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appropriate the asset but also amend the enabling Act of AHFC to. -
assure bondholders thac an impairment of their security will not'l
occur. Under this approach, a valid transfer of assets requires

not only an appropriation from the AHFC revolving fund but also-
an amendment to AS 18.56.020 which provides authority for AHFC to-
transfer unrestricted surplus to the general fund. */ Authoriza-*"
tion by general law for the transfer of assets of public corpora-

tions has been used in the past. In 1580, the legislature trans-

ferred the assets cf the Alaska State Development Corporation (AS-
44.59.010), the Small Business Development Corporation (AS 44.--~
60.020), and the Alaska Toll Bridge Authority (AS 44.57.010) to4

the Alaska Industrial Development Authority. Sec. 42, ch. 106, {
SLA 1980. The transfer was made not in an appropriations bill, ’
but in a bill proposing the enactment of general law. It is cur- _
ious to noce that no corresponding appropriation was made. This V
approach is consistent with another familiar adage of public fi-H*
nance law thac appropriation bills may not be used to amend sub-
stantive law. Legislative Budget & A.udit Committee v. Hammond,
No. 1JU-80-1163 CIV (Alaska Swuper., May 25,. 1983). It could be
argued chat AS 18.56.C20 implies that Che assets of AHFC will be.
transferred to the state treasury only upon termination. Because:

an appropriacion -cannot amend existing law, a transfer from the
fund before dissolution of AHFC would be subject co question.

While we believe that a direct appropriation of surplus/®
AHFC assets is legally defensible, to avoid any question as to
the validity of a transfer appropriation, we recommend chat the
legislature

(1) enact an amendment to AS 13.56.020 authorizing*
interim transfers of unrestricted surplus assets of AHFC to*
the general fund;

(2) provide that the board of directors shall annually
determine the amount of surplus available for transfer; and

2/ AS 18.56.020 provides:

ALASKA HOUSING FINANCE CORPORATION. The
Alaska Housing Finance Corporation is a public
corporation and government instrumentality within
the Department of Revenue, but having a legal ex-

istence independent of and separate from the
stare. Hie corporation may not be terminated as
long as it has bonds, notes or ocher obligations
outstanding. Upon termination of the corporacicn,

its rights and property pass to the state.
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i
(3) appropriate the assets from the fund to the general
fund in accordance with the transfer authorisation.

We hope this memorandum has answered your questions.

Sincerely yours,

HORMAN C. GORSUCK
ATTORNEY GENERAL

James L. Baldwin
Assistant Attorney General

JLB/pijg
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MEMORANDUM State of Alaska

ro Honorable Al Adams, Chairman GaTE May 26, 1984
House Finance Committee
Alaska State Legislature FILE NO: 366-575-84

TELEPHONE NO: 465-3600

Merman C. Gorsuch SUBJECT Appropriation of
Attorney C-enaral Alaska R.ailroad
revenue

By: James L. 3aldwin
Assistant Attorney General

Luann Cutler, on ycur behalf, has requested our opinion
whether revenues of the Alaska Railroad must be appropriated be-

fore expenditure. Under the provisions of the Alaska Railroad
Transfer Act (45 U.S.C. § 1207 -- 45 U.S.C. § 1214), "revenues
generated by the state-owned railroad shall be retained and man-

aged by the state-owned railroad for railroad and related pur-
poses.” 45 U.S.C. 8 1207(a)(5).

This constitutes a dedication of revenue mandated by
federal law. Even if a revenue source is dedicated for a specif-
ic purpose, amounts may not be expended by an agency within the
executive branch from thac revenue source unless appropriated by
law. Alaska Ccnsc. art. X, 88 12, 13; see also, Kelley v.
Hammond, C.A. No. 77-4, 1st Jud. Dist. (Alaska 1977). The impor-
tant distinction of a validly dedicated revenue source is that
money may not be expended for a purpose other than the Alaska
Railroad, noc necessarily thac the money may be expended without

appropriation.

We acknowledge thac if the railroad's function is as-
signed to a public corporation which is established as a politi-
cal subdivision of the state, an argument can be made that rail-
road revenue is noc a part of the state treasury, much the same

as the revenues collected by municipal corporations. If chis
view is adopted in Alaska, railroad revenues could be expended
without appropriations. To date, this view has been repudiated
at the superior court level. Kelley v. Hammond, C.A. No. 77-4,

Isc Jud. Disc. (Alaska 1977).

We hope chis opinion answers your question.

JL3/mg
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Alaska Railroad Corporation

Financial Audits

* The financial affairs of the Alaska Railroad Corporation are audited annually by a public
accounting firm. The corporation typically receives a esclean" opinion on its financial
statements.

Performance Audits

» Alaska statute also requires the corporation to have an annual performance audit
conducted by arecognized railroad management expert. This audit is conducted presentlv
by Mercer Management Consulting and is presented to the Board of Directors of the
corporation annually.

Significant Special Audits

Ship Creek Redevelopment Follow-up. November 17. 1994

» This audit was conducted to follow up on the findings and conclusions we made in our
original review (1992) of this project. Several of the issues we initially raised appeared to
have been satisfactorily resolved. Our concern in this review was whether the
development would be successful.

* The redevelopment project had yielded little construction to date. None of the four
centerpiece projects envisioned had commitments in place.

Anchorage Gravel Activities. My_JL 1996
& The report addresses our concerns that the Alaska Railroad Corporation’s ((ARRC)

agreement with the Flamingo Brothers Partnership to market and extract gravel from the
corporation's .Anchorage property may not have been in the best interest of the

corporation.

« ARRC's public procurement process was not followed. In the corporation's opinion, the
gravel agreement w-as the disposal of real property, and therefore, not subject to its
procurement rules. We believe it was a commodity sale that should have been subject to

the provisions of those rules.

« .ARRC's real estate leases are inappropriately offered on a“first come, first served" basis.

* .ARRC’sjustification of the project was unclear.

*1-
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° ARRC’s lack of public process excluded the community.

« We recommended .ARRC improve its monitoring of employee conflict of interest
disclosure statements.

Chena Landings.Development. August 20. 1996
* This audit reviewed .ARRC's management of the development project related to utility

procurement, leasing, and public amenities.
» The utility project was delayed by planning and design difficulties.
* Request for proposal criteria and evaluation procedures were inadequate.
» The corporation lacked documentation regarding project development planning.

+ Leases are not competitively offered: .ARRC inappropriately uses a "first come, first
served" approach to leasing property.

m%nl%ir Pjndinﬁ Audits . .

Alaska Railroad Corporation. Real Estate Appraisal Methodology-

Auditor Observations

The Alaska Railroad Corporation has been under the "legislative microscope" for the last few
years. The Audit Division has conducted five audits of the corporation since 1992 and has
one audit in progress and another pending. Of those seven audits, two deal with rail
operations, and five involve the corporation's management of real estate.

During the interim, the Legislative Budget and Audit Committee also pursued a greater
understanding of the corporation and its assets. We believe that it is important that the
Legislature understand the operation of the corporation and be aware of issues that impact its
operation. The Legislative Budget and Audit Committee appears to be the appropriate
vehicle currently available to provide that oversight.

The Alaska Railroad Corporation finds itself in an unenviable position. On one hand, it is

operating under a statutory mandate to generally manage the corporation on a self-sustaining
basis. On the other hand, as a corporation wholly owned by the State, the corporation must be

ALASKA STATE LEGISLATURE OIVUION OF LEGISLATIVE AI'DIT
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held to certain standards of openness and public accountability. It is in this vein that we often
find ourselves at odds with the corporation. We believe that as long as the corpor tion is
owned by the public, public accountability must come first.

We also believe that the corporation can be run in an efficient manner and still uphold those
public accountability standards. Management by corporate officers and policy direction bv
the board of directors should strive for the appropriate balance. In our opinion, we have seen
recent signs of improvement in this effort by the board, primarily through our contact with
the chairman. We are hopeful that the appointment of a new chief executive officer will
further foster these goals.

Without going into great detail on issues we remain concerned about regarding the Alaska
Railroad Corporation, we offer these summary observations and would be happy to discuss
them further with any member or committee of the Legislature. They are in no particular
order of significance.

 The corporation's budget is not subject to the Executive Budget Act. We see no reason
why the corporation should be exempt or even whether constitutionally, it can be.
Similarly, significant federal funds have been received by the corporation for capital
rehabilitation and improvements without any legislative oversight.

» The corporation has shown a profit for the last two fiscal years (calendar year end). Total
net income tor 1996(unaudited) and 1995 was S8.0 million and S7.9 million, respectively.
The net income from operations represented S4.0 million and S4.1 million, respectively.
Approximately half of the corporation's income is generated from management of its real
estate. The majority of this real ’state is considered non-rail use property.

A much talked about concern is deferred maintenance, however, little is factually known
about the extent or estimated cost of that maintenance. We believe that a serious
discussion needs to take place. It is possible, or even likely, that without the federal
funding authorized the last two years (SIO million per year) the railroad's income
statement would look significantly different. Neither the financial statements nor the
notes to the financial statements reflect any estimate of the amount of deferred

maintenance.

0 .An observation that is important to understanding the fragile nature of the corporation's
financial health is its dependence on two major customers. As disclosed in the notes to
the financial statements for 1995. these two customers accounted for 45% of the
corporation's revenue. The corporation’s existence is dependent on those two customers.

 Through a combination of statute and corporation rules, the salary of railroad employees
is confidential and therefore can not be disclosed to the public. Statute provides that the
corporation may by rule designate and withhold public disclosure of matters of a

_j -
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privileged or proprietary nature. Statute goes on to describe matters as including
personnel records. Corporation rules include salary as a personnel record.

Alaska Statute 42.40.260(b) requires the annual report of the corporation to include an
analysis of potential sale arrangements whereby the corporation may be transferred into
private ownership. The corporation has not pursued sale discussions with potential or
interested buyers. The corporation has gone so far as to notify interested parties chat the
Board of Directors is not interested in selling the railroad.

Statute requires the corporation to have an annual performance audit conducted by a
recognized railroad expen to assure that the railroad is being managed and operated
effectively and efficiently. There are two repons generated from this review. A
confidential repon is produced for the use of railroad management. A public version of
rhe repon is issued that does not go into nearly as much detail. We recommend that the
legislature annually request a confidential briefing on the detail version of the

performance repon.

ALASKA STATE LEGISLATURE D(VISION OF LEGISLATIVE AUDIT



ARR Financial Statement History

1985 1986 1987 1988
Operating Revenue $57,092  $47,239  $45457  $51,207
Operating Expenses $55,413  $54,264  $46,490  $48,898
Income from Operations $1,679 ($7,025)  ($1,033) $2,309
Real Estate Income $4,095 $4,934 $4,821 $4,438
Other Income $1,920 $1,719 $890 $585
Interest Expense ($561) ($613)  ($1,661)  ($1,526)
Net Income $7,133 ($9J5) $3,0.17 $.5,806
Passenger Revenues $4,344 $4,574 $5,434 $5,601
Average Uof Employees 668

Total Total Total

1991r1995 1986:1995 1994:1995

Operating Revenue $292,659 $553,540 $112,126
Operating Expenses $299,002 $564,011 $114,123
Income from Operations ($6,343) ($10,471)  ($1,997)
Real Estate Income $19,516  $41,359 $8,509
Other Income $1,902 $6,612 $413
Interest Expense ($6,296) ($13,366)  ($2,264)
Net Income $8,779  $24,134 $4,661

1989
$55,065
$55,453

($388)
$3,932
$637

($1,204)
$2,917,
$6,025

1990
$61,913
$59,904
$2,009
$3,718
$879

($2,066)
$4.54Q
$6,973

577

1991
$61,773
$59,630
$2,143
$3,592
$436

($1,729)

$4,442
$8,173

580

1992
$61,840
$62,427

($587)
$3,616
$509

($1,189)
$2,349
$8,460

570

$544
($1,114)
($2,673)
$8,855

1994
$51,854
$57,97.1
($6,1.17)
$3,941
$222
($1,256)
($3,210)
$9,012

1995
$60,272
$56,152
$4,120
$4,568
$191

($1,008)
$787.1
$9,749
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LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Finance

P.0.Box 113200
Juneau, AK 99811-3200

FAX

MEMORANDUM
DATE: January 28, 1997
TO: Representative Terry Martin

House Finance Committee

FROM: Mike Greany, Legislative Fiscal Analy:
Division of Legislative Finance

BY: Dave Tonkovich, Fiscal Analyst
Division of Legislative Finance

SUBJECT: State Appropriations to the Alaska Railroad
At your request we’ve prepared a list of state appropriations to the Alaska Railroad:

SLA84, Ch. 171, Sec. 319 (Department of Commerce and Economic Development)

Alaska Railroad Acquisition $22,271,000 GF
Alaska Railroad Capital Equipment and Improvements 6,000,000 GF
Railroad Working Capital Fund 4,900,000 GF

SLA90, Ch. 208, Sec 145

Locomotives, Rolling Stock, and associated equipment cost S$9,000,00C
(Associated with Wishbone Hill Coal Project)

(907) 465-3795
(907) 463-4885

bJ



aj-aska Railroad rurvoLVTXG Fund

K6TIMATKS AM®ROPRUTIONS
1975 .o $6500,000 1975 s $6,031,000
1976 0 19700 s 9,000,000
1977 6000000 1977 6,000,000
1978 .o 3000000 1978, 3,000,000
1979 ... 3000000 1979 9,300,000
1980 ..o 5000000 1980......cooerm K 500000
1981 10640000 1981 10640000
1981 (Supp.) 2000000 1981 (SUDP.)-cvorm 2,000,000
1982 6.160,000 1982...cccceviivciiiennne 6,160.000
1983 0 1983 (2nd CON. 1i65.) e 7600.000

1984 ..ot 0 1984...insini 0



110 STAT. 2962

CectncU.

py M ?

PUBLIC LAW 104-205—SEPT. 30, 1996

High-Speed Kail Trainsets and Facilities

For thu National Railroad Passenger Coréjoranon, $80,000,000
to remain available until September 30, 1999, to pursue public/
f|r|\mte partnerships for high-speed rail trainset and maintenance
acility financing arrangements.

Railroad Rehabilitation and Improvement Program

The Secretary of Transportation is authorized to issue to the
Secretary of the Treasury notes, or other obligations pursuant to
section 012 of the Railroad Revitalization and” Regulatory Reform
Act of 1976 (Public Law 94-210), as amended, In such amounts
and at such times as may be n Cﬁssar [ t0._pay any amoupts (e%mred
pursuant to the guarantee of the principal amount of obligations
under sections 511 through 513 of »ucn Act, such authont{y to

quaranteed obligation is outstandin

%Cﬁjlong as any suc g:
MUCLL That no new loan quarantee commitments shall be made
during fiscal year 1997.

Next Generation Hjoh-Speed Rail

For necessary expenses for Next Generation High-Speed Rail
studies, corridor plannmgO tdevelopment, demonstration, and
, 10

ﬁ’&!ﬁ tation, $24,757,0 remain avajlable until sxpended:
w That funds under this head may be made available for

grants to States for hiﬁh—speed rail corridor design, feasibility
Studies, environmental’ analyses, and track ~and signal
Improvements.

Trust Fund Share of Next Generation High-Speed Rail
(LIQUIDATION OF CONTRACT AUTHORIZATION)

(HIQHWAY TRUST FUND)

[
For grants and payment of obligations incurred in carrying
out the provisions of thie High-Speed Ground Trans(por_tanon pro-
Eam as defined in_subsections 1036(c) and 10S6<dxiXB) of the

termodal Surface Transportation Efficiency Act of 1991, mcludmg
planning and environmental analyses, $2365,000, to be derive
gnx%rgndtgg Highway Trust Fund ‘and to remain available until

Alaska Railroad Rehabilitation

To enable the Secretary of Transportation to make grants to
the Alaska Ra||roag, $1?, 000,000 shall be for capital rehabilitation
and improvements benefiting its passenger* operations.

khode Island Kail Development

ﬁor the costs assoglated with construcﬁmn of a th|r(1 trz?ck
on the Northeast Corridor hetween Davisville and Central Fells,
Rhode Island, with sufficient clearance to accommodate double stack
fre;ght care, $7,000,000 to be matched by the State of Rhode Island

or its designee o allar for dollar basis and to remain availahle
until expended: , That aa a condition of acceptm? such
funds, the Providence and Worcester (P&W) Railroad shall enter

PUBLIC LAW

into an_agreement with t!
or the Federal Railroad Ac
up to the first $13,000,00
action initiated by the ?&
with Amcrak relating to the
DaviBvillc and Central Falil
freight operations.

