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VIEWS O F  NATIVE A N D  ENVIRONMENTAL GROUPS 

Issue Summary and Interview Comments

A. A R R  Transfer: T h e r e  Is no consensus among native corporations about the ARR's transfer. In general,

a given corporation's view  depends o n  its satisfaction w i t h  land^ claims against the U.S.

'B. Route Expansion: Again, no consensus exists. However, all groupB favored the A R R  as the transpor­

tation mode w hi c h  minimized land access and environmental disturbance.

C. Comments: Th e  following quotations sle w  the d iversity of opinions toward the ARR.

"Expanding the A R R  w o ul d  be a positive signal to Investors. Cook Inlet Region Inc. is open to 

joint ventures for exploration and development."

Frank Klette, EVP, CIRI, Inc.

"We're opposed to the State's takeover of the railroad only because the State is m o r e  likely to spend 

m o r e  m oney on expansion than the Federal Government."

R*n Argetsinger, Land Director, N ANA Regional Corp.

"The fact that the A R R  is owned by the government, whether State or Federal, m akes competition with

the private sectcx unfairly." _ .. . . „  ... '
D an Alex, Land Manager, Eklutna

"Expansion i& inevitable, and railroads are m u c h  preferred to roads for minimizing Impact on bush society."

David Cline, A u d ub o n  Society

"We don't want other people to be able to carve into our region by surface transportation. However, if 

p u s h  comes to shove, the railroad is m u c h  b etter than a road because of its limited access."

*'A11 we really want is to have control over what happens in our region; w e  don't have problems

w i t h  land tenure along the right-of-way." ' . t n . , _
’ Don Argetsinger, Land Director, NANA Regional Corp.

"We wouldn't want any railroad land if it is being used or ever contemplated being used."

Lionel L. Drage, President, Chugach Natives, Inc.

"We want the State to have the ARR. in return for clarifying certain portions (of the Cook Inlet Land

Exchange Law). illSOO is O.K. w i t h  CIRI." .. „ _TDT T
** Roy lluhndorf, President, CIRI, Inc.



E X P A N S I O N  S U M MARY

"EX P A N S I O N  OF THE ALA S K A  R A I L R O A D  IS NOT N E C E S S A R Y  FOR C U R R E N T  OPERATIONS.

" I N  O RDER TO IMPROVE ITS M A R K E T  BASE AND P R E S E R V E  ITS M A R K E T  SHARE- IN 

THE RAILBELT/ THE R A I L R O A D  SH O U L D  BE C E R T A I N  IT IS INCLUDED IN 

KNIK AND T U R N A G A I N  C R O S S I N G  P R O J E C T S  AND P O S S I B L Y  THE S U S I T N A  P R O JECT 

AS HELL.

"THE MO S T  LI K E L Y  L ARGE E X P A N S I O N  P R O J E C T  AT THIS TIME IS TO AMBLER.

AS A P R I VATE BUSINESS VENTURE/ THE P R O J E C T  IS TOO RISKY. C O O R D I N A T E D  

D E VELOPMENT OF FOUR MI N E  S I T E S  A N D  INVESTMENT W I T H O U T  A R E Q U I R E D  RATE 

OF  R E T U R N  COULD/ W I T H  A T U R N A R O U N D  IN COPPER PRICES, MA K E  THE E X P A N S I O N  

FEASIBLE.

"IT IS MORE IMPORTANT FOR G O V E R N M E N T  TO ENCOURAGE. DEVELO P M E N T  IN A 

CO O R D I N A T E D  MANNER TH A N  TO P R O V I D E  DIRECT F U N D I N G  FOR EXPANSION.



The W AA T  Study found that w hen copper was at $1 . 00/pound In 1980 a min e  of the Arctic 

Camp type could support maxi m u m transportation costs to A n chorage of $47/ton. W i t h  

the recent 30JK decl i n e  in copper prices the n e c e s s a r y‘transportation 1b probably at or 

b elow $30/ton. The study found that transportation to Anchorage was the most economically 

viable alternative.

Feasibility of Ambler Expansion:

•
The key variables for the expansion are mineral prices, coordinated mine development 

to achieve m i n i m u m  tonnages of mineral concentrate to be shipped, and the return 

an expansion project roust produce on the capital investment. As a free standing project, 

expansion probably could not be financed since a 15X or greater real return would 

probably be required. Resulting transportation costs would be in excess of the maximum 

amount the m i n e  could support.

W i t h  some assistance from a "deep packet" private entity or the State, capital costB 

could be reduced by sharing of the financial r i s k  through guarantees of outright 

grants. T o  cover transportation costs alone, 3 m i l l i o n  tons per year would be required. 

Only 1.2 million tons production is currently projected.

The Prospects:

Wit h continued exploration, larger annual tonnages might become available for shipment, 

thus bringing costs into line. Government w ould hove to help in coordinating the 

development of a number of Independently owned mines by aiding them in obtaining land 

access and other permits.

The absolute m i n i m u m  cost of service to Ambler would be the $ 2 0 . 7 0 / ton operating 

cost w hi c h  allows nothing for recovery jf the capital costs of expansion.

' AM BL ER  EXPANSION ANALYSIS

Required Maximu m Transpo rt at io n Costs:



T O  A M B L E R

— C o n s t r u c t i o n  Cost: $1,306 B i l l i o n  

$ 3 , 1 4 7  m i l l i o n  per m i l e  

— E x t e n s i o n  Miles: 415 

— M i l e s  to T i d e water^ A n c h o r a g e :  712 

— O p e r a t i n g  C o s t / t o n :  $19.58 

— M i n i m u m  r e q u i r e d  r a t e / t o n :  $ 2 0 . 7 0  

2 . 9 1 C / t o n - m l l e  

— ( E q u i p m e n t  5 %  IRR, No c o n s t r u c t i o n  

p a y b a c k )

— C o m p a r e  coal co s t s :

H e a l y  to. Se w a r d  —  $10.0 0 / t o n

—  2 v 7 8 C / t o n - m l l e

MAP: C o m m o n w e a l t h  North A c t i o n  Paper

01.11 l»M

N V \
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AMBLER MINING DISTRICT MINERAL RESERVES

ANNUAL CONCENTRATE SUPPLIES 

S I T E 1 PRODUCTION A NNUALLY LIFE M I N E R A L S

ARCTIC CAMP 6 0 0 /000 tons/yr. 100/000 tons 12-1*1 yrs. Copper/ Lead/

Zinc/ Sliver

s m  200/000 60 / 0 0 0  20 Copper/ Lead

Zinc, Silver

SMUCKER 150/000 36/000 20 ZinC/ Silver

DORNITE 30/000 6 / 000 15 Copper

980/000 202/000

TOTAL TONS; 1/182/000

V o u r  otlier sites are possible with a 15% probability that one will 

produce 125/000 tons of concentrates.

SOURCE: ALASKA MINERS ASSOCIATION/ INC.

P A 11 ROAD COMM ITTFF



51 REAL IRR

10X REAL IRR

151 REAL IRR

AMBLER MINING DISTRICT ARR EXTENSION
$3L2H/hi1o> FROM HENANA-40 YR.LIFE ;

♦/TON TO ANCHORAGE

MILLION COfKEMTRATE TON/YR



AMBLER MINING DISTRICT ARR EXTENSION
$3.2HH/H1LE FROM HENANA-STATE AIDED

l/ION TO ANCHORAGE

NO PAYBACK

1 ____________

1 0X REAL IRK

5X REAL IRR

25

1 1 11 11 1
1 1i 11 • 1

CONCENTRATES IN MIT TKJ/YR.

3 ' 4
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U n i t e d  States R a i l w a y  A s s o c i a t i o n

9 5 5  L 'E n fa n t  P la z a  N o rth , SW 
W a sh in g to n , D .C .  2 0 5 9 5

Contact (202) 488-8777

O f f ic e  o f  P u b lic  A f f a i r s

September 22, 1983 
CONTACT: Alex Bilanow

USRA ISSUES REPORT (IN VALUATION OF THE ALASKA RAILROAD

United States Railway Association Chairman Stephen Berger announces the 

Association has sent to the Congress a new report, Valuation of the Alaska 

Railroad.

The report, as approved by the Board of Directors at its September 22 
meeting, was submitted under the terms of the Alaska Railroad Transfer 
Act of 1982 (ARTA) which was signed into lav; on January 14, 1983. It makes 
a determination of the fair market value of the railroad under the Act, which 
is intended to transfer ownership of the railroad from the federal government 
to the State of Alaska.

The analysis value*! the 525 route-mile railroad's operations, its physical 
plant, equipment, real estate assets, and costs which the State of Alaska would 
incur incident to transfer. The Association also analyzed proceeds and 
costs that could be incurred if the railroad's assets were converted to 
other uses.

As determined by the Association, the net value of the Alaska Railroad 
is $22,271,000.

The railroad, built and administered by the federal government since it 
was opened in 1923, currently operates freight and passenger trains serving 
the state's principal cities of Anchorage and Fairbanks, the ports of 
Whittier and Seward, and natural attractions such as Denali National Park.

Principal freight conmodities include gravel, coal, aviation fuel, pipe, 
building materials ani piggyback. Interline rail freight traffic is interchanged 
at Whittier with barge lines linking the carrier vdth Seattle and Prince Rupert, 
British Columbia. In fiscal 1983, it is estimated the railroad will have 
carried 82,000 carloads and 204,000 passengers.

The United States Railway Association is a non-profit government corporation 
established under the Regional Rail Reorganization Act of 1973. It has financing 
and monitoring responsibilities toward Conrail. In addition to Chairman Berger, 
the Board is comprised of Transportation Secretary Elizabeth Hanford Dole, 
Comptroller General Charles A. Bowsher, Interstate Carmerce Commission Chairman 
Reese H, Taylor, Jr., and Conrail Board Chairman L. Stanley Crane. There is also 
an Advisory Board consisting of five public members.
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U n i t e d  States R a i l w a y  A s s o c i a t i o n

955 L'Enfant Plaza North, S.W.
Washington, D.C. 20595 
(202) 488-8777 
Stephen Berger 
Chairman of the Qoard

S e p t e m b e r  23, 1983

T h e  H o n o r a b l e  G e o r g e  B u s h  
P r e s i d e n t
U n i t e d  S t a t e s  S e n a t e  
W a s h i n g t o n ,  D.C. 20510

T h e  H o n o r a b l e  T h o m a s  P. O ' N e i l l ,  Jr. . .
S p e a k e r
U n i t e d  S t a t e s  H o u s e  o f  R e p r e s e n t a t i v e s  
W a s h i n g t o n ,  D.C. 20515

D e a r  Mr. P r e s i d e n t  and Mr. Speaker:

P u r s u a n t  to S e c t i o n  6 0 5 ( d ) (1) of the A l a s k a  R a i l r o a d  T r a n s f e r  

A c t  of 1982, P.L. 97-468, e n c l o s e d  is the U n i t e d  S t a t e s  R a i l w a y  

A s s o c i a t i o n ' s  d e t e r m i n a t i o n  o f  the fair m a r k e t  v a l u e  of the 

A l a s k a  Railroad. C o p i e s  o f  the r e p o r t s  of c o n s u l t a n t s  w h o  

a s s i s t e d  U S R A  in this a n a l y s i s  w i l l  be t r a n s m i t t e d  s e p a r a t e l y  at 

a ls t e r  date.

i
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B o a r d  of Directors

Stephen Berger
Chairman of the Board

Charles A. Bowsher Elizabeth Hanford Dole
Comptroller General of the United States Secretary of Transportation

L. Stanley Crane Reese H. Taylor Jr.
Chairman of the Board, Consolidated Rail Corporation Chairman, Interstate Commerce Commission

A d v i s o r y  B o a r d

Stephen Berger, Chairman 
Investment banker, Odyssey Partners. New York; 
Professor, Craduate School of Public 
Administration, New York University

Frank H. Blatz, Jr.
Attorney, former Mavorof Plainfield, New Jersey 
Recommended by the National League of Cities and 

U.S. Conference of Mayors

James E. Burke
Retired Vice President, United Transportation Union 
Recommended by the American Federation of Labor and 

Congress of Industrial Organizations

Elizabeth Hanford Dole
Secretary of Transportation

Donald T. Regan
Secretary of the Treasury

Thomas P. Salmon
Attorney, former Governor, State of Vermont 
Recommended by the National Governors' Association

Stanton P. Sender
Assistant General Counsel-Physical Distribution, Sean;, 

Roebuck and Company 
Recommended by large shippers

Reese H. Taylor, Jr.
Chairman, Interstate Commerce Commission 

Nathaniel Welch
Executive Vice President, Georgia Freight Bureau 
Recommended by small shippers

Robert C. Gresham 
Vice Chairman and Counselor to the Board

O f f i c e r s

Cary W. Dickieson
Executive Vice President

John D. Wells
Vice President and Staff Director

The approval and release of this report is an 
act of the Board of Directors of the Association. 

Not every member of the Board necessarily concurs in
m/prv siatpmpnt or dptpi'mirutinn rruria in iho rennrl
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FO R E W O R D

In 1914, C o n g r e s s  a u t h o r i z e d  c o n s t r u c t i o n  of the A l a s k a  

R a i l r o a d  to o p e n  up A l a s k a’s interior and to fac i l i t a t e  comme r c e  

through A l a s k a ' s  ports. A f t e r  the a r d u o u s  job of building a 

r a i l r o a d  through the w i l d e r n e s s  was c o m p l e t e d  in 1923, P r e sident 

H a r d i n g  d e d i c a t e d  the r a i l r o a d  and a new era began in A l a ska's 

history. The r a i l r o a d  went on to p l a y  a signi f i c a n t  role in the 

d e v e l o p m e n t  of A l a s k a ' s  interior and as a n  armed forces supply 

link d u r i n g  W o r l d  War. II.

It has been o p e r a t e d  by the Federal g o v e r n m e n t  since its 

inception, and today it is a d m i n i s t e r e d  by the Federal R a i l r o a d  

A d m i n i s t r a t i o n  as p a r t  of the D e p a r t m e n t  of Transportation. It 

c u r r e n t l y  o p e r a t e s  over 525 ro u t e  m i l e s  s e r v i n g  the principal 

A l a s k a  cities of A n c h o r a g e  and Fairbanks, the po r t s  of W h i ttier 

and Seward, and natural a t t r a c t i o n s  such as Denali National Park. 

B o t h  f r e ight and p a s s e n g e r  s e r v i c e  is o f f e r e d  y e a r  round. 

Interline rail frei g h t  t r a ffic is interc h a n g e d  at W h i t t i e r  with 

ba r g e  lines linking the r a i l r o a d  with S e a t t l e  and Prince Rupert, 

B.C. P r i ncipal freight comm o d i t i e s  c a r r i e d  include gravel, coal, 

a v i a t i o n  fuel, pipe, b u i l d i n g  m a t e r i a l s  a n d  piggyback.

W h i l e  the A l a s k a  R a i l r o a d  p e r f o r m s  an important function 

w i t h i n  the S t a t e  of Alaska, its o p e r a t i o n s  and p a t r o n a g e  are 

m o d e s t  w h e n  compared with ra i l r o a d s  in the lower 48 w h e r e  it 

w o u l d  be c l a s s i f i e d  as a m e d i u m - s i z e d  "short-line" carrier with 

be l o w  a v e r a g e  frei g h t  traffic density. Historically, the

D e s c r i p t i o n  o f  t h e  A l a s k a  R a i l r o a d



r a i l r o a d  has b e e n  s u b s i d i z e d  by 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 .  

S i n c e  1939, the a p p r o p r i a t i o n s  h a v e  b e e n  u s e d  a l m o s t  e x c l u s i v e l y  

for c a p i t a l  and m a i n t e n a n c e  p r o j e c t s .  S i n c e  1975, a p p r o p r i a t i o n s  

h a v e  r a n g e d  f r o m  a l o w  of $3.0 m i l l i o n  in 1978 to a h i g h  of 

$12.6 m i l l i o n  in 1981.

In f i s c a l  y e a r  1983, w h i c h  e n d s  S e p t e m b e r  30, it is e s t i m a t e d  

that t h e  r a i l r o a d  w i l l  h a v e  c a r r i e d  8 2 , 0 0 0  c a r l o a d s  a n d  204,000 

p a s s e n g e r s .  P r o j e c t e d  fisc a l  y e a r  1983 r e v e n u e s  are $55.5 

m i l l i o n  w i t h  o p e r a t i n g  e x p e n s e s  e s t i m a t e d  at $50.8 m i l l i o n .  As 

s h o w n  in T a b l e  1, t h i s  c o n t i n u e s  a t r e n d  b e g u n  in f i s c a l  y e a r  

1981, t h e  f i r s t  t i m e  s i n c e  the A l a s k a  p i p e l i n e  c o n s t r u c t i o n  y e a r s  

that t h e  r a i l r o a d ' s  o p e r a t i n g  r e v e n u e s  e x c e e d e d  expenses.

-  v i  -



T a b l e  1

T H E  A L A S K A  R A I L R O A D  
F i n a n c i a l  R e s u l t s

Fede r a l

Fis c a l  Year (1)
Revenue
M i l l i o n s

E x p e n s e s  
(Inc. Dep.) 
$ M i l l i o n s

Surplus 
(Shortfall) 
$ M i l l i o n s

E x p e n s e /
R e v enue
Rat i o

A p p r o­
pr i a t i o n  
$ M i l l i o

1973 17.7 20.7 (3.0) 117
1974 21.5 22.6 (1.1) 105
1975 42.3 36.5 ' 5.8 86 6.0
1976(1) 53.7 49.6 4.1 92 9.0
1977 35.0 36.0 (1.0) 103 6.0
1978 29.1 33.6 (4.5) 115 3.0
1979 25.2 31.8 (6.6) 126 9.3
1980 28.9 34.7 (5.8) 120 6.5
1981 43.9 40.6 3.3 92 12.6
1982 58.8 49.2 9.6 84 6.2
1983 55.5 50.8(2) 4.7 92 7.6(3)

1) Year end c h a n g e d  from June to Se p t e m b e r  in 1976. T r a n s i t i o n  
q u a r t e r  ignored.

2) For c o m p a r i s o n  with p r e v i o u s  years, e x c l u d e s  $2.3 m i l l i o n  of 
e n g i n e e r i n g  e x p ense p r e v i o u s l y  treated as capital.

«
3) $7.6 m i l l i o n  was a p p r o p r i a t e d  in the c o n t i n u i n g  resolution, 
P u b l i c  Law 97-377 in D e c ember 1982. The D O T  a p p r o p r i a t i o n s  bill 
for fiscal year 1983 c o n tained no funding for the A l a s k a  
Railroad.



