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A T T A C H M E N T  A

O p e r a t i n g  B u d g e t  -  F Y 8 5

I n  T h o u s a n d s  ( 0 0 0 )  o f  D o l l a r s

Tl.ls o p e r a t i n q  b u d q e t  i s  p r o r a t e d  f o r  F Y  8 5 e x c e p t  f o r  t h e  i m p a c t s  

t o  s t a t e  a g e n c i e s  d e p i c t e d  i n  t h e  3 0 0  l e v e l .  A l l  a m o u n t s  s h o w n  a r e  

i n  1 9 8 5  d o l l a r s .  T h e s e  e s t i m a t e s  r e p r e s e n t  t h e  t o t a l  p r o r a t e d  

F Y  8 5  o p e r a t i n q  b u d q e t  f o r  t h e  r a i l r o a d  f o l l o w i n g  s t a t e  a c q u i s i t i o n  

P r o j e c t e d  r e v e n u e s  f r o m  t h e  r a i l r o a d ' s  o p e r a t i o n s  w i l l  s e r v e  a s  

t h e  m a i n  s o u r c e  o f  f u n d s  f o r  t h e s e  e x p e n d i t u r e s ,  w i t h  l i m i t e d  

a s s i s t a n c e  f r o m  q e n e r a l  f u n d  a p p r o p r i a t i o n s .

C a t e g o r y

1 0 0  P e r s o n a l  

S e r v i c e s

A m o u n t

$ 2 4 , 3 5 0 . 0

2 0 0  T r a v e l 3 0 0 . 0

°J0 C o n t r a c t u a l  4 , 8 0 0 . 0

E x p l a n a t i o n

T h i s  f u n d i n g  l e v e l  i s  b a s e d  u p o n  

c u r r e n t  w o r k  f o r c e  o f  4 7 8  p e r m a n e n t  

f u l l - t i m e ,  3 3  p a r t - t i m e  a n d  6 4  t e m ­

p o r a r y  p o s i t i o n s .  O f  t h i s  a m o u n t  

s a l a r y  c o m p r i s e s  $ 1 9 , 9 8 0  a n d  b e n e f i t s  

c o m p r i s e  $ 4 , 3 7 0 .  A l s o  i n c l u d e d  i n  

t h i s  e s t i m a t e  a r e  t h e  B o a r d  o f  

D i r e c t o r s '  c o m p e n s a t i o n  e x p e n s e s .  .

T h i s  f u n d i n g  l e v e l  i s  t h e  e s t i m a t e  

o f  t r a v e l  f u n d i n g  n e e d s ,  i n c l u d i n g  

t h e  B o a r d  o f  D i r e c t o r s '  t r a v e l  e x p e n s e

T h i s  f u n d i n q  l e v e l  i r c l u d e s  c o v e r a g e  

o f  t h e  f o l l o w i n g  a r e a s :  c o n t i n u a t i o n

o f  T r a n s f e r  T e a m  a c t i v i t i e s  f o r  F Y  8 5  

$ 1 , 7 5 0 . 0  ( s e e  A t t a c h m e n t  B ) ; T r a n s f e r  

F i n a n c i a l  A u d i t  -  $ 2 0 0 . 0 ;  $ 2 0 0 . 0  f o r  

i n i t i a t i o n  o f  t h e  S p e c i a l  R e p o r t  

r e q u i r e d  i n  S e c t i o n  9 o f  t h e  b i l l ;  

D e p a r t m e n t  o f  A d m i n i s t r a t i o n  -  $ 8 0 . 0  

f o r  a r c h i v e s  p r e s e r v a t i o n  a n d  l a b o r  

r e l a t i o n s  c o o r d i n a t i o n ;  c o s t s  f o r  t h e  

l a b o r  r e l a t i o n s  a q e n c y  u n d e r  A r t i c l e  8 

o f  t h e  b i l l  -  $ 3 5 . 0 ;  D e p a r t m e n t  o f  

N a t u r a l  R e s o u r c e s  -  $ 3 5 . 0  f o r  l a n d  

d e s i g n a t i o n  a c t i v i t i e s  u n d e r  A r t i c l e  5 

o f  t h e  b i l l .  T h e  r e m a i n d e r  o f  t h e s e  

f u n d s  a r e  f o r  t h e  r a i l r o a d ' s  g e n e r a l  

c o n t r a c t u a l  n e e d s  r e s u l t i n g  f r o m  

c a p i t a l  i m p r o v e m e n t ,  o p e r a t i o n s  a n d  

f i n a n c i a l  p l a n n i n g  a c t i v i t i e s .



4 0 0  S u p p l i e s

5 0 0  E q u i p m e n t

5 . 2 0 0 . 0  T h i s  f u n d i n q  l e v e l  i s  r e q u i r e d  f o r  t h e

d a y - t o - d a y  o p e r a t i o n s  o f  t h e  r a i l r o a d ,

s u p p o r t i n g  a l l  f a c e t s  o f  o p e r a t i o n s

f r o m  a d m i n i s t r a t i o n  t o  m a i n t e n a n c e  o f  
w a y .

1 . 2 0 0 . 0  T h i s  i t e m  i s  t h e  c o m p l e m e n t  c: t h e  

s u p p l y  i t e m  a l s o  s u p p o r t i n g  d a y - t o - d a y  

r a i l r o a d  o p e r a t i o n s .

7 0 0  G r a n t s  & 

C l a i m s

1 , 5 0 0 . 0  T h i s  i t e m  p r o v i d e s  f o r  f u n d s  f o r  t h e  

r a i l r o a d ' s  r i s k  m a n a g e m e n t  e x p e n s e s ,  

p a y m e n t  o f  d a m a g e  c l a i m s ,  w o r k m e n ' s  

c o m p e n s a t i o n  e x p e n s e s  a n d  o t h e r  m o n e y  

c l a i m s  a g a i n s t  t h e  r a i l r o a d .  N o  

g r a n t s  a r e  a n t i c i p a t e d .

T O T A L * : 3 7 , 3 5 0 . 0



A t t a c h m e n t  B

3 / 1 4 / 8 4

ALASKA RAILROAD TRANSFER PROJECT 

FY 85 PROJECT BUDGET

The goal o f  the Alaska R a i lr o a d  T ra n s fe r  Team i s  to provide an 
o r d e r ly  and informed d ec is io n -m a k ing  process f o r  p o s s ib le  t r a n s f e r  
o f  the Alaska R a i lroa d  frcm f e d e r a l  ownership,  thus ensuring 
c o n t in u a t io n  o f  e s s e n t ia l  r a i l  se rv ic e s  in  A laska.  I f  a d e c is io n  
i s  reached to  pursue s t a t e  ta k e - o v e r  o f  the r a i l r o a d ,  then i t  is  
a lso  the goal  o f  the Alaska R a i lro a d  T ra n s fe r  Team to  organize 
and oversee a sys tem atic  t r a n s i t i o n  from f e d e r a l  ownership.

This  document discusses the major work components o f  the FY 85 
budget s u b m i t t a l .  The need to  pursue some o f  these e f f o r t s  i s  
e n t i r e l y  c o nt in g e n t  on a d e c is io n  to  a cq uire,  w h i le  o th er  work 
e f f o r t s  are separate from t h a t  d e c i s io n .  Attachment A provides 
the FY 85 budget s u b m it ta l  as introduced by the Governor. A t ta c h ­
ment B i s  the p r o je c t  budget f o r  FY 84 and provides considerable  
d e t a i l  reqarding s e v e ra l  work t a s k s ,  many o f  which are ongoing i n
1985.

The f o l lo w i n g  breakdown i s  s tru c tu re d  on a component or agency 
b a s is ,  versus r e i t e r a t i n g  s p e c i f i c  d e t a i l s  regarding ongoing 
work ta sk s.  As a r e s u l t ,  some o f  t h i s  e x p la n a t io n  should be read 
in  c o nju n c t io n  w ith  Attachment B in  order to  f u l l y  understand 
a l l  o f  the scheduled work e f f o r t s .

Work Component 41 -  A i s k a  R a i lr o a d  T ra n s fe r  Team S t a f f

As in d ic a te d  in  Attachment A, funding i s  needed to  support  fo u r  
p o s i t i o n s  in  the O f f i c e  o f  the Commissioner, Department o f  Trans­
p o r t a t i o n  and P u b l ic  F a c i l i t i e s .  These p o s i t i o n s  are as f o l l o w s :  
a State  R a i lro a d  C oordinator  (S p e c ia l  A s s is t a n t  I I ) ;  a P lanner IV ;  
a Planner I I I ;  and .a Correspondence Secretary I I I .  These fo u r  
i n d i v i d u a l s  comprise the T r a n s fe r  Team S t a f f  w ith  d i r e c t  respon­
s i b i l i t y  f o r  performance and c o o r d in a t io n  o f  a l l  team a c t i v i t i e s .  
This  group re p orts  d i r e c t l y  to  the Commissioner o f  DOT&PF i n  the 
performance o f  t h e i r  d u t i e s .  The f o l lo w i n g  breakdown represents  
expenditures d i r p c t l y  r e la t e d  to  t h i s  area by o b je c t  o f  exp e nd itu re,

Object o f  Expenditure D e s c r ip t io n  Amount

Personal Services 4 P o s i t i o n s  -  DOT&PF $195,100
T ra v e l  4 P o s i t i o n s  -  DOT&PF 66,000
C o n tra ctu a l  P r i n t i n a / 1 i m i t e d

P r o f e s s s io n a l  Services 35,000
Supplies  M iscel laneous 8 ,000

T o t a l $ 3 0 4 , 1 0 0



W o r k  C o m p o n e n t  # 2  -  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  A s s i s t a n c e

An e x i s t i n g  Reimbursable Services Agreement w ith  the Department 
o f  N a tu r a l  Resources w i l l  be continued dur ing  FY 85. Work e f f o r t s  
covered by t h i s  a s s is ta n c e  in c lu d e  ongoing support a c t i v i t y  by 
the D i v i s i o n  o f  T ec h n ic a l  Services f o r  conveyance documents and 
r e la t e d  t i t l e  review work. A d d i t i o n a l  support  by DNR w i l l  be 
provided f o r  c o o r d in a t io n  w ith  the Bureau o f  Land Management's 
c a d a s tr a l  survey work and a s s is ta n c e  from the D i v i s i o n  o f  Land 
and Water Management to  implement the r a i l r o a d  t r a n s f e r .  The 
f o l l o w i n g  breakdown by o b j e c t  o f  e xp e nd itu re  presents the needed 
funding  f o r  these s e r v ic e s .

Object o f  Expenditure  D e s c r ip t io n

Personal Services
Travel
C o n tra ctu a l

S upplies

4 P o s i t i o n s  -  DNR 
4 P o s i t i o n s  -  DNR 
M iscel laneous

P ro fe s s xo n a l  Services 
M iscel laneous

T o t a l

Work Component #3 -  Department o f  Labor Assistance

Amount

$191 ,900 
2 0 , 0 0 0

30,000
8 , 1 0 0

$250,000

S p e c i f i c  a s s is ta n c e  i s  s t i l l  needed by the Department o f  Labor to 
perform an e x t e n s iv e  survey o f  the r a i l r o a d ' s  p h y s ic a l  f a c i l i t i e s  
i n  r e l a t i o n  to  f e d e r a l  and s t a t e  o c cu p a t io n a l  s a f e t y  and h e a l th  
laws, r e g u l a t io n s  and standards.  Although t h is .w a s  scheduled f o r  
performance dur ing  FY 84, i n s u f f i c i e n t  funding re q uired  postponement 
o f  t h i s  work e f f o r t ,  u n t i l  FY 85. Scheduled funds dur ing FY 84 
f o r  t h i s  e f f o r t  were d iv e r t e d  to  cover a d d i t i o n a l  la b o r  r e l a t i o n s  
work by the Department o f  A d m i n i s t r a t io n  and the use o f  an E n g in e e r-  
i n - T r a i n i n g  p o s i t i o n  to  a s s i s t  w ith  the engineer ing  c o n d i t io n  
assessment. The f o l l o w i n g  breakdown pro vides  an est im ate  f o r  t h i s  
a c t i v i t y  by o b je c t  o f  e x p e n d itu r e .

