S.C. § 1207(a)(5) (the Alaska Railroad Transfer Act of 1982) and AS
42.40.530 (the Alaska Railroad Corporation Act). Accordingly, revenues generated by
ARRC are not deposited in the State Treasury and are therefore not subject to the

Constitutional Appropriation requirement.

QUESTION NO. 6:

In 1996, ARRC reported profits in excess of $8 million. How is the $10 million subsidy
from the federal government accounted for? Without this subsidy, would the ARRC have

reported a loss for this period?

RESPONSE:

Grant revenue is recorded in the same period as expenses related to the grant. Grant
funds received but not yet expensed are recorded as deferred revenue on the balance

sheet.

Because grant revenue and expense are equal, the grant has a $0 impact on net income.
ARRC would have still reported the identical net income figure of $8 million. In other
words, the net income of $8 million reflects the results of railroad and real estate

operations only.

We would be happy to arrange for our external auditors, KPMG Peat Marwick, to explain
this accounting issue to any committee member. This money is administered by a Federal
Railroad Administration official who can confirm that all grant monies are controlled
separately from operational revenues and have no impact on the bottom line.

Response to Senate Trans. Cttee

February 20,1997 Page 4



SENATE TRANSPORTATION COMMITTEE'S QUESTIONS
FEBRUARY 20,1997

QUESTION NO. &

With regard to ARRC's agreement with the Flamingo Brothers Partnership to market and
extract gravel from ARRC's Anchorage property; How was this agreement arrived at? Was
this opportunity put out to competitive bid? How much gravel was extracted? How much
gravel was sold? Which Anchorage properly was the gravel extracted from? If you had
to do it all over again, what, if anything, would you do differently?

RESPONSE:

This agreement was developed in response to an inquiry by Flamingo Brothers as to
availability ofthe ground/resource. The request was for short term possession with intent
to remove the resource, thus the agreement was framed as a license and focused on the
value of the resource. The ground and the resource opportunity was not put out to bid. It
was negotiated to achieve"fair market value” under ARRC's statutes and real estate
policies. This process has been applied for resources elsewhere, for example at the
Usibelli mine, Note, this very same property and resource had been investigated by
another company four years earlier but had not resulted in an agreement.

There has been no gravel extracted to date, as there have been no fill projects In the port
area to which the gravel's disposal is limited. The Port of Anchorage, Northstar & Alaska
Petroleum Contractors all have fill projects pending which could use up this resource,
however, no gravel has yet been sold.

The resource will be extracted from the Government Hill biuff which forms the north edge
of the Anchorage rail yard. It is all ARRC property. Removing tho grave! will allow for
additional “train length" tracks to be added to the yard under ARRC's operations
improvement plans. Completion of this project will allow the Municipality's Hollywood Vista
project to remove gravel, revenue from which will benefit completion of this high public
interest project The net result will be a bluff which is terracad for greater geolechmcal

stability and a pleasing appearanco

Because this transaction was structured as a license, it was not presented to tho ARRC
Board for approval. ARRC has since changed its policies to cover permits and licenses
of high public interest. These now receive public notico and are submitted to the Board

for approval.

Response loSenate Trans Ctteo
February 20,1907 Page 1



How much land do you lease to Mapco? Is the land leased at fair market value? How was
the value determined? Can you estimate the difference between the lease value and the

Current fair market value, if any?

MAPCO has two leases with ARRC, both in the Anchorage port area. One lease is for
20.95 acres. It is leased at 9% of the land's appraised fair market value. The second is
for 6 25 acres. lItis leased at 6% under an old federal lease. Both leases are reappraised
every five years. Therefore there is little or no difference between lease value and fair
market on the first lease. There is the 3% difference in lease rate on the second, which
cannot be changed until the old federal contract expires.

QUESTION NUMBER 3:

With regard to the ARRC agreement with the Washington Corporation for the Whittier tlo «
in; What commitments did the ARRC make for this agreement? What long range

indebtedness, is there, if any?

BESE.QNS&

The ARRC has no agreement with the "Washington Corporation” for rail barge service
between Seattle and Whittier. Presently, rail barge service is provided by Crowley Marine
Services, Inc. ("CMS") at an annual cost of S12.5-S14 million under a contract that expires
in 1998. In anticipation of the expiration of the CMS contract, ARRC issued a request for
proposals ("RFP") for rail barge service in the Spring of 1996. ARRC received seven (7)
proposals from various water carriers In response to this RFP. In December, 1996 ARRC
determined that the proposal submitted by Norsk Pacific Steamship Company, Ltd.
("Norsk") was the most cost efficient and beneficial to ARRC. Norsk is wholly owned by
Dennis Washington. Norsk proposed to build two (2) articulated tug and barge units that
will provide weekly rail barge service from Seattle to Whittier. Norsk has offered 10 year,
12 year and 15 year term options. The cost of this service is approximately $9- S11
million per year depending on which option ARRC selects. At the present time, ARRC is
in the process of negotiating with Norsk and has not made any commitments to buy their
service.

Response o SmateTrans. Cize
February 20. 1997 Fege 2



In the event of an oil spill or major derailment, does ARRC have a plan in place to cover
the resulting costs associated with clean up, repair to rail lines and equipment, etc.? Ifa
major disaster occurred that was beyond the ARRC's ability to pay, how would costs be
covered? How does ARRC cover their liaoility?

RESPONSE:

ARRC has an Emergency Response Plan in place to address such events. The plan
contains detailed procedures for the mobilization of manpower and equipment resources
to address the immediate needs of protecting human life, as well as property and the
environment. With regard to clean-up costs, repairs, etc., as well as the more routine third
party liabilities, ARRC purchases liability insurance with limits of $25,000,000 after a
$5,000,000 deductible. If a single event were to exhaust those limits, a condition of the
policy allows for two free “relnslalements” of the limits, which in effect provides a
$75,000,000 limit for any one catastrophic event. To address losses of Its own property,
ARRC purchases insurance with limits of 525,000,000 after a 510,000,000 deductible.
Additionally, to address the deductibles and provide immediate cash in the event of a
catastrophe, ARRC maintains a standby line of credit in the amount of $10,000,000. The
line of credit is dedicated to addressing only insurance contingencies, and again acts as
a risk transfer vehicle much like an insurance contract.

An event of d major disaster that exhausted the limits cf insurance purchased by ARRC,
is problematical. In such an event, one source cf capital to address losses above “ARRC’s
ability to pay” Is the Federal Emergency Management Agency ("FEMA"). Because federal
laws are written to allow ARRC to apply for FEMA assistance in specific situations (i".
acts of God) FEMA has been successfully utilized in ARRC’s Risk Management program.
In the 1986 flood, damage to track, roadbed, and bridges caused an estimate S3 million
in damage. FEMA paid approximately $2.2 million of these losses.

QUESTION NO. 6:

Taking into consideration the Alaska Constitutional mandate on appropriations, how does
ARRC justify the expenditure of state funds without legislative oversight?

RESPONSE:

Article IX, Section 13 of the Alaska Constitution provides that "no money shall be
withdrawn from the Treasury except in accordance with appropriations mode by law." Both
the federal law that authorized the transfer of the railroad to the Stale and the Alaska
Railroad Corporation Act provide that revenue generated by the Alaska Railroad
Corporation shall be retained and managed by the Corporation for railroad and related

Response to Senate Trans Citze
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42.40.530 (Ihe Alaska Railroad Corporation Act). Accordingly, revenues generated by
ARRC are not deposited in the Stale Treasury and are therefore not subject o the

Constitutional Approorlatlon requirement.
QUESTION NO. 6:

In 1996, ARRC reported profits Inexcess of $8 million. How is the $10 million subsidy
from the federal government accounted for? Wirthout this subsiidy, would tho ARRC have
reported a loss for this period?

RESPONSE;

Grant revenue s recorded inthe same period as expenses related to the grant.  Grant
funds received but not yet expensed are recorded as deferred revenuo on the balance

geet.

Because grant revenue and expense are equal, the grant has a SOimpact on net income.
ARRC would have il reported the identical net Income figure of $0 millin.  In other
words, the net incomo of $8 millin reflects the results of railroed and real estate

operations only

We would be happy to arrange forour extermal auditors, KPMG Peat Marwick, toexplain
this acoountiing issue toany comittee member. This money is adninistered by a Federal
Railroad Administration official who can confirm that all grant monies are controlled
separately from operational revenues and have no impact on the bottom lire.

Respons# toSonata Tras. Ctee
FebrLary20,1897 Pigu 4
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Hash UNIt legistatre .o

State Capitol
Juneau. AKWXIfl -1 IK2
Phone (907) «166%3111

Senate hone Q0D AL

716 W 4thAve.Slc. 450
Athitorage. AK.99501:2133
Phone(907)25X-XIVJ
Fax(907)25X0%20

145 Main Street Loop
February 20, 1997 Keni, AK 99611

Pittnc (907) 2X3.7996

Feh (907) 2X\A075

Mr. William Sheffield
Alaska Railroad Corporation
PO Box 107500

Anchorage, AK 99510-7500

Dear Mr. Sheffield:

As you know, the Senate Transportation Committee will be hearing SB 42 -An Ad Related to the
AlaskaRailroadLand and Budget on Thursday, February 20 at 1:30 pm in the Butrovich Room.
Ifenacted this legislation will make two changes to the railroad and the corporation. The bill will
place the Alaska Railroad Corporation under the Executive Budget Act and itwill transfer land
not needed for rail operations to the Department of Natural Resources.

To assist the Senate Transportation Committee in our deliberations on this and other legislation
which may be introduced at a future date affecting the ARRC, we would appreciate obtaining the
input of the ARRC Board on the attached 6 questions on corporation agreements and policy.

I had planned to give these questions to you during our scheduled meeting thisweek in hopes
that you could present the answers to the Transportation Committee during the February 20
meeting. Itis indeed unfortunate that you had to cancel our appointment due to illness. Ifitis
not possible to provide the Committee with the answers to these questions by the time of the
February 20 Transportation meeting, Iwould appreciate receiving this information as

expediously as possible.

Should you have any questions or comments regarding the questions or this request, please feel
free to contact Lydia Jones of my staffat 465-6641 for assistance.

Thank you and I look forward to hearing from you in the very near future.
Sincerely,

(unr-
Senator Jerry Ward

cc: ARRC Board Members



Senate Transportation Committee Questions of the Alaska Railroad Corporation:

1L With regard to ARRC"s agreement with the Flamingo Brothers Partnership to market and

extract gravel from ARRC"s Anchorage property; How was t sagreement arrived at? Was this
opportunity put out to competitive bid? How much gravel was extracted? How much gravel
was sold? Which Anchorage property was the gravel extracted from? Ifyou had to do itall over

again, what, ifanything, would you do differently?

2. How much land do you lease to Mapco? Isthe land leased at fair market value? How
was the value determined? Can you estimate the difference between the lease value and the

current fair market value, ifany?

3. With regard to the ARRC agreement with the Washington Corporation for the Whittier
tie-in; What commitments did the ARRC make for thisagreement? What long range indebtness,

is there, ifany?

4. In the event of an oil spill or major derailment, does ARRC have a plan in place to cover
the resulting costs associated with clean up, repair to rail lines and equipment, etc? Ifamajor
disaster occurred that was beyond the ARRC*"s ability to pay, how would costs be covered?

How does ARRC cover their liability?

5. Taking into consideration the Alaska Constitutional mandate on appropriations, how
does AR C justify the expenditure of state funds without legislative oversight?

6. In 1996, ARRC reported profits in excess of $8 million. How isthe $10 million subsidy
from the federal government accounted for? Without this subsidy, would the ARRC have

reported a loss for this period?
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Before the committees

+ Governor Bill Sheffield, Chairman,
Alaska Railroad Corporation Board of Directors

+ Senator Johne Binkley, Board of Directors

+ Patricia Dunn, Vice President, Finance and Administration,
Alaska Railroad Corporation

‘Evan McKinney, Vice President, Maintenance, and Engineering

Order of presentation

+ Mission, objectives, historical background (Governor Sheffield)
+ Current business setting (Ms. Dunn)

+ Five-year strategic outlook (Mr. McKinney)

« Summary of legislative issues (Governor Sheffield)

EE0JINE SIMVARY

The Alaska Railroad is a professionally-run, self-sustaining railroad serving
ports and communities from die Gulf of Alaska to Fairbanks. Owned by

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

board of directors appointed by the Governor and confirmed by the 3

Legislature. @
0
0.

Under this management and ownership arrangement created and o

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

Southcentral Alaskas principal transportation corridor, retain 38,000 acres o;

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

needed to operate, maintain, and expand the line. 10
]

The Railroad is operated by professional railroad managers, requires no

subsides from the state treasury, and has no state employees. m



HSTGRCAL. OERBN

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 die focal point for the development of Anchorage
and die Matanuska Valley, the Interiors mining districts’link to ocean
transportation, a vital carrier of World War Il 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 die state’s oldest and most important pieces of

infrastructure for transportation and economic development.

Alaska control in the early 1980s die United States no longer considered die
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’ 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.