The A l a s k a  R a i l r o a d  T r a n s f e r  Act of 1982, P.L. 97-468 (ARTA) 

w a s  s i g n e d  into law on J a n u a r y  14, 1983. In that Act, Congress 

f o u n d  that w h i l e  c o n t i n u a t i o n  of the A l a s k a  R a i l r o a d  is ne c e s s a r y  

to a c h i e v e  Federal, S t a t e  and p r i v a t e  objectives, co n t i n u e d  

Federal control and f i n ancial s u p port are no longer r e q u i r e d  to 

a c c o m p l i s h  t h o s e  objectives. C o n g r e s s  further fo u n d  that the 

A l a s k a  R a i l r o a d  was p r i m a r i l y  b e n e f i t t i n g  A l a s k a  r e s i d e n t s  and 

b u s i n e s s e s  and co n c l u d e d  that the Federal gov e r n m e n t  s h o u l d  offer 

to trans f e r  the R a i l r o a d  to the S t a t e  of Alaska.

A R T A  e s t a b l i s h e s  the terms and con d i t i o n s  for transf e r r i n g  

the Railroad, sets forth the t i m e t a b l e  and p r o c e d u r e s  for 

a c c o m p l i s h i n g  the transfer, and a u t h o r i z e s  the S e c r e t a r y  of 

T r a n s p o r t a t i o n  to effect the transfer upon c e r t i f i c a t i o n  that the 

S t a t e  has c o m p l i e d  with the Act's terms and conditions. As part 

of the transfer process, A R T A  Sect i o n  605(d)(1) d i r e c t s  the 

U n i t e d  States R a i l w a y  A s s o c i a t i o n  (USRA) to d e t e r m i n e  the 

R a i l r o a d ' s  fair market value. This rep o r t  fulfills that 

requirement.

O n  July 15, 1983, p u r s u a n t  to A R T A  Section 605(al, the Unit e d  

S t a t e s  D e p a r t m e n t  c- ra n s p o r t a t i o n  and the State of A l a s k a  

s u b m i t t e d  a J o i n t  Rep o r t  (605(a) Report) d e s c r i b i n g  the assets 

a n d  liab i l i t i e s  to be transferred. As directed by ARTA, USRA has 

u s e d  infor m a t i o n  c o n tained in that rep o r t  to the exte n t  relevant 

to d e t e r m i n i n g  the R a i l r o a d ' s  fair m a r k e t  value.

I N T R O D U C T I O N  A N D  S U M M A R Y



In d i r e c t i n g  U S R A  to v a l u e  the A l a s k a  R a i l r o a d ,  A R T A  p r o v i d e s

t h r e e  s p e c i f i c  i n s t r u c t i o n s  c o n c e r n i n g  t h a t  v a l u a t i o n .  First,

S e c t i o n  605(d)(1) s t a t e s  t h a t  U S R A

"shall d e t e r m i n e  the f a i r  m a r k e t  v a l u e  of t h e  A l a s k a  R a i l r o a d  
u n d e r  the t e r m s  a n d  c o n d i t i o n s  of t h i s  title, a p p l y i n g  s u c h  
p r o c e d u r e s ,  m e t h o d s  a n d  s t a n d a r d s  as a r e  g e n e r a l l y  a c c e p t e d  
as n o r m a l  a n d  c o m m o n  p r a c t i c e . "

Second, t h e  A c t  p r o v i d e s  t h a t

"[ s juch d e t e r m i n a t i o n  s h a l l  i n c l u d e  an a p p r a i s a l  of the real 
and p e r s o n a l  p r o p e r t y  to be t r a n s f e r r e d  to the S t a t e  p u r s u a n t  
to t h i s  title. S u c h  a p p r a i s a l  by the A s s o c i a t i o n  sh a l l  be 
c o n d u c t e d  in the u s u a l  m a n n e r  in a c c o r d a n c e  w i t h  g e n e r a l l y  
a c c e p t e d  i n d u s t r y  s t a n d a r d s ,  a n d  s h a l l  c o n s i d e r  t h e  c u r r e n t  
f a i r  m a r k e t  v a l u e  a n d  p o t e n t i a l  f u t u r e  v a l u e  if u s e d  in w h o l e  
or in p a r t  for o t h e r  p u r p o s e s . "

Finally, the A c t  r e q u i r e s  t h a t

"[ t ] h e  A s s o c i a t i o n  sh a l l  take i n t o  a c c o u n t  all o b l i g a t i o n s  
i m p o s e d  b y  this t i t l e  a n d  o t h e r  a p p l i c a b l e  law u p o n  o p e r a t i o n  
a n d  o w n e r s h i p  of t h e  S t a t e - o w n e d  r a i l r o a d . "

In r e a c h i n g  its d e t e r m i n a t i o n  o f  value, U S R A  u s e d  the

n o r m a l l y  a c c e p t e d  d e f i n i t i o n  t h a t  f a i r  m a r k e t  v a l u e  is "what a

w i l l i n g  b u y e r  w o u l d  p a y  . . .  to a w i l l i n g  s e l l e r . " *  In the

a p p r a i s a l  field, the v a l u a t i o n  of p r o p e r t y  at f a i r  m a r k e t  v a l u e

"means m e r e l y  an a t t e m p t  to e s t i m a t e  the p r i c e  f o r  w h i c h  the

* U n i t e d  S t a t es v. Miller. 317 U.S. 369. 374 (1943)? U n i t e d  S t a t e s  
v. 5 6 4 . 5 4  A c r e s  of L a n d , 441 U.S. 506, 511 (1979). W h i l e  the 
w i l l i n g  b u y e r / w i l l i n g  s e l l e r  d e f i n i t i o n  of f a i r  m a r k e t  v a l u e  
o r d i n a r i l y  f o c u s e s  on t h e  loss to t h e  s e l l e r  (i.e., t h e  loss to 
t h e  U n i t e d  S t a t e s  in d i s p o s i t i o n  of the r a i l r o a d ) ,  A R T A  S e c t i o n  
605(d)(1) m a n d a t e s  a f o c u s  on the o b l i g a t i o n s  i m p o s e d  by the 
b u y e r  u n d e r  A R T A  (i.e., " o b l i g a t i o n s  i m p o s e d  by this t i t l e  . . . 
u p o n  o p e r a t i o n  and o w n e r s h i p  of the S t a t e - o w n e d  r a i l r o a d " ) .  
C o n s e q u e n t l y ,  to be c o n s i s t e n t  w i t h  A R T A ' s  d i r e c t i o n ,  the 
v a l u a t i o n  c o n c e n t r a t e s  on t h e  p r e s e n t  v a l u e  of t h e  p r o p e r t y  
r i g h t s  to be r e c e i v e d  b y  the p u r c h a s e r  u n d e r  ARTA.



pr o p e r t y  -could be sold by some s t i p u l a t e d  seller to any o n e  else,

• • • ~

Thus, fair market value is ba s e d  on e c o nomic value in the 

m arketplace. It assumes that both buyers and s e l l e r s  act 

rationally. It ignores the special desire of any p a r t i c u l a r  

buyer for t h e  p r o p e r t y  and any u n i q u e  va l u e  which the p r o p e r t y  

m a y  have to that par\.'cular buyer.

This means that the fair m a r k e t  value of the Ala s k a  R a i l r o a d  

p r o p e r t i e s  is not the s u b j e c t i v e  or s p e c i a l .value of those assets 

to the S t a t e  of Alaska. The p r i c e  wh i c h  the S t a t e  w o u l d  h a v e  to 

p a y  to a c q uire the rail p r o p e r t i e s  should be ba s e d  upon how much 

it w o u l d  h a v e  to pay to o u t b i d  any other potential purchaser, 

subject to ARTA's terms and conditions.

Cons i s t e n t  with A R T A ' s  d i r e c t i o n  that U S R A  ap p l y  "standards 

as are ge n e r a l l y  a c c e p t e d  as normal and common practice", U S R A  

has dete r m i n e d  the amo u n t  which a rational buyer mi g h t  p a y  in the 

m a r k e t p l a c e  for the p r o p e r t i e s  to be trans f e r r e d  to the S t a t e  of 

Ala s k a  c o nsidering both (1) the "terms and conditions" of A R T A  

that will apply to the State's a c q u i s i t i o n  of t h e  A l a s k a  

Railroad, and (2) all o b l i g a t i o n s  imposed by A R T A  and other 

a p p l i c a b l e  law upon o p e r a t i o n  and o w n e r s h i p  of the S t a t e - o w n e d  

railroad.

•*1 Bonbriqht, V a l u a t i o n  of P r o p e r t y , p. 65 (1937)? a c c o r d , 
A m e r i c a n  Institute of Real E s t a t e  Appraisers, T h e  A p p raisal of 
R e a l - E s t a t e , pp. 23-24 (7th ed. 1978); 1 Orgel,. V a l u a t i o n  Under 
E m i n e n t ~D o m a i n , S e c tion 20, pp. 90-96 (2nd edy— 19 5 3 )  -----



S i n c e  A R T A ' s  te r m s  a n d  c o n d i t i o n s  r e q u i r e  t h e  S t a t e  to 

o p e r a t e  the R a i l r o a d  for at le a s t  t e n  y e a r s  (or r a i l r o a d  

p r o p e r t i e s  w o u l d  r e v e r t  to the U n i t e d  S t a t e s  u n d e r  A R T A  S e c t i o n  

610(a)), d e t e r m i n i n g  t h e  R a i l r o a d ' s  fair m a r k e t  v a l u e  b e g i n s  with 

e s t i m a t i n g  the p r e s e n t  v a l u e  of c o n t i n u i n g  r a i l r o a d  o p e r a t i o n s  

for ten years, i n c l u d i n g  t h e  p r e s e n t  v a l u e  of t h e  R a i l r o a d ' s  n o n­

o p e r a t i n g  real e s t a t e . *  T h e  next s t e p  is to e s t i m a t e  and c o m p a r e

(1) the p r e s e n t  v a l u e  of c o n t i n u i n g  rail o p e r a t i o n s  b e y o n d  
ten y e a r s  in p e r p e t u i t y ,  w i t h

(2) the p r e s e n t  v a l u e  of p u t t i n g  the R a i l r o a d ' s  a s s e t s  in 
w h o l e  o r  in p a r t  to o ' h e r  u s e s  a f t e r  ten years.

T h e s e  a l t e r n a t i v e  e s t i m a t e s  of f a i r  m a r k e t  v a l u e  r e q u i r e  

a n a l y s e s  of t h e  R a i l r o a d ' s  o p e r a t i o n s ,  its p h y s i c a l  p l a n t  and 

e q u i p m e n t ,  its real e s t a t e  assets, t h e  costs w h i c h  the b u y e r  will 

in c u r  i n c i d e n t  to the t r a nsfer, a n d  the p r o c e e d s  and costs, that 

w o u l d  be i n c u r r e d  if t h e  R a i l r o a d ' s  a s s e t s  w e r e  c o n v e r t e d  to 

o t h e r  u s e s.**

T h e s e  a n a l y s e s  are d e s c r i b e d  in the s e c t i o n s  w h i c h  follow. 

T h e y  w e r e  a s s e m b l e d  to d e t e r m i n e  t h e  R a i l r o a d ' s  p r e s e n t  f a i r  

m a r k e t  v a l u e  u n d e r  two a l t e r n a t i v e  h y p o t h e s e s  —  (1) c o n t i n u e d  

rail o p e r a t i o n s  in p e r p e t u i t y ,  a n d  (2) rail o p e r a t i o n s  for ten

*Any- los s e s  f r o m  c o n t i n u e d  o p e r a t i o n s  c o u l d  be o f f s e t  by re n t s  
f r o m  the n o n - o p e r a t i n g  real estate, s i n c e  A R T A  S e c t i o n  608(a)(5) 
r e q u i r e s  that all r a i l r o a d  r e v e n u e  "be r e t a i n e d  a n d  m a n a g e d  . . . 
f o r  r a i l r o a d  a n d  r e l a t e d  p u r p o s e s . "  T h e  term " r e l a t e d  p u r p o s e s "  
is c o n s i d e r e d  b r o a d  e n o u g h  that t h i s  c o n d i t i o n  w o u l d  n o t  so 
r e s t r i c t  the S t a t e ' s  u s e  of r a i l r o a d  r e v e n u e s  as to m a t e r i a l l y  
a f f e c t  fair m a r k e t  value.

* * U S R A  w a s  a s s i s t e d  in d e t e r m i n i n g  t h e  s c o p e  a n d  n a t u r e  of its 
a n a l y s i s  u n d e r  A R T A  by the law f i r m  of N o s saman, Guthner, K n o x  & 
Elliott.



y e a r s  f o l l o w e d  by p u t t i n g  the R a i l r o a d ' s  assets to their highest 

and b e s t  a l t e r n a t i v e  uses. R e s u l t s  of these two scenarios are 

s u m m a r i z e d  in Tab l e  2.

*1) P r e s e n t  va l u e  of the R a i l r o a d ' s  n o n - o p e r a t i n g  real estate.

*2) P r e s e n t  v a l u e  of the R a i l r o a d ' s  no n - o p e r a t i n g  real estate
plus p r e s e n t  v a l u e  f r o m  al t e r n a t e  use of Rai l r o a d ' s  op e r a t i n g  
real e s t a t e  after 10 years.

*3) Includes all s t a r t - u p  costs.

*4) Includes all costs a s s o c i a t e d  with rail o p e r a t i o n s  during the
first 10 years i n c luding s t a r t - u p  costs, plus labor p r o t e c t i o n  
costs a s s o c i a t e d  with d i s c o n t i n u i n g  rail operations. Also 
includes net p r o c e e d s  from assu m e d  liquidation of f a c ilities and 
equipment.

(in 000)

Rail O p e r a t i o n s

Real E s t a t e

C o n t i n u e d  Rail 
O p e r a t i o n s  S c e n a r i o

$ 47,800*1

(25,529)*3

A l t e r n a t i v e  Use 
S c e nario

$ 54,800*2 

(35,430)*4 

$ 19,370$ 22,271



T h e  f a i r  m a r k e t  v a l u e  of b o t h  the c o n t i n u e d  rail o p e r a t i o n s  

s c e n a r i o  a n d  t h e  a l t e r n a t i v e  u s e  s c e n a r i o  c o n s i s t s  of two 

componeri>&f.'j a real e s t a t e  c o m p o n e n t  a n d  a rail o p e r a t i o n s  

c o m p o n e n t .  T h e  f a i r  m a r k e t  v a l u e  of t h e  A l a s k a  R a i l r o a d  u n d e r  

t h e s e  t w o  v a l u a t i o n  s c e n a r i o s  w a s  d e t e r m i n e d  by r e d u c i n g  the c a s h  

f l o w s  f r o m  each of t h e s e  two c o m p o n e n t s  to a p r e s e n t  v a l u e  as of 

O c t o b e r  1, 1983.

C o n t i n u e d  Rail O p e r a t i o n s  S c e n a r i o

T h e  real e s t a t e  c o m p o n e n t  o f  v a l u e  w a s  d e r i v e d  by p r o j e c t i n g  

f u t u r e  lea s e  i n c o m e  from the n o n - o p e r a t i n g  real p r o p e r t y .  The 

A l a s k a  R a i l r o a d ' s  h i s t o r i c a l  p r a c t i c e  h a s  b e e n  to l e a s e  to o t h e r s  

t h e  p r o p e r t y  n o t  r e q u i r e d  f o r  rail o p e r a t i o n s ,  and ah i n v e s t o r  

w o u l d  l i k e l y  c o n t i n u e  this p r a c t i c e .  A c c o r d i n g l y ,  it w a s  a s s u m e d  

t h a t  t h e  p r o p e r t y  p r e s e n t l y  u n d e r  Tease w o u l d  c o n t i n u e  to be 

l e a s e d  a n d  that o t h e r  p r o p e r t y  w o u l d  be l e a s e d  to t h e  e x t e n t  

p o s s i b l e .  T h e  net cash f l o w s  w e r e  d i s c o u n t e d  to p r o d u c e  a 

p r e s e n t  v a l u e  of $47,80 0 , 0 0 0 .  This a m o u n t  does not i n c l u d e  the 

r e a l  e s t a t e  w h i c h  has b e e n  s e l e c t e d  by N a t i v e  c o r p o r a t i o n s .  

H o w ever, for the r e a s o n s  d i s c u s s e d  in A p p e n d i x  A, N a t i v e  C l a i m  

S e l e c t i o n  A n a lysis, U S R A  c o n c l u d e d  t h a t  a  p r u d e n t  b u y e r  w o u l d  p a y  

n o t h i n g  for the p o s s i b i l i t y  t h a t  s i g n i f i c a n t  p o r t i o n s  of the 

la n d s  s u b j e c t  to N a t i v e  c l a i m s  m i g h t  e v e n t u a l l y  be conveyed.

T h e  v a l u e  of the rail o p e r a t i o n s  w a s  d e r i v e d  f r o m  a f o r e c a s t  

p r o v i d e d  by the A l a s k a  R a i l r o a d  and a d j u s t e d  by USRA. T h e  605(a) 

R e p o r t - w a s  u s e d  as a b e g i n n i n g  p o i n t  f o r  t h e  d e r i v a t i o n  of s t a r t­

up- costs, a n d  e s t i m a t e s  of c a p i t a l  r e q u i r e m e n t s  w e r e  m a d e  by



c o n s u l t a n t s  to USRA. T h e s e  c o n s t a n t  dollar cash flows w e r e  then 

d i s c o u n t e d  to p r o d u c e  a n e g a t i v e  v a l u e  of $ 2 5 , 5 2 9 , 0 0 0 , *  wh i c h  was 

then s u b t r a c t e d  from the $ 4 7 , 8 0 0 , 0 0 0  value of the n o n - o p e r a t i n g  

real est a t e  to y i e l d  an O c t o b e r  1, 1983 fair m a r k e t  value of 

$22,271,000.

A l t e r n a t i v e  Use Scenario

.In the a l t e r n a t i v e  use scenario, the R a i l r o a d  is a s s u m e d  to 

cea s e  o p e r a t i o n s  at the end of the tenth year, the f a c i l i t i e s  and 

e q u i p m e n t  r e m o v e d  and sold, and the o p e r a t i n g  real estate made 

a v a i l a b l e  for leasing and d e v e l o p m e n t  in the s a m e  fashion as the 

n o n - o p e r a t i n g  real estate. The cash flows g e n e r a t e d  by this 

ad d itional real estate w e r e  v a l u e d  in the same m a n n e r  as the n o n­

ope r a t i n g  real esta t e  and increased the 198'> ^ r e s e n t  val u e  of the 

real e s t a t e  by $ 7 ,000,000 to $ 5 4 , 8 0 0 , 0 0 0 . * *

The v a l u e  of the rail o p e r a t i o n s  in this s c e n a r i o  is (1) the 

p r e s e n t  val u e  of the cash flow f r o m  rail o p e r a t i o n s  for ten years

(2) plus the p r e s e n t  value of the net p r o c e e d s  that w o u l d  be 

re c eived from d i s m a n t l i n g  and s e l l i n g  the R a i l r o a d’s facilities.