Grants to the Natona

Tc enable the Secrete
the National Railroad Pa
U.S.C, 24104, $665450,00
of which $342,000,000 shf
for mandatory passenger i
%},allbbedfofr cap|tatl impra

is bead for capi :
before July 1, 19 7:1$I'H\1/IH
apﬁ,ropna ed shall be used
vehicle* or for the hire
employee, other than the
the leaso of passenger mot
while in official travel jtatt

FEDERAL TI

ADMIT

For necessary admini
Administration's program :
United States Code, $4141

For necessar)( erpena
ﬁﬁ]ﬁ] 5336, 10 reman
, That no more
shall be available for th
T
an -
260 $¢ 5aae(d): Provicl m
ing assistance provided >
areas of leas than 200,00*
five percent of the amour
eligible to receive under m
' l o
thi
tfa:

rat

let

. =20
ties when the limitation it
operating in the area.

»U i O- M- 1(MS)
r*i



109 STAT. 446

PUBLIC LAW 104-50—NOV. 15, 1995

%and 49 U.S.C. 24909, $115,000,000, to remain available until
S%ember30 1998,

Railroad Rehabilitation and Improvement Program

The Sec%retar ofTransRortatlon IS aut qnzed to issue to the
Secretar the Treaaury hotes or other obligations pursuant to
eectioy 512 of the Railroad Revitalization and Rer?ula ury Reform
Act of 1976 (Public Law 94-210), as amended, i such amounts
and at such times as ma¥ be necessary to pay any amounts roqujred
Bursuant to the uarﬁ ee of the principal amoun ofothllganons
nder sect|ons 511 through 513 of such Act, such authority to
t(ﬁl ong as any such guaranteed obligation s outstan
That no néw loan quarantee commitments shall be ma e

during fiscal year 1996.

National Magnetic Levitation Prototype Development
<LIMITATION ON OBLIGATIONS)

(HIGHWAY TRUST FUND*®

None of the funds in this Act shall be available for the pIannlng
or execution of the National Ma%netn: Levitation Protot{%
ment program as defined in_subsections 1036(b) and 1036(d) (135
of the Infermodal Surface Transportation Effi mency Act of

Next Generation High Speed Rail

For necessar expenses for Next Generation High Speed Rail
stud|es corrido 18 anning, development, demonstration, and

Iﬂf&ﬁ tatlon 205080 to remaln avajlable until expended:
That unds under thia head may_be made available. for

grants to States for high speed rajl cortidor desjgn, feasibility
?ntgr(]i{gs environmental analyses and track and signal improve-

Trust Fund Share of Next Generation High Speed Rail
(LIQUIDATION OF CONTRACT AUTHORIZATION)

(HICHWAY TRUST FUND)

For grants and payment of obllgat|ons mcurred in carrylng
out the provisions. of the High Speed” Ground dpo rtation
?ram as defined in_subsections 1036(c) and 1036 gg (B) of the
r\termodal Surface Trans{nortatmn Eff|0|e£ {Act of Iudlng
Pannmg and envnonme tal anayses 7,118,000, to be derive
rom the Trust Fund ‘and to remain ava|IabIe until

expended: , That none of the funds in thia Act shall be
Vfﬂlable f?r the %m lementation or execution of programs the
obligations for which arc in excess of $5,000,000.

Alaska Railroad Rehabilitation s

Fas nable. the Seﬁreta of Tr nﬁpggt?non totarn agor| ng%otr? \j

a Railroad, $10,000,000 sha or capl
improvements benefiting its passenger operations.

PUBLIC LAV

Rhode Ist-

For the costs asBociat
on the Northeast Corridor
Rhode Island, With sufliricr
frenht cars, S|oooo 010 |
or Ita designee 0 r
until expended:
funds, the Providence and
into. an_agreement with -
or the Federal Rajlroad Ad:
up .to the first $6,000.00C
action initiated by the P&
with Amtrak relating to the
Davisville and Centrai Fall
freight operations.

Grants to the Nation/
TNILN
To tenable the Secrets

the National Railroad P
U.S.C. 24104 $3000(
of which $305000,000 shj

for mandatory passenger :
he for transmon costs
$230000 shaII be fm
udp to $15000 of the
rcap|ta mproven;}ent’\?
r 0_the No

e i e, e
shall not'be mada

That none of the

for Iease or purchase of
of vehicle ?Perators for

to

president of the Corporati
vehicles for those officers m

FEDERALT

ADM1

For necessary admin
Administration's ‘prograr
United States Code, $42,C

ssar erpeni
36 0 rema
hat no more
ailahle fur t
rowded und<

0,00 0%_

).0
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Memorandum
To: Chris Knight

From: Margaret McDaniel
Land Law Examiner

Subject: Alaska Railroad
Per our telephone conversation today, | am sending the information you requested.

On January o, 1985, lands were transferred to the Alaska Railroad. Three types
of documents were issued; a Patent, an Interim Conveyance, and an Exclusive
License. In the lands that were patented, and interimly conveyed, title was
transferred, and the lands are owned by the Alaska Railroad. Lands that were in
the Exclusive License category needed further adjudication to resolve other claims
that were on the lands.

Acreage of the lands transferred to the Alaska Railroad on January 5, 1985 by
patent or interim conveyance is:

Parcels: 8,965.00 acres
Right-of-way: 8,557.00 acres

Parcels are for the station grounds, or material sites, etc. The right-of-way is the
main line right-of-way, 100’ each side of the center line of the track.

Adjudication of the lands in the exclusive license category is completed, except in
areas where there is litigation, or other problems, mainly in the Anchorage and
Fairbanks areas. The Bureau of Land Management has written adjudicative
decisions, and prepared the conveyance documents for the Secretary of
Transportation in Washington, D.C., to sign, as is provided for in the Transfer Act.
No documents have been signed as yet, and | don’t knovz when they will be.

Acreage of the lands in this category is:

Parcels: 13,971.00 acres
Right-of-way 7,631.50 acres

| forgot to mention that there are approximately 4,250 acres in the license
category where an adjudicative decision has not as yet been done. This is because
of the problems mentioned above. These acres are not included in the figures
shown above.



Alaska Railroad Reserves

The Alaska Railroad Corporation holds 36,000 + acres of land, of which 22,000 acres are affected
by rail operations. 'Mainline' Right of Ways from Seward to Eielson, and including the Whittier to
Portage line total 12,400+ acres. The balance of operating land is contained in rail yards at Seward,
Whittier, Anchorage, and Fairbanks.

The Corporation may lease non-operating lands for up to 35 years. Lease rates are established by
independent appraisal. ARRC currently has approximately three hundred active leases. The
Corporation utilizes a permit system for short-term uses and tor use ofoperating lands. Many permits
are non revenue, contributing only an administrative fee. A number of permits are issued for public
access such as roads, railroad crossings, and utilities. There are currently over 500 permits.

Below is a table which shows the number of acres of ARRC land within each borough or city.

City/Borough Total Area Federal State ARRC
Kenai 6,238,025 3,461,340 1,569,639 380
Whittier (City) 600 n/a 4,325 291
Municipality of 1,251,620 927 494,976 2,629
Anchorage
Matanuska- 16,056,576 1008 64182 9,775
Susitna
Denali 8,192,000 unavailable unavailable 8,716
Nenana 5,440 n/a n/a 264
Fairbanks North 4,711,040 1,681,607 1,498,522 454
Star
Valdez 172,800 n/a n/a 86

On the following pages, we have listed and described each ARRC reserve by bore

ARRC Real Estate 8/14/96



KENAI PENINSULA BOROUGH

City/Borough Total Area Federal State ARRC
Kenai 6,238,025.78 3,461,340.90 1,569,639.05 380
Seward

The ARRC reserve in Seward is largely industrial property behind the coal dock and railroad
general purpose dock.

A substantial portion ofthe reserve is developed to support the export of coal. In addition
export logs and pipe imports are handled through this facility. Currently, virtually all cruise
ship traffic to South Central Alaska crosses the ARRC general purpose dock. This dock

facility also supports the Marine Highway system.

The Railroad and the City of Seward have co-developed a port master plan for additional
facilities to meet the increase in the cruise ship industry, while providing improved facilities
for the Marine Highway System . The ARRC is actively promoting Seward as a passenger
destination and uses a portion of the reserve for a passenger track and depot facility.

Crown Point

Moose

Crown Point is an operating reserve used extensively as a transfer point for logs, construction
material and rail/truck commodities i.e. liquefied petroleum gas for railroad use and
customers. Freight destined for the Kenai Peninsula transloaded at Crown Point.

Pass

Moose Pass is an operating reserve with sidings for staging railroad material including
environmental response handling material.



WHITTIER AND VALDEZ

City/Borough Total Area Federal State ARRC
Whittier (City) 600 n/a 4325 291
Valdez 172,800 n/a n/a 86

W hittier

The Whittier reserve was created by the military to provide a second ice-free port for South
Central Alaska during World War II. It is the location of the South Central Alaska rail-barge
connection to Prince Rupert and Seattle. Whittier also serves as a regional port for the
Alaska Marine Highway System and the fishing industry.

The DOD petroleum importation facility is currently being closed; however, the City of
Whittier is working with the ARRC and the natural gas industry to support a compressed
natural gas (CNG) facility and transhipment facility to other coastal Alaska communities.
The proposed CNG plant would occupy the available reserve lands at the head of Passage
Canal. Additionally, the City is working with the Corps of Engineers and the ARRC to
expand the small boat harbor to support tourism and small fishing industry.

Valdez

Tne Valdez reserve was acquired by the then federal railroad to support construction for the
pipeline. It is located in the old Valdez town site area which is zoned industrial today, and
support petroleum and construction businesses.



MUNICIPALITY OF ANCHORAGE

(MOA)

City/Borough Total Area Federal State ARRC
Municipality of 1,251,620 927 494,976 2629
Anchorage

Portage

The bulk ofthe Portage reserve is now v/etlands as a result of the subsidence following the
1964 earthquake. The existing filled lands are an operating ...serve supporting access to
Whittier which is ARRC’s rail-barge terminus.

ARRC has initiated a wetlands banking program to meet mitigation requirements under
federal regulations. As an example, ARRC provided wetlands for DOT to mitigate for
wetlands used in the widening of the highway through the Palmer flats and mitigation
wetlands for Lynden Inc. in the Anchorage port area. Portage represents a large portion of
ARRC’s wetlands bank.

Anchorage

Anchorage is, of course, the original construction headquarters for the Railroad. Today it
continues to house the ARRC’s primary offices, shops, yard, and passenger depot. In the
port area, to the north ofthe yard, are the petroleum storage tank facilities owned by ARRC’s
customers and served by the Port of Anchorage. The ARRC port area is 100 percent
occupied with additional rail users--barge traffic, stevedoring and most recently the proposed
“North Star” modular fabrication site. To the south and east of the yard, are industrial
properties that have been developed by ARRC. The Port of Anchorage and ARRC’s freight
facility handle 80% of the goods shipped to Alaska.

South ofthe yard is the Ship Creek redevelopment area which will provide new tourism and
business opportunities for downtown Anchorage--by providing additional facilities such as
an IMAX theater, restaurants, and other creek front development. Little ofthe Anchorage
reserve remains undeveloped. The redevelopment and port areas are in the process o f being
improved or enhanced by projects such as the coastal trail which has completed a design study
to be located along Ship Creek connecting downtown, Government Hill, and Mountain View.

Eagle River

This property is approximately one third the size of the ARRC’s original

dispute settlement with the Eklutna Native Corporation at the time of the transfer of the
Railroad to the State reduced this reserve in size. ARRC’s property divides Eklutna’s
parcels. ARRC recently agreed in concept with Eklutna Native Corporation to consider
exchanging land in this area for Eklutna property in the vicinity of the Birchwood Reserve.



Birchwood

ARRC property at Birchwood is an operating reserve serving customers adjacent to the
Birchwood airport, Referring to the Eklutna Inc. exchange of property, the additional area
in Birchwood would permit relocation of ARRC’s main line leaving property better
configured to support expansion of the Birchwood airport and related activity.



MATANUSKA SUSITNA BOROUGH

City/Borough Total Area Federal State ARRC
Matanuska- 16,056,576 1,008.27 64,182.26 9775
Susitna

Talkeetna

Currv

A significant portion of the Talkeetna reserve lies in the flood plain or riverbed of the
Talkeetna and Susitna rivers. ARRC has worked with Talkeetna Chamber of Commerce to
provide sufficient accessto address their parking and traffic problems in the original Talkeetna
townsite. Other recent activity includes leases with the City and State for improving the boat
launch and improvements to the passenger depot to accommodate increased tourism.

Local entrepreneurs are developing RV facilities and other tourism related businesses.
Talkeetna, traditionally served by the railbelt, is increasingly a focal point for the expanding
tourist industry especially with its proximity to Denali Park as evidenced by the new Princess
hotel to the north. Tour groups currently use the railroad to transport travelers to various
destinations along the railbelt connecting with local businesses and vendors.

The Curry reserve is the historical mid-point of travel on the Railroad from Seward to
Fairbanks. It its hey day, Curry supported a hotel, ski slope, golf course, air strip, and access
across the river to Curry ridge. Although the original facilities are no longer there, the
Railroad has been contacted by tourism industry to redevelop some o f those facilities as part
of the railbelt tourism network. The balance of this property could then be subdivided to
provide rural recreational sites.

Hurricane

Hurricane remains one of the best opportunities for continuing to support tourism grov .h
near Denali with property that is both rail and highway served. ARRC has received inquiries
from one ofthe larger tour companies in this area. As mentioned above, once sufficient land
has been designated to support a primary tourism facility, the balance could be subdivided to
provide rural recreation sites.



DENALI BOROUGH

City/Borough Total Area Federal State ARRC
Denali 8,192,000 unavailable unavailable 8716
Healy

Clear

The Healy reserve had its origins in providing coal for the railroad as well as communities
along the railbelt and remains active in this role today. Substantial portions of this reserve are
leased directly to Usibelli Coal Mine as part of their active mining operation. Usibelli also
leases a portion of this reserve as a residential subdivision which provides housing sites for
its employees. Healy also has a rail yard that supports the local and export coal hauls.

The Clear reserve is originally a construction reserve and remains active today as a source of
ballast for maintenance of the north end of the railroad. ARRC has a small soil remediation

facility on this property for hydro-carbon contaminated soils.

In .1993, ARRC evaluated this site as a potential site for a regional landfill in response to
problems Fairbanks, Denali Borough, and smaller railbelt communities had in meeting EPA
regulations. There was considerable negative response from local residents. The landfill
problem remains unresolved today.



NENANA

City/Borough Total Area Federal State ARRC
Nenana 5440 n/a n/a 264
Nenana

The Nenana reserve remains today an operational reserve related to logging and transfer of
materials for transportation by barge up and down the river. Much of this reserve is leased
to the City of Nenana.



FAIRBANKS NORTH STAR BOROUGH

City/Borough Total Area Federal State ARRC
Fairbanks North 4,711,040 1,681,607 1,498,522 454
Star

Fairbanks

The Fairbanks reserve contains ARRC’s northern yard and shop facility. ARRC’s three
largest car fleets (petroleum, coal, and passenger) are serviced here. Freight from the
Seward, Whittier and Anchorage ports is destined here for transloading to the Fairbanks area

and the North Slope.

