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vAlaska Ralbxrad to-the State: orr |Z) *u earlier time specified by
'the "Governor fwlthythe approval the legislature in joint
SieTeeion, A~ 2y ‘ -

TSec. 42.d<L.C3flL %PPQINTMENT{AND COMP_OSIT.ION*QF
TBOA'RD™™ (a)-. Thgng)ar.d of <hrectoms of the aathority consist*
>af-the -cor:]mJaeIdntr 6r trar*oportatio.n and publi_c facilities and six
:public mer:nbersva_pipointed by the governor. ‘ TFle-puinc"rﬁember*
may not be pnbjic officers ar employees.

(b) The public xncrabars of the board must ba confirmed by a
majority of tho membership of the legislature in Joint session.

(cO The goyernor shall, in transmitting the names Sf appoin-
tees to the legislature for confirmation, state, in writing, why
the nominoa Is exp&tcd to contribute to the effective resolution
of the financial, transportation, i\nd legal problems facing the
authority, and why, in light of the identity of othor appointees,
the nominee will help effect a balance/ in the skills and exper-
ience of the board meraborship.

(d) The board eh8ll elect one of Us members to serve na
chairman. The, chairman Is empowered to call meetinga of tho
board and ohalHpreside at the meetinga.

Sec. 42.-40.0*0. TERM OF OFFICE: VACANCIES, tn) The

public mambors of the board shall serve for a term of four



.—except jlmf-wit_h_vrespect to the eix members first
A . "1-pV e . . "

npp ranted. the govei ffor -ehntl designate two t serve a "terra -of

two Myeaxx. "two to .ser* irtnm of three years* and W0 {0 «exve ¥
rry-rr::~" v. r;*, VI M
rn"tenn xif foor jrcant-
- r>*t A vncntlicy -board shall be filled by appointim?nt-
- \RYT* n n Yo * e AVES

:"hy -the governor -and the appointment -must.be confirmed -by} The
=/Negijdature in-jgint session. A member selected to fill a vacancy

=holds office forjlht balance of the fuU term for which his prcd-
eceauor on the board was appointed.

(c) A vacancy on the board does not impair the authority of
a quorum of members to exorcise all the powers and perform eU
the duties of the board.

Sec. 42.40.050. CONFLICT OF INTERESTS. Upon appoint-
ment. annually jduring hie term of office, and upon a change in
financial or business interests which generates a conflict such as
described in thiis section, a board member shall doclnre privately
in writing to the governor* the attorney general of the state,
and tho bonrd.Jany financial or business interest he has which
might conflict t_fkth the public nature of his membership on the
board. Tho at{orney general shell review such declarations and

determine whether there Is or would be ¢ conflict. On the basis

of the attorney:generall® determination, the governor shall direct



tho. member -to£absta|n rfrom votlng W|th rrespect to deusmns— —:'

*
e N w = = - )3‘*' -

=/which would rCJuItfln at conflict, and ’\he -governor; -shall advise T
-the -board of s$c> directive. Further* If-the govexnor believes J
the -conflict is -extenaive or "Would seriously impair "the ability of *
Ry S LRV - \%
-the .member to jserve impartially on the board, the governor mng
remove the menjber from the board.
' * . 42.40.0i00. 'COMI?ENSATION AI\_ID EXPENSES. Members '
of the board aIEaII recgive .no salary* but are fzntitled to per diem
/and travel expalnse* -authorized by law for state boards and corﬁ- ¢
missions under*AS 39.20.180Q.
Sec. 42.40.0*70. QUORUM AND NOTICE OF MEETINGS. Four
members are af[quorum for the transaction of business unles - the

1
bylaws require! d@ larger number. Notice of a meeting of the

1
board, including an agenda for the meeting, must be given to

onch member aqd to the public.

*

Sec. 42.40.$80. PUBLIC BOARD MEETINGS. The meeting*

|
of the board ai]je public, with the exception of executive aessiona

0S permitted AS 44.02.310.
Sec. 42.40.(j9D. MINUTES OF MEETINGS. The board shall

I
keep minutes oT each meeting and send a certified copy to the _

-governaor.- -



1Sc&."f42<dtL™0Q. 1J"TRESIDENT. The DboRrd may employ. i«

-;ipre*ideittdo "mijnape =the -authority. Hisselection i1s subject To

it /—fv Ti . t£" - t_n\J"
"ethe. approval ~ofjthe jgu or. The presudent may not liaveenriy
coem AT VE Y e T - SRR T Bl A"

~inancial Ou’f\l?ﬁjsTiLnes%rintereKL it might ‘conflict with the
/"management "of *j.ntt *uthority "inthe public interest* The -hoard

may delegate agll pgwer* and duties to the president except the
r o= .
1. ; ! *oooe _*

".power to: -t -J "

{a}' 5scue b[mds'or notes; and

e e *9 kmu * >

(b) to commit the authorlty to individual capital projecta with
an estirfmted completion cost greater than $1,000,000.
t
ARTICLE 2. POWERS AND DUTIES.

Sec. 42.40.1;LO. GENERAL POWERS. The authority may
|
Cl) exist continuously as an authority;

C2) ad;opt a aeal;

<3) adjopt bylaws and regulations .governing the
business of the; authority;

(4) sujle and be eued,

(5) apﬁoint officera. employees, trustees, and agents,
and prescribe t;eir powers and duties;

<61 Iii;co legal cou.nsel to represent the authority;

<7) m]ke contracts, and execute instrumcnta necessary '

or.convenient iji the exercise of Ite powers and dutiea,;



T~ ’\aajrlrtra"byjpnrchnae lease, bequest, devise,-gift,

M

V. ’* twf o *

- - #
"the -"srusfactkm bdgdabts the foreclosure of mortgagee, ar"eml-
- Jient domain uncjlor™AS tJ9.55.240 —'OB '55.-460. .and bold, maintain,

-h«e,-operate. Jftaga,-alignate, dlspose of, and convey reaI -or

X~V — 'S* rr*me . © e YR T
pexreonel properly, : L, .
W‘)—S -_l . ’.-*’ L J

-l ir. fSji - -borrow .manory-end issue Its negotiable bond* -
notes and rprowko for and secure their payment prowde for the
right* of thelr holders and purchase, hoId or dispose of any of
Its bonds or naIes, i

(10) secure the payment of its obligations by pledge or
mortgage or otriler lien on its contracts, revenues, income, or
property* except that it may not incur secondary liability by
guaranty or endorsement of the obligations of another -orpont-
tion or legal en;ity, except endorsement of checks, bank drafts,
or other commericial paper in the ordinary course of bininess;

(LI> acéept grants or loans from and contract with the
f.ederal govemn!nont. the state, or its political subdivisiona, and
to that end comply with the provisions of federal, state, or local
programs when Jcnecensary;

(t2) scfpxire, hold and dispose of stocks, memberships,
contracts, bonces, or other interests in -another corporation or

*

\Y, 1
legal entity, arid exercise the powers or rights in connection
oyt H” rrr’ :



" ~with these Twhich are provided in contract* or agree-
*B-EmrT., W.:
ii/fgspfe?: .-
and which are Zallowed by law concernlng the satisfaction

- -of-debt*; --Jn .C-7 - !

> Ji-Z vemlV. £
-C131 prproide ifor the opsration, maintenance, and control

-dhe ~tradks 5hd eqcfipment- trarusferred to it by the federal

‘i - - - < EErce >
NS;15£r' Vi Jgovernmgnt or by *my /person
“T - —o_o* e - L
IY‘\ i acfyulre conotruct, malntaln eqU|p, and operate

connecting, swutehlng. termlnal, or other rallroads and railroad
facilities in the State;

(15) do what is necessary to carry out ite powers end
quties under th%s chapter or other laws of the state, or the laws
and regulations [of the federal government.

Sac. 42.4D.Ij|i(-),, OPERATION OF ALASKA RAILROAD. The
authority shall provide for the operation of the Alaska Railroad
after it is tren”™fcrred to the authority by the federal govern-
ment, and May j;cxtend the operations of the Alaska Railroad to
the extent that!»the authority considers desirable in order to
promote economit growth and development in the stale.

Sec. 42.40.130. REGULATIONS. Thi board shall adopt
regulations In a<ccordance with the Administrative Procedure Act .

(AS 44.G2) So lijiplement this choptor. - :



Scc. M2.-40.140.. 7-iANNUAL REPORT*' -'The board -shaII prepare

gr-- T, o X Tt s . .
AL -mid <Fi*trzbute J: ofthe”governor -and to -each Ieglslator by x»ecem—

~ J - o - /report descrlblng the operatlons flnanC|aI -

’\’\I’\f’\’\Z’\ohxfitign,'>m phoxt .and Iong -term plana of the authorlty The

o ENr G T Y Voot Lok

relating to the operation of railroad facilities of the authority*
T2?7"— Sec. 4Z. 40*IpQ ANNUAL AUDITS* The board uhall have the'
Pt ‘fmnncial recore}b of the authorlty audited annually by the
'f-e = legislative audi%or* If an audit i» conducted by a private'-
certified publlcjlfaccountant. the legislative auditor may accept
that audit In e;:‘tllsfaclion of the requirements of this section.
Tha legislative \S/Auditor mey prescribe the form and content of the
financial recordja of the authority and may have nccoss to those
records at any .itime.
ARTICLE S. FINANCIAL PROVISIONS.
Sec. 42L.40.i|cl)Ci. BONDS AND NOTES;, (a) The authority,

J
by resolution of the board, may issue bonds and bond antici-

? ) i
o pation notes to -provide money to -carry out its pnrposas.
1

- ‘v ~ Cb) The prlnC|paI and Interest on the bonds or notes of the r
v":JLSLr oy ‘f\o *,',j. * - ! w
B3 authority, is psVsble from money or asseta of the authorlty
FAr. - IrBond ontidpntign jnotcx may ba payable from the proceed* of the

3V« - ¢ 2



< Co j*
of fronds j>r"from fhe proceeds
ANANT ~ AScapation jrotfh <”\JIf Ibmjd or bond anticipation jnote proceeds
igg?C;>r *re”riot -available, fhcbjotex may be paid from other 'money”or '
H—

AoverimjentJ-~"a.-ccirporation”® association, -institution or person*

-' ttP aJpIedge oT tnonf>v/ income, or revenues of Che authorlty from

,g ‘I d‘(@i" % - L . e
nny source. I

.’ (c) Bonds a bond anticipation notes may be issued in one
or more scries iind shall be dated, bear Interest at the rate or
r\?er year {or within the maximum rate, be in the denomi-
nation, br in tike form, either coupon or registered, carry the
conversion or rfcgiatrnUcn provisions, hava the rank of priority.
be executed in!ithe manner and form, be payable from the
sources in the fnodium of payment and place or pieces Inside or
outside the stalSe, be subject to authentication by a trustee or
fiscal agent, ond. ba subject to the terms of redemption with or
without premiui\g;, ats Nt rcaolution or the board may provide.
Bond onticipntit™ notes shall mature at the time or timoK as may
be determined tj!y the board. Bonds shall mature at the time,
not exceeding-5]) years from their date, jog may be determined by

the board. Bellora the preparation of definitive bonds or bond

»**f' e . ‘W .o L 'm ) Vt

- £ - e e >
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anticipation notes, the authority may.lssue interim, recoipts or
temporary bonds of bond anticipation notes, with or without
coupons, exchangeable for bonda or bond anticipation notca when

these definititve. bonds E)r bond anticipation notes have been
executed and are available Tor delivery. T !
(d). Bonds or bond anticipation notes may be sold in the
«..*nner, on tho terms, and at the price the board determines.
(e) If an officer, whose signature or. a facsimile of whoso
signature appears on bonds or'notes or coupons attached to thom
ceases to bo an officer before the delivery of the bond, note or
(;oupdn, his.signz;tfj?e of facsimile is valid the same as if he had
/ remained In offlco until delivery.
" (f) In a resolution of the board authorizing or relating to m
the Issunnco of bonds, or bond anticipation notas, the board has
power by provisions in the resolution which will constitute
covenants of the authority, and contracts with the holders of the
bondo or bond anticipation notes: -
(1) to pledge to any payment or purpose nil or

any part.of Itc revenues to which its right then oxistc or may

thercflifter exist, and .the money derived from the revenues, and

the proceeds of Its bonds ortnotes: t

- 13 -



TA->~-gbv: —~3C2ythCOV|ennnt agomgm;Trsﬂmm;mg all xyr-any part of *
n kcac&t. .. !

SPSI?;rASIMEslrewnuaad; <im.;a™nBt-pannittinir -or-*n£|

—H1> = r™ ~' VXS 'tio -Covenant xis to

- L J

gAn _ Av L, alnking™funde And -the provision for snd tha xegnlatlon and -

? Y-* *k_ r/\'C* res‘ I_ * -. e e ° &= . *.._; -’ *

WZWZF“ l-dlsposmon ofthe reserves or 0|nk|ng funds . e -

pSirz'  -o meef o ZJ N-m e ) . ..

A A o : <4/ to "covenant withrespect to or against limita-
q((o/*_n ..o“%!o«));((o _o“;'oo - - - - * ®

_41,.t

; N*Itfoneon a*right to sell orotherwise dispose ofproperty of §<rr1y
Mnd; me - r
(5) to covenant os to. bonds and notes to be
issued. and thefr limitationsc rms and conditions, -ind an to the
custody* application and dispot 'an of the proceeds of the bonds
and notes; ; .
(6) to covenant as to the issuance of additional
bonds or notes/ or as to limitations bn the issuance of additional
bonds or notes :and the incurring of othar debts;
C7)t .to covenant as to the payment of the principal

of or interest on the bonds or notes, as to the sources and
t

il " methods of payitient* as to the rank or priority of the bonds or

sA\L"S' notes with respect to a lien or security, or as to the acceleratlon-
V> % x| . e
'*& -of the maturity jof the bonds or notes;



against -extending ;-the flute for fhe O S

_ ) X K o @ *
-payment =0F3ronds <ozv.notes or interest on the bonds or notes;

TprAwr ' ®7 \[C10> lo -covenant as to the redemption of bonds or
A\ .OnateB and pri_\i’iileges ;of fhair exchange for other .bonds Ol notes
iof tha inuthorit /. ~

> : (_11’é> to covenant to create or authorize the creation
of sptrial funds of money to ba held in pledge or otherwise for
op;arating expeﬁses, payment or redemption or bonﬂds or notes.
reserves or other purposes, and as to the use end disposition of
the money held fin the funds:

(t2j to establish the procedure, If any, by which
tha tarms or s -contract or covenant with or for the benefit of
the holders of bonds or notes Wdy be amended or abrogated, the
amount of bonds or notes the holders of which must consent to
amendment or abrogations, and the manner in which the consent
may be given;

(IS) to covenant as to the custody of on} of its

properties or investments, their safekeeping and insurance, and e

the use and disposition of insurance money;

. -3 < M-" 1
« iy ey ".—3/0 . M-"rv - 1 <

V. —..»
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x -
Jbabflde rthttr tate/}'ﬁropertfy rights. powers imd dutmm;\%rnst/;l

-'-*‘E”Y_T*'ff s o — i o

«ghe jax~tha authority-rnsy.~determine, which mny rnclnde-gny -orr*aH -of
rights, -gpbwera inid ~flufles "of -any . .trustee appointed 3>y lha -
J.hxxLdars ofTroROs or -notes or the .authority, ararl lo limit or
"Nabrogate thexightsor the holders of tho bonds or notes, of tho
Loy . JI* v ox* . . .
fal -authorlty to appomt a trustee under this chapteu-or IfmiL the =
w.Mw.J 7 " righto, jidwerti tand dutles of the trustee; *
A B (15) to pay the costs or expenses incident to the
iy s o el
enforcement of —‘t‘he bonds or notes or of the provisions of the
2’*} f | resolution or of a covenant or agreement of the authority with
the holders of t.ie bonds or notes: .