*It was n e c e s s a r y  to e s t i m a t e  the v a l u e  of the cash flows after 
the tenth y e a r  (the last year of the U S R A  projection). T h i s  was 
d o n e  by c a l c u l a t i n g  a normal y e a r  cash flow that could be 
ex p e c t e d  after the tenth year a n d  c a p i t a l i z i n g  that amount by 
16 p e r c e n t  and then d i s c o u n t i n g  the c a p i t a l i z e d  flows back to 
p r e s e n t  value.

**While the $7 m i l l i o n  value m a y  s e e m  small in r e l ation to the 
real e s t a t e  involved, it m u s t  be kept in m i n d  that the cash flows 
from a l t e r n a t i v e  use of the o p e r a t i n g  real e s t a t e  do not begin 
until the e l e v e n t h  year (1994) w h i c h  causes the p r e s e n t  value to 
be r e l a t i v e l y  small.



a n d  e q u i p m e n t  s t a r t i n g  in the e l e v e n t h  year, (3) less the p r e s e n t  

v a l u e  o f  la b o r  p r o t e c t i o n  p a y m e n t s  a t t e n d a n t  to d i s c o n t i n u i n g  

rail o p e r a t i o n s .  T h e s e  cash flows, w h i c h  w e r e  all s t a t e d  in 

c o n s t a n t  d o l l a r s ,  w e r e  d i s c o u n t e d  at t h e  s a m e  r a t e  as w a s  u s e d  to 

d i s c o u n t  the c a s h  fl o w s  in the c o n t i n u e d  rail sc e n a r i o .  The 

p r e s e n t  v a l u e  of t h e s e  flo w s  w a s  a n e g a t i v e  $ 3 5 , 4 3 0 , 0 0 0  and was 

d e d u c t e d  f r o m  t h e  $ 5 4 , 8 0 0 , 0 0 0  real e s t a t e  v a l u e  to y i e l d  an 

O c t o b e r  1, 1983 fair m a r k e t  v a l u e  of $ 1 9 , 3 7 0 , 0 0 0  f o r  the 

a l t e r n a t i v e  u s e  scenario.* • . .... . }j-

B a s e d  on t h e s e  v a l u a t i o n  studies, U S R A  c o n c l u d e d  that there 

w a s  no p e r s u a s i v e  e v i d e n c e  that a b u y e r  w o u l d  b e  w i l l i n g  to p a y  

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

t h e  s p e c u l a t i v e  p o s s i b i l i t y  that a n  e v e n t u a l  c o n v e r s i o n  of s o m e  

o r  all of t h e  R a i l r o a d ' s  a s s e t s  to a l t e r n a t i v e  u s e s  w o u l d  p r o d u c e  

g r e a t e r  value. T h e r e f o r e ,  U S R A  d e t e r m i n e d  that t h e  fair m a r k e t  

v a l u e  of the A l a s k a  R a i l r o a d  p u r s u a n t  t o  S e c t i o n  605(d)(1) of 

A R T A  is $22,27 1 , 0 0 0 .



C O N T I N U E D  E A R N I N G S  V A L U A T I O N

T h e  p u r p o s e  of this a n a lysis was to e x a m i n e  the earni n g s  

w h i c h  could r e a s o n a b l y  be e x p e c t e d  to flow from a c o n t i n u a t i o n  of 

rail service. It was ba s e d  on r e v e n u e  and e x p e n s e  forecasts 

d e v e l o p e d  by the A l a s k a  R a i l r o a d  along with a p r o j e c t i o n  of 

capital r e q u i r e m e n t s  to supp o r t  that level of operations.

Th e s e  fo r e c a s t s  w e r e  r e v i e w e d  and v a l i d a t e d  by U S R A  staff, 

and a d j u s t m e n t s  w e r e  m a d e  as necessary. The v a l i d a t i o n  p r o c e s s  

included an e x a m i n a t i o n  of h i s t o r i c  p e r f o r m a n c e  levels and 

trends, field inspections, i n t erviews with r a i l r o a d  and ot h e r  

k n o w l e d g e a b l e  personnel, and a r e v i e w  of p r o p o s e d  capital 

projects.

In general, the fo r e c a s t s  m a d e  by the R a i l r o a d  w e r e  a c c e p t e d  

as presented. As d i s c u s s e d  later in this section, adjus t m e n t s  

w e r e  m a d e  to p r o j e c t e d  o p e r a t i n g  e x p e n s e s  for s o m e  additional 

m a i n t e n a n c e  of w a y  expenses. A d j u s t m e n t s  w e r e  also m a d e  to 

f o r e c a s t e d  p r o d u c t i v i t y  improvements, si n c e  it was USRA's 

judgment that a p o t e n t i a l  investor w o u l d  be u n w i l l i n g  to p a y  for 

as y e t  u n d e m o n s t r a t e d  cost reductions. The p r o j e c t e d  capital 

p r o g r a m  w a s  m o d i f i e d  as well.

O t h e r  cost increases r e s u l t i n g  f r o m  the t r a n s f e r  of the 

Railroad, i d e ntified in detail in the 605(a) report, w e r e  also 

r e v i e w e d  and adjusted. Th e s e  items include legal and 

a d m i n i s t r a t i v e  expenses, tort claims, w o r k i n g  capital and 

-employee r e t i r e m e n t  obligations. Additionally, the cost of 

c o m p l i a n c e  with Federal O S H A  r e q u i r e m e n t s  and S t a t e  or local



b u i l d i n g  c o d e s  not n o w  a p p l i c a b l e  to t h e  R a i l r o a d  w e r e  e s t i m a t e d  

and included, as well as o n e - t i m e  t r a n s f e r  costs.

T h e  r e s u l t i n g  m o d i f i e d  r e v enue, e x p enses, a n d  c a p i t a l  

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

v a l u e  as of O c t o b e r  1, 1983.

R e v e n u e

R e v e n u e  is b a s e d  on an A l a s k a  R a i l r o a d  p a s s e n g e r  and f r e i g h t  

t r a f f i c  f o r e c a s t  for the fis c a l  y e a r s  1984 t h r o u g h  1989 (see 

T a b l e  3). P a s s e n g e r  r e v e n u e  is p r o j e c t e d  to i n c r e a s e  59 p e r c e n t  

f r o m  fiscal 1984 to 1989, w i t h  f r e i g h t  r e v e n u e  r i s i n g  34 p e r cent. 

Most c o m m o d i t i e s  s h o w  a g a i n  o v e r  t h e  p e r i o d  w i t h  o n l y  p e t r o l e u m  

p r o d u c t s  d e c lining. G r a v e l  traffic, w h i c h  has b e e n  i n c r e a s i n g  

o v e r  the p a s t  s e v e r a l  years, is e x p e c t e d  to r e m a i n  at 1983 levels 

as is coal m o v i n g  to local A l a s k a  d e s t i n a t i o n s .  T h e  c o m m o d i t y  

s h o w i n g  the l a r gest i n c r e a s e  is p i p e  b e c a u s e  of r e n e w e d  a c t i v i t y  

on the N o r t h  S l o p e  a n d  a g r e a t e r  n e e d  for r e p l a c e m e n t  pipe.

Of p a r t i c u l a r  i m p o r t a n c e  is t h e  p r o j e c t i o n  of an e x p o r t  coal 

m o v e m e n t  b e g i n n i n g  w i t h  a test s h i p m e n t  in 1984. T h i s  coal w o u l d  

be m o v e d  in u n i t  t r a i n s  f r o m  H e a l y  to t h e  p o r t  of S e w a r d  f o r  

s h i p m e n t  to Korea. It w o u l d  be h a n d l e d  in shipper-owned, 

e q u i p m e n t  and w o u l d  r e p r e s e n t  a s i g n i f i c a n t  a d d i t i o n  to t h e  

R a i l r o a d ' s  t r a f f i c  base. P l a n n i n g  f o r  this m o v e m e n t  has b e e n  

go i n g  on for s o m e  time. However, r e c o g n i z i n g  t h a t  the n e c e s s a r y  

p o r t  f a c i l i t i e s  h a v e  not y e t  b e e n  built, the u n c e r t a i n t y  of 

- c u r r e n t  w o r l d  coal m a r k e t s  and t h e  p o s s i b i l i t y  of i n c r e a s e d  

costs, U S R A  m o d i f i e d  the R a i l r o a d ' s  f o r e c a s t  by d e l a y i n g  t h e
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e s t i m a t e d  s t a r t - u p  d a t e  by one year. We b e l ieve that a 

p r o s p e c t i v e  p u r c h a s e r  w o u l d  view the un c e r t a i n t i e s  asso c i a t e d  

w i t h  the p r o j e c t e d  expo r t  coal m o v e m e n t  as being sig n i f i c a n t l y  

h i g h e r  than the u n c e r t a i n t y  inherent in other elements of the 

R a i l r o a d ' s  forecast.

N e i t h e r  the R a i l r o a d  nor U S R A  has forecast any traffic 

i m p r o v e m e n t s  that are pur e l y  speculative. For example, there are 

m a j o r  mine r a l  r e s erves in the area which are a source of 

p o t e n t i a l  new traffic. However, additional facilities w o u l d  be 

required, p r o b a b l y  including s u b stantial exte n s i o n s  of the 

R a i l r o a d ' s  lines.

All elements of reve n u e  are sta t e d  in constant 1983 dollars.

This m e a n s  that the aver a g e  r e v e n u e  p e r  carload changes o n l y  as

traf f i c  (commodity) mix or length of haul changes. It was 

a s s u m e d  that rate increases will be m a d e  in a timely fashion in 

r e s p o n s e  to cost increases. To the extent that the R a i l r o a d  

s h o u l d  p r o v e  unable to do this, o p e r a t i n g  m a r g i n s  would be

r e d u c e d  from f o r ecasted levels.

Ex p e n s e s

U S R A  adop t e d  most of the R a i l r o a d ' s  forecast of o p e rating 

expenses. The most important m o d i f i c a t i o n s  w e r e  additional 

m a i n t e n a n c e  of way expenses, the p r e v i o u s l y  d i s cussed a d j ustment 

to p r o j e c t e d  p r o d u c t i v i t y  improvements, and additional legal and 

a d m i n i s t r a t i v e  expenses a t t r i b u t a b l e  to the transfer itself.
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A s s e t  C o n d i t i o n  a n d  M a i n t e n a n c e  E x p e n s e s

S i n c e  the c o n d i t i o n  of the R a i l r o a d ' s  p l a n t  a n d  e q u i p m e n t  has 

b e e n  of m a j o r  c o n c e r n  in t h e  p a s t  a n d  c o u l d  be r e s p o n s i b l e  for 

m a j o r  s h i f t s  in e x p e n s e  levels, U S R A  p h y s i c a l l y  i n s p e c t e d  

f a c i l i t i e s  and e q u i p m e n t  as n e c e s s a r y  to m a k e  a care f u l  

a s s e s s m e n t  of f u t u r e  r e q u i r e m e n t s . *

M a i n t e n a n c e  of W a v . T h e  R a i l r o a d  c o n s i s t s  of a p p r o x i m a t e l y  

650 a c t i v e  track m i l e s  in m a i n  a n d  b r a n c h  lines, y a r d s  and 

sidings. The m a i n  lines f r o m  S e w a r d  to F a i r b a n k s  and from 

P o r t a g e  to W h i t t i e r  c o n s i s t  of 115 p o u n d  rail on w o o d  ties. The 

b r a n c h  l i n e  a n d  y a r d  rail g e n e r a l l y  v a r i e s  f r o m  70 to 90 pounds. 

N e w  rail w a s  i n s t a l l e d  on t h e  m a i n  line f r o m  1948 to 1952 to 

o v e r c o m e  d e t e r i o r a t i o n  f r o m  h e a v y  t r a f f i c  d u r i n g  the war.

A l t h o u g h  p r e c i s e  n u m b e r s  a r e  n o t  known, m a j o r  tie r e n e w a l s  w e r e  

a l s o  d o n e  at t h a t  time. T h e  e x t r e m e l y  la r g e  r e b u i l d i n g  effo r t  

d u r i n g  t h a t  f i v e - y e a r  p e r i o d  a n d  the r e l a t i v e l y  low t r a f f i c  

l e v e l s  s i n c e  h a v e  r e d u c e d  t h e  s u b s e q u e n t  n e e d  for la r g e  p r o g r a m  

e x p e n d i t u r e s  for tie a n d  rail renewal.

In o r d e r  to e v a l u a t e  the R a i l r o a d ' s  c o n d i t i o n  and e s t i m a t e d  

f u t u r e  needs, the p r o p e r t y  w a s  i n s p e c t e d  by o b s e r v i n g  the track 

s t r u c t u r e  and r i d e  q u a l i t i e s  f r o m  trains, h i - r a i l  v e h i c l e s  and 

s e l e c t e d  w a l k i n g  inspections. S o m e  t i e  r e n e w a l  a n d  s u r f a c i n g  

w o r k  w a s  o b s e r v e d  in pr o g r e s s ,  a n d  r e c o r d s  for d e f e c t i v e  rails, 

d e r a i l m e n t s ,  s l o w  o r d e r s  a n d  o t h e r  e n g i n e e r i n g  d a t a  w e r e

^ U S R A 77w a s  a s s i s t e d  in this a n a l y s i s  by F r a n k  S. K i n g  a n d  J a c k s o n  
R. Bell, e x p e r t s  in r a i l w a y  e n g i n e e r i n g  and equipment.



reviewed. This review clearly sho w e d  that the R a i l r o a d  is 

c u r r e n t l y  in satisf a c t o r y  co n d i t i o n  to h a n d l e  present, and 

p r o j e c t e d  t r a f f i c  levels. In 1982, the R a i l r o a d ' s  h i g h e s t  

t r a f f i c  d e n s i t y  was 8 million gross tons (MGT) on the 4 0 - mile 

se g m e n t  between A n c horage and Matanuska. The b a l a n c e  of the main 

line h a n d l e d  less than 4 M G T  for the year. Th e s e  s t a t i s t i c s  

r e f l e c t  a l o w -density railroad as c o m p a r e d  with o t h e r  r a i l r o a d s  

w h e r e  d e n sity m a y  often be o v e r  40 M G T  per year for s i n g l e  track 

lines.

O v e r  the p a s t  three years 1981-83, the R a i l r o a d  will have 

r e p l a c e d  an a v e r a g e  of about 21,000 ties and r e n e w e d  ab o u t  2.75 

track mil e s  of rail per year. . The R a i l r o a d  has p r o j e c t e d  some 

increases in p r o g r a m  levels p r e d i c a t e d  on i n c reased traffic, but 

f u t u r e  e x p ense increases are p a r t l y  o f f s e t  by p r o j e c t e d  cost 

r e d u c t i o n s  due to greater efficiency.

In its analysis, USRA d e t e r m i n e d  that the m a i n t e n a n c e  of way 

costs p r o j e c t e d  by the R a i l r o a d  should be increased to a s s u r e  a 

track s t r ucture adequate for the e x p e c t e d  traffic. The m a g n i t u d e  

of this a d j u s t m e n t  varies from about $800,000 a n n u a l l y  to nearly 

$1.5 m i l l i o n  annually, or a total $10.8 m i l l i o n  for the ten 

years, 1984-93. This funding will p r o v i d e  for tie r e p l a c e m e n t s  

of 35,000 in 1984 rising to 50,000 by 1990. Rail renewal will 

s i m i l a r l y  increase from about 4.5 track m i l e s  in 1984 to 10 track 

m i l e s  in 1993. The s e  p r o gram increases reflect not o n l y  traf f i c  

gro w t h  but also the age of m a n y  ties and m u c h  of the rail. Ties 

and rail i n s talled in the p o s t - w a r  period, 1948-52, will have 

p r o v i d e d  forty y e a r s  of serv i c e  w i t h i n  the next ten years, and



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

levels.

M a i n t e n a n c e  of E q u i p m e n t . T h e  R a i l r o a d  c u r r e n t l y  owns 62 

locomo t i v e s ,  46 p a s s e n g e r  cars and 1,642 f r e i g h t  cars. In 

add i t i o n ,  v a r i o u s  vehicles, m a i n t e n a n c e  a n d  s h o p  e q u i p m e n t  are 

a l s o  m a i n t a i n e d .  T h e  d e m a n d  for e q u i p m e n t  is h i g h  t h r o u g h o u t  the 

s u m m e r  d u e  to t o u r i s m  a n d  the c o n s t r u c t i o n  season. D u r i n g  the 

winter, d e m a n d  is low, p r o v i d i n g  t i m e  for p r o g r a m m e d  e q u i p m e n t  

repair. Total e x p e n s e s  in this c a t e g o r y  w e r e  a b o u t  $9.5 m i l l i o n  

last year, and they a r e  p r o j e c t e d  to r e m a i n  at a b o u t  that level 

t h r o u g h  1984. A f t e r  that, c o n s i s t e n t  w i t h  t r a f f i c  growth, 

e x p e n s e s  a r e  p r o j e c t e d  to i n c r e a s e  e a c h  year, r e a c h i n g  $11.5 

m i l l i o n  in 1989.

T h i s  p r o j e c t e d  s p e n d i n g  s h o u l d  be a d e q u a t e  to p r o v i d e  the 

n e c e s s a r y  level of l o c o m o t i v e  o v e r h a u l s  a n d  h e a v y  r e p a i r s  as well 

as r u n n i n g  and h e a v y  r e p a i r  to f r e i g h t  cars. M a i n t e n a n c e  of 

p a s s e n g e r  e q u i p m e n t  has a l s o  b e e n  p r o v i d e d  for, p r e m i s e d  on the 

c u r r e n t  s c h e d u l e d  level of trains.

A  p a r t  of t h e  l o c o m o t i v e  f l e e t  is o l d  a n d  e x p e n s i v e  to 

m a i n t a i n ,  a n d  m u c h  of t h e  f r e i g h t  c a r  f l e e t  is or s o o n  will be 

o v e r  40 y e a r s  old. However, the o v e r a l l  c o n d i t i o n  of t h e  fleet 

s h o u l d  i m p r o v e  o v e r  t h e  t e n - y e a r  p e r i o d  d u e  to t h e  p r o j e c t e d  

a c q u i s i t i o n  of n e w  or g o o d  u s e d  l o c o m o t i v e s  and f r e i g h t  e q u i p m e n t  

as p r o v i d e d  for in the c a p i t a l  plan.

