
V I .  RAIL  INVESTMENT EVALUATION PROCEDURES 

A s  s t a t e d  i n  S e c t i o n  V,  it is recommended t h a t  Alaska adopt 

a n a l y t i c a l  methodologies  t h a t  a r e  s u i t a b l e  f o r  eva lua t ing  r a i l  

l i n e  ex t ens ion  p r o p o s a l s  and f o r  eva lua t ing  o t h e r  p u b l i c  s e c t o r  

inves tments  r e l a t i v e  t o  t h e  r a i l  mode. This  Report Sec t ion  

d e s c r i b e s  t h e s e  recommended methodologies.  

I t  i s  recommended t h a t  Alaska u t i l i z e  c o s t / b e n e f i t  a n a l y s i s  

when making i t s  d e c i s i o n  concerning t h e  a p p r o p r i a t e n e s s  of a  

major p u b l i c  investment  r e l a t i v e  t o  t h e  r a i l  mode. Such an 

approach,  based on sound economic p r i n c i p l e s ,  p rov ides  a  proper 

framework by which r a t i o n a l  d e c i s i o n s  can be made. 
L 

The economic p r i n c i p l e s  and t echn iques  desc r ibed  he re in ,  

however, a r e  designed a s  q u i d e l i n e s  only .  There  a r e  some 

p r o j e c t  t y p e s  t h a t  l e n d  themselves  t o  such a n a l y s i s ;  i n  o t h e r  

i n s t a n c e s ,  t h e  p r o j e c t  t y p e s  a r e  n o t  s u i t a b l e  f o r  such a n a l y s i s  

o r  time and d a t a  l i m i t a t i o n s  might p reven t  t h e s e  q u i d e l i n e s  from 

being p r e c i s e l y  a p p l i e d .  S ince  most major investments  l end  them- 

s e l v e s  t o  such a n a l y s i s ,  such a n a l y s i s  is s t r o n g l y  recommended 

f o r  major p r o j e c t s .  

The sugges ted  approach i s  t o  q u a n t i f y  t h e  c o s t s  of implement- 

ing  t h e  p r o j e c t ,  t o  q u a n t i f y  t h e  b e n e f i t s  expected t o  accrue  

from t h e  p r o j e c t ,  and t o  compare t h e  c o s t s  and b e n e f i t s  us ing 
s t a n d a r d  economic e v a l u a t i o n  procedures .  



a.  Frame of Reference 

The p r i n c i p a l  t h r u s t  of r a i l  l i n e  e v a l u a t i o n  is t o  determine 

t h e  e x t e n t  of t h e  impacts of v a r i o u s  t r a n s p o r t a t i o n  o p t i o n s  on 

a l l  p a r t i e s  involved i n  a  r a i l  l i n e  i s s u e .  This  i n c l u d e s  t h e  

owning r a i l r o a d ,  t h e  u se r s  ( s h i p p e r s / r e c e i v e r s )  of r a i l  s e r v i c e ,  

t h e  communities through which t h e  r a i l  l i n e  pas ses ,  and t h e  

t o t a l  S t a t e  and i t s  r e s i d e n t s .  I n  t h i s  s e n s e  t h e  frame of r e f e r -  

ence is t h e  t o t a l  S t a t e ,  and a l l  of i t s  r e s i d e n t s  and e n t i t i e s .  

b. B e n e f i t s  and Costs  

The c o s t s  a r e  t h e  economic c o s t s  ( r e s o u r c e  consumption) of 

b u i l d i n g  t h e  r a i l  p r o j e c t .  Cos t s  i n c l u d e  l a n d  and equipment 

a c q u i s i t i o n ,  l a b o r  and m a t e r i a l ,  bu t  do n o t  i n c l u d e  ra i l ro .ad  

o p e r a t i n g  c o s t s  s i n c e  such c o s t s  a r e  i nc luded  i n  t h e  b e n e f i t  

c a l c u l a t i o n s  ( a s  e i t h e r  p o s i t i v e  o r  n e g a t i v e  b e n e f i t s  depending 

on whether t h e  n e t  c o s t s  a r e  p o s i t i v e  o r  n e g a t i v e ) .  The c o s t s  

a r e  expressed i n  economic resource  terms and a r e  t a b u l a t e d  by 

expected yea r  of o u t l a y .  

The r a i l  p r o j e c t  b e n e f i t s  comprise q u a n t i f i a b l e  economic 

g a i n s  due t o  p r o j e c t  opera t ion ,  inc lud ing  c o s t  s a v i n g s  (opera t -  

i ng  c o s t  s a v i n g s ) ,  induced p a y r o l l ,  l o c a l  expend i tu re s  on 

m a t e r i a l  and equipment, and, o t h e r s .  The b e n e f i t s  a r e  a l s o  

e s t ima ted  by yea r  of occurence, t y p i c a l l y  over  a  20 t o  50 yea r  

t ime  pe r iod .  

c .  B e n e f i t  and Cost  Comparisons 

The c o s t  and b e n e f i t  s t reams a r e  expressed,  by y e a r ,  over 

t h e  p r o j e c t ' s  a n t i c i p a t e d  o p e r a t i o n a l  l i f e s p a n .  A l l  a r e  ex- 

p re s sed  a t  c o n s t a n t  p r i c e  l e v e l s  ( e x c l u s i v e  of f u t u r e  i n f l a -  

t i o n ) .  The c o s t s  and b e n e f i t s  a r e  t hen  compared us ing  any of 
t h r e e  i n d i c a t o r s  of economic f e a s i b i l i t y ,  a s  fo l lows :  



* Piscounted  Ben&&/Cost R m  -- A l l  f u t u r e  b e n e f i t s  and 
c o s t s  a r e  d i scoun ted  u t i l i z i n g  an  a p p r o p r i a t e  d i scount  
r a t e .  The t o t a l  d iscounted b e n e f i t s  a r e  t h e n  d iv ided  by 
t h e  t o t a l  d i scounted  c o s t s ,  and t h e  r e s u l t i n g  r a t i o  is 
used t o  judge f e a s i b i l i t y ,  e.g., i f  t h e  r a t i o  i s  g r e a t e r  
t h a n  1.0,  t h e  v e n t u r e  i s  deemed economically f e a s i b l e .  

N & L E ~ ~ ~ L -  -- Using t h i s  i n d i c a t o r  of  f e a s i b i l i t y ,  
t h e  f u t u r e  b e n e f i t s  and c o s t s  a r e  d i scounted ,  and t h e  
t o t a l  d i s coun ted  c o s t s  a r e  s u b t r a c t e d  from t h e  t o t a l  
d i scounted  b e n e f i t s .  I f  t h e  d i f f e r e n c e  is a  p o s i t i v e  
va lue ,  t h e  v e n t u r e  is deemed economically f e a s i b l e .  

* Int_ernal Rate  of R e t u n  -- This  i n d i c a t o r  of f e a s i b i l i t y  
compares t h e  c o s t s  'and b e n e f i t s  and f i n d s  t h a t  d i s c o u n t  
r a t e  a t  which t o t a l  d iscounted b e n e f i t s  equa l  t o t a l  d i s -  
counted c o s t s .  I f  t h e  r e s u l t a n t  d i s c o u n t  r a t e  exceeds t h e  
o p p o r t u n i t y  c o s t  of c a p i t a l ,  t h e  ven tu re  is deemed economi- 
c a l l y  f e a s i b l e .  

T y p i c a l l y  any o r  a l l  of t h e  above i n d i c a t o r s  of f e a s i b i l i t y  

can  b e  used,  w i t h  s i m i l a r  r e s u l t s .  These i n d i c a t o r s  of econanic 

f e a s i b i l i t y  can and should be used f o r  any of t h e  e v a l u a t i o n s  of 

major S t a t e  i nves tmen t s  i n  t h e  r a i l  mode -- a s  long  as t h e  pro- 

j e c t ' s  economic b e n e f i t s  and c o s t s  can be  p r o p e r l y  q u a n t i f i e d .  

To u t i l i z e  t h e  above methods, a  v a r i e t y  of a n a l y s i s  p r i n c i -  

p l e s  m u s t  be adopted.  Examples i nc lude  t h e  fo l lowing .  

a .  P r i c e  Leve l s  

A l l  c o s t s  and b e n e f i t s  should be expressed a t  a  common 

y e a r ' s  p r i c e  l e v e l s ,  e .g. ,  t h e  c u r r e n t  yea r .  This  means t h a t  

f u t u r e  i n f l a t i o n  i s  n o t  included i n  t h e  c a l c u l a t i o n s .  

b. Oppor tun i ty  Cost  

The oppor tun i ty  c o s t  concept should be used i n  any econanic 

e v a l u a t i o n  of p o s s i b l e  S t a t e  investment.  I t  can  b e  de f ined  a s  



t h e  va lue  of an a l t e r n a t i v e  foregone i n  o r d e r  t o  ach ieve  a  par -  

t i c u l a r  o b j e c t i v e .  I n  o t h e r  words, t h e  v a l u e  of a  r e sou rce  used 

i n  a  r a i l  l i n e  p r o j e c t  is t h e  maximum c o n t r i b u t i o n  t h a t  t h e  r e -  
s o u r c e  would have made i f  it had been employed i n  t h e  produc t ion  

of some o t h e r  good o r  s e r v i c e .  A s  an example, l a b o r  which would 

o the rwi se  be unemployed might be used on a r e h a b i l i t a t i o n  pro- 

j e c t .  S ince  no p r o j e c t s  o r  s e r v i c e s  have t o  be  fo regone  t o  p u t  

t h i s  l a b o r  t o  work on t h e  p r o j e c t ,  t h e  oppor tun i ty  c o s t  of 

l a b o r ,  i n  t h i s  p a r t i c u l a r  s i t u a t i o n ,  would be zero .  Th i s  is an 

extremely impor tan t  concept i n  t h e  o v e r a l l  economic e v a l u a t i o n  

p roces s .  

c .  Shadow P r i c e s  

'Shadow p r i ce s?  a r e  def ined  a s  the v a l u e  of t h e  c o n t r i b u t i o n  

t o  t h e  S t a t e ' s  bak ic  socioeconomic d b j e c t i v e s  made by any mar- 

g i n a l  change i n  the^ a v a i l a b i l i t y  of commodities o r  f a c t o r s  of 

p roduc t ion .  Shadow p r i c e s ,  r a t h e r  t h a n  market  p r i c e s ,  should  be  

used anywhere i n  which d i s t o r t i o n s  may be expected t o  p e r s i s t ;  

t h e y  a r e  no t  t h e  equ i l i b r ium p r i c e s  t h a t  would p r e v a i l  i n  a  

d i s t o r t i o n - f r e e  economy. Where p o s s i b l e ,  shadow p r i c e s  should  be 
i 

a p p l i e d  t o  cover t h e  worth of s o c i a l  b e n e f i t s  o r  l o s s e s  t h a t  a r e  

e i t h e r  unpr iced by t h e  market o r  a r e  a r t i f i c i a l l y  p r i c e d .  For 

example, t h e  use  of a  shadow p r i c e  f o r  crew wages is impor tan t  

f o r  e v a l u a t i n g  t h e  labor-savings  impact of a  r a i l  l i n e  improve- 

ment. The a p p l i c a b l e  monetary wage may b e  a s s o c i a t e d  w i t h  t h e  

p r o c e s s  of  c o l l e c t i v e  barga in ing  and, t h e r e f o r e ,  n o t  r e p r e s e n t  

t h e  t r u e  oppor tun i ty  c o s t  of t h e  resource .  Consequently,  an  

ad jus tment  t o  p r e v a i l i n g  market p r i c e s  may be r e q u i r e d  i n  some 

c i rcumstances .  



d. Discount Rate 

One i n t e r p r e t a t i o n  of an a p p r o p r i a t e  d i s c o u n t  r a t e  is an 
e s t i m a t e  of t h e  average r a t e  of r e t u r n  t h a t  is expected on 

p r i v a t e  investments  b e f o r e  t a x e s  and exc lud ing  i n f l a t i o n .  This  

i n t e r p r e t a t i o n  is based on t h e  concept  t h a t  t h e  a l t e r n a t i v e  t o  

t h e  c a p i t a l  investment by government i s  t o  l e a v e  t h e  c a p i t a l  i n  

t h e  p r i v a t e  s e c t o r .  A l t e r n a t i v e l y ,  i f  t h e  a l t e r n a t i v e  u s e  f o r  

t h e  funds  is a  d i f f e r e n t  government p r o j e c t ,  t h e n  t h e  d i s c o u n t  

r a t e  should be t h e  c o s t  of S t a t e  government borrowing. 