Purchase agreement The State paid the United States $22,271 million cash
for the Railroads track, rolling stock, and 38,000 acres of land. The
United States also retained $10,978 million in the Railroad% 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;

* Accountable to the Governor and Legislature through appointment

and confirmation of board members;

* Professionally operated by railroad managers who have the flexibility to

negotiate their own labor contracts with professional railroad workers;

* self-sustaining through retention of all profits generated by the

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 $102 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.

IVANACHVENT

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 Ofdirectors AS noted above, the Railroad is managed by a seven-
member board of directors appointed by the Governor and confirmed by

the Legislature.
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The board is configured, by lav/, so that:

+ At least one member has substantial railroad management experience;
+ One member represents the railroads 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 Railroads 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.
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Mr. Hatfield recently accepted a similar position with a railroad Outside.

The board is conducting a national search for a replacement.

Labor The labor force at the Alaska Railroad consists of -170 fulltime
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 Railroads 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 die state retirement and benefits system.

BLANESS

profit The Alaska Railroad earned more than $8 million in 1996, the lines
second straight year of record profit. Current projections estimate a 1997

profit of $7.3 million.
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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 Railroads financial records.

self-sustaining By law, the Railroad’ profits are retained by *he line and

reinvested in capital improvements, maintenance, and other ousiness

needs.



Because die Railroad — like odier rail lines — is a capital-intensive
business (locomotives, roadbed maintenance and repair, and odier 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 (real
estate, freight, and contract passenger car pulls) allow the Railroad to pay

for operations diat are important to Alaskans, but diat 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 dont support themselves.

Access to Capital The Railroad is a public/private hybrid, which gives die
corporation a variety of options for both operating and capital loans. In
addition to work widi lending institutions directly on traditional business
financing, the Railroad has options to issue bonds (widi 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

instalments.

Freight The health of die Railroad mirrors the health of the Alaska
economy. Fully 75 percent of the Railroad’ business is in hauling freight
such as gravel, oilfield supplies and chemicals, groceries and consumer
goods (linked to the Railroad’ barge connections to Seattle).

+ A diird of the Railroad’ freight revenue comes from hauling MAPCO

Alaska petroleum products from Nordi 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.

Passengerservice About 15 percent of the Railroads 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 tutal 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 no 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
corporations 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 provide the bulk of

the real estate revenue, along with revenue generated by the Whittier and

Seward docks, and various permits.

SAETY, MANTENANCE BENMRONVENT

The Railroads programs in these areas are a mix of solid, standard
industrial practice, and initiatives generated by specific public or

community concern.

safety Safety for employees, customers, and neighbors of the Railroad is
the lines principal operating priority. The Railroads 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-going, 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.
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well maintained We believe the Railroad's assets and roadbed arc in better
shape than they were at transfer, largely due to almost $100 million in

maintenance work and capital improvement under state ownership.

The Railroad spends $11 million a year on maintenance of 660 miles of
track, 192 bridges, 75 crossing signals, the roadbed, and other assets. An
additional $9 is invested in maintenance of the cars and locomotives.
Almost half of the Railroad’ fulltime workforce is primarily involved in

maintenance and repair.

This $100 million investment has come at no cost to the general
fund and lias required no state appropriations from the Legislature.

This money has come from the lines 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 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

« r'rre iucl $1.2 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, die 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 refir.ed products, but in hazardous

materials as well.

The Railroad also has an aggressive set waste management and reduction

policies intended to eliminate certain additions to die 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.
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FIVE-YEAR STRATEGIC OUTLOOK

A‘[ﬂ’ﬁf[f(fl’[f(r mCurrent projections suggest that 1997 net income

will be $7.3 million. This is a conservative figure that assumes freight
revenue and expenses to 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 $500,000.

NG/\B@M(E '[0 Wlmaad Grdl\(Iﬂ 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,

Girdwood and Seward will be upgraded, replaced, or added.

|\EN|(II]TU]V€ﬂGI 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.

Tlic Railroad w ill 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’ ability to make this

new investment.
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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.

|\BNtHg9£VIC€ The Railroad’ 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.

P(]'[amttﬁ(fa)hl]es 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.

W—tﬂmra" @Q(H’BIO”I 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 11lill.



mmml E‘)Q(HBI(I'I Three long-term opportunities for expansion are

developing:

+ Access to Kantishna via rail would cost more up-front than a road, but
would likely to 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% standpoint.

In all cases, expansion w ill occur when market conditions wi ill
support it, when communities and other public interests have their

concerns met, and when revenue from operations w ill support the

expanded line.

The Alaska Railroads 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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Alaska Raitlroad Corporation

1997 Projected Revenue

Sure: 1997Bdpt 12316



General Cargo and Carload Freight

1997 Projected Revenue

Intrastate 5%

TOFC 3%

Coal 8%

Petroleum 36%
Export Coal 11%

Jure: 197RMpEt /3B



Passenger Services

1997 Projected Revenue

North Express 31%

Pull Contracts

TurnagainArm 11%
(Anchorage to Whittier)

W hittier 14% Seward 7%

Sure: 1907BGE!  DAS
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Alaska Railroad Corporation
Five Year Capital Plan

Total

Project Description 1997 1998 1999 2000 2001
Ties and Ballast $7,750,000 $5,300,000 $5,300,000 $5,300,000 $5,300,000
Rail Replacement 1,150,000 1,350,000 1,350,000 1,350,000 1,350,000
Bridge Improvements 900,000 1,200,000 1,200,000 1,200,000 1,200,000
Slding & Track Improvements 0 755,000 1,134,100 1,452,400 200,000
Freight Terminal Improvements 900,000 600,000 1,300,000 700,000 0
Whittier Barge Slip 130,000 750,000 0 100,000 0
Equipment Replacements & Purchases:
Locomotives 0 0 22,000,000 0 0
Track 469,000 1,115,000 1,697,000 1,200,000 1,200,000
Maintenance Shop 328,500 1,169,000 1,520,000 704,000 94,000
Passenger 0 575,000 125,000 350,000 150,000
Transportation 150,000 430,000 180,000 750,000 750,000
Ervironmental 155,000 75,000 75,000 75,000 75,000
Fecility Improvements:
Maintenance Shops 55,000 500,000 500,000 500,000 500,000
Passenger Depots 739,600 1,141,600 486,400 0 0
Port & Dock 650,000 600,000 400,000 200,000 200,000
Real Estate 425,000 200,000 500,000 500,000 200,000
Automated Track Control System 4,000,000 0 0 0 0
Communications & Computer Technology Upgrades 994,000 500,000 1,000,000 1,000,000 500,000
Total New Capital Projects $18,796,100 $16,260,600 $38,767,500  $15,381,400 $11,719,000
1997 FRA Grant $10,000,000
Bank Financed $22,000,000
ARRC Internally Funded 8,796,100 $16,260,600 16,767.500 $15,381,400 11,719,000
$18,796,100 $16,260,600 $38,767,500 $15,381,400 $11,719,000



Assets
Cash
Accounts Receivable
Materials and Supplies
Other Current Assets

Total Current Assets

Road & Roadway Structures
Inventory - Rood Materials
Equlpment

Accumulated Depreciation

Construction In Progress
Land

Total Road E Equipment
Other Assets

Total Assets

Liablllties & Equlty
Short Term Notes Payable
A/P - Inter 1llne
A/P - Trade
Payroll Payable
Unearned Revenue
Current Portion, LT Debt
Other Current Liabilities

Total Current Liabilities
Long Term Debt
Def. Revenue, FRA Grant
Def. Revenue, Wishbone Hill
Environmental Claims
Post Retirement Med. Benefit
Total Llablllties
Equity
Investment - State of Alaska
Retained Esmlings

Total Equity

Total Liabilities & Equity

Balance Sheet as of DEC 1996

12/31/1996

4,813,735
11,160,062
3,345,833
317,695

19,637,325

72,869,195
1,268,520

41,863,015

46,131,089)

69,869,641
3,138,348
13,850,000

86,857,989
13,082,851

119,578,165

1,584,080
2,282,207
5,523,005
1,455,212
3,598,061

904,717

15,747,282
3,513,818
7,708,718

12,832,038
6,325,893

46,127,749

34,173,555

39,276,860

73,450,415

119,578,164

Page 1
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DEC, PRIOR YEAR

3,895,628
12,079,580
3,271,536
441,949

19,688,693
64,623,609
1,039,812
41,485,742
44,331,286)
62,817,877
838,726
13,850,000

77,506,603
15,934,781

113,130,077

2,402,269
2,051,240
4,471,200
1,220,255
4,952,576
1,434,067
16,531,607
14,114,776
12,125,360
4,916,721
47,688,464
34,173,555
31,268,057

65,441,612

113,130,076



Operating Revenue:
Freight
Freight Related
Dock
Passenger
Other

Transportation Services
Transportation
Passenger Services
VP & Staff
Freight Services

Operations
Mechanlca |
Engineer Ing
Operations Admin

Depreciation

General & Adminlstrative
Finance
Corporate Overhead
Exec & Board of Directors
Lega |

Total Operating Expense

Net Income from Operations

Other Income (Expense)
Real Estate Income
Real Estate Expense

Interest Income
Interest Expense

Other Inc (Exp), Net

Net Income (Loss)

Income Statement for the Month Ended DEC 1996

DEC, 1996
4,7113,5*13
82,508
16,187
28,%497
36,65*4
*4,907,389
1,271,051
66,878
169,*428
1,113,987
2,621,3*4%4
1,135,755
1,2*48,1470
117,151
2,501,376
533,617
20*4,71%4
218,*427)
205,995
196,956
391,238
6,047,575
1, 1*40,186)
*45%4,887
2,305)
*452 582

26,915)
38,233)

65,1*48)
387,%43*4
752,752)

YEAR TO DATE

61,690,979
556,399
1,169,122
10,59*4,323
500,221
7*4,511,0%4*4
15,253,2*49
2,690,957
2,107,3*40
1*4,75*4,178
3*4,805,72%4
8,793,422
13,007,003
1,513,319
23,313,7*4*4
6,089,907
2,602,523
436, 794
1,*473,532
1,782,236
6,295,085
70,50%4, *460
*4,006,58*4
5,%403,639
968,533)
*4,%435,106

*429,911
862,798)

*432,887)
*4,002,219
8,008,803

DEC, PRIOR YR

*4,775,191
10*4,1*47

*4'
86,666
72,825

5,072,950
1,206,1*43
62,076
158,696
262,691
1,689,606
1,0%4*4,016
1,309,112
99,191
2, *452, 319
522,173
2%42,222
27*%1,038)
1*4*4,516
171,369
28*4,069
*4,9*48,167
12*4,783
*478,622
10*4,230)
37*4,392

2,133
78,139)

76,006)
298,386
*423,169

YTO, PRIOR YR

'48,807, *420
356,339
1,085,956
9,7%49,206
273,505
60,272,%426
1*4,5*41,101
2,280,7%49
2,119,129
2,112,%461
21,053,*4*40
9,060,582
13,031,331
1,193,026
23,28%4,939
6,132,806
2,571,039
*406,337)
1,257,671
2,258,<111
5,680,78%4
56,151,969
*4,120,*457
5,25%4,*462
686,626)
*4,567,836

190,567
1,007,579)

817,012)
3,750,82*4
7,871,281
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Rep. Jeanette James Legislative Budget and Audit Comm ittee (907)694-4949

Rep. Gene Tlierriaull

T0: Senator Jerry Ward,Chair
Senate Transportation Committee
FROM: Senator Randy Phillips, Ch?ir |J
Legislative Budget and Audit Comm ittee
DATE: January 13, 1997
RE: Senate Bill 42

"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 otherwise acquired for

railroad purposes.”
Senate Bill 42 has been referred to the Senate Transportation Com mittee.

Please consider this as my formal request that Senate Bill 42 be scheduled before your

committee for an early hearing.

Ifyou have any questions or comments do not hesitate to call me at 4949. Your

cooperation is appreciated.



ALASKA STATE CHAMBER OF COMMERCE
Position 97-2

Privatization of the Alaska Railroad

WHEREAS, tiie 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
transportation 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 State 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 lax revenues to state and local governments

THEREFORE, BE IT RESOLVED thatthe Alaska State Chamber of Commera
urges the Administration of Governor Knowles and the Alaska State Legislatu
begin immediately the process of investigating the potential privatization of th



Railroad Corporation in order to promote the maximum amount of economic
development of Alaska’s resources for the overall benefit of Alaska's residents.

ADOPTED
1321
BY £*n
Pamela LaBolle Kathryn inomas'
President Chair, Board df Directors
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ALASKA STATE LEGISLATURE
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division of Legislati

ve Finance

P.0.Box 113200
Juneau, AK 99811-3200

FAX

January 28, 1997

Representative Terry Martin
House Finance Committee

Mike Greany, Legislative Fiscal Analy:
Division of Legislative Finance

Dave Tonkovich, Fiscal Analyst
Division of Legislative Finance

SUBIJECT: State Appropriations to the Alaska Railroad
At your request we've prepared a list of state appropriations to the Alaska Railroad:

SLAB84, Ch. 171, Sec. 319 (Department of Commerce and Economic Development)

Alaska Railroad Acquisition $22,271,000 GF
Alaska Railroad Capital Equipment and Improvements 6,000,000 GF
Railroad Working Capital Fund 4,900,000 GF

SLA90, Ch. 208, Sec 145

Locomotives, Rolling Stock, and associated equipment cost $9,000,00C
(Associated with Wishbone Hill Coal Project)

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

e/



110 STAT. 2962

CotTLIrf,

PUBLIC LAW 104-205—SEPT. 30, 1996

High-Speed Hail Trainsets and Facilities

For the Na\%al Ralroad PasEeng%r Cogporatlon $80,000, 8?|c/

to_remain aval e ynti] . September ursye pu
Prlvate E)artners Ps for hi hspee rai iralnaet ana maintenance
acility financing arrangements.

