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aolved by th« M tnl government one* it k their
system «nd not Alaska's which has given the employ-
eee their protection. Failure to »olv* theee obliga-
tion* pnor to the transition phaM may wall lead to
lengthy and costly litigation at well a* to excessive
employee turnover. Thu*, careful conuderaLion of
that* factor! a* part of the federal trarufer legislation
would benefit all concerned.

We ihould alao note that several of the existing
labor agreement* will continur m force until either
the labor organisations or the railroad management
wishes to open negotiations. It is probably best that
the** agreements remain m force for a specified time,
after which they would bn subject to new negotia-
tion*. The transfer legislation could provide for such
negotiations and establish the framework for setting
labor agreemtnu.

In summary, ARR's legal obligations to its em-
ployees art extensive, and the federal government is
in a much better position than the state to provide
them with a proper transitional program. Such a
program would protect the employees, the State of
Alaska, and the federal government.

Finances

Its tutus as a federal agency complicates the
financial condition of the Alaska Railroad. For
example, none of the traditional measures of financial
health such as pnce-eaming. debt-equiiy, or even
rev*nue-ex pens* ratios properly portray the condition
of the operation. In addition, the burden of passenger
service (about 33 percent of all trains operated in
1980) distorts even the traditional railroad operating
efficiency measures which might otherwise be em-
ployed. Financial reporting is done by methods
and for reasons which differ from pnvste practice and
which are not even entirely consistent with federal
government standards. Similarly, public sector
capital budgeting and justification is not orgsmzrd or
presented using the methods of the rail industry. The
differences result both from conflicting management
objectives and requirement* for management infor-
mation which are dictated as much by federal control
as by the need to manage operations.

The ARR receives operational fund* from four

primary sources:

1. Revenues earned by transporting freight and

2. income from property leased to others.

. Reimbursable service* performed for others.

4. Congressional appropriations for acquiring
capital asset* and for major maintenance.

w
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This income is all placed into i tingle revolving fun
account with the U.S. Treasury sgsmtt whicr. tn
railroad draws t.o support its day-to-oay operation
and fund capital expenditures. Income placed in in
account remains available until extended by AR:
either for operations, capital expenditure!, or o
work authorized by eppropnauon.

Whtlr tht revenue from the railroad's o»-
operations is largely independent of external Car
trol.9 thorn resources obtained by Congremoni
appropriation are subject to many of the up
restraint! common to the budgets of all federal
agencies. These requirements dictate i bucceur
process which msy have both rcvenue-baied fundin
and appropriated funding used for similar purposes
while justification for their uae may be quite d:f
ferent. The justification for appropriated funair.;
is. similar to that seen for other agencies wr.ier
aeek money to maintain the existing property anc
operation* and to comply with icdcral guidelines
This is aomewhat different from the approacn usee
on most pnvate rail systems wnere budz”™-i-r
developed and justified on the basis of th e ?
biiity of operation* and the investment .ig
funded.

With this background, let us look in more a
at the railroad's financial situation. This analysis w.il
deal with the financial statements. rtvtnucs sr.s
expense* asset* and liabiliuti. and capital budgets.
We will review both the information available from
this material and its limitations. In addition, wner?
possible, we will explain the future implications of
these items.

Reporting Financial Information

The Alaska Railroad prepares three public
financial documents. One of these, tne capital susge:
and appropriation request, will be dealt wun m
another pan of this section. The other two ire tne
annual report and the monthly financial statements
While both provide useful information, they *re
limited in scope when compared to similar documents
prepared by pnvate railroads.

Annual Raports. The annual reports are pre-
pared following the end of each federal fiscal year
(September 30). They summanz* the previous year s
financial performances and contain a limited amount
of operatioral data at well at a narrative outline of
the previous year's events. The financial information
includes a bnef income statement, balance meet, ana

*Tl]e only rmmnt u ?n ts;?endi.turvi of thow rf»*nu*i a
(hil they"muu b* uwd for ¢ unchgn fuinoruta in* rsi.rsi.
m iu tnibling lefitltiaon. u »m»na*d.
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a ruwment of change* in financial petition. Non* of
th«M sre entirely continent with pnvat* practice in
stockholder reporu, principally -due to th* federal
statua. Th* difference* art most clearly apparent in
th* balance ahert where liabilities include only a
limited number of current item* and neither long-
term liabilities nor ttockholden' equity. The lone*
term liabilities do not exist since the railroad i* debt
free and need not provide for taxes. Substituted for
stockholder's equity is an item termed "Proprietary
Interest of the United State* Government,"” which is
the sum of ell federal appropriations plus retained
earning from operations.

Th* income statement varies from that of
private practice in that it does not account for fixed
charges other than depreciation. It is important to
note that the ARR, as is common with most rail*
roads, does not capitalise and depreciate it* track
structure.  Rsther, it uses the practice known as
betterment accounting. which charf** any replace*
ment maUnaJ icfardlesa of the amount of expend-
iture, to curTtnt maintenance expenses and capitalizes
only the improvement*. While th* result of this
practice Tor m pnvat* railroad is to present the finan-
cial status in a more conservative light, the effect on
the Alaska Railroad is slightly different. Because the
ARR seeks federal appropriate.a to perform tome
major track maintenance (which becomes pan
of the propnetary inleresti, this work is effectively
capitalized (whether it involves replacements or
improvements) and is then not depreciated. Effec-
tively, this practice tends to understate the long-term
capital requirements to maintain an adequate track
structure while at the seme time, it overstates current
maintenance expenditures.

Table 12 shows the changes in fixed asset values
which hive taken place in the 1976-1981 penod. The
ui.reas* is du« primarily to additions to equpment
(mostly fifteen new locomotives) and to structures.

A difficulty on the asset side of the balance
sheet involves establishing the value of aisets. It
should be remembered that a considerable portion of
the ARR properties were transferred from other
federal agencies, often at a cost of only transport
charges or salvage value. The entire line from
W hittier to Portage is in this category. To what
extent this type of accounting for th* assets under-
states thetr true value is not certain. For present
day-to-day operational purposes, u is not of great
importance except that it understates the depre-
ciation charges and thus the capital reserve require-
ments. Any restructuring will necessitate th* identifi-
cation of appropriate asset values for nte-mtking and
other purposes.
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Table 12 |
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The lands controlled by the railroad are also not
included in assets, except for those directly purchased
by the ARR, because most of the land was trans-
ferred to the railroad at no cost by executive order
or public land order.

seuae# Alafftf Rtivoae smtnti# Slaiwvm i

Monthly Financial Statements. The monthly
financial statements are much more detailed man the
annusl report*. They provide both *n income state-
ment and a balance sheet m the same format as the
annusl report. However, each line item is funner
broken down into relevant details. Conc.-ptualiy,
the tame limitations apply to these statements
as to the annual reports. This investigation, however,
discovered an additional serious limitation: the
msbhtlity to isolate passenger- fron freight-semce
costs. While revenues are separately reponed. costs
are separated in only a few categories. Those that are
recognized appear to be only a few of the shon-term.
out-of-pocket costs. This clearly does not refiec: *.ne
full, direct cost of providing the passenger service,
which constitutes 30 to 40 percent of all tram miles
operated. Because of the importance of this function
of the ARR. we allocated the costa left unasaigned by
the financial statements and present them later in this
section.

Arother important difference between the ARR
and normal industry reporting occu*s in the area of
operational statistics, which allow the analyst to
prepare efficiency measurements. While the annual
report contains limited data on operations, me
financial statements have none. Those in the annual
report art not equivalent to those required of private
railroads in thsir annual reports to the ICC or even to
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many of thow prepared for stockholder*. This area
reprerent* an important deficiency in tha ARR'r
public reports.

With these explanations in mind, it ii appro-
priate to look at th* financial performance of the
Alaaka Railroad during the past several y*an.

Financial Performance

The AlaaJu Railroad haa experienced rather
vaned financial ctrcumitancei over th* put decade.
It experienced tome of ita beet yean dunnf 1975 and
1976 and tome of ita worn m 1979 and 1980. The
ARR's cyclic performance during theae yean ia
repretenucive of the entire financial and operational
hitiory of the railroad. It alto indicate! th* sensitivity
of the railroad'! financial performance to traffic
chancel which would be considered minor on moit
railroadi.

Table 13 (ummiruei'the income and expense
performance between October 1975 and September
1981. As can be teen, revenue* had fallen by 1979 to
half their 1976 level; expense* stabilised after 1977
and remained to through 1980. This indicates the
sensitivity of the profit or lou to changes in revenue
rather than to cost factors. This is a basic fact for all
light-density railroads; they must operate at certain
minimum levels if they are to handle available traffic
and maintain certain operable levels. That is what has
occurred on th* Alaska Railroad. To retain traffic, it-
hat had to maintain and operate the property at a
certain level. However, it would cost only marginally

Table 13
Revenues ana EXpeNses
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Table 14
1978 Revenues and Expenses
S inmillieml
at— N -ai Otwvtr Talar
Wovenve-Tetsi 133** *1 JO S377 |h M
Oawaiin* £1.%* 1J0 313 27 3*
Wnaowwi 1*5 1ss
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Caw— law 0.30 014 0 A*
. don..... zs7 121 3'8
Owe Operating .M 164
Nona— tun* 012 012
0— aaenen 351 0.2S 013 319
Tatar lum a 24*0 sS4l 2.10 3351
‘tam ItMal Bator* R ]
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ILaaal 11.111 (9.111 167
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more to operate at a ccruderaoly higher level,
generating much more revenue. The 1981 results fur-
ther illustrate this problem. As noted oeiow. tie
composition of costs and revenues provides signi-
ficant insight into the various cost factors.

Tables 14, 15, and 16 provide s more delated
analysis of 1978, 1979, and 1980 revenue* *-s
expenses distributed to freight and passenger :.** ee
and to other activities. It is important u note
that the method used by this analysis deveioos fully
allocated costs.10 That is. the method silocates both
the direct, short-term, out-of-pocket eosu and the
various types of joint cosu and overhead to the
appropriate service. This estimates th* resources used
to supervise the passenger trims' operation and
maintenance, to market and administer them, to
provide the incremental tracl maintenance required
by them, to service and nippl) them, and to control
their activities. It should be realized that if the
paaaenger trams were eliminated, many of these
joint and common costs would rtmsin. However, over
the long term, it would be possible to eliminate tnem

I°Wher» the financial ui«m«nu provided toceific con Brea,
ouu (such ik pt*A#nifr or fmim car mainifruncti. irtrt# o«
u«*d directly rather than btmf allocated
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or to divert the resources they represent to more
prouuctive uses.1l

The analysu indicates that the nonrail activities
have consistently shown a positive net income. The
freight service has shown a positive cash flow (net
income before deduction of depreciation) n 1978
and 1980, but 1979 indicates a S1.02 million cash
loss. For the 3 yean, the total cash gain on freight
operations was $2.48 million. While this is not
sufficient to cover all depreciauon'charges, it does
represent an impressive performance, particularly
when considered in relation to the weak Alaska
economy dunng this period. With freight and other
activities combined, the cash flow is positive for
all 3 yean, and total net income is positive (or
sera) in 1978 and 1980. This leaves the passenger
service as the principal source of the substantial losses
shown in the annual reports. Such a result is con-
sistent with the problems experienced by other North
American railroads dunng the post 30 yean.

Where ARR acteuHI|a| reeerdi did net sgeu |hcally allocate
? u to either rel%t 0r paaaenter eereice ware €0
[located using .met presente y the Interatate Cam-
merce. Commission to. the extent t ?ﬂune eraqu
itatgtmsmrgsmwoﬁ See Coda 0 Federal tulstieaa, Tit
*. Pan
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There are two possible csuscs for thr passenger
rervice't poor financial situation: excessive expenses
or inadequate revenues. An examination of the
various expense categories indicates that they are not
excessive considering the substantia! proportion of
the operations represented by passenger service.
Given the nature of passenger tram operations, this is
in fact a substantial compliment to the ARR manage-
ment. Thu result u confirmed by comparing the
ARR paaaenger service to that of the Denver and Rio
Grande Western (DiIRGW) passenger service for
comparable penods. Dunng 1978 to 1980. approx-
imately the same number of passenger train miles
were operated by both railroads. Expenses were aiso
comparable; however, thr D&RGW revenues were
50 percent to 100 percent greater, resulting in &
significantly smaller loss attnbuied to passenger
aervice. ARR revenues, on the other hand, were not
large enough to be comparable to the proportion of
total operations represented by passenger service.

A more detailed discussion of the passenger
problem is contained in the following section (Com-
petitive and Regulatory Environment). It appears,
however, that it would be impossible to generate
enough passenger traffic to make the net income
from paatenger operations positive. This is the basis ,
of a substantial long-term public policy question. It (

Table 16

1980 Rivtnuet and Expenses
1S in millionil

Fisgnt Fsnsngef Oinst Toisi
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Tisntsortstmn 9 34 3.59 1397
Tisllie 033 020 053
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Nsneeasnng 0.25 0.35

OewecsiMn 3.09 0.33 013 3.53

Total (sosnss 24 00 7.12 210 34 77

Gan ILostl **<ors .
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Fully Allocated Gem
ILoss) 11.391 15.931 12+ 15 131

Isum  Alssas hsUfsse Finsncisl Sisismtntt sntf Annusl heoon
rsesmsuie* usng ICC m | SIOCStiOn metnoot
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a also important to realize that, except for » modest
depreciation charge against pw n|«r service, thu
analysis ha* not included any capital cost*.

Sine* it app*arz that freight service ii a fairly
stable incom* source *v*n in tconomicaily depressed
y«an, it ii ujaful to examine th* effects of adding a
major additional long-term movement. For purpose*
of thu diacuaaion, it ia assumed that th* recently
announced ponding coal movement from Htaly to
Seward for export nw ita initial operation in 1980.
The revised income statement i* ahown in Table 17
baaed on the proposed 800,000 metric torn moving at
a raw of $10.10 per ton. Operation expen*** are
baaed on data supplied by ARR. and depreciation
con* are computed at current rates baaed on th*
assumption that all new equipment ia uaed for th*
movement. For this anaiytu, only freight and other

Table 17

1980 FinarKiai Performance wrth Potential
Coal Traffic

K 0,000 Metric Tom *M 1.(00 Shoot Toni

(S ut miUioftil
One Tmt
Revenue 823.77 StM IX H
Ooeretmf 32.71 182 24*4
Neeeetm me 2.1* 11*
Cam 1lleaner 20.83 7.(7 23.18
Ooeruin* 30.33 242 2334
iilinw nim 021 azi
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Teur (eaomt 24.00 2J0 2110
Gam IUm | SeTers
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activities are considered. The changes in performer
due to thu suigle movement are conuderaole
overall net income of SO becomes a positive SI.
million, and total cash generated goes from S3
million, to 15.37 million. Thu clearly indicates be
the dependence of a lignt-denmy railroad on nr.j
movement* and, more importantly, the posit:
effects of a subiuntisl traffic source with long-ter
proapect*.

Thu*, the overall indication is of * property tr.
has undergone substantial financial changes over tr
past 5 years. Although it ha* seen senous diminuuc
in the volume and ton-miles of avauaoie fret?:
traffic, there has been sufficient control of costs m
maintain an overall positive caih How each year aft
th* passenger service u deducted from the results
high-rtvenue. moderate-cost movement such as :-
proposed for coal could add stability to the perforr
anc*.

Capital Budgets

Unlike pnvaie railroads. th» AlalJta Ratirsi
doe* not have access to capital Ji car.r.i
borrow funds for equipment and cannot mortgage :
property to generate capiul. These factors mean tn.
the on<* methods of obtaining funds for r—:>
iirr-,;;v' sent* are through internal generation

da if m") charges or financial surpiusi r
apt J> art. It also means that it must h
ciei .pits' to pay cash for improvements.1:

tile 18 lists the capital and major mu:
Unance expenses between July 1975 and Sepien
b*rl980 along with the source of funds. Clear:;
about 75 percent of the funding came from aosr:
priationa rather than from earnings. As noted in tr
previous section, it Appears that the principal reaso
for this u the negative impact of passenger service o
income. It also indicates that without paueng?
service, th* ARR would have produced 57 79 miilic
internal capital between 1973 and 19SO insteac
the S1.2 million actually available. This would nav
reduced th* necessary appropriation from S17.3 mu
lion to S9.51 million, even assuming that no mone
had been tstained from earlier, more prosperou
yean. Clearly, the recognition of passenger service s
m public good requiring public support could have
major impact upon the railroad's capital bucge

flexibility.

AT tt|| metho d vt| mlraidi 1> purmue m

L* n| mlﬁrou Sﬁ W’ Iem %|«n.w, «men m

E *pe me &8 ? fice, »n« m,
| u over equipment offer

BI {H eeevn|¥ the i terest met tre ueutlty luotumur;

elow the pnme tite.
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Table 18
Capital and Ma'éo,r Maintenance Programs
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It is in cspiul budgeting that the Alaska Rail-
road differs the most financially from pmate oper-
ations. Thu difference results from, and is evident in.
several features of the budget, including the distribu-
tion among expenditure types, the budget process
and line item justifications, and the types of programs
included in the budget. As noted earlier, many of the
budgeting objectives, fund sources, and utilization
capabilities differ. These variations are reflected in
the documents themselves.

The budget tends to be heavily weighted toward
improving facilities and light equipment rather than
purchasing rolling stock. In private industry, the
reverse tends to be true. There are three reasons for
the difference. One is the ease with which private
industry can finance equipment. This ease permits a
relatively modest cash flow to leverage substantial
amounts of equipment purchases, particularly when
used in conjunction with reasonable interest rates and
tax advantages related to interest, investment tax
credits, and accelerated depreciation. Obviously, the
ARR cannot take advantage of any of these. A
second reason that equipment expenditures receive
leu emphasis, particularly in marginal years, is that
individual items are so expensive. A locomotive costs
$750,000 to 8900,000, while can run 840,000 to
850,000 each. Thus, if an ARR budget is cut by
FRA, OMB, or the Congress, an event which occun
regularly, it is easier to reduce the size of track
programs than equipment purchases, since the former
tends to compnse a large number of smaller items and
personnel requirements. With track or structure
programs, at least some of the improvement can
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usually be made, but an equipment acquisition
program must often be written off entirely even if a
portion of the funding is not approved. A third
reason for these budget priorities u that it u easier to
repair older equipment and to keep it operating than
it ia to operate over track which has not been prop-
erly maintained. Ultimately, the differences in
budget priorities provide for physical faculties main-
tenance ui the manner of most federal ssencies. but
they do not necessarily respond to marxetpuce
influences.

