


A L A S K A  S T A T E  L E G I S L A T U R E  

T R A N S P O R T A T I O N  C O M M I T T E E

April 24, 2006

C o m m i t t e e  M e m b e r s
Senator Huggins, C ha irr 'an  
Senator Cowdery, V ice -C h a ir  
Senator Therriault 
Senator Kookesh 
Senator French

State Cap ito l, Room  417 
Juneau A K  99801-1182 

907-465-3878 
Fax: 907-465-3265

To:

From:

Subject:

All House Members 

Senator Charlie 

SB 308 -  AK

SB 308 “ An Act authorizing the Alaska Railroad Corporation to issue revenue bonds to finance 
rail transportation projects that qualify for federal financial participation; and providing for an 
effective date,”  passed from House Finance today Monday, April 24, 2006. This legislation has 
been requested for a vote on the House Floor.

SB 308 is companion legislation to HB 491, sponsored by the House Transportation committee.

Representative Gatlo, Co-Chair of the House Transportation Committee w ill be requesting 
signatures for the House "Chit”  sheet. Your support of this legislation is very much appreciated.

Thank you.

Attachment



A L A S K A  S T A T E  L E G I S L A T U R E  

T R A N S P O R T A T I O N  C O M M I T T E E

C o m m i t t e e  M e m b e r s
Senator Huggins, Chairman 
Senator Cowdery, Vice-Chair 
Senator Therriault 
Senator Kookesh 
Senator French

State Capitol, Room 417 
Juneau AK  99801-1182 

907-465-3878 
Fax: 907-465-3265

3/14/06

S p o n s o r  S t a t e m e n t

SB 308 “An Act au tho riz ing  th e  A laska R ailroad C orp oration  to  is su e  rev en ue  
b o n d s  to  fin an ce  rail tran sp o rta tio n  p ro jec ts  th a t qualify for federal financial 
partic ipation ; an d  provid ing  fo r an  effective d a te .”

S ena te  Bill 308 will authorize the Alaska Railroad to issue up to $165,000,000 in tax 
exem pt bonds backed by Federal Transit Administration (FTA) formula funds received 
annually by the Railroad. Bond proceeds will be used to finance FTA-eligible rail 
transportation projects focused on accelerating the Railroad’s mainline track and bridge 
rehabilitation program by a s  much as  ten years.

The Alaska Railroad corridor betw een Anchorage and Fairbanks handles more than 600 
passenger trains per year and over 30,000 carloads of fuel and other hazardous 
materials annually. Accelerating the Railroad’s track and bridge rehabilitation program in 
this corridor is important for the following reasons:

• Greatly enhances safety. Investment in this corridor will substantially reduce 
derailments caused  by track failure.

• Increases capacity and speed  important to m eet growing passeng er dem and.
• Enhancing passenger capacity and safety allows the railroad to better support 

gas pipeline construction and other freight services.
• Reduces m aintenance upkeep and operating cost.
• Consistent with the Railroad’s #1 corporate priority to improve safety througn 

track and bridge rehabilitation.
*> Provides for stability, clarity and capital budget discipline.

Specifically, in the Anchorage to Fairbanks corridor, the program will result in 100% 
continuous welded rail to reduce “joint batter” which can lead to broken rail that cau ses 
derailments. C oncrete ties and new 141 pound welded rail will be piaced on all curves 
over six degrees to increase stability. Wood tie installment will create  a tie replacem ent 
cycle which would not exceed 10 years (allowing for a replacem ent rate of 25% to 30% 
per year each  10 years).

In no event will the general credit of the state  or Railroad be pledged for the repayment 
of these  bonds. AS.42.40 requires that all liabilities incurred by the Alaska Railroad

alas



shall be satisfied “exclusively” from the a sse ts  or revenue of the Alaska Railroad and 
not the State.

Debt paym ent for the bonds will com e from a  portion (between 30% to 50%) of the FTA 
formula funds which are statutorily m andated by Federal law and received annually by 
the Railroad. Issuing debt backed by FTA formula funds is authorized through FTA 
regulation and has already been used by other rail transit authorities in the lower 48 
states.