Object o f  Expenditure

Personal Services

Tra ve l
T r a in in g
Con tra ctu a l

S upplies  
Equipment

D e s c r ip t io n  Amount

2 F u l l - t i m e  -  DOL $142,700
2  p a r t - t i m e  

2 F u i l - t i m e  -  DOL 7,300
2 F u l l - t i m e  5,200
M isc e l la ne o u s P r o f e s s io n a l  39,800 

Services
M isc e l la ne o u s 6,500
Health Sampling Equipment/

Memory T y p e w riter  12,000

T o t a l $ 2 1 3 , 5 0 0



Work Component #4 -  Department o f  A d m i n i s t r a t io n  Assf stance

A c t i v i t y  in  the area w i l l  c o n s is t  o f  c o n t in u in g  work e f f o r t s  
i n i t i a t e d  d ur ing  FY 84 e xp la in e d  under task #6 o f  Attachment B. 
P a r t i c u l a r  a t t e n t i o n  must be paid to  the a n a l y s i s  o f  the f i v e  
c o l l e c t i v e  b arga in in g  agreements, which w i l l  support  the f u l l  
sc a le  i n i t i a t i o n  o f  the tw o-year r e n e g o t i a t i o n  process in  con­
j u n c t i o n  w ith  the new e n t i t y  e s ta b l is h e d  to  operate the r a i l r o a d .  
Another important  work e f f o r t  w i l l  be to conduct an o r d e r ly  
t r a n s i t i o n  from f e d e r a l  to  s t a t e  ownership f o r  a l l  personnel 
m atters and ensure t h a t  a l l  o f  the s p e c i f i e d  requirements from 
the fe d e r a l  t r a n s f e r  l e g i s l a t i o n  are p r o p e r ly  met by the new 
o r g a n i z a t i o n  e s t a b l is h e d  t o  operate the r a i l r o a d .  Other e f f o r t s  
in c lu d e  a s s is ta n c e  with  insurance and r i s k  management needs. The 
f o l l o w i n g  breakdown by o b je c t  o f  e xp e nd itu re  presents the necessary 
funding f o r  t h i s  area.

Object o f  Expenditure

Personal Services

Tra v e l
C o n tr a ctu a l

s u p p l ie s

Description

1 Full-time Position
2 P a r t - t im e  P o s i t i o n s
1 F u l l - t i m e ,  2 P a r t - t im e  
L i a i s o n  A s s is t a n c e /  

M iscel laneous 
P r o f e s s i o n a l  Services 

M iscellaneous

T o t a l

Amount

$105,000
45,000

|OS',oo5>

2,400

$257,400

Work Component #5 -  Department o f  Law Assistance

A ssistance from the Department o f  Law i s  needed f o r  s e v e ra l  tasks 
to  be performed by e x i s t i n g  AG s t a f f  and r e t a in e d  s p e c ia l  co un s el .  
Included are the f o l l o w i n g  work e f f o r t s :  (1)  l e g a l  work p e r t a i n i n g
to the 3(e) {ANCSA) cla ims a g a in s t  r a i l r o a d  p r o p e r ty  by n a t i v e  
v i l l a g e  c o r p o r a t io n s ,  in c l u d i n g  ongoing n e g o t i a t i o n  and s t a f f  
work to support the S t a t e ' s  p o s i t i o n  d ur in g  the a d j u d i c a t i o n  
process;  (2) l e g a l  a s s is ta n c e  f o r  the p r e p a r a t io n  o f  t r a n s f e r  
documents and a t t e n t i o n  to  r e l a t e d  land conveyance problems; (3) 
r e s u l t i n g  from the response to  v a r io u s  court  a c t io n s  by t h i r d  
p a r t i e s  because the r a i l r o a d  t r a n s f e r ;  (4) ongoing l e g a l  a s s is ta n c e  
w ith  issues i n v o l v i n g  r e g u l a t i o n  by the I n t e r s t a t e  Commerce 
Commission ( IC C );  and (5) support o f  e f f o r t s  r e l a t i n g  to  p e r s o n n e l /  
lab o r  r e l a t i o n  m atte rs .  The f o l l o w i n g  breakdown by o b je c t  o f  
expenditure  presents the needed funding f o r  t h i s  area.



Object o f  Expenditure D e s c r ip t io n A m o u n t

Personal Services
T ra v e l
C on tra ctu a l

S t a f f  A tto rn e ys  
S t a f f  A ttorneys 
Wickwire Lewis 
David Walsh

$180,000

D a v i d  R o g e r s

2 0 , 0 0 0

150,000
75.000
75.000

T o t a l $500,000

Work Component #6 -  ICC Rate V a l u a t i o n / C a p i t a l  Plan A c t i v i t y

Work e f f o r t s  under t h i s  component w i l l  c o n s is t  o f  the f o l l o w i n g :  
(1) i n i t i a t i o n  o f  p la n n in g  work necessary to  f i l e  the app ropr iate  
v a l u a t i o n  s tu d ie s  before the ICC f o r  purposes o f  rate-m aking 
j u s t i f i c a t i o n ;  and (2) performance o f  ongoing c a p i t a l  p lanning  
a n a l y s i s .  T h is  second task w i l l  be a c o n t in u a t io n  o f  e f f o r t s  
performed under task #5 i n  Attachment B. I t  w i l l  be coordinated 
w ith  the i n i t i a t i o n  o f  the ICC v a l u a t i o n  s tu d ie s  to maximize 
g e n e ra t io n  o f  a data base u s e fu l  to  both e f f o r t s .  Funding in  
t h i s  area i s  needed f o r  c o n tr a c tu a l  a s s is ta n c e ,  which w i l l  be 
d i r e c t l y  managed by the T r a n s fe r  Team S t a f f .

O b j e c t  o f  E x p e n d i t u r e  D e s c r i p t i o n  A m o u n t

C o n tr a c tu a l  C o n s u lt in g  Assistance $225,000

T o t a l $225,000



ALASKA RAILROAD TRANSFER PROJECT BUDGET 

PROJECT BUDGET

The f o l l o w i n g  depicts  the p r o je c t  budget by work component and 
amount:

(1) Alaska R a i lr o a d  T ra n s fe r  Team S t a f f

A m o u n t

$ 304,100

(2) Department o f  N a tu ra l  Resources Assistance

(3) Department o f  Labor Assistance

(4) Department o f  A d m in is t r a t io n  Assistance

(5) Department o f  Law Assistance

(6) ICC Rate V a l u a t i o n / C a p i t a l  Plan A c t i v i t y

250.000 

213,500 

257,400

500.000

225.000

P r o je c t  T o ta l $1,7 >0,000



A T T A C H M E N T  C

C a p i t a l  Improvement Program -  FY85 

In  Thousands (000) o f  D o l l a r s

T h is  CIP i s  prorated f o r  FY 85. A l l  amounts shown are i n  1985 
d o l l a r s .  These estimates represent costs to  the S t a t e ,  and are 
o n ly  p art  o f  the ARR's t o t a l  c a p i t a l  budget. Revenues from the 
ARR f o r  c a p i t a l  improvements w i l l  be added to  S ta te  funding.

Item Amount

Workinq C a p i t a l  
Fund

OSHA/Code
Compliance

$ 4,900 As w ith  a l l  businesses,  the ARR
w i l l  need working c a p i t a l .  I t  i s  
estimated t h a t  one month's worth o f  
o p e ra t in g  expenses w i l l  be adequate 
workinq c a p i t a l  f o r  the ARR.

$ 4,500 As a fe d e r a l  agency, the ARR has
not been s u b je c t  to many h e a l t h ,  • ■ 
s a f e t y ,  and bui. ld ing code standards 
th a t  would otherw ise  app ly .  These 
codes w i l l  apply upon t r a n s f e r ,  and 
i n i t i a l  surveys conducted by the 
S ta te  have been used to  determine 
necessary compliance l e v e l s .  See 
Appendix C o f  the Alaska R a i lro a d  
A c q u i s i t i o n  Assessment f o r  more 
d e t a i l s .

Other C a p i t a l  
Improvements

$ 6,400 These expenses represent  the minimal 
expenditure  necessary f o r  the ARR 
to  m a in ta in  current  l e v e l s  o f  
s e r v ic e ,  w h i le  i n i t i a t i n q  e f f o r t s  
to  reverse d e t e r i o r a t i o n  o f  p h y s ic a l  
p la n t  c o n d i t i o n .  Component p r i o r i t i e s  
have been s e lec te d  using the f i n d i n g s  
o f  the S t a t e ' s  independent c o n d i t io n  
assessment. As in d ic a te d  in  the 
attached supplement,  most c a p i t a l  
improvements are f o r  track and 
roadbed, upgrade o f  c e r t a i n  carqo 
h a nd l in q  f a c i l i t i e s ,  and motive 
power and equipment purchases.

T O T A L $ 1 5 , 8 0 0



S u p p l e m e n t  t o  I t e m  S 3 ,  A t t a c h m e n t  C

Track & Roadbed -  $6,185,000
Ties  -  I n s t a l l  50,000 @ $42.00 ea.
R a i l  -  I n s t a l l  6 m ile s  @ $350,000 ea.
B a l l a s t  -  I n s t a l l  85,000 yd3 @ $14 yd 3
Other -  (Turnouts,  s le d d in q ,  c u l v e r t s ,  d i t c h i n q )

Bridges -  $883,000
Replace s t r i n q e r s ,  bents,  and spans 
Reset b e a r in q s ,  p i l e s ,  and abuttments

Tunnels -  $1,060,200
Line w ith  m u l t i - p l a t e  
Excavate rock f a l l  areas

Docks -  $706,800
P r e l im in a r y  work to  r e b u i ld  barge s l i p  #1 at W h i t t i e r

Communications -  $570,000 
Complete microwave system 
Remove pole l i n e s  
Acquire equipment

=  $ 2 , 1 0 0 , 0 0 0 -  

=  $ 2 , 1 0 0 , 0 0 0  

= $1 , 190,000 
= $ 795,000

Motive Power & Equipment -  $4,845,000
Locomotives = $2,250,000
Upgrade F a c i l i t i e s  = $1,845,000
Equipment = $ 750,000

Note: T h is  t o t a l s  $14.25 m i l l i o n  and i s  the ARR's o v e r a l l  FY 85
c a p i t a l  budqet, o f  which $6.4 m i l l i o n  i s  covered under t h i s  
f i s c a l  note.
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T h e  f o l l o w i n g  f o u r  f i n a n c i a l  s t a t e m e n t s  ( T a b l e s  VIII t h r o u g h  XI )  d e s c r i b e  t h e  

f i n a n c i a l  s i t u a t i o n  ( N o t e  1) o f  T h e  A l a s k a  R a i l r o a d .