(IS) to agree with an authority trustee which may
be a trust company or bank having the powers of n trust com-
pany inside or outside the state as to the pledging: or assigning
of revenues ortfunds which or in which the authority has any
rights or interelst; the agreement may further provide for other
rights end remédies exercisable by the trustee as may be proper

for the pratectlbn of the holders of bonds or natoi* of tho autho-

-rity and not otherwise in violation of law and may provide for

%z - . . - -
|0ﬁ8'§/ . -the restriction of .the rights of an Individual holder of bonds or
1 - > Iy N
y - v_ :"notes of the authority;
AX? .*; ’: . * . « ’:'o
21 - ;?n» '{\, 2 . . :'\;: ) ?



Hekk . ** e | < * ¥ . {-» eee' * ee

4 fiVv:., - CITb"lto *ppt™*nt and prOV|de far dhe duties and

"oir.- 1’\ . -

* [ uu . -000 * o¥

-obllgatlong’\of a’\sylng agent or paylng agents -or other.fSdnci-

i - L i- -v= “r e me* < # —

fr|a % the resolutlon may prowde |ra|deor outaide the stater;
mi+" s eNee

I (135 I|e Him't the rights of the holder* of wandsdr

J_._ * - = * Ay

notes’ of "the- authorlty to -enforce a pledge or dovenant securing-
the bonds or notes; and

R s S &
(19" ‘“to make covenants other than and In addition

*

to the covenantss* ~expressly authorized in this section, of like or
different character and to make the covenants to do or refram
from doing the'acts and things as ma’\ be necessary, or con-
venient and de3|rable in order to better secure bonds or notes
or which, in tlje absolute discretion of the board will tend to
juske bo ;Je or inotes more marketable, notwithstanding that the
covenants, actsjlor things may not be enumerated in thin section.

Sec. 42.40.1jr0. INDEPENDENT FINANCIAL ADVISOR. In
negotiating the private sale of bonds or bond anticipation notes
to an underwriter, the board shall retain a financial advisor who
la independent jfrom the underwriter.

Sec. 42.40,180. VALIDITY OF PLEDGE. The pledge of
assets or reven:Jes of the authority to tho payment of the prin-
dpal or xntoerjO: on bonds or notes of the authority is valid and

1
binding from the time the pledge ia made and the asset* or



- A

ANNNN N> po 3revenues acre im?nediately subject to "this lien -of "the pledge -wztb-
. . - —F , eeers , =
physical.de)ivtry-or further act. The licnot a pledged*

-yA et s

g yyBgy.;;;”valid and Thfaadmg againtit jnll parties hearing claims of any Mndin

e ~\-:>:A " L od_ —woe_
-/?- -tort, “contract, ur otherwise against the authority, irrespective
S5wi ;? V= a* Y% .-
;_ofwhether-those parlies have notice oIC the lien of “the pledge.
Nprwrgy- —,'Ii;'nyZ-S*- ” |
= Trotiteng 4XFeds seetion prohibits the authority from*selling-assets

Vi Ke kL
‘e “-subject to a pledge, except that a sn}e~mny be-reatricted-by-the «

?’%*r*p‘—T*"t .%o -
truet agreementfor resolution providing: for the damienr”-of the

~bonds or notes.:
Sec. 42.40.1&0. RBMBDIBS. A holder of bonds or notes or
a

of coupons attached to them issued under this chapter, and a
1

trustee under 4 trust agreement or resolution authorizing the
9

issuance of the (bonds or notes, trcccopt as restricted by a trust

agreement or resolution, eithor at liw or in equity, may enforce

>»

all rights granted under this chapter or under tho trust agrce-
I

ment c .-resolutison, or under any other contract executed by the
authority underb this chapter, and may enfarco and compel the

performance of iall duties required by this chapter or by the"

trust agreement! or resolution to be performed by the authority

1
G or by an officer]c of it.
n
et -Sec. 42.10.2?0.* NEGOTIABLE INSTRUMENTS. Bonds ahnd

A AT - i - . ] i
notes and inter rot coupons attached to them issued under this



ovif gnatethvamts. .under H iq Jiaw* .-of this Y
PATEPPT.L v-~~;ZrfM-1T-—~73} Z27~> *"S" "

”o_ /\L/\SZ S .'X - i . e e [ ] e — -
-HocTikt 7ccmipnnien,: ’\banklng associations, investment cbmpmuea >
ST S ee - =l xsoq 0 . - 1

SrSi3*meZ.u exeenter's, ndlr"nlstretorc -trustees and other fldu0|ar|es may
> *c e o o] - D" e _
-properly and legally invest funds, including capital in their

* & - * P ° *

a j
D \Z control or belonging to them. These bonds and notes may .be

[ e, deposited with Ja state or municipal officer of any agency or
political subdivision of the state for any purposa for which the

deposit of bondjs or notes of tne state Is authorized by law.
Sec. 42.40420. REFUNDING BONDS. (a) The authority
i
may provide foj* the lesuance of refunding bonds for the purpose

1
of refunding nrjy bonds then outstanding which have been issued

under this chafptor: including the payment of any redemption

premium on, thcim and any interest accrued or to accrue to the

e *

date of redemption of. the bonds. The laouonce of the refunding

bonds, the maljurlflo* and othor details of them, the rights of

] 1
. * tho holders of ithem, and the rights, duties and obligations of
&~H. . 1 - - . -~

oo &, rar -9
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XWi. et?"™*"i:*-*.;r uZ%. .uTrr* . ; . —_—
~ * X i - F* Nee o’ o tr** ée

ANNAA TR e | ju Mt FERy Tigtre~pecti or ¥&vem are governed by ihe _proviaaons ..' .. /e
*=~gyF e A 7—="v m_ee * e *Hrj.-* WD N, C

N~ NP~~~ Uller n N "ZbandK -1

y >0 > \ e m el

‘purposes/ to £ha purchase, redemption or payment of fao' = e
£e;/8;" /= *.. J - . . ... elee__. -
7, CZ -Z. .-outstanding bo”ds. Ponding the application oE the proceed* of
refunding bonds, with any other available, money, to the payment
of the princlpa(J accrued interest and any redemption premium
|
on the bonds tjeing refundad, and; if so provrinded or permitted

|
In the rccQlutlo™ authorizing the issuaare of the refunding bonds

or In the trust;tagreement securing them, to the payment of any
Interest on the refunding bonds and Hny expenses in connection
with die reftmhing, the proceeds may be invested In direct

obligations of, gr obligations the principal of and the interest on
which ore uncolnditionally guaranteed by, the United States of
America which 1!nnture or which will be subject to redemption, at
the option of the holders of them, not later than the respective

dates when thej proceeds, together v;lth the interest accruing on

them, will be required for the purposes intended. =

PN —

/\5* N

-20 r



-r o-2W vi&redit of state not pledged. . 00

Tile « iithority —Iﬁay/not pledge The credlt -or lha Taxing power.-of

S ry 7" i de ; m - __. N e
The estate -or its Ipolltlcal subdivisions. The -stateand its polltlcal
® e _J° 7 | o~

NZANV L stibdlvifldons are not liable for the debts of the authority. , vy. .

W**\k **m ° *.. l ° ° * Y
yyyzZzZz.. . J..<b)y. Bands lend notes |ssued -under this chapter do not

, r 1 -
- constitute a debt, liability, or obllgatlon of the state or of a

Br?*i5. BT . o
' political subdivision, of the state or a pledge of the faith end
- credit of the state or of a political subdivision but ere payable -
o - 1V .

V- solely from thsjrevcnues or assets of the authority. Each bond

I. -—j and nobe issued; under this chapter shall contain 0N its faI:e d
statement that jiie authority is not obligated to pay it nor the
interest on it epccept from the revenues or assets pledged for it
and that ncithej: the faith and credit nor the taxing power of the
state or of n pcl>litical subdivision of the state is pladged to the
payment of the Bprindpal of or the interest on the bond or note.

Sec. 42.404i40. OFFICERS NOT LIABLE. An officer or
employee of the|] authority is not subject, to personal liability or
accountability boecause of his execution of bonds or notes or the

issuance of thorn.
Sec. 42.40L280. TAX EXEMPTION. Qv The exercise of the

1
powers granted) by this chapter will be in all respects for the y

benefit of the people of the state, for their well-being and



77">

lpr0\6|3|ons -of inis chapter« r -on the income from the property.
o< o~ 3 r--
m-de i/ t- r- r~oet -

7- ZI _JCi>) ZBonds knd notes issued under this chapter trre declared
.to. be issued by body corporate and public of the state end far

" oeg* ofm ~T W -
on essential- pl"lec"end governments' purpose, and the bonds

vafti o and-notes, and} the interest and income an and from the. bonds

;nd notes, «nd|I all feec. charg]e*s, funds, revenues, income and
other money pl%dged or available ko pay or secure the payment
of the bonds artld notes, or interest on .the bonds and natas, sire
exempt from taxation except for inheritance, transfer and estate
taxes. "

Sec. 42.40-J)SO. REVBNUES, Revenues generated by the
Alaska Railroad™ Authority do not become part of the general
fund of the at“te but shall be held in an- independent fund
available to thejauthority for railroad expenditures.

AR'I!ICLE 4. GENERAL PROVISIONS

Sac. 4240.jzBQ. PERSONNEL EXEMPT FROM STATE

PERSONNEL AC>T. The personnel of the authority are in the

exempt atste service under. AS 39.25.110.
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-DEFINITIONS- In this chapter, unites ibe

Railroad -Authority

the board of director** of the Alaska :

sr2'Z-'\72Z--m= = - (3) "rnlroDd and railroad faculties" Includes, but is not
e L A LTI -

t Tainted To, *cracjcs,, spurs, switches, terminals, terminal facilities,
“road _beds_;'T_;riglht.s-jgf'~l\/va.y!, bridges, stations, railroad ears,
Iocomo't"lves Br Irather vehicles constructed for operation over
xailroad tracks] crossing signs, lights, signals, storage build-
ingc, adnrinistrj(itlon buildings, repair buildings-, and aU struc-
tures, materialsI and equipment which are deemed by the Bonrd
to be necessary for the operation of a railroad.”

* Section 3. ’\IXCCpt as Mady be specifically provided otherwise,

the provisions qjf this Act take effect upon enactment.
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should the borrowing requirements generated by short term debt be
reported and mchitored? Are there adequate provisions for coorjrniation
with other capital programs?

How should legislative oversight be exercised?

*WPyat procedures should the legislature/Ose to monitor the
agency"s performance with respect to goals? Legislative performance
audit? Periodic putVlic hearings or committee i/vestigations (special
circumstances only)?\ Legislative veto of fi/iancial plans or budgets
which will exceed spending ceilings?

Legislative oversight should n6t involve intervention in
specific management applications of Policy (e.g., approval of specific
loan applications, personnel actiqg/s, contractor selections, detailed
budget lines.) If legislal iGdgment dominates these types of
administrative action, the advantages sought from using *he corporate
form in the first place are/lost.

In order for legislative otarsight to be effective, legislative
staff reviewing and dealing with the corporations must be adequate to
keep up with the material comin to it,Vo analyse, to summarize, and to
help distill out tie policy implications.\ Investment in the capacity to
continue to evaluate the public corporation\would be small in comparison
to the state /ppropriations supporting them.

Legislative oversight tools that have beVi used Outside include
public authority control boards, special investigations, assignment 01 a
full-time performance auditor to individual corporations, and codified
corporation control acts. In other states, recent initiatives concerning

public corporations have been part of broader efforts to strengthen debt

management policies generally.
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4. Implications of the Guide for the Alaska Railroad

The framework described in this Guide has implications for
proposals before the Legislature. This Guide suggests that no public
corporation should be created without thorough consideration of the
rationale for selecting the corporate form and consideration of
government alternatives. For example, an assessment of organizational
alternatives for state ownership of the Alaska Railroad was undertaken in
July 1981 for the State Department of Transportation and Public
Facilities (An Assessment of the Alaska Railroad: Ownership and
Operational Alternatives, by John T. Gray and John A. Bivens), and
concluded that the corporate form would be best. The analysis noted
these “"disadvantages®™ to the railroad as a state line agency:

- lack of ability to obtain essential capital investment
funds except by state appropriations;

- competitive issues related to marketing, management
Fflexibility, state agency regulations and procedures;

- potential for even more direct political influence on
operational decisions;

- the public service versus business orientation questions.
The report went on to note "[The state agency alternative]
clearly does not meet most of the criteria established for a viable
railroad organization. A state agency organizational structure is the
leist desirable of the three alternatives discussed.”
That conclusion may be correct, but it should be noted that
access to the bond market js possible through alternatives such as state

transportation bond issues or departmental revenue bonds. In any case
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the experience of the Alaska Railroad as a federal agency indicates that
two attributes should be sought above all others: 1) flexible,
concentrated, business-like management and 2) policy control by state
government, exercised in the iInterests of Alaska.

Regarding the corporate form, the study of organizational
alternatives noted:

The principal advantages of the authority or public
corporation alternative are an ability to obtain access to
required capital funds and freedom to manage and operate the
railroad within policies established by a board. Management
could be given flexibility and responsibility for its decisions
ar,j could also be held accountable for its decisions. Passenger
service could bo accounted for separately and not subsidized by
freight servico. The Alaska governmental leadership could
determine the appropriate levels, locations, and other
parameters of passenger train service. Thus, under this scheme,
it might be possible to reach a compromise between the public
service and business purposes of che railroad.

That discussion raises two issues that are not resolved in the
bill to establish the Alaska Railroad Authority (CS SB 212
[Transportation]). First, what decisions should be made or reviewed by
state officials to assure the public service purposes, and what decisions
and prerogative- should be left to management to assure efficient and
effective running of the railroad enterprise? Second, what volume and
purposes of subsidy should be planned for the railroad?