Railroad Rehabilitationand Inprovement Program
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exist as d as an suc uarantee ob ation is o é;
Proyided, TTat no B \y loan guarantee comm tments sha ema e
during fiscal year 189/

Next Generation Hioh-Speed Rail

For necess enses for Next Generation H|gh SPeed Rada

[

StUdleS corn 0?/ ﬁgnnlnoqo develo ment, e On F (?
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(HIGHWAY TRUST FUND)
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109 STAT. 446

PUBLIC LAW 104-50- NOV. 15. 1995

seq.) and 49 U.S.C. 24909, $115,000,000, to remain available until
September 30,1998.

Railroad Rehabilitation ana Improvement Program

The Secretary of Transportation is authorized to issue to the
Secretary of the Treuuury notes or other obligations pursuant to
section 512 of the Railroad Revitalization and Regulatory Reform
Act of 1976 (Public Law 94-210), aa amended, in such amounts
and at such times as may be necessary to pay any amounts required
pursuant to the guarantee of the principal amount of obligations
under sections 511 through 513 of such Act. such authority to
exist as long as any such guaranteed obligation is outstanding:
Provided, That no new loan guarantee commitments shall be made
during fiacal year 1996.

National Magnetic Levitation Prototype Development
*LIMITATION ON OBLIGATIONS)

(HIGHWAY TRUST FUND)

None of the funds in this Act shall be available for the planning
or execution of the National Magnetic Levitation Prototype Develop-
ment program as defined in subsections 1036(b) and 1036(dXI)(A)
of the Intenmodal Surface Transportation Efficiency Act of 1991,

Next Generation High Speed Rail

For necessary expenses for Next Generation High Speed Rail
studies, corridor planning, development, demonstration, and
implementation. $19,205,000, to remain available until expended:
Provided, That funds under this head may be made available for
grants to Suites for high speed rail corridor design, feasibility
studies, environmental analyses and track and signal improve-
ments.

Trust FI.N Share of Next Generation High Speed Rail
(Lie -JIDATION OF CONTRACT AUTHORIZATION)
(HICHWAY TRUST FUND)

For grants and payment of obligations incurred in carrying
out tha provisions of the High Speed Ground Transportation pro-
gram as defined in subsections 1036(c) and 1036(d)(1)(B) of the
Intermodal Surface Transportation Efficiency Act of 1991, including
planning and environmental analyses, $7,118,000, to be derived
from the Highway Trust Fund and to remain available until
expended: Provided, That none of tho funds in this Act shall be
available for the implementation or execution of programs the
obligations for which are in excess of $5,000,000.

Alaska Railroad Rehabilitation

To enable the Secretary of Transportation to make grants to
the Alaska Railroad, $10,000,000 shall be for capital rehabilitation
and improvements benefiting its passenger operations.

PUBLIC LAV

Rhode Is1™

For the costs associat
on the Northeast Corridor
Rhode Island, with sufficicn
freight cars, S1.000,000 to i
or its designee on a dollar
until expended: Provided,
tunds, tne Providence and
into an agreement with tb
or the Federal Railroad Ad:
up to the first $6,000,00C
action initiated by the P&
with Amtirak relating to thi
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freight operations.
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the National Railroad Pt
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vehicles for those officers *
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KSTIMATRS
1975 e . ?6.50»,000
1976 0
1977 e 000,000
1978 ¢ e J,000,000
1979 3.000.000
15»80 5,000,000
1981 10,840,000
1981 (Supp.) 2,000,000
1982 0,160,000
L T 0
1984 ........ 0

125

Aj*aska IUilkoad RkvoliVixg Fund

AJ"PKOPBIATIONS
1975........ . *6.031,000
1976 - e 9,000,000

1977 6,000,00(1
1978 - e e 3.000,000
1979 - 9,300,000
1980 . 8,500,000

1981 10.640,000
198L(SUPP-) -« <« e e e eeeeeeeaeeae 2,000.000
L OB 2 e 6,180.000
1983(2nd Cont. 1i€s.). .. nn.. ... 7.600.000
1984 . .ot 0



Martin> Houswe _billwould m a k e railroad give

e X cC e s s land to state

,By DIRK MILLER V=« j.; , ," .helped lead an effort to consider Railroad Corp., which ischaired by Sheffield said. "This would be the
The Associated Press' .selling the railroad, which the state former Gov. Bill Sheffield. Sheffield beginning of the end."

JUNEAU Frequent railroad bought from the federal govern- isalso the corporation®s acting chief The railroad made an $8 million
criticRep. Terry Martin isbehind a ement in 1985><That bill eventually " executive. profit last year, Sheffield said, and
bill that would require the Alaska .""passed the-Legislature in the final Sheffield said Martin 3 bill would about $5 million of that came from
Railroad tbhand over some of itsex—: days of the last session but was ve- cripple the railroad, taking away real estate deals,.. 1
cess land to the state. m; " .Ztoed by Gov. Tony Knowles. much of its profit-making ability The 525-mile railroad runs from

The bill, sponsored by Martin¥, /The new bill would leave lands and making it difficult to do busi— Seward to Fairbanks with a spur to
Legislative Budget and Audit Com — necessary for the railroad3 busi— ness without seeking legislative per— yhittier. Sheffield said the bulk of

mittee, "also.would put |the state- ness under .its control. Other lands, mission.

the railroad 3 lands are within towns

owned railroad’s budget under, lej* though, would be managed by the "We need the land to make the 4yong the lire, including Fairbanks
islative scrutiny! - Department of Natural Resources. " railroad pay. Right now, we couldn"t ’ ’
Last year, Martin, R-Anchorage, The railroad is run. by the Alaska exist without the real estate, = -Please see Patja.B-3, RAILROAD.

R A i LROADSTITIME®easu

Vi Continued from Page B-1

t~rchprag§.and,Whittier. e
Ppe*Ma'Ninssdid!Wd<'experts hired by the com--
Amittee last summer determined that the rail-
ftjoad had' about 36,000 acres of land, though it
fpnly needed some 22,0.00 acres. The’bill also
" Would holp speed up any uncompleted trans-
fers of land fiom the federal government,
Martin said.
Communities, are interested in acquiring
Some of the excess railroad(land, Martin said.
Over the summer, legislative auditors criti
Jicized the railroad 3 handling of the sale of
.gravel from some of the corporation$ lands
in *Anchorage. The railroad defended the
deal; calling the audit biased.

r

e goes after land

Martin said the bill grew out of his frus—
trations over the gravel sale and auditors™

, Trustrations over dealing with the railroad.
"f "It3 an overall desire to place them under

a little closer scrutiny, keep them mindful of
whose railroad itis,”said Randy Welker, leg—

islative auditor.

Martin said he expected the railroad toop —
pose the bill,which he said could be a prelim—
inary step to selling the railroad.

"It3 the only corporation we have that's
not under the executive budget act,” Martin
said.

"We have no control over what they Te
spending.”™ *

e The railroad legislation was filed In both
the Senate and the House this week.



ARR Financial Statement History

Operating Revenue
Operating Expenses
Income from Operations
Real Estate Income
Other Income

Interest Expense

Net Income

Passenger Revenues

Average # of Employees

Operating Revenue
Operating Expenses
Income from Operations
Real Estate Income
Other Income

Interest Expense

Net Income

1985
$57,092
$55,413
$1,679
$4,095
$1,920

($561)

szjaa
$4,344
668

Total
1991:1995

$292,659
$299,002

($6,343)
$19,516
$1,902

($6,296)

13.779

1986
$47,239
$54,264
($7,025)
$4,934
$1,719
($613)
($985)

$4,574

Total

1987
$45,457
$46,496

($1,633)
$4,821
$890

($1,661)

5833J12

$5,434

Total

1986:1995 1994-.1995

$553,540
$564,011

($10,471)
$41,359
$6,612

($13,366)

$24434

$112,126
$114,123
($1,997)
$8,509
$413
($2,264)

$4,661

1988
$51,207
$.48,898
$2,309
$4,438
$585

($.1,526)
$5,806

$5,601

1989
$55,065
$55,453
($339)
$3,932
$637
($1.204)
$2.977

$6,025

1990
$61,913
$59,904
$2,009
$3,718
$879

($2,066)
$4,540
$6,973

577

1991

$61,773

$59,630
$2,143
$3,592

$436

($1,729)

$4,442
$8,173

560

1992
$61,840
$62.427

($587)
$3,616
$509

($1,183)
$2.M9
$8,460

570

ox k.
$544
($1,144)

msm

$8,855

1994
$51,854
$57,974.
($3,147)
$3,941
$222
(%4,256)

($32.10)

$9,012

1995
$60,272
$56, .152
$.4,120
$4,568
$191
($.1,008)
$7,871

$9,749



January 28, 1997

Alaska Railroad Corporation

Financial Audits

e The financial affairs of the Alaska Railroad Corporation are audited annually by a public
accounting firm. The corporation typically receives a “clean” opinion on its financial

statements.

Performance Audits
e Alaska statute also requires the corporation to have an annual performance audit

conducted by arecognized railroad management expert. This audit isconducted presently
by Mercer Management Consulting and is presented to the Board of Directors of the

corporation annually.

Significant Special Audits

Ship Creek Redevelopment Follow-up. November 17. 1994

e This audit was conducted to follow up on the findings and conclusions we made in our
original review (1992) of this project. Several of the issues we initially raised appeared to
have been satisfactorily resolved. Our concern in this review was whether the
development would be successful.

e The redevelopment project had yielded little constmction to date. None of the four

centerpiece projects envisioned had commitments in place.

Anchorage.Gravel.Activities, _JulyJ,t.1996

e 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 of the

corporation.

e ARRC’s public procurement process was not followed. In the corporation’s opinion, the

gravel agreement was the disposal of real property, and therefore, not —Z%:-~ *- *

procurement rules. We believe it was acommodity sale that should have |

the provisions of those rules.

e ARRC’sreal estate leases are inappropriately offered on a “first come, first served” basis.

e ARRC sjustification ofthe project was unclear.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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e AHRC's lack of public process excluded the community.

e We recommended ARRC improve its monitoring of employee conflict of interest
disclosure statements.

mChena Landings Development.. August 20. 1996
e This audit reviewed ARRC’'s management of the development project related to utility

procurement, leasing, and public amenities.
e The utility project was delayed by planning and design difficulties.
e Request for proposal criteria and evaluation procedures were inadequate.
e The corporation lacked documentation regarding project development planning.

e Leases are not competitively offered; ARIR.C inappropriately uses a "first cotne, first
served” approach to leasing property.

Ongoing or Pending Audits
Alaska Railroad Corporation. Equipment Purchases/Disposals
Alaska.Railroad.Corporation. Real Estate Appraisal Methodology

Auditor Observations

The Alaska Railroad Corporation has been under the “legislative microscope” for the last few
years. The Audit Division has conducted five audits of the corporation since 1992 and has
one audit in progress and another pending. Of those seven audits, two deal with ralil
operations, and five involve the corporation’s management of real estate.

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

The Alaska Railroad Corporation finds itself in an unenviable position. On

operating under astatutory 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 UMSIO.V OF LEGISIATIVE AUDIT
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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 corporation 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 by
the board of directors should strive for the appropriate balance. In our opinion, we have seen
recent signs of improvement in this effort by the board, primarily through our contact with
the chairman. We are hopeful that the appointment of a new chief executive officer will
further foster these goals.

Without 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 of the Legislature. They are in no particular

order ofsignificance.

e 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.

e The corporation has shown a profit for the last two fiscal years (calendar year end). Total
net income for 1996(unaudited) and 1995 was $8.0 million and S7.9 million, respectively.
The net income from operations represented S4.0 million and $4.1 million, respectively.
Approximately half of the corporation's income is generated from management of its real
estate. The majority of this real estate is considered non-rail use property.

e A much talked about concern is deferred maintenance, however, little is factually known
about the extent or estimated cost of that maintenance. We believe that a serious
discussion needs to take place. It is possible, or even likely, that without the federal
funding auhorized the last two years ($10 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 of the amount of deferred

maintenance.

e An observation that is important to understanding the fragile nature of 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 fc
corporation’s revenue. The corporation’s existence is dependent on those n

e Through acombination of statute and corporation rules, the salary of 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 of matters of a

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDFT
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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 of the corporation to include an
analysis of potential sale arrangements whereby the corporation may be transfenred 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 that the
Board of Directors isnot interested in selling the railroad.