T A B L E  VIII: S T A T E M E N T  O F  I N C O M E  

F I S C A L  Y E A R S  1 9 8 2 - 8 3  

( T h o u s a n d  d o lla rs)

C A T E G O R Y 1 9 8 3 1 9 8 2

R E V E N U E S  ( N o t e  2): 

O p e r a t i n g  R e v e n u e s :

F r e i g h t $ 4 3 , 7 8 7 $ 4 7 , 8 7 7

P a s s e n g e r 3 , 3 0 5 2 , 6 2 7

O t h e r  ( N o t e  15) 5 . 3 0 5 4 . 9 4 1

T o t a l  O p e r a t i n g  R e v e n u e s 5 2 , 3 9 7 5 5 , 4 4 5

N o n - O p e r a t i n g  R e v e n u e s  ( N o t e  16) 3 . 6 9 7 3 . 3 5 2

T o t a l  R e v e n u e s  $ 5 6 , 0 9 4  $ 5 8 , 7 9 7

E X P E N S E S  i N o t e  3):

O p e r a t i n g  E x p e n s e s :

M a i n t e n a n c e  o f  W a y  &  S t r u c t u r e s  ( N o t e  4) $ 9 , 8 5 9 ^ ) $ 8 , 5 5 4

M a i n t e n a n c e  o f  E q u i p m e n t 1 2 , 3 2 6 1 1 , 7 0 2

T r a n s p o r t a t i o n 1 9 , 5 5 1 1 8 , 6 8 5

T r a f f i c  M a n a g e m e n t 8 6 5 7 5 7

I n c i d e n t a l 4 , 5 2 9 4 , 1 5 2

G e n e r a l  a n d  A d m i n i s t r a t i o n  ( N o t e  5) 5 , 8 6 3 5 , 1 2 8

T o t a l  O p e r a t i n g  E x p e n s e s 5 2 , 9 9 3 4 8 , 9 7 8

N o n - O p e r a t i n g  E x p e n s e  ( N o t e  17) .277 2 5 8

T o t a l  E x p e n s e s $ 5 3 , 2 7 0 $ 4 9 , 2 3 6

N E T  P R O F I T  ( S u r p l u s ) $ 2 , 8 2 4 $ 9 , 5 6 1

A d d  D e p r e c i a t i o n  i n c l u d e d  in E x p e n s e s 4 , 4 0 4 3 . 7 1 2

C A S H  F L O W  ( G a i n ) $ 7 , 2 2 8 $ 1 3 , 2 7 3

N o t e s  f o l l o w  T a b l e  X I

(1) I n c l u d e s  $ 1 . 7  m i l l i o n  w h i c h  w a s  p a r t  o f  C o n g r e s s i o n a l  A p p r o p r i a t i o n  m a j o r  

m a i n t e n a n c e  a n d  n o t  i n c l u d e d  in F Y  1 9 8 2  e x p e n s e .

E x p e n s e / R e v e n u e  R a t i o 9 4 . 9 7 % 8 3 . 7 4 %



/

T A B L E  IX: B A L A N C E  S H E E T  

S E P T E M B E R  1982-33 

(Thousand dollars)

iipapt

. C A T E G O R Y 1983 1992

A S S E T S :

Current Assets:

Oth' ' Liabilities and Unadjusted Credits 

Total Liabilities

Proprietary Interest (Note 13):

N e t  Investment

Retained Earnings fr o m  July I, 1954 

Current Y e a r  Operating Results 

Extraordinary Items (Note 6)

Total Proprietary Interest (Note 13) 

Total Liabilities &  Proprietary Interest

6,073

2.209

$8,282

200,621

(18.171)

2,824

(5,646)

179.628

$187.910

C a s h  (Note 8) $9,646 $14,966
Trust a n d  Deposit F u n ds  (Note 9) 32 7
A c c o u n t s  Receivable 14,195 13,105
Materials and Supplies (Note 10) • 10,143 7,040
Prepaid Expenses 20 0

34,036 35,118

jerties:

L a n d  (Note 11) 265 265
Buildings 12,943 12,921
R o a d w a y  Structures &  Facilities 127,215 125.000
E q u i p m e n t 57,995 49.864
N o n - O p e r a t i n g  Property 1.947 1.377

Total Properties 200,265 189,927
Less A c c u m u l a t e d  Depreciation: 60.516 57.678

Properties - N e t 139,749 132.249
Additions &  Betterments in Progress (Note 12) 11.599 12.059

151,348 144,308
sr Assets and Deferred Char g e s 2,526 3,029

Total Assets $187,910 $182,455

LIABILITIES &  P R O P R I E T A R Y  I N T E R E S T  O F  T H E  U.S. G O V E R N M E N T :  

Current Liabilities:

A c c o u n t s  Payable $4,721

A c c r u e d  Payrolls Payable 1,320

Trust and Deposit F unds (Note 9) ____32

$3,416

1,056

 7

4,479

3.152

$7,631

192,995

(23.578)

9,561
(4.1541

174.824

$182.455

Notes follow Table XI



T A B L E  X: S T A T E M E N T  O F  C H A N G E S  IN F I N A N C I A L  P O S I T I O N  

F I S C A L  Y E A R S  1982-83 

(Thousand dollars)

C A T E G O R Y 1 9 e 3 1 9 8 2

Funds w e r e  provided by:

R e v e n u e s  an d  O ther Receipts 

Appropriations f r o m  Congress (Note 14)
$56,438

7.600

$58,699

6.160

Total F unds Provided 64,038 64.859

Funds w e r e  used for:

L a b o r

Other

Capital I m p r o v e m e n t s  &  R e p l a c e m e n t s

35,579

14,044

16,348

33,221

17,839

11.821

Total Funds U s e d  

Increase (Decrease) in G o v e r n m e n t  Equit ’

65,971

(1.933)

62,881

1,978

O ther Increases (Decreases): 

Undelivered Orders 

Supplies and Materials 

Properties 

O ther

(2.924)

3,103
7,040

(482)

3,983

1,119

3,964

513

Total, O ther 

Total Increase (Decrease) in G o v e r n m e n t  Equity

6,737

$4,804

9,579

$11,557

Proprietary Interest: 

Beginning Balance 

Increase (Decrease)

$174,824

4.804
$163,267

11.557

Ending Balance (Note 13) $179,628 $174,824

N otes follow Table XI



T A B L E  XI: F I V E - Y E A R  C O N D E N S E D  S U M M A R Y  O F  O P E R A T I O N S

F I S C A L  Y E A R S  1979-83 ....

(Thousand dollars)

! I

C A T E G O R Y 1983 1982 1981 1980 1979

R E V E N U E S :

Operating

N o n - O p e r a t i n g  (Note 16) 

Total R e v e n u e s

$52,397

3t697

$56,094

$55,445

3.352

$58,797

$40,782
3.159

$43,941

$26,737

2.155

$28,892

$23,200

2.D81

$25,181

E X P E N S E S :

Operating

N o n - O p e r a t i n g  (Note 17) 

Total Expanses

$52,993
277

$53,270

$48,978

258

$49,236

$40,358

273

$40,631

$34,380
344

$34,724

$31,285
204

$31,439

N E T  P R O F I T  (LOSS) $2,824 $9,561 $3,310 ($5,832) ($6,308)

Less Extraordinary Items 

(Note 6)

An n ua l  R e t ained Earnings

($5,646).

($2,822)

($4.1541

$5,407

($204)

$3,106

($692)

($6,524)

($319)

($6,627)

E x p e n s e / R e v e n u e  Ratio 94.97% 83 . 7 4 % 92.47% 120.19% 125.05%

N otes follow Table XI

A  m o d e r n  w h e e l  truing m a c h i n e  w a s  installed in a n ewly constructed shop building in 1983.
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1. S U M M A R Y  O F  A C C O U N T I N G  P O L I C I E S

T h e  Alaska Railroad uses the generally accepted principles, standards, and 

related requirements of governmental accounting as approved by the Comptroller 

General of the United States. Operations are conducted in a m a n n e r  consistent with 

related c o m m e r c i a l  enterprises and, at the s a m e  time, in c o n f o r m a n c e  with the 

requirements inc u m be n t  upon a G o v e r n m e n t  agency.

A s  is the cu s to m a r y  practice of the industry, the Railroad uses betterment and 

retirement accounting instead of depreciation accounting for roadbed and track. 

U n d e r  this method, prescribed by the Interstate C o m m e r c e  C o mm i ssion, the cost of 

replacing tracks and structures— less salvage recovered— is charged to the 

appropriate operating expense account and only the cost of betterments is 

capitalized. T hese capitalized items are not depreciated, but upon retirement of 

the tracks and structures, the entire capitalized a m o u n t s — less salvage recovered—  

are charged to expense.

T h e  accounting system and related procedures disclose financial condition and 

operating results to provide full accountability of the G o v e r n m e n t’s investment in 

the Railroad and to afford m a n a g e m e n t  the necessary data to carry out its 

responsibility in the m o s t  efficient and economical manner.

T h e  Railroad is financed f r o m  a revolving funu.

2. R E V E N U E S

R e v e n u e s  f r o m  rail operations are included in i n c o m e  on an accrual basis upon 

the completion of service.

3. E X P E N S E S

Expenses are accrued or applied or both on a basis consistent with generally 

accepted accounting principles.

4. M A I N T E N A N C E  O F  W A Y  A N D  S T R U C T U R E S

M a i n t e n a n c e  of w a y  and structures include expenses incurred by engineering 

($9,207,000) and co m m u ni c a t i o n s  ($652,000).

5. G E N E R A L  A N D  A D M I N I S T R A T I O N

General and administration accounts include expenses for headquarters and 

staff ($1,378,000) and the administration d e p a r t m e n t  ($4,485,000).

6. E X T R A O R D I N A R Y  I T E M S

Extraordinary items include the loss on excess current inventories ($23,000), 

deferred outlays ($3,760,000), prior-year adjustments ($697,000), and costs 

associated with the transfer evaluation ($1,166,000).

N O T E S  T O  F I N A N C I A L  S T A T E M E N T S



7 .  D E P R E C I A T I O N

Depreciation is c o m p u t e d  using the straightline m e t h o d  and is based on 

estimated service lives of depreciable properties, except for the railway track and 

structures, w n i c h  are c o m o u t e d  using the industry betterment method. Depreciation 

charges are d e termined by using the composite or group rates applicable to various 

classes of property.

T h e  following is a list of depreciation charges in F Y  1983:

(Thousand dollars)

Mechanical - eq u i p m e n t $2,807

Engineering - buildings and structures 892

Transportation - docks 438

C o m m u n i c a t i o n s  170

Non-cperating 66

O t h e r  ____31
Total $4,404

8. C A S H

C a s h  refers to the fund balance with the U.S. Treasury, w h i c h  is the net a m o u n t  

of cash receipts, e.g., revenues, proceeds from sales, and a m o u n t s  of congressional 

appropriations, less disbursements.

9. T R U S T  A N D  D E P O S I T  F U N D S

Trust and deposit funds include special deposits and other collections not 

covered by the revolving fund and cleared by disbursement or transfer, as 

appropriate. A  contra account to this asset account is reflected in the liability 

section.

10. M A T E R I A L S  A N D  S U P P L I E S

Inventories, consisting of r eplacement or repair parts for equ i p me n t  and road 

property, construction materials, ano fuel, are valued at average cost, including 

freight.

11. L A N D

L a n d  includes only property purchased by the Railroad f ro m  private ow n e r s  and 

carried at acquisition cost. Th e Railroad o w n s  over 38,000 acres w i t h dr a w n  f r o m  

the public d o m a i n  at no cost; this land is not included in the financial records.

12. A D D I T I O N S  A N D  8 E T T E R M E N T S  IN P R O G R E S S

This is a control account for authorized capital projects during the period of 

construction or procurement. U p o n  completion of the capital project, the related 

costs are transferred into the c.ooropriate fixed asset property account.



