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the data of enactment ofthia Act, or ia subject to a claim ft nlid
aariiting rights by a party other than a Village Corporation, the
conveyance to tha State of tha Federal internet in auch prop*
artiaa punuant to aaction 604(bXIXB) or (2) of thia title

grant not laaa than aa ezeluaivw-iiae easement in auch proper*
tiaa. TLm foregoing requirements ahali not bo sonstrued to
permit tha conveyance to tha State of laae than the entire
Federal internet in the rail propertiae of tha Alaaka Railroad

* required to be eonveyed by aaction 604(b) of thia title. If an

action is commenced against tha State or tha United States
contesting the validity of existence of a reservation of right-of-
way for tha use or benefit of the Alaska Railroad made prior to
the date of enactment of this Act, the Secretary of the Interior,
through the Attorney General, shall appear in and defend such
action.

(cXI) The final administrative adjudication pursuant to subeection
(b) of this section shall be final agency action and subject to judicial
review only by an action broughtin the United States District Court
for the District of Alaska. Review of agency action punuant to this
title shall be expedited to the same extent as the expedited review
provided by section 1108 of the Alaska National Interest Lands
Conservation Act (16 U&C. 2168).

(2) No administrative or judicial action under this title ahull
enjoin Or otherwise delay the trmmfer of the Alaska Railroad punu-
ant to this title, or substantially impair or impede the operations of
the Alaska Railroad or the State-owned rJ.lraed.

(3) Before the date of transfer, the State ahall have standing to
participate in any administrative determination or judicial review
punuant to this title. If transfer to the State does not occur punu*
ant to auction 604 of this title, the State shall not thereafter have
standing to participate in any such determination or review.

(dXI) Section 12(oX7Xi) of the Act of January 2, 1976 (Public Law
94-204) is amended—

(A) by striking "subsection 12(bX6)" and inserting in lieu
thereof section 12(b) (5) and (6)”;

(B) by striking “12(bX7Xii}" and inserting in lieu thereof
"IghXTXW ;

(O by striking “crediting” and inserting in lieu thereof"using";

(D) by striking "this subeection 12(bX<XiXb)" and inserting in
lieu thereof "these subsections 12(bX7) (iXb) or (ii)";

(E) by striking "State” in tha last eentence and inserting in
lieu thereof "state”; and

(F) by striking the penultimate sentence.

(2) Section 12(bX7) of such Act is amended—

(A) by redasigniting subsections (ii) through (hr) as subeec*
tions (iv) through (viX respectively; and
(B) by inserting immediately after subsection (i) the following

Td) Subject to the exceptions stated in section 12(bX9), and not-
withstanding the foregoing subeection 12(bX7Xi) and any provision of
any other law or any implementing regulation inconsistent with this
subsection, until the obligations of the Secretary and the Adminis-
trator of General Service* under section 12(b) (5) and (6) art otherwise
fulfilled:

*9%A) concurrently with the commencement of screening of
any excess real property, wherever located, for utilization by
Federal agendas, the Administrator of General Services shall
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notify the Region that such proparty may ba available tor
conveyance to tha Region opoa negotiated aale. Within fifteen
days of tba data ofreceipt 0 fauch notice, tha Region say advise
tha Administrator that tbara ia a tentative aaad for the prep-
arty to ftilfill tha obligations aatabliahad under section 12(d) (5)
and (6). If the Administrator determines the property should be
dispoeed cf by transfer to the Ration, tha Administrator or
other appropriate Federal ocudal shall promptly traaafer such

J) ao disposition vr conveyanee of property under this
subsection to tha Region shall be made until tne Administrator,
after notice to affected State and local governments, has pro-
vided to them such opportunity to obtain the property ss is
recognized ia title 40, United States Code aad tha regulations
thereunder for the disposition or conveyance of surplus
property; and

"(O as used ia this subsection, 'real property’ means any land
or interests in land ovmed or held by the United States or any
Federal agency, any improvements on such land or rights to
their use or exploitation, aad any personal property related to
the land.

“(iii) If the Region accepts any conveyance under section 12<bX7)
G) or (i), it shall be ia exchange for acres or acre-equivalenu as
provided in subparagraph 1(CX2Xe) of the document referred to in
this section, except that, after the obligation of the Secretary and
the Administrator under subparagraph KCX2Xf) of that document
has been fulfilled, the eera'equivalents under subparagraph
RCX2XeXiiiXA) shall be one-half the valued increment therein
stated. The entitlement of the Region under section 12(b) of this Act
ahsll be reduced by the number of acras Or acre squivalenta attrib-
uted to the Region under this subeection. The Secretary and the
Administrator*™ directed to execute an agreement wiih the Region
which shall conform substantially to ths ‘Memorandum of Under-
standing Regarding the Implementation of Section 12fbX7)\ dated
September 10, 1982, and submitted to ths Senate Committee on
Commerce, Science, and Transportation. The Secretary, the Admin-
istrator and the Region may thereafter otherwise agree to proce-
dures to implement responsibilities under this section [12fbX7),
including establishment of accounting procedures and the delega-
tion or reassignment of duties tinder this statute.”.
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(3) Section 12(bX7Xiv) of such Act, as so redesignated by paragraph ' 43 use 16U

(2) of this subsection, ia amended—

(A) by striking "surplus” ths first pleco It appears therein;

(B) by inserting immediately before the period at the end of
the first sentence the following; “or paying for the conveyance
of property pursuant to eubeeetions (i) or (ii)

(©) by inserting immediately after "account shall ba” the
following: "the sum ot fir;

CD) by striking “KCX2X*r and inserting in lieu thereof
“I(CX2XeXiiiXA

(E) by striking "the effective data of this subsection”, and

inserting in liuu thereof "December 2,1980";

ChH) by striking "and shall ba adjusted” and inserting in lieu
thereof "And (2) one-half the acre or acre-equivalent exchange
value under subparagraph 2(CX2XeXiiiXA) of ten townships
fewer than the unfulfilled entittement of the Region on the
seme date to acres or acrt-equivalenta under paragraph KCXI)
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of tin document referred to is this eection. The balance of the
property account ihall be adjusted in accordance with tithear
non 12tbK7Xiiir; aad

(O) by striking “subeection 12toX6T and inserting in lieu
thereofSection 12(b) (5) and (6)".

41 use |11 (4) Section 12(bX7Xy) of such Act, as so redesignated by paragraph

oy, ff) of this subsection. Is amended by striking subsection iii) and
inserting in lieu thereof “subsection (it/’.

n use 1+11 (5) Section 12(bx8) of such Act is amended to read as foilowr

“12fbX8). Subject to the exceptions stated in section 12fbX9), and
notwithstanding any prurisiocs of law or implementing regulation
inconsistent with this section:

“U) The deadline* in subparagraphs 102) (a) and (g) of the
document referred to in this section shall be extended until the
Secretary's obligations under section 12(b) (5) and (6) are ful-
filled: Prwided, That

“(A) the obligation of tha Secretary under subparagraph
KCX2X*) of auch document shall terminate on such date,
after July 15, 1984, that the Secretary has fulfilled his
obligation under subparagraph [(CX2Xx) of that document:
Provided, That the obligation of the Secretary under sub-
paragraph I(CX2Xg) of such document shall be fulfilled at
euch date, after July 15,1984, that the sum of the acree or
acre-equivalente identified for and placed in the pool and
the acree or acre-equivalJenti used by the Region in purehas-
ing property under section i*bX7) equxls or exceeds 138,240
scree or acre-equivalenta;

“(B) the authority of the Secretary under subparagraphs
I(CX2Xb) and KCX2XgXii) of such document to contribute to
the pool created under subparagraph 1(CA2Xa) of such docu-
ment shall terminate (a) on July 15, 1984, if, by that dale,
the Secretary has fulfilled his obligation under subpara-
graph I(CX2) (g), or (b) if not, on such date after July 15,
1984 as such obligation is fulfilled, or (c) if such obligation
remains unfulfilled, on July 15,1987,

“(C) ths concurrence by the State as described in subpara-
graphs [(CX2XaXvi) and I(CX2Xc) of the document referred to
In this section shall be deemed not required after the
Secretary has fulfilled his obligation under subparagrapn
KCX2Xg) of that document, but in no event after July 15.
1987. In lieu of such concurrence, after 1984 as to military
property, and aftar the Secretary has fulfilled his obligation
under subparagraph I(CX2Xg) or that documsnt or July 15,
1987, whichever is earlier, as to any other property, except
property of the Alaska Railroad which is governed by sub-
section 12fbX5XiXD) of this Act, the Secretary shall not
place any lands in the selection pool referred to in subpara-
graphs I(CX2) (a) and (g) of the document referred to in this
section without the pno,. written concurrence of the State.
Such concurrence shall be deemed obtained unless the
State advises the Secretary within ninety days of receipt of
a formal notice from the Secretary that he is considering
placing property in the selection pool, that the State, or a
municipality of the StaU which includes all or part ef the
property in question, requires the property for a public
purpose of the StaU or municipality; an*
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“(D) notwithstanding section tG&kXZ) atthe A luki Rail-
road Tranaftr Act at 1982, tha Secretary may include prop*
arty of tha Alaaka Railroad in tha pool atlands to ba made
available for selection to tha extent that ha is author*-J1 to
do bo ondor a provision of aaction 12(b) of thia Act if tha
StaU consents to its inclusion, which consent is not subject
to any UmiUtion under subsection 12(bX8XiXO herein: Pro-
video. That, while the Alaska Railroad is the property of
the United States, the Secretary shall obtain the consent of
the Secretary of T_ransPortation prior to including such
property: And providediurther, That, if the transfer f the
Alisks Railroad to the S uu doee not occur punuant to the
terms of the Alaska Railroad Transfer Act of 1982 or toy
amendments thereto, the SUU’s consent shall be deemed
obtained uniam the StaU adviaee the Secretary in writing,
within ninety days of receipt of a formal notice from the
Secretary that be is considering piecing such property in
the selection pool, that the Suu, or a municipality of the
SUU which includes all or pert of the property in question,

* requires ths property for a public purpaee of the Suu or
the municipality.

“(ii) In addition to the review required to identify public lands
under section 9(e) of the Alaska Native Claim* Settlement Act
(43 U.S.C, 1602(e)), the Secretary shall identify for inclusion in
the pool all public lands (as such term is used under section 3(e)

of the Alaska Native Claims Settlement Act (43 U.S.C. 1602(e)),
os described in subparagraph KCX2XaXv) of the document
referred to in this section, end shall, in so doing, review all
Federal installations within the boundaries of the Cook Inlet
Region whether within or without the areas withdrawn pursu-
ant to section 11 oftho Alaska Native Gaims Settlement Act (43
U.S.C. 1610) or by tha Secretary acting under authority con-
tnined in that section: Provided, That no such additional review
under such subparagraph ahall be required of miliUry installa-
tions or of such othsr installations as may be mutually excluded
from review by the Region and ths Secretary: And provided
further, That tne Secretary shell not review any property of the
Alaska Railroad unlaas such property becomes available for
selection pursuant to subeection 12(bX8XiXD).

“(iii) The concurrence required of the State ae to the inclusion
ofany property in the pool under subparagraph I(CX2Xb) of the
document referred to in this section shall be deemed obtained
unlees the State advisee the Secretary in writing, within ninety
days of receipt of a formal notice from the Secretary that the
Secretary is oonsidsring placing property in ths selection pool,
that the State, or a municipality of the State which includes all
or pert of the property in question requires the property for a
public purpose of the State or the munitipalify.

“(iv) The deadline# in subparagraph UCXIXb) of the document
referred to in this section ahall be extended for an additional
twenty-four months beyond the dates established in the Act of
July 17,1980 (Public Lew 96-311; 94 Stat. 947).

(Y) On or before January 15,1985, the Secretary shall report
to the Congress with respect to:
“(A) such studies and inquiriss as shall havs been initi-

!
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ated by ths Secretary and the Administrator of General

Service*, or havt bean prepared by other holding agendas.
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to determine what lands, excrpt for lands bald *Jy the
Alaska Railroad or the State-owned railroad, within the
boundaries of the Cook Inlet Region or elenrbere can be
made available to the Region, to the extent of its
entitlement;

“(B) the fusibility end eppropriete nature of reimburse-
ment of the Region for its unfulfilled entitlement es valued
in subeection IEbX7Xiv) ofthis Act;

"(O the extent to which implementation of the mecha-
nisms established in section l«bX7) promise to meet such
unftdfilled entitlement;

“CD) such other remedial legislation or administrative
action as may be needed; end

“(E) the need to terminate any mechanism established by
law through which the entitlement of the Region may be
completed?’.

(6) Section 12(b) of such Act is amended by adding at the end
thereof the following:

“12(bX9). No disposition or conveyance of property located within
the State to the Region under section 12(bX6), 12fbX7) and 12CbX8). as
amended, shall be made if the prop-riv is subject to an express
weiver of rights under the provisions or subparagraph 1(CX2Xf) of
the document referred to in this trzhja, or if such disposition or
conveyance violates valid rights, including valid selections or valid
authorized agreements, of Native Corporations (as such term is used
in section 102(6) of the Alaska National Interest Lands Conservation
Act (16 U.5.C. 3102(6)) or the Stat* existing.sf the time of such
disposition or conveyance under section 6 of Public Law 85-508. as
amended (excepting section 906(e) of the Alaska National Interest
Lands Conservation Act), sections 12(a), 12(b), 16(b) or 22(f) of the
Alaska Native Claims Settlement Act, section 12(h) of the Act of
January 2, 1976(Public Law 94-204; 89 Stat 1154), or sections 1416,
1418 through 1425(inclusive), 1427 through 1434 (inclusive), or 1436
of the Alaska National Interest Lands Conservation Act Provided,
Kowevtr, That nothing within this subsection 12(bX9) shall diminish
ruch rights and priorities as the Region has under section 12(b) of
the Act of January 2, 1976 (Public Law 94-204; 89 Stat 1151), as
amended by section 4 of the Act of October 4, 1976 (Public Law
94-456; 90 Stat 1935), section 3 of the Act of November 15, 1977
(Public Law 95-178; 91 Stat. 1369), section 2 of the Act of August 14,
19/9 (Public Law 96-55; 93 Stat 386), the Act of July 17,1980 (Public
Law 96-311; 94 Stat 947), and section 1435 of the Alaska National
Interest Lands Conservation Act

ML2(bX10). For the purpose of its incorporation into this aaction,
paragraph [(CXI) of the document referred to in this section is
amended as follows (1) by striking 'withdrawn’ and inserting in lieu
thereof'withdrawn or formerly withdrawn’; (2) by striking 17(dXI)*
and inserting in lieu thereof '17(dXI) and (2)'; and (3) by striking the
last sentence of subparagraph KCXIXa) and inserting in lieu thereof
the following: 'Cook Inlet Region, Incorporated shall not nominate
any lands within the boundaries of any conservation system unit,
national conservation area, national recreation area, national
forest, defense withdrawal or any lands that were made available to
the State for selection pursuant to sections 2 and 5 of the Stote-
Federal Agreement of September 1,1972.".