This Guide suggests that legislative authorizations and
mechanisms for supervising the corporations should be based clearly on
the premise that the corporations are wholly owned subsidiaries of

government. CS SB 212 [Transportation] makes the status of the

corporation as a state age.icy clear:

Sec.42.40.330(e): "the authority is an agency of the State of
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Alaska for purposes of jurisdictional deterrriinations and
judicial review " Sec.42.40.100(c)(4): the authority shall
act '"on behalf of the State of Alaska™. Sec. 42.40.200: the
authority is an "instrumentality of the state within the
Department of Transportation.....with legal existence independent
of and separate from the state.”

This Guide suggests that legislative intent for the goals and
mission of the corporation should be sufficiently clear to provide policy
guidance, criteria for performance evaluation and financial planning.

But fundamental 1issues are unresolved in CS SB 212 [Transportation],
which provides only that the Alaska Railroad should be operated to:
carry out its responsibilities on a self sustaining basis" and to
"provide the best possible combination of high quality and reasonably low
cost transportation™, but be "supported where necessary by state
investment in railroad capital improvements."

Is it or is it not to be self supporting? Are both freight and
passenger services to be self supporting? Or are operating expenses to
be paid for from the fare box, while capital investment is publicly
provided? Is public investment to be repaid? On what schedule and with
what interest? If it is not repaid, does it have <trplications for the
competitiveness of other components of the state"s transportation system?

IT these decisions are not to be made by the legislature at the
time of the creation of the authority, what process is established by the
statute to make these basic public policy decisions over time? The
railroad®s fare structure, mix of services, and collective bargaining
agreements will each affect the degree to which subsidies will be

needed. According to this Guide, a procedure for governmental

participation in these decisions is essential, whether it be Ipgislative



1r
21

fiat, review by the Department of Transportion and Public Facilities,
review by the governor, and/or regulation.

Because of the ambiguity in the biM, basic issues of fare
structure, subsidy levels, state investment and pay back may be left to
the authority management to resolve and bargain over, with little clear
guidance from the Legislature. Some forms of capital subsidy will be
necessary; some form of operating subsidy may be necessary. According to
what criteria; what limits; what procedures?

The Guide recommends that there be an orderly and timely process
for assessing and controlling the impact of the corporation on state
budget and credit. CS SB 212 [Transportation] implicitly pemits subsidy
of the railroad authority by state capital investments or "-evenues "“from
whatever source"™ to secure authority notes, but it is not clear about
state or executive participation in, or review of, rates and fares,
collective bargaining agreements, service expansions or contractions or
debt ceilings which are crucial decision making points that will
determine the volume and the effect of subsidies iIn the future. These
decisions, plus the control over land (albeit in conduction with the
Department of tural Resources), place very important policy powers in
the hands of a council of six citizens witl staggered terms.

Article 7 of the bill concerning state oversight provides
procedures for gubernatorial veto, action forcing and intervention which
are thorough. But by the time the specific undertakings described would
be formally proposed and subject to these procedures, many options could
be closed. Therefore review and approval of long range program and

capital plans will be the more important process for purposes of policy
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guidance and oversight. Proposed service changes and credit transactions
should be required to conform to the approved long range plan. The
opinion of the Commissioner of Transportation should be required for
state review under Section 7, as well as for annual approval of the long
range pl ,. Service improvement and performance targets should be
include i in the annual plan and used as criteria for performance audit by
the legislative auditor.

One procedure that might be provided for would call for the
authority to include in the required financial plan a recommended fare
structure that would completely cover costs and investment payback.
Government decision not to approve such a fare structure would then have
to be accompanied by either specific commitments to provide compensating
subsidies or specific cost cutting proposals. The active involvement of
the Department of Transportation would be needed to carry this out. The
importance cf some such arrangement can be underscored by the
inefficiency of public rail systems t"sewhere in the country where
disorderly annual negotiations over fares and subsidies have left
corporate managements without financial stability or the capability to
plan for improvements. Moreover, if these issues are not resolved by
orderly public decisionmaking processes, they may be resolved
unilaterally by corporate management through bond resolutions that
guarantee certain revenue levels be maintained and collective bargaining
procedures that determine cost levels.

The Guide suggests that responsible executive officials should
be able to influence the major decisions of the corporation in order to

provide coordinated and coherent state policy. Yet, as CS SB 212
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[Transportation] is written, the Commissioner of Transportation iIs in an
uncertain position with respect to the authority. The Commissioner Iis
one of seven board members; there is no requirement that the Commissioner
be chairman. Alternatives should be con idered. The manager of the
railroad corporation might report to thf Commissioner, making the council
an advisory and review board rather thar a governing board. Or, the
Commissioner could be named chairman of the governing boaru, which might
be expanded to represent a wider range of interests.

The Guide notes that fixed management responsibility and
concentrated executive leadership are important parts of the business
model that public corporations are set up to take advantage of. Yet the
bill divides management authority (Section 42.40.250) in ways that may
involve the governing council in too much detail ($11,000 real estate
transactions; incurrence of debt., however small, and all changes of
services). This may divert the council from policy issues such as
program and capital plans and the establishment of rates.

In addition, the bill"s provisions for appointment of railroad
authority executives involve the council in appointing and removing
personnel other than the general manager. This may nuke it more
difficult to recruit a topflight railroad chief operating officer who
will want to bring in his or her own management team. Accountability may
be better served by giving the manager clear authority to manage, within
the parameters of government policy, and holding him or her directly
responsible for the results. The Legislature may therefore wish to
consider whether the general manager should appoint, and have unhindered

powers to dismiss, executive officials. Council involvement through



other executive appointments and the provision that executives serve "at
the pleasure of the council™ merely divides management responsibilities.

The Guide suggests that corporations be exempted from standard
admin®"strative procedures only as required. CS SB 212 [Transportation]
AS 42.40.330 provides blanket exemption from the Administrative
Procedures Act, except for public meetings and legislative review. There
appear to be no criteria or standards for coroorate personnel,
accounting, contracting or procurement systems. While management
flexibility will be served by these exemptions, management quality is not
assured by them. The characteristics of the personnel system might be
specified. (Will civil service rights be superimposed over collective
bargaining rules? Must recruitment and promotion be on a merit besis.-")
In addition, the legislature should require that the corporation®s
accounting system be approved by the legislative auditor or that it
accord with Generally Accepted Accounting Practices (GAAP).

The Guide recommends that corporations develop systematic
procedures for dealing with public iInterests and opinions concerning the
distribution of benefits among groups and localities. The Legislature
may want to consider mechanisms for involvement by citizen advisory

panels or regional organizations, or by local governments.
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Tes 1imony of Totem Ocean Trailer Express, Inc.,
Before A aska Senate Transportation Committee on
Senate Bill No. 212 April 6, 1982

Mr. Chairman, Members of the Transportation Committee:

I am Leonard Shapiro, Vice President of Pricing for Totem
Ocean Trailer EXxpress. Tote operates two new deep water
Ro/Ro vessels between Tacoma, Washington, and Anchorage.
Alaska, where we interline trailers to motor carriers

and the Alaska Railroad for movement to the interior of

Alaska.

We at Totem greatly appreclate this opportunity
to express our views concerning th%‘ transfer of the
Alaska Railroad to the State of Alaska. It should be
noted that Tote J is among the top five (6) customers
the Alaska Railroad and, therefore, we strongly support

a financially strong railroad.

Totem has analyzed in great detail Senate Bill No. 212
and we wish to offer our support to most of the bill. We
feel it enables the State of Alaska to smoothly handlethe
transfer of power from the federal to the State level. We
specifically support the position which Senate Bill No. 212
takes on future expansion of the Alaska Railroad, 1nasmuch
as the railroad would be the most economic means whereby

the State can develop its extensive mineral resources.



Development of these resources will mean a significant
increase in the economic activity of f.ie State and, therefore

an increase in the economic activity for all carriers.

Many of you have undoubtedly heard rumors concerning
lotern®s position on this takeover of the Alaska Railroad
by tho State of Alaska. I wish to assure all present today
that rumors to the effect that "Totem opposes the takeover
of the Alaska Railroad by the State and desires the "lroad
to remain under Federal control™ are totally untrue.
Further we have absolutely no desire to "tie the hands of
tho. Alaska Railroad” for rate purposes. Totem"s sole desire,
insofar as Senate Bill 212 i1s concerned, is to ensure that
all participants iIn Alaska®"s 1intergrated transportations
system "play by the same rules™. As | mentioned above
Totem is on? of the top five customers of the Alaska Railroad
and as such depends on the Alaska Railroad for a significant
portion of tie transporcation service we need in order to
reach the interior of the State. For Totem to oppose in
any way legislation which would ensure a financially sound

railroad, would be sheer business fTolly.



In reviewing Senate Bill 212 there are two primary
areas of concern for Totem. These are -
(1) Entry of the Alaska Railroad into the water carrier or
motor carrier fTield - it is Totem®"s belief that the
Alaska Railroad will "have its hands full"™ in the coming years
improving its right-of-way and extending its right-of-way
to tap the mineral resources of the State of Alaska. Private
enterprise has shown a willingness to supply necessary
water and motor carrier services both within and to the
State of Alaska. We can see no need for the Alaska
Railroad to operate in competition with these services.
Obviously 1if private enterprise refuses, does not,
or cannot supply these necessary services the railroad
should return to the State Legislature for specific

authority to enable it to enter into these businesses.

(2) Rate making policies of the Alaska Railroad - The Alaska
Railroad, by virtue of State ownership, will enjoy both
direct and indirect subsidies. By direct subsidieﬁvl
refer to such items as direct cash appropriations from
the State Legislature for either capital or operating
purposes. Indirect subsidies would take the form of the
ability to finance debt utilizing tax exempt bonds, the
ability to avoid the payment of federal, state and local

property and income taxes, freedom from the need to earn

a pro it with which to support added investment, a reduction



in expenses based on a State-owned entities ability

to avoid paying for license and other fees, etc.

Private carriers faced with competition from a
State-owr®ed entity are at a distinct disadvantage i1f such
competition is based on '"cost alone”™ inasmuch as tba State-
owned entity has the benefit of both direct and indirect
subsidies. In the case of the Alaska Railroad cross
competition exists for a segment of the rail market. We
at Totem have no desire to have any impact on the pricing
policies of the Alaska Railroad for the movement, of trad-

itional bulk rail commodities.

We feel, however, that the Railroad should not be \
allowed to utilize either direct or indirect subsidies in
the pricing of cross-competitive commodities where they \
wish to offer rates below those of the privately owned

carriers.

Totem has proposed amendments to S.B. 212 which
would prohibit the L"ailroad from pricing below the levels
set by the privately owned carriers where the railroad
utilized either direct or indirect subsidy to achieve thi.»
level of price. It should be noted here that we have no

desire to stop the railroad from meeting rates set by the



privately owned carriers. We also have absolutely no desire
to stop the railroad from pricing below the rates set by
privately owned carriers 1If the rate does not include the

utilization of any direct or indirect subsidy.

We have offered a series of specific suggestions
to committee staff from both houses concerning these

areas and we look forward to continuing discussions with

you iIn these areas.



Anchorage
CHAMBER of COMMERCE

Cros IVorld

April 16, 1982

The Anchorage Chamber of Commerce believes S.B. 212, dealing with
transfer of the Alaska Railroad from federal to state ownership,
should not be passed by the Alaska Legislature in its present
form.

The Chamber urges the Legislature to amend the current bill to:

1. Preserve the integrity of the railroad and its
assets entirely, maintaining it as a unit to ease
the early transition into private ownership, con-
trol, and operation. Both assets and liabilities
should be transferred together, enabling the rail-
road to retain the basis of self-support.

2. Preserve the employment environment for all of the
raillroad®"s present employees, not making state
ownership a relative penalty.

3. Establish the Alaska Railroad Authority as an inde-
pendent entity, owned by the state, but not a part
of any existing agency or department.

4. Include in the legislation only those elements of
the state®s open meeting, freedom of information,
conflict of interest, and administrative proc-dures
regulations and statutes which represent a departure
necessary for conduct of the railroad®"s business.

5. Provide for an independent Board of Directors, not

including representation of the administration
other than by the Governor or Lieutenant Governor.

Frank N. Van Zan.t
Executive Vice President

ANCHORAGE CHAMBER OF COMMERCE - 415 F STREET, ANCHORAGE. ALASKA 99501 - (907) 272-2401



EVALUATION
OF THE
INTERSTATE COMMERCE COMMISSION BUREAU OF ACCOUNTS
SECTION OF COST DEVELOPMENT JUNE 15, 1981 STUDY
OF THE ALASKA RAILROAD WATER/RAIL CONTRACT RATES AND
WATER/RAIL TARIFF CHARGE RATES



Executive Summary

This evaluation of an Interstate Commerce Commission (ICC)
examination of the Alaska Railroad®s pricing was occasioned by
expressions that the ICC had concluded that the Alaska Railroad
insofar as it competes with private companies 1is not pricing
below costs. No ICC study stands for that proposition.

Working with data supplied by the Alaska Railroad, and thus
presumably favorable to the Railroad"s position, the ICC report
in fact demonstrates that the Alaska Railroad®s prices for competi—
tive service are provided at a level below the costs the Alaska
Railroad would experience 1if it were an unsubsidized private
enterprise.

A recently released General Accounting Office study casts
doubt on anyone®s ability to determine whether the Alaska Railroad
is pricing, above costs.1/ GAO concludes that despite its having
drawn attention to the railroad"s lack of costing data, corrective
action was not initiated until December, 1981, and 1is still, not
completed. Thus, the Alaska Railroad®"s costs of providing freight

transportation service 1is still unknown.

i/ Comptroller General®s Report to the Congress, Alaska
Railroad®s Federal Rule Should End; Some Management Problems
Remain, February 25, 1982, hereinafter, "the GAO Study,”
pages 14 and 15.



The Conference Report on Appropriations for the Department
of Transportation and Related Agencies.?/, for fiscal year 1981,
directed the ICC to provide a determination (along with support—
ing data) to the House and Senate Committees on Appropriations
as to whether the Alaska Railroad®s (the "ARR"™ or "the Railroad"™)
water/rail contract rates and water/rail tariff charges recover
the full variable cost of such service as well as any subsidy
allocable in providing such service. The pertinent part of the
Conference Report states,

PAYMENT TO THE ALASKA RAILROAD REVOLVING FUND

Amendment Number 36: The Conferees also

direct the Interstate Commerce Commission, 1in coopera—

tion with the Federal Railroad Administration ana the

State of Alaska, to provide a determination (along with

supporting data) to the House and Senate Committees on

Appropriations as to whether Alaska Railroad water/rail
contract rates and water/rail tariff charges recover

the full variable cost of such service as well as any
subsidy allocable in providing such service. Such de —
termination shall be provided no later than June 1,
1981.