Statute requires the corporation to have an annual performance audit conducted by a
recognized railroad expert to assure that the railroad is being managed and operated
effectively and efficiently. There are two reports generated from this review. A
confidential report is produced for the use of railroad management. A public version of
the report 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 of the

perfo rmance report.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT



Martins3 House&e

By DIRK MILLER
The Associated Press

JUNEAU — Frequent railroad
critic Rep. Terry Martin is behind a
bill that would require the Alaslea
Railroad to hand over sbme of its ex-
cess land to the state.

The bill, sponsored by Martin’s
Legislative Budget and Audit Com-
mittee, also would put the state-
owned railroad's budget under leg-
islative scrutiny.

ifast yeur, Martin, R-Anchorage,

bill

would ma k e

helped lead an effort to consider
selling the railroad, which the state
bought from the federal govern-
ment in 1985. That bill eventually
passed the Legislature in the final
days of the last session but was ve-
toed by Gov. Tony Knowles.

The new bill would leave lands
necessary for the railroad's busi-
ness under its control. Other lands,
though, would be managed by the
Department of Natural Resources.

The railroad is run by the Alaska

railroad

give

Railroad Corp., which is chaired by
former Gov. Bill Sheffield. Sheffield
is also the corporation's acting chief
executive.

Sheffield said Martin’ bill wouid
cripple the railroad, taking away
much of its profit-making ability
and making it difficult to do busi-
ness without seeking legislative per-
mission.

“We need The land to make the
railroad pay. Right now, we couldn’t
exist without the real estate,”

e X CcC e s s

land to state

Sheffield said. “This would be the
beginning of the end.”

The railroad made an $8 million
profit last year, Sheffield said, and
about $5 million of that came from
real estate deals.

The 52S-mile railroad runs from
Seward to Fairbanks with a spur to
W hittier. Sheffield said the bulk of
the railroad's lands are within towns
along the line, including Fairbanks,

Please see Page B-3, RAILROAD



Rapist won Tsee

By DANIELLE NTON
Calv News

rtta-ka's newest Rhodes scholar wants his fa-
ther —convicted serial rapist Dr. Kenneth Ake
—to see tom graduate.from West Point this year.

In an e-mail message via the Intern?p on
Wednesday, Adam Ake asked Gov. J
Knowlesto grunt his father a leave from Hi*aud
Mountain Correctional Center, where tbe gyne-
cologist is serving ¢ 10-year sentence for raping
five of his patients on his examining room table.
He began serving the sentence in 1991

Tlie governor denied die request, Knowles
spokesman Bob King said,

Adam Ake la graduating first in his class
from tlie U-S. Military Academy at West Point
on May 31.

“1 desire greatly that (Ken Ake) be able to
share in the one last event that | will have aa

his son

graduate

a cadet,”" Ake wrote to the governor. "1 realise
that allowing a particularly notorious crimi-
nal like my father (to) enjoy the benefits of
special attention may draw you fire ..,

"nonetheless, 1 ask you as a fellow soldier,
paratrooper, and Alaskan to consider lids a
favor granted to me not my father.'l

King said hf called Adam Ake Wednesday
to relay the governor’s decision.

w'The governor commends ,Adam Ake for
his scholarship, source of Prlde to Alaska, .,
mid understands hir. need to 6harw a moment
of gt eat pride wilh his family," King said dur
ing a telephone Interview Wednesday. “How-
ever, as governor, he has to weigh that emo-
tion against the facta of the crime....

“Kenneth Ake is a serial rapist. It would be Ir-
responsible to allow such a sexual predator on
lIxj streets prior to completion Ofhis sentence"

r a i I r

Continued Irom Page B-1

Anchorage and Whittier.

.Martin said two experts hired by the com-
mittee last summer determined that the rail-
road bod about 36,000 acres of land, though it
only needed some 22,000 acres. The bill also
would help speed up any uncompleted traiio-
fcrs of land from (he federal government,
Martin said.

Communities are Interested in acquiring
some of Cheexcess railroad land, Mariin said.

Over the summer, legislative auditors crit-
icized the railroad's handling of the sole of
gravel firm some of the corporation's lands
in Anchorage. Tie rnUruod defended the
deal, calling the audit biased.

oad:Measure goes after

land.

Martin said the bill grew out of his frus-
trations over the gravel sale and auditors'
frustrations over dealing with the rnilreod.

'"Tt’s an overall desire lo place Ihem under
a little closer scrutiny, keep them mindful of
whose railroad it is," said Randy Welker, leg-
islative auditor.

Martin said he expected the railroad to op-
pose (he bill, which he said could be a prelim-
inary step lo selling the railroad. -«

"H’ the only corporation we have that's
aol under tbe executive budget act," Martin
said.

"Wo have no control ever what they're
spending."”

The railroad legislation was filed in both
the Senate and (he House this week.



JMaafea Js&ate “Ccgislatwie

Office af t"e "ecretar?

OFFICIAL BUSINESS JUNEAU. ALASKA 9S601-1182
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FOR YOUR IMMEDIATE ATTENTION

DATE: January 14, 1997
TO: Transportation Comm ittee
(Senator Ward)

Room 423

FROM: O ffice of the Senate Secretary

The Senate President has added/changed the referrai(s) on the following bill(s):

SENATE BILL NO. 42
“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 otherwise acquired for
railroad purposes; and providing for an effective date.”

Please give the bill file(s) and this signed note to the page delivering this message.

Thank you for your prompt attention.
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Sponsor Statement
SB 42

"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 an effective date."

The Alaska Railroad has been asymbol 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. W hile tne
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 (AMRRC) is the only state owned corporation not under the Executive

Budget Act (/IS 3707)

Senate Bill 42 will make two changes to the railroad and the corporation. The bill will place
the Alaska Railroad under the Executive Budget Act, and will transfer land notneeded for
rail operations to the state's Departmentof Natural Resources (DNR). After numerous
audit requests, OM B procurement investigations, and many Legislative Budget & Audit
Committee hearings spurred by concerned citizens, the LB& A committee recommended
and approved introduction of Senate Bill 42.

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 AS 3707
Under the 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 SB 42 will strengthen the financial integrity of the Alaska Railroad
Coiporation by securing sound procurement practices, strong financial management, and
sensible Alaskan resident plans for expansion and service.
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Other state 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 housing needs. Up 30% from four years ago, AHFC received a perfect score of
100% in the Federal DepartmentofHousing & 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. Itis estimated
ARRC only needs about 18,000 to 22,000 acres of land for rail operations and rights-of-way.
Under SB 42, railroad lands would be transferred from the Federal Bureau of Land
Managementto DNR, notto 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 loc'lgovernments like the City of Whittier, Denali Borough and the Municipality
of Anchorage. Currently, the City of W hittier is in dire need of land for expansion and
industrial growth, yet 4IRRC 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 anew road.

SB 42 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 partof Alaska's
economy and folklore. Consequently, SB 42 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. SB 42
will give Alaskans the ability to manage their railroad througn the system ofchecks and
balances only offered by a strong democracy and an open door policy.



The Alaska Railroad:
A Constitutional Responsibility of the Legislature

by Rep. Terry Martin

In a Point of View article in the February 6 edition of the Alaska Star, former
Governor Bill Sheffield gives us some of what the Italians call "la stessa
canzone™—the same (old) song-about the Alaska Railroad.

Il have been an advocate of privatizing the Alaska Railroad for many years,,
mainly because that was the intent of the Legislature and of the public at the
time of its purchase from the federal government in 1985. It is very clear that
the public expected the state only to be aconduit to receive the railroad from
the federal government and then to transfer it to private operation after a

given length of time.

Under the federal transfer act, the state was to operate the line for 10 years
before the lands could be transferred to any third party, an obligation we have
fulfilled. At the same time, under the state transfer act, the railroad was to
explore ways to privatize after five years.

After lengthy hearings and discussion of a number of audits on the railroad,
the Legislative Budget and Audit Committee approved the introduction of
legislation (HB 55 and SB 42) which does not seek to privatize the railroad,
but which does two things: itbrings the railroad under the Executive Budget
Act; and it directs that the land be transferred to the Department of Natural
Resources rather than the railroad.

First, the Executive Budget Act. In our deliberations over :he railroad in the
early 80s, it was decided to make the railroad a public corporation, but with
deliberately distant oversight by the Legislature. This has not worked. Our
experience, as a public oversight body, has been that railroad management
likes to consider itself a public corporation when it's convenient to do so.

W hen it passed the ARRC legislation in 1984, the Legislature went too far in
delegating its constitutional authority and responsibility to manage state
assets. The ARRC enabling legislation should be reviewed in a new light,
considering Article IX, sections 3,5,7,8,13 and 14 of the constitution. It's clear
to me that, while it wasn't the intent of the Legislature to violate these basic
provisions, it appears we have

Former Governor Sheffield emphasizes that the railroad is not a state agency.
But it enjoys many of the perks of a state agency, including an exemption
from paying corporate income taxes, municipal property taxes, and most fuel



taxes. All of its 113 cars and trucks carry exempt state license plates. These are
not direct subsidies from the state treasury, but they are costs that a private

company would have to pay.

But the railroad also wants to operate as a private business when that's
convenient, such as when the legislative auditor would like to look at their
books. Railroad officials have said that to put the railroad under the
Executive Budget Act would be "the beginning of the end of the railroad.”

Frankly, we heard the same complaints just a few years ago when the
Legislature iook steps to bring the Alaska Housing Finance Corporation
under the Executive Budget Act, which we did. Itdidn't hurt them a bit:
AHFC is healthier now than ever before. But the Legislature and the
governor have a much better handle on what AHFC is doing with the
billions of dollars of assets it controls.

Former Governor Sheffield also asserts the railroad makes money. What he
means to say is the real estate leases subsidize the rail operations. When he
claims a profit of "more than $8 million," it is pertinent to ask how the $10
million subsidy from the federal government is accounted for. Did the
railroad really lose $2 million? Or did they spend the federal money on
maintenance that would simply have been deferred otherwise?

The second provision of FIB 55/SB 42 regards the approximately 43,000 acres
of land that comes with the railroad. My initial thought was to transfer the
land to DNR, because that is the land management arm of the state. Lands
that are essential to railroad operations would continue to be controlled by
the railroad. However, lands that are not essential (and some are not even
remotely related) to railroad operations should be transferred to
municipalities, or the university, or sold to the people and businesses who
are leasing them, etc.

Here again, the Legislature cannot ignore its constitutional responsibilities in
Article VIII, sections 10 and 11, which require an open public process on the
leasing or disposal of state lands and protects the state's interest in mineral
rights, respectively.

For my par*, | believe it is our responsibility as legislators to look after a” of
the assets of the State of Alaska, to look out for the good ofa” of the people of
Alaska, and to make the tough decisions. | don't think any Alaskan,
including those who work for the railroad, should have any fear of
privatization.
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MEMORANDUM February 7, 1997
SUBJECT: Alaska Railroad Corporation (HB 55)
TO: Representative Terry Martin

Attn: Christopher Knight

FROM: Tamara Brandt Cook
Director N

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 aprovision dedicating revenue generated
by the railroad to railroad purposes. | am not convinced that a dedication of revenue,
however valid under Article 1X, 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 Coun. with approval and the court has specifically recognized that
money appropriated from AHFC must be counted as "available for appropriation" for
purposes ofapplying Art. IX, sec. 17. relating to the budget reserve fund. (Hickely. Cowper.
874 P.2d 922 (Alaska 1994) footnotes 1l and 23) This conclusion of the court necessarily



Representative Terry M® m
February 7. 1997
Page 2

presupposes that the legislature does, indeed, have the power to make appropriations from
AHFC's unencumbered assets. |f 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.

TBCpl
97-030.plm

Enclosures
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April 24, 1985

APITOL
11

Hon. Al Adams, Chairman ONE: 4

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: 386-463-85

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 1s a state agency with the power to incur
indebtedness if repayment is secured by pledging revenue earned
from AHFC enterprises. See Alaska Const, art. 1IX, 811. The
pledge 1s 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 reappropriate the unencumbered and unobligated balance
of an existing appropriation. See Inf. Op. Att"y Gen. (Sept. 26;
366-132-81). The legislature 1is 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 1innocent third parties. Based on these principles, we
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conclude that the unexpended and unobligated balance of an appro—
priation to the AHFC revolving fund may be appropriated for pur—
poses unrelated to AHFC.

We next turn to the more difficult question of whether
the 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-

(1) appropriations from the legislature;
(2) assets transferred there by AKFC; and

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

The assets of the revolving fund are transferred to separate
funds when necessary to satisfy covenants made with bondholders.-
Amounts remaining in the fund do not secure specific bond 1issues
of AHFC and remain unrestricted for use by AHFC "for the purposed
of the ecorporation.”™ Id.