The next difference between ARR's budget and
those of private capital arises in the budget devel-
opment process and the basis for project selec-
tion and justification. On private railroads, the
projects for s capital improvement plsn are developed
on the basis of either rate of return or net present
value of the proposal. The ability to contribute to
the profitability (usually long lerml of the organi-
zation is the primary enteru of selection. On the
Aluka Railroad, this does not appear to be stnctly
the case. ARR budgeting documents must conform
to U.S. Department of Transportation requirements.
These requirements rarely reflect a need to operate
profitably. Thus, the justification for projects in tne
ARR budget is almost inevitably based on cosm
minimization cntena or satisfaction of federal re
quirements. While cost minimization is an import-
ant pan of developing in efficient operation, it may
or may not reflect the most profitaole use of re-
sources. Such an approach also fails to consider the
opponumty cosu of alternative uses of capital.
Between the 1978 and 1982 budget requests, that of
1979 was the only one whicn contained a cost-Oenefit
analysis and a compuution of internal rate-of-return
for individual projects. In no esse was there an
attempt to estimate overall returns for groups of
projects. These overall numbers may be consiaerably
different from, the sum of individual returns due to
various project interdependencies snd timings. It
should be emphasized that the majority of these
problems result from the requirement that the ARR
follow federal budgeting procedures rather than
allowing its management to develop programs, as
much as possible, on the same basis as pnvate firms.

The final difference between ARR and pnvate
budgeting practices u the type of projects incor-
porated into the capital budget. The ARP.'s budget
includes both sinct capiul items and major main-
tenance, which would be part of ordinary expenses
under ICC accounting rules and witmn most private
organizations. This causes the income requirements
to b« understated. This proolcm is exacerbated by
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the un of betterment accounting for track structure
At explained etxber. Th* proportion of th* budget
which it actually devoted to maintenance rather than
to capital expenditures a difficult to teumate from
erailabi* data. Howtw, th* FY 1982 budget, at th*
minimum level, Kcu tuch items at cross-tie replace-
ment, Sack surfacing, vegetation control, equipment
repair and refurbishing, and building repair, non*
of whiefa appear to b* normal capital iutna Once
again, th* requirement to conform with ftdtnl
budgeting (thu tin* coupled with railroad b*u*nn*nt
accounting) distort* th* financial picture of th*
railroad.

Th* final capital budgeting item which require*
review it th* question of deferred maintenance. ARR
define* deferred maintenance at:

. the eeeuaiuUud aaiaunaac* tk«l weuld he** te

ia orCtt ta bnn* Lhe phyacal plant up lo

the auKrul condition ant capacity considered Mcnaary
le iraa— ntlaia the loeei at tn<t»i aet pdmeagec uifftc

In 1977, th* ARR eetirnated deferred maintenance at

"888.9 million, with thu increasing to 863 million by

1980. Of the 1977 total, 838.7 million was consid-
ered to be delayed capital expenditure*. >3 Table 19
ihowi the breakdown of th* 1977 total by func-
tional area. It is important to realize that the** areas
do not represent iutna which make it unsafe or
difficult to operate th* railroad. The** are items
which rtiould be programmed projects but have had
implementation delayed. It if tot unusual practice in
th* rail industry to adopt this strategy when revenue*
an not at an adequate level. Since much of th* pto-
grammtng s on a cyclical baais and the ium™* are long-
term assets the practice become* cnucai only when it
i* continued over an extended period. It is also possi-
ble to “trade” capital expenditure* in exchange for
higher current maintenance expenditures. Both are
par. of the situation at the ARR. Thu is particularly
true for th* roadbed and track category where many
of the charge* art for subgnde which should be up-
graded to eliminate future mainunance demand.
However, th* principal mult of not performing the
work will be higher current costs, not unsafe condi-
tions or major operational problems. This ia th*
nature of many of ARR's problem*, particularly the
delayed capital expenditures, although a good deal of
th* tie renewal appears to be true deferred mainten-

Thua, it appears that while deferred maintenance

J0|vre testa, the effect*fbetter ? eeenlin* for Voek ia
m rewe the t Penrnt level et deferred maintenance. Actu-
man track-related daferred-munienaM* itmaa ere de-

a ed capl aI expenditure*.

O
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Table 19

Deferred Maintenance by Functional Arm
Cl'in mdlionil

flail flelev

Tie fleocwel

Cntvn floadOed and Track
Tunned

Bndges ,
Buildmgi
Otfttr Fixed Ficilititt
Communications
Equipment

Total

Source: Alawi flailroed FY 1983 Budget Suomittn
Documenutipn.
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o O — -
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may become a long-term difficulty if there uiv«
large traffic increase (more than th* currently ?:
Jetted coal traffic), it doe* not i*cm to be i mit
current problem. Th* solution of tne r -e
remain* difficult to project until the type of
structure under which thu railroad will be

can be determined. If structured cone,
projected organisation may provide consi. j
potential to address the problem, ceruiniy more ms
the present federal structure.

Competitive and Regulatory Environment

Th* Alaska Railroad both competes ana coo
erates, with Alaska motor earner* and, through
barge connections, with marine earners operatu*
between Alaska and the United Suus. Because «-
local freight earned by ARR is unsuitable for ros
haulage due to its bulk, th* railrotd it relatively fr*
from local competition. The exceptions to this u
tome petroleum products movement and the loc
TOFC/COFC service between Anchorage and Fat
banks, which amounts to Isis than 10 percent of tr.
total traffic between these two points.

However, there are numerous examples of loc:
tariffs which represent cooperative arrangements. 1
fact, the Anchorage-Ftirbanks TOFC/COFC reprr
sent* on* such tariff, while others include gn.
between Delta and rail points, pipe from Seward :
Anchorage to Prudho* Bay, esmeni from Ancnorv
to intenor points, and petroleum products between
variety of place*. Table 20 lists several Abu*
Railroad tariffs which include through rates involvtr,
both the Alaska Railroad and motor camen. Moio
camera also provide drayage services in Anchoragi
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Table 20

AiaAa Railroad Tariffs Involving Joint
Rail-Motor Rates

Canaanid
MaweJraal/mocpe teete

Tertfl 1. bhmw
aoas-c  hw Ruown.i.C., and Ak,

soaa-A  Wawijevfron 4 irnwt Calnwkn  Weteeim I/iw or met
and aim**

3101-K  Strum Cnlumbw. Idon*. . (UU/wetw/rM/mawr
Montane. Orepon NMmfieii,  rates
Wyatvun*, end Alaaaa

Mtt-l /[ UIFtHmta MeU/mew and

moter/ra* rant
loteree  Alaska hvrlrovd Tarittl 30SVC. X SM . 3101-K. 301S-J.

and Fairbanks for thr railroad. Tiblr 21 provides a
partial Uit of motor camera involvrd in joint arrange-
ments.

It is thr intrrlinr traffic which brings thr nil*
road into thr moat dixrct comprtition with pnvate
camrn. Howrvrr, rvrn htr*. "RR if functioning in
cooprration with othrr pnvatr firms. The naturt of
thr commodities moved makei thr interline cnffic
more competitive than thr local.14 Thr marine com-
petitors in thu service are Sei*Land Service and
Totem Ocean Tniler Expresi. who oprnte container
ships and roll-on*roll*off trader ships, respectively,
between Puget Sound ports and Anchorage. Both
alto have through tanff arrangements with motor
camen, as well as with the railroad.

The importance of this traffic is in the volume*
avsL’sble and its high value. The total' container,
trader, and radcar traffic through Anchorage and
W hittier is presently about 1,350,000 tons annually.
Of this, the radroad hauls about 250.000 tons. Some
of this is not subject to alternate routings (like heavy
machinery, many chemicals, heavy structural shapes);
however, most could move by any earner.

The shipper’s choice of earner is usuady baaed
on a combination of pnee and service characteristics
depending on value of cargo and delivery require-
ments. The mostrecent innovation used to influence
market share was the introduction of contract rates
by the railroad. These require the shipper to provide a
certain minimum number of carloads m exchange for
certain long-term rate maximums and service guaran-
tees. This type of rate was authonxed by federal
legislation in 1976 and hu begun to gain fairly wide

14See "Tram* |u*." M| foesd tiea *f Ib* com-
peﬁ?iere céfa'nmmodv(y ly (ML 0¢ & faacnpties con

PAGE :5

acceptance nationally only in the last 2 yean. It hu
created considerable controveny in Alaska, princi-
pally because of its success. It hu also been the
subject of court action and a congreuionally man-
dated ICC investigation to determine whether the
prices m the railroad's contracts are in conformance
with statuslory requirements. Preliminary results
indicate that the rates exceed the minimum levels
allowed by law and are well below maximum allow-
able levels.14

It is the Interstate Commerce Commission which

is responsible for regulation of the economic relations
of the various Aluka motor, rail, and water carriers.
Executive Order 11107 of Apnl 25. 1963, placed the
Aluka Railroad partially under the jurisdiction
of the ICC for rate-setting purposes. There were two
exceptions which have created difficulties in the
railroad’s relationship with us competitors, both m
terms of marketing and in rate making. These two
sections provided that;

1. "The Secreury ... shall allocate ... a proper portion
of Uif capital inveetmeot or Utc railroad to ine
national_‘pqlbl_ic purpowt for which it hid orifinally
been built." iThva pan of the railroad ! valuation wu

to be deluded (ram the coau on which ratea were
baaed.)

S. “ ... Halve and charges ahall not be daemed lo br

umuat or unreaaorublv by reaaon of failure lo y-eidfIH}
aufficteni revenuti lo cover any amounts for u m w

hot actually required by law to be pud or provide a
return on capiul uiveatmant.”

Effectively these two provisions allowed the railroad
to retain most of its rate-making freedom. This
situation remained buically unchanged until 1980
when pasuge of the Staggers Rail Act (and the
subsequent appropriation bill) mandated an invest)-

1411 should also be noted that the ICC inveetnalion has. for
the rim lime, included a coat or capital for the federal inveit-
ment in the railroad aa a pan of tha baaia for deiermimns me
bfslny or ntaa.

Table 21

Motor Carriers Involved in Through Tariffs with
tha Alaska Railroad

Alena Weft fior*«. Inc.

8>t Stale Mete* le fil, in*.
Oriilm* Mvd Hfeiert

S-twr Star Termmwa. Inc

Pianiwe T/enuoaeiien Cemoonv
K a W Tnjctin* Comoanv. Inc.
Xadte* Oillwid MswMn. Inc
Mualua Fre-wtt Line. Inc
SowroewW 1aem a. inc

Waevee I€inert. Inc

jaurm  Alaeva hulreed Tantta 303S A end SOIt-1
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gauon of th* AiifkA Railroad's ail-water rates (the
competitive interline movetcenui to determine
whether they were in conformance with tha pnm-
mon* of tha act. Thu reprasented « substantial changa
in policy, once tha Stagger* Act contains vary specific
peonnon* regarding tha allowable coat basis for rate*.
Tha itatutory language of tha Act makes it cloar that
tha railroad ia expected to moot thoca cost-based
tariff requirement*, which now form much of tha
ifor tha interline rata making.1*

fnrrauon* of tha Staggers Rail Act provide tha
hoon for marketing and management of rail tarwca
deliveiy. They provvde for a good daal of latitude in
implementation; however, they do require that
economic efficiency be a baoic «*“ adoration in
daeatoping any aervica and pricing package. They
alao place a number of muicuona on the relation-
ihipa between camera.

Establishing a clear aet of pricing rulea for the
Alaska Railroad it probably the moot important
function of the new regulatory legialauon and the
subsequent ICC inveitigation. Theae rulea define an
area of marketing flexibility not previously available.
Theae aututory boundt for pricing alao allow the
railroad to compete more freely, end they protect lit
companion from predatory pricing. However, tt u
important that they be applied aa outlined in the
atatute if they are to be effectively implemented.
Artificial rettnctiont on the ARR do not appear to be
in the beet mureeta of either the itate, the ARR's
competitor*, or the railroad. If Alatka iato develop a
financially viable transport tynem, all participants
must become active companion rather than relying
on artificial constraints.

S ail Acto I'MO w*atrusted foliowun « lone
Bk é&as'u R
Fd l)een Mn hi ear |ﬁr %y e Motor Carne Act

Hﬂ E N aéo the conomlw r? ||one1
gpwrgree 0 te rwehiag udv ry. The (oala of the rai

L 'Tom

the railrooda ofthe cat|on a rehabH&um{
the m| cyttcrn at ardo rP b
|otteeuu wnuwefce aa the aalloaal defeaaa.

3. To rF orm federal rofalatary ;ﬁoh f)ﬁ W aato é)r
%? T . 100008068 wat, aad ftaaa-
ea5||y wahla m ayoeaa

X To owiat the ryatoeo te miu a nahle m the
prirale aecuoo 0 the £00003ay.

B R

.. To io the rahahdiutaoo aod fUanang of the
rad ry
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The regulatory environment of the Stagger* Ac:
provides a tatting for both the competitive and
cooperative arrangements between the Alaska Rail-
road and other carrier*. The whole regulatory struc-
ture ia still ui the implementation stage, and the
precise spplicttion procedure for the NEW rysteir. ts
not yet known with any degree of eeruwtv How-
ever, it ia certain that the new regulations, if imagin-
atively applied by management, will provide the
railroad with considerable opportunity to improve its
profitability while simultaneously forcing improve-
ment m the quality of management data and its use
They provide a basic frimework for establishing me
Alaska Railroad as an integral competitive segment of
the state’s transport system.

Passenger Service

The Alaska Railroad provides regular scheduled
pamenger seme* and special passenger trains. There
an two distinct parts of the scheduled passenger
service: the long-distance sennet between Ancnor-
age and Fairbanks and the specialised shuttle service
between Portage and W hittier.

The Anchorage-Fairbanki sennet includes e-
press trains daily in eich direction with stops o ~ *
at Taikeetna and Denali Park dunng the surn””
tourist months (May-Septtmber). In sddiuon,
are three local mixed trains (passenger snd fra.,.,1
can) per week dunng the summer. The local trains
nop ss necessary for passengers slong the route snd
permit hunter*, fishermen, and hiker* to reach parts
of Alaska inaccessible by road. The mixed trams tie
limited by union agreements to a maximum of
twenty-five freight can per train unless granted a
special exemption. The express trains operate with
coaches, a dinuig car. a lounge car. i dome cv, snd s
baggage car for checked luggage. In the winter, there
ia mixed train paaeenger service once per weex.
Mixed trains in both summer snd winter have coscnes
and a dinar for pasaenger service. The summer crams
represent one of the most salable tourist attractions
in Southcentral and Interior Alaska.

Additional passenger service is offered by the
Alaska Railroad ui the fora of a shuttle tt*in be-
tween Portage and Whittier, a distance of 12.4 miles.
The train move* autos, trucks, buses, (with passengers
allowed to remain m their vehicles) on special quick-
loading flat cart and also carries passengers in coacnes
for th* 35-mmut* tnp, which includes three-and-one-
haif miles of tunnel*.

This shuttle train provide* access to the state
ferry seme# between Whittier and Valder and aeceis
for th* private and commercial boat owner* wno
moor theu craft at Whituer. The railroad is the omy

#
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means of overland franaportation to and from
W hittier. The equipmentonginaa* out of Anchonge
end miuni to Anchorage «ch jught. The diuttle
tnin from Portage to Whittier promdm a unm ir
achedule of three round trip* three days per week,
four round tripe two daye per week, and two tound
tripe on tha remaining two day* of the week. In
the winter, the diuttle makee two round tripe be-
tween Portae* and Whittier on Sunday, Wednoeday,
and Friday, returning to Anchor*** each night.

Table 22 indicates th* total number* of paasen-
fen earned by the Alaaka Railroad dunnf the tan
Cecal yean from 1971 to 1980. Passenger traffic
hae been increating annti'liy tinee 1975. Then wen
about 154,000 paaaenfen carried in 1953, making it
the highett year m paaaengtr eenrice or the railroad.
The paaaengen earned in 1979 reached the second
highett level (151,045) followed in 1980 by almost a*
many (150,678).

Table 22
A lt** Railroad Pesanqort Carried
FY 1A7TMMO
Fat* Yaw Pswssin
1971 4,000
1977 102.000
1973 74.000
1974 *4.000
1975 91.000
1976 94.500
1977 103.632
1971 126.277
1979 151.045
1990 150,678

Source. Alaska Railroad records.

Table 23 riiowt the paiaangtr atrvice in the
lait 2 yean. While the Anchongr-Fairbanka run
ejfferrd a traffic loss, then wu a substantial fain on
both the Portagt-W hittiershuttle snd special trauu.
The railroadoperate* eacunion train semce* for
special events such aa the Alaska State Fair m Palmer
and tceruc trip* to Seward.

It ia important for the State of Alaska and the
railroad to focus on the purpose and function of the
pauenfer service. The Stats has already provided
financial tubaidy to assist in meeting tome of iu
operational deficit and in providing improved shuttle
atrvice. The passenger equipment now in service is
old and will toon have to be robstantially rehabil-
itated to compete in the marketplcce. The passenger
can are, in general, well-maintained, but are now ia
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need of modernisation, including innallation of
ell-electric hasting and air conditioning. The intenon
have not been refurbished except for upholstery.
According to a memorandum by AMTRAK evalu-
ating the Alaaka Railroad pasaenger service, diuvd
November 21. 1979, thr estimated cost to rehabil-
itate paaacnger equipment would be about S6 million.
The railroad, in th* next few years, can keep suffi-
cient equipment in service, particularly with the
recent acquisition of tight long-distance coaches from
th* Southern Railway. In the long term, however,
the form, style, and mechanical aspects of passen-
ger tram same* m Alaska must be re-evaluated.

It should be clear from previous portions of this
report that if the State of Alaska ia to have passenger
tram tenner on the Aluka Railroad, it will require a
substantial public operational and capital subsidy.
The freight and other revenues of the railroad have, id
the put, been used u a subsidy supplement to the
passenger revenue. Thu ia known u "cross-
subsidy "—taking freight mcomt to pay for passen-
ger operating expenses. However, the authors feel
that such cross subsidisation isnot m the ben interest
of the ARR, if the nilroad ia to function efficiently
as a busmau enterprise within the Rate's total trans-
portation system.

In the "Finances" section of thu report, we
attempted to ascertain more accurately the revenue
and expenses of freight and passenger service ipsg*
20). Our analysis indicated that the cost of passen-
ger service it reasonable when comparing the number
of paiunger trains operated to the total number of
tnuns. Therefore, the operational cosu for passenger
service appear to be appropriate. The problem is that
there are simply an insufficient number of paisengrri
to pay operational costs. Raising fares to provide rev-
enue equal to such operational costs would reduce
the number of passengers served, leading to a continu-
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*t>on of the deficit.