While the Alaska Railroad will have the flexibility to issue the bonds in a  single issuance 
or in several issuances, the current plan is to issue bonds in 2006, 2009 and 2012 with 
each  issuance having a 12-year payoff schedule. The Alaska Railroad Board of 
Directors is required to approve each bond issuance and associated  projects.

While mainline track and bridge refurbishment is the main project identified for this 
program, a  portion of the bond proceeds will also be used for FTA-eligible technology 
upgrades and passen ger equipment.

S taff Contact:
D eborah G run dm ann  465-4711





ARRC desires to issue one or more 
series of capital grant receipts 
revenue bonds or notes, in 
aggregate not to exceed $165 million
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R e h a b i l i t a t e  M a i n l i n e

S u b s t a n d a r d  o r  P o t e n t i a l l y  U n s a f e

T r a c k

• Single most important purpose for 
the use of federal funds

• Top capital investment effort and #1 
priority since 1996... $220 million 
already invested
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• 100% CWR from Anchorage to Fairbanks 
(355 miles)

• 85,000 concrete ties on curves less than 
6 degrees (32 miles)

• Wooden ties all upgraded to 35-year cycle
• All ballast reset
• Complimented by ARRC Bridge Program.. 

$30 million
• Complimented by ARRC Collision 

Avoidance Program... $13 million



• Consistent with #1 priority
• Faster “take” of safety benefits and risk reduction 

of non-human factors
• Continued mitigation effort

— More than 600 passenger trains per year
— 800 million gal. refined product/hazardous materials 

(30,000 carloads)
— 60% = hazardous cargo proportion

• Builds clarity and budget discipline into capital 
program

— Debt service schedule drives yearly capital 
apportionment

• Accelerates eventual outcome by as much as 
10 years
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• SAFETEA-LU makes it possible
• Formula Funds increased 6-fold
• No undue risk to railroad or state 

® Consistent with corporate priority
• Materials costs escalating annually
• Growing passenger train demand requires 

nothing less
• Desire to get pre-pipeline work done ASAP
• No impact to previous capital plan

»



• $165 million authorization requested
• Currently planning three bond sales over next

— Maximum annual debt service: $19.1 million or 
49% of available FTA/match for year

^ d f
• ARRC Board approval required for each 

project and bond sale



0ebt"Service as a Percent of Formula Funds/Match

Percent of FTA Formula Funds/Match Used for Debt Svc

2006 2007  2008 2009  2010  2011 2012 2013  2014  2015  2016  2017  2018  2019 2020  2021 2022 2023 2024



• Joint Elimination
• Mainline Traffic Density History
• Joint Elimination Graph
• ARRC Tie Age Distribution Graph



• ARRC has 80,000 joints in need of 
replacement in the next 5 years

• Pre 1985 Joints (24” 4 hole bars) fail 
with accumulated tonnage

• Failures begin at about 150 Million 
Gross Tons (MGT)

• Almost all joints fail by 300 MGT
• Joints are eliminated by welding rail 

into Continuous Welded Rail (CWR)



Location Annual h/IGT’s 
(Million Gross Tons)

Accumulated MGT’s 
1950-2005

Portage to Anchorage
3 110

Anchorage to 
Matanuska 15 325

Matanuska to Healy
8.5 187

Healy to Fairbanks
8.5 210



• Joint 
batter 
causes 
broken rail

• ARRC has 
excessive 
numbers 
of joint 
breaks

joint Caused All Other Causes

126 B ro ken Rails in 2005

Rail Breaks



ARRC Tie Age Distributiori
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A L A S K A  R A IL R O A D  C O R P O R A T I O N

Corporate: P.O. Box 107500, Anchorage, AK 99510* 327 Ship Creek Avenue, Anchorage. AK 99501

February 21, 2006

E x e c u t i v e  S u m m a r y  

L o n g  T e r m  T r a c k  R e h a b i l i t a t i o n

Today our Financial Advisor Team finished the research and calculations that 
would allow ARRC to propose bonding for up to $165 million in order to 
accelerate our remaining priority track rehabilitation needs. It would focus 
primarily on the Anchorage to Fairbanks corridor. Debt payment would be 
sourced entirely from FTA formula fund entitlements.