PUBLIC LAW 87-468-JAtt 14,1983 96 STAJ. 2571

*

“ISCbXIIl. Notwithstanding the provisions of wctieo 906 of the
Alaska National Interest Land* Conservation Act aad MCtioo 6(i) of 4* U K 105.
tba Alaaka Statehood Act (72 Stat. 839): MUK mu

“li) 77m StaU is hereby authorised to convey to tha Unitad »e*en -
Sutat for reconveyance to the Region, aad tba Secretary is
diractad to accept aad so raeonvey, land* tentatively approved
for patant or pataatad to tba Suu, if tha Suu aad tha Region
anur into aa agreement that such lands shall ba reconveyed to
tha Region U fulfill all or part of iU eatitlamant under para-
graph 1(0(1) of tha document referred to ia this section: Pro—
vided. That tba acreage of laads conveyed to the Unitad Sut*s
under thia provision shall ba addad U tha Suu's unfulfilled
entitlement pursuant U aaction 6 of tha Alaska Suuhood
Act, and tha number of townships to ba Dominated, pooled,
struck, salactad aad oonveyed punuant to paragraph ttCXIl) of
tha document referred to ia this section shall be reduced
accordingly.

. “(ii) The Secretary ia diractad U oonvey to tha Region lands
salactad by tha Stau prior to July 18, 1973 or punuant to
aactionj 2 and 5 of tha State-Federal Agreement of Sepumber 1,
1972, if tha StaU relinquishes such selections and aaUn into an
agreement with tha Prrion that such lands shall ba reconveyed
to tha Region to fulfill all or part of iU eatitlamant under
paragraph UCXI) cf tij document referred to ia this section,
and the number of townships to be nominated, pooled, struck,
selected and conveyed punuant to paragraph I(CXI) of tha
document referred to ia this aaction shall ba reduced
accordingly.

“(iii) tne Secretary, ia tha Secretary's discretion, is author-
ized to enter into an agreement with tne State and tha Region
to implement tha authority contained ia this section 12fbUl),
which agreement may provide for conveyances directly from the
State to the Region. Conveyances directly conveyed shall be
deemed conveyances from the Secretory punuant to the Alaaka
Native Gaims Settlement Act (43 U-S.C. 1601 at aeq.).".

(e) The Stau shall be liable to a party receiving a conveyance of 45UK 126
land among the rail properties of the Alaska Railroad subject to the
license granted punuant to section 604(bXIXQ of this title for
damage resulting from use by the State of the land under such
licence in a manner not authorized by such license.

Binernaa or ths alasxa samoad

Stc. 607. (aXl) Any employees who elect to transfer to the State- 45UK tsoc
owned railroad and who on tha day befon the date of transfer are
subject to the civil service retirement law (subchaptar HI of chapter
83 of title S, United States Code) shall, ao lone aa continually SUKB31.
employed by the Statoownad railroad without a beak in service,
continue to be subject to such law, exospt that tha State-owned
railroad shall have the option of oroviding benefits in accordance
with the provisions of paragraph (2) of this subsection. Employment
hitlu State-owned railroad without a brack in continuity of service
snail be considered to be employment by the United States Govern-
ment for purposes of subchapter EQ of chapter 83 of title S United
Suus Code. The State-owned railroad ahall be the employing
agency for purposes of section 8334(a) of title 5, United Suus Cods,
and snail contribute to the-Civil Service Retirement aad Disability
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Fund t Him m provided by such section, nctpt that such Him shall
b* determined by applying to tha total baaic pay (ac defined in
aactioQ 8331(S) or title 5, Unitad States Code) paid to tha employe—
ad tha State-owned railroad who art covered by tha drfl —rvice
retirement law, tha par oentum rata determined annually by the
Director of tha Office of Paraonnal Management to ba tba itraae of
tba total normal oost par centum rata of tha civil service retirement
tyvtem over tha employee deduction rata specified in aaction 8334(a)

' or titla 6, Unitad Stataa Coda. Tha State-owned railroad ahall pay
into tha Federal Civil Service Retirement and Disability Fund that
portion of tha coat of administration of such Fund which is demon-
strated by the Director of tha Office of Personnel Management to be
attributable to its employs—,

(2) At any time during the two-year period commencing on the
data of transfer, tha State-owned railroad shall have the option of
providing to transferred employe— retirement benefits, reflecting
prior Federal —rice, in or substantially equivalent to benefits
under the retirement program maintained by the State for State
employe— . If the State decides to provide benefits under this para-
graph, the Stats shall provide sues benefits to all transferred em-
ployees, except those employe— who will meet the age and service
requirements for retirement under aaction 8336(a), GX (e) or ) of
tiva 5, Unitad Stat— Coda, within five years after the date of
transfer and who elect to remain participants in tha Federal retire-
ment program.

(3) If the State provid— benefits under paragraph (2) of this
subsection—

(A) the provisions of paragraph (1) of this subeection regard-
ing payments into the Civil Service Retirement and Disability
Fund for those employe— who are transferred to tha State
program shall have no further force and effect (other than for
employe— who will meet the age and service requirements for
retirement under section 8336(a), (b), (c) or (f) of title 5, United
Stat— Code, within five years after the date of transfer and who
olect to remain participants in the Federal retirement pro-
gram); and

(B) all of tha accrued employee and employer contributions
and accrued interest on such contributions made by and on
behalf of the transferred employe— during their prior Federal
—rvice (other than amounts for employe— who will m—t the

and service requirements for retirement under aaction

(a), (b), (c) or (f) of title 6, United Stat— Code, within five
years after the date of transfer and who elect to remain partici-
pants in the Federal retirement program) shall be withdrawn
from the Federal Civil Service Retirement and Disability Fund
and shall ba paid into the retirement fund utilized by the State-
owned railroad for the transferred employees, in accordance
with the provisions of paragraph (2) of this subsection. Upon
such payment, credit for pnor Federal —rvice under the Fed-

eral civil —rvice retirement system shall be forever barred,
notwithstanding the provisions of section 8334 of title 5, United
Stat— Code.

(b) Employe— of tha Alaska Railroad who do not transfer to the
Stete-ownea railroad ehall ba entitled to all of tha rights and
benefits available to them under Federal law for discontinued
employees.
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(e) Transferred employees whdae employment with the Stat* »
owned railroad it tarminatad during tha two-yea:r pariod commeno-
inf co tha data of trantfar ahall ba astitlad to all of tha rights and
benefits of discontinued employees that auch employees would hart
had undar Federal law if their termination had occurred Immedi-
ately bafora tha data of tba transfer, except that financial compensa-
tion paid to officers of tha Alaaka Railroad ahall ba liaitad to that
compensation provided punuant to aaction 604(dX3XE) of thia titla.
Such employees ahall alio ba aotitlad to seniority and othar benefits
accruad undar Federal law whila they wart employed by tha State-
owned railroad oo tha aaaa boaia aa if auch employment had bean
Fadaral service.

(d) Any employee who transfer* to the State-owned railroad undar
thia title ahall not be entitled to lumpeum payment for unuaed
annual leave undar aaction 5551 of title 5. Urntad States Coda, but
ahall be credited by tha State with tha unuaed annual laave balance
at the time oftnnafcr.

STATS OMXATIOM

Sac. 608. (aXl) After the data of transfer to the State punuant to a USC 1407
section 604 of this title, the State-owned railroad ahall ba a rail
carrier engaftd in interstate and foreign commerce subject to tha
jurisdiction of ths Internets Commerce Commission undar ehaptsr
105 of subtitle 1V oftirJa 49, United States Coda, and all other Acts
applicable to rail earners subject to that chapter, including tha
antitrust laws of tha United states, except, so long aa it is an
instrumentality of tha Stau of Alaska, tha Railroad Retirement Act
of 1974 (45 USC. 231 at too.), the Railroad Retirement Tax Act (26
U.S.C. 3201 at aag.), the Railway Labor Act (45 U.S.C. 151 at aaq.),
the Act of April 22.1908 (45 UJ5.C. 51 at aag.) (popularly nferred to
as tha “Fedfral Employen' Liability Act’j, and tha Railroad Unem-
ployment Insurance Act (45 U.5.C. 351 at aag.). Nothing in this title
shall preclude tha State from explicitly invoking by law any exemp-
tion from the antitrust laws aa may otherwise ba available.

(2) The transfer to the Sute authorized by section 604 of this title
and the conferral ofjurisdiction to the IntenUU Commerce Com-
mission pursuant to paragraph (1) of this subsection are intended to
eonfer upon the State-owned railroad ail business opportunities
available to comparable railroads, including contract rata agree-
ments meeting the requirements of section 10713 of title 49, Unitad
States Coda, notwithstanding any participation in such agreements
by connecting water earners.

(3) All memoranda which sanction noncomplianc* with Fadaral
railroad safety regulations contained in 49 CFR Parts 209-236, and
which are in effect oa the data of transfar, shall continue in affect
according to thair terms aa “waivers of compliance"” (as that term ia
used in section 202(c) of tha Fadaral Railroad Safety Act of 1970 (45
U.S.C. 431(g))).

(4) Tha operation of trains by the State-owned railroad shall not
ba subject to tha requirement of any Suta or local law wbieh
specifies tba minimum number of craw members which must ba
employed in connection with tha operation of such trains.

(5) Revenues generated by tha State-owned railroad ahall ba
retained end managed by tbs State-owned railroad for railroad and
related purposes.

(6XA) After tha data of transfer, continued operation ofths Alaaka
Railroad by a public corporation, authority or other agency of tha
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B ut* shall be deemed to be an exercise of an essential governmental
fttaction, and revenue derived from such operation ahall be-deemed
to accrue to the State for the puipcee* of aaction 115(aXl) of the
Internal Revenue Cod* of 1954 (26 U.S.C. 115UX1)). Obligations
loaued by such entity ahall also be deemed obligations of the £5tate
for thejKirpoe« of aaction 103UX1) of the Internal Revenue Code of
1954 (26 U.5.C. 193<axXl)). but not obligations within the meaning of
section 103(bX2) of the Internal Revenue Code of 1954 (26 U-5.C.
103(bX2)).

(B) Nothing in thia title ahall be deemed or construed to aiTect
customary tax treatment of private investment in the equipment or
other assets that are used or owned by the State-owned railroad.

(b) As soon as practicable after the date of enactment of this Act,
the Interstate Commerce Commission ahall promulgate an expe-
dited. modified procedure for providing on the date of transfer a
certificate of public convenience and necessity to the State-owned
railroad. No inventory, valuation, or classification of property
owned or used by the State-owned railroad pursuant to rubchapter
V of chapter 10r of title 49, United Sutee Code (49 U.S.C. 10781 et
seq.) shall be required during the two-year period after the date of
transfer. The provisions of the National Environmental Policy Act
of 1969 (42 UB.C. 4321 et seq.) and section 882(b) of the Energy
Policy and Conservation Act (42 U.S.C. 6362(b)) ahall not apply to
actions of the Commission under this subeection.

(c) The SUte-owned railroad shall be eligible to participate in all
Federal railroad assistance programs on s basis equal to that of
other rail carriers subject to the jurisdiction of the Interstate Com-
merce-Commission under chapter 105 of subtitle IV of title 49,
United States Code.

(d) After the date of transfer to the State pursuant to aaction 604
of this title, the portion of the rail properties within the boundaries

-* of the Chugach National Forest and the exdusive-use easement
within the boundaries of the Denali National Park and Preserve
shall be subject to lawa and regulations for the protection of forest
and park values. The right to fence the exelusive-use easement
within Denali National Park and Preserve ahall be subject to the
concurrence of the Secretary of the Interior. The Secretary of the
Interior, or the Secretary or Agriculture where appropriate, shall
not act pursuant to this subsection without consulting with the
Governor of the State of Alaska or in sueh a manner as to unreason-
ably interfere with continued or expanded operations and support
ftuctions authorised under this title.

FVTVaZ UCHT»-Or-WAV

45 USC 1208, Sr . 609. (a) After the date of enactment of this Act, the State or
State-owned railroad may request the Secretary of the Interior or
the Secretary of Agriculture, as appropriate under law, to expedi-
tiously approve an application for a right-of-way in order that the
Alaska Railroad or State-owned railroad may have access across
Federal lands for transportation and related purposes. The State or
State-owned railroad may also apply for a lease, permit, or convey-
ance of any necessary or convenient terminal and station pounds
and material sites is the vicinity of the right-of-way for wnich an
application has been submitted.

(b) Before approving a right-of-way application described in sub-
section (a) of this section, the Secretary of tha Interior or the
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Secretary et Agriculture, m appropriate, shall otmjruh with the
Secretary. Approval et aa application for a righuof-way, pennit,
Imm, or conveyanca deecrihai ia eubeeetion (a) cf thia section

b« punuant to applicable law. Rightmf.'wxy, (rounds, aad bus
grmiitad punuant to thia aoctisn aad other applicable law «h«ll
conform, to the extent possible, to the standards provided ia the Act
of March 12, 1914 (43 US.C. 975 et seq.) and aoctioa 503(6) at thie
title. Such conformance ahall net hs affected by the repeal at

Act under eectioa 515 ofthia title.

(ei Reversion to the United States atany portion of aay right-of-
way or excluaivs-uie easement (rented to tho Stau or Sute®owned
railroad shall occur only aa provided ia section 610 of this title. For
purposes of such section, the daU of the approval of any such right-
of-way shall be deemed the Miau of transfer".

Sac. 610. (a) If, within tea rears after the date of transfer to the use 1209.
SUU authorized by section 604 of thia title, tha Secretary finds that
all or pert of th<i real property transferred to the SUU under thia
title, except that portion of real property which lias within the
boundaries of the Denali National Part and Pronenre, is convened
to a use that would prevent the Stete-ownod railroad from
continuing to operate, that real property (including permanent
improvements to the property) shall revert to the United Suus
Government, or (at the option ofthe SUU) the St»U ahall pay to the
United Sutes Government aa amount determined to be the fair
market value of that property at the time its conversion prevents
continued operation of the railroad.
(b) If, after the date of transfer pursuant to section 604 of this
title, the SUU discontinue use of any land within the right-of-way,
the SteU’s uftaroet in such land shall revert to.the United Sutas.
The SUU shall be considered to have discontinued use within the
usaning of this subsection and subsection (d) of this section when:
(1) the Governor of the State of Alaska delivers to the Secre-
tary of the InUrior a notice of sueh discontinuance, including a
leftel description of the property subject to the notice, and a
quitclaim deed thereto; or
(2) the Suu has made no use of the land for a continuous
period of eighteen years for transportation, communication, or*
transmission purposes. Notice of such discontinuance shall Publication ia
promptly be published in the Federal Register by the Secretary, [**™
the Secretary of the InUrior, or the Secretary of Agriculture, .
and reversion shall be effected oae year after such notice, unless
within such one-year period the Suu brinp an appropriate
action in the United Sutse District Court tor the District of
Alaska to twtabliah that the use has been continuing without aa
eighteen-year lapee. Any such action shall have the effect of
sUying reversion until exhaustion atappellate review from the
Anal judgment in that action or termination of the right to seek
such review, whichever first occurs.
(c) Upon such reversion pursuant to subsection (b) of this section,
the Secretary of the Interior shall immediately convey by patent to
abutting landowners all right, title and interest of the United
Suus. where land abutting the reverted right-of-way is owned by
different persons or entities, the conveyance made pursuant to this
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eubeection shall extend the property cf each abutting ownae, to the
centerline of the right-of-way.