T h e  n e e d  for a d d i t i o n a l  or r e p l a c e m e n t  f r e i g h t  c a r s  will h a v e  

-to b e  c o n t i n u a l l y  r e - e v a l u a t e d  as t r a f f i c  de v e l o p s .  T h e  R a i l r o a d



has had some s u c c e s s  in g e t ting s h i p p e r s  of bulk commo d i t i e s  to 

o b t a i n  and f i n a n c e  n e e d e d  equipment. Cu r r e n t l y  o n e  of the major 

gravel s h i p p e r s  p r o v i d e s  h o p p e r  cars for regular unit train 

moves, .and the p o t ential coal e x p o r t e r  has agreed to p r o v i d e  not 

on l y  the n e c e s s a r y  cars, but also the locomotives.

T he o p p o r t u n i t y  for a d d itional s h i p p e r  e q u ipment a g r eements 

will d e p e n d  on future t r a f f i c  developments. S u r plus freight 

e q u i p m e n t  in the lower f o r t y - e i g h t  s t a t e s  may p r o v i d e  an 

e con o m i c a l  s o u r c e  for s o m e  of the R a i l r o a d ' s  f u t u r e  needs. In 

summary, b a s e d  on the p r o j e c t e d  traf f i c  and e x p ected equipment 

acquisitions, the e x p e n s e  levels p r o j e c t e d  should be a d e q u a t e  not 

o n l y  to m a i n t a i n  the c u r r e n t  fleet co n d i t i o n  but to p e r m i t  some 

i m p r o v e m e n t .

F o r e c a s t e d  Capi t a l  R e q u i r e m e n t s

Historically, capital s p e n d i n g  has varied widely, and 

g o v e r n m e n t  a p p r o p r i a t i o n s  have been requi r e d  to p e r m i t  any 

r e a s o n a b l e  capital program. A c c o r d i n g  to data p r o v i d e d  by the 

Railroad, s i n c e  1975, capital s p e n d i n g  has ranged from a low of 

$2.8 m i l l i o n  to a high of $11.8 m i l l i o n . *  U n c e r t a i n  funding and 

r e s u l t i n g  w i d e  swings f r o m  y e a r  to y e a r  m a d e  e f f e c t i v e  capital 

p l a n n i n g  difficult, of t e n  leading to last-minute d e c i s i o n s  on 

p r o j e c t  approvals.

*Alaska R a i l r o a d  annual r e p o r t s  have reported capital e x p enditure 
totals that included the cost of m a j o r  track work such as tie 
replacement, rail renewal, track surfacing^ brid g e  repairs, etc. 
U n d e r  ICC accounting, t h e s e  costs p r o p e r l y  belong in o p e rating 
expenses. The s p e nding totals shown r e f lect this adjustment.



T h e  R a i l r o a d  p r o v i d e d  U S R A  w i t h  a c a p i t a l  p l a n  a v e r a g i n g  

$14 m i l l i o n  a n n u a l l y  f r o m  1984 to 1988 f u n d e d  by t h e  R a i l r o a d’s 

cash flow. A f t e r  r e v i e w i n g  t h a t  p l a n  a n d  a p r o p o s e d  p r o j e c t  

list, d i s c u s s i o n s  w i t h  m a n a g e m e n t  a n d  o n - s i t e  i n spections, a 

y e a r l y  a l l o c a t i o n  of $12 m i l l i o n  w a s  c o n s i d e r e d  a d e q u a t e  to 

c o n t i n u e  o p e r a t i o n s  a n d  to h a n d l e  f o r e c a s t e d  t r a f f i c  growth.

A p p r o x i m a t e l y  h a l f  of this a m o u n t  is a l l o c a t e d  for a c q u i r i n g  

a n d  u p g r a d i n g  l o c o m o t i v e s ,  cars a n d  o t h e r  e q u i p m e n t .  The 

r e m a i n i n g  a m o u n t s  p r o v i d e  for r e h a b i l i t a t i o n  of b r i d g e s  and 

tunnels, t r a c k  c o n s t r u c t i o n  to s e r v e  n e w  and e x i s t i n g  customers, 

s t a b i l i s a t i o n  of t h e  r o a d b e d  in t h e  H e a l y  C a n y o n  a n d  elsewhere, 

r e a l i g n m e n t  w o r k  to r e d u c e  c u r vature, a n d  o t h e r  p l a n t  

r e q u i r e m e n t s .

S t a r t - u p  C o s t s

In A p p e n d i x  L of the 605(a) R e p o r t ,  the S t a t e  of A l a s k a  and 

the D e p a r t m e n t  of T r a n s p o r t a t i o n  i d e n t i f i e d  15 items w h i c h  they 

c o n s i d e r e d  to be p o t e n t i a l  s t a r t - u p  o b l i g a t i o n s  u n d e r  the Act.

The R e p o r t  c h a r a c t e r i z e d  t h e s e  as s t a rt-up' r e s p o n s i b i l i t i e s ,  

b e c a u s e  they a r e  n e w  u n d e r t a k i n g s  by t h e  railroad, not p r e v i o u s l y  

i m p o s e d  on the r a i l r o a d  b e c a u s e  of its F e d e r a l  s t a t u s .” For the 

m o s t  part, t h e s e  r e s p o n s i b i l i t i e s  a r e  n o t  ”o n e - t i m e”; rather, 

th e y  a f f e c t  o n g o i n g  e x p e n s e s  and r e s u l t  f r o m  v a r i o u s  c h a n g e s  in 

a c c e s s  to F e d e r a l  g o v e r n m e n t  r e s o u r c e s .  U S R A  t r e a t e d  th e s e  

issues as follows.

- (1) V e h i c l e  L e a s i n g . U n d e r  F e d e r a l  owne r s h i p ,  the G e n e r a l  

.. S e r v i c e s  A d m i n i s t r a t i o n  a s s i g n s  v e h i c l e s  to the R a i l r o a d  for a .



m o n t h l y  lease paym e n t  which includes maintenance. The State, the 

D e p a r t m e n t  of Transportation, and the Gene r a l  Services 

A d m i n i s t r a t i o n  have not yet r e s o l v e d  w h e t h e r  the existing leased 

v e h i c l e s  will be transferred. In the event the R a i l r o a d  a c q u i r e s  

the e x i s t i n g  fleet of older leased vehicles, it will be r e q u i r e d  

to m a k e  other a r r a n g e m e n t s  for m a i ntenance. U S R A  d e t e r m i n e d  that 

the R a i l r o a d  could most likely c o n t i n u e  to lease vehicles at 

terms and conditions equ i v a l e n t  to those cu r r e n t l y  in effect. 

R e g a r d l e s s  of the final outcome, there w o u l d  be no s i g n i f i c a n t  

cha n g e  in net costs to the R a i l r o a d  for vehicles, and USRA's 

a n a l y s i s  includes no adj u s t m e n t  to the R a i l r o a d ' s  p r o j e c t e d  

e x p e n s e s  for this item.

(2) S u p p l i e s  and M a t e r i a l s . A f t e r  transfer, the Alas k a  

R a i l r o a d  can no longer a c q u i r e  s u p p l i e s  t h r ough Federal ' 

go v e r n m e n t  supply depots. However, USRA ' s  val u a t i o n  a s s u m e s  that 

the p u r c h a s i n g  power of the S t a t e - o w n e d  r a i l r o a d  will off s e t  the 

loss of the ability to p u r c h a s e  through the Federal government. 

U S R A  did include increased a d m i n i s t r a t i v e  costs a s s o c i a t e d  with 

an additional p u r c h a s i n g  agent.

(3) Legal F e e s . Currently, m u c h  of the R a i l r o a d ' s  legal work 

is p e r f o r m e d  by United States gove r n m e n t  attorneys. After 

transfer, this will no longer be the case, and the R a i l r o a d  will 

h a v e  to do more of its own legal w o r k  as well as retain o u t side 

counsel. Af t e r  c o n sultation with the A l a s k a  R a i l r o a d  and with 

others, U S R A  concluded that an additional $600,000 p e r  y e a r  is an 

a p p r o p r i a t e  additional cost to fac t o r  into the valuation.

-  1 7  -



(4) A d d i t i o n a l  A d m i n i s t r a t i v e  E x p e n s e . U S R A  has a s s u m e d  

that, as a r e s u l t  of t h e  loss of c e r t a i n  a d m i n i s t r a t i v e  s u p p o r t  

c u r r e n t l y  p r o v i d e d  by v a r i o u s  F e d e r a l  agencies, the R a i l r o a d  will 

incur an a d d i t i o n a l  a n n u a l  e x p e n s e  of $ 1 0 8 , 0 0 0  r e p r e s e n t i n g  t h r e e  

p e r s o n  y e a r s  to h a n d l e  this work.

(5) T o r t  C l a i m s . C u r r e n t l y ,  all tort s e t t l e m e n t s  or a w a r d s  

in e x c e s s  of $ 2 , 5 0 0  a r e  p a i d  by t h e  F e d e r a l  treasury. A f t e r  

transfer, t h e s e  will all be t h e  r e s p o n s i b i l i t y  of the R a i l r o a d .  

O v e r  the f o u r - y e a r  p e r i o d  1980-83, the F e d e r a l  t r e a s u r y  p a i d  a 

total of $288,000, an a v e r a g e  of $ 7 2 , 0 0 0  a year. F r o m  this 

exper i e n c e ,  U S R A  a s s u m e d  an a d d i t i o n a l  a v e r a g e  c o s t  of $ 7 5 , 0 0 0  

p e r  year.

(6) W o r k i n g  C a p i t a l . A s  w i t h  all b u s i n e s s e s ,  the R a i l r o a d  

w i l l  r e q u i r e  w o r k i n g  capital. U S R A  a s s u m e d  that n o n e  of the 

r e v o l v i n g  f u n d  w i l l  be t r a n s f e r r e d  to the S t a t e  b e c a u s e  p r e­

c o n v e y a n c e  c l a i m s  and c o n t i n g e n t  l i a b i l i t i e s  that m u s t  be p a i d  

a r e  l i k e l y  to c o n s u m e  the e n t i r e  fund. A f t e r  r e v i e w i n g  the 

w o r k i n g  c a p ital r e q u i r e m e n t s  of o t h e r  railroads, it w a s  U S R A ' s  

j u d g m e n t  that o n e  m o n t h ' s  w o r t h  of o p e r a t i n g  e x p e n s e s  w o u l d  be 

a d e q u a t e  w o r k i n g  c a p i t a l  for t h e  A l a s k a  Ra i l r o a d .  T h i s  a m o u n t s  

to a p p r o x i m a t e l y  $4.4 m i l l i o n  in t h e  first year, v a r y i n g  o v e r  the 

f o r e c a s t  p e r i o d  as o p e r a t i n g  e x p e n s e s  vary.

(7) L a c k  of A c c e s s  to F e d e r a l  S u r p l u s  E q u i p m e n t . A f t e r  

transfer, the R a i l r o a d ' s  a c c e s s  to e x c e s s  F e d e r a l  e q u i p m e n t  will 

be g r e a t l y  dimi n i s h e d .  In o u r  judgment, this s h o u l d  not i n c r e a s e  

the R a i l r o a d ' s  costs. •



( 8 )  A R T A  S e c t i o n  6 0 4 ( d ) ( 3 )  E m p l o y e e  P r o t e c t i o n  O b l i g a t i o n s .

S e c t i o n  604(d)(3) requires the S e c r e t a r y  of T r a n s p o r t a t i o n  to 

certify that the S t a t e - o w n e d  r a i lroad has established 

a r r a n g e m e n t s  to p r o t e c t  the emp l o y e e s  of the r a i l r o a d  for the two 

ye a r s  immediately f o l lowing the transfer. This p r o v i s i o n  

requires c o n t i n u a t i o n  of current labor agreements, r e t e n t i o n  for 

two years of all e m p loyees (other than c e r tain officers) who 

elect to transfer to the Railroad, c o n t i n u a t i o n  of c o m p e n s a t i o n  

at current levels, r e - e m p l o y m e n t  priority, and m a i n t e n a n c e  of 

b ene f i t  programs, as well as other items. The e s s e n c e  of these 

p r o v i s i o n s  is to c o n t i n u e  the employees' current status. Since 

the forecast calls for m a i n t a i n i n g  rail o p e r a t i o n s  at current 

levels, USRA a s s u m e d  that all p r e s e n t  em p l o y e e s  would* be offered 

jobs by and w o u l d  transfer to the S t a t e - o w n e d  railroad. Since 

USRA's forecast of cash flows also a s s u m e s  the c o n t i n u a t i o n  of 

current c o m p e n s a t i o n  levels, no p r o t e c t i o n  p a y m e n t s  w o u l d  be 

r e q u i r e d  under these a s sumptions.*

(9) S e c tion 607 R e t i r e m e n t  O b l i g a t i o n s . A R T A  S e c tion 607 

r equires that, after transfer to the State, the R a i l r o a d  must 

p r o v i d e  r e t i r e m e n t  benefits s u b s t a n t i a l l y  equivalent to current 

levels for all e m p l o y e e s  who elect to transfer. As s t a t e d  in the 

605(a) Report, the D e p a r t m e n t  of T r a n s p o r t a t i o n  asked the Office 

of Personnel M a n a g e m e n t  (OPM) "to c a l c u l a t e  retirement costs and

*If, in fact, th e r e  are large numbers of employees who elect n o t  

to transfer, then this could cause s i g n i f i c a n t  d i s r u p t i o n s  to the 
smooth op e r a t i o n  of the railr o a d  wh i c h  could p r o v e  to be costly. 
U S R A  has no w a y  of d i r ectly q u a n t i f y i n g  either the l i k elihood of 
this occurring or its cost.



b e n e f i t s  .for e x i s t i n g  e m p l o y e e s  w h o  p a r t i c i p a t e  in t h e  Federal

r e t i r e m e n t  s y s t e m  a n d  to p r e p a r e  an e s t i m a t e  of t h e  fin a n c i a l

c o n s e q u e n c e s  if all of t h o s e  e m p l o y e e s  t r a n s f e r r e d  to the S t a t e -

o w n e d  r a i l r o a d  at t h i s  t i m e” (605(a) R e p ort, pp. 69-70). The

605(a) R e p o r t  f u r t h e r  s t a t e s  (at p a g e  70) that:

”[i]n p r e p a r i n g  its c a l c u l a t i o n s ,  O P M  a s s u m e d  t h a t  if 
t r a n s f e r r e d . e m p l o y e e s  r e m a i n  in the F e d e r a l  r e t i r e m e n t  s y s t e m  
p u r s u a n t  to S e c t i o n  6 0 7 (a)(1), the l a n g u a g e  of t h a t  p r o v i s i o n  
g o v e r n i n g  t h e  a m o u n t  of the S t a t e - o w n e d  r a i l r o a d ' s  e m p l o y e r  
c o n t r i b u t i o n s  . . . w o u l d  r e q u i r e  t h e  S t a t e - o w n e d  r a i l r o a d  to 
pay, as the e m p l o y e r  c o n t r i b u t i o n ,  29.06 p e r c e n t  of ba s i c  
p a y r o l l  for t h o s e  t r a n s f e r r e d  e m p l o y e e s  into t h e  F e d eral 
r e t i r e m e n t  f u n d  to f u l l y  f u n d  r e t i r e m e n t  b e n e f i t s  that a c c r u e  

v f o r  t h o s e  e m p l o y e e s  a f t e r  t r a nsfer. 0 P M !s c a l c u l a t i o n
a s s u m e s  the c u r r e n t  s e v e n  p e r c e n t  e m p l o y e e  c o n t r i b u t i o n  w o u l d  
r e m a i n  u n c h a n g e d .

T h i s  is an i n c r e a s e  of 22.06 p e r c e n t  o v e r  the a m o u n t  the 
A l a s k a  R a i l r o a d  has c o n t r i b u t e d  as a F e d e r a l  a g e n c y  and 
r e f l e c t s  the m a n n e r  in w h i c h  the F e d e r a l  r e t i r e m e n t  s y s t e m  is 
n o r m a l l y  funded, w h i c h  for F e d e r a l  a g e n c i e s  i n c l u d e s  o t h e r  
p a y m e n t s  f r o m  the U.S. T r e a s u r y .”

Th e  u l t i m a t e  r e s o l u t i o n  of this is s u e  w i l l  not o c c u r  until 

a f t e r  t h e  d a t e  of t h i s  report. Indeed, in the 605(a) Report, the 

D e p a r t m e n t  of T r a n s p o r t a t i o n  and t h e  S t a t e  of A l a s k a  a c k n o w l e d g e  

that an " a c c u r a t e  e s t i m a t e  of t h e  r e t i r e m e n t  o b l i g a t i o n s  that 

w o u l d  be i m p o s e d  on the S t a t e - o w n e d  r a i l r o a d  p u r s u a n t  to S e c t i o n  

607(a) c a n n o t  b e  c a l c u l a t e d  at t h i s  t i m e .” However, for. p u r p o s e s  

of c o m p l e t i n g  t h i s  v a l u a t i o n  in a t i m e l y  manner, U S R A  has b e e n  

r e q u i r e d  to m a k e  a s s u m p t i o n s  as to t h e  c o s t  of this p r o v i s i o n  to 

the R a i l r o a d .

U S R A ' s  a n a l y s i s  a s s u m e s  that all p e r m a n e n t  e m p l o y e e s  w o u l d  

t r a n s f e r  to the* S t a t e - o w n e d  r a i l r o a d  a n d  w o u l d  be i n c l u d e d  in a 

pla. that- will n a v e  an a n n u a l  c o s t  to t h e  R a i l r o a d  e q u i v a l e n t  to 

t h e - c o s t  t h a t  O P M  has s u g g e s t e d  —  t h a t  is, a 22.06 p e r c e n t



additional c o n t r i b u t i o n  o v e r  and a b o v e  the 7 p e r c e n t  c o n t r i b u t i o n  

which the R a i l r o a d  is c u r r e n t l y  paying. USRA assu m e d  all new 

e m p l o y e e s  hi r e d  after the d a t e  of the t r a n s f e r  w o u l d  be covered 

under a new p e n s i o n  plan that w o u l d  r e q u i r e  the R a i l r o a d  to 

c o n t r i b u t e  12 p e r c e n t  of the new e m p l o y e e s’ base  salary.