Fairbanks is a primary passenger origin/destination point. Property south ofthe yard on the
Chena River is the location of the new passenger depot and a hotel, RV park and other related
tourism development.
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ALASKA STATE CHAMBER OF COMMERCE
Position 97-2

Privatization of the Alaska Railroad

WHEFIEAS, the Alaska Railroad Corporation is a non-profit corporation owned by the
State of Alaska; and

WHEREAS, the Alaska Railroad Corporation has been important in the development
of Alaska since it was completed in 1923; and

WHEREAS, the Alaska Railroad Corporation is currently a critical part of Alaska's
tranoportation infrastructure; and

WHEREAS, the Alaska Railroad Corporation must continue to expand and improve in
order for Alaska to pursue its economic development; and

WHEREAS, the Alaska Railroad Corporation requires large amounts of capital funding
in order to properly maintain its present system; and

WHEREAS, the Alaska Railroad will need even more capital funding in order to
expand aggressively its system into areas of natural resource/economic development;

and

WHEREAS, the State of Alaska continues to face declining revenues and will be
unable to sustain an aggressive development agenda for the Alaska Railroad
Corporation; and

WHEREAS, every plan dealing with Alaska's budget gap recommends the
privatization of appropriate state agencies; and

WHEREAS, privatization has historically been a primary objective of the Alaska Slate
Chamber of Commerce; and

WHEREAS, the Alaska Stale Chamber of Commerce sincerely believes that there are
numerous advantages to privatization including:

1. Better management performance with profit responsibility and motivation
2. Better capitalization on entrepreneurial opportunities

3. Better responsiveness to customer requirements

4. Increased tax revenues to state and local governments

THEREFORE, BE IT RESOLVED that the Alaska State Chamber of Commerce strongly
urges the Administration of Governor Knowles and the Alaska State Legislature to
begin immediately the process of investigating the potential privatization of the Alaska



CITY OF WHITTIER, ALASKA (

RESOLUTION 477-%
ALASKA RAILROAD LAND

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF WHITTIER, ALASKA, A
MUNICIPAL CORPORATION, REQUESTING THE ALASKA STATE LEGISLATURE TO
REMOVE NONOPERATIONAL LAND FROM THE ALASKA RAILROAD CORPORATION
(ARRC) AND CONVEY AT FAIR MARKET VALUE TO THE CITY OF WHITTIER.

WHEREAS, the Alaska Railroad Corporation has ownership of fifty-two (52) percent of the
City's business core area, and over seventy- four (74) percent of the Harbor's water area.

WHEREAS, the City of Whittier has for over three years made proposals to work in partnership with
the Alaska Railroad Corporation to establish commercial, industrial and tourism and tourism amenities

for the expansion of the existing Whittier Small Boat Harbor.

WHEREAS, the planned expansion of the Whittier Small Boat Harbor will provide four hundred (400)
new boat slips for recreational, fisheries and industrial uses, and to provide protected waters to the

existing day tour vessel operations.

WHEREAS, the current economic efforts of the City of Whittier feature the expansion of the existing
Whittier Small Boat Harbor that is now in final design and planning stages under the direction of the
U.S. Army Corps of Engineers.

WHEREAS, the uplands land agreement and waterfront land title resolution must be completed within
the next (90) days to obtain private financing to complete this project.

NOW THEREFORE BE IT RESOLVED that the Whittier City Council calls upon Alaska State
Legislature to convey all nonoperational land owned by the Alaska Railroad Corporation in the business

and waterfront core areas to the City of Whittier at fair market value..

BE IT FURTHER RESOLVED that copies of this resolution be sent to Governor Tony Knowles, all
members of the Alaska State Legislature and the Board of Directors of the Alaska Railroad Corporation.

PASSED AND APPROVED by a duty constituted quorum of the Whittier City Ccuncil on this 02th day
of December, 19S6

William Coumbe
Mayor, City of Wh

ATTEST:ayes (&
NOES. o
ABSENT _j_

ABSTAIN: n

Charlene Arneson
Acting City Clerk

CWOTIOCS AOLNAIM»SA77-%



T he City of W hittier

Gateway to the Western Prince William Sound
P.O. Box 008 « Whittier. Alaska 99(195 « (907)472-2327 « Fax (907) 472-2404

December 15,1996

Governor William Sheffield
Board of Directors Chairman
Alaska Railroad Corporation
PO Box 107500

Anchorage, AK 99510-7500

Dear Governor Sheffield:

We have provided the overhead photo and overlay to better illustrate the
acquisition request that the City of W hittier has presented. The red outline is
land currently owned by the Alaska Railroad Corporation. The blue outline
depicts property owned by the City within the business and harbor core areas.
The green outline represents the land needed for the expansion of the harbor
basin. The black line shows the property needed for uplands to support the

basin expansion.

Throughout the railbelt communities, the A.R.R.C. owns small percentages of
developable property within the commercial and industrial areas. The degree of
A.R.R.C. land ownership does not preclude these communities from developing
the economic base they need in order to prosper. In Whittier, it does. As you can
see from the photo and overlay, the City of W hittier is restricted from promoting
the growth of what should be a main source of revenue.

The A.R.R.C., in cooperation with the City of Whittier, can resolve this situation
in a manner that will benefit both parties. By selling this property to the City of
W hittier, the A.R.R.C. could yield income that would help defray the cost of the
planned development of the W hittier freight off-loading facility. This sale would
also serve to place A.R.R.C. land ownership more in keeping with other railbelt

communities.



The City of Whittier is asking the Alaska Railroad Corporation Board of
Directors for their support of this request. We are looking forward to presenting
this proposal to the Alaska State Legislature as an example of cooperation and
understanding between the A.R.R.C. and the City of W hittier.

Sincerely,

David Morgan
Acting City Manager

cc: Governor Tony Knowles
Mayor William Coumbe
W hittier City Council
Alaska Railroad Corporation Board of Directors
The Alaska State Legislature



N Alaska Railroad Q's & A's

Q. What do H3 55 and SB 42 propose to do?

A. As introduced, the bills do only two things—bring the railroad under the Execu-
tive Budget Act, so the governor and legislature have greater oversight. Second, the bill
directs that the 36,000 acres of land that are to be transferred with the railroad from the
federal government will be transferred to the department of natural resources rather
than to the ARRC. The bills assume the railroad will be operated as a state corporation
and not privatized.

Q. Why put the ARRC under the Executive Budget Act?

A. As a state corporation controlling hundreds of millions of dollars worth of state
assets, the ARRC should have the oversight of the governor and legislature, as required
under the state constitution, Article IX, Sections 3,5,7,8,13, and 14. Currently, the
ARRC is the only state corporation not under the EBA. It was not the intent of the 1983-
84 legislature to allow the temporary corporation to be excluded from oversight for 14
or more years. We are now on very weak footing, to allow the neglect of our constitu-
tional responsibilities to continue. When we have tried to exercise our oversight, such
as when the legislative auditor last summer investigated the ARRC's contracting proce-
dures for gravel, he was met with monumental stonewalling.

Q. How will being under the Executive Budget Act affect the railroad?

A. Currently, the ARRC draws up and approves its own budget each year, deter-
mining without state oversight how it's revenues and expenditures will be used. Under
the EBA, railroad management would be required to submit its proposed budget to the
governor's office of management and budget each year, which would then submit it to
the legislature for appropriation. This open, public process allows for ample debate and
opportunity for affected third parties to give their views on programs and actions the
ARRC proposes for the coming year. This is the process used for every' other state
agency, whether it's a line agency like DNR or a state corporation like the Alaska Hous-
ing Finance Corporation, the Alaska Permanent Fund Corporation, or the Alaska Indus-
trial Development Corporation.

Q. Why would the legislature want to transfer the land to DNR?

A. We have completed our obligations under the agreement with the federal gov-
ernment to keep the railroad running for 10 years, and so should put the land to its
highest and best uses. The authority for DNR's land management programs is found in
the state constitution, at Article VII, sec. 10, which requires that state land cannot be
disposed of or leased without proper public notice and other safeguards of the public
interest. The state's interest in mineral rights is spelled out in Article VIII, sec. 11.
Under DNR's purview, the public's interest in the land and the mineral rights would be

Produced and distributed by Rep. Terry Marlin « February 1997



jfit?

better protected.

Of the approximately 36,000 acres of land to be transferred from tire federal govern-
ment, industry experts estimate the railroad needs only between 18,000 and 22,000 acres
for rail operations and maintenance. As a quasi-public corporation, the ARRC would
not need to hold title to the land, but would be charged with managing and controlling
the 18,000 - 20,000 acres it needs. The remainder could be made available for selection
by the municipalities, or by the university, or could even be sold to some leasehold-
ers. Perhaps aland management authority patterned after that of the university lands
could be established.

Q- Why is this an issue at this particular time?

A. Under the federal transfer act of 1982, the state was required to operate the rail-
road for aminimum of 10 years before the lands could be transferred to a third party.
And under the 1984 state law putting the transfer into effect, the ARRC was to report to
the legislature every five years on its efforts to sell the line, including documentation of
at least three offers to sell initiated by the ARRC. Also in the transfer act was a require-
ment that the governor contract for a report to the legislature in 1987 on steps taken
toward privatization. Instead of taking steps to initiate a sale of the line, the railroad in
1988 persuaded the legislature to pass a statute repealing its responsibility to seek
privatization. ARRC President and CEO at the time, Robert Hatfield, strongly sup-
ported this change in law.

Again, we have fulfilled our obligation to the federal governmentand are ready to
receive the remainder of the 36,000 acres. In fact, the state is losing millions of dollars
each year that goes by that the land continues in federal ownership. Aiother reason the
issue has come to the fore at this time is because senior management at the railroad has
been highly uncooperative with state officials whose duty it is to audit, inspect and
report on the financial and contractual transactions of public entities such as the ARRC.

Q. Why can't the ARRC continue as it is?

A. The ARRC is a unique, and probably unconstitutional, quasi-public corporation
that sometimes fancies itself a state agency providing a valuable service to the public,
and other times a private corporation with proprietary information to protect. We can't
have it both ways. The legislature made a mistake in 1984 when itpassed the law
establishing the ARRC by notclearly defining what kind of agency itwas, and by
giving away state oversight. Now is the time to take corrective action.

Q. Couldn't the ARRC be run like a private corporation?

A. At the time of the purchase of the railroad, it was the intent of the legislature and
the people of Alaska that the railroad eventually be owned and/or operated by private
industry. In setting up the current ARRC scheme, the legislature attempted to make the
ARRC as nearly like a private railroad corporation as possible, even to the extent of
deliberately keeping an arms-length, distant role for itself. The reason for this may have

Alaska Railroad Q & A+ Produced and distributed by Rep. Terry Marlin « February 1997



been to make an easier transition to private operation; however, it has not worked for
long-term management as a quasi-public corporation. In fact, there are significant
guestions to be answered regarding the constitutionality of managing state assets iN a
way the assets have been managed by ARRC over the last 12 years.

Q. What about railroad employees? Won't they be hurt by privatization?

A. If the state opts to privatize the railroad or its operations, we can put conditions
on the new owner, just as the federal government put conditioas on the state 12 years
ago. These included acontinuity of employment for the union workers, protection of
their pension funds, and arequirement that the state had to operate the line for 10 years
before the land would be transferred, among others. Railroad employees and their

families should not fear privatization.

Q. Isn't the railroad prohibited from competing with private business in
non-railroad related ventures?

A. In 1984, the Senate finance committee adopted a letter of intent that said, in
pertinent part: "...although the railroad may use public resources or the benefits of its
public status to extend its lines or to provide passenger service, it should not use direct
subsidies to compete unfairly with privately-owned carriers."

Perhaps this legislative directive should have said it should not compete unfairly with
privately-owned carriers and other non-railroad related businesses. D espite the
legislature's wishes and growing criticism from other businesses, the ARRC has
entered into com petition with private enterprise ventures, most notably by owning 40
percent of a hotel at Ship Creek, wholly-owning and operating an RV park in Anchor-
age, leasing land for another RV park in Fairbanks, and is now embarked on ajoint
venture to operate barge service between Anchorage and the Puget Sound. The railroad
is even putting arestaurant in the ARRC headquarters building, further eroding any
incentive for rail passengers to visit downtown businesses.

Alaska Railroad O & A+ Produced and distributed by Rep. Terry Marlin « February 1997
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CS FOR HOUSE BILL NO. 55(TRA)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - FIRST SESSION
BY THE HOUSE TRANSPORTATION COMMITTEE

Offered:
Referred:

Sponsors):  HOUSE RULES COMMITTEE BY REQUEST OF THE LEGISLATIVE BUDGET AND
AUDIT COMMITTEE A BILL

FOR AN ACT ENTITLED
"An Act relating to the fiscal operations of the Alaska Railroad Corporation; and

providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1 Section 1(b), ch. 153, SLA 1984, is amended to read:
(b) It is the purpose of this Act to
(1) create a viable economic entity with the powers and duties
necessary to operate and manage the Alaska Railroad pending eventual transfer of the
railroad to the private sector for its ownership or operation or both consistent with

45 U.S.C. 1201 - 1214 (Alaska Railroad Transfer Act of 1982);

(2) provide for the level of transportation service that best satisfies the
needs of the people of the state consistent with the other findings and policies of this

section;

(3) create a public corporation with the powers, duties, and functions

needed to operate the Alaska Railroad and manage its rail, industrial, portj and other

-1- CSHB 55(TRA)
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properties in the best interest of the people of the state by ensuring that the corporation
will

(A) be [EXCLUSIVELY] responsible for the management of
the financial and legal obligations of the Alaska Railroad;

(B) operate the railroad as a common carrier subject to the
jurisdiction of the United States Interstate Commerce Commission consistent
with 45 U.S.C. 1207,

(C) have the ability to raise capital by issuing bonds upon
approval of the legislature exempt from federal and state taxation and applying
for federal money to which the state may be entitled or that may be available;

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

(E) provide the best possible combination of types and levels
of safe, efficient, and economical transportation to meet the overall needs of
the state, supported when necessary by state investment;

(F) provide for the prudent operation of the railroad according
to sound business management practices; [AND]

(G) preserve the integrity of the railroad utility corridor for
transportation, communication, and transmission purposes; and

(HD be subject to AS 37.07 (Executive Budget Act) and be
responsible for the operating, capital, and debt service expenditures of the

corporation in accordance with appropriations made bv the legislature;

(4) ensure that borrowing by the corporation does not directly

indirectly endanger the state’s own borrowing capacity.

* Sec. 2. AS 37.07.120(1) is amended to read:

(1) "agency" means a department, officer, institution,
commission, bureau, division, or other administrative unit forming the state
government and includes the Alaska Railroad Corporation. Alaska Pioneers’ Home*
and the University of Alaska, but does not include the legislature or the judiciary;

* Sec. 3. AS 42.40.100 is amended to read:
Sec. 42.40.100. Management by the board. The board is responsible for the

management of the corporation but shull delegate certain powers and duties to the chief

CSHB 55(TRA) -2-
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executive officer in accordance with AS 42.40.120. In managing the corporation* the
board shall

(1) be responsible for the management of the financial and legal
obligations of the Alaska Railroad;

(2) operate the Alaska Railroad as a common carrier subject to the
jurisdiction of the United States Interstate Commerce Commission consistent with 45
U.S.C. 1207;

(3) generally manage the corporation on a self-sustaining basis;

(4) in accordance with AS 37.07, apply to the legislature for an
appropriation with the concurrence of the governor to be used to

(A) fund the operating, capital, and debt service
expenditures of the corporation: and

HB) when necessary, provide a particular service that is not
otherwise self-sustaining if a subsidy is required to maintain that service;

(5) provide for safe, efficient, and economical transportation to meet
the overall needs of the state;

(6) raise needed capital by issuing bonds of the corporation upon
approval by the legislature while ensuring that borrowing by the corporation does not
directly or indirectly endanger the state’s own borrowing capacity;

(7) review all state and other land disposal proposals to aid in planning
for future development or expansion of transportation services;

(8) ensure that the procurement procedures of the corporation meet
accepted railroad industry standards;

(9) ensure that the accounting procedures of the corporation meet
generally accepted accounting principles consistent with industry standards for
comparable railroads.