(d) If uee is discontinued (as that term is used in subsection (b) of
this section) of all err part of those properties of the Alaaka Railroad
transferred to the State pursuant to this title which lie within the
boundaries of the Denali National Park and Preserve or the Chu-
gach National Forest, auch properties or pert thereof (including

raanent improvements to the property) shall revert to the United
gtee and shall not be subject to subsection (c) of this section. Upon

h reversion, jurisdiction over that property ahall be transferred
to the Secretary of the Interior or the Secretary of Agriculture, as
appropriate, for administration as part of the Denali National Park
and Preserve or the Chugaeh National Forest.

(e) Except as provided in subsections (a) through (d) of this section,
if, within five years after the date of transfer to the State pursuant
to section 604 of this title, the State sells or transfers all or substan-
tially all of the State-owned railroad to an entity other than an
instrumentality of the State, the proceeds from the sale or transfer
that exceed the ooet of any rehabilitation and improvement made by
the State for the State-owned railroad and any net liabilities
incurred by the State for the State-owned railroad shall be paid into
the general fund ofthe Truasury ofths Unitad States.

(f) The Attorney General, upon the request of the Secretary, the
Secretary of the Interior, or the Secretary of Agriculture, shall
institute appropriate proceedings to enforce this section in the
United States. District Court for the District of Alaska.

OTHmM onroamoM

Sec. 611. If the Secretary has not certified that the State has
satisfied the conditions under section 604 within one year after the
date of delivery of the report referred to in section 605(a) of this
title, the Secretary may dispose of the rail properties of the Alaska
Railroad. Any disposal under this section shall give preference to a
buyer or transferee who will continue to operate rail service, except
that—

(1) such preference shall not diminish or modify ths rights of
the Cook Inlet Region. Incorporated (as that term ia used in
section 12 of the Act of January 2,1976 (Public Law 94-204; 89
Stat 1150)), pursuant to such section, as amended by section
606(d) of this title; and

(2) this section shall not be construed to diminish or modify
the powers of consent of the Secretary or the State under
section 12(bX8) of such Act, as amended by asction 606(d)(5) of
this title.

Any disposal under this section shall be subject to valid existing
rights.
DENALI NATIONAL FAJUC AND FXESTIVX IAMBS

Sec. 612. On the date of transUr to the State (pursuant to seetion
604 of thia title) or other disposition (pursuant to section 611 of this
title), that portion of rail properties of the Alaska Railroad within
the Denali National Park and Preserve shall, subject to the exclu-
sive-uaj easement granted pursuant to section 604(bXIXD) of this
title, be transferred to the Secretary of the InUrior for administra-
tion aa pert of the Denali National Park and Preserve, except that a



PUBLIC LAW 97-468—JAN. 1% 1983 96 STAT. 2577

transferee snder section (11 of this titls shall rectrive ths —"»n

intern* as the State undar section 604(bXIXD) oftkb title. }

AmKuajrrorana uvi

Sac. (IS. (a) Ths provisions cf chapter 8 atthis 5, Unitad State* « UBCm i
Cods (popularly known u ths Administrative Prccsdun Act, and < UK too
including provisions popularly known as ths Government in ths
Sunshine Act), ths Federal Advisory Committee Act (6 U-S.C. App. 1
ot aaqg.), tha National Historic Pressrrstion Act (16 UB.C 470 st
aaq ), aaction 4(f) of tha Department at Transportation Act (49 U-S.C.
1653(f)), and ths National Environmental Policy Act of 1969 (42
U5.C 4321 st seq.) ahall not apply to actions taken pursuant to this
titls, except to ths txtsnt thsl such laws may tn applicable to
granting of rights-of-way under saction 609 of this title.

(b) Tbs enactment of this titls, actions taken during ths transition
period as provided in saction 605 of this title, and transfer of ths rail
propsrtias of ths Alaaka Railroad under su”~nrity of this titls shall
os deemed not to be ths disposal of Federal surplus property under
ths Federal Property and Administrative Services Act of 1949 (40
U.S.C. 484) or the Act of October S, 1944. gopularly referred to as ths
“Surplus Property Act of 1944” (50 USC. App. 1622). Such events
shall not constitute or cause the revocation of any prior withdrawal
or reservation of land for the use of the Alaska Railroad under the
Act of March 12, 1914 (43 U.S.C. 976 et seq.), the AJaske Statehood
Act (note preeedin* 48 U.S.C. 21), the Alaska Native Claims Settle*
zaest Act (43 U.3.C. 1601 et seq.), the Act of January 2.1976 (Public
Law 94-204; 89 Sut. 1145)7tne Alaska National Interest Lands
Conservation Act (Public Law 96-4(7; 94 S ut 2371), and the general
land and land management Lewi of the United States.

(c) Beginning on the date of esuclmtnt of this Act, the ceiling on
Government contributions for Federal employees health benefits
insunnoe premiums under section 8906(b)(2) of title I, United Sutes
Code, shall not apply to the Alaska Railroad.

(d) Nothing in this title is intended to enlarge or diminish the
acreage entitlement of the State or any Native Corporation pursu-
ant to existing law.

(e) With respect to Interests of Native Corporations under the
Alaska Native Claims Settlement Act (43 U.S.C. 1601 et tea.) and the
Alaska National Interest Lands Conservation Act (16 U.S.C. 3101 et
seq.' except as provided in this title, nothing contained in this title
shell be construed to deny, enlarge, grant, impair, or otherwise
affect any judgment heretofore entered in a court of competent'
jurisdiction, or valid existing right or claim of valid existing right.

conflict with orom taws

Sec. 614. The provisions of this title shall govern if thare is any 48use ms.
conflict between this title and any other law.

MCrZAt AND AMENBKXNT OF BOXTINO STATVTXB

See. 615. (a) On the daU at transfer to the SUte (punuant to
section 604 of this title) or other disposition (punuant to section 611
of this title), whichever first occurs, the following provisions are

npealed:
(1) The Act ofMarch 12,1514 (43UAC. 975 etaoq.). UuSCuUfe.
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H USC sou. The Act cfJune 24,1946, to authorise certain expenditures

by t%e Alaska Railroad (60 Stat 804). v

(8) The Act of July 19, 1932, concerning mining of eckl ad>-
m at to the Alaska Railroad (30 U S C 20&a).

(4)  Section 6(i) of the Department of Transportatlon Act (49
US C 16S5fi)L

(b) On tha data of trsnxfer to the State fpurruant to taction 604 of
thia title) or other diapocition (punuant to aaction 611 of thia title),
whichever first occurs, tha following provisions art amended as
fellows:

(1) Title 5, United Statae Codw, ie amended—

(A) in aaction 305(e), by atrikinc paragraph (3). and by
redesignating paragraphs (4HS) as paragraphs (3H7),
respectively;

(B) in aection 3401(1), by striking clause (iii), and by
redesignating clauses (ivHviii) as clauses (iiiHvii), respec-
tively,

(C) in aection 51u2X*Xl), by striking clause (iii), snd by
redesignating clauses (ivHix) as clsuiee CiiiHviii),
respectively;

(O) in ssction 5342(a)(1), by striking subparagraph (C). and
by rwdssignating subparagraphs (DHJ) as subparagraphs
(CW1), respectively and

(£) in ssction 7327, by striking subssction (a), and by
striking the subsection designation "(b)".

(2) Section 102(7) of the Railroad Revitalization and Kegula-
lory Reform Act of 1976 (45 U S C 802(7)) is amended by stnk-
inf “and the Alaska Railroad".

(3) Section 10749(b) of title 49, United States Code, is
amended—

(A) by inserting "or" at the end of parsgrsph (1XB);

(B) by striking or" at the end of paragraph (2) and

. inserting in lieu thereof a period; and

(C) by striking paragraph (3).

(4) Section 324(aXl) of the Public Health Service Act (42
USC. 251(aXl)) is amended by striking "employees of the
Alaska Railroad and”.

(5) Section 202<3Xe) of the Alaska National Interest Lands
Conservation Act (16 USC, 410hh-I(3Xa)) ia amended by strik-
ing the third sentence.

(6) Ssction I(o) of the Railroad Retirement Act of 1974 (45
USC. 231(0)) ia amerded by inserting immediately after
"National Transportation Safety Board,” the following: "the
Slate-owned railroad (as defined in the Alaska Railroad Trans-
fer Act of 1982), so long as it is an instrumentality of the State
of Alaska,".

nrAJuuuuryv

46 USC 1214 Sec. 616. If any provision of this title or the application thereof to
any person or circumstance is held invalid, the remainder of this
title and the application of such provision to other persons or
circumstances shall not be niTectad thereby.



TRANSFER OVERVIEW

This overview summarizes the basic statutory scheme for
the proposed transfer of the Alaska Railroad to the Stati> of
Alaska, describes the anticipated timetable for the transfer
and discusses a series of major issues that were considered in
the development of ARTA.

The Act was signed into law by President Reagan on January
14, 1983. It authorizes transfer of the Alaska Railroad to
the State of Alaska subject to several specified conditions,
including the requirement that the State compensate the United
States for the value, if any, of all rail properties trans-
ferred. Other important conditions include State commitments
to continue railroad operations, to assume existing obliga-
tions, to provide employee protection for at least two years,
and to protect retirement benefits.

Two key provisions, each tied to the date of enactment,
establish an orderly process for State consideration of the
transfer offer. W ithin six months from the date of enactment,
this Report is required to be prepared by the Governor of
Alaska and the Secretary of Transportation and bmitted to
the Alaska State Legislature and the Congress. W ithin nine
months from the date of enactment, the railroad's fair market
value must be determined by USRA.

Following delivery of this Report, the Secretary of

Transportation has 12 months within which to certify that the



State has agreed to all conditions for transfer specified by

ARTA. Actual transfer of the railroad is to take place as

soon as practicable* after these certifications are made.

W ithin three months of certification, the Secretary and the

State w ill agree on the actual date of transfer, which the
parties hope w ill be no later than six months following cer-
tification. Although both parties are committed to proceeding

expeditiously, a longer period may be needed to ensure an
orderly process. Iff the State has been unable to satisfy the
transfer conditions within the 12-month time period, ARTA per-
m its the Secretary to dispose of the railroad and to give pre-
ference to a buyer or transferee who w ill continue to operate
rail services.

C ertification Process.

As noted, ARTA sets out a series of conditions that the
State must meet to allow transfer certification by the
Secretary. The legislation does not, however, attempt to
specify how the State is to satisfy the conditions. Much lill
depend upon 'die State's decision concerning the nature of the
entity it w ill designate or create to operate the railroad
under State ownership. The working assumption of the State
during envelopment of ARTA was that State enabling legislation
would be enacted to resolve this fundamental issue, and that
such legislation would either satisfy the outstanding cer-
tification requirements or empower the operating entity to do

SO.



As a precondition to transfer, the Secretary is required

to certify that the State has agreed;

(1)

(2)

(3)

(4)

(5)

to operate-the railroad as a rail carrier in
intrastate and interstate commerce;

to assume all rights, liabilities, and obligations of
the Alaska Railroad on the date of transfer, with
some |im ited exceptions regarding claims and causes
of action;

to protect retirement benefits and to establish
acceptable arrangements for continued employment
during a two-year period following date of transfer;
to allow representatives of the Secretary of
Transportation adequate access to railroad employees
and' records when needed in relation to the period cf
Federal ownership; and

to compensate the United States at the value, if any,
determined by the-valuation exercise being performed

by the USRA.

Reversion,

| f

railroad

transferred to the State under Section 604, the

may revert, in whole or in part, to the United States

under three separate reversion provisions in ARTA:

(1)

Under Section 610(e), any proceeds in excess of the

cost of any rehabilitation and improvement and any



net liabilities from the State's sale or transfer of
"all or substantially all* of the railroad within
five years of transfer to an entity other than a
State instrum entality are. .to be paid to the United
States Treasury.

(2) Section 610(a) requires the reversion to the United
States, or the payment by the State of the fair
market value, of all or part of the railroad's real
property "converted to a use that would prevent the
State-owned railroad from continuing to operate"”

w ithin ten years after transfer.

(3) Section 610(b) requires reversion to the United
States generally for conveyance to the abutting
owners of any land within the right-of-way if its wuse
for transportation, communication or transmission
purposes is discontinued by the State for an unin-
terrupted period of 18 years.

Claims Against Railroad Lands.

Approximately 4,000 acres of the railroad's non-right-of-
way lands are subject to claims by Native Village Corporations
under the Alaska Native Claims Settlement Act. Article 11 and
Appendix D of this Report provide more detail regarding the
lands involved. During the ten month period following the
date off enactment of ARTA, the State, the Department of the

interior, and all affected Native Village Corporations are



directed to undertake a good faith effort to negotiate settle—
ments for as many outstanding claims as possible.

If any of these, claims cannot be settled within the ten-
month period, they must be adjudicated by the Secretary of the
Interior within two years of the date of enactment of ARTA, or
14 months after completion of the review and settlement
process. A1l other unresolved claims against railroad lands
on record in the Department of the Interior, as of the day
before the date of enactment must be adjudicated within three
years Tfrom the date of enactment. Resolution of claims to"
railroad land 1is not a precondition to transfer.

Survey Requirement.

ARTA requires the Secretary of the Interior to survey
within a five-year period all lands among the rail properties
conveyed to the State. The parties emphasize the importance
of meeting the deadline and will continue to work with the
Department of the Interior to do so. Article Il, Appendices
B-E and Exhibit 1 of this Report provide more detail about
the lands involved.

Railroad Right-of-Way.

ARTA requires the transfer to the State of all right,
title, and interest of the United States to all rail proper—
ties of the Alaska Railroad, including all railroad rights-of-
way. ARTA also provides that where lands or any interests

within the right-of-way have been conveyed out of Federal



ownership prior to enactment, the State shall receive, at
minimum, an exclusive-use easement. These two provisions are
intended to ensure that the State will receive all of the
interest necessary to maintain viable railroad operations.
future Rights-of-Way.

ARTA provides for expeditious review of any future right-
of-way requests by the State across Federal lands. The Act
requires that such rights-of-way conform, to the extent
possible, to the standards provided by the Alaska Railroad
Enabling Act of 1914 and the exclusive-use easement definition
contained in ARTA. Responsibility for reviewing and granting
such future rights-of-way 1isvested by existing law in the
Secretary of the Interioror the Secretary of Agriculture,
with the participation of the Secretary of Transportation as
appropriate, particularly with respect to the interest to be
granted for operation and economic growth of the railroad.
Denali National Park and Preserve Lands.