Revenue end expense* have been eiloceted
between pemcnger and other catagone*. The reauiu
of theae allocattona may be found in Table 24. In
each of the peat 3 yean, paesenger aervic* hat ihown
a aubaUntial lot* while freight and other railroad
service* have rhown a pm. Thia ia true even ui the
light of unfavorable economic condition* and low
traffic volume* dunng the** yean. Th* financial
lota** in passenger aervK* have been sufficient to
cauaa th* Alaaka Railroad to have an overall loss.
Thu*, croee tubtidixation of paieen«*r itm n by
freight service clearly ia detrimental to the railroad.
The subsidy required for each puM ti|tr earned
we* w* follow*: 1978-S35.41; 1979-527.87, 1950-
534.57.

It dvould alao be noted that in thia anaiyii* th*
pamenter aervic* received credit for revenue from th*
vehicle* ae well aa th* pa*aen«en hauled on th*
Porup'W Imuer ahuttle aervic* and for mad and
betfat* revenue*.

Table 24
Aladia Railroad Revenue end Expenm

pv I*7*—t*ao
i*in

— FY 1¥71 XV I*7*  FY 1*80
g*senttee
evenue S1.50 S| 94 *2.09
Cam Eaoemes .35 6.17 7.80

Gem(low) (419 @21 (S5
Pkl M 7y %90
CmEpemes 2151 &FF 235
Getn (Law) 3.49 1.00 121

Note: OeereoeciQH_;]t*not included but may be found
Inin* i

Souren: Aiadw Rwlrosd repent; Imematt Commerct
Congniwaan Inv*tt>*ition; computed by Inttitute
ef Social end Economic Rnesrcft, Unrmuty ol
Alatka, and liven* and Asseoete*. Inc.

Paaeenpr eerricv ia important to Alaaka. it is a
service that can and ihould be previdad by th* ARR.
However, th* intereata of th* railroad and th* atat*
would beat be aerved if pamenter frvifht temct
were aepanted both operationally and by coat ac-
counting. In that way, paaaenfer aervic* would Kill be
provided u required and rtquntad, but with th* un>
dcmandinf that th* mrvic* require* public aubaidy.
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RESTRUCTURING ALTERNATIVES

Contra** may »oon pui legislation for Lhe
tranafer of th* Alaaka Railroad from the Federal
Railroad Admmtatntion, U.S. Department of Trans-
portation, to the State of Alatka. Before tucn a
tranafar can take place, th# State of Alatka must
determine the organizational nmcturv it will ute to
own and operata th* railroad. Thu organizational
atructura will moat probeoly become the bttu Tor
state lefialauon.

A potential approach to the state's ownership
and operauon of th* ARR ui the penod of transition
ia diacuaaed on pa*et 34 and 35 of thu report
("Alaaka Railroad Tranution"). The purpote of thu
section i# to deaenbe vanout organizational alter-
native* for th* itat* to conudtr before it telecu the
moat approprtau organization for the Alatka Rail-
road.

Exiftinf Organizational Limitation*

In selecting an appropriate organization for a
*tat*-owned ar.d/or itate-oper*ted Alatka Rulroac.
policymakers muat understand the limiutiont of t~r
exutin* organizational ttructure in order to a,
perpetuating them. The** limiuuo.,!l ue t
deeenbed below:

» Inability to Obtain Adequate Capital Invest-
ment Fund*. Although the Alaska Rauroad. like
any rail property, ia capital inteniive. the ARR r.at
no continuing means for obtaining adequate fur.es
for eaaential capital investment*. All capital I. ;s
for the Alatka Railroad have been obtained out of
th# revenue generated by the railroad or from
Congrasaional) appropriation*. The railroad isae=:
free, which u advantageous. However, the funcs
available from the two current capital sources,
revenue and appropriations, have been insufficient
to modernize much of thr car fleet and otner
equipment including paaaenger can. The process
for obtaining the needed capital appropriations is
difficult and usually political, providing the rail-
road with little assurance that the required funds
will be available when neccuary. The funamg
mechamsmi presently available also make it
impo«*ible for the ARR to realistically plan and
budget mote than a year ui advance. There is a
need for th* Alaska Railroad to be able to borrow
capital investment funds and/or to raise sucn
funds from a variety if public and private sources.

« Marketing iS Difficult Because of Competitive
Issue*. As a federal agtncy, the Alaska Rauroaa
face* difficult marketing cordmons. If the rauroad
markets aggressively, other transportation firms
allege that th* reasc.i for the railroad's traff.c
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aucceu it public financial up port. On th* other
hand, the Uck of adequate marketing may result in
tne need for public subsidy. The Intmtite Com-
mere* Commillion (ICC) *u mandated by the
Staggers Rail Act of 1980 to investigate such
allegations. The ICC study hai been completed
and found that the questioned rates charged by the
Alaaka Railroad are comperuatory and do not
constitute predatory pricing, at was alleged by
tome of ita marine and highway competitors.
The Alaska Railroad needi the freedom to agres-
lively market its transportation services.

Management Does Not Have Required Flexibility.
Alaska's economic activity ia dynamic, which
means that rail service needs alao change fre-
quently. Under its federal agency tutua, the
Alaska Railroad management does not have the
flexibility required to be responsive to changing
rail service needs. Even though the railroad has
enjoyed a certain autonomy through the years,
there art endless federal regulations which must be
followed in the transactions of daily business. The
ARR management need* flexibility in operating
the railroad if they are to make it a self-sufficient
component of Alaska's economy and if the ARR is
to contribute its full capability to Alaska's overall
development.

Employees are Unsure of Their Statu*. Most of the
employees of the Alaska Railroad belong to
unions in addition to being federal agency per-
sonnel. Therefore, the employees are uncertain
whether they work for a r lIroad or for a federal
agency. In effect, the railroad personnel have two
sets of rules by which personnel matters are
settled, and often three regulation* conflict, caus-
ing confusion and sometimes hampering perform-
ance. They certainly make administration of the
property difficult.

Needs for Rail Services Have Changed. The En-
abling Act for the Alaska Railroad established as
primary purpose* for the railroad the connection
of Intenor Alaska with open Pacific Ocean harbors
and the (Simulation of development. These pur-
poses have either been fulfilled or are no longer
applicable. There has not been a recent policy
evaluation or a determination for various aspects of
rail sennce in Alaska baaed on the change* which
have occurred. These include such changes at:

1. Statehood.

2. Energy development in Alaska.

3. Changes ui Alaska ports and port develop-
ment.

4. Marine transportation interface chsnees.

6. Railroad deregulation and availability of con-
tract rates.

6. Leu reliance on rail transit for defense
installations. -

7. Improvements in nonrailroad transportation
in Alaska.

Due to these circumstances, the state must dearly
determine the that the Alaska Railroad snouid
now play aa pan of the Alaaka transportation
system.

Alaaka Railroad is Burdened with Federal Agency
Requirement*. The Alaska Railroad, ui addition to
the requirements placed on other common earners
by federal regulations, mutt also meet various
federal agency requirements. Because it u a federal
agency, numerous reports are required of the
railroad that do not conform to railroad practices
or procedures. Th* railroad must, therefore, spend
time trying to force its operation into a format
which wa* designed for other federal agencies”®
This results in nonproductive time and uicreas«d|
documentation either ui preparing reports of no
significant management vmlue, explaining why the
Alukr Railroad cannot comply with federal
requirements, or explaining whit was reported in
an attempt to comply with external demands.

Procurement is Cumbersome and Slow, The Alaska
Railroad must follow federal procurement regula-
tions. Since the Alaaka Railroad is the only ratiroad
owned and operated by the federal government,
the equipment, materials, and supplies for the
railroad are not common federal agency purchases.
There are unnecessary delays ui obtaining essential
supplies snd. equipment which often limit the
railroad's ability to either anticipate or react to
market opportunities. The procurement process is
also a public process which tends to oreduoe
negotiated purchases and requires dueet casn
outlays, thereby uicreasuig the costs.

Passenger Service ia Subsidised by Freight. Rail-
road passenger service is more of a social service
than a buainesa. Fares (which could be higher than
they currently are) cannot be raised sufficiently to
cover the true cost of the service. However, rail
passenger service is publicly subsidised througnout
the United States and the rest of the world. Since
the rail freight service is used to subsidize passe .
ger service ui Alaska, the public has had to provide
the Alaska Railroad with tax revenues for its
operation, maintenance, and rehabilitation from
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tha# to time. Thu accounting lyrum on th*
Alaaka Railroad doe* not adequately aeparsU th*
freight and passenger coiu for railroad expenses.
There Ui n**d to separate th* freight and pisaen-
t*r com and to allocau th* passenger co«t to th*
public a* a soctal seme™*.
w
« Alaaka Railroad Cannot Negotiate Solutions to Ha
Problem*. A* a f*d*rai agency, th* Alaaka Railroad
hat a high d«frt* of public mobility. Thia land* to
produd* th* ARR'a negotiating aotuiioru to
ita problems or taking advantage of business
opportunitiM. In th* put, th* railroad ha* been
abl* to mak™* certain buainnt decisions without th*
necessity of Waahmgton approval. Recently,
however, then appears to bo a ahtft toward central-
isation of decuuon making which prevena negoti-
ation* for buuneia within Alaaka.

Railroad Perspective: Public Service or Businas*?

The hiatory of th* Alaaka Railroad bean out thia
split perspective of th* railroad, ia it public aervic* or
buaineia? Viewed hiatoncaily from a public aervic*
penp«ctive, th* Alaaka Railroad ha* been a success.
It hu generally accomplished iu public seme*
mission by connecting Interior Alaaka with open
Pacific Ocean porta. Th* railroad hu auiated in
developing th* urban communities in what hu been
called the *“Railbelt" of Alaska. Th* ARR serves
Alaska™ coal Reids; it hu opened up the Matanuaka
Valley agricultural areu: it hu fosterod settlement of
public lands. In addition, the ARR hu moved laige
volumes of commodities to end from Alaskan com-
munities and between them at | reasonable cost.
Products have been mad* available at affordable
transportation costa. The movement of military
personnel and mat*nil by rail hu aided the national
defense structure. The railroad has olro provided
passenger trains u a public service function.

However, th* view of the Alaaka Railroad front
the business perspective hu betn leu clear and more
InuramtenL  Th* buiuneu perspective involves
railroad economic* mteung fully allocated cosu plus
a mum on thr investment. The Alaaka Railroad hu
generally not been * iwoflubl* buauiem enterprise,
except for a few year* of substantial traffic resulting
from th* war or pipeline construction.

This dichotomy between public service and
business railroad operation hu been reflected in the
management and personnel of the Alaaka Railroad.
Marketing of th* railroad's wmces, an previously
mentioned, hu alao reflected this conflict of per-
spective. The management decision* which have been
mad* on th* railroad have, on occasion, reflected
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both th* public seiYic* and the buitncu perspectives.

Faced with the prospect of state ownership and
(or) operation of the Aluka Railroad, th* decision-
makers in the State of Alaska must decide wneLher
the property iato be governed from a public service
or a buaineu onenuuon. The long-range implications
of this decision for thr people of Aluka are signifi-
cant. Much debit*, discussion, and careful consider-
ation will be required to determine thu policy, and
th* state must also consciously decide wnere to dnw
th* line between the public service and business
sectors of th* enterprise.

On* major implication of the state's nilrotd
perspective i* ui th* selection of the organizational
alternative for th* Aluka Railroad. The organi-
zational structure chosen by th* sute will not assure
that th* railroad will be operated from the per-
spective selected, but th* appropriate organization
can halp to facilitate its operation within tn* frame-
work established by tho Saw of Aluka.

Finally, the transfer of the ARR to the sute will
provide Alaska with an opportunity to benefit from
the railroad's paat experience under federal govern-
ment operation and resolve the uncertainty and con-
flicu of running th* railroad u a public service versus
a businau operation.

Assumptions and Crittria for a State
Railroad Organization

Th* following assumptions concerning the rail-
road and iu relationship to the sute were used 10
develop tht criteria and proposals for an organizat.on
to operate a state-owned railroad:

1. The Aluka Railroad is to be transferred to
the State of Alaska without direct comper-
ution of the federal government, but wi-n
indirect cosu to the sut* for existing liabil-
ities and any requiremenu for capital invest-
menu.

2. Th* Sute of Alaska wuhes lo operate the
railroad in th* most efficient manner, mini-
mizing the cost to the taxpayers of the sute.

3. The Aluka Railroad is an important element
of th* Rate's transporution system, and any
stau investmenu relating to iransoorution
will be mad* with full recognition of ire
importance and intermodai nature of the
railroad.

4. The Alaaka Railroad can and will be reiDon-
sive to changing needs and opportunities for
tnniporu.ion services.

5. The railroad revenues are to be used to
provide essential rail service, maintain ar.c
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improve rail/osd property, and marl opera-
tional expenses.
6. Th* public's capital mmtnmii an to b*

protected.

7. Th* rail service rates an to remain compel-
fthr*.

8. Public railroad operational subsidies an to be
minimized.

9. Rail users in to receive food sendee, includ-
in( adequate service frequency, an adequeu
number of can, and appropriate car types.

10. The Alaska Railroad is to coopent* with
the state, local govemmentt. porta, busi-
nesses, industries, and other transportation
modes within established policies and legal
constraints.

Establishinc criteria deticned to meet the rail
atrvice needs of Alaska will enable the stale admini-
stration and ItfisLaturo to evaluate the organizational
alternatives subsequently described. Each organixa-
tional structure can be measured by tha exuni to
which it satisfies the following criteria:

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

2. Freedom of management to make the
railroad's operational decisions within
established policies.

3. Clear-cut lines of management responsi-
bility and accountability for decisions.
Marketing freedom within tsublirhed poli-
cies and budietary constraints.

5. Gear decision-making authority without a

cumbersome and bureaucratic process.
Separation of freight and passenger service
functions and accounting.
Ability to efficiently procure necesaary sup-
plies, equipment, services, and matenais
within appropriate policies and budgetary
authority.

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

9. Management freedom to negotiate solu-
tions to problems and to Lake advantage of
k iw i opportunities.

10. Industrial development capability on
Alaska Railroad land.

Performance-based personnel management,

including th* direct ability to hire, fire,

promote, train, supervise, and direct re-

quired railroad employes*.

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

We recognize that H may not be possible or
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race 31

acceptable to have a state orginizition which fully
meets all of these cntena. However, these criteria are
important in defining the long-term objectives for the
Alaska Railroad. The Sute of Alaska mould seek
an acceptable organizational structure which will
enable the railroad to operate u effectively as pos-
sible within these areas.

Organizational Alternatives Considered

When we began thu study, various alternatives
were considered possible. Among these were:

* Keeping the tutus quo—lettuig the ARR con-
tinue to operate as a federal agency.

¢ Allowing the ARR to operate as a federal
agency corporation like the Consolidated
Railroad Corporation (Conrail) or Atntrak.

» Selling the ARR to pnvate investors.

However, during the early stages of this study the fed-
eral government made clear iu intentions to divest
itself not only of th* ARR. but also of Conrail and
Amtrak. which precluded thr first two alternative!.
Further, the difficulty a pnvate investor would have
in financing the marginally profiuble ARR. ui addi-
tion to the complex issue of unresolved land-transfrr
problems, effectively precluded the third alternative.
Thus, there emerged but three remaining alternatives
that seemed to offer workable opportunities for t.ne
ARR. These included the sUt* (1| operating the ARR
aa a line agency of the sute, (2) operating it as asute
public corporation or aulhomy, or (3) leasing 1l out
for operation by a pnvate party. W* examine tnese
three alternatives in the following paragnpns.

Three Possible Alternatives
The Railroad as a Sute Line Agency

Under this.approach, thr sute would uke title
to the railroad in a manner similar to suie ownersnip
of such other iraniporution facilities as airports, the
Marine Highway SyiUm, and sute hignwsys. How-
ever, w* should note that the long-term availability
of railroad assistance funding from tne federal govern-
ment, either for capital or operating purposes, is very
uncertain. There currently exisu no trust fund for
railroads u there is for airporu or hignways.

Under thu alternative, the Alaska Railroad
would logically be made a division or some other unit
of the Alaska Department of Transportation and
Public Facilities. Tie railroad personnel would
therefor* become employees of the sute with all of
the benefiu available to other sute employees.

Policy direction for the Alaska Railroad is a
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state law M*ncy would com* from th* governor,
from th* legislature through normal legislative pro-
cesses, and from th* commiwionw of th* d*parun*nt
mvoK*4.

Thar* *r» im n | advantages to establishing th*
Alaaka Railroad aa a state lin* agency. Th* manage-
m*nt linn of authority and responaiblity would b*
cl*ar. Th* institutional structures and rwoureat of
th* Stata of Akuka could b* readily available for um
on the railroad. Alaaka Railroad employee* would
hav* th* fringe benefits tnd other advantages of tut*
employment, including reasonable job protection.
Sim.* th* railroad already ha* a cadre of <xpeh*nc*d
and trained operational personnel, th* transition from
federal agency status to state agency status would b*
easier thin other alternatives.

However, there are also significant disadvantages
in organising the railroad aa a sute line agency. The
ARR would encounur most of the same limitations
as a ast* agency as it new does aa a federal agency.
One of the most critical limitations would be the
inability to obtain essential capital investment funds
except by tut* appropriations. The competitive
issues related to marketing, management flexibility,
sute agency regulations, procedure* and require-
ment!; the potential for even more direct political
influence on operational decuiona; and th* public-
eetvice-versus-btuineta-onenuuon questions an all
disadvantages of this approach.

While th* u u agency alternative should be
considered, it clearly does not meet most of the
criteria established for a viable railroad organization.
If the Alaska Railroad is to idequauly fulfill iu
transportation role within iu technological limit-
ations, a suit agency organizational structure it th*
leest desirable of the three alumativea discussed in
this report. It would be unfortunate if th* SUU of
Alaaka were to place the AlaakaRailroad in an organi-
rational structure that oerpetuatad th* lireiutions of
federal sgency statue.

The Railroad as s State Rubtic Corporation
or Authority

There are precedent* for thia approach, both na-
tionally and inumauonally. Th* West Virginia Rail-
road Mainunance Authority and th* pntish Rail Cor-
poration, with some venations, will serve as examples.

The West Virginia Railroad Maintenance Au-
thority. Tht Suu of West Virginia has sines 1975
ownsd and operated a railroad17 similar in some
ways to the ARR. Th* West Virginia Mainunance
Authority (WVMA) coruuM of seven part-time

1'Th* S'm Viituiia Asilmad am ** M cwmmtmal paaanetra
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members, including the governor as an ex-officio
member. The other nx numbers an appomud by the
governor, with the consent of the suu senate, for
staggered 5-year Urma. Th* authomy selecu iu own
officers and cppoints an executive director Ithe chief-
administrative officer). Th* employees of the minor-
ity m West Virginia work for th* suu snd tre non-
union.