U S R A ' s  a n a l y s i s  of the a d d itional p e n s i o n  costs used the 

actuarial base dev e l o p e d  by O P M  whi c h  listed current employees, 

by sex, for each year until the last R a i l r o a d  e m p l o y e e  currently 

in the Federal r e tirement s y s t e m  has left the payroll. These 

d a t a  w e r e  ..costed using the 1983 a v e r a g e  wage levels to y i e l d  the 

total w a g e  b a s e  for each year. This w a g e  base was m u l t i p l i e d  by 

an additional 22.06 p e r c e n t  to a r r i v e  at the add i t i o n a l  p e n s i o n  

costs.

As each c u r r e n t  e m p l o y e e  leaves the payroll, U S R A  a s s umed a 

r e p l a c e m e n t  w o u l d  be added, but that the r e p l a c e m e n t ' s  pension 

expe n s e  wo u l d  be only 5 p e r c e n t  in a d d i t i o n  to the current 

7 p e r c e n t  contribution. T h i s  a p p r o x i m a t e s  the c o n t r i b u t i o n  now 

r e q u i r e d  for em p l o y e e s  of the State. Th e s e  cash flows w e r e  then 

included with all other expenses, and the first 10 y e a r s  of 

additional p e n s i o n  expense is shown on Ta b l e  3.

The D e p a r t m e n t  of T r a n s p o r t a t i o n  a n d  the St a t e  a c k n o w l e d g e  

that "the exact number of e m p l o y e e s  w h o  will t r a nsfer and the 

va l u e  of their r e tirement b e n e f i t s  will not be known until the 

d a t e  of Transfer". Thus, the a s s u m p t i o n s  which U S R A  has m a d e  

could be s i g n i f i c a n t l y  d i f f e r e n t  from the actual outcome.

However, we b e l i e v e  the es t i m a t e s  p r o v i d e d  by our a s s u m p t i o n s  are



r e a s o n a b l e  a n d  f a i r  to b o t h  .the F e d e r a l  g o v e r n m e n t  a n d  t h e  State, 

as w e l l  as to a n y  o t h e r  buyer.

(10) S e c t i o n  607 S e v e r a n c e  O b l i g a t i o n s . T h e  s e v e r a n c e  

o b l i g a t i o n s  i m p o s e d  u p o n  the R a i l r o a d  b y  S e c t i o n  607 of the A c t  

r e q u i r e  the R a i l r o a d  to p a y  c e r t a i n  c o m p e n s a t i o n  to e m p l o y e e s  

w h o s e  e m p l o y m e n t  is t e r m i n a t e d  w i t h o u t  c a u s e  d u r i n g  t h e  f i r s t  two 

y e a r s  a f t e r  tr a n s f e r .  B e c a u s e  of t h e  a c t i v i t y  l e v e l s  forecasted, 

w e  h a v e  a s s u m e d  that no e m p l o y e e s  w i l l  fall into this c a t e g o r y  

and, t h e r e f o r e ,  no u p w a r d  a d j u s t m e n t  to the R a i l r o a d ' s  p r o j e c t e d  

o p e r a t i n g  e x p e n s e s  is nece s s a r y .

(11) N o n - A v a i 1a b i 1 itv of S t a t u t o r y  E x e m p t i o n s  if the R a i l r o a d  

C e a s e s  to b e  a S t a t e  I n s t r u m e n t a 1 i t v . If, a f t e r  transfer, the 

R a i l r o a d  c e a s e s  to be an i n s t r u m e n t a l i t y  of t h e  State, then the 

R a i l r o a d  w o u l d  l o s e  its e x e m p t i o n  f r o m  F e d e r a l  i n c o m e  taxes, the 

R a i l r o a d  R e t i r e m e n t  Act, the R a i l w a y  L a b o r  Act, and the F e d e r a l  

E m p l o y e r ' s  L i a b i l i t y  Act. B e c a u s e  of the n a t u r e  of the p r o j e c t e d  

c a s h  flows, no tax l i a b i l i t y  w o u l d  a c c r u e  e v e n  if a p r i v a t e  

p u r c h a s e r ,  a n d  n o t  the State, a c q u i r e d  the R a i l r o a d .  U S R A  also 

a s s u m e d  that t h e r e  w o u l d  be no s i g n i f i c a n t  c h a n g e s  in c a s h  flow 

if the la b o r  r e l a t e d  s t a t u t e s  w e r e  applied. T h e r e f o r e ,  w e  have 

m a d e  no a d j u s t m e n t s  f o r  t h e s e  p r o v i s i o n s .

(12) S e c t i o n  6 0 8 ( a ) (1) A n t i t r u s t  A p p l i c a b i l i t y . A f t e r  

transfer, t h e  e x e m p t i o n  w h i c h  t h e  R a i l r o a d  e n j o y s  f r o m  c e r t a i n  

a n t i t r u s t  laws w i l l  be lost. W h i l e  t h i s  m a y  b e c o m e  an issue in 

the f u t u r e  t h a t  c o u l d  a d v e r s e l y  a f f e c t  the R a i l r o a d ' s  revenues, 

U S R A  has no w a y  of q u a n t i f y i n g  w h a t  the l o ^ g - r a n g e  e f f e c t  m i g h t



(13) ICC R e g u l a t i o n . C u r r e n t l y  the R a i l r o a d  is subject only 

to partial r e g u l a t i o n  by the ICC un d e r  E x e c u t i v e  O r d e r  12434. 

A f t e r  transfer, A R T A  S e c t i o n  608(a) p r o v i d e s  that the R a i lroad 

will be f u l l y  r e g u l a t e d  by the ICC in a m a n n e r  s i m i l a r  to other
■ • • • ■ ' • ■ •• • •' \-*v V • '': '

r a i l r o a d s  of the same class (most likely Cl a s s  II). Wh i l e  there 

will be s o m e  a d d itional costs, they a r e  not s i g n i f i c a n t  enough to 

q u a n t i f y  separately. However, as p r e v i o u s l y  stated, upward 

a d j u s t m e n t s  w e r e  m a d e  to both legal and ot h e r  a d m i n i s t r a t i v e  

costs to c o v e r  these as well as other contingencies.

(14) C o m p l i a n c e  W i t h  V a r i o u s  S a f e t y  S t a t u t e s  and R e g u l a t i o n s . 

U S R A  c o n s i d e r e d  three s e p a r a t e  cate g o r i e s  of p o t ential expenses 

—  OSHA, S t a t e  and local b u i l d i n g  codes, and f a c i l i t y  condition.

* O S H A . B a s e d  on an u p d ated stu d y  p r o v i d e d  by the Ala s k a

Railroad, w h i c h  indicates a p p r o x i m a t e l y  $2.5 million

ad d i t i o n a l  fund i n g  will be r e q u i r e d  to e l i minate the
i

r e m a i n i n g  deficiencies, we h a v e  included $500,000 per 

y e a r  for five years. These funds will be utilized to 

c o r r e c t  p r o b l e m s  a s s ociated with buildings, facilities 

a n d  eq u i p m e n t  b e y o n d  e x p e n d i t u r e s  b u d g e t e d  elsewhere.

* S t a t e  and Local B u i l d i n g  Co d e s  and E x i s t i n g  Condition of

F a c i l i t i e s . A  recent report p r e p a r e d  for t h e  State 

e s t i m a t e d  the total cost to correct b u i l d i n g  

d e f i c i e n c i e s  to be about $85 million. Co n d i t i o n  

p r o b l e m s  a c c o u n t e d  for about 62 p e r c e n t  or $53 million 

w i t h  the b a l a n c e  of $32 m i l l i o n  being r e l a t e d  to code 

violations. Repairs, a d d i t i o n s  or r e p l a c e m e n t  costs
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w e r e  b a s e d  on b r i n g i n g  t h e  e x i s t i n g  b u i l d i n g s  into 

c o m p l i a n c e ,  r e g a r d l e s s  of c u r r e n t  use.

In t h e  future, the R a i l r o a d  w i l l  h a v e  to c o r r e c t  

s o m e  c o d e  v i o l a t i o n s  and i m p r o v e  the c o n d i t i o n  of s o m e  

b u i l d i n g s .  H o w ever, the R a i l r o a d  will c e r t a i n l y  c o n d u c t  

a c a r e f u l  r e v i e w  of c u r r e n t  a n d  f u t u r e  r a i l r o a d  

o p e r a t i n g  n e e d s  b e f o r e  a n y  la r g e  e x p e n d i t u r e s  are made. 

S o m e  b u i l d i n g s  a r e  no l o n g e r .required, a n d ' s o m e  

c o n s o l i d a t i o n s  m a y  be p o s s i b l e .  If r e p l a c e m e n t  is 

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

m i g h t  be a d e quate. The R a i l r o a d  c u r r e n t l y  has an o n­

go i n g  p r o g r a m  to c o r r e c t  s o m e  of t h e s e  d e f i c i e n c i e s .  In 

a d d i t i o n ,  t h e r e  is s o m e  o v e r l a p  with t h e  f u n d i n g  

r e q u i r e d  to c o r r e c t  O S H A  d e f i c i e n c i e s  r e p o r t e d  earlier. 

A f t e r  c o n s i d e r a t i o n  of t h e s e  factors, d i s c u s s i o n s  w i t h  

t h e  R a i l r o a d  a n d  the State, a n d  o n - s i t e  i n spections, the 

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

a r e  r e f l e c t e d  in U S R A ' s  a n a lysis:

B u i l d i n g  c o d e  d e f i c i e n c i e s  -- an a l l o c a t i o n  of $1.5 

m i l l i o n  p e r  y e a r  for t e n  y e a r s  f o r  a total of $15 

mi l l i o n .  T h i s  a l l o w s  for items s u c h  as fire 

s e p a r a t i o n ,  f i r e  r e s i s t a n c e  in w a l l  coverings, 

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

h a n d i c a p p e d  access, a n d  o t h e r  c o d e  r e l a t e d  items. 

C o n d i t i o n  d i s c r e p a n c i e s  —  J u s t i f i e d  p r o j e c t s  in 

t h i s  c a t e g o r y  w o u l d  b e  f u n d e d  u n d e r  the R a i l r o a d ' s  

n o r m a l  c a p ital b u d g e t i n g  p r o cess. A s  d i s c u s s e d



p r e v i o u s l y  in this section, this total budget is 

f o r e c a s t  at $12 m i l l i o n  per y e a r  for ten years.

(15) T r a n s i t i o n  E x p e n s e s . Upon transfer to the State, t h e r e ’

will be certain o n e - t i m e  costs that will have to be incurred. 

These wou l d  include such things as legal costs, filing fees, 

c o n sulting fees and a d m i n i s t r a t i v e  costs as well as costs to the

R a i l r o a d  rang i n g  from remarking e q u ipment to indicate the new 

o w n e r s h i p  to p r i n t i n g  stationery. We e s t i m a t e  these o n e - t i m e  

costs to be $1,750,000.



T a b l e  3

ALASKA RAILROAD ADJUSTED CASH FLOW FORECAST FOR RAIL OPERATIONS
1984-1993
($ IN 000)
CONSTANT 1983 $

ITEM 1984 1985 1986 1987 1988

RR FORECAST REV. * 
RR FORECAST EXP. 

NET CASH

S6746
46590
10156

64106
50130
13976

65446 *
50790
14656

67806
51390
16416

70186
51990
18196

ADJUST RR FORECAST 
EXPORT COAL 
PRODUCTIVITY 
MOW ADJUSTMENT 
CAPITAL EXPENDED

i

0
-580

-1220
-12000

-1750
-624
-010

-12000

-250
-632
-850

-12000

0
-639
-870

-12000

0
-647

-1010
-12000

ADJ. RR FORECAST -3644 -1208 924 2907 4539

STARTUP COSTS 
PENSIONS 
CODE CONFORMITY 
ADD'L LEGAL FEES 
OSHA
TORT CLAIMS 
OTHER EXPENSES 
WORKING CAPITAL 
ONE TIME STARTUP 

TOTAL STARTUP

-4514
-1500
-600
-500
-75

-108
-4377
-1750

-13424

-4316
-1500
-600
-500
-75

-108
-95

0
-7194

-4145
-1500
-600
-500
-75

-108
-168

0
-7096

-3967
-1500
-600
-500
-75

-108
-57

0
-6807

-3821
-1500
-600
-500
-75

-100
-49

0
-6653

ADJUSTED CASH -17068 -84C2 -6172 -3900 -2114

* DOES NOT INCLUDE REAL ESTATE LEASES, DOES INCLUDE MISCELLANEOUS, 
OF $296. REAL ESTATE LEASES ARE TREATED SEPERATELY.

1989 1990 199i , 1992 1993

72656 72656 72656 72656 72656
52610 52610 52610 52610 52610
20046 20046 20046 20046 20046

0 0 0 0 . 0
-654 -654 -654 -654 -654

-1050 -1150 -1110 -1270 -1440
•12000 -12000 -12000 -12000 -12000

6342 6242 6282 6122 5952

-3675 -3524 -3377 -3225 -3079
-1500 -1500 -1500 -1500 -1503
-600 -600 -600 -600 -600

0 0 0 0 0
-75 -75 -75 -75 -75

-108 -108 . -108 -100 -108
-42 4 16 -1 -2

0 0 0 0 0
-6000 -5803 -5644 -5509 -5364

342 439 638 613 588

LEASES SUCH AS WIRE AND PIPE EASEMENTS
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P r e s e n t  V a l u e  of Future Cash Flows

As p r e v i o u s l y  discussed, the fair m a r k e t  value of the Ala s k a  

R a i l r o a d  is the amount w h i c h  the S t a t e  w o u l d  h a v e  to pay to 

o u t b i d  (e.g., by one dollar) any c o m p e t i n g  po t e n t i a l  purchaser.

To d e t e r m i n e  the m a x i m u m  bid of a c o m p e t i n g  non - g o v e r n m e n t  

purchaser, the es t i m a t e d  fut u r e  cash flows m u s t  be d i s c o u n t e d  to 

p r e s e n t  val u e s  at a rate equal to the cost of capital that the 

p r i v a t e  p u r c h a s e r  w o u l d  empl o y  in v a l u i n g  this railroad.

In a r r i v i n g  at a w e i g h t e d  a v e r a g e  cost of capital to use as 

the d i s c o u n t  r a t e  in this valuation, n u m e r o u s  factors were 

considered. A m o n g  these w e r e  r a i l r o a d  d e b t - e q u i t y  ratios, the 

cost of debt, the a v e r a g e  real r e t u r n  on equities, and risk 

p r e m i u m s  used in other rail valuations. The r e s ulting constant 

d o l l a r  d i s c o u n t  rate was then c o m p a r e d  to d i s c o u n t  rates used in 

v a r i o u s  ot h e r  r a i lroad rela t e d  v a l u a t i o n s  as well- as to the cost 

of capital for the nation's r a i l r o a d s  as found by the ICC in 

Ex Par t e  436. Th e s e  compa r i s o n s  s e r v e d  as a check on the 

r e a s o n a b l e n e s s  of the rate used in the A l a s k a  R a i l r o a d  valuation.

U S R A  d e t e r m i n e d  that the a p o r o p c i a t e  constant dollar discount 

r a t e  to use in this analysis was 16 p e r c e n t  as applied to the 

p r o j e c t e d  cash flows e x p r e s s e d  in c o n s t a n t  do l l a r s . *  The

*This d i s count rate is not c o m p a r a b l e  to the rate used in the 
real e s t a t e  a n a l y s e s  for two reasons: (1) As noted above, the
c o n t i n u e d  e a r nings v a l u a t i o n  was p e r f o r m e d  in constant dollars.
In contrast, the real est a t e  a n a l y s i s  c o n s i d e r e d  the effects of 
a p p r e c i a t i o n  in value of the real property, and was p e r f o r m e d  in 
i n f l a t e d  dollars. (2) D i f f e r e n t  s p e cial cons i d e r a t i o n s  were 
r e l e v a n t  to the real estate a n a lysis than to the continued 
e a r n i n g s  valuation.
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d e v e l o p m e n t  of this d i s c o u n t  r a t e  r e q u i r e d  w e i g h i n g  t h e  special 

c o n s i d e r a t i o n s  a t t e n d a n t  to the A l a s k a  R a i l r o a d .  E l e m e n t s  of 

t h e s e  s p e c i a l  c o n s i d e r a t i o n s  include:

* T h e  p o s s i b’ ty of n o t  r e a l i z i n g  c a s h  f l o w s  that, in
turn, a r e  > „;ed o n  e s t i m a t e s ,  n o t  on h i s t o r i c a l  
evidence,

* T h e  c h a n g e  f r o m  F e d e r a l  o w n e r s h i p ,

* T h e  o n s e t  of full r e g u l a t i o n  b y  t h e  ICC u p o n  t h e  c h a n g e
in o w n e r s h i p ,  and

* T h e  u n c e r t a i n t i e s  on the w o r l d  e n e r g y  markets.

M e a s u r i n g  P o t e n t i a l  A l t e r n a t i v e  U s e  V a l u e

To m e a s u r e  t h e . p o s s i b l e  a l t e r n a t i v e  u s e  v a l u e  of the A l a s k a  

R a i l r o a d ' s  a s s e t s  u n d e r  the t e r m s  and c o n d i t i o n s  of ARTA, U S R A  

h y p o t h e s i z e d  that, b e g i n n i n g  in the e l e v e n t h  year, t h e r e  w o u l d  be 

an i m m e d i a t e  c e s s a t i o n  of all rail o p e r a t i o n s  to p e r m i t  the 

R a i l r o a d ' s  o p e r a t i n g  a s s e t s  to be p l a c e d  in t h e i r  h i g h e s t  anc. 

b e s t  a l t e r n a t i v e  uses.* To a s s e s s  the e f f e c t  of s u c h  an o p t i o n  o n  

value, U S R A  p e r f o r m e d  the f o l l o w i n g  a n a l y s e s .

