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The Alaska Railroad:
A Constitutional Responsibility of the Legislature

by Rep. Terry Martin

In a Point of View article in the February 6 edition of the Alaska Star, former
Governor Bill Sheffield gives us some of what the Italians call "la stessa
canzone™—the same (old) song-about the Alaska Railroad.

Il have been an advocate of privatizing the Alaska Railroad for many years,,
mainly because that was the intent of the Legislature and of the public at the
time of its purchase from the federal government in 1985. It is very clear that
the public expected the state only to be aconduit to receive the railroad from
the federal government and then to transfer it to private operation after a

given length of time.

Under the federal transfer act, the state was to operate the line for 10 years
before the lands could be transferred to any third party, an obligation we have
fulfilled. At the same time, under the state transfer act, the railroad was to
explore ways to privatize after five years.

After lengthy hearings and discussion of a number of audits on the railroad,
the Legislative Budget and Audit Committee approved the introduction of
legislation (HB 55 and SB 42) which does not seek to privatize the railroad,
but which does two things: itbrings the railroad under the Executive Budget
Act; and it directs that the land be transferred to the Department of Natural
Resources rather than the railroad.

First, the Executive Budget Act. In our deliberations over :he railroad in the
early 80s, it was decided to make the railroad a public corporation, but with
deliberately distant oversight by the Legislature. This has not worked. Our
experience, as a public oversight body, has been that railroad management
likes to consider itself a public corporation when it's convenient to do so.

W hen it passed the ARRC legislation in 1984, the Legislature went too far in
delegating its constitutional authority and responsibility to manage state
assets. The ARRC enabling legislation should be reviewed in a new light,
considering Article IX, sections 3,5,7,8,13 and 14 of the constitution. It's clear
to me that, while it wasn't the intent of the Legislature to violate these basic
provisions, it appears we have

Former Governor Sheffield emphasizes that the railroad is not a state agency.
But it enjoys many of the perks of a state agency, including an exemption
from paying corporate income taxes, municipal property taxes, and most fuel



taxes. All of its 113 cars and trucks carry exempt state license plates. These are
not direct subsidies from the state treasury, but they are costs that a private

company would have to pay.

But the railroad also wants to operate as a private business when that's
convenient, such as when the legislative auditor would like to look at their
books. Railroad officials have said that to put the railroad under the
Executive Budget Act would be "the beginning of the end of the railroad.”

Frankly, we heard the same complaints just a few years ago when the
Legislature iook steps to bring the Alaska Housing Finance Corporation
under the Executive Budget Act, which we did. Itdidn't hurt them a bit:
AHFC is healthier now than ever before. But the Legislature and the
governor have a much better handle on what AHFC is doing with the
billions of dollars of assets it controls.

Former Governor Sheffield also asserts the railroad makes money. What he
means to say is the real estate leases subsidize the rail operations. When he
claims a profit of "more than $8 million," it is pertinent to ask how the $10
million subsidy from the federal government is accounted for. Did the
railroad really lose $2 million? Or did they spend the federal money on
maintenance that would simply have been deferred otherwise?

The second provision of FIB 55/SB 42 regards the approximately 43,000 acres
of land that comes with the railroad. My initial thought was to transfer the
land to DNR, because that is the land management arm of the state. Lands
that are essential to railroad operations would continue to be controlled by
the railroad. However, lands that are not essential (and some are not even
remotely related) to railroad operations should be transferred to
municipalities, or the university, or sold to the people and businesses who
are leasing them, etc.

Here again, the Legislature cannot ignore its constitutional responsibilities in
Article VIII, sections 10 and 11, which require an open public process on the
leasing or disposal of state lands and protects the state's interest in mineral
rights, respectively.

For my par*, | believe it is our responsibility as legislators to look after a” of
the assets of the State of Alaska, to look out for the good ofa” of the people of
Alaska, and to make the tough decisions. | don't think any Alaskan,
including those who work for the railroad, should have any fear of
privatization.
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MEMORANDUM February 7, 1997
SUBJECT: Alaska Railroad Corporation (HB 55)
TO: Representative Terry Martin

Attn: Christopher Knight

FROM : Tamara Brandt Cook
Director

You has asked me whether the Alaska Railroad Corporation may constitutionally spend
revenue it generates without an appropriation. The corporation is exempted from a number
of laws under AS 42.40.920(b), including the Executive Budget Act. It is far from certain
to me that an exemption from the Executive Budget Act necessarily means that money
involved in the exemption may be spent without an appropriation. To the extent that the
state constitution requires an appropriation before money is spent, that requirement controls.

The federal Alaska Railroad Transfer Act contains aprovision dedicating revenue generated
by the railroad to railroad purposes. | am not convinced that a dedication of revenue,
however valid under Article 1X, sec. 7, places that revenue outside of the appropriation
requirement of Article IX, sec. 13. It is possible that a court could conclude that, while
revenue may be used only for railroad purposes, before it is so used it must be appropriated.
In short, the legislature may still have the right and constitutional obligation to review
proposed railroad expenditures and determine whether money will be spent for a particular
railroad purpose, rather than another railroad purpose, and in what amount. The Attorney
General's office has likewise concluded that a good probabilitv exists that revenue of the
Alaska Railroad Corporation is subject to appropriation before expenditure. (Memorandum,
366-575-84, May 26. 1984, copy attached)

It has been argued thar *aoney of a public corporation (like the Alaska Railroad Corporation)
with an existence independent from the state is not iu the state treasury and. therefore, not
subject to appropriation. The Attorney General has, however, concluded that money in one
public corporanon (AHFC) is subject to appropriation to the extent that it is unencumbered.
(Informal Opinion, 366-463-85, April 24,1985, copy attached) That opinion was cited by
the Alaska Supreme Court with approval and the court has specifically recognized that
money appropriated from AHFC must be counted as "available for appropriation" for
purposes ofapplying Art. IX, sec. 17, relating to the budget reserve fund. (Hickel v. Cowper.
874 P.2d 922 (Alaska 1994) footnotes Il arid 23) This conclusion of the court necessarily
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House Finance Committee
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Juneau, AK 99811

Re: Legislative power of appropri—
ation over funds of public
corporations
Our file: 366-463-85

Dear Representative Adams:

You have requested our advice whether the legislature®s
power of appropriation includes the power to appropriate money
administered by. the Alaska Housing Finance Corporation (AHFC).
AHFC was created to administer a state enterprise consisting al—
most entirely of making housing loans or providing a secondary
mortgage market for housing loans originated by private lending
institutions. AHFC is a state agency with the power to 1incur
indebtedness 1if repayment 1is secured by pledging revenue earned
from AHFC enterprises. See Alaska Const, art. 1IX, 811. The
pledge 1is secured by dedicating money, 1including revenues earned
from the Loan enterprise, to special accounts established for the
benefit of bondholders. You desire to know whether the legisla—
ture may appropriate directly from AHFCs Ala ka housing finance
revolving loan fund (AS 18.52. 082) for a purpose unrelated to
AHFC. In addition, you ask if the unobligated balance of an ap—
propriation from the general fund to the revolving fund may be
reappropriated for another purpose.

First, we believe there is little doubt that the legis—
lature may reappropriate the unencumbered and unobligated balance
of an existing appropriation. See Inf. Op. Att"y Gen. (Sept. 26;
366-132-81). Thu legislature j.s merely reducing the authoriza—
tion to spend money. The formal act of appropriating money does
not invest a person or entity with the right to ultimately expend”
the money unless a valid, binding contract is made with that en—
tity. It is very doubtful that a political subdivision of the
state being entirely a creature of statute could claim a vested
right to expend money under an appropriation absent the interven—
tion of innocenc third parties. Based on these principles, we
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MEMORANDUM February 7, 1997
SUBJECT: Alaska Railroad Corporation (HB 55)
TO: Representative Terry Martin

Attn: Christopher Knight

FROM: Tamara Brandt Cook
Director N

You has asked me whether the Alaska Railroad Corporation may constitutionally spend
revenue it generates without an appropriation. The corporation is exempted from a number
of laws under AS 42.40.920(b), including the Executive Budget Act. It is far from certain
to me that an exemption from the Executive Budget Act necessarily means that money
involved in the exemption may be spent without an appropriation. To the extent that the
state constitution requires an appropriation before money is spent, that requirement controls.

The federal Alaska Railroad Transfer Act contains aprovision dedicating revenue generated
by the railroad to railroad purposes. | am not convinced that a dedication of revenue,
however valid under Article 1X, sec. 7, places that revenue outside of the appropriation
requirement of Article IX, sec. 13. It is possible that a court could conclude that, while
revenue may be used only for railroad purposes, before it is so used it must be appropriated.
In short, the legislature may still have the right and constitutional obligation to review
proposed railroad expenditures and determine whether money will be spent for a particular
railroad puipose, rather than another railroad purpose, and in what amount. The Attorney
General's office has likewise concluded that a good probability exists that revenue of the
Alaska Railroad Corporation is subject to appropriation before expenditure. (Memorandum,
366-575-84, May 26. 1984, copy attached)

It has been argued that money of a public corporation (like the Alaska Railroad Corporation)
with an existence independent from the state is not in the state treasury and. therefore, not
subject to appropriation. The Attorney General has, however, concluded that money in one
public corporation (AHFC) is subject to appropriation to the extent that it is unencumbered.
(Informal Opinion, 366-463-85, April 24, 1985, copy attached) That opinion was cited by
the Alaska Supreme Coun. with approval and the court has specifically recognized that
money appropriated from AHFC must be counted as "available for appropriation" for
purposes ofapplying Art. IX, sec. 17. relating to the budget reserve fund. (Hickely. Cowper.
874 P.2d 922 (Alaska 1994) footnotes 1l and 23) This conclusion of the court necessarily



Representative Terry M® m
February 7. 1997
Page 2

presupposes that the legislature does, indeed, have the power to make appropriations from
AHFC's unencumbered assets. |f revenues of that public corporation are subject to
appropriation, it would seem quite likely that the revenues of the Alaska Railroad
Corporation would also be treated as subject to appropriation by the court.

TBCpl
97-030.plm

Enclosures
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Hon. Al Adams, Chairman ONE: 4

House Finance Committee

Alaska House of Representatives
Pouch V =~

Juneau, AK 99811

Re: Legislative power of appropri—
ation over funds of public
corporations
Our file: 386-463-85

Dear Representative Adams:

You have requested our advice whether the legislature’s
power of appropriation includes the power to appropriate money
administered by. the Alaska Housing Finance Corporation (AHFC).
AHFC was created to administer a state enterprise consisting al—
most entirely of making housing loans or providing a secondary
mortgage market for housing loans originated by private lending
institutions. AHFC 1s a state agency with the power to incur
indebtedness if repayment is secured by pledging revenue earned
from AHFC enterprises. See Alaska Const, art. 1IX, 811. The
pledge 1s secured by dedicating money, including revenues earned
from the loan enterprise, to special accounts established for the
benefit of bondholders. You desire to know whether the legisla—
ture may appropriate directly from AHFC®"s Alaska housing finance
revolving loan fund (AS 18.52.082) for a purpose unrelated to
AHFC. In addition, you ask if the unobligated balance of an ap-—
propriation from the general fund to the revolving fund may be
reappropriated for another purpose.