Report No. 98-1400, 96th Congress, 2d Session, p. 14.
The Senate Appropriations Committee gave 1its reasons for ordering
the study as follows:
"The Committee 1is concerned that the federally owned
and subsidized Alaska Railroad may be pricing its
interstate water/rail services at a level so low as to
threaten the existence of 1its unsubsidized private
carrier competition...".
S. Report No. 96-932, 96th Congress, 2d Session, p. 43.
The I1CC completed the required study, entitled, "Study of

the Alaska Railroad Water/Rail Contract Rates and Wafer/Rail

Tariff Charge Rates Pursuant to Amendment No. 36 to the Conference



Report Making Appropriations Cor the Department of Transportation
and Related Agencies™ (the "Study") on June 15, 1981. The Study
used some of the same methods employed in an earlier ICC study of
two contract rates published by the ARR. The earlier study, man-—
dated by Section 709 of the Staggers Rail Act of 1980, P.L. 96-448,
was published on June 1, 1981, and was entitled, "Study of the
Alaska Rates Pursuant to Section 709 of the Staggers Rail Act of
1980" (the "Staggers Act Study").
Background

The principal commmercial link between Alaska and the con—
tiguous or "lower 48" states 1is by water. No rail route exists,
and motor carriage up the Al-Can Highway is both prohibitively
expensive and subject to restrictions by the Province of British
Columbia.

At present three water carriers haul virtually all the freight
moving to Alaska from the lower 48 states. Totem Ocean Trailer
Express ("TOTE"), Sea Land Service Inc. (Sea Land), and the U.S.
Government owned and operated ARR are the three principal common
carriers which publish tariffs for the transportation of cargo by.
water between the lower 48 and Alaska.

TOTE transports trailers in "RO-RO" (roll on/roll off)
vessels, and Sea Land transports containers in container ships.
TOTE and Sea Land publish competing tariffs, each of which states
through routes and joint rates which are concurred in by various
motor carriers.

The ARR, which itself only provides intrastate rail service
inside Alaska, also publishes a through route/joint rate tariff
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for water/rail service between the lower 48 and Alaska. The water
portion of this transportation 1is provided by Alaska Hydrotrain, a
division of Crowley Maritime Corporation. Hydrotrain transports
rail cors on barges pursuant to the ARR"s water/rail tariff.

TOTE, Sea Land, and the ARR all offer complete through
transportation to or from inland points in the lower 40 to or
from inland points in Alaska in conjunction with their respective
concurring and connecting carriers. Thus TOTE, Sea Land, and the
ARR are direct competitors in providing transportation between
the lower 48 and Alaska.

More than 80 percent of the freight traffic (except oil"
moving between Alaska and the lower 48 moves between Anchorage
and the Puget Sound. Most of that movement 1is by water. But
Alaska Hydrotrain, the only water carrier of rail cars in the *
trade, publishes, no tariffs and establishes no separate charges
for its services. Its prices are 1included 1in the joint rates
charged by the ARR.

As the Conference Report indicates, TOTE and Sea Land, the
ARR's unsubsidized competitors, have complained that the Ra:lroad
Is using the public subsidy it receives to publish below cost
rates on traffic for which it competes with ARR/Hydrotrain,

The Congress therefore mandated the study to examine whether
the ARR was using the subsidy it receives™/ to price its

2/ The ARR received $6.T> rillion 1in subsidy in FY 1980, $10 million
in FY 1981, and $6 milli>_. in 1982. In addition, the i1iRR/Hydrotrain
service has received substantial ongoing benefits through government
construction of facilities such as the harbor facilities at Whittier,
which the ARR may use free of debt service.



maintain without {subsidy.
Analysis
The 1CC concluded that the ARR"s charges for rail service

recover the cost of providing that service.

Of obvious importance to a finding related to costs 1is that
one know what the costs are. The 1CC stated that the only cost
data available was that "developed by the railroad®s costing

system, "i./

Therein lies a basic weakness with the Study. The Railroad
has no effective cost information. The General Accounting Office,
at oage 18 of its Feb. 25, 1982, study, noted that in 1its 1978
report GAO had concluded: "Furthermore, the Railroad did not

have information on the cost of transporting specific commodities

to use 1in setting rates and making other marketing decisions.’
GAO then reported that little substantive change had occurred.

Then at page 21 GAO said,

"_...[W]e continue to believe that complete cost infor—
mation is crucial to an -effective marketing program.

An FRA rate consultant stated that rates are determined
by the market conditions, not by costs. Our previous
reports stated that Alaska Railroad®s rates should be
based primarily on costs, but even 1if they are based on
market conditions, as the consultant suggests, complete
cost and revenue information 1is needed to determine

V. The ARR ma *htains a number of servicesfor which little or no
competition exists. An example 1is the rail passenger service
between Anchorage and Fairbanks. In addition, neither TOTIi nor
Sea Land compete for the carriage of bulkcommodities between the
lower 48 and Alaska.

1/ The Study, p. 13.



which business 1is the most profitable and should there—

fore be emphasized and encouraged through marketing ef—

forts."

Thus, the cost data underpinning for any conclusions simply
do not exist on the ARR.

Even if we assume that the cost data has some relation to
fact, the Study shows the Railroad®"s rates to be below cost "as
well as any subsidy allocable in providing such service." The
Study demonstrates that the ARR"s prices for 1its competitive
rail service are set at a level below the costs that the ARR
would have to pay to meet that service if it did not receive a
subsidy from the Federal Government. IT the ARR were privately
owned, it would be losing substantial amounts on 1its competitive
service.

Table 1 below, which was compiled using data and assumptions

used by the ICC in the Study, demonstrates this point.

Table 1

WATER/RAIL RAILCAR TRAFFIC: COMPARISON OF REVENUE PER
CARLOAD AND FULL VARIABLE COSTS PER CARLOAD

(Cost of Capital at Government Rate and
at Private Enterprise Rate)

Full Variable Costs Ratio of Revenue to

per Carload Full Variable Costs
Revenue per Govt. Pvt. Govt. Pvt.
Traffic Category Carload Rate Rate Rate Rate
Competitive 1224 1193 1309 1.03 .80
Noncompetitive 1492* 1045 1216 1.43 1.23
Total 1299 1151 1340 1.13 .97



The far right-hand column on Table 1 shows the "Ratio of Revenue
to Full Variable Costs""~./ for "competitive," ™ "noncompetitive,"
and total rail/water traffic moving between the lower 48 and
Alaska. The Study does not break the water/rail traffic down
into competitive or noncompetitive categories. But TOTE has
demonstrated - without contradiction from the ICC or the ARR -
that it and Sea Land face competition from the ARR on about

20 percent of their traffic; the bulk of the "competitive

traffic” is lumber and building materials.£/

JL/ The variable cost of providing transportation service 1includes
the costs that vary according to the extent of that service, as
opposed to fixed costs, which remain constant. Examples of vari —
able cost include labor, fuel, and wear and tear on equipment,
whi;2 an example of a fixed cost 1is the service on outstanding
debt. The allocation of costs into the variable or fixed catego—
ries may be made 1in different ways, depending on the period of
time under consideration and the assignment of certain "common"
costs to different services. In the Study, the ICC computed seven
different levels of variable cost, described at pages 17-20 of

the Study. Table 1 uses the lowest level and, thus, the level
most favorable to the Railroad®"s position, 1i.e. ICC"s "Level 1I"
variable cost computation, the level closest to the ARR"s direct
or out-of-pocket costs. The other cost levels contain some allo—
cation of indirect costs to this traffic.

8/ TOTE identified 15 commodities with which it competes with the
ARR in a "Mocion for Supplementary Action” filed at the ICC on
January 9, 1981, in Ex Parte No. 405, the proceeding 1in which the
ICC developed the Staggers Act Study. A copy of the Motion, and
the attached Verified Statement of expert witness Carl M. Snavel”

Jr., is available from counsel tor TOTE, Garvey, Schubert, Adams Kk
Bare-, 1000 Potomac Street, N._W., Washington, D.C. 20007, upon re—
quest. The Study develops cost/revenue ratios for a number of dif
ferent commodity groups in Appendices E, F, and H. A comparison

of the TOTE list of 15 commodities with the commodities listed in
the Appendices produced a list of seven competitive commodity
categories, as follows: housebuilding materials, agricuJtural
commodities, 1iron ar.d steel, machinery, paper and printing paper,
food and drink, and manufactured and miscellaneous. The 1list 1is
not exhaustive, but it is representative: most of the traffic as
to which TOTF Sea Land and the ARR compete 1is lumber and building
materials designated as "housebuilding” 1in Appendices E, F, and H.



With cost ot<“capital computed at the "embedded cost™ to the
Government,U Table 1 shows that the revenues from the competitive
traffic exceeded the full variable costs by three percent, whereas
the revenues from the noncompetitive traffic exceeded the full
variable costs by 43 percent.

However, Table 1 also shows that when the cost of capital
is increased to the "private enterprise requirements,"” - i.e.
the cost of capital to private enterprises rather than to the
Government - the competitive traffic fails to cover the. full
variable costs by 12 percent. In contrast, the revenues on the
noncompetitive traffic exceed the full variable costs by
23 percent.

Hence, the Study shows thst the availability of the
Government ® capital subsidy does permit the ARR to continue
the long-term carriage of che competitive commodities at a
revenue level which would not support a private enterprise rail—
road. The only conclusion available 1is that the Alaska Railroad
is using its favored position to compete unfairly with private
business.

As the language in the Senate Appropriations Committee

Report indicates, the Committee wanted the Commission to

2/ The embedded cost of capital to the Government is the price
the Government actually paid for the capital it has invested in
rail facilities; the cost 1is much lower than the cost of capital
to a private 1individual, since (1) in many cases the Alaska
Railroad could rely on its s ibsidy monies rather than borrowing
funds and (2) the 1interest rate available to the Alaska Railroad
reflects the fact that it is an agency of the United.States
Government, and as such has the full faith and credit of the
United States behind it.



determine if the pricing practices of the Alaska Railroad

(1" 1increased

its reliance on the Federal subsidy and/or

(2) threatened the existence of its unsubsidized competitors.

However, the Commission directed its entire effort to merely

developing revenue-to-full variable cost ratios.

The Commission study 1is silent both as to the effect of the

ARR & rate policies on the level of the Federal subsidy, as well

as to the effect of those pol.. ,ies on the private enterprise

carriers with

The ARR 3

which the railroad competes.

rate policies can have several effects on the

competitive private enterprise water carriers. Obviously, if

its rates divert traffic from those carriers to the railroad,

there 1is a direct and negative 1impact on the gross revenues of

the competitive carriers and, dependent on the economics of the

situation, on
impact on the
take the risk

Over the

their net revenues. More subtle perhaps 1is the
willingness of the private enterprise carriers to
of future investment 1in the Alaska trade.

long run, private enterprise capital cannot compete

pricewise with Government funding. As a result, the private car-

riers will gradually withdraw invescment from the trade by not

replacing existing investment as it becomes worn out or obsolete.

Ultimately, the private carrier will go out of business altogether

unless the Government funded carrier does not have or does not

obtain sufficient capacity to meet the demands of the trade.

Even 1in

times of high demand, a history of below-cost rates

i.e. below the costs that private enterprise carriers would have

to pay - by the Government funded carrier will cause the private



enterprise carriers to be reluctant to make 1investments 1iIn new
capacity to meet future 1increases in demand. They will recognize
that, if the demand increases do not materialize as projected,
the Government funded carrier can and, perhaps, will undertake

rate actions that will undercut their return on the new investment
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* Section 1. AS44 is amended by adding a new chapter to read:
CHAPTER 87. ALASKA RAILROAD AUTHJRITY.
ARTICLE 1. CREATION AND ORGANIZATION.

Sec. 44.87.010. ALASKA RAILROAD AUTHORITY CREATED. There is
created the Alaska Railroad Authority. The authority is a public cor-
poration of the state 1in the Department of Transportation and Public

Facilities, but with a separate and independent legal existence.

Sec. 44 _.87.015. MEMBERSHIP OF THE AUTHORITY. The authority ccn-
sists of the following board of directors: the commissioner of urar.s-
portation and public facilities, the commissioner of revenue, and the
commissioner of commerce and economic development.

Sec. 44.87.020. OFFICERS AND QUORUM. The board shall elect one

member as chairman. Other officers may be e".ccted as the board deter-
mines. The powers of the authority are vested in the board.
directors of the authority constitute a quorum. Action may be taken

and motions and resolutions adopted by the authority at a meeting by
j&vmr  thr*.
the affirmative vote of at least two directors. The directors serve
without compensation, but they are entitled to the same travel expenses
and per diem provided by law for board members.
Sec. 44.87.025. STAFF. The authority shall employ an executive
director who may employ additional staff as necessary. In addition to

its staff of regular employees, the authority may contract for anc

-1- HB 12



engage the services of the bond counsel, consultants, experts, and
financial advisors it considers necessary for the purpose of developing
information, or conducting studies, investigations, hearings, or other
proceedings.

ARTICLE 2. PURPOSE AND POWERS.

Sec. 44.87.030. PURPOSE OF THE AUTHORITY. The purpose of the
authority is to acquire, construct, operate and maintain railroad
facilities in the state»sM

Sec. 44.87.035. POWERS OF THE AUTHORITY, In furtherance of its
corporate purposes, the authority may

(1) sue and be sued;

(2) have a seal and alter it at pleasure;

(3) make and alter bylaws for its organization and internal
management;

(@* adopt regulations governing the exercise of its corporate
powers j

(5) acquire by construction, purchase, gift or lease facili—
ties in the state;

(6) improve, equip and operate railroad facilities in the
state;

a issue revenue bonds for the acquisition, construction,
or improvement of railroad facilities in the state;

(8) sell, lease as lessor or lessee, exchange, donate,
convey or encumber by mortgage or by creation of any other security
interest, real or personal property owned by 1it, or in which it has an
interest, when, 1in the judgement of the authority, the action 1is in
furtherance of its corporate purposes;

9 accept gifts, grants or loans from, and enter into con-—

tracts with a federal agency or an agency of the state, a municipality,



a private organization or other source;

(10) deposit or invest its funds, subject to agreements with
bondholders; '

(11) contract with any person for the improvement, construc—
tion, acquisition, operation and maintenance of its railroad facilities,
or for the security of bonds issued by the authority;

(12) establish, levy, and collect fares and other charges for
the use of its railroad facilities;

(13) enter into contracts or agreements with respect to the
exercise of any of its powers, and do all things necessary to carry out
its corporate purposes and exercise the powers granted in this chapter;

(14) exercise the power of eminent domain in accordance with
AS 09.55.250 - 09.55.410.

ARTICLE 3. FINANCIAL PROVISIONS.

Sec. 44.87.040. BONDS OF THE AUTHORITY. (a) The authority may
issue bonds 1in accordance with AS 44.87.035(7) on which the principal
and interest are payable

(1) exclusively from the income or other money derived from
its railroad facilities; or

) from its 1income and receipts or other assets generally,
or a designated part of them.

(b) Ronds shall be authorized by resolution of the authority,
shall be dated and shall mature as the resolution may provide, except
chat no bond shall mature more than 40 years from the date of its
issue. Bonds shall bear interest at the rate or rates, be 1in the
denominations, be in the form, either coupon or registered, carry the
registration privileges, be executed in the manner, be payable in the
medium of payment, at the place or places, and be subject to the terms

of redemption which the resolution or a subsequent resolution may

-3- HB 12
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provide

(c) All bonds, regardless of form or character, shall be negoti—
able instruments for all the purposes of the Uniform Commercial Code.

