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CHAMBER of COMMERTCE

Representative Bette Cato Crossroads of the Air World

State Capitol
Pouch V
Juneau, Alaska 99811

Dear Representative Cato,
For several years the Anchorage Chamber of Commerce has been closely following the trans—
fer and operation issue of the Alaska Railroad. The Anchorage Chamber has expressed its

support of a strong independent railroad which operates as a business entity.

We feel our objectives, and the citizens of the state, are best achieved through passage
of HB 512. The major elements in this legislation which we support are as follows:

1. Specific reference under the legislative purpose of the eventual transfer of the
railroad to the private sector.

2. The independent status of the Corporation as an entity of the State.

3. The strength of the Corporation Board of Directors identified by its powers and
duties.

A. The establishment of the Executive Officers of the railroad to® manage the day-to-day
activities of the railroad. ~ z - c - * 7 ~

5. We strongly support the Railroad Corporation right to hold and manage its lands

including the right of eminent domain, nnd the right to request additional lands for
railroad purposes.

6. We support the inclusion of the strong bonding authority of the Alaska Railroad
Corporation.

7. We support the railroad generated revenues staying within the Corporation for future
railroad purposes.

8. And finally, we support the Alaska Railrond employees being employees of the Corpo—
ration.

We would like to propose one addition to Article A, Section A2.A0.30C General Towers. We
recommend that the Corporation be permitted to lease a portion or all of the operation of
the railroad to a private entity. We feel this addition should be granted to the Corpo—
ration as an option to their management prerogatives and is within the overall intent of

the proposed legislation.

We recommend your support of this legislation.

Sincerely,

Al Fleetwood, President
Anchorage Chamber of Commerce

ANCHORAGE CHAMBER OR COMMERCE « 415 F STREET. ANCHORAGE. ALASKA 99501 - (907) 272-2401 ; ;-rj»



Sea-L INncC.

100 WEST HARRISON STREET, SUITE 6k™?
SEATTLE, WASHINGTON 98110

February 22, 1984
H L SCHUYLER y
Director Public Affairs TELEPHONE:
Alaska Division (208) 838-6349

Honorable Bette Cato
Alask®™ State Legislature
Pouch V (MS 3100)
Juneau, Alaska 99811

Dear Representative Cato:

Attached to this letter are a few suggested amendments which

we believe to be in the best interest of the State, the citizens,
and various modes of the transportation industry in the State

of Alaska.

We do not feel that our suggestions are so restrictive that

the Alaska Railroad will not be able to carry on with an eco—
nomical/operational program and keep the Alaska Railroad a

viable institution. The Authority, composed of astute business—
men and a General Manager who knows how to operate and market

his railroad as a free enterprise business, will succeed.

After all, we are all working for our share of the Alaska

freight "pie.” The only difference is that the private sector
pays taxes to City, State, and Federal Governments, and pays

the commercial interest rate for his capital.

Trust these suggestions are accepted and reviewed in an unbiased
manner.

Thank you for your consideration and taking the time to review.
All we, in the private sector, are asking for is to be able
to compete on an equal basis.

HLS:kt
Attachment



SENATE BILL NO. 352

Suggested amendments that should make for a better bill:

1. Page 2, Section 1, Line 17. Add: "and to apply for any
Federal monies to which the State wouly be entitled, or
may be available;"” 8605 of ARTA.

2. Page 2, Section 1, Line 21. Add the word "rail" between
"economical”™ and "transportation”™ in the middle of the
sentence.

3. Page 2, Section 1, Line 28. Add: Paragraph "(H) The Cor—
poration will not use State investments, subsidy money,
non-taxable property and chatties in considering the pricing
of the property services of the railroad.”

4. Page 7, Article 1, Section 42.40.110, Delegation, Line 7.
Add:  "(12) Applying for subsidies, grants and endowments
available from Federal, State or Private entities."”

A
5. Page 8, Article 3, Administrative Provisions, Line 19.
Add: "This shall be a public document."”

6. Article 8, General Provisions, Page 27, Line 26. Prior
to "Where possible,” add: "The Ccrporation shall comply
with and be subject to, all provisions of the Antitrust
Laws."™ If this sentence cannot be added, strike out "Where
possible."



annual performance audit conducted by a qualified professional
performance auditing firm to assure that the railroad is being
managed and opei. d effectively and efficiently 1in accordance

with the requirements this Act.



Sec. 42.40 .M70. AGREEMENT (a) The Department, of Administration
may participate in labor negotiations between the corporation
and an employee organization! Thfe corporation

with the Department of Administration prior to entering into a
collective bargaining agreement concerning wages, hours, or
other terms and conditions of employment. The Department of
Administration §W£|| notify the Governor and the Legislature if
any proposed contract provisions conflict with State labor

management policy.
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Sec. 42.40.280 PERFORMANCE AUDIT. The board shall have an

annual performance audit conducted by a qualified professional
performance auditing firm to assure that the railroad 1is being
managed and operated effectively and efficiently in accordance

with the requirements of this Act.



Sec. 42.40.470. AGREEMENT (a) The Department of Administration
may participate in labor negotiations between the corporation
and an employee organization. The corporation shall consult
with the Department of Administration prior to entering 1into a
collective bargaining agreement concerning wages, hours, or
other terms and conditions of employment. The Department of
Administration shall notify the Governor and the Legislature if
any proposed contract provisions coi elict with State labor

management policy.



Alaska Railroad Operating Entity
Sheffield Administration - Policy Statement

The Alaska Railroad is a fundamental 1link in Alaska®s overall
transportation system. Ensuring the continuation and development
of this rail system as Alaska®s transportation needs grow should
be a major public policy objective in the years ahead.

Along with most Alaskans, | share this objective. I hope to
see the Alaska Railroad provide the maximum benefit to our
residents with minimum involvement by State government for
requlatory oversight and public funding.

I support the development of the Alaska Railroad from its

present status of a federally owned and operated agency to one
which 1is funded and operated to the maximum extent possible by
the private sector through a private company manaoement contract
or similar form of lease arranoement. I believe ic will take a
period of time to reach this goal. Consequently, it is important
that anv leqislation provide adeauate and specific provisions
mandating that these alternatives be addressed.

It is important to keep in mind one essential fact: as lono as
the Alaska Railroad receives public funding, there must be
comparable public oversight and accountability for its operation
and management. IT we accept anvthing less, we will be shirking
our responsibility to all Alaskans to prudently and properly
manage public funds.

I commend the members of our Leoislature for the extensive inter—
est they have demonstrated in the Alaska Railroad transfer

issue. I know that manv leqislators have worked hard to develop
acceptable transfer leqislation which addresses a wide ranae

of State oolicy concerns and interests over the past several
years. Rather than introduce legislation of my own, 1 look
forward to working with the leqislation already in preparation
provided that it is consistent with my following basic policy
considerations:

D) Railroad operations should be insulated from political
interference but remain responsive to the public inter—
est. The public entitv selected should be one best
able to accomplish this coal.

) The railroad entitv should be constituted so that it
has broad latitude in its operation and financing
subject to public interest safeouards 1in existing
state law, 1including the Executive Pudget Act, Fiscal
Procedures Act, and Administrative Procedures Act.

I realize that certain sections of these laws mav
not be entirely applicable, and therefore limited
exemptions may be necessary.
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)

(6)

Q)

All revenues aenerated by the railroad should only be
expended for railroad and related purposes.

The railroad should be able to incur bonded indebted—
ness to an extent consistent with its ability to
repay the indebtedness from its own revenues.

The railroad should hold title to the surface estate
of all lands received 1in the purchase and enjov

access to subsurface material necessary for actual
rail operations. Specific arrangements should be
included to ensure consistency with general state land
policies, and to provide that sale of real property
cannot occur without me approval of the Department

of Natural Resources.

To minimize the State®s exposure to railroad lia—
bilities and to lower administrative costs, the
railroad should take advantaae of the economies of
scale afforded bv participation 1in the State"s insur—
ance and risk management plans. The Department of
Administration should have primary responsibility

for the negotiation of collective bargaining agreements
with railroad employees.

The railroad should preDare and implement operating

and capital plans, and explore long-range expansion
needs. No later than three vears after c;cgi,isition,

the railroad must prepare a report for the Governor

and the Legislature recommending a method for obtain

inc private sector participation 1in railroad operations.
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Sea-LancL Service, Inc.

100 WEST HARRISON STREET. SUITE 52J
SEATTLE. WASHINGTON S8118

February 22, 1984
H.L. SCHUYLER

Director Public Affairs TELEPHONE:
Alatki Division 1208*935-C349

Honorable Bette Cato
Alaska State Legislature
Pouch V (MS 3100)
Juneau, Alaska 99811

Dear Representative Cato:

Attached to this letter are a few suggested amendments which

we believe to be in the best interest of the State, the citizens,
and various modes of the transportation industry in the State

of Alaska.

We do not feel that our suggestions are so restrictive that

the Alasku Railroad will not be able to carry on with an eco—
nomical/operational program and keep the Alaska Railroad a

viable institution. The Authority, composed of astute business—
men and a General Manager who knows how to operate arid market

his railroad as a free enterprise business, will succeed.

After all, we are all working for our share of the Alaska

freight "pie.” The only difference is that the private sector
pays taxes to City, State, and Federal Governments, and pays

the commercial interest rate for his capital.

Trust these suggestions are accepted and reviewed in an unbiased
manner.

Thank y iu for your consideration and taking the time to review.
Al" we. in the private sector, are asking for is to he able
to compete on an equal basis.

HLS:kt
Attachment



SENATE BILL NO. 352

Suggested amendments that should make for a better bill:

1. Page 2, Section 1, Line 17. Add: "and to apply for any
Federal monies to which the State would be entitled, or
may be available;" 8605 of ARTA.

2. Page 2, Section 1, Line 21.Add the word "rail"™ between
"economical™ and "transportation”™ in the middle of the
sentence.

3. Page 2, Section 1, Line 28. A.id: Parayraph "(H) The Cor—
poration will not use State “hvestmsnts, subsidy money,
non-taxable property and chatties in considering the pricing
of the property services of the railroad."

4. Page 7, Article 1, Section 42.40.110, Delegation, Line 7.

Add: "(12) Applying for subsidies, grants and endowments
available from Federal, State or Private entities.”

5. Page 8, Article 3, Administrative Provisions, Line 19.
Add: "This shall be a public document:."

6. Article 8, General Provisions, Page 27, Line 26. Prior
to "Where possible,” add: "The Corporation shall comply
with and be subject to, all provisions of the Antitrust
Laws.™ If this sentence cannot be added, strike out "Where
possible.”



TO

FROM

INTERSTATE COMMERCE COMMISSION-

Memorandum

Louis E. Gitomer DATE: KAXvjCU-y 2-) n&~f

SUBJECT

Commission Jurisdiction over

the Alaska Railroad

Furont] 4L the Interstate Commerce Commission h»Mo -no
statutory Authority over the Alaska Railroad (ARR). Exclusive
authority ovmr the operations of the railroad was granted to the
President under the Alaska Railroad Act of 1914y 0_"iJ~imLIiirr4—ty—
ws- delegate! to the Secretary of the Interior 1in 1915 and "Cé&n,
m-booquonlfrrbfam jfoprod -ta the Secretary of Transportation 1in
1966.

Wirt-TT»—t a...Cnmmif!Ci'i fin mVinl rin -wri it teL-hn-frnpy qii-hhrusj-tty—
refill! etc in 1963 the Commission was delegated certain rate
review authority by the President[Executive Order No. 11107
(codified at 49 U.S.C. 240)1 executive orde® was recently
superceded by Jjlxecutive Order No. 12434_J\issued by President
Reagan in August 1983. Qcopies of 49 C.P.R. 240 and Executive O0OaVv
12434 are attached The new executive order clarified- the fttctr

thnt fidvf Commissiontrae- Hrrral ratemaking authority over ARR,

(rather than merely offering advisory opinions to the DIIN}. See

ikxched cCl Gealavid Service, Inc. v. 1.C.C., 697 P.2d 1166 (1983). /it also

expressly incorporated certain revisions to the rates provisions

N/

ICC-1061  (5/80)
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ke-"the Interstarts—-Comme-rc”™Act since the first executive

ord x*as issued in 1963*V

*hus, Executive Order No. 12434 subje.is ARR to Jne moA/m
rate provisions of the Interstate Commerce Act including the
changes made by the Staggers Act of 1980.