The answer to your question- turns on whether the re—
volving fund 1is within the state treasury or, failing that, 1
the fund 1is an asset of the state which may be appropriated b
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 Che state treasury.”
Rather, the revolving fund i3 an asset of AHFC. In a recent ap-~
propriation Act, the legislature has specifically appropriated to
the AHFC revolving fund interest earned on Jloans made or pur—
chased by AHFC on deposit in the fund. See sec. 1, ch. 129, S
1984. This was done to remove any question that AHFC had improp—
erly dedicated an unrestricted revenue source of the state for c
special purpose in violation of the dedicated fund prohibition
set out in section 7, article IX of the 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 chat 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. We believe chat 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-.
cion. However, money earned from investments or assets of the
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fund have customarily been considered a state asset which may be
transferred and deposited into the general fund.

e 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 1is often described as plenary. That 1is, 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 Californiad 603 P.2d 277 (Cal. 1960);
City of Sand Springs v. Department”of Public Welfare, 60S P.2d
11j9, 174B (Okla. 19o(fj~ Absent 1| specific prohibition 1in the
Alaska Constitution against appropriating assets of an executive
branch agency held outside the state treasury, we .believe that
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 eunrestricted assets of a public corporation. To deny
this power would establish an entity capable of segregating unre—
stricted scate 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
that there 1is a contrary 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,
313 N.E.2d 382 (Mass 1977); Opinion or the Justices, 136 N.E.2d
223 (Mass 1956). This means that the directors of AHFC must be
certain that an appropriation of corporation assets will not jeo—
pardise 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
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appropriate the asset but also amend the enabling Act of AHFC to.
assure bondholders that an impairment of their security will not
occur. Under this approach, a valid transfer of assets requires
not only an appropriation from the AHFC revolving fund but also
an amendment to AS 18.56.020 which provides authority for AHFC to
transfer unrestricted surplus to the general fund. */ Authoriza--
tion by general law for the transfer of assets of public corpora—
tions has been used in the past. In 1980, the legislature trans—
ferred the assets cf the Alaska State Development Corporation (ASt
44.59.010), the Small Business Development Corporation (AS 44.--
60.020), and the Alaska Toll Bridge Authority (AS 44.57.010) to-
the Alaska Industrial Development Authority. Sec. 42, ch. 106,"

SLA 1980. The transfer was made not in an appropriations bill,;
but in a bill proposing the enactment of general law, It is cur-r
ious to note that no corresponding appropriation was made. This-

approach 1is consistent with another familiar adage of public fi-*
uar.ce law that appropriation bills may not be used to amend sub-*

rgued that AS 18.56.020 implie:
transferred to the state treasury only upon termination. Because:
an appropriation -cannot amend existing law, a transfer from thej
fund before dissolution of AKFC would be subject to question.

While we believe that a direct appropriation of surplus:*
AHFC assets 1is legally defensible, to avoid any question as tOf3
the validity of a transfer appropriation, we recommend that the*
legislature al

(@)) enact an amendment to AS 13.56.020 authorizing.”
interim transfers of unrestricted surplus assets of AHFC to;
the general fund;

(2) provide that the board directors shall annually3
cetenmine the amount of surplus available for transfer; and ;2

*/ AS 18.56.020 provides:

ALASKA HOUSING FINANCE CORPORATION. The
Alaska Housing Finance Corporation 1is a public
corporation and government instrumentality within
the Department of P.evenue, but having a legal ex—
istence independent of and separate from the
state. The corporation may not be terminated as
long as it has bonds, notes or other obligations
outstanding. Upon termination of the corporation,
its rights and property pass to the state.

310
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€)) appropriate the assets from the fund to the general

fund in accordance with ihe transfer authorization.

We hope this memorandum has answered your questions.

Sincerely yours,

NORMAN C. GORSUCH
ATTORNEY GENERAL

Janies L. Baldwin
Assistant Attorney General

JLB/pjg
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By: James L. Baldwin
Assistant Attorney General

Luann Cutler, on your behalf, has requested our opinion
whether revenues of the Alaska Railroad must be appropriated be—
fore expenditure. Under the provisions of the Alaska Railroad
Transfer Act (45 U.S.C. 81207 -- 45 U.S.C. 81214), "revenues
generated by the state-owned railroad shall be retained and man—
aged by the state-owned railroad for railroad and related pur—
poses.” 45 U.S.C. 81207(a)(5)-

This constitutes a dedication of revenue mandated by
federal law. Even .if a revenue source is dedicated for a specif—
ic purpose, amounts may not be expended by an agency within the
executive branch from that revenue source unless appropriated by
law. Alaska Const, art. IX, 83 12, 13; see also, Kelley wv.
Hammond, C.A. No. 77-4, 1st Jud. Dist. (Alaska 1977). The 1impor—
tant distinction o" a ysdidly dedicated revenue source is that
money may not be expended for a purpose other than the Alaska
Railroad, not necessarily that the money may be expended without
appropriation.

We acknowledge that if the railroad®s function 1is as—
signed to a public corporation which is established as a politi—
cal subdivision of the state, an argument can be made that rail—
road revenue 1iIs not a part of the state treasury, much the same

as the revenues collected by municipal corporations. If this
view 1is adopted in Alaska, railroad revenues could be expended
without appropriations. To date, this view has been repudiated
at tue superior court level. Kelley v. Hammond, C.A. No. 77-4,

1st Jud Disc. (Alaska 1977).

We hope this opinion answers your question.

JLB/cg
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Division oflegislative Finance

P.O.Box 1132CO
Juneau. AK 99811-3200
(907) 465-3795

FAX (907) 463-4885

January 28, 1997

Representative Terry Martin
House Finance Committee

FROM: Mike Greany, Legislative Fiscal Analy:
Division of Legislative Finance

BY: Dave Torkovich, Fiscal Analyst
Division of Legislative Finance

SUBJECT: State Appropriations to the Alaska Railroad
At your request we Ve prepared a list of state appropriations to the Alaska Railroad:

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

Alaska Railroad Acquisition $22,271,000 GF
Alaska Railroad Capital Equipment and Improvements 6,000,000 GF
Railroad Working Capital Fund 4,900,000 GF

SLA90. Ch. 208, Sec 145

Locomotives, Rolling Stock, and associated equipment cost $9,000,000 Railbelt Energy
(Associated with Wishbone Hill Coal Project)
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Alaska Railroad Corporation

Financial Audits
e The Financial affairs of the Alaska Railroad Corporation are audited annually by a public
accounting firm. The corporation typically receives a “clean” opinion on its financial

statements.

Performance Audits

e Alaska statute also requires the corporation to have an annual performance audit
conducted by arecognized railroad management expert. This audit isconducted presently
by Mercer Management Consulting and is presented to the Board of Directors of the

corporation annually.

Significant Special Audits

Ship Creek Redevelopment Follow-up. November 17. 1994

e This audit was conducted to follow up on the findings and conclusions we made in our
original review (1992) of this project. Several of the issues we initially raised appeared to
have been satisfactorily resolved. Our concern in this review was whether the

development would be successful.

m The redevelopment project had yielded little construction to date. None of the four

centerpiece projects envisioned had commitments in place.

Anchorage Gravel Activities. July 3,.1996
e 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 of the

corporation.

e ARRC’s public procurement process was not followed. In the corporation’s opinion, the
gravel agreement was the disposal of real property and therefore, not subject to its
procurement rules. We believe it was acommodity sale that should have been subject to

the provisions ofthose rules.

e ARRC s real estate leases are inappropriately offered on a “firstcome, first served” basis.

e ARRC ’sjustification ofthe project was unclear.

- 1-
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e ARRC’s lack of public process excluded the community.

e We recommended ARRC improve its monitoring of employee conflict of interest
disclosure statements.

Chena Landings Ps.Ygl.op.mgnt. August2 (L Ifigfi

e This audit reviewed ARRC’'s management of the development project related to utility
procurement, leasing, and public amenities.

e The utility project was delayed by planning and design difficulties.
e Request for proposal criteria and evaluation procedures were inadequate.
e The corporation lacked documentation regarding project development planning.

e Leases are not competitively offered; ARRC inappropriately uses a “first come, first
served” approach to leasing property.

Ongoing or Pending Audits
Alaska Railroad Corporation. Equipment Purchases/Disposals
Alaska Railroad Corporation. Real Estate Appraisal Methodology

Auditor Observations

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

During the interim, the Legislative Budget and Audit Committee also pursued a greater
understanding of the corporation and its assets. We believe that it is important that the
Legislature understand the operation of the corporation and be aware of issues that impact its
operation. The Legislative Budget and Audit Committee appear 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 DIVISIN OF LEGISLATIVE AL"DFT
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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 corporation 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 by
the board of directors should strive for the appropriate balance. In our opinion, we have seen
recent signs of improvement in this effort by the board, primarily through our contact with
the chairman. We are hopeful that the appointment of a new chief executive officer will
further foster these goals.

Without 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 of the Legislature. They are in no particular
order o fsignificance.

e 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.

e The corporation has shown a profit for the last two fiscal years (calendar year end). Total
net income for 1996(unaudited) and 1995 was $8.0 million and $7.9 million, respectively.
The net income from operations represented $4.0 million and $4.1 million, respectively.
Approximately half of the corporation’s income is generated from management of its real
estate. The majority of this real estate is considered non-rail use property.

e A much talked about concern is deferred maintenance, however, little is factually known
about the extent or estimated cost of 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 ($10 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 of the amount of deferred

maintenance.

e An observation that is important to understanding the fragile nature of 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% of the
corporation’s revenue. The corporation’s existence is dependent on those two customers.

e Through acombination of statute and corporation rules, the salary of 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 of matters of a

ALASKA JTATE LEGISLATURE DM3ION OF U-GLSUTtVE ALDIT
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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 42.40.26"j(b) requires the annual report of the corporation to include an
analysis of 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 that the
Board of Directors is not interested in selling the railroad.

Statute requires the corporation to have an annual performance audit conducted by a
recognized railroad expert to assure that the railroad is being managed and operated
effectively and efficiently. There are two reports generated from this review. A
confidential report is produced for the use of railroad management. A public version of
the report 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 of the

performance report.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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MEMORANDUM January 20, 1997

SUBJECT Sectional Summary ofSB 42; 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
otherwise acquired for railroad purposes. (SB 42)

TO: Representative Terry Martin
Attn: Chris Knight

FROM George Utermohk”

Legislative Counsel

You have requested a sectional summary of SB 42; 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 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 itselfis the best statement of its contents.

Section 1 of the bill amends sec. 1(b), ch. 153, SLA 1984 to expand the purposes for which
the State 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 itsown name and real property on behalfofand in
the name of the state.

Section 5 of the bill amends AS 42.40.285 by adding anew subsection to provide that the
State of Alaska may not exchange, donate, sell, or otherwise convey itsentire interest in land
acquired under the federal Alaska Railroad Transfer Act or otherwise acquired for the
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railroad purposes of the Alaska Railroad Corporation, unless the disposal isapproved by the
legislature by law.

Section 6 ofthe bill amends AS 42.40.350 toprovide that the State ofAlaska, acting through
the Department ofNatural 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 1is available for selection by and conveyance to
municipalities under AS 29.65, if the legislature approves the conveyance by law.
Unreserved rail land isto be managed by the Department ofNatural Resources.

Sections 8-11 of the bill amend AS 42.40.360 and 42.40.370 to provide that the Alaska
Railroad Corporation may request the Department ofNatural 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
Corporation may acquire land by eminent domain only on behalfofand in the name of the
State of Alaska.

Sections 13 -18 of the bill amend several sectionsofAS 42_.40 to conform to changes made
by other provisions of the bill and to clarify that title to land used or acquired by the Alaska
Railroad Corporation is held by the State of Alaska.

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

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 ofAS 37.25.
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Section 7,2 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 Railroad Corporation is to prepare its first
budget under AS 37.07.

Section 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
97-02l.jdr
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Kathryn Thomas, Chair

Alaska State Chamber of Commerce
ArcTech Services, Inc.

PO Box 3005

Kenai, Alaska 99611

Dear Ms. Thomas:

| am writing to tell you how much | appreciate your interest and the State
Chamber's interest in the Alaska Railroad. As the railroad is an asset of the
Alaska public, | believe that a broad-ranging debate over its disposition is
appropriate at this time.

| would like to thank the State Chamber for its recently-adopted resolution
urging the Governor and the Legislature to go forward with the process of
investigating the privatization of the railroad. This is the kind of direction
we as state officials need as we seek the proper relationship hetween the
Alaska Railroad and the public it serves.

| think it would be appropriate to comment on the letter sent to you on
December 27, 1996, by Bill Sheffield, the Chairman of the Board (and now
acting CEO) of the Alaska Railroad Corporation. In my view, his letter is
laced with disinformation intended to diminish support for the State
Chamber resolution on the Alaska Railroad.

Mr. Sheffield states that tire railroad isnot a "state agency.” This depends on
how one defines what a state agency is. It is true that the ARRC isnot a line
agency of the state, with a commissioner sitting on the Governor's cabinet,
such as is the Department of Pish and Game. Itis, however, apubls*
corporation of the state, wholly-owned by the people of Alaska, an

the people of the state are ultimately liable. This means that if a tr

Mapco fuels derails and spills its contents into the Nenana River,

for the clean-up does not stop at the ARRC, but will come back on the state

treasury.
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Mr. Sheffield asserts that the railroad "does not take a subsidy from the state...
not a single nickel from the state treasury since the purchase 12 years ago."
Again, on the surface this statement seems to be true however, last year,
Senator Stevens was successful in obtaining $10 million in federal money for
the railroad. In addition, the railroad is sitting on a 1990 appropriation of $9
million (now $12.8 million with accrued interest) for rail cars for the
Wishbone Hill coal project. At some future date, the railroad may be
authorized to use this money; it would have to bhe considered a state subsidy.
Additionally, the railroad, as a state entity, is exempt from the taxation a
private company in its place would have to pay, including corporate income
taxes and local property taxes. If this doesn'tamount to asubsidy, what would

ithe?