Th# WVMA had all the poweri .leeded to own
and operau a railroad. These powers include the abil-
ity to plan, carry out projects, acquire property, set!
or transfer property, contncu, and sue or be suea.
The WVMA may ms* capital vis railroad authority
nvenu* bonds. It may also icquirt railroad ng.nu tn
other sates, in addition, th* authority has the power
of eminent domain.

The railroad experience in West Virginia his
been generally niecesaful, and with some modifica-
tion. lessons learned there may be applicable to
Alaska.

Th* British Rail Corporation. Since iu inception
in the lau 1940s, Bmuh Rad hu operated u a profit-
onenud transportation company, providing boto
freight and paaaenger service. A govemmen*
pointed chMVman and an autonomous board -
ecion provide general policy for running the ¢
anon, with each director responsible for a pani«.,.or
facet of th* ope.auon (passenger, maintenance, capi-
tal investment, etc.).

British Rail's chief executive is responsible to
th* board and the chairman, at the same time serving
u a member of the board. The principal officers of
Bnttah Rail serve u the pleasure of the Chief Exec-
utive.

Th* levels and nature of British Rail's passenger
service are negotiated between the government and
the corporation, with the government paying for pass-
enger aervic* provided.

British Rail's capital investment package over-
seen by th* Minuter of Transport includes t 5-year
plan, the first 3 yean of which sue fixed Thu esuo-
lishes th* capital limiu, within which investments
must fall. British Rail can only borrow througn me
government, and major projecu must be reproved by
th* Minuur of Transport.

Th# ministry of Transport, through iu Railways
Division, oversees th* capital investment program of
British Rail. It also hu some safety responsibilities.
Regulation is not institutionalized. The marketplace
drives most policy decuions of Bntuh Rail.

**A eopy ol th* Wm Viremu Miinirnsnr* Authomy Act »
on m» st th* Alsu* Duptnmtfli of Transportation snd ?uai.c
Fstiiioca.
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Like tht Wtft Virginia Railrpad Authority, the
British Rail Corporation offtrs a pottnUii organiza-
tional model for the Alaska Railroad. If the Alaaka
Railroad, under state jurisdiction, were organized u
an authority or public corporation under carefully
worded Mate legulation, non of the federal agency
limitationa could be removed. Properly established
under thu approach, the Alaaka Railroad could meet
all of the criteria previously outlined for a ftate rail-
road organization.

The principal advantages of a public corporation
or authority alternative an an ability to obtain accne
to required capital funds and freedom to manage and
operate the railroad within policies eetablished by a
board. Management can be given flexibility and
responsibility end can also be held accountable for
iu decisions. Pasaenger service can be accounted for
separately and not subsidized by fnight service. The
state could determine the appropriate levels, loca-
tions. and other areas of passenger train service in ac-
cordance with their willingness to pay for the service
selected. The freight rail service could be marketed
and required to meet fully allocated cosu. Thus,
under thu organizational scheme, it might be pouible
to reach a compromise between the public service and
business purposes of the railroad.

A State Railroad with Private Operations

A thud alternative would be for the State of
Aluka to own the railroad and contract with pnvate
enierpnse to provide for operations. The main
difference between thu and the other alternatives u
the operation of the Aluka Railroad by a pnvate
organization.

Several states, such u South Dakota and Okla-
homa, are using thu approach. These suus, among
others, have experienced abandonment of significant
rail line* that they considered essential to their
economy and transportation systems. These are using
state and federal funds to acquire and rehabilitate
extensive rail lines. The Department of Transporta-
tion. u a representative of the -sute. takes utle
to the rail property (usually excluding rolling stock).
The sute thin selecu a pnvate rai'road with the
required management expenence, skills, and interest
in operating iu equipment over the line to fumuh
shippers and receivers with rail service. An operating
agreement is negotiated with the pnvate common
earner for rail service. The operational limitations of
the railroad can be whatever the suu and the railroad
agree upon.

The negotiated operating agreement can include
such provisions u thr assignment of mainunance
responsibilities; liabilities: frequency, level, and type
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of rail service; car supply; revenues; and com. Thui,
all of the ippropnite cntena for a suu niiroid
organization can be reflected in the operational
agreement. Thu can even extend to the proyuion of
required capital.

A mtjor advantage of thu approach is that once
the operating agreement hu been negotiated, the
state hu only a supervisory or overseer responsioility.
plus whatever financial requirements have been
determined by the negotiations. The railroad aper-
ationi can include public service rail requirements as
well u being performance bued.

A subsuntial difficulty with this alternative for
the Aluka Railroad is that no pnvate raiiroad earner
ia operating within the cute. Too. there is the proo-
lem of the exuting Alaska Railroad personnel. Vthiie
the present railroad employees hive the necessary
knowledge of railroad operational peculiarities in
Aluka. these are federal agency employees, with
long-term nghu rather than pnvate employees whose
nghu are subject to negotiation. This could present
such a significant liaoility to prospective private
operators that it might be difficult to find interested
parties. Thu appi isch. therefore, may be impractical
unless the responsibility for the current Alasxa
Railroad personnel u jusumed by the Federal Rail-

road Adminutration, while a pnvate earner, witn ‘he”~H

necessary qualifications, can be ittracud as the
operator. However, no one knows at thu time
whether or not such a pnvat* operator exists.

One vanation to the alternatives descnoed above
is a concept under consideration in lowa. It isan old
concspt which hu proved successful in other organi-
zations but which is new in its spplicauon to rail-
roading. It involves the us* of a general partner and
limited partnerships.

A limited partnership is i very flexible institu-
tional anangemint which could potentially attract
substantial pnvate capital. A major consideration in
developing this 'institutional approach u the desig-
nation of the general partner. In order to legally
establish alimited partnership, it leut one financially
responsible general partner must be found or esub-
luhed. The State of Aluka could establish in organi-
zation which could become the general partner for
thu railroad venture. Although limited partners are
not subject to liability beyond their investment in the
partnership, there is usually no Ijmtt to the liability of
th* general partner.

A limited partnership u, by law, a nontaxable
entity. AU gains or losses from the venture flow-
directly back to thr investors (partnersi for tax
purposes. Partnerships arc thus attractive because
(1) there u no double taxation of income u with
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corporations ind(2) partner* can uiti full tax ad-
rwiUli of lovs, depreciation allowances, and uu
credits. Th* ability to tali* advantage of depre-
cation allowance* will become more important if tha
Reagan Adminutrauon'a accelerated depreciation
propoaal iaenacted. It would ba nectaury, of coune,
to examine lafal conatramtt ia Alaska for public
mvohretnent ia limited partnerahips. In lowa, thara u
no apparent constitutional prohibition against public
iavohrirmant in such arrangements.

It may ba pouibte in tuch a limitad partnership
to attract rail uaen. businessmen, pnvsta individuals,
and Aluka Railroad employees, among othan. Thua,
H would ba advantageous to thou with direct rail
intamu to aae the Aluka Railroad succeed u a
business venture while offering only limited indivi-
dual liability. The idea and concept may ba worthy
of funhr* conatderauon.

Aletea Ralroad Transition

Transition Legislation astd Problems

At noted earlier, tha Federal Railroad Admini-
ttration(FRA) hu datanninad that the original
intent of tha Enabling Act for e*ubluhing -and
operating tha Aluka Railroad hu bean mat and
federal responsibilities discharged. Thus, for the put
several years, several federal administrations and thr
Department of Transportation have dticuued divest-
iture of the Aluka Railroad by the federal govern-
ment. However, it hu only bean since January 1981
that the decision wu made to prepare legislation for
such a divestiture and implementation step* taken.

The FRA hu shown some urgency m getting the
transfer legislation introduced and passed. Thu
urgency results from a reduction of employees in the
Federal Railroad Adminutration, u well u desire to
cut the capital fund request of the Alaska Railroad.
FRA's schedule calls for pauing the legislation thu
fiscal year. The legislation proposes that thr Stair
of Alaska meat tht transfer conditions within one
year of enactment of tha legislation. Tha draft
legislation also provides for transferring tha Alaska
Railroad to other inuiested parties should tha Suu
of Alaska not meet the conditions for transfer within
this time period.

The propond legislation further embodies a
number of diaciirtionary ‘strings'™ attached to the
transfer which votild triable the federal government
to etuur* that the Suu of Alaska own and operate
the Alaska Railroad in a manner commensurate with
FRA's preconceived ideas. Fsilura by the suu to
conform U the provisions of the Act would be
pounds for the FRA to reclaim the railroad within a
10-ytar penod. The rationale for the continuing

federal inurest in the Alaaka Railroad is predicated
upon the offer of s no-con transfer to the suu.

In mmmary, there are numeroui problems
eeeocinted with the transfer of the Alukt Railroid
from federal to suu ownership. Federal transfer
legislation will likely be passed by Congress oefore
these problems have been resolved. The U.S. Depcn-
ment of Transportation hu not deurmmed the land,
the structures, the right-of-way, nor equipment to oe
Included in the transfer. Arrangements hive not yet
been made to provide for an orden> transfer of me
employees from federal agency sutus. There is no
organisational framework esubluhed wnhin Alasxa
to accept the ownership, operation, or employees
of the railroad. The FRA u anxious to relinqutsn
ownership, operation, employee, and funding respon-
sibilities of the Aluka Railroad. Thu couid poten-
tially result m postponement of major ARR opera-
tional decisions. Such postponement could jeopardise
the smooth long-range operation of me rauroad and
perhaps result in lost traffic—an event not in the best
inurest of Aluka. In addition, the employees are left
in asuu of “limbo,” not knowing for whom they _
will work, if they will have a job. how me transitic
will occur from federal employment, or wnat napp-
to the benefiu received ss a federal employee. T.
employees lack information, and many of their
questions cannot be saiufsetonJy answered at this
time.

Suu legislation will probably be required to
accept the transfer of the Aluka Railroad. The sute.
however, hu made no decuion on the transfer
question or on the organisational structure required
to own and/or operate me railroad. The current
railroad aaseu, obligations, and liaoilmes have not
clearly been defined, which leaves the sute wun
inadequate information on me snort- snd long-
Urm financial and other requirements accompanying
the proposed transfer.

The railroad needs to continue ooeration with-
out diaruption, since disruption would detrimenully
affect the state's economy and economic develop-
ment. And thu would come when economic activity

.iaquickly incnating .

These are some of the more imporunt transi-
tional problems. Unfortunately, these proolems have
not yet received the attention needed to determine
their full implications. Time snd additional efforts are
required to provide the Aluka decuion-maxers wun
the information necessary to act in the best interest
of the suu. The complexities and extent of these
transitional problems are likely to result in lees,
actions and court adjudication. A transitional bndir
is needed to factliuu me smooth transfer of tr.r
Alaska Railroad from the federal government.
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Ai Orderly Trastsrtion

Even if we w uni that aatizfactory federal
legislation can be drafted and patted by Congmt for
the tramfer of the Alaaka Railroad from federa] to
state owntjihip, there will remain a significant
penod for tnnaition. Along with land, employee,
competition, and various obligation problema. the
msooth tnrudrion to rtate ownaralup and operation it
a moat perplexing problem. How the tnnaition ia
handled will have either a positive or advene im-
pact—ong term aa well u abort term-on tha railroad
and ita opentiona a* well aa on the State of Alaaka.

Durin< thia tranntional penod, certain needa
Duit be met if the railroad ia to fulfill ita important
and apecial transportation function in Alaaka. Theae
include the need to:

« Continue the freight and passenger operation
of the Alaaka Railroad.

e Preserve aa many potential operational and
organizational alternatives for the tute
aa poaaible.

« Provide adequate legal protection for the
Alaaka Railroad throughout the transi-
tional penod.

e Provide interim protection and transitional
aaaiitance for the employees of the Alaska
Railroad.

* Provide adequate time for adjudicating the
legal Umw which have been raised by the
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transfer question, such u land title, equip-
ment and railroad property, employee rights
and benefits; «ruling or pending court cases,
railroad agreements, contracts, and obli-
poors.

« Establish an orderly process and procedure
for solving problems wruch have been identi-
fied or which may anae dunng the transition.

* Provide the time requued for the iuu admin-
istration and the legislature to consider the
issues, to seek solutions to problems, and to
deliberate carefully on the implications of
each proposed state legislative bill without
being faced with a stringent schedule and
a aiaia-type atmosphere.

Given the general mood of the Reagm Adminis-
tration and the Congress to reduce federal expend-
iture* and the federal perception of great Alaskan
wealth, it ia quite possible that Alaaka Railroad trans-
fer legislation will be paaaed -his year. The Sute of
Alaska will probably be faced with the need for a
package of legislation which sets the tone and organi-
zational framework for atate ownenhi; of '-he raiii
road if Congress passes transfer legislation. Unde"
these circumstances, there is a genuine need to
provide for an orderly transition from federal to tute
ownership. Sufficient time must be allowed to work
out the myriad transitional problems.
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HOUSE BILL 485

I HAVE INTRODUCED HB 485 -» AN ACT AMENDING PROVISIONS
RELATING TO A SOLICITATION FOR OFFERS TO PURCHASE OR OPERATE
THE ALASKA RAILROAD AND PROVIDING FOR AN EFFECTIVE DATE™ TO

CLARIFY SOME QUESTIONS REGARDING THE ALASKA RAILROAD

CORPORATION ACT.

ON JULY 6, 1984, SCS CSHB 512 (FIN) WAS SIGNED INTO LAW. THIS
ACT ESTABLISHED THE ALASKA RAILROAD CORPORATION TO MANAGE AND
OPERATE THE ALASKA RAILROAD. THE CORPORATION OFFICIALLY TOOK
OVER THIS RESPONSIBILITY ON JANUARY 6, 1985, ONE DAY AFTER THE

ALASKA RAILROAD WAS TRANSFERED TO STATE OWNERSHIP.

THE STATE OF ALASKA PURCHASED THE ALASKA RAILROAD FOR $22.3
MILLION. AN ADDITIONAL $10.9 MILLION WAS APPROPRIATED BY THE
LEGISLATURE FOR OPERATING AND CAPITAL EXPENSES. THIS VALUE

WAS DERIVED BY DETERMINING:

A. THE PRESENT VALUE OF THE RAILROAD®"S NON OPERATING REAL

ESTATE, THIS WAS VALUED AT $47.8 MILLION

B. THE PRESENT VALUE OF CONTINUING RAIL OPERATIONS BEYOND TEN
YEARS IN PERPETUITY (INCLUDING START UP COSTS)
THIS WAS DETERMINED TO BE A NEGATIVE VALUE OF

$25.5 MILLION.



QUESTIONS CONCERNING THE REVERSION CLAUSES BOTH IN THE STATE

AND FEDERAL ACT OFTEN ARISE.

SECTION 610 (a) TITLE 6 OF THE FEDERAL ALASKA TRANSFER ACT
STATES:

IF WITHIN TEN YEARS AFTER THE DATE OF TRANSFER TO THE STATE
ANY OR ALL OF THE REAL PROPERTY TRANSFERRED TO THE STATE 1S
CONVERTED TO A USE THAT WOULD PREVENT THE STATE OWNED RAILROAD
FROM CONTINUING TO OPERATE, THAT REAL PROPERTY INCLUDING
PERMANENT IMPROVEMENTS TO THE PROPERTY SHALL REVERT TO THE
UNITED STATES GOVERNMENT, OR, THE STATE SHALL PAY TO THE
UNITED STATES GOVERNMENT AN AMOUNT DETERMINED TO BE THE FAIR

MARKET VALUE OF THAT PROPERTY AT THE TIME OF CONVERSION.

IF WITHIN 5 YEARS AFTER THE DATE OF TRANSFER THE STATE SELLS
OR TRANSFERS ALL OR SUBSTANTIALLY ALL STATE OWNED RAILROAD TO
AN ENTITY OTHER THAN AN INSTRUMENTALITY OF THE STATE, THE
PROCEEDS FROM THE SALE OR TRANSFER THAT EXCEED THE COST OF ANY
REHABILITATION AND IMPROVEMENTS MADE BY THE STATE AND ANY NET
LIABILITIES INCURRED BY THE STATE, SHALL BE PAID INTO THE

GENERAL FUND OF THE TREASURY OF THE UNITED STATES.

SECTION 610 - THE FEDERAL REVERSION CLAUSES ALSO PROVIDES FOR
REVERSION REQUIREMENTS IF THE STATE DISCONTINUES USE OF RIGHT
OF WAY LAND, OR LAND WHICH LIES WITHIN THE BOUNDARIES OF

DENALI NATIONAL PARK OR THE CHUGGACH NATION FOPEST BOUNDARIES.



THESE ARE THE FEDERAL REVERSION REQUIREMENTS. THE ALASKA
RAILROAD CORPORATION ACT SEC. 42.40.260 (B) STATES: EVERY
FIVE YEARS THE ANNUAL REPORT OF THE ALASKA RAILROAD
CORPORATION SHALL INCLUDE AN ANALYSIS OF POTENTIAL SALE
ARRANGEMENTS WHEREBY THE CORPORATION MAY BE TRANSFERRED INTO
PRIVATE OWNERSHIP. THE ANALYSIS SHALL INCLUDED DOCUMENTATION
OF AT LEAST THREE OFFERS TO SELL THE CORPORATION INITIATED BY

THE CORPORATION DURING THE LAST FIVE YEARS.

COMMITTEE SUBSTITUE HOUSE BILL 485 (TRANSPORTATION) DELETES
THE REQUIREMENT FOR THE ANALYSIS TO INCLUDE DOCUMENTATION OF
AT LEAST THREE OFFERS TO SELL THE CORPORATION. RAILROAD
MANAGEMENT HAS STATED SEVERAL CORPORATIONS HAVE EXPRESSED AN
INTEREST IN PURCHASING THE ALASKA RAILROAD. TO DATE, NO
FORMAL REQUEST FOR PROPOSALS HAVE BEEN REQUESTED BY THE
CORPORATION. BY DELETING THE REQUIREMENT TO DOCUMENT AT LEAST
THREE OFFERS TO SELL THE CORPORATION, WE ARE OPEN TO CONSIDER
ALL OFFERS. IN ORDER TO DETERMINE WHETHER OR NOT WE WOULD
CONSIDER CERTAIN OFFERS, WE NEED TO KNOW WHAT SORT OF OFFERS
ARE OUT THERE. MANY TIMES IN NEGOTIATING SUCH SALES WE LIMIT
OURSELVES TO A NARROW CRITERIA WE FEEL WE NEED TO MEET.
INSTEAD, THIS WOULD ALLOW US TO VIRTUALLY SAY, ™"BRING ALL
OFFERS YOU HAVE RECEIVED IN THE LAST FIVE YEARS TO US FOR
CONSIDERATION". WHILE ONE PARTICULAR OFFER MAY NOT MEET SOME
OF THE NARROW CRITERIA WE INITIALLY THOUGHT WAS NECESSARY, IT

MAY OFFER US SEVERAL OTHER VALUABLE ALTERNATIVES WE HAD NOT

CONSIDERED.