First, we believe there is little doubt that the legis—
lature may reappropriate the unencumbered and unobligated balance
of an existing appropriation. See Inf. Op. Att"y Gen. (Sept. 26;
366-132-81). The legislature 1is merely reducing the authoriza—
tion to spend money. The formal act of appropriating money does
not invest a person or entity with the right to ultimately expend-
the money unless a valid, binding contract is made with that en—
tity. It is very doubtful that a political subdivision of the
state being entirely a creature of statute could claim a vested
right to expend money under an appropriation absent the interven—
tion of 1innocent third parties. Based on these principles, we
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conclude that the unexpended and unobligated balance of an appro—
priation to the AHFC revolving fund may be appropriated for pur—
poses unrelated to AHFC.

We next turn to the more difficult question of whether
the balance of the AHFC revolving fund may be appropriated by the
legislature .for a purpose unrelated tc AHFC. The AHFC revolving
fund serves as a central pool of money consisting of the follow-

(1) appropriations from the legislature;
(2) assets transferred there by AKFC; and

(3) unrestricted repayments of principal on loans made
or purchased by AHFC.

The assets of the revolving fund are transferred to separate
funds when necessary to satisfy covenants made with bondholders.-
Amounts remaining in the fund do not secure specific bond 1issues
of AHFC and remain unrestricted for use by AHFC "for the purposed
of the ecorporation.”™ Id.

The answer to your question- turns on whether the re—
volving fund 1is within the state treasury or, failing that, 1
the fund 1is an asset of the state which may be appropriated b
the legislature. Revolving funds administered by state agencies
are generally included in the state treasury for financial re—
porting purposes. However, the AHFC revolving fund is not car—
ried on the state"s ledgers as an asset of Che state treasury.”
Rather, the revolving fund i3 an asset of AHFC. In a recent ap-~
propriation Act, the legislature has specifically appropriated to
the AHFC revolving fund interest earned on Jloans made or pur—
chased by AHFC on deposit in the fund. See sec. 1, ch. 129, S
1984. This was done to remove any question that AHFC had improp—
erly dedicated an unrestricted revenue source of the state for c
special purpose in violation of the dedicated fund prohibition
set out in section 7, article IX of the Alaska Constitution.
This provides some evidence chat the legislature considers unre—

stricted earnings of AHFC to be subject to appropriation. It is
important to note chat we have identified these earnings as "un—
restricted.” This means that the rights of innocent third par—

ties to retain the fund balance as security for the payment of.
debt service on bonds have not intervened to restrict the ability
of AHFC to spend them. We believe chat the AHFC revolving, fund
is not in the state treasury. The effect of this conclusion is
chat AHFC may spend money in the fund without further appropria-.
cion. However, money earned from investments or assets of the
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fund have customarily been considered a state asset which may be
transferred and deposited into the general fund.

e The question then becomes: if the AHFC revolving fund
is not in the state treasury, but is an asset of a state agency,
is the fund subject to appropriation? We believe that unre—
stricted money in the fund is probably available for appropria—
tion. No specific authority was located to support this conclu—
sion. We base our opinion on a belief that the legislative power
of appropriation will be liberally construed by the courts. The
appropriation power 1is often described as plenary. That 1is, the
power to appropriate is limited only by express provisions set
out.in the Alaska Constitution. Judicial decisions reciting this
principle are legion. See, e.g., San Francisco Labor Council v.
Regents of University of Californiad 603 P.2d 277 (Cal. 1960);
City of Sand Springs v. Department”of Public Welfare, 60S P.2d
11j9, 174B (Okla. 19o(fj~ Absent 1| specific prohibition 1in the
Alaska Constitution against appropriating assets of an executive
branch agency held outside the state treasury, we .believe that
the legislature may do so. This opinion does not hold that the
legislature must appropriate revenue of a public corporation be—
fore it can be spent, only that the legislature may exercise con—

trol over eunrestricted assets of a public corporation. To deny
this power would establish an entity capable of segregating unre—
stricted scate revenue forever. At some point, this would do

violence to the dedicated fund prohibition set out in article IX,
section 7 of the Alaska Constitution.

We believe it is also our responsibility to inform you
that there 1is a contrary view on this subject. The argument
could be made on behalf of bondholders that AHFC has undertaken
certain obligations to bondholders which are binding on AHFC and
the legislature. AHFC bonds are issued as general obligations of
the corporation. Typically, AHFC covenants in its indenture that
it will "defend, preserve and protect the pledge of .the program
obligations, pledged revenues, and other assets.” Bondholders
could attack any direct appropriation of the AHFC revolving fund
as a violation of the covenant to preserve assets. We believe
this covenant will not restrict legislative appropriations of
unrestricted assets of AHFC which are unnecessary to secure the
repayment of debt service on bonds. See Opinion of the Justices,
313 N.E.2d 382 (Mass 1977); Opinion or the Justices, 136 N.E.2d
223 (Mass 1956). This means that the directors of AHFC must be
certain that an appropriation of corporation assets will not jeo—
pardise its ability to pay debt service on outstanding bonds.

To prepare for and meet any challenge to the appropria—
tion of AHFC assets, we recommend that the legislature not only
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appropriate the asset but also amend the enabling Act of AHFC to.
assure bondholders that an impairment of their security will not
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 1980, the legislature trans—
ferred the assets cf the Alaska State Development Corporation (ASt
44.59.010), the Small Business Development Corporation (AS 44.--
60.020), and the Alaska Toll Bridge Authority (AS 44.57.010) to-
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-r
ious to note that no corresponding appropriation was made. This-

approach 1is consistent with another familiar adage of public fi-*
uar.ce law that appropriation bills may not be used to amend sub-*

rgued that AS 18.56.020 implie:
transferred to the state treasury only upon termination. Because:
an appropriation -cannot amend existing law, a transfer from thej
fund before dissolution of AKFC would be subject to question.

While we believe that a direct appropriation of surplus:*
AHFC assets 1is legally defensible, to avoid any question as tOf3
the validity of a transfer appropriation, we recommend that the*
legislature al

(@)) 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 directors shall annually3
cetenmine the amount of surplus available for transfer; and ;2

*/ AS 18.56.020 provides:

ALASKA HOUSING FINANCE CORPORATION. The
Alaska Housing Finance Corporation 1is a public
corporation and government instrumentality within
the Department of P.evenue, but having a legal ex—
istence independent of and separate from the
state. The corporation may not be terminated as
long as it has bonds, notes or other obligations
outstanding. Upon termination of the corporation,
its rights and property pass to the state.

310
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€)) appropriate the assets from the fund to the general

fund in accordance with ihe transfer authorization.

We hope this memorandum has answered your questions.

Sincerely yours,

NORMAN C. GORSUCH
ATTORNEY GENERAL

Janies L. Baldwin
Assistant Attorney General

JLB/pjg
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1o Honorable Al Adams, Chairman OATE: May 26, 1984
House Finance Committee
Alaska State Legislature FILE NO: 366-575-84

TELEPHONE NO: 465-3600

Herman C. Gorsuch SUBJECT; Appropriation of

Attorney General Alaska Railroad
revenue

- - 2fs £ M

By: James L. Baldwin
Assistant Attorney General

Luann Cutler, on your 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. 81207 -- 45 U.S.C. 81214), "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. 81207(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 that revenue source unless appropriated by
law. Alaska Const, art. IX, 83 12, 13; see also, Kelley wv.
Hammond, C.A. No. 77-4, 1st Jud. Dist. (Alaska 1977). The 1impor—
tant distinction o" a ysdidly dedicated revenue source is that
money may not be expended for a purpose other than the Alaska
Railroad, not necessarily that the money may be expended without
appropriation.

We acknowledge that if the railroad®s function 1is 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 1iIs not a part of the state treasury, much the same

as the revenues collected by municipal corporations. If this
view 1is adopted in Alaska, railroad revenues could be expended
without appropriations. To date, this view has been repudiated
at tue superior court level. Kelley v. Hammond, C.A. No. 77-4,

1st Jud Disc. (Alaska 1977).

We hope this opinion answers your question.

JLB/cg
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LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division oflegislative Finance

P.O.Box 1132CO
Juneau. AK 99811-3200
(907) 465-3795

FAX (907) 463-4885

January 28, 1997

Representative Terry Martin
House Finance Committee

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

BY: Dave Torkovich, 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 $9,000,000 Railbelt Energy
(Associated with Wishbone Hill Coal Project)
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Alaska Railroad Corporation

Financial Audits
e The financial affairs of the Alaska Railroad Corporation are audited annually by a public
accounting firm. The corporation typically receives a “tlean®”opinion on its financial

statements.

Performance Audits

e Alaska statute also requires the corporation to have an annual performance audit
conducted by a recognized railroad management expert. This audit is conducted presently
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 Iinitially raised appeared to
have been satisfactorily resolved. Our concern in this review was whether the

development would be successful.

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

Anchorage Gravel Activities. July 3.1996

e The report addresses our concerns that the Alaska Railroad Corporation3 (ARRC)
agreement with the Flamingo Brothers Partnership to market and extract gravel from the
corporation3 Anchorage property may not have been in the best interest of the

corporation.

e ARRC 3 public procurement process was not followed. In the corporation 3 opinion, the
gravel agreement was the disposal of real property and therefore, not subject to its
procurement rules. We believe itwas a commodity sale that should have been subject to

the provisions of those rules.

e« ARRC 3Breal estate leases are inappropriately offered on a “firstcome, first served”basis.

e ARRC 3justification of the project was unclear.

S 1-
ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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Alaska Railroad Corporation

Financial Audits
e The Financial affairs of the Alaska Railroad Corporation are audited annually by a public
accounting firm. The corporation typically receives a “clean” opinion on its financial

statements.

Performance Audits

e Alaska statute also requires the corporation to have an annual performance audit
conducted by arecognized railroad management expert. This audit isconducted presently
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

e 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.

m The redevelopment project had yielded little construction to date. None of the four

centerpiece projects envisioned had commitments in place.

Anchorage Gravel Activities. July 3,.1996
e 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.

e ARRC’s public procurement process was not followed. In the corporation’s opinion, the
gravel agreement was the disposal of real property and therefore, not subject to its
procurement rules. We believe it was acommodity sale that should have been subject to

the provisions ofthose rules.

e ARRC s real estate leases are inappropriately offered on a “firstcome, first served” basis.

e ARRC ’sjustification ofthe project was unclear.

- 1-
ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT



e ARRC’s lack of public process excluded the community.