(d) All bonds may be sold at public or private sale in the manner,
for the price or prices, and at the time or times which the authority
may determine.

(e) The superior court has Jurisdiction io hear and determine
actions or proceedings relating to the authority, including actions or
proceedings brought by or for the benefit or security of a holder of
its bonds or by a trustee for or other respresentative of the holders.

Sec. 44.87.045. TRUST INDENTURES AND TRUST AGREEMENTS. In the
discretion of the authority, an issue of bonds may be secured by a
trust indenture or trust agreement between the authority and a corporate
trustee (which may be a trust company, bank, or national banking
association, with corporate trust powers, located inside or outside the
state) or by a secured loan agreement or other instrument or under a
resolution giving powers to a corporate trustee by means of which the
authority may

(¢ make and enter into any covenants and agreements with
the trustee or the holders of the bondc. which the authority may deter—
mine to be necessary or desirable, including, without limitation,
covenants, provisions, limitations and agreements as to
)) the application, investment, deposit, use and dis-
position of the proceeds of the bonds of the authority or of money
or ether property of the authority or in which it ha6 an interest;
® the terms and conditions upon which additional
bonds of the authority may be issued;
2 pledge, mortgage or assign money, leases, agreements,

property or other assets of the authority; and

HB 12



(3) provide for any other matters which affect the security
or protection of the bonds.

Sec. 44.87.050. VALIDITY OF PLEDGE. It is the intention of the
legislature that a pledge made in respect of bonds be valid and bidding
from the time the pledge is made; that the money or property so pledged
and thereafter received by the authority be immediately subject to the
lien of the pledge without physical delivery or further act; and that
the Jlien of the pledge be valid anc! binding as again9t all parties
having claims of any kind in tort, contract or otherwise against the
authority irrespective of whether the parties have notice. Neither the
resolution, trust agreement nor any other instrument by which a pledge
is created need be recorded or filed under the provisions of the
Uniform Commercial Code to be valid, binding or effective against the
parties.

Sec. 44.87.055. NONLIABILITY ON bONDS. (@) Neither the members
of the authority nor a person executing the bonds is liable personally
on the bonds or subject to personal liability or accountability by
reason of the issuance of the bonds.

(b) The bonds 1issued by the authority do not constitute an
indebtedness or other liability of the state or of a political sub-—
division of the state, except the authority, but are payable solely
from the income and receipts or other funds or property of the
authority. The authority may not pledge the faith or credit of the
state or of a political subdivision of the state (except the authority)
to the payment of a bond and the issuance of a bond by the authority
does not directly, indirectly or contingently obligate the state or a
political subdivision of the state to levy or pledge any form Cff

taxation to the payment of a bond.

Sec. 44.87.060. PLEDGE.OF THE STATE. () The state pledges to



arid agrees with the holders of bonds issued under this chapter that the
state will not Ilimit or alter the rights and powers vested in the
authority by this chapter to fulfill the terms of any contract made by
the authority with the holders. The state also pledges to and agrees
not to impair the rights and remedies of the holders until the bonds,
interest on them, interest on unpaid installments of interest on them,
and all costs and expenses 1in connection with any action or proceeding
by or on behalf of the holders, arc fully met and discharged.

(b) The state pledges to and agrees with a federal agency that
loans or contributes money for railroad facilities of the authority,
tnat the state will not limit or alter the rights and powers vested in
the authority by this chapter to fulfill the terms of any contract made
by the authority with the federal agency.

(c) The authority is authorized to include the pledge and agree—
ment of the state contained in (a) and (b) of this section, insofar as
it refers to holders of bonds of the authority, 1in a contract with the
herders, and insofar as it relates to a federal agency, ;n a contract
with a federal agency.

Sec. 44.87.065. EXEMPTION FROM TAXATION. The real and personal
property of the authority and its assets, 1income and receipts are de—
clared to be property of a political subdivision of the state and,
together with the railroad facilities under the jurisdiction of the
authority is exempt from all taxes and special assessments of the state
or a political subdivision of the state. The bonds of the authority
are declared to be issued by a political subdivision of the state "for
an essential public aue governmental purpose and ".he bonds, and the
interest on them, the income from them and the transfer of the bonds,

and all assets, and incclie pledged to pay or secure the payment of the

bonds, or interest on them, are exempt from taxation by or under the
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authority of the state, except for inheritance and estate taxes and
taxes on transfers by or in contemplation of death.

Sec. 44.87.070. BONDS LEGAL [INVESTMENTS FOR FIDUCIARIES. The
bonds of the authority are securities in which all public officers and
bodies of the state and all municipalities, all insurance companies and
associations and other persons carrying on an insurance business, all
banks, bankers, trust companies, savings banks, savings associations,
including savings and loan associations and building and loan associa-
tions, investment companies and other persons carrying on a banking

business, all administrators, guardians, executors, trustees and other
fiduciaries, and all other persons who are or who may be authorized to
invest in bonds or other obligations of the state, may properly and
legally invest funds including capital in their control or belonging to
them. The bonds of the authority are also securities which may be
deposited with and may be received by a) 1 public officers of this state
and all municipalities for any purpose for which the deposit of bonds
or other obligations of the state is or may be authorized.

ARTICLE 4. GENERAL PROVISIONS.

Sec. 44.87.075. DEFINITIONS. In this chapter

<1) "authority”™ means the Alaska Railroad Authority;
(2) "board™ means the board of directors of the authority;
(3) "railroad facilities"” includes rights-of-way, trackbed,

engines, cars, freight and passenger terminals, and any other fac.ili-

ties or equipment used for the operation of a railroad.
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THE ALASKA RAILROAD: QOVERVIEW
AND OPERATIONAL ALTERNATIVES

) INTRODUCTION

This Rellew takes a look at the federally owned Alaska
Railroad in the context of its apparent pending transfer to the
State of Alaska. After dcscrili g the history of the railroad—
its present physical plant, rolling stock, and its 0ﬁerati0ns—we
analyzi the most important issues with which the stale must
deal: ailroad land, employees, finances, competitive environ-
me,i and passenger service. e also review orqanizational
i :AKturcs that v.ight hr applied to the railroad following the
cna of federal control and make recomn endalions for further
action. SSec box on page t) for a brief summary of study
findings.

~ The Alaska Railroad (ARIt) is unique in that it
is (1) the only railroad in North America that is a
federal agency, (2) the farthest north railroad in
North America, &
frontier developrm

history and has al t =
tense criticism and f . )
conceived as a devi [

of the Panana Cam
its early cquipmer
emerged as a rnilita
pauper to spoiled ¢
gn anonymity whi
ay.

' The Alaska R
the United States
Federal Railroad A'
sub#]ect to all the ot
such agencies, and
both political and e
come an important

and a central element in the state's economic develop-
ment process.

_ Changing Federal Policy _
During the past decade, FRA has become in-
creasingly Interested in transferring ownership of the
property to a nonfederal entity. The agenpg first in-
troduced draft federal legislation to facilitate the
transfer in 1971. However, the momentary prosperity
of the ARR during the Alyeska pipeline construction
project diminished federal interest in disposing of the
property, . :
~ With the return of “normal" economic condi-
tions in 197H, however, FRA was once again moti-
vated to explore means of relieving itself of the ARR.
economic downturn also coincided with a shift
mA policy, mainly due to its mcreasmg involve-
with Conrail and Amtrak.1By 1979, it was
sent that both organizations had become maﬁr
and political liabilities for FRA, leading the
v to both a fear of and disinterest in attempts to
te any railroad. Thus, FRA's policy tended
of the dissolution of any rail property which

ﬁ?/”%acnoa%tgglE%dthrglpl)rﬁsgt éaggg&rpes that had been unsuc-

This aiticlo was adapted from a report prepared for
ilaska_Department of Transportation and Public Facil-
Division of Planning. and Programming, by the Insti-
af|StC|a| and Economic Rosearch and Bivens and Asso-
I Inc.
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improve railroad property, and meet opera-
tional expenses.

6. The public’s capital investments are to be
[%rotect.ed. . .

7. The rail service rates are to remain compet-
itive.

8. Public railroad operational subsidies are to be
minimized. _ o

9. Rail users are to receive good service, includ-
ing adequate service frequency, an adequate
number of cars, and appropriate car types.

10. The Alaska Railroad is to cooperate with
the state, local governments ports, busi-
nesses, industries, and other transportation
modes within established policies and Itcal
constraints.

.EstablishinP criteria designed to meet the rail
service needs of Alaska will enable the state admini-
stration and Ieglslature to evaluate the organizational
alternatives subsequently described. Each organiza-
tional structure can be measured by the extent to
which it satisfies the following criteria;

1. Ability to obtain access to public and
P_nvate capital funds.

2. Freedom of management to make the

railroad’s operational decisions within

established policies. .

Clear-cut lines of management responsi-

bI|I'[K and accountability xor decisions.

Marketing freed?".! within established poli-

cies and budgetary constraints. _

Clear decision-making authority without a

cumbersome and bureaucratic process.

Separation of freight and passenger service

fir: ctions and accounting.

Ability to efficiently procure necessary sup-

plies, “equipment, ‘services, and materials

within appropriate policies and budgetary
authority. -

8. Management capability to make long-term
commitments within established policies.

9. Management freedom Lo negotiate solu-
tions to problems and to take advantage of
service opportunities. N

10. Industrial _develoPment capability on
Alaska Railroad land.

11. Performance-based personnel management,
including the direct ability to hire, fire,
promote, train, supervise, and direct re-
quired railrond employees.

12. Ability to provide financial and other
incentives for performance.

We recognize that it may not be possible or

_\lc)')()'lbw
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acceptable to have a state organization which fully
meets all of these criteria. However, these criteria are
important in defining the long-term objectives for the
Alaska Railroad. The State of Alaska should seek
an acceptable organlzatlonal structure  which will
enable the railroad to operate as effectively as pos-
sible within these areas.

Organizational Alternatives Considered

When we began_ this study, various alternatives
were considered possible. Among these were:

+ Keeping the status quo—letting the ARR con-
tinue to operate as a federal agency.

« A'lowing the ARR to operate as a federal
agency corporation like the Consolidated
Railroad Corporation (Conrail) or Amtrak.

» SelLig the ARR to private investors.

However, during the early stages of thi. v the fed-
eral government made clear its ir.tenticif- to divest
itself not only of the ARR, but also of Conrail and
Amtrak, which precluded the first two alternativ0-.
Further, the difficulty a private investor would have
in financing the marginally profitable ARR, in addi-
tion Lo the complex issue of unresolved Innd-transfer
?roblems, effectively precluded the third alternative.
hus, there emerged but three remaining alternatives
that seemed to offer workable opportunities for the
ARR. These included the state (1) operating tin ARR
as a line agency of the state, (2) operating It as a state
Publlc corporation or authority, or\A}3) easing it out
or operation by a private party. We examine these
three alternatives in the following parngrapl s.

. Three Possible Alternatives

The Railrond as a State Line Agency

Under this approach, the state would take title
to the railroad in a manner similar to state ownership
of such other transportation facilities as airports, the
Marine HI%hW& System, and state highways. How-
ever, we should note that the long-term availability
of railroad assistance funding from the federal govern-
ment, either for capital or operating purposes, is very
uncertain. There currently exists no trust fund for
railroads as there is for airports or hlghwaﬁs.

Under this alternative, the Alaska Railroad
would logically be made adivision or some oilier unit
of the Alaska Department of Transportation and
Public Facilities. The railroad persi nnel would
therefore become emninyees of the .date with all of
tiu* benefits available to other;-Late employees.

Policy direction for the Alaska Railroad as a
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state line agency would come from the governor,
from the legislature through normal legislative pro-
cesses, and from the commissi ,ner of the department
involved. o

There are several advantages to establishing the
Alaska Railroad as a state line agency. The manage-
ment lines of quth_orlt){ and responsibility would be
clear. The institutional structures and resource*, of
the State of Alaska could be readily available for use
on the railroad. Alaska Railroad employees would
have the fringe benefits and other advantages of state
employment, including reasonable job protection.
Since the railroad already has a cadre of experienced
and trained operational peisonncl, the transition from
federal agenc% status to state agency status would be
easier than other alternatives. _
~ However, there are also signifi ant disadvantages
in_organizing the railroad as a state line a%_enpy._ he
ARR would encounter most of the same limitations
as a state agency as it now does as a federal agency.
One of the most critical limitations would be the
inability to obtain essential capital investment funds
except by state appropriations. The competitive
issues related to marketing, management flexibility,
state agency rogulaBons, procedures and require-
ments; the potential for even more d:f'" political
influence on operational decisions; and the public-
service-versus-business-orientation questions are all
disadvantages of this approach. .

While the state agency alternative should he
considered, it clearly does not meet nr it of the
criteria established for a viable railroad orga. Nation,
if the Alaska Railroad is to adequately fulfill its
transportation role within its technological limit-
ations, a state a?ency organizational structure is the
least desirable of the three alternatives discussed in
this report. It would be unfortunate if the State of
Alaska were to place the Alaska Railroad in an organi-
zational structure that perpetuated the limitations of
federal agency status.

The Railroan
or Authority _
~ There are precedents for this approach, both na-
tionally and internationally. The West Virginia Rail-
road Maintenance Authority and the British Rail Cor-
poralion, with some variations, will serve as examples.

‘The West Virginia Railroad Maintenance Au-
thority. The Stale of West Virginia has since 197!)
owned and operated a railroad 1" similar in some
ways to the ARR. The West Virginia Maintenance
Authority (WVMA) consists of seven part-time

a State Public Corpor«ition

1'The West Virginia Railroad carries no commercial passengers.
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members, including the governor as an ex-offieio
member. The other six members are appointed by the
governor, with the consent of the state senate, for
staggered 6-year terms. The authority selects its own
officers and appoints an executive director (the chief
administrative officer). The employees of the author-
ity in West Virginia work for the state and are non-
union.

The WVMA has all the powers needed to own
and operate a railroad. These powers include the abil-
ity to plan, carry out projects, acquire property, sell
or transfer property, contracts, and sue or be sued.
The WVMA may raise capital via railroad authority
revenue bonds. It may also acquire railroad rights in
other states. In addition, the authority has the power
of eminent domain. . . o

The railroad experience in West Virginia has
been gienerally successful, and with some modifica-
tion, Tlessons learned there may be applicable to
Alaska.tH

~The British Rail _Cor}go_ration. Since its inception
in the late 1940s, British Rail has operated as a profit-
oriented transportation company, providing hoi!
freight and passenger service. A governmcnt-ai
pointed chairman and an autonomous hoard of cl
ectors provide general policy for running the corpo
ation, with each director responsible for a particuk;
facet of the operation (passenger, maintenance, cap.
tal investment, etc.). o o

British Rail's chief executive is responsible i
the board and the chairman, at the same time scrvin
as a member of the hoard. The principal officers u
British " ail serve at the pleasure of the Chief Exec
utive.