In general, the Staggers Act assures railroads hvialran*iwiiyf
more rate freedom than was afforded under prior lav;. It
continues the policy started under the Railroad Revitalization
and Regulation Reform kct of 1976*jsubstantially eliminating rate
regulation of railr ads who-e there is effective competition.

Specifically, the Staggers Act:

1. Establishes a specific 1l4-point rail transportatior.

policy to guide the Commission in its regulation of the railroad

industry.

v Executive Order No. 12434 provides that with respect to
rates filed by the Secretary, the Commission may act in the same
manner as though the ARR were subject to”~the following Sections
of Title 49 of the U.S. Code: 810101 a (Rail ~ransporation
policy); f;ubchapter % of 6"hapter 105 (Rail, Rail Water Express
and Pipeline Carrier Transporation Jurisdiction); Chapter 107
(Rates, Tariffs and Valuations)[_with modifications to the
contract, rates provisions and except subchapter v(governing
valuations of property), 810723 (charitable purposes), 810724
(emergency rates). 810746 (commodities manufactured or produced
by a rail carrier), and 810751 (business entertainment expensesTh.
Chapter 111 (Operations of Carriers) except subchapter 111
(1"Railroad (fost Accounting; and Chapter 117 (Enforcement,
Investigations, Rights and Remedies) except 811703 (enforcement
by the Attorney General) and 811704 (ac\,-ns by a private
individuals to enjoin abandonments).

S ).

1%
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Provides the Commission with jurisdﬁ'ction to determin)

rate reasonableness only when a IrSaiI carra?grlh*S'jmark'eE d'ominancg
and the rate exceeds the applicable revenue to variable cost
percentage threshold.yjtfhen determining .reasonabdoneeo) t-he-
Conuaission is-direeled- :to-"ons-ider- the-pol-Lcy- fh.at-carriers-earn-
adequa ue——r—fvenuee—i'

Provides that a rate may not be set below a reasonable

minimum,\ J U t M um# -AmnmjXm 1/dtw" tUxtAy uaxUiA, jrtfc-

u, /t~kuald. ua) «
*4— Prmn daw—a formula- wlrrch allowo onrriisrs *TRd luci ease «waa.y-

rate _tQ reflpnt. ingpeases, in ,thp TndpY-of Rja.il.reed Cngtg m
Limits Commiss- on 1iuriadintvnn mrnr rate irm ;rnnnwv-~ftLflrp

vi Wklti- lThe-amtgg .

o\"

5* Permits the Commissiontr’Qe’\a’\’\art’\gdy—basia, bite-

prescribe a percentage ra-e increase or rate index for rail
V-1
carriers in-order® to compensate for inflationary cost 1increases.

6. Requires the Commission to use itjsw"fvrtsircmf powers le SoS/0
Plofio't0 A 1-etTt 0rok 1

umler limited-»irOnmatanoo(®» and requires the Commission to

complete a proceeding within 5 months of the suspension (unless

extended). IT there is no timely decision theyrate will go into
Y}, Jma 3
m ZCsC,

ti e n

gZ a o JM 1



7. Authorizes one or more rail carriers to enter into
contract rates with one Pr more shippers.

8. Provides standards and procedures for surcharging
anexisting joint rate or for canceling the application of a joint

rate for a particular route.

9. Requires carriers to reduc and maintain rates on ©Now-JQ,ht-=v*

recyclahles at specified levels.
10. P"-ovides shippers and railroads greater service options
by permitting the establishment of lesser liability requirements.
11. Exempts certain services from the rate discrimination
provisions of current law.

12. Eliminates demand sensitive rates.

13. Phases out capital incentive rates.

14. Repgks incentive per diem provisions.

1b* Encourages more efficient car utilization by permitting
carriers to charge for special services or special levels of
service not otherwise includeC/in any tariff applicable to the
movement.

16. Encourages competitive pricing by modifying the activity
that a rate bureau may permit its members to engage irt) if it is

£/ The executive order "modifies the contract rates
provisions of the Staggers Act* hT"( ijuwi @in>1 AP §i

Ffiuipnfn iw AnRt™Mw._Trtn iiul §?) hy.iHad-in7
3% 11anfapa iIHEREA "an .1 RES Ichon"'aareail ty pah b f-»omnwd” i'Hly ’SﬂWnb“Bml v

tea A ﬁMu«aefr wH? ile. . uj hlppu mj pniB Me"Hre

- © m» & nntrnrt pnaen tiv fnntpnnnr— C~1T tmiin—



to be approved by the Commission and immune from the antitrust
laws. U/ *"0jlKjovs" dJ ks c y~suA”™u thc

- li---~EllminurtreH”107"f-e-)- efI "Tfre—"aGiLJ" thdnTfr-
-girvuatioms whoro a rail oarrick reduces ¥£drgS~dtre~to” compet4rt-ron

"with frT?at¥r”0a”TINTVv"

18. Permits tariffs be effective with a shorter notice
periods
19- Permits the Commission to exempt a person, class of

persons, or transaction or service from regulation under
cified circumstances-2/
After the date of transfer of the ARR, Section 608 of the

RsxAccc™d "Pv'tV'osWv Aft0 .
a anolt Act of 19B2/provides AAR "shall be a rail

Alask
carrier engaged 1in interstate and foreign commerce subject to the
jurisdiction of the Interstate Commerce Commission under Chapter
105 of subtitle IV of title 49, United States Code and all other
Acts applicable to rail carriers subject to that chapter,
includingmtggAﬁﬂfgﬁrust laws of the(ﬁﬂﬂﬁ%qIStates..."Z/

Thus”T"the AAR will be subject to the whole gambit of
Commission regulation. As far as rate matters are concerned” the
change from regulation under delegated authority to statutory

Tibh g*1*

authority vill have limited impact except 1in .»iui*major aroa.

2/ The Staggers Act also clarifies the application of the c

ins Act to business expenses by rail carriers. A
J- - — 2eilnTTT-WTe Ili.ALUU.U1 rtro . ‘'ut »0-*"
>AINVCV') C VA to Co-~xjyv undtfv* AVvs

rtain designated acts affecting
e Iinterest®sT"" ,u®

t/n



Lhe executive ordermodified the
contract rate provisions of 49 U.S.C. 10713 in tw ways: First
it stated that any contract filed with the Commission shall be
available to any other shipper for rates and service %ov'
transportation of the same type of commodity under similar
conditions to the contract on file, if the other shipper 1is able
to enter into such contract at a time essentially contemporaneous
with the period during which the contract in file is offered.
Second, it provides that connecting water carriers m.ay
participate m ARR contract rate agreements. While th& ability
to participate in contract rate agreeme; s is"“raaintamed 1in
section 608(a)(2), neither the ART nor the Interstate Commerce
Act give a shipper the right to force a carrier to enter into a
contract merely because contract with similar terms is on file
with another shipper.”™/

There will be several additional minor rate
regulation of ARR after trsmsSer= Executive Order No. 12434 does

not permit_A"~ to act as if ARR were subject to the

A"f>3rlbwing provisions of Chapter 107:

2/ If the Commission, however, determines that grounds for
a complaint have been established under 49 U.S.C.
10713(d)(2)(B)(1) [governing allegations that a rail carrier who
has entered a contract for the transportation of certain
agricultural commodities has unreasonably discriminated by
refusing to enter into a similar agreement with a similarly
situated shipper], the Commission can order the carrier to
provide rates and services substantially similar to the contract
at 1issue.
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§10723 (permitting free transportation for

o ECER WE

i

charitable purposes); 810724 (permitting free or

reduced rate transportation in emergencies);

810746 (prohibiting the carrier from transporting

commodities manufactured or produced by the

carriev); 810751 (Roncerning the propriety of

business entertainment expenses) and subchapter V

(requiring Commissiom inventory, valuation and

classification of raill\property). Following

transfer, ARR will be subject to all of these

provisions. (However, n<\ inventory?” valuation, or

classification of property\ owned or U3ed by the

state-owr"-* railroad will b” required under

subchaptei 107 during the twA years after the

transfer . See 8608(b) cf ART

In addition toyrate matte”, ARR will also become subject to
a number of additional provisions of the Interstate Commerce
Act. These include (1) Chapter 109 licensing procedures
governing the acquisition, construction and operatiorgl# of rail
lines2" the abandonment and of operations over
rail lines, the financial assistance procdures and the .feeder,

A CalWA*/

line development program; (2) Chapter 111 provisions governin%fom
rail cost accounting principles, and reporting and records
requirements; (3) Chapter 113 governing finance procedures

including the 1issuance of carriers®™ securities, equipment trust

-~ .- VvC, .0 haA Ai»(n\ii>a 0g.Cv~.vA
* 2 3 NN pXxW AY xi-AX i, pulcfel. CtWA»M *«
ittaw”N X . ,  *«>* ~nab»\uyY~” ow \ hl’eSt.\*uy\ tl rtu ftVoo&u-

0,Y\d AcJde B~* sT1CcHr*" - n- «roJirC>»xd. 176 ccA Avclj:e,U <A



and other securities interests, limitations on ownership
restrictions of" officers and directors, Iimitationslon pooling
and division of earnings, the consolidation”mergers  and
acquisition of control of carriers®”and changes in financial
structure; (4) Chapter 115 provisions governing Federal-State
relations 1including Commission Authority over 1intrastate
transportatimwgzﬁ(S) Chapter 117 to the extent that enforcement
remedies were excluded by Executive Order 12434; and (6) Chapter

119 governing civil and criminal penalties.

berca cAd'vu'n ze™ Vo e”cL\.%<E.
cexe-' - ( \vov¥\ cv.-v tcrede V<Cvws x <\0A
Vy.Cjlivdt'C fMAAw >r\cV _vi\ Het t'SC, ufSO \ u b
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P 0
DRAFT - Gross & Burke, 2/22/84

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 for the purposes of
art. 111, sec. 22, Constitution of the State of Alaska, 1is
an instrumentality of the state within the Department of

[THE CORPORATION SHALL BE CONSIDERED \
A PRINCIPAL DEPARTMENT ONLY FOR THE PURPOSES OF ART. 111,
SEC. 26, CONSTITUTION OF THE STATE OF ALASKA.] The corpo—
ration has a legal existence independent of and separate
fro:"! 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..70.020. BOARD OF DIRECTORS. (@) The powers of
the corpora 1ion ere vested in the board of directors. The
board consists of the commissioner o f and

four [FIVE] voting members appointed by the governor. These
four [FIVE] members must be residents of and registered
voters 1in the state except as provided in (b) of this section.
No more than two of these members may oe from any one of the
four judicial districts in the state. Two of the voting
members must have at least five years experience as owners

or managers of a business 1in the state. Except for the

commissioner o f , a voting member may not be

a state officer or employee.

(b) One person who 1is not a resident of or registered
voter 1in this state may be appointed by the governor, to be
a voting member of the board, 1if, at the time of appointment,
the person has at least 10 years of experience in management

of railroads.
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(¢) In addition to the voting members, the following
nonvoting members shall serve on the board:
(1) an employee of the corporation appointed by
the governor to represent the employees;
(2) the chief executive officer of the corporation.

(d) The voting members of the board shall be confirmed
by a majority of the membership of the legislature in joint
session. A member appointed by the governor has the full
powers and responsibilities of a confirmed board member
unless and until the member has been rejected by the legisla—
ture.

(e) The board shall elect from its membership a chair—
person and vice-chairperson and prescribe their specific
duties by rule.

(f) The boara shall appoint a secretary and prescribe
the specific duties of ths secretary.

(@) The chairperson shall call meetings of the board at
least once every three months. The chairperson may call
other meetings of the board as the chairperson considers
necessary. The chairperson shall preside at meetings ofthe
board. .