On the date of transfer, the Secretary will deliver to the
State aldeed that conveysto the State (a) an exclusive-use
easement for that portionof the rights-of-way within Denali
National Park and (b) title to the railroad-related improve—
ments within suc"i right-of-way. AlIl other railroad holdings
and improvements within the Park are to be transferred to the
Secretary of the Interior for administration as part of the

Park. Rail properties within the boundaries o0"! the Chugach



National Forest and the Denali National Park and Preserve

will be subject to laws and .regulations for the protection of*
forest and park values. Implementation of those regulations
will be subject to prior consultation with the Governor and
may not unreasonably interfere with continued or expanded
operation of the State-owned railroad.

Real Property Conveyance.

Articles Il and 111, related to real and personal property
and supported by lengthy appendices and exhibits, are the most
detailed parts of this Report. The transfer from the Federal
Government of 1its only commercial operating railroad present
property questions of first impression. This transfer is
further complicated by the peculiar status of many Federal
lands located 1in Alaska. The 1impact of competing claims to
such lands on the transfer process accounts for the complex
statutory scheme provided in ARTA and for the detailed treat—
ment of the railroad lands inArticle 1I1.

The Act provides for four different types of conveyance
documents to be issued to the State on the date of transfer!
Each document will convey ir-"-.erests in land based on the sta-—
tus of the affected parcel on that date.

First, the State will receive an "interim conveyance" of
lands that, like the patented lands, are free of claims by
others but, unlike the patented lands, are not yet surveyed.

When these lands have been surveyed after the date of



transfer, the interim conveyances will be converted into
patents.

Second, the State will receive a patent for railroad lands
that are surveyed and are not subject to unresolved claims
made by third parties under a variety of Federal laws.

Third, the State will receive an exclusive-use easement,
as defined in ARTA, for right-of-way .lands within Denali
National Park and Preserve.

Fourth, the State will receive a license allowing it the
exclusive right to use the railroad lands that are subject to
claims of third parties (such as Native Corporations) on the
date of enactment but which have not been resolved by the date
of transfer. As these claims are settled or decided, the
lands in the license category will either be placed in the
interim conveyance category (if the third party"s claim is
denied) or conveyed to the claimant (if the claim 1is approved)
The real property conveyance provisions of ARTA thereby
require that certain railroad lands be held in escrow (i.e.,
under license) until their ultimate ownership is determined
through settlement or by adjudication.

Employee Protection.

The work force of the Alaska Railroad (described in the
mProfile” section) remains one of its most valuable assets.
The employee protection provisions of ARTA, more fully

discussed in Article VI, testify to the continuing interest



of the State and the United States in protecting the
employees®™ well-being 1in the face of the proposed transfer to
the State. The provisions also are intended to facilitate and
indeed encourage the transfer of the Alaska Railroad work
force to the State-owned railroad, 1in recognition of its cri—
tical importance to the ongoing viability of the railroad.
Although care has been taken to preserve employee options to
elect not to transfer and to protect their rights in the event
they decide to separate from the railroad upon transfer, the
Secretary and the Governor hope that the vast majority of -

employees will remain"with the State-owned railroad.



ARTA REQUIREMENTS

Transfer Terms and Conditions

ARTA establishes a series of conditions the State must meet to
obtain certification from the Secretary of Transportation. The
legislation does not, however, specify how the State is to satisfy
these conditions. Much depends on our decision about the mechanism
we ‘elect to operate the railroad.

Prior to transfer, the Secretary is required to certify that
the State has agreed:

(1) to operate the railroad as a rail carrier in intrastate
and interstate commerce;

(2) to assume all rights, liabilities and obligations of the
ARR on the date of transfer, except for some claims and

causes of action;

(3) to protect retirement benefits and to establish acceptable
arrangements for continued employment for all employees
during a two-year period following the date of transfer;

(4) to allow representatives of the Secretary of Transporta-
tion adeauate access to railroad employees and records;
and

(5) to compensate the United States at the fair market value,
if any, as determined bythe United States Railway

Association.

Other chapters of this report explain some of these conditions
in greater detail, particularly those relating to employee protec-
tion and retirement benefits.*

* Additionally, the first section of the Transfer Report, entitled
"Transfer Overview," provides information about other key aspects
of the federal transfer legislation. This includes those provisions
dealing with reversion requirements, native claims aqainst railroad
lands, and the type of interest to be obtained in the railroad’s
right-of-way.



Provisions Affecting Continued ODerations

The following discussion analyzes the effect of ARTA's require-
ments (other than employee protection obligations which are add-
ressed elsewhere), on continued operation of the railroad following
acquisition. Several observations should help eliminate confusion
regarding ARTA's continued rail service requirements.

First, it is important to remember that most of the federal
transfer statute was structured on a premise of the so-called
"no-cost transfer.” The compensation requirement was a last minute
compromise to obtain Congressional passage, and was merely added to
the already established conditions. Consequently, certain provisions
are not consistent with the purchase provision of ARTA; particularly
the reversion clauses which remain in effect for a certain period
of time after acquisition.

Another important consideration is the requirement that the
State agree to operate the railroad as a common carrier engaged in
intrastate and interstate commerce. Some interpretations sugqgest
that when read in context with the reversion clauses under Section
610 of ARTA, there is a prescribed ten-year period for ensuring
continued rail operations. However, this is not the case. The
State is not required to continue rail services for any specific
period.

Some also suqgest that ARTA requires all existing services be
continued, including passenger service. This also is not the case.
The reversion requirement under Section 610 merely states that if,
within the first 10 years after transfer, the State converts all or
part of the real property to "a use that would prevent the State-
owned railroad from continuing to operate,” then the State shall be
subject to a requirement to repay the United States for these
holdings, or revert such property at our option.

However, under full regulation by the Interstate Commerce
Commission (1QC), the State will be subject to some ICC oversight
in any abandonment proceedings. Generally, these proceedings are
strictly based on economic considerations related to operating
history. Assuming a history of highly marginal performance, it is
doubtful that ICC oversight would prevent discontinuance ofjsery ic**---

at some point in the future.* - "

\

\

* The Transfer Team, however, is not suggestinc th.

service be discontinued. : ,
- - C.



Other key ARTA provisions that have a bearing "on continued
rail ooerations are primarily located in Section 608 , including
the following:

(1) full and formal regulation by the Interstate Commerce
Commission as a rail carrier engaged in intrastate and
foreign commerce;

(2) full jurisdiction under federal antitrust laws, although
the State may invoke by law any exemptions otherwise
available;

€)) exemption from the following laws so long as the State-
owned railroad remains an instrumentality of the State of
Alaska: the Railroad Retirement Act of 1974, the Railroad
Tax Act, the Railroad Labor Act, the Federal Employers®
Liability Act, and the Railroad Unemployment Insurance

Act;

(4) a clarification that ICC regulation is intended to confer
on the State-owned railroad "all business opportunities
available to comparable railroads, 1including contract

rate agreements";

) clarification that train operations by the State-owned
railroad shall not be subject to any state or local laws
specifying minimum crew size;

(6) a specific requirement that all revenues generated by
the State-owned rail-road are to be retained and managed
by the State-owned railroad for railroad and related
purposes;

@) a statement by Congress that continued operation of the
ARR by "a public corporation, authority or other agency
of the State”” is an exercise of an essential governmental
function and qualifies under the Internal Revenue Code
for tax-exempt status, which also would apply to obliga—
tions 1issued by this entity;

(8) a requirement that rail operations within the boundaries
of Chugach National Forest and Denali National Park will
be subject to laws and regulations for the protection of
forest and park values so long as such regulation does not
"unreasonably interfere with continued or expanded

operations and support functions";



€))

guarantees that the State will receive the full federal
interest in the right-of-way, but nothina less than an
exclusive-use easement for transportation, communication
and utility purposes in all areas, except within the
Denali National Park, where the railroad is to receive
an exclusive-use easement for rail purposes only; and

no guarantees for future rights-of-way across federal

lands, but lanquaqge which encourages the Secretary of the
Interior to expeditiously review applications for that
purpose.



(ERTIHICATE OF APPRAISAL

CHARLES F. SEYMOUR, RUSSELL E SNYDER, AND ARNOLD S.TESH

DO HEREBY CERTIFY THAT UPON REQUEST FOR VALUATION BY:

THE UNITED STATES RAILWAY AS5CCATION
933L'ENFANT PLAZA NORTH, S.W.
WASHINGTON, DC 20393

THEY HAVE PERSONALLY EXAMINED THE FOLLOWING DESCRIBED PROPERTY:

ALASKA RAILROAD REAL ESTATE TO BE TRANSFERRED
UNDER THE ALASKA RAILROAD TRANSFER ACT

AND THAT THEY ARE OF THE OPINION THAT AS OF OCTOBER 1, 1983
THE MARKET VALUE OF THE PROPERTY

MORE FULLY DESCRIBED HEREIN, WILL BE AS FOLLOWS:

$58,000,000

THIS MAY BE ALLOCATED AS FOLLOWS:

OPERATING PROPERTY: $ 7,000,000

NON-OPERATING PROPERTY: $51,000,000

"RUSSELL E. SNYDER. MAI

ARNOLD 5. TESH, ASA

Alaska V



CERTIFICATION. ASSUMPTIONS,
LIMMN<i CONDITIONS, AND CONTINgENCTgS

Your appraiser, whose signature appears on the Certificate oi Appraisal, does hereby
certify that, except as otherwise noted in this appraisal report:

L He has no present or contemplated future interest in the real estate that is
the subject of this appraisal report

Z He has no personal interest or bias with respect to the subject matter of this
appraisal report or the parties involved.

3. To the best of his knowledge and belief, the statements of fact contained in
this appraisal report, upon which the analyses, opinions, and conclusions
expressed herein are based, are true and correct.

This appraisal report sets forth all of the limiting conditions imposed by the
terms of the assignment or by the appraiser affecting the analyses, opinions
and conclusions contained in this appraisal

3. This appraisal report has been made in conformity with and is subject to the
requirement of the Code of Professional Ethics and Standards of Professional
Conduct of the American Institute of Real Appraisers of the National
Association of Realtors.

6. No one other than the appraiser prepared the analyses, conclusions ind
opinions concerning real estate that are set forth in thia appraisal report.

7. The American Institute of Real Estate Appraisers conducts a voluntary
program of continuing education for its designated members. MATs and RM'S
who meet the minimum standards of this program are awarded periooic
educational certification. I am certified under this program through

December 31, 1983.

This appraisal is to be used in whoie-and not in part: No part of it shall be used in
conjunction with any other appraisal

No responsibility is assumed by the appraiser for matters which are of legal nature, nor
is any opinion on the title rendered herewith. Good title is assumed. Management is

assumed to be competent and the ownership to be in repsonsibie hands.

This property has been appraised as though free of liens and encumbrances, except as
herein described.

The appraiser herein, by reason of this report is not required to give testimony in court
with reference to the property appraised, unless arrangements have been previously

made therefore.

Disclosure of che contents of this appraisal report is governed by the By-Laws and
Regulations of the American Institute of Real Estate Appraisers of the National
Association of Realtors.

Neither ail nor any of the contents of this report (especially any conclusions as to value,
the identity of the appraiser of the firm with which he is connected, or any reference to
the American Institute of Reai Estate Appraisers or to the .VLA.L or R.YL designation)
shall be disseminated to the public through advertising media, public relations media,
news media, sales media or any other public means of communication without the prior
written consent and approval of the appraisers)



SPECIAL ASSUMPTIONS AND INSTRUCTIONS
UNDER THE ALASKA RAILROAD TRANSFER
ACT (ARTA)

In accordance with the advice and counsel of the United States Railway Association,

Jackson-Cross has assumed the following in its appraisal of the Alaska Railroad:

1* Fair market value of the railroad to the State of Alaska is the
price the State, as a prudent purchaser, would pay for the rights
transferred under ARTA. The State la constrained by all existing
state law that would affect it or any other purchaser of the
railroacfs property. Accordingly, we do not consider potential
actions which the State might take vhich would affect fair
market value.

2. The purchaser will operate the railroad for ten years, at a level of
service that approximates current projections and in its present
configuration.

3. All real estate classified as operating property would be available
for transfer for non-rail use in 10 years after the date of the
appraisal on October 1, 1993.

4, Upon transfer, the State will acquire full title to only those
portions oi the property identified by USRA as owned in fee
simple by the Alaska Railroad.

3. The purchaser will be permitted to make any use of the operating
property immediately after transfer of the properties to the State
as long as such uses do not interfere with rail operations.

6. All non-operating property would be available for disposition
immediately after transfer of the properties to the State.

7. All revenues from real estate transactions during the first ten (10)
years must be used for railroad or other related purposes. Other
related purposes can include transportation budget items relating
In some way to the Alaska-Railroad.

3. There would be no added costs to a purchaser for environmental,
subdivision or zoning actions beyond that which is reflected in
comparable sales.

9. The purchaser is required to assume ail existing leases on the
property, but will renegotiate them at fair market value upon
their expiration or at the earliest date permissible under the
terms of such leases.

10. USRA has provided the appraiser with the inventory of Alaska
Railroad property and with its allocation between operating and
non-operating real estate.



11.

12.

13.

14.

13.

16.

17.

18.

19.

21.

The analysis of real estate taxe3 has been performed in
accordance with the normal real estate market practices, ue. the
purchaser is responsible for normal real estate taxes during the
holding period and for disposition taxes normally paid by the seller
when sales are consummated.

The purchaser is entitled to utilize all financing instruments
normally available, including mortgages.

The discount rate reflects the cost of money attributable to a
typical acquisition in the private secto.*.

Theoretical sodai costs and benefits associated with the
trimsferred property are not considered within the purview of fair
market value.

The railroad is considered a sintp.* property to be owned and
controlled by a single entity.

The date of the appraisal is October 1, 1933.

No special allocation is made in this report for paresis subject to
Native daims. At USRA's request, Jackson-Gross supplied a total
value for such parcels. That value is S3,2Q0,000.

Corridor value for the right-of-way is not considered.

The Section 603(a) Closing Report is considered to the extent that
information contained therein affects the real estate value.

No specific studies are performed to determine the existence oi
semi-precious and predous minerals located within the subject.
Mineral rights and their potential value are only considered to the
extent as reported and reflected In the real estate market
transactions In the private sector.

Income from leases located on property designated by USRA as
operating property, pipeline permits, and trackage charges, are
excluded from the real estate valuation. USRA advises that this
income has been considered in its projections of railroad operating
income.



PURPOSE AND FUNCTION OF THE APPRAISAL

The purpose of this appraisal is to estimate the market value of the subject
property, more fully described herein, as of October 1, 1983.

As U3ed herein, market value may be defined ass

The price which a well-informed buyer acting intelligently,
voluntarily, and without necessity would be warranted in paying,
and a well-informed seller acting intelligently, voluntarily, and
without necessity would be warranted in accepting for the
property as of a certain date.

The function of this appraisal is to provide USRA with an estimate of market value
of the real estate for incorporation in its report on the market value of the Alaska
Railroad properties to be conveyed under the Alaska Railroad Transfer Act (A.R.T.A.).