This corridor handles over 30,000 carloads of fuel and other hazardous materials 
annually. Acceleration of programmed investment in this corridor will 
substantially remove the classic cause of derailments due to track failure and 
materially reduce maintenance upkeep.

While the overall corridor has seen  considerable investments and improvements 
since 1995, there is still much to be done to bring it up to ARRC standards. For 
example, our Railroad is being upgraded through Anchorage to Fairbanks with 
100% Continuous Welded Rail (CWR). Concrete ties and new 141# welded rail 
will go in on all curves over 6°. Wood tie installment will create a tie cycle which 
would not exceed 10 years. In other words, wood ties will be replaced at a rate 
of 25% to 30% per each 10-year cycle. Ballast renewal ar track surfacing will 
continue as usual in order to keep slow orders to a minimum and the main track 
capable of full speed. Bridge maintenance and upgrades to a few major 
structures will not be compromised and will also continue to be accomplished.

The end result of this program will give us 100% welded rail between Anchorage 
and Fairbanks (355 miles) by the end of the 2012 season. About 85,000 
concrete ties will be installed by the end of 2010, strengthening all 32 miles of our 
6° and sharper curves. All remaining wood ties between Anchorage and 
Fairbanks will receive a replacement tie cycle between 2006 and 2010. In 
summary, the north corridor initiative as planned wil' speed up the eventual end 
result by 7 years or more.

T he line south of Anchorage to Seward carries only one-tenth as much gross 
tonnage as the line north of Anchorage, and very little of that is fuel. To fully 
upgrade the uouth end to standard of 100% CWR and concrete ties in curves 
over 6° will cost an additional $60 million. Therefore full refurbishment of the



south end is not part of this particular effort because it is not yet warranted by 
evidence of tonnage wear and tear. W e will refurbish the curves a s  necessary, 
however, and wood tie gangs will actually meet the Anchorage to Seward wood 
tie needs by the end of 2012.

This broad track refurbishment strategy, coupled with the Collision Avoidance 
Program scheduled for full implementation in the Fall of 2007, will enable 
important velocity and capacity increases that should consistently lower the 
Anchorage - Fairbanks transit time down to around 10 hours. By lowering the 
northern corridor transit time we crea te  the potential to cycle more trains, and 
only use a single crew per trip b ecause  they can stay within their hours. We also 
create the potential for scheduled swapping of crews mid-trip so  that they can 
return home same day within th e ir1 /urs. Considerable savings in labor and 
lodging expenses are finally com. g within reach due to the efficiency created by 
this plan.

This refurbishment project is the single most important investment the Railroad 
will make since its purchase by the State of Alaska.

Executive Summary
Page 2
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ALASKA RAILROAD c o r p o r a t io n

Corporate  Address: P .O . B ox  107500, An ch o rage , Alaska 99510

327 W est Sh ip  Creek A v en u e , An cho rage , Alaska 99501 

w w w .a laskara ilroad .com
E x e c u t iv e  O f f ic e  

T e le p h o n e : 907-265-2403 
F a c s im ile : 907-265-2312

February 15, 2006

Governor Bill Sheffield 
Chairman, ARRC Board of Directors 
3125 Susitna View Court 
Anchorage, AK 99517 )

Dear Governor Sheffiefcj?"^

At the strategic planning session a few months ago m anagem ent received the 
okay from the Board to consider alternative uses of debt to accomplish our 
mission. Using all the financial tools available to a dynamic business like ours 
just makes good sense, assuming risk is treated with the respect it deserves.
We just this week completed an extensive study with our financial advisors on 
use of debt for capital improvements. There is great utility in what we came up 
with, but precious little time to act in order to be effective in 2006. And thus this 
letter.

We began with the premise that the single most fundamental purpose for the use 
of federal funds has been investment by the Alaska Railroad in the rehabilitation 
of main line substandard or unsafe track. This has been ARRC’s top capital 
investment priority since 1996.