[(h) THE GOVERNOR MAY, BY WRITTEN NOTICE TO THE MEMBER,
REMOVE A MEMBER FROM THE BOARD FOR

(1) INCAPACITATION CAUSED BY INJURY OR SICKNESS
THAT LEAVES THE MEMBER UNABLE TO PERFORM DUTIES UNDER THIS
CHAPTER;

(2) CONTINUED REFUSAL OR INABILITY TO ATTEND
MEETINGS OF THE BOARD;

(3) CONVICTION OF A FELONY; OR

(4) CONVICTION OF A MISDEMEANOR INVOLVING MORAL

TURPITUDE.]
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Sec. 42.40.020. TERM OF OFFICE; REMOVAL. Except

for the commissioner of , the voting

members of the board serve for staggered terms of five years
each, and serve at the pleasure of the governor during

their terms.
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QUESTIONS/CONCERNS OF COMMITTEE

Railroad Land

Surface and subsurface rights - gx*avel deposits
Classification of lands by DNR - who has power of eminent domain?
Legal requirements/restraints for land disposal by Railroad
Revenues from managing subsurface resource development
Open dock facility in Seward
0
Constitutional Questions

Dedication of funds

Is is constitutional to set-up separate department or corporation-
independent Railroad authority or state-owned

Governor appointed Board of Directors with legislative confirmation-
constitutional amendment

Oversite for Railroad-Executive Budget Act, Admin Procedures Act,
Fiscal Procedures Act- and, who administers

Miscellaneous

Value of non-operating properties

Ultimate liability for Railroad

Bond rating-default by Railroad, Borrowing level from State-bond
selling power-state®s credit rating

Do we want labor contracts as part of transfer bill-who is
responsible for negotiation of collective bargaining agreements-
state or corporation?

Consistency in bill wording-as long as Railroad gets public money
must get public oversite

OSHA and FRA requirements-how do we want to handle them-waivers
of compliance for the state

ICC exemption for state

NuirtDer of states that own Railroad and the type of authorities
set-up
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4) The important public purposes
to be served b~ the railroad authority require
the authority to have all of the powers and
duties granted to it by this chapter; *
Legislature intends that the authority
exercise such powers and duties as a public
service on behr.lIf of the State of Alaska and
recognizes that the exercise <J the powers and
duties granted by this chapter wi3l require
the authority to engage in a wide variety of
different kinds of conduct;jthe Legislature n
further intends that in engaging in types of
conduct related to the exercise of its powers
and performance of its duties under this
chapter, the authority shall not be subject to
either the federal or state antitrust laws nor
any other limitation that could hinder the
effective exercise of the powers and duties
granted by this chapter to the Authority.

ARTICLE -t. 2; CREATION AND ORGANIZATION

Sec. 42 .40-70-10.200. ESTABLISHMENT OF
AUTHORITY. -Tho Alaska Railroad Authority ie

ae a public corporation oi tho

-10-



deemed by the Board Council to be necessary
for the operation of a railroad."”

-3N 42 .40 .710 . Except as .nay be
specifically provided otherwise, the provi—

sions of this Act take effect upon enactment.

ARTICLE 8 APPLICATION OF OTHER LAWS

Sec. 42.40.800. CONFLICTING LAWS
INAPPLICABLE. Insofar as the provisions of
this Act are 1in conflictAWith the provisions
of any other law, or parts thereof, the provi—
sions of this Act shall prevail.
Specifically, and without otherwise limiting
the generality of the foregoing, it is
intended by this Act that the federal and
state antitrust laws shall not be applicable
to jiny action of the Alaska Railroad Authority
taken pursuant to the provisions of this Act.
The vlegislature of the State of Alaska by this
Act expressly authorizes the Authority to
engage in all types of conduct related to jt>
suit of thji purposes, exercise of the power;,
and performance of the duties granted to the
AuthorLty by this Act and expressly 1intends to

displace the antitrust laws from applying to

-73-



all such conduct and activities of the
authority. It 1is similarly intended thatthe
antitrust laws shall not be applicable to any
action or conduct engaged in by the Alaska
Railroad Authority Council and its individual
i.iembers pursuant to the provisions of this
Act.

Sec. 42.40.810 . REPEAL AND AMENDMENT OF
EXISTING STATUTES.

(1) A.S. Title 19 shall not apply
to the operations of the Alaska Railroad.
[Title 19 sets forth the vresponsibilities of
and restrictions on the Department of
Transportation and Public Facilities 1in the
construction and operations of highway/;. Some
of i1ts provisions regarding construction,
public bids, etc. arguably apply to other
activities of Public Facilities, to which the
railroad will be nominally assigned.]

(2) A.S . 23.10.420 shall not apply
to the operations of the Alaska Railroad.
[Full-crew law]

) A.S. 30.15 shall not apply to
the operations of the Alaska Railroad.
[Procedures for state grants for construction

of local port facilities.]

-74-
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Offered in the SENATE By V_Fischer

TO: SB 352 .

m - M fo ~t4p - § > 1§
Page 16, after line 10, 1insert a new section tf read:

"Sec. 42 .40.460. MUNICIPAL RIGHTS-BFiWAY. Upon rec, ,est of a
municipality the corporation shall grant to the municipality a
right-of-way in a railroad utility corridor or in land owned by the
corporation to be used for a pedestrian walkway or trail. Before
granting a right-of-way under this section the board may require the
municipality to execute an agreement in a form approved by the board
to

(1) hold the corporation harmless for any use made of the
right-of-way; and
(2) vacate the right-of-way upon request of the corporation

if the right-of-way interferes with expansion or replacement of rail—

road facilities."”

i 2127184



GUIDELINES FOR STATE OVERSIGHT OF

RAILROAD FISCAL PROCEDURES

Because the railroad will be a public entity there must be
public oversight and accountability. The entity statute should
assure that this oversight be provided in a manner that:

gives railroad mai agement the flexibility needed

to operate in the competitive business environment,
and

facilitates the transfer of the railroad to a

private sector operator.

These goals can be achieved with oversight based on the

following principles:

1. The respohjibility for establishing and maintain—
ing the railroad"s accounting and procurement
systems will be delegated from the Commissioner
of Administration to the 3oard of Directors of the
Alaska Railroad Corporation.

2. Delegation will be made after the Commissioner of
Administration and the Legislative Auditor have
assured that the railroad®"s accounting and procure—
ment systems comply with accepted standards.

3. This delegation may be revoked if the railroad does
not annually receive accepbable financial and per —

formance audit reports.



Suggested language for Article 7 (Collective Bargaining)

You have requested that we draft preliminary language
which establishes a mechanism for collective bargaining for
employees of the Alaska Railroad. In accordance with your
request, our preliminary proposal is intended to establish
procedures which are substantially identical to the procedures
established under the Public Employee Relations Act (PERA) (AS
23.40). Vo assure the independence of the corporation for
purposes of collective bargaining, however, the corporation 1is

specifically exempted from PERA.

Sec. . COLLECTIVE BARGAINING RIGHTS. The

provisions of the Public Employee Relations Act (AS 23.40) do not
apply to the corporation or to its employees. However, employees
of the corporation, except the chief executive official and other
executive officials appointed by the chief executive official,
may self-organize and form, join or assist an organization to
engage in collective bargaining with respect to wages, hours and
other terms and conditions of employment.

et
Sec. . AGREEMENT, (a)/) The Department of

Administration shall participate in the negotiations between the

corporation and an employee organization. The corporation may



not enter into a collective bargaining agreement concerning
wages, hours, or other terms and conditions of employment unless
the proposed contract terms are approved by the Department of

Administration.

(b) An agreement executed between the corporation and an
employee organization shall define "grievances.”™ The agreement
shall provide for a grievance procedure in which the final step

in the procedure 1is binding arbitration.

RAILROAD EMPLOYEES LABOR RELATIONS AGENCY.
s established a railroad employees labor relations

agency which consists of three members appointed by the governor.
One member shall be a member of the labor relations agency (AS

23.A0). Member, serve at the pleasure of the governor.

(b) The rai.lroad labor relations agency shall perform the
functions described in AS 23.A0.090 -- 23.A0.190 to carry out the

previsions of the article.

(c) Members of the railroad employees labor relations
agency receive no compensation for their services, but are
entitled to per diem and travel expenses authorized for boards

and commissions.

Sec. STRIKES. (a) Employees of the corporation



may engage in a strike if a majority of the. employees 1in a

collective bargaining unit vote by secret ballot to do so.

(b) Notwithstanding the provisions of subsection (a), the
employees and the corporation may agree 1in writing to submit a
dispute arising from interpretation or application of a

collective bargaining agreement to arbitration.
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HOUSE BILL NO. 512
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act establishing the Alaska Railroad Corporation
to manage and operate the Alaska Railroad; and pro-
viding for fro effective date."
BE IT ENACTED tY THE LEGISLATIVE OF THE STATE OF ALASKA:
* Section 1. LEGISLATIVE FINDINGS AND PURPOSE. (a)  The legislature
finds that

(1) The Alaska Railroad is an essential part of the state trans-
portation network that without state action will cease to he a transporta-
tion option available within Alaska. The federal government has offered to
the statethe optionof taking over the Alaska Railroad to ensure its
continuedexistence. It isin the state's best interest to accept the
railroad under fhc terms and conditions offered by the United States gov-
ernment.

(2) There is vast potential in Alasxa's nc.tural resource areas
and that extension of tb Alaska Railroad into natural resource areas is
necessary for the achievement of the goals of lower freight cost and long-
term economic growth.

(b) It is the purpose of this Act to create an entity and to provide
that entity with the powersand duties necessary to operate and manage the
Alaska Railroad as a viable independent entity [pending the eventual trans-
fer of the railroad to the private sector for its ownership or operation or
both consistent with 45 U.S.C. 1201-1214 (Alaska Railroad Transfer Act cf
1982).I"

(c) The legislature declares that A

ﬁ’ " A1V,
L~



(1) the exercise of the powers of the state in the interest of
the people of the state is necessary to accomplish the policy set out in
(a) of this section by authorizing the creation of a public corporation
with the powers, duties, and functions as provided in this Act to operate
the Alaska Railroad and to manage its rail, industrial, port and other
properties;

(2) it is in the best interests of the people of the state for
the public corporation that will operate and manage the Alaska Railroad to
be created in such a way that

20
21

22

23

26
21
28
29

(A) thecorporation will be exclusively responsible for the
management of the financialand legalobligations of the Alaska Rail-
road,

(B) thecorporation, andnot the state, will constitute a
common carrier subject to thejurisdiction of the United States Inter-
state Commerce Commission;

(C) the corporation will have the ability to raise capital
by issuing obligations exempt from federal and state taxation;

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

(E) the best possible combination of types and levels of
safe, efficient, and ecogt;s,—l transportation can be provided that is
necessary to meet the ovm@,E needs of the state, supported when
necessary by state investiner

(F) the railroad *operated prudently and according to
sound business management practices; and

(G) borrowing by the corporation does not directly or
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.

HB 512 -2-
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ARTICLE |.  ESTABLISHMENT AND ORGANIZATION.
Sec. 42.40.010. ESTABLISHMENT OF THE CORPORATION.  There s
established the Alaska Railroad Corporation.  The corporation is a

public corporation for the purposes of art. Ill, sec. 22, Constitation
of the State of Alaska. The corporation shall be considered a princi-
pal department only for the. oses of art. I, sec. 26, Constitu-

tion of the State of Alaska. [The corporation has a legal”® exi

dependent nf anH spparat-p from the state. 4 The exercise by the
corporation of the powers provided in tTvis—ehapter 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.—”he board consists
of five voting members appointed by the governor. "Tnese five members
must be residents of and registered voters in the state <xcept as
provided in (b) of this section.No more than two of these members
may be from any one of the four judicial districts in the state. / Two
of the voting members must have at least fiva years experience as
owners or managers of a business in the state, , A voting member may
not be a state officer or employee.

(b) One person wh~ i- not a resident of or registered voter
the state may be appointed by the governor to be a voting member of
the board, if, at ' ' time of appointment, the person has at least 10
years of experignce <o management of railroads.

() Inpaé(?éfict'ig’n 9ioctfﬁgovoting members, the following nonvoting
members shaTl serve on the board:

(1) an employee of the corporation appointed by the gover-
nor to represent the employees;
(2) the chief executive officer of the corporation.
(d) The voting members of the board shall be confirmed by a

VrAt) -3- HB 512
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majority of the membership of the legislature in joint session. A
member appointed by the governor has the full powers and responsibili-
ties of a confirmed board member unless and until the member has been
rejected by the legislature.

(e) The board shall elect from its membership a chairperson and
vice-chairperson and prescribe their specific duties by rule.