“The levels and nature of British Rail's pnssengoi
service are negotiated between the government and
the corporation, with the government paying for pass-
enger service Bro_wded. o

British Rail's capital investment package over-
seen b%/ the Minister of Transport includes n 5-year
Flan, the first 3 years of which are fixed. This estab-
ishes tho capital limits, within which investments
must fall. British Rail can only horrow through the
government, and major prujt 'ts must be approved by
the Minister of Transport. S

~_The ministry of Transport through its Railways
Division, oversees the capital investment program of
British Rail. 1l a.s0 has some safety responsibilities.
Regulation is not institutionalized. The marketplace
drives most policy decisions of British Rail.

,Cogty of tin- West Virginia Maintenance Authority Act is
cIJ:n ,f||,I£e_ the Alaska Department of Transportation anil I'tihlic
acilities,
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_Like the West Virginia Railroad Authority, the
British Rail Corporation offers a potential organiza-
tional model for the Alaska Railroad. If the Alaska
Railroad, under state jurisdiction, were organized as
an authority or public corporation under carefully
worded state legislation, most of the federal aPency
limitations could be removed. Properly established
under this approach, the Alaska Railroad could meet
all of the criteria previously outlined for a state rail-
road organization.

The principal advantages of a public corporation
or authority alternative are an ability to obtain access
to required capital funds and freedom to manage and
operate the railroad within policies established by a
board. Management can be given flexibility and
responsibility and can also be held accountable for
its decisions. Passenger service can be accounted for
separately and not subsidized by freight service. The
state could determine the appropriate levels, loca-
tions, and other areas of passenger train service in ac-
cordance with their willingness to pa¥ for the service
selected. The freight rail service could be marketed
and required lo meet fully allocated costs. Thus,
under this organizational scheme, it might be possible
to reach a compromise between the public service and
business purposes of the railroad.

A State Railroad with Private Operations

A third alternative would be for the State of
Alaska to own the railroad and contract with private
enterprise  to provide for operations. The nnin
difference between this and the other alternatives is
the operation of the Alaska Railroad by a private
organization.

Several states, such as South Dakota and Okla-

homa, are using this approach. These slates, among
others, have experienced abandonment of significant
rail lines that they considered essential to their
economy and transportation systems. These are using
state and federal funds to acquire and rehabilitate

extensive rail lines. The Department of Transporta-

tion, as a representative of the stale, takes title
uL the rail property (usually excluding rolling stock).
The state then selects a private railroad with the
required management experience, skills, and interest
mpperatmg its equipment over the line to furnish
shippers and receivers with rail service. An operating
agreement is negotiated with the private common
carrier for rail service. The operational limitations of
the railroad can be whatever the stale and the railroad
agree upon.

The negotiated operating agreement can include
such provisions as the assignment of maintenance
responsibilities; liabilities; frequency, level, and type
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of rail service; car supply; revenues; and costs. Thus,
all of the appropriate criteria for a state railroad
organization can be reflected in the operational
agreement. This can even extend to the provision of
required capital. , ,

A major advantage of this approach is that once
the operating agreement has been negotiated, the
state has only a supervisory or overseer resgon5|b|l|ty,
plus whatever financial requirements have been
determined by the negotiations. The railroad oper-
ations can include public service rail requirements as
well as being performance based. _

A substantial difficulty with this alternative for
the Alaska Railroad is that no private railroad carrier
is operating within the state. Too, there is the prob-
lem of the existing Alaska Railroad personnel. While
the present railroad employees hava the necessary
knowledge of railroad operational pecid”nties in
Alaska, these are federal agency employees, wui',
long-term rights rather than private employees whooe
rights are_sub#ect to negotiation. This could present
such a significant liability to prospective private
operators that it might be difficult to find interested
parties. This approach, therefore, may be iii.practical
unless the responsibility for the current Alaska
Railroad personnel is assumed by the Federal Rail-
road Administration, while a private carrier, with the
necessary qualifications, can be attracted as the
operator. However, no one knows at this time
whether or not such a private operator exists.

~ One variation to the alternatives described above
is a concept under consideration in lowa. It isan old
concept which has proved successful in o'her organi-
zations but which ‘is new in its application to rail-
roading. It involves the use of a general partner and
limited partnerships.

A limited partnership is . ery flexible institu-
tional arrangement which could potentially attract
substantial private capital. A major consideration in
dev_elopln? this institutional approach is the deS|P-
nation of the general partner. In order to legally
establish a limited partnership, at least one financially
responsible general partner must be found or estab-
lished. The State of Alaska could establish an organi-
zation which could become the general partner for
this railroad venture. Although limited Partners are
not subject to liability be¥on their investment in the
partnership, there is usually no limit to the liability of
the general partner.

A limited partnership is, by law, a nontaxable
entity. All gains or losses from the venture flow
directly back to the investors (partners) for tax
urposes. Partnerships are thus attractive becatoc
Fl) there is no double taxation of income as with
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corporations and(2) partners can take full tax ad-
vantage of losses, depreciation allowances, and tax
credits. The ability to take advantage of depre-
ciation allowances will become more important if the
Reagan Administration's accelerated depreciation
proposal isenacted. It would be necessary, of course,
to examine legal constraints in Alaska for public
involvement in limited partnerships. In lowa, there is
no apparent constitutional prohibition against public
involvement in such arrangements. .

It may be possible in such a limited partnership
to attract rail users, businessmen, private individuals,
and Alaska Railroad employees, among others. Thus,
it would be advantageous to those with direct rail
interests to see the Alaska Railroad succeed as a
business venture while offering only limited indivi-
dual liability. The idea and concept may be worthy
of further consideration.

Alaska Railroad Transition

Transition Legislation and Problems

As noted earlier, the Federal Railroad Admini-
stration (FRA) has determined that the original
intent of the Enablln% Act for establishing “and
operating the Alaska Railroad has been met and
federal responsibilities discharged. Thus, for the past
several years, several federal administrations and the
Department of Transportation have discussed divest-
iture of the Maska Railroad by the federal govern-
ment. However, it has only been since January 1981
that, the decision was made to prepare legislation for
such a divestiture and implementation steps taken.

The FRA has shown some urgency in getting the
transfer legislation introduced and passed. This
urgencY results from a reduction of employees in the
Federal Railroad Administration, as well ;e desire to
cut the capital fund request of the Alaska Railroad.
FRA's schedule calls for passing the legislation this
fiscal year. The legislation proposes that the State
of Alaska meet, the transfer conditions within one
Yeay of enactment of the legislation. The draft
egislation also provides for transferring the Alaska
Railroad to other interested parties should the State
of Alaska not meet the conditions for transfer within
this time period. o .

The Proposed. legislation further embodies a
number of discretionary “strings” attached to the
transfer which would enable the federal government
to ensure that the State of Alaska own and operate
the Alaska Railroad in a manner commensurate with
FRA's preconceived ideas. Failure by the state to
conform to the provisions of the Act would be
glrounds for the FRA to reclaim the railroad within a
0-year period. The rationale for the continuing

UNIVERSITY OF ALASKA, INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH

federal interest in the Alaska Railroad is predicated
upon the offer of a no-cost transfer to the state.

In sum.mar¥, there are numerous problems
associated with the transfer of the Alaska Railroad
from federal to state ownership. Federal transfer
legislation will likely be passed by Congress before
these problems have been resolved. The U.S. Delpart-
ment of Transportation has not determined the land,
the structures, the rlg?ht-of-way, nor equipment to be
included in the transfer. Arrangements have not yet
been made to provide for an orderly transfer of the
employees from federal agency status. There is no
organizational framework established within Alaska
to accept the ownership, operation, or employees
of the railroad. The FRA is anxious to relinquish
ownership, operation, employee, and funde respon-
sibilities of the Alaska Railroad. This could poten-
tially result in postﬂonement of major ARR opera-
tional decisions. Such postponement could jeopardize
the smooth long-range operation of the railroad and
perhaps result in lost tratfic—an event not in the best
interest of Alaska. In addition, the employees are left
in_a state of “limbo," not knowing for whom they
will work, if they will have a job, how the transition
will occur from federal employment, or what happens
to the benefits received as a federal employee. The
employees lack information, and many of their
%uestlons cannot be satisfactorily answered at this
ime.

~ Stale legislation will probably be required to
".iopt the transfer of the Alaska Railroad. The state,
however, u's made no decision on the transfer
question or on the organizational structure required
to own and/or operate the railroad. The current
railroad assets, obligations, and liabilities have not
clearly been defined, which leaves the state with
made(?.uate _information on the short- and long-
term financial and other requirements accompanying
the proposed transfer. . o

The railroad needs to continue operation with-
out disruption, since disruption would detrimentally
affect the state's economy and economic develop-
ment. And this would come when economic activity
IS quickly increasing . . .
~ These are some of the more important transi-
tional problems. Unfortunately, these problems have
not yet received the attention needed to determine
their full implications. Time and additional efforts are
required lo provide the Alaska decision-makers with
the information necessarr to act in the best interest
of the state. The complexities and extent of these
transitional problems tire likely to result in legal
actions and court adjudication. A transitional bri ﬁe
is needed to facilitate the smooth transfer of the
Alaska Railroad frrm the federal government.
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An Orderly Transition _

_ Even if we assume that satisfactory federal
legislation can be drafted and passed by Congress for
the transfer of the Alaska Rallroad from federal to
state ownership, there will remain a significant
period for transition. Alon%lwnh land, employee,
competition, and various obligation problems, the
smooth transition to state ownership anc. operation is
a most pewlexmg problem. How the transition is
handled will have either a positive or adverse im-
pact-long term as well as short term—on the railroad
and its operations as well as on the State of Alaska.

During this transitional period, certain needs
m'_ bz met if the railroad is to fulfill its important
mid special transportation function in Alaska. These
include the need to:

+ Continue the freight and passenger operation
of the Alaska Railroad. .

+ Preserve as many potential operational and
organizational alternatives for the state
as possible. _

* Provide adequate legal protection for the
Alaska Railroad throughout the transi-
tional period. . -

+ Provide interim protection and transitional
assistance for the employees of the Alaska
Railroad. . o

+ Provide adequate time for adjudicating f.he
legal issues which have been raised by the

PAGE 35

transfer question, such as land title, equiP-
ment and railroad property, employee rights
and benefits; existing or pending court cases,
railroad agreements, contracts, and obli-
Eatlon_s.
stablish an orderly process and procedure
for solving ﬁroblems_ which have been identi-
fied or which may arise during the transition.
* Provide the time required for the state admin-
istration and the legislature to consider the
issues, to seek solutions to problems, and to
deliberate carefully on the implications of
each proposed state legislative bill without
being faced with a stringent schedule and
a crisis-type atmosphere.

_Given the general mood of the Reagan Adminis-
tration and the Congress to reduce federal expend-
itures and the federal perception of great Alaskan
wealth, it is quite possible that Alaska Railroad trans-
fer legislation will be passed this year. The State of
Alaska will probably be faced with the need for a
package of legislation which sets the tone and organi-
zational framework for state ownership of the rail-
road if Congress passes transfer legislation. Under
these circumstances, there is a genuine need to
provide for an orderly transition from federal to state
ownership. Sufficient time must be allowed to work
jut the myriad transitional problems.
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February 24, 1981

Representative Bette M. Cato

House of Representative* —
TrLa*p<?Pt*tlon Committ*o

Touch V

Juneau, Alaska 99311

Dent Ms. Cato:

House B ill Humb*, 12 ajjpeata Co represent an Initial attempt to
address th* Imjue of chanPng th* status of the Alaska Railroad from
chat of a f*d*rx| agency fo "*atata controlled entity. As ouch, it i*
an appJLaudable effort to redognir* die nead for change and to take aome
type of action prior Co bavm% that chang* Imposed from outnlde.
However, in Ita present fort* th* b ill doés not directly addreoa tha
litauc ttiar is b*for« th* *c«t*. ..In particular, th* following defect*
appear to ha preaent:

It trie* to do too much In a single pieco of legislation. It
establish*# a bod; -which has the authority to acqulr*, operate,
ami expand th* Alaska Railrond and, through its rate setting
po/usr, becoinas an economic xagulation body;

It la premature in that It forcclone* on a uinnber of option*
for dealln? with :he railroad which may be more attractive for
th* atate Ta t«rmi of long-term operational considerntlons;

It does not addre in many of the problem* of thu railroad
transfer wlich can be dealt uich only on a legislative basla.

Each of tiles* points deuervi a a bit mora detailed corae’c.

To establishing anauthority with the rather broad power to acquire,
, expand  andregulate railroad operation*in th* neat* the b ill
combine* within’*  °A |c¥ respon-ibiUciea which w ill ,
in conflict. Acqmsﬁmn of the chocnt railroad in a function which

equire, both K 411 of plan Mg agd a §eoRftyfty to ch* longeferm

SBHVO\WH?cﬁ‘i%LBn%”aMCHo@%Tij ,onagcr .hould «t ch. .no. tfcse be
d si%nin% tho organisation "Lliich w ill oh)%ra,tu the railroad to the best
advantage of the «r*t«. [t Icannot do this if ice form |* already oec
by legiSlative mandate- |dkewlinc, an organization which i'" required to
operate tho railrond in the'manner of n private huaineas, (n« is implied
by the bonding ﬁrovmmns ¢ th* bill) will mewtably find itoelf ‘in
copflict with“the political policy aupcctK of both it* own operational
nnd requlatory mandate* and with ‘the political control implied by th«
board mcxnbornhip. All of hoc «rea« .ciffer aeriouo 8p\ﬁo%tun|ty or
potential conflict both vici\in th* rail authority and wit
organizations.
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~In"an aarller review ot thin Issue | Identified at least fifteen

major policy considsrations vhich must be addressed in any change In
rail status'vithIn the atat*. These ar« as follows:

The status of raU -related land* both In relationship to ANCSA
conveyances cod (<ethe railroad's operational and industrial
davelopment requii extents;

0  Tho status of pub]ic employe# unions* existing labor .agree—
cants* eng>lc-yee biznoflta and retirement programs, and employ*
protection condit- ona:

Design of an own*jship/operational structure which permits tho
railrond to seek nvaatmont capital;

DesiPn of an ownsiship/operationnl structure which avoids the
public/private co.rlicta cov inherent in the truoicating of th*
railroad*a aarvlot a;

Design of an ovnarahlp/operatlonol structure which give ma_n*ge-
cent tha flaxibil ty to make entrepreneurial deci-'ilona and™to
be acttountabla for th* outcomes of chase decisions;

o Adetermination o: whsther passsngar a*rvic* is necessary and*
1 |f so* wrbother it in required to Contlnu* Its operation;

datermfnation o: whether tha railroad represent® an appro-
rlate nedumisa ior Implcnn&ntln?, ntate development policy
M. if so, under what types of financial, operational,
olitical, and eccnomic conditions;

= >

A determination o the present and historic financial stxtua
of the railroad p rtlculnrly as this Information relate? to
a

(tjh;tproepect of a treating private capital, bath equity *nd
ent,

Th* desirability <r unefulneoo of establishing a atate r4 il
regulatory capabi Ity;

Tfie determination of tux ctatua (federal, state, local) of
revenuen and for real and operating property after conveyance;

An uaaessmrat of iraffle potential for the railroad ord hem- tm
|n|%t||,t|tu|t|ona| lgnaant night affect various traffic poa-
slbliltles;

A determiuBtion o rasponaibllity and operational mechauioma
for aubnidies ohould oparacitxg, revenues not bo sufficient to
cover operation coats and capital runewal;
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Th* b ill In It# present] form Ha* oelected * caarua for or?anlsmg_,
any future rail activity in."the atnte without inveatlx*ting alternative
operational form which nay he much more attractive options. There are
at least six »*Jor alt-arnativc ways In which the Alaska- Railroad (and
any extensions or other acqutsiclona) may be organized in the future,
None of these 1*.clearly «hparior to any of the others at this tlaa.
They era a* follow*:

Halntain tha stati|* quo. That la, continue to function mmu
federal agancyv

'‘Reorganise a» a fcdoral corporation. In for» thi* might be
mocvhat alznllar (o Canadian National RaJLlvay.