*In d e t e r m i n i n g  p o s s i b l e  a l t e r n a t e  u s e s  f o r  the R a i l r o a d ' s  real 
estate, it w a s  U S R A ' s  j u d g m e n t  that it w o u l d  be h i g h l y  
s p e c u l a t i v e  to a s s u m e  that a n y  o p e r a t i n g  real e s t a t e  c o u l d  be 
o t h e r w i s e  d e v e l o p e d  u n d e r  a c o n t i n u e d  o p e r a t i o n s  scenario, 
p a r t i c u l a r l y  d u r i n g  the e a r l y  y e a r s  f o l l o w i n g  t r a n s f e r  to the 
State. N o t  o n l y  w o u l d  s u c h  d e v e l o p m e n t  r e q u i r e  r e l o c a t i o n  of 
e x i s t i n g  y a r d s  o r  o t h e r  facil i t i e s ,  b u t  it is a l s o  u n c e r t a i n  that 
any m a j o r  r e d e v e l o p m e n t  p l a n  c o u l d  e a s i l y  o b t a i n  the r e q u i r e d  
a p p r o v a l s  of v a r i o u s  d i s p a r i t e  interests. Further, any 
a s s e m b l i n g  of o p e r a t i n g  and n o n - o p e r a t i n g  real e s t a t e  w o u l d  m o s t  
l i k e l y  be a f f e c t e d  by e x i s t i n g  leases. In li g h t  of t h e s e  f a c t o r s  
w h i c h  w o u l d  a f f e c t  both the t i m i n g  a n d  c o s t s  of any p a r t i a l  
a l t e r n a t i v e  d e v e l o p m e n t  of t h e  o p e r a t i n g  real estate, U S R A  
c o n c l u d e d  that its c o n s i d e r a t i o n  of the a l t e r n a t e  u s e  v a l u e  of . 
t h e s e  p a r c e l s  in a l i q u i d a t i o n  s c e n a r i o  a f t e r  ten y e a r s  was a 
f a i r  m e t h o d  of m e a s u r i n g  t h e i r  v a l u e  f o r  o t h e r  p u r poses.



Rail O p e r a t i o n s

If the A l a s k a  R a i l r o a d  w e r e  p l a n n i n g  to tota l l y  cease 

o p e rations, it m i g h t  well cut back d r a m a t i c a l l y  o n  all its 

ex p e n s e s  b e f o r e  the eleventh year. It is also true that s h i p p e r s  

wo u l d  b e g i n  to find a l t e r n a t i v e  m o d e s  of t r ansportation; 

co n s e q u e n t l y ,  the R a i l r o a d ' s  r e v e n u e s  w o u l d  also d r o p  

d r a m a t i c a l l y .  For p u r poses of this analysis, we have assumed 

that r e v e n u e s  w o u l d  d r o p  by the same dol l a r  amount p e r  year as 

expenses. W e  have used the cash flows ge n e r a t e d  by the R a i l r o a d  

for the c o n t i n u e d  o p erations s c e n a r i o  (as a d j u s t e d  by USRA) as 

bei n g  r e p r e s e n t a t i v e  of the cash flows that the R a i l r o a d  would 

generaf-e: in the liquidation scenario.

L a b o r  P r o t e c t i o n

A s  a r e s u l t  of d i s c o n t i n u i n g  rail o p e r a t i o n s , •U S R A  has 

a s s u m e d  t h a t  there w o u l d  be imposed o n  the owners of the Alas k a  

R a i l r o a d  labor p r o t e c t i o n  c o n ditions s i m ilar to t h o s e  commonly 

known as "New York Dock". The s e  con d i t i o n s  e s s e n t i a l l y  require 

e m p l o y e e s  (depending on seniority) to be p a i d  their full salary 

and b e n e f i t s  for six years, unless t h e y  find other jobs. In the 

case w h e r e  an e m p l o y e e  finds anot h e r  job at a lower rate of pay 

than the o n e  he had on the railroad, that e m p l o y e e  is entitled to 

the d i f f e r e n c e  in p a y  between his new job and what he received on 

his o l d  job. P r o t e c t e d  employees a l s o  have the o p t i o n  of taking 

a o n e - t i m e  lump s u m  payment e q u i v a l e n t  to one year ' s  pay.

In o r d e r  to ca l c u l a t e  the cost to the State of these labor 

p r o t e c t i o n  conditions, USRA a s s umed that all p e r m a n e n t  employees



w o u l d  be e l i g i b l e  to r e c e i v e  labor p r o t e c t i o n  p a y m e n t s .  Of th e s e  

em p loyees, b a s e d  on the c u r r e n t  a g e  p r o f i l e  of the R a i l r o a d ' s  

e mp l o y e e s ,  U S R A  a s s u m e d  that (1) all t h o s e  55 a n d  o l d e r  w o u l d  

c h o o s e  to retire, (2) ^5 p e r c e n t  o f  t h e  e l i g i b l e  e m p l o y e e s  w o u l d  

t a k e  the l u m p  s u m  settl e m e n t ,  and (3) 25 p e r c e n t  of the r e m a i n i n g  

w o r k  f o r c e  w o u l d  f i n d  n e w  e m p l o y m e n t  e a c h  year.
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F A C I L I T I E S  AND E Q U I P M E N T  ASSE T S

U S R A  s e l e c t e d  Fr a n k  S. King and J a c k s o n  R. Bell, e x p e r t s  in 

r a i l w a y  e n g i n e e r i n g  and equipment, to assist in d e t e r m i n i n g  the 

a l t e r n a t i v e  use value of the R a i l r o a d ' s  f a c i l i t i e s  and equipment; 

they d e t e r m i n e d  the net v a l u e  that could be r e a l i z e d  from 

d i s p o s i t i o n  of these a s s e t s  taking into c o n s i d e r a t i o n  all of 

A R T A ' s  terms and conditions. Th e i r  a n a l y s i s  is d e s c r i b e d  in 

greater detail in their rep o r t  to USRA.

USRA first as s e m b l e d  and v a l i d a t e d  the Rai.V'^ad's inventories 

of track, equipment, and other facilities. T h e s e  ass e t s  include 

a p p r o x i m a t e l y  650 track m i l es,* y a r d s  and port facilities, shops, 

buildings, bridges, c o m m u n i c a t i o n s  facilities, 1,642 freight 

cars, 46 p a s s e n g e r  cars and 62 locomotives, as well as 

m a i n t e n a n c e  and shop machinery. P h y sical inspections were made 

as r e q uired to d e t e r m i n e  the co n d i t i o n  of the a s s e t s , * *  and a 

d e t e r m i n a t i o n  was m a d e  as to which asset c a t e g o r i e s  w o u l d  be sold 

as scrap and which could be sold to o t h e r s  for re-use.

*This fig u r e  repr e s e n t s  the total of all the R a i l r o a d ' s  track 
including not only its 4 6 0 - m i l e  m a i n  line from S e w a r d  to 
Fairbanks, but also its bra n c h  lines as well as p a s s i n g  tracks 
and y a r d  tracks.

**USRA also relied on this c o n dition a s s e s s m e n t  to d e t e r m i n e  the 
R a i l r o a d ' s  m a i n t e n a n c e  a n d  capital r e q u i r e m e n t s  for use in 
d e t e r m i n i n g  the R a i l r o a d ' s  co n t i n u e d  o p e r a t i o n s  value, p r e v i o u s l y  
discussed. - •



U S R A  e s t i m a t e d  the r a n g e  of m a r k e t  p r i c e s  f o r  r e s a l e  and for 

scrap, d i s m a n t l i n g  costs, s h i p p i n g  c o s t s  f r o m  A l a s k a ,  a n d  costs 

to c o m p l y  w i t h  e n v i r o n m e n t a l  o r  o t h e r  r e g u l a t i o n s . *  In m a k i n g  

the s e  e s t i m a t e s ,  U S R A  c o n s i d e r e d  v a r i o u s  m a r k e t  d a t a  s u c h  as the 

d e m a n d  for s c r a p  a n d  the s u p p l y  a n d  d e m a n d  for u s e d  r a i l r o a d  

e q u i p m e n t  and u s e d  rail.

S i n c e  A R T A  r e q u i r e s  that t h e  S t a t e  m u s t  c o n t i n u e  to o p e r a t e  

the r a i l r o a d  f o r  a t  least ten y e a r s  o r  s u f f e r  r e v e r s i o n ,  the 

s t a t e  c o u l d  not r e a l i z e  any a l t e r n a t e  v a l u e  f r o m  l i q u i d a t i n g  

th e s e  a s s e t s  until ten y e a r s  a f t e r  t r a n s f e r . * *  U S R A  e s t i m a t e d  

that an o r d e r l y  d i s m a n t l i n g  a n d  l i q u i d a t i o n  p r o g r a m  w o u l d  r e q u i r e  

2 1/2 years, b e g i n n i n g  in 1994 /ml f i n i s h i n g  in 1996.

U S R A  d e t e r m i n e d  t h a t  the r-*i. p r o c e e d s  f r o m  s a l e  of the 

R a i l r o a d ' s  t r a c k  a n d  f a c i l i t i e s  p l u s  its e q u i p m e n t  w o u l d  be 

$11.6 m i l l i o n  in 1983 c o n s t a n t  dollars.

-  3 2  -

* U S R A  w a s  a s s i s t e d  in t h e s e  a r e a s  by Mr. M i c h a e l  V. Cody.

**Indeed, b a s e d  on the R a i l r o a d ' s  fo r e c a s t ,  the p o s i t i v e  e a r n i n g s  
p r o j e c t e d  for 1994 and later years, if r e a lized, w o u l d  p r e v e n t  
the R a i l r o a d  f r o m  o b t a i n i n g  a u t h o r i t y  to a b a n d o n  u n d e r  the 
a p p l i c a b l e  p r o v i s i o n s  of the I n t e r s t a t e  C o m m e r c e  Act. This 
r e p r e s e n t s  a m a j o r  u n c e r t a i n t y  that a n y  p u r c h a s e r  w o u l d  we i g h  
h e a v i l y  b e f o r e  p a y i n g  a p r i c e  b a s e d  in p a r t  o n  a s s e t  v a l u e s  to be 
r e c e i v e d  m a n y  y e a r s  in the f u t u r e  a n d  o n l y  if r a i l  o p e r a t i o n s  
co u l d  be d i s c o n t i n u e d .
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REAL E S T A T E  ASSE T S

U S R A  s e l ected J a c k s o n - C r o s s  Company, a n a t i o n w i d e  real estate 

a ppraisal firm, to ass i s t  in valuing the A l a s k a  R a i l r o a d ' s  real 

est a t e  .assets. J a c k s o n - C r o s s  d e t e r m i n e d  the p r e s e n t  value, as of 

O c t o b e r  1, 1983, of the R a i l r o a d ' s  real estate taking into 

c o n s i d e r a t i o n  all of ARTA's terms and conditions. Their analysis 

is d e s c r i b e d  in g r e a t e r  detail in their appraisal report to USRA.

To c o n s i d e r - t h e  A R T A  Section 610(a) requi r e m e n t  that the 

State m u s t  c o n tinue to o p e r a t e  the r a i l r o a d  for at least ten 

y e a r s  or suffer reversion, U S R A  instructed J a c k s o n - C r o s s  to 

co n s i d e r  the A l a s k a  R a i l r o a d ' s  real est a t e  assets in two 

categories:

* "Non-operating" p r o p e r t y  —  land wh i c h  is not necessary 
for the r a i l r o a d ' s  operations. This is essen t i a l l y  real 
estate w h i c h  is leased to third parties, or which is 
a v a ilable for development.

* "Operating" p r o p e r t y  —  all ot h e r  property, such as the 
right-of-way, yards and oth e r  facilities, including the 
port f a c i l i t i e s  at W h i t t i e r  and Seward.

B e c a u s e  the R a i l r o a d ' s  "non-operating" p r o p e r t y  is not required

for rail operations, it is not a f f e c t e d  by the c o n tinued rail

o p e r a t i o n  requirement. However, b e c a u s e  of ART A ' s  restrictions,

U S R A  a s s u m e d  that no value could be r e a l i z e d  from al t e r n a t e  use

of the R a i l r o a d ' s  o p e r a t i n g  real e s t a t e  until ten y e a r s  after

transfer to the S t a t e . *  J a c k s o n - C r o s s  was instructed to det e r m i n e

*In some locations, the R a i l r o a d  is p r e s e n t l y  e a r n i n g  income from 
easements or p e r mits on o p e rating p r o p e r t y  w h i c h  do not interfere 
with rail operations. This income was cons i d e r e d  in USRA's

. (Continued)



(1) the p r e s e n t  v a l u e  of t h e  cash f l o w  w h i c h  can r e a s o n a b l y  be 

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

o p e r a t i n g  real estate, a n d  (2) t h e  p r e s e n t  v a l u e  of t h e  cash flow 

w h i c h  c o u l d  r e a s o n a b l y  b e  p r o j e c t e d  f r o m  a l t e r n a t e  u s e  of the 

R a i l r o a d ' s  o p e r a t i n g  real e s t a t e  b e g i n n i n g  ten y e a r s  a f t e r  

transfer.

M o s t  of t h e  A l a s k a  R a i l r o a d ' s  real p r o p e r t y  n o t  r e q u i r e d  for 

rail o p e r a t i o n s  is c u r r e n t l y  l e a s e d  to o t h ers, a n d  t h e r e  w a s  no 

r e a s o n  to a s s u m e  t h a t  a p u r c h a s e r  of the p r o p e r t y  w o u l d  c h a n g e  

t h i s  p r a ctice. J a c k s o n - C r o s s ,  the r e f o r e ,  b a s e d  its a p p r a i s a l  

u p o n  the a s s u m p t i o n  t h a t  t h e  R a i l r o a d ' s  r e a l  e s t a t e  w o u l d  be 

l e a s e d  r a t h e r  t h a n  sold. To t h e  e x t e n t  t h a t  a n y  c u r r e n t  r e n t s  

a r e  b e l o w  m a r k e t  levels, the l e a s e  a s s u m p t i o n  e x p l i c i t l y  

c o n s i d e r s  t h a t  fact. U S R A  a s s u m e d  t h a t  t N e S t a t e  w i l l  be 

r e q u i r e d  to h o n o r  t h e  t e r m s  a n d  c o n d i t i o n s  of t h e s e  leases. T h e y  

w e r e  t h o r o u g h l y  r e v i e w e d  and a n a lyzed, a n d  U S R A  has c o n s i d e r e d  

t h e i r  e f f e c t  in d e t e r m i n i n g  t h e  v a l u e  of t h e  R a i l r o a d ' s  real 

estate.

J a c k s o n - C r o s s  t h e n  a s s u m e d  that, e x c e p t  as p r e v e n t e d  by 

e x i s t i n g  leases, r e n t s  w o u l d  be s e t  at m a r k e t  levels. It

CContinued! ‘ “ ”
co n t i n u e d  o p e r a t i o n s  v a l u a t i o n .  As d i s c u s s e d  later, t h e  R a i l r o a d  
l a c k s  c l e a r  t i t l e  to m u c h  of t h e  r i g h t - o f - w a y  so t h a t  it w o u l d  no 
lo n g e r  be e n t i t l e d  to i n c o m e  f r o m  s u c h  p r o p e r t y  u p o n  c o n v e r s i o n  
to a l t e r n a t e  uses. A s  to r i g h t - o f - w a y  p r o p e r t i e s  w h e r e  the S t a t e  
w i l l  a c q u i r e  c l e a r  t i t l e  u n d e r  ARTA, it w a s  n o t  c o n s i d e r e d  
f e a s i b l e  to a t t e m p t  to a s c r i b e  a n y  s e p a r a t e  v a l u e  to this 
p o t e n t i a l  income, s i n c e  the h i g h e s t  a n d  b e s t  a l t e r n a t e  u s e  m i g h t  
w e l l  e i t h e r  (1) p r e c l u d e  the c o n t i n u a n c e  of the e a s e m e n t  or 
p e r m i t  or (2) r e s u l t  in the lessee, r a t h e r  t h a n  t h e  fee owner, 
c o l l e c t i n g  s u c h  e a s e m e n t  or p e r m i t  income.



e s t i m a t e d  the net revenues that m o s t  likely w o u l d  be r e a l i z e d  

from a normal leasing and m a n a g e m e n t  p r o g r a m  as well as the 

p e r i o d  of time an investor wou l d  p e r c e i v e  as n e c e s s a r y  to r e a l i z e  

th o s e  net revenues. J a c k s o n - C r o s s  then d i s c o u n t e d  these 

p r o j e c t e d  net r e v enues to consider the cost of m o n e y  over time 

and the risk of u n c e r t a i n t y  that those p r o j e c t e d  net r e v e n u e s  

would, in fact, be realized.*

U S R A  c l a s s i f i e d  the R a i l r o a d ' s  real est a t e  into "non­

opera t i n g "  and "operating" ba s e d  on current r a i l r o a d  o p e rational 

re q u i r e m e n t s  with reas o n a b l e  es t i m a t e s  for o p e r a t i o n a l  expansion. 

All land p r e s e n t l y  leased to othe r s  was c l a s s i f i e d  as non­

operating, i n c luding lands leased to tenants w h o  are also 

s h i p p e r s  on the railroad.

The r e  is no d e f i n i t i v e  inventory a v a i l a b l e  of e x a c t l y  what 

c o n s t i t u t e s  the p r o p e r t y  of the A l a s k a  Railroad. U S R A  c o m piled 

maps from the R a i l r o a d ' s  r e c o r d s  to c o r r e s p o n d  w i t h  an inventory 

e s t i m a t e  which had been p r e p a r e d  by the D e p a r t m e n t  of 

T r a n s p o r t a t i o n  in 1981. Additional inventory i n f ormation was 

c o n t a i n e d  in the 605(a) Report. However, d e s p i t e  the best 

efforts of all parties involved to a s s e m b l e  w h a t e v e r  inventory 

d a t a  are available, substantial q u e s t i o n s  still remain.

*In practice, the lease a s s u m p t i o n  p r o d u c e s  the same val u e  as an 
a s s u m p t i o n  that the real estate w o u l d  have been sold over a 
p e r i o d  of years, .subject to the exist i n g  leases. This is b e c ause 
the p r i c e s  investor(s) w o u l d  be w i l l i n g -to p a y  a r e  a f u n c t i o n  of 
the rental income that could be earned, taking into c o n s i d e r a t i o n  
both p r e s e n t  rents and p r o j e c t e d  future rent increases.
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M o s t  n o t a b l e  of t h e s e  q u e s t i o n s  is the d e f i n i t i o n  of e x a c t l y  

w h a t  r i g h t s  w i l l  u l t i m a t e l y  be c o n v e y e d  to the S t a t e  of Alaska. 