(f) The board shall appoint a secretary and prescribe the spe-
cific duties of the secretary.

(g) The chairperson shall call meetings of the board at least
once every three months. The chairperson may call other meetings of
the board as the chairperson considers necessary.  The chairperson
shall preside at meetings of the board.

(h) The governoi may, by written notice to the member, remove a
member from the board for

(1) incapacitation caused by injury or sickness that leaves
the member unable to perform duties under this chapter;

(2) continued refi.sal or inability to attend meetings of
the board;

(3) conviction of a felony; or

(4) conviction of a misdemeanor involving moral turpitude.

Sec. 42.40.030. TERM OF OFFICE.  The appointed members of the
board serve for staggered terms of five years each.

Sec. 42.40.040. VACANCIES. (a) A vacancy on the board s
filled by appointment by the governor, and the appointment must  be
confirmed by the legislature in joint session. A member selected to
fill a vacancy holds office for the balance of the term for which  the
member's predecessor is appointed. [N vw i< téll s J° :

(b) Avacancy on the board does not impair the authority of a
quorum of members to exercise the powers and perform the duties of the
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board.
(c) A member whose term has
sor has been appointed,

' ‘onV

expired shall serve until a succes-

See. 42.40.050. COMPENSATION AND EXPENSES. (a)  An appointed

member of the board is entitled to
each day the member is engaged in
a member of the board.

compensation at a rate of 8200 fo”|2.
the actual performance of duties as

(b) In addition to compensation under p0 of this section, an

appointed member of the board i3

expenses authorized by law for state boards and commissions.

entitled to per diem and travel

*

Sec. 42.40.060. QUORIM ANFAMImICOGSWE] S, Tittes * voting

members of the board constitute a
ness.

quorum for the transaction of husi-

Sec. 42.40.070. VOTING. The board shall provide by rule for the
manner of voting/and-representstion- nf persons absent— from— meetings”
The rules may provide for voting and conferring by means of telecommu-
nication devices, or-by mall* orfoirvoting-as—directed—in — a— written
prexy-taking a position on-a-particular-iSBue.

ARTICLE 2. MANAGEMENT.
Sec. 42.40.100. EXECUTIVE OFFICERS. (a) The hoard shall ap-

point and fix compensat'on for the

chief executive officer of the|

corporation. The cniet executive officer server at the pleasure of

the board.

(b) The chief executive officer of the corprration shall appoint

and fix the compensation for other

executive, officers.  The appoint-

ment of other executive officers and their compensation are subject to

hoard approval.
Sec, 4;,40.1 DELEGATION.

(a) The board shall by rule dele-

gate powers and duties necessary and appropriate for the ma agement of

-5-
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the daily affairs and operations of the corporation to  the chief
executive officer, subject to a requirement of board concurrence or
authorization imposed by the rules.

(b)  Within 60 days of its establishment, the board shall by rule
delegate the following activities of the corporation to  the chief
executive officer or other executive officers designated by the hoard:

(1) leasing, granting easements in, issuing pc mms for the
use of, or conveying other interests that do not constitute a transfer
of the corporation's entire interest ;In real property of the corpora-
tion;

(2) establishing specific r~ces, tariffs, divisions, and
contract rate agreements;

(3) making routine changes in service levels; and

(4) performing procurement activities.

" "(-C/ -General or particular board authorization or concurrence is
required for the following:

(1) transferring the corporat ',on's entire interest in real
property;

(2) issuing notes, debentures, and bonds;

(3) mortgaging or pledging authority assets;

(4) donating property, or other assets belonging to the
corporation;

(5) acting as a surety or guarantee;

(6) adopting a long-range expansion and capital improvem t*
plan;

(7) certifying annual reports;

(8) effecting generally applicable Increases and decreases
in rates other than those periodically approved by the United States

Interstate Commerce Commission: [ 0f)")
s - /> )0 [ ) ) )



(9) expanding or reducing services in a major way as pro-
vided under this chapter;

(10) expanding the main or branch lines, other than perform-
ing routine track alignment as necessary to maintain service levels in
effect on the date of transfer; and

(11) selecting independentauditors and accountants.

ARTICLE 3. ADMINISTRATIVE PROVISIONS.

Sec. 42.40.200. PUBLIC BOARD MEETINGS. (a) The meetings of the
board are public wxttr-bhe—e»«epLion—-o-f an executive session ' caaau-e-feod
under AS 44.62.310 and (b) of this section.

(b> In addition to those subjects that may be discussed in
executive session under AS-44- the hoard may consider in exe *:
tive session matters that pertain to personnel, the cc soration s
legal position, land acquisition or disposal, or proprietary informa-
tion, as defined in a manner consistent with the standards and prac-
tices of the United States Interstate Commerce Commission for protec-
tion of information associated with specific shippers, divisions, and
contract rate agreements.

Sec 42.40.220. MINUTES OF MEETINGS. The board shall keep
minutes of each meeting.

Sec. 42.40.230. RULES. The board shall establish a procedure
for adopting rules to carr" out its functions and the purposes of thia
chapter. The rules shall .elude a procedure for the adoption of
emergency rules when the adoption of an emergency rule is essential to
continue or to reinstate the orderly operation of the corporatioxi's
facilities or program.

Sec. 42.40.240. PUBLIC DISCLOSURE OF INFORMATION.  (a)  Except
as provided by rule of the corporation under (b) of this section,
information in the possession of the corporation is public and is open
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to public inspection at reasonable times.

(b) Except as provided in AS 42.40.270, the corporation may by

rule designate and withhold disclosure of matters of a nonpublic,
privileged, or proprietary nature. Those matters include personnel
records, communications with and work product of counsel consistent
with the standards and practices of the United States Interstate
Commerce Commission, and information associated with specific ship-
pers, divisions, and contract rate agreements.

Sec. 42.40.250. S-ECIAL REPORT. The corporation shall investi-
gate and prepare a report for the governor and the legislature on the
long-term operations of the railroad that are in the best interest of
the state. The report shall be due January 1, 1988. It shall make
speciixc recommendations on ope.rational alternatives and the transfer
of all or part of the railroads operations; to the priva'.e sector.

Sec. 42.40.260, ANNUAL REPORT. Within 90 days following the end
of the fiscal year of the railroad the board shall direct preparation
of, certify and distribute to the governor and to the legislature a
report describing the operations and financial jndition '-f the corpo-
ration during the preceding fiscal year.

Sec. 42.40.270. ANNUAL AUDIT. The board shall have the finan-
cial records of the corporation audited annually by an independent
certified public accountant experienced in railroad accounting.  The
corporation shall make all of its financial records available to an
auditor appointed by the governor or to the legislative audit division
for examination. Disclosure to the public by the auditor or legisla-
tive audit division of this information is subject to AS 42.40.240 and
rules implementing that section.

ARTICLE 4. POWERS AND DUTIES.
Sec. 42.40.300. GENERAL POWERS. In addition to the exercise of

HB 512 8-



other powers authorized by law, the corporation may

(1) adopt a seal;

(2) adopt bylaws gover:f~g 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 uebts, the foreclosure of mortgages, or
otherwise, real or personal property, rights, rights-of-way, fran-
chises, easements, and other interest in land, including land lying
under water and appropriation of water rights that are located in the
state, taking title to the property in the name of the corporation;

(8) acquire property by eminent domain in accordance with
AS 42.40.430;

(9) hold, maintain, use, operate, lease, exchange, donate,
improve, convey, alienate, dispose of, or transfer any real or person-
al property including facilities and equipment;

(10) contract with and accept transfers, gifts, grants or
loans of funds or property from tie United States and the state or its
political subdivisions, subject tithe provisions of federal, state,
or local programs;

(11) undertake and provide for the management, operation,
maintenance, use, and control of all of the properties of the ccrpo-
ration including, the tracks, equipment and other property transferred
to it by the federal government or by any person;

(12) recommend to tho. legislature and the governor any tax, )
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financing, or financial arrangement the corporation considers appro-
priate for expansion or extension and operation of the Alaska Rail-
road;

(13) maintain offices and facilities at places it desig-
nates;

(14) apply to the appropriate agencies of the state, the
United States, and a foreign country or other proper agencies for the
permits, licenses, or approvals necessary to construct, maintain, and
operate railroad transportation services, and to obtain, hold, and
reuse the licenses and permits in the same manner as other operating
units or persons;

(15) proscribe rates to be charged for services provided by
the Alaska Railroad on a competitive basis;

(16) determine the routes, schedules, and types of service
to be provided by the Alaska Railroad;

(17) enter into contracts and leases with connecting carri-
ers and shippers, that contain provisions to preserve and expand the
railroad's traffic base;

(18) plan for and undertake expansion of the railroad and
railroad activitiei, including extension of the Alaska Railroad's rail
system, and contract with other modes of transportation service con-
necting to the railroad's rail services;

(19) adopt rules that are designed to safeguard property
owned, managed, or transported by the corporation and to protect
employees and persons using the corporation's property or serv'ces;

(20) hire and discharge railroad personnel and determine
benefits and other terms and conditions of employment established in
accordance with obligations imposed by 45 U.S.C. 1201-1214 (Alaska
Railroad Transfer Act of 1982);
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(21) assume and satisfy liabilities of the United States or
its agencies as provided by the federal transfer legislation and the
closing report or its substantive equivalent as accepted by the legis-
lature;

(22) maintain a security force to enforce state law and the
corporations rules with respect to violations that occur on or to
property owned, managed or transported by the corporation;

(23) borrow money and issue its bonds or notes and provide
for and secure their ; 'ment, provide for the rights of their holders
and purchase, hold, or dispose or its bonds or notes;

(24) secure the payment oi its obligations by pledge or
mortgage or other lien on its contracts, revenues, income, or proper-
ty;

(25) consent to the modification of the rate of inteiest,
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) include in any borrowing the amounts necessary to
establish reasonable reserves and pay financing charges and interest
on the obligations for a reasonable oeriod 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;

(27) purchase the corporation's bonds at a price not more
than the principal amount of them plus interest; and

(28) cancel bonds purchased under (21) of this section.

Sec. 42.40.310. LONG-RANG? EXPANSION AND CAPITAL IMPROVEMENT
PLANS. (a) The corporation shall prepare and the board shall adopt a
long-range expansion plan and a capital improvement plan.  The fong-
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range expansion plan shall delineate the manner in which the corpora-
tion intends to accomplish the purposes of this chapter during each of
the five years after the plan is adopted.  The capital improvement
plan shall present and explain the ccrporation.'s anticipated capital
improvements for each of the five years after the plan is adopted.

(b)  The board shall annually review and update the plans re-
quired under (a) of this section. The board may not contract for the
preparation or revision of either the long-range expansion plan or the
capital improvement plan, but shall require their preparation and
revision by employees of the corporation.

(c)  The board shall provide copies of its updated plans to the
governor and the legislature by December 1 of each year.

Sec. 42.A0.320. USE OF CORPORATION ASSETS. (a) The corporation
shall apply all money, property, other assets, and credit of the
corporation toward activities authorized by this chapter. The corpo-
ration may not issue shares of stock, pay dividends, make private
distributions of assets, make loans to hoard members or employees, or
engage in business for private benefit. The use of money, property,
other assets, or credit of the corporation for purposes not authorized
by law by persons having the possession or control of it is prohibi-
ted.

(b)  Notwithstanding the provisions of this section, the  orpo-
ration may

(1) defend and indemnify a current or former employee,
agent, cr hoard member of the corporation and their successors against
all costs, expenses, Judgments, and liabilities, including attorney
fees, _ncurred by or imposed upon that person in connection with a
civil or criminal action in «.lch the person is involved by affilia-
tion with the corporation, if the person acted in good faith on behalf

HB 512 -12-
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of the corporation and within the scope of official duties or powers;
and

(2) purchase insurance to protect and hold personally
harmless its employees, agents, and hoard members from an action,
claim, or proceeding instituted against these individuals arising out
of the performance, purported nrformance, or failure of performance,
in good faith, of duties for, or employment with, the corporation and
to hold these individuals harmless from expenses connected with the
defense, settlement or monetary Judgments from that action, claim, or
proceeding; the pu: “hase of insurance and its policy limits are dis-
cretionary with the hoard and insurance is not considered to be coin-
pensation to the insured individual.