1 3 .  P R O P R I E T A R Y  I N T E R E S T  O F  T H E  U . S .  G O V E R N M E N T

T h e  proprietary interest shows the Federal G o v e r n m e n t’s net interest in T h e  

Alaska Railroad. A t  the end of F Y  1983, it is s u m m a r i z e d  as follows:

(Thousand dollars)

Appropriation by Congress $259,496

Allotments f r o m  other agencies, sales of lots, etc. 1,724

Property transferred or donated (not public domain) 19,903

Earthquake losses (16,738)

Deficits f r o m  operations an d  capital losses to 6/30/54 (63,764)

R etained earnings (7/1/54 to 9/30/82) (18.171)

F Y  1983 operating results 2,824

Extraordinary Items (Note 6) 15.646)

Total proprietary interest of the U.S. G o v e r n m e n t $179,628

14. C O N G R E S S I O N A L  A P P R O P R I A T I O N S

F unds appropriated b y  Congress w e r e  obligated within the fiscal year, as s h o w n  

below:

(Million dollars)

F Y  83 F Y  82

Congressional appropriations received $7.60 $6.16

Obligated during fiscal year $7.60 $6.16

A m o u n t  unobligated at end of fiscal year $0.00 $0.00

15. O T H E R  O P E R A T I N G  R E V E N U E S

O t h e r  operating revenues include those revenues that w e r e  neither freight nor 

passenger. Individual accounts exceeding $90,000 in F Y  1983 were:

(Thousand dollars)

Rei mb u r s a b l e  services $2,036
Sale of non-invested property 1,301
R e i m b u r s e m e n t s  - real estate, utilities, and e q u i p m e n t 541

Whittier shuttle - vehicles 533
W h a r f a g e  and handling 148

Mail 145
Switching 116
E q u i p m e n t  rentals 90

All other 395

Totai $5,305
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A t  a re-enactrrienc of the original golden spike c e r e m o n y  

G overnor Sheffield wields the s a m e  m a u l  used by President 

Harding in 1923.
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F R E I G H T
# *

Table II s h o w s  freight reve n u e tons a n d  freight r e v e n u e  dollars b y  m a j o r  

classification of c o m m o d i t i e s  for fiscal years 1983 a n d  1982. Total tonnage for fiscal 

y e a r  1983 e x c e e d e d  fiscal yea r  1982 b y  34 percent. F o r  the third c o n s e c u t i v } yea r  sand 

a n d  gravel led all other c o m m o d i t i e s  in p e r c e n t ag e  gains. T h e  p r i m a r y  cause of the 

6 0 - p e r c e n t  escallation w a s  a vigorous private a n d  business construction yea r  plus 

increases in public w o r k s  projects in A n c h o r a g e.  T h e  drop in m o v e m e n t s  of iron an d  

steel products f r o m  S e w a r d  to Fairbanks destined for the N o r t h  Slope f r o m  its p e a k  in 

1982 a c c o u n t e d  for the return of m a n u fa c t u r e r s  a n d  miscellaneous products to a lower 

level, but still a b o v e  F Y  1981.

T A B L E  II: F R E I G H T  T R A F F I C  B Y  C O M M O D I T Y

C O M M O D I T Y 1983 • " 

F Y

1982

F Y

%

C H A N G E

R E V E N U E  T O N S  C A R R I E D  (000‘s)

S a n d  a n d  Gravel 4,397.7 2,753.8 + 59.7

C o a l 625.8 653.6 - 4.2

P etro l e u m ,  Oil, Lubricants 462.2 439.4 + 5.2

M a n u f a c t u r e r s  an d  Misc. 323.1 449.9 - 28.2

T O F C / C O F C  (Piggyback) 98.0 122.4 - 19.9

Products of Forests 105.1. 77.0 + 36.5

Products of Agriculture . .  <?,l 6.8 - 10.3

Total T o n n a g e 6,018.0 4,502.9 + 33.7

R E V E N U E  D O L L A R S  (000's)

S a n d  &  Gravel 6,647 4,556 + 45.9

Coa l 5,007 5,072 -  1.3

Petro l e u m ,  Oil, Lubricants 9,723 8,376 + 16.1

M a n u f a c t u r e r s  a n d  Misc. 15,704 22,512 - 30.2

T O F C / C O F C  (Piggyback) 3,625 4,915 - 26.2

Products of Forests 2,955 2.301 + 28.4

Products of Agriculture 126 1*?. - 13.1

Total R e v e n u e 43.787 47.877 - 8.5



P A S S E N G E R

Aggressive and e x p a n d e d  advertising and marketing resulted in aw overall increase 

of 21 percent in passenger ridership as s h o w n  in Table II. T h e  marketing efforts 

included active promotion of tour packages w h i c h  attracted, for the first time, nine 

cruise ships to stop at the Railroad's Port of Whittier, and provideo over 14,000 of the 

special train riders.

T A B L E  III: P A S S E N G E R S  H A N D L E D

S E R V I C E

1983

F Y

1982
F Y

%

C H A N G E

Anchorage-Denali-Fairbanks 61,887 60,810 + 1.8

Anchorage-Portage-Whittier

(Shuttle)

117,740 95,449 + 23.4

Specials - H i  73 2. 18.857 + 68.3

Total Passengers Handled 211,359 175,116 + 20.7

T h e  n u m b e r  of vehicles carried on the Anchorage-Portage-Whittier (shuttle) service 

w a s  19,516, up 10 percent over F Y  1982.

T A R R I F S

“

Th e  m ajor  rate adjustments m a d e  in F Y  1983 are reflected in Table IV:

T A B L E  IV: F Y  1983 T A R I F F  C H A N G E S

T Y P E D A T E %  I N C R E A S E

Interline 1-17-83 5

Intrastate:

General C o m m o d i t i e s 2 - 1 2 - 8 2 5

Grnvel 4-19-83 3

Passenger:

A n c h o r a g e  - Fairbanks 

Whittier Shuttle

1-01-85

7-01-83

10

10



A t t a c h m e n t  E 

3/14/84

ALASKA RAILROAD OPERATIONS SUMMARY 
(D o lla r  Amounts in  Thousands) 

F is c a l Years 1973-1982*

FY 1973 FY 1976 FY 1975 FY 19/6 FY 1977 FY 1978 FY 1979 FY 1980 FY 1981 FY 1982
O pe ra ting  Revenue 
Non-Operating Revenue 

T o ta l Revenues

$16,996
681

17,677

$20,783
703

21,486

$41/1/
871

42,287

$52,517
1,161

53,678

$33,376
1,646

35,022

$27,440
1,651

29,091

$23,100
2,081

25,181

$26,737
2,155

28,892

$40,782
3,159

43,941

$55,445
3,352

58,797
O pe ra tin g  Expenses 
Hiin-Operat in g  Expenses 

T o ta l Expenses

$20,057
153

20,210

$22,389
158

22,547

$35,883
272

36,155

$49,387
191

49,578

$35,703
255

35,958

$33,301
213

33,514

$31,285
204

31,489

$34,380
344

34,724

$40,358
273

40,631

$48,978
258

49,236
Cain (Loss)

lie fo re  d e p re c ia t io n  - 
A f te r  d e p re c ia t io n

cash flo w  ($ 7) 
($ 2,533)

$ 1,300 
($ 1,061)

5 8,513 
$ 6,132

$ 6,628 
$ 4,100

$ 2,186 
($ 936)

($ 1,227) 
($ 4,423)

($ 3,089) 
($ 6,308)

($ 2,306) 
($ 5,832)

$ 6,567 
$ 3,310

$13,274
i_ir55i

C ap ita l E xpend itu res $ 1,260 $ 313 $ 2,772 $ 8,602 $ 8,316 $ 5,823 $ 8,181 $ 6,893 $11,409 $11,821
i

Revenue Tuns o f Major Commodities 
( in  thousands o f  tons)

Sand and Gravel 2 1 I 104 700 727 637 396 1,797 2,754
Bulk Petro leum 363 414 557 624 532 374 220 252 379 439
Coal 565 563 584 607 550 593 524 590 653 654
Iro n  & S tee l P ipe & F it t in g s 11 15 107 174 16 28 33 37 83 165
Piggyback 48 57 95 114 100 100 89 92 113 122
Fores t Products 49 56 120 124 82 68 55 109 101 77
Manufactured Iru n  & S tee l 18 37 60 89 19 12 12 10 8 19
Cement 15 14 25 32 42 33 33 32 43 51
Machinery and Machines 12 21 60 31 47 47 24 16 28 24
M fr s . 6 M isc. NOS 32 34 44 29 17 13 25 26 11 r*
O ther 216 165 209 260 200 183 156 181 146 198

TOTAL 1,331 1,337 1,862 2,188 2,305 2,178 1 ,808 1 ,741 3,362 4,503

Passengers 74,000 84,000 81,000 84,500 103,632 126,277 151,045 150,678 161,068 175,116

* Toe Federa l Government changed i t s  f is c a l year from  J u ly  1-June 30 to  October 1-September 30 beg inn ing in  FY 1977, re s u lt in g  in a tr im s  i t  inn qua rte r
1976. To avo id  a 15-month f is c a l year fo r comparisons, these s t a t i s t i c s  use J u ly  1, 1975 through June 30, 1976 as FY 1976, and October 1, 1976 th rong
September 3(1, 1977 as FY 1977, d ropp ing  the t r a n s i t io n  q u a r te r .

**H frs. & M isc. NOS. (not o the rw ise  s p e c if ie d )  d is c o n tin u e d , now inc luded  in  s p e c if ic  c a te g o iie s .  

10/H2/MFC
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I. INTRODUCTION 
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I N T R O D U C T I O N

Thi s d o cu m e n t  1 b the c o n d e n s a t i o n  of a e l i d e  p r e se n t a t i o n  p re pared by four Harvard 

Business School students on the operations, m a r ke t s ,  finances, o rg a n i z a t i o n a l  structure 

and e x p a n s i o n  o p p o r t u n i t i e s  of the A l a s k a  Railroad. T h e  eight m o n t h  long study, m a d e  

in f u lfilling the r e q u irements of a M a s t e r ' s  D e g r e e  in Business Admi n i s t ra t i o n ,  attempted 

to answer, from a b u s iness viewpoint, two b road questions:

• * W h a t  is the A l a s k a  Railroad?

* W h a t  can it be?

W h i l e  the report w a s  w r i t t e n  d u r i n g  l e g i s l a t i v e  d e l i b e r a t i o n s  o n  the future 

of the Railroad, o u r  purp o se  w a s  to go beyond the b a s i c j u ri s d i c t i o n a l  issues in that 

process to e x a m i n e  factors r e l a t in g  to the R ai l r o a d  as a b u siness entity. In doing 

so, w e  reached two basic conclusions. The R a i l r o a d  not o nly can surv iv e  as an independent 

entity, but to take ad vantage of all of the o p p o r t u n i t i e s  o p e n  to it, the Railroad 

m u s t  b e  independent.



E X E C U T I V E  S U M M A R Y

W H A T  IS THE A L A S K A  R A I L R O A D ?

♦AS IS, THE A L A S K A  R A I L R O A D ' S  F R E I G H T  O P E R A T I O N  IS W O R T H  $8.5 MILLION.

* T R A C K  A N D  E Q U I P M E N T  ARE A D E Q U A T E  F O R  T H E  L I N E ' S  C U R R E N T  L E V E L  O F  VOLU M E ,  * 

W H I L E  THE L E V E L  O F  V O L U M E  IS H I G H  E N O U G H  TO E N S U R E  P R O F I T A B I L I T Y .

♦ T H E  N E T  IMPACT O F  F E D E R A L  O W N E R S H I P  IS D E C I D E D L Y  N E G A TIVE,

W H A T  C A N  IT BE? THE A L A S K A  R A I L R O A D . . .

r ?

" C A N  BE  A P R O F I T A B L E  P R I V A T E  E N T I T Y  W I T H  TAX A N D  F I N A N C I A L  O P P O R T U N I T I E S  

W O R T H  $52.5 MILLION.

• C A N  B A L A N C E  ITS T R A F F I C  F L O W S  S E R V I N G  M A R K E T  N I C H E S  W O R T H  $12 . 2 5  MI L L I O N .

• C A N  E X P A N D  T O  A M B L E R  E C O N O M I C A L L Y  IF M I N E  D E V E L O P M E N T  IS C O O R D I N A T E D  TO 

A G G R E G A T E  TONNAGto.

• C A N  DO  ALL OF  T H E S E  T H I N G S  B E T T E R  W I T H  M A N A G E R I A L  I N D E P E N D E N C E  F R O M  G O V E R N M E N T .



O P E R A T I O N S  S U M M A R Y

T h e  A R R ' s  l a b o r  c o s t s  a r e  h i g h  r e l a t i v e  t o  o t h e r  r a i l r o a d s .

W o r k  r u l e s  a r e  c o m p a r a b l e  t o  i n d u s t r y  n o r m s .

T h e  A P R ' s l o c o m o t i v e s  a n d  r o l l i n g  s t o c k  a r e  v e r y  o l d . T h i s  a g e  c o u p l e d

W I T H  E X P E N S I V E  L A B O R  R E S U L T S  IN H I G H  M A I N T E N A N C E  COSTS.