I n  recogniz ing  t h a t  nominal d i s c o u n t  r a t e s  r e f l e c t  bo th  t h e  

e f f e c t s  of i n f l a t i o n  and t h e  t r u e  oppor tun i ty  c o s t  of money, and 

s i n c e  a l l  c o s t s  and b e n e f i t s  w i l l  be expressed i n  c o n s t a n t  

d o l l a r s  ( e x c l u s i v e  of i n f l a t i o n ) ,  it f o l l o w s  t h a t  on ly  t h e  r e a l  

d i scount  r a t e  r e f l e c t i n g  on ly  oppor tun i ty  c o s t  w i l l  be used. A 

nominal d i s coun t  r a t e  equa ls  r e a l  r e t u r n  e.g.,  4 % ,  p l u s  i n f l a -  

t i o n  e x p e c t a t i o n ,  e .g . ,  7 % ,  p l u s  r i s k ,  e .g. ,  2% f o r  a  t o t a l  o f ,  

e.g. I 13%.  When using cons t an t  p r i c e  l e v e l s ,  t h e  r e a l  ( a s  
opposed t o  t h e  nominal) d i s coun t  r a t e  i n  t h i s  example i s  6%. I n  

Alaska, a  r e a l  d i s c o u n t  r a t e  of 4 %  t o  6% is sugges ted ,  g iven  

t o d a y ' s  economic c l ima te .  

e .  P r o j e c t  L i f e  

Both t h e  expected phys i ca l  l i f e  and t h e  p o s s i b i l i t y  of t ech-  

n o l o g i c a l  obsolescence s e r v e  a s  upper l i m i t  pa rameters  i n  esti- 

mating t h e  l i f e  of a  p r o j e c t .  The c r i t i c a l  de t e rminan t  is t h e  

u s e f u l  l i f e  of t h e  p r o j e c t .  A l t e r n a t i v e l y ,  some p r o j e c t  ana ly-  

sis p e r i o d s  should be def ined  a s  t h e  p e r i o d  over  which demand 

f o r  s e r v i c e  and s e r v i c e  p rov i s ion  a r e  a s su red .  



f .  Salvage Value 

Salvage v a l u e  of m a t e r i a l s  and/or o t h e r  i t ems  used i n  t h e  
a s s i s t a n c e  p r o j e c t  remaining a t  t h e  end of t h e  p r o j e c t  per iod 

becomes a  b e n e f i t  of having implemented t h e  p r o j e c t .  These 

v a l u e s  a r e  e s t ima ted  by computing t h e  l i f e  of t h e  p r o j e c t  com- 

ponent f o r  t h e  c o n d i t i o n s  under which i t  w i l l  be  u t i l i z e d  and 

determining t h e  l i f e  remaining a t  t h e  end o f  t h e  p r o j e c t  term. 

g. I n t a n g i b l e  B e n e f i t s  and Costs  

P r o j e c t  a l t e r n a t i v e s  w i l l  sometimes have i d e n t i f i a b l e  i m -  

p a c t s  t h a t  cannot  be q u a n t i f i e d  bu t  a r e  s t i l l  r e l e v a n t  t o  p u b l i c  
investment d e c i s i o n s .  Many p r o j e c t s  may a l s o  have s i g n i f i c a n t  
environmental  o r  energy impacts  t h a t  c a n  be q u a n t i f i e d ,  but  

cannot be i n c o r p o r a t e d  i n  a  s t anda rd  measurement of economic 

f e a s i b i l i t y .  The g e n e r a l  economic c o n d i t i o n s  which p r e v a i l  i n  a  

community may a l s o  be an impor tan t  c o n s i d e r a t i o n ,  e.g.,  i f  t h e  

p r o j e c t  would change t h e  l i f e s t y l e  of t h e  community's r e s i d e n t s ,  

t h i s  must be eva lua t ed .  S t a t e  o r  l o c a l  p l a n s ,  goa l s ,  o r  p o l i c i e s  

t h a t  r e f l e c t  t h e  s i g n i f i c a n c e  of i n t a n g i b l e  b e n e f i t s  and c o s t s  

may a l s o  be r e l e v a n t .  Those f a c t o r s  which can be q u a n t i f i e d ,  

a long wi th  t h o s e  which cannot ,  should be i nco rpo ra t ed  i n t o  a  

g e n e r a l  d i s c u s s i o n  bu t  n o t  inc luded  i n  t h e  formal b e n e f i t / c o s t  

assessment .  

h. D i s t r i b u t i o n  of B e n e f i t s  

F i n a l l y ,  t h e  d i s t r i b u t i o n  of b e n e f i t s  o r  d i s b e n e f i t s  could 

a l s o  be  cons ide red .  While b e n e f i t s  may acc rue  t o  t h e  l o c a l  

community, ( t o  t h e  d i s b e n e f i t  of ano the r  Alaska community), they 

a r e  no t  measures of economic e f f i c i e n c y  from a  S t a t e  viewpoint  

and a r e  n o t  q u a n t i f i e d  i n  t h e  a n a l y s i s .  Thus t h e  d i s t r i b u t i o n  

of b e n e f i t s  and d i s b e n e f i t s ,  who wins and who l o s e s ,  is n o t  



t a b u l a t e d  i n  a  r i g o r o u s  accounting approach, bu t  a r e  s p e c i f i e d  

and l i s t e d  by t h e g r o u p s  of impacted p a r t i e s .  

3 .  E v a l u a t i o n  Methods by P r o j e c t  

The S t a t e  of Alaska could i n v e s t  i n  any of a  v a r i e t y  of 

r a i l r o a d  v e n t u r e s  o r  p r o j e c t s .  Some p r o j e c t  t y p e s  l e n d  them- 

s e l v e s  q u i t e  wel l  t o  t h e  types  of economic a n a l y s i s  desc r ibed  

h e r e i n ;  o t h e r s  do n o t .  

a. P r o j e c t  Types S u i t a b l e  f o r  Economic Evaluat ion 

Three example p r o j e c t  types  t h a t  a r e  wel l  s u i t e d  t o  economic 

e v a l u a t i o n  a r e :  

* Line Extens ions  -- Any s i g n i f i c a n t  new r a i l  l i n e  con- 
s t u c t i o n  should be sub jec t ed  t o  a  r igorous  economic eva l -  
u a t i o n  ( s e e  t h i s  Report  Sec t ion  C). * ~1 ~f fwcv . . p r o w  -- Any s i g n i f i c a n t  p r o j e c t  t h a t  

- 
i s  in tended  t o  h e l p  r a i l r o a d  o p e r a t i o n s  and reduce  c o s t s  
f o r  t h e  b e n e f i t  of r a i l  u s e r s  and t h e  S t a t e  economy can be 
s u b j e c t e d  t o  t h e  economic eva lua t ion  p roces s ,  b u t  i n  a 
s l i g h t l y  d i f f e r e n t  manner t h a n  t h e  t y p i c a l  r a i l  l i n e  
ex t ens ion  p r o j e c t .  

* -- The abandonment of a  r a i l  l i n e  
o r  r a i l  s e r v i c e  has  an economic e v a l u a t i o n  methodology 
which has  come t o  be a  s tandard  FRA-approved approach. 

The p r i n c i p l e s  used t o  a s s e s s  each of t h e  above p r o j e c t  t y p e s  

a r e  s i m i l a r ,  a l though  t h e  d e t a i l s  vary.  A method f o r  each is 

p r e s e n t e d  h e r e i n .  

b. P r o j e c t  Types Not S u i t a b l e  f o r  Economic Eva lua t ion  

While economic e v a l u a t i o n  methods a r e  complete ly  a p p r o p r i a t e  

f o r  some p r o j e c t s ,  t h e r e  a r e  some p r o j e c t s  wherein t h e  p roces ses  

a r e  l e s s  s u i t a b l e .  These include:  



* Small p r o j e c t s  wherein such d e t a i l e d  a n a l y s i s  i s  n o t  war- :~ 

r an t ed  
Safe ty-or ien ted  p r o j e c t s  
Pure p u b l i c  p o l i c y  p r o j e c t s  

* Others  wherein economic b e n e f i t s  cannot l e g i t i m a t e l y  be 
q u a n t i f i e d .  

I f  t h e  S t a t e  were f o  s e r i o u s l y  c o n s i d e r  extending t h e  r a i l -  

road t o  p r e s e n t l y  unserved reg ions ,  it presumably w i l l  be doing 

s o  f o r  one o r  both  of t h e  fo l lowing  reasons :  

* Develop a  n a t u r a l  resource  a r e a ,  and c a r r y  t h e  commodity 
o u t  on t h e  new r a i l  ex tens ion .  

* Use r a i l  t o  a c c e s s  new reg ions  of Alaska, f o r  develop- 
mental and p o s s i b l y  o t h e r  purposes .  

I n  each case  t h e  r a t i o n a l e  would be economic development (of 

some type )  and consequent ly  t h e  e x t e n s i o n ( s )  a r e  w e l l  s u i t e d  t o  

t h e  a p p l i c a t i o n  of economic e v a l u a t i o n ,  as long a s  t h e  economic 

e v a l u a t i o n  method is based on economic development p r i n c i p l e s .  

1. Circumstances I n v o b i n a  S t a t e  Investment i n  Extensions 

Cons t ruc t ion  of a  r a i l  l i n e  i n  t h e  United S t a t e s  by S t a t e  

government is a  most unusual  occurrence,  s i n c e  such funding and 

c o n s t r u c t i o n  is perce ived  t o  be  a  p roper  f u n c t i o n  of t h e  p r i v a t e  

s e c t o r .  I n  Alaska, however, t h e  Alaska Rai l road  is n o t  p r i v a t e ,  

and t h e  p r i v a t e  s e c t o r  has  n o t  b u i l t  such l i n e  e x t e n s i o n s  f o r  a  

long time i n  Alaska. 

a .  When S t a t e  Should Not Bui ld  an  Extens ion  

I t  i s  suggested h e r e i n  t h a t  t h e r e  a r e  i n s t a n c e s  wherein t h e  

S t a t e  should n o t  fund and b u i l d  a  r a i l  l i n e  ex t ens ion .  S i tua-  

t i o n s  where such a  "no b u i l d n  d e c i s i o n  is proper  inc lude :  



* Sometimes i f  a  proposed r a i l  l i n e  were t o  s e rve  t h e  
i n t e r e s t s  of on ly  one u s e r ,  e .g. ,  a  n a t u r a l  resource  
developer ,  a  s t a t e  might n o t  o f f e r  t o  b u i l d  a  r a i l  l i n e  t o  
s e r v e  t h a t  s i n g l e  u s e r  s i n c e ,  t o  do so ,  might g i v e  t h e  
appearance t h a t  t h e  s t a t e ,  would p rov ide  a  "subsidyw t o  
t h a t  s i n g l e  p r i v a t e  f i rm .  However, t h e  S t a t e  should 
cons ide r  such e v e n t s  on a  case-by-case b a s i s ,  s i n c e  t h e  
S t a t e ' s  r e s i d e n t s  might g a i n  app rec i ab ly  by a  s i n g l e  user  
l i n e ,  e -g . ,  t h e  .Red Dogm example, s i n c e  t h e  o v e r a l l  
p r o j e c t  might be  of g r e a t  economic advantage t o  t h e  S t a t e .  

I f  t h e  t o t a l  development (mine, p rocess ing ,  t r a n s p o r t ,  
e t c . )  is capab le  of being f i n a n c i a l l y  f e a s i b l e ,  it would 
appear t h a t  t h e  p r i v a t e  deve loper  would b u i l d  t h e  r a i l  
l i n e  as p a r t  of t h e  ven tu re ,  w i t h o u t  S t a t e  a s s i s t a n c e .  

* I f  t h e  p r o d u c t s  t o  be  c a r r i e d  a r e  of s u f f i c i e n t  va lue  and 
volume t o  pay r a i l  r a t e s  s u f f i c i e n t  t o  cover  t h e  r a i l r o a d  
ope ra t ing  c o s t s  and d e b t  recovery,  t h e  r a i l  element is 
t h e r e f o r e  f e a s i b l e  and t h e  Alaska Rai l road  cou ld  under take 
t h e  ex t ens ion  p r o j e c t  w i thou t  S t a t e  funding.  

* I f  t h e  o v e r a l l  p r o j e c t  is n o t  economically f e a s i b l e .  

b. When S t a t e  Might Consider  Bui ld ing  an Extension 

I f  t h e  above a r e  pe rce ived  a s  v a l i d  p r a c t i c e s ,  it then  f o l -  

lows t h a t  t h e  S t a t e  of Alaska should  become involved i n  funding 

and b u i l d i n g  r a i l  l i n e  e x t e n s i o n s  when a  s e r i e s  of o t h e r  circum- 

s t a n c e s  a r e  p r e s e n t ,  i nc lud ing :  

* There w i l l  be  more than  one r a i l  u se r ,  s o  t h a t  t h e  bene- 
f i t s  a r e  sp read  over  numerous p a r t i c i p a t i n g  e n t i t i e s ,  and 
The r a i l  l i n e  ( c o n s t r u c t i o n  and o p e r a t i o n )  w i l l  n o t  be a  
s e l f - l i q u i d a t i n g  v e n t u r e  and t h e r e f o r e  needs  o u t s i d e  cap i -  
t a l  a s s i s t a n c e ,  and 
The t o t a l  development w i l l  n o t  occur u n l e s s  o u t s i d e  
( S t a t e )  a s s i s t a n c e  is made a v a i l a b l e ,  and 
I t  is i n  t h e  b e s t  i n t e r e s t s  of  t h e  S t a t e  and i t s  r e s i d e n t s  
t o  make t h e  neces sa ry  funding  commitment t o  e n a b l e  t h e  
p r o j e c t  t o  be  undertaken.  

The l a s t  element i s  t h e  c rux  of t h e  i s s u e  -- 'When is it i n  t h e  

S t a t e ' s  b e s t  i n t e r e s t  t o  commit r e s o u r c e s  t o  r a i l  l i n e  ex t ens ion  

development of t h i s  type?"  