AS THE ALASKA RAILROAD IS A VALUABLE IN-STATE TRANSPORTATION
MODE, WE NEED TO NOT ONLY LOOK AT THE "BOTTOM LINE™ BUT WE
MUST ALSO LOOK AT IN STATE TRANSPORTATION NEEDS AND
ALTERNATIVES. WE MUST CONSIDER IF ANY PROPOSED SALE IS TRULY
IN THE STATE®"S BEST INTEREST OVERALL. TO DO THIS WE NEED TO
EVALUATE ANY AND ALL OFFERS, AND WEIGH THE ADVANTAGES AND

DISADVANTAGES IN ALL AREAS.

HOUSE BILL 485 PROVIDES US THIS OPPORTUNITY. THE ORIGINAL
TRANSFER ACT REQUIRES AN ANALYSIS FOR POTENTIAL SALE
ARRANGEMENTS TO BE CONSIDERED WITHIN 5 YEARS OF THE TRANSFER
DATE. HOUSE BILL 485 ESSENTIALLY BROADENS THE LANGUAGE TO
ALLOW US TO CONSIDER ALL OFFERS RECEIVED WITHIN THE FIVE YEAR

PERIOD.

I FEEL THIS WILL ENABLE US TO PROPERLY EVALUATE POTENTIAL SALE
OFFERS IN ALL AREAS AND THUS MAKE A DEICISION THAT IS IN THE

STATE"S BEST TRANSPORTATION AND FINANCIAL INTERESTS

THANK YOU FOR LISTENING. I URGE YOUR SUPPORT OF HB 485.



PROPOSAL TO SELL AK RAILROAD

(A) ASSET APPRAISAL X INVENTORY

1-Land

2-Equi pment
3-Facilities
4-0ther Assets

(B) COSTING ANALYSIS BY TYPE OF SERVICES

1-Frei ght

2-Coal (local X export)

3-Gravel

4 -Petroleum

5-F"i pe

6-TOFC-COFC

7-Interline

B-Passenger (Anch.-Fairbanks,Whittier,Seward & Charters)

(C) DETAILED MARKETING PLAN
1-Frei ght
2-Passenger
3-Real Estate
4-0ther
(D) LONG-RANGE PROFITABILITY ANALYSIS

1-Pro-Forma Financials
2-Real Estate Potential

(E) MODELS FOR FINANCING PURHASE
1-Hiring off an Invistment Banker
(F) DETERMINATION OF LIQUIDATION VALUE
(G) DEVELOP REPLACEMENT COST DATA
1-Land
2-Equi pment
3-Facilities
(H) RISK MANAGEMENT ANALYSIS
(I) STATUS OF TITLE TRANSFER

1-OQutstanding Issues ( Federal Transfer Act )
2-Native Claims

<J> ANALYSIS OF LEGAL CLAIMS



)

Q)

)

Q)

ANALYSIS OF LABOR CONTRACTS

l1-Impact of Federal Transfer Act
2-Retirement Benifits (Federal % Corporation)
3-What kind of employee protection

DETERMINE TYPE OF SALE (ANALYSIS)

1-Whole
2-Part
3-Comb ination

DETERMINE STRUCTURE OF SALE (ANALYSIS)

l1-Lease

2-Lease / Purchase

3-0utright Purchase

4-What Services To Be Retained

IDENTIFICATION OF PROSPECTIVE BUYERS

PREPARED FOR HOUSE TRANSPORTATION COMMITTEE

H.B.4S5

2-24-SS / G.D.VALINSKE



Date referred: 2/15/788 FURTHER REFERRALS: Labor & Commerce

DATE:
The Transportation Committee has considered HB 485
"An Act amending provisions relating to a solicitation for.offers to

purchase or operate the Alaska Railroad; and providing for an effective
date.™

RECOMMENDS:
[ V\ replace with C.S b\&> (7rsp>) [ 1 the same title
[ Jattached amendment(s) L a new title

[i/f do pass

[ 1 do +wot pass

[ 1 no recommendation

[ 1 individual recommendations
[ 1]

additional referral to the Committee

ADOPTS: [ 1 letter of intent

ATTACHES NEW FISCAL NOTE(s):

L Jfiscal impact [ ]same as previous fiscal note
zero TFiscal note published
[ Jzero with analysis [ ]same as previous zero fiscal

note published
SIGNING OTHER RECOMMENDATIONS:

Chairman®s signature
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Subject of meeting:

*HB 481: "An Act relating to naming the Woodrow
Johansen Expressway."

*HB 485: "An Act amending provisions relating to a
solicitation for offers to purchase or
operate the Alaska Railroad; and providing
for an effert.ivp riatp.”

NONE REPRESENTING to testify?
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* indicates first public hearing



FOR ALL MEMBERS ON THE HOUSE
FACT SHEET - BETTE CATO *
HOUSE BILL NO. 485

An Act Amending Provisions Relating to a Solicitation for
Offers To Purchase or Operate the Alaska Railroad; and
Providing for An Effective Date.

1. WHAT THIS BILL DOES.

HB 485 deletes the second sentence of AS 42.40.260 (b)
which is part of the 1984 Alaska Railroad Corporation Act
("ARCA"™). Although every five years the Alaska Railroad
Corporation®s ("ARRC"™) annual report would continue to
analyze potential sales arrangements to private owners, it
would not be required to document at least three offers to
sell its assets during the same period of time. This
provision of the current law would be repealed.

2. IS THIS LEGISLATION REALLY NECESSARY?
Yes. When the State purchased the Alaska Railroad in
January, 1985, it agreed to many sale terms. Those terms

included a provision in the federal Alaska Railroad Transfer
Act ("ARTA") which requires the State to turn over any
profits of a subsequent sale to the United States, if the
sale occurs within the first five years of State ownership.
This period ends on January 5, 1990. Despite this onerous
penalty, State law presently requires ARRC to make attempts
to sell all or part of its assets during the same period of
time! Since it is extremely unlikely that the legislature
would approve an early sale under these circumstances, the
huge and probably unnecessary cost related to researching,
preparing, soliciting, and negotiating meaningful sale
arrangements should be avoided by repealing this portion of
AS 42.40.260 (b).

3. WILL THIS MODIFICATION PREVENT SALE OF THE RAILROAD OR
DISCOURAGE ACTIVE SOLICITATION AND CONSIDERATION OF SALES
POSSIBILITIES?

No. ARCA®"s section 940 will remain unchanged. It
permits the governor to sell or lease the Alaska Railroad
under certain conditions at any time. A sale must be
approved by the legislature. In addition, the modification
will not eliminate the legislature®s original desire that
ARRC pursue a disposal of its assets. Every five years, the
corporation will continue to analyze transfer opportunities
for the legislature®s consideration.



House Bill No. 485
Page 2

4. IS A MODIFICATION WHICH SIMPLY EXTENDS THE TIME PERIOD
FOR SOLICITATION OF SALES OFFERS A MORE ATTRACTIVE
ALTERNATIVE?

No. Although the ARTA early sales penalty can
certainly be avoided by extending the first deadline for
solicitation of sales offers by ARRC beyond January, 1990,
total repeal of the "three offers" requirement is preferable
to continuing an artificial and wasteful stimulus to sales
efforts. Instead, potential sales arrangements should be
initiated by market opportunities and State needs. Sales
profits should not be needlessly diminished by huge costs
related to premature sales preparations. Additionally, in
the interest of economy, efficiency, and fairness to those
involved, only those offers which will clearly serve State
needs and Ffulfill its expectations should be solicited.
Unless HB 485 1is passed, the railroad will be required to
mechanically solicit disposal offers before the State has
had an opportunity to consider what long-term railroad
operations and operational alternatives will best serve its
needs. Direction must be provided to those involved in the
disposal process explaining how the railroad will be
operated and under what terms and conditions it will be
sold. Much time, money, and effort will be expended in the
inventory and evaluation of railroad assets and operations,
analysis of profitability projections, selection of sales
alternatives and terms, 1identification of acceptable buyers
and their qualifications, and negotiation of operating
restraints and conditions.
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Alaska State Legislature

_ P.O.Box v
House of Representatives Juneggé 1A1|aska
. House Transportation Committee Phone:
Official Business (907) 4654859
March 16, 1988
COMMITTEE CALENDAR:
HB 511: "An Act relating to motor vehicle windshields and

windows."

Confirmation Hearings on Mr. Mark A. Foster to the Board
of Marine Pilots

FOR THIS MEETING, YOU HAVE BEEN GIVEN:
a folder on HB 511 that includes:

item #1: HB 511
#2: fiscal note & position paper:
Department of Public Safety
#3: a statement from Rep. Sund
#4: statutes
#5: a letter of support
#6: a proposed amendment

a folder on the confirmation hearings:

item #1: a resume from Capt. Howard Elsensohn
#2: a resume from Mr. Mark A. Foster
#3: a resume from Ms. Marlene Johnson

New Information: a letter from Ms. Shiela Gottehrer
regarding Mr. Foster
confirmation forms and witness
register from the last hearings



STATE OF ALASKA BILL VERSION: HB 511

1988 LEGISLATIVE SESSION PUBLISH DATE:
FISCAL NOTE
REQUEST
Revision Date: Agency Affected: Public Safety
Title: "An Act relating to motor vehicle BRU: Alaska State Troopers

windshields and windows"
Sponsor: Rep._ Sund Components: Detachments

Requestor: House_Transportation

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING FY88 FY89 FY90 FYol FY92 FY93
PERSONAL SERVICES
TRAVEL
CONTRACTUAL -
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL
REVENUE

FUNDING:  (Thousands of Dollars)

GENERAL FUNDS

FEDERAL FUNDS

OTHER

TOTAL 0 0 0 0 0 0

POSITIONS:

FULL-TIME 0 0 0 0 0
PART-TIME

TEMPORARY

ANALYSIS: (Attach a separate page if necessary)

Passage of this legislation will not affect the level of traffic enforcement that
currently exists, thus no fiscal impact is anticipated.

Prepared by: Francis C. Allan Phone: 269-5691
Division: Alaska State Troopers Date: 3/15/88
Approved by Commissioner: Date: 3 ~/|-f %
Agency: Public Safety

Distribution: (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget

Impacted Agency(ies) |
Page 1 of 1



BILL NO: HB 511 PATE:  jarch 15, 1988

TITLE: "An Act relating to CONTACT: oI, Robert E. Jent
motor vehicle windshields 269-5641
and windows."

fel
0H

W
H Pn
ZcC There is a concern among the public and the law enforcement community
ww that vehicles with deeply tinted windows will inhibit the operator-s
a vision and thus impair his/her ability to safely operate the vehicle.
h o Further, Jlaw enforcement officers are concerned about approaching
& h motor vehicles when they can not clearly see the operator from outside
<A of the vehicle.
p* m
w S3
q p. This well intentioned bill addresses a serious concern of the law

enforcement community in Alaska. Unfortunately, difficulties are
anticipated with the wording used in this legislation. Specifically

88 Sec. 28.35.165(b)(1), (©)(@), and (c)(2). Without a clear, reasonable

i and sophisticated testing procedure, the percentage of light
uwuu transmission capacity and luminous reflectance could not be adequately

identified and thus the proposed statute would be unable to withstand
m a court challenge.

*WAm

ntntt Other states have been attempting to deal with the concerns that are

Wmt being addressed by this legislation. Resolution is unclear at this

i, time. Problems exist related to achieving a balance between officer

ntrm safety, privacy of citizens, and interference with interstate
commerce. It Is suggested that a thorough review be performed by the

(gluigus Department of Law relative to the complicated legal issues involved.

thutt

m ttnt

tninn

TXXXXEXX

ottt

y (Ufc ¢

Arthur English, dommTssioner
Department of Public Safety
ﬁ%nn



While in Juneau
P. O. Box V
Juneau, Alaska 99811
(907) 465-4919

MEMORANDUM
March 9, 1988

TO: Rep. Bette Cato, yChair,
House Committee orr Transportation

FROM: Rep. John SundJi3

RE: House Bill 511

This bill was introduced at the request of a member of the
Ketchikan Police Department as a safety measure. (See
attached letter from Corporal. James Janke.)

The bill would add a new section to AS 28.35 (Motor Vehicles
-Miscellaneous Offenses,) to prohibit operating a motor
vehicle with windshields or windows that obstruct the
driver®s clear view.

I have attached an amendment which would set the penalty at
an infraction, (non-criminal, maximum fine $300.-); if no
penalty 1is specified, the offense would become a Class B
Misdemeanor (90 maximum jail; $1000 maximum fine).

This legislation would contribute to motor vehicle safety in
three ways. First, it would prohibit operation with
windshields that obstruct a driver®s view in a manner that
interferes with safe operation. Second, it would protect the
police officer stepping a vehicle by allowing him or her to
see 1inside the vehicle and spot potential trouble. Third, as
Officer Jenke points out, it will allow a pedestrian to tell
if the approaching driver is alert to his or her presence.



February 6, 1988

The Honorable John Sund
Alaska Legislature

P.0O. Box V

Juneau, AK 99811

Dear Mr. Sund,

I am writing this letter to you regarding a matter |1
feel is of grave importance to me and my fellow Police
Officers. As you know, John, 1 am a Police Officer with
thei City of Ketchikan and have been for the past eight years.
In recent years, | have noticed more and more vehicles
being driven on our streets and highways with all or most
of their windows tinted. The density of the tint varies
from slight to completely dark.

My primary concern deals with the vehicles that do
not allow one to see inside the vehicle, due to the tint.
As a Police Officer, my life depends on my ability to view
what is going on inside of a vehicle should | have to make
contact with the occupants. Should 1 have occasion to
stop a driver for suspected Driving While Intoxicated, 1
must know that the occupants in the vehicle have not ex—
changed drivers. The disadvantages of a Police Officer
not being able to view what is going oninside a vehicle
while it is on our streets and highways are endless, and
obvious.

While describing my dismay of this problem to a con—
cerned citizen one day, she pointed out to me that she also
has a major concern about this problem. She went on to tell
me that she refuses to cross astreet when a vehicle is
passing by her, when she cannot see the driver. She stated
that is she can"t see the driver, how does she know he
can see her?

My own personal vehicle has factory tinted glass, but
it is not so dark that you cannot see everything inside,
this includes in the dark of night. Like I mentioned
earlier, my major concern is vehicles with the "mirror"
or "one way" tinted windows.

I telephoned your office earlier this week about this

matter and talked to a very helpful John Hartle. I informed
him at that time that 1 thought California has a law in
effect regarding the "tinted window" 1issue. He advised

me that your staff would research this issue and by the time
you receive this letter, they should have some more informa—
tion for you on this matter.



Honorable John Sund
Alaska Legislature
February 6, 1988
Page Two

Mr. Sund, I would appreciate your time and effort
on this matter, and hope that it can be resolved in a
timely manner. I believe that this is a matter of grave
concern to other Police Officers in our state and that

they feel the same way

In anticipation,

do.

thank you for your help.

Respectfully, T

Cpl. Jamesi/C. Janke
Ketchikan Police Department
361 Main Street

Ketchikan, Alaska 99901
(907) 225-6631

Home address:

3760 Fairview Avenue
Ketchikan, Alaska 99901
(907) 225-6326



AMENDMENT

Offered in the HOUSE By Sund

TO: HB 511

Page 2, after line 3:
Insert a new subsection to read:
"(d) A person who violates this section is guilty of an infrac—

tion."

-1 3/15/88



COMMITTEE: Subject of meeting:

House Transportation Committee * HB 511: "An Act relating to motor vehicle

windshields and windows."
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Air fare wars
to continue
this summer

But won't apply to Alaska

e Ao Pes

NEW YORK — Several major airlines said
Monday they would extend their lowest dis-
count fares through the end of summer, but
the tickets would be more expensive and carry
more restrictions than the cut-rate fares un-
veiled earlier this year.

The lower fares will not apply to travel
between Alaska and the Lower 48, a local
travel agency spokesman said.

"It's fair to say that in the current pricing
environment that the relatively high fares
between Anchorage and the Lower 48 help~
offset losses from fare wars in the Lower 4B?r
said Scott McMurrcn or tasy i rJVSl.

Also Monday. Continental Airlines said it
had asked the Department of Transportation
to require U.S. airlines to routinely disclose
service information such as on-time perfor-
mance. complaints about lost luggage, and the
time it takes for answers on telephone reser-
vation lines.

Continental and Eastern Airlines, both
units ol Texas Air Corp., said they would
continue offering the special "Haxsaver"
fares previously slated to end May 20.

Those non-refundable fares, which were
matched by other major airlines when intro-
duced in late January, are discounted as much
as 80 percent from regular fares and are less
than the supersaver fares that previously
were the industry's lowest.

Northwest Airlines said it would match the
discount fare extension. United and Delta and
American representatives said their compa-
nies were studying the fare announcements.

Industry analysts said they expected the
major airlines to follow the move, noting the
summer fares would be higher to reflect the
peak travel season and the advance purchase
requirements would be slightly greater.

“Those are two positives,” said Louis Mar-
ckesano, of Janney Montgomery Scott Inc. in
Pittsburgh. "We were hoping they would
modify pricing upward and or increase the
minimum stay involved."

Thomas G. Plaskett. Continental's presi-
dent, told a news conference the Maxsaver.
fares had proven "extremely popular,” and
some 3 million passengers had bought the
fares since Feb.l.

The fares good through May 10 — intended
to.fill seats that otherwise would go empty on
many flights — could be purchased at any
time up until two days before the. flight.
Passengers changing or canceling their reser-
vations forfeited the entire ticket price.

The summer fares trill cost more than the
earlier Maxsavers and the advance purchase
requirement was stretched to seven days.
They also require a Saturday night stayover
and a roundtrip purchase.

The summer Maxsavers are priced from 838
to $278 roundtrip, compared with a range of
$38 to $198 roundtrip before May 20. A
Maxsaver flight from New York to Los An-
geles, for example, would be $129 one-way
this summer, compared with $89 each way
before May 20.