The subject property is valued in fee simple, subject to A.R.T.A. restrictions as

interpreted by USRA.
ACKNOWLEDGEMENT

All of the judgements and conclusions contained within this report are those cf the
appraisers for which they assume full professional responsibility. However, the
appraisers wish to acknowledge the assistance of David W. Anderson, Douglas S.
Butcher, Joseph R. Dugan, AlIf Moody, and Frederick 3. Williams of Jackson-Cross

Company in the preparation of various facets of this report.
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SUMMARY OF SALIENT FACTS AND CONCLUSIONS

PROPERTY APPRAISED:

OWNER:

LAND:

IMPROVEMENTS:

PRESENT USE:

HIGHEST AND BEST USE:

MARKET VALUE. OF
OPERATING PROPERTY:

MARKET VALUE OF

NON-OPERATING PROPERTY:

TOTAL MARKET VALUE:

83-82-1

Ail Alaska Railroad real estate holdings held in
fee simple by the Alaska Railroad.

The Alaska Railroad (United States Department
of Transportation).

The total land area valued is 28,416.31 acres,
based on maps and other documents provided to
the appraisers by USRA and the Alaska Railroad.
USRA has allocated -3,913.61 acres to Operating
property and 24,302.7 acres to Non-operating
property.

Numerous structures located throughout the
Alaska Railroad land holdings are more fully
described herein. Improvements containing a
total of 312,000+ square feet of building area
owned by the “Alaska Railroad have value
consistent with the highest and best uses of the
properties under the assumptions provided ov
USRA.

Operating property is devoted to rail operations.
The wuses- of Non-Operating properties range
from undeveloped wilderness to land leases for
industrial, commercial, residential, agricultural,
institutional, and recreational.

A separate highest and best use conclusion was
made for each of the Valuation Units described
herein. With respect to Operating property,
highest and best use conclusions are based on the
assumption, provided by USRA, that rail
operations will cease on October 1, 1993.

Land S 3,770,000
Improvements 1.140.000
Total $ 6,910,000
Land $ 30,930,000
Improvements 120,000
Total $ 31,030,000
Land $ 36,700,000
Improvements 1,260.000
Total $ 37,960,000

Rounded to S 38,000,000



VALUATION
After considering all the facts and circumstances in connection with the subject
property, it Is our opinion that the market value of the land and improvements, as of

October*!, 1983, will be;

— FIFTY EIGHT MILLION DOLLARS —
($5X"300,000)

This may be allocated as follows:

Land $56,7*0,000 This is equivalent to 23,*16.31 acres at $1,997 per
acre.
Improvements $ 1,260,000 This is equivalent to 512,002 square feet of

building area at $2.46 per square foot.



OBJECTIVE AND VALUATION METHODOLOGY

T le final adoption of a methodology for appraising the non-rail use fair market
value o* ."ie Alaaka Railroad (ARR) real estate results from comprehensive consideration
of the Alaska Railroad Transfer Act of 1982 (ARTA) which defines assumptions and
limiting conditions. Market factors were also considered in formulating the process.

It has been the practice of the ARR to lease its real estate, rather than sell it.
Jackson-Cross assumes a continuation of this practice regardless of ownership.
Valuation theory assures that proper capitalization of an income stream results in a
value conclusion synonymous with an appraisal assuming sale of the leased fee interests.

To arrive at a fair market value to the State of Alaska, the basic methodology
comports with conventional real estate approaches and techniques.

Two major steps are required to estimate the fair market value of the Alaska

Railroad.

First, the base values are determined. Each base value represents
the estimated price for a single parcel as of October I, 1983,
assuming that it is sold on that date, that it is the only piece of
Alaska Railroad property on the market in that area at the time,
and that there are no restrictions or encumbrances preventing the

sale.

Second, the net revenues, if any, likely to be received from
non-rail use leasing of the subject property are estimated; the
period of time it is likely to take to realize those net revenues are
estimated; and, the present value is appraised as of October 1,
1983, of the expectation of those future net revenues, considering
the cost of money over time and the risk of uncertainty that the

projected net revenues will, In fact, be realized.



BASE VALUE

The first r two major valuation phases involves a determination of base value, or
the total of all gross proceeds to be received for the real property ii it were sola in
marketable parcels on October 1, 1923. Base value assumes that each parcel is the only

parcel being marketed at the subject property on October 1, 1923.

Property Categories
The Alaska Railroad property Is comprised oi both operating and non-operating
property. The United States Railway Association supplies Jackson-Cross with the

configuration between these categories.- They are distinguished by the following

assumptions:

1. Operating property is not marketable for non-rail use for a

period oi ten years.

2, Non-operating property is immediately marketable for

non-rail use.

Both categories o0i property are appraised by Jackson-Cross under the
aiorementioned conditions, except where the railroad lacks title. Jackscn-Crcss relies
upon USRA for instructions regarding the extent to which properties should be included

or excluded due to title problems.

Market Areas

All Alaska Railroad real estate is examined by market area. Those parcels sharing
economic, social, and geographic characteristics tend to have their values influenced by
the same local phenom-Nena. Far instance, changes in population, real estate supply,
industrial growth, property taxes and transportation, among other possibilities, may
influence the property within a market area and have no direct measureb.e effect upon
neighboring communities or jurisdictions. Most importantly, from a valuation standpoint,
is that within a market area-properties of similar utility compete for existing demand.
Obviously, no market is totally immune to what occurs outside its borders, but whatever

macro-economic impact may occur it is best to measure it with local market data If It

exists.
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Valuation Unit

For ail of the Alaaka Railroad real property assigned lor valuation, Jackson-Cross
analyzes each of the permissible uses and determines which uses are most profitable and
likely as of the date the property can be marketed for non-rail use.

All property in each market area is divided into valuation units. Property within a
unit is of consistent highest and best use and value level. The valuation unit is different
from a marketable parcel. It is a method of reporting value results only. The valuation
unit may consist of one or more marketable parcels.

A review of the subject property along with sales and leases identified in the
market enables the appraiser to assign preliminary parceiization. During the base

valuation phase it is often necessary to modify the valuation units.

Valuation Analysis

For each valuation unit a detailed study of market data is utilized to determine
unit values. This analysis includes consideration for marketable parcel location, highest
and best use, size, shape, topography, soil conditions, access, and any other variables
which may have an impact on value.

. The resulting base unit value for'each valuation unit is multiplied by the size of the
valuation unit to equal the total base value. For example, a 10,0C0 square foot valuation
unit with a squire foot value of $2.00 results in a total Base Value of $20,GQ0.00. The
unit value applied reflect the gross unit price likely to be received for the optimum
sized marketable parcels within the valuation unit. To properly reflect market data, a
10,000 square foot valuation unit is not vaiued as a 10,000 square foot parcel if the
standard marketable lot is 3,000 square feet. Instead, It is valued as two 3,000 square

foot lots, each of which are assumed not to compete with the other.

Base Value Limitations

As mentioned earlier, Base Value for the Alaska Railroad real estate is the sum of
all of the individual marketable parcel gross selling prices on October 1, 1983. It
assume*] that none of these parcels are encumbered by the requirement to operate a
railroad, or by the existence of leases which are not in conformity with the market. It

also assumes that no other property within the subject portfolio is availible for sale or

lease on that dat*.

§3-82-1 L



PORTFOLIO MARKET VALUE

The second major phase of this valuation involves the discounting of future
proceeds to a present worth. This discounted cash flow process arrives at a value for the
entire Alaska Railroad reai estate portfolio as a single property. The discounting

technique's applicability to the subject assignment is explained below.

Applicability of Discounted Cash Flow Technique

The dscounted cash flow technique is a standard valuation tool for determining the
present value of cash flows to be realized over a period of time from the disposition or
use of assets. In the subject case where It is likely a purchaser would continue the
practice of the Railroad to lease the property, discounted cash flow analysis, is an
appropriate valuation practice. As a practical matter, the same present value should be
realized from leasing property at market rates or from selling the assets free of
encumbrances.

The discounted cash flow technique is necessary because the amount of die Alaska
Railroads reai estate holdings, the different geographic markets where that property is
located and the diversity of highest and best uses cannot be directly compared to a single

"comparabled sale in the market.

The subject property is especially conducive to discounted cash flow due ro the:

1. Long term nature of die existing leases.
2. Diversity of the reai estate inventory.

3. Heterogenous nature of the business entity which indudes
operating a railroad and managing a reai estate portfolio.

4. Lack of a stabilized income stream or level annuity.

The procedure of performing a discounted cash flow analysis involves a projection

of:

1. Periodic actual gross income Uheiy to be received.

2. The periodic management, marketing and holding costs
likely to be incurred.

3. The relative risk and time-cost of money in realizing die
projections.



Pace oi Absorption

An important element of the discounted cash flow analysis is the time when the
potential benefits (i.e., proceeds of sale or lease) are likely to be realized. A timetable
for realizing lease income from the Alaska Railroad properties results from a detailed
analysis in each of the major market areas.

Within each market area property is categorized by highest and best use. Each
highest and best use category is then analyzed for quality characteristics which may
affect the pace at which- the property is likely to be leased. For major markets a study
of existing market activity along 'with socio-economic factors supplies the appraiser with
the basic data necessary to project the likely rate of absorption that would be predicted
by an investor as of October 1, 1983.

With regard to non-operating property in Anchorage, approximately 20% of the
dollar value is currently under lease; similarly, in Fairbanks approximately 60% of the
dollar value of the non-operating railroad property is currently leased. Jackson-Cross
considers these properties, and those under lease in other markets, to have been already
absorbed into the market, and to remain under lease for the term of the existing
contracts. The appraiser, using real estate market and other economic data, then
estimates the rate at which the unleased property would be leased, including the effect
of re-leasing property after the termination of existing contracts. While he considered
that any terminating leases could be renewed immediately, because start-up time would
be necessary for a new owner, Jackson-Cross assumed that no other new leases would be
entered into for at least one year. The appraiser also estimates the rate at which the
operating property could have been leased for alternative uses under the hypothetical

assumption that railroad operations terminate after ten years.

Rents

A review of real estate practices in both Anchorage and Fairbanks reveals that
land leases generally provide for the escalation (orreduction) of rents every five years.
This five-year cycle, which is containedin most of the existing lessee of Alaska Railroad
property, is assumed to continue for new leases. Accordingly, rents would be set at new

market rents only where

1. The escalation is due;

2. The lease expires and a renewal at market rental value is anticipated;

3. A vacant property is leased.



Capitalization Factor
To determine market rent, a capitalization or rentai factor is derived from rentals

of parcels similar to subject marketable parcels. A study of property sold and leased

indicates a range of 9% to 11%. An ovefall factor of 9.73% is considered appropriate for
the individual subject properties. Both overall quality and diversity of the inventory

constitute the prime consideration for the proposed factor.

Management and Leasing gspense

A study of die major market areas indicates management fees for income
producing properties ranging between 4% to 6£% of gros3 income. This range does not
indude separate brokerage commissions paid when a lease is arranged. In light of the
amount of property involved here, and the extent of management and leasing activity
available to a competent firm, an overall figure of 3% of the effective gross income is
considered adequate. This, of course, indudes any reasonable combination of in*house

costs and outside commissions.

Holding Expense

The ownership of the Alaska Railroad reai estate carries certain expense
obligations regardless of whether it is totally or only partially leased. The expenses
indude real estate taxes, administration, insurance, special legal and accounting
functions, maintenance, security and supplies. The total estimated annual allowance for

holding is 1?% of base value.

Terminal Value

Both Non-operating and Operating'properties have ten year earnings projections.
To take into account the perpetual nature of lease income, during the tenth year of each
projection, values are stabilized and discounted to October, 1953. This is knosvn as
valuing the final reversion. The procedure takes into account that proceeds will be

generated beyond die lease income projection period.

Discount Rate

Since the sum of all projected net income is not to be received cn October 1, 1983

a rate for discounting the proceeds to that date is required.
A prudent investor demands a return for his investment including a real rats of

interest, compensation for inflation factors and for risk associated with a proposed
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investment. Also required in a real estate transaction is compensation for the relative
non-iiquidity of the investment. The discount rate represents the rate at which the
market would take ail of these factors into consideration with respect to future earnings
and pay a fair price for the right to receive such future earnings.

There are no projects which can be compared directly with the valuation of
approximately 28,416 acres of Alaska reai estate. On individual transactions for parcels
in the region, Jackson-Cross has determined that the market is currently demanding
rates of return on equity before taxes of 1.39% to 2096. The size and complexity of the
subject transaction lead to a conclusion that a higher rate of return would be necessary
to attract equity capital. A prudent investor would likely structure the acquisition on
the assumption of 7396 debt and 23% equity mix and would require a 23% return for the
equity component.

The cost of debt capital is a barometer of minimum requirements for discount.
Major'Alaska projects with tangible development plans are attracting mortgage capital
at 1.3% to 2.3% above prime on a floating basis. Fixed rates require 13% to 14% and are
subject to a typical 20 to 23 year term. Fixed rate mortgages are currently subject to
call every five to six years. Mortgage constants range between 14% and 14.3%. Since
the Alaska Railroad has a significant portion of undeveloped property, the portfolio as a
whole would not meet prevailing standards for institutional investors. Since other
lenders in such circumstances demand higher returns, it is concluded a debt cost of 16%
would be appropriate.

Overall, therefore, a capitalization consisting of 73% debt at 16% cost and 23%
equity at cost of 23% leads to an 1S% total property return to acquire the portfolio.

Each major market area in the Alaska Railroad region has different investment
characteristics. In this analysis the overall portfolio discount rate adequately considers

these differences.

Special Considerations

How the market reacts today is the best indicator of its perception of the future.
Current prices, rents and absorption reflect investors' anticipations of profit and use.
Current financing practices are an excellent Indication of that market's anticipation of
future reai and inflationary trends. For these reasons much weight was placed on market
data. However, due to the twenty years required for realizing optimum proceeds,

Jackson-Cross also takes into account:

IV'IS"
83-82.1



Trends in government sponsored economic programs which
are iikeiy to affect the reai estate market in Alaska. These
indude, but are not Limited to, public land sales, public
financing, permanent fund projections, and legislation
restricting expenditures.

Projections for production and revenues and their impact
upon employment, pries changes, and ultimately real estate
supply and demand.

Demographics, including where in Alaska growth has
occurred, and where it is expected in the future. How such
growth may affect prices and absorption varies by ages,
occupations, and income levels.

New or expanding industries, such as the recent influx of
service and professional businesses. This is iikeiy to
contribute towards the continuing economic growth of the
state.

Defense spending, which is Likely to continue as a major
contribution to the Alaska economy.



SUMMARY OF VALUATION PROCEDURE

Within the body of the report are computerized summaries of the valuation

process. The steps taken in the appraisai calculation are as follows:

1. Total Base Value is determined for October 1, 1983.

2. For each period Total Base Value is escalated at a rate of
3% to 3% depending on the market area.

3. A rental factor of 9.73% is applied to each totalperiodic
Base Value to arrive at a maximum potential gross income.

4. The maximum potential gross income is then modified to
reflect:

a. Current leases which are not at market levels; and
b. Property which is not yet projected as leased.