T h e  t r a c k  i s  i n  g o o d  s h a p e ; h o w e v e r , i n c r e a s e d  t o n n a g e  c o u l d  e x a c e r b a t e

A N  I M P E N D I N G  N E E D  FOR A H I G H E R  TIE R E N E W A L  RATE.

In c r e a s e d  v o l u m e  h a s  c a u s e d  a  m a r k e p i m p r o v e m e n t  i n  m o s t  m e a s u r e s  o f

O P E R A T I Q N G A L  E F F I C I E N C Y .  OVE R A L L ,  D E S P I T E  ITS PROBLEMS, THE A P R  IS 
D O I N G  O.K. O P E R A T I O N A L L Y .
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L A B O R  C O M P A R I S O N S

Total L a b o r  C o s t / O p e r a t i n g  R e v e n u e

Class I 

80

4 0 . 1 %

Class II 

80

4 9 ; e x

ARR

79

ARR

80

ARR

81

9 1 . 0 %  8 1 . 2 %  6 1 . 2 %

C o s t / E m p l o y e e  ($000)
1

$24.7 $24.1 NA $ 36.2 $37.0

Oper. R o v . / E m p l o y e e  ($000) $57.4 $ 51.3 NA $44.7 $60.4

1
ARR labor c o s t s  a r e  h i g h  r e l a t i v e  to o t h e r  r a i l r o a d s .  After a d j u s t i n g  for 

a 2 0 %  A l a s k a n  COLA, the ARR e x c e e d s  t h e  a v e r a g e  for Class I a n d  II r a i l r o a d s  

by $6-7,000.

A d d i tional Labor Cost = Total Cost - (Class I + II a v e r a g e  x 1.2 COLA) 

for 1 9 8 0  = $36.2 - ($24.3 X 1.2)

= $7,000



THIS DOCUMENT  
HAS BEEN REPHOTOGRAPHED  

TO ASSURE LEGIBILITY



O P E R A T I O N S  S U M M A R Y

T h e  A R R ' s  l a b o r  c o s t s  a r e  h i g h  r e l a t i v e  t o  o t h e r  r a i l r o a d s .

W o r k  r u l e s  a r e  c o m p a r a b l e  t o  i n d u s t r y  n o r m s .

T h e  A P R ' s l o c o m o t i v e s  a n d  r o l l i n g  s t o c k  a r e  v e r y  o l d . T h i s  a g e  c o u p l e d

W I T H  E X P E N S I V E  L A B O R  R E S U L T S  IN H I G H  M A I N T E N A N C E  COSTS.

T h e  t r a c k  i s  i n  G O O D  SHAPE/ H O W E V E R # I N C R E A S E D  t o n n a g e  c o u l d  e x a c e r b a t e  
AN  I M P E N D I N G  N E E D  FOR A H I G H E R  TIE R E N E W A L  RATE.

In c r e a s e d  v o l u m e  h a s  c a u s e d  a  m a r k e p i m p r o v e m e n t  i n  m o s t  m e a s u r e s  o f

O P E R A T I O N G A L  E F F I C I E N C Y .  O V ERALL# D E S P I T E  ITS PROBLEMS# THE A P R  IS 

D O I N G  O.K. O P E R A T I O N A L L Y .



OPERATING RATIO ANALYSIS

* The following bar charts show a tlme-serles comparison of the ARR's 

performance according to the 5 key operating ratios: MOW, MOE, T & T,

G & A, and overall Operating Ratio.

* They show dramatically how Increased volume since 1980 has Improved performance.

* However, the ratio Improvement masks some underlying problems or events:

— The decline In MOW Is probably too severe and Is Indicative of some 

amount of deferred maintenance

— The 1982 upturn In MOE shows how the old equipment Is straining to cope 

with greater volume

— T & T has benefltted from a new crew consist agreement In 1981 which 

eliminated 1 brakeman from each freight train's c r e w 1



I OF OPERATING REVENUE

CLASS 1'80 CLASS H'00

RATIO COMPARISON
OPERATING RATIO

ARR*79 ARR'80 ARR'81 ARR'82



:

AL A S K A  R A I L R O A D

C o m p a r i s o n  of  O p e r a t i n g  Ratios 

(% of O p e r a t i n g  Revenue)

Class I 

1 9 8 D

Class I 

1981

Class 11 

1980

ARR 

. 19 7 9

ARR

19 8 0

ARR

1981

ARR

1982

YTD

17.9 17.5 18.3 32 . 2 32.2 25.1 2 1 . 6

2 2 . 2 22.7 16.6 3 6 . 0 33.4 2 3 . 6 2 4 . 9

44.1 . 4 5 . 0 45.4 6 1 . 6 52 . 0 4 3 . 2 40.5

8 . 3 8 . 1 9.5 17.7 17.5 12.7 1 2 . 1

92.5 93.3 91.4 1 4 7 . 0 135.0 104.6 99.2

Sources: Ai a s k a  R a i l r o a d  Annual Reports

Moodys T r a n s p o r t a t i o n  Manual 1981 

A m e r i c a n  A s s o c i a t i o n  of  R a i l roads

i
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LAB O R  C O M P A R I S O N S

Total L a b o r  C o s t / O p e r a t i n g  R e v enue

Class I 

8 0

4 0 . 1 %

Class II 

80

4 9 ^ 6 %

ARR

79

ARR

80

ARR

81

9 1 . 0 %  8 1 . 2 %  6 1 . 2 %

C o s t / E m p l o y e e  ($000)
1

$2 4.7 $24.1 NA $36.2 $37.0

Oper. R e v . / E m p l o y e e  ($000) $ 5 7.4 $51.3 NA $44.7 $60.4

1
ARR labor c o s t s  a r e  hi g h  r e l a t i v e  to o t h e r  r a i l r o a d s .  After a d j u s t i n g  for 

a 2 0 %  A l a s k a n  COLA/ the A R R  e x c e e d s  the a v e r a g e  for Class I a n d  II r a i l r o a d s  

by $ 6 - 7 / 0 0 0 .

Additional Labor Cost = Total Cost - (Class I + II a v e r a g e  x 1.2 COLA) 

for 1 9 8 0  = $36.2 - ($24.3 x 1.2)

= $7 / 0 0 0



E X C E S S  

L A B O R  . 

COST



Q U A L I T Y  OF A S S E T S

L o c o m o t i v e s

* a v e r a g e  h o r s e p o w e r ;  1911 HP

* % o f  3 0 0 0  H P  In total fleet: 2 5 %

* a v e r a g e  a g e  b u i l t  —  18,1 y e a r s

Inc. r e b u i l d s  —  1 7 . 0  y e a r s

Class i a v e r a g e  —  10-11 y e a r s

* 1981 a v e r a g e  o u t - o f - s e r v l c e  ( b a d - o r d e r  r a t i o ) :  1 6 %

C l ass I a v e r a g e : < 1 0 %

C o m m e n t s

1. The A R R ' s  t o n n a g e  a n d  t r a c k  c h a r a c t e r i s t i c s  s t r o n g l y  s u g g e s t  a fleet 

o f  e x c l u s i v e l y  3 0 0 0  HP  l o c o m o t i v e s  w o u l d  be a p p r o p r i a t e .

2 . W i t h  l o c o m o t i v e  us e f u l  e c o n o m i c  life a t  a p p r o x i m a t e l y  18 y e a r s  b e f o r e  

rebuilds,, the ARR's h i g h e s t  c a p i t a l  p r i o r i t y  s h o u l d  be e n g i n e  r e p l a c e m e n t .



Q U A L I T Y  OF ^SSETS (cont.)

Rolling stock

* a v e rage a g e  of cars; 30 years

Class II average; 18 years

* net book value o f  e q u i p m e n t  as % of total assets; 11.3%

Class II average; 2 0 . 7 %

Comments

1. The ARR c o u l d  Improve Its m a i n t e n a n c e  of e q u i p m e n t  ratio (MOE/op. revs) 

through Investment ,iew cars.

2. The ARR's recent a g r e e m e n t s  to buy 75 100-ton hopper cars are a good 

move in the right direction.

Road & Structure

* 40% of the track Is r a ted Class IV (up to 45 MPH freight) by the 

Federal Rail Admi n i s t r a t i o n

\  on l y  5 %  Is r a ted for less than 2 0  MPH o p e r a t i o n

* rail weight s 115 lb.

Class I norm; 132 lb.

* % o f  ties rene w e d  per year; 1. 2 %  (83-year cycle)

Class I norm; 3 . 0 %  (33-year cycle)

* % of  road book value/total assets; 6 0 . 0 %

Class II average; 4 6 . 4 %

" Comments

1. The overall Class IV rating of the track Is excellent.

2. At some m u l t i p l e  of current volume, the ARR will ha v e  to consider

132 lb. rail

X Tlio ADI) fnror n rl nnrinrl-iin !• I n rnnm.iol rr»hn



MHJAL COST 

(MILLION)

CUM. TIES 

REPLACED

EXPECTED FUTURE TIE REPLACEMENT & COST
%

1901-1992

. O H  TIES REPLACED (000) A N N U A L  C O S T

1981 1982 1983 ,1984 1985 1988 1&87 1988 1989 1990 1991 1992

YEAR



1. Total ties on ARR: 1.95 inlllipn

2. Key facta:

i) O ver 30 years ago, more than 25% (500,000+) of the ARR's ties were replaced In a single 3-year spsn, 

1948-1950. T h e  A R R  risks a simultaneous mass  deterioration of these ties.

li) Over the last 12 years, the A R R  has replaced ties at a rate equal to an 83-year tie life expectancy.

ill) The weighted average life of oil A R R  ties is about 27 years.

iv) Most "lower 48" railroads use a 30-40 year tie life expectancy.

v) A  major savings (33%) in the tie installation labor coats results from tie renewals at rates in excess

of 17,000 per year.

3. Cost per tie Installed:

(1) (2)
At replacement rate of 17,000/year or less using At replacement rate of 17,000/year or more using

section crew labor tie gang labor

Tie $16.55 Ti e  $16.55

Shipping 3.45 Shipping 3.45
Labor @ 1 hr/tie 23.00 Labor @ 2/3 hr/tie 15.50

Supervision, Machines 0.50 Supervision, Machines 8.50

Total $51.50 Total $44.00

4. Comparison:

In 1980, a major Class I railroad budgeted tie replacement costs os follows:

Tie $20.65

Labor 9.55

Total $30.15

5. The issue: What la the appropriate tie replacement cycle for the ARR, g iven its physical environment and

light.density traffic?

Factors Suggesting Shorter than Average Life Factors Suggesting Longer than Aver a g e  Life

* severe weather (effects unclear) * weather

* soft subgrade In m a n y  places * light traffic density

* permafrost conditions

* pit-run ballast

6. V i e w  of the ARR's Chief Engineer:

i) "If tie life is 35 years, I'm in a lot of trouble." 

li) "Mithin the next 5 years, we'll have to start replacing more than 50,000 ties per year,"

TIE REPLACEMENT ANALYSIS
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MARKETING SUMMARY

*THE LEVEL OF ALASKA'S E C ONOMIC ACTIVITY HAS REACHED THAT OF PEAK PIPELINE 

DAYS. THE ALASKA RAILROAD'S ONGOING VOLUME IS NOW AT A PROFITABLE LEVEL.

•NEAR-TERM MARKET GROWTH OF GENERAL COMMODITIES PRESENTS TREMENDOUS
11

OPPORTUNITY. IF UNREGULATED, THE RAILROAD CAN CONTINUE TO EXPLOIT 

ITS STRUCTURAL COST ADVANTAGE TO GA I N  MARKET SHARE. ANTITRUST LAWS 

MAY APPLY ONCE THE R A ILROAD LEAVES FEDERAL OWNERSHIP.

•SOUTHBOUND OIL TRAFFIC, IF INTERIOR ALASKA REFINING EXPANDS ON PLAN, HAS A 

P R E SENT VALUE OF $8,232 MILLION. PROJECTED COAL EXPORTS TO ASIA RAISE THE 

RAILROAD'S PRESENT VALUE $4,025 MILLION. BOTH COMMODITIES SOLVE A LONGTIME 

RAILROAD P R O BLEM BY BALANCING VOLUME FLOWS WITH NORTHBOUND TRAFFIC.