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

Chena Landings Ps.Ygl.op.mgnt. August2 (L Ifigfi

e This audit reviewed ARRC’'s management of the development project related to utility
procurement, leasing, and public amenities.

e The utility project was delayed by planning and design difficulties.
e Request for proposal criteria and evaluation procedures were inadequate.
e The corporation lacked documentation regarding project development planning.

e Leases are not competitively offered; ARRC inappropriately uses a “first come, first
served” approach to leasing property.

Ongoing or Pending Audits
Alaska Railroad Corporation. Equipment Purchases/Disposals
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 appear 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 DIVISIN OF LEGISLATIVE AL"DFT
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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 corporation 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 by
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 o fsignificance.

e 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.

e The corporation has shown a profit for the last two fiscal years (calendar year end). Total
net income for 1996(unaudited) and 1995 was $8.0 million and $7.9 million, respectively.
The net income from operations represented $4.0 million and $4.1 million, respectively.
Approximately half of the corporation’s income is generated from management of its real
estate. The majority of this real estate is considered non-rail use property.

e 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 ($10 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.

e 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.

e Through acombination 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

ALASKA JTATE LEGISLATURE DM3ION OF U-GLSUTtVE ALDIT
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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 42.40.26"j(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 that 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 expert to assure that the railroad is being managed and operated
effectively and efficiently. There are two reports generated from this review. A
confidential report is produced for the use of railroad management. A public version of
the report 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 report.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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MEMORANDUM January 20, 1997

SUBJECT Sectional Summary ofSB 42; An Act relating to the fiscal operations
of the Alaska Railroad Corporation and to land acquired by the State
of Alaska under the Alaska Railroad Transfer Act of 1982 or
otherwise acquired for railroad purposes. (SB 42)

TO: Representative Terry Martin
Attn: Chris Knight

FROM George Utermohk”

Legislative Counsel

You have requested a sectional summary of SB 42; An Act relating to the fiscal operations
of the Alaska Railroad Corporation and to land acquired by the State of Alaska under the
Alaska Railroad Transfer Act of 1982 or otherwise acquired for railroad purposes.

As a preliminary matter, note that a sectional summary of a bill is not an authoritative
interpretation of the bill. The bill itselfis the best statement of its contents.

Section 1 of the bill amends sec. 1(b), ch. 153, SLA 1984 to expand the purposes for which
the State of Alaska acquired the Alaska Railroad.

Section 2 of the bill amends AS 37.07.120(1) to amend the definition of "agency", for the
purposes of the Executive Budget Act (AS 37.07), to include the Alaska Railroad

Corporation.

Section 3 of the bill amends AS 42.40.100 to provide that the board of directors of the
Alaska Railroad Corporation shall apply to the legislature for appropriations for the operating
and capital expenditures of the Alaska railroad.

Section 4 of the bill amends AS 42.40.250 to provide that the Alaska Railroad Corporation
may acquire title to personal property in itsown name and real property on behalfofand in
the name of the state.

Section 5 of the bill amends AS 42.40.285 by adding anew subsection to provide that the
State of Alaska may not exchange, donate, sell, or otherwise convey itsentire interest in land
acquired under the federal Alaska Railroad Transfer Act or otherwise acquired for the
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railroad purposes of the Alaska Railroad Corporation, unless the disposal isapproved by the
legislature by law.

Section 6 ofthe bill amends AS 42.40.350 toprovide that the State ofAlaska, acting through
the Department ofNatural Resources shall receive title to land granted to the state under the
federal Alaska Railroad Transfer Act. Land within a utility corridor (railroad right-of-way)
shall be reserved for the use of the Alaska Railroad Corporation. Rail land necessary for the
use, maintenance, or operation of the Alaska Railroad shall be reserved for use by the Alaska
Railroad Corporation. Land within railroad rights-of-way received by the state under the
federal Alaska Railroad Transfer Act may not be leased or otherwise disposed of unless the
land is required to be used for transportation, communication, and transportation purposes

in perpetuity.

Section 7 of the bill amends AS 42.40.350 to provide that rail land not reserved for use by
the Alaska Railroad Corporation 1is available for selection by and conveyance to
municipalities under AS 29.65, if the legislature approves the conveyance by law.
Unreserved rail land isto be managed by the Department ofNatural Resources.

Sections 8-11 of the bill amend AS 42.40.360 and 42.40.370 to provide that the Alaska
Railroad Corporation may request the Department ofNatural Resources to reserve state land

for railroad purposes.

Section 12 of the bill amends AS 42.40.385(a) to provide that the Alaska Railroad
Corporation may acquire land by eminent domain only on behalfofand in the name of the
State of Alaska.

Sections 13 -18 of the bill amend several sectionsofAS 42_.40 to conform to changes made
by other provisions of the bill and to clarify that title to land used or acquired by the Alaska
Railroad Corporation is held by the State of Alaska.

Section 19 of the bill amends AS 42.40.540 to require that the Alaska Railroad Corporation
request, inaccordance with the Executive Budget Act (AS 37.07), appropriations to carry out
the purposes ofAS 42.40.

Section 20 of the bill amends AS 42.40.900(a) to provide that lawsuits involving land under
the jurisdiction of the Alaska Railroad Corporation must be brought against the corporation

and not the state.

Section 21 of the bill amends AS 42.40.900(b) to repeal the exemption of the Alaska
Railroad Corporation from the Executive Budget Act (AS 37.07) and the appropriation lapse
provisions ofAS 37.25.
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Section 7,2 of the bill provides for the repeal of provisions allowing the Alaska Railroad
Corporation to convey its entire interest in land with the approval of the legislature
(AS 42.40.285(1)) and allowing the commissioner of natural resources to convey land to the
Alaska Railroad Corporation for less than its appraised value (AS 42.40.370(b))-

Section 23 of the bill sets out when the Alaska Railroad Corporation is to prepare its first
budget under AS 37.07.

Section 24 of the bill ratifies any transfer of title to land made by the Alaska Railroad
Corporation prior to the effective date of this Act.

Section 25 of the bill provides that title to all land received or acquired by the Alaska
Railroad Corporation prior to the effective date of this Act is transferred to the State of

Alaska.

Section 26 of this bill provides this Act takes effect immediately.

GU:jdr
97-02l.jdr
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Kathryn Thomas, Chair

Alaska State Chamber of Commerce
ArcTech Services, Inc.

PO Box 3005

Kenai, Alaska 99611

Dear Ms. Thomas:

| am writing to tell you how much | appreciate your interest and the State
Chamber's interest in the Alaska Railroad. As the railroad is an asset of the
Alaska public, | believe that a broad-ranging debate over its disposition is
appropriate at this time.

| would like to thank the State Chamber for its recently-adopted resolution
urging the Governor and the Legislature to go forward with the process of
investigating the privatization of the railroad. This is the kind of direction
we as state officials need as we seek the proper relationship hetween the
Alaska Railroad and the public it serves.

| think it would be appropriate to comment on the letter sent to you on
December 27, 1996, by Bill Sheffield, the Chairman of the Board (and now
acting CEO) of the Alaska Railroad Corporation. In my view, his letter is
laced with disinformation intended to diminish support for the State
Chamber resolution on the Alaska Railroad.

Mr. Sheffield states that tire railroad isnot a "state agency.” This depends on
how one defines what a state agency is. It is true that the ARRC isnot a line
agency of the state, with a commissioner sitting on the Governor's cabinet,
such as is the Department of Pish and Game. Itis, however, apubls*
corporation of the state, wholly-owned by the people of Alaska, an

the people of the state are ultimately liable. This means that if a tr

Mapco fuels derails and spills its contents into the Nenana River,

for the clean-up does not stop at the ARRC, but will come back on the state

treasury.
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Mr. Sheffield asserts that the railroad "does not take a subsidy from the state...
not a single nickel from the state treasury since the purchase 12 years ago."
Again, on the surface this statement seems to be true however, last year,
Senator Stevens was successful in obtaining $10 million in federal money for
the railroad. In addition, the railroad is sitting on a 1990 appropriation of $9
million (now $12.8 million with accrued interest) for rail cars for the
Wishbone Hill coal project. At some future date, the railroad may be
authorized to use this money; it would have to bhe considered a state subsidy.
Additionally, the railroad, as a state entity, is exempt from the taxation a
private company in its place would have to pay, including corporate income
taxes and local property taxes. If this doesn'tamount to asubsidy, what would

ithe?

Mr. Sheffield states that the railroad makes money. Even ARRC officials
acknow ledge that the land management side of the railroad is where the
money is made, subsidizing the railroad operations. One has to question how
much greater subsidy would be required if the railroad was addressing all
deferred maintenance and replacement of aging facilities.

Finally,  would like to briefly review for you the legislation the Legislative
Budget and Audit Committee has introduced. House Bill 55 and Senate Bill
42 (copies enclosed). These hills are identical as introduced and seek to
accomplish two things: First, to bring ARRC under the Executive Budget Act
(AS 37.07), so that the Governor and the Legislature will have a greater hand
in determining the annual budget of the railroad. | recognize that at the time
of the state's acquisition of the railroad it was the recommendation of the
transfer commission that legislative or state management and oversight be
kept to a minimum and at a distance. Unfortunately, distant oversight has
not worked, as the Legislative Auditor and the State Ombudsman have found
out as they have conducted audits and investigations of the railroad over the

past several years.

The second goal of the legislation is to have the title to the railroad lands,
about 36,000 acres, transferred to the Department of Natural Resources, rather
than to ARRC. It would then be our intention that ARRC continu

those lands (between 18,000 and 22,000 acres) necessary for right-of-

operation and maintenance of the railroad. However, excess acrea]

not needed for railroad operations, should be made available to th»
municipalities in which it is located.
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| hope this letter has helped to make clear my views on the Alaska Railroad.
As you areprobably aware, | have been a longtime proponent of privatization,
of the railroad, as was the sentiment expressed by tire majority of Alaskans
who spoKe out on the issue prior to the state's acquisition of the railroad in
1985, At this time, however, | think itis our responsibility, as public servants,
to get a handle on the railroad, which will allow us to understand what we
have and what we can do with it. And if privatization becomes a viable
option later, that will be fine, too.

Please feel free to share this letter with any of your members whom you
choose. Also enclosed you will find a copy of the four-page executive
summary and transmittal letter of the interim report of the 1983 Alaska
Railroad Transfer Advisory Commission, the first recommendation of which
is in favor of privatization, and a copy of the evaluation notes submitted to
the Legislative Budget and Audit Committee by Evan Allen and Arnold Tesh
last August, which lay out today's alternatives for the railroad.

If you have any questions regarding this issue, please contact me in Juneau at
465-3783.

Best regards,

enclosures



ALASKA RAILROAD corporation

Corporate Address: P.0. Box 107500, Anchorage, Alaska 99510

P
327 W. Ship Creek Avenue, Anchorage, Alaska 99501 «

Kathryn Thomas
PO Box 3005
Kenai, AK

December 27,1996

-DesrKathrynf"* " S L

As you may he aware, the chamber recently adopted a resolution concerning the Alaska

Railroad submitted by the lobbyist representing Montana Rail Link. As chairman of the
board of directors for the Alaska Railroad Corporation, | would like you to keep in mind
three important points as we come into this Legislative session;

* The Alaska Railroad is not a stateagency;
« The Alaska Railroad does not take a subsidy from the state;
«-The Alaska Railroad makes money.