2. -ective and Eval- 

I f  S t a t e  of Alaska funds  a r e  t o  be used t o  b u i l d  a  r a i l  l i n e  

e x t e n s i o n ,  it should be because t h e  S t a t e  w i l l  be b e t t e r  o f f  

w i t h  t h e  ex t ens ion  (and t h e  expendi ture )  t han  wi thou t  it. I n  

t h i s  sense ,  t h e  r a i l  ex tens ion  must s a t i s f y  t h e  i n t e r e s t s  and 

o b j e c t i v e s  of t h e  S t a t e .  

a .  The S t a t e  P e r s p e c t i v e  

The e v a l u a t i o n  p roces s  should t a k e  t h e  p e r s p e c t i v e  of t h e  

t o t a l  S t a t e ;  e f f e c t i v e l y ,  t h e  S t a t e  should  be viewed a s  an  

e n t i t y ,  (e.g.,  a  company), and t h e  p r o j e c t  should  be  done on ly  

i f  t h e  e n t i t y  is b e t t e r  o f f  w i th  t h a n  wi thout  t h e  p r o j e c t .  When 

one p r o j e c t  i s  undertaken using S t a t e  funds ,  t h a t  means t h a t  

a n o t h e r  p r o j e c t  is n o t  undertaken o r  t h a t  money is t a k e n  from 

t h e  i n d i v i d u a l  r e s i d e n t s  and t r a n s f e r r e d  t o  t h e  p r o j e c t .  This  

c h o i c e  of what t o  do with  p u b l i c  funds  has  consequences f o r  

employment, ou tpu t ,  consumption, sav ings ,  ea rn ings ,  income 

d i s t r i b u t i o n ,  e q u i t y  and a  weal th  of o t h e r  f a c t o r s .  

b. R a i l  Extension P r o f i t a b i l i t y  

I f  t h e  S t a t e  were a  p r i v a t e  company, it could e x p r e s s  i t s  

g o a l  a s  p r o f i t  maximization and then  e v a l u a t e  t h e  p r o j e c t  i n  

t e rms  of t o t a l  p r o f i t s .  While t h e  S t a t e  is n o t  a p r i v a t e  com- 

pany, it i s  sugges ted  t h a t  t h e  e x t e n s i o n s  should  s t i l l  be 

e v a l u a t e d  acco rd ing  t o  t h e  p r o f i t  c r i t e r i o n  -- bu t  t h a t  S t a t e  

p r o f i t s  should  be  de f ined  t o  i nc lude  a l l  t h i n g s  t h a t  have bene- 

fit ,  r a t h e r  t han  merely bottom l i n e  money. I n  t h i s  s ense ,  S t a t e  

b e n e f i t s  cou ld  inc lude ,  among o the r s :  

* Aggregate consumption ( s t anda rd  of l i v i n g )  
* Income d i s t r i b u t i o n  ( equ i ty )  
* Employment ( r educ t ion  of unemployment and under employ- 

ment) 



* S e l f - r e l i a n c e  ( reduce  S t a t e  t r a d e  d e f i c i t )  
* I n c r e a s e  i n  t a x  base  
* Others  

I f  any of t h e s e  a r e  improved, t h e  S t a t e  is pe rce ived  t o  "bene- 

f i t . "  I f  t h e s e  agg rega t e  economic b e n e f i t s  equa l  o r  exceed t h e  

p r o j e c t ' s  economic c o s t ,  t h e  p r o j e c t  is s a i d  t o  be  f e a s i b l e ,  

from t h e  S t a t e ' s  p e r s p e c t i v e .  

I f  t h e  S t a t e  has a l r eady  decided t o  p e n e t r a t e  an  inacces-  

s i b l e  a r e a  but  t h e  on ly  d e c i s i o n  is how (highway o r  r a i l ) ,  t h e  

e v a l u a t i o n  is done on a  l e a s t  t o t a l  c o s t  b a s i s .  The t o t a l  c o s t s  

of b u i l d i n g  and o p e r a t i n g  t h e  road a r e  compared w i t h  t h e  t o t a l  

c o s t s  of b u i l d i n g  and o p e r a t i n g  t h e  r a i l r o a d .  I f  t h e  d e c i s i o n  i s  

whether it i s  f e a s i b l e  t o  b u i l d  a  r a i l  l i n e  on ly ,  and t h e  

purpose is t o  develop an  a r e a  o r  a r e sou rce  t h a t  o the rwi se  could 

n o t  be developed, then  t h e  economic development p r i n c i p l e s  apply 

r a t h e r  t han  t h e  t r a n s p o r t  e f f i c i e n c y  p r i n c i p l e s .  

a .  Cost  and Bene f i t  P e r s p e c t i v e  

Almost any r a i l  ex t ens ion  p r o j e c t  w i l l  i n c l u d e  bo th  p u b l i c  

and p r i v a t e  funds .  For example, wh i l e  p u b l i c  funds  might be 

used t o  c o n s t r u c t  a  r a i l  l i n e ,  p r i v a t e  funds  w i l l  l i k e l y  be used 

t o  c o n s t r u c t  t h e  c o a l  mine, t o  p rov ide  t h e  i n f r a s t r u c t u r e  

neces sa ry  t o  mine t h e  coa l  ( e l e c t r i c i t y ,  housing,  e tc . ) ,  and t o  

b u i l d  o t h e r  developments such a s  a s s o c i a t e d  a g r i c u l t u r a l  develop- 

ment. 

For purposes  of c o s t / b e n e f i t  a n a l y s i s ,  does  t h e  a n a l y s t  

i n c l u d e  only  t h e  p u b l i c  c o s t s ,  e.g., r a i l  l i n e  c o n s t r u c t i o n ,  o r  

a l l  c o s t s ,  e.g.,  t h e  r a i l r o a d ,  t h e  mine, a l l  i n f r a s t r u c t u r e ,  

e t c ?  E i t h e r  p o s i t i o n  is t e c h n i c a l l y  accep tab le ,  a s  long a s  t h e  



b e n e f i t  c a l c u l a t i o n s  a r e  t a i l o r e d  t o  t h e  c o s t  p e r s p e c t i v e  

d e f i n i t i o n .  For example, i f  on ly  t h e  p u b l i c  r a i l r o a d  c o s t s  a r e  

inc luded ,  it i s  t h e n  no t  a c c e p t a b l e  to  i n c l u d e  t h e  coa l  mine 
development a s  b e n e f i t s .  Therefore ,  t o  avoid  having t o  

d i s t i n q u i s h  between b e n e f i t s  a t t r i b u t a b l e  t o  t h e  p u b l i c  s e c t o r  

investment and t h o s e  a t t r i b u t a b l e  t o  t h e  p r i v a t e  s e c t o r ,  it is 

suggested t h a t  t h e  a n a l y s i s  be  a s  b road  a s  p o s s i b l e  -- t o  

i n c l u d e  a l l  c o s t s  and a l l  b e n e f i t s  ( p u b l i c  and p r i v a t e ) .  I n  

t h i s  way, t h e  a n a l y s i s  de te rmines  whether t h e  t o t a l  p r o j e c t  ( n o t  

j u s t  t h e  r a i l r o a d )  is economically f e a s i b l e ,  from t h e  o v e r a l l  

S t a t e  pe r spec t ive .  

b. Economic Costs  of Implementation 

The c o s t s  i n c l u d e  only  t h e  c a p i t a l  inves tment  items, inc lu -  

s i v e  of l and ,  l a b o r  and m a t e r i a l .  The c o s t  s i d e  of t h e  B/C 

equa t ion  does n o t  i nc lude  any t y p e  of o p e r a t i n g  c o s t s  o r  c o s t  

sav ings ,  s i n c e  such i tems a r e  inc luded  on t h e  b e n e f i t  s i d e  of 

t h e  equa t ion  ( a s  p o s i t i v e  o r  n e g a t i v e  b e n e f i t s ) .  

The c a p i t a l  c o s t s  a r e  n o t  simply t h e  market  p r i c e s  paid .  

I n s t e a d ,  s i n c e  it i s  an economic e v a l u a t i o n ,  t h e  c o s t s  a r e  

c a l c u l a t e d  us ing  t h r e e  economic p r i n c i p l e s :  

* Transfer P a v m m  - The c o s t s  should  o n l y  i n c l u d e  t h o s e  
i t ems  t h a t  i nvo lve  r e s o u r c e  consumption. Cos t s  of  merely 
t r a n s f e r r i n g  monies from one p l a c e  t o  a n o t h e r  a r e  n o t  t o  
be inc luded ,  e.g.,  t a x  payments a r e  merely a  t r a n s f e r  from 
t h e  p r i v a t e  s e c t o r  t o  t h e  p u b l i c  s e c t o r  and a r e  t h e r e f o r e  
n o t  inc luded  a s  a  c a p i t a l  c o s t .  

* -tv - C o s t s  - The c o s t  i s  equa l  t o  t h e  oppor tun i ty  
foregone,  r a t h e r  t h a n  t h e  a c t u a l  payment, e.g., t h e  
employment of a  p r e v i o u s l y  unemployed pe r son  has  no 
economic c o s t .  

* Shadow Price.s - I f  any f a c t o r s  of implementat ion a r e  
a r t i f i c i a l l y  p r i ced ,  t h e  e s t ima ted  shadow p r i c e  should be  
used ( t h e  shadow p r i c e  could  be h ighe r  o r  lower t h a n  t h e  
market p r i c e ) .  



A l l  c a p i t a l  c o s t s  a r e  dep ic t ed  by t h e  e s t ima ted  y e a r  of occur- 

rence,  over t h e  l i f e s p a n  of t h e  p r o j e c t .  

c .  Economic B e n e f i t s  o f  Implementation 

The economic b e n e f i t s  a r e  equa l  t o  t h e  v a l u e  of goods and 

s e r v i c e s  produced, less t h e  expor ted  from Alaska c o s t s  of 

producing them. I n  t h e  c a s e  of a  r a i l  e x t e n s i o n  t h a t  p e n e t r a t e s  

a  new a r e a  thereby  enab l ing  development of  a major c o a l  mine and 

an a g r i c u l t u r a l  a r e a ,  t h e  b e n e f i t s  equa l  t h e  v a l u e  of t h e  coal  

and t h e  a g r i c u l t u r a l  p r o d u c t s  less t h e i r  c o s t s  p l u s  r e s u l t a n t  

Alaska t a x  r e c e i p t s  and Alaska r e s i d e n t  income. Like t h e  

c a p i t a l  c o s t s ,  t h e  b e n e f i t s  s i d e  of t h e  equa t ion  a l s o  r e f l e c t s  

t h e  oppor tun i ty  c o s t  and shadow p r i c e  p r i n c i p l e s .  

The economic b e n e f i t s  d e p i c t  money t h a t  w i l l  e x i s t  i n  Alaska 

t h a t  would n o t  e x i s t  i f  t h e  p r o j e c t  were  n o t  undertaken.  For 

example, Alaskan c o r p o r a t i o n s  would have p r o f i t s  n o t  o therwise  

a v a i l a b l e ,  t h e  p r o j e c t  w i l l  g e n e r a t e  t a x e s  f o r  t h e  S t a t e  and i t s  

l o c a l  j u r i s d i c t i o n s ,  t h e  p r o j e c t  w i l l  p r o v i d e  jobs  and gene ra t e  

pe r sona l  income t h a t  o the rwi se  would n o t  e x i s t ,  and s o  on. 

d. Cost and B e n e f i t  Comparison 

Once t h e  c o s t s  and b e n e f i t s  a r e  c a l c u l a t e d ,  it is a  simple 

p roces s  t o  compare them. An example B/C comparison is dep ic t ed  

on Tab le  6-1. T h i s  t a b l e  d e p i c t s  a h y p o t h e t i c a l  r a i l  l i n e  

ex t ens ion  t h a t  would s e r v e  a h y p o t h e t i c a l  new c o a l  mine and 

a g r i c u l t u r e  a r ea .  The economic c o s t s  of  b u i l d i n g  t h e  hypothe- 

t i c a l  r a i l  l i n e  a r e  s e e n  t o  b e  $460 m i l l i o n ,  spread  over  4 

y e a r s ,  and t h e  mine ' s  c o s t s  and t h e  a g r i c u l t u r a l  investment  a r e  

s i m i l a r l y  spread  over t h e i r  p e r i o d  of implementation.  Recurr ing 

major investment c o s t s  (major r e h a b i l i t a t i o n )  a r e  a l s o  shown 
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every 7 y e a r s .  The p r o j e c t  is shown t o  o p e r a t e  through t h e  year  

2015, w i th  s u i t a b l e  s a l v a g e  v a l u e s  t aken  i n  t h a t  year  f o r  

remaining a s s e t s .  

According t o  t h i s  h y p o t h e t i c a l  example, t h e  t o t a l  p r o j e c t  

has  a  B/C r a t i o  of 1.0, a  N e t  P r e s e n t  Value of $2.2 m i l l i o n ,  and 

a  r a t e  of r e t u r n  of 4.02%. According t o  t h e s e  economic 

f e a s i b i l i t y  i n d i c a t o r s ,  t h e  p r o j e c t  is j u s t  b a r e l y  f e a s i b l e .  

e. Tes t  of F i n a n c i a l  F e a s i b i l i t y  

While t h e  o v e r a l l  p r o j e c t  i s  deemed f e a s i b i l e ,  one o the r  

major h u r d l e  must be  addressed .  That  is ,  t h e  commercial 

v i a b i l i t y  of t h e  v a r i o u s  component p a r t s .  For example, is it 

c e r t a i n  t h a t  t h e  c o a l  can be  s o l d  a t  t h e  assumed p r i c e ?  What 

r i s k  i s  involved?  Can t h e  r a i l r o a d  cover  i ts o p e r a t i n g  c o s t s ?  

These i s s u e s  a r e  f i n a n c i a l  i n  n a t u r e  r a t h e r  t han  economic, 

bu t  t hey  a r e  of equa l  importance s i n c e  t h e  economic b e n e f i t s  

cannot  occur u n l e s s  t h e  p r o j e c t  o p e r a t e s .  Therefore ,  a complete 

f i n a n c i a l  a n a l y s i s  i s  a l s o  r equ i r ed  and, i n  f a c t ,  is included i n  

t h e  economic a n a l y s i s  i n  o rde r  t o  c a l c u l a t e  t h e  hypo the t i ca l  

example's "prof itn b e n e f i t s .  