D e p e n d i n g  on f u t u r e  a d j u d i c a t i o n  or n e g o t i a t i o n ,  t h e r e  are m a n y  

i n s t a n c e s  w h e r e  the S t a t e  m a y  r e c e i v e  l e s s  t h a n  f e e  ti t l e  to 

. p o r t i o n s  of t h e  A l a s k a  R a i l r o a d ' s  real estate, p a r t i c u l a r l y  its 

r i g h t - o f - w a y .  E x h i b i t  1 to t h e  605(a) R e p o r t  s u m m a r i z e s  e x i s t i n g  

c l a i m s  a g a i n s t  the p r o p e r t y .  A c c o r d i n g  to t h a t  exhibit, p r e p a r e d  

by t h e  A n c h o r a g e  o f f i c e  of t h e  B u r e a u  o f  L a n d  M a n a g e m e n t ,  m o r e  

t h a n  half of t h e  A l a s k a  R a i l r o a d ' s  r i g h t - o f - w a y  p a s s e s  t h r o u g h  

lands w h i c h  w e r e  p a t e n t e d  to p r i v a t e  p a r t i e s  o r  to the S t a t e  

w i t h o u t  a s p e c i f i c  r e s e r v a t i o n  for t h e  R a i l r o a d ' s  r i g h t - o f - w a y . *  

In a l i m i t e d . n u m b e r  of areas, m i n i n g  c l a i m s  h a v e  a l s o  been f i l e d  

w h i c h  are n e a r  to or e n c r o a c h  upon the r i g h t - o f - w a y .  Further, in 

o t h e r  locations, A R T A  p r o v i d e s  that t h e  S t a t e  will o n l y  r e c e i v e  

an " e x c l u s i v e  u s e  e a s e m e n t "  to c e r t a i n  p o r t i o n s  of t h e  r i g h t - o f -  

way.

Therefore, in an a l t e r n a t i v e  use sc e n a r i o ,  the R a i l r o a d  w o u l d  

h a v e  no legal i n t e r e s t  to t r a n s f e r  in c o n s i d e r a b l e  p o r t i o n s  of 

its r i g h t - o f - w a y .  A c c o r d i n g l y ,  in d e t e r m i n i n g  the v a l u e  of the 

R a i l r o a d ' s  o p e r a t i n g  real e s t a t e  for a l t e r n a t e  u s e s  af t e r  ten 

years, J a c k s o n - C r o s s  was i n s t r u c t e d  n o t  to i n c l u d e  v a l u e  for any 

p a r c e l s  w h e r e  o w n e r s h i p  w o u l d  d i s a p p e a r  u p o n  c e s s a t i o n  of rail

*Of a total of 619.11 m i l e s  of r i g h t - o f - w a y ,  142.34 m i l e s  have 
b e e n  p a t e n t e d  to i n dividuals; 137.87 m i l e s  h a v e  b e e n  p a t e n t e d  to 
t h e  State; a n d  91.25 m i l e s  h a v e  been t e n t a t i v e l y  a p p r o v e d  for 
p a t e n t  to t h e  S t a t e  upon survey. An a d d i t i o n a l  85.92 m i l e s  h a v e  
b e e n  s e l e c t e d  by the State, a n d  a n o t h e r  1.3 m i l e s  a p p e a r  to h a v e  

* ; • b e e n  p a t e n t e d  to b o t h  p r i v a t e  p a r t i e s  a n d  to t h e  State.
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operations. F u r t h e r , b e c a u s e  clear title e x i sted for very little 

of the right-of-way/ J a c k s o n - C r o s s  was also i n s tructed not to 

co n sider "corridor value" for t h e  A l a s k a  R a i l r o a d ' s  r i g h t - o f - w a y  

in its a l t e r n a t e  u s e  determination..

Additionally, s i g n i f i c a n t  p o r t i o n s  of the right-of-way, as 

well as cert a i n  p a r c e l s  of land a d j a c e n t  to or away from the 

right-of-way, are s u b ject to claims under the A l a s k a  Native 

C l a i m s  S e t t l e m e n t  Act of 1971 (ANCSA) and the 1906 Native 

A l l o t m e n t  Act. T h e s e  claims will not have b e e n  s e t t l e d  pr i o r  to 

the issuance of this report. It is not p o s s i b l e  for U S R A  to know 

the final o u t c o m e  with r e s pect to these parcels. Therefore, as 

f u r t h e r  d i s c u s s e d  in A p p e n d i x  A, U S R A  has a n a l y z e d  the value of 

the s e  p a r cels s e p a r a t e l y  and has e v a luated their impact on the 

R a i l r o a d ' s  fair m a r k e t  value.

J a c k s o n - C r o s s  d e t e r m i n e d  the p r e s e n t  v a l u e  of the Rail r o a d ' s  

n o n - o p e r a t i n g  real est a t e  to be $47.8 million. J a c k s o n - C r o s s  

d e t e r m i n e d  that the p r e s e n t  va l u e  r e s ulting from alt e r n a t e  use of 

the R a i l r o a d ' s  o p e r a t i n g  real est a t e  after a hypothetical 

d i s c o n t i n u a n c e  of rail o p e r a t i o n s  is $7 million.

-------------------------------------------------------- ----------------------------------------------
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The A l a s k a  R a i l r o a d ' s  real estate inventory includes certain 

p a r c e l s  which are subject to claims under the A l a s k a  Native 

C l a i m s  S e t t l e m e n t  Act of 1971 (ANCSA) and the 1906 Native 

A l l o t m e n t  Act. S e c tion 606(b)(1)(A) of A R T A  d i r ects that 

"[dluring the ten m o n t h s  fol l o w i n g  the date of e n a ctment of this 

- Act, . . . the S e c r e t a r y  of the Interior, V i l l a g e  C o r p o r a t i o n s  

wi t h  claims of v a l i d  existing rights, and the Sta t e  shall revi e w  

and m a k e  a good faith effort to sett l e  as m a n y  of the claims as 

p o s s i b l e . "  F a i l i n g  settlement, A R T A  Sect i o n  606(b)(2) further 

d i r e c t s  that the "Secretary of the Interior shall complete the 

final a d m i n i s t r a t i v e  a d j u d i c a t i o n  required under this s u b s e c t i o n  

not later than three years af t e r  the date of enactment of this 

Act."

Ac c o r d i n g  to data furnished by the A l a s k a  R a i l r o a d  and the 

A n c h o r a g e  O f f i c e  of the Bur e a u  of Land Management, Native claims 

ha v e  been filed for the following ten parcels.

G R A V E L  R O C K  
L O C A T I O N  ACR E S  R E S E R V E  R E S E R V E

A P P E N D I X  A

N A T I V E  C L A I M  S E L E C T I O N  A N A L Y S I S

E A G L E  R I V E R 1596 Yes No
B I R C H W O O D 978 Yes No
E K L U T N A 605 Yes Yes
M A T A N U S K A 238 No No
P I T T M A N 140 Yes No
-BROAD PASS 561 Yes No
HEALY 123 • No No
N E N A N A 231 No No
HOLY CR O S S 60 No No
MOO S E  C R E E K 89 No No



N o  n e g o t i a t e d  s e t t l e m e n t s  h a v e  been reached, a n d  the u l t i m a t e  

d i s p o s i t i o n  of th e s e  p a r c e l s  c a n n o t  be k n o w n  at t h i s  time. 

However, d e s p i t e  t h e s e  u n r e s o l v e d  issues a f f e c t i n g  t h e  b a s i c  

i n v e n t o r y  to b e  valued, A R T A  d i r e c t s  that U S R A  r e p o r t  o n e  n u m b e r  

r e p r e s e n t i n g  the R a i l r o a d ' s  f a i r  m a r k e t  value.

At t h i s  time, t h e r e  a r e  c o n s i d e r a b l e  u n c e r t a i n t i e s  as to 

w h e t h e r  a n y  of t h e s e  p a r c e l s  w i l l  u l t i m a t e l y  be c o n v e y e d  to the 

State. T h e  p o s s i b i l i t i e s  r a n g e  f r o m  c o n v e y a n c e  of all o r  a 

s u b s t a n t i a l  p o r t i o n  of t h e s e  p a r c e l s ,  w h i c h  w o u l d  s u g g e s t  an 

u p w a r d  a d j u s t m e n t  to v a l u e  of as m u c h  as $ 3 . 2  m i l l i o n , *  to 

c o n v e y a n c e  of o n l y  o p e r a t i n g  real e s t a t e  and the loss of a c c e s s  

to c u r r e n t l y  u s e d  rock and gra v e l  reserves, in w h i c h  c a s e  a 

r e d u c t i o n  in v a l u e  a p p r o x i m a t i n g  $1.8 m i l l i o n * *  w o u l d  be 

a p p r o p r i a t e .  If the s t a t u s  q u o  w a s  m a i n t a i n e d  —  t h a t  is, if the 

R a i l r o a d  w a s  c o n v e y e d  lands u n d e r l y i n g  r i g h t s - o f - w a y  and 

f a c i l i t i e s  and the c o n t i n u e d  r i g h t  to w i t h d r a w  r o c k  a n d  g r a v e l  as 

n e e d e d  f r o m  c u r r e n t l y  u t i l i z e d  r e s e r v e s  —  no a d j u s t m e n t  to v a l u e  

w o u l d  be a p p r o p r i a t e .  Moreover, s o m e  p a r c e l s  m a y  be c o n v e y e d

* J a c k s o n - C r o s s  e s t i m a t e d  the fair m a r k e t  v a l u e  of the R a i l r o a d ' s  
total real e s t a t e  i n v e n t o r y  w i t h  a n d  w i t h o u t  t h e  p a r c e l s  s u b j e c t  
to N a t i v e  c l a i m  selection. F r o m  t h i s  analysis, U S R A  d e t e r m i n e d  
t h a t  the R a i l r o a d ' s  f a i r  m a r k e t  v a l u e  w o u l d  be i n c r e a s e d  by 
$ 3 . 2  m i l l i o n  if all p a r c e l s  s u b j e c t  to N a t i v e  c l a i m  s e l e c t i o n  
w e r e  c o n v e y e d  to the State. T h i s  e s t i m a t e  a s s u m e s  all the 
p r e v i o u s l y  d e s c r i b e d  A R T A  t e r m s  and conditions.

* * U S R A  a l s o  c o n s i d e r e d  the imp a c t  o n  v a l u e  if the R a i l r o a d  w e r e  
to lose all of its p r e s e n t  r i g h t s  to w i t h d r a w  grav e l  or rock from 
t h e s e  parcels. W h i l e  p r e c i s e  e s t i m a t e s  a r e  not a v a i l a b l e ,  
.increased c o s t s  for u s i n g  a l t e r n a t e  s o u r c e s  of r o c k  a n d  gravel 
w o u l d  r e d u c e  t h e  R a i l r o a d ' s  f a i r  m a r k e t  v a l u e  by a b o u t  
$1.8 million.
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o n l y  if, in s u b s e q u e n t  negotiations, the S t a t e  a g r e e s  to excha n g e  

other S t a t e  lands for such parcels.

In light of this bro a d  s p e c t r u m  of unkn o w n  and v i r t u a l l y  

u n p r e d i c t a b l e  fut u r e  events, U S R A  can find no b a s i s  for a s s uming 

that a p r u d e n t  investor wo u l d  pay for the s p e c u l a t i v e  p o s s i b i l i t y  

that s i g n i f i c a n t  p o r t i o n s  of the N a t i v e  claim p a r c e l s  w o u l d  be 

co n veyed in the future. Therefore, we consi d e r  that it is 

inappro p r i a t e  for our fair mar k e t  v a l u e  d e t e r m i n a t i o n  to include 

any amount a s c ribed to these parcels. We feel that this 

con c l u s i o n  is a-fa i r  ba l a n c i n g  of both the d o w n s i d e  risk that the 

R a i l r o a d  might lose access to the gravel and rock r e s e r v e s  and 

the u p s i d e  p o s s i b i l i t y  that at least some of the s e  p a r c e l s  beyond 

those d i r e c t l y  u t i l i z e d  in support of current rail o p e r a t i o n s  

m i g h t  ult i m a t e l y  be conveyed to the R a i l r o a d  in fee.

.

I
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R e f e r r e d :  F i n a n c e

O r i g i n a l  s p o n s o r s :  H a y e s ,  R i n g s t a d ,

S h u l t z ,  e t  a l

9

1 IN THE HOUSE BY THE TRANSPORTATION COMMITTEE

2 CS FOR HOUSE BILL NO. 512 (Transportation)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 THIRTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act establishing the Alaska Railroad Corporation

7 to manage and operate the Alaska Railroad; and pro-

8 viding for an effective date."

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

10 * Section 1. LEGISLATIVE FINDINGS AND PURPOSE. (a) The legislature

11 finds that

12 (1) it is the policy of the state to

13 (A) provide safe, economical, and efficient transportation

14 to residents, businesses, visitors, and military installations in the

15 state;

16 (B) foster and promote the long-term economic growth and

17 development of the state;

18 (C) develop and implement plans for a transportation net-

19 work;

20 (D) foster and promote the development of the state's land

21 and natural resources;

22 (2) the Alaska Railroad is an essential part of the state trans-

23 pcrtation network that may, unless preserved by state action, cease to be a

24 transportation option in Alaska;

25 (3) the federal government has offered to the state the option

26 of taking over the Alaska Railroad to ensure its continued existence;

27 (4) it is in the state's best interest to accept the railroad

28 under the terms and conditions offered by the United States government; and

29 (5) there is vast potential in Alaska's natural resource areas
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1 and extension of the Alaska Railroad into natural resource areas is neces-

2 sary for long-term economic growth.

3 (b) It is the purpose of this Act to

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

5 necessary to operate and manage the Alaska Railroad pending eventual trans-

6 fer of the railroad to the private sector for its ownership or operation or

7 both consistent with 45 U.S.C. 1201 - 1214 (Alaska Railroad Transfer Act of

8 1982);

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

10 needs of the people of the state;

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

12 functions needed to operate the Alaska Railroad and manage its rail, indus-

13 trial, port and other properties in the best interest of the people of the

14 state by ensuring that the corporation will

15 (A) be exclusively responsible for the management of the

16 financial and legal obligations of the Alaska Railroad rather than the

17 state;

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

19 jurisdiction of the United States Interstate Commerce Commission

20 consistent with 45 U.S.C. 1207;

21 (C) have the ability to raise capital by issuing obliga-

22 tions exempt from federal and state taxation;

23 (D) generally carry out its responsibilities on a self-

24 sustaining basis;

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

26 levels of safe, efficient, and economical transportation to meet the

27 overall needs of the state, supported when necessary by state invest-

28 meat;

29 (F) prcvide for the prudent operation of the railroad

C S H B  5 1 2 ( T r s p )  - 2 -



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

indirectly endanger the state's own borrowing capacity.

* Sec. 2. AS 42 is amended by adding a new chapter to read:

CHAPTER 40. ALASKA RAILROAD CORPORATION.

ARTICLE 1. ESTABLISHMENT AND ORGANIZATION.

Sec. 42.40.010. ESTABLISHMENT OF THE CORPORATION. There is 

established the Alaska Railroad Corporation. The corporation is a 

public corporation and is an instrumentality of the state within the 

Department of Commerce and Economic Development. The corporation has 

a legal existence independent of and separate from the state. The

exercise by the corporation of the powers provided in this chapter is

considered an essential government function of the state.

Sec. 42.40.020. BOARD OF DIRECTORS. (a) The powers of the 

corporation are vested in the board of directors. The board consists 

of the commissioner of commerce and economic development, the chief 

executive officer of the corporation, and seven members appointed by

the governor. At least five of the seven appointed members must be 

registered voters in the state. No more than two appointed members 

may be from any one of the four judicial districts in the state. The 

appointed members must have substantial experience or professional 

training and expertise in fields relevant to the purposes of this 

chapter, including transportation, business, and finance. Except for

the commissioner, the chief executive officer, and the member ap­

pointed under (d) of this section, a member may not be a state officer 

or employee.

(b) One member of the board may be a person who has at least 10

years of experience in railroad management.

(c) One member of the board may be or have been an executive

a c c o r d i n g  t o  s o u n d  b u s i n e s s  m a n a g e m e n t  p r a c t i c e s ;
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official of a United States railroad that is not now and never was a 

connecting carrier of the Alaska Railroad.
r _ '

(d) One member shall be an employee who is a member of a bar­

gaining unit representing employees of the corporation.

(e) Except for the commissioner of commerce and economic devel­

opment and the chief executive officer of the corporation, the members 

of the board shall be confirmed by a majority of the members of each 

house of the legislature in joint session. A member appointed by the 

governor has the full powers and responsibilities of a confirmed board 

member until the member is rejected by the legislature.

Sec. 42.40.030. TERM OF OFFICE. Except for the commissioner of

commerce and economic development and the chief executive officer of

the corporation, members of the board serve for staggered terms of

five years' each at the pleasure of the governor.

Seo. 42.40.040. VACANCIES. (a) Except for the commissioner of

commerce and economic development and the chief executive officer, a 

vacancy on the board is filled by appointment by the governor, and the 

appointment must be confirmed by the members of each house of the

legislature in joint session. A member appointed to fill a vacancy

holds office for the balance of the term for which the member's prede­

cessor was appointed.

(b) A vacancy on the board does not impair the authority of a 

quorum of members to exercise the powers and perform the duties of the 

board.

(c) A member of the board whose term has expired shall serve 

until a successor has been appointed.

Sec. 42.40.050. COMPENSATION AND EXPENSES. (a) An appointed 

member of the board is entitled to compensation at a rate of $400 for 

each day the member is engaged in the actual performance of duties as

CSHB 512(Trsp) -4-



1 a member of the board. The board may provide by rule for compensation

2 for partial days during which an appointed member is engaged in actual

3 performance of duties as a member of the board.

4 (b) In addition to compensation under (a) of this section, an

5 appointed member of the board is entitled to per diem and travel

6 expenses authorized by law for state boards and commissions.

7 Sec. 42.40.060. BOARD OFFICERS. (a) The board shall elect from

8 its membership a chairman and vice-chairman and prescribe their duties

9 by rule.

10 (b) The board shall appoint a secretary and prescribe the duties

11 of the secretary.

12 ARTICLE 2. MANAGEMENT.

13 Sec. 42.40.100. MANAGEMENT BY THE BOARD. The board is responsi-

14 ble for the management of the corporation but shall delegate certain

15 powers and duties to the chief executive officer in accordance with

16 AS 42.40.120. In managing the corporation the board shall

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

18 legal obligations of the Alaska Railroad;

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

20 to the jurisdiction of the United States Interstate Commerce Commis-

21 sion consistent with 45 U.S.C. 1207;

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

23 basis;

24 (4) provide for safe, efficient, and economical transporta-

25 tion to meet the overall needs of the state;

26 (5) raise needed capital by issuing obligations of the

27 corporation while ensuring that borrowing by the corporation does not

28 directly or indirectly endanger the state's own borrowing capacity;

29 (6) review state and other land disposal proposals to aid

- 5 -  C S H B  5 1 2 ( T r s p )
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1 in planning for future development or expansion of transportation ser-

2 vices;

3 (7) ensure that the accounting and procurement procedures

4 of the corporation meet accepted railroad industry standards.