•PASSENGER TRAFFIC IS CLOSE TO P R O FITABILITY ON ALL BUT LOCAL SERVICE BETWEEN 

ANCHORAGE AND FAIRBANKS. SELF-PROPELLED CARS, A STATE SUBSIDY, OR BOTH 

MAY BE NECESSARY TO CONTINUE THAT SERVICE.



COAL EXPORTS: W H A T  IS IN S T O RE  FO R  T H E  A L A S K A  RAILROAD?

* T h e  Usibe l li  Mine; H e a l y  will expand p r o d u c t i o n  as it is contracted for. Li kelihood

- of high tonnages is dim, typified by slowness in getting contracts.

* M obil-held leases in the Y e n t f n a  field, if developed, could m e a n  substantial n e w  tonnages

for the railroad.

I  * Railroad r i g h t - o f - w a y  is preserved to J o n e s v i l l e  Mine, closed mld-1960's. D e v e l o pm e n t

u n l i k e l y  soon as m i n e  is underground.

|J * O f f - s y s t e m  p r o p o se d  development, suc h  a s  Beluga and Bering River, ma y r e q ui r e  r ail service.

Al a s k a  Railroad should pur s u e  the o p p o r t u n i t y  to s e rv i c e  these areas and r e c o g n i z e  fuller 

us e  of equipment.

I
A L A S K A  C O A L  EXPORTS: W H A T  W I L L  M A K E  T H E M  .HAPPEN?

|[ Markets

— , * Total dem a n d  for s team coal in Japan, Korea, and T a i w a n  was  24.3 m i l l i o n  tons

>1 in 1981. It is estimated dem a n d  will dou b l e  by 1985; a g a in  by 1990,

* Alaska, 100 0  m i l e s  clo s e r  to A s i a n  ports, has cost a d v a n t a g e  over W e s t e r n  U.S.

^  * Backhaul of c oal s o u t h wil l  help A l a s k a  railroad k e e p  pr i c e s  down.

f * Central A la s k a ' s  lo w  B t u / h i g h m o i s t u r e  coa l  r e q uires dedi c a t e d  plants or a 

b l e nding or co k i ng  p r o c e s s  to raise coal value.

* ,

I

I  '



WHAT'S DEHIND NORTH POLE'S ADVANTAGE IN SERVING THE ANCHORAGE MARKET?

BY RAIL BY TANKER AND PIPELINE

Prudhoe-North P o l e  $ 3 ,72/bbl. P r u d h o e - V a l d e z  $6.10/bbl.

Railroad to A n c h o r a g e . ..2.66 Tanker to N l k l s k l  50

Unloading c h a r g e s    .08 . Pipeline to Anchorag e .69

TOTAL $6,46  CUSTOMER SAVES .85............ $7.29

FOUR REASONS:

A. COOK INLET REFINERIES USE MORE NORTH SLOPE CRUDE

•Chevron retrofitted In 1981 to 100% production using ANS crude. 

Tesoro Is now operating on 15% ANS production.

B. FERC DIFFERENTIATES BETWEEN INTRASTATE AND INTERSTATE IN TAPS PRICING.

C. INTERIOR REFINERIES INJECT RESIDUALS INTO THE PIPELINE.

D. ALASKA RAILROAD RATES STAY UNDER THE VALDEZ-NIKISKI "PRICE UMBRELLA."



RA I L  ROUTE: 

P R U D H O E - N O R T H  P O L E -  

A N C H 0 R A 6 E

P I P E  A N D  W A T E R  

ROUTE: P R U D H O E -  

V A L D E Z - K E N A I -  

A N C H O R A G E

B A R H O W

N O M E
F A I R B A I

H E A L Y

ITRANA

M E R
A N C H O R A G

A L D E Z

J U N E A USEW|\RD

K O D I A K

G U L F  O F  A L A S K A  K E T C

B E A U F O R T  S E A

P R U O H O E  B A Y

O I L  "PRICE U M B R E L L A "

P R U D H O E - V A L D E Z - K E N A I - A N C H O R A G E .......$ 7 . 2 9 /  barrel

P R U D H O E - N O R T H  P O L E - A N C H O R A G E ........... b _ M

COST S A V I N G S  $ .83/barrel



PROJECTED INCREASE IN PETROLEUM TRAFFIC

ASSUME:

•BASE CASE OF 1300 CARLOADS OF OIL AND PRODUCT SHIPPED THROUGH 1992.

•DEMAND ASSUMPTIONS ARE BASED ON NEAR TERM INCREASED CAPACITY AT NORTH POLE.'

•FURTHER, NORTHBOUND GASOLINE TRAFFIC FALLS OFF AS AN INTERIOR REFINERY 

ADDS THAT CAPACITY IN THE MIDDLE 1980'S.

•EVENTUAL INCREASES IN SOUTHBOUND SHIPPING OF PRODUCTS FROM THE NEW REFINERY.

•DOYON LTD., A NATIVE CORPORATION, RECENTLY SHELVED PLANS TO BUILD A 

REFINERY BECAUSE OF THE OIL GLUT. MAPCO IS CONSIDERING EXPANSION AT 

NORTH POLE, THE ONLY EXISTING INTERIOR FACILITY.

VALUE OF THIS TRAFFIC, BASED ON RAILROAD PROJECTIONS:

$8.232 MILLION, discounted at 5% real return
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A L A S K A  RA I L R O A D  PRICING

At about 1 0  cents per revenue ton-mlle the A laaka Railroad charges almost twice what other 
Class II railroads charge.

Clearly the d i f f e rences In the costs of op e r a t i o n  In Alaska are the m djor cause 
of higher prices since the Railroad is barely profitable w i t h  the current price 

structure.

• Volume gains have dramatic effects on costs per ton-mile. A s  volume benefits from market 

growth and increased m a r k e t  share, there will be an umbrella created between prices and cpsta.

• This umbrella m a y  be used by the Railroad to either Increase profitability or reduce prices 

and gain m arket share (which would result in even lower costs).

• Sea/Land and T o t e  appear to be very v u lnerable to aggressive pricing by the Railroad

and Al a s k a  Hydrotrain. One railcar can carry three containerloads. Containers and trailers 

have higher per- t o n  variable cost than rallcars.

* T his cost advantage is greatest wh e n  a full 60-ton carload or m o r e  can be received by the 

shipper at o n e  time. For such shippers the Railroad has begun using "contract rates" in 

w h i c h  the shipper gets a lower price in return for guaranteed mini m u m  tonnages and full- 

carload loading. For example, in lumber and plywood delivered to Anchorage in 1981 

the Railroad had b elow average price increases to its shippers while receiving much grepter 

revenues per carload.

■ Contract rateB permit the Railroad to be competitive for d el i v e r y  not only to Fairbanks 
(a long haul) but to A n c horage (a short haul).

fe* :

•• < 
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E S T I M A T E D  MARKET SHARE IN THE R A ILBELT

Railroad and Truck 

1980 and 1981

1980 1981

1 0 0 0 #s Tons Share % 10OP's Tons Share %

Alaska R a i l r o a d 1

Port of Whittier 219.9 2 7 1.0

Port o f  Seward 7.8 22.5

Port o f  Anchorage —  Bulk 44.1 70.7

Port of Anchorage --

Piggyback to Fairbanks 91.0   102.4 . _________

Total Alaska Railroad 362.8 29 466.6 32

Truck

Port of Anchorage —  Bulk 50.8 35.4

Port of Anchorage —

Trailer and container 841.6   955.3 _________

Total Truck 892.4 71 990.7 68

Total Rallbelt 1255.2 100 1457.3 100

1 Alaska Railroad d a t a  are for years ended September 30th while Port of Anchorage 

data Is for periods ended December 31st,. The last three months of the.year are 

slow periods so the ARR fiscal data Is a good a p p r o x i m a t i o n  of the traffic In 

the calendar year.
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ESTIMATED RAILBELT MARKET SHARE (TONS)
RAIL AND TRUCK 1930 ft 1991

TRUCK (681)

SVITCH TO R A H  1981 (31)

RAIL 1923 (29X)



M A R K E T  S H A R E

• T h e  Ala s k a  R a il r o a d  picked up a 3% gain in s h a r e  of total tons delivered to the railbelt 

b e t w e e n  1 980 and 1981 through a g gressive sales, c o n tract rates, etc.

• T his gain r es ulted in a 10. 37. gain in gene r a l  c o m m o d i t y  tonnage for the railroad itself.

As the graph shows, the m o d e s t  3% gai n  is large r e l at i v e  to the 29% share held by the

railr o a d  in 1980.

• Th e  Port  of A n c h o r a g e ' s  s hare of to al tonnage d e l i v e r e d  to the railbelt fell 2%. W h i l e

the total m a r k e t  g r e w  16% the Port g r e w  only 13%.

• Sea/Land and T o t e ' s  total s hare of tonnages a l s o  drop p e d  from 74.3% in 1980 to 

72.6% in 1981 as the R a i l r o a d ' s contract rates shifted traffic to the Port of 

W h i t ti e r  via rail barge.

• Rai l b ar g e  s hare ros e  from 17.5% in 198 0  to 18.6% in 1981.

• Du e  to the high fixed cost of railroads, c o n t a i n e r s hi p s ,  railbarges, and ports,

siaall shifts in v o l u m e  have d r a m a t i c  effects o n  p r ofitability. This is why o r g a nizations 

su c h  as Sea/Land, Tote, and the Port of A n c h o r a g e  respond so v o c a l l y  to the mor e  
ag g r e s s i v e  stance of the A l a s k a  Railroad.

• P r i c i n g  wi l l  a l s o  have d r a m a t i c effects o n  profitability. A s  m a r k e t i ng  becomes 

m o r e  aggressive, p r o f i t a b i l i t y  m a y  d e c l i n e  for all part i es  except whe n volume gains 

o u t w e i g h  p rice cuts as occurred for the Al a sk a  R4/JT|.road in 1981.



F O R E C A S T  G E N E R A L  C O M M O D I T Y 1 REV E N U E S  & R E V E N U E  TON M ILES

( 4 «  A N N U A L  G R O W T H , C O N S T A N T  R A I L R O A D  M A R K E T  S H A R E )

I

1980 1981 1990

Revenues ('000) $16,072 $20,447 $31,711

Revenue Ton-Mlles 133 M 184 M  285 M

(Millions)

Source: U.S. Army Corps o f  Engineers 

A laska Railroad

E x c l u d e s  Gravel, Petroleum, and Coal.

2000

$51,669

465 M



R E V E N U E  T O N - M I L E S l B Y  C O M M O D I T Y  G R O U P  

1 9 8 0  and 1981 

(In M i l l i o n s )

Coal 

In State

E x p o r t

P e t r o l e u m  In Tank Cars 

Out o f  S tate

North Pole

Gravel

P i g g y b a c k

M e r c h a n d i s e  

In S t ate Origin

Out o f  State Or i g i n

Source: Alaska R a i l r o a d  

Internal Data

A R E V E N U E  T O N - M I L E  IS ONE TON 
ONE MILE.

1 9 8 0  1981

5 9  64 + 8 . 5 %

7

56 50  - 1 0 . 8 %

8  25 + 3 1 2 . 5 %

15 77 + 5 1 3 . 3 %

39  40 + 2 . 6 %

35 13 - 6 2 . 9 %

5 9  131 + 2 2 2 . 0 %

271 407

R E V E N U E - P R O D U C I N G  C A R G O  C A R R I E D



TRAFFIC ANALYSIS

• O i l  -  A s  C o o k  Inlet refineries have begun to use N o r t h  Slope crude, the North Pole refinery

has exploited a transportation cost advantage. T h e  Railroad has accordingly carried 

m o r e  Jet fuel south to Anchorage.'

• Gravel - T h e  Railroad has aggressively expanded its gravel haul business between Palmer and

A n c h o r ag e  w i t h  the construction boom in Anchorage.