Continental also said it was trimming the
advance purchase restriction on its regular
supersavers to seven days from 30 days, while
reducing the cancellation penalty to 25 percent
from 50 percent.



New logo suggested kil
for Alaska Airlines >\>\/3/>e-

Loe -1, «*2./12"/5 7
Dear Editor™"*

While watching television last
night | saw a commercial on one of
the Seattle TV stations for Alaska
Airlines. This ad was for roundtrip
airfare to San Diego - 2100 air
miles, plus two nights' hotel accom-
modations for a total of $267. The
cheapest roundtrip airfare from Ju-
neau to Seattle, 1,818 air miles, is
$340 and includes nothing extra.

Seeing this commercial brought
to mind the Great Logo Crisis of
Alaska Airlines that has been in the
news so much during the past few
weeks. My suggestion is h get rid of
the Eskimo and replace nim with a
picture of Jesse James - gun, mask
and all. This would better represent
the highway robbery we all face buy-
ing an airline ticket in Southeast
Alaska.

Thank you,

Daan Nordanaon

Auka Bay



Lower fares would /fai/gy
create happy faces

Dear Editor:

I think concerns are being mis-
placed about Alaska Airlines’ adver-
tising symbol. While this issue has
been capturing headlines and legisla-
tors’ attention, Juneauites continue
pi.ying air fares that are among the
highest in the country.

I’m currently planning a trip to
Boston. The round-trip air fare for
the approximately 900 miles from Ju-
neau to Seattle is $340.60. The round-
trip fare for the approximately 3,000
miles from Seattle to Boston is $238.
I’ve lived in Juneau for 14 years and
I've yet to talk to anyone who hasn’t
shared my ill feelings about air fares
from Juneau. I really cannot believe
that costs here justify fares two or
three times greater per mile than
typical Lower 48 fares. I’d at least
feel a lot better about paying higher

air fares from Juneau if those fares
could be justified and that justifica-
tion be publicized with the same vig-
or as the recent logo switch.

I do have empathy for the airline
business here in that I don’t think it’s
reasonable to expect healthy compe-
tition in such a confined market. |
believe it would be good for the pub-
lic and the airline industry if an ap-
propriately sanctioned monopoly
could be granted to one airline to
serve all of Southeast Alaska. I'm
thinking of this in similar terms of
the monopolies that utility compa-
nies now operate under. In the case
of air service we would have the op-
portunity to nationally solicit bids to
obtain the best service for the best
price over a specified time.

> rfl

In this manner, the public would
benefit from expanded competition
and the winning airline would be as-
sured the highest possible volume to
allow the lowest possible cost per
passenger mile. This would bring air
fares down and | suspect Juneau
would see more tourists while the
state and private sector would save
on travel costs.

| appreciate having the opportuni-
ty to share my views and | encour-
age others to share their opinions
about this. | think we need everyone
to work honestly together on this so
we will all be winners and fly with a

happy face,
ﬁncerelx/r_
Mark J. Miller
Douglas



u*-r

Alaska jitafe "legislature

JpCouse cf ~Representatives

4007 BRENTWOOD CIRCLE REPRESENTATIVE
ANCHORAGE. ALASKA 99502 ALYCE HANLEY

(007) 240-7574 DISTRICT 9, SEAT B
WHILE INJUNE*U MEMBER

BOX V HEALTH. EDUCATION AND
JUNEAU. ALASKA 99811 SOCIAL SERVICES COMMITTEE
(907) 465-4939 REGULATION REVIEW COMMITTEE

February 16, 1988

MEMORANDUM
TO: All House Members
FROM: Representative Alyce Hanle

SUBJECT: Resolution relating to the cost of air travel and to
competition in the airline industry; and a bill
relating to unfair trade practices of air carriers and
ticket agents.

I have prepared for introduction this morning the attached House
Resolution and Bill concerning the high cost of airline travel
not only within the State of Alaska but to and from Alaska.

A similar resolution was introduced during the 14th Legislature
and the cost of commercial passenger fares continues to increase.
In addition I have also introduced a bill to add a new section to
Title 2 called Unfair Trade Practices. This section outlines who
can file complaints and adds penalties for participating in
restriction of competition in air commerce.

I would welcome your co-sponsorship of this resolution. If you
have any questions please do not hesitate to contact my office.

Attachments 2
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IN THE HOUSE BY HANLEY
HOUSE RESOLUTION NO. /2~
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
Relating to the cost of air travel and
to competition in the airline industry.
BE IT RESOLVED BY THE HOUSE OF REPRESENTATIVES:

WHEREAS airline travel is an essential means of transportation for the
people of the state; and

WHEREAS the competitive market forces in many other states have caused
a decline in commercial passenger air fares; and

WHEREAS there are no competitive forces in the state to cause a sig—
nificant decline in commercial air fares; and

WHEREAS commercial passenger air fares are higher today and continue
to escalate upward; and

WHEREAS the cost of air travel in the state has become prohibitively
expensive in many rural areas; and

WHEREAS passengers traveling to and from Alaska pay a significantly
higher fare per air mile than passengers traveling between other states;
and

WHEREAS the commercial air carriers appear to be engaging in setting
mutually beneficial fare rates that restrict a free and open competitive
market;

BE IT RESOLVED that the House of Representatives urges the Governor,
the Attorney General, and the commissioner of transportation and public
facilities to investigate and report to the legislature any barriers to an
open and competitive airline industry and pursue every avenue that will

reduce the cost of airline travel for passengers traveling to and from the

State of Alaska.



5-1Q71A

IN THE HOUSE BY HANLEY
HOUSE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to unfair trade practices of air
carriers and ticket agents."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 02 is amended by adding a new chapter to read:
CHAPTER 07. AIR COMMERCE TRADE PRACTICES.

Sec. 02.07.010. UNFAIR TRADE PRACTICES. (@) The department,
upon its own initiative or upon complaint by an air carrier, ticket
agent, or a member of the public, shall investigate and determine i
whether an air carrier or ticket agent has been or 1is engaged in
unfair or deceptive practices or unfair methods of competition in air
commerce or the sale of air commerce.

() If the department finds, after notice and opportunity fori'
hearing, that the air carrier or ticket agent is engaged in unfair orj
deceptive practices or unfair methods of competition, it shall order I
the air carrier or ticket agent to cease and desist from those prac—
tices or methods of competition.

(c) The department may enforce this section and adopt procedural
regulations necessary to implement this section.

(d) In addition to other penalties and remedies provided by law,
a person who violates a provision of this section is subject to a!
civil penalty not to exceed $100,000 for each violation.

(e) In this section

(D) "air carrier” means a person engaged in air c

directi™ or indirectly, by lease, contract, or other arrangement, and!



The Department supports the goals of this bill which we assume to
be a concern for reducing, insofar as practicable, the costs for
air travel within the State of Alaska. However, there 1is scmc-
question as to how involved the State should get in private
industry decisions 1in a deregulated environment.

The DOT&PF has undertaken a cursory review of air fares for one

airline only. This paper (attached) indicates that for one air
carrier serving in and out of Alaska, the per mile fare 1is higher
for routes within the State. In evaluating this information,

however, it 1is crucial to consider the different characteristics
of the individual routes involved (traffic loads, staging length,
competition, etc.)

Part of this analysis also compared costs for in-State routes
with costs for routes of comparable length in the lower 43
states. In general, it appeared that the in-State routes were
quite comparable and, in some cases, lower than the lower 43
routes of comparable length.

This 1information 1is very cursory and cannot be viewed as
conclusive, but it does indicate that if there 1is unfair pricing
within the State, it will likely be very difficult to prove.

The DOTSPF will administer the study suggested in HCR 36 1if the
Legislature deems it advisable. A description of the study is
shown on the accompanying fiscal note.
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. INTRFIUUCTIQM

This paper conducts two analyses of aim- Tfares. The firs® 1is a
comparison of Alaska Airlines” (ASA"s) air fares over thr”ne
types of routes:

(@) routes between points in Alaska,
@ routes between points in Alaska and points in the

Lower 45 States, and S-IT...
©)) routes between points 1in the Lower a? States. X.="

The Intent is to determine how ASA"s air fares in Alaska conoare
to their air fares iIn the Lower 4°. States. For ease of comparison
anti data collection, only coach and SuperSaver fares of ASA have
been used.

The second analysis is a com pari sion of several cf ASA"s air fares
and air Tfares of other airlines for trips of comparable lenoth
in the Lower 43 states. The intent 0* this analysis 1is to
determine how ASA"s air fares compare to fares of other airlines.
Only coach fares have been compared, again for ease cf comparison
and data collection.

H . ALASKA AIHLIdE?* FARES; Within Alaska, Alaska to Lower a?
States, and Tithin the Lower an States

Table 1 compares averane ASA fares for three types of routes 1n
Alaska and the Lower 45 States.

TAHLE 1
ASA*s
AVERAGE COACH AKD SUPERSAVEP
FARES/HILE

ASA"s ASA’s ASA"s

Routes Coach Feres/Fiile SunerSaver Fares/Mile
Within Alaska S.30

Alaska to Lower 2 21

Hi thin the Lower 45 .22



The Table shows that fares for travel within Alaska far exceed
other fares. There may be a variety of explanation? for tKis.
higher labor and operation costs and shorter st.aon lenctns
(flight distances) for ASA routes within Alaska compared to
the Lower 40 States could be one cause nf the differential.
In addition, traffic densities 3nd load factors are likplv
to be lower in Alaska. The low traffic in Alaska also results
in fewer carriers competing with ASA compared to the relatively
stiff competition Tfor heavier traveled routes bet.veer Alaska =
and the Lower 48 States and between points 1in the Lower 45
States.

Table 1 also shows that ASA"s fares for travel between Alaska

and the Lower 46 States are comparable to tneir fares for travel:- -
within tne Lower 43 States. Some fares are higher than others, =
but or: the average, they are comparable. ® o= V. X

Actual fares for travel between points in Alaska, are shown-1!n~

Table A-1 iIn the Appendix. Only fares fron Anchorage to out-
lying communities were used because ASA routes to the outlying
communities originate in Anchoraqe. For example, to fly. Fair--

banks to Deadhorse would require a Tflight fro:* Fairbanks to
Anchorage and another Tflight from Anchorage to Deadhorse.

Fares range from the niohest fare/nile for service to Cordova
which has low traffic, a short stage length and only air taxi
competition, to the lowest fare in the Anchorage to Fairbanks
market which has higher traffic, heavier loads, and greater

competition. It shoul d be noted that fares to nennts 1n
Southeast Alaska are as much as three cents/mile less than
the average fares for other routes within Alaska. These

tares may Dbe slightly artificially Jlow duo to-—-sub-sid4.e-s—
provided through the Essential Air Service (E4S-)- noor-ar?.,——-

Actual fares for travel between. Alaska and the Lower 45
States are shown in Table A-11 1n the Appendix. Fares have
oeen sno./n from Ancnorage, Fairbanks, and Juneau because most
routes originate from these points. Coach and SuoerSever
faros from Anchoraoe average about one cent/mile less than
fares from Fairbanks and Junpau. The highest fares/nile are
for routes to Seattle and Portland while the lowest fares/mile
arc for the longer routes to Phoenix and Tucson.

Actual Tfares for travel between points in the Lower 49 States
are snowr. in Table A-I111. Fares have been shown for travel
from Seattle and Portland since most of the ASA routes 1iIn the
Lower 45 States arrive or depart from these cities.



1. AIR FARES, ALASKA AIRLINES - OTHER AIRLINES

This analysis compares air raros tor several of ASAlr routes
to faros of other airlines for routes of comparable lenotb. in
the Lower 48 States. Only coach faros are compared and nonr
of ASA"s routes entirely within the Lower 4r States were.
exani ned.

Tabic 1l summarizes the results of this conoari sc—n. Thi
table shows that, except for routes fron Fairbanks to Seattle
and Anchorage to Deadhorse, ASA"s flights were consistently
cheaper per wile than routes of comparable length by other
airlines.

This data has limitations in that only 5 or 6 Lower 40 routes
were used for each comparison. In addition, 1in the case of
comparisons of routes within Alaska to routes In the Lower
48 States, 1iIn some instances the aircraft flown ir. the Lower

4G are different from aircraft flown ir. Alaska. Furthermore,
many routes within Alaska utilize 737 aircraft eouipned for
cargo and passenger loads. In general, however, it appears

that ASA"s fares are generally lower than fares of other
airlines 1ir. the Lower 4£ for routes of conoarable Jlenpth.

TABLE 1!
COMPARISON OF ASA"s FARES TO OTHER AIRLINES” FARES

Other Airlines”
Average Coach
Fare/"ile for

ASA*"s Aonrex imato AS?"s Coach Lower 48 Routes o
Route Stage Lencth Fare/~i le Co"insrabl e Leneth
Ancho rag e-Sea ttlc 1450 niles 5.72 S.74
Fsirnar.k s-Sea ttl c 1550 niles .25 .??
Juneau-Seattle one .25 22
Ketcnikan-Seattl e 650 £ -35
Anchorage-uearihorse 627 .38 .35
Ancho rage-Petersburg 77 20 -3A
Anchorago-Si tkn 592 20 .35
Ancho rage-v,"rano el 1 7on .27 .3*
Ancnorano-Bethel 500 .25 .42
Anchorage-Fa irbank s 500 .21 .42
Ancliorage-Romo 530 .37 .42
Ancho rage-hotzebue 541t oW .42

The Lower 4t States routes used to compare to Alaska Airlines
fares are shown 1in Tables A-1V-AIX.



V. CONCLUSIONS

The data presented 1in this naper suggests throe conclusions,
cased on c fare per mile comparison.

(1) ASA"s am fTarps for crave! within Alaska are substantiall v
higher than 1its fares for travel to and within the Lower 43
States. Higher Jlabor and operations costs iIn Alaska and
lower stage Jlengths and load Tfactors may be the primary
reasons Tfor the higher fares for travel iIn Alaska.

(2) ASA"s air fTares for travel from Alaska to the Lover 4r*
States are, on the average, comparable to ASA*"s fares for
travel within the Lover 45 States.

(3) ASA"s fares for travel within Alaska and fron Alaska
to the Lov/er 48 States are usually lower than Ffares of other
airlines for routes of comparable Jlength iIn the Lower 48

States.

TH/ sg



STATEMENT
OF
LARRY MERCULIEFF
CS FOR HOUSE CONCURRENT RESOLUTION 36
HOUSE FINANCE COMMITTEE

March 27, 1986

Mr. Chairman, Members of the Committee, my name 1is Larry
Merculieff, representing the City of St. Paul and the St. Paul
Trust. My primary task, as an economic development advisor
for the City and the Trust, 1is to seek means by which the commun—
ity of St. Paul can be economically self-sufficient before
Trust funds (which support critical island services) are de—
pleted. Il alsoserve as chairman of the Western AlaskaFishery
Loan Board ofCEDC which administers a million dollars of re—
volving loan funds to support developing small boat fisheries

in western Alaska.

I wish to speak in support of the committee substitute
for HCR 36. As you all know, marine and air transportation
to rural Alaska is extremely important for good economic develop—
ment. In the west coast of Alaska, the primary means by which
the communities can develop meaningful entre into the Bering
Sea fisheries 1is by transporting product by air to the markets.
In developing coastal fisheries, we have a chicken or egg syndrome.
Efficient, low-cost marine transportation cannot financially

justify stop-over in a community with low volumes of fish product



to transport. By the same token, developing fisheries communities
cannot develop their full potential until low-cost and efficient
marine transportation is available and local cold storage facilities
are available. This requires, 1initially, that such communities
transport product by air. Obviously, the more cost-efficient

the air transportation, the more competitive such communities

will be in the various fish markets, and thus, the more likely

the developing fisheries will expand.

Needless to say, air transportation costs for passengers
and cargo to and from rural communities is costly, affecting
every aspect of community economic development. I believe
the State of Alaska needs to obtain a clear picture of these
costs and the factors which affect them in order to begin address—
ing the development of integrated and comprehensive plans which
achieve the goal of lowering air and marine transport costs
in rural Alaska. For example, one factor affecting air transport
cost is the method of tendering the mail to the airlines by
the U.S. Post Office. Should the U.S. Post Office consider
changing their present policies (of what is called equitable
tender of mail) to eliminate certain categories of air carriers
or somehow make such categories less competitive in their tender —
ing policies, many rural communities may receive less service
or experience higher costs, or both, due to a lessening of
competition. We understand that at least one special interest

group is seeking just such policy changes within the U.S. Post



Office. The point is, the more aware we are of major factors
affecting air transport costs, the more able we are to direct
efforts to control such factors - and/or to develop plans to
lower costs. Certainly we cannot make any impacts on costs
without reliable information. We believe that the studies

and analyses proposed by CS for HCR 36 is a good step in the

right direction..

Thank you.



TO: HOUSE TRANSPORTATION COMMITTEE

REPS™ CATO, DAVIS, SHULTZ, HERRMANN, FURNACE, PIGNALBERI,
MARRQU

AND REP  HERRMANN

FROM LAMAR COTTEN/CITY OF SAND POINT, BOX 177, SAND POINT

AK, 99661, 383-2696

SUBJECT: HCR 36, INTRASTATE AIRLINE INDUSTRY

CITY OF SAND POINT SUPPORT THE EFFORTS OF REP* HERRMANN AND
OTHERS TO ANALYZE AND DETERMINE THE HIGH COST OF INTRA STATE
TRANSPORTATION AND RECOMMEND THAT THE TRANSPORTATION COMMITTEE
INVESTIGATE THIS MATTER.

TO: HOUSE TRANSPORTATION COMMITTEE

REPS* CATO, DAVIS, SHULTZ, HERRMANN, FURNACE, PIGNALBERI,
MARROU .