Mr. Sheffield states that the railroad makes money. Even ARRC officials
acknow ledge that the land management side of the railroad is where the
money is made, subsidizing the railroad operations. One has to question how
much greater subsidy would be required if the railroad was addressing all
deferred maintenance and replacement of aging facilities.

Finally,  would like to briefly review for you the legislation the Legislative
Budget and Audit Committee has introduced. House Bill 55 and Senate Bill
42 (copies enclosed). These hills are identical as introduced and seek to
accomplish two things: First, to bring ARRC under the Executive Budget Act
(AS 37.07), so that the Governor and the Legislature will have a greater hand
in determining the annual budget of the railroad. | recognize that at the time
of the state's acquisition of the railroad it was the recommendation of the
transfer commission that legislative or state management and oversight be
kept to a minimum and at a distance. Unfortunately, distant oversight has
not worked, as the Legislative Auditor and the State Ombudsman have found
out as they have conducted audits and investigations of the railroad over the

past several years.

The second goal of the legislation is to have the title to the railroad lands,
about 36,000 acres, transferred to the Department of Natural Resources, rather
than to ARRC. It would then be our intention that ARRC continu

those lands (between 18,000 and 22,000 acres) necessary for right-of-

operation and maintenance of the railroad. However, excess acrea]

not needed for railroad operations, should be made available to th»
municipalities in which it is located.
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| hope this letter has helped to make clear my views on the Alaska Railroad.
As you areprobably aware, | have been a longtime proponent of privatization,
of the railroad, as was the sentiment expressed by tire majority of Alaskans
who spoKe out on the issue prior to the state's acquisition of the railroad in
1985, At this time, however, | think itis our responsibility, as public servants,
to get a handle on the railroad, which will allow us to understand what we
have and what we can do with it. And if privatization becomes a viable
option later, that will be fine, too.

Please feel free to share this letter with any of your members whom you
choose. Also enclosed you will find a copy of the four-page executive
summary and transmittal letter of the interim report of the 1983 Alaska
Railroad Transfer Advisory Commission, the first recommendation of which
is in favor of privatization, and a copy of the evaluation notes submitted to
the Legislative Budget and Audit Committee by Evan Allen and Arnold Tesh
last August, which lay out today's alternatives for the railroad.

If you have any questions regarding this issue, please contact me in Juneau at
465-3783.

Best regards,

enclosures



ALASKA RAILROAD corporation

Corporate Address: P.0. Box 107500, Anchorage, Alaska 99510

P
327 W. Ship Creek Avenue, Anchorage, Alaska 99501 «

Kathryn Thomas
PO Box 3005
Kenai, AK

December 27,1996

-DesrKathrynf"* " S L

As you may he aware, the chamber recently adopted a resolution concerning the Alaska

Railroad submitted by the lobbyist representing Montana Rail Link. As chairman of the
board of directors for the Alaska Railroad Corporation, | would like you to keep in mind
three important points as we come into this Legislative session;

* The Alaska Railroad is not a stateagency;
« The Alaska Railroad does not take a subsidy from the state;
«-The Alaska Railroad makes money.

In 1995, the Railroad earned an $8 million profit In 1996, expect the line will earn
more than $7 million. W e have been able to do thatby providing good service, using
professional railroad management, and aggressively using our assets to increase
revenues. We accomplished all this without taking a nickel — not for operating, not for
capital, not for labor contracts or benefits - nota single nickel from the state treasury
since the purchase 12 years ago. Our employees arenot stateworkersand arenotpartof
the state retirement system. Our labor contracts are in place, long-term, and
independent of the state employee unions.

The Alaska Railroad is managed by abhoard of Alaskans. The operators are professional
railroaders. The money the railroad makes is earned in Alaska, and stays in Alaska.
Our balance sheetis rock-solid, and we have excellent access to capital for expansion.
The bottom line is thatthe railroad is safe,profitable, professional, and Alaskan.

Very truly yours,

Bill Sheffield.
Chairman of the Board
Alaska Railroad Corporation



ARR Financial Statement History

Operating Revenue
Operating Expenses
Income from Operations
Real Estate Income
Other Income

Interest Expense

Net Income

Passenger Revenues

Average # of Employees

Operating Revenue
Operating Expenses
Income from Operations
Real Estate Income
Other Income

Interest Expense

Net Income

1985
$57,092
$55,413
$1,679
$4,095
$1,920

($561)
$7,133
$4,344
668

Total
1991:1995

$292,659
$299,002
($6,343)
$19,516
$1,902
($6,296)

$8,779

1986
$47,239
$54,264

($7,025)
$4,934
$1,719

($613)

(2.8)

$4,574

Total

1987
$45,457
$46,490Q
($1,033)
$4,821
$890

($1,661)
$3.QJ2

$5,434

Total

1986:1995 1994-.1995

$553,540
$564,011

($10,471)
$41,359
$6,612

($13,366)

$24134

$112,126
$114,123
($1,997)
$8,509
$413
($2,264)

£4.661

1988
$51,207
$40.Q9S
$2.309
$4,438
$585

($.1526)
25,306

$5,601

1989 1990

$55,065 $61,913
$55,453 $59,904
($388) S2.0Q9
$3,932 $3,718
$637 $879

@E.20.49  ($2,066)
22977 $4,640
$6,025 $6,973
577

1991
$61,773
$59,630
$2,143
$3,592
$436

($1,729)
$4,442
$8,173

580

1992
$61,840
$62127

($587)
$3,616
$509

($1,189)
$2649
$8,460

570

1994

$51,854

$67,97.1

($6,117)

$3,941

$544 $222
G1,1.14)  ($1,256)
($2673)  ($3,210)
$8,855  $9,012

* e
t
1995
$60,272
$56,152
$4,120
$4,568
$191
($1,008)
$ M j.

$9,749

k,



ALASKA STATE LEGISLATURE
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division ofLegislative Finance

P.0.Box 113200
Juneau, AK 99811-3200
2907; 465-3795

FAX (907) 463-4885

MEMORANDUM

DATE: January 28, 1997

T0: Representative Terry Martin
House Finance Committee

FROM: Mike Greany, Legislative Fiscal
Division of Legislative Finance

BY: Dave Tonkovich, Fiscal Analyst
Division of Legislative Finance

SUBJECT: State Appropriations to the Alaska Railroad
At yourrequest we've prepared a list of state appropriations to the Alaska Railroad:

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

Alaska Railroad Acquisition $22,271,000 GF
Alaska Railroad Capital Equipment and Improvements 6,000,000 GF
Railroad Working Capital Fund 4,900,000 GF

SLA90, Ch. 208, Sec 145

Locomotives, Rolling Stock, and associated equipment cost §9,000.00C ..
(Associated with Wishbone Hill Coal Project)



Al-aska Rajiaoad Revolving Fund

125
ESTIILVTES
1975 - oo $6,500,000
1976 <. 0
1977 e i.000,006
1978 . 3,000.000
1979 < 3.000.000
T 5.000.000
1HL  m e 10,640,000
1981 (SUPP-)=eveeeeennnn - ...2,000,000
1982 o 6,160,000
1983 e 0

AiYHO PRIATIONS

1975 oo, e ettt $6,031,000
1976 oo oo ettt 9,000,(MX)
LY A e 8,000,000
LY S 3.000,000
19T oot 9,300,000
1980 ... 8,500,000

1981 e, 10.640.000
1981 (SUPP.) ccevvrerenie = correesiiieeeeneresessens 2,000.000
1982 oo s 6,180.000
1963 (2nd Cont. 1tas.) coonvnvienins 7.600.000
1984 .o S e 0
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PUBLIC LAW 104-205—sepT. 30, 1996

High-Speed Rail Trainsets and Facilities

For the National Railroad Passenger Corporation, $80,000,000

to remain available until September 30, 1999, to pursue public/

rivate partnerships for high-speed rail trainaet and maintenance
acility financing arrangements.

Railroad Rehabilitation and Inprovement Progranm

The Secretary of Transportation ia authorized to issue to the
Secretary of the Treasury notea, or. other obligations pursuant to
section 612 of the Railroad Revitalization and” Regulatory Reform
Act of 1976 (Public Law 94-210), as amended, in such amounts
and at such times as ma¥ be necessary to, paP/ any amounts required
pursuant to the guarantee of the principal amount of obligations
under aections 511 through 513 of such Act, such authority to
exist os long as any such guaranteed obligation is outstandlrcllg:
Provided, That no néw loan guarantee commitments shall be made
during fiscal year 1997.

Next Generation Hioh-Speed Rail

For necessary expenses for Next Generation High-Sp Rail
studies, corridor _planning, development, demonstration, and
implementation, $24,757,000, to remain available until expended:
Provided, That funds undor this head may be made available for
grants to States for tgl]gh—speed rail corridor design, feasibility
Studies, environmen analyses, and track “and signal
Improvements.

Trust Fund Share r? Next Generation High-Speed Rail
(LIQUIDATION Of CONTRACT AUTHORIZATION)

(HIOHWAY TRUST FUND)

For grants and payment of obligations incurred in carrying
out the pr—-vieions of the High-S Ground Transportation pro-
gram aa rafined in_subsection* 1036(c) and 1036(dXIXB) of the
mtermodal Suifaca Transportation Efficiency Act of 1991, includin

lanning and environmental analyses, $2,856,000, to be derivet
g)(()prgn(%g Highway Trust Fund and to remain available until

Alaska Railroad Rehabiutation e

To enable the Socre of Transportation to make grunt* to

the Alaska Railroad, $10,000,000 shall be for capital rehabilitation

and improvement* benefiting Its passenger operations.

RHODE ISLAND~KalL DEVELOPMENT

For the coats aarcdaUd with construction of a third track
on the Northeast Corridor between Davisville and Central Falls,
Rhode Island, with luffident clearance to accommodate double stack
freight can, $7,000,000 to be matched by the State of Rhode Island
or ita designee on a dollar for dollar baa. ind to remain available
until expended: Provided, That aa a condition of accepting such
funds, the Providence and Worcester (P&W) Railroad shall enter

PUBLIC LAW

into an agreement with t!
or the Federal Railroad Ac
up to the first $13,000,00
action initiated b%{ the pit
with Amtrak relating tothe
Davisville sad Central Fail
freight operations.

Grants to the Nation™

Tc enable the Secrets
the National Railroad Pa
US.C. 24104, $665450,02
of which $342,000,000 she
for mandatory passenger i
%halt be for Capital impro
his haad for capital imp
before July 1, 1997; Provid
appropriated shall be used
vehicle* or for the hire
employee, other than the
the lease of passenger mot
while in official travel stati

FEDERAL TT

Adult

For neoe**azy admin?
Administration’ program :
United States Code, $4141

F

For necessary expense
531L and 5336, to remair
Provided, That no more
shall be available for th
the funds provided undei
than $400,000,000 may
49 U.S.C. 5336(d): Provid *
ing assistance provided i
areas of lea* than 20000>
five percent of th* amour ”
eligible to receive undleé .

thi .
th;
ra. -
lei

n
ties when the Iimitatiorz i
operatingin the area.

»iso-m-t cw>
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PUBLICLAW 104-50- NOV. 15, 1996

49 US.C. 24 11 t ' ilaole until
e%ze?nngergo,lgg%. 909, {115,000,000, to remain availaole unti

Railroad Rehabilitation act Inprovement Progranm

The Se retar ofTrans ortation is aut onzed to issue to the

Secretar %h reasur &tes o[ other obl tlonﬁ Pursua t 10
sectlo 0 t Ral road evitalisation aH eﬁ]ua Retorm
Act o lic Law 942 as amende suc amount
an atsuc t| es as ma¥ saryto pa“any amou [ une
Bursuant to the %aran e 0 amoun | tlons
nder se?tlons 5 throu h 51 of s ch ct suc aut |
eX|st as org as an suc uarantee ation 1S o g
rouudcft. at now/ loan (uarantee cumm crncnts sha ema e
during fiscal year 1

National Magnetic Levitation Prototype Development
(LIMITATION ON OBLIGATIONS)

(HIGHWAY TRUST FUND)
None of the qus In th|s Actshall be avallable for the ]olanmng

or execution ofthe atlogalnMSaJ%rSlgtgﬁOIh%wltStlg{g rot %Je \19)?,&

ent program
g} rnean(”]cermogal Surface Transportation E |ency Act 0 1991

Next Generation High Speed Rail

For necess r enses for Ne t Generati n High SPeed Rai

studjes, CoIri o rh(_b evelopment, on tra da

mp Iemen |on $1 to rem |n ava Iab ntl '1 ed:
nder 'th |s ea e made avafjeaSIe for

Provided, fu
glr’g\ﬁltae t0 States r}OI’ F CO ridor de3|3

S bilit
tud{gs environmenta naI;P an track and signal |mpr0vey

Trust Fund Share op Next Generation High Speed Rail
(LIQUIDATION OF CONTRACT AUTHORIZATION!