In 1995, the Railroad earned an $8 million profit In 1996, expect the line will earn
more than $7 million. W e have been able to do thatby providing good service, using
professional railroad management, and aggressively using our assets to increase
revenues. We accomplished all this without taking a nickel — not for operating, not for
capital, not for labor contracts or benefits - nota single nickel from the state treasury
since the purchase 12 years ago. Our employees arenot stateworkersand arenotpartof
the state retirement system. Our labor contracts are in place, long-term, and
independent of the state employee unions.

The Alaska Railroad is managed by abhoard of Alaskans. The operators are professional
railroaders. The money the railroad makes is earned in Alaska, and stays in Alaska.
Our balance sheetis rock-solid, and we have excellent access to capital for expansion.
The bottom line is thatthe railroad is safe,profitable, professional, and Alaskan.

Very truly yours,

Bill Sheffield.
Chairman of the Board
Alaska Railroad Corporation



ARR Financial Statement History

Operating Revenue
Operating Expenses
Income from Operations
Real Estate Income
Other Income

Interest Expense

Net Income

Passenger Revenues

Average # of Employees

Operating Revenue
Operating Expenses
Income from Operations
Real Estate Income
Other Income

Interest Expense

Net Income

1985
$57,092
$55,413
$1,679
$4,095
$1,920

($561)
$7,133
$4,344
668

Total
1991:1995

$292,659
$299,002
($6,343)
$19,516
$1,902
($6,296)

$8,779

1986
$47,239
$54,264

($7,025)
$4,934
$1,719

($613)

(2.8)

$4,574

Total

1987
$45,457
$46,490Q
($1,033)
$4,821
$890

($1,661)
$3.QJ2

$5,434

Total

1986:1995 1994-.1995

$553,540
$564,011

($10,471)
$41,359
$6,612

($13,366)

$24134

$112,126
$114,123
($1,997)
$8,509
$413
($2,264)

£4.661

1988
$51,207
$40.Q9S
$2.309
$4,438
$585

($.1526)
25,306

$5,601

1989 1990

$55,065 $61,913
$55,453 $59,904
($388) S2.0Q9
$3,932 $3,718
$637 $879

@E.20.49  ($2,066)
22977 $4,640
$6,025 $6,973
577

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

($1,729)
$4,442
$8,173

580

1992
$61,840
$62127

($587)
$3,616
$509

($1,189)
$2649
$8,460

570

1994

$51,854

$67,97.1

($6,117)

$3,941

$544 $222
G1,1.14)  ($1,256)
($2673)  ($3,210)
$8,855  $9,012

* e
t
1995
$60,272
$56,152
$4,120
$4,568
$191
($1,008)
$ M j.

$9,749

k,



ALASKA STATE LEGISLATURE
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division ofLegislative Finance

P.0.Box 113200
Juneau, AK 99811-3200
2907; 465-3795

FAX (907) 463-4885

MEMORANDUM

DATE: January 28, 1997

T0: Representative Terry Martin
House Finance Committee

FROM: Mike Greany, Legislative Fiscal
Division of Legislative Finance

BY: Dave Tonkovich, Fiscal Analyst
Division of Legislative Finance

SUBJECT: State Appropriations to the Alaska Railroad
At yourrequest 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 §9,000.00C ..
(Associated with Wishbone Hill Coal Project)



Al-aska Rajiaoad Revolving Fund

125
ESTIILVTES
1975 - oo $6,500,000
1976 <. 0
1977 e i.000,006
1978 . 3,000.000
1979 < 3.000.000
T 5.000.000
1HL  m e 10,640,000
1981 (SUPP-)=eveeeeennnn - ...2,000,000
1982 o 6,160,000
1983 e 0

AiYHO PRIATIONS

1975 oo, e ettt $6,031,000
1976 oo oo ettt 9,000,(MX)
LY A e 8,000,000
LY S 3.000,000
19T oot 9,300,000
1980 ... 8,500,000

1981 e, 10.640.000
1981 (SUPP.) ccevvrerenie = correesiiieeeeneresessens 2,000.000
1982 oo s 6,180.000
1963 (2nd Cont. 1tas.) coonvnvienins 7.600.000
1984 .o S e 0
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PUBLIC LAW 104-205—sepT. 30, 1996

High-Speed Rail Trainsets and Facilities

For the National Railroad Passenger Corporation, $80,000,000

to remain available until September 30, 1999, to pursue public/

rivate partnerships for high-speed rail trainaet and maintenance
acility financing arrangements.

Railroad Rehabilitation and Inprovement Progranm

The Secretary of Transportation ia authorized to issue to the
Secretary of the Treasury notea, or. other obligations pursuant to
section 612 of the Railroad Revitalization and” Regulatory Reform
Act of 1976 (Public Law 94-210), as amended, in such amounts
and at such times as ma¥ be necessary to, paP/ any amounts required
pursuant to the guarantee of the principal amount of obligations
under aections 511 through 513 of such Act, such authority to
exist os long as any such guaranteed obligation is outstandlrcllg:
Provided, That no néw loan guarantee commitments shall be made
during fiscal year 1997.

Next Generation Hioh-Speed Rail

For necessary expenses for Next Generation High-Sp Rail
studies, corridor _planning, development, demonstration, and
implementation, $24,757,000, to remain available until expended:
Provided, That funds undor this head may be made available for
grants to States for tgl]gh—speed rail corridor design, feasibility
Studies, environmen analyses, and track “and signal
Improvements.

Trust Fund Share r? Next Generation High-Speed Rail
(LIQUIDATION Of CONTRACT AUTHORIZATION)

(HIOHWAY TRUST FUND)

For grants and payment of obligations incurred in carrying
out the pr—-vieions of the High-S Ground Transportation pro-
gram aa rafined in_subsection* 1036(c) and 1036(dXIXB) of the
mtermodal Suifaca Transportation Efficiency Act of 1991, includin

lanning and environmental analyses, $2,856,000, to be derivet
g)(()prgn(%g Highway Trust Fund and to remain available until

Alaska Railroad Rehabiutation e

To enable the Socre of Transportation to make grunt* to

the Alaska Railroad, $10,000,000 shall be for capital rehabilitation

and improvement* benefiting Its passenger operations.

RHODE ISLAND~KalL DEVELOPMENT

For the coats aarcdaUd with construction of a third track
on the Northeast Corridor between Davisville and Central Falls,
Rhode Island, with luffident clearance to accommodate double stack
freight can, $7,000,000 to be matched by the State of Rhode Island
or ita designee on a dollar for dollar baa. ind to remain available
until expended: Provided, That aa a condition of accepting 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 b%{ the pit
with Amtrak relating tothe
Davisville sad Central Fail
freight operations.

Grants to the Nation™

Tc enable the Secrets
the National Railroad Pa
US.C. 24104, $665450,02
of which $342,000,000 she
for mandatory passenger i
%halt be for Capital impro
his haad for capital imp
before July 1, 1997; Provid
appropriated shall be used
vehicle* or for the hire
employee, other than the
the lease of passenger mot
while in official travel stati

FEDERAL TT

Adult

For neoe**azy admin?
Administration’ program :
United States Code, $4141

F

For necessary expense
531L and 5336, to remair
Provided, That no more
shall be available for th
the funds provided undei
than $400,000,000 may
49 U.S.C. 5336(d): Provid *
ing assistance provided i
areas of lea* than 20000>
five percent of th* amour ”
eligible to receive undleé .

thi .
th;
ra. -
lei

n
ties when the Iimitatiorz i
operatingin the area.

»iso-m-t cw>
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PUBLICLAW 104-50- NOV. 15, 1996

49 US.C. 24 11 t ' ilaole until
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Railroad Rehabilitation act Inprovement Progranm

The Se retar ofTrans ortation is aut onzed to issue to the

Secretar %h reasur &tes o[ other obl tlonﬁ Pursua t 10
sectlo 0 t Ral road evitalisation aH eﬁ]ua Retorm
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eX|st as org as an suc uarantee ation 1S o g
rouudcft. at now/ loan (uarantee cumm crncnts sha ema e
during fiscal year 1

National Magnetic Levitation Prototype Development
(LIMITATION ON OBLIGATIONS)

(HIGHWAY TRUST FUND)
None of the qus In th|s Actshall be avallable for the ]olanmng

or execution ofthe atlogalnMSaJ%rSlgtgﬁOIh%wltStlg{g rot %Je \19)?,&

ent program
g} rnean(”]cermogal Surface Transportation E |ency Act 0 1991

Next Generation High Speed Rail

For necess r enses for Ne t Generati n High SPeed Rai

studjes, CoIri o rh(_b evelopment, on tra da

mp Iemen |on $1 to rem |n ava Iab ntl '1 ed:
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S bilit
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Trust Fund Share op Next Generation High Speed Rail
(LIQUIDATION OF CONTRACT AUTHORIZATION!
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t
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Alaska Railroad Rehabilitation
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Alaska Railroad Corporation (AS 42.40.010)

The Alaska Railroad Corporation is a public corporation and is an instrumentality of the State within the
Department of Commerce and Economic Development. The corporation has a legal existence independent of and
separate from the State. The continued operation of the Alaska Railroad by the corporation is considered an
essential governmentfunction of the State.

PUI‘pOSGI 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:

) one member of the board shall be a person who has at least 10 years of experience
in railroad management; aperson who isnot a resident of the State may be appointed

under this paragraph;

(@) 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 isnot a resident of the State can be

appointed under this paragraph;
©)) at least one member shall be from each judicial district directly served by the Alaska

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

business in the State; and
G) one member shall be an employee who isamember of a bargaining unit representing

employees of the corporation.

ALASKA STATE LEGISLATURE DIVISICN OF LEGISLATIVE AUDIT



Alaska Railroad Corporation

Enabling statutes entitle the Alaska Railroad Corporation’s (ARRC) governing hoard 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
procetduresI 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 heen 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 hoard.

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 ‘squortlng_epranatllon and
reimbursement of laundry expenses in excess of that allowed by ARRC policy. Specifically
ARRC procedures require all full fare tickets, except those hetween ncho_ragze an

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
acopy of these policies. Accordlnglz/, 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.

e Pre-approval: Travel by the board, specifically the Burpose and estimated costs, did
not receive prior approval. ARRC did not obtain from the Department of
Administration pre-apgroyal of lodging costs greater than $200 a night, Additionally,
no E)re-apprpval was obtained from the Office of the Governor for foreign travel. The
AANI Prowdes 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.

e 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
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_ reimbursing for actual meal expéﬁﬁses 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 *he 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.

e Documentation: Incidental expenses were poorly supported. The AAM requires
receipts for all expenses in excess of $15 and limits the reimbursement of unrecelﬁted
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 question whether certain travel costs incurred by ARRC were for a demonstrable public
P_urpose. While some questions relate to the underlglng necessity of an entire tryl\P’ others are
imited to specific travel costs allowed by ARRC. "See Recommendation No. 4 in the
Findings and Recommendation section of this report.

Examples of specific tiavel 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 husiness purpose and with advance written approval of the
executive director. In March 1991, the executive director, in @ memorandum to the board
chairman, requested _anrovaI for his wife to accompany him to the National Frelght
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. Additional Y 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. Sp_emflcalcljy, We
question the attendance by the executive director, another corporate executive, and their
spouses to the semi-annual NFTA conferences. These conferences are intended to be
primarily social in nature (See sidebar on the next page).
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Also, ARRC’s executive director travels
to Seattle and Fairbanks several times a
Year to attend employee group birthday
unches. These events are catered and
Pald for by the corporation.  The
uncheons are intended to promote open
communication between senior
management and line  employees.
ARRC should re-evaluate henefits
derived from employee ?roup birthday
luncheons to confirm that these benefits
exceed their related costs.

ARRC corporate policies require tokens
of recognition, appreciation, and
sympathy  be considered personal
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.
We agree with ARRC’s basic policy that
attending a funeral is inherently personal
in nature and the cost in this case should
not have been borne by ARRC.

Corporate entertainment policies
ARRC has established policies and

r

I >
;\TKle National Freight Transportation Association - j

i -. NATIONAL FREIGHT ,. i
TRANSPORTATION ASSOCIATION |- m= "¢
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% (NFTA>.ia a group of about 300 transportation ?
' gxecutives; and, their: principal.{ratomera.. s Thfc: t|

purpose of the organization and its conferences is J
liE£tpprbyide opportunidMfor railroad executivestb:!

Acontacts. ;ARIRCbelieves that th&e contacts, $

The NFTA conferences/ - unlike v.traditional
~business conferences whose: agendas.commonly
indudeV: events” s ;as panel discussions,..!

and§ training . workshops/. iconsist |

primarily of sbdalevents such as tennis and golf. M
V-ARRCpaid for the executive director and. Hiswife 5

vDuring .fiscal yejus-1993 and 1934, ARRC paid M
over $16,700 for its executive director and spouse
to attend the NFTA conferences. We found 3
lodging ~costs £ associated™ with vthe NFTA
conferences to Be .exceedingly high. Nightly .;

vv'in“mnrrrrwk nnool/l fmrn% tow MFicnmvirwrdolu P

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 1is conducted during the meal or event. To be

reimbursable:

A. There must be actual conduct ofbusinessfrom which theARRC expects

to derive more than a goodwill business benefit 0R

B. The entertainment must be in the nature of compensation for services or a

prize to non-employees.

The business entertaining must occur ina place or in surroundings conductive

to a business discussion and must involve a substantial and bona fide 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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Additionally, upon pre-approval by the executive director, ARRC policies Fermlt an
employee to entertain at liis/her home residence. Entertainment and business meal expenses
were commonly incurred in conjunction with the executive director and board member travel.
ARRC’s hoard 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 bv ARRC

While 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 hoard
members and employees to communicate with and appear hefore 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 bg ARRC employees, legislators, and
a lobhyist appears to be in conflict with AS 42.40.705. ARRC should establish clearer
uidelines for what costs can be incurred when “communicating” with the legislature.
dditionally, 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 aresult, 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’s board 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’s governin? 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 dependin? on the
destination, associated costs, and the types of travel expenses reques ed for
reimbursement.  ARRC procedures do not require any formal approval for board

travel.

e Cost limitations: The AAM requires travellers be paid a standard meal allowance in
Elace of reimbursing for actual meal expenses unless travel is to a foreign _countrg'.
urther, AAM permits the reimbursement of actual Iodﬁlng 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
Iod%lng 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.

[> cumentation: The AAM requires receipts for all individual expenses in excess of
$15 and limits the reimbursement of unreceipted exlpenses 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 %enerally less restrictive than thoge 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 estahlish the procedures necessary for processing board
travel expense reports in compliance with the State’s AAM.

Recommendation No. 4

QR_RC should limit travel expenses to only those necessary to conduct official ARRC
usiness.

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 inclue
ni htIY fodglng costs associated with the NFTA conferences that ranged from approximately
$370 0 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 mana?emen_t,_ as custodians of the public’s funds, is responsible for admlnlsterln? 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 RurPose and related cost are consistent with constitutional and
statutory restrictions, and if tne tinancial condition of the corporation allows for the travel-
related costs, Once travel has been determined to be consistent with the corPoratlon’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 ne_cessarY and reasonable
and, therefore, represent valid corporate expenses. We believe that this conclusion by ARRC
management does not give sufficient weight to |Imltln§i the use of coHJorate 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.0. Box 107500, Anchorage, Alaska 99510
327 W. Ship Creek Avenue, Anchorage, Alaska 99501

VIA FACSIMILE AND EXPRESS MAIL
December 28, 1994 EXECUT QFFICES

P 1 5.

Randy S. Welker

Legislative Auditor

Division of Legislative Audit

Legislative Budget and Audit Committee

Alaska State Legislature

P.O. Box 113300

Juneau, Alaska 99811-3300 LEGISLATIVE AUDIT

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.
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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 practices.

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. It is 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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ALASKA RAILROAD corporation

Corporate Address: P.0. Box 107500, Anchorage, Alastea 99510
327 W. Ship Creek Avenue, Anchorage, Alaska 99501

VIA FACSIMILE AND EXPRESS MAIL
December 28, 1994 EXECUTIVE FFICES

S T AT

Rar:dy S. Welker

Legislative Auditor

Divisioi' of Legislative Audit

Legislative Budget and Audit Committee

Alaska State Legislature

P.O. Box 113300

Juneau, Alaska 99811-3300 LEGISLATIVE AUDIT

Dear Mr. Welker:

Thark 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 0T 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.
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Compliance with the State's Alaska Administrative Manual ("AAM")

Your statement that the ARRC has not complied with the statute requiring its board
members to follow the AAM's travel policies and procedures incorrectly assumes that
the AAM applies to ARRC. First, the legislature intended to exempt ARRC from all of
the provisions of Title 39 wnich includes the state travel regulations. See AS
42.40.710. This is readily apparent because the State does not pay for ARRC travel
as it is required to do so for other state agencies. See AS 39.20.110 et seq.

Second, the corporation's governing statute, AS.42.40.050(b), specifically provides that
appointed members of the board are “entitled" to per diem and travel expenses
authorized by law for state boards and commissions, but if does not set a maximum
amount or incorporate the AAM procedures by reference. Any suggestion that the
Department of Administration or any other office, none of which have knowledge or
expertise in railroad administration, should opine on the appropriateness of a board
member's proposed travel flies in the face of logic. This is especially so in light of the
exclusive authority over ARRC finances vested in the Board by ARCA and, also, the

lack of any legislative appropriations to the corporation.

ARRC has provided the entitlement authorized by ARCA to its directors, and does so
through its own internal travel policy and procedures which were established shortly
after incorporation. Full reimbursement of director expenses is made from funds
generated by the corporation, not from appropriated monies.

Your report also states that it is common practice for ARRC to pay the full coach rate
for air fare. This is inaccurate, because the ARRC has always attempted to obtain
the best fare available. Many of the trips cited in your report were for short periods of
two or three days in the middle of the week without a Saturday night stop-over.

Most airline fare structures require a Saturday night stop-over to obtain the lowest
possible fare. Without a week-end stay, the rate increases substantially. The busy
schedules of ARRC directors do not always allow an opportunity for an individual to
stay additional days to accommodate the Saturday night requirement.

Recommendation No. 3

As discussed above, we believe the reimbursement of actual expenses to our
directors does not violate any statute since AS.42.40.050(b) merely establishes a
minimum level of "entitlement” to per diem and expenses and does not prohibit ARRC

from providing full reimbursement.

Our internal travel procedures allow for reimbursement of expenses when adequate
justification is provided that travel is necessary, the expenses are reasonable, and
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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 practices.

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. It is 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 ah
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 t» 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 BUDGETAND AUDITCOM M ITTEE
Division oflegislative Audit

P.O. Box 113300
Juneau, AK 59811-3300
(907) 465-3830

January 5, 1995 FAX (907) 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)

A ADC 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 Tuly 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’s board 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 enpioyees 0f 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: <4n 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. *7

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 <<o qualify for; to

furnish with proper grounds for seeking or claiming. 7

We therefore interpret “entitle” in the above statute as meaning a member of the board of
directors has proper grounds for claiming travel expenses as would a 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 nuuuor
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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,
W hittier, 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 for 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 atable 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
W hittier (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

Crown

Moose

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 ofcoal. 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 aportion of the reserve for a passenger track and depot facility.

Point

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 asecond ice-free port for South
Central Alaska during World War n. 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
W hittier 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 o f 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

The 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.
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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 wetlands as aresult of the subsidence following the
1964 earthquake. The existing filled lands are an operating reserve 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 alarge 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% ofthe 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 IM A X theater, restaurants, and other creek front development. Little ofthe Anchorage
reserve remains undeveloped. The redevelopment and port areas are in the process of being
improved or enhanced by projects such as the coastal trail which has completed adesign study
to be located along Ship Creek connecting downtown, Government Hill, and Mountain View.

Engle 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 o f 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 o fthe Birchwood airport and related activity.
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MATANUSICA SUSITNA BOROUGH

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

Talkeetna

Curry

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 suflBcient access to 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 growth
near Denali with property that is both rail and highway served. ARRC has received inquiries
from one of the 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 e 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 Usibelii Coal Mine as part o f their active mining operation. Usibelli also
leases a portion ofthis reserve as a residential subdivision which provides housing sites for
its employees. Healy also has arail yard that supports the local and export coal hauls.

The Clear reserve is originally aconstruction reserve and remains active today as a source of
ballast for maintenance ofthe north end ofthe railroad. ARRC has a small soil remediation
facility on this property for hydro-carbon contaminated soils.

In 1993, ARRC evaluated this site as a po.“ntial site for a regional landfill in response to
problems Fairbanks, Denali Borough, and smaller railbelt communities had in meeting EP A
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

TheNenana reserve remains today an operational reserve related to logging and transfer o f
materials for transportation by barge up and down the river. Much ofthis reserve is leased
to the City of Nenana.
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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 o f the new passenger depot and a hotel, RV park and other related
tourism development.



Governor Bill Sheffield
Pouch A
Juneau, AK. 99811

Senator Jalmar Kerttula
President, Alaska State Senate
Pouch V

Juneau, AK. 99811

Representative-Joe Hayes

Speaker, Alaska House of Representatives
Pouch V

Juneau, AK. 99811

Gentlemen:

Enclosed herewith 1is the Interim Report of the Alaska Railroad Trans—
fer Advisory Commission. This report is the product of ten months of
public hearing, deliberation, and intensive analysis of the alterna—
tives- for management and operation of the Alaska Railroad after trans—
fer from the federal government has been accomplished.

The Commission, met a total of nine times in Anchorage, Fairbanks and
Juneau; ; The Comnission listened to over fifty hours of public testi-
ntony from individuals and groups from literally every corner of the
State of Alaska. In addition, we have analyzed almost 1,000 pages of
documents and submissions from interested individuals and groups.

In fulfillment of our legislatively mandated duties, we hereby for—
mally tender this report to you for your consideration during the

coming months as the transfer of the Alaska Railroad approaches. We

hope you will find it helpful not only for the specific recommendation

it contains but as a source of information about the wishes, desires

and hopes of the people of the State of Alaska.

It should be mentioned that not all Commission members share each and
every view expressed within this document. The combination of the
change in State Administrations and the convening of the State Legi—
slature made it difficult for the public officials on the Commission
to attend all sessions. In many cases, the views expressed in the
Interim Report.represent an attempt by the Commission to summarize for
your consideration consensus opinions heard again and again during
public testimony. We feel this provides you with the full benefit of
this information as it was expressed to us.

On behalf of the entire commission, | would like to thank you *-
opportunity; of serving the people of the State in this most in
and worthwhile endeavor.

Very truly yow.rs.

A.
Alaaiva i\all mau 1l ansiCr nuvisory Commission



EXECUTIVE SUMMARY

The Alaska Railroad Transfer Advisory Commission mol: ¢
total of nine times in Anchorage, Fairbanks and Juneau. The
Commission listened to over fifty hours of public testimony and
heard from over fifty individuals and groups regarding all
aspects of the transfer of the Alaska Railroad from federalL to
state control. This Executive Summary 1is a compilation of the
major policy recommendations of the Commission and a list of
specific changes pending state legislation which the Commission

feels are most important.

I- POLICY RECOMMENDATIONS OF THE COMMISSION

1. The railroad should eventually he owned and/or opera—
ted by private industry. Almost unanimously those testifying
before the Commission felt strongly that it was iIn the best
interests of the people of the State of Alaska and the best
interests of the railroad to plan for the eventual transfer of
the ownership and/or operation of the railroad to private

industry.

2. Plans for expansion of the railroad should begin
immediately. The Commission recommends the immediate prepara—
tion and filing of five right-of-way applications: (1) to
Delta, (2) to Canada, (3) to Kenai, (4) to Beluga, (5) to
Tanana and Kobuk/Ambler.

3. The railroad should cooperate with local governments.
The Commission urges the State not to compete with local gov—
ernments in the operation of railroad-related facilities, such
as ports, which are historically operated by local governments.

4. The railroad should expand into connecting services hy
contracting with private enterprise. The Commission urges that
the policy of the Alaska Railroad should be that, to the maxi—
mum extent possible, expansion should occur by contracting
private enterprise and hy not competing 1In a service area pre—
viously provided by private industry.

5. The interim operation of the railroad should he con—
ducted hy an 1independent authority under a separate department
on a temporary basis. The Commission feels that the short term
management of the railroad is critical to the overall -—-
the railroad and the state.- Therefore, the Commission
mends the creation of an independent authority under a
department of state government on a temporary basis as
for in Article 111, Section 22 of the Alaska Constitut.



6 State oversight of the railroad should he kept at a
minimum. The Commission recommends that: only the bare minimum
ot oversight consistent with.good public: policy he provided tor
in the legislation and that the- legislation specifically pro—
vide Cor a public process so that policy determinations made by
the board are based upon adequate public 1input.

7. Alaska railroad mineral rights should be preserved.
The Commission recommends that any authority or private opera—
tor of the railroad should he able to utilize all suhsurCace
resources and railroad land Cor railroad purposes without any
restriction as to ownership or use oC those resources which
might otherwise be applicable under existing state law.

B. Additional appropriation Cor the Commission. The
Commission Ceels that to adequately fulfill its legislative
mandate hetween the date of this interim report and the final
transfer of the Alaska Railroad to the State, an appropriation
in the amount of $75,000.00 is essential. This amount will
provide the Commission with the ability to hire the necessary
staff and iIncur necessary operational expenses so that a final
report can he prepared.

11- SPECIFIC RECOMMENDATIONS FOR CHANGES
TN PENDING STATE LEGISLATION

In the body of the report, the Commission makes numerous
recommendations for specific changes in SB10, pending state
legislation accepting transfer of the railroad. However, 1In
this Executive Summary the Commission would like to call
attention to a few specific matters which it considers to he
critical.

1. The Commission urges that a seven-member board of
commissioners be established for the railroad authority.
Balanced geographic distribution for the hoard 1is critical and
the Commission recommends that at least two memhers he from
areas served hy the railroad north of Windy Pass and at least
two from south of Windy Pass.

2. If consistent with law, the Commission recommends that
the*Commissioner of Transportation and Public Facilities be a
non-voting memher of the authority.

3. The Commission recommends that a representative from
the employee bargaining units and the general manage
Alaska Railroad be non-voting members of the hoard c
Commissioners,



4. Consistent with federal legislation, all bargaining
agreements should he honored and maintained for a period of
time until renegotiation can be accomplished smoothly and
without disruption of rail service.
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State of Alaska
3F='"CH OF '"HE GOVERNOR

JIinkal

January 13. 1997

The Honorable Mike Miller
President of the Senate
Alaska State Legislature
State Capitol

Juneau, AK 9980" 1182

Dear President Miller:

Il am pleased to transmit this bill to you naming the latest addition to die state’s marine

highway fleet the Motor Vessel Kennicort.

This name complies widi state law requiring the name ofour maritime vessels be that of
an Alaska glacier. But 1think it’s especially terrific this name was selected through a
statewide essay contest conducted in cur schools. The winning name was nominated by

Leah Jarvis, a student at Glennailen Elementary School in Copper Center, Alaska.

A joint legislative and executive branch committee consisting of Lieutenant Governor
Fran Ulmer, former Senate President Diue Pearce, and House Speaker Gail Phillips chose

Leah’s essay as the best one from among the numerous entries.

The Motor Vessel Kennicott will provide valuable service to die state for many years. |Its
name appropriately reflects one of Alaska's beaudful scenic wonders. | urge your
favorable considerarion of tins.bill and your joining me in congratulating Leah and all of

the students who participated in this contest.

Sincerely,
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Fran U lImer

LIEUTENANT GOVERNOR
State of Alaska

January 31, 1997

Senator Jerry Ward, Chair

Senate Transportation Committee
State Capitol - Rm. 422

Juneau, AK 99811

Dear Senator

Thank you for scheduling SB 46 for a hearing in the Senate Transportation Committee on February 4.
As you probably know, Alaska Statute 19.65.020 requires that ferries be named after glaciers. There are
609 named glaciers in Alaska. To help us choose a name, we ran astatewide essay contest among 6th
through 8th grade children in November. Over 200 students across the state participated.

All essays went through preliminary judging, first at the local school level and at the school district
level. The best ofthese essays were sent to the Department of Education where ateam ofjudges (Dr.
Roger Pearson, head of the University of Alaska Fairbanks Geography Department; Judy Bittner,
Director of the state Office of History and Archaeology; Tom Stewart, a retired Juneau judge; and Judith
Entwife, former Language Arts Specialist for the Department of Education) chose the ten best and

forwarded them on for the final judging round.

OnJanuary 9, Senator Drue Pearce, House Speaker Gail Phillips and | met to make the final selection.
After much discussion, we chose the essay and name submitted by 11 -year old Leah Jarvis of Copper
Center. “Kennicott,” according to Leah, “is a great ferry name because itis awell known name and it
isn’tan obscure glacier that tourists can’t see and have never heard of. It drains into the Gulf ofAlaska,
it is adjacent to a mine that is a big part of Alaska histoiy, it is beautiful, and it was named for a famous

explorer.”

| have included acopy of Leah’s essay as background material. Also enclosed is acopy ofthe contest
rules, thejudging criteria sent to all schools, and various press releases which explain the contest.
Again, thank you for hearing SB 46 in atimely manner. Please let me know if you have questions or

need more information regarding this bill.

fran Ulmer
/Lieutenant Governor

P.0. Box 110015 Juneau, Alaska 99011-0015 Phono (907) 465-3520 Fax (907) 4G5-5J00



(P State of Aiaska

O ffice of the Lieutenant G overnortr

FRAN ULMER CONTACT:

Lieutenant Governor Glenda Carino
Post Office Box 110015 907-465-3520
Juneau, Alaska 99811-0015 FAX: 907-465-5400

NEWS RELEASE Fran_Ulmer@Gov.state.ak.us

FOR IMMEDIATE RELEASE: January 13, 1997 97/002

And the winner is..Leah Jarvis of Glennallen, Elementary

Copper River School District sixth grader writes winning €ssa
GovePr1pc)r to Introduce a bﬁl naming tr?e new ferry the I\/IVgKenm)éott

Leah Jarvis' essay was selected over nine others in the final round of judging to
name Alaska's new state ferry. She was among more than 200 middle grade
school students statewide to enter the contest and among the ten top essays
reviewed in the final round of judging. The eleven year old is a sixth grader from
Glennallen Elementary in Copper Center.

The judges-Lieutenant Governor Fran Ulmer, Senator Drue Pearce, Co-chair of the
Senate Finance Committee and House Speaker Gail Phillips-announced the winner
today in a joint press conference held in the Speaker's Chambers. Jarvis' essay

convinced Ulmer, Pearce and Phillips that the new ferry should be named the MV
Kennicott in honor of the Kennicott Glacier which is located inside the Wrangell-St.

Elias National Park.

"Kennicott is a great ferry name because it is a well known name and it isn't an
obscure glacier that tourists can't see and have never heard of," wrote Jarvis. "It
drains into the Gulf of Alaska, it is adjacent to a mine that is a big part of Alaska
history, it is beautiful, and it was named for a famous explorer." The explorer,
Robert Kennicott, was the leader of the scientific corps of the Western Union
Telegraph Expedition to Alaska from 1865 to 1867, according to the essay.

Speaker Phillips says she likes the name chosen by the sixth grader. "The name
Kennicott stirs the romance and imagination of the hay days of one of the largest
mining ventures in Alaska history," Phillips said. "It is a fitting name for our
newest state ferry— ties together our resource development and the transportation

of not only our resources but our people.”

"It was exciting to see the level of creativity expressed by all the students who
submitted essays for the Name the Ferry Contest,” said Senator Pearce. "While
we had a rough time choosing a favorite, we felt the Kennicott name carries with it
a rich and colorful history that is truly Alaskan. This name deserves to be on the

bow of the state's newest ship."”

-MORE-
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~ Entry Form
Ala”.vCrm arine Highway Sys

Name the Vessel Contest

Attach this form to the front of your essay.