5. Management and leasing expense is subtracted at a rate of
3% of effective gross income each period.

6. Holding expense is subtracted at a rate of 1£E% of base value
each period.

7. The period net income is calculated.

8. The net income is discounted at an annual rate of 18% each
period.

9. During the tenth year for non-operating property and the
twentieth year for the operating property a single reversion
is calculated against the total of the capitalized value for
each of those years* net incomes, plus the base value of
property remaining unleased. The reversion factor applied

is 12%.
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The Honorable Thomas P. O*Neill, Jr.
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Dear Mr. President and Mr. Speaker:
Pursuant to Section 605(d)(1) of the Alaska Railroad Transfer
Act of 1982, P.L. 97-468, enclosed 1is the United States Railway
Association®"s determination of the fair market value of the

Alaska Railroad. Copies of the reports of consultants who

assisted USRA in this analysis will be transmitted separately at

a later date.
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FOREWORD

Description of the Alaska Railroad

In 1914, Congress authorized construction of the Alaska
Railroad to open up Alaska®s interior and to facilitate commerce
through Alaska®s ports. After the arduous job of building a
railroad through the wilderness was completed in 1923, President
Harding dedicated the railroad and a new era began in Alaska“s
history. The railroad went on to play a significant role in-the
development of Alaska®s interior and as an armed forces supply
link during World War II.

It lias been operated by the Federal government since 1its
inception,, and today it is administered by the Federal Railroad
Administration as part of the Department of Transportation. It
currently operates over 525 route miles serving the principal
Alaska cities of Anchorage and Fairbanks, the ports of Whittier
and Seward, and natural attractions such as Denali National Park.
Both freight and passenger service is offered year round.
Interline rail freight traffic is interchanged at Whittier with
barge lines linking the railroad with Seattle and Prince Rupert,
B.C. Principal freight commodities carried include gravel, coal,
aviation fuel, pipe, building materials and piggyback.

While the Alaska Railroad performs an important function
within the State of Alaska, 1its operations and patronage are
modest when compared with railroads in the lower 48 where it
would be classified as « medium-sized "short-line" carrier with

below average freight traffic density. Historically, the



railroad has been subsidized by Congressional appropriations.

Since 1939, the appropriations have been used almost exclusively

for capital and maintenance projects. Since 1975, appropriations

have ranged from a low of $3.0 million in 1978 to a high of
$12.6 million in 1981.
In fiscal year 1983, which ends September 30, it is estimated

that the railroad will have carried 82,000 carloads and 204,000

passengers. Projected fiscal year 1983 revenues are $55.5
million with operating expenses estimated at $50.8 million. . As
shown in Table 1, this continues a trend begun in fiscal year

1981, the first time since the Alaska pipeline construction years

that the railroad"s operating revenues exceeded expenses.
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Table 1

THE ALASKA RAILROAD
Financial Results

Feder
Expenses Surplus Expense/ Appro
) Revenue (Inc. Dep.) (Shortfall) Revenue Driati
Fiscal Year (1) Millions 5 Millions 5 Millions Ratio 5 Mill
1973 17.7 20.7 (3.0) 117
1974 21.5 22.6 a . 105
1975 42.3 36.5 5.8 86 6.0
1976 (1) 53.7 49.6 4.1 92 9.0
1977 .35.0 36.0 ¢ .0 103- 6.0
1978 29.1 33.6 (4.5) 115 3.0
1979 25.2 31.8 (6 .6) 126 9.3
1980 28.9 34.7 (5.8) 120 6.5
1981 43.9 40.6 3.3 92 | -
1982 58.8 49 .2 9.6 84 2&
1983 55.5 50.8(2) 4.7 92 \mm
1) Year end change  from June to September in 1976. Transition

quarter 1ignored.

2) For comparison with previous years, excludes 52.3 million of
engineering expense previously treated as capital.

3) $7.6 million was appropriated in the continuing resolution,
Public Law 97-377 1in December 1982. The DOT appropriations bill
for fiscal year 1983 contained no funding for the Alaska
Railroad.



INTRODUCTION AND SUMMARY

The Alaska Railroad Transfer Act of 1982, P.L. 97-468 (ARTA)
was signed into law on January 14, 1983. In that Act, Congress
found that while continuation of the Alaska Railroad is necessary
to achieve Federal, State and private objectives, continued
Federal control and financial support are no longer required to
accomplish those objectives. Congress Tfurther found that the
Alaska Railroad was primarily benefitting Alaska residents and
businesses and concluded that the Federal government should offer
to transfer the Railroad to the State of Alaska.

ARTA establishes the terms and conditions for transferring
the Railroad, sets forth the timetable and procedures for
accomplishing the transfer, and authorizes the Secretary of
Transportation to effect the transfer upon certification thac the
State has complied with the Act"s terms and conditions. As part
of the transfer process, ARTA Section 605(d)(1) directs the
United States Railway Association (USRA) to determine the
Railroad®"s fair market value. This report fulfills that
requirement.

On July 15, 1983, pursuant to ARTA Section 605(a), the United
States Department of Transportation and the State of Alaska
submitted a Joint Report (605(a) Report) describing the assets
and liabilities to be transferred. As directed by ARTA, USRA has
used information contained in that report to the extent relevant

to determining the Railroad"s, fair market value.



In directing USRA to value the Alaska Railroad, ARTA provides
three specific instructions concerning that valuation. First,

Section 605(d)(1l) states that USRA

"shall determine the fair market value of the Alaska Raillroad
under the terms and conditions of this title, applying such
procedures, methods and standards as are generally accepted
as normal and common practice."

Second, the Act provides thav.

"(sjuch determination shall 1include an appraisal of the real
and personal property to be transferred to the State pursuant
to this title. Such appraisal by the Association shall be
conducted in the usual manner in accordance with generally
accepted industry standards, and shall consider the current
fair market value and potential future value if used in whole
or in part for other purposes."”

Finally, the Act requires that

"[t]lhe Association shall take into account all obligations
imposed by this title and other applicable law upon operation
and ownership of the State-owned railroad.”

In reaching its determination of value, USRA used the
normally accepted definition that fair market value 1is "what a
willing buyer would pay ... to a willing seller."* 1In the
appraisal field, the valuation of property at fair market value

"means merely an attempt to estimate the price for which the

*Uniced States v. Miller, 317 U.S. 369, 374 (-1943); Uniced States
v. 564.54 Acres of Land, 441 U.S. 506, 511 (1979). While the
willing buyer/willing seller definition of fair market value
ordinarily focuses on the loss to the seller (i.e., the loss to
the United States in disposition of the railroad), ARTA Section
605(d)(1) mandates a focus on the obligations imposed by the
buyer ardsi* ARTA (i.e., "obligations imposed by this title

upon operation and ownership of the State-owned railroad").
Consequently, to be consistent with ARTA’s direction, the
valuation concentrates on the present value of the property
rights to be received by the purchaser under ARTA.



property could be sold by some stipulated seller to anyone else,

Thus, fair market value 1is based on economic value in the
marketplace. It assumes that both buyers and sellers act
rationally. It ignores the special desire of any particular
buyer for the property and any unique value which the property
may have to that particular buyer.

This means that the fair market value of the Alaska Railroad
properties 1is not the subjective or special value of those assets
to the State of Alaska. The price which the State would have to
pay to acquire the rail properties should be based upon how much
it would have to pay to outbid any other potential purchaser,
subject to ARTA"s terms and conditions.

Consistent with ARTA"s direction that USRA apply "standards
as are generally accepted as normal and common practice"”™, USRA
has determined the amount which a rational buyer might pay in the
marketplace for the properties to be transferred"to the State of
Alaska considering both (1) the "terms and conditions”™ of ARTA
that will apply to the State®"s acquisition of the Alaska
Railroad, and (2) all obligations imposed by ARTA and other
applicable law upon operation and ownership of the State-owned

railroad.

Bonbricnt. Valuatio of Property, p. 65 (1937)? accord"!
American Institute of P9| Sscate Appraisers, The Appraisal of
Real Estate, pp. 23-24 (7th ed. 1978); 1 Orgelr-Valuation Under
Eminent Domain, Section 20, pp. 90-96 (2nd ed™.-I"SN).- -
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Since ARTA’s terms and conditions require the State to
operate the Railroad for at least ten years (or railroad
properties would revert to the United States under ARTA Section
610(a)), determining the Railroad®s fair market value begins with
estimating the present value of continuing railroad operations
for ten years, 1including the present value of the Railroad®s non-
operating real estate.* The next step is to estimate and compare

(1) the present value of continuing rail operations beyond
ten years 1in perpetuity, with

(2) the present value of putting the Railroad®"s assets "in

whole or in part to other uses after ten years.

These alternative estimates of fair market value require
analyses of the Railroad®"s operations, 1its physical plant and
equipment, 1its real estate assets, the costs which the buyer will
incur incident to the transfer, and the proceeds and costs that
would be 1incurred if the Railroad"s assets were converted to
other uses.**

These analyses are described in the sections which follow.
They were assembled to determine the Railroad"s present fair =
market value under two alternative hypotheses - (1) continued
rail operations in perpetuity, and (2) rail operations for ten
*Any losses from continued operations could be offset by rents
from the non-operating real estate, since ARTA Section 608(a)(5)
requires that all railroad revenue "be retained and managed
for railroad and related purposes."” The term "related purposes"”

is considered broad enough that this condition would not so
restrict the State®"s use of railroad revenues as to materially

affect fair market value.

**JUSRA was assisted in determining the scope and nature of its
analysis under ARTA by the law firm of Nossaman, Guthner, Knox &

Elliott. - =
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years followed by putting the Railroad®"s assets to their highest
and best alternative uses. Results of these two scenarios are

summarized in Table 2.

Table 2

ARR VALUATION
as of 10/1/83

(in 000)
Continued Rail ) Alternative Use
Ooerations Scenario Scenario
Real Estate $ 47,800*1 S 54,800*2
Rail Operations (25.529)*3 (35.430%*4
$ 22.271 = S 19.370

*1) Present value of the Railroad®"s non-operating real estate.

*2) Present value of the Railroad®"s non-operating real estate
plus present value from alternate use of Railroad®"s operating
real estate after [0 years.

*

*3) Includes all start-up costs.

*4) Includes all costs associated with rail operations during the
first [0 years including start-up costs, plus labor protection
costs associated with discontinuing rail operations. Also
includes net proceeds from assumed liquidation of facilities and
equipment.



The fair market value of both the continued rail operations
scenario and the alternative use scenario consists of two
components: a rea.” estate component and a rail operations
component. The fair market value of the Alaska Railroad under
these two valuation scenarios was determined by reducing the cash
flows from each of these two components to a present value as of

October 1, 1983.

Continued Rail Operations Scenario

The real estate component of value was derived by projecting
future lease income from the non-operating real property. The
Alaska Railroad®"s historical practice has been to lease to others
the property not required for rail operations, and an 1investor
would likely continue this practice. Accordingly, it was assumed
that the property presently under lease would continue to be
leased and that other property would be leased to the extent
possible. The net cash flows were discounted to produce a
present value of $47,800,000. This amount does not include the
real estate which has been selected by Native corporations.
However, for the reasons discussed in Appendix A, Native Clainm
Selection Analysis, USRA concluded that a prudent buyer would pay
nothing for the possibility that significant portions of the
lands subject to Native claims might eventually be conveyed.

The value of the rail operations was derived from a forecast
provided by the Alaska Railroad and adjusted by USRA. The 605(a)
Report was used as a beginning point for the derivation of start-—

up costs, and estimates of capital requirements were made by



consultants to USRA. These constant® dollar cash flows were then
discounted to produce a negative value of $25,529,000,* which was
then subtracted from the $47,800,000 value of the non-operating
real estate to yield an October 1, 1983 fair market value of

$22,271,000.

Alternative Use Scenario

In the alternative use scenario, the Railroad is assumed to
cease operations at the end of the tenth year, the facilities and
equipment removed and sold, and the operating real estate made
available for leasing and development in the same fashion as the
non-operating real estate. The cash flows generated by this
additional real estate were valued in the same manner as the non-—
operating real estate and increased the 1983 present value of the
real estate by $7,000,000 to $54,800,000.**

The value of the rail operations 1in this scenario is (1) the
present value of the cash flow from rail operations for -ten years
(2) plus the present value of the net proceeds that would be

received from dismantling and selling the Railroad"s facilities

*]t was necessary to estimate the value of the cash flows after
the tenth year (the last year of the USRA projection). This was
done by calculating a normal year cash flow that could be
expected after the tenth year and capitalizing that amount by

16 percent and then discounting the capitalized flows back to

present value.

**While the $7 million value may seem small 1in relation to the
real estate involved, it must be kept in mind that the cash flows
from alternative use of the operating real estate do not begin
until the eleventh year (1994) which causes the present value to
be relatively small.



and equipment starting in the eleventh year, (3) less the present
value of labor protection payments attendant to discontinuing

rail operations. These cash flows, which were all stated in
constant dollars, were discounted at the same rate as was used to
discount the cash flows 1in the continued rail scenario. The
present value of these flows was a negative $35,430,000 and was
deducted from the $54,800,000 real estate value to yield an
October 1, 1983 fair market value of $19,370,000 for the
alternative use scenario.

Based on these valuation studies, USRA concluded that there
was no persuasive evidence that a buyer would be willing to pay
more than the present value of continued railroad operations for
the speculative possibility that an eventual conversion of some
or all of the Railroad"s assets to alternative uses would produce
greater value. Therefore, USRA determined that the fair market

value of the Alaska Railroad pursuant to Section 605(d)(l) of

ARTA is $22,271,000.



CONTINUED EARNINGS VALUATION

The purpose of this analysis was to examine the earnings
which could reasonably be expected to flow from a continuation o
rail service. It was based on revenue and expense forecasts
developed by the? Alaska Railroad along with a projection of
capital requirements to support that level of operations.

These forecasts were reviewed and validated by USRA staff,
and adjustments were made as necessary. The validation process
included an examination of historic performance levels and
trends, field 1inspections, 1interviews with railroad and other
knowledgeable personnel, and a review of proposed capital
projects.

In general, the forecasts made by the Railroad were accepted
as presented. As- discussed later in this section, adjustments
were made to projected operating expenses for some additional
maintenance of way expenses. Adjustments were also made to
forecasted productivity 1improvements, since 1t was USRA"s
judgment that a potential 1investor would be unwilling to pay for
as yet undemonstrated cost reductions. The projected capital
program was modified as well.

Other cost increases resulting from the transfer of the
Railroad, 1identified in detail in the 605(a) report, were also
reviewed and adjusted. These 1items include legal and
administrative expenses, tort claims, working capital and
employee retirement obligations. Additionally, the cost of

compliance with Federal OSHA requirements and State or local



building codes not now applicable to the Railroad were estimated
and included, as well as one-time transfer costs.

The resulting modified revenue, expenses, and capital
requirements from operations were reduced to a single present

value as of October 1, 1983.

Revenue

Revenue 1s based on an Alaska Railroad passenger and freight
traffic forecast for the fiscal years 1984 through 1989 (see
Table 3). Passenger revenue is projected to increase 59 percent
from fiscal 1984 to 1989, with freight revenue rising 34 percent.
Most commodities show a gain over the period with only petroleum
products declining. Gravel traffic, which has been 1increasing
over the past several years, 1is expected to remain at 1983 levels
as 1s coal moving to local Alaska destinations. The commodity
showing the largest increase 1is pipe because of renewed activity
on the North Slope and a greater need for replacement pipe.