AND REP* HERRMANN

FROM: LAMAR COTTEN/CITY OF KING COVE, KINGCOVE, AK 99612

\
SUBJECT: HCR 36, INTRASTATE AIRLINE INDUSTRY

CITY OF KING COVE SUPPORT THE EFFORTS OF REP* HERRMANN AND OTHERS

TO ANALYZE AND DETERMINE THE HIGH COST OF INTRA  STATE
TRANSPORTATION AND RECOMMEND THAT THE TRANSPORTATION COMMITTEE

INVESTIGATE THIS MATTER *
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TO: HOUSE TRANSPORTATION COMMITTEE
REPRESENTATIVE CATO, CHAIR
REPRESENTATIVES DAVIS, FURNACE, HERRMANN, MARROU,

PIGNALBERI AND SHULTZ
REPRESENTATIVES WALLIS AND THOMPSON
SENATOR ZHAROFF, ALASKA STATE SENATE

FROM: CARLOS TENIENTE, BOX 34, ADAK", ALASKA, FPO
SEATTLE 89791

RE: . HCR36, RELATING TO AIRLINE TRAVEL *

URGE YOUR  POSITIVE CONSIDERATION AND PASSAGE OFHCR"36. AIRLINE
TRAVEL 1S AN AREA OF GREAT CONCERN TO THOSE OF USIN THE RURAL
AREAS AND THOSE WHOSE PRIAMRY MODE OF TRAVEL IS BY AIR CARRIER
AND QUITE COSTLY*  THANK YOU*
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TO: HOUSE TRANSPORTATION COMMITTEE
REPRESENTATIVES CATO, DAVIS, FURNACE, HERRMANN,
MARROU, PIGNALBERI, SHULTZ

FROM: IDA APOKEDAK, PRESIDENT, EXECUTIVE COMMITTEE,
BRISTOL BAY AREA HEALTH CORPORATION, DILLINGHAM,
ALASKA 99576
PHONE - 842-5201

RE: HCR 36, RELATING TO INTRASTATE AIRLINE TRAVEL

THE EXECUTIVE COMMITTEE OF THE BRISTOL BAY AREA HEALTH
CORPORATION MET TODAY AND VOTED BY RESOLUTION TO SUPPORT HCR 36
RELATING TO THE HIGH COST OF AIRLINE TRAVEL IN RURAL AREAS* WE
HOPE THAT SOMETHING CAN BE DONE TO LOWER AIRFARES* PLEASE PASS
HCR 36* OTHER MEMBERS OF THE EXECUTIVE BOARD ARE JOHN MARK,
ANDREW WASSILLIE AND ALVIN BOSKOFSKY*
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TO: HOUSE TRANSPORTATION COMMITTEE

REPRESENTATIVES CATO, DAVIS, SHULTZ, HERRMANN, FURNACE
PIGNALBERI AND MARROU n

FROM: DR* LEROY OWENS
SUPERINTENDENT, ALEUTIAN REGION SCHOOL DISTRICT
640 WEST 36TH, SUITE 3
ANCHORAGE, AK 99503 PHONE: 56272924

SUBJECT: HCR 36 - INTRASTATE TRAVEL

THE ALEUTIAN REGION SCHOOL DISTRICT SUPPORTS THE ATTENTION OF HCR
36 TO INVESTIGATE THE RATE CHARGE -FOR INTRASTATE TRAVEL* RATE
INCREASES HAVE RESTRICTED THE ABILITY OF RURAL DISTRICT TO
OPERATE EFFECTIVELY* SEVERAL RURAL DISTRICTS ARE INVOLVED IN AN
ATTEMPT TO NEGOTIATE THEIR RATES FOR REQUIRED DISTRICT TRAVEL.
THIS EFFORT COULD BE GREATLY AIDED BY PASSAGE OF HCR 36.
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DELIVER TO: JPOM

"\

y_ *
* ORIGINAL *
* SENT: 01/28/86 TIME: 16:32 *
* FROM: DOROTHY LARSON
* SUBJECT: HCR 36 - POM *
* PRINT DATE: 01/28/86 TIME: 16:54
* *
TO: HOUSE TRANSPORTATION COMMITTEE

REPRESENTATIVE CATO, CHAIR, REPRESENTATIVES DAVIS,

FURNACE, HERRMANN,

MARROU, PIGNALBERI, AND

SHULTZ

REPRESENTATIVES WALLIS AND THOMPSON
FROM: SOUTHWEST REGION SCHOOLS, DILLINGHAM, AK. 842-5287
RE: HCR 36 - RELATING TO AIRLINi- TRAVEL

THE SOUTHWEST REGION BOARD OF EDUCATION SUPPORTS HCR 36 AND
FURTHER REQUESTS THAT THE LEGISLATURE INVESTIGATE SOME FORM OF
SUBSIDY AS CURRENTLY PRACTICAL WITH STUDENT TRAVEL ON THE STATE

FERRY SYSTEM*

AIR TRAVEL IS THE ONLY FORM OF TRANSPORTATION BETWEEN OUR SITES
OR MAJOR COMMUNITIES OUTSIDE OF OUR DISTRICT.

IT MAY BE OF INTEREST TO KNOW THAT THE COST OF A ROUND TRIP
TICKET TO ANCHORAGE, 300 MILES FROM DILLINGHAM APPROXIMATES THE
COST OF A ROUND TRIP TICKET FROM ANCHORAGE TO SAN FRANCISCO,

2,018 AIR MILES.

ET" umm
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#
#
* ORIGINAL *
* SENT: 01/23/86 TIME: 16:42 *
* FROM: DOROTHY LARSON
* SUBJECT: HCR 36 - POM *
* PRINT DATE: 01/28/86 TIME: 16:54 *
TO: HOUSE TRANSPORTATION COMMITTEE MEMBERS
REPRESENTATIVES CATO, CHAIR, REPRESENTATIVES DAVIS,
FURNACE, HERRMANN,
MARROU, PIGNALBERI, AND SHULTZ
REPRESENTATIVES WALLIS AND THOMPSON
FROM: NORMAN ANDERSON, BOX 112 NAKNEK, AK. 99633

HCR 36, RELATING TO AIR TRAVEL INTRASTATE m

I WISH TO EXPRESS MY VIEWS ON HCR36* TRANSPORTATION COSTS IN THE
BRISTOL BAY AREA ARE AT AN ALL TIME HIGH. ALTHOUGH WE ARE
ENJOYING A REDUCED FARE PRESENTLY,.THIS IS A TEMPORARYeAND TIMELY
FIXED RATE. IN A COUPLE OF WEEKS, WE AGAIN, WILL HAVE TO PAY THE
INFLATED SCHEDULED RATES WHICH, FIRSTLY MAKES TRAVEL BY SMALL
CHARTER AIRLINES MORE ATTRACTIVE WHICH IS PLACING MORE OF A RISK
TO TRAVELERS. SMALL PLANES ARE MORE SUSCEPTIBLE TO THE HARSH
WEATHER AND TERRAIN CONDITIONS BETWEEN THE ANCHORAGE AND BRISTOL

BAY AREA.

SECONDLY, TRAVEL BETWEEN ANCHORAGE AND OUR AREAS IS COMPARED TO
TRAVEL COAST TO COAST OUTSIDE. MANY PEOPLE ARE LIMITED TO TRAVEL
OUTSIDE THE METROPOLITAN AREA BECAUSE OF THE HIGH COST OF AIRFARE
LIMITING THE AVAILABILITY AND ACCESS TO LESS EXPENSIVE PRODUCTS
FORCING US TO PAY THE HIGH COST LOCALLY. WE ARE A CAPTIVE
AUDIENCE AND AT THE MERCY OF THESE AIR PIRATES.

TO: HOUSE TRANSPORTATION COMMITTEE
REPRESENTATIVE CATO, CHAIR, REPRESENTATIVES DAVIS
FURNACE, HERRMANN, MARROU
PIGNALBERI, SHULTZ

REPRESENTATIVES WALLIS AND THOMPSON

FROM: BILLIE BENEDICT, BOX 10019, DILLINGHAM, AK

RE:

I WOULD LIKE TO FULLY SUPPORT REPRESENTATIVE HERRMANN'S,
THOMPSON®"S AND WALLIS® LEGISLATION FOR LOOKING INTO AIR FARES TO
RURAL ALASKA AREAS. IN CHOOSING TO LIVE IN ISOLATION, WE WERE
AWARE OF THE SACRIFICES. HOWEVER, THE; HIGH AIR FARES ARE NOT
ONLY AN INCONVENIENCE WHICH PREVENTS US FROM TAKING VACATION
OUTSIDE OUR AREA, BUT MOST OF US LEFT FAMILIES BEHIND FROM WHOM
WE ARE CUT OFF. ALSO, CONSIDER THE COST TO THE STATE FOR THESE
AIR FARES WHEN STATE WORKERS AND WORKERS FROM STATE FUNDED
ORGANIZATIONS  TRAVEL. THE COST IN OUR COMMUNITY ALONE IS
INCREDIBLE. I wouLD LIKE TO SEE SOMETHING POSITIVE DONE TO

INCLUDE US IN THE REST OF THE WORLD.



XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
X

* DELIVER TL: JPOM * *
X X
X ORIGINAL X
X SENT: 01/28/86 TIME: 16:14 *
X FROM: DOROTHY LARSON *
X SUBJECT: HCR 36 POM X
X PRINTDATE: 01/28/86 TIME: 16:40 X
X X
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TO: HOUSE TRANSPORTATION COMMITTEE MEMBERS
REPRESENTATIVES CATO, CHAIR, REPRESENTATIVES DAVIS,
FURNACE, HERRMANN, AND MARROU,
PIGNALBERI AND SHULTZ

REPRESENTATIVES WALLIS AND THOMPSON

SENATOR FRED ZHAROFF, ALASKA STATE SENATE
FROM: SUE FLENSBURGER, BOX 174, DILLINGHAM, AK™*, 842-2666
RE: HCR36-RELATING TO AIRLINE TRAVEL
BRISTOL BAY REGION 1S ACCESSIBLF TO THE REST OF ALASKA BY AIR AND
WATER  ONLY. THE COMMERCIAL AIRLINES SERVING OUR REGION HAVE
EXCESSIVE FARES CREATING AN ECONOMIC HARDSHIP. AN AUTHORIZED*®

INVESTIGATION INTO THIS SITUATION IS WARRANTED. A MEANS OF
ALLEVIATING INSURANCE PROBLEMS FOR AIR TAXIS ALSO DESERVES

CONSIDERATION AND ATTENTION.
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TO: REPRESENTATIVES CATO, DAVIS, FURNACE, HERRMANN,
PIGNALBERI, SHULTZ

FR: NANCY GROSS, MANAGER

Cl“Y OF UNALASKA

P.0O. BOX 89

UNALASKA, ALASKA 99685
PH: 581-1251

RE: HCR 36 - INTRASTATE AIRLINE TRAVEL

UNALASKA SUPPORTS HCR 36. THREE CARRIERS NOW SERVE US AND

TICKETS HAVE GONE UP. WE WOULD .

LIKE

TO

KNOW

MARROU,

THE
WHY .
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X X

XXXXXXX XXX XXX XXX XXX XXX XX XXX XXX XXX XXX XXX XXX X XXX XXX XXX XXX
TO: HOUSE TRANSPORTATION COMMITTEE MEMBERS

REPRESENTATIVES CATO, CHAIR; DAVIS, FURNACE,
HERRMANN, MARROU, PIGNALBERI, AND SHULTZ

REPRESENTATIVES WALLIS AND THOMPSON
SENATOR FRED ZHAROFF, ALASKA STATE SENATE
FROM: SHELLEY FARLER, BOX 10018, DILLINGHAM, AK. 99576
RE: HCR36, AIRLINE TRAVEL
PLEASE PASS HCR36 OUT OF YOUR COMMITTEE, AIR FARES ARE EXTREMELY

HIGH WHEN TRAVELING FROM RURAL ALASKA TO THE LARGER CITIES. STUDY
SHOULD BE CONDUCTED TO DETERMINE WHY THIS 1S SO.

TO: HOUSE TRANSPORTATION COMMITTEE MEMBERS,
REPRESENTATIVES CATO - CHAIR, DAVIS, FURNACE,
HERRMANN, MARROU, PIGNALBERI, SHULTZ
REPRESENTATIVES WALLIS AND THOMPSON
SENATOR FRED ZHAROFF, ALASKA STATE SENATE

FROM: KEN HARPER, DILLINGHAM, AK. 99576

RE: HCR36 - AIRLINE TRAVEL oe
URGE PASSAGE OF HiCR36 TO STUDY THE TARIFFS THAT ARE CHARGED RURAL

ALASKANS TO TRAVEL. WE PAY HIGH PRICES TO TRAVEL WITHIN THE
STATE. WHY IS IT CHEAPER TO TRAVEL TO THE LOWER 48 THAN TO

TRAVEL INTRASTATE?
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TO: . HOUSE TRANSPORTATION COMMITTEE
REPRESENTATIVES CATO, CHAIR, DAVIS, FURNACE
HERRMANN, MARROU, PIGNALBERI, SHULTZ
REPRESENTATIVES WALLIS AND THOMPSON

SENATOR ZHAROFF, ALASKA STATE SENATE

FROM: DAVE FISHER, BOX 10201, DILLINGHAM, 99576

RE: HCR36, AIRLINE TRAVEL

URGE SUPPORT OF HCR 36 CONCERNING INTRASTATE AIRLINE TRAVEL*
COST OF TRANSPORTATION TO RURAL AREAS IS PROHIBITIVE COMPARED TO
TRAVEL OUT OF THE STATE* URGE CONSIDERATION THAT THESE AIR FARES
BE STUDIED.

TO: = HOUSE TRANSPORTATION COMMITTEE MEMBERS
REPRESENTATIVES CATO, CHAIR, DAVIS, FURNACE,

HERRMANN, MARROU,
PIGNALBERI AND SHULTZ

REPRESENTATIVES WALLIS AND THOMPSON
SENATOR ZHAROFF, ALASKA STATE SENATE

FROM: JOHANNA BOUKER, BOX 241, DILLINGHAM, ALASKA 99576
- PH 842-5433

RE: HCR36-RELATING TO AIRLINE _TRAVEL

IT APPEARS MAJOR STRUCTURAL CHANGES WILL TAKE PLACE AMONG RURAL
CARRIERS DUE TO DEREGULATION* INSURANCE RATES ARE AT A
PREMIUM-ONE OF THE CAUSES FOR HIGH FARES. (LOWERING FARES MIGHT
CONSTITUTE HAZARD TO RURAL TRAVELERS IN CARRIERS ATTEMPT TO SAVE
ON MAINTENANCE COSTS, ETC..) MAJOR CARRIERS RATES BETWEEN CITIES

AND BUSH SHOULD BE STUDIED.



#
# DELIVER TO: JPOM *
* . *
* ORIGINAL #
* SENT: - 01/29/786 TIME: 09: 14 *
* FROM: DOROTHY LARSON *
* SUBJECT: HCR36-POM *
% PRINT DATE: 01/29/786 TIME: 09:14 *
* - *
TO: HOUSE TRANSPORTATION COMMITTEE
REPRESENTATIVES CATO,CHAIR, DAVIS, FURNACE
HERRMANN, MARROU, PIGNALBERI, SHULTZ
REPRESENTATIVES®™ WALLIS AND THOMPSON
SENATOR ZHAROFF, ALASKA STATE SENATE
FROM: LEE HOTCHKISS, BOX 10201, DILLINGHAM, AK. 99576
RE: HCR36-RELATING TO AIRLINE TRAVEL

PLEASE CONSIDER PASSAGE OF HCR36 TO UNDERTAKE A STUDY OF .AIR
FARES TO RURAL ALASKA, WE LIVING OUT HERE KNOW THE AIR FARES
CHARGED ARE EXTREMELY HIGH* WHY IS IT CHEAPERTO GO FROM
ANCHORAGE TO THE LOWER 48 THAN IT IS FOR US TO GET TO ANCHORAGE?

TO: HOUSE TRANSPORTATION COMMITTEE MEMBERS
REPRESENTATIVES CATO, CHAIR, DAVIS, FURNACE,
HERRMANN, MARROU, PIGNALBERI, SHULTZ

REPRESENTATIVES WALLIS AND THOMPSON
SENATOR FRED ZHAROFF, ALASKA STATE SENATE

FROM: MARK LISAC, BOX 2818, DILLINGHAM, AK. 99576

RE: HCR36-AIRLINE TRAVEL

HOPE THAT YOU WILL CONSIDER HCR36 FAVORABLY. AIRLINE TRAVEL TO
RURAL AREAS NEEDS TO BE STUDIED AND REASONS GIVEN FOR THE
DISCREPANCY AND DIFFERENCES IN AIR TRAVEL FROM URBAN TO RURAL
AREAS VERSUS THE COST OF TRAVEL FROM OUR URBAN CENTERS TO LOWER
48 AND HAWAIL.



XXXXXXXXXXXX*XEF#» 5 XXXXXXXXXXXXXXXEXXXXXXXXK XXX XX XXX XX

X X
X DELIVER TO: JPOM *
X X
X X
x ORIGINAL J - X
X SENT: 02/11/36 TINE: 15:57 *
X FROM: LIODLG X
X SUBJECT: PUBLIC OPINION MESSAGE *
X PRINT DATE: 02/711/86 TIME: 15:57 X
X <7 X
XXXXXXXXXXXXXXXXXXXX-XXXXXXXXXXX XXX XXX XX XXX XXX XXX XXX XXX

TO: HOUSE TRANSPORTATION COMMITTEE MEMBER:
REPRESENTATIVE CATO, CHAIR, REPRESENTATIVES DAVIS
FURNACE, HERRMANN
MARROU, PIGNALBERI, AND SHULTZ

SENATOR ZHAROFF

FROM: SHIRLEY CHAPMAN, P.O0.BOX 442, KING SALMON,AK.99613
PH 246-4442
RE. HCR 36: AIRLINE TRAVEL

AIRLINE RATES ARE SO HIGH MOST PEOPLE IN THE BUSH AREAS CAN'T
AFFOR ™ TMERT *

EON
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Dally News Staffand wire services

The low Thanksgiving air fares being of-
fered in the Lower 48 were extended Tuesday
to travelers from Anchorage.

Western Airlines announced Tuesday it will
offer $158 round-trip "Turkey fares" from
Anchorage to anywhere Western flies in the
continental United States.

Travel must take place on Nov. 28, 29 and
30, and .the return flight must begin by noon
on Nov. 30, according to Rachel Cavitt, sales
manager for Western Airlines in Alaska.

Tickets also must be purchased within three
days of reserving the seat and they are non-
refundable. The last day to purchase tickets is
Nov. 26, Cavitt said.

"This is definitely just for the impulse
traveler,” said one Anchorage travel agent.
"But it’s just about the cost for two people to
go out and have a fancy dinner and drinks."

The Turkey fare offers up to 85 percent
savings on some of Western’s tickets, Cavitt
said.

Western flies to numerous West Coast cities
and other destinations across the country
including Salt Lake City, Boston, New York,
W ashington D.C. and Texas.

The Turkey fare is less than half the cost of
an ultimate supersaver fare to Los Angeles,
which now is about $398.

Two more airlines joined in the Thanksgiv-
ing fare war Tuesday, and the carriers report-
ed a surge of telephone queries and bookings
for the steep discounts that are designed to fill
empty holiday flights.

“It's been very heavy. There are some
markets selling out rapidly,” said Linda John-
son, spokeswoman for American Airlines. She
said Florida routes were practically booked
for the 60-hour period covered by American's
offer.