Reorganise a* a otate agency. This would give the railroad
somewhat the auso etatus jib the Marine Highway System.

R,eo,r[qanise a® a ate corP,orann. Such an operation might be
simifar to_either_Che Britiuh Columbia Railway, the Ontatrio
Northland Railway.] or to any number of rmall operation*
]g,eveloped*m the Cptaccrn and nid-veotem D-S- during the pant
lva year*,

lleorrnzdLzo with n combination of ec/ite ownership and private
operation. Thin vould give the state oimerflhip of scene
combination. of thrd] railronl''* real and operating aaa<:t* while
a private antraprdneur would either enter Into a long-terxu
IcJLfI* agroemont az contract: to operate the progert In a
manner Similar to the Arrangement between the Southern Railway
and the city of Ciénclmu»tl %o_r operation of awveral hundred

d by that city.

Soli the railroad ico a private, firm Vho.would then function. In
a ma{mer aimliar (o comparable operations elwcrwhcfo in the
country.

nilce of line crum

Clearly, th«Dc optlcno can differ substantially in. the range and
ale* of their impact* upon dbe state. Thoy also would provide conoid—
arable variation ir, the amnifnt of atate Investment required although
none of then would entirely eliminate ec«te In.olvmnant. Finally, the
organisational fora which «wjolvao w ill determine almost entirely” th*
de?ree to which rail docislcn mating In the vtace will I>e political
rather than cocoasclel. Thr* Impaortant point ie that it 1* not yet
.neceaaory or in the etate'a best interest to foreclose am any of theaa
Option*.
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An a,naixaia of thy different possible Impact* of various
institutional *rriaagcnent* on potential r« Il extensions;

An analysis of th :Impact on roll competitor*, of various
iusltutloaal erraigamanta for the.railroad; and

o  Determination of ihlch federal funding programs would or would
nottbe available tendar differant ownership/operational atruc-
curta.

Many of these are not eddra sod In the prancut b ill and ,%iven, the IrsrV
(%ﬁlmftqr[n*atmn on moot of Cfrc area*, It would be Impo*aibl« to do so at
a. tint*,

In addition to the ar*4s cautjoned above It la Important to remenbar
that any future rail actlvle in th* state will be largely shaped by th*
federal legislation which Xfan*for* control of the Alanka Railroad Co
the state.” Clven this reaJL(ty, 1 would s.u?g,est that the most important
direction that could he takin at thla pointin tic* would be to establish
*n organfration which can o*gotlata transferenca of the railmad, con
participate la the atapmﬁ; af the federal Ieg|sl,at|on* can Investigate
the state'* thmns In thla matter, and can aaai*t th* legislature lai
preparing *uitable leginlat on to addraso the organirational form of
future ncete participation Anveil a* other Institutional and ?ohcy
mutter*. | would *u{jg«*C that this organization be set apart free
present state agencies duo to the lact that Its concerns would noe-
assarlly span, many of their individu-al Interests. For ouanple: tho
Departments of Tranaportatl  Commerce and Economic Development,
natural Resource*, Commumtr,and Regional Affair*, Attorney Cenoral *md
labor all have concern* witlin their jurlodictlouo which would also be
Involved lo rail transfer giastlons. An Independent group would he
hatter able _to coordinate tl c»* concern* while s till Utilizing existing
pro%ram*. The most import t of those existing ﬁro rams j.* tho
ra|t ptlannmg work, presently heing done within the Department of Trana-
portetlon.

Most importantly, by tijking this approach, the state would preserve
all of Ice oEt|on*. While "¢ la clearly time Co tok* action oa thle
matter. It 1* not yet appro”ri«ta to commit th* stacc to * particular
and final course of action, House B ill 12 mnkea this ocrrsnlaocnt at a
time when there ie inaufficiant information to determine whether It la
In the correct direction ancj at a time when th* federal consideration Is
unclear. In view of thla | voold ur,%e the members of the legislature (-
adopt a course of action uh4ch Herm| * the etnte éo [plew a mago,r role in
shapmq future rajl mattgrs while postponing th* detalls of roll
operation, expansion, and r*guletion until an apgropnate tine and
until the nccessrcy informalion has been assembled,
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- Th« tnmsfer of ch® Alj.sk® Railroad Co scaC® control repraaant® m
major chnnga In th* tm»po:t »y»ccsa and lea institutions. Undoubtedly
Che ooat important change Cnee” *t*tehood placed th* highway end airport
system within state Jurisdiction. |t 1® Important that this change |
proceed in an orderly manner with clear undarotende of the oppartuni-

ties gnd ligbilities of varioua courses of action. hopa these comment*
havs‘ !%a&)adwo V%rc er ﬂﬂ%ﬂnderstand*mg. P

Sincerely,

John T« Cray
Assistant rrof*osor of
Transportation

and expand th@® Al*ska Railrond and, through it® rate netting
power, become® an economic regulation body;

It ie premature  that it forcclooe® on u number of option*
for dealing with [:he railroad which may be more attractive for
the state In termj of long-term operational considerntlon*-

It doea not addreaa many of the problems of cbu railroad
transfer vlilch can be dealt with only on  legislative hasis.

Each of these point® deacrv aa hit more detailed comment.

In establishing sn outlority with the rather broad power to acguire,
operate, expand, and regulace railroad operations in the acate the bill
cgmbmes within a omglg entltﬁ respcnaibilitica which w ill probably be
In chIIigt,h A(:quidsition| al¥ tlae. preocntdra|lroad,t1,®,t« fL{nCtIhO*n|V7IIC[[1
roquirc* poth a 0o ea nning ant a ncnaltivi 0¢C ong-term
ecgnomm ané poﬂt?caq goa(fS\F/)vhmh,m%*E/ be held for theyrallroad. grh*
body which plan* and negotiates this transfer should at tga *an« tbme be
designing tho orgjmixation (which w il oR,sra,to the railrond to the bent
advantage of the'state. [t cannot do this if its form |* already see
by legiSlative mandate. Lil{kcwioe, an orgapicntion which is required to
operate tha railroad jn the manner of » private huaineag (na Ja im plied
by the bonding provisions ¢f Che bill) w ill inevitably find itaelf In
conflict with“the political policy adpecte of boch icé own operational
nud requlatory mandaﬁﬁs ?nf.WIth the political control implied b¥ the
board ?uc'nborahip, 0 .fjhese nraas offer aerioua op\ﬁortum&v 0i"
potential conflict both vitjMn the rail authority nnJ with mxce

. rTml
organizations



SECTION-BY-SECTION EXPLANATION TO ** DRAFT

ARTICLE 1. FINDINGS

Sec. 42.40.100. FINDINGS. The individual findings are self-
explanatory. Each was 1included for a specific purpose. In addi —
tion to describing the factual and policy setting in which the
transfer of the railroad to the state is occurring, findings are
necessary to establish the legislature®s expectations with
respect to the authority. Some findings are required by the
state Constitution and others will strengthen the ability of the
authority to secure tax-exempt financing.

ARTICLE 2. CREATION AND ORGANIZATION.

Sec. 42.40.200. ESTABLISHMENT OF AUTHORITY. The Alaska
Railroad Authority 1is established 1in this section. Its existence
commences on the appointment by the governor of all of the mem—
bers of its board of commissioners.

Sec. 42.40.205. LIMITATION OF LIABILITY. That all the
authority®"s liabilities are exclusively 1its own and not the
state"s 1is clearly stated 1in this section.

Sec. 42.40.210. BOARD OF COMMISSIONERS. Self-explanatory.

Sec. 42.40.215. APPOINTMENT AND COMPOSITION OF BOARD.
Subsection (a) provides that the board consists of the
Commissioner of Transportation and Public Facilities and six

"public" members, who may not be state officers or employees.



The"authorityls chief executive officer and an authority
employee, appointed by the Governor, representing the unions on
the property are ex officio, non-voting members. A general
qualification standard 1is provided in order to encourage the
appointment of persons who can make substantive contributions to
the council. One member is to be or have been an executive CE£ a
non-connecting railroad, 1if legally permissible. At least four
public members must come from areas served by the railroad.

Subsection (b) provides that the governor exercises his power
of appointment only upon enactment of state legislation accepting
the closing report prepared under the federal transfer legisla—
tion. The closing report 1is to include a specific accounting of
the assets and liabilities being transferred. The legislature
may not condition its acceptance of the report on its modifica—
tion but may only accept or reject it.

Subsection (c) provides for confirmation of board members by
the legislature but also provides that appointed members have
full powers and responsibilities until rejected.

Subsections (d), (e), and (f) relate to the election of board
officers and the removal of board members for specific reasons.

Sec, 42.40.220. TERM OF OFFICE; VACANCIES. Other than ini—
tial board members who serve staggered terms to ensure long-term
continuity, board members will serve five year terms, as provided
in this section. The section also provides for the appointment,

subject to confirmation, of replacement members to fill unexpired



terms and the preservation of the authority of a board quorum in
the event of a vacancy. A member whose term has expired server,
until his successor has been appoinv.ed.

Sec. 42.40.225. COMPENSATION AND EXPENSES. Compensation 1in
the amount of $300 per day for public board members 1is provided
in this section. The board 1is responsible for determining, 1in
its rules, how partial work days will be compensated. Members
also are entitled to per a. m and travel expenses.

Sec. 42.40%*230. QUORUM AND NOTICE OF MEETINGS. A quorum of
four voting members 1is established by this section. In addition
to the notice requirements of state law, this section provides
that notice of meetings must be given to board members, certain
state officials, two newspapers of statewide circulation and,
upon request, members of the general public.

Sec. 42.40.240. VOTING. This section provides that the
board rules will prescribe the manner of voting .and any represen—
tation of absent members.

Sec. 42.40.250. EXECUTIVE OFFICIALS. This section provides
for appointment of authority officials and personnel.. The board
itself appoints and fixes compensation for a chief executive
officer and legal counsel. Appointment of legal counsel 1is sub—
ject to the approval of the Governor for competence. The chief
executive officer, subject to board approval, names the other
executive officials. These officials, designated in the aefini-

tions, all serve at the pleasure of the board. The chief



executive officer appoints all other personnel. No executive

official, except as may be temporarily required by the federal
transfer legislation, may receive more compensation than state
departmental commissioners.

Sec. 42.40.260. DELEGATION. This section provides that the
daily affairs and op* ~*:ions of the railroad are the respon-—
sibility of the chief executive officer. The board 1is required
to delegate to the chief executive officer certain matters such
as leasing, specific rate-setting, routine changes in service
levels and procurement. General or particular board authoriza-
tion or concurrence 1is rv "“uired for other enumerated activities.

ARTICLE 3. ADMINISTRATIVE PROVISIONS

Sec. 42.40.300. CONFLICTS OF INTERES?. This section prohi—
bits a board member or employee from participating 1in a decision
in which he, or a member of his immediate family, has a direct or
indirect financial 1interest. The board may authorize a member or
employee to participate when the financial interest 1is only a
remote one, as defined 1in subsection (b). Additionally, a board
member or employee may participate where he will not be affected
in a manner different from the public generally. Subsection (d)
voids board action where a vote 1in violation of Sec. 42.40.300
was necessary to make up the majority. Otherwise, the board may
ratify action taken after a separate vote without participation

by the interested person. An intentional violation of Sec.



42.40.300 or A.S. 39.50 results in the forfeit of the .member*s or
employee®s office.

Subsection (e) extends A.S. 39.50, requiring the submission
of financial disclosure statements and compliance with conflict
of interest standards, to the executive employees and board mem—
bers. The board 1is also required in subsectipq (f) to adopt

i

"
within 120 days of the first meeting rules implementing the

conflict of interest section.

Sec. 42.40.310. PUBLIC BOARD MEETINGS. This section
requires that board meetings be public and that executive
sessions be used only when permitted by the state open meetings
statute, A.S. 44.62.310, or when the matters under discussion
pertain to land acquisition or disposl®or proprietary infor—
mation.

Sec. 42.40.320. MINUTES OF MEETINGS, This section requires
the board to keep minutes of 1its meetings and to send certified
copies of the minutes covering the public portion of each meeting
to the governor and to the leadership of the legislature.

Sec. 42.40.330. ADMINISTRATIVE PROCEDURE. This section pro—
vides that the state"s Administrative Procedure Act does not
apply to the authority, with the exception that the Open Meeting
Act applies to the authority®™s meetings. The authority 1is
required to make 1its rules and regulations available to the
public. The legislature may, by appropriate action, annul or

temporarily suspend an authority regulation.



Subsection (b) requires the authority to provide advance
notice and opportunity fﬁr the public to comment on regulations
that are likely to have a substantial impact on the public.
Emergency regulations may be adopted, but may remain 1in effect
for only 120 days. Subsection {c) requires that certain types of

rules and regulations be submitted to the attorney general for

review and approval. Subsection (d) exempts from the rulemaking
procedures four designated classes of regulations. Subsection
(e) provides that the authority shall be considered an agency of
_e- * * Jdt e A e s fo Tee

the state for purposes of judicial review of the authority”"s

actions. ,
Sec. 42.40.335,. PRE-EXISTING RULES, REGULATIONS AND ORDERS
0
OF THE ALASKA RAILROAD. This section aflows the authority board
to continue in effect the Alaska Railroad®s existing rules, regu-—
lations and orders for a period not to exceed two years.

Sec. 42.40.340. PENALTY FOR VIOLATION OF DESIGNATED
REGULATION. This section makes a violation (other than by an
authority official or employee within the scope of his
employment) of any of the authority®"s regulations designated as
necessary to protect life, health, or property a misdemeanor
punishable by a $1,000 fine and/or six months 1imprisonment.