. . 
C. -art Cost a n d e n c v  Eva- 

A second s i t u a t i o n  w i t h i n  which t h e  S t a t e  of Alaska might 

cons ider  making a  r a i l r o a d  investment  ( i n  a d d i t i o n  t o  what t h e  

Alaska Ra i l road  Corpora t ion  is  i n v e s t i n g )  is i f  such an inves t -  

ment would reduce t h e  r a i l r o a d ' s  c o s t s  and t h o s e  c o s t  sav ings  

would be passed on t o  t h e  r a i l r o a d ' s  u s e r s  who i n  t u r n  would 

s h i p  more, o r  employ more people ,  o r  s t a y  i n  bus ines s .  I n  t h i s  

i n s t a n c e  t h e  n u l l  o p t i o n  ( t h e  "do nothing")  i s  less e f f i c i e n t  

s e r v i c e  and t h u s  h i g h e r  t o t a l  c o s t s .  



A methodology which Alaska could  u s e  t o  e v a l u a t e  such a  

p r o s p e c t i v e  inves tment  i s  a s  fo l lows .  

The e f f i c i e n c y  methodology w i l l  be  used on p r o j e c t s  i n  which 

r a i l  s e r v i c e  w i l l  e x i s t  i n  bo th  t h e  'p ro jec t '  c a s e  and t h e  

' n u l l "  o r  do no th ing  case .  However, t h e  c o s t s  of p rov id ing  t h e  

r a i l  s e r v i c e  i n  t h e  n u l l  a r e  h ighe r  and t h e r e f o r e  s o  a r e  t h e  
r a i l  r a t e s  charged.  I t  i s  conce ivab le  t h a t  t h e  S t a t e  might make 

an  investment  based on such an e f f i c i e n c y  argument. 

The methodology t o  b e  used recognizes  t h r e e  t y p e s  of impacts 

which, when summed, equa l  t o t a l  impact: 

* B e n e f i t s  from t r a n s p o r t  r a t e  and c o s t  changes 
* B e n e f i t s  from Ancome g a i n s  

B e n e f i t s  from i n d i r e c t  income g a i n s  

a .  B e n e f i t s  from Transpor t  Rate  and Cos t  Changes 

The economic b e n e f i t  from a  c o s t  r e d u c t i o n  on e x i s t i n g  t r a f -  

f i c  e q u a l s  t h e  p e r  t o n  c o s t  r e l a t i v e  t o  t o n s  a f f e c t e d .  The bene- 

f i t  from new t r a f f i c  t h a t  i s  induced by t h e  p r o j e c t  t o  t r a v e l  by 

r a i l  e q u a l s  t h e  consumer s u r p l u s  and producer  s u r p l u s  va lue .  

The economic b e n e f i t  c a l c u l a t i o n  is best i l l u s t r a t e d  w i t h  

t h e  h e l p  of F i g u r e  6-1 which d e p i c t s  t h e  t r a n s p o r t  c o s t  formula 

and how t h a t  formula  i s  c a l c u l a t e d .  

I n  some i n s t a n c e s  it may n o t  be  p o s s i b l e  t o  de te rmine  wheth- 

er a r a i l  p r o j e c t  w i l l  g e n e r a t e  new t r a f f i c .  I n  such i n s t a n c e s  

bo th  consumer and producer  s u r p l u s  w i l l  be  zero,  and t h e  S t a t e  

l i k e l y  should  n o t  i n v e s t  i n  t h i s  c i rcumstance.  S ince  t h e  bene- 
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f i t s  of changed r a t e s  and c o s t s  w i l l  occur a t  d i f f e r e n t  t imes 

du r ing  t h e  p lanning  hor izon ,  an a p p r o p r i a t e  d i scoun t  r a t e  i s  

used t o  conve r t  a l l  such b e n e f i t s  t o  a  s i n g l e  p r e s e n t  va lue .  

b. B e n e f i t s  from D i r e c t  Income Gains 

If t h e  r a i l  investment  ( e f f i c i e n c y  ga in)  is such t h a t  it 

enab le s  o r  causes  i nc reased  produc t ion  and shipment, it a l s o  

l i k e l y  w i l l  c ause  i nc reased  employment. Employment i n  t h e  

methodology is measured a s  t o t a l  income l e s s  oppor tun i ty  c o s t .  

T o t a l  income comprises  wages and f r i n g e  b e n e f i t s  on t h e  p a r t  of 

t h e  employee, p r o f i t s  on t h e  p a r t  of t h e  bus iness ,  a n d l o c a l  

expend i tu re s  made by t h e  bus ines s  t o  t h e  l o c a l  bus inesses .  

Such income g a i n s  a r e  es t imated  f o r  each r e l e v a n t  y e a r  a t  
c o n s t a n t  p r i c e  l e v e l s .  

& 

c .  B e n e f i t s  from I n d i r e c t  Income Gains 

The d i r e c t  income g a i n s  ( l o c a l  p a y r o l l ,  l o c a l  expendi tures ,  

l o c a l  p r o f i t s )  t h e n  induce a d d i t i o n a l  employment and p a y r o l l  and 

l o c a l  expend i tu re s  i n  s e r v i c e  and s e r v i c e - r e l a t e d  i n d u s t r i e s  

t h a t  t h e  community is a b l e  t o  suppor t .  This  e f f e c t  is known a s  

t h e  " m u l t i p l i e r , "  and should be a s se s sed  using Alaska-spec i f ic  

m u l t i p l i e r s  from t h e  RIMS-I1 input /ou tpu t  model a s  developed by 

t h e  U.S. Department of Commerce, Bureau of Economic Analy- 

sis. ( 4 )  The m u l t i p l i e r  c o e f f i c i e n t s  a r e  app l i ed  by i n d u s t r y  

t y p e ,  t o  t h e  d i r e c t  income ga ins .  

d. Economic Ana lys i s  

The annual  economic b e n e f i t s  ( t r a n s p o r t  p l u s  d i r e c t  income 

g a i n s  p l u s  i n d i r e c t  income g a i n s )  a r e  t hen  compared w i t h  t h e  



c a p i t a l  c o s t s  and expressed i n  terms of t h e  s t anda rd  f e a s i b i l i t y  

i n d i c a t o r s  -- NPV, B/C and I R R .  

Under t h e  convent ional  Local R a i l  S e r v i c e  Ass i s t ance  program 

ra i l  p lanning  p roces s ,  most s t a t e  p r o j e c t s  d e a l  w i t h  b r a n c h l i n e  

abandonments. While ARR abandonments i n  Alaska could 

conce ivab ly  occur sometime i n  t h e  f u t u r e ,  t h e r e  a r e  c u r r e n t l y  no 
impending abandonments and abandonment of t r a c k a g e  is n o t  

c u r r e n t l y  envisaged on t h e  ARR. On t h e  o t h e r  hand, t h e  White 

P a s s  and Yukon Railway is  no longe r  o p e r a t i n g ,  and abandonment 

cou ld  occur on t h a t  r a i l r o a d . .  

A methodology f o r  eva lua t ing  abandonments is s e t  f o r t h  a s  

fo l lows ,  t o  ensu re  FRA approval  of t h e  1985 R a i l  P l a n  and t o  

e n s u r e  t h a t  t h e  S t a t e  has  an approved methodology f o r  u s e  i f  t h e  

need eve r  a r i s e s  -- on t h e  WP&Y and/or t h e  ARR. 

I f  t h e  S t a t e  of Alaska were t o  a s s e s s  an abandonment i s s u e ,  

it would do s o  i n  an i m p a r t i a l  manner i n  o r d e r  t o  compare t h e  

r e l a t i v e  economic b e n e f i t s  of l i n e  a s s i s t a n c e  wi th  t h e  r e l a t i v e  

c o s t  of such a s s i s t a n c e .  The b a s i c  a n a l y t i c a l  t o o l  would be 

b e n e f i t - c o s t  a n a l y s i s .  However, o t h e r  a n a l y s e s  would a l s o  in -  

c l u d e  economic growth p o t e n t i a l ,  environment, and energy 

i m p l i c a t i o n s .  B e n e f i t s  a r e  e i t h e r  i n c r e a s e s  i n  t h e  v a l u e  of 

o u t p u t  o r  r e a l  r educ t ions  i n  economic c o s t .  C o s t s  a r e  e i t h e r  

program o u t l a y s  o r  economic d i s b e n e f i t s  a s s o c i a t e d  w i t h  an 

a s s i s t a n c e  p r o j e c t .  

A la ska ' s  b e n e f i t - c o s t  methodology is based on t h e  metho- 

d o l o g i e s  developed i n  o t h e r  S t a t e  R a i l  P l a n s  and as approved by 

t h e  Fede ra l  Ra i l road  Adminis t ra t ion.  



a.  General Ana ly t i ca l  Methods 

A b r a n c h l i n e  abandonment would be  eva lua t ed  i n  terms of 
b e n e f i t s ,  c o s t s ,  and o t h e r  f a c t o r s .  

Benefits - If a  l i n e  i s  abandoned, t hen  t h e  former r a i l  
u s e r s  and t h e  surrounding community can  expe r i ence  h ighe r  c o s t s  

i n  o rde r  t o  move t h e i r  p roduc t  o r  t o  r e c e i v e  goods from e l s e -  

where. Add i t i ona l ly ,  t h e y  can a l s o  expe r i ence  employment, t a x ,  

pe r sona l  income, and o t h e r  e f f e c t s .  A s  used i n  t h i s  method- 

ology: b e n e f i t s  a r e  de f ined  a s  t h o s e  incrementa l  impacts  which 

could occur a f t e r  abandonment bu t  which could be  prevented by 

t h e  c o n t i n u a t i o n  of r a i l  s e r v i c e .  For l i n e s  i n  t h e  0-3 MGTM per  

m i l e  group (0-5 MGTM a t  t h e  d i s c r e t i o n  of t h e  U.S. S e c r e t a r y  of 

T ranspor t a t i on )  t h a t  could be cons idered  f o r  r e h a b i l i t a t i o n  

a s s i s t a n c e ,  b e n e f i t s  a r e  de f ined  i n  terms of t h e  improved 

s e r v i c e  l e v e l s  t h a t  would l i k e l y  f o l l o w  a f t e r  r e h a b i l i t a t i o n  a s  

we l l  as r a i l r o a d  o p e r a t i n g  s a v i n g s  and t h e  b e n e f i t s  of 

abandonment avoidance ( f o r  t h o s e  l i n e s  which would l i k e l y  

o therwise  have been e v e n t u a l l y  abandoned).  

I t  i s  e s p e c i a l l y  impor tan t  t o  d e f i n e  t h e  p e r s p e c t i v e  from 

which t h e  a n a l y s i s  is made. For example, it might be argued 

t h a t  t h e  abandonment of an u n p r o f i t a b l e  branch l i n e  could cause  

a  sh ippe r  o r  r e c e i v e r  t o  c l o s e  w i th  a  r e s u l t a n t  l o s s  of employ- 

ment and pe r sona l  income and i n c r e a s e d  d r i v i n g  d i s t a n c e  f o r  t h e  

s h i p p e r ' s  customers o r  s u p p l i e r s .  From a  l o c a l  v iewpoint ,  t h i s  

c l o s u r e  has  a  l a r g e  impact because t h e  u s e r  might have been t h e  

only s i m i l a r  b u s i n e s s  f o r  miles. From t h e  s t a t e  o r  n a t i o n a l  

pe r spec t ive ,  however, t h e  l o s s  i n  one community might be o f f s e t  

by inc reased  r a i l r o a d  e f f i c i e n c y  which cou ld  b e n e f i t  many com- 

mun i t i e s ,  o r  might cause  t h e  b u s i n e s s  t o  reopen i n  ano the r  

community. The p o s s i b l e  b e n e f i t  t o  o t h e r  communities is ,  of 
course ,  of l i t t l e  comfort  t o  t h e  town t h a t  has  l o s t  a  b u s i n e s s  



because of a  r a i l  abandonment. Never the less ,  t h e  viewpoint  

adopted f o r  u s e  i n  t h i s  a n a l y s i s  i s  t h a t  of  t h e  S t a t e .  Where a  

t r a n s f e r  c o s t  o r  cos t - sav ings  is made, e.g., between one com- 
munity or  ano the r ,  t h e  t r a n s f e r  is noted b u t  is n o t  included a s  

a  s t a t e w i d e  c o s t  o r  b e n e f i t  u n l e s s  t h e r e  is a  n e t  d i f f e r e n c e .  

Q2s&s - Because r a i l  l i n e s  i n  Alaska w i l l  n o t  be  abandoned 

u n l e s s  t hey  a r e  u n p r o f i t a b l e  o r  o the rwi se  i n  need of a s s i s t a n c e ,  

t h e  c o s t  u t i l i z e d  i s  t h e  t o t a l  amount of p u b l i c  o r  o t h e r  funds  

necessary  t o  p r e s e r v e  r a i l  s e r v i c e  o r  t o  m i t i g a t e  t h e  e f f e c t s  of 
r a i l  abandonment. Such a s s i s t a n c e  could be  app l i ed  t o  t h e  l i n e s  

i n  s e v e r a l  ways: 

* Annual Opera t ing  Subsidy - D i r e c t  funds  could be of- 
f e r e d  t o  t h e  r a i l r o a d  t o  keep t h e  l i n e  open. These 
funds  would l i k e l y  equal  an  amount necessary  t o  o f f s e t  
t h e  d i f f e r e n c e  between t h e  revenues a t t r i b u t a b l e  t o  t h e  
l i n e  and i h e  c o s t s  a t t r i b u t a b l e  t o  t h e  l i n e .  The sub- 
s i d y  amount would i n c l u d e  "normalized maintenancen 
(de f ined  l a t e r ) ,  a s  w e l l  as necessary  c a p i t a l  c o n t r i -  
b u t i o n s .  Opera t ing  subs idy ,  however, is s h o r t  term i n  
n a t u r e ,  does  n o t  r e p r e s e n t  a  long term s o l u t i o n ,  and is 
an u n l i k e l y  p rospec t  i n  Alaska. Furthermore, o p e r a t i n g  
s u b s i d i e s  a r e  no longe r  e l i g i b l e  f o r  FRA-administered 
LRSA funds .  