ARTICLE 5. RAIL PROPERTIES.

Sec. 42.40.400. LAND. All land among the rail properties transjfc
ferrcd under 45 U.S.C. 1201-1214 (Alaska Railroad Transfer Act of
1.982) or otherwise acquired by the corporation is under the control of
the corporation. As to all land that is transferred or acquired

(1) railroad rights-of-way or easements transferred under
the federal act or otherwise acquired shall be classified as railroad
utility corridors;

(2) future 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, or may be of other width as designated by the corpo-
ration, and may be surveyed by the metes and bounds method; and

(3) the corporation may lease pr rent “portions of the
utility corridor for other transportation services. 2

Sec. 42.40.420. CLASSIFICATION, ACQUISITION, AND USE OF STATE
LAND FOR RAILROAD PURPOSES. (a) The board by rule may identify and
request conveyance of land owned by or subject to selection by the
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state, including tide and submerged land and land not adjacent to a
railroad corridor, as necessary or wuseful for present, future or
intended railroad purposes. The request must include a statement of
and justification for the present, future or intended railroad use.
Upon submission of a request for classification and conveyance to the
commissioner of natural resources, the commissioner shall temporarily
classify and reserve the land identified in the request for railroad
purposes and shall temporarily vacate a classification allowing dis-
posal or lease of that land under laws or programs of the state. A
temporary classification and vacation is subject to valid existing
rights and remains in effect for 180 days.

(b)  Within 90 days after receiving a request under (a) of this
section, the commissioner of natural resources by departmental order
shall;

(1) classify that land for railroad purposes and, subject
to valid existing rights, convey the state's interests to the corpo-
ration; or

(2) notify the corporation of reasons for refusal to clas-
sify the land tor railroad purposes.

(c) A conveyance under (b)(1) of this section vests in the
corporatiou the exclusive right to extract and use for its purpos?s

sand, gravul, louk, timber and other construction materials”® the- land:’

conveyed without regard to the classification of the resources as part
of the surface or subsurface estate.

(d) The corporation may renonvey to the state land received
under this section that the corporation and the commissioner of natu-
ral resources jointly identify as unnecessary or unsuitable for the
corporation's purposes.

(e) The corporation’s ownership of state land entitles it to

-14-
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exclusive use and control of the surface, subsurface, complete sub-
jacent and lateral support of the surface, subsurface, and the right
to tunnel, ditch, recontour, excavate or otherwise use the subsurface
for railroad | t; *

(f) When physical condittoris' require'that track or other right-
of-way fixtures of the corporation be moved from the existing location
and relocated on state-owned land adjacent to or in the vicinity of
the existing right-of-way, and the chief executive officer determines
that relocation is necessary to maintain safe and adequate rail op-
erations, the corporation may effect the relocation with concurrence
of the Department of Natural Resources. The relocation must be [imi-
ted to land adequate to restore or continue safe rail operations at a
normal level.

Sec. 42.40.430. EMINENT DOMAIN AND ACQUISITION OF PROPERTY AND
MATERIALS. (a) The corporation may exercise the power of eminent
domain under AS 09.55.240 - 09.55.460 to acquire land or an interest
in land for lawful purposes consistent with this chapter.

(b) The corporation may acquire a fee simple title whenever, in
the judgment of the board, ownership of a fee simple is necesssry to
carry outthe state's lawful purposes in condemning property.

(c) The corporation may file a declaration of taking in the
manner provided for the state under AS 09.55.420.

(d) The power of eminent domain  conferred under this section
includei the power to obtain material, including clay, gravel, sand,
timber, or rock for railroad use, the land necessary to obtain the
material, and access to the land and material,

Sec. 42.40.450. OTHER ASSETS. (a) The corporation may submit
applications on its own behalf as an instrumentality of the state for
acquisition of interests in federal land available under federal law
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that will enhance the operations of the corporation and may receive
conveyances of all interests in its own name.

(b) The corporation, as an agency of the state, may acquire in
its own name from the United States under 50 App U.S.C. 1622 et seq
(the Surplus Property Act of 1944), 40 U.S.C. 471 et seq as amended
(the Federal Property and Administrative Services Act of 1949), or
other law, property under the control oE a federal department or
agency that is useful for the corporation's purposes and may acquire
from the Department of Administration property of the state made
available under AS 44.71.010 - 44.71.040. <

ARTICLE 6. FINANCIAL PROVISIONS. Jp dom

Sec.42.40.500. LIMITATION OF LIABILITY. A liability incurred
by the corporation shall be satisfied exclusively from the assets or
revenue of the corporation and no creditor or other person has a right
of action against the state because of a debt, obligation, or
liability of the corporation,

Sec.42.40.520. FIDELITY BOND. The corporation shall obtain a
fidelity hond in an amount determined by the board for its members and
any officer responsible for accounts and finances. A bond must be in
effect during the entire tenure in office of the bonded person.

Sec. 42.40.530. INSURANCE. The corporation shall keep in force
public liability insurance in an amount reasonably calculated to cover
potential claims for bodily injury, death or disability and property
damage that may arise from or be related to its operations and activi-
ties, naming the state as an additional insured.

Sfic. 42.40.540. CLAIMS. (a)  All claims and lawsuits involving
activities of the railroad, including suits in contract, quasi-con-
tract, or tort, shall be brought against the corporation, and not
against the state.

HB 512 -16-
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/ (b) In a claim or other legal action against the corporation

involving its activities, including the expansion, extension and
construction of the railroad, in which the corpo-ation is the
prevailing party, the party or partie.7 that maintained the action
shall be liable to the corporation for its*full costs and legal fees
in defending the action and for the financial losses to the
corporation that are directly attributable to the maintenance of thad” -
action,

(c) For the purposes of actionable claims, undertakings, pay-
ments of judgments, execution, interest, punitive damages, statutes of
limitations, bonds, costs, and similar matters related to the pres-
entation and prosecution of claims by and against the corporation, the
corporation and its board members and employees enjoy the same rights,
privileges, and immunities as the state and state officers as provided
in AS 09.10.120, AS 09.50.250 - 09.50.290, and AS 09.65.040.

(d) Claims against the corporation are not subject to the
provisions of AS 44.77.010 - 44.77.070 regarding claims against the
state.

(e) The corporation is not subject to the provisions of AS 44.-
80.010, regarding the state as a party to an action.

Sec. 42.40.550. REVENUE. Revenue generated by or appropriated
to the corporation shall be retained and managed by the corporation
for railroad and related purposes as required by 45 U.S.C. 1207(a)(5)
(Alaska Railroad Transfer Act of 1982).

Sec. 42.40.560. APPROPRIATIONS. /The corporation may request,
with the concurrence of the governor,'a direct appropriation or grant
from the legislature to assist in carrying out the provisions of
AS 42.40.300 and 42.40.310,

Sec. 42.40.570. BONDS AND NOTES. (a)  The corporation hy
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resolution may issue bonds and hond anticipation notes to provide
money to carry out its purposes.

(b) The principal and interest on bonds or notes of che corpo-
ration is payable from corporation money or assets.  Bands or notes
may be additionally secured by a pledge of a grant or contribution
from the fed*rai government or a corporation, association, institution
or person, or a pledge of money, income, or revenue of the corporation
from any source.

(c) Bend anticipation notes may be payable from theproceeds of
the sale of bonds or ocher hond anticipation notes, or, if bond or
bond anticipation note proceeds are not available, from other money or
assets of the corporation,

(d) Bonds or bond anticipation notes may be issued  in one or
more series and shall, as provided by the resolution of the board,

(1) be dated;

(2) bear interest at a required rate or rates peryear  or
within a maximum rate;

(3) bein a required denomination;
4) bein a co>pon or registered form;
) carry conversion or registration provisions;
6) have a required rank or priority;
7) be executed in the required manner and form;
8) be payable as required from the sources, in the medium
of payment, and place or places inside or outside the state;

(9) be subjectto authentication by atrustee or fiscal
agent; and

(10) be subjectto terms of redemption with or without
premium.

(e) Bonds or bond anticipation notes may be sold in the manner,

(
(
"
(
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on the terms, and at the price the board determines. Bond antic:pa-
tion notes shall mature at the time or times determined by the board.
Bonds shall mature at the time, not exceeding 50 years from their
date, determined by the hoard.

(f) The corporation may by provisions in a resolution authoriz-
ing or relating to the issuance of honds or bond anticipation notes
enter into the following agreements with the holders of the bonds or
bond anticipatiO* uwb6Ss

(]) pledge all or part of its revenue t? which its right
then exists or may thereafter exist, the money derived from the reve-
nue, and the proceeds of its honds or notes;

(2) covenant against pledging all or part of its revenue,
or against permitting or suffering a lien on its revenue or property;

(3) covenant as to establishment of reserves or sinking
funds and provide for, regulate, and dispose of the reserves or sink-
ing funds;

(A) covenant regardi,.,j limitations on a right to sell or
otherwise dispose of property of any kind;

(5) covenant asto bonds and notes to Dbe issued, their
limitations, terms and conditions, the custody,application and dispu-
sition of the proceeds of the bonds and notes;

(6) covenant asto the issuance of additional bonds or
notes, or limitations on the issuance of additional bonds or notes,
and the incurring of other debts;

(7) covenant asto the payment of the principal of or
interest on the bonds or notes, the sources and methods of payment,
the rank or priority of the bonds or notes with respect to a lien or
security, or the acceleration of the maturity of the bonds or notes;

(8) provide for the replacement of lost, stolen, destroyed
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or mutila :ed bonds or notes;

(9) covenant against extending the time for the payment of
bonds or notes, or interest on the bonds or notes;

(10) covenant as to the redemption of honds or notes and
privileges of their exchange for other bonds or notes dC the corpo-
ration;

(11) covenant to create or authorize the creation of special
funds of money to be held in pledge or otherwise for operating ex-
penses, payment or redemption of bonds or notes, reserves o  other
purposes, and as to the use and disposition of the money held in the
funds;

(12) establish the procedure by which the terms of a con-
tract or covenant with or for the benefit of the holders of honds or
notes may be amended or abrogated, the amount of bonds or notes the
holders of which must consent to amendment or abrogation, and the
manner in /hich the consent may be given;

(13) covenant as to the custody of any of its properties or
investments, their safekeeping and insurance, and the use and disposi-
lion of insurance money;

(14) vest in a trustee or trustees inside or outside the
state property, rights, powers and duties in trust as the corporation
may determine that may include any or all of the rights, powers nnd
duties of a trustee appointed by the holders of bonds or notes of the
corporation, and to limit or abrogate the rights of the holders of the
bonds or notes of the corporation to appoint a trustee under thia
chapter or limit the rights, powers and duties of the trustee;

(15) pay the costs or expenses incident to the enforcement
of the bonds or notes, of the provisions of the resolution, or of a
covenant or agreement of the corporation with the holders of its bonds



or notes;

(16) agree with a corporation trustee, that may be a trust
company or bank having the powers of a trust company inside or outlside
the state, as to the pledging or assigning of revenue or funds that or
in whi-h the corporation has a right ot interest;  the agreement may
provide for other rights and remedies exercisable by the trustee for
the protection of the holders of bonds or notes of the corporation and
not otherwise in violation of law, and may provide for the restriction
of the rights of an individual holder of bonds or notes of the
corporation;

(17) appoint and provide for the duties and obligationsof a
paying agent or other fiduciary inside or outside the state;

(18) limit the rights of the holders of honds or notes of
the corporation to enforce a pledge or covenant securing the bonds or
notes; and

(19) make covenants other than and in addition to che cove-
nants expressly authorized in this section, of like or different
character, and make covenants to do or refrain fr~m doing acts in
ordfr to better secure bonds or notes or that, in the absolute
discretion of the board, will tend to make bonds or notes more
marketable.

Sec. 42.40.580. INTERIM RECEIPTS, TEMPORARY BONDS, AND TEMPORARY
BOND ANTICIPATION NOTES. Before the preparation of definitive honds
or bond anticipation notes, the corporation may issue interim receipts
or temporary bonds or bond anticipation notes, with or without cou-
pons, exchangeable for bends or bond anticipation notes when these
definitive bonds or Lund anticipation notes have been executed and are
available for delivery.