Sec. 42.40.345. PUBLIC DISCLOSURE OF INFORMATION. This sec—

tion requires that information in the possession of the authority

is public unless the authority, by rule or regulation, withholds

o



such information by designating it to be of a nonpublic or privi-
leged nature. A procedure is also established whereby indivi-
duals may object to public disclosure of information in the
possession of the authority, and such information may be withheld
if the public iInterest i1s not adversEly affected.
. - »
ARTICLE 4. POWERS AND DUTIES
Sec. 42.40.400. VEE&ERAL-POWERS. This section delineates the
numerous powers the authority needs in order to effectively

manage and operate the Alaska Railroad. The list is intended to

be nonexclusive but each of the enumerated powers appears tor a

specific reason. Most are obviously required by the authority to
enable it to operate and manage the rai%road- Others strengthen
0A

the authority®s ability to engage 1in tax-exempt financing.
Others will enable the authority to satisfy reasonably fore-
seeable requirements of the federal transfer legislation and
still others anticipate the role the railroad will play iIn the
future economic development of the state.

Sec. 42.40.410. ANNUAL REPORT. A report generally
describing the operation and financial condition of the
authority, certified by the board, 1is required by this section to
be submitted to the governor and each member of the legislature
by February 1 of each year.

Sec. 42.40.420. ANNUAL AUDIT. This section obligates the
board to have the authority®"s financial records audited annually

by an independent certified public accountant experienced in rail



accounting. The audit, during the five years TfTollowing transfer,
iIs to include the status of the assets and liabilities identified
in the closing report prepared under the federal transfer
legislation. The fTinancial records of the authority also are
s?ij%ﬁ Eo ag&jt and i1nspection by the-%overqer:sjinte::?l .
auditor and the legislative auditor. Access to these materials
by these officials is unrestricted but disclosure is limited.

Sec. 42.40.425. LONG-RANGE PROGRAM AND CAPITAL PLANNING.
This section obligates the authority to prepare long-range
program and capital plans. The planning process is intended to
ensure authority fidelity with the purposes of this chapter. The
five-year, annually updated program plan, required by paragraph
(a)(1) is to provide information substantially consistent mdth
that required of line agencies by the Executive Budget Act,
although the format in which it is presented is to be developed
by the authority, the legislative auditor and the division of
budget and management. Three years after the preparation of the
first program plan, the governor and legislative auditor may con-
duct a performance and efficiency audit of the authority®"s
compliance with its plan. Paragraph (a)(2) provides for a com-
panion five-year capital improvement plan which also is to be
annually updated. The information provided in this plan is to be
consistent with that required iIn Sec. 42.40.700(b) for projects

subject to state review.



Subsection (c) requires distribution of the annually updated
plans to state officials.

Sec. 42.40.430. USE OF AUTHORITY ASSETS. This section
requires use of authority funds, property, assets and credit for
activities authorized by this chapter. It also precludes the
issuance of stock, loans to board members or employees, business
fogypri;ate benefit ana-ofaér activities inapprobfiate for a
public authority. Subsection (b) makes it clear that the
authority is allowed to serve its employees or board members in
the same manner it W%HJF 05h§[§ in the same genergl CFa%S? such
as passengers or shippers, as long as no special privilege 1is
accorded the employees or board members. It also expressly per-
mits the authority to .indemnify and insure 1its employees, agents
and board membec§. T =" - _ y

ARTICLE ?- RAIL PROPERTIES

Sec. 42-40-2%0- RAIL ;ROPERTIES- Sec. 42.40.500 provides
that the authority will receive and own the properties of the
Alaska Rgilroad transferred und;r the federal legislation. These
properties, as defined by A.S. 42.40.900(10), 1include both real
and personal property of the railroad. Like state lands, the
authority"s lands are protected from adverse possession by
A.S. 38.95.010. Subsection (@) also provides that the

authority"s lands may not be disposed of without compliance with

the specific procedures contained in Chapter 40.



Subsection (b) requires the authority to convey the subsur-
face estate of the lands it receives to the state within 1290 days
T LS - e - *\ . £."
after transfer. The authority may reserve the right to use sand,

gravel and other materials on the lands conveyed to the state.

Its retained interest includes the right to tunnel and otherwise

\-m * - -

use the subsurface asnecessary for transportatlon and related

purposes.

» - -
Under subsection (c), the authority 1is given the power to

* -

litigate and settle any claims arising-.out of the trapafer pro-
SRR/ A Wy >
cess, 1including claims for breach of warranty by the United

States. Under subsection (d), the authority may submit applica-

. S # v, Voem,
tions for interests iIn federal lands, such as rights-of-way, and
receive conveyances of those interests. Additionally, the
authority 1is authorized by subsection (e) to acquire state and =
federal aurplus property under existing law.

Subsection (f) requires the authority to give public notice
of the disposal of interests in land, other than leases, ease-
ments, and land-use permits.

Sec. 42.40.510. CLASSIFICATION, ACQUISITION AND USE OF STATE
LANDS FOR RAILROAD PURPOSES. Sec. 42.40.510 provides a mechanism
allowing the authority to acquire state lands for railroad pur-
poses with the concurrence of the Commissioner of Natural
Resources. Such acquisition would be necessary in the event of

an expansion which involves use of state lands for new routes.

The acquisition procedure is initiated by a resolution of the

-10-
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authority™s council 1identifying specific-lands for rail purposes.

Within 180 days after receiving the resolution, the Commissioner

\ . .
of Natural Resources is required to either permanently classify® /

and convey the surface estate of the requested lands for railroad

. . n _ VI,V
purposes or to deny the classification as not in the best _.

e - m | ww emm $ | ..
interest of the state. Conveyances under this section include . A
» ““o e " ~ | . . \ e V. ;\./ - ) |

sand, gravel and other construction materials useful for railroad

purposes. v

A

Subsection @) alsd allpows ihe authority and ihe Gammhm“i]scsisner
- . * [ ] T 7K
to engage 1in joint management of railroad lands, to agree to con-;
ditions for the clasoification of state lands as ri llroad lands,
kel - " e - XY em»e
and to periodically review both state and railroad lands tov
determine their suitability for railroad purposes. The authority
may reconvej to the state lands which i1t no longer needs.
Subsection (d) elaborates on the nature of the authority®s
v VM

retained interest. . _ r ;.

L]
1

>I Subsection (e) provides an emergency procedure for relocation
of right-of-way and related fixtures to state lands where such
relocation 1Is necessary to maintain safe and adequate rail opera-
tions. Within 45 days after relocation, the authority must
request classification and conveyance of the state lands under
the normal procedure.

Sec. 42.40.515. DEVELOPMENT OF OIL, GAS, MINERALS AND

GEOTHERMAL RESOURCES ON AUTHORITY LANDS. The Department of

Natural Resources may lease or develop resources on authority



lands only after a review procedure involving both the Department
of Natural Resources and the authority has been completed. The
review procedure requires an agreement as to suitable reim-
bursement for any costs incurred by the authority as a result of. To-
the development. The authority®s approval of the development
must be evidenced by a written authorization. Additionally, sub-
section (b) requires the department of natural resources to
require a surety bond from any pgrty other than the state engaged
in resource development on railroad lands.

Subsection (¢) requires the Department of Natural Resources
to maintain records aﬁa'annually report to the legislature con-
cerning the income received from the subsurface of railroad lands
and the value of all subsurface conveyed by the authority to the
state.

Subsection (d) establishes the Alaska Railroad Income Fund in
the State Treasury for income received by the state from lands in
which th% authority has an inteﬁfst. The fund 1is subject to
appropriation by the Legislature.

Sec. 42.40.520. LAND USE REGULATION. This section authori-
zes the authority to promote the common health, safety, and
welfare of the public by adopting regulations governing land use
by private parties having interests, such as leases or permits,
in lands owned or managed by the authority.

Sec. 42.40.530. EMINENT DOMAIN AND ACQUISITION OF PROPERTY

0
AND MATERIALS. This section confers eminent domain power on the

-12-



authority under the state®"s general eminent domain statute. When
the authority acquires a fee simpld interest, which may be
necessary to ensure control of activities on the surface estate,

Jo* *

the authority must reconvey the subsurface to the state. The

demned for railroad purposes.

Subsection (d) authorizes the authority to acquire land by
filing a declaration of taking. - .

Subsection (e) clarifies that the authority may exercise emi-
nent domain to obtain materials as well as the land and access

mUE Y - - R
necessary to develop them. The authority is also authorized by
subsection (f) to vacate land, or any péi& of 1t, and reconvey
title to the state, if compensation was paid for iIt.
ARTICLE 6 . 'FINANCIA[ P&OVISIONS

Sec. 42.40.600. BONDS AND NOTESi This section authorizes
v the authority, by resolution of the boagg, to issu? bonds 3nd
bond anticipation noies to provide money to carry out its pur-
poses. The section vests broad discretion in the board in the
exercise of this authority. Other than specific limitations pro-
vided iIn this section sucn as a maximum term of 50 years for
instruments and the requirement that bond or note proceeds be
dedicated to activities specifically related to the purposes for

which the instruments are 1issued, 1t iIs iIntended that the board

have the maximum flexibility legally permissible in financing its

-13-
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activities. The 18 covenants and powers delineated iIn subsection

(@) are not intended to be exclusive. Paragraph (19) 1is a
general grant of authority to the board to exercise such other
powers and make such other covenants- notwithstanding their
"' ﬁ" ° .1 ° ’ * * *-. rl. - A "o -1*| i| ‘
omission from the specific list, as may be necessary, convenient
' m . ' ?

and desirable.

- - » i

Sec. 42.40.610.INDEPENDENT FINANCIALADVISOR. Theboard is

required by this section to retain a financial advisor indepen-
dent of the underwriter 1iIn negotiating .the private sale of bonds
and notes.

Sec.- 42.40.615. VALIDITY OF PLEDGE. This procedural section
facilitates thepledge of assetsor revenues to the payment of1 .
authority debt. It provides for automatic lien attachments;
gives the liens priority against all parties with junior position
regardless of.notice; and glloas the author;ty to.éaiYTa;sélsf
subject to a pledge.

| ‘e

Sec. 42.40.620. REMEDIES. For the benefit of holders of
authority securities, this section provides that remedies and
rights available under the terms of such instruments are to be
broadly enforceable.

Sec, 42.40.625. NEGOTIABLE INSTRUMENTS. Self-explanatory.

Sec. 42.40.630. BONDS AND NOTES ELIGIBLE FOR INVESTMENT.

This section authorizes public and private entities and indivi-

duals, 1including the state, and 1i1ts other political subdivisions,

-14-
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institutions and others subject to regulation by state law to
invest in authority securities.

Sec. 42.40.635. REFUNDING BONDS. The issuance of refunding
bonds to refund outstanding bonds is authorized by this section.
Insofar as may be appropriate, the provisions of this chapter
also apply to refunding bonds. Subsection (b) authorizes Invest-
ment of refunding bond proceeds, pending their application as
contemplated upon 1issuance, 1iIn direct or guaranteed obligations
of the United States,, the state or other entities with comparably

rated credit.

Sec. 42.40.640. CREDIT OF STATE NOT PLEDGED; REQUIRED . < me

DISCLAIMER, , This section states that thg authority"s securities oy
are not obligations of the state and are payable exclusively from -
revenues or assets of the authority, without recourse to the
state or 1i1ts other political subdivisions. It also requires that
each 1instrument issued by the authority contain a disclaimer on
its face to this effect. s

Sec. 42.40.645. NO PERSONAL LIABILITY. Self-explanatory.

Sec. 42.40.650. REVENUES. This section provides for
authority retention and management of its own revenues, which do
not become part of the state’s general fund.

Sec. 42.40.655. INSURANCE. In addition to requiring the
authority to maintain adequate Insurance, this section requires

that the state be named as an additionax insured.

Sec. 42.40.6*>0. SAFEGUARDING OF FUNDS. Self-explanatory.



Sec. 42.40.665. FIDELITY BOND. Self-explanatory.
Sec. 42.40.670. REVERSION OF ASSETS. Self-explanatory.
ARTICLE 7. STATE OVERSIGHT
Sec. 42.40.700. STATE REVIEW. This section requires the
authority to obtain the approval of at least the governor and

possibly the legislature for certain enumerated major actions.
- ."%‘) V * _7\; ' \j - ’\Z—

The authority must Ffirst notify the governor and the leadership
of the legislature twat, ;t Broposes to undertake any of* the
designated actions. The governor may either disapprove the pro-
posal, suspend it pendigg review by the legislature or approve, 0
it. Approval or disapproval are final and dispositive. IT the
governor suspends the proposal, he transmits his decision and his
recommendation to the legislature. The legislature may then
reject it. IT either the governor or the legislature fail to act
within the time provided, the proposal is deemed approved and the
oo - -

authority may proéeed- ’

Subsection (e), thé”fgkegging éoQWithstandiﬁg, requires spe-
" -

cific authorization by the legislature by law of any proposed
extension representing more than 50 percent of the railroad’s
total track mileage and requiring the issuance of securities 1iIn
an amount greater than $50 million.

Subsection (f) provides that this section is satisfied iIf the
authority has been directed to proceed with a project through the

Sec. 42.40.710 action-forcing mechanism or in the event the

legislature has funded a project independently.



Sec. 42.40.710. ACTION-FORCING MECHANISM. This section
requires the authority to respond formally to a request for con-
sideration of a proposal by either the governor or the legisla-

ture. Within 30 days of receiving such a request, the authority,

- r ] .
in writing, must commit to undertake.the suggested proposal or

]
explain why i1t will not or: islprecluded from doing so. At the

request of the governor or on its own initiagive, the Iegislature
may then direct the authority to proceed, 1Its response not-
withstanding, if the legislature also provides funds to plan and
implement vhe proposal.

Sec. 42.40.715. =INTERVENTION. This section provides that

the governor, when 32 authogized by the,k%?islature, may inter-
(] gAS

vene in and exer> 2 cont}ollof the authority under certain
delineated circumstances. The intervention mechanism permits the
governor to correct the deficiencies and iIs to cease as soon as
the necessary corrections have been made.

Sec. 42.40.720. TRUSTEESHIP. This section provides that the
Iegislatﬁre may also authorize Lhe governor to petition the Stéte
Superior Court at Anchorage to impose a trusteeship over the
authority under specific circumstances, including insolvency,
misapplication of resources or iImpairment of the state®s credit-
worthiness. The trustees appointed by the court are given broad

powers to cure the situation.



ARCTICLE 8. PERSONNEL AND GENERAL PROVISLONS
Sec, 42,40.800. PERSONNEL. This section provides“that the
employees of the authority are not employees of the state. It

also provides for application of the state"s Public Employment
|

Subsection (d) precludes organization of the authority®s ex-

ecutive officials.

Sec. 42.40.810-. POLITICAL ACTIVITIES. This section pre-

cludes use of authority funds 1in political activities including

Sec. 42.40.620. LICENSES AND PERMITS. This section provides
that the authority, to the same extent as the state and except as
otherwise provided 1in this chapter, will comply with local, state
and federal licensing and permitting requirements.

Sec. 42.40.830. UNAUTHORIZED REPRESENTATION. Self-

explanatory .