* R e h a b i l i t a t i o n  - I f  t h e  r a i l r o a d  is seek ing  abandonment 
because of t h e  poor c o n d i t i o n  of t h e  r a i l  l i n e ,  funds 
cou ld  be  o f f e r e d  i n  an amount requi red  t o  p l a c e  t h e  
l i n e  i n t o  a  s t a b l e  p h y s i c a l  c o n d i t i o n  s o  t h a t  long term 
o p e r a t i n g  e f f i c i e n c i e s  can be obta ined.  A s  d i scussed  
l a t e r ,  r e h a b i l i t a t i o n  is cons idered  t o  be a  one-time 
major e f f o r t  which is d i f f e r e n t  from r o u t i n e  annual  
maintenance.  

* New Cons t ruc t ion  - Sometimes s e r v i c e  can be r e t a i n e d  by 
c o n s t r u c t i n g  a  connec t ion  t r a c k  t o  ano the r  r a i l  l i n e ,  
o r  impac ts  c a n .  be  reduced by c o n s t r u c t i o n  of a  team 
t r a c k  a t  a nearby l o c a t i o n  where one does  n o t  now 
e x i s t .  The a s s i s t a n c e  would be  an  amount r equ i r ed  t o  
b u i l d  new r a i l  f a c i l i t i e s  such a s  s i d i n g s  o r  connect ion 
t r a c k s .  

* S u b s t i t u t e  S e r v i c e  - To a l l e v i a t e  t h e  adve r se  impacts  
of an abandonment, a s s i s t a n c e  could be o f f e r e d  t o  pro- 
v i d e  a l t e r n a t i v e  means of t r a n s p o r t  i n  a  manner l e s s  
expens ive  t h a n  con t inu ing  r a i l  s e r v i c e .  



* Acqu i s i t i on  - Some s t a t e s  might f i n d  t h a t  t h e  on ly  s o l -  
u t i o n  i s  t o  a c q u i r e  t h e  r a i l  l i n e .  Th i s  i s  n o t  cu r -  
r e n t l y  a p p l i c a b l e  t o  t h e  ARR, however, s i n c e  t h e  Alaska 
Rai l road  is a l r eady  state-owned, b u t  could be  a p p l i c a -  
b l e  t o  t h e  WP&Y. 

Each of t h e  above a s s i s t a n c e  t y p e s  would be  eva lua t ed  f o r  

t h e  s u b j e c t  r a i l  l i n e ( s )  i f  an i n i t i a l  a n a l y s i s  i n d i c a t e d  t h a t  

such a s s i s t a n c e  might be a p p r o p r i a t e  o r  a t  least have a con- 

c e i v a b l e  chance of success .  A c q u i s i t i o n  a s s i s t a n c e  would be 

e v a l u a t e d  based on approximate v a l u e s  of right-of-way and t h e  

n e t  s a l v a g e  va lue  of t h e  t r a c k  and o t h e r  f a c i l i t i e s .  This  va lue  

would be considered a s  t h e  s t a r t i n g  p o i n t  f o r  n e g o t i a t i o n s  i f  an 

o u t s i d e  p a r t y  wanted t o  buy t h e  l i n e  f o r  o p e r a t i o n  by ano the r  

c a r r i e r  o r  f o r  p r e s e r v a t i o n  f o r  f u t u r e  use. To o p e r a t e  such a  

l i n e  by another  c a r r i e r  i n  most cases may a l s o  n e c e s s i t a t e  re-  

h a b i l i t a t i o n .  Where ope ra t ion  by ano the r  c a r r i e r  is contem- 

p l a t e d ,  a  p re l imina ry  e s t i m a t e  of t h a t  o p e r a t o r ' s  p r o f i t  and 

l o s s  on t h e  l i n e  would be made. 

i t / C o s t  R a t l ~  - The b e n e f i t s  and p u b l i c  c o s t s  of con- 

t i n u e d ,  r e s t o r e d ,  o r  improved r a i l  s e r v i c e  would be eva lua t ed  by 

d i v i d i n g  t h e  p r e s e n t  va lue  of t h e  b e n e f i t s  by t h e  p r e s e n t  v a l u e  

of t h e  p u b l i c  c o s t s .  B e n e f i t s  and c o s t s  u t i l i z e d  f o r  t h i s  

c a l c u l a t i o n  would be t h e  p r e s e n t  v a l u e  of t h e  i t ems  d i scounted  

a t  4 p e r c e n t  f o r  a  15-year pe r iod  o r  t h e  s e r v i c e  l i f e  of t h e  

a l t e r n a t i v e ,  whichever is l e s s .  The d i s c o u n t  r a t e  of 4 p e r c e n t  

is deemed c o n s i s t e n t  w i th  c a l c u l a t i n g  b e n e f i t s  and c o s t s  i n  

terms of c o n s t a n t  d o l l a r s ( l 1 .  This  d i s c o u n t  r a t e  r e f l e c t s  t h e  

u n i n f l a t e d  r e a l  c o s t  of c a p i t a l .  B e n e f i t / c o s t  r a t i o s  t h a t  exceed 

1.0 i n d i c a t e  t h a t ,  from a  p u b l i c  p o l i c y  viewpoint ,  e x p e n d i t u r e  

of p u b l i c  funds  i s  j u s t i f i e d  because b e n e f i t s  exceed c o s t s .  Fur- 

thermore,  t h e  b e n e f i t / c o s t  a n a l y s i s  a l l ows  f o r  t h e  comparison of 

a l t e r n a t i v e  investments .  



Qther - A s t r i c t  dependence upon b e n e f i t /  
c o s t  a n a l y s i s  can sometimes over look o t h e r  important  e v a l u a t i o n  

c r i t e r i a .  For example, a  b e n e f i t / c o s t  a n a l y s i s  based on h i s -  
t o r i c  t r a f f i c  l e v e l s  which have been d i s t o r t e d  due t o  e x t e r n a l  

f a c t o r s  such a s  weather o r  unusua l ly  low o r  high demand could 

l e a d  t o  i n a p p r o p r i a t e  conc lus ions .  Environmental and energy 

f a c t o r s  a r e  g e n e r a l l y  n o t  inc luded  i n  t h e  b e n e f i t / c o s t  analy- 

sis. Likewise,  t h e  p o t e n t i a l  f o r  a r e a  growth and t h e  l e v e l  of 

l o c a l  i n t e r e s t  i n  s e r v i c e  p r e s e r v a t i o n  a r e  i s s u e s  which should 

be addressed.  These o t h e r  c o n s i d e r a t i o n s  would a l s o  be eval-  

uated t o  t h e  e x t e n t  p o s s i b l e  f o r  t h e  l i n e .  

Growth a n d i c  P o U  - It is p o s s i b l e  t h a t  

t h e  demand f o r  r a i l  s e r v i c e  could grow a s  an a r e a  grows econo- 

mica l ly .  Th i s  could  t a k e  t h e  form of increased  t r a f f i c  from 

e x i s t i n g  u s e r s  o r  t h e  a t t r a c t i o n  of new use r s .  Even though t h e  

demand f o r  i n c r e a s e d  r a i l  t r a n s p o r t a t i o n  on t h e s e  branch l i n e s  

i s  s p e c u l a t i v e ,  it n e v e r t h e l e s s  would be  i d e n t i f i e d  t o  t h e  

e x t e n t  p o s s i b l e  and eva lua t ed  accord ing ly .  I t  would n o t  be an 

a n a l y s i s  f a c t o r ,  however, un l e s s  t h e r e  is c l e a r  evidence t o  

warrant  a  p r e d i c t i o n .  

Environment - Since  t h e  r a i l r o a d  system has  been i n  p l a c e  

f o r  many y e a r s ,  it is l i k e l y  t h a t  t h e  environment has  long s i n c e  

adapted t o  t h e  p re sence  of a  r a i l  l i n e  right-of-way. Conse- 

quen t ly ,  t h e  l o s s  of r a i l  s e r v i c e  could have two environmental  

e f f e c t s .  F i r s t ,  t h e  removal of t h e  right-of-way could a f f e c t  

t h e  p l a n t s  and an imals  l i v i n g  a long t h e  l i n e  where t y p i c a l l y  t h e  

undergrowth and t r e e s  p rov ide  good cover .  Second, t h e  s u b s t i -  

t u t i o n  of t r u c k  t r a f f i c  f o r  r a i l  t r a f f i c  cou ld  cause  n e t  

dec reases  ( u s u a l l y  marg ina l )  i n  a i r  q u a l i t y  along surrounding 

roads. 

Enerav - Another f a c t o r  t h a t  would be considered is t h e  

t o t a l  energy consumption changes t h a t  can occur a f t e r  branch 



l i n e  abandonment. R a i l  t r a n s p o r t a t i o n  is g e n e r a l l y  considered t o  

be more energy . e f f i c i e n t  t h a n  t r u c k s .  For long d i s t a n c e  move- 

ments by long  t r a i n s  c a r r y i n g  thousands of tons ,  t h i s  is t r u e .  

Typ ica l  branch l i n e  o p e r a t i o n s ,  however, c o n s i s t  u s u a l l y  of j u s t  

a  few c a r s  being c a r r i e d  a t  a  time. Under t h e s e  c i rcumstances ,  

t r a i n  o p e r a t i o n s  a r e  g e n e r a l l y  n o t  very  f u e l  e f f i c i e n t .  When a  

l i n e  i s  abandoned and t r u c k s  t a k e  over  t h e  t r a n s p o r t  f u n c t i o n ,  

t h e  n e t  change i n  f u e l  consumption can be p o s i t i v e  o r  nega t ive  

depending upon t h e  d i f f e r e n c e s  i n  r o u t i n g  p a t t e r n s  and d i s t a n c e s  
f o r  t r a c k  movements b e f o r e  and a f t e r  abandonment. 

Local  Level of Interest - A f i n a l  c o n s i d e r a t i o n  i n  t h e  

e v a l u a t i o n  of p o s s i b l e  a s s i s t a n c e  t o  p reven t  abandonment, o r  t o  

m i t i g a t e  t h e  adve r se  impacts  of abandonment, would be t h e  amount 

of i n t e r e s t  t h a t  a f f e c t e d  communities e x h i b i t  i n  s e r v i c e  cont in -  

ua t ion .  Th i s  i n t e r e s t  would be a s c e r t a i n e d  v i a  p u b l i c  involve-  

ment and through - d i s c u s s i o n s  w i t h  r a i l  u s e r s  and o t h e r s  and i n  

t h e  e x t e n s i v e n e s s  of l o c a l  w i l l i n g n e s s  t o  make a  f i n a n c i a l  

commitment i n  t h e  r a i l  l i n e .  

6 .  S p e c i f i c  A n a l y t i c a l  Techniques 

The s p e c i f i c  e v a l u a t i o n  and a n a l y s i s  methodologies t h a t  

would be a p p l i e d  t o  p o s s i b l e  branch l i n e  abandonments a r e  

d e s c r i b e d  a s  fo l lows .  

n  C h a r a c t e r i s t i c s  - Each r a i l  l i n e  would be l o c a t e d  

and i d e n t i f i e d  on i n d i v i d u a l  maps s o  t h a t  t h e  r e l a t i o n s h i p s  

between t h e  branch l i n e  and o t h e r  t r a n s p o r t a t i o n  a l t e r n a t i v e s  

cou ld  be understood.  

Status - Any r a i l  l i n e s  cons idered  f o r  abandonment (cur-  

r e n t l y  t h e r e  a r e  none) would be desc r ibed  i n  terms of c u r r e n t  

s t a t u s .  



Issues - The i s s u e s  concerning t h e  l i n e  would be analyzed 

from t h r e e  d i f f e r e n t  v iewpoints .  F i r s t  t h e  r a i l r o a d  viewpoint  

would be analyzed.  This  in format ion  would come from w r i t t e n  and 
o r a l  in format ion  provided by t h e  c a r r i e r ,  a s  w e l l  a s  t h i s  

s t u d y ' s  a n a l y s i s .  For example, a  r ea son  f o r  p o t e n t i a l  aban- 

donment might be t h a t  t h e  l i n e  g e n e r a t e s  i nadequa te  revenues  t o  

cover  ope ra t ing  expenses. Other r ea sons  might have t o  do wi th  

t h e  p h y s i c a l  c o n d i t i o n  ' of t h e  l i n e ,  which p rec ludes  p r o f i t a b l e  

ope ra t ions .  Second, from t h e  viewpoint  of r a i l r o a d  s h i p p e r s  and 

r e c e i v e r s ,  t h e  l o s s  of r a i l  s e r v i c e  means t h a t  t hey  l o s e  d i r e c t  

a c c e s s  t o  an important  mode of t r a n s p o r t a t i o n .  It can a l s o  mean 

t h a t  a  b u s i n e s s  can c l o s e .  Another viewpoint  commonly ex- 

p r e s s e d  (e lsewhere)  i s  t h a t  poor r a i l  s e r v i c e  has  l e d  t o  a  

s h i f t  t o  g r e a t e r  t r u c k  use .  These and o t h e r  o p i n i o n s  of t h e  

r a i l  u s e r s  would be obta ined from i n t e r v i e w s  and d i s c u s s i o n s  

w i th  t h e  r a i l  u s e r s  l o c a t e d  along t h e  s u b j e c t  r a i l  l i n e .  Third ,  

t h e  viewpoint  of t h e  community would be  expressed i n  terms of 

t h e  p o t e n t i a l  e f f e c t s  of abandonment on growth and development. 