Since the first $10 million in 1996, we have put roughly $220 million into such 
improvements. Results have dramatically validated our objective. Safety related 
incidents are at an all time low. What’s rr.jre, average velocity, a  by-product of 
the recapitalization program, is at a high and growing. As an example, our 
average operating time between Anchorage and Fairbanks is just under 12 
hours, a reduction of 2 hours since 2001. In other words, main line refurbishment 
has proven to be the overall single most valuable investment we have made.

While we are not yet finished, we are within striking distance of the goal we have 
been pursuing for nearly 10 years now ... completing the rails, ties, ballast, and 
bridge programs between Anchorage and Fairbanks. We want to accomplish the 
remainder of that goal in the shortest time and most efficient way. We want to 
prepare a way ahead that minimizes risk associated with extended operations on 
the remaining old track and maximizes the operational utility that com es with new

http://www.alaskarailroad.com


Governor Bill Sheffield
February 15, 2006
Page 2

track. And so we have derived an initiative to accelerate the process which 
would leverage our recently increased FTA formula funds through a  much more 
robust, focused program of construction.

Regular yearly increased formula funding has suggested a financial way forward 
to us, using a  “Garvee bond” approach that avoids risking railroad earnings or 
assets. This type of capital financing is already being used successfully by other 
FTA formula funded railroads. The debt service for this bonding proposal would 
be met through ARRC FTA formula funding and would be apportioned over a 
program period of 10 years. (The ARRC is guaranteed those funds each year by 
law. During this period we will renew our efforts to increase the formula basis 
from the present 60% to \ J0%.)

I believe the rationale we will present is compelling. I wish to gain Board 
approval and then get support and bonding approval in Juneau during this 2006 
legislative session. Therefore, time is of the absolute essence in order to get 
going or we lose a year.

W e feel this initiative is a bold but warranted move by the Alaska Railroad to fulfill 
the promise it made to the State, the railbelt communities, and to our senior 
Senator who personally has done so much to support our main line safety efforts, 
and to help us improve the safety of the Alaska Railroad as effectively and as 
quickly as possible. Shortening the completion of main line refurbishment by 
som e 10 years, this proposal accomplishes our number 1 capital investment 
priority ̂ and gains the attendant safety and efficiency at the soonest possible 
time.

I respectfully request your support for a Special Board Meeting February 27 or 
February 28 to hear us out.

Sincerely,

Patrick K. Gamble
President and Chief Executive Officer

cc: Vice-Chair Joe Ralston



A L A S K A  R A IL R O A D  c o r p o r a t i o n

Corporate Address: RO. Box 107500, Anchorage, Alaska 99510
327 Ship Creek Avenue, Anchorage, Alaska 99501

F in a n c e  D iv is io n  
T e le p h o n e  (907) 265-2516 
F a c s im ile  (907) 265-2517

Date: February 21, 2006

To: ARRC Board of Directors

Through: Pat Gamble, President & CEO

From: Bill O’Leary, VP Finance & CFO

Re: Leveraging of Federal Transit Administration Funds

In essence, ARRC management is proposing to solve a timing issue related to when capital funds 
will be available compared to when the funds are needed. The resolution to this issue is to 
advance funds through the conservative use of debt -  issuing bonds secured solely by cash flows 
to be received from Federal Transit Administration (FTA) formula funds. In conjunction with other 
fund sources available to ARRC, the proceeds of these bonds will be used to permit acceleration of 
track rehabilitation work, granting ARRC the benefits of these efforts in a considerably earlier 
timeframe than if bonds were not used. Such practice has been followed by numerous other 
railroads and is accepted by the financial markets and grantor agencies.

In advance of the public Board meeting scheduled for March 1st, I am enclosing draft materials 
related to the proposed financing for your review. Included within this packet are the following:

1. A high-level summary of the two scenarios we will be discussing at the meeting
2. Two spreadsheets detailing these scenarios, differing only in whether Federal Railroad 

Administration monies are included as a source of funds for 2007 -  2010
3. A detail listing of capital projects proposed for the 2006 -  2024 timeframe

We look forward to presenting details to you at the Board meeting. Please contact me at (907) 265- 
2516 if you have any questions.