Of particular importance 1is the .projection of an export coal
movement beginning with a test shipment in 1984. This coal would
be moved in unit trains from Healy to the port of Seward for
shipment to Korea. It would be handled in shipper-owned
equipment and would represent a significant addition to the
Railroad"s traffic base. Planning for this movement has been
going on for some time. However, recognizing that the necessary
port facilities have not yet been built, the uncertainty of
current world coal markets and the possibility of increased

costs, USRA modified the Railroad"s forecast by delaying the
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estimated start-up date by one year. We believe that a
prospective purchaser would view the uncertainties associated
with the projected export coal movement as being significantly
higher than the uncertainty inherent in other elements of the
Railroad®"s forecast.

Neither the Railroad nor USRA has forecast any traffic
improvements that are purely speculative. For example, there are
major mineral reserves 1in the area which are a source of
potential new traffic. However, additional facilities would be
required, probably including substantial extensions of the
Railroad"s lines.

All elements of revenue are statfd in constant 1983 dollars.
This means that the average revenue per carload changes only as
traffic (commodity) mix or length of haul changes. It was
assumed that rate increases will be made in a timely fashion 1in
response to cost increases. To the extent that the Railroad
should prove unable to do this, operating margins would be

reduced from forecasted levels.

Exeenses

USRA adopted most of the Railroad"s forecast of operating-
expenses. The most important modifications were additional
maintenance of way expenses, the previously discussed adjustment
to projected productivity improvements, and additional legal and

administrative expenses attributable to the transfer itself.



Asset Condition and Maintenance Expenses

Since the condition of the Railroad"s plant and equipment has
been of major concern in the past and could be responsible for
major shifts in expense levels, USRA physically inspected
facilities and equipment as necessary to make a careful
assessment of future requirements.*

Maintenance of Wav. The Railroad consis ;s of approximately
650 active track miles 1in main and branch lines, yards and
sidings. The main lines from Seward to Fairbanks and from
Portage to Whittier consist of 115 pound rail on wood ties. The
branch line and yard rail generally varies from 70 to 90 pounds.
New rail was installed on the main line from 1948 to 1952 to
overcome detericration from heavy traffic during the war.
Althgugh precise numbers ara not known, major tie renewals were
also done at that time. The extremely large rebuilding-effort
during that five-year period and the relatively low traffic
levels since have reduced the subsequent need for large program
expenditures for tie and rail renewal.

In order to evaluate the Railroad®s condition and estimated
future needs, the property was 1inspected by observing the track
structure and ride qualities from trains, hi-rail vehicles and
selected walking 1inspections. Some tie renewal and surfacing
work was observed 1in progress, and records for defective rails,

derailments, slow orders and other engineering data were

*USRA was assisted in this analysis by Frank S. King and Jackson
R. Bell, experts in railway engineering and equipment.
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reviewed. This review clearly showed that the Railroad ia
currently 1in satisfactory condition to handle present, and
projected traffic levels. In 1982, the Railroad"s highest
traffic density was O million gross tons (MGT) on the 40-mile
segment between Anchorage and Matanuska. The balance of the main
line handled less than 4 MGT for the year. These statistics
reflect a low-density railroad as compared with other railroads
where density may often be over 40 MGT per year for single track
lines.

Over the past three years 1981-83, the Railroad will have
replaced an average of about 21,000 ties and renewed about 2.75
track miles of rail per year. The Railro--! has projected some
increases in program levels predicated on increased traffic, but
future expense increases are partly, offset by projected cost
reductions due to greater efficiency.

In i1ts analysis, USRA determined that the maintenance of way
costs projected by the Railroad should be increased to assure a
track structure adequate for the expected traffic. The magnitude
of this adjustment varies from about 5800,000 annually to nearly
51.5 million annually, or a total 510.8 million for the ten
years, 1984-93. This funding will provide for tie replacements
of 35,000 1in 1984 rising to 50,000 by 1990. Rail renewal will
similarly increase from about 4.5 track miles in 1984 to 10 track
miles 1In 1993. These program increases reflect not only traffic
growth but also the age of many ties and much of the rail. Ties
and rail installed in the post-war period, 1943-52, will have

provided forty years of service within 1w  —-————-



this should require increased replacement rates from current

levels.

Maintenance of Equipment. The Railroad currently owns 62
locomotives, 46 passenger cars and 1,642 freight cars. In
addition, various vehicles, maintenance and shop equipment are
also maintained. The demand for equipment 1is high throughout the
summer due to tourism and the construction season. During the
winter, demand 1is low, providing time for programmed equipment
repair. Total expenses in this category were about $9.5 million
last year, and they are projected to remain at about that level
through 1984. After that, consistent with traffic growth,
expenses are projected to increase each year, reaching $11.5
million in 1989.

This projected spending should be adequate to provide the
necessary level of locomotive overhauls and heavy repairs as well
as running and heavy repair to freight cars. Maintenance of
passenger equipment has also been provided for,.premised on the
current scheduled level of trains.

A part of the locomotive fleet 1is old end expensive to
maintain, and much of the freight car fleet 1is or soon will be
over 40 years old. However, the overall condition of the fleet
should improve over the ten-year period due to the projected
acquisition of new or good used locomotives and freight equipment
as provided for in the capital plan.

The need for additional or replacement freight cars will have

to be continually re-evaluated as traffic develops. The Railroad



has had some success 1in getting shippers of bulk commodities to
obtain and finance needed equipment. Currently one of the major
gravel shippers provides hopper cars for regular unit train
moves, and the potential coal exporter has agreed to provide r.ct
only the necessary cars, but also the locomotives.

The opportunity for additional shipper equipment agreements
will depend on future traffic developments. Surplus freight
equipment in the lower forty-eight states may provide an
economical source for some of the Railroad®s future needs. In
summary, based on the projected traffic and expected equipment
acquisitions, the expense levels projected should be adequate no
only to maintain the current fleet condition but to permit some

improvement.

Forecasted Capital Requirements

Historically, capital spending has varied widely, and
government appropriations have been required to permit any
reasonable capital program. According to data provided by the-
Railroad, since 1975, capital spending has ranged from a low of
52.8 million to a high of 511.8 million.* Uncertain funding and
resulting wide swings from year to year made effective capital
planning difficult, often leading to last-minute decisions on
project approvals.
*Alaska Railroad annual reports nave reported capital expenditure
totals that included the cost of major track work such as tie
replacement, rail renewal, track surfacing, bridge repairs, etc.

Under ICC accounting, these costs properly belong in operating
expenses. The spending totals shown reflect this adjustment.



The Railroad provided USRA with a capital plan averaging
$14 million annually from 1984 to 1988 funded by the Railroad"s
cash flow. After reviewing that plan and a proposed project
list, discussions with management and on-site 1inspections, a
yearly allocation of $12 million was considered adequate to
continue operations and to handle forecasted traffic growth.

Approximately half of this amount 1is allocated for acquiring
and upgrading locomotives, cars and other equipment. The
remaining amounts provide for rehabilitation of bridges and
tunnels, track construction to serve new and existing customers,
stabilization of the roadbed in the Healy Canyon and elsewhere,
realignment work to reduce curvature, and other plant

requirements.

Start-uo Costs

In Appendix L of the 605(a) Report, the State of Alaska and
the Department of Transportation identified 15 items which they
considered to be potential start-up obligations under the Act.
The Report characterized these as ""start-up® responsibilities,
because they are new undertakings by the railroad, not previously
imposed on the railroad because of its Federal status."” For the
most part, these responsibilities are not "one-time"; rather,
they affect ongoing expenses and result from various changes 1In
access to Federal government resources. USRA treated these
issues as follows.

(@D) Vehicle Leasing. Under Federal ownership, the General

Services Administration assigns vehicles to the Railroad for a



monthly lease payment which includes maintenance. The State* the
Department of Transportation, and the General Services
Administration have not yet resolved whether the existing leased
vehicles will be transferred. In the event the Railroad acquires
the existing fleet of older leased vehicles, it will be required
to make other arrangements for maintenance. USRA determined that
the Railroad could most likely continue to lease vehicles at
terms and conditions equivalent to those currently in effect.
Regardless of the final outcome, there would be no significant
change in net costs to the Railroad for vehicles, and USRA"s
analysis includes no adjustment to the Railroad®"s projected
expenses for this item.

(2) Supplies and Materials. After transfer, the Alaska
Railroad can no longer acquire supplies through Federal
government supply depots. However, USRA®"s valuation assumes that
the purchasing power of the State-owned railroad will offset the
loss of the ability to purchase through the Federal government.
USRA did include increased administrative costs associated with
an additional purchasing agent.

(3) Legal Fees. Currently, much of the Railroad"s legal work
is performed by United States government attorneys. After
transfer, this will no longer be the case, and the Railroad will
have to do more of its own legal work as well as retain outside
counsel. After consultation with the Alaska Railroad arid with
others, USRA concluded that an additional $600,000 per year 1is an

appropriate additional cost to factor into the valuation.
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(4) Additional Administrative Expense. USRA has assumed
that, as a result of the loss of certain administrative support
currently provided by various Federal agencies, the Railroad will
incur an additional annual expense of $108,000 representing three
person years to handle this work.

(5) Tort Claims. Currently, all tort settlements or awards
in excess of $2,500 are paid by the Federal treasury. After
transfer, these will all be the responsibility of the Railroad.
Over the four-year period 1980-83, the Federal treasury paid, a
total of $288,000, an average of $72,000 a year. From this
experience, USRA assumed an additional average cost of $75,000
per year.

(6) Working Capital. As with all businesses, tne Railroad
will require working capital. USRA assumed that none of the
revolving fund will be transferred to the State because pre—
conveyance claims and contingent liabilities that uiust be paid
are likely to consume the entire fund. After reviewing the
working capital requirements of other railroads, i1t was USRA"s
judgment that one month®"s worth of operating expenses would be
adequate working capital for the Alaska Railroad. This amounts
to approximately $4.4 million in the first year, varying over the
Precast period as operating expenses vary.

(7) Lack of Access to Federal Surplus Equipment. After
transfer, the Railroad®"s access to excess Federal equipment will

be greatly diminished. In our judgment, this should not increase

the Railroad®"s costs.



(8) ARTA Section 604(d)(3) Emolovee Protection Obitaations.
Section 604(d)(3) Requires the Secretary of Transportation to
certify that the State-owned railroad has established
arrangements to protect the employees of the railroad for the two
years immediately following the transfer. This provision
requires continuation of current labor agreements, retention for
two years of all employees (other than certain officers) who
elect to transfer to the Railroad, continuation of compensation
at current levels, re-employment priority, and maintenance of
benefit programs, as well as other items. The essence of these
provisions 1s to continue the employees®™ current status. Since
the forecast calls for maintaining rail operations at current
levels, USRA assumed that all present employees would *be offered
jobs by and would transfer to the State-owned railroad. Since
USRA®"s forecast of cash flows also assumes the continuation of
current compensation levels, no protection payments would be
required under these assumptions.*

(9) Section 607 Retirement Qbliaations. ARTA Section 607
requires that, after “transfer to the State, the Railroad must
provide retirement benefits substantially equivalent to current
levels for all employees who elect to transfer. As stated in the
605(”) Report, the Department of Transportation asked the Office
of Personnel Management (OPM) "to calculate retirement costs and

in fact, there are large numbers or employees.wno elect not
to transfer, then this could cause significant disruptions to the
smooth operation of the railroad which could prove to be costly.

USRA has no way of directly quantifying either the likelihood of
this occurring or 1its cost.



benefits for existing employees who participate in the Federal
retirement system and to prepare an estimate of the financial
consequences if all of those employees transferred to the Stats-
owned railroad at this time" (605(a) Report, pp. 69-70). Ths
605(a) Report further states (at page 70) that:

"[1]n preparing its calculations, OPM assumed that if

transferred.employees remain in the Federal retirement systenm

pursuant to Section 607(a)(l), the language of that provision
governing the amount of the State-owned railroad"s employer
contributions . . . would require the State-owned railroad to
pay, as the employer contribution, 29.06 percent of basic
payroll for those transferred employees into the Federal
retirement fund to fully fund retirement benefits that accrue
for those employees after transfer. OPM"s calculation
assumes the current seven percent employee contribution would
remain unchanged.

This 1s an 1increase of 22.06 percent over the amount the

Alaska Railroad has contributed as a Federal agency and

reflects the manner in which the Federal retirement system is

normally funded, which for Federal agencies includes other
payments from the U.S. Treasury."

The ultimate resolution of this 1i1ssue will not occur until
after the date of this report. Indeed, 1in the 605(a) Report, the
Department of Transportation and the State of Alaska acknowledge
that an "accurate estimate of the retirement obligations that
would be imposed on the State-owned railroad pursuant to Section
607(a) cannot be calculated at this time." However, for purposes
of completing this valuation in a timely manner, USRA has been
required to make assumptions as to the cost of this provision to
the Railroad.

USRA B analysis assumes that all permanent employees would
transfer to the State-owned railroad and would be included in a
plan that will have an annual cost to the Railroad equivalent to

the cost that OPM has suggested - that 1s, a 22.06 percent



additional contribution over and above the 7 percent contribution
which the Railroad 1is currently paying. USRA assumed all new
employees hired after the date of the transfer would be covered
under a new pension plan that would require the Railroad to
contribute 12 percent"of the new employees™ base salary.

USRA®"s analysis of the additional pension costs used the
actuarial base developed by OPM which listed current employees,
by sex, for each year until the last Railroad employee currently
in the Federal retirement system has left the payroll. These
data were costed using the T983 average wage levels to yield the
total wage base for each year. This wage base was multiplied by
an additional 22.06 percent to arrive at the additional pension
costs.

As each current employee leaves the payroll, USRA assumed a
replacement, would be added, but that the replacement®s pension
expense would be only 5 percent in addition to the current
7 percent contribution. This approximates the contribution now
required for employees of the State. These cash flows were then
included with all other expenses, and the first 10 years of
additional pension expense is shown on Table 3.

The Department of Transportation and the State acknowledge
that "the exact number of employees who will transfer and the
value of their retirement benefits will not be known until the
date of Transfer™. Thus, the assumptions which USR*. has made
could be significantly different from the actual outcome.

However, we believe the estimates provided by our assumptions are



reasonable and fair to both the Federal government and the Stare,
as well as to any other buyer.

(10) Section 607 Severance Obiiuations. The severance
obligations imposed upon the Railroad by Section 607 of the Act
require the Railroad to pay certain compensation to employees
whose employment is terminated without cause during the first two
years after transfer. Because of the activity levels forecasted,
we have assumed that no employees will fall into this category
and, therefore, no upward adjustment to the Railroad®"s projected
operating expenses 1S necessary.