Sec. 42.40.590. VALIDITY OF SIGNATURES. If an officer whose
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signature or a facsimile of whose signature appears on honds, notes,
or coupons attached to them ceases to be an officer before the de-
livery of the bond, note, or coupon, the signature or facsimile s
valid the same as if che person had remained in office until delivery,

Sec. 42.40.600. INDEPENDENT FINANCIAL ADVISOR.  In negotiating
the private sale of bonds or hond anticipation notes to an under-
writer, the board shall retain a financial advisor who is independent
from the underwriter.

Sec. 42.40.610. VALIDITY OF PLEDGE. (a) The pledge of assets
or revenue of the corporation to the payment of the principal or
interest on honds or notes of the corporation ia valid and binding
flim the time the pledge is made and the assets or revenue are iminedi-
ately subject to the lien of the pledge without physical delivery or
further act. The lien of a pledge is valid and binding against all
parties having claims of any kind against v'ie corporation, irrespec-
tive of whether those parties have notice of the lien of the pledge.

(b) Nothing in this section prohibits the corporation from
selling assets subject to a pledge, except that a sale may bhe re-
stricted by the trust agreement or resolution providing for the issu-
ance of the bonds or notes.

Sec. 42.40.620. REMEDIES. A holder of bonds or notes issued
under this chapter or of coupons attached to them, and a trustee under
a trust agreement or resolution authorizing the issuani ! of the bonds
or notes, except as .stricted by a trust agreement o resolution,
either at law or in equity, may

(1) enforce all rights granted under this chapter, the
trust agreement or resolution, or any other contract executed by the
corporation under this chapter; and

(2) compul the performance of all duties of the corporation
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required by this chapter or by the trust agreement or resolution.

Sec. 42.40.630. NEGOTIABLE INSTRUMENTS. Bonds and notes issued
under this chapter and interest coupons attached to them are nego-
tiable instruments under the laws of this state, subject only to
applicable provisions for registration.

Sec. 42.40. <. BONDS AND NOTES ELIGIBLE FOR INVESTMENT.  Bonds
and notes issued under this chapter are securities in which all public
officers and public bodies of the state and its political subdivi-
sions, all insurance companies, trust companies, hanking associations,
investment companies, executors, administrators, trustees and other
fiduciaries may properly and legally invest funds, including capital
in their control cr belonging to them. These bonds and notes may be
deposited with a state or municipal officer of an agency or political
subdivision of the state for any purpose for which the deposit of
bonds or notes of the state is authorized by law.

Sec. 42.%0.650. REFUNDING BONDS. (a)  The corporation may
provide for the issuance of refunding bonds for the purpose of refund-
Ing bonds then outstanding that have been issued under this chapter,
including the payment of a redemption premium '7 them and interest
that accrues to the date of redemption of the bonds. Refunding honds
shall be issued in accordance with provisions of this chapter that
relate to the issuance of honds to the extent those provisions are
appropriate.

(b)  Refunding bonds may be sold or exchanged for outstanding
bonds issued under this chapter and the proceeds may be applied to the
purchase, redemption or payment of the outstanding bonds in addition
to other autbGiized purposes. Pending the application of the proceeds
of refunding bonds to the payment of the principal, accrued interest
and redemption premium on the bonds being refunded, and, if permitted
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in the resolution authorizing the issuance of the refunding bonds or
in the trust agreement securing them, to the payment of interest on
the refunding bonds and expenses in connection with the refunding, the
proceeds may be invested in direct obligations of the United States or
obligations the principal of and the interest on which are uncondi-
tionally guaranteed by the United States that mature or may be re-
deemed not later than the date the proceeds of the refunding bonds,
together with the interest accruing on them, will be required for the
purposes intended.

Sec. 62.60.660. CREDIT OF STATE NOT PLEDGED. (a) The state and
its political subdivisions are not liable for the debts of the corpo-
ration. Bonds and notes issued under this chapter are payable solely
from the revenue or assets of the corporation and do not constitute a

(1) debt, liability, or obligation of the state or of a
political subdivision of the st-ate; or

(2) pledge of the faith and 'mwedit of the state or of a
political subdivision of the state.

(b) The corporation may not pledge the credit or the taxing

power of the state or its political subdivisions. Each bond and note
issued under this chapter shall contain on its face a statement that
(1) the corporation is not obligated to pay it or the
interest on it except from the revenue or assets pledged for it; and
(2) neither the faith and credit nor the taxing power of
the state or of a political subdivision of the state is pledged to the
payment of it.

Sec. 62.60.670. OFFICERS NOT LIABLE. An officer or employee of
the corporation is not subject to personal liability or accountability
because of the execution or issuance of bonds or notes.

Sec. 62.60.680. EXEMPTION FROM TAXATION.  (a)  The real and
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personal property of the corporation and its assets, income, and
receipts are exempt from all taxes and special assessments of the
state or a political subdivision of the state.

(b) This section does not affect or limit an exemption from
license fees, property taxes, or excise, income or other taxes,
provided under any other law, nor does it create a tax exemption with
respect to the interest of any business enterprise or other person,
other than the corporation.

(c) The exercise of the powers B"ar>ted by this chapter shall he
in all respects for the benefit of the people of the state, for their
well-being and prosperity, and for the improvement of their social and
economic conditions. Therefore, the corporation is not required to
pay a tax or assessment on property owned by the corporation under the
provisions of this ihapter or on the income from the property.

(d) Bonds and notes issued under this chapter aro issued by u
body corporate and public of the state and for an essential public and
governmental purpose. Therefore, the bonds and notes, the interest
and income from them, and all fees, charges, funds, revenue, income
and other money pledged or available to pay or secure the payment of
the bonds and notes or interest on them, are exempt from taxation
excep': for inheritance, transfer, und estate taxes.

Sec. 42.40.690. REVERSION OF ASSETS. If the corporation ceases
rroej>ist, for whatever reason, its assets revert to the state.

A ricte 7. personNeL AND LABOR RELATIONS.

Sec. 42.40.700 PERSONNEL. (a) Employees of the Aluska Railroad
are employees of the corporation nnd not of the state. The provisions
of AS 39 do not apply to employees of the corporation.

(b) The collective bargaining agreements between the corporation
and its employees shall remain in effect until they expire by their
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terms or, as required under 45 U.S.C. 1206 (Alaska Railroad Transfer
Act of 1982), they are renegotiated, subject to the approval of the
board.

(c) The corporation may not enter into a collective bargaining
agreement concerning wages, hours, working conditions or other
employment terms, conditions and benefits with an organization
representing the corporation's chief executive officirl, or executiv,
Nofficials appointed by the chief executive official. "

Sec. 42.40.710. POLITICAL ACTIVITIES. (a) Money, assets, or
property of the corporation may not be used for political activity
I[However, board members and employees of the corporation may

® communicate with and appear before committees of Congress, the
state legislature, and municipal governing bodies in connection with
matters directly affecting the corporation,

(b) A board member or employee who violates the provisions of
this section is personally subject to a civil penalty assessed by a
judge of tho superior court in an amount not to exceed $5,000.  An
action to enforce this section may be brought by any person.

ARTICLE 8. GENERAL PROVISIONS.

Sec. 42.40.900. APPLICATION OF EXISTING STANDARDS.  The Alaska
Railroad Corporation is not subject to the jurisdiction of the Alaska
Transportation Commission. The following laws do not apply to the
operations of the Alaska Railroad Corporation:

(1) AS 19;

(2) AS 30.15:

(3) AS 35

(4) AS 37.05:

(5) AS 37.07;

(6) AS 37.10.010 - 37.10.060:

512 -26-
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18
19

21
22
23
24

(7) AS 37.10.085;
(8) AS 37.20;
(9) AS 37.25;
(10) AS 44.62.040 - 44.62.320.
Sec. 42.40.950. DEFINITIONS. In this chapter,
(1) "board” means the board oi: directors of the Alassa
Railroad Corporation;
(2) "corporation" means the Alaska Railroad Corporation;
(3) "date of transfer" means the date on which the United
States Secretary of Transportation delivers the deed ofconveyance for
the properties of the Alaska Railroad wunder 45 U.S.C. 1201-1214
(Alaska Railroad Transfer Act of 1982);
(4)  "employees" means all persons employed by the
corporation including executive officials;
(5) "railroad utility corridor" means a right-of-way for
railroad and related purposes as defined in 45 U.S.C. 1202(11) (Alask i
Railroad Transfer Act of 1982).
(6) "land" means all real property, including tide and
submerged_land®
— X'D rail properties” means all real and personal proparty,
tangible and intangible, of the corporation.
Sec. 42.40.990. SHORT TITLE. This chapter may be referred to as
the Alaska Railroad Corporation Act.

* Sec. 3. CONFLICTING LAWS INAPPLICABLE. If provisions of this Act are

25 in conflict with the provisions of other law, the provisions of this Act
26 prevail. Where possible, provisions of this Act shall be construed so that
they do not conflict with 45 U.S.C. 1201-1214 (Alaska Railroad Transfer Act
23 of 1982).

21

29

* Sec. 4. APPOINTMENT OF FIRST BOARD OF DIRECTORS OF ALASKA RAILROAD
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CORPORATION.  Notwithstanding AS 42.40.020 enacted in sec. 1 of this Act,
the governor shall designate the terms of the appointed members of the
first board of directors of the Alaska Railroad Corporation as follows:
(1) one shall serve atermof two years;
(2) one shall serve atermof! three years;
(3) one shall serve atermof four years; and
(4) two shall serve atermof five years.

* Sec. 5. EFFECTIVE DATE.  This Act takes effect immediately in
accordant with AS 01.10.070(c).

HB 512 -28-
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MEMORANDUM March 1, 1984
TO: All Members of the Legislature
FROM: Senator Arliss Sturgulewski. &/"

Senate District F, Seat A N

RE: The Experiences of the Alaska Renewable Resources Corporation
(Or the Rise and Fall of ARC)

Dean F. Olson, Adjunct Associate Profeo ?or, School of Business fi Public
Affairs, University of Alaska-Anchoraga former trustee of the Alaska
Renewable Resources Corporation, has written an excellent analysis of the
Alaska Renewable Resources Corporation which was created by the legislature
in 1978. After numerous legislative changes, the now-named Alaska
Resources Corporation will be dissolved on July 1, 1989 if MB 685
introduced by the Sheffield administration becomes law.

Dean Olson has described what happened to an organization created with
interest and enthusiasm to broaden economic opportunities in renewable
resources. He makes specific recommendations as to why it is important to
create political, independence for a public corporate structure and yet
retain certain legislative and executive prerogatives. His analysis can
be oi value while considering various proposed structures currently before
the legislature.

Enclosure



Venture Capital for Development:

The Experiences of the

Alaska Renewable Resources Corporation

January 1984
Dean F. Olson
Adjunct Associate Professor
School of Business &
Public Affairs
University of Alaska-Anchorage
(Former Trustee - The Alaska
Renewable Resource Corporation



This paper describes the experiences of the Alaska Renewable Resources

Corporation (ARRC) during the period from 1979 to 1932. The paper begins

with a brief description of the founding legislation and the policy making
environment which existed at the time the ARRC was established. The paper
then traces the operating experiences of the agency over the three years
period ending in June 1982. Finally, certain conclusions are drawn from
the ARRC experience in the hope that other governments contemplating simi-

lar organizations can avoid making the same public policy errors.

The use of federal funds to broaden and strengthen the private sector
through equity investment into privately owned businesses has been accepted
public policy for nearly thirty years. Since the mid 1950's federal
programs have supported privately owned venture investment firms known as
Small Business Investment Corporations (SBIC's) and Minority Small Business
Investment Corporations (MESBICS). In the 1960's a number of Community
Development Organization (CDC's) were established to further assist the

business development efforts of selected target groups.

State support of equity Investment into private business 1s a more
recent development. Since the early 1970's State support for venture
investment into private enterprises has lead to the initiation of develop-
ment institutions in Massachussetts, Connecticut, Maine and Kentucky.
While these organizations differ considerably they share the broad goal of
enhancing private business development through the placement of various

types of risk capital.