. . - One of t h e  common rea- 

sons  t h a t  branch l i n e s  a r e  p o t e n t i a l l y  s u b j e c t  t o  abandonment is 

t h a t  f r e i g h t  revenues have h i s t o r i c a l l y  been inadequa te  t o  a l low 

a  l e v e l  of annual  maintenance s u f f i c i e n t  t o  keep t h e  l i n e s  oper- 

a t i n g  e f f i c i e n t l y  o r  t o  a l low f o r  t h e  replacement of o b s o l e t e  

r a i l  which cannot handle  modern loads .  Tha t  is, reduced r w e n u e  

can l e a d  t o  d e f e r r e d  maintenance which i n  t u r n  can  cause  r w e -  

nues  t o  be  depressed  even more a s  s e r v i c e  e f f i c i e n c y  d e t e r i o r -  

a t e s .  

I n  keeping w i t h  A laska ' s  R a i l  Planning g o a l s  and o b j e c t i v e s ,  

t h e  S t a t e  w i l l  f ocus  i t s  p o s s i b l e  a s s i s t a n c e  on long  term 

s o l u t i o n s  r a t h e r  t h a n  cou r se s  of a c t i o n  t h a t  a l l e v i a t e  a  problem 

s i t u a t i o n  f o r  j u s t  a  few yea r s .  Accordingly,  i n s p e c t i o n s  of t h e  

l i n e s  would be c a r r i e d  o u t  i n  t h e  f i e l d .  I n  a d d i t i o n  t o  t h e  

i n s p e c t i o n s ,  in format ion  would be  ob ta ined  from r a i l r o a d -  



provided t r a c k  c h a r t s  and o t h e r  d a t a  sources .  The purpose of 

t h e s e  i n s p e c t i o n s  would be t o  inventory  t h e  l i n e  and t o  provide 

a  b a s i s  f o r  t h e  e s t i m a t e  of c o s t s  necessary t o  r e h a b i l i t a t e  t h e  

l i n e  t o  s u i t a b l e  s t a n d a r d s  which then  could be  sus t a ined  i n  t h e  

long term through normal annual  maintenance procedures .  

In format ion  t h a t  would be obta ined from t h e  phys i ca l  inven- 

t o r y  and from t e c h n i c a l  documents would inc lude :  

* R a i l  - Weights i n  terms of pounds pe r  yard ;  m i l e s  of each 
weight ;  r o l l i n g  d a t e s ;  phys i ca l  cond i t i on .  

* B a l l a s t  - Type and cond i t i on .  
* T i e s  - Condi t ion .  
* Other Track M a t e r i a l  - Type and c o n d i t i o n  of j o i n t s ,  t i e  

p l a t e s ,  and anchors .  
* S i d e  Tracks - Locat ion ,  l e n g t h ,  type ,  and cond i t i on .  
* Bridges/Drainage - Number, l e n g t h ,  type,  and cond i t i on .  
* Road Cross ings  - Number, s u r f a c e ,  t ype  of p r o t e c t i o n ,  and 

c o n d i t i o n .  
* Rai l road  Bu i ld ings  and Other F a c i l i t i e s  - Number and type.  
* L i m i t a t i o n s  on Opera t ions  - Timetable speed,  maximum 

a l lowable  g r o s s  weight ,  and s p e c i a l  ope ra t ing  r u l e s .  

- Exi s t i ng  r a i l  and highway f a c i l -  

i t i e s  i n  t h e  a r e a  of each l i n e  would a l s o  be documented. Ra i l -  

road o p e r a t i n g  schedu le s  would be  desc r ibed ,  and t h e  l o c a t i o n  

and road d i s t a n c e  t o  a l t e r n a t i v e  r a i l  s e r v i c e  (team t r a c k  

l o c a t i o n s  and loading/unloading f a c i l i t i e s )  t o  t h e  e x t e n t  t h a t  

t hey  might e x i s t  i n  Alaska,  would be presen ted .  A l t e r n a t i v e  

t r u c k  s e r v i c e  would be analyzed wi th  r e s p e c t  t o  t h e  t ype  of 

f r e i g h t  t r a f f i c  c u r r e n t l y  being c a r r i e d  by r a i l . '  

Rail - Deta i l ed  t r a f f i c  s t a t i s t i c s  f o r  t h e  l i n e  

would be prov ided  by t h e  r a i l r o a d .  These s t a t i s t i c s  would then  

be v e r i f i e d  v i a  d i s c u s s i o n s  w i th  t h e  v a r i o u s  users. These 

s t a t i s t i c s  would be  summarized and d i scussed  i n  terms of :  

* Car loads  - Number of o r i g i n s  and t e rmina t ions  by yea r  and 
s t a t i o n .  



* Tons - T o t a l  weight of o r i g i n s  and t e rmina t ions ,  by yea r  
and s t a t i o n .  

* Commodities - Type and number of c a r l o a d s  and t o n s  by year  
and s t a t i o n .  

* F r e i g h t  Revenue - Amount by yea r  and s t a t i o n .  

From t h e  above d a t a  c e r t a i n  comparat ive  s t a t i s t i c s  would be 

c a l c u l a t e d  inc lud ing  ton-miles,  c a r l o a d s  p e r  week, c a r l o a d s  pe r  

m i l e ,  and revenue p e r  mile .  

-acts of Aha- - The impacts  o f  abandonment i n  t h i s  

proposed methodology would ana lyze  t h e  impacts  of a  p o s s i b l e  

abandonment o r  s e r v i c e  e l i m i n a t i o n  on t h r e e  groups:  t h e  r a i l -  

roads ,  t h e  s h i p p e r s  and r e c e i v e r s ,  and t h e  sur rounding  commun- 

i t y .  

c .  Ra i l road  Impacts 

From t h e  r a i l r o a d ' s  v iewpoint ,  t h e  revenue and c o s t s  asso- 

c i a t e d  wi th  t h e  l i n e  a r e  t h e  l i n e ' s  most impor tan t  c h a r a c t e r i s -  

t i c s .  Because any l i n e  abandonment c a n d i d a t e  would be  g e n e r a l l y  

u n p r o f i t a b l e  o r  marg ina l ,  t h e  r a i l r o a d  c a n  p reven t  a d d i t i o n a l  

l o s s e s  by abandonment o r  s e r v i c e  r educ t ion .  The r a i l r o a d ' s  

p r o f i t  o r ,  l o s s  from ope ra t ions  would be c a l c u l a t e d .  S i m i l a r l y ,  

t h e  r a i l r o a d ' s  "oppor tun i ty  c o s t n ,  as r ep re sen ted  by t h e  l i n e ' s  

r e t u r n  on va lue ,  would be c a l c u l a t e d .  The c a l c u l a t i o n  format  i s  

a s  d e p i c t e d  i n  Table  6-2. Following is a  b r i e f  d e s c r i p t i o n  of 

t h e  c o s t  and revenue d a t a  i tems conta ined  i n  t h e  t a b l e .  

1. F r e i g h t  Or ig ina t ed  and/or Terminated on Branch: 
The r e p o r t e d  amount of g r o s s  f r e i g h t  revenue t h a t  t h e  
owning r a i l r o a d  der ived  from o r i g i n a t i n g  and termi-  
n a t i n g  t r a f f i c .  (Does n o t  i n c l u d e  revenue d e r i v e d  by 
o t h e r  c a r r i e r s  p a r t i c i p a t i n g  i n  t h e  hau l  such a s  barge 
l i n e s  o r  t r u c k i n g  companies).  



2. F re igh t  T r a f f i c  Interchanged:  
The amount of revenue a t t r i b u t e d  t o  t r a f f i c  which 
pas ses  over t h e  l i n e  bu t  does n o t  o r i g i n a t e  o r  t e r -  
minate  on t h e  l i n e  ( o r i g i n a t e s  and t e r m i n a t e s  v i a  
another  mode). 

3 .  A l l  Other Revenues and Income: 
Demurrange revenue ob ta ined  by cha rg ing  s h i p p e r s  and 
r e c e i v e r s  f o r  ho ld ing  f r e i g h t  c a r s  l o n g e r  t h a n  allowed 
by t a r i f f  and misce l laneous  revenues  such a s  f o r  
swi tching,  r e n t s  and l e a s e s ,  e t c .  

4.  To ta l  Revenues A t t r i b u t a b l e :  
The sum of l i n e s  1 through 3 .  

l e  Costs  For: 

On-Branch Costs :  
The t o t a l  c o s t s  a t t r i b u t a b l e  t o  o p e r a t i o n s  on-branch. 
This  i s  t h e  sum of l i n e s  5a  through 5 j .  
Maintenance of Way and S t r u c t u r e s :  
The annual  c o s t s  necessary  t o  keep a  l i n e  a t  a  p a r t i -  
c u l a r  o p e r a t i n g  s t anda rd .  The r a i l r o a d ' s  provided 
a c t u a l  expend i tu re s  f o r  a  s i n g l e  yea r  i s  used i f  accep- 
t a b l e .  While t h e  a c t u a l  e x p e n d i t u r e  a s  r epo r t ed  by t h e  
r a i l r o a d  i s  shown ( i f  a v a i l a b l e ) ,  it should  be  r e a l i z e d  
t h a t  a  c o s t  of $5,000 t o  $6,500 p e r  m i l e ,  depending on 
t h e  t r a f f i c  t h e  l i n e  is s u b j e c t e d  t o  and t h e  number of 
s t r u c t u r e s  on t h e  l i n e ,  is more r e p r e s e n t a t i v e  of a 
normalized v a l u e .  T h i s  c o s t  p rov ides  i n s i g h t  i n t o  t h e  
d e f e r r a l  of maintenance on t h e  l i n e .  
Maintenance of Equipment: 
The c o s t  of equipment r e p a i r  and d e p r e c i a t i o n .  
T ranspor t a t i on :  
The c o s t  of crews, f u e l ,  s u p p l i e s ,  c r o s s i n g  p r o t e c t i o n ,  
dera i lment ,  and o t h e r .  

General  Adminis t ra t ive :  
Cost of gene ra l  a d m i n i s t r a t i o n  r e l a t e d  t o  t h e  l i n e .  
Deadheading, Taxi ,  and Hotel :  
The c o s t  of t r a i n  crew out-of-pocket c o s t s .  
Overhead Movement: 
On-branch c o s t s  a t t r i b u t a b l e  t o  t r a f f i c  t h a t  is n e i t h e r  
o r i g i n a t i n g  o r  t e r m i n a t i n g  on t h e  branch.  
F r e i g h t  Car Costs :  
Payment t o  o t h e r  r a i l r o a d s  f o r  c a r  use, and c o s t  of 
owning r a i l r o a d  equipment u t i l i z a t i o n .  
Return of Investment - Locomotives: 
The oppor tun i ty  c o s t s  of u s ing  locomot ives  on t h e  
branch l i n e .  
Revenue Taxes: 
The t a x  payments due t o  revenue r ece ived  from t h e  
l i n e ' s  t r a f f i c .  
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Proper ty  Taxes: 
Local  t a x e s  on right-of-way and o t h e r  p r o p e r t i e s  ( i f  
any) . 
Off -Branch Costs :  
The c o s t s  a t t r i b u t a b l e  t o  branch l i n e  t r a f f i c  bu t  which 
a r e  i n c u r r e d  a t  a  l o c a t i o n  n o t  on t h e  branch l i n e .  
These c o s t s  i n c l u d e  t e rmina l ,  f r e i g h t  c a r  mi le ,  f r e i g h t  
t o n  mi le ,  and l o s s  and damage c o s t s .  
T o t a l  Avoidable Costs :  
The sum of l i n e s  5 and 6. 
Opportuni ty  Cos ts :  
The va lue  of f i x e d  a s s e t s  on t h e  l i n e  which would be 
used f o r  o t h e r  purposes  i f  t h e  l i n e  were abandoned. 
The product  of l i n e s  8a and 8b. 
Net L i q u i d a t i o n  Value: 
The va lue  of t h e  r a i l r o a d  p rope r ty  l e s s  t h e  c o s t  of 
removal. The amount i n c l u d e s  n e t  s a lvage  va lue  and t h e  
v a l u e  of t h e  right-of-way (owned i n  f e e  simple o n l y ) .  
Rate of Return:  
The va lue  r e p r e s e n t i n g  t h e  c a r r i e r ' s  c o s t  of c a p i t a l .  
This  v a l u e  v a r i e s  y e a r l y .  
Avoidable Loss from Operat ions:  
Line 7 minus Line  4. 
To ta l  Economic Loss From Continued Operations:  
L ines  7 aria 8  Minus Line 4 .  