* Sec. 4. AS 42.40.540 is amended to read:

Sec. 42.40.540. Appropriations. The corporation shall [MAY] request, in
accordance with AS 37.07. appropriations [THE CONCURRENCE OF THE
GOVERNOR, A DIRECT APPROPRIATION OR GRANT] from the legislature to
carry |ASSIST IN CARRYING] out the provisions of this chapter.

-3 CSHB 55(TRA)
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* Sec. 5. AS 42.40.920(b) is amended to read:
(b) Unless specifically provided otherwise in this chapter, the following laws

do not apply to the operations of the corporation:

(1) AS 19

(2) AS 30.15;

(3) AS 35

(4) AS 36.30, except as specifically provided in that chapter;

(5) AS 37.05;

(6) [AS 37.07;

(7)] AS 37.10.010 - 37.10.060;

£7) [(8)] AS 37.10.085;

£8) [(9)] AS 37.20;

£91 [(10) AS 37.25;

(11)] AS 38;

(10) [(12)] AS 44.62.010 - 44.62.320.

* Sec. 6. PREPARATION OF FIRST ANNUAL BUDGET UNDER AS 37.07. The
Alaska Railroad Corporation shall prepare its first agency program and financial plan under
AS 37.07 for consideration by the governor in the development of the governor's
recommended operating and capital improvements programs and financial plans that are
submitted to the legislature at the next regular session of the legislature that convenes
following the effective date of this Act.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).

CSHB 55(TRA) e
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The Alaska Railroad and the Executive Budget Act

Many representatives of the Alaska Railroad have spoken against HB 55.
Joseph Perkins, Commissioner of Transportation and a Member of the Alaska
Railroad Board said in our last Transportation meeting, "If it ain't broke,
don't fix it."

Former-Governor Sheffield asserted the Executive Budget Act would hinder
the ability of the Alaska Railroad to earn a profit. In 1993 and 1994 the
railroad lost nearly $6 million. Then in 1995 the railroad supposedly made
$7.8 million and another $8 million for 1996. However, at the end of each of
those profit years, the railroad received $10 million in federal subsidies. In
other words, there is already a question whether the railroad can earn a profit;
placing the ARRC under the Executive Budget Act won't change that concern
or its ability to earn a profit.

Governor Sheffield and Commissioner Perkins mentioned that the Executive
budget Act would hurt the railroad's ability to be flexible, to meet new market
demands, to react to changing situations, to make new capital investments
and to run a good railroad.

If freedom to operate is the railroad's concern then why did the railroad force
Anchorage Sand and Gravel to lease their own railroad cars. The ARRC did
not have enough cars for that company to move their product, thus
Anchorage Sand & Gravel was forced to ship 40 cars up to Alaska and lease

those same cars.

Being flexible and meeting market demands requires foresight. Currently, the
railroad uses 4-axle locomotives while every other railroad in the United
States uses 6-axle locomotives. The main difference is that a 4-axle
locomotive has the ability to haul about 40 cars while a 6-axle locomotive can
haul about 80 cars. If the railroad is concerned about making a profit, why
hasn't the railroad upgraded to 6-axle locomotives for efficiency and
proficiency? Also, the railroad has never in its 12 years of state-owned
operation, placed on paper a plan for expansion of service operations. The
railroad has always been comfortable with just getting by.

According to former-Governor Sheffied, this freedom to operate is being
jeopardized by this bill which would place the railroad under Executive
Budget Act. Past legislative Audits and concerns from local governments
have expressed that the Alaska Railroad Corporation is:

» Glving away Vvaluable state assets such as land and gravel



The Executive Budget Act doesn't force the Railroad to detail every
expenditure through nickel and diming, but the Executive Budget Act allows
for an open communication process between the Alaska Railroad
Corporation and its owners--the people of Alaska through their Governor
and their Legislature-which currently does not exist.
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The Alaska Railroad and the Executive Budget Act

Many representatives of the Alaska Railroad have spoken against HB 55.
Joseph Perkins, Commissioner of Transportation and a Member of the Alaska
Railroad Board said in our last Transportation meeting, "If it ain't broke,
don't fix it."

Former-Governor Sheffield asserted the Executive Budget Act would hinder
the ability of the Alaska Railroad to earn a profit. In 1993 and 1994 the
railroad lost nearly $6 million. Then in 1995 the railroad supposedly made
$7.8 million and another $8 million for 1996. However, at the end of each of
those profit years, the railroad received $10 million in federal subsidies. In
other words, there is already a question whether the railroad can earn a profit;
placing the ARRC under the Executive Budget Act won't change that concern
or its ability to earn a profit.

Governor Sheffield and Commissioner Perkins mentioned that the Executive
Budget Act would hurt the railroad's ability to be flexible, to meet new market
demands, to react to changing situations, to make new capital investments
and to run a good railroad.

If freedom to operate is the railroad's concern then why did the railroad force
Anchorage Sand and Gravel to lease their own railroad cars. The ARRC did
not have enough cars for that company to move their product, thus
Anchorage Sand & Gravel was forced to ship 40 cars up to Alaska and lease

those same cars.

Being flexible and meeting market demands requires foresight. Currently, the
railroad uses 4-axle locomotives while every other railroad in the United
States uses 6-axle locomotives. The main difference is that a 4-axle
locomotive has the ability to haul about 40 cars while a 6-axle locomotive can
haul about 80 cars. If the railroad is concerned about making a profit, why
hasn't the railroad upgraded to 6-axle locomotives for efficiency and
proficiency? Also, the railroad has never in its 12 years of state-owned
operation, placed on paper a plan for expansion of service operations. The
railroad has always been comfortable with just getting by.

According to former-Governor Sheffied, this freedom to operate is being
jeopardized by this bill which would place the railroad under Executive
Budget Act. Past legislative Audits and concerns from local governments
have expressed that the Alaska Railroad Corporation is:

» Giving away valuable state assets such as land and gravel



e Competing directly with private enterprise in the areas of hotels,
excavation and gravel sales, land disposal, and private tours.

* Unwilling to include the public in projects that effect the community,
often contrary to open public process requirements

« Unwilling to negotiate with local municipalities and governments
e Unwilling to follow local municipal zoning laws.

Another legislative audit pointed out ARRC's lack of corporate oversight in
expending corporation receipts. Former Governor Sheffield mentioned that
the railroad is owned by the residents of Alaska. If the residents of Alaska
read through the audit concerning Governmental Corporations' Board of
Directors and Executive Director Travel Expenses they would have been
appalled. The audit clearly shows the lack of concern by the CEO and the
ARRC board to use railroad money properly. For example, a four-day trip to
Florida by the CEO and his wife cost ARRC and the State of Alaska $6,721 in

airfare, meals and lodging.

Former Governor Sheffield shouldn't be blamed for the railroad's
inadequacies or lack of plans or purposes. Most of the concerns and problems
effecting the railroad were inherited not created by former Gov. Sheffield. His
strong defense and zeal concerning the ARRC are admirable. But placing the
railroad under the Executive Budget Act will not hurt the railroad.

Under the Executive Budget Act the railroad can still operate as a corporation
and decisions affecting the future are still made by the board and the CEO.
Under the Executive Budget Act, the railroad would submit a budget to the
Governor and Legislature like every other state agency and corporation.
Under the Executive Budget Act, there would be no concern that it is
unconstitutional for the railroad to be appropriating its own money.

Under the Executive Budget Act, concerns and audits effecting the railroad
could be brought forth to the legislature during the annual budget process and
the railroad could provide insight and seek appropriation for expansion of
services and rail lines. ARRC's concern that appropriations could only be
sought during session is ridiculous. Again, every other state agency and state
corporation continually and periodically refines and re-appropriates money
during the interim through the Legislative Budget & Audit Committee.

Why can't the legislature have oversight of its resources and facilities?
Simply, under the Executive Budget Act, the railroad will have to
communicate with the state about its plans for operations, its plans for
deferred maintenance and its plans to run the railroad, without the need of
the Legislature, the Legislative Budget & Audit Committee nor the
Governor's office to pull teeth for information.



The Executive Budget Act doesn't force the Railroad to detail every
expenditure through nickel and diming, but the Executive Budget Act allows
for an open communication process between the Alaska Railroad
Corporation and its owners-the people of Alaska through their Governor
and their Legislature-which currently does not exist.
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ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTE
Division of Legslative Audt

"eW A

P.0.Box 113300
June;m,AK 99811-3300
(907) 465-3830

November 16, 1994 FAX (907) 465-2347

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska Statutes, the attached report is
submitted for your review.

GOVERNMENTAL CORPORATIONS' BOARD 6 f DIRECTORS
AND EXECUTIVE DIRECTOR
TRAVEL EXPENSES

November 16, 1994

Audit Control Number
04-4503-95

The objective of this audit was to determine whether travel expenses incurred by
governmental corporations’ executive level directors and board members were reasonable and
necessary. Our review included the ten governmental corporations which incurred travel
expenses during FY 93 and FY 94 and whose governing board was active during this period.
This report contains a conclusion and the related findings and recommendations for each
governmental corporation. We have also included a listing of the names and home
residences for each board member and executive director along with a schedule of travel

expenses for FY 93 and FY 94.

The audit was conducted in accordance with generally accepted government auditing
standards. Fieldwork procedures utilized in the course of developing the Findings and
conclusions presented in this report are discussed in the Objectives, Scope, and Methodology

section of this report. "

RandyJL Welker, CPA
Legislative Auditor



Alaska Railroad Corporation (AS 42.40.010)
Aaska Ralroad Corporation is a public comoragion and 1S an inst ity of the State With
e R R SR

Purpose: The board is responsible for the management of the corporation to provide safe,
efficient, and economical transportation to meet the overall needs of the State.

Board Meetings: The board meets at least once every three months. The chairman or a
majority of the members of the board may call other meetings of the board as necessary.

Board Membership: The board consists of the commissioner of the Department of
Commerce and Economic Development, the commissioner of the Department of
Transportation and Public Facilities, and five members appointed by the governor. The five
appointed members must be registered voters except as provided. Except for the
commissioners and the member appointed under (5) below, a member may not be a state
officer or employee. Appointed members shall have the following qualifications:

(1) one member of the board shall be a person who has at least 10 years of experience
in railroad management; a person who is not a resident of the State may be appointed
under this paragraph;

(2) one member of the board shall be or have been an executive official of a United
States railroad and shall be selected in accordance with any requirements under 49
U.S.C. (Interstate Commerce Act); a person who is not a resident of the State can be
appointed under this paragraph;

3) at least one member shall be from each judicial district directly served by the Alaska

Railroad;
(4) one member shall have at least five years experience as an owner or manager of a

business in the State; and
(5) one member shall be an employee who is a member of a bargaining unit representing

employees of the corporation.

ALASKA STATE LEGISLATURE D[VISION OF LEGISLATIVE AUDIT



Alaska Railroad Corporation

Enabling statutes entitle the Alaska Railroad Corporation’s (ARRC) governing board to per
diem and travel allowances as authorized by law for members of state boards and
commissions as established by the AAM. The applicability of these travel policies and
procedures to ARRC’s executive director, who has also been appointed as a board member,
is not as clear.

The confusion arises because while board members are required to adhere to the AAM,
ARRC has been given statutory authority to establish its own internal travel policies and
procedures. ARRC's executive director is both an ARRC employee and a member of its
governing board.

Compliance with internal policies and procedures

ARRC has developed a comprehensive set of travel policies and procedures. A review of
individual travel expense reports has shown that except for two specific areas, ARRC has
complied with their corporate travel policies and procedures. The two specific areas we
noted were the purchase of full fare coach tickets without 'supporting explanation and
reimbursement of laundry expenses in excess of that allowed by ARRC policy. Specifically,
ARRC procedures require all full fare tickets, except those between Anchorage and
Fairbanks, have an explanation of why it was necessary to purchase the full fare instead of
a reduced fare ticket. Additionally, ARRC procedures allow the reimbursement of laundry
expenses only when they are incurred on trips of more than three nights.

Compliance with the State’s Alaska Administrative Manual

ARRC has not complied with statute requiring its board members follow the AAM s travel
policies and procedures. Management was unaware that statute required board member travel
comply with AAM’s travel provisions. At the time of our review, ARRC did not possess
a copy of these policies. Accordingly, our review concluded that important controls over the
management of travel mandated by the AAM were lacking. See Recommendation No. 3 in
the Findings and Recommendations section of this report. Specifically, we noted three areas

of departure from the AAM.

. Pre-approval: Travel by the board, specifically the purpose and estimated costs, did
not receive prior approval. ARRC did not obtain from the Department of
Administration pre-approval of lodging costs greater than $200 a night. Additionally,
no pre-approval was obtained from the Office of the Governor for foreign travel. The
AAM provides for several levels of pre-approval depending on the destination,
associated costs, and the types of travel expenses requested for reimbursement. Pre-
approval of travel is a control to ensure that the purpose of travel and estimated cost

is reasonable and necessary.

¢ Cost limitations: Standard ARRC procedure is to reimburse meals and lodging based
on actual costs incurred. The AAM requires travellers be paid a standard meal

ALASKA STATE LEGISLATURE DIVUION OF LEGISLATIVE AUDIT



allowance in place of reimbursing for actual meal expenses unless travel is to a
foreign country. Further, AAM permits the reimbursement of actual lodging cost only
when it can be demonstrated that estimated lodging costs combined with the meal
allowance exceed the standard daily per diem allowance. Hotel surveys are required
to demonstrate - that actual lodging expenses represent the most economical
accommodations available.

Additionally, a review of travel expense reports showed that it is common practice
for ARRC’s to pay the full coach rate for airfare. The AAM requires travel be
accomplished by the most direct and efficient means possible. Travellers are directed
to procure discounted airfare whenever possible.

. Documentation: Incidental expenses were poorly supported. The AAM requires
receipts for all expenses in excess of $15 and limits the reimbursement of unreceipted
expenses to $30 per trip. A review of travel vouchers showed several instances where
board members were reimbursed for unreceipted expenses in excess of $15.

Reimbursement for costs associated with questionable travel

We guestion whether certain travel costs incurred by ARRC were for a demonstrable public
purpose. While some questions relate to the underlying necessity of an entire trip, others are
limited to specific travel costs allowed by ARRC. See Recommendation No. 4 in the
Findings and Recommendation section of this report.

Examples of specific travel costs allowed by ARRC include: membership fees to airport
lounges, fees for personal credit cards, and costs for babysitting services while on travel
status. The Alaska Constitution requires that public funds be used only for a public purpose;
the items above are generally more personal in nature and should not be allowed.

ARRC's policy allows for the corporation to pay for travel or entertainment expenses of a
spouse only for an approved business purpose and with advance written approval of the
executive director. In March 1991, the executive director, in a memorandum to the board
chairman, requested approval for his wife to accompany him to the National Freight
Transportation Association (NFTA) conferences. The approval was requested subject to the
railroad’s economic condition.

The public purpose served by spousal travel expenses is not readily apparent. Unless the
public purpose can be clearly demonstrated, ARRC should not spend corporate funds for
such travel costs. Additionally, the federal tax consequences should be thoroughly reviewed
by the corporation to ensure that spousal expenses are reported correctly.

Further, the cost/benefit nature of some travel by ARRC is unclear. Specifically, we
guestion the attendance by the executive director, another corporate executive, and their
spouses to the semi-annual NFTA conferences. These conferences arc intended to be
primarily social in nature (see sidebar on the next page).