United Airlines spokesman Chuck Novak
said the number of phone c ils to its reserva-
tion centers was up 50 percent. Jim Ewing, a
spokesman for Delta" Air Lines, said: "The
volume of calls has increased drastically, 1’d
say by 15, 20 percent. We’ve got to put
supervisors on the phones.”

American was the first to offer the sharply
reduced fares in a Monday announcement
aimed at luring travelers who otherwise would
stay home during Thanksgiving. United and
Delta quickly followed with their own plans,
and Northwest Airlines and Eastern Airlines
announced sales 24 hours-later.

American and Eastern are offering dis-
counts of up to 35 percent on round-trips in the
48 continental states from Thanksgiving Day,
Nov. 28, through noon Nov. 30, when passen-
ger traffic traditionally is very light. Thanks-
giving eve and the following Sunday have
been heavily booked for months.

United matched American's offer on routes
they both fly. United; American and Eastern
require round-trip bookings and payment
within three-days of making reservations.
Their sale deadline is Nov. 26 anH *



by Mitch Lipka . .
MnlUr

—After visiting her tick son In
an Anchorage hospital, all
Annie Gumllckpuk wanted to
do was go home to the Bristol
Bay village of New Stuyahok.

’

. It all seemed simple enough”

and It had been done time and
time before. All they had to do

was get on a plane to Dllling- '

ham, catch a Bush plane up the
Nushagak 'River and they
would be home. .

She and about 10 other*

boarded a SeAlr flight Monday .

aftenjpoa'’ knowing there was

good weather In Anchorage and ..

gocti weather! In Dillingham.

- Bad weather Is the bane of
Bush flying — the major varia-
ble people there must leant to
cope with.

Off went the SeAlr flight and
back It came. Mechanical dif-
ficulties, the passengers were

’ told.

After a plane switch and
more than a hour more on the
ground, a second SeAlr flight
speeded down the runway for
the 300-mlle trip. Back Itcame.

Mechanical difficulties, they
say.

That’s when things began to
get bad. Gumllckpuk and her
elderly father-in-law, Johnuk
Gumlickpuk were Informed by

the carrier with the next flight
out, AlrPac, that their tickets
would not be honored.

To make the situation still
worse, Johnuk Gumlickpuk
speaks only Yuplk, and had to
sit off to the side not under-
standing what was happening.

It seems that the $163
weekender fare tickets the
Gumllckpuks had purchased

may only be used on the airline
:hat Issued them, even If that
airline can't get them where
they are going. The Gum-
lickpuks did not have the

money on liand to buy $1600one- '

way tickets for other carriers.
All things considered It's

* here,"”

mw«WIIST! Winn*

Tuesday DecemberJ, IMS, The Anchorage Timet

For aNew Stuyahok pair, twasn"t good day to fly

probably Just as well the Gum-
lickpuks didn't get on the Alr-
Pac flight because It too re-
turned to Anchorage and was
cancelled. The problem —
mechanclal difficulties, the
passengers were told.

m "1 don't like being stuck
Annie Gumllckpuk said.
"If they had been courteous

| and at least put us up for our
. meals It would have at least

« made us feel better.”

"We don't have to take so-'

mebody’s room and board and
_all of that," said Irene Bonner,
director of customer services
for SeAlr. An airline flying a
plane with fewer than 60 seals

Is not required to put up
stranded passengers, she said.

"Most people who fly In
Alaska understand the hassles
with the weather conditions fly-
ing to these places,” Bonner
said. "We do accommodate
them any way we can."”

Bonner said ticket agents
were notable to reach her Mon-
day night, and If they would
have, she would have given the
Gumllckpuks a ticket on an-
other airline.

"1°ve been flying all my life
but this Is the worst It has
been,"

“We're so unlucky today,"
Johnuk Gumlickpuk said with

Annie Gumlickpuk said.

Annie translatlng 'And It's not
our fault.”

Janet Schichncs and her
family managed to be aboard
both SeAlr planes and the Alr-
Pac plane that were brought
back to Anchorage.

"We got on every plane but
MarkAlr got us here," she said
for her Dillingham home this
morning. "It's absolutely In-
sane.

“It took us about seven
hours to get from Anchorage to
Dillingham (normally a one
hour flight) and we don't even
have ourb-’-s."

Repeated calls to AlrPac
were not returned.
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Alaska State Legislature

Senate

Official Business

January 25, 1985

The Honorable Norman Gorsuch
Attorney General

State of Alaska

Pouch K

Juneau, Alaska 99811

Dear Mr. Attorney General:

Pouch V
State Capitol
Juneau, Alaska 9981

As you know, Alaska Airlines has announced substantial

fare increases for coach class passengers.

Advertising has indicated that each of the

other

interstate carriers (United Airlines, Northwest Airlines and
Western Airlines) has followed the new Alaska Airlines fare

schedule with virtual exactitude.

Before the new increases took effect, the one-way coach

class fare between Anchorage and Seattle, on each
""T"a"fFtets] "amounted to a cost of 22 cents per mile.
“Airlines ~charged a one-way fare of $324.99. Two

carriers (Northwest Airlines and Western Airlines)
charged

three cents cheaper, at $324.87. United Airlines
$5.90 less than Alaska Airlines, or $319.00. This
obviously miniscule !gpread", and, as noted, each
carriers 1is charging 2§ cents per mile in fact.

of the
Alaska
other
were

is an

of the

The route between Anchorage and Juneau 1is extremely
important to State government, 1inasmuch as many passengers
are flying either on state business, at state expense, or
because they are exercising their right or duty of

citizenship to visit and speak with officials

of the

government. The fare over this route, where no competition

exists, 1is 33 cents per mile.

For the purpose of this inquiry/ however, | will not
concern myself with the Anchorage-Juneau route, because only
one carrier serves the route. Instead, I will confine my
comparisons to the interstate route between Anchorage and

Seattle, and other destinations in the continental

United



States, on the one hand, and other American routes, not
involving an Alaska airport, on the other. The comparisons
are based upon the old fares before this month"s 1increases
took effect.

Between Anchorage and Seattle, passengers in,. coach
class (disregarding "super saver" passengers) paid 22 cents
per mile, as noted. Thiscost per mile 1istwice the
cost per mile between Salt Lake City, Utah, and Washington,
D.C. The distance between Salt Lake City and the nation's
capital is 413 miles greater than the distance between
Anchorage and Seattle. The fare 1is $109.00 1less than the
Anchorage-Seattle fare beforethe new increase!

Per':

- — IT Alaskans were able to travel for 11 cents per nmile,
they would pay a one way fare to Seattle of $162.45, not
$319.00 to $324.90, or the higher fares now in effect.

Another example - and the examples are endless,
obviously-- is mthe -flight--between Kansas City and Seattle,
a distance of 1,851 miles (slightly farther than the
distance from -Anchorage -to Seattle) . -Western Airlines

offers a one-way fare of" $185.00, or 12 cents per mile,
between Kansas City and .Seattle. - e

Because "super saver" fares are offered virtually
everywhere, and have many restrictions,, including a
requirement for round trip purchases, | have not.attempted
“to""calculate their" effect. Our ‘“research is particularly
interesting,. | think, 1in 1its showing that the four carriers

in the Alaska trade follow virtually equivalent coach class
fares, as well as super-saver fares, and are also identical
in their failure to offer any type of other discount fares
(except senior citizens” di -counts offered by Alaska
Airlines and United Airlines) .

Many Alaskans expected that deregulation of the
industry would-result in lower fares. Many Alaskans
expected- that the entry ..into-.the .Alaska trade .of-United
Airlines would enhance competition and result in savings to
the consumer. As shown by the two newspaper clippings |
enclose (article from the Anchorage Daily Mews of January
17, 1985 and editorial from the Anchorage Times of January
18, 1985), the fare increases are of interest and concern to
Alaska residents.

The problem of the cost of travel is exacerbated for
Alaskans because of the absence of rail or other surface
travel modes that can be reasonable alternatives for many,
given the distances to be covered and the <climate that
prevails during most of the year.



The Honorable Norman Gorsuch
January 25, 1985
Page Three

The inability, of Alaskans to travel out-of-state means
diminished.opportunities for contact with family and friends
in "the lower®-"- 48", and diminished opportunities for
education, professional seminars, and other activities
important to the development and fulfillment of the
individual .Alaskan jn his. or her personal .life and career.

r... With all of ..these considerations in. .mind, L would be
grateful for. any .reflections.you and your Department may
have, and would like to know particularly:

1. The elements of proof that would normally be
required to show an unlawful "contract, combination
or conspiracy""Tn restraint of tirade, or
other violation of the state anti-trust law. (AS
45.50.562 et. seq.)

2. Whether there may be a possible application of
state anti-trust laws, for restraint of trade or
price fixing by agreement or conscious parallelisnm,
in this context* .= J-*.

3. Whether state anti-trust laws apply to interstate
air .carriers.

If not, whether state anti-trust statutes could be
changed in a constitutional manner to provide such
applicability and to establish state court
jurisdiction."" -e -

il . *
Whether there 1is any precedent for anti-trust suits
against air carriers in interstate commerce, either
under federal or state anti-trust statutes, brought
by attorneys general on behalf of state governments
or their people, for alleged price-fixing and
restraint of trade.

6. Whether there are any other statutory remedies that
can be .considered or developed to deal at the. state
level with the problem.

7. Whether the state has been given any data from the
carriers which might justify either the apparent
coincidence 1in their respective Tfare structures or
the recent round of fare increases.

Because the matter | have raised is of great importance
to the Alaska tourism industry and Alaska business in
general, 1 am sending a copy of this letter to the Honorable
Loren H. Lounsbury and 1 am inviting him and the Department



jLinan worsucn
1985

of Commerce and Economic Development, which he heads, to
share.with me any commentsmr .ideas that they®may have. . At
a minimum, "i-t--would "be my hope that state officials in the
executive branch, will express to the carriers-- some of the

concerns | have voiced here, and encourage fare competition
and lower" fares". . e om0

One of. the puzzling Tfactors, in all of this 1is that it
would appear to me to be evident_that if. fares were lower,
more passengers would Ffill the airlines” seats. I am
wondering whether the government or the industry has any
information or studies, such as studies for the Division of
Tourism of the Department of Commerce and Economic
Development, which could help us (and the carriers) estimate
what the passenger load..factor would be if fares were lower.

Today, Alaskans pay" more than 100 percent above what
ach class travelers pay, on a per mile basis, elsewhere in

i nation. Alaskan travelers appear to be subsidizing
velers on other routes.
- .V rviv.

All of this occurs at a time when the rate of inflation
laska 1is 1less than the rate of inflation acros ¢he

n. In the past several years, the federal gover c

noted on many occasions that the cost-of-liv. .ag

entialbetween.Alaska and the rest of the count y is
i.ng, not growing. And airline fuel cost:. are
dly stabilizing, too. Some airlines, as we .now,

negotiated union agreements to reduce Jlabor costs,
as | have noted above, we are 1in a deregulation
ont that is a supposed benefit to the consumer.

assistance and advice would be very welcome, so

Qf us in state government, working together, can

"down the cost of airplane travel, absent

justifications from the carriers showing good

prior rates and recent increases have been

d good reasons why all the carriers are charging
;he same fares.

Sincerely

State Senator

oren H. Lounsbury



BILL SHEFFIELD, GOVERNOR

POUCHK - STATE CAPITOL
DEPARTMENT OF LAW Jw%“%ﬁ@ %1
OFFICE OF THEATTORNEY GENERA L

February 5, 1985

aosepfeort*

The Honorable Joe P. Josephson
Alaska State Senate

Pouch V

Juneau, Alaska 99811

Re: Airline Ticket Prices
A.G. File 166-312-85

Dear Senator Josephson:

Your recent inquiry concerning the high prices Alaskans
are forced to pay for airline tickets has been reviewed in detail

by my department. This is a matter of substantial public
concern, as air travel costs 1impact Alaskans 1in many different
ways .

My office has been monitoring the situation for

sometime. In particular, the nearly 1identical prices charged by
the carriers for travel between Anchorage and Seattle caught our
attention. We did 1initiate an inquiry to find out how and why

Alaska Airlines, United, Western, and Northwest all <charge
essentially the same prices on this heavily travelled route.

Our 1investigation revealed that the airlines are able
to keep track of each others ©prices, and proposed price
increases, through several computerized 1information networks.
The main network 1is the Airline Travel Publishing Company®"s
computer service (ATPCO). The ATPCO system publishes routes,
schedules, fares, and proposed fare changes nationwide, and 1is
apparently updated daily. This system is used by travel agents
as well as by the airlines, and allows 1its subscribers to know --
to the penny -- what any given airline is charging on its routes.

We are informed that airlines generally "move in packs"
when it comes to prices. That is to say, as a general rule, no
one airline wants to offer a fare that"is much higher than any
other airline, for fear of 1losing business. Air travel 1is a
particularly price-sensitive industry. Consumers will fly the
airline that offers the best price, with other factors (schedule,
quality of in-flight service, etc.) running far behind price as a
factor 1in selecting which airline to choose. ITf one airline
lowers 1its prices, 1its competitors follow suit quickly.

03 - C32LH



Senator Joe P. Josephson . February 5, 1985
Alaska State Senate Page 2
A.G. File 166-312-85

We are informed that when an airline decides to raise
its prices, it will publish the planned 1increase through the
ATPCO system with an effective date of one to two months after
the initial announcement. Thus, its competitors are given notice
of any up-coming price rise. The competitors are 1in a position
to follow the Jleader and file corresponding price increases.
Unless one airline does not go along, we are told, the upward
change 1is likely to happen. By closely following the proposals
of their competitors, and responding to the <changes as they
occur, airlines are able to keep their prices within a few
percentage points of each other. This process 1is what 1is known
as "conscious parallelism”™ in antitrust law. It is not illegal,
under either the Alaska Restraint of Trade Act dr the Federal
Sherman Act, to closely follow and to respond to a competitor®s

prices.

-Your letter asks for my thoughts on how the state
antitrust laws apply, and whether they ought to be changed, 1in

this situation. The problem is not one of jurisdiction, nor 1is
it, in my opinion, one which can be remedied easily by changes to
the law. IT it-_.could be shown by .direct evidence that the

airlines actually met, and agreed to charge any particular fare
on Alaska routes, this office would be able to intervene and seek

redress on behalf of consumers. But to prove pricefixing, we
need evidence which we do not have, and which our initial
inquiry does not indicate we would find. Nor would it be wise

policy to seek a change 1in the Jlaw making it 1illegal for a
business to watch a competitor®s prices and respond to them --
consumers benefit when businesses cut prices 1in response to
competition.

I join with you in expressing concern for the high
prices Alaskans have to pay for airfare, 1in a time when the cost
of air travel elsewhere in the country has declined dramatically.
I certainly hope that consumers will express their concerns to
the airlines. Perhaps one or more of the air carriers serving
Alaska may respond by reducing its fares.

Norman C. Gorsuch
Attorney General

NCGrjf



ALASKA STATE SENATE
JOE P. JOSEPHSON

DISTRICT H — ANCHORAGE BUDGET 4 AUOIT

1526 F STREET HEALTH. EDUCATION & SOCIALSERVIf
ANCHORAGE. ALASKA 99501 RULES

(907) 277-4419 TRANSPORTATION

WHILE IN JUNEAU SENATE CHAIR. ANCHORAGE CAUCL

POUCH V
JUNEAU. ALASKA 99811

(907) 465-4525 OFFICE OF MINORITY WHIP

February 6, 1985

Mr. Bruce Kennedy

President

Alaska Airlines

P.0. Box 68900

Seattle, Washington 98188

Dear Mr. Kennedy:

As a state senator from Anchorage, | have asked why air
fares have increased in Alaska this year, at the same time
that significant new discount fares are offered elsewhere.
My inquiries have resonated in the Alaska community, because
Alaskans know that fares charged for flights to and from
Alaska were high, both in relative and absolute terms, even
before the latest increases took effect.

I am enclosing a copy of my letter to the Attorney
General of Alaska dated January 25 and a copy of the press
release ,/hich 1 1issued at that time. I am also enclosing
three other newspaper clippings on this subject, including a
recent editorial and a recent travel column, which shew the
existence of widespread community concern.

This office has received many messages from
constituents, and there has been a proliferation of letters
to the editor on this subject. For example, 1 also enclose

some letters to the editor of the Anchorage Daily News which
appeared in that paper recently.

Alaskans who travel know that the fares now available
between points in the continental United States tend to be
far lower than the fares available between Anchorage and
Seattle, on a cost-per-mile Dbasis. From a traveler-™s
standpoint, as the enclosed newspaper clippings make
manifest, there does net appear to be an obvious rationale
for the existing fare structures, and there 1is certainly no
discernible relationship between distance and cost.

I need not detail here the very serious conseauences to
us Alaskans of the high airplane fares. We have no rail
alternative. Buses and cars do travel over the Alaska



Mr. Bruce .Kennedy
February 6, 1985
Page Two

Highway, but considerations of climate, distance and time
make these modes all but wuseless., ,fpr. most business and
vacation travelers.

On the other hand, there 1is an alternative to the high
fares now charged Alaskans on the Anchorage-Seattle route:
Alaskans can stay home. Their relatives and friends in the
"lower 48", and potential tourists, can stay home, too,
rather than®visit the 49th State.

That alternative 1is bad for the airlines. It is bad
for Alaskans. It isbad for familyrelationships.It 1is
bad for tourism. It is bad forcommerce. Itis bad for
those who want to pursue educational curricula and
professional seminars in other states. It 1is bad for
community morale. It is bad for the relationship between
the airlines”™ and their customers. It is bad for the

taxpayers of Anchorage who have invested in a new convention
center, a sports arena, and other amenities designed to

enhance tourism.
eAlaskans are edu ;ated and sophisticated. They ask me:

1. Why are airline fares going up here while Tfares 1in
oth*fe'r places”™ are going down? *

2. Why do all airlines consider the high fares to be
more*profitable, even though they compel many would-be
""-f « travelers "to "Stay put?*~*"  ......

3. What are the justifications for the higher Alaska
route fares? Are Alaska state airport landing fees
higher than elsewhere? Is jet fuel bought for travel
to and efrom Alaska more expensive? Is there a wage
differential paid to employees working in Alaska? Are
lead factors so low that the costs of operation per
seat, relative to revenues, are very high? If so, why
do four carriers compete over the market, and whyv
wouldn T lower fares build profits, at least on certain
flights, or at least on designated flights off-season?
Or, conversely, are lead factors so high that it
matters not to the ~carriers whether some Alaskans
choose to be price-resistant?

4. Why has deregulation not led to price
competitiveness here?
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