R a i l  Line R e h a b l l l t a t i o n  C o s t s  
. . - I n  a d d i t i o n  t o  t h e  p r o f i t /  

l o s s  and oppor tun i ty  c o s t  e s t i m a t e s ,  t h e  c o s t  of r e h a b i l i t a t i n g  

t h e  l i n e  would be e s t ima ted  where app rop r i a t e .  R e h a b i l i t a t i o n  

would be  e s t ima ted  i n  c a s e s  where t h e  r a i l r o a d  i n d i c a t e s  it is 

d e s i r a b l e  f o r  c o n t i n u a t i o n  of s e r v i c e  o r  where an upgrading of 

t h e  l i n e  could p o s s i b l y  produce sav ings  i n  r a i l r o a d  o p e r a t i o n s  

t h a t  would c o n t r i b u t e  t o  t h e  p r o f i t a b i l i t y  of t h e  l i n e .  Uni t  

c o s t s  f o r  m a t e r i a l s  and l a b o r  would be determined based upon 

in format ion  f u r n i s h e d  by r a i l r o a d  and by s u p p l i e r s .  

d. Ra i l road  User Impacts 

I n  a d d i t i o n  t o  t h e  a n a l y s i s  of t h e  l i n e  from t h e  r a i l r o a d ' s  

p e r s p e c t i v e ,  t h e  l i n e  would b e  analyzed from t h e  viewpoint  of 

t h e  r a i l  s h i p p e r s  and/or r e c e i v e r s  which u t i l i z e  it. Avai lab le  

in format ion  r ega rd ing  r a i l  u s e r s  would be obta ined from t h e  

r a i l r o a d  company. T h i s  ra i l road-provided  in format ion  would 



i nc lude  t h e  names of s t a t i o n s  u t i l i z e d  by a l l  r a i l  customers f o r  

a t  l e a s t  t h e  p a s t  t h r e e  y e a r s .  These customer l is ts  would be 
v e r i f i e d ,  and l a t e r  an in t e rv i ew would be he ld ,  e i t h e r  i n  person 
or  by te lephone .  To a i d  i n  t h i s  a n a l y s i s ,  c e r t a i n  informat ion 

concerning each sh ippe r /  r e c e i v e r  would be compiled on a  

s t anda rd  i n t e r v i e w  form. Included on t h i s  form would be 

q u e s t i o n s  r e l a t i n g  t o :  

Nature  and s i z e  of bus ines s ;  
R a i l  f a c i l i t i e s  u t i l i z e d ;  
Commodities shipped and/or r ece ived  by r a i l ;  
Q u a n t i t i e s  of shipments;  
O r i g i n s  and/or d e s t i n a t i o n s ;  
P ropor t ion  of r a i l  usage t o  t o t a l  t r a n s p o r t a t i o n ;  
Dependency upon r a i l  t r a n s p o r t ;  
A l t e r n a t i v e s  t o  p r e s e n t  r a i l  s e r v i c e ;  
React ion t o  improved r a i l  s e y i c e ;  and 
Impacts sgould l i n e  be  abandqned. 

Through use  of t h e s e  s t anda rd  q u e s t i o n s ,  i n s i g h t s  would be 

obta ined regard ing  t h e  p o t e n t i a l  e f f e c t s  on s h i p p e r s  and re-  

c e i v e r s  of a  p o s s i b l e  l o s s  of d i r e c t  r a i l  s e r v i c e  and t h e  r e l a -  

t i v e  need f o r  improved s e r v i c e .  

The s i t u a t i o n  of each i d e n t i f i e d y r a i l  u se r  would be analyzed 

t o  determine t h e  p o s s i b l e  e f f e c t s  of a  l o s s  of r a i l  s e r v i c e  o r  

t h e  r e a c t i o n  t o  improved s e r v i c e  caused by r e h a b i l i t a t i o n .  Of 

primary concern would be t h e  manner i n  which each r a i l  user  

would a d j u s t  h i s  o p e r a t i o n  t o  accommodate a  change i n  r a i l  

s e r v i c e .  P o t e n t i a l  b u s i n e s s  c l o s u r e s  o r  r e l o c a t i o n s  would be 

i d e n t i f i e d  a s  we l l  a s  l e s s  d r a s t i c  means of adjustment .  

Rail - I n  some cases ,  t h e  r a i l  u s e r s  would be 

found t o  b e  r e l a t i v e l y  dependent upon r a i l  s e r v i c e  because of 

t h e  bulk n a t u r e  of t h e  commodities involved ,  d i s t a n c e s  t o  

o r i g i n s /  d e s t i n a t j o n s  o r  volume of.. t h e  movements. For t h e s e  

reasons  t h e s e  commodities could n o t  be hauled p r a c t i c a l l y  o r  



economically by a n o t h e r  mode. Other r a i l  u se r s  might be found t o  

be l e s s  dependent upon r a i l  because of s m a l l e r  volumes, s h o r t  

d i s t a n c e s  t o  o r i g i n s / d e s t i n a t i o n s ,  o r  commodities t h a t  would 

lend  themselves  t o  t r a n s p o r t  by o t h e r  modes. Impacts of r a i l  

abandonment on such u s e r s  t h u s  would tend  t o  be l e s s  s eve re .  

Each b u s i n e s s  which u s e s  r a i l  would be a s se s sed  accord ing  t o  

t h e s e  c r i t e r i a ,  and s h i p p e r s  w i th  extreme r a i l  dependency would 

be i d e n t i f i e d .  

m m e n t  h&&cLs - Of s p e c i a l  i n t e r e s t  i n  t h e  sh ippe r /  

r e c e i v e r  i n t e r v i e w s  is t h e  de t e rmina t ion  of whether o r  n o t  

employment l e v e l s  would be  d i r e c t l y  a f f e c t e d  should r a i l  s e r v i c e  

be withdrawn. In  a  s tudy  it is imposs ib le  t o  p r e d i c t  e x a c t l y  

what each s h i p p e r / r e c e i v e r  would do when faced wi th  l o s s  of r a i l  

s e r v i c e .  Some obse rva t ions ,  however, would be  made. The most 
extreme c a s e  of d i r e c t  employment impact would be i f  a  b u s i n e s s  

were f o r c e d  t o  c l o s e .  Less s e v e r e  would be t h e  c a s e  of a 
b u s i n e s s  which was fo rced  t o  s c a l e  down o p e r a t i o n s  o r  fo rego  

planned expans ions .  I n  o t h e r  c a s e s ,  it would be p o s s i b l e  f o r  

d i r e c t  employment l e v e l s  t o  i n c r e a s e  because of t h e  n e c e s s i t y  of 

adding e x t r a  pe r sonne l  such a s  t r u c k  d r i v e r s .  P o s s i b l e  impacts 

i n  t h i s  a r e a  would be obta ined i n  t h e  i n t e rv i ews ,  and a  t o t a l  

impact would be determined f o r  each l i n e .  

- The p r i n c i p a l  assessment c r i t e r i o n  of 

s h i p p e r / r e c e i v e r  impact  is  t h e  c o s t  change brought  about  by a  

change i n  s e r v i c e .  For bus ines ses  which do n o t  c l o s e  o r  r e lo -  

c a t e ,  t h i s  c o s t  change is g e n e r a l l y  r e l a t e d  t o  t r a n s p o r t  and 

hand l ing  c o s t s .  Bus inesses  t h a t  l o s e  r a i l  s e r v i c e  i n  Alaska 
would have t o  use  t r a c k  o r  barge  o r  conceivably a i r ,  a l l  a t  

c o n s i d e r a b l y  h i g h e r  c o s t .  

T h e s e ,  c o s t s  would be t o t a l l e d  f o r  each r a i l  u se r  and com- 

pared  a g a i n s t  an e s t i m a t e  of p r e s e n t  r a i l r o a d  l i n e  t r a n s p o r t  

c o s t s .  The c o s t  of a l t e r n a t i v e  t r a n s p o r t a t i o n  w i l l  n a t u r a l l y  



vary  according t o  t h e  s p e c i f i c  c h a r a c t e r i s t i c s  of t h e  r a i l  l i n e  

t r a f f i c  and t h e  a v a i l a b l e  a l t e r n a t i v e s .  

e. Community Impact 

A f i n a l  v iewpoint  considered would be t h a t  of t h e  a r e a  

through which t h e  l i n e  passes .  Such impacts  would inc lude  

i m p l i c a t i o n s  on job,  p a y r o l l ,  f u e l ,  economic development and t h e  

environment. 

- A s  d i scussed  above, abandonments sometimes have 

d i r e c t  employment consequences. That  is, l o s s  of r a i l  s e r v i c e  

can r e s u l t  i n  employment changes d i r e c t l y  t o  t h e  r a i l  u se r s .  

S i n c e  t h e s e  impacts a l s o  have d i r e c t  impac ts  on t h e  communities, 

t h e  t o t a l  l o s s  o r  g a i n  i n  employment would be  r epo r t ed  f o r  each 

branch l i n e .  J u s t  a s  l i n e  abandonment a f f e c t s  employment, it 

a l s o  a f f e c t s  t h e  t o t a l  p a y r o l l  of workers  i n  a community. 

Through t h e  r a i l  user  survey,  p o t e n t i a l  job l o s s e s  o r  g a i n s  

would be i d e n t i f i e d  along wi th  t h e  wage l e v e l s  of t h e  impacted 

jobs .  

Fuel - The f i n a l  q u a n t i f i e d  impact  is t h e  change of 

f u e l  usage r e s u l t i n g  from branch l i n e  abandonment. These 

impacts a r e  q u a n t i t a t i v e l y  addressed i n  t h e  above c o s t  a n a l y s i s ,  

bu t  a r e  i s o l a t e d  h e r e  t o  exp la in  t h e  concerns  of i n d i v i d u a l s  and 

communities concerned wi th  energy i s s u e s .  These energy impacts 

a r e  two-fold: a s av ings  of r a i l  f u e l  due t o  t h e  c e s s a t i o n  of 

t r a i n  o p e r a t i o n s  and an i n c r e a s e  i n  t r u c k  f u e l  consumption due 

t o  a d d i t i o n a l  t r u c k  t r i p  requirements .  Fuel  changes would be 

e s t ima ted  u t i l i z i n g  energy consumption f a c t o r s  such a s  t h o s e  

shown i n  Table  6-3. 



Table  6-3 

ENERGY CONSUMPTION FACTORS 

ORTATION 

R a i l  - On-Branch 

R a i l  - Off-Branch 

Truck - S h o r t  Haul 

CONSUMP.UQN RATE 
(Ton-Miles Pe r  Gal lon)  

55 

270 

6 5 

Truck - Long Haul 55 

-- 
SOURCE: U m n t  of -tal w - c i a t d ~ m  

dmment Pro~os&&, I n t e r s t a t e  Commerce 
Commission, O f f i c e  of Proceedings ,  October,  1976. 

Xwic~- - F i n a l l y ,  o b s e r v a t i o n s  would be made 

t o  de te rmine  whether o r  n o t  t h e  l o s s  of r a i l  s e r v i c e  would have 

s i g n i f i c a n t  e f f e c t s  on t h e  environment. Truck t r a f f i c ,  of 

course ,  would i n c r e a s e  w i t h  r a i l  abandonment b u t  when compared 

wi th  t h e  average d a i l y  t r a f f i c  t h e  q u a n t i t y  is normally ins ign-  

i f i c a n t .  Emission l e v e l s  would t h u s  change on ly  marg ina l ly .  

Other e f f e c t s  would be  a s s o c i a t e d  w i t h  l i n e  d i sman t l i ng  opera- 

t i o n s ,  and i t  i s  d o u b t f u l  t h a t  any long  te rm environmental  

e f f e c t s  would ensure .  

Economic-t - The p o t e n t i a l  f o r  community economic 

development i n  terms of s u i t a b i l i t y  of t h e  a r e a  f o r  i n d u s t r i a l  

development would a l s o  be  noted.  

f .  Benef i t / C o s t  Ana lys i s  

The p r e v i o u s l y  d i scussed  f a c t o r s  would be q u a n t i f i e d  where 

p o s s i b l e  and noted and desc r ibed  where no t .  B e n e f i t s  and c o s t s  



a r e  t hen  c a l c u l a t e d  and t abu la t ed .  For a n a l y s i s  purposes ,  a l t e r -  

n a t i v e s  f o r  p r e s e r v a t i o n  of r a i l  s e r v i c e  a r e  developed and com- 

pared t o  a  base  ca se .  The base  c a s e  is t h e  n u l l  o r  "do no th ingn  
a l t e r n a t i v e .  I t  would be assumed t h a t  t h e  n u l l  a l t e r n a t i v e  

would r e s u l t  i n  t h e  eventua l  abandonment of t h e  r a i l  l i n e  under 

s c r u t i n y .  Cons idera t ion  of s u b s t i t u t e  s e r v i c e  a s s i s t a n c e  is 

a s s e s s e d  and compared with  o t h e r  user  a l t e r n a t i v e s  f o r  r e c e i p t  

o r  shipment of t r a f f i c .  

P o t e n t i a l  A l t e r n a t i v e s  - Af te r  t h e  impacts of abandonment 

( o r  s e r v i c e  r e d u c t i o n s  due t o  d e f e r r e d  maintenance) a r e  a s se s sed  

from t h e  t h r e e  viewpoints ,  p u b l i c  cou r se s  of a c t i o n  would be 

p o s t u l a t e d .  A s  l i s t e d  e a r l i e r ,  a l t e r n a t i v e s  might i n c l u d e  i n d i -  

v i d u a l l y  o r  i n  combination: r e h a b i l i t a t i o n ,  new c o n s t r u c t i o n ,  

s u b s t i t u t e  s e r v i c e ,  and a c q u i s i t i o n  (by o r  f o r  a  new o p e r a t o r ) .  