ALASKA STATE LEGISLATURE division OF LEGISLATIVE AUDIT



Also, ARRC’s executive director travels
to Seattle and Fairbanks several times a - IAA- NATIONAL FREIGHT , -
year to attend employee group birthday > TRANSPORTATION-ASSOCIATION

lunches. These events are catered and _ _ o o
The National Freight Transportation Association ,

pald for by _the corporation. The (NFTA) i*'a-group of. about 300 transportation. 3
luncheons are intended to promote open exeratives]and thefc principal customers. The '
communication between senior purpose ofthe organization and its conferences is

management and line employees.
ARRC should re-evaluate benefits
derived from employee group birthday
luncheons to confirm that these benefits

exceed their related costs.
ATIWIrNFTASs;,conferences/?,unlike traditional

i"husiiv” conferences Whose: agendas commonly

ARRC corpo.r.ate policies rgqglre tokens fiidude>TeyenA ~panel discussions,.. ’
of recognition, appreciation, and f speakers,Aand >training,£ workshops/,. consist -
sympathy be considered personal "primarily of social events such as tennis and golf. ]

ARRC paid forthe executive directorand his wife 1
- to attend the NFTA confeiehaafAccording to the
"executive director, spouses play an importantroleys

expenses and are not reimbursed without
proper approvals. However, ARRC
paid for the executive director and
another corporate executive to travel to
Phoenix, Arizona to attend a funeral. «During.fiscal year**1993 and 1994>' ARRC paid’

We agree with ARRC’s basic policy that . over $16,700 for its executive director and spouse
to attend, the NFTA ~conferences. We found ;

fattendlng afuneralis |.nher'ently personal lodgingV coats =assAatAT-.ydth the-' NFTA
in nature and the cost in this case should conferences:to be exceedingly high... Nightly
not have been bome by ARRC. -k lodging costsrahgedfrorna low of approximately.

Corporate entertainment policies

ARRC has established policies and
procedures permitting entertainment expenses.

Entertainment costs such as meals and refreshments may be submitted for
reimbursement only when business directly related to, or associated with,
essential ARRC business is conducted during the meal or event. To be

reimbursable:

A. There must be actual conduct o fbusinessfrom which the ARRC expects
to derive more than a goodwill business benefit OR

B. The entertainment must be in the nature of compensation for services or a
prize to non-employees.

The business entertaining must occur in a place or in surroundings conductive
to a business discussion and must involve a substantial and bonafide business
meeting. Expenses must not be lavish or extravagant. Report details of all
business entertainment expenses on the back of the expense form. The
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"Business Purpose” must include a description of the business topic(s) of
discussion.

Entertainment expenses incurred by an employee which do not meet the above
criteria are considered personal expenses of the employee and are not
reimbursable.

Additionally, upon pre-approval by the executive director, ARRC policies permit an
employee to entertain at his/her home residence. Entertainment and business meal expenses
were commonly incurred in conjunction with the executive director and board member travel.
ARRC's board of directors and executive director incurred over $3,100 in business meals and
over $4,400 in entertainment costs in conjunction with travel. Examples of entertainment
related expenses include, in part: golf fees, meals including alcohol, and hosting involving
foreign travel.

Use of legislative lobbyist by ARRC

W hile reviewing details related to entertainment costs incurred by ARRC we observed that
some costs were related to business meals for ARRC corporate executives, legislators, and
a lobbyist hired by ARRC.

Alaska Statute 42.40.705 prohibits the use of ARRC money, assets, or property of the
corporation to be used for political activities. However, the statute does allow board
members and employees to communicate with and appear before committees of Congress,
the legislature, and municipal governing bodies in connection with matters directly affecting

the corporation.

The use of corporate assets for business meals attended by ARRC employees, legislators, and
a lobbyist appears to be in conflict with AS 42.40.705. ARRC should establish clearer
guidelines for what costs can be incurred when “communicating” with the legislature.
Additionally, while the statute provides for board members and employees to communicate
with and appear before the legislature, it does not provide for corporate assets to pay for
non-employees. As a result, it appears the use of corporate funds to pay for the services of
a registered lobbyist is in violation of AS 42.40.705.
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Alaska Railroad Corporation

Recommendation No. 3
ARRC board should comply with AAM travel policies and procedures.

Alaska Statute 42.40.050 entitles ARRC’sboard to per diem and travel allowances authorized
by law for members of state boards and commissions. Alaska Statute 39.20.180 requires that
members of state boards and commissions adhere to travel policies and procedures adopted
by the commissioner of the Department of Administration as established by the AAM.

Currently, ARRC’sgoverning board is following the corporation’s internal travel policies and
procedures. A comparison of ARRC’s internal policies and procedures to those in the AAM
identified several material differences. A discussion of the significant differences follows:

. Pre-approval: The AAM provides for several levels of pre-approval depending on the
destination, associated costs, and the types of travel expenses requested for
reimbursement. ARRC procedures do not require any formal approval for board

travel.

. Cost limitations: The AAM requires travellers be paid a standard meal allowance in
place of reimbursing for actual meal expenses unless travel is to a foreign country.
Further, AAM permits the reimbursement of actual lodging cost only when it can be
demonstrated that estimated lodging costs and meal allowance exceed the standard
daily per diem allowance. Hotel surveys are required to demonstrate that actual
lodging expenses represent the most economical accommodations available. Standard
ARRC procedure is to reimburse meals and lodging based on actual costs incurred.

A review of travel expense reports showed that it is ARRC’s common practice to pay
the full coach rate for airfare. The AAM requires travel be accomplished by the most
direct and efficient means possible. Travellers are directed to procure discounted

airfare whenever possible.

. Documentation: The AAM requires receipts for all individual expenses in excess of
S15 and limits the reimbursement of unreceipted expenses to $30 per trip. ARRC
requires receipts for only those expenses whose total exceeds $25 per day.
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ARRC'’s corporate policies are generally less restrictive than those in the AAM. While the
board has historically followed the less restrictive corporate policies, statute requires that the
board adhere to the more restrictive AAM travel policies and procedures.

Therefore, we recommend ARRC establish the procedures necessary for processing board
travel expense reports in compliance with the State’s AAM.

Recommendation No. 4

ARRC should limit travel expenses to only those necessary to conduct official AKRC
business.

A review of travel expense reports identified specific expenses which we believe are
unnecessary, unreasonable, or both. Unnecessary travel-related expenses included:
membership fees to airport lounges, fees for personal credit cards, cost for babysitting
services, and travel expenses to attend a funeral out of the State. Unreasonable costs include
nightly lodging costs associated with the NFTA conferences that ranged from approximately
$370 to over $600. Costs incurred as a result of spouses attending NFTA conferences are

both unnecessary and unreasonable.

The Alaska Constitution provides that public funds be used only for a public purpose.
ARRC management, as custodians of the public’s funds, is responsible for administering this
constitutional provision. ARRC’s governing board and executive director have a pivotal role
in setting the standard for permissible travel expenses allowed by the corporation. These
standards contribute to the overall control environment of the corporation.

Many factors should be considered prior to the approval of travel and its related costs.
These factors should include determining: if the purpose of the trip is consistent with the
corporation’s mission, if the purpose and related cost are consistent with constitutional and
statutory restrictions, and if the financial condition of the corporation allows for the travel-
related costs. Once travel has been determined to be consistent with the corporation’s
mission and is in compliance with constitutional and statutory provisions, the cost of travel
should be weighed against the benefits expected to be obtained.

ARRC management believes the travel costs identified above were necessary and reasonable
and, therefore, represent valid corporate expenses. We believe that this conclusion by ARRC
management does not give sufficient weight to limiting the use of corporate funds for
expenses that are clearly for a public purpose. As a result, corporate funds are being used

for costs that are unnecessary and/or unreasonable.

Therefore, we recommend ARRC limit the use of corporate funds for business-related travel
expenses that are both necessary and reasonable. Further, ARRC should amend travel
procedures to eliminate the provisions that allow corporate funds to be used for inappropriate

travel costs.
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ALASKA RAILROAD corporation

Corporate Address: P.O. Box 107500, Anchorage, Alaska 99510
327 W. Ship Creek Avenue, Anchorage, Alaska 99501

VIA FACSIMILE AND EXPRESS MAIL
December 28, 1994 e xecutive o ffices

Telephone (907) 265-2414

Facsim ile (907) 258-14586

Randy S. Welker

Legislative Auditor

Division of Legislative Audit

Legislative Budget and Audit Committee

Alaska State Legislature mm

P.O. Box 113300

Juneau, Alaska 99811-3300 LI AINEADT

Dear Mr. Welker:

Thank you for the opportunity to respond to the preliminary report on Governmental
Corporations' Travel Expenses. We are pleased by your findings that we are in
compliance with Alaska Railroad Corporation's ("ARRC's") comprehensive internal
travel policies and procedures.

While several of the report's comments, especially regarding the need to travel as
economically as possible, are well taken, we are concerned with the report's basic
premise of treating ARRC as if it were a State line agency. As you are aware, ARRC
was established by the 1984 Alaska State Legislature as an independent corporation
managed by a seven member board of directors. According to the legislative findings
that form the preamble to the Alaska Railroad Corporation Act ("ARCA"), our directors
are exclusively responsible for the management of the financial and legal obligations
of the corporation. To that end, ARCA exempts ARRC from various budgetary
statutes (for example, wholesale provisions of Title 37 of the Alaska Statutes, "Public
Finance"), as well as other statutes that would unduly restrict its ability to operate
competitively as a quasi-public, quasi-private transportation company.

As you are also aware, the ARRC does not operate on appropriations from the State
treasury; instead, it is mandated to fulfill its mission on a self-sustaining basis,
operating as an interstate common rail carrier. To date, we have complied with this
legislative mandate. ARRC has and will continue to comply with all provisions of
State statutes that are expressly applicable to it as an independent corporation.

We will respond to specific issues raised by your report in the order in which they
were presented.

-169-



Letter to Mr. Welker
December 28, 1994
Page 3

receipts for such expenses are produced. We believe those procedures provide
appropriate control, and the process saves the corporation money. Unnecessary and
unwarranted expenses are never reimbursed. Moreover, the cost of administering
wholly separate systems of accounting controls for reimbursing directors and
employees would surely be inconsistent with the corporate mandate of prudent and
sound business management prac ces.

Recommendation No. 4

We agree that ARRC funds should be administered to insure that the use of corporate
funds for business-related travel expenses are both necessary and reasonable. This
is mandated by the legislative direction to follow sound business practices as well as a
general sense of frugality in the current business climate. We have made every
attempt to achieve these goals and agree that some change in our internal procedures
is warranted. However, it is important to recognize that railroad industry customs and
the highly competitive transportation arena in which we operate influence many of the
choices we make, which may not be customary in government practice. Your report
strongly criticizes ARRC's attendance at the National Freight Transportation
Association ("NFTA") conferences. NFTA has been in continuous existence since
1905. Since then, senior executives of every major rail, water and truck carrier in
North America have been attending these meetings along with their principal freight
transportation users. Itis also customary and expected that spouses attend and play
a significant role in the networking process that occurs throughout the meeting.

It is doubtful that this practice would have continued for 90 years if no value came
from these meetings. In addition, the cost to ARRC in both money and time for the
same two executive officers to attend separate meetings with key industry leaders and
our principal customers (in other words, to derive the same value) would be
enormous. While it is true that the meetings include an array of social activities, the
contacts that ARRC has been able to make at these meetings have proven to be
valuable to the corporation. We are convinced that our attendance at NFTA is vital to
our business health. However, we will continually reappraise all such outside activities
to ensure the corporation receives a benefit at least equal to the cost of the activity.

Use of Legislative Lobbyist

Lastly, your report states that ARRC's employment of a registered lobbyist to
communicate with the legislature on ARRC's behalf on matters affecting the
corporation "appears" to violate the ban on political activities found in AS 42.40.705.
We believe this statement is incorrect for two reasons.

First, it is our understanding that the phrase "political activities" refers only to those
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activities related to a partisan election campaign. Our research indicates that the
purpose of laws prohibiting the expenditure of public funds on political activities is to
prevent the holders of government authority from perpetuating themselves or their
allies in office. Legal authorities which have discussed this issue draw a distinction
between the impermissible use of public funds to support a particular candidate or
ballot initiative and the generally accepted practice of expending public funds by
government agencies for legislative "lobbying" efforts. The reason for this distinction
is that while the use of public funds to support a particular candidate undermines or
distorts the political process, the legislative process in fact contemplates that al]
interested parties, including public agencies, will attend legislative hearings to explain
the potential benefits or detriments of proposed legislation. See, e.g.. Alaska Attorney
General's Opinion J-66-690-81.

Second, AS 42.40.705 specifically grants ARRC the authority to engage in "lobbying"
types of activities. Since ARRC has the express authority to communicate with the
Alaska Legislature on matters affecting the corporation, we believe that it is irrelevant
whether such activity is performed by an employee, a board member or a person
temporarily employed to provide this service. Since ARRC has no employees based
in Juneau, it is much more cost efficient for ARRC to hire a Juneau resident to act as
our legislative representative than to send one of our employees to Juneau for four
months. In short, contracting for such services with an individual who resides in
Juneau and has considerable experience with the Alaska Railroad makes good

business sense.

Thank you again for the opportunity to comment on the draft report. We hope the
information contained in this letter assists your staff in understanding the unique
position of ARRC under its governing statutes.

cc: ARRC Directors



LEGISLATIVE BUDGET AND. AUDIT COMMITTEE
Division of Legslative Audit

P.O. Box 113300
Juneau, AK 99811-3300
(907) 465-3830

January 5, 1995 FAX ®07) 465-2347

Members of the Legislative Budget
and Audit Committee:

We have reviewed the responses to our preliminary report from all corporations and have the
following comments and clarification on the following.

Alaska Aerospace Development Corporation (AADC)

AADC stated that its internal audit of travel-related transactions occurred prior to notification
of our audit. Per our review of AADC’s internal audit, documents were revised beginning
approximately July 6, 1994. While our on-site review of AADC board member and
executive director travel did not occur until August 8,1994, an engagement letter announcing
the purpose of our audit was mailed to AADC July 1, 1994. Since AADC’s internal audit
of travel commenced in July and an engagement letter was mailed to AADC July 1, 1994,
we concluded that AADC'’s internal audit of travel expenses was concurrent with our
review.

Alaska Railroad Corporation (ARRC)

Before responding to specific points raised in ARRC’s response to our preliminary report,
we will first comment on ARRC'’s existence as a governmental corporation. ARRC argues
that the audit treated ARRC as it would a typical state line agency and specifically states that
“ARRC does not operate on appropriationsfrom the State treasury.” ARRC also opines that
exclusive authority over ARRC finances, including travel expenses of its board, rests with
ARRC's board of directors and again sites the lack of legislative appropriations to the

corporation.

We recognize that the originating statutes exempt ARRC from a number of statutes and
regulations which effectively gives the corporation much more administrative independence
than permitted to more traditional state agencies. However, it should be noted that all assets
of the corporation are owned solely by the State. Therefore the residents of Alaska and
certainly the legislature, which represents the residents of Alaska, have the vested right to
be informed on the financial soundness of the corporation’s management practices and the
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economic stability of the corporation as awhole. It is under this basic premise that our audit
reviews the travel expenses of ARRC’shoard members and executive director, just as it does
the other nine governmental corporation within our scope.

In general, ARRC takes exception to the application of the State’s Administrative Manual
travel guidelines to the travel expenses of ARRC’s board members. ARRC bases this on two
specific points. First, ARRC argues that Alaska Statute 42.40.710 intended to exempt the
corporation from Title 39 which includes the state travel regulations. Alaska Statute
42.40.710 reads, in part, "the provisions of AS 39 do not apply to employees of the
corporation.” (emphasis added)

We recognize that this passage exempts the employees of the corporation from the State’'s
general travel guidelines. However, ARRC’s board members, with the exception of Robert
Hatfield Jr., who also serves as CEO, are not employees of the corporation and do not fall
under this exemption. Further, the board of directors is explicitly tied to state travel
guidelines by Alaska Statute 42.40.050(b) which reads: "In addition to compensation under
(a) of this section, an appointed member of the board is entitled to per diem and travel
expenses authorized by law for state boards and commissions.”