• M e r c h andise - T h e  Railroad has participated in the 16% growtii in tonnages delivered to the

A l a s k a  Railbelt between 1980 and 1981 plus It gained about 3% In share of that market 

t hrough cv-.itract rates and aggressive sales.

• Drilling Pipe -  Only  about 25% of growth in me r c h andise has been related ico North Slope activity. 

Declining Business

• Logs -  Al m o s t  all the decline in in-state mercha n d i s e  caine from the closing of the chipping mill
at Seward due to a court ruling on in-state timber primary processing. The Railorad no 

longer delivers logs from Nenana to Seward.

Conclusions:

• The Railroad's traffic volume, w h i c h  haB almost reached the level of pipeline-construction 

years, is based on a solid mi x of business that does not rely on any one project or contingency. 

It is a result of the general growth and strength of the Alaska economy.

Causes of 50% Crowth in Revenue Ton-Hlles 1980-1981

Sources of Gro wth



PIGGYBACK(TOFC/COFC)

SANO/GRAVEL (19Z)
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T h e  Alaska Railroad's primary competitors In overland transportation are truckers. 

Th e  Railroad dominates the Fairbanks market w i t h  deliveries from the Ports of 

Seward, Whittier, and Anchorage while truck delivery from the Port of Anchorage 

dominates the Anchorage market.

T h e  Railroad receives piggyback traffic bound f o r  Fairbanks from the container-^ 

ship firms, Sea/Land and Tote, but it also indirectly competes w i t h  these firms witty 

rail d eliveries to Anchorage vi a  railbsrge from the Port of Whittier. Thus the 

Railroad is a major player in the competition betw e e n  contalnerships and railbargea 

for sea delivery from the lower-48 United States and Canada,

Similarly the Alaska Railroad has a m a j o r  impact o n  w hich port handles 

deliveries to the Railbelt markets of A n c horage and Fairbanks. Drilling pipe 

delivered by the Railroad from Seward to Fairbanks bypasses the Port of Anchorage, 

for exnmple. Lumber and plywood delivered by the Railroad to Anchorage under 

contract rates via the Port of Whittier also bypasses the Port of Anchorage even 

though Anchorage is the destination of the cargo.
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•ANCHORAGE - FAIRBANKS PASSENGER SERVICE

D E S C R I PT I O N :

The Alaska Railroad operates daily express passenger service northbound and s o u t h b o u n d » w i t h  stops at 

Anchorage, Talkeetna, Denali National Park (Mt. McKinley), and Fairbanks in summer. It is a major 

means of tourist transport for the south-central region of Alaska. The trip from A n c horage to Fairbanks 

is 356 miles.

T h e  Railroad also ‘operates local passenger service in summer between A n c h o r a g e  and Fairbanks 

twice each wa y each week. These trains service a remote region of homesteads between Talkeetna and 

Cyrry wit h flag stopa. They also connect the major cities of Anchorage and Fairbanks.

In winter, a mixed freight and passenger train is operated northbound on Saturday and Southbound on 

Sunday. Up to 25 freight cars are added to the trair. to help offset passenger losses. Transportation and 

maintenance &osts are then allocated to freight service. Real savings are mlnlmaL since an extra 

locomotive is usually added to the northbound mixed train. Regular winter freight trains during w e e k­

days have extra capacity to handle the 25 cars during the week. Some savings m a y  be realized in 

per d iem expenses due to quicker turnaround of offline-origin cars.

A. Statistics

* Rldershlp

* Revenues

* Fare Increase

B. Analysis and Conclusions

* Consistent increases in fares have not damaged summer rldershlp.

* Winter rldershlp has fallen du e  to higher fares and service cuts. Sprvice has fallen from

3 trains per week to 1 train per w e e k  each way in winter.

* The railroad is no longer a n  important intercity passenger '.ink. Its fare is 6 5 %  of airfare

and the trip takes 11 hours longer. Less than 30 passengers per w eek ride in winter from

Anchorage to Fairbanks.

* Tourist ridership in summer is less sensitive to higher fares and may rise over time.

—  Costs art’; fixed and load factor is only 5 4 % .

—  Up to 30-40% additional ridership on express trains would incur no additional costs 

except traffic and promotion.

1980-1981 change

* .2% 
+26.6% 

+25.0%



A n c h o r a g e  t o  F a i r b a n k s  P a s s e n g e r  S e r v i c e

1 9 8 0

1 9 8 0  t o  1 9 8 2  

1 9 8 1 1 9 8 2 (e s t i m a t e d )

G r o s s  R e v e n u e  

C o m m i s s i o n s ^

A l l  L o c a l  

L 3 0 5 1 

( 56)

E x p r e s s

1 , 3 8 6 3

(65)

L o c a l

3 5 8 1

(6)

T o t a l

1 , 7 4 4 ^

(71)

E x p r e s s L o c a l T o t a l

N e t  R e v e n u e 1 , 1 4 9 1 , 3 2 1 352 1 , 6 7 3 1 , 6 7 1 352 2 , 0 6 2

E x p e n s e s ^ (3,233) (1,590) (1,234) (2,824) (1,749) (1,018) (2,767)

(1,984) ( 269) ( 882) (1,151) ( 78) ( 666) ( 744)

S o u r c e s : A l a s k a  R a i l  a n d  D a t a  a n d  S t u d y  E s t i m a t e s  

^ I n c l u d e s  m a i l  r e v e n u e s  o f  $ 1 1 1 , 0 0 0  i n  1 9 8 0  a n d  $ 1 3 7 , 0 0 0  i n  1981,

^ T h e r e  w a s  a  2 5 %  f a r e  i n c r e a s e  i n  1 9 8 1  w i t h  a l m o s t  n o  l o s s  i n  r i d e r s h i p ,

^ I n c l u d e s  s p e c i a l  t r a i n  r e v e n u e .

^ T r a v e l  a g e n t  c o m m i s s i o n s  e s t i m a t e d  b a s e d  on o n e  half of s u m m e r  t i c k e t s  a n d  1 0 %  c o mmission. 

^ A l l o c a t e d  b a s e d  o n  #  l o c a l  a n d  e x p r e s s  t r a i n s  for 1981, N o  a l l o c a t i o n  of a d m i n i s t r a t i v e  o v e r h e a d

O T H E R  T H A N  A N  E S T I M A T E D  $ 5 0 , 0 0 0  OF D I R E C T  T R A F F I C  E X P E N S E S  A R E  INCLUDED,



T H E  W H IT T I E R  SHUTTLE

DESCRIPTION:

The Whittier shuttle la a passenger train from A n chorage to Port a g e (50 miles), and a passenger train 

with flat cars added for automobile transport, from Portage to Whittier. A  ferry to Valdez lands at 

Whittier.

Trains operate three days per w e e k  in winter and d a il y  in summer. There are also two extra trains 

operated each w e e k  in summer.

STATE CONTRACT A N D  SUBSIDY:

The Whittier Shuttle is operated under contract to the S t a t e of Alaska. Currently the State guarantees 

minimum average revenues of $3,300 per train-day and $2 , 1 0 0  per train-day for summer extra trains.

At current service levels the guarantee amounts ot $803,400 annually. If passenger and auto revenues 

fall b elow that level for the year, the State will make  up the difference. Revenues in excess of the 

minimum accrue to the Railroad.

WHITTIE?. SHUTTLE C A I N  (LOSS)

($•000)

1980 1981

$711 $881

50

761 881

(764) • (840)

($ 3) $ 41

Revenues 

Subsidy 

Total 

Expenses

1980 Subsidy M i n i m u m : 1981 Subsidy Minimum:

Train-Days Subsidy Traln-Days Subsidy

225 x $3125 $703,125 225 x $3300 $742,500
29 x $2000 58,000 29 x $2100 60.900

$761,125 $803,400

Source: Alaska Railroad
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FINANCE S U M MARY

* Adjusting the ARR's a c c o u n t i n g  practices to c o n f o r m  to Industry standards 

ch a nges the 1981 rep o r t e d  profit to a loss. Even so, the trend Is very 

favorable and 1982 will be profitable.
i

* The ARR's freight o p e r a t i o n s  are w o rth $ 8.5M as Is. This valua t i o n  will 

Increase d r a m a t i c a l l y  If perfor m a n c e  c o n t i n u e s  to ex c e e d  projections.

* R e v e n u e - p r o d u c i n g  real es t a t e  c o uld be m o r t g a g e d  for $15.3M.

* As a corporation, the ARR c ould have raised $11.6 M  in 1981 by leasing

e q u i p m e n t  and track. The present value of those leases would be $5.3M,

* As a corporation, the ARR c ould dep r e c i a t e  Its $8 2 M  "Frozen Asset Base"

under the Re a g a n  Tax Law. The present value of the tax savings would 

be $ 3 1 .9M.

* ARR m a n a g e m e n t  Is weak in the use of financial a n a l y s i s  tools.
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V A L U A T I O N  RECAP

($ M i l l i o n )

1, F r e i g h t  O p e r a t i o n s  $ 8,5

2, R e a l  E s t a t e  15,3

3, L e a s i n g  5,3

A, F r o z e n  A s s e t  B a s e  T a x  B e n e f i t s  31 , 9

T O T A L  $ 6 1.0
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P R O J E C T E D  F R E E  C A S H  F L O W  F R O M  F R E I G H T  O P E R A T I O N S  A S S U M I N G  C O N S T A N T  1 9 8 2  L E V E L  P E R F O R M A N C E

F r e e  C a s h  F l o w

$ 5 . 3  m i l l i o n

+ 3 . 3

+ 2 . 5 7

- 2 . 4 4

-2.  5

- 5 . 0

1 . 2 3  

$ 8 . 4 9  m i l l i o n

N e t  i n c o m e  a s  p r o j e c t e d  

D e p r e c i a t i o n

I m p r o v e m e n t  i n  1 9 8 2  i n c o m e  t o  d a t e  o v e r  p r o j e c t i o n s

M a j o r  m a i n t e n a n c e

I m p u t e d  i n c o m e  t a x

O n g o i n g  c a p i t a l  e x p e n d i t u r e s

N e t  a f t e r - t a x  f r e e  c a s h  f l o w

N e t  p r e s e n t  v a l u e

N o t e s :

A .  F i s c a l  y e a r  1 9 8 2  i n c o m e  o f  $ 5 . 3  m i l l i o n  i s  t h e  a m o u n t  p r o j e c t e d  b y  t h e  A l a s k a  R a i l r a o d .  ‘,? e 3 a n g e r  

s e r v i c e s ,  w h i c h  a r e  a s s u m e d  t o  h a v e  a  n e g a t i v e  c o n t r i b u t i o n  o f  $ 5 0 0 , 0 0 0 ,  a n d  n o n - o p e r a t i ; .  c c o u n t s ,  

a r e  e x c l u d e d .

B. D e p r e c i a t i o n  s o u r c e :  A R R  p r o j e c t i o n s

C .  Y e a r - t o - d a t e  f i g u r e s  i n c l u d e  t h e  f i r s t  f i v e  m o n t h s  o f  F Y * 8 2 .  C a s h  f l o w  d o e s  n o t  . a s s u m e  a n y  i m p r o v e m e n t  

o v e r  o r i g i n a l  A R R  p r o j e c t i o n s  f o r  r e m a i n d e r  o f  t h e  y e a r .

D .  M a j o r  m a i n t e n a n c e  i o  b a s e d  o n  H B S  s t u d y  a l l o c a t i o n .

E. O n g o i n g  c a p i t a l  e x p e n d i t u r e s  a r e  b a s e d  o n  h i s t o r i c a l  a v e r a g e ,  a d j u s t e d  t o  e x c l u d e  p a s s e n g e r  c a p i t a l  

e x p e n d i t u r e s  a n d  m a j o r  m a i n t e n a n c e .