(HICHWAY TRUST FUND)
For rants and _paym nt o 1ons |n urred in carrymg

t
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Prannln] an envnonme a an a
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Alaska Railroad Rehabilitation
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PUBLIC LAV

Rhode IsI-

E r the cost aasomat

ot ee sa)nrt eat su trIICI(():F
frelg*htcars 510
or | em%nee on a dollar
? J ded: Provided,
unds, the Providence, and
Into da_agreement with -
or the Fe eraI Ra| road Ad:
ug first 6000 0C
t|on |n|t|ated b %‘

with n“ tot
avisville a ent al F
reig toporatlcms

Grants to the Nation/

(INCLUDE
ble ihe S« r*

na
US. a?ﬂi& AL 1
W at30 000,000 ahi

6 OorﬂySI %sﬁsen OeSTi

Ercap tal' rove
e tra er 1h ﬁ
Provig frther
men %not he %e
furnl er. That none 0 ta
far ease or purc ase 0
0 veh|c e0 Liera 0rs o%|
H Fe }or those otripcers-
FEDERALT
ADMI
0 necessary admin

F
Adm |H|strat|ons rograr
United States Code, $42,C

Forne sary expetu
I
ﬁall;ubo av%\?lbged undL
e ua g0 R IS mey
ed

>0



£O£PdR.nTi0rts" -ffywei,
© ®

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 governmentfunction of the State.

PUI‘pOSGI The board is responsible for the management of the corporation to provide safe,
efficient, and economical transportation to meet the overall needs of the State.

Board Meetings: The board meets at least once every three months. The chairman or a
majority of the members of the board may call other meetings of the board as necessary.

Board Membership: The board consists of the commissioner of the Department of
Commerce and Economic Development, the commissioner of the Department of
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:

) one member of the board shall be a person who has at least 10 years of experience
in railroad management; aperson who isnot a resident of the State may be appointed

under this paragraph;

(@) one member of the board shall be or have been an executive official of a United
States railroad and shall be selected in accordance with any requirements under 49
U.S.C. (Interstate Commerce Act); a person who isnot a resident of the State can be

appointed under this paragraph;
©)) at least one member shall be from each judicial district directly served by the Alaska

Railroad;
@) one member shall have at least five years experience as an owner or manager of a

business in the State; and
G) one member shall be an employee who isamember of a bargaining unit representing

employees of the corporation.

ALASKA STATE LEGISLATURE DIVISICN OF LEGISLATIVE AUDIT



Alaska Railroad Corporation

Enabling statutes entitle the Alaska Railroad Corporation’s (ARRC) governing hoard to per
diem and travel allowances as authorized by law for members of state boards and
commissions as established by the AAM. The applicability of these travel policies and
procetduresI 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 heen given statutory authority to establish its own internal travel policies and
procedures. ARRC’s executive director is both an ARRC employee and a member of its
governing hoard.

Compliance with internal policies and procedures

ARRC has developed a comprehensive set of travel policies and procedures. A review of
individual travel expense reports has shown that except for two specific areas, ARRC has
complied with their corporate travel policies and procedures. The two specific areas we
noted were the purchase of full fare coach tickets without ‘squortlng_epranatllon and
reimbursement of laundry expenses in excess of that allowed by ARRC policy. Specifically
ARRC procedures require all full fare tickets, except those hetween ncho_ragze an

Fairbanks, have an explanation of why it was necessary to purchase the full fare instead of
a reduced fare ticket. 'Additionally, ARRC procedures allow the reimbursement of laundry
expenses only when they are incurred on trips of more than three nights.

Compliance with the State’s Alaska Administrative Manual

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

e Pre-approval: Travel by the board, specifically the Burpose and estimated costs, did
not receive prior approval. ARRC did not obtain from the Department of
Administration pre-apgroyal of lodging costs greater than $200 a night, Additionally,
no E)re-apprpval was obtained from the Office of the Governor for foreign travel. The
AANI Prowdes for several levels of pre-approval depending on the destination,
associated costs, and the types of travel expenses requested for reimbursement. Pre-

approval of travel is a control to ensure that the purpose of travel and estimated cost

IS reasonable and necessary.

e Cost limitations: Standard ARRC procedure is to reimburse meals and lodging based
on actual costs incurred. The AAM requires travellers be paid a standard meal

22—
ALASKA STATE LEGSLATURE DVSON CF LEGLSLATIYB ALDIT



_ reimbursing for actual meal expéﬁﬁses unless travel is to a
foreign country. Further, AAM permits the reimbursement of actual lodging cost only
when it can be demonstrated that estimated lodging costs combined with *he 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 of travel expense reports showed that it Is common practice
for ARRC’s to pay the full coach rate for airfare. The AAM requires travel be
accomplished by the most direct and efficient means possible. Travellers are directed
to procure discounted airfare whenever possible.

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

Reimbursement for costs associated with questionable travel

We question whether certain travel costs incurred by ARRC were for a demonstrable public
P_urpose. While some questions relate to the underlglng necessity of an entire tryl\P’ others are
imited to specific travel costs allowed by ARRC. "See Recommendation No. 4 in the
Findings and Recommendation section of this report.

Examples of specific tiavel 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 of a
spouse only for an approved husiness purpose and with advance written approval of the
executive director. In March 1991, the executive director, in @ memorandum to the board
chairman, requested _anrovaI for his wife to accompany him to the National Frelght
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. Additional Y the federal tax consequences should be thoroughly reviewed
by the corporation to ensure that spousal expenses are reported correctly.

Further, the cost/benefit nature of some travel by ARRC is unclear. Sp_emflcalcljy, We
question the attendance by the executive director, another corporate executive, and their
spouses to the semi-annual NFTA conferences. These conferences are 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
unches. These events are catered and
Pald for by the corporation.  The
uncheons are intended to promote open
communication between senior
management and line  employees.
ARRC should re-evaluate henefits
derived from employee ?roup birthday
luncheons to confirm that these benefits
exceed their related costs.

ARRC corporate policies require tokens
of 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 with ARRC’s basic policy that
attending a funeral is inherently personal
in nature and the cost in this case should
not have been borne by ARRC.

Corporate entertainment policies
ARRC has established policies and

r

I >
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TRANSPORTATION ASSOCIATION |- m= "¢
0.1

% (NFTA>.ia a group of about 300 transportation ?
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primarily of sbdalevents such as tennis and golf. M
V-ARRCpaid for the executive director and. Hiswife 5
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over $16,700 for its executive director and spouse
to attend the NFTA conferences. We found 3
lodging ~costs £ associated™ with vthe NFTA
conferences to Be .exceedingly high. Nightly .;
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procedures permitting entertainment expenses.

Entertainment costs such as meals and refreshments may be submitted for

reimbursement only when business directly related to, or associated with,

essential ARRC business 1is conducted during the meal or event. To be

reimbursable:

A. There must be actual conduct ofbusinessfrom which theARRC expects

to derive more than a goodwill business benefit 0R

B. The entertainment must be in the nature of compensation for services or a

prize to non-employees.

The business entertaining must occur ina place or in surroundings conductive

to a business discussion and must involve a substantial and bona fide business

meeting. Expenses must not be lavish or extravagant. Report details of all

business entertainment expenses on the back of the expense form. The
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Additionally, upon pre-approval by the executive director, ARRC policies Fermlt an
employee to entertain at liis/her home residence. Entertainment and business meal expenses
were commonly incurred in conjunction with the executive director and board member travel.
ARRC’s hoard of directors and executive director incurred over $3,100 in business meals and
over $4,400 in entertainment costs in conjunction with travel. Examples of entertainment
related expenses include, in part: golf fees, meals including alcohol, and hosting involving

foreign travel.
Use of legislative lobbyist bv ARRC

While 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 of ARRC money, assets, or property of the
corporation to be used for political activities. However, the statute does allow hoard
members and employees to communicate with and appear hefore committees of Congress,
the legislature, and municipal governing bodies in connection with matters directly affecting

the corporation.

The use of corporate assets for business meals attended bg ARRC employees, legislators, and
a lobhyist appears to be in conflict with AS 42.40.705. ARRC should establish clearer
uidelines for what costs can be incurred when “communicating” with the legislature.
dditionally, while the statute provides for board members and employees to communicate
with and appear before the legislature, it does not provide for corporate assets to pay for
non-employees. As aresult, it appears the use of corporate funds to pay for the services of
a registered lobbyist is in violation of AS 42.40.705.
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Alaska Railroad Corporation
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 of state boards and commissions. Alaska Statute 39.20.180 requires that
members of state boards and commissions adhere to travel policies and procedures adopted
by the commissioner of the Department of Administration as established by the AAM.

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

Pre-approval: The AAM provides for several levels of pre-approval dependin? on the
destination, associated costs, and the types of travel expenses reques ed for
reimbursement.  ARRC procedures do not require any formal approval for board

travel.

e Cost limitations: The AAM requires travellers be paid a standard meal allowance in
Elace of reimbursing for actual meal expenses unless travel is to a foreign _countrg'.
urther, AAM permits the reimbursement of actual Iodﬁlng 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
Iod%lng expenses represent the most economical accommodations available. Standard
ARRC procedure is to reimburse meals and lodging based on actual costs incurred.

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

airfare whenever possible.

[> cumentation: The AAM requires receipts for all individual expenses in excess of
$15 and limits the reimbursement of unreceipted exlpenses to $30 per trip. ARRC
requires receipts for only those expenses whose total exceeds $25 per day.
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ARRC’s corporate Policies are %enerally less restrictive than thoge in the AAM.  While 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 estahlish the procedures necessary for processing board
travel expense reports in compliance with the State’s AAM.

Recommendation No. 4

QR_RC should limit travel expenses to only those necessary to conduct official ARRC
usiness.

A review of 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 of the State. Unreasonable costs inclue
ni htIY fodglng costs associated with the NFTA conferences that ranged from approximately
$370 0 over $600. Costs incurred as a result of spouses attending NFTA conferences are

both unnecessary and unreasonable.

The Alaska Constitution provides that public funds be used only for a public purpose.
ARRC mana?emen_t,_ as custodians of the public’s funds, is responsible for admlnlsterln? 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 of the corporation.

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

ARRC management believes the travel costs identified above were ne_cessarY and reasonable
and, therefore, represent valid corporate expenses. We believe that this conclusion by ARRC
management does not give sufficient weight to |Imltln§i the use of coHJorate 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 limit the use of 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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ALASKA RAILROAD corporation

Corporate Address: P.0. Box 107500, Anchorage, Alastea 99510
327 W. Ship Creek Avenue, Anchorage, Alaska 99501

VIA FACSIMILE AND EXPRESS MAIL
December 28, 1994 EXECUTIVE FFICES

S T AT

Rar:dy S. Welker

Legislative Auditor

Divisioi' of Legislative Audit

Legislative Budget and Audit Committee

Alaska State Legislature

P.O. Box 113300

Juneau, Alaska 99811-3300 LEGISLATIVE AUDIT

Dear Mr. Welker:

Thark 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 ("ARRC'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 ARRC as if it were a State line agency. As you are aware, ARRC
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 0T the financial and legal obligations
of the corporation. To that end, ARCA exempts ARRC 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 ARRC 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. ARRC 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.
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Letter to Mr. Welker
December 28, 1994
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Compliance with the State's Alaska Administrative Manual ("AAM")

Your statement that the ARRC has not complied with the statute requiring its board
members to follow the AAM's travel policies and procedures incorrectly assumes that
the AAM applies to ARRC. First, the legislature intended to exempt ARRC from all of
the provisions of Title 39 wnich includes the state travel regulations. See AS
42.40.710. This is readily apparent because the State does not pay for ARRC travel
as it is required to do so for other state agencies. See AS 39.20.110 et seq.

Second, the corporation's governing statute, AS.42.40.050(b), specifically provides that
appointed members of the board are “entitled" to per diem and travel expenses
authorized by law for state boards and commissions, but if does not set a maximum
amount or incorporate the AAM procedures by reference. Any suggestion that the
Department of Administration or any other office, none of which have knowledge or
expertise in railroad administration, should opine on the appropriateness of a board
member's proposed travel flies in the face of logic. This is especially so in light of the
exclusive authority over ARRC finances vested in the Board by ARCA and, also, the

lack of any legislative appropriations to the corporation.

ARRC has provided the entitlement authorized by ARCA to its directors, and does so
through its own internal travel policy and procedures which were established shortly
after incorporation. Full reimbursement of director expenses is made from funds
generated by the corporation, not from appropriated monies.

Your report also states that it is common practice for ARRC to pay the full coach rate
for air fare. This is inaccurate, because the ARRC has always attempted to obtain
the best fare available. Many of the trips cited in your report were for short periods of
two or three days in the middle of the week without a Saturday night stop-over.