As established in the Background Information section of the audit, members of state boards
are entitled to reimbursement of travel related expenses to the same extent and under the
same conditions, as provided for state employees and officials. Travel regulations are
addressed as policies and procedures in the State’s Administrative Manual. Therefore, we
continue to conclude that the travel provisions of the State’s Administrative Manual apply

to ARRC’s board of directors.

Secondly, ARRC argues that the word “entitled” in the above statute merely establishes a
minimum level of reimbursement for travel related expenses and does not prohibit ARRC
for paying more than the travel provisions of the State’s Administrative Manual permit. We
disagree with the interpretation that the word entitle sets a minimum level of reimbursement.

The Blacks Law Dictionary sixth edition defines the word entitle as "to qualify for; to
furnish with proper grounds for seeking or claiming.”

We therefore interpret "entitle” in the above starute as meaning a member of the board of
directors has proper grounds for claiming travel expenses as v -11 - member of a state
board or commission. Hence, no proper ground exists by which ARRC board members may
seek payment of travel expenses prohibited by the State’s Administrative Manual.

We have also reviewed ARRC's position that the use of a lobbyist does not violate the ban
on political activities found in Alaska Statute 42.40.705. In light of ARRC’s comments, we
continue to emphasize the need for clear guidelines as to what constitutes permissible
“communication” with the legislature and what constitutes the unlawful use of ARRC assets
for political activities. Further, we continue to be unable to reconcile the expenditure of
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ARRC funds to hire a registered lobbyist with the statutory prohibition against the use of
funds for political activities found in Alaska Statute 42.40.705.

Alaska Science and Technology Foundation (ASTF)

ASTF notes that the audit identifies the incorrect board member as chairman.. In response
to this new information, we have updated the report to recognize the appropriate ASTF board
member as chairman.

The administrative authority for the Alaska Science and Technology Foundation was
transferred from the Department of Revenue to the Department of Commerce and Economic
Development effective July 1, 1994. We acknowledge that the recent transfer of
administrative authority has led to the strengthening of controls over most of the issues
identified in the report.

Legislative Auauor

ALASKA STATE LEG!SLATVSE DIVISION OK LEGISLATIVE aVDIT



Alaska Railroad Corporation
Composition of Governing Board and Executive Officer

as of June 30, 1994

Name

Loren H. Lounsbury
Frank X. Chapados
Michael Olson
Dale Lindsey

Paul Fuhs, Commissioner
Department of Commerce and Economic Development

Bruce Campbell, Commissioner
Department of Transportation and Public Facilities

Robert S. Hatfield, Jr.
ARRC President and CEO

Former Board Members

FY 93 or FY 94

Frank Turpin, Commissioner
Department of Transportation and Public Facilities

Board Position
Chairman
Vice Chairman
Board Member
Board Member

Board Member

Board Member

Board Member

Board Member

Home Residence
Anchorage
Fairbanks
Anchorage

Seward

Juneau

Juneau

Anchorage

Juneau



Date
Departed

Destination

Date
Returned

Robert S. Hatfield, Jr., President and CEO

07/02/92

09/02/92

09/04/92

09/11/92

09/18/92

10/01/92

10/15/92

11/19/92

1.1/23/92

12/02/92
12/05/92

12/06/92

12/10/92

01/11/93

01/27/93

Fairbanks, Alaska

Fairbanks, Alaska
Phoenix, Arizona
Fairbanks, Alaska
White Sulphur Springs,
West Virginia

Seattle, Washington

Seoul, Korea

Seattle, Washington

Seattle, Washington

Fairbanks, Alaska
Fairbanks, Alaska

Seattle, Washington
Fairbanks, Alaska
Edmonton, British

Columbia

Fairbanks, Alaska

08/04/92

09/02/92

09/05/92

09/11/92

09/23/92

10/02/92

10/30/92

11/20/92

11/24/92

12/02/92
12/05/92

12/08/92

12/10/92

01/12/93

01/27/93

ALASKA RAILROAD CORPORAT ION

TRAVEL RELATED EXPENSES
FISCAL YEAR 1923
Transportation
Purpose Costs

Employee birthday lunch and 125

Denali Carto inspection trip

Employee birthday lunch 250

Attend funeral 1,092

Board meeting 173

Attend National Freight 1,322

Transportation Association

Conference

Mv<t with Brent Steinecker at 298

Crowley Marine

Work on Suneel Contract; 2,714

Promote Alaska Tourism;

Promote Real Estate

Development and raise funds

Meet with Crowley Marine 895

Meet with Princess Tours and 895

Holland America

Employee birthday lunch 346

Employee Christmas party 194

Meet with Hydrotrain, 895

Westours, and Princess Tours

Customer Appreciation 346

reception

Meet with CN Rail 1,351

Meet with hotel and motel 368

association

Meals/LodeinK

131

2,937.

Other

14

642

32

457

Entertaimat
6t/or Business
Meals

70

627

153

40

21

Total

243

257

1,157

173

5,376

531

6,730

920

1,028

346
194

U224

499

1,601

396
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Date
Departed

Destination

Robert S. Hatfield, Jr. (cmhrued)

02/03/93

02/08/93
02/20/93
02/24/93
03/08/93

03/15/93

03/23/93

03/25/93

04/05/93
04/23/93
04/27/93
04/29/93

05/22/;3
06/15/93

Juneau, Alaska

Juneau, Alaska
Anchorage, Alaska
Fairbanks, Alaska
Juneau, Alaska

Juneau, Alaska

Juneau, Alaska

Phoenix, Arizona

Juneau, Alaska
Fairbanks, Alaska
Tulsa, Oklahoma
Seattle, Washington

Fairbanks, Alaska
Fairbanks, Alaska

Susan HalfielJ, President's spruje

09/18/92

West Virginia

Date
Returned

02/04/93

02/10/93
N/A
02/24/93
03/11/93

03/18/93

03/23/93

03/30/93

04/07/93
04/23/93
04/27/93
04/30/93

05/22/93
06/15/93

09/23/92

ALASKA RAILROAD CORPORAT ION

TRAVEL RELATED BEXPENSES
FISCAL YEAR 198
Transporlalion
Purpose Costs

Meet with Senate Transp. 444

Committee regarding SB 38

(Sale of ARRC)

Meet with various legislators 44

Legislative issues -0-

Employee birthday lunch 368

Meet with various legislators 44

regarding SB 38 (Sale of ARRC)

State chamber meeting and 44

meet with various legislators

Meet with various legislators 44

including House and Senate

Transportation Committee

National Freight 635

Transportation Association

Conference

Meet with various legislators 44

Employee birthday lunch * 368

Mapco negotiation 1695

Attend Marketing Customer 8%

Appreciation reception

KR week Open Mouse 368

Rail inspection trip 3

National Freight 132

Transportation Association
Conference

Meals/Lodnirig

183

287

265

Oilier

37
4

Entertainment
ir/or Business
Meals

27

250

10

Total

818
27
413
1,002

816

2,697

81
375
177
1333

413

132



Date
Departed Destination
susan Hatfield (CnNUEd)

03/25/93 Phoenix, Arizona

Rotert and Sutan Hatfield

Loren H. Lounsbury, Chairman
10/04/92  Juneau, Alaska
10/17/92  Seoul, Korea

Osaka, Japan

Hong Kong

02/08/93 Juneau, Alaska

Juneau, Alaska

03/15/93

04/29/93  Seattle, Washington

Frank X. Chapados, Vice Chairman

07/22/92  Anchorage, Alaska
09/09/92  Anchorage, Alaska
11/16/92  Anchorage, Alaska

Date
Returned

03/30/93

10/07/92
10/29/92

02/10/93

03/18/93

05/02/93

07/22/92
09/11/92
11/18/92

ALASKA RAILROAD CORPORATION
TRAVEL RELATED EXPENSES
FISCAL YEAR 1983

Purpose

National Freight
Transportation Association
Conference

Attend State Chamber meeting

Meet with Suneel regarding
export coal contract

Meetings regarding
sponsorship of Ship Creek
tourist amenities

Promote Ship Creek financing

AK Visitor Association meeting
and meet with Senate Transp.
Committee regarding SB 38
(Sale of ARRC)

Meet with legislators regarding
SB 38 and HB 23 (Sale of
ARRC); attend State Chamber
meeting

Rail-barge inspection

Attend ARRC Board Meeting
Attend ARRC Board Meeting
Attend ARRC Board Meeting

Transportation
Costs

2,747

LR 3

Meals/Lodging

-0-

318
2552

164

307

237

Entertainment
4t/or Business

Other Meals

-0-

1 Subtotal .

495

27

21

20
1317

342

Total

A8 =

7111

762

1,120

125

116
o1l



Date o
Hon.irlprl Destination
Michael Olson, Board Member
00/24/92  Seattle, Washington

02/28/93 Seattle, Washington
04/29/93  Seattle, Washington

Paul Fuhs, Board Member
07/21/92 Anchorage, Alaska
09/10/92 Anchorage, Alaska
11/17/92  Anchorage, Alaska
06/01/93 Anchorage, Alaska
Frank G. Turpin, Board Member
08/03/92 Anchorage, Alaska

Boardwembers i

Date
Returned

N/A

03/14/93

05/01/93

07/21/92
09/11/92
11/19/92
06/06/93

08/03/92

ALASKA RAILROAD CORPORAT ION
TRAVEL RELATED EXPENSES
FISCAL YEAR 1923

Purpose

Meet with Mapco as board
member

Report on Crowleg Seattle
Operations for Robert Hatfield

Customer apBreciation dinner
and observe barge operation

Attend ARRC Board meeting
Attend ARRC Board meeting
Attend ARRC Board meeting
Attend ARRC Board meeting

Attend ARRC Board meeting

Transportation
Costs

895

433

EERE

Meals/Lodging

75

213

36

Entertainment
Sc/or Business
Other Meals
-0- -0-
1% 64
24 -0-
-0- -0-
-0- -0-
53 -0-
-0- -0-
5 -0-
( Stbtotal
FY BTotal

T(ta

75

1153

ii58
695
657

495

o3
8t
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Date
Departed

Destination

Date
Returned

Robert S. Hatfield, Jr., President and CEOQ

07/01/93

07/13/93

08/05/93

08/10/93
09/14/93
09/18/93

10/12/93

10/18/93
10/26/93
12/18/93

01/10/94

01/20/94

01/22/94

02/01/9%4

Fairbanks, Alaska

Clear Airforce Base,
Alaska

Fairbanks, Alaska

Fairbanks, Alaska
Fairbanks, Alaska
Seoul, Korea

Seattle, Washington

Fairbanks, Alaska
Fairbanks, Alaska
Fairbanks, Alaska

Salt Lake City, Utah
Edmonton, British
Columbia

Fairbanks, Alaska

Houston, Texas
Seattle, Washington

Fairbanks to
Anchorage, Alaska

07/02/93

07/13/93

08/05/93

08/11/93
09/14/93
09/22/93

10/15/93

10/18/93
10/26/93
12/18/93

01/14/94

01/20/94

01/27/94

one way

ALASKA RAILROAD CORPORATION
TRAVEL RELATED EXPENSES

FISCAL YEAR 19X

Purpose

Employee hirthday lunch

Meet with Clear AFB
commander regarding coal and
other matters

Accompany ARRC customers
on train

Hy-rail track inspection
Attend ARRC board meeting

Meetings with Suneel Coal
regarding contract renewal

Meet with representatives of
Canadian National and Seattle

office operations re%arding
Canadian National barge
contract

Hy-rail track inspection
Employee birthday lunch

Attend Fairbanks Employee
Christmas party

Meet with Mapco and Canadian
National regarding contracts

Attend birthday lunch and
Marketing Customer
Appreciation reception

Enslar board meeting
Meet with TOTE Seattle office

Hy-rail inspection trip

Transportation
Costs

31

79

8

2333

318

116
116
116

1339

376

Meals/Lodeine

Entertainment
it/or Business

4

Tolal

367
311

7

3315

1025

247

116

1969

457



Date o
Dyarted Destination

Robert S. Hatfield, Jr. (COMGNUEd)

02/03/94  Fairbanks, Alaska
02/28/94 Ketchikan, Alaska

03/14/94  Las Vegas, Nevada

Vancouver, British
Columbia

04/14/94 Palm Beach, Florida
05/02/94  Seattle, Washington

Susan Hatlield, President's spouse
04/14/94  Palm Beach, Florida

Robert and Susan Hatfield

Loren H. Lounsbury, Chairman
09/17/93  Seoul, Korea
12/02/93  Seoul, Korea

04/17/94  Atlanta, Georgia

Dale
Returned

02/04/94
03/01/94

03/17/94

04/18/94

05/03/94

04/18/94

09/22/93
12/08/93

04/21/94

ALASKA RAILROAD CORPORAT ION
TRAVEL RELATED EXPENSES
FISCAL YEAR 1934

Purpose

Attend employee TQM meeting
Speak at Ketchikan Rotary Club

Speak at "The Alaskans
Convention"

Meet with Canadian National
regarding barge contract

Attend National Freight
Transportation Association
Conference

Meeting with the Canadian
National and Crowley regarding
barge contract

Attend National Freight
Transportation Association
Conference

Suneel coal contract negotiation

International trade meeting
regarding Alaska resource
exports

Intermodal Transportation Expo

Transportation
Costs

183
588
1356

1784

513

1731

2333
2333

1692

Meals/Lodging

93

112

186

2,768

599

Other

9
129

5P

317

103
283

ertamment
OF Business

Meals

Subtotal

2158
698

Total

380
829

1,600

4953

665

1781

19,392

5193
3998

2627



Date

Departed Destination

Frank X. Chapados, Vice Chairman

10/22/93 Anchorage, Alaska
11/22/93  Anchorage, Alaska
01/19/94  Anchorage, Alaska
01/28/94  Anchorage, Alaska
Paul Fuhs, Board Member

07/13/93 Anchorage, Alaska
11/23/93  Anchorage, Alaska
05/18/94  Anchorage, Alaska

Bruce A. Campbell, Board Member

11/22/93  Anchorage, Alaska

Board Merrters

Date
Returned

10/22/93
11/23/93
01/19/94
01/28/94

07/10/93
11/23/93
05/19/94

11/24/93

4. e

Lax =nix- »

ALASKA RAILROAD CORPORATION
TRAVEL RELATED EXPENSES
FISCAL YEAR 19%4

Transportation
Purpose Costs
Attend ARRC hoard meeting 116
Attend ARRC hoard meeting 116
Attend ARRC hoardmeeting 183
Attend special board meeting 168
Attend ARRC hoard meeting 444
Attend ARRC hoard meeting 44
Attend ARRC hoard meeting a4
Attend ARRC board meeting 39
L kIMm, caJull. 14nF* Lt " Al
*1 - o>, *  etaMl M-JL'V e i e Afil *

Meals/Lodging

78

134
36

115

209

Entertainment
&/or Business
Other Meals
6 -0-
10 -0-
0 0
55 -0-
20 -0-
5 -0-
0 0
15 -0-
- Sutotdl
FY 3 Total

Total

122

204

223

598
485

559

623

Ugo
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COMWENISCHSB42/ HBSS

Submitted by the Alaska Railroad Corporation
to the House Transportation Committee

A. Fiscal Operations Aspect of the Bills

« Changes in railroad business require the ability to respond quickly with
capital investment.

The railroad industry in America is engaged in a capital intensive business which
has experienced significant changes in customers' requirements, therefore significant
changes in its infrastructure, equipment and technology. The Alaska Railroad
Corporation has recently responded to changes like these by acquiring new high
capacity hopper cars to make its coal customers more competitive. We have also
purchased new passenger equipment to support the tourism segment of our business;
and we have negotiated a long-term contract with our largest customer to assure that
our tank car fleet is one of the most modem in the business. We are currently
evaluating upgrade of our locomotive fleet. While initially capital intensive, this
upgrade represents a significant opportunity for long term savings

Responding to customer needs often requires quick action. For example, the
decision to acquire the new hopper cars was made during negotiations regarding
export coal, in order to make that service competitive for the customer, as well as
improve service to other customers. Inasmuch as this occurred during the middle of a
fiscal year, it would have been difficult if not impossible to respond had it been
necessary to seek administrative and legislative approval.

Subjecting ARRC to the Executive Budget Act fEBA"), AS 37.07, will adversely
affect this ability to respond quickly, and chill other financial and contractual
relationships of the corporation. Moreover, it may well subject the State to direct
liability for ARRC actions.

. By assuming substantial actual conirol overthe financial and legal
obligations of ARRC and removing é.substantial portion cf ARRC’s asset
base, the state may inadvertently be subjecting Itself to *ull liability for
ARRC's operations, despite language to the contrary in AS 42.40.500.

ARRC has been a defendant in numerous lawsuits since its creation, and the
State of Alaska has never been made a party as a result of ARRC’s actions, nor called
upon to answer in damages in any of these cases. ARRC conducts its own separate
risk management program to address the risks created by its operations, which include
a mix of preventative actions, insurance and ready cash availability through lines of
credit. Obviously, the language of AS 42.40.500 and Ihe arm's length nature of the

BRAESOMenls 21057 Roe1
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the State these liabilities. We fear the same will not be true once the State injects itself
so substantially into the railroad's business decision-making process, and once it
renders the corporation significantly less able to satisfy judgments by removing its
profitable real estate base. A ‘state entity” version of “piercing the corporate veil* will
very likely occur.

. The proposed bill will adversely affectthe corporation’s ability to maintain
favorable premiums and retentions Inits Insurance package. These
increases may be so greatthat ARRC Is unable to procure its own
insurance, forcing the State to add ARRC insurance costs to its risk
management program.

Removal of real estate assets from the corporation and the resulting decrease
in revenues will adversely affect the corporation's insurance costs. Assets and
revenues are among a number of factors considered by the insurance underwriters
every year when ARRC is placing its coverages. ARRC currently enjoys relatively low
premiums for the coverage it obtains, with high self-insured retentions, Itis likely that
stripping ARRC of its real estate will cause premiums to increase, or the self-insured
retentions to decrease, or both. Either or both of these effects may cause the
corporation to be unable lo place insurance on its own behalf without paying an
exorbitant cost. Coupled with the increased likelihood of State liability for ARRC
obligations, this could force the State to add ARRC into its own risk management

program.
1. Chilling Effect on Borrowing.

. Will essentially end conventional borrowing, driving ARRC capital needs
into state capital budget process. For example, ARRC |6 considering
buying 20 new locomotives, which will cost approximately S4A0MM.

The bill leaves intact several provisions regarding borrowing by ARRC, yet by placing
the corporation under the EBA, the borrowing ability of the corporation is called into
question. The provision of this bill that subjects ARRC to the EBA and requires ARRC
to request appropriations for its operating, capital and debt service expenditures may
have serious consequences on ARRC's existing and future contracts/loan agreements.
The corporation has several long term contracts to provide various services to
customers and several long term loan agreements that require ARRC to make periodic
interest and principal payments. To our knowledge, none of these agreements
contains language conditioning ARRC's duty to perform on its receipt of sufficient
appropriations from the legislature, as is the caso ina typical state contract. Even if
ARRC retains all its revenues, if it cannot expend them except in strict accordanco with
a legislatively approved annual budget, our oxisling customers/lenders may have valid

FABESCOTats22I0%Y Reoe2
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concerns abcul our continuing ability to perform as the contract requires. If our
performance is hampered by legislative or administrative revision of a proposed
budget, those customers/lenders may an argument that their contract rights have been
impaired in violation of Article |, Section 15 of the Alaska Constitution.

With regard to future loans, itwill be much more difficult and expensive to
borrow money for operating capital or to purchase equipment, for example, on credit if
this bill Decomes law. it may De amicuit tor AKKC to assure its creditors that the
legislature will appropriate sufficient money, or approve line entries in its budget, to pay
the debt service on their loans. While ARRC has never mortgaged its real estate,
lenders do scrutinize the corporation's revenue flow and financial statements before
deciding to lend money to the corporation. Removing the contribution attri mutable to
real estate from this bottom line will most certainly affect a lender's willingness to do
business with ARRC. These same problems exist for future long term contracts with
freight and real estate customers. In short, if we cannot assure our cus'omers that we
will have the funds and the authority to spend them to perform the services they
require, they will go elsewhere.

2. Violation of AJaska Railroad Transfer Act f"ARTA").

. The Transfer Act specifically provided that ARRC would retain control of
funds and budget, because the federal railroad had experience with having
to budget and seek appropriations, and had learned the hard way that you
cannot anticipate all your business opportunities, and cannot respond
quickly enough to capitalize on them when they arise if forced to follow
this process.

. The federal government may well raise this violation of ARTA as a breach
in its contract with tha State of Alaska transferring the railroad.

Section 1207 of ARTA mandates that the revenues generated by ARRC be “retained
and managed by the Slate-owned railroad for railroad and related purposes'. This hill
will infringe on that “management’ right in several respects, For example, inclusion of
ARRC under the EBA will have the effect of prohibiting the corporation from increasing
the salaries of its employees, hiring additional employees or expending any money or
incurring other obligations unless all of the same were included in an operations plan
approved by OMB, which must in turn comport with a budget approved by the
legislature. See AS 37.07.080(d). If ARRC receives excess funds from its operations
(beyond what Is expected and accounted for in its approved budget), it must convince
the administration to propose a revision to the Legislative Budget & Audit Committee
and wait 45 days before expending the money. See AS 37.07.080(h). One can
foresee a multitude of business opportunities or potential employees that will nol wait
the time required to obtain such approvals, and accordingly be lost to the corporation,
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« CRnSionAs . (e Hie cbesrotapne: oCeay gt
that all of the money generated by ARRC be paid into the state treasury. However, in
light of the 'appropriation* language found in the bill, the bill’s intent is not entirely
clear If the design is for ARRC revenues to be 'state funds’ which are then
appropriated back to the corporation or, even if held by the corporation but only
expended pursuant to an approved budget, then the corporation no longer has the
“management" nghts required by Section 1207 of ARTA. Moreover, ifall of ARRC's
revenues are not either appropriated back to the corporation or approved to be used In
the corporation's budget, part of ARRC'’s revenue could be used to fund a program or
project that is totally unrelated to the railroad. This too would violate the mandate of

ARTA Section 1207.

3 Process Adds Time and Cost Without Adding Value.

. ARRC's customer baso will not significantly change.Participating In the
budgeting process as proposed will substantially Increase the costs of
doing businoss. Itis unreasonable to expecttho customers to bear this
additional cost.

Numerous provisions throughout the EBA impose procedures with considerably
different focus and detail than ARRC currently develops, such as the "agency
program," "financial plan’ and "operations plan." Inaddition, involvement of additional
layers of governmental agencies (OMB, LB&A, etc.) to business sector decision making
will delay the process and therefore result in less flexibility to react to business climate
changes. All of these add cost to the procedure without adding value. The cost will
ultimately be paid by the customer, or worse still, by the corporation in the form of lost

opportunity,
4, Effect of State Fiscal Year.

. ARRC's business is highly seasonal, and moving to state fiscal year would
split the business season.

Subjecting ARRC to the EBA will require it to change from its current calendar year as
fiscal year, to the state fiscal year that ends on June 30. While there does not appear
to be a specific mandate to this effect, the requirement to participate in the governor's
budgeting process and seek legislative approvals will necess.iatc such a change.
Prudent businesses dose their fiscal year at the end of business cycle, not during its
busiest lime. The railroad’s ‘busy season’ ends around November 1, and the calendar
year is therefore tho most appropriate fiscal year for ARRC Not only would tho slate
fiscal year artificially bifurcate the business year, but it would require the corporation to
spend considerable time participating in the budgeting process at tho same time it is
gearing up to expand operations in May. This is not an efficient use of resources.
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5. Inconsistency of Approach.

. The inconsistencies found In the bill illustrate the difficulty in separating
the financial management of the corporation from the operational
management left to ARRC.

The bill expressly subjects ARRC revenues to legislative control by making the
corporation subject to the EBA Yet, it does not change the primary directive found in
the Alaska Railroad Corporation Act (' ARCA*) for the corporation to be managed on a
self-sustaining basis*. For example, the directors are required to, ‘ in accordance with
AS 37 07, apply to the legislature for an appropriation. . to bo used to fund the
operating, capital, and debt service expenditures of the corporation; and ... when
necessary, provido" a non-self sustaining service. This implies that an annual
appropriation is required for all expenditures of the corporation, with all the
accompanying budget, operations plan and other documents that are generated in the
governor's budgeting process. However, the EBA itself docs not require ARRC
revenues to be paid into the general govommenlal treasury,' and it is unclear whether
the bill contemplates this result. If ARRC is to retain its receipts, it is inconsistent to
require the corporation to seek appropriations for operating and other expenditures.

6, Lack of Definition.

. The bill directs decisions to be made without providing any guidance on
how to make them.

The ARRC directors are directed to apply for appropriations to be used to. 'when
necessary* provide a non-self sustaining service, without any guidance as to what
factors go into a determination of such necessity or who Is to make the determination.
A similar lack of guidance is found throughout the real estate provisions of the bill, as
will be discussed tn Section B below.

B. Land Related Aspects of tho Bill

. The 1996 financial statements indicate that real estate provided S4.4MM of
ARRC'6 $6MM Income for that year. In past years, the percentage has been
even higher.

" Another section of tho Public Finance title, AS 37 05.146, provides that ARRC
receipts aro not general fund receipts Without any other section of that title being
mado applicable to ARRC, there is apparently no requirement that corporation funds be
paid over to the state treasury.
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The general effect of the bill is to remove a considerable amount of ARRC's real
estate holdings from the corporation’s control. The wisdom of this approach is
questionable, in view of the fact that real estate income accounts for the majority of
ARRC's net income in any given year. Real estate revenues are relatively predictable
and stable, unlike freight revenues which are subject to many vagaries outside ARRC's
control. Railroads havo traditionally relied upon their real estate asset base to support
the operational side of the business, and the ARRC is no exception to this rule.

. Most of the valuable leasable lands are already leased, which will
complicate the effectiveness of any transfer to municipalities or DNR.

The bill also envisions tiansferring excess rail lands to municipalities, but in fact,
most of the valuable non-operational property is already leased to third parties and will
not be available for conveyance. The bill recognizes that it must accept those existing
third party nghts, but its authors may not undersland how much of tho desirable rail
land is so encumbered. In addition, it has been our experience in the past that lessees
are not comfortable with a change in landlord, even if the lease terms remain the same.
They realize that there is much more to the relationship than the words in the lease
document. Infact, some have complained when a change to a municipal landlord was
proposed. Thus, there is a significant risk of negative ‘customer relations' resulting
from a transfer of leased rail land to a municipality.

. The corporation currently enjoys tho benefit of an agreement with tho FRA
that clarifies responsibility for pre-transfer contamination. This agreement
may bojeopardized by the transfer of the land to other parties who could
find themselves facing significant environmental liability without clear cut
redress with the federal government.

Another consideration is the environmental aspects of a transfer of rail land to
the Department of Natural Resources ('DNR'). There is certain known contamination
of rail land, both right-of-way ("ROW") and parcels and, no doubt, some amount of
currently unknown contamination as well. ARTA provided that the United States
retained all liabilities tent accrued prior to transfer, without specific reference to
environmental liabilities. ARRC entered into an agreement with tho Federal Railroad
Administration (“FRA") in 1990 that addresses respective responsibilities for
contamination, an agreement which is not specifically stated to be assignable The
FRA is currently somewhat unhappy with tho agreement, and may take advantage of
any opportunity, howovor flimsy, to repudiate it. Moreover, transfer of ARRC land to
DNR will create two separate entities to deal with pro-transfer contamlnation--ARRC for
tho ROW and any retained rail land, and DNR for the other rail lands DNR has no
experience dealing wilh FRA. and FRA will resist having to deal with two different state
"agencies' on the same underlying liability, rightly fearing it could be subject to different
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properties and DNR’s lack of experience in this area, it will present that agency with a
new and onerous burden that is unnecessary and undeserved.

Thus, it is apparent that there arc several philosophical objections to removing
“non-operational” real estate from ARRC's control. In addition, the bill contains
numerous errors and inconsistencies, and fails to provide sufficient guidance for the
difficult decisions it requires to be made. A number of examples are discussed below.

1. Land Title in Umbo for Considerable Period.

. Mechanism of the proposed transfer to DNR will create title questions for
an extended period, which will affect third parties’ willingness to do
business on railroad land.

Effective immediately upon the bill becoming law, title to all land acquired by ARRC is
transferred to DNR. The commissioner is directed to record title to lhe land in the
name of the state within an unspecified penod of time. Given that the existing
conveyance documents for lands transferred by the United States to ARRC consist of
over 450 pages of patents, interim conveyances and exclusive licenses recorded in
nine different recording districts, and include numerous pages of metes and bounds
legal descriptions that will have to be retyped or scanned into DNR databases, this
process will take a significant time. During that time, the title to the rail lands will be
regarded as flawed by any title company that has occasion to address the subject. Title
companies often assess the strength of ARRC's title when dealing with long term
tenants who are financing or refinancing improvements on the properties.

2. Necessity for U.S. Involvement.

. As currentowner of record for most of the rail lands, the United States will
probably have to be a signatory to this transfer protiss.

The exclusive licenses received from the United States at transfer in 1985, which
constitute the bulk of the current title documents of record, aro not specifically

.rignable. The United States may have to be a signatory to a recordable document to
establish lhe chain of title between ARRC and DNR for these lands.

3. Separation of ROW by Survey Required.

. Additional costs will be incurred to survey and platthe right-of-way, with
no added benefit other than to document the transfer to DNR.
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railroad lands to DNR, the 200-fool ROW (still called the “utility corridor") will be
“reserved* for ARRC use. Presumably this reservation is effective immediately, but
query how, where and when the commissioner of DNR makes lhis reservation a part of
the public land records. In areas where the ROW passes through railroad resen/es
(the larger parcels of railroad land at Anchorage, Fairbanks, and various other railbelt
locations), there is no separately surveyed 200-foot ROW. In order to “reserve" and
separate this portion of the ROW from surrounding rail lands, the DNR commissioner
will have to undertake extensive surveys and platting under local land use rules.

4. Retention of Non-ROW if “Necessary” Without Guidelines.

. There are no guidelines provided for determining what lands are
"necessary” to railroad operation and therefore retained by ARRC.

Non-ROW lands are called “rail land“ under Ihe existing statute and the bill. As to such
land3, the bill provides that 'rail land necessary for the use, maintenance or operation
of the railroad shall be reserved for use by the railroad.” There is no indication that this
reservation is delayed, so presumably it too is effective immediately. However, there is
no indication of who is to make Ihe “necessity’ determination, the standards to be
applied, or how it is to be expressed. This again will cause valid concern in tho real
estate community as ARRC tenants, permittees, and those seeking to become such,
can find no certainty in the state of title

5. Process to Be Employed by DNR In Determining} Necessity.

. Again, without guidelines, it is unclear how DNR will determine what are
"necessary” rail lands in the future, and will at best add another layer of
process and time to ARRC’s ability to respond to a business opportunity to
tho benefit of a freight or real estate customer.

For lands that are not subject to the immediate “reservation*, the ARRC board is
authorized to “request” the DNR commissioner to make available other lands
“necessary or useful for present or future railroad purposes”. No guidance Is given as
to what standards the DNR commissioner must apply in making this determination,
although he is given 90 days to make the decision. What is the meaning of
“necessary", 'useful*, or, for that matter, “railroad purposes’? Query whether different
standards should be applied depending on whether additional ROW is being
requested, as opposed to additional “rail land’. Query what “appeal* rights ARRC

would have as the aggrieved party if the commissioner refuses the request.
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. Transferring over 250 leases to DNR's administration will add a significant
burden to that agency, requiring additional expertise and funding.

. There can be no real change in the use and administration of these

properties, because terms of existing leases cannot be changed.
Therefore, there it>no real benefit tu Uiu statu hum uuuli a transfer.

Tho administrative burden imposed on DNR by adding these lands under these
conditions to its inventory should bo considered. DNR has an efficient mechanism in
place to handle leases and other interests in land, which differs somewhat from the
mechanism retained under this bill for rail land. For example, a lease of rail land to a
party other than the state must be at fair market value "as determined by a qualified
appraiser or by competitive bid.“ Tho DNR statutes provide a somewhat different
approach, so that DNR will have to devise and master another system and apply them
both efficiently. In addition, presumably al' of ARRC current leases and permits on
lands not 'reserved' to the corporation under Sections B.2-4 above will be administered
by DNR. These contracts are vested rights and may not be divested without payment
of compensation. For example, there are a total of 261 current leases, the
overwhelming majority of which are on non-'/ROW land.2 Therefore. DNR wi uld
acquire over 250 new leases to administer, with ARRC or federal railroad standard
terms and conditions, and rental reappraisal cycles entirely different from its normal
inventory It will be necessary for DNR staff to administer these ‘unusual’ leases for
remaining terms of up to 35 years (or even longer, due to options to extend as well as
hold-over federal leases which had longer terms from their inceptic. i) The enormity of
this assignment should not be underestimated, and DNR must be prepared to expend
sufficient resources to master these documents or the businesses and individuals who
have contracted in good faith with the railroad will feel cheated The potential for

negative public relations is significant.

7. Chanocs Required re “Disposal of Entire Interest in Rail Land1l.

. Technical changes are required to make new provisions consistent with
remainder of ARCA, and at same time, the legislature should consider why
this land should be disposed of a in different manner than other DNR

lands.

1There are an unknown number of the 576 active permi's granted by the railroad
that would also fall under DNR administration, although the vast majority of these are
on railroad ROW.
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‘state’ to seek legislative approval when disposing of its entire interest in railroad land.
First, the existing statute does not have a subsection (a). Presumably the intention is
to make the existing language into a subsection (a), but this does not quite fit either
because the new language appears to replace the intent in current subsection 285(1),
which is indeed repealed by Section 22 of the bill. However, the lettering end structure
of the remainder of the section must also be changed to match this bill's additional
language. In addition to such technical changes, tho intent of the bill should be
clarified Query what remains for which ARRC as the continuing corporation must seek
legislative approval. Further, one must ask why DNR, as administrator of rail land
removed from ARRC control under other portions of this bill, is required lo act
differently with respect to disposals of this land? DNR has an enormous inventory of
state land to manage and has stringent provisions under the Alaska Constitution and
the Alaska Lands Act governing its disposals. Imposing an additional and different
procedure on DNR for just these lands creates an unwarranted administrative burden
with no identified value added

8. Ratification of Leases to Third Parties.

. The bill ratifies prior third party leases butdoes not address the numerous
leases and permits from ARRC to municipalities and state entities.

Section 24 of the bill purports to ratify prior land transfers to a party other than the
state. ARRC has entered into numerous long term leases with state agencies and
political subdivisions of the state, many of them at nominal lease rates. Are these to bo
voided unles d until acted upon and somehow validated by DNR? What standards

might these S expect to see imposed under DNR's administration? Tho term
"transfer* is -fmed-are parties other than the state, who are purportedly protected
by this prov: . secure in their lease rights without a definition of this language to

include leaser They will have valid concerns unless the legislative intent is clarified.

9. Limitation on Future Leases of ROW.

. The bill limits future leases within right-of-way to certain purposes without
regard to benefit to rail operations or customer's needs.

Leases or other disposals within the ROW may be authorized by ARRC but must
‘require that the land be used for transportation, communication and transmission
purposes in perpetuity.* Otner "compatible" purposes are also allowed. One threshold
Issue is the definition of the word "compatible” Moreover, the reasoning behind the
entire concept is unclear. [f this provision is an effort to avoid forfeiting the ROW under
ARTA's reversionary provisions (45 U.S.C. § 1209(b)), it goes much farther than
necessary. That section of ARTA only requires that the ROW not go unused for
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will revert to the United States. A lease or permit could easily incorporate such a
provision, or be limited to less than 18 years in length to accomplish this purpose. A
complete disposal of the entire interest in such land requires legislative approval in any
event, and the legislature could at that lime seek to impose any condition it liked.

10. Inconsistency Created by Terminology.
. A technical amendment Is needed to make references to the right-of-way
consistent.

Section 6 of the bill, at page 8, lines 6-7, should be amended in a manner that explains
the seemingly inconsistent use of the term "right-of-way" here when all other references
in ARCA are to 'utility corridor*. We suggest adding the following: ‘...within railroad
“right-of-way* as defined in 45 U.S.C. §1202(11) and received by the state under 45
US.C. 1201 -1214 shall require that the land be u s'Hfor transportation...
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February 10, 1997

Rep. Bill Williarrs

Chair, House Transportation Comittee
State Capitd

Juneau. AK 99801-1182

By fax 907-465-3793

Dear Rep. Williarms

| am veiling to provide y testimony for your hearing today on Rep. Terry
Martin's HB 55. regarding the Alaska Railroad. As the member of the Anchorage
Assembly representing the doantoan and Government Hil area, nmy district
contains the railroads nost intensive base of operations, Although | lack
expertise in the details of Rep. Martin's hill, my aimis to provide you with irsight
Into the experience of our local government and my neighborhoods in dealing
with the railroad

My understanding of the railroads aigrel mandate wes thet the legislature
sought to combine the best o the public and private sectors, creating a
corporation which could be as flexible as a business, yet as resporsive as a
public entity. Too often in handing its real estate, honever, the Alaska Railroad
has combined thewaorst, not the best, of both worlds.

The nost egegious exanple of this was in the railroad's sale in 1995 of a large
pert 0f tho Government Hil biuff for gavel extraction for far below merket value
in a secret, sole source deal. A9 you nay have read in the newspaper expose
a the legsfative audit thet fdloned, this wes a virtual give-anay o a state
asset. Most disturbing to me. howaver, wes thet the gavel sale interfered with
the Hollywwood Mista apartment redevelopment prgiect thet the city was working
on -- thinking we hed the railroad's cooperation - an an adjacent, city-onned
parcel of land Ether through goss mismanagenent, o deliberate sabotage,
the railroads deal ended up costing the city and state corsiderably more
money to redevelop aur parcel, created tremendous confusion and conflict, and
cost tho railroad dearly for selling an assot for far less then whet it was warth
Moreover, the partnership which bought the gavel intends to operate its pit at
night, within dose proximity to huncfreds of residences, by technically avoiding
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the face of an Assembly voie an the zoning o the parod. Noprivete copary
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The railroad also has shown a remarkable lack of cooperation in its other real
estate ventures at the part and in Ship Creek. The LoPatin land developnent
debacle is one exanple. The histcry of this expersive fiasco is too long to
eqdain here, but the outcone is simple enoughy after years of effart, contentious
rezoning of land, and missed gppartunities, none of the planned developrent
has ocorred. Apparently, the developer was nat serious ar wes unaldle to
deliver, something comunity members pointed out in asking far a less
ambitious but nore realistic plan. Unfortunetely, every tine the comunity came
into conflict with the developer, the railroad was strongly an the developer's
side.

The railroad has taken the same stand when problens have aropped up with
bulk fudl storage operators on railroad land at the port. As the formrer railroed
president always tdd me, the railroad wes a business, and it had tc act like ore.
protecting its customers and fighting for them in the govermment arena. agairnst
its neighbors.

But when it has been in the railroad's interest to act like a government rather
than a private business, it has been Wiling to switch hats quickly .Inst recerttly |

received case filee far a number of ally zoning conplaints agairst the railroad
for juk yards and ather serious vidlations of local code an its property. Instead
of deaning up the problens, the railroad has legally appedled the city's gt to
enforce aur zoning laws because it is a state government entity, and so is
exenpt from local zoning | believe this legdl argument is false, but it certainly
demonstrates the railroad's willingness to use its publicprivate status to the
detriment of the public and Its conmpetitors tatlivv llian in the positive way the
legislature  intenced

I am hopeful thet neww management at the railroad will dean up the problens in
its real estate department and lring the railroad into a nore cooperative
relationship with local government. Over the long term hownewer. | fed the
legislature should look at ways to restructure the railroad's legel statue, as Rep.
Martin indicates, so the Alaska Railroad really can be as responsive as
govermment and as flexible as business - rather than the ather way around






The Alaska Rallroad

UACKRRUUND RRIEFING
JANUARY 30, 1997

EXECUTIVE SUMMARY

The Alaska Railroad is a professionally-run, self-sustaining railroad serving
ports and communities from the Gulf of Alaska to Fairbanks. Owned by
the State of Alaska since 1985, the Railroad is overseen by a seven-
member board of directors appointed by the Governor and confirmed by

the Legislature.

Under this management and ownership arrangement created and
approved by the Legislature in 1984, the Alaskans nmeintain control of

Southcentral Alaska's principal transportation corridor, retain 38,000 acres
of land transferred from the federal government, and have the revenues

needed to operate, maintain, and expand the line.

The Railroad is operated by professional railroad managers, requires no
subsidies from the state treasury, and has no state employees.



HISTORICAL OVERVIEW

Purpose The Alaska Railroad wes built by the United States government
between 1914-23 as a way to open up and develop Alaska's westward
Interior. It served as the focal point for the development of Anchorage
and the Matanuska Valley, the Interior's mining districts' link to ocean
transportation, a vital carrier of World War |l troops and supplies, and
principal freight line from tidewater during the Cold War construction
boom and construction of the Trans-Alaska Pipeline.

It remains one of the state’s oldest and most important pieces of

infrastructure for transportation and economic development.

Alaska control In the early 1930s the United States no longer considered the
Alaska Railroad an important federal asset and sought to sell it The State of
Alaska saw an opportunity to gain Alaska control of the line.

The Legislature approved acquisition of the line in 1984 specifically
because:

= The Railroad "is an essential part of the state's transportation network
that may, unless preserved by state action, cease to be a transportation
option in Alaska." (AS 42.40)

The intent was to bring the line under Alaska ownership and direction,
keep the profits instate, assure that the line had the resources to operate
safely and efficiently, and make sure the Railroad continued to serve
Alaska businesses and communities as an engine of community

development and economic growth.

The transfer took place January 5 1986
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Purchese agrearert The State paid the United States S22.271 million cash
for the Railroad's track, rolling stock, and 38,000 acres of land. The
United States also retained $10,978 million in the Railroad's cash-on-hand,

in exchange for also accepting significant past liabilities.

As part of the purchase agreement, the Legislature replaced the nearly $11
million in operating capital, bringing the total cost to just under $34

million.

Note: The Railroad hes neither requested nor received any additional
state money outside of the agreement and legislation approved by the
Legislature in 1984

Public ownership, private management In bringing the Railroad under state
control, the Legislature specifically created a structure thet would avoid
the liabilities and limitations of traditional public management, while
maintaining the accountability of public ownership.

The Alaska Railroad Corporation Act of 1984 created a state corporation
thet is:

= Accountable to the Governoi and Legislature through appointment
and confirmation of board members;

= Professionally operated by railroad managers who have the flexibilityto
negoatiate their own labor contracts with professional railroad workers;

= Self-sustaining through retention of all profits generated by the

enterprise.
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This 12-year-old arrangement is one of the few examples of a situation in
which government is, indeed, run like a business. The Alaska Railroad
Corporation has the flexibility to meet the needs of its customers (such as
refiners, tour companies, and construction operations) and earmn a profit,
which helps support vital public transportation services thet do not pay
their way, and would otherwise be dropped by an exclusively private,
profit-centered operation.

Note: Since 1934 the line has earned and reinvested nearly S100 million
in maintenance and expansion of Railroad facilities.

The structure also provides thet major and minor expansion of Railroad
operations — from line extensions to leasing of Railroad land — are
viewed not just by how much money they may make for the corporation,
but whether the action is consistent with community and state
development goals and opportunities. This, in turn, is consistent with the
findings of the Legislature expressed in the Alaska Railroad Corporation

Act of 194

MANAGEMENT

The management structure of the Railroad is designed so thet it may
respond quickly to service and customer needs, changes in the economy,
or business opportunities, while being accountable to the state's elected
leadership and the public.

Board of directors As noted above, the Railroad is managed by a seven-
member board of directors appointed by the Governor and confirmed by
the Legislature.

The board is configured, by law; so that



= At least one member has sulbstantial railroad management experience;

= One member represents the railroad’'s employee unions;

= Each judicial district of the state is represented on the board;

= At-large appointees have substantial business management
experience in Alaska.

The intent is to have business, railroad business, and public policy
interests all on the board. With this mix, it is possible for the board to
make wise railroad business decisions, but with the leavening provided

by broad Alaska public policy perspectives.

Operations The board has the authority to hire a professional, chief
executive officer outside the ranks of the state personnel system and
political supporters, or even outside of Alaska itself. Pay and other
contract terms are negotiated according to professional standards in the
industry. The CEO serves at the pleasure of the board

All other members of the management team are hired according to the
judgment and the needs of the CEO and the board. Performance is

measured on merit, not longewvity or classification. Railroad managers are
paid at industry standards, out of the Railroad's own revenues.

The Railroad has had two CEOs under state ownership: Frank Turpin,
who came to the Railroad after extensive upper-level management
experience in the ail industry, and Robert Hatfield, a professional railroad

executive.

M. Hatfield recently accepted a similar position with a railroad Outside.
The board is conducting a national search for a »eplacement.



Labor The labor force at the Alaska Railroad consists of 470 full-time
workers (seasonal employees bring the total to around 600 in the

summer). Most are represented by one of five labor unions.

In 1996 the Railroad completed negotiations with all five unions and long-
term contracts are in place. Over time, the unions have demonstrated a
willingness and ability to work cooperatively with management on
contract measures thet ensure the Railroad's safety, service objectives, and
profitability.

The Legislature and the state treasury make no contributions to
Railroad payroll, benefit packages, or retirement and pension

programs.

Railroaders are not part of the public employee personnel system or the
state public employee bargaining units.

Railroaders are not part of the state retirement and benefits system

BUSINESS
Profit The Alaska Railroad earned more than $3 million in 1996, the line’s
second straight year of record profit, Current projections estimate a 1997

profit of $7.3 million.

In 12 years under state ownership, the Railroad has earned a profit nine
times. The only years in which it lost money were 1986 (primarily due to



aweak economy in the state overall, plus costs incurred after serious
Southcentral floods thaet wiped out bridges and washed out or weakened
the roadbed), and 19934, during a scheduled management restructuring.
The restructuring, which resulted in the elimination of a number of
middle management positions, also resulted in one-time costs related to
severance pay and other related matters.

Financially healthy In addition to the profits posted the last two years, other
indicators further buttress the Railroad’s financial good standing:

= Increase in cash balances for the last three years,
= Decrease in current liabilities due to improved cash flow,

= No short-term borrowing in 1996,
= Significant reductions in long-term debt in 1996, with more than half of

the long-term debt scheduled to be paid off in 1997
= Improved equity position through improved earnings,
= Significant increases in fixed assets.

The Railroad’s accounting is done in accordance with accepted
accounting principles and railroad industry practices. KPMG Peat
Marwick audits the Railroad's financial records.

Self-sustaining By law, the Railroad's profits are retained by the line and
reinvested in capital improvements, maintenance, and other business

needs.

Because the Railroad — like other rail lines — is a capital-intensive
business (locomotives, roadbed maintenance and repair, and other asset