In Alaska, the State Legislature established (in 1978) and funded (in
1979) the Alaska Renewable Resources Corporation. The Alaska Renewable
Resources Corporation (ARRC) was to be funded in yearly intervals at 2.5%
of the State's oil and gas royalty > ceipts. ARRC's goal in general terms
was to create a broadened economy based more upon renewable resource busi-*
nesses. The ARRC was to accomplish this goal through venture capital pla-

cement into private businesses owned in the majority by Alaskan residents.

Managed initially by a board of three full time trustees appointed by
the Governor, the ARRC could make equity investments for up to 49%% of an
investee's outstanding common stock and could make loans on any terms which
accommodated the needs of the new or expanding business. Any single
investment was limited to $1.5 million unless 'follow-up' investment was

regarded as necessary to preserve the initial placement.

In 1982, after three years of operation, discontent with the ARRC
resulted in legislation which made significant changes in the scope of the
agency's investment policies; the size of investments it could make, and
how the agency was funded and organized. Further legislation is being

planned in 1984 to terminate the agency.

Il. Founding Legislation and Public Policy Issues

By any objective measure the legislation establishing the ARRC was
creative public policy. Prompted by the realization that oil and gas
royalty income to the State would begin 'playing out' in the early 1990's,

certain legislators and Alaska's Governor (Jay Hammond) promoted the



Authority (AIDA) waes created to 'package’ small business loans into larger
tax exempt bond issues for public sale. The Alaska Commercial Fish and
Agricultural Bank (CFAB) was created as a cooperative lending institution to
make loans to farmers, fishermen, fish processors and timber producers.

The Alaska Permanent Fund (APF) was created to serve as a savings account
into which a proportion of royalty receipts was to be placed as a hedge
against the future downturn in revenues. Additional institutions were
created to enhance hydroelectric power generation (the Alaska Power
Authority) and to support the residential construction market (the Alaska

Housing Finance Corporation).

The ARRC was intended to ‘'balance out' the above rainbow of develop-
ment institutions by providing a source of equity financing to new and
expanding businesses engaged in the production of renewable resources
(Fishing and fish processing, Agriculture, Forest products, and Alternative
energy). The agency wes empowered to own up to 49% of the outstanding
common stock of target enterprises,, Further, the ARRC could make loans at
any interest rate for a term of less than 30 years. The ARRC also had
granting powers which it could employ to stimulate inquiry into new tech-
nology which might enhance renewable resources. Finally, the ARRC could
provide technical assistance funds for business development. Totals loans

and investment into a single business was limited to $1.5 million.

The initial legislation provided that the ARRC was to receive 2.5% of

State lease bonuses, rentals and royalty income. In practice, the agency
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budgets. Over the three year period ending in June, 1982, the ARRC

received below 1% of State receipts.

The ARRC was governed by a full time board of three trustee appointed
by the Governor for four year terms. The trustees (and all other ARRC
employees) were employees of the State of Alaska. There were nu pro-
fessional qualifications for trustees provided for in the legislation. The

three trustees were to have equal authority and responsibility for agency

decisions.

The ARRC was designed to work in concert with private busi-

nesses to:

(1) rehabilitate, enhance and develop renewable resources by
providing maximum opportunities for employment and a higher
standard of living for its citizens; and

(2) further the development of renewable resources that would

contribute to a stable self sustaining state economy,
employment and life style alternations for citizens

(AS 37.12.010).

The legislature agreed, when passing the ARRC legislation, that
achievement of the above public policy objectives was being retarded by a
cyclical, narrowly based economy. The ARRC was directed to remove barriers
to achieving a broadened economy by assisting in research and development

and by providing venture capital to renewable resource businesses owned by

Alaskan citizens.

The enabling legi lation permitted considerable financing flexibility

by the ARRC. Nb income or minimum yield requirements were placed upon the



agency. Grants could not exceed 10% of ARRC capital, but this was never a
serious constraint. Because operating funds were appropriated each year,
the agency did not have to live within budgets bounded by its investment

income.

In sum, the ARRC was created as a part of an array, a 'rainbow’, of
institutions designed to increase economic opportunities for Alaskans. The
ARRC's role was to provide high risk capital to start-up and expanding
businesses in renewable resource industries. An agency of State govern-
ment, the ARRC was managed by a tripartite board of trustees of equal
authority and was given substantial flexibility in the selection of alter-

native investment structure to employ in placing its investments.

I11. Operating Experiences 1979-82

The ARRC attracted inmsdiate interest from Alrikans with business
ideas. Within six months from its beginning the agency had received
several hundred proposals. Many proposals were not well developed, while
others were complete business plans. Over the ‘hree year period the ARRC

received an average of 400 proposals per year.

The ARRC loaned or made investments intc about 3 of the proposals
reviewed. An imnense amount of staff energy was devoted to screening pro-

posals and investigating business plans nearing completion.

<M



ARRC was a "State loan program" (a source of soft money) it was difficult
to make turndowns stick. Applicants whose proposals had been turned down
would cften protest to legislators and succeed in getting their proposal
reviewed a second time. While their tactic did not result in an investment
it did consume and inordinate amount of energy. Turndowns were par-
ticularly difficult to enforce when the proposing business was a major fac-
tor in the economy of a small Alaskan community. In these instances local

and State politicians would join forces in seeking a favorable review.

By early 1980 the ARRC had acquired the reputation for being slow to
reach isions and for being harsh in its evaluation of proposals.
Legislators assailed the agency for 'not getti-ng the money on the street’
fast enough. Review of business plans did require three to four months.
Investigation and 'due diligence' on the plan and the background of manage-
ment personnel often requires this length of time; a fact little appre-
ciated by most applicants and legislators accustomed to dealing with

collateral lenders.

In May 1980, one year from the operational beginnings of the ARRC, the
legislature direr, od the agency co help seafood processors prepare for a
salmon harvest of historically large proportions. Prompted by concerns
that domestic processing capacity would fall short of the harvest the
legislature appropriated $15 million for the ARRC and directed the agency
to suspend normal business planning and investment criterion, as well as

the $1.5 million investment limit, and move to aid the industry in its



In addition, in May 1980, the legislature directed ARRC to move to
assist timber processors in Southeast Alaska build wood-fired electrical
generation plants so as to conform to EPA pollution standards. Again, the
emergency legislation suspended the ARRC's normal screening criteria and
the $1.5 million investment limit. Some $5.2 million was allocated to this

special purpose.

The effect of the emergency legislation for fish and timber processors
was to redirect the ARRC's strategic focus away from new business
development and toward the 'fast tract' restructuring and refinancing of
existing businesses. The table below shows th'e Imagnitude of this type of
activity in relation to the total portfolio on June 30, 1981 and 1982..

Refinancing activity accounted for about three quarters of the portfolio in

each year and about one quarter of the number of transactions.



Alaska Renewaole Resources Corporation
Portfolio by Type

of Transaction

June 30
($=000)
$
1981 1982 1981 1982

Refinancing $17,212  $21,448 0 7
Expansions 1,425 1,711 5 6
Start-ups 3,699 4,762 9 11
R & D and
Demonstration 1,088 646 7
Totals $23,424  $28,567 27 29

The strategic redirection c.. the ARRC, from business developer to
business savior, is in retrospect the single most important factor in
understanding the agency's short and confusing history. The emergency
redirection of effort served to cloud the strategic role intended for the

ARRC. The ARRC never recovered from the confusion.

Another element of importance in understanding the ARRCSs experience
is the organizational structure created in the initial legislation. The
tripartite board of full time trustees of equal responsibility and

authority produced incredible confusion in the internal operation of the



ARRC and in the external environment of the agency. The concept simply
could not be made to work. It is hard to imagine any combination of execu-

tive personalities which could function effectively in this context.

The dependency of the ARRC upon annual legislative appropriations for
operating and investment budgets produced several operational impediments.
First, ARRC personnel could never be sure that the agency could participate
in second or third round financings of start-up companies. Follow-up
financing of this type is common in more than one-half of all new busi-
nesses. The initial venture investor is usually a player in these sub-
sequent 'trips to the well ' by the venture. The ARRC could provide no
assurance to prospective co-investors that it would be in existence to help
with any future financings. Second, the ARRC emerged as a political foot-
ball each year. Legislative supporters of the ARRC and the public policy
issues underlying its creation found it increasingly difficult to convince
legislators with disappointed constituents. Furthermore, as more legisla-
tors became aware that the ARRC could and did take equity positions in pri-
vate businesses, philosophical concerns about the basic public policy issues
became more pronounced. Philosophical support for the agency was never
strong and began to erode fairly quickly with a few well publicized turn-
downs and an equally well publicized bankruptcy in which the ARRC took

control of the enterprise.

The ARRC invested in over 30 businesses over the three year period
under review. Table Il shows that from its beginning in 1979 to June 30,

1982, the agency placed $23.3 million in loans and $7.2 million in equity



investments. The preponderant role played by the two ‘'assistance funds' is

again quite evident.

Table 11

Alaska Renewable Resources Corporation
Total Loans & Equity Investments

Fiscal Year Ending

June 30,
($7000)

Loans 1980 1981 1982 1983
Agriculture $3).6 $273.9 $790.1 $261.9
Fisheri es 2,310-2 5,965,0 7,557.3 4,129.2
Fisheries Assistance Fundi 5,,023.6 10,748.8 11,129.0 8,398.4
Forest Products 201.0 531.7 2,228.5 351.4
Forest Assistance Fund2 ' 164.3 1,600.0 3,470.2
Manufacturings 370.0

sub-total $7i,522.4  ST7ARBIT  $23,304.9 $16,931.1

Equity Investments
Agriculture $50.0 $50.0
Fisheri es $375.1 - 735.5 871.5 $666.5
Fisheries Assistance Fundi 500.0 4.513.6 4.091.1 3,741.3
Forest Products 150.0 350.0 433.1 433.1
Forest Assistance Fund2 1,800.0 1,800.0
Manufacturing

sub-total $.1,025.1 $5,679.1 $7,245.7 $6,640.9
Total $8,597.5 $23,362.8 $30,550.6 $23,622.0

NSpecial legislation passed in May 1980 directed the agency to provide
emergency refinancing to fish processors.

ASpecial legislation passed in May 1980 directed the agency to provide
emergencing financing to forest product producers.

NLegislation passed in May 1982 permitted the agency to invest in manufac-
turing and mining.
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While the volume of transaction activity grew quickly, the full time

staff remained small. The first professional employee was hired in March
1980. By the end of that year four investment officers had been retained.
As Table 111 reveals, operating expenses were relatively low in relation to
the volume of funds invested and the volume of proposals reviewed.
Operating expenses were about 8% of portfolio volume in 1980 and declined
to 3.6% in 1982. Operating costs include expert help retained to review
specific proposals as well as all full time staff expenses. Table 11l also
reveals that the technical assistance and granting powers that the agency
enjoyed were never a major dimension of the ARRCs activities. Finally,
provisions for the 'write down' of loans and investments are depicted.
Some 20.9% of the portfolio was reserved for loss in 1982. The actual
write down of portfolio assets amounted to 22.7% over the fiscal year

ending June 30, 1983.



Provisions for Losses,
Operating Expenses, Technical
Assistance and Development Grants

Fiscal Year Ending

June 30,

($ 00)
1980 1981 1982 1983 Totals
Technical Assistance $295.3 $94.6 $66., 6 $456.5
Development Grants 51.1 167.4 5*0 - 223.5

Provision for:

Loan Losses - 261.1 4,712.,9 3,420.1 8,394.1
Equity Losses - : 1,671.,6 259.9 1,931.5
Operating Expenses 687.5 1,111.0 1,096.7 627.4 3,522.6

Each portfolio company is unique. The investment structure employed
by the ARRC in each transaction was tailored to investor requirements. The
following descriptive examples of the types of transactions the ARRC
completed illustrate the diversity of the investment structures employed by
the agency.

Portfolio Company A A major fish processing company operating in several
fishing communities' through out Alaska had grown rapidly since its incep-
tion in the mid 1960's.

The company's commercial bankers were requiring a major refinancing
which would improve working capital balances and bring better balance to
the company's debt to equity ratio. The company was closely held by
Alaskan fishermen. The refinancing could not be accomplished within the*
resources of the existing owners. Financial performance of the company,,
the condition of the new issues market, and uncertain industry forecasts’
combined to render a public offering of equity unattractive. The ARRC and
another venture capital investor invested a total of $6.5 million. Certain
assets were purchased by the investors and leased back to the company under
a lease purchase agreement. The ARRC also acquired a minority equity posi-
tion in the company through a purchase of common stock and a convertible
debenture. A stock repurchase formula v/ias negotiated which would enable
the company to purchase the ARRCs stock position over several years. The

-12-
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company later exercised its option to repurchase the property and has begun
tc purchase ARRC held stock.