F. N P V  a s s u m e s  a  1 5 - y e a r  c a s h  f l o w  w i t h  a  57. d i s c o u n t  f a c t o r ,  a n d  a s s u m e s  t i e  r e p l a c e m e n t  c o s t s  r i s e  b y  

$ 0 . 6 2  m i l l i o n  a f t e r  t a x  i n  1 9 8 5 .
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REAL ESTATE FINANCE O PPORTUNITY |

A. KEY FACTS:

•The Alaska Railroad's real estate rentals from land have risen

over 20% per year for the last six years.

i

•The Railroad now holds no mortgages of any ki n d  on Its real property.

B. FINANCIAL IMPLICATIONS:

1982 Rental cash flow available for debt service: $2.96 million 

Loanable a m o u n t : 1 $15.3 million

C. If we assume real estate cash flow rises Just 15% per year and that the

Alaska Railroad uses this Income each year to borrow more money, the 

Railroad can raise capital according to the following s c h e d u l e . 1

. ]983 1980 1985 V986 1987

$2.3 million $2.60 million $3.00 million $3.09 million $0.01 million>

1. Assumes 15% Interest, 10 year term, and m o n t h l y  repayments. Assumes 

bank lends 100% of the amount of the debt the cash flow can sustain.
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A. In 1981, the Alaska Railroad c o u l d  have financed $11.6 M of capital e x p e n­

ditures through lease transactions had It been a corporation.

B. Three types o f  leases were a v a i l a b l e  ($ flnanceable):

(1) New Equip m e n t  Lease ($3.0 million)

(2) Used Equip m e n t  S a l e - L e a s e b a c k  ($6.6 million)

(3) Safe-Harbor L e a s i n g  o f  Track under ERTA of 1981 ($1.6 million)

C. The w e i g h t e d  a v e r a g e  p r e - t a x  cost of this money would have been 10.3%.

D. The a f t e r - t a x  net p r e s e n t  v a lue o f  en t e r i n g  Into such leases would have 

' been $5 3 million.

L E A S I N G  A S  A  F I N A N C E  O P P O R T U N I T Y

i

I

i

B
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S U P P L E M E N T A L  I N F O R M A T I O N  O H  L E A S E S

1. The primary purpose of leases is to transfer tax benefits —  principally «icpracioi-i«*| and Investment tax credits.

2. Only property owned or used by private, for-profit corporations, or exempted public corporations is eligible 

for tax benefits. See §48(a)5 of the IRS Code w hich says:
"Property used by the United States, any State or political subdivision thereof . . ., or 

any agency of instrumentality of any of the foregoing shall not be treated as §38 property."

(i.e. property eligible for tax credits.)

3. The economy Recovery Tax Act of 1981 (ERTA) changed railroad leading in three fundamental ways:

* Reduced rolling stock depreciable life from 12 to 5 years
* Eliminated F M V  purchase requirement for the residual asset value; the ne w  so-called "aafe-harbor" leasing 

allows a put/call agreement on the residual asset for 25-30X of book value

* Allowed the sale of excess tax benefits by one corporation to another

A. Senator Dole has proposed eliminating the third and possibly the second of these changes by ERTA. Some

recission appears likely.

5. Lessors can offer lower lease rates through the use of "leveraged lease" transactions in which the lessor

generally borrows 70Z of the asset's purchase cost. All the tax benefits then accrue to the lessor for

Just 30X of the asset's cost.

6. Lease terms are generally limited only by the asset's remaining useful economic life.

7. At the conclusion of the lease, the lessee lu*.<« the option to renew the- lease (generally for 10-year increments

for rolling stock or locomotives) or to purchase the asset (under a put/call agreement). In the case of the

Alaska Railroad, its bargaining position as leasee would be extremely strong because:

(1) the equipment would be in Alaska
(2) having served its useful economic life, the equipment would probably need an expensive overhaul

(3) the equipment would have a book value of zero

(4) the lessor would tiave already achieved his desired rate of return

8. Other than its relatively new GP-40's, book value of the Alaska Railroad's locomotive fleet is $6.1H spread 

over 40 locomotives. This amount could theoretically be realized in a Bale-leaseback transaction. However, 

the age and diversity of the equipment makes such a lease improbable.

9. Safe-harbor leasing of trnckwork is possible through a non-recourse loan by the railroad to the leasing 

company which uses the loan to buy the track. The leasing company then leanea the trackwork back to the 

railroad with lease payments equal to tlie debt service; lienee the only net cash flow occurs in year zero.



" FR OZ EN  A S S E T  BASE" T A X  BENEFITS

1 .

i)

Ke y Facts:

ii)

iii)

T h e  rails' us e  of bette rm e n t  a c c o u n t i n g  (as o p p o s e d to r a ta b l e  de p r eciation) for investment 

in track and struc t ur e s  has resulted i n  a large undep r e c i a te d  " f r o z e n  asset base" on their 

balance'sheets.

ERTA a l l o w s  r a i l s  to w r i t e  this b a s e  off o v e r  5 to 50 years.

The A R R  h a s  an $82 m i l l i o n  " f r o z e n  a s se t  base."

T r a c k  & Struc t ur e s  

Tunn e l s

$75.OM 
7.OH

$82.OM

'2. Ta x Benefits

(using 5-year ac c e l e r a t e d  schedule)

A m o u nt  W r i t e o f f  T a x  Rat e A f t e r - T a x  C a s h  F l o w  Benefit

Yr. 1 $ 82M X 4 0% x 46% n $ 1 5 . 1M

Yr. 2 82M X 24% 46% 9.1M

Yr. 3 82M X 1 8% 46% m 6.8 H

Yr. 4 82 M X 1 2 % 46% m 4 . 5 M

Yr. 5 82H X 6% 46% m 2.3 H

3. Net PreB e n t  V a l u e  (u.^scounted at a f t e r - t a x  equiv a l en t  of 15% pretax)

$31.9 m i l l i o n

4, Thi s  tax benefit w i l l  b e  limited by that port i o n of the purchase price w h i c h  is assigned to the 

fixed asset accounts.
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ALASKA RAILROAD

Balance Sheet as of February 28, 1982 

($000,000)

*

ASSETS

Current Assets $ 39.1

Fixed Assets

Land 0.3

Net Buildings 5.6

Structure 113.9

Gross E'Hjlpment 96.7 

less depreciation 27.1 19.6

Sub-Total, Fixed Assets 139.9

Other Assets 2.5

LIABILITIES & SHAREHOLDER'S EQUITY

Current Liabilities $ 5.9

Other Liabilities 2.1

Shareholder's Equity

Paid-in Capital * 273.5

Retained Earnings (105.0)

Sub-Total,

Shareholder's Equity 168.5

Total Assets $176.0 Total $176.0



C OMMENTS O N  B A L ANCE SHEET

A SSETS

* The book v a l u e  of  land, al m o s t  all o f  w h i c h  was g i ven to the ARR by 

the Federal Government, is o b v i o u s l y  an u n d e r s t a t e m e n t  of  market value.

* The high e q u i p m e n t  d e p r e c i a t i o n  is a n o t h e r  Indication of  Its age. 

B ecause of  this factor and the fact that m u c h  o f  the equipment was 

g o v e r n m e n t  surplus d o n a t e d  to the ARR, we cannot ass u m e  book value 

ev e n  a p p r o x i m a t e s  mar k e t  value.

EQU I T Y

* The high equity/1 labilities p e r centage Is unusual. The ARR's 0 %  D/E ratio • 

c o m p a r e s  wi t h  a  3 0 %  a v e r a g e  for our Class II sample. Based on  this 

c a p i t a l i z a t i o n  comparison, the ARR c o u l d  support a s i gnificant amount 

o f  bank debt.



ENTITY SUMMARY

♦PRIVATE OWNERSHIP AND O P E R ATION OF THE ALASKA RAILROAD, AS IT 

EXISTS TODAY, IS NOT A PRACTICAL QUESTION: IT IS PHILOSOPHICAL.

•HOWEVER A SUCCESSOR ENTITY IS ORGANIZED, IT MUST HAVE F R E EDOM FROM 

- A N D  EQUAL LEGAL STANDING W I T H - ' G O V E R N M E N T  TO TAKE ADVANTAGE OF 

MANAGEMENT AND MARKET OPPORTUNITY.

•UNNECESSARY COSTS OF DUREAUCRATIC ATTACHMENT ARE DIFFICULT TO 

MEASURE, DUT THEY ARE VERY SUSTANSIAL.



P H I L O S O P H Y

Railroads are t r a d itionally p r i vate sector activity.

Management p e rforms better with profit responsibility.

Governments fall to exploit entrepreneurial opportunities.

Oice a rai l r o a d  Is profitable, governmental p a r t i c i p a t i o n  *s unnecessary.

"Federal o w n e r s h i p  o f  the [Alaska! Railroad now conflicts with or 

limits a c t ions needed to Improve Its p r o f i t a b i l i t y . "

— General Accounting Office Report to Congress,

February 25, 1982



Ownership

T h e  U.S. federal government, 11 states and 16 municipalities o wn  or operate some type of rail property 

for approximately 30 railroads.

Organization

Either single or in combination**

—  Commissions

—  Authorities

—  Departments of Transportation

—  Or public benefit corporations

are organizational forms used.

ADVANTAGES

A a government agency has strong negotiating position with  labor

* possibility of public funding, especially for expansion and natural disasters

* lower cost of capital

* tax-exempt status

A probable exemption from anti-trust

DISADVANTAGES

* lack of autonomy: bureaucratic control reduces managerial d iscretion and efficiency in every functional 

A governmental personnel policies inhibit railroads' business needs

A competing transportation modes consider publicly funded railroad as unfair competition 

A railroad has no legal standing against regulation

A employees can benefit from bot h  Civil Service and union representation

A no possibility of creative financing; lack of tax benefits Increases cost of equipment

A inability to compensate management at competitive incentive rates, but Civil Service leads to

top-heavy management

A greater exit barriers for markets and services

PROFILE O F  G O VERNMENT INVOLVEMENT IN RAILROADS
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S U P P LE M E N T A L  I N F O R MA T I O N  O N  G O V E R N M E N T  I N V O L V E M EN T  IN RAILROADS

A. Size

* Of 30 pu b l i c ly - o w n e d  or o p e ra t e d  railroads, all but 3 ar e  C lass III rai l r o a ds  w ith revenues generally 

lean than $2 M  per year.

Class I O w n er

Conrail US A  (822)

L ong Island R a i lroad S t a t e of N e w  Y o r k  (1007!)

Class II

Al a s k a  Railroad U S A  (1007.)

S tates Involved in  Class 111- R a i l r o a d s  •

A l a b a m a  M i c h i g a n  S o ut h  Dakota

G e o r g i a  N e w  H a m p s h i r e  Vermont

Iowa S o u t h  C a r o l in a  Wes t  V i r ginia

Wi s c o n s i n

B. P r o f i t a bi l i t y

* The L I R R  has never b e e n  p ro f i t a b l e  since N e w  Y o r k  S t a t e  bought it in 1965.

* Govern m e nt - o w n e d  Class III ra i lroads have a n  a v er a g e  R et u r n  o n  Eq u i t y  of ’iZ including public financial 

support o b  revenue.

* Conr a i l  became p r o fi t a b l e  in late 1901.

C. S tate-Owned Ass e t s

* A b o u t  5 07. o w n  t rack and r i g h t - o f - w a y  only

* A b ou t  507! own ro l l i n g  s t o c k  as wel l

D. Control and O p e r a t i n g

* O n l y  3 states use state emp lo y e e s  for r a i lroad operations.

* 8 states lease r a i l ro a d  ass e t s to private operators.

E. Financing Opti o ns

* Because of §48(a)i;' of tax code, lending capi t a l e q uipment on favorable terms is not p o s s i b l e for

p u b l icly-owned railroads.

F. Exception for C o r p o r a t e  Entity

* Because of a s p e c i f i c  cl au s e  in the 3R Act of 1976 and its c h a r t e t  as a private, for-profit corporation,

Conr a i l  has all the financing flexibility of a p r i v a t e  corporation.

* Lon g  Island Railr o a d 's  case: W h e n  the LI R R  switched from a stock corpor a t i o n to a "public benefit

c orporation" in 1981, it forfeited r.tl access to priv a t e  f i n a n c i n g  or tax-aided schemes.

t