5 Sec. 42.40.110. EXECUTIVE OFFICERS. (a) The board shall ap-

6 point the chief executive officer of the corporation who serves at the

7 pleasure of the board. The board shall fix compensation for the chief

8 executive officer.

9 (b) The chief executive officer of the corporation shall appoint

10 and fix the compensation for other executive officers. The appcLnt-

11 ment of other executive officers and their compensation are subject to

12 board approval.

13 Sec. 42.40.120. DELEGATION. (a) The board shall by rule dele-

14 gate to the chief executive officer powers and duties necessary or

15 appropriate for the management of the daily affairs and operations of

16 the corporation.

17 (b) Within 60 days after its first meeting, the board shall by

18 rule delegate the following powers and duties of the corporation to

19 the chief executive officer or other executive officers designated by

20 the board:

21 (1) leasing, granting easements in, issuing permits for the

22 use of, or conveying other interests in property;

23 (2) establishing specific rates, tariffs, divisions, and

24 contract rate agreements;

25 (3) making routine changes in service levels;

26 (4) establishing procurement and accounting procedures for

27 the corporation; and

28 (5) performing procurement activities.

29 (c) The board may by rule require the exercise of a power or

C S H B  5 1 2 ( T r s p ) - 6 -



1 duty delegated under (a) or (b) of this section to be subject to board

2 approval. Specific board approval is required for the following:

3 (1) except for executing a release of a mortgage or other

4 lien after payment is received, conveying the corporation's entire

5 interest in land;

<6 (2) issuing notes, debentures, and bonds;

7 (3) mortgaging or pledging corporation assets;

8 (4) donating property or other assets belonging to the

'9 corporation;

10 (5) acting as a surety or guarantor;

11 (6) adopting a long-range program or capital improvement

12 plan;

13 (7) certifying annual reports;

14 (8) effecting generally applicable increases and decreases

15 in rates other than those periodically approved by the United States

16 Interstate Commerce Commission;

17 (9) diversifying, expanding, or reducing services provided

18 on the date of transfer;

19 (10) expanding the main or branch rail lines, other than

20 performing routine track alignment as necessary to maintain service

21 levels in effect on the date of transfer;

22 (11) selecting independent auditors and accountants;

I 23 (12) exercising the power of eminent domain;

24 (13) entering in**o collective bargaining agreements;

25 (14) adopting annual budgets; and

26 (15) beginning capital projects with an estimated completion

27 cost of more than $500,000 or an estimated completion time of more

28 than one year.

29 ARTICLE 3. ADMINISTRATIVE PROVISIONS.

|  - 7 -  C S H B  5 1 2 ( T r s p )
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1 Sec. 42.40.150. MEETINGS OF THE BOARD. ■ (&) The chairman of the
• .) ■ ■ ‘' - _ . _ . . . .  .. ■ J* •

2 board shall call meetings of the board at least once every three
' - ,

3 months and may call other meetings of .the board as necessary. The

4 chairman shall preside at meetings.

5 (b) Except for executive sessions, the meetings of the board are

6 public. The Jjoard shall provide by rule for a method of providing

7 notice to the public of its meetings.

8 (c) The board shall keep minutes of each meeting and shall send

9 a certified copy of the public portion of each meeting to the governor

10 and the legislature.

11 Sec. 42.40.160. QUORUM AND VOTING. (a) Five members of the

12 board constitutes a quorum for the transaction of business.

13 (b) Five affirmative votes are required for board action. The

14 board shall provide by rule for the manner of voting, except that the

15 board may not provide for voting by proxy. The rules may provide for

16 voting and conferring by telecommunication devices.

17 Sec. 42.40.170. EXECUTIVE SESSIONS. The board may consider in

18 an executive session matters that pertain to personnel, the corpora-

19 tion's legal position, land acquisition or disposal, or proprietary or

20 other information of a type treated as confidential under the stan-

21 dards and practices of the United States Interstate Commerce Commis-

22 sion, including practices that protect information associated with

23 specific shippers, divisions, and contiact rate agreements.

24 Sec, 42.40.180. RULES. (a) The board may adopt rules
4

25 (1) governing the business of the corporation; and
l * '

26 (2) designed to safeguard property owned, managed, or

27 transported by the corporation and to protect employees and persons

28 using the corporation's property or services.

29 (b) Within 90 days after its first meeting, the board shall i
CSHB 512(Trsp) - 8 -



establish a procedure for adopting, amending, and repealing rules to 

carry out the functions and the purposes of this chapter. The proce­

dures shall provide for advance public notice and opportunity for 

public comment on proposed rules or changes to rules that, in the 

determination of the board, viill have a substantial impact on the 

public or be used in the corporation's dealings with a significant 

segment of the public.

(c) The board shall establish a procedure for the adoption, 

amendment, or repeal of a rule on an emergency basis when essential 

for the orderly operation of the corporation's facilities or programs.

Sec. 42.40.190. PREVIOUSLY ADOPTED RULES AND ORDERS. The board 

may provide by resolution that rules and orders in effect on the date 

of transfer that are not inconsistent with this chapter or other state 

law remain in effect until amended or repealed by the board. The 

board may adopt the substance of former federal rules or orders relat­

ing to the Alaska Railroad and this may not be considered a continua­

tion of the federal rules or orders if adopted by the board in accor­

dance with procedural requirements of this chapter or other law.

Sec. 42.40.200. PUBLIC DISCLOSURE OF INFORMATION. (a) Except 

as provided under (b) of this section, information in the possession 

of the corporation is public and is open to public inspection at 

reasonable times.

(b) The corporation may by rule designate as confidential and 

withhold public disclosure of matters of a nonpublic, privileged, or 

proprietary nature. Those matters include personnel records, communi­

cations with and work product of legal counsel, and. consistent with 

the standards and practices of the United States Interstate Commerce 

Commission for the protection of these matters, other information 

including proprietary information associated with specific shippers,

- 9  C S H B  5 1 2 ( T r s p )
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1 divisions and contract rate agreements.

2 Sec. 42.40.210. CONFLICTS OF INTEREST. (a) Except as provided

3 in this section, a board member or executive officer of the corpora-

4 tion may not participate in a decision of the corporation in which

5 that person or a member of that person's immediate family has a direct

6 or indirect financial interest unless the financial interest is a

7 remote financial interest and participation is approved under (b) of

8 this section.

9 (b) A board member or executive officer may participate in a

10 decision if that person or a member of that person's immediate family

11 has only a remote interest, the fact and extent of the interest is

12 disclosed to the board in a public meeting and is noted in the minutes

13 of the board before any participation by the member or in the deci-

14 sion, and thereafter in a public meeting the board by vote authorizes

15 or approves the participation. If the person whose participation is

16 under consideration is a board member, that person may not vote under

17 this subsection. For purposes of this subsection, "remote interest"

18 means an interest that in good faith is defined as remote by rules

19 adopted by the corporation.

20 (c) A board member or executive officer is not considered to be

21 financially interested in a decision when the decision could not

22 affect that person in a manner different from its effect on the public

23 or community.

24 (d) Within 120 days of the first meeting of the board, the board

25 shall adopt and may subsequently amend rules implementing this sec-

26 tion, providing additional conflict of interest and ethical rules it
. . .  . . 4>; .. I

27 considers appropriate, and providing for the removal by the board of a

28 board member or executive officer who intentionally violates a prohi-

29 bition contained in this section.
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includes all discussions, deliberations, preliminary negotiations, and 

votes concerning a matter that is the subject of formal action by the 

board.

ARTICLE 4. POWERS AND DUTIES,

Sec. 42.40.250. GENERiL POWERS. In addition to the exer.ise of 

other powers authorized by law, the corporation may

(1) adopt a seal;

(2) adopt bylaws governing the business of the corporation;

(3) sue and be sued;

(4) appoint trustees and agents of the corporation and

prescribe their powers and duties;

(5) hire legal counsel to represent the corporation;

(6) make contracts and execute instruments necessary or

convenient in the exercise of its powers and duties;

(7) acquire by purchase, lease, bequest, devise, gift,

exchange, the satisfaction of debts, the foreclosure of mortgages, or 

otherwise, personal property, rights, rights-of-way, franchises, 

easements, and other interest in land, and acquire by appropriation

water rights that are located in the state, taking title to the prop­

erty in the name of the corporation;

(8) hold, maintain, use, operate, lease, exchange, donate, 

improve, convey, alienate, dispose of, mortgage, encumber, and other­

wise grant security interests in or transfer land or personal prop­

erty, subject to other provisions of this chapter;

(9) contract with and accept transfers, gifts, grants or 

loans of funds or property from the United States and the state or its 

political subdivisions, subject to other provisions of federal or 

state law or municipal ordinances;

( e )  F o r  p u r p o s e s  o f  t h i s  s e c t i o n  " p a r t i c i p a t e  i n  a  d e c i s i o n "
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(10) undertake and provide for the management, operation, 

maintenance, use, and control of all of the property of the corpo- 

’ ation, including tracks, equipment and other property transferred to 

the corporation by the federal government or any person;

(11) recommend to the legislature and the governor any tax, 

financing, or financial arrangement the corporation considers appro­

priate to carry out the duties under this chapter;

(12) maintain offices and facilities at places it desig­

nates ;

(13) apply to the state, the United States, and foreign 

countries or other proper agencies for the permits, licenses, or 

approvals necessary to construct, maintain, and operate railroad 

transportation services, and obtain, hold, and reuse the licenses and 

permits in the same manner as other railroad operators;

(14) prescribe rates to be charged for services provided by 

the Alaska Railroad consistent with 45 U.S.C. 1201 - 1214 (Alaska 

Railroad Transfer Act of 1982);

(15) determine the routes, schedules, and types of service 

to be provided by the Alaska Railroad;

(16) enter into contracts, leases, and other agreements 

with connecting carriers, shippers, and other persons concerning the 

services, activities, operations, property, and facilities of the 

railroad, including agreements that contain provisions to preserve and 

expand the railroad's traffic base;

(17) plan for and undertake expansion of the railroad and 

railroad activities, including extension of the rail system, and 

contract with other modes of transportation service connecting to the 

rail system;

(18) hire and discharge railroad personnel and determine 
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benefits and other terms of employment, in accordance with 45 U.S.C. 

1201 - 1214 'Alaska Railroad Transfer Act of 1982);

(19) assume and satisfy liabilities of the United States in 

accordance with 45 U.S.C. 1201 - 1214 (Alaska Railroad Transfer Act of 

1982);

(20) maintain or provide for a security force to enforce

state ltw and the corporation's rules with respect to violations that 

occur on or to property owned, managed or transported by the corpo­

ration;

(21) issue its bonds or notes and provide for and secure

their payment, provide for the rights of their holders and hold or 

dispose of them;

(22) purchase the corporation's bonds at a price not more 

than the principal amount of them plus interest;

(23) cancel bonds of the corporation purchased by the corpo­

ration;

(24) secure the payment of its obligations by pledge, mort­

gage, or other lien on its contracts, revenues, income, or property;

(25) consent to the modification of the rate of interest,

time of payment of an installment of principal or interest, or other 

term of a loan, contract, or agreement to which the corporation is a 

party;

(26) borrow money, including the amounts necessary to estab­

lish reasonable reserves, and pay financing charges and interest on 

the obligations for a reasonable period after which the corporation 

estimates other money will be availab.le to pay the interest, consul­

tant, advisory, and legal fees, and other expenses necessary or inci­

dent to borrowing;

(27) include in any borrowing the amounts necessary to
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establish reasonable reserves and pay financing charges and interest 

on the obligations for a reasonable period after which the corporation 

estimates funds will be otherwise available to pay the interest, 

consultant, advisory, and legal fees, and other expenses necessary or 

incident to borrowing;

(28) acquire, hold, and dispose of stocks, memberships, 

contracts, bonds, general or limited partnership interests or other 

interests in another corporation, association, partnership, joint 

venture, or other legal entity, and exercise the powers or rights in 

connection with these interests that are provided in contracts or 

agreements and that are allowed by law concerning the satisfaction of 

debts;

(29) undertake and provide for the acquisition, construc­

tion, maintenance, equipping, and operation of connecting, switching, 

terminal, or other railroads and railroad facilities in the state;

(30) do all things necessary or desirable to carry out the 

powers and duties of the corporation granted or necessarily implied in 

this chapter or other laws of the state or the laws or regulations of 

the federal government.

Sec. 42.40.260. ANNUAL REPORT. Within 90 days following the end

of the fiscal year of the Alaska Railroad the board shall direct

preparation of, certify and distribute to the governor and to the 

legislature a report describing the operations and financial condition 

of the corporation during the preceding fiscal year. The report may 

include suggestions for legislation relating to the structure, powers

or duties of the corporation or to operation facilities of the corpo­

ration. The report shall itemize the cost of providing each category 

of service offered by the railroad and the income generated by each 

category.
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Sec. 42.40.270. AUDITS. (a) The board shall have the financial 

records of the corporation audited annually by an independent cer­

tified public accountant experienced in railroad accounting. The 

board shall have an annual performance audit conducted by a qualified 

professional performance auditing firm to assure that the railroad is 

being managed and operated effectively and efficiently in accordance 

with the requirements of this chapter.

(b) The corporation shall make all of its financial records 

available to an auditor appointed by the governor and to the legisla­

tive audit division for examination. Disclosure to the public by the 

auditor or legislative audit division of this information is subject 

to AS 42.40.200 and rules implementing that section.

Sec. 42.40.280. STATE OVERSIGHT REPORTS. (a) The board shall 

provide a state oversight report to the governor and the legislature 

before undertaking

(1) expansion, reduction, or diversification of services 

provided by the railroad upon the date of transfer or as provided 

under this chapter that the board determines would represent a signif­

icant and permanent change in the level and nature of services pro­

vided;

(2) extension of the main or bianch lines by more than 25 

miles or five percent of the railroad's total track mileage, whichever 

is greater; or

(3) the issuance of securities, notes, bonds or contracts 

with a term in excess of one year and in an amount exceeding 

$5,000,000;

(4) an application for an appropriation to be used for 

providing any service that is not self-sustaining.

(b) The report under (a) of this section shall be in writing,
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1 describe the proposed undertaking in detail, and specify

2 (1) its financial impact on the corporation;

3 (2) its impact on the level and nature of services provided

4 by the corporation;

5 (3) the reasons the action is necessary or desirable to

6 achieve the purposes of this chapter; and

7 (4) whether and when the undertaking is expected to be

8 self-sustaining financially.

9 Sec. 42.40.290. LONG RANGE PROGRAM AND CAPITAL IMPROVEMENT

10 PLANS. (a) The corporation shall prepare and the board shall adopt a

11 long range program plan and a capital improvement plan. The board

12 shall consult with affected state agencies in preparing the plans.

13 The long range program plan shall explain the manner in which the

14 corporation intends to accomplish the purposes of this chapter during

15 each of the five years after the plan is adopted. it'e capital im-

16 provement plan shall present and explain the corporation’s anticipated

17 capital improvements for each of the five years after the plan i3

18 adopted and shall reflect efforts to upgrade the railroad and develop

19 safer, more cost-effective rail operations.

20 (b) The board shall annually review and update the long range

21 program and capital improvement plans. The board shall provide copies

22 of the updated plans to the governor and the legislature by December 1

23 of each year.

24 Sec. 42.40.300. USE OF CORPORATION ASSETS. The corporation

25 shall apply all money, property, other assets, and credit of the

26 corporation toward activities authorized by this chapter. The corpo-

27 ration may not issue shares of stock, pay dividends, make private

28 distributions of assets, make loans to board members or employees, or

29 engage in business for private benefit. The use of money, property,
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other assets, or credit of the corporation for a purpose not author­

ized by law by a person having the possession or control of it is 

prohibited.

Sec. 42.40.310. INDEMNIFICATION. (a) The corporation may

defend and indemnify a current or former member of the board, em­

ployee, or agent of the corporation against all costs, expenses, judg­

ments, and liabilities, including attorney's fees, incurred by or 

imposed upon that person in connection with a civil or criminal action 

in which the person is involved by affiliation with the corporation, 

if the person acted in good faith on behalf of the corporation and 

within the scope of official duties or powers.

(b) The corporation may purchase insurance to protect and hold 

personally harmless its employees, agents, and board members from an 

action, claim, or proceeding arising out of the performance, purported 

performance, or failure of performance, in good faith, of duties for, 

or employment with, the corporation and to hold them harmless from 

expenses connected with the defense, settlement, or monetary judgments 

from that action, claim, or proceeding. The purchase of insurance is 

discretionary with the board and insurance is not considered to be 

compensation to the insured person.

ARTICLE 5. CORPORATION PROPERTY.

Sec. 42.40.350. LAND. (a) All land transferred under 45 U.S.C. 

1201 - 1214 (Alaska Railroad Transfer Act of 1982) or otherwise ac­

quired by the corporation is under the control of the corporation. 

All land that is transferred or acquired by the corporation is des­

ignated as follows:

(1) railroad rights-of-way or easements are railroad util­

ity corridors;

(2) land other than railroad rights-of-way or easements is
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(b) Railroad utility corridors shall be of a width at least 100 

feet on both sides of the centerline of the extended main or branch 

line, pr may be of lesser width if the adjoining land is not rail 

land, and njay be surveyed by the metes and bounds method. The corpo­

ration may not convey laud within a utility corridor. Except as 

provided in AS 42.40.420, the corporation may lease, grant easements 

or permits, or otherwise authorize use of portions of a utility corri­

dor for transportation, communication, and transmission purposes and 

support functions associated with those purposes if the use does r.ot 

restrict other parallel uses of the utility corridor.

(c) The corporation may convey, lease, grant easements or per­

mits, or otherwise authorize use of portions of rail land. However, 

sale of rail land is subject to approval by the legislature.

Sec. 42.40.360* REQUEST FOR LANQ. (a) The board may nominate 

federal land for railroad purposes and request the commissioner of 

natural resources to select the land for the stai.e through the federal 

land selection process.

(b) The board may identify and request the commissioner of 

natural resources to convey land necessary or useful for present or 

future railroad purposes owned by or tentatively approved for transfer 

to the state, including land not adjacent to a railroad utility corri­

dor. The request must include a statement of and justification for 

the present or future railroad use. Upon receipt of a request, the 

commissioner shall temporarily reserve the land identified in the 

request for railroad purposes and delay disposal or lease of that land 

under other laws t° a party other than the corporation. The temporary 

reservation of land is subject to valid existing rights and remains in 

effect for 180 days.
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