Student Name _ L ra h_ 5 a r v/15
Parent or Guardian Name vTorvx fhan CTafVv if)
Mailing Address P 0 R o X 136)
Copper CenArtLCj f\K n s 7 3
Home Phone (QQ ™" 1) ? 77 o/ Parent/Guardian Daytime Phone ~F33 ]
Name of School (p le n n a 11l en ETkme/r'fafy
Grade Level ncyXcl Student's age as of 11-22-96 jj y m f .S 0ld

Presentation. The essay should be:
Up to 750 words in length
Typed and double spaced on plain white paper

Your name and grade level on each page of the essay

Judging the Essays. Completed essays should be submitted to your school
teacher. Each school will review its students' essays. One essay will be chosen from
each school to send to the school district. The school district will select one essay
from all the public, private, charter, and home schools in its district. The Depart-
ment of Education will then review the essays submitted by the districts. Ten
essays will be selected from this group and sent on for final judging by the
Speaker of the House, the President of the Senate, and the Lieutenant Governor.

Timeline.
November 22 Essays due to the schools
December 2 Essays submitted to the school district
December 10 Essays submitted to Department of Education
January 3 Essays submitted for final judging
January 13 Winner announced at opening of 1997

Alaska State Legislative Session



THE FOLLOWING DOCUMENT(S)
HAVE BEEN REFILMED TO
ASSURE LEGIBILITY ORPAGINATION
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Lieutenant Governor Glenda Carino
Post Office Box 110015 907-465-3520
Juneau, Alaska 99811-0015 FAX: 907-465-5400
NEWS RELEASE Fran_Uimer@Gov.state.ak.us
FOR IMMEDIATE RELEASE: January 13, 1997 97/002

And the winner is...Leah Jarvis of Glennallen,  Elementary

Copper River School District sixth grader writes winning essa
Gover%r to Introduce a bﬁl naming tf?e new ferry the I\/IVgKenm}éott

Leah Jarvis' essay was selected over nine others in the final round of judging to
name Alaska's new state ferry. She was among more than 200 middle grade
school students statewide to enter the contest and among the ten top essays
reviewed in the final round of judging. The eleven year old is a sixth grader from
Glennallen Elementary in Copper Center.

The judges-Lieutenant Governor Fran Ulmer, Senator Drue Pearce, Co-chair of the
Senate Finance Committee and House Speaker Gail Phillips—announced the winner
today in a joint press conference held in the Speaker's Chambers. Jarvis' essay

convinced Ulmer, Pearce and Phillips that the new ferry should be named the MV
Kennicott in honor of the Kennicott Glacier which is located inside the Wrangell-St.

Elias National Park.

"Kennicott is a great ferry name because it is a well kmwn name and it isn't an
obscure glacier that tourists can't see and have never heard of," wrote Jarvis. "It
drains into the Gulf of Alaska, it is adjacent to a mine that is a big part of Alaska
history, it is beautiful, and it was named for a famous explorer.” The explorer,
Robert Kennicott, was the leader of the scientific corps of the Western Union
Telegraph Expedition to Alaska from 1865 to 1867, according to the essay.

Speaker Phillips says she likes the name chosen by the sixth grader. "The name
Kennicott stirs the romance and imagination of the hay days of one of the largest
mining ventures in Alaska history," Phillips said. "It is a fitting name for our
newest state ferry—it ties together our resource development and the transportation

of not only our resources but our people.”

"It was exciting to see the level of creativity expressed by all the students who
submitted essays for the Name the Ferry Contest," said Senator Pearce. "While
we had a rough time choosing a favorite, we felt the Kennicott name carries with it
a rich and colorful history that is truly Alaskan. This name deserves to be on the

bow of the state's newest ship."

-MORE-


mailto:Fran_Uimer@Gov.state.ak.us

Page 2
Contest winner
January 13, 1997

All essays went through preliminary judging, according to Ulmer. "Each school
sent its best essay to their school district,” she said, "then the school districts
submitted the winners from their round of judging to the Department of Education
where they were judged by Dr. Roger Pearson, head of UAF's Geography
Department; Judy Bittner, Director of the state Office of History and Archaeology;
Tom Stewart, a retired judge from Juneau; and Judith Entwife, former Language
Arts Specialist for the Department. They picked the ten best and forwarded them

to us for the final round.”

Glennallen Elementary should be proud that Leah's essay made it through the
rigorous judging, Ulmer said, but she also praised all students who entered the
contest. "There were some amazing essays and some very convincing reasons
why the ferry should carry the students' chosen glacier name," she said.

Since all state ferries must be named by statute, Ulmer says the Governor will
introduce a hill on Tuesday designating the new state ferry the MV Kennicott.

Leah Jarvis will be flown to Juneau to be honored when the Governor signs the
bil. She and her parents will also receive a voucher for a six-day ferry trip,
including stateroom and meals. The nine other essay contestants in the final round

will receive free three-day trips.

-30-
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n Entry Form
Ala.s.»Q Tv\larine Highway Sys o™

Name the Vessel Contest

Attach this form to the front of your essay.

Student Name L<S.Cvh  T9YXC v/
Parent or Guardian Name ~ A"TQf\A~t“h a r\ (XC\/ 1y

Meiling Address P Q Ro X (34

Cop.p.er_Ce n fer, /AIE A s 7 3
Home Phone (Q C i'l) «?22*+/ Parent/Guardian Drytime Phone (¢ f\n)lih" ~~
Name of School A nallen Ekmenfary
Grade Level Amorl Student's ageas of 11-22-96 /[ wmf.S 01ld

Presentation. The essay should be:
Up to 750 words in length
Typed and double spaced on plain white paper

Your name and grade level on each page of the essay

Judginc ie Essays. Completed essays should be submitted to your school
teacher. |_ th school will review its students’ essays. One essay will be chosen from
each school to send to the school district. The school district will select one essay
from all the public, private, charter, and home schools in its district. The Depart-
ment of Education will then review the essays submitted by the districts. Ten

essays will be selected from this group and sent on for final judging by the
Speaker of the House, the President of the Senate, and the Lieutenant GOVEINOI,

Timeline.
November 22 Essays due to the schools
December 2 Essays submitted to the school district
December 10 Essays submitted to Department of Education
January 3 Essays submitted for final judging
January 13 Winner announced at opening of 1997

Alaska State Legislative Session



Leah Jarvis
6th grade

Famous Explorer, Robert Kennicott, to Appear on State Ferry

| think the new Alaska ferry should be named after the Kennicott Glacier. The
Kennicott Glacier is a spectacular glacier located on the southern side ofthe Wrangell
Mountains inside Wrangell-St. Elias National Park, the largest national Park in the United
States.

The Kennicott Glacier is a dazzlingly beautiful glacier that stretches for 27 miles
and is 4 miles wide at the widest. The L1 s of moraine carried by the glacier cause it to
look like a ribbon winding through the wilderness. The glacier flows off of 16,390 ft. Mt.
Blackburn, which is one of the tallest peaks in North America. The Ahtna name for Mt.
Blackburn, K'als’i TTaadi means ‘the one at cold waters.” The Kennicott Glacier feeds
into the Chitina River, a tributary of the Copper River, which is one of the largest rivers
draining into the Gulfof Alaska.

In 1899, the Kennicott Glacier was named after pioneer explorer Robert Kennicott
by Oscar Rohn, the first non-Native American to describe the Kennicott area. Kennicott
was leader ofthe scientific corps ofthe Western Union Telegraph Expedition to Alaska of
1865-1867. The goal of this expedition was to build a telegraph line stretching all the way
from California through Canada and Alaska, across the Bering Strait, through Russia and
into Europe. Even though the line was never completed, the information Kennicott’s team
collected helped Congress to decide to buy Alaska from Russia.

Lieut. Heniy T. Allen led the first non-native expedition up the Copper River in
1885. While traveling, Lt. Allen met ChiefNicolai, who told him the secret ofthe copper
deposit near the Kennicott Glacier. This led to the development of the mining town o f
Kennecottl, the site of one of the richest copper discoveries in the world. A railroad was
built along the Copper River to transport the copper ore from the mines in Kennecott to

the coast so it could be shipped out. Cordova was established as a port for the ships



Leah Jarvis
6th grade

carrying the ore. The Kennecott mine produced an astounding 214,000,000 Ib. of copper
and 9 million ounces ofsilver between 1904 and 1938.

The Copper River railway offered an all American route to the Alaskan interior, a
route that was free of Canadian taxes. The railway extended for 196 miles, took 4 years
to construct, and cost $23,000,000 to build. In 1938, the mine shut down and the railway
was closed due to lack ofcopper ore.

Today tourists can drive to Kennecott to see the old mining town and the
Kennicott Glacier. |1've been there and it is really neat to see the old mining town and the
mine itself. You can walk among the crumbling buildings, and if you close your eyes and
listen very hard you can almost see and hear the workers shouting to each other and the
rumbling of the huge machines. Suddenly you open your eyes and come back to reality.
But one thing has hardly changed from the time when the mine was working. The huge
Kennicott Glacier still stretches in front of the whole place.

Kennicott is a great ferry name because it is a well known name and it isn’t an
obscure glacier that tourists can’t see and have never heard of. It drains into the Gulfof
Alaska, it is adjacent to a mine that is a big part of Alaska history, it is beautiful, and it was
named for a famous Alaska explorer. Because Robert Kennicott is an important part of

Alaska’s history, | think naming the ferry for him would honor this famous explorer

greatly.

‘One thing that | should clarify is that the correct spelling of the Kennicott Glacier is with
an “i” instead ofan “e". When the owners ofthe Kennecott mine got to Alaska, they

misspelled Robert Kennicott's name and it became the common spelling ofthe name of the

town and the mine.
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FOR IMMEDIATE RELEASE: December 20, 1996

Name the Ferry Contest in it's final judging round
Top ten finalists forwarded to Lieutenant Governor

The Department of Education (DOE) has picked the ten best essays from the finalists 0of22 school
districts. Over 200 essays were submitted by students sixth through eighth grades hoping to name the
new Alaska state ferry, according to DOE staffmember, Marjorie Menzie.

Lieutenant Governor Fran Ulmer received the essays from the Department this afternoon. “By statute,
the ferry must be named after an Alaskan glacier,” Ulmer explained. “The essay contest was launched
in November in an effort to involve Alaska’s middle grade students.” The contest was coordinated
through the Lieutenant Governor's Office, the Department of Education and the Department of
Transportation and Public Facilities. The top ten winners are to receive athree day ferry pass for

themselves and their parents. In alphabetical order, they are:

Chystina Atkins, 6th grader from Fairbanks School District
suggested ferry name: MV Kabhiltna

Brendan Clancy, 6th grader from Delta Greely School District
suggested ferry name: MV Trident

Everett Craik. 8th grader from S.E. Island School District
suggested ferry name: MV La Perouse

Leah Jarvis, 6th grader from Copper River School District
suggested ferry name: MV Kennicott

Jeremy Lehman, 6th grader from Anchorage School District
suggested ferry name: MV Portage

Tony Mackie, 7th grader from Craig School District
suggested ferry name: MV Seward

Rachel Naegeie, 8th grader from Wasilla Christian School
suggested ferry name: MV Okpilak

-more-
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Ten Best Essays
Page 2
December 20. 1996

Devin Person, 6th grader from Iditarod School District
suggested ferry name: MV Kabhiltna

Mackenzie Slater, 6th grader from Juneau Home School Correspondence
suggested ferry name: MV Muir

Jodie E. Totten, 6th grader from Sitka School District
suggested ferry name: MV Muir

The Department of Education called on ateam ofexperts to do the blind judging. They were: Judy
Bittner, Office of History and Archeology; Judith Entwife, Former Language Arts Specialist at DOE:

Dr. Roger pearson, Head o f the Geography Department at the University of Alaska Fairbanks; and Judge
Tom Stewart. They reviewed each essay and ranked them according to originality, accuracy and
completeness, composition and writing skills, grammer and spelling, ideas and content, organization,
sentence fluency, word choice and conventions.