(11) Non-Availabilitv of Statutory Exemptions 1f the Railroad
Ceases to be a State Instrumentality. |If, after transfer, the
Railroad ceases to be an instrumentality of the State, then the
Railroad would lose i1ts exemption from Federal 1income taxes, the
Railroad Retirement Act, the Rai.lway Labor Act, and. the Federal
Employer®s Liability Act. Because of the nature of the projected
cash flows, no tax liability would accrue even if a private
purchaser, and not the State, acquired -the Railroad. USRA also
assumed that there would be no significant changes in cash flow
if the labor related statutes were applied. Therefore, we have
made no adjustments for these provisions.

(12) Section 608(a) (1) Antitrust Applicability. After
transfer, the ex”iption which the Railroad enjoys from certain
antitrust laws will be lost.- While this may become an 1issue in
the future that could adversely affect the Railroad®"s revenues,

USRA has no way of quantifying what the long-range effect might
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(13) I1CC Regulation. Currently the Railroad is subject only
to partial regulation by the ICC under Executive Order 12434.
After transfer, ARTA Section 608(a) provides that the Railroad
will be fully regulated by the ICC in a manner similar to other
railroads of the same class (most likely Class 1Il). While there
will be some additional costs,” they are not significant enough to
quantify- separately. However, as previously stated, upward
adjustments were made to both legal and other administrative
costs to cover these as well as other contingencies.

(14) Comoliance With Various Safety Statutes and Regulations.

USRA considered three separate categories of potential expenses
— OSHA, State and local building codes, and facility condition.

* OSHA Based on an updated study, provided by the Alaska
Railroad, which indicates approximately 52.5 million
additional funding will be required to eliminate the
remaining deficiencies, we have included 5500,000 per
year for five years. These funds will be utilized to
correct problems associated with buildings, facilities
and equipment beyond expenditures budgeted elsewhere.

* State and Local Building Codes and Existing Condition cf
Facilities. A recent report prepared for the State
estimated the total cost to correct building
deficiencies to be about 585 million. Condition
problems accounted for about 62 percent or 553 million
with the balance of 532 million being related to code

violations. Repairs, additions or replacement costs



were based on bringing the existing buildings into
compliance, regardless of current use.

In the future, the Railroad will have to correct
some code violations and improve the condition of some
buildings. However, the§RaiIroad will certainly concuc
a careful review of current and future railroad
operating needs before any large expenditures are made.
Some buildings are no longer required, and some
consolidations may be possible. IT replacement 1is
necessary, a much smaller and more efficient facility
might be adequate. The Railroad currently has an on—
going program to correct some of these deficiencies. [
addition, there is some overlap with the funding
required to correct OSHA deficiencies reported earlier.
After consideration of these factors, discussions with
the Railroad and the State, and on-site inspections, th
following future needs were considered reasonable and
are reflected in USRA"s analysis:

Building code deficiencies - an allocation of $1.

million per year for ten years for a total of 315

million. This allows for items such as fire

separation, Tfire resistance in wall coverings,
ventilation, lighting, electrical deficiencies,
handicapped access, and other code related 1items.

Condition discrepancies - Justified projects 1in

this category would be funded under the Railroad 3

normal capital budgeting process. As discussed



previously in this section, this total budget 1is
forecast at $12 million per year for ten years.
(15) Transition Expenses. Upon transfer to the State, there
will be certain one-time costs that will have to be incurred.
These would include such things as legal costs, filing fees,
consulting fees and administrative costs as well as costs to the
Railroad ranging from remarking equipment to indicate the new
ownership to printing stationery. We estimate these one-time

costs to be $1,750,000.



Table 3

ALASKA RAILROAD ADJUSTED CASH FLOW FORECAST FOR RAIL OPERATIONS

1984-1993
(& IN 000)
CONSTANT 1983 $
ITEM 1984 1985 1986 1987 1980 1989 1990 1991 1992 1993
RR FORECAST REV. * 56746 64106 65446 67806 70186 72656 72656 72656 72656 72656
RR FORECAST EXP. 46590 50130 50790 51390 51990 52610 52610 52610 52610 52610
NET CASH 10156 13976 14656 16416 10196 20046 20046 20046 20046 20046
ADJUST RR FORECAST
EXPORT COAL 0 -1750 -250 0 0 0 0 0 0 0
PRODUCTIVITY -580 -624 -632 -639 -647 -654 -654 -654 -654 -654
HOW ADJUSTMENT -1220 -810 -050 -870 -1010 -1050 -1150 -1110 -1270 ~1440
CAPITAL EXPENDED -12000  -12000  -12000  -12000  -12000  -12000 -12000 -12000 -12000 -12000
ADJ. RR FORECAST -3644 -1208 924 2907 4539 6342 6242 6282 m 6122 5952
STARTUP COSTS
PENSIONS -4514 -4316 -4145 -3967 -3821 -3675 -3524 -3377 -3225 -3079
CODE CONFORMITY -1500 -1500 -1500 ~1500 -1500 -1500 ~1500 -1500 -1500 -1500
ADD"L LEGAL FEES -600 -600 -600 -600 -61 1 -600 -600 -600 -600 -600
0SHA -500 -500 -500 -500 -500 0 0 0 0 0
TORT CLAIMS -75 -75 -75 -75 -75 -75 -75 -75 -75 -75
OTHER EXPENSES -100 -108 -100 -108 -100 -100 -108 -100 -100 -100
WORKING CAPITAL -4377 -95 -160 -57 -49 -42 4 16 -1 -2
ONE TIME STARTUP -1750 . 0 0 0 0 0 0 0 0 0
TOTAL STARTUP -13424 -7194 -7096 -6007 -6653 -6000 -5803 -5644 -5509 -5364
ADJUSTED CASH -17060 -0402 -6172 -3900 -2114 342 439 630 613 500

"“DOES NOT INCLUDE REAL ESTATE LEASES, DOES INCLUDE MISCELLANEOUS LEASES SUCH AS WIRE AND PIPE EASEMENTS
OF 8296. REAL ESTATE LEASES ARB TREATED SEPKRATBLY.



Present Value of Future Cash Flows

As previously discussed, the fair market value of the Alaska
Railroad is the amount which the State would have to pay to
outbid (e.g., by one dollar) any competing potential purchaser.
To determine the maximum bid of a competing non-government
purchaser, the estimated future cash flows must be discounted zo
present values at a rate equal to the cost of capital that the
private purchaser would employ in valuing this railroad.

In arriving at a weighted average cost of capital to use as
the discount rate in this valuation, numerous factors were
considered. Among these were railroad debt-equity ratios, the
cost of debt, the average real return on equities, and risk
premiums used in other rail valuations. The resulting constant
dollar discount rate was then compared to discount rates used 1in
various- other railroad related valuations as well as to the cost
of capital for the nation®s railroads as found by the ICC in
Ex Parte 436. These comparisons served as a check on the
reasonableness of the rate used in the Alaska Railroad valuation.

USRA determined that the appropriate constant dollar discount
rate to use iIn this analysis was 16 percent as applied to the

projected cash flows expressed in constant dollars.* The

*This discount rate is not comparaole to the rate used in tne
real estate analyses for two reasons: (1) As noted above, the
continued earnings valuation was performed in constant dollars.
In contrast, the real estate analysis considered the effects of
appreciation in value of the real property, and was performed in
inflated dollars. (2) Different special considerations were
relevant to the real estate analysis than to the continued
earnings valuation. 4e*
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development of this discount rate required weighing the special
considerations attendant to the Alaska Railroad. Elements of

these special considerations include:

* The possibility of not realizing cash flows that, in
turn, are based on estimates, not on historical
evidence,

* The change from Federal ownership,

" The onset of full regulation by the ICC upon the chance

in ownership, and

* The uncertainties on the world energy markets.

Measuring Potential Alternative Use Value

To measure the possible alternative use value of the Alaska
Railroad®"s assets under the terms and conditions of ARTA, USRA
hypothesized that, beginning in the eleventh year, there would be
an 1mmediate cessation of all rail operations to permit the
Railroad"s operating assets to be placed in their highest and
best alternative uses.* To assess the effect of such an option on

value, USRA performed the following analyses.

*In determining possible alternate uses for the Railroad®"s real
estate, 1t was USRA"s judgment that it would be highly
speculative to assume that any operating real estate could be
otherwise developed under a continued operations scenario,
particularly during the early years following transfer to the
State. Not only would such development require relocation of
existing yards or other facilities, but i1t iIs also uncertain that
any major redevelopment plan could easily obtain the required
approvals of various disparite interests. Further, any
assembling of operating and non-operating real estate would most
likely be affected by existing leases. In light of these factors
which would affect both the timing and costs of any partial
alternative development of the operating real estate, USRA
concluded that its consideration of the alternate use value of
these parcels in a liquidation scenario after ten years was a
fair method of measuring their value for other purposes.



Rail Operations

IT the Alaska Railroad were planning to totally cease
operations, it might well cut back dramatically on "11 its
expenses before the eleventh year. It 1s also true that shippers
would begin to find alternative modes of transportation;
consequently, the Railroad®"s revenues would also drop
dramatically. For purposes of this analysis, we have assumed
that revenues would drop by the same dollar amount per year as
expenses. We have used the cash flows generated by the Railroad
for the continued operations scenario (as adjusted by USRA) as
being representative of the cash flows that the Railroad would

generate in the liquidation scenario.

Labor Protection

As a result of discontinuing rail operations, USRA has
assumed that there would be imposed on the owners of the Alaska
Railroad labor protection conditions similar to those commonly
known as "New York Dock™. These conditions essentially require
employees (depending on seniority) to be paid their full salary
and benefits for six years, unless they find other jobs. In the
case where an employee finds another job at a lower rate of pay
than the one he had on the railroad, that employee 1is entitled to
the difference 1in pay between his new job and what he received or.
his old job. Protected employees also havo the option of taking
a one-time lump sum payment equivalent to one year®"s pay.

In order to calculate the cost to the State of these labor

protection conditions, USRA assumed j- -—
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would be eligible to receive labor protection payments. Of these
employees, based on the current age profile of the Railroad 3
employees, USRA assumed that (1) all those 55 and older would
choose to retire, (2) 25 percent of the eligible employees would
take the lump sum settlement, and (3) 25 percent of the remaining

work force would find new employment each year.



FACILITIES AND EQUIPMENT ASSETS'

USRA selected Frank S. King and Jackson R. Bell, experts in
railway engineering and equipment, to assist in determining the
alternative use value of the Railroad"s facilities and equipment;
they determined the net value that could be realized from
disposition of these assets taking into consideration all of
ARTA"s terms and conditions. Their analysis 1is described in
greater detail in their report to USRA.

USRA first assembled and validated the Railroad"s inventories
of track, equipment, and other facilities. These assets include
eapproximately 650 track miles,* yards and ..ort facilities, shops,
buildings, bridges, communications facilities, 1,642 freight
cars, 46 passenger cars and 62 locomotives, as well as
maintenance and shop machinery. Physical 1inspections were made
as required to determine the condition of the assets,** and a
determination was made as to which asset categories would be sold

as scrap and which could be sold to others for re-use.

*This figure represents the total of all the Railroad®s track
including not only its 460-mile main line from Seward to
Fairbanks, but also i1ts branch lines as well as passing tracks
and yard tracks.

**USRA also relied on this condition assessment to determine the
Railroad 3 maintenance and capital requirements for use 1in
determining the Railroad®"s continued operations value, previously
discussed. . assw



USRA estimated the range of market prices for resale and for
scrap, dismantling costs, shipping costs from Alaska, and costs
to comply with environmental or other regulations.* In making
these estimates, USRA considered various market data such as the
demand for scrap and the supply and demand for used railroad
equipment and used rail.

Since ARTA requires that the State must continue to operate
the railroad for at least ten years or suffer reversion, the
state could not realize any alternate value from liquidating
these assets until ten years after transfer.** USRA estimated
that an orderly dismantling and liquidation program would require
2 1/2 years, beginning in 1994 and finishing in 1996.

USRA determined that the net proceeds from sale of the
eRailroad"s track and facilities plus its equipment would be

$11.6 million in 19&3 constant dollars.

*USRA was assisted in these areas by Mr. Michael v. Cody.

**Indeed, based cn the Railroad"s forecast, the positive earnings
projected for 1994 and later years, 1if realized, would prevent
the Railroad from obtaining authority to abandon under the
applicable provisions of the Interstate Commerce Act. This
represents a major uncertainty that any purchaser would weigh
heavily before paying a price based in part on asset values to be
received many years in the future and only if rail operations
could be discontinued.



REAL ESTATE ASSETS

USRA selected Jackson-Cross Company, a nationwide real estate
appraisal firm, to assist in valuing the Alaska Railroad 3 real
estate assets. Jackson-Cross determined the present value, as of
October 1, 1983, of the Railroad"s real estate taking into
consideration all of ARTA"s terms and conditions. Their analysis
iIs described in greater detail 1in their appraisal report to USRA.

To consider the ARTA Section 610(a) requirement that the *
State must continue to oper-ate the railroad for at least ten
years or suffer reversion, USRA instructed Jackson-Cross to
consider the Alaska Railroad"s real estate assets in two
categories:

* "Non-operating”™ property. — land which 1is not necessary
lor the railroad®"s operations. This 1is essentially real
estate which 1s leased to third parties, or which 1is
available for development.

* "Operating” property - all other property, such as the
rignt-of-way, yards and other facilities, including the
port facilities at Whittier and Seward.

Because the Railroad"s "non-operating™ property is not required
for rail operations, it is not affected by the continued rail

operation requirement. However, because of ARTA"s restrictions,
USRA assumed that no value could be realized from alternate use

of the Railroad"s operating real estate until ten years after

transfer to the State.* Jackson-Cross was instructed to determine

*In some locations, the Railroad is presently earning income from
easements or permits on operating property which do not interfere

with rail operations. This 1income was considered in USRA"s
(Continued)
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i the present value of the cash flow which can reasonably be
projected from continued development of the Railroad 3 non—
operating real estate, and (2) the present value of the cash flow
which could reasonably be projected from alternate use of the
Railroad"s operating real estate beginning ten years after
transfer.

Most of the Alaska Railroad®"s real property not required for
rail operations is currently leased to others, and there was no
reason to assume that a purchaser of the property would chance
this practice. Jackson-Cross, therefore, based 1its appraisal
upon the assumption that the Railroad®"s real estate would be
leased rather than sold. To the extent that any current rents
are below market levels, the lease assumption explicitly
considers that fact. USRA assumed that the State will be
required to honor the terms and conditions of these leases. They
were thoroughly reviewed and analyzed, and USRA has considered
their effect in determining the value of the Railroad"s real
estate.

Jackson-Cross then assumed that, except as prevented by
existing leases, rents would be set at market levels. It

(Continued)

continued operations valuation. As discussed later, the Railroad
lacks clear title to much of the right-of-way so that it would no
longer be entitled to income from such property upon conversion
to alternate uses. As to right-of-way properties where the State
will acquire clear title under ARTA, 1t was not considered
feasible to attempt to ascribe any separate value to this
potential 1income, since the highest and best alternate use might
well either (1) preclude the continuance of the easement or
permit or (2) result in the lessee, rather than the fee owner,
collecting such easement or permit iIncome.