Portfolio Company B A large Pacific Coast firm had gone bankrupt and the
trustee was liquidating assets, some of which were in Alaska. A group of
Alaskan entrepreneurs and the ARRC acquired a fish processing plant from
the bankruptcy court with the intention of converting the plant to process
'bottom fish', an underutilized resource. The plant was purchased with a
$3.5 million loan and investment by the ARRC. The structure consisted of a
$2 million note secured by plant and equipment; a $1 million subordinated
convertible note, and a $.5 million purchase of 47% of the new company's
outstanding common stock. The ARRC later provided substantial additional
funds to finance conversion and provide working capital. The new company
went bankrupt in 1982. The ARRC owns the facility.

Portfolio Company C A group of Alaskan entrepreneurs had acquired the west
coast license for a patented enzyme for conversion of fish waste into a
high protein concentrate. The new company needed funds to build a prototype
processing plant in hopes of confirming the feasibility ofthe enzyme when
employed under actual production conditions. The ARRC provided $535,000 in
initial financing through a $335,000 subordinated note with deferred
payments of interest and principle and a $200,000 purchaseof 30% of
outstanding common stock in the new company.

Portfolio Company D A group of 30 Eskimo fishermen in western Alaska
desired to enter a'commercial herring fishery which had begun the year
before along the coast near their villages. The fishermen needed materials
and technical assistance in building the herring skiffs, purchase of the
outboard motors and other gear, and to organize a producers cooperative.

The ARRC provided loan funds direct to each fishermen to build his own
boat and buy the gear. The ARRC also paid for technical assistance to get
the project underway.

Portfolio Company E A successful commercial crab and halibut fisherman
needed financial help to convert his vessel to a 'long liner' for the har-
vest of bottom fish. As a demonstration project, the ARRC financed the
conversion costs and, through the purchase of common stock in a newly
formed company, provided start-up working capital. The initial investment
consisted of $175,000 in a subordinated deferred payment loan and $175,000
in equity.

Portfolio Company F A successful ship repair facility needed funds to
expand docking and plant facilities and to purchase a major item of equip-
ment. The owners could not finance the equity portion of expansion costs

and bank lending was not suitable for the young firm in terms of interest
rates or repayment schedule. The ARRC provided $350,000 in subordinated

deferred payment debt and $150,000 in equity in exchange for 22% of
outstanding common stock.

The conmmon elements in each of these examples is the assumption of

high risk by the ARRC and other Investors. Conventional lending sources

-13-



capital requirements were well beyond the capacity of the existing owners.
,' quently, the ARRCs investment structure employed a combination of loan
and equity capital. Restructuring of the investment a year or two later

was required in many cases.

In May 1982, in response to encouragement from the Board of Trustees

and testimony from others, legislation was passed which dramatically

changed the ARRC. The tripartite board was replace by a part time board of
five persons. The maximum investment per transaction was reduced to

$500,000. Manufacturing and mining were included among eligible industries.

Importantly, the rewly named agency ’'the Alaska Resources Corporation’
(ARC), was endowed with the portfolio then in -existence and about $12
million in uncommited investment capital it held at that point in time.

This reduced the political sensitive of the agency but did not remove it

from political supervision in that the Governor retained appointive pcwers.

Since May 1982, the ARC has been essentially inactive as regards new
investments. The present governor is reportedly drafting legislation which
would terminate the agency in 1984, thus bringing to a close a noble

attempt to implement creative public policy.

IV. Conclusions from the ARRC Experience

Certain conclusions can be drawn from the three year period the ARRC

existed. While the Aiaskan experience need not be a forecast of outcomes



experience does suggest that any such attempt be attentive to the following

factors.

(1) Discussion of proposed legislation establishing a State
financed venture capital investment organization should be open
and well publicized. Many Alaskan legislators and the public
in general had a very poor understanding of venture (equity)
investment and little appreciation of the public policy issues
raised by government ownership of private companies;

(2) Do not depart from fully tested organizational structures
in use by successful businesses. Full-time boards are not an

effective organization for this purpose.

(3) Establish the organization with a definitive endowment

of paid in capital. Earnings should be retained by the organi-
zation.

(4) Require the organization to attain self-supporting opera-
tions within a specified period of years; provide for the orga-
nization to issue its own securities without the guarantee of

the State.

(5) Establish a certain minimum experiential and professional
qualification for appointments to the board of directors.

(6) Provide for separation of employees from State employment.

Permit salary and compensation structures analagous to those in

private industry; and,

(7) Prov'de clear strategic focus to the organization in the

enabling legislation.

These conclusions underscore the importance of providing for the
political independence of the organization except for the ultimate power of
th2 legislature to terminate and the power of the executive to appoint. The
Alaskan experience suggests that measures which fall short of providing for

such independence are too prone to political abuse to become effective

agents of economic change.

-15-



THE FOLLOWING MESSAGE WAS RECEIVED IN THE U. S. MAIL BY THE
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T0: ALL MEMBERS
ALASKA LEGISLATURE

FROM: JEFFREY N. JOHNS v
1i02 WILD ROSE COURT
} ANCHORAGE, AK 99502

* SUBJ: SB 346 '(INCREASING THE POWERS OF PSYCHIATRISTS)"

IT IS VERY DANGEROUS TO GIVE PSYCHIATRISTS POLICE POWERS.
PSYCHIATRISTS HAVE A SUICIDE RATE 7 TIMES HIGHER THAN THE

) GENERAL POPULATION (FREEMAN, AMERICAN JOURNAL OF PSYCHIATRY).
ELECTRIC. SHOCK, PSYCHOSURGERY AND DRUGS CAUSE MEMORY LOSS,
KILL BRAIN CELLS AND OTHER WISE HARM INDIVIDUALS. THESE

) FACTS ARE WELL DOCUMENTED. PLEASE OPPOSE THIS LEGISLATION.,

['st JEFFREY N. .
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‘' 3/8/84, SHIRLEE ANC LIO, 22446
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) FROM: SHERWIN A. START

320 MCCARREY STREET, 'C
ANCHORAGE, AK 99504

\ <H) 337-8988
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*BEING AN RAILROAD TRANSPORTATION PLANNER, THE LEGISLATURE IS DOING A
MONUMENTAL DISSERVICE TO BOTH THE LEGISLATURE AND THE FUTURE GENERATIONS
OF RESIDENTS OF THIS STATE BY PURCHASING THE ALASKA RAILROAD AS IT WILL
NEVER OPERATE IN THE BLACK!!l ~ THE FEDS HAVE WITHHELD OR ALTERED THE
'INFORMATION AS TO COST OF TAKEOVER BY SUBSTANTIAL AMOUNTS (UNDERESTIMATED-
ESTIMATED%. | FURTHER BELIEVE THAT THE VOTERS OF THE STATE SHOULD HAVE

IA CHANCE TO VOTE WHETHlER WE SHOULD BUY IT OR NOT!!!
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See Page B-2, RAILROAD Alaska Railroad may make commuter runs to the Mat*Su Valley In the future.
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CHAMBER of COMMERTCE

Representative Bette Cato Crossroads oj the Air World
State Capitol

Pouch V

Juneau, Alaska 99811

Dear Representative Cato,
For several years the Anchorage Chamber of Commerce has been closely following the trans—
fer and operation issue of the Alaska Railroad. The Anchorage Chamber has expressed its

support of a strong independent railroad which operates as a business entity.

We feel our objectives, and the citizens of the state, are best achieved through passage
of HB 512. The major elements in this legislation which we support are as follows:

1. Specific reference under the legislative purpose of the eventual transfer of the
railroad to the private sector.

2. The independent status of the Corporation as an entity of the State.

3. The strength of the Corporation Board of Directors identified by its powers and
duties.

4. The establishment of the Executive Officers of the railroad to manage the day-to-day
activities of the railroad. * * .o» . * e r

5. We strongly support: the Railroad Corporation right to hold and manage its lands

including the right of eminent domain, nnd the right to request additional lands for
railroad purposes.

6. We support the inclusion of the strong bonding authority of the Alaska Railroad
Corporation.

7. We support the railroad generated revenues staying within the Corporation for future
railroad purposes.

8. And finally, we support the Alaska Railroad employees being employees of the Corpo—
ration.

We untila like to propose one addition to Article 4, Section 42.40.300 General rowers. \We
recommend that, the Corporation be permitted to lease a portion or all of the operation of
the railroad to a private entity. We feel this addition should be granted to the Corpo—
ration as an option to their management prerogatives and is within the overall intent of
the proposed legislation.

Ve recommend your support of this legislation.

Srncerely,

Al Fleetwood, President
Anchorage Chamber of Commerce

ANCHORAGE CHAMBER Of COMMERCE m415 F STREET. ANCHORAGE. ALASKA 99501 «+ (907) 272-2401 -w.



CHAMBER of COMMERCE

Representative Bette Cato Crossroads of the Air World

State Capitol
Pouch V
Juneau, Alaska 99811

Dear Representative Cato,
For several years the Anchorage Chamber of Commerce has been closely following the trans—
fer and operation issue of the Alaska Railroad. The Anchorage Chamber has expressed its

support of a strong independent railroad which operates as a business entity.

We feel our objectives, and the citizens of the state, are best achieved through passage
of HB 512. The major elements in this legislation which we support are as follows:

1. Specific reference under the legislative purpose of the eventual transfer of the
railroad to the private sector.

2. The independent status of the Corporation as an entity of the State.

3. The strength of the Corporation Board of Directors identified by its powers and
duties.
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5. We strongly support the Railroad Corporation right to hold and manage its lands

including the right of eminent domain, and the right to request additional lands for
railroad purposes.

6. We support the inclusion of the strong bonding authority of the Alaska Railroad
Corporation.

7. We support the railroad generated revenues staying within the Corporation for future
railroad purposes.

8. And finally, we support the Alaska Railroad employees being employees of the Corpo—
ration.

We would like to propose one addition to Article 4, Section 42.40.300 General Powers. We
recommend that the Corporation be permitted to lease a portion or all of the operation of
the railroad to a private entity. We feel this addition should be granted to the Corpo—
ration as an option to their management prerogatives and is within the overall intent of
the proposed legislation.

We recommend your support of this legislation.

Sincerelv

AT Fleetwood, President
Anchorage Chamber of Commerce

anchorage: chamber or commerce - NiSi- street,anchorage,alaska sdsoi ¢ (907) 272-240!



February 24, 1954

Representative Bette M. Cato
Pouch V
Juneau, Alaska 99811

Dear Representative Cato:

The Alaska Railroad is an important asset to the state and vital to
the economy of Fairbanks. For this reason, the Greater Fairbanks
Chamber of Commerce and particularly its Transportation Committee

has devoted a great deal of attention to the details of the pending
acquisition and proposed plans for operation. This has been reflected
in our annual Interior Transportation Needs Report published for the
past three years and substantial input provided at wvarious public
and private meetings.

We have carefully reviewed legislationpending for railroad manage-
ment and operation. It is apparent that theauthors of HB 512 and SB
352 wished to establish a state owned entity to manage therailroao
that was as close to a private sector entity as possible given the
transfer constraints. We highly support this philosophy and offer the
following comments and suggestions to further strengthen this concept.

* We noted that the preamble of HB 512 and SB 352 contains the

basic intent and powers of the legislation, but the intent and
powers are not repeated in the b<dy of proposed AS 42, Chapter
40. Would it not strengthen this intent by setting itin State

Statute also?

* SB 352 and HB 512 offer the most attractive organization to
operate the railroad within the state government. We believe it
is preferable to have the railroad as an operating entity
separate from the Department of Transportation and Public Facili-
ties (DOTPF) or any other state department provided that DOTPF

is substantial!" involved in railroad expansion efforts.

* Al legislation is similar in that the governor appoints a board
of directors to provide overall railroad direction; however, SB 10
establishes a stronger criteria for membership selection. The

composition of the board will determine if the railroad is to be