Most airline fare structures require a Saturday night stop-over to obtain the lowest
possible fare. Without a week-end stay, the rate increases substantially. The busy
schedules of ARRC directors do not always allow an opportunity for an individual to
stay additional days to accommodate the Saturday night requirement.

Recommendation No. 3

As discussed above, we believe the reimbursement of actual expenses to our
directors does not violate any statute since AS.42.40.050(b) merely establishes a
minimum level of "entitlement” to per diem and expenses and does not prohibit ARRC

from providing full reimbursement.

Our internal travel procedures allow for reimbursement of expenses when adequate
justification is provided that travel is necessary, the expenses are reasonable, and
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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 practices.

Recommendation No. 4

We agree that ARRC 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 ARRC'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 ARRC in both money and time for the
same 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 ARRC 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 ARRC's employment of a registered lobbyist to
communicate with the legislature on ARRC's behalf on matters affecting the
corporation "appears” to violate the ban on political activities found in AS 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 ah
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, AS 42.40.705 specifically grants ARRC the authority to engage in "lobbying"
types of activities. Since ARRC 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 ARRC has no employees based
in Juneau, it is much more cost efficient for ARRC 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 t» comment on the draft report. We hope the
information contained in this letter assists your staff in understanding the unique
position of ARRC under its governing statutes.

cc: ARRC Directors



LEGISLATIVE BUDGETAND AUDITCOM M ITTEE
Division oflegislative Audit

P.O. Box 113300
Juneau, AK 59811-3300
(907) 465-3830

January 5, 1995 FAX (907) 465-2347

Members of 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)

A ADC stated that its internal audit of travel-related transactions occurred prior to notification
of our audit. Per our review of AADC’s internal audit, documents were revised beginning
approximately July 6, 1994. While our on-site review of AADC board member and
executive director travel did not occur until August 8,1994, an engagement letter announcing
the purpose of our audit was mailed to AADC Tuly 1, 1994. Since AADC’s internal audit
of travel commenced in July and an engagement letter was mailed to AADC July 1, 1994,
we concluded that AADC’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 will 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
“ARRC does not operate on appropriationsfrom the State treasury. ARRC also opines that
exclusive authority over ARRC finances, including travel expenses of its board, rests with
ARRC’s board of directors and again sites the lack of legislative appropriations to the

corporation.

We recognize that the originating statutes exempt ARRC from a number of 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
of the corporation are owned solely by the State. Therefore the residents of Alaska and
certainly the legislature, which represents the residents of 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 of the corporation as awhole. It is under this basic premise that our audit
reviews the travel expenses of 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 of 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 of AS 39 do not apply to employees of the
corporation. - (emphasis added)

We recognize that this passage exempts the enpioyees 0f the corporation from the State’s
general travel guidelines. However, ARRC’s board members, with the exception of Robert
Hatfield Jr., who also serves as CEO, are not employees of the corporation and do not fall
under this exemption. Further, the board of directors is explicitly tied to state travel
guidelines by Alaska Statute 42.40.050(b) which reads: <4n addition to compensation under
(a) of this section, an appointed member of the board is entitled to per diem and travel

expenses authorized by law for state boards and commissions. *7

As established in the Background Information section of the audit, members of state boards
are entitled to reimbursement of 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 of 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 of reimbursement for travel related expenses and does not prohibit ARRC
for paying more than the travel provisions of the State’s Administrative Manual permit. We
disagree with the interpretation that the word entitle sets a minimum level of reimbursement.

The Blacks Law Dictionary sixth edition defines the word entitle as <<o qualify for; to

furnish with proper grounds for seeking or claiming. 7

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

We have also reviewed ARRC’s position that the use of a lobbyist does not violate the ban
on political activities found in Alaska Statute 42.40.705. In light of 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 of ARRC assets
for political activities. Further, we continue to be unable to reconcile the expenditure of
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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 of Revenue to the Department of Commerce and Economic
Development effective July 1, 1994. We acknowledge that the recent transfer of
administrative authority has led to the strengthening of controls over most of the issues

identified in the report.

Legislative nuuuor
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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,
W hittier, 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 for use ofoperating 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 atable 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
W hittier (City) 600 n/a 4,325 291
Municipality of 1,251,620 927 494,976 2,629
Anchorage
Matanuska- 16,056,576 1008 64182 9,775
Susitna
Denali 8,192,000 unavailable unavailable 8,716
Nenana 5,440 n/a n/a 264
Fairbanks North 4,711,040 1,681,607 1,498,522 454
Star
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

Crown

Moose

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

A substantial portion ofthe reserve is developed to support the export ofcoal. 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 of 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 aportion of the reserve for a passenger track and depot facility.

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.

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 asecond ice-free port for South
Central Alaska during World War n. 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 of
W hittier 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 of Engineers and the ARRC to
expand the small boat harbor to support tourism and small fishing industry.

Valdez

The 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.
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MUNICIPALITY OF ANCHORAGE

(MOA)

City/Borough Total Area Federal State ARRC
Municipality of 1,251,620 927 494,976 2629
Anchorage

Portage

The bulk ofthe Portage reserve is now wetlands as aresult of the subsidence following the
1964 earthquake. The existing filled lands are an operating reserve 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 of the highway through the Palmer flats and mitigation
wetlands for Lynden Inc. in the Anchorage port area. Portage represents alarge portion of
ARRC’s wetlands bank.

Anchorage

Anchorage is, of 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 ofthe yard, are the petroleum storage tank facilities owned by ARRC’s
customers and served by the Port of 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 of the yard, are industrial
properties that have been developed by ARRC. The Port of Anchorage and ARRC’s freight
facility handle 80% ofthe goods shipped to Alaska.

South ofthe 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 A X theater, restaurants, and other creek front development. Little ofthe Anchorage
reserve remains undeveloped. The redevelopment and port areas are in the process of being
improved or enhanced by projects such as the coastal trail which has completed adesign study
to be located along Ship Creek connecting downtown, Government Hill, and Mountain View.

Engle River

This property is approximately one third the size of 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 of 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 of property, the additional area
in Birchwood would permit relocation of ARRC’s main line leaving property better
configured to support expansion o fthe Birchwood airport and related activity.



#
MATANUSICA SUSITNA BOROUGH

City/Borough Total Area Federal State ARRC
Matanuska- 16,056,576 1,008.27 64,182.26 9775
Susitna

Talkeetna

Curry

A significant portion of the Talkeetna reserve lies in the flood plain or riverbed of the
Talkeetna and Susitna rivers. ARRC has worked with Talkeetna Chamber of Commerce to
provide suflBcient 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.

The Curry reserve is the historical mid-point of 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
of the railbelt tourism network. The balance of this property could then be subdivided to
provide rural recreational sites.

Hurricane

Hurricane remains one of the best opportunities for continuing to support tourism growth
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 e ARRC
Denali 8,192,000 unavailable unavailable 8716
Healy

Clear

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 of this reserve are
leased directly to Usibelii Coal Mine as part o f their active mining operation. Usibelli also
leases a portion ofthis reserve as a residential subdivision which provides housing sites for
its employees. Healy also has arail yard that supports the local and export coal hauls.

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

In 1993, ARRC evaluated this site as a po.“ntial site for a regional landfill in response to
problems Fairbanks, Denali Borough, and smaller railbelt communities had in meeting EP A
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

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



® -
FAIRBANKS NORTH STAR BOROUGH

City/Borough Total Area Federal State ARRC
Fairbanks North 4,711,040 1,681,607 1,498,522 454
Star

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 ofthe yard on the
Chena River is the location o f the new passenger depot and a hotel, RV park and other related
tourism development.



Governor Bill Sheffield
Pouch A
Juneau, AK. 99811

Senator Jalmar Kerttula
President, Alaska State Senate
Pouch V

Juneau, AK. 99811

Representative-Joe Hayes

Speaker, Alaska House of Representatives
Pouch V

Juneau, AK. 99811

Gentlemen:

Enclosed herewith 1is the Interim Report of the Alaska Railroad Trans—
fer Advisory Commission. This report is the product of ten months of
public hearing, deliberation, and intensive analysis of the alterna—
tives- for management and operation of the Alaska Railroad after trans—
fer from the federal government has been accomplished.

The Commission, met a total of nine times in Anchorage, Fairbanks and
Juneau; ; The Comnission listened to over fifty hours of public testi-
ntony from individuals and groups from literally every corner of the
State of Alaska. In addition, we have analyzed almost 1,000 pages of
documents and submissions from interested individuals and groups.

In fulfillment of our legislatively mandated duties, we hereby for—
mally tender this report to you for your consideration during the

coming months as the transfer of the Alaska Railroad approaches. We

hope you will find it helpful not only for the specific recommendation

it contains but as a source of information about the wishes, desires

and hopes of the people of the State of Alaska.

It should be mentioned that not all Commission members share each and
every view expressed within this document. The combination of the
change in State Administrations and the convening of the State Legi—
slature made it difficult for the public officials on the Commission
to attend all sessions. In many cases, the views expressed in the
Interim Report.represent an attempt by the Commission to summarize for
your consideration consensus opinions heard again and again during
public testimony. We feel this provides you with the full benefit of
this information as it was expressed to us.

On behalf of the entire commission, | would like to thank you *-
opportunity; of serving the people of the State in this most in
and worthwhile endeavor.

Very truly yow.rs.

A.
Alaaiva i\all mau 1l ansiCr nuvisory Commission



EXECUTIVE SUMMARY

The Alaska Railroad Transfer Advisory Commission mol: ¢
total of nine times in Anchorage, Fairbanks and Juneau. The
Commission listened to over fifty hours of public testimony and
heard from over fifty individuals and groups regarding all
aspects of the transfer of the Alaska Railroad from federalL to
state control. This Executive Summary 1is a compilation of the
major policy recommendations of the Commission and a list of
specific changes pending state legislation which the Commission

feels are most important.

I- POLICY RECOMMENDATIONS OF THE COMMISSION

1. The railroad should eventually he owned and/or opera—
ted by private industry. Almost unanimously those testifying
before the Commission felt strongly that it was iIn the best
interests of the people of the State of Alaska and the best
interests of the railroad to plan for the eventual transfer of
the ownership and/or operation of the railroad to private

industry.

2. Plans for expansion of the railroad should begin
immediately. The Commission recommends the immediate prepara—
tion and filing of five right-of-way applications: (1) to
Delta, (2) to Canada, (3) to Kenai, (4) to Beluga, (5) to
Tanana and Kobuk/Ambler.

3. The railroad should cooperate with local governments.
The Commission urges the State not to compete with local gov—
ernments in the operation of railroad-related facilities, such
as ports, which are historically operated by local governments.

4. The railroad should expand into connecting services hy
contracting with private enterprise. The Commission urges that
the policy of the Alaska Railroad should be that, to the maxi—
mum extent possible, expansion should occur by contracting
private enterprise and hy not competing 1In a service area pre—
viously provided by private industry.

5. The interim operation of the railroad should he con—
ducted hy an 1independent authority under a separate department
on a temporary basis. The Commission feels that the short term
management of the railroad is critical to the overall -—-
the railroad and the state.- Therefore, the Commission
mends the creation of an independent authority under a
department of state government on a temporary basis as
for in Article 111, Section 22 of the Alaska Constitut.



6 State oversight of the railroad should he kept at a
minimum. The Commission recommends that: only the bare minimum
ot oversight consistent with.good public: policy he provided tor
in the legislation and that the- legislation specifically pro—
vide Cor a public process so that policy determinations made by
the board are based upon adequate public 1input.

7. Alaska railroad mineral rights should be preserved.
The Commission recommends that any authority or private opera—
tor of the railroad should he able to utilize all suhsurCace
resources and railroad land Cor railroad purposes without any
restriction as to ownership or use oC those resources which
might otherwise be applicable under existing state law.

B. Additional appropriation Cor the Commission. The
Commission Ceels that to adequately fulfill its legislative
mandate hetween the date of this interim report and the final
transfer of the Alaska Railroad to the State, an appropriation
in the amount of $75,000.00 is essential. This amount will
provide the Commission with the ability to hire the necessary
staff and iIncur necessary operational expenses so that a final
report can he prepared.

11- SPECIFIC RECOMMENDATIONS FOR CHANGES
TN PENDING STATE LEGISLATION

In the body of the report, the Commission makes numerous
recommendations for specific changes in SB10, pending state
legislation accepting transfer of the railroad. However, 1In
this Executive Summary the Commission would like to call
attention to a few specific matters which it considers to he
critical.

1. The Commission urges that a seven-member board of
commissioners be established for the railroad authority.
Balanced geographic distribution for the hoard 1is critical and
the Commission recommends that at least two memhers he from
areas served hy the railroad north of Windy Pass and at least
two from south of Windy Pass.

2. If consistent with law, the Commission recommends that
the*Commissioner of Transportation and Public Facilities be a
non-voting memher of the authority.

3. The Commission recommends that a representative from
the employee bargaining units and the general manage
Alaska Railroad be non-voting members of the hoard c
Commissioners,



4. Consistent with federal legislation, all bargaining
agreements should he honored and maintained for a period of
time until renegotiation can be accomplished smoothly and
without disruption of rail service.