Ulmer has scheduled the final judging round to be held on January 9. The threejudges include Ulmer,
Representative Gail Phillips and Senator Drue Pearce. “We hope to name the winning entry on the first
day ofsession,” she said. “The winner will be brought to the Capitol for official recognition” Ulmer
said, “as well as receive asix day ferry ride which will include astateroom and meals for the winner and

his/her parents.”

The Department of Transportation expects the new ferry will be launched in the spring of 1997. The
essay will be permanently displayed on the marine vessel, as well as the winning name.

-30-



A Rundown on the

Contest;

The laws of Alaska require astate ferry be named
after an Alaska glacier. This essay contest will
allow an student in the 6th, 7th, or 8th grade to
choose that name. Students will write an essay of
up to 750 words explaining why they picked a
particular glacier name.

Judges at each school will pick the best essay from
that school and forward it on to the school dis-
trjfl|The school district will then choose one

eflH fand forward it on to the Department of
Education. The Department of Education will
choose the ten best essays autd forward them to
Lt. Governor Fran Ulmer, Senate President Drue
Pearce, and Speaker of the House Gail Phillips for
final judging. The essays will be judged on content,
originality, composition ana writing skills, grammar,
and spelling.

All participants will receive a letter and certificate
of appreciation. District winners will receive a
photo of the vessel. The top ten winners will win a
three-day ferry pass for thenr .elves and their
parents. The winning essay will be permanently
mounted on the new vessel, and the winner and his/
her parents will receive asix-day cruise, including
stateroom and meals, on any Marine Highway

v AL

Essay due date:

N o v e m b e r 1996

This is aproject developed and coordinated by
the Office of the Lieutenant Governor, the
Alaska Marine Highway System, the Depart-
ment of Transportation and Public Facilities,
and the Alaska Department of Education. |f you
have questions, call Susan Favro at Meeting
Results in Juneau: 907/586-6341.

The Alaska M arine

Highway System s new

ferry needs a nerne

W rite an essay to name a
ferry and win:

. A 6-day cruise on one
ofthe ferries,including
astateroom and meals
(forboth you and your

parents)

. Youressay permanently
displayed on the new

ferry!

Alaska Maiwe Highway

Dept, of Transportation & Public Facilities
P.O. Box 25535
Juneau, AK 99802-5535

hilp://lwww.aol.sUile.ak.us/exlemal/anilis/ honie.htrnl
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H ere’'s How You D oll:

Get alist of Alaska glacier names (your school
should have the list or use the Internet)

From the list of glaciers, Pick out a name for the
new ferry (it's a 380 foot ocean cruised).

Write an essay of up to 750 words explaining why
you selected the name. Be creative. Have fun with

the essay.

Turn in your essay to your school. That's all there
is toit/

NSearching for a

G lacier n an e 2

Yes, it's true, there really are 609 named glaciers
in Alaska. To see alist of these glaciers, you can
contact your school librarian oc publx librarian, or
use the Internet (go to www-nmd.usgs.goviaww/
gnis/gnisform.html). There are ten glacier names
that have already been used. The following glacier
names cannot be used again:

AU. *ra Bartlett
Ghilkat Columbia

Le Conte MalaSpina
Matanuska Tnku
Tustumena Wickersham

W hatm akes for a
- 9
w inning e ssay —

Creativity. use your imagination when picking
out a name for the new ferry (but remember it
has to be the name of an Alaska glacier). Find
that unique, original reason for using that
name and write rt down!

Accuracy. Find out about the glacier
you've selected. What is the geographic,
geologic, or historical significance of your
selection?

writing SKills. Your writing should be
well organized. Develop your reasons for
selecting the glacier name you chose.

S5petling and Grammar. Be watchful for
spelling errors, typographical errors, and grammar
usage. | f you're using a computer, don't depend on
the spell checker only. Proof your own work with
your own eyesl

Presentation. The essay should be up to 750
words in length. It should be typed and double
spaced on plain white paper. Make sure your name
and grade level are an each page of your essay.
Also, your school has an entry form that will be
attached to your essay. Be sure to fill out all
information requested on the entry form.

Judging the Essays. Completed essays should
be submitted to your school teacher. Each school
will review its students' essays. one essay will be
chosen from each school to send to the school
district. The school district will select one essay
from all the public, private, charter, and home
schools in its district. The Department of Educa-
tion will then review the essays submitted by the
districts. Ten essays will be selected from this
group and sent on for final judging by the Speaker
of the House, the President of the Senate, and the
Lieutenant Governor.

Timeline. Essays are due on November 22. The
essays (O to the district on December 2 and to the
Dep*. of Education on December 10. The final
judging will be done in time to announce the winner
at the opening session of the 1997 legislature.

The
N e w A lask a
M arine Highw ay

O cean Class Ferry

Length overall.........ccccooovieviineincisiecniin, 380 feet
Maximum DeaM..........cccovevnenernereinrineieneennes 85 feet
Draft, maximum...........ccooovvvveenrereesse s 17.5 feet
Displacement...........cocvvnerninerneennennienn, 6.000 tons

Southeast AK 120 cars/vans
Gulf of Alaska 39 cars/20 vans

Vehicle capacity

Passenger capacity.........covwvne Southeast AK 750

Gulf of Alaska 500
Maximum design speed.......ccoenrrneeninnens 19 knots
Service SpPeed......cnniineiineinens 16.75 knots
Lifeboats.......ovvvvevrsiinerisinennnns four 150-person
Life rafts....coveinrnnnnn, 50-person capacity each
RESCUE DOALS. ... Two
Helicopter landing platform...........cccccceeuvne 55 sq.ft.
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Lieutenant Governor announces contest
to name the new Alaska Marine Highway Ferry

Alaskan students in grades six through eight « ill have the opportunity to
participate in naming the new Alaska Marine Highway ferry which will be launched
in July of 1997, according to Lieutenant Governor Fran Ulmer. "By statute, the
ferry is named after an Alaskan glacier,” Ulmer said. "We thought it would be
educational and fun to let students choose the name through an essay contest.”
The contest is being coordinated through the Department of Education, the
Department of Transportation and Public Facilities (DOTPF), and through the
Lieutenant Governor's office with cooperation from the Speaker of tha House and

the Senate President.

Each student who enters the contest will write an essay no more than 750 words
telling why they chose a particular glacier name and submit it to their school.
Judges at each school will choose the best essay and submit it to the school
district where one essay will be chosen and submitted to the Department of
Education. Private, charter and home school students can also participate by
submitting their essays to their closest public school district. Ten essays will be
chosen by judges at the Department of Education and submitted for final judging
by the Speaker of the House, the President of the Senate and the Lieutenant
Governor. Essays will be judged on content, originality, geography standards,
composition and writing skills, grammer and spelling.

All participants will receive a letter and certificate of appreciation. District winners
will receive a photo of the vessel. The top ten winners will win a three day ferry
pass for themselves and their parents. The winning essay will be permanently
mounted on the new vessel and the winner and his/her parents will receive a six
day ride, including a stateroom and meals, on any Marine Highway vessel. Entry
forms will be mailed to all participating school districts by the end of October and
students will have until November 22 to complete their essays. For more
information or to request an entry form, call Glenda Carino at (907) 465-3521.

-30-
Broadcast Advisary: Video actualities with Lieutenant Governor Fran Ulmer and
Q%EPF CorprglssmnerJoe Perkins will be available on the Governor's window at
:30 p.m. today.
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STUDENTS WRITE ESSAYS TO NAME NEW STATE FERRY

Construction of the Alaska Marine Highway System's new 380" ferry is proceeding
on schedule at a ship yard in Moss Point, Mississippi. The ship is approximately 10
percent completed and has a July 1997 projected launch date. When the
outfitting, test, and trials are completed, the vessel will be delivered to Alaska in

May 1998.

The new ferry will be capable of taking over any of the current system routes in
addition to cross-gulf service. New features on this vessel include outfitting to
operate as a spill response command center, state of the art communications, a
helicopter pad, and ADA accessibility. Amenities also include a theater, restaurant,
coffee shop, and telephone kiosks with modem hook-ups.

While construction proceeds in Mississippi, 6th. 7th, and 3th graders across Alaska
have been invited to write essays to suggest a name for the new ferry. By statute,
all Alaska Marine Highway ferries must be named after an Alaska glacier. The
Office of the Lieutenant Governor, Department of Education, and Marine Highway
System are overseeing the escay contest to match up the glacier name with the
new ship. Student essays are due tc their schools on November 22. Each school
will select one essay to forward to its school district. The school districts will each
select one essay to forward to the Department of Education. DOE will then select
ten finalists. The winning essay will be selected by Lieutenant Governor Fran
Ulmer, House Speaker Gail Phillips, and Senate President Drue Pearce. The
winning name will be announced at the opening session of the 1997 legislature.

The student who proposes the winning name and his/her parents will receive a six-
day cruise on a ferry and the essay wili be permanently mounted in the new ferry.
Students or educators wishing more information about the essay contest can
contact Susan Favro in Juneau at 586-6341.



® Entry Form ®
Alaska M arine Highway System

Name the Vessel Contest

Attach this form to the front of your essay.

Student Name

Parent or Guardian Name

Mailing Address

Home Phone Parent/Guardian Daytime Phone

Name of School

Grade Level Student's age as of 11-22-96

Presentation. The essay should be:
Up to 750 words in length
Typed ar.d double spaced on plain white paper

Your name and grade level on each page of the essay

Judging the Essays. Completed essays should be submitted to your school
teacher. Each school will review its students’ essays. One essay will be chosen from
each school to send to the school district. The school district will select one essay
from all the public, private, charter, and home schools in its district. The Depart-
ment of Education will then review the essays submitted by the districts. Ten
essays will be selected from this group and sent on for final judging by the
Speaker of the House, the President of the Senate, and the Lieutenant Governor.

Timeline.
November 22 Essays due to the schools
December 2 Essays submitted to the school district
December 10 Essays submitted to Department of Education
January 3 Essays submitted for final judging
January 13 Winner announced at opening of 1997

Alaska State Legislative Session
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