- 
Piscoranf Rate  - A s  p rev ious ly  s t a t e d ,  a l l  c o s t s  and b e n e f i t s  

would be d i scounted  a t  a  r a t e  deemed r e p r e s e n t a t i v e  of t h e  

oppor tun i ty  c o s t  of funds  a s  opposed t o  c u r r e n t  i n t e r e s t  r a t e s  

where a  l a r g e  p o r t i o n  of t h a t  r a t e  r e f l e c t s  i n f l a t i o n .  A r a t e  of 

3 t o  5  p e r c e n t  would t y p i c a l l y  be  u t i l i z e d .  

p r o i ~ c t  L i f e  - The l i f e  of a l t e r n a t i v e  p r o j e c t s  would be 

e s t a b l i s h e d  a t  15 yea r s .  This  term is  deemed a s  a  d e s i r e a b l e  

goa l  from a  S t a t e  viewpoint  i n  o rde r  t o  c o n s i d e r  t h e  p r o j e c t  a s  

a  long term b e n e f i t .  The S t a t e  r e a l i z e s  t h a t  a c t u a l  p r o j e c t  

l i f e  may, s u b j e c t  t o  n e g o t i a t i o n s ,  be  of s h o r t e r  d u r a t i o n  and 

p r o j e c t  l i f e  ad jus tments  w i l l  be  made acco rd ing ly  a t  such t ime 

a s  n e g o t i a t i o n s  have s u f f i c i e n t l y  p rogressed  t o  i n d i c a t e  a  

change i n  terms.  

g .  P r o j e c t  Cos ts  

The t o t a l  c o s t  of each a l t e r n a t i v e  would be  e s t ima ted .  This  

c o s t  r e p r e s e n t s  t h e  c o s t  t o  c o n s t r u c t  and/or implement t h e  pro- 



j e c t .  Where p r o j e c t  investment ,  such a s  r e h a b i l i t a t i o n  o r  new 

c o n s t r u c t i o n ,  may have v a l u e  remaining a t  t h e  end of t h e  p r o j e c t  

l i f e ,  t h i s  would be  t a k e n  i n t o  account  by c o n s i d e r a t i o n  of t h e  
d i scounted  sa lvage  v a l u e  of t h e  investment  a t  t h e  end of t h e  

a n a l y s i s  per iod  a s  a  p r o j e c t  b e n e f i t .  

h. B e n e f i t s  

B e n e f i t s  o r  d i s b e n e f i t s  a r i s i n g  from t h e  c o n t i n u a t i o n  of 

r a i l  s e r v i c e  depend on t h e  p e r s p e c t i v e  t a k e n  i n  t h e  a n a l y s i s .  

The a n a l y s i s  from a  S t a t e  p e r s p e c t i v e  r e q u i r e s  t h e  examination 

of t o t a l  c o s t s  avoided o r  g a i n s  achieved i n  t h e  process .  This 

r e q u i r e s  c o n s i d e r a t i o n  of t h e  impacts  of t h e  proposed a c t i o n  on 

a l l  p a r t i e s  involved .  The a n a l y s i s  is approached from a  c o s t  

s t andpo in t  a s  a  measure of t h e  r e sou rces  devoted t o  t h e  a l t e r n a -  

t i v e s  under c o n s i d e r a t i o n .  Resource a l l o c a t i o n  is determined on 

an  economic c o s t  b a s i s  r a t h e r  t h a n  a  r a t e  p a i d  b a s i s ,  s i n c e  

t r a n s p o r t  r a t e s  charged do n o t  always r e f l e c t  t r u e  o r  a c t u a l  

c o s t s .  

~ o r t a t l o n  B P ~ P ~  - Changes i n  t r a n s p o r t a t i o n  requi red  

due t o  t h e  e l i m i n a t i o n  of r a i l  s e r v i c e  r e q u i r e  a  r e a l l o c a t i o n  of 

r e sou rces  from one mode t o  another .  Also r e s o u r c e s  a r e  used i n  
t h e  t r a n s f e r  between modes. For example, commodities t h a t  pre- 

v i o u s l y  moved on t h e  r a i l  l i n e  w i l l  now e i t h e r  b e  moved com- 

p l e t e l y  by another  mode o r  conce ivab ly  could  move t o  a  team 

t r a c k  a t  ano ther  r a i l  s t a t i o n  and be t r a n s l o a d e d  and t h e n  moved 

by t r u c k .  These methods of t r a n s p o r t a t i o n  s e r v i c e  a r e  t h e  most 

commonly a n t i c i p a t e d  r e s u l t s  of r a i l  abandonment. Where u se r s  

a r e  n o t  s u r e  of t h e i r  a l t e r n a t i v e  cou r se  of a c t i o n ,  t h e  use  of 

an a l t e r n a t e  r a i l  p o i n t  and t r a n s f e r  by t r u c k  would be t h e  

assumed cour se  of a c t i o n .  



The c o s t  of t r a n s l o a d i n g  and t r u c k i n g  w i l l  be determined 

from r a i l  user  surveys ;  o r ,  i f  t h e  user  had n o t  done an  ana l -  

y s i s ,  e s t ima ted  by using commodity s p e c i f i c  u n i t  c o s t s  de r ived  

i n  An ~ r o f e ~  - A s u  
~f 7 1  Lines  in Lmya(2).  The c o s t s  would be updated u t i l i z i n g  
t h e  Consumer P r i c e  Index f o r  t h e  a p p r o p r i a t e  p e r i o d s  of t ime,  

and would be  t a i l o r e d  t o  r e p r e s e n t  Alaska-spec i f ic  c o s t s .  

From t h e  u s e r ' s  v iewpoint ,  t h e  c o n t i n u a t i o n  of r a i l  s e r v i c e  

p r e v e n t s  t h e s e  c o s t  occurrances;  bu t  from t h e  r a i l r o a d ' s  view- 

p o i n t  t h e  c o n t i n u a t i o n  of r a i l  s e r v i c e  r e s u l t s  i n  a  c o s t  t o  them 

of p rov id ing  t h e  s e r v i c e  on t h e  l i n e  which i s  recor-ded a s  a  

d i s b e n e f i t .  To e s t i m a t e  t h e s e  c o s t s ,  u n i t  c o s t s  w i l l  be 

developed f o r  t h e  l i n e  based on s p e c i f i c  c o s t s  a t t r i b u t a b l e  t o  

t h a t  l i n e .  Wh&e t r a f f i c  i s  a n t i c i p a t e d  t o  be  r e t a ined  a t  

ano the r  p o i n t ,  t h e  c o s t s  a r e  reduced by t h e  a n t i c i p a t e d  c o s t s  of 

p rov id ing  s e r v i c e  a t  t h e  a l t e r n a t e  po in t .  For example, t r a f f i c  

d e l i v e r e d  t o  an a l t e r n a t e  team t r a c k  s t i l l  r e q u i r e s  swi tch ing  

f o r  s e t  ou t  and p ick  up and c a r  c o s t s  a r e  s t i l l  incu r r ed  

(a l though  they  could be l e s s  i f  t h e  a l t e r n a t e  team t r a c k  

r e c e i v e s  more f r e q u e n t  s e r v i c e  than  t h e  branch l i n e ) .  
.* 

For a n a l y s i s  purposes ,  t h e  two t r a n s p o r t a t i o n  c o s t s  a r e  

compared and t h e  n e t  c o s t  is used, i . e . ,  t h e  d i f f e r e n c e  i n  t h e  

two c o s t s  a r e  cons idered  t h e  c o s t  impact. The c o s t s  i ncu r r ed  by 

t h e  u s e r s  is cons idered  a  b e n e f i t  and t h e  c o s t  i ncu r r ed  by t h e  

r a i l r o a d  a s  a  d i s b e n e f i t .  

n  B e n e f i t s  - Users dependent on r a i l  s e r v i c e  may be 

r e q u i r e d  t o  e i t h e r  r e l o c a t e  t h e i r  e n t i r e  bus ines s  o r  some por- 

t i o n  of it i n  o r d e r  t o  a v a i l  themselves  of r a i l  s e r v i c e  where 

such s e r v i c e  c o n t i n u e s  t o  e x i s t  i n  Alaska. These c a s e s ,  

expected t o  be  r a r e  i n  Alaska, would be a s c e r t a i n e d  i n  t h e  r a i l  

user  i n t e r v i e w s  and t h e  c o s t s  of such a c t i o n s  a r e  considered a  

b e n e f i t  of r a i l  s e r v i c e  r e t e n t i o n .  In  t h e  ca se  of s u b s t i t u t e  



s e r v i c e  a s s i s t a n c e ,  t h o s e  c o s t s  cons idered  a s  b e n e f i t s  of r a i l  

s e r v i c e  c o n t i n u a t i o n  then  become p r o j e c t  c o s t s .  Another t y p e  of 

r e l o c a t i o n  b e n e f i t  occu r s  i f  a  b u s i n e s s  c l o s e s  and t h e  consumer 

has  t o  t r a v e l  t o  more d i s t a n t  p o i n t s  t o  make purchases .  When 

t h i s  occu r s ,  t h e  expense of t h e  a d d i t i o n a l  t r a v e l  is considered 

a  b e n e f i t  of r a i l  s e r v i c e  r e t e n t i o n .  

t B e n e f i t s  - Unemployment r e s u l t i n g  from a b u s i n e s s  

c l o s u r e  is e f f e c t i v e  only  u n t i l  such t ime a s  t h e  former em- 

p l o y e e ( ~ )  h a s  ob ta ined  o t h e r  employment. The average  l e n g t h  of 

unemployment i n  Alaska f o r  t h o s e  workers r ece iv ing  unemployment 

compensation would be determined. I t  is a l s o  assumed t h a t  t h e  

former employee is r e h i r e d  wi th in  t h e  S t a t e  of Alaska ( u n l e s s  

in format ion  is ob ta ined  t o  t h e  c o n t r a r y ) .  The measure of t h e  

b e n e f i t  then  becomes t h e  employment wages f o r  t h e  pe r iod .  

Unemployment compensation i s  considered a  t r a n s f e r  c o s t  from t h e  

S t a t e  p e r s p e c t i v e  and a s  such is not  a  b e n e f i t  o r  d i s b e n e f i t .  

From a  l o c a l  v iewpoint  however, t h e  employment l o s s  is reduced 

by unemployment compensation a s  t h e  compensation r e s u l t s  i n  a  

g a i n  o r  r educ t ion  of l o s s  i n  t h e  l o c a l  a r e a .  

Impacts on t h e  r e t a i l  s e c t o r  a l s o  occur a s  a  r e s u l t  of 

employment changes. These impacts,  however, a r e  on ly  measured 

t o  t h e  e x t e n t  t hey  i n f l u e n c e  p r o f i t s .  An e s t i m a t e  of t h i s  

l o s s ( 3 )  is adopted a s  60 pe rcen t  of t h e  wages due t o  unemploy- 

ment ( a  measure of t h e  percen tage  of wages t h a t  would have been 

s p e n t  i n  t h e  r e t a i l  s e c t o r  t imes an assumed p r o f i t  margin of 25  

p e r c e n t ) .  These impacts  a r e  only  considered from a  l o c a l  perspec- 

t i v e .  

i. D i s t r i b u t i o n  of B e n e f i t s  

I n  o rde r  t o  p rov ide  a  c l e a r e r  p i c t u r e  of t h e  a l t e r n a t i v e  

a c t i o n s ,  t h e  d i s t r i b u t i o n  of b e n e f i t s  o r  d i s b e n e f i t s  would be 



shown f o r  each a n a l y s i s .  Th i s  pe rmi t s  a n  overview of t h e  i m -  

p a c t s  on each . g r o u p  involved i n  t h e  p o t e n t i a l  a c t i o n .  I t  a l s o  

prov ides  another  means of e v a l u a t i n g  t h e  proposed a c t i o n  without 
s t r i c t  r e l i a n c e  on t h e  b e n e f i t / c o s t  a n a l y s i s  and a s  such may 

provide  i n s i g h t s  i n t o  a l t e r n a t i v e  a c t i o n s  where one p a r t y  may be 

d i s p r o p o r t i o n a t e l y  impacted a s  compared t o  o t h e r s .  I n  t h i s  

manner, f o r  example, l o c a l  impacts  n o t  t a k e n  i n t o  account  by t h e  

s t a t e w i d e  account ing s t a n c e  a r e  revea led .  

This  a n a l y s i s  would comprise a  t a b l e  l i s t i n g  t h e  a f f e c t e d  

groups and t h e  r e s u l t i n g  impacts  on each.  A s  such it is  i l l u s -  

t r a t i v e  f o r  comparison purposes  on ly  and n o t  t o  be summed o r  

a r i t h m e t i c a l l y  manipulated i n  any f a s h i o n .  Impacts t h a t  cannot 

be q u a n t i f i e d  would a l s o  be  shown i n  t h e  d i s t r i b u t i o n .  

j. S t a t e  Conclusions 

A t  t h e  end of t h e  l i n e ' s  a n a l y s i s ,  t h e  S t a t e  w i l l  p r e s e n t  a  

s ta tement  concerning t h e  S t a t e ' s  conc lus ions  of t h e  appropr i -  

a t e n e s s  of each a l t e r n a t i v e  cons idered  i n  l i n e  a n a l y s i s .  These 

conc lus ions  w i l l  be  based on t h e  b e n e f i t / c o s t  and d i s t r i b u t i o n  

a n a l y s i s  and on a  comparison wi th  S t a t e  g o a l s ,  p o l i c i e s  and 

r o l e s .  

2. of t h e  Ab- 

The above methodology is advanced f o r  FRA review and 

approval .  With FRA approva l ,  Alaska w i l l  have an approved 

methodology t o  b e  a b l e  t o  use  LRSA f u n d s  f o r  r a i l  abandonment 

p reven t ion  purposes ,  i f  it s o  d e s i r e s .  

However, a s  s t a t e d  e a r l i e r ,  t h e  Alaska Rai l road  c u r r e n t l y  

has  no planned r a i l  l i n e  abandonments. Therefore ,  t h e  above 

methodology has  n o t  been a p p l i e d  t o  any l i n e  i n  t h i s  Ra i l  Plan.  



I t  is s e t  f o r t h  on ly  t o  g a i n  approva l ,  f o r  f u t u r e  use  i f  needed. 

One p o t e n t i a l  use of t h e  methodology, however, would be t h e  

White Pass  and Yukon i f  formal abandonment proceedings a r e  f i l e d  

on t h a t  r a i l r o a d  i n  t h e  f u t u r e .